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Executive Summary 
 

1.  The Local Government Code (LGC) of 1991 was landmark legislation that initiated the 

decentralization of governance in the Philippines and provides the overall framework for central-local 

relations.  The LGC consolidated and amended various existing laws and laid the foundation for increased 

local autonomy and accountability through the assignment of service delivery and expenditure 

responsibilities as well as revenue mobilization powers to local government units (LGUs).   

 

2. While there are diverse views regarding the impact of decentralization on the provision of local 

services, the actual research on the subject has been scant.  Based on detailed analysis of primary data 

collected from a sample of LGUs in two provinces (two provincial governments; one city in each 

province; and one municipality in one province and two in the other) over a five-year study period 

covering 2003-07, this Study seeks to contribute to the empirical literature on local service delivery in the 

Philippines by providing a deeper understanding of the composition of public expenditures that support 

devolved services (including the resource allocation decisions that support these expenditures), an 

assessment of the quality of local service delivery based on available local data, and an evaluation of the 

interactions between various public entities that finance and provide local services. 

 

Fiscal Overview 
 

Revenue Mobilization 

 

3. Disparities and inequity in LGU resource bases.  The local public finance literature in the 

Philippines has highlighted both vertical and horizontal inequities in resource bases.  In general, cities 

have been known to benefit from larger revenue bases, both in terms of greater taxing powers and larger 

allocations of internal revenue allotment (IRA), than either provinces or municipalities, which tend to be 

heavily IRA-dependent.  The data collected from the case study LGUs not only confirmed this general 

finding but showed how striking the differences can be in resource levels across LGUs, both vertically 

and horizontally, once these are measured on a per capita basis.  Thus, the “richest” LGU in our small 

sample (a city in Visayas) collected P442 per capita (in constant 1985 Pesos) over 2003-07 whereas the 

“poorest” LGU (a province in Visayas) collected only P81.  The data also highlighted horizontal inequity 

across the same level of LGUs.  Among the three municipalities in the sample, one municipality in 

Visayas collected nearly twice as much (P205) as another in Luzon (P117). Furthermore, the data 

suggested, though the sample size is too small for generalization, that IRA and other transfers are 

generally positively correlated with LGUs’ own-source revenues, which is consistent with the findings of 

earlier studies that the current IRA formula is inefficient in its revenue equalizing effects. 

 

4. LGU strategies for resource mobilization.  LGUs often complain of limited resources for their 

statutorily devolved responsibilities and the built-in inequities in the LGUs’ resource bases compound this 

problem for some LGUs much more than for others.  What the existing literature does not show, however, 

is a variety of “coping” strategies some LGUs have devised to make up for their relatively low incomes 

coming from IRA and taxes.  The case studies illustrate how some of the LGUs have tried to enhance 

their resource bases.  For example, one of the case study municipalities in Visayas relied extensively on 

economic enterprises to raise non-tax revenues.
1
  Another strategy for resource mobilization available to 

the LGUs is debt financing.  Among the case study LGUs during the period covered in this study, the 

                                                 
1 Thanks primarily to fees from a municipal hospital (which by itself is unusual as most LGU hospitals are run by provinces), the 

municipal market, and the local water system, this Visayas municipality had a much lower IRA dependency rate (56 percent of 

total income) compared to the national municipality average of 79 percent.  It collected a third of its total income from own-

source revenues other than local taxes (the latter accounted for less than 10 percent of the total income). 
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Luzon Province and the Luzon City had contracted loans to augment their income.
2
  Finally, the most 

common approach to mitigate the limitations in local resource bases was to lobby the national 

government – either directly through national sectoral agencies or indirectly through the local 

congressmen – to allocate discretionary national funds to finance devolved infrastructure and services.  

For example, the Visayas Province was particularly successful in luring national government agencies to 

invest heavily in the province, including three national government infrastructure projects for a combined 

value of almost P1 billion.
3
  In the case of the Luzon Province, the “strategy” also involved getting the 

national congress to convert over 200 km. of its provincial roads into national roads and get DPWH to 

spend over P252 million over 2004-07 on road improvement and maintenance projects for the already 

reduced provincial road network. 

 

5. Reliance on national resources is a pragmatic solution to resource constraints, but it also raises 

questions of accountability and efficiency.  The availability of discretionary funding has commonly been 

politically conditioned, hence potentially weakening LGUs’ accountability to their local constituencies.  

This also dampens LGUs’ incentives to raise their own revenues, which again requires a degree of 

accountability for the use of the revenues raised locally.  Finally, opportunistic accessing of national 

resources in the context of weak local planning can create problems of poor expenditure coordination and 

reduced efficiency in resource allocation. 

 

Expenditure Allocations 

 

6. Heavy overhead.  The available data on aggregate LGU spending do not permit detailed analysis 

of LGU expenditure patterns.
4
  However, the data from the case study LGUs revealed how individual 

LGUs allocated their expenditures across functional categories and showed that in every case, General 

Public Services (GPS) was the most important category of expenditures, with the share of GPS 

expenditures varying from 28.6 percent to 54.1 percent of total spending.  Within GPS, by far the largest 

spending category was Executive and Legislative Organs, accounting for anywhere from 18 percent to 50 

percent of the total spending, which suggested that the administrative overhead of the LGU governance 

structure weighs heavily on LGU finances.  This was also corroborated with the data on spending by 

economic classification, which showed personal services (PS) as the dominant category in most of the 

case study LGUs, ranging from 36 percent to 56 percent of total spending. 

 

7. Trade-off between economic and social spending.  Among the remaining functional categories, 

Economic Affairs was the most important category, followed by Health.  In fact, GPS, Economic Affairs, 

and Health dominated the budgets of the case study LGUs, with the aggregate shares accounting for 

between 71.5 percent (Luzon City) and 87.5 percent (Visayas Province) of total spending.  However, a 

closer look at the data suggested that there may be a degree of trade-off between spending on Economic 

Affairs – where the dominant sub-sector, by far, was Transport and Other Infrastructure – and Health.  A 

telling contrast was the spending patterns of the two case study provinces.  Both spent significantly more 

of their budgets on Health compared to the cities and the municipalities, as expected from the fact that the 

provinces manage the district hospitals within their jurisdictions.  But the Luzon Province actually spent 

almost 40 percent of its total budget on Health, whereas the Visayas Province allocated around 20 

                                                 
2 The Luzon Province financed the major rehabilitation of its tertiary hospital with a loan amounting to about 3.4 percent of its 

average annual income while the Luzon City borrowed an equivalent of more than 10 percent of its average annual income for 

construction of local roads and classrooms. 
3 These included an approximately P220 million (in constant 1985 Pesos) circumferential road project; an approximately P300 

million power interconnection project, which provided the Visayas Province with access to geothermal power from another 

province; and an approximately P460 million irrigation project, which involved the construction of dams and irrigation facilities. 
4 For example, the Statements of Income and Expenditures (SIEs) reported by the Bureau of Local Government Finance (BLGF) 

of the Department of Finance (DOF) do not provide disaggregated data on LGU spending within the broad Economic Services 

category such that it is not possible to know how much an LGU spent on transport or agriculture. 
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percent.  Because of the larger fiscal capacity of the Luzon Province, this difference in allocation 

translated into a staggering difference of P42 versus P16 on per capital terms between the Luzon Province 

and the Visayas Province, respectively.
5
  Other than the three main spending categories (GPS, Economic 

Affairs, Health), there were some notable variations across LGUs which suggested differences in relative 

prioritization on the margin.
6
  Anecdotally at least, the variations in both operating and capital 

expenditure patterns of the case study LGUs suggested some level of effort to allocate local resources 

based on local preferences and needs.  Nonetheless, weaknesses in local planning and budgeting constrain 

the capacity of local governments to efficiently and equitably allocate resources based on local needs, 

while at the same time providing local chief executives with extensive discretion in resource allocation.   

 

Local Capital Investments 
 

8. The Study examined how the case study LGUs conducted capital investments with the primary 

objective of understanding how different LGUs went about prioritizing expenditures and funding them – 

the premise being that given the relative scarcity of fiscal resources and a relatively high level of rigidity 

of the LGU budgets (as a consequence of uniformly high PS shares), capital investment projects were 

likely to be the most evident manifestations of LGU priorities.  The case study LGUs demonstrated 

interesting variations in terms of the shares of the total budgets devoted to capital expenditures, which 

ranged from a low of 9 percent (Luzon Municipality) to a high of 26 percent (Luzon Province). 

 

Institutional Rules and Arrangements 

 

9. Complex but formalistic institutional processes.  The prevailing legal and regulatory frameworks 

require LGUs to manage their planning and budgeting in a rather complex manner.  On the funding side, 

LGUs finance local capital investments primarily from two funds: the Local Development Fund (LDF), a 

mandated share of the IRA that is reserved for “development projects;” and the General Fund, which 

consists of all internal resources of an LGU that are not allocated to special funds such as the Calamity 

Fund and the Special Education Fund (SEF).  Although the LDF is meant for “developing projects,” in 

practice these have included both capital and recurrent expenditures, and past guidelines did not tightly 

define what constituted “development projects.”  As a result, what are funded by the LDF as opposed to 

the General Fund becomes somewhat arbitrary.  Furthermore, the LGUs are required to prepare an 

Annual Investment Plan as a basis for projects to be funded from the LDF and obtain approval from the 

Local Development Council, while in parallel prepare an annual budget focusing on the content of the 

projects and activities to be funded from the General Fund.  To complicate local planning and budgeting 

further, LGUs are also required to prepare a myriad of other plans such as Comprehensive Land Use 

Plans (CLUP), Executive-Legislative Agendas (ELA) and Local Development Investment Plans (LDIP).   

 

10. The practical utilization of the multi-year plans as frameworks for guiding the resource 

allocations during the plan period was very weak in the case study LGUs.  The multi-year plans were not 

formally linked to the annual planning and budgeting processes, hence there was no formal monitoring 

and evaluation of the medium-term plans.  Instead of relying on formal planning and budgeting tools, 

local chief executives exercised considerable levels of discretion over the annual allocation of funds for 

capital purposes.  While the LGC provides multi-stakeholder councils with oversight functions over 

planning and budgeting, these bodies were not actively involved in the development of the annual plans 

and budgets of the case study LGUs.  Furthermore, the separate bookkeeping for the General Fund and 

                                                 
5 The difference in per capital health spending does not necessarily mean that the residents of this Visayas Province are getting 

less than half of health care delivery than their counterparts in the Luzon Province because of the presence of a DOH-retained 

hospital in the former.  Furthermore, the data tell us nothing about the adequacy of the primary care networks in these provinces. 
6 For example, the Luzon Province and City both spent comparatively larger share of their budget on Education, with the former 

devoting 10 percent of its total spending and the latter 15 percent. 
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the LDF obfuscated the comprehensive examination of fund allocations and assessment of executed 

budgets. 

 

Allocation of Investments 

 

11. Varying priorities.  Among the case study LGUs, the two provinces, the Luzon City, and one of 

the Visayas Municipalities devoted relatively high shares (ranging from 17 percent to 26 percent of total 

spending) to capital investment projects.  But during the study period, only the Luzon Province and the 

Luzon City contracted loans to finance their investment projects.  One of the reasons why the other LGUs 

did not borrow during this period was existing large debt service commitments, which apparently 

squeezed the LGUs’ ability to service more debt.
7
  Another reason, however, appeared to be the 

willingness of the local chief executive to resort to borrowing as a resource mobilization strategy.  For 

example, the Visayas Province registered a miniscule level of debt service during the study period 

because it had not contracted debt immediately before or during 2003-07.  Evidently, the governor chose 

to keep the province’s public investment budget somewhat constrained (17 percent of total spending) 

instead of resorting to debt financing of projects. 

 

12. The variations in the distribution of the capital investment expenditures by functional categories 

across the case study LGUs corroborate the Study’s premise that the differences in the LGUs’ priorities 

would become more manifest in the investment budget.  Once again GPS, which includes items such as 

construction of city/municipal halls, emerged as one of the functional categories that attracted more 

public investments across the case study LGUs, though the actual levels varied from almost 70 percent of 

the total investment budget in the Visayas City to less than 20 percent in one of the Visayas 

Municipalities.  The contrast became starker in other functional categories such that, for example, the 

Visayas Province spent nearly 50 percent of its investment budget on Economic Affairs (mainly, in the 

Transport and Other Infrastructure sub-category) while the Luzon Province prioritized Health, which 

absorbed more than 40 percent of its total capital investments.  The Luzon Province and the Luzon City 

stood out for their prioritization of Education (24.3 percent and 31.1 percent, respectively), whereas the 

municipalities tended to emphasize Housing and Community Amenities (ranging from 13.4 percent to 

32.1 percent), which mainly financed improvements in LGU-operated water systems. 

 

13. Heavy presence of national government capital spending.  An important aspect of local service 

delivery that is often omitted in previous studies on decentralization is the role of national government 

agencies in the provision of local-level services and investments.  Some case study LGUs benefited from 

a large presence of nationally-executed public investments, which in some cases seemed to have offset the 

LGUs’ needs for devoting their own resources to capital investments.  Taking the Department of Public 

Works and Highways (DPWH), the national government’s most important executor of capital projects, as 

a measure of national government presence in the case study LGUs, the data indicated considerable 

variations in the weight of DPWH spending, measured either on a per capita basis or as a ratio of DPWH 

expenditures to the LGU capital expenditures.  In the Luzon Province, where the governor apparently 

pursued an explicit strategy of luring national public investments while allocating more of the province’s 

own investment budget to the Health sector, DPWH spent P51 per capita compared to P21 in the Visayas 

Province and P33 in the Visayas City.  In both provinces, DPWH spending outweighed the provinces’ 

capital expenditures by a factor of two.  In the Luzon Municipality, DPWH spending (at P33 per capita) 

reached 3.6 times that of the municipality’s capital spending.   

 

14. The availability of public investments by DPWH (or any national government) must be welcome 

for the LGUs as they can compensate the LGUs’ generally weak capacity for capital formation.  

                                                 
7 The Visayas City and the Visayas Municipality with low levels of capital investment both exhibited relatively high debt service 

expenditures of 9.5 percent and 7.6 percent, respectively, during 2003-07. 
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However, there were no formal mechanisms to ensure that DPWH-implemented local infrastructure 

projects were consistent with the plans of the LGU, which meant that the LGUs were not always able to 

monitor the implementation of these projects and account for potential future maintenance and operating 

costs that the LGU may be forced to absorb as a result of the development of new infrastructure.  This 

particularly seemed to be the case with the numerous small-scale projects at the barangay level that 

DPWH engaged in, which were mainly projects identified by local congressmen and financed by 

discretionary congressional funds.  Furthermore, the highly fragmented nature of external funding for 

local-level projects resulted in a general lack of transparency in the allocation of resources.  LGUs do not 

report on externally-funded expenditures as part of their fiscal reporting whereas national government 

agencies that actually carry out these projects, such as DPWH, do not report the details of their activities 

at the LGU level.   

 

Local Roads Sector 
 

15. Local roads comprise approximately 85 percent of the length of the total road network in the 

Philippines, with the share staying essentially constant from 1981 to 2000.  Over this period, the length of 

the total road network increased by more than 30 percent, to over 200,000 km. in 2000.  Concurrent to the 

increase in the length of the total road network, the share of paved roads also increased from 13 percent of 

the total road network in 1981 to 22 percent in 2000.  However, in spite of this improvement, the 

Philippines lags behind neighboring countries in East Asia that have significantly higher shares of paved 

roads, including Indonesia (57.6 percent), China (91 percent), and Thailand (96.5 percent).  The relatively 

low overall share of paved roads is rooted in the poor quality of local roads compared to national roads.   

 

16. The data indicates particular areas of weaknesses in the Philippine roads sector.  Virtually no 

improvement was recorded in terms of the length of paved provincial roads from 1981 to 2000 – the 

percentage of paved provincial roads improved from 17 percent to 21 percent largely because of the 

conversion of provincial roads to national roads.  Furthermore, while the barangay road network 

expanded both in terms of the total length and the length of paved roads, still only 7 percent of the total 

roads had been paved as of 2000.  These and other signs of unsatisfactory performance can be traced to: 

1) the mismatch of the LGUs’ revenue capacities and the relative needs for road sector expenditures; 2) 

legal loopholes in assignment of expenditure responsibilities, which invite opportunistic interventions by 

higher tiers of government (often with national congressional funding for political purposes); and 3) weak 

technical basis of LGUs’ roads sector management. 

 

Inter-governmental Arrangements 

 

17. Unbalanced resourcing of road expenditure needs.  The LGC assigns to LGUs the primary 

responsibility for the planning, construction, improvement, and maintenance of local roads that were 

assigned to them, with the exception being barangays which were tasked only with the maintenance of 

barangay roads.  However, the mismatch between the expenditure responsibilities and the revenue 

assignments, as defined in the LGC, is particularly severe in the roads sector, which is one of the most 

important spending categories for most LGUs.  Data from case study LGUs revealed wide variations in 

the capacities of local governments to finance devolved road sector needs.  Although the inclusion of the 

land area in the IRA formula might be expected to address, at least partially, the relative needs of road 

spending, the data from the case study LGUs show that there is not necessarily a positive correlation 

between the land area and the extension of the LGU road network given that the latter is also a function of 

the geographic and topographic characteristics of the area as well as the location of the population.  Over 

2003-07, the case study LGUs’ total income per km. ranged from P3,000 to almost P15,000 for the case 

study cities and municipalities, while the averages for the Visayas Province and Luzon Province were just 

P515 and almost P2,000, respectively.  Furthermore, barangays have negligible resources to fulfill their 
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mandate to maintain barangay roads.  As a result, provincial and, especially, barangay roads are severely 

under-resourced.   

 

18. Loopholes in expenditure responsibilities.  While barangays were assigned the responsibility for 

maintaining barangay roads, the lack of clarity regarding the level of government that is responsible for 

the construction and improvement of barangay roads has resulted in a wide gap in the planning and 

financing of barangay road investments.  Unsurprisingly, data from the case study LGUs provided strong 

evidence for the prominent role that the national government (mainly through discretionary congressional 

funds) maintains in the provision of devolved local roads, particularly for barangay roads.  Except for the 

Luzon City where the mayor prioritized road investment on both the city roads and the barangay roads 

within the city boundary, virtually all public spending on barangay roads in the case study LGUs was 

carried out by the national government.  When barangay road investments are left largely to the largesse 

of elected politicians who typically do not follow a technical spending plan, if one existed, but instead try 

to spread the relatively limited funding across as many constituencies as possible, the result is the 

proliferation of very small projects, each of which is insufficient to construct a meaningful road network. 

 

Local Road Sector Governance 

 

19. Formalistic planning and scant coordination.  The case study LGUs generally exhibited weak 

technical capacity for local road planning and budgeting.  Specific multi-year road investment plans were 

non-existent while annual budgets for local road projects were typically identified based on subjective 

criteria and were subject to considerable discretion of local chief executives.  The heavy presence of the 

national government in the sector without a national road investment and/or maintenance plan at the local 

level, coupled with weak local planning capacities, resulted in fragmented and uncoordinated financing of 

local roads and suggested inefficient allocation of both local and national resources for the local road 

sector.  All in all, evidence from the case study LGUs indicated unclear lines of accountability and 

questionable alignment between local road needs and investments, especially for barangay roads. 

 

20. Ad hoc prioritization.  The case study LGUs demonstrated considerable variability as regards the 

prioritization of local road sector expenditures vis-à-vis other expenditure priorities.  While there were 

wide variations in the fiscal capacities of the LGUs to undertake road investments, the availability of local 

funds was not the sole determinant of the level of local road spending among the case study LGUs.  In 

certain cases, the accessibility of national government funding for local road provision was also a factor, 

along with the level of importance placed by the local chief executive on the local road infrastructure.   

 

21. Poor sector data and weak monitoring and evaluation.  Evidence from the case study LGUs also 

highlighted the challenges in evaluating the efficiency and effectiveness of local road investments.  While 

some data indicated considerable variation in the efficiency of local road expenditures, the limited 

availability of comprehensive and reliable data on local road sector outputs and outcomes precluded a 

comprehensive assessment of the level of service provision. 

 

Local Health Sector 
 

22. Prior to devolution in the early 1990s, the Department of Health (DOH) was the sole agency in 

charge of the public sector provision of health care, both preventive and curative.  With the devolution of 

health services in 1992, the management of the local health system was passed on to the LGUs.  

Provincial governments were tasked to run provincial and district hospitals while cities and municipalities 

were tasked to manage LGU health offices and rural health units.  The devolved system drastically 

changed the rules and the accountability relations in health service delivery.  DOH assumed a new role in 

setting national health policies, regulating local health services, and providing technical assistance to local 



9 

 

governments to ensure that national programs are implemented at the local level.  Most of the service 

delivery responsibilities were devolved to the LGUs, except management of the DOH-retained hospitals. 

 

23. Devolution created a number of challenges in sector governance.  However, unlike other 

devolved sectors, the murkiness of the service responsibility assignments is relatively less of an issue in 

the local health sector.  A greater challenge is the alignment of LGU priorities with DOH’s policy 

directives and inter-jurisdictional coordination among LGUs.  LGU health offices are expected to 

implement certain national health programs following DOH guidelines, yet the prioritization of health 

care is now subject to the overall resource constraints as well as the discretionary decision-making within 

each LGU.  Another problem that emerged in the early years of decentralization was the loss of the 

district health system.  Component LGUs became responsible only for the facilities in their respective 

jurisdictions, which limited the LGUs’ incentive for inter-jurisdictional cooperation.  As a result, the case 

referral system has become fragmented, resulting in over-burdened tertiary hospitals and higher overall 

costs for the health system. 

 

Financing for Local Health Services 

 

24. Cost-driven funding of health.  Health is one of the priority sectors in terms of LGU expenditure 

allocation, especially among the provinces.  However, the data from the case study LGUs show 

considerable variations in the extent to which individual LGUs prioritize health.  A notable finding from 

the case study LGUs was the significant divergence in the spending levels between the two case study 

provinces, with one province allocating more than twice the share of expenditures to health services 

compared to the other because of the presence of a tertiary provincial hospital, with its higher cost 

implications.  The Luzon Province, which operates its own tertiary hospital as well as a network of 

secondary hospitals, spent 2.5 times more on health on a per capita basis than the Visayas Province. 

 

25. Inter-jurisdictional free-riding.  The accessibility and proximity of a tertiary hospital appeared to 

be a factor in the allocation of health budgets among cities and municipalities.  Case study LGUs that are 

geographically close to a national or provincial tertiary hospital allocated relatively lower amounts for 

health services.  It is likely that these LGUs were able to keep their health spending to a certain level 

because their residents can have access to services through the existing tertiary hospitals in the areas.  

 

26. High PS spending vs. inadequate staffing.  Generally, despite allocating a lion’s shares of the 

sector budget to PS expenditures (and generally allocating a relatively important share of the total budget 

to health), LGUs often have difficulty maintaining the level of staffing considered minimally acceptable 

by DOH.  For example, with the exception of the Luzon Province, which allocated significant portions of 

its health budget to capital outlays and  maintenance and other operating expenditures (MOOE) for the 

rehabilitation and operation of its tertiary hospital, the case study LGUs allocated the large majority of 

their health expenditures on PS, ranging from 58 percent to 81 percent of its total health spending.  Yet 

only the Visayas City, which spent the largest per capita amount on PS among the case study cities and 

municipalities, approached the DOH standard for population per doctor, which is one doctor per 20,000.   

 

27. One of the oft-cited reasons for the LGUs’ difficulty to attract and retain medical professionals is 

the low level of remunerations.  This is exacerbated by another common complaint of the widespread 

persistence of partial compliance with the legally mandated benefits package, the so-called Magna Carta 

benefits.  Finally, evidence from the case study LGUs indicated a lack of incentives in accruing 

PhilHealth reimbursements to public facilities.  In the case study provinces, all reimbursements from 

PhilHealth were reverted to the provincial treasury, while health workers often received only part of the 

professional fees and with significant delays. 
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28. Inadequate funding for facility upgrade.  A striking finding was the generally negligible levels of 

capital investments by the case study LGUs.  The case study LGUs generally spent less than 5 percent of 

their health budget on capital expenditures, with the exception being one province that invested heavily in 

rehabilitating its tertiary hospital during the study period.  Even there, the distribution of the capital 

budget was highly skewed in favor of the single tertiary hospital to the detriment of the other secondary 

and primary facilities – in fact, there was even a secondary hospital that received no capital spending 

allocation whatsoever during the study period.  The low levels of capital expenditures had specific 

implications on the quality of the provincial hospital systems in the two case study provinces. 

 

29. In the case of the Visayas Province, which spent minimally on capital expenditures and 

maintenance expenses, the provincial hospitals had limited medical equipment and were usually short of 

drugs and medical supplies.  Cases brought to the primary hospitals in the provincial hospital system were 

normally referred to the DOH-retained tertiary hospital in the capital.  In contrast, the Luzon Province, 

which spent significantly more for its hospital system, had relatively higher occupancy rates, a key 

indicator of higher operational efficiency.  A factor driving the divergence between the two case study 

provinces was the fact that one province did not manage a tertiary hospital and could free-ride on a DOH-

retained hospital, while the other inherited a tertiary hospital and had strong incentives to more efficiently 

manage the entire provincial hospital system. 

 

30. Weak LGU incentive to expand health insurance coverage.  The National Health Insurance Act of 

1995 assigned the responsibility of identifying and enrolling indigents in the PhilHealth social health 

insurance program to LGUs.  In practice, however, the case study LGUs showed limited interest in 

expanding coverage until either the national government or a local congressman provided additional 

financial contributions.  One reason for the LGUs’ lack of interest in expanding PhilHealth coverage is 

political.  From local politicians’ perspective, funding the enrollment of indigents to the national health 

insurance program ran counter to the pervasive local political culture where local politician extend direct 

assistance to poor constituents who seek assistance for emergencies.  Simply put, local officials would 

much rather reserve discretionary funds to provide personalized, direct assistance to their poor 

constituents rather than allocate these to support the full coverage of indigents under a national program.  

These anecdotes from the case study LGUs indicated a very unstable base of indigent health care 

coverage at the local level and suggested that the enrollment of indigents in the national health insurance 

program was strongly contingent on national-level support.  For their part, local health staff were not as 

interested in receiving PhilHealth patients because the reimbursements from PhilHealth did not usually 

flow to the facilities where the services were provided but instead into the LGU’s treasury.  This practice 

significantly weakened the potential of health insurance payments as a source of incentive for better and 

most cost effective service delivery at the facility level. 

 

Local Health Sector Governance 

 

31. Inadequate management of performance data.  The case study LGUs provided clear evidence of 

the poor availability and quality of performance data for devolved health services.  In the decentralization 

process, DOH essentially lost their authority to compel LGU health offices to submit service reports.  

With a limited number of health staff and many programs to implement, data collection and reporting 

were de-prioritized by LGUs and were only accomplished for compliance.  The poor quality of data 

contributed to the apparent lack of correlation between LGU spending and public health outputs among 

the case study LGUs.  Other technical issues, such as the exclusion of data from private health facilities, 

further compromised the quality of the health service output reports and limited the objective assessment 

of the quality of local service delivery and local health outcomes.  

 

32. Formalistic planning.  A related weakness was the deficiency in sector planning.  Similar to the 

findings for the roads sector as well as for LGUs as a whole, the health planning and budgeting process in 
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the case study LGUs tended to be compliance-oriented rather than needs- and evidence-based.  The 

budgetary decisions tended to be highly centralized in the hands of the local chief executive and/or fiscal 

officers, often with minimal participation of the local health officials in the resource allocation decision.  

Consequently, it was questionable whether the allocations for health were reflective of actual health needs 

of the case study LGUs.  The LGC also provides for the establishment of multi-stakeholder Local Health 

Boards in each LGU to advise local chief executives.  However, these bodies were largely non-functional 

in the case study LGUs. 

 

Policy Options from Case Study Observations 
 

33. By design, the case studies that were the primary empirical basis of this report are not suited to 

strong generalization.  Hence the report suggests policy options that emerge from the case studies.   

 
Local Capital Investments 

 

 Local fiscal management guidelines prescribed by the national government oversight agencies may 

be rationalized, harmonized, and simplified to allow LGUs to focus their limited resources and 

capacities on developing a practical set of multi-year plans that are formally and functionally linked 

to the annual budgeting process.   

 

 The national government may consider revisiting the LGC and evaluating whether there is a 

continued need for LGUs to maintain various statutory special funds, such as the LDF, SEF, and 

Calamity Fund as these funds increase the complexity of local budgeting and planning and reduce 

the transparency of and accountability for resource allocation.  

 

 The national government may explore reorienting the responsibilities of local budget oversight 

bodies (i.e., DBM and provinces) from their current role of reviewing and approving the 

operationalization of annual LGU budgets, which is focused on the ensuring the adherence to 

required budget forms and guidelines, to more substantive ex post audits of budget preparation and 

execution of a sample of LGUs selected on a random basis.   

 

 Civil society organizations and the private sector may be engaged and capacitated to monitor local 

government fiscal performance and to demand for greater participation in local planning and 

budgeting. 

 

 Government may institutionalize mechanisms that: 1) ensure that capital investments undertaken by 

national government agencies conform to the local plans and priorities of the LGUs; and 2) 

facilitate the regular monitoring and public disclosure of procurement and accomplishment reports 

of local-level infrastructure projects implemented by national government agencies, including those 

funded by discretionary congressional funds.  

 
Local Roads Sector 

 

 The assignment of administrative responsibility for local roads may be clarified to improve the 

planning and coordination of investments.  Additional analytical work to explore policy reforms 

regarding the administrative responsibility over barangay roads may be worthwhile.  Possible 

policy options include formally transferring the administrative responsibility to either: 1) cities and 

municipalities, which exercise administrative oversight over the barangays and typically serve as 

the first responder to barangays seeking support for barangay roads; or 2) the national government, 
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which currently implements the majority of barangay road construction and improvements 

throughout the country through DPWH. 

 

 The high frequency of local road conversions, which are motivated by cost-avoidance factors rather 

than technical and functional factors, increase the burden on DPWH to plan and budget for the 

development and maintenance of the national road network.  These findings suggest the need for a 

review of the current classification system for local roads followed by stronger enforcement this 

system.   

 

 The intergovernmental financing framework supporting the local roads sector may be reformed to 

reduce inefficiencies and inequities in local road financing.  Reforms to the intergovernmental 

fiscal system could focus on: 1) mitigating the vertical and horizontal imbalances in fiscal 

capacities among LGUs (which will become even more prevalent if barangay roads are transferred 

to cities and municipalities); 2) strengthening incentives and technical capacity for local road 

planning, budgeting, and data collection and management; and 3) strengthening accountability for 

local road service provision. 

 

 The national government may explore the implementation of conditional block grants for local road 

construction and maintenance, which would include features that address inter-linked problems in 

local road financing, planning and budgeting, and sector performance management.  

 

Local Health Sector 

 

 DOH’s on-going comprehensive reform agenda, which is focused on strengthening incentives and 

systems of accountability for the province-wide health system, is appropriate for addressing some 

of the major challenges emerging from the case studies.  The reform agenda includes performance-

based incentives for the provinces to coordinate with municipalities in health care delivery through 

Provincial Investment Plans for Health (PIPHs).  The provinces should ensure that the PIPHs are 

closely aligned with other provincial plans, particularly annual investment plans and the newly-

instituted Provincial Physical Framework and Development Plans (PPFDP). 

 

 The success of the reform agenda is contingent on effective capacity building of the provinces as 

well as strengthening DOH’s system for reliably collecting and reporting public health outcomes at 

the local level.  A specific reform that DOH may consider would be to assign the responsibility for 

gathering and maintaining local health data to the Provincial Health Teams (PHTs), which are 

currently in charge of overseeing LGU implementation of DOH programs.   

 

 It is also important for DOH to comprehensively review the overall local public health financing 

system and explore ways that the various streams of funds in the system (i.e., LGU funds, 

PhilHealth, transfers from DOH, income retained by hospitals, etc.) can be rationalized to allow for 

more efficient, equitable, and transparent allocation of resources for public health. 

 

 The DOH reform program may provide additional grants to provinces that assumed responsibility 

for formerly DOH-operated tertiary hospitals after decentralization as a way to mitigate the inequity 

among provinces stemming from the inconsistencies in the devolution of tertiary hospitals.       

 

 DOH may consider exploring the possibility of clustering of health workers and facilities following 

the “hub-and-spoke” model to address the fragmentation of health services.  In such a system, 

primary and secondary hospitals would be integrated with a specific tertiary hospital.     
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 PhilHealth may institute and enforce strict requirements on the utilization of reimbursements of 

professional fees for health staff in public hospitals.  Instituting strict guidelines to reimburse 

hospital staff would help to address the issue of low salaries and create incentives for doctors to 

treat patients in public hospitals rather than refer them to private hospitals.   

 

 The national government, through DOH, may consider assuming the responsibility for targeting, 

enrolling, and financing the premiums of indigents to guarantee the universal health insurance 

coverage of the poor.  With the development of a National Household Targeting System by the 

Department of Social Welfare and Development, the national government is in a better position to 

objectively identify the indigents in the country and has stronger incentives and more expansive 

resources than local governments to fulfill this responsibility. 
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Chapter 1 – Introduction 
 

Decentralization in the Philippines 
 

34. The Local Government Code of 1991 (LGC) was landmark legislation that initiated the 

decentralization of governance in the Philippines and provides the overall framework for central-local 

relations.  Enacted in the wake of the 1986 People Power revolution, the LGC consolidated and amended 

various existing laws that specified the parameters for local government
8
 and laid the foundation for 

increased local autonomy and accountability through the assignment of service delivery and expenditure 

responsibilities and revenue mobilization powers to local government units (LGUs).
9
  The LGC also 

specified the basis for revenue sharing between the national government and LGUs and provided for the 

participation of civil society in local governance.   

 

35. Several factors have been cited to explain the push for increased devolution of fiscal and service 

delivery responsibilities to LGUs that resulted in the enactment of the LGC.  One explanation is the 

widespread sentiment to democratize after the change of government in 1986, which led to a strong 

determination to dismantle the mechanisms of central control instituted by the Marcos regime.
10

  This 

coincided with an increasing demand for local autonomy from local politicians.  Furthermore, 

decentralization has been cited as a way to respond to the armed resistance of the New People’s Army and 

the separatist movements in Mindanao. 

 

36. While political factors have been commonly cited as the main drivers for decentralization, the 

shift was also intended to improve the access to and quality of local services by bringing resource-

allocation and priority-setting mechanisms closer to the people, thus making it easier for the public to 

hold government accountable.  After almost 20 years since the passage of the LGC, however, data on 

public services provided by LGUs have been scarce, preventing researchers from establishing a solid 

empirical basis for assessing the impact of decentralization on service delivery.  On one hand, there have 

been numerous documented examples of innovative LGU practices to effectively deliver public 

services.
11

  On the other hand, assessments of the overall quality and extent of local service delivery vis-à-

vis the mandates of the LGC and subsequent legal mandates have thus far been inconclusive.   

 

Objectives and Overall Methodology of the Study 
 

37. While there have been diverse views regarding the impact of decentralization on the provision of 

local services, the actual research on the subject has been scant.  Sector studies have typically had a broad 

focus on the role of national government in service delivery, with token attention paid to untangling the 

inter-connected responsibilities of local and national governments in providing devolved services.
12

  

Given the gaps in knowledge in this area, there is an opportunity to undertake analysis that contributes to 

the empirical literature on local service delivery in the Philippines by providing a deeper understanding of 

                                                 
8 These laws include the Local Government Code of 1983, the Local Tax Code (Presidential Decree 231), and the Real Property 

Tax Code (Presidential Decree 464). 
9 Manasan, Rosario G. 2007. “Decentralization and the Financing of Regional Development.” The Dynamics of Regional 

Development: The Philippines in East Asia. Ed. Arsenio M. Balisacan and Hal Hill. Asian Development Bank Institute. Manila: 

Edward Elgar Publishing Ltd. and Ateneo de Manila University Press. 
10 Rood, Steven. 1998. “Decentralization, Democracy, and Development.” The Philippines: New Directions in Domestic Policy 

and Foreign Relations. Ed. David G. Timberman. United States Agency for International Development. Manila: Asia Society. 
11 Examples of these were awardees of the Galing Pook Foundation, which recognizes innovations and best practices in local 

government service delivery. 
12 A sample of recent studies that delve into devolved sectors includes: 

World Bank. 2007. Philippines: Agriculture Public Expenditure Review. Technical Working Paper. Manila. 

World Bank. 2005. Philippines: Meeting Infrastructure Challenges. Manila. 

World Bank. 2009. Philippines: Country Environmental Analysis. Manila. 
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the composition of public expenditures that support devolved services (including the resource allocation 

decisions that support these expenditures), an assessment of the quality of local service delivery based on 

available local data, and an evaluation of the interactions between various public entities that finance and 

provide local services.   

 

38. The Study utilized a case study approach given the very limited availability of expenditure and 

service data disaggregated to the local government level.  Locally-sourced data from case study LGUs 

were utilized to conduct a more in-depth analysis of local public expenditures services than was possible 

using aggregated data at the regional and national levels.  The wide scope of services devolved to local 

governments necessitated that the Study focus on a narrow subset of these sectors.  Ultimately, the road 

and health sectors were selected as the focus areas.  These sectors have been commonly cited as among 

the highest priorities for LGUs and constitute a significant share of LGU expenditures.
13

  In addition, 

various development partners (including the World Bank) have been deeply involved in supporting 

investments and policy reforms in these sectors.  Finally, the Study undertook an analysis of capital 

investments of the case study LGUs to evaluate the scope and composition of these investments, 

particularly in relation to capital investments undertaken by national government agencies in their 

jurisdictions. 

 

39. The Study utilized case studies that were conducted in two provinces, including a sample of 

constituent LGUs within each, to assess the overall levels of local public services and to examine the lines 

of responsibility for the delivery of local services, with a specific focus on the local roads and health 

sectors.  While the case study approach limits the ability of the Study to arrive at broad generalizations 

about the overall state of decentralization and local public services in the Philippines, it is effective in 

illustrating the dynamics of local service delivery and in identifying specific factors that affect the quality 

of local services.  Drawing from the findings from the case study LGUs, the Study proposes policy 

options to address the key issues emerging from the case study analyses in order to strengthen 

decentralization and local governance in the Philippines.  

 

Brief Review of Literature on the Local Road and Health Sectors in the Philippines 
 

40. The joint World Bank-Asian Development Bank report on “Decentralization in the Philippines: 

Strengthening Local Government Financing and Resource Management in the Short-term” highlights the 

challenges in assessing LGU service delivery performance given the mixture of national and local 

government inputs, as well as non-governmental contributions.
14

  The complex, intertwined relationships 

between these various entities have complicated the clear determination of accountability for local service 

delivery outcomes.  Furthermore, the specific de facto division of responsibilities between national and 

local governments varies from one devolved sector to another.   

 

Devolution of Local Roads 

 

41. The LGC assigned to local governments the responsibility for developing and maintaining local 

infrastructure.  For the road sector, in particular, the national government retained the duty for providing 

primary road networks while cities and municipalities have been assigned the responsibility for tertiary 

networks.  Past studies have highlighted the “missing middle” in the intermediate road infrastructure 

                                                 
13 Based on 2006 expenditure data from the Bureau of Local Government Finance (BLGF) of the Department of Finance, 

aggregate LGU expenditures for “Economic Services” (for which roads take up a significant share) and “Health, Nutrition, and 

Population Control” comprised 15 percent and 10 percent, respectively, of total expenditures.  These are behind only the 

categories of “General Public Services” and “Other Purposes,” which took up 40 percent and 20 percent, respectively. 
14 World Bank and Asian Development Bank. 2004. “Decentralization in the Philippines: Strengthening Local Government 

Financing and Resource Management in the Short-term.” Manila. 
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linking the local roads of cities and municipalities to the national roads.
 15

  While in principle provinces 

play a coordinating role, they have been found to have insufficient technical and financial resources to 

assume this role.  In addition, weak local fiscal capacities, the insufficiency of the internal revenue 

allotment (IRA), and an ineffective credit environment for LGUs have been major constraints to local 

investments in roads.
16

  Finally, these studies have found that the allocation of investments over time and 

space has been a continuing challenge given the pervasiveness of self-serving and short-term political 

objectives of politicians at all levels. 

 

42. The resulting poor condition and slow development of infrastructure in the Philippines and the 

consequent detrimental effects on economic development have been documented extensively.
17

  However, 

a comprehensive assessment of the local road sector does not exist.  The deficiency of accurate and 

reliable aggregate LGU expenditure data at the sector level precludes a broad analysis of LGU road 

investments.   

 

Devolution of Local Health Services 

 

43. In principle, the LGC assigned to local governments the responsibility for health services that are 

simple to administer or confer local benefits, while the national government assumed responsibility for 

services with significant economies of scale or inter-jurisdictional spillovers.
18

  Specifically, primary 

health facilities were tasked to municipalities while secondary-level hospitals were assigned to provinces 

and cities.  The national government retained the responsibility for tertiary-level and specialty hospitals.  

However, this theoretically clear assignment of responsibilities has not translated neatly into practice.  

Furthermore, the absence of sector-specific data for LGUs has made it difficult to broadly analyze local 

health expenditures and accurately assess the total public expenditures for health in the country.   

 

44. Existing health sector data provide mixed views on the impact of decentralization.  A 2001 survey 

confirmed that Filipinos were more satisfied with private hospitals and clinics than government 

facilities.
19

  Nonetheless, the Philippines sustained favorable trends in overall health status after 

decentralization.  For example, the under-5 mortality rate per 1,000 births declined from 66 in 1990 to 40 

in 2000 while life expectancy at birth increased from 66 to 69 over the same period.
20

  These favorable 

results have been attributed to progress in health outputs and service coverage, such as an increase in the 

proportion of births attended by trained health workers and increased access to clean water sources and 

sanitation services.  However, studies have found that wide disparities in local revenues and the distorting 

effects of the IRA have resulted in uneven access to quality health services across localities.
21

  These 

                                                 
15 Peterson, George E. and E. Muzzini. 2005. “Decentralizing Basic Infrastructure Services.” East Asia Decentralizes: Making 

Local Government Work. Washington, DC: World Bank. 

World Bank, Asian Development Bank, and Japan Bank for International Cooperation. 2005. Connecting East Asia: A New 

Framework for Infrastructure.  Washington, DC. 
16 Manasan, Rosario G. 2007. 
17 World Bank. 2005. Philippines: Meeting Infrastructure Challenges. Manila. 

Peterson, George E. and E. Muzzini. 2005. 

Llanto, Gilberto M. 2007. “Infrastructure and Regional Growth.” The Dynamics of Regional Development: The Philippines in 

East Asia. Ed. Arsenio M. Balisacan and Hal Hill. Asian Development Bank Institute. Manila: Edward Elgar Publishing Ltd. and 

Ateneo de Manila University Press. 
18 Lieberman, Samuel S., J. Capuno, and H. Minh. 2005. “Decentralizing Health: Lessons from Indonesia, the Philippines, and 

Vietnam.” East Asia Decentralizes: Making Local Government Work. Washington: World Bank. 
19 World Bank. 2001. “Philippines: Filipino Report Card on Pro-Poor Services.” Washington DC. 
20 Lieberman, Samuel S., et al. 2005. 
21 Manasan, Rosario G. 2007 

Mullins, Daniel R., Amitabha Mukherjee, Signe Zeikate, and Jung-Joo Lee. 2006. “Subnational Government Finance in the 

Philippines: Findings on the Efficacy and Distributional Implications of the Internal Revenue Allotment, and Health and 

Education Spending - A Subtext for Reformed Intergovernmental Resource Allocation.” Manila: World Bank. 
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same studies have also suggested that other specific transfers for health, mainly from DOH, correlate 

weakly with LGU poverty incidence, possibly reinforcing inequities among LGUs.  

 

Background on the Selected Case Study LGUs 
 

45. The Study covered a total of seven local governments in two provinces.  Four LGUs were 

included in a Visayas region case study province (the province plus one component city and two 

municipalities) and three LGUs were included in a Luzon region case study province (the province plus 

one component city and one municipality).  The two provinces were selected to ensure a contrast in 

regional location, geography, and level of dependence on fiscal transfers.  The sample of component 

LGUs were selected randomly. 

 

46. The Visayas Province is a 1
st
 class island province with a population of over 1.2 million people 

and a land area of over 4,800 sq. km. as of 2007.  The Visayas Province ranked in the second quintile 

among 81 provinces in terms of population.  The province was comprised of 47 municipalities and one 

city, which were divided into three congressional districts.  The province’s economy was predominantly 

agricultural; however tourism emerged in recent years as a major source of economic growth.  The rapid 

development of the tourism industry along with increased agricultural productivity led to a sharp decrease 

in poverty incidence.  In 2003, the poverty incidence in the Visayas Province was estimated to be 30.4 

percent, which placed it in the 4
th
 quintile of provinces in terms of poverty incidence in 2003. 

 

47. The Visayas City served as the provincial capital of the Visayas Province and was home to 7.5 

percent of the province’s population.  In 2007, the Visayas City’s population was approximately 93,000, 

which placed it in the 4
th
 quintile among 118 cities in 2007.  The city also had a very low estimated level 

of poverty incidence of 4.0 percent in 2003 and was ranked in the 5
th
 quintile among cities.  In addition to 

the Visayas City, two municipalities from the Visayas Province were included in this study.  Visayas 

Municipality A is a relatively populous coastal municipality over 40 kilometers from the provincial 

capital, while Visayas Municipality B is a relatively small municipality that is less than 10 kilometers 

away from the provincial capital.  Poverty levels were very low in the two municipalities, with both 

ranked in the 9
th
 decile among 1,500 municipalities in 2003. 

 

48. The Luzon Province is a 1
st
 class province with a population of over 1.6 million people scattered 

over a land area of almost 9,000 sq. km. as of 2007.  The Luzon Province ranked in the first quintile 

among 81 provinces in terms of population.  The province was comprised of 40 municipalities and one 

city, which were divided into four congressional districts.  Agriculture was the main engine of the 

province’s economy, with coconut being the major crop.  The estimated poverty incidence in the Luzon 

Province in 2003 was 35.7 percent, which placed it near the median among all provinces. 

 

49. The Luzon City served as the capital of the province and was home to 14.4 percent of the 

province’s population.  The city’s population was over 236,000 in 2007, which placed it in the 2
nd

 quintile 

among 118 cities.  The estimated poverty incidence was relatively low at 8.8 percent in 2003, ranking the 

Luzon City in the 4
th
 quintile among cities.  In addition, a neighboring municipality of the provincial 

capital was included in this study.  The Luzon Municipality had a significantly large population that was 

almost three times and over seven times the sizes of Visayas Municipality A and B’s populations, 

respectively.  This placed it in the 1
st
 decile in terms of population among 1,500 municipalities in 2003.  

Despite the proximity to the city, the Luzon Municipality had a considerably higher estimated level of 

poverty incidence of 32.9 percent, placing it in the 6
th
 decile among municipalities. 
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Table 1-1 – Case Study LGUs: Population and Poverty Incidence Estimates (Real 1985 Pesos, in PhP thousands) 
 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Population (2007 Census) 1,230,110 1,646,510 92,297 236,390 44,434 18,015 128,248 

Population Rank* 2
nd

 quintile 1
st
 quintile 4

nd
 quintile 2

th
 quintile 3

rd
 decile 7

th
 decile 1

st
 decile 

        

Poverty Incidence (2003 – 
Small Area Estimates) 

30.4% 35.7% 4.0% 8.8% 21.2% 15.5% 32.9% 

Poverty Rank* 4
th
 quintile 3

rd
 quintile 5

th
 quintile 4

th
 quintile 9

th
 decile 9

th
 decile 6

th
 decile 

        

National Averages (BLGF) PROVINCES CITIES MUNICIPALITIES 

  ALL Non-NCR  

Population (2007) 863,763 265,182 193,949 38,170 

* The higher the quintile or decile, the larger the population and the poverty incidence. 

 

Overview of Data Sources 
 

50. Actual annual revenue and expenditure data for the case study LGUs from 2003 to 2007 were 

sourced from various local budget forms that were prepared by the LGU budget officers and submitted to 

the oversight authorities responsible for approving their proposed annual budgets.
22

  These budget forms 

were prepared by the LGU budget officers on an obligation basis.  While similar financial reports were 

prepared by the offices of the LGU accountant and treasurer for the Commission on Audit (COA) and the 

Bureau of Local Government Finance (BLGF) of the Department of Finance, respectively, the local 

budget forms were used in this study because they provided a greater level of detail for analysis.  In some 

cases, reports from the LGU accountant were used to supplement the local budget forms to capture all 

expenditures (including personal services, maintenance and other operating expenditures, capital outlays, 

and debt service) from all sources of funds (including the General Fund, the Local Development Fund 

[LDF], the Special Education Fund [SEF], and the Calamity Fund).
23

  The case study data consolidated all 

obligations that took place in a given fiscal year, regardless of the source of appropriation (including 

general, supplemental, and continuing).  Finally, adjustments were made to factor loan proceeds into the 

annual incomes of the case study LGUs since these were not included as income/receipts in local budget 

forms.   

 

51. The Statements of Income and Expenses submitted by the LGU accountant to COA were reported 

on a modified accrual basis, which resulted in differences in the timing of when income and expenditures 

were incurred compared to the local budget forms of the LGU budget officer.  Furthermore, capital 

outlays were not considered as expenditures in COA reports because these were capitalized into long-term 

assets (typically Property, Plant, and Equipment) in the balance sheets.  Only depreciation and financial 

expenses were captured in the COA Statements of Income and Expenses.   

 

52. Similar to the local budget forms, the Statements of Income and Expenditures submitted by the 

LGU treasurer to BLGF were also reported on an obligation basis and incorporated expenditures for 

capital outlays.  However, these reports only included obligations from general and supplemental 

                                                 
22 The Department of Budget and Management (DBM) was responsible for reviewing and approving the annual budgets for all 

provinces as well as cities that are classified as “independent” by BLGF.  Provincial budget offices were responsible for 

reviewing and approving the annual budgets for municipalities and cities.  For the case studies, DBM was responsible for the 

annual budgets of the provinces, and the Luzon City; while the budget offices of the Visayas and Luzon Provinces were 

responsible for the annual budgets of the remaining case study LGUs. 
23 The LDF is a statutory appropriation of the Local Government Code for local development projects.  Twenty percent of each 

LGU’s Internal Revenue Allotment (IRA) is allocated for the LDF.  The SEF is an appropriation based on an annual tax of one 

percent on the assessed value of real property.  The SEF is limited to Education-related expenditures, such as the operation and 

maintenance of public schools, construction and repair of school buildings and facilities, and sports development.  The Calamity 

Fund is an annual lump sum appropriation composed of 5 percent of the estimated revenue from regular sources of each LGU, 

which is intended for unforeseen expenditures arising from the occurrence of calamities.  Finally, the General Fund consists of all 

the internal resources of an LGU that are not allocated to special funds such as the LDF, the SEF, and the Calamity Fund.   
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appropriations for the current year.  These reports excluded obligations from supplemental and continuing 

appropriations that carried over unobligated appropriations from prior years.  In practice, these 

appropriations were substantial for many LGUs.  As a result, the BLGF data systematically understated 

the actual LGU expenditures each year, resulting in inflated net surpluses for the LGUs in the BLGF 

Statements of Income and Expenditures. 

 

53. The three different local financial reports that were prepared at the local level by the LGU budget 

officer, accountant, and treasurer were mandated by their respective oversight national agencies.  While 

the source documents for revenue and expenditure reporting were generally the same, there were no 

efforts among the local finance officers to harmonize the reports to ensure consistency.
24

 

 

Outline of the Report 

 

54. The report is organized as follows: 

 

 Chapter 2 provides an overview of the income and expenditures of the case study LGUs; and 

situates the case studies in the context of their peers among LGUs in the Philippines. 

 Chapter 3 reviews the capital investments of the case study LGUs; highlights issues in medium-

term planning, annual budgeting, and national-level funding of local capital investments; and 

suggests policy options to address broad issues arising from the case studies. 

 Chapter 4 reviews the local road expenditures and service delivery of the case study LGUs; 

highlights key observations in local road planning, annual budgeting, and financing; and suggests 

policy options to address broad issues arising from the case studies. 

 Chapter 5 reviews the local health expenditures of the case study LGUs; highlights key 

observations in local health sector governance, planning, and resource allocation; and suggests 

policy options to address broad issues arising from the case studies. 

 

  

                                                 
24 The Joint Memorandum Circular No. 1 of 2007 was issued by the key oversight agencies for LGUs (DILG, DBM, DOF, COA, 

and NEDA) to harmonize the local planning and budgeting processes and reporting.  The reforms were implemented starting in 

2008. 
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Chapter 2 – Overview of Case Study LGUs 
 

Overview of Fiscal Decentralization in the Philippines 
 

55. Prior to the enactment of the Local Government Code of 1991 (LGC), the responsibilities of local 

government units (LGUs) were limited to the administration of basic local services and enterprises, such 

as garbage collection, public cemeteries, public markets, and slaughterhouses.  The LGC formally 

transferred from national government agencies to LGUs the principal responsibility for providing and 

financing services in the following areas:  

 
o land use planning o hospital care 

o agricultural extension and research o local public buildings and structures 

o community-based forestry o local public parks 

o solid waste disposal system  o local services and enterprises (e.g. public markets, public 

markets, slaughterhouses, etc.) o environmental management 

o pollution control o local infrastructure facilities (e.g. local roads and bridges, 

school buildings, health facilities, housing, communal 

irrigation, water supply, drainage, sewerage, flood control) 

o primary health care 

o social welfare services 

 

56. Municipalities and cities were assigned the primary responsibility for the frontline delivery of 

local public services, such as the operation and maintenance of local health centers, the collection and 

disposal of solid waste, and the construction and maintenance of local public infrastructure.  On the other 

hand, provinces were primarily tasked with responsibilities for functions that involve inter-municipal 

provision of services, such as the operation and maintenance of district and provincial hospitals.   

 

57. Table 2-1 summarizes the various taxes that were assigned to LGUs by the LGC.
25

  Cities have 

been assigned with the widest range of taxing tools available while provinces and municipalities either 

have no access to certain tax measures or have been required to share the proceeds with sub-levels of 

LGUs.  In addition to local taxes, LGUs have been allowed to levy user fees and charges on businesses 

and occupations commensurate with the cost of regulation, inspection, and licensing of business entities 

and individuals.  Several key tax bases have been reserved for the national government, including the 

personal and corporate income tax, custom duties, the value added tax, and excise taxes on alcoholic 

beverages, tobacco products, and petroleum products.  

 
Table 2-1 – Local Government Code: Summary of Local Taxes 

Local Tax Cities Provinces Municipalities Barangays 

On Real Property Transfers X X   

On Business of Printing and Publication X X   

On Franchises X X   

On Sand, Gravel, and other Quarry Resources X X * * 

On Amusement Places X X *  

On Professionals X X   

On Delivery Vans and Trucks X X   

On Real Property X X * * 

On Idle Lands X X   

On Businesses X  X X 

On Community Tax X  X * 

* Shares in the proceeds of the higher level LGU that collects the tax. 

 

58. The internal revenue allotment (IRA) was instituted by the LGC to serve as the primary fiscal 

transfer mechanism of the national government to LGUs.
26

  Statutorily, the IRA is automatically and 

                                                 
25 Manasan, Rosario G. 2004. “Local Public Finance in the Philippines: In Search of Autonomy with Accountability.” Discussion 

Paper, Series No. 2004-42. Manila: Philippine Institute for Development Studies. 
26 The LGC mandates that 40 percent of national internal revenues based on the collections of the third fiscal year preceding the 

current fiscal year shall be allotted to LGUs.  The IRA is first subdivided among the different levels of LGUs using the following 
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unconditionally released by the national government to LGUs on a quarterly basis, although the LGC 

provides conditions for the national government to withhold a portion of the IRA during periods of 

national fiscal distress.  The IRA is essentially an unconditional grant and the only restriction imposed by 

the LGC is that LGUs set aside 20 percent of their IRA allocation for a Local Development Fund (LDF), 

which is intended to support local development activities.  The LGC also allows LGUs to utilize credit 

financing, including bank loans, bonds, and build-operate-transfer arrangements.   

 

Overview of Local Government Income 
 

Overview of Broad Issues in Local Resource Bases from the Literature and Aggregate LGU Data 

 

59. Data from the Bureau of Local Government Finance (BLGF) of the Department of Finance 

reflected the varying levels of dependence on national transfers across the three main levels of LGUs, 

which was consistent with the findings of past studies of local public finance in the Philippines.
27

  On 

average, cities relied much less on the IRA and other transfers compared to municipalities and provinces.  

Over 2003-07, national transfers comprised less than 44 percent of total income for cities, on average.  

When the 14 cities from the National Capital Region (NCR, i.e., Metro Manila) were excluded for the 

analysis, the share of national transfers increased to 62.5 percent of total income.  In comparison, 

municipalities and provinces relied on national fiscal transfers for 79 percent and 83 percent, respectively, 

of total income.  These disparities can be traced to several issues in the intergovernmental fiscal system 

relating to tax assignments, the IRA allocation formula, and weak incentives for local revenue collection. 

 

60. Inequities in tax assignments.  Cities have been provided by the LGC with the widest range of 

taxing tools available while provinces and municipalities either have no access to certain tax measures or 

have been required to share the proceeds with sub-levels of LGUs.
28

  Importantly, cities have been 

generally allowed higher tax rate ceilings compared to provinces and municipalities.  The broader range 

of taxes and higher rates available to cities, coupled with the requirement for provinces and municipalities 

to share real property tax collections, has contributed to disparities in levels of local revenues between 

cities, on one hand, and municipalities and provinces, on the other.  Another critical factor has been the 

fact that the urbanized economies of cities has served as larger and more dynamic tax bases compared to 

the relatively rural-based economies of most provinces and municipalities.  Finally, the relatively poor 

coverage of rural land titling has also limited the property tax base of municipalities and provinces. 

 

61. The disparities in fiscal capacities across the three levels of LGUs were apparent in the averages 

for own-source revenues per capita.  Over 2003-07, cities averaged P220 per capita in own-source 

revenues (in constant 1985 Pesos), compared to just P36 and P15 per capita for municipalities and 

provinces, respectively.  Even if NCR cities were excluded, cities collected P119 per capita in annual 

own-source revenues, which was three times and eight times the average collections of municipalities and 

provinces, respectively. 

 

62. Inequities in the IRA allocation formula.  Compounding the wide gap in the fiscal capacities 

among the three levels of LGUs has been the inconsistency between the allocation formula of the IRA, on 

                                                                                                                                                             
distribution:  provinces (23 percent), cities (23 percent), municipalities (34 percent), and barangays (20 percent).  The shares for 

each level of LGU are then allocated horizontal for provinces, cities and municipalities based on the following formula:  

population (50 percent), land area (25 percent), and equal sharing (25 percent).  For barangays, the horizontal sharing is based on: 

population (60 percent) and equal sharing (40 percent).  LGUs may also receive other fund transfers from the center, such as 

shares from national wealth and discretionary transfers from legislators. 
27 Barangays represent the smallest local government unit and was not included in the scope of this study. 
28 Manasan, Rosario G. 2007. “Decentralization and the Financing of Regional Development.” The Dynamics of Regional 

Development: The Philippines in East Asia. Ed. Arsenio M. Balisacan and Hal Hill. Asian Development Bank Institute. Manila: 

Edward Elgar Publishing Ltd. and Ateneo de Manila University Press. 
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the one hand, and the actual distribution of devolved responsibilities, on the other hand, across the various 

levels of LGUs.  Past studies have suggested that the statutory formula for distributing the IRA across the 

different levels of LGUs has been inconsistent with the distribution of expenditure responsibilities among 

the different levels.
29

  Table 2-3 compares an estimate of the distribution of the costs of devolved 

functions immediately after devolution in 1991 with the IRA allocation formula and suggests that cities 

have been the clear beneficiary of the IRA allocation formula. 

 
Table 2-2 – Local Government Code: IRA Distribution vs. Estimated Share of Devolved Functions

30
 

 % IRA Share 
% Share of Devolved 
Functions post-LGC 

Provinces 23% 46% 

Cities 23% 7% 

Municipalities 34% 46% 

Barangays 20% Undefined 

 

63. On average, cities received P179 per capita in IRA and other transfers over 2003-07, which was 

approximately twice the average for provinces and one-fourth more than the average for municipalities.  

For non-NCR cities, the average level of fiscal transfers was even higher at P215 per capita.  The 

significantly higher level of IRA transfers received by cities has served as a significant incentive for 

municipalities to convert into cities.
31

 

 

64. Weak incentives for provincial own-source mobilization.  Findings from past studies suggest that 

the taxing powers assigned to provinces have been problematic from the standpoint of collection 

incentives.
32

  Provinces have not been allowed to collect business taxes, which accounted for 

approximately 45 percent of total tax revenues for both cities and municipalities, on average, over 2003-

07.  In the case of the real property tax, which has been the other major source of local tax revenues, 

provinces retain only 35 percent of property tax collections as the LGC requires them to share 40 percent 

and 25 percent of collections with their component municipalities and barangays, respectively.  In 

contrast, cities retain 70 percent of tax collections and share 30 percent with component barangays.   

 

65. Generally, the administrative and political costs faced by provincial governors in collecting real 

property taxes oftentimes outweigh the benefits of higher revenues.  As borne out by the experience in the 

two case study provinces, the incentives were very strong for provinces to lobby for external resources 

from the national government to finance and directly provide devolved service and infrastructure instead 

of strengthening local tax effort.   

 

Patterns of Local Income in Case Study LGUs 

 

66. Case Study Provinces.  Over 2003 to 2007, the Visayas Province averaged P100 million in annual 

income, which translated into P81 per capita.  While the Visayas Province’s total annual income was 

larger than the overall annual average for provinces of P87 million, its annual income per capita was 

                                                 
29 Capuno, Joseph J. 2003. “Philippines.” Intergovernmental Fiscal Transfers in Asia: Current Practice and Challenges for the 

Future. Ed. Yun-Hwan Kim and Paul Smoke. Manila: Asian Development Bank. 

Mullins, Daniel R., Amitabha Mukherjee, Signe Zeikate, and Jung-Joo Lee. 2006. “Subnational Government Finance in the 

Philippines: Findings on the Efficacy and Distributional Implications of the Internal Revenue Allotment, and Health and 

Education Spending - A Subtext for Reformed Intergovernmental Resource Allocation.” Manila: World Bank. 

Manasan, Rosario G. 2007. 
30

 Capuno, Joseph J. 2003.  
31 This is exemplified by the case of 16 municipalities that were converted into cities in 2007 in spite of not meeting the statutory 

requirements for cityhood (mainly, population and annual income requirements).  The conversions of the cities were challenged 

by the League of Cities of the Philippines in the Supreme Court and the cases are still unresolved. 
32 Manasan, Rosario G. 2004. “Local Public Finance in the Philippines: In Search of Autonomy with Accountability.” Discussion 

Paper, Series No. 2004-42. Manila: Philippine Institute for Development Studies. 



23 

 

almost 20 percent lower than the provincial average of P99.  In contrast, the Luzon Province averaged 

P174 million in annual income, which was twice the level of the average province, and its average income 

per capita was P106, which was 7 percent higher than the provincial average. 

 

67. The major difference between the two case study provinces was the level of their dependence on 

fiscal transfers from the national government.  IRA and other transfers comprised over 90 percent of the 

Visayas Province’s total income compared to less than 73 percent for the Luzon Province.
33

  The 

difference between the own-source revenue collections per capita of the two provinces (P8 and P25, 

respectively) was the key factor driving the variance in annual income per capita between them (P81 and 

P106, respectively).  Unlike the Visayas Province, the Luzon Province also supplemented its income with 

loans, which accounted for 3.4 percent of average annual income.   

 

68. Case Study Cities.  During the five-year study period, the Visayas City averaged almost P41 

million in annual income, which translated into P442 per capita.  The overall average annual income for 

cities was P108 million, although this average was heavily influenced by the disproportionately large 

incomes of the NCR cities.  The average annual income for non-NCR cities was much lower at P64.4 

million.  While the Visayas City’s annual income was, on average, considerably lower than its peers, its 

per capita income was higher than both the overall city average of P410 and the non-NCR city average of 

P344.  Contrastingly, the Luzon City’s annual income of P64.4 million was generally in-line with that of 

the average non-NCR city but its average income per capita of P281 was almost 20 percent less than the 

average for non-NCR cities. 

 

69. While the Visayas City’s average receipts from IRA and other transfers were similar to its peers 

(P230 vs. P215, respectively), its total annual income per capita was over 28 percent greater than the 

average non-NCR city mainly because of its relatively large own-source revenue collections, which were 

over 77 percent larger than the average for non-NCR cities.  In the case of the Luzon City, its annual 

receipts per capita from IRA and other transfers were over 31 percent less than the average for non-NCR 

cities while its own-source revenues per capita were generally in-line with the average (P104 vs. P119, 

respectively).  The relatively low level of transfers was the key driver of its lower total annual income per 

capita, which was over 18 percent less than the average for non-NCR cities.  The Luzon City enhanced its 

local resources by resorting to loans, which made up over 10 percent of total income.   

 

70. Case Study Municipalities.  Visayas Municipality A averaged P8.6 million in total annual income 

and P194 in per capita income over 2003-07, which were both higher than the municipal averages of P7 

million in annual income and P183 per capita.  Given its small population, Visayas Municipality B 

averaged a much lower annual income of P3.7 million, although its per capita income of P205 was higher 

than average.  Luzon Municipality, the largest case study municipality in terms of population, had over 

twice the total annual income of its peers at P15 million, but its per capita income of P117 was 36 percent 

lower than the municipal average. 

 

71. Visayas Municipality A and the Luzon Municipality, which had larger populations compared to 

the average municipality, both had lower average per capita receipts from IRA and other transfers (P109 

and P92, respectively) relative to their peers (P144).  Visayas Municipality A managed to compensate for 

this through very strong own-source revenue collections per capita, which were more than twice the 

municipal average.  In contrast, the Luzon Municipality’s own-source revenues per capita also fell below 

that of the average municipality (P26 vs. P36, respectively).  In the case of Visayas Municipality B, both 

fiscal transfers per capita and own-source revenues capita were greater than the municipal averages. 

                                                 
33 The relatively low dependence of the Luzon Province on fiscal transfers was a direct result of the collection of disputed real 

property taxes from a power plant in 2007, after years of litigation.  The province’s tax revenues almost doubled from 2006 to 

2007, resulting in a spike in own-source revenues of over 50 percent in 2007 and an increase of 13 percent in total revenues. 
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Table 2-3 – Case Study LGUs: 2003-07 Income (Real 1985 Pesos, in thousands) 

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Average Annual Income 99,991 173,897 40,768 66,404 8,628 3,692 15,043 

  IRA & Other Transfers 90,549 126,615 21,274 34,791 4,857 2,911 11,771 

  Own-source Revenues 9,442 41,368 19,494 24,651 3,771 782 3,272 

  - Tax revenues 5,185 25,633 12,967 20,571 799 146 1,899 

  - Non-tax revenues 4,258 15,735 6,528 4,080 2,972 636 1,373 

  Loans - 5,914 - 6,962 - - - 

        

% Share of Annual Income 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

  IRA & Other Transfers 90.6% 72.8% 52.2% 52.4% 56.3% 78.8% 78.2% 

  Own-source Revenues 9.4% 23.8% 47.8% 37.1% 43.7% 21.2% 21.8% 

  - Tax revenues 5.2% 14.7% 31.8% 31.0% 9.3% 4.0% 12.6% 

  - Non-tax revenues 4.3% 9.0% 16.0% 6.1% 34.4% 17.2% 9.1% 

  Loans 0.0% 3.4% 0.0% 10.5% 0.0% 0.0% 0.0% 

        

Annual Income per capita 81  106  442  281  194  205  117  

  IRA & Other Transfers 74  77  230  147  109  162  92  

  Own-source Revenues 8  25  211  104  85  43  26  

  - Tax revenues 4  16  140  87  18  8  15  

  - Non-tax revenues 3  10  71  17  67  35  11  

  Loans - 4 - 29 - - - 

        

National Averages (BLGF) PROVINCES CITIES MUNICIPALITIES 

  Total Non-NCR  

Average Annual Income 86,874 108,203 64,407 7,030 

  IRA & Other Transfers 72,067 47,372 41,477 5,536 

  Own-source Revenues 13,140 58,101 22,982 1,379 

  - Tax revenues 7,639 46,524 15,972 848 

  - Non-tax revenues 5,501 11,577 7,010 531 

  Loans 1,667 2,730 1,948 115 

     

% Share of Annual Income 100.0% 100.0% 100.0% 100.0% 

  IRA & Other Transfers 83.0% 43.8% 62.5% 78.7% 

  Own-source Revenues 15.1% 53.7% 34.6% 19.6% 

  - Tax revenues 8.8% 43.0% 24.1% 12.1% 

  - Non-tax revenues 6.3% 10.7% 10.6% 7.6% 

  Loans 1.9% 2.5% 2.9% 1.6% 

     

Annual Income per capita 99 410 344 183 

  IRA & Other Transfers 82 179 215 144 

  Own-source Revenues 15 220 119 36 

  - Tax revenues 9 176 83 22 

  - Non-tax revenues 6 44 36 14 

  Loans 2 10 10 3 

 

Strategies for Mitigating Constraints in Local Resource Bases 

 

72. Several of the case study LGUs utilized strategies to enhance the resources available to provide 

local services and fund local investments.  These included leveraging on economic enterprises to raise 

non-tax revenues, borrowing to finance local infrastructure, and lobbying for national resources to finance 

statutorily devolved services and infrastructure. 

 

73. Mobilizing non-tax revenues.  Visayas Municipality A was unique in its low reliance on fiscal 

transfers compared to its peers, as these comprised just 56 percent of total income compared to the 

municipal average of almost 79 percent.  Non-tax revenues accounted for almost 80 percent of Visayas 

Municipality A’s total own-source revenues, which was twice the average share for municipalities.  

Receipts from economic enterprises, primarily hospital fees, market fees, and water fees, accounted for 

the vast majority of its local revenues.  While the financial reporting for economic enterprises was usually 
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incorporated into the general budget forms of the LGU (which made it difficult to determine the financial 

performance of each enterprise), anecdotal evidence suggested that Visayas Municipality A’s economic 

enterprises were generally profitable.  This was supported by the fact that non-tax revenues for Visayas 

Municipality A grew by 8.3 percent annually in real terms during the five-year period, compared to a 7.8 

percent annual growth rate for tax revenues and a 1.5 percent annual decrease in IRA and other transfers.   

 

74. Debt financing of local infrastructure.  Two of the case study LGUs undertook loan transactions 

during the five-year study period to finance infrastructure.  Loan proceeds represented 3.4 percent of 

average annual income for the Luzon Province while the share was significantly higher at 10.5 percent for 

the Luzon City.  Both LGUs undertook loans to support specific infrastructure priorities: the Luzon 

Province financed the major rehabilitation of its tertiary hospital while the Luzon City financed the 

construction of local roads and classrooms.  These examples, as well as specific observations on the 

factors that affect an LGU’s decision to pursue debt financing, will be discussed in Chapter 3, which 

provides a review of local capital investments in the case study LGUs. 

 

75. Mobilizing national government resources for devolved services and infrastructure.  The governor 

of the Visayas Province explicitly prioritized lobbying national government agencies to undertake large-

scale infrastructure projects.  Such projects included an approximately P220 million (in constant 1985 

Pesos) circumferential road project; an approximately P300 million power interconnection project, which 

provided access to geothermal power from another province; and an approximately P460 million 

irrigation project, which involved the construction of dams and large irrigation facilities.  While a review 

of planning documents and interviews with the senior staff from the province indicated that improving 

own-source revenue collection was a stated objective for the governor, there was a clear recognition that 

mobilizing external sources of funding was the key to implementing the economic development strategies 

of the province.  Given its relatively low revenue base of less than P10 million in own-source revenues 

and P100 million in annual total revenues, even if the Visayas Province had dramatically increased its 

own-source revenue collection efforts, the real impact on the province’s overall resource capacity would 

have been minimal relative to the resources it mobilized from the national government. 

 

76. The Luzon Province also leveraged extensive national government resources by effectively 

passing on to the national government a considerable amount of responsibility for investing in the 

provincial road network.  Specifically, the Luzon Province succeeded in having over 200 km. of its 

provincial roads converted into national roads from 2001 to 2004.  The road conversions reduced the 

length of the provincial road network by over 40 percent, thereby reducing the province’s fiscal burden to 

maintain and improve its provincial roads.  Furthermore, DPWH expended over P252 million on road 

improvement and maintenance projects for the provincial road network over 2004-07.  In comparison, the 

Luzon Province spent P12.4 million on its own road network during the same period. 

 

Overview of Local Government Expenditures
 34

 
 

Broad Patterns of Local Expenditures by Functional Categories from Aggregate LGU Data 

 

77. LGU expenditure patterns across levels of local government.  While the expenditure data from 

BLGF (averaged over the five-year study period) revealed some commonalities among LGUs across the 

                                                 
34 The case study LGU data consolidated expenditures from all sources (including the General Fund, Special Education Fund, 

Trust Funds, and loans) during the study period, regardless of the source of appropriation (general, supplemental, continuing).  

The expenditure data was classified using the Classification of Functions of Government (COFOG) system of the United Nations 

Statistics Division.  The LGU average expenditures used for comparative purposes were based on aggregated BLGF data.  These 

expenditures were generally underestimated because the BLGF data excludes LGU obligations from supplemental and continuing 

appropriations that carried over unobligated appropriations from the previous year.  Further, the BLGF data included a category 

for Other Purposes, a catch-all for expenditures that could not be classified under other sectors, including LDF expenditures. 
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three major levels, such as the focus on General Public Services (GPS)
35

 as the largest functional category 

of expenditures, several categories emerged as emphases within each level of local government.   

 

78. For provinces, expenditures were generally concentrated on three major categories that comprised 

over 70 percent of total expenditures: GPS (35 percent), Health, Nutrition, and Population Control (18.6 

percent), and Economic Services (16.9 percent).  Given the fact that provincial hospital systems were 

devolved to the provinces by the LGC, the Health expenditure burden of provinces was significantly 

larger than that of cities and municipalities, which were tasked with responsibilities for providing local 

public health services.  As a result, the average share of Health expenditures out of total provincial 

expenditures was more than twice the averages for cities and municipalities.   

 

79. For cities, GPS was the major category, comprising 43 percent of total expenditures for non-NCR 

cities.  The other large category of expenditures was Economic Services, which took up 18 percent of 

total expenditures for non-NCR cities.  After those two categories, expenditures were scattered across 

different categories, with Health and Education being the next most common categories, with averages of 

approximately 7 percent share for each.
36

  On average, cities allocated larger shares for Economic 

Services and Debt Service compared to other levels of LGUs.  This pattern was not surprising given the 

relatively greater need for transport and other infrastructure investments in urban areas and the fact that 

cities generally have broader resource bases with which to borrow and invest in infrastructure.   

 

80. For municipalities, expenditures were highly concentrated on GPS, which comprised 51.7 percent 

of total expenditures.  Economic Services and Health followed as the other major functional categories, 

comprising 13.3 percent and 8.1 percent of total expenditures, respectively.  While GPS expenditures 

comprised the largest functional category of expenditures across the three levels of LGUs, the share was 

considerably higher among municipalities compared to provinces and municipalities.   

 
Table 2-4 – 2003-07 Average LGU Expenditures by Functional Categories (BLGF, Real 1985 Pesos) 
 PROVINCES CITIES MUNICIPALITIES 

  Total Non-NCR  

Average Annual Exp. 76,439 91,215 56,143 6,356 

% Share of Total Exp. 100.0% 100.0% 100.0% 100.0% 

  General Public Services 35.0% 41.4% 43.0% 51.7% 

   - Debt Service 2.6% 4.5% 4.9% 1.7% 

  Economic Services 16.9% 16.4% 18.0% 13.3% 

  Health, Nutrition, Pop. Control 18.6% 7.6% 7.0% 8.1% 

  Housing & Comm Dev’t 1.3% 3.4% 2.2% 1.2% 

  Social Security & Welfare 1.6% 2.3% 3.0% 3.1% 

  Education, Culture & Sports 5.0% 10.9% 6.7% 3.4% 

  Labor and Employment 0.1% 0.1% 0.1% 0.1% 

  Other Purposes 21.5% 17.9% 20.0% 19.1% 

     

Annual Exp. per capita 87 346 301 165 

  General Public Services 30 144 130 86 

   - Debt Service 2 16 15 3 

  Economic Services 15 57 54 22 

  Health, Nutrition, Pop. Control 16 26 21 13 

  Housing & Comm Dev’t 1 12 7 2 

  Social Security & Welfare 1 8 9 5 

  Education, Culture & Sports 4 38 20 6 

  Labor and Employment 0 0 0 0 

  Other Purposes 19 62 60 32 

                                                 
35 In the BLGF classification, GPS included executive and legislative services, financial services and planning, research, public 

order and safety, and centralized services; and excludes general administration that can be identified under specific sectors. 
36 The provision of basic education was not devolved to LGUs and has continued to be the responsibility of the Department of 

Education (DepEd).  However, while the national government has continued to provide for and finance basic education, the 

responsibility for the construction and maintenance of public school buildings was theoretically assigned by the LGC to LGUs.  

In practice though, DepEd has continued to be responsible for the majority of school construction in the country. 
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81. Inverse relationship between LGU size and General Public Services expenditures.  BLGF data 

underscored how overhead costs, as approximated by the share of GPS expenditures, tended to increase as 

the overall size (in terms of population and income) of local governments decreased.  For provinces, 

which were typically the largest LGUs, GPS expenditures represented 35 percent of expenditures.  In 

comparison, the GPS share for the average city was 41.4 percent, with the relatively larger NCR cities 

averaging 39.5 percent compared to 43 percent for non-NCR cities.  Municipalities, which were typically 

the smallest LGUs (excluding barangays), had the largest average GPS share at 51.7 percent.  

 

Overview of Fiscal Aggregates of Case Study LGUs 

 

82. Case Study Provinces.  During 2003-07, the Visayas Province averaged almost P100 million in 

annual income compared to P95.6 million in annual expenditures.  The resulting average annual net 

balance of P4.4 million represented 4.4 percent of total income.  The Luzon Province’s revenues averaged 

P173.9 million annually compared to P176.3 million in expenditures.  Over the five-year period, the 

province averaged a negative balance of P2.4 million annually, resulting in a margin of -1.4 percent.  The 

details of the Luzon Province’s negative balances are discussed in Annex A. 

 

83. Case Study Cities.  The Visayas City averaged P40.7 million in annual income and P40 million in 

annual expenditures during 2003-07, resulting in an average net balance of P0.7 million.  The Luzon 

City’s annual income averaged P66.4 million while its annual expenditures averaged P69 million, 

resulting in a negative annual net balance of P2.6 million.  This represented a net margin of -3.9 percent 

during the five-year period.  The details of the Luzon City’s negative balances are discussed in Annex A. 

 

84. Case Study Municipalities.  Compared to the provinces and cities, the case study municipalities 

had significantly lower aggregate levels of annual income and expenditures.  However, there was a wide 

disparity in the populations of the case study municipalities, which resulted in vaste difference in their 

respective revenue and expenditure levels.  Consequently, the average annual income levels among the 

three municipalities during the five-year period ranged from P3.7 million for Visayas Municipality B to 

P15 million for the Luzon Municipality.  Positive net balances were registered for all three cases over the 

study period, although the size of the margins varied from 0.9 percent to 17.3 percent.   

 
Table 2-5 – Case Study LGUs: 2003-07 Key Fiscal Aggregates (Real 1985 Pesos, in thousands) 

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Annual Income 99,991 173,897 40,768 66,404 8,628 3,692 15,043 

Annual Expenditures 95,594  176,258 40,046  68,966 8,553  3,055  13,629 

Annual Net Balance 4,397 (2,361) 722 (2,562) 75 638 1,413 

% Margin 4.4% -1.4% 1.8% -3.9% 0.9% 17.3% 9.4% 

        

Annual Income per capita 81 106 442 281 194 205 117 

Annual Exp. per capita 78 107 434 292 192 170 106 

Annual Net Bal. per capita 3 (1) 8 (11) 2 35 11 

 

Patterns of Local Expenditures by Functional Categories of Case Study LGUs 

 

85. While the BLGF data outlined the broad expenditure patterns within each level of local 

government, data from the case study LGUs painted a more nuanced picture of the distinct priorities of 

each.  The case study data, complemented by interviews with local officials, indicated that the allocation 

of resources at the local level responds closely to the personal priorities of the local chief executives.  As 

will be discussed in detail in Chapter 3, the annual budgeting process provided local chief executives with 

extensive discretion to dictate the expenditure priorities of LGUs. 
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86. Case Study Provinces.  For the two case study provinces, expenditures were concentrated in the 

GPS, Economic Affairs, and Health categories, which collectively comprised 87 percent of the Visayas 

Province’s expenditures and 81 percent of the Luzon Province’s expenditures during 2003-07.  However, 

each case study province prioritized a specific category of expenditures.  In the case of the Visayas 

Province, almost 30 percent of its total expenditures were allocated for on Economic Affairs expenditures, 

which was almost twice the average share for provinces.  The high concentration of expenditures in this 

category was a function of the governor’s objective of improving the province’s infrastructure, 

particularly the provincial road network.  In contrast, the Luzon Province’s main priority was Health and 

it invested very heavily to rehabilitate the tertiary hospital that was devolved to the province in 1991.
37

  

Over 39 percent of the Luzon Province’s expenditures were devoted to the Health sector, which was more 

than twice the average share for provinces. 

 

87. Case Study Cities.  For the two case study cities, GPS expenditures represented, by far, the largest 

component of expenditures during the case study period, followed by Economic Affairs expenditures.  

The Visayas City, however, allocated a very large share of 54.1 percent of total expenditures to the GPS 

category.  GPS expenditures were concentrated on the Executive and Legislative Organs sub-component, 

which was boosted by large capital outlays for the purchase of land and the construction of a new city 

hall, and were also inflated by relatively large allocations for Debt Service for various loans undertaken 

prior to 2003.  Economic Affairs took up 22 percent of annual expenditures and were focused on 

improvements to local roads and economic enterprises (e.g., public market, slaughterhouse, bus terminal). 

 

88. In the case of the Luzon City, the average allocation of 43.4 percent for GPS was consistent with 

that of the average non-NCR city while the 21.8 percent allocation for Economic Affairs was slightly 

higher.  Notably, the city undertook loan transactions during the study period to finance local road 

projects that were classified under the Transport and Other Infrastructure sub-component of Economic 

Affairs, which boosted its expenditures in this category.  The Luzon City’s allocation for Education of 15 

percent was over twice the level of the average non-NCR city.  This was driven by its relatively large real 

property tax collections, which resulted in large SEF appropriations (as discussed in the following sub-

section), and its utilization of debt financing to fund the construction of additional classrooms. 

 

89. Case Study Municipalities.  For the three case study municipalities, expenditures were also highly 

concentrated on the GPS category, as was typical for the average municipality.  Importantly though, the 

GPS shares for Visayas Municipality A and the Luzon Municipality were considerably lower than 

average (43.8 percent and 40.1 percent, respectively, vs. 51.6 percent), which was mainly a function of 

lower general overhead costs due to the relatively large size of these two LGUs compared to the average 

municipality (as discussed in the previous sub-section).  Beyond GPS expenditures, there were notable 

differences in the sectoral priorities of the case study municipalities. 

 

90. Visayas Municipality A allocated larger-than-average shares for Economic Affairs (20 percent) 

and Health (17.1 percent) expenditures.  The Economic Affairs expenditures were focused on 

infrastructure improvements to local roads and the public market while the Health expenditures were 

more than twice the municipal average due to the operating costs of its community hospital, which was 

built in 2003 using both private donations and own-source funds.  Visayas Municipality B placed a very 

heavy priority on Housing and Community Amenities expenditures.  The municipality allocated 16.4 

percent of total expenditures to this category, which was more than 13 times the average for 

municipalities.  These expenditures were primarily focused on capital improvements to the municipal 

water system.  The Luzon Municipality allocated significantly larger shares of expenditures than its peers 

for Economic Affairs (24.7 percent) and Social Protection (9.4 percent).  Economic Affairs expenditures 

were focused on maintenance and capital expenditures for local roads.  The municipality’s Social 

                                                 
37 The Visayas Province did not absorb the tertiary hospital in the province, which was retained by the Department of Health. 
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Protection expenditures were three times the municipality average due to its decision to operate day care 

centers in each of its 43 barangays.   

 
Table 2-6 – Case Study LGUs: 2003-07 Expenditures by Functional Categories (Real 1985 Pesos, in thousands) 

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Average Annual Exp. 95,594  176,258  40,046  68,966  8,553  3,055  13,629  

% Share of Annual Exp. 100.0% 100.0% 100.0% 100% 100.0% 100.0% 100% 

  General Public Services 37.5% 28.6% 54.1% 43.4% 43.8% 53.3% 40.1% 

  - Exec & legislative organs 27.2% 18.1% 37.8% 24.4% 35.3% 51.9% 31.7% 

  - General services 4.2% 1.1% 2.8% 4.7% 0.0% 0.0% 3.0% 

  - Grants / financial assist. 2.1% 1.0% 3.0% 0.0% 0.8% 1.1% 2.6% 

  - Gen public services n.e.c. 3.2% 7.0% 0.9% 9.0% 0.1% 0.3% 1.0% 

  - Debt Service 0.9% 1.4% 9.5% 5.2% 7.6% 0.0% 1.7% 

  Economic Affairs 29.9% 13.0% 22.0% 21.8% 20.0% 12.4% 24.7% 

  - General economic affairs 1.6% 1.8% 4.7% 1.5% 8.6% 2.4% 3.9% 

  - Agriculture 6.7% 3.8% 1.3% 2.6% 4.2% 4.7% 3.3% 

  - Transport and other infra 16.7% 7.5% 14.4% 17.7% 7.2% 5.4% 17.5% 

  - Other industries 4.8% 0.0% 1.5% - 0.0% 0.0% 0.0% 

  Health 20.1% 39.4% 7.8% 6.3% 17.1% 9.2% 11.8% 

  Housing & Comm Amenities 0.9% 0.7% 5.6% 0.4% 8.9% 16.4% 6.8% 

  Social Protection 4.0% 2.9% 3.0% 5.4% 3.3% 3.2% 9.4% 

  Education 3.1% 10.6% 5.8% 15.0% 2.4% 1.2% 4.6% 

  Others* 4.5% 4.9% 1.7% 7.6% 4.6% 4.2% 2.8% 

        

Annual Exp. per capita 78 107 434 292 192 170 106 

  General Public Services 29 31 235 127 84 90 43 

  Economic Affairs 23 14 96 64 38 21 26 

  Health 16 42 34 18 33 16 13 

  Housing & Comm Amenities 1 1 24 1 17 28 7 

  Social Protection 3 3 13 16 6 5 10 

  Education 2 11 25 44 4 2 5 

  Others* 4 5 7 22 9 7 3 

* This category incorporated expenditures for Environmental Protection, Peace and Order, and Recreation, Culture, and Religion. 

 

91. SEF as the key driver of Education expenditures.  Generally, data from the case study LGUs 

suggested that Education expenditures of LGUs were largely driven by the size of the LGU’s SEF, which 

was, in turn, directly proportional to the size of the property tax base of the LGU given that the SEF is an 

additional one percent levy on top of the basic real property tax.  Table 2-7 details the SEF shares out of 

total LGU income for each of the case study LGUs as well as the Education shares out of total LGU 

expenditures.  The data generally depicted a close relationship between the two shares and illustrated how 

the two LGUs with relatively large SEF shares, the Luzon Province and City, had relatively larger 

expenditure shares.  In fact, the SEF accounted for over 70 percent of total Education expenditures for 

five of the seven LGUs, which indicated that Education expenditures for these LGUs were more likely to 

have been a function of the statutory requirement that SEF monies should be allocated for Education 

purposes, rather than an explicit expression of the LGU’s level of prioritization for the Education sector. 

 

92. The case study LGU that clearly prioritized Education expenditures was the Luzon City, which 

augmented its SEF with General Fund obligations that supported the staffing and maintenance costs of 

elementary and secondary schools in the city and in the city-operated and national colleges, and the 

purchase of textbooks, instructional materials, and equipment.  The Luzon City also supplemented its own 

resources with a loan to fund the construction of classrooms, which appeared to be a response to the 

exceptionally high pupil to student ratios for public and elementary schools in the city.
38

 

 

 

 

                                                 
38 Based on data from the Basic Education Information System of the Department of Education (DepEd). 
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Table 2-7 – Case Study LGUs: 2003-07 SEF and Education Ratios 

 
SEF as % of LGU 

Income 
Education Expenditures as % 

of Total Expenditures 
SEF as % of Education 

Expenditures 

Visayas Province 2.5% 3.1% 84.9% 

Luzon Province 8.4% 10.6% 78.4% 

Visayas City 5.8% 5.8% 103.0% 

Luzon City 9.4% 15.0% 60.3% 

Visayas Municipality A 1.3% 2.4% 53.3% 

Visayas Municipality B 0.7% 1.2% 71.0% 

Luzon Municipality 3.5% 4.6% 84.5% 

 

Broad Patterns of Local Expenditures by Economic Class from Aggregate LGU Data
39

 

 

93. Expenditure data from the Commission on Audit (COA) over the study period of 2003 to 2007 

highlighted fundamental differences in the cost structures across levels of local government.  

Municipalities, on average, allocated the largest share of expenditures for personal services (PS) 

expenditures at over 50 percent of the total.  Provinces allocated slightly less for PS expenditures at 46.7 

percent while cities had the lowest PS share at 36.3 percent.  Maintenance and other operating expenses 

(MOOE) represented the other major expense class and were relatively constant, on average, across the 

three levels of LGUs (approximately 35-40 percent of expenditures).  The final major classification of 

expenditures, capital outlays (as approximated by cash outflows for property, plant, and equipment) were 

more variable with the cities allocating the largest shares for capital expenditures at 20.7 percent, 

followed by 16.2 percent for provinces and 12.8 percent for municipalities. 

 

94. The high PS share of municipalities was not surprising given that all municipalities, regardless of 

size, were statutorily required to maintain certain offices and fill certain positions.  In the case of 

provinces, the relatively high level of PS expenditures was likely a function of the devolution of hospital 

services to the provinces.  While COA data did not provide a sectoral breakdown of expenditures, data 

from the case study LGUs indicated that expenditures under the Health category were heavily 

concentrated on PS, which typically comprised well over 55 percent of expenditures in the sector.  

Generally, the PS-concentrated cost structures of municipalities and cities appeared to limit their ability to 

undertake capital investments.  In the case of cities, the seemingly lower PS burden provided for higher 

levels of expenditures for MOOE and capital outlays.   

 
Table 2-8 – 2003-07 Average LGU Expenditure Shares by Economic Class (COA) 
 PROVINCES CITIES MUNICIPALITIES 

  Personal services 46.7% 36.3% 50.6% 

  MOOE 35.4% 40.8% 35.2% 

  Cash outflows for Property, Plant, Equipment 16.2% 20.7% 12.8% 

  Financial Expenses 1.8% 2.2% 1.4% 

 

Patterns of Local Expenditures by Economic Class of Case Study LGUs 

 

95. Case Study Provinces.  The Visayas Province’s pattern of expenditures by economic class was 

generally consistent with that of its peers.  In contrast, the Luzon Province’s share of PS expenditures 

(37.2 percent) was significantly lower than that of the average province while its share of capital 

expenditures (25.5 percent) was considerably higher.   These variations were the direct result of the heavy 

capital and operating expenditures incurred during the rehabilitation of the Luzon Province’s tertiary 

hospital.  Interestingly, even though it appeared that the two case study provinces had very different cost 

structures, the variances between the two were primarily driven by Health expenditures.  When Health 

                                                 
39 The BLGF Statements of Income and Expenditure do not break down LGU expenditures by economic class; hence this section 

utilizes data COA data drawn from aggregated Statement of Income and Expenses for LGUs.  Given that the latter report does 

capture capital outlays (since these are capitalized into assets under the COA’s modified accrual system), capital expenditures are 

approximated by the Cash Outflows for Property, Plant, and Equipment reported in the Statements of Cash flows. 
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expenditures were netted out, the provinces spent almost identically across economic classes (P62 vs. P65 

in total, P26 vs. P23 for PS, P23 vs. P24 for MOOE, and P13 vs. P16 for capital outlays, respectively).  

Clearly, the variations in the allocation of Health expenditures, wherein the Visayas Province spent 

almost exclusively on PS expenditures (80 percent) while the Luzon Province spent relatively heavily on 

MOOE and capital expenditures, drove the divergence in their respective cost structures. 

 

96. Case Study Cities.  The Visayas City’s share of capital expenditures (11.3 percent) was 

considerably lower than the city average while its debt service share (9.5 percent) was much higher.  

Among the case study LGUs, the Visayas City devoted the largest share of expenditures to debt service, 

which was the result of two loans that were undertaken prior to 2003 by the former mayor.  The 

amortization payments for the old loans constrained its capacity to pursue capital investments during the 

study period.  For the Luzon City, PS expenditures comprised an above-average share of expenditures 

(41.5 percent) while the share of MOOE (29.8 percent) was considerably lower than the city average.  

The Luzon City’s expenditures under the GPS category were the major factor for its relatively larger PS 

share and smaller MOOE share.  This category accounted for 43 percent of the city’s expenditures, of 

which half were PS.  In contrast, even though the Visayas City’s GPS share of 54 percent was much 

higher than that of the Luzon City, only one-third of the Visayas City’s GPS expenditures were PS.   

 

97. Case Study Municipalities.  Visayas Municipality B and the Luzon Municipality had similar 

above-average PS shares of around 56 percent of total expenditures.  In each case, very high PS shares 

under the GPS and Health categories were responsible for driving up the PS expenditures.  Visayas 

Municipality B also had a very high share of capital expenditures at 21.3 percent, which was driven by its 

relatively large investments in improving the local water system.  As a result of the large capital outlays, 

the share of MOOE out of Visayas Municipality B’s total expenditures (22.4 percent) was significantly 

below the municipal averages.  In contrast to the other two case study municipalities, Visayas 

Municipality A had a very low PS share of just 41.5 percent while MOOE took up a relatively large share 

of 41 percent of total expenditures.  The MOOE share of the municipality was boosted by the relatively 

large operating expenditures of its community hospital.  Visayas Municipality A’s share of capital 

expenditures (9.9 percent) was also lower than the municipal average because the municipality had large 

annual debt service payments (7.6 percent) that crowded out capital outlays during the study period.   

 
Table 2-9 – Case Study LGUs: 2003-07 Expenditures by Economic Class (Real 1985 Pesos, in thousands) 

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Ave. Annual Expenditures 95,594  176,258  40,046  68,966  8,553  3,055  13,629  

  Personal services 47,260  65,548  14,440  28,604  3,554  1,718  7,671  

  MOOE 31,214  63,310  17,265  20,552  3,503  685  4,472  

  Capital expenditures 16,232  44,959  4,530  16,191  847  652  1,259  

  Debt service 887  2,441  3,810  3,620  649  0  228  

        

% Share of Total Exp. 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

  Personal services 49.4% 37.2% 36.1% 41.5% 41.5% 56.2% 56.3% 

  MOOE 32.7% 35.9% 43.1% 29.8% 41.0% 22.4% 32.8% 

  Capital expenditures 17.0% 25.5% 11.3% 23.5% 9.9% 21.3% 9.2% 

  Debt service 0.9% 1.4% 9.5% 5.2% 7.6% 0.0% 1.7% 

        

Annual Exp. per capita 78  107  434  292  192  170  106  

  Personal services 38  40  156  121  80  95  60  

  MOOE 25  38  187  87  79  38  35  

  Capital expenditures 13  27  49  68  19  36  10  

  Debt service 1  1  41  15  15  -  2  
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Chapter 3 – Review of Local Capital Investments 
 

98. The Local Government Code of 1991 (LGC) devolved the responsibility for local infrastructure 

to local government units (LGUs), which finance capital investments mainly from two internal funds: the 

Local Development Fund, a mandated share of the internal revenue allotment (IRA) that is reserved for 

“development projects”, and the General Fund, which consists of all internal resources of an LGU that are 

not allocated to special funds.  Local governments also have the authority to undertake loans to finance 

local infrastructure and development projects.  For the case study LGUs, the share of capital expenditures 

ranged from 9 percent to 26 percent, while expenditures for personal services and maintenance and other 

operating expenditures accounted for the bulk of local government expenditures. 

 

99. Medium-term local planning frameworks are prescribed by several national oversight agencies.  

While the case study LGUs invariably prepared the various mandated multi-year plans, there was strong 

evidence that the plans were prepared by the LGUs mainly for compliance purposes rather than as 

functional planning documents.  Importantly, the plans of the case study LGUs generally did not 

articulate their strategic local development priorities for the plan period.   

 

100. The annual local planning and budgeting process is prescribed by the national Department of 

Budget and Management.  While annual budgeting was a uniform process across the case study LGUs, 

the utilization of various sources of funds for capital outlays for locally financed capital expenditures 

added a significant layer of complexity to capital investment programming and reporting.  Also, the 

fragmented budgeting process allowed local chief executives to exercise considerable levels of discretion 

over the annual budgetary allocations.  Finally, the practical utilization of the multi-year plans as 

frameworks for guiding the resource allocations during the plan period was very weak in the case study 

LGU given that the plans were not formally linked to the annual planning and budgeting processes.   

 

101. The LGC included provisions that allow the national government to provide or augment the basic 

services and facilities assigned to a lower level of government.  As a result, initiatives by various national 

government agencies have continued to account for a significant portion of investments in local public 

infrastructure after devolution.  Data on projects implemented by the Department of Public Works and 

Highways in the case study LGUs showed that national government funds constituted a very significant 

source of local capital investments.  The highly fragmented nature of this external funding, however, 

resulted in a general lack of transparency in the allocation of resources.  Furthermore, there were no 

formal mechanisms to ensure that local-level infrastructure projects implemented by national agencies 

were consistent with local government plans, which meant that the LGUs were not always able to monitor 

these projects and account for potential future maintenance and operating costs that the LGU may be 

forced to absorb as a result of the development of new infrastructure. 

 

102. The findings from the case studies suggest the need for the rationalization, harmonization, and 

simplification of local planning and budgeting requirements prescribed by national government oversight 

agencies.  LGUs should be able to focus their relatively limited resources and capacities on developing a 

practical set of multi-year plans that are formally and functionally linked to the annual budgeting 

process.  There is also a need for the national government to institutionalize mechanisms that ensure 

transparency in the local planning, budgeting, and expenditure management process to strengthen the 

accountability for local fiscal management and to stimulate demand for greater public participation in 

local planning and budgeting.  Finally, the continuing role of the national government in local 

infrastructure investments require the institutionalization of mechanisms to ensure that capital 

investments undertaken by national government agencies consistent with the local plans and priorities of 

the LGUs.   
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Overview of LGU Planning and Budgeting 
 

Overview of Funding Sources for LGU Capital Investments  

 

103. Local governments units (LGUs) in the Philippines have financed capital investments primarily 

from two local funds.  Firstly, LGUs have been required by the LGC to “appropriate in its annual budget 

no less than twenty percent of its annual IRA for development projects.”  This mandated share of the IRA 

is termed as the Local Development Fund (LDF) and LGUs have been required by the Department of 

Interior and Local Government (DILG) and the Department of Management and Budget (DBM) to plan 

and budget separately for the projects and programs to be financed by this fund.  The LGC does not 

clearly specify what type of expenditures fall within the classification of “development projects” but these 

may include both maintenance and other operating expenditures (MOOE) and capital outlays.
40

  Hence, 

the resulting annual plan and budget for the LDF, which is referred to as the Annual Investment Plan 

(AIP, sometimes also referred to as the Annual Development Plan), contains a mix of capital investments 

and MOOE. 

 

104. The other major source of local financing for capital investments has been the General Fund, 

which consists of all the internal resources of an LGU that are not allocated to special funds, such as the 

LDF, the Special Educational Fund (SEF), and the Calamity Fund.  The General Fund contains the bulk 

of the IRA allocations and local tax revenues of LGUs and serves as the primary source of funding for 

operating expenditures (personal services [PS] and MOOE) and, to a lesser extent, capital outlays.  LGUs 

have been required to prepare annual budgets to utilize their General Funds. 

 

105. LGUs have also expended capital outlays on a more limited basis out of two mandated special 

purpose funds: the SEF and the Calamity Fund.  LGUs are allowed by the LGC to levy and collect an 

annual tax of one percent on the assessed value of real property, which accrues to the SEF. The SEF is 

supposed to be allocated by a Local School Board organized in each LGU for the operation and 

maintenance of public schools, construction and repair of school buildings, facilities and equipment, 

educational research, purchase of books and periodicals, and sports development.
41

  The Calamity Fund, 

on the other hand, is an annual lump sum appropriation composed of 5 percent of the estimated revenue 

from regular sources of each LGU, which is intended for unforeseen expenditures arising from the 

occurrence of calamities. 

 

106. Finally, LGUs have the authority to undertake loans and borrowings to finance local 

infrastructure and development projects.
42

  Although the LGUs have not been legally prohibited from 

borrowing from private financial institutions, government financial institutions (GFIs), mainly the Land 

Bank of the Philippines (LBP) and the Development Bank of the Philippines (DBP), are the dominant 

sources of credit to LGUs.  The Municipal Development Fund Office (MDFO) under the Department of 

Finance (DOF) has also served as a conduit for channeling official development assistance (ODA) funds 

to LGUs as sub-loans.  While data from the GFIs and MDFO indicated that the majority of the LGUs in 

the Philippines have undertaken loans, the overall level of indebtedness has been low.
43

   

                                                 
40 DBM, in conjunction with DILG, issued guidelines for LGUs on the utilization of LDF. 
41 The members of the Local School Board statutorily include: the LGU mayor and the district supervisor of schools as co-

chairmen; the chairman of the education committee of the Local Council (Sanggunian), the LGU treasurer, a representative of the 

federation of the Youth Council, the president of the local federation of parent-teacher associations, a representative of the 

teachers' organizations in the LGU, and a representative of the non-academic personnel of public schools in the LGU. 
42 The LGC provides LGUs the power to create indebtedness and to avail of credit facilities to finance local infrastructure and 

other socio-economic development projects in accordance with approved local development plans and investment programs.   
43 At the end of 2008, the aggregate loan portfolios of LBP and DBP included the majority of the approximately 1,700 LGUs. 

Based on Commission on Audit (COA) consolidated balance sheet data, Long-term Liabilities (i.e. loans, bonds, mortgages 

payable) comprised just 9.6 percent of Total Liabilities and Equity of LGUs at the end of 2007.  Consolidated data from both 
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Overview of Medium-term Local Planning 

 

107. LGUs were mandated by national oversight agencies to prepare several comprehensive and multi-

sectoral development plans.  During the study period, the National Economic Development Authority 

(NEDA) required provincial governments to prepare Provincial Development Plans to serve as multi-year 

socio-economic plans.  Provinces were also required to prepare Provincial Physical Framework Plans, 

which were intended to serve as the basis for physical planning and zoning ordinances.
44

   

 

108. Cities and municipalities were required to prepare Comprehensive Land Use Plans (CLUPs) that 

cover five- or ten-year periods.  The Housing and Land Use Regulatory Board (HLURB) provided the 

guidelines for the preparation of CLUPs.  Zoning ordinances were the main components of CLUPs.  In 

addition, DILG required cities and municipalities to prepare Comprehensive Development Plans, which 

were multi-sectoral plans that included the vision, sectoral goals, objectives, and development strategies 

and policies of the LGU for the medium-term.  Finally, in 2004, DILG began requiring cities and 

municipalities to prepare Executive-Legislative Agendas (ELAs), which were term-based plans covering 

a period of three years and were intended tools for aligning the priorities of the executive and legislative 

arms of the LGU.  ELAs also included the vision and mission of the LGU as well as sectoral goals, 

strategies, and specific programs and projects, including estimated time-frames for implementation, 

funding requirements, and funding sources.   

 

109. All LGUs (provinces, cities, municipalities) were also required by DILG to prepare Local 

Development Investment Plans (LDIP), which were intended to link the medium-term plans to the annual 

budgets.  LDIPs were supposed to contain prioritized lists of projects and programs derived from 

Provincial Development Plans (in the case of provinces) and Comprehensive Development Plans (in the 

case of cities and municipalities).  LDIPs were supposed to identify specific development projects, most 

of which were capital in nature, and detailed the estimated project costs, proposed sources of funds 

(internal and external), budget allocations for the plan period (usually between four to six years), and the 

proposed implementing agencies. 

 

110. In addition to the multi-sectoral plans, LGUs were also required to prepare specific sector plans, 

including plans for: 1) Gender and Development; 2) Local Poverty Reduction; 3) Local Agricultural 

Productivity and Development; 4) Solid Waste Management; and 5) Coastal Resources Management. 

 

Overview of Annual Local Budgeting 

 

111. The LGU budget calendar was prescribed by a Local Budget Memorandum that was issued 

annually by DBM.  The memorandum was typically issued in the middle of June, after the agency 

calculated the IRA allocations of LGUs for the next fiscal year.  The LGC stipulates that a Local Finance 

Committee (LFC) should oversee the annual LGU budgeting process.
45

  The local budget preparation 

process follows below: 

 
 

                                                                                                                                                             
DOF Statements of Income and Expenditure and DBM Statements of Receipts and Expenditure indicated that loans and 

borrowings accounted for 2.1 percent of aggregate LGU income/receipts in 2007. 
44 As part of the implementation of the Joint Memorandum Circular No. 1 of 2007, NEDA has integrated the provincial multi-

year plans into a single Provincial Development and Physical Framework Plan (PDPFP) beginning in 2009.  PDPFPs integrated 

provincial comprehensive socio-economic development plans and physical framework plans into a single document.  NEDA also 

instituted Provincial/Local Planning and Expenditure Management (PLPEM) guidelines to address key issues in planning and 

expenditure management for provinces.  The PDPFP has a time frame of six years, comprising two electoral terms of Governors. 
45 The LFC is statutorily composed of the local Planning and Development Officer, Budget Officer, and Treasurer.  In practice, 

the Accountant is often included as a member.   
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Figure 3-1 – LGU Budget Preparation Process 
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consolidated by the LGU budget office and  
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on the General Fund-funded regular budget 
and the LDC focusing on the LDF-funded AIP 
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LDC, respectively, and submits the Executive 
Budget to the Local Council (Sanggunian) 
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a local ordinance. 
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municipalities and component cities 

 

 

 
DBM or the provincial government approves   
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46
  

  
 

 

112. The preparation of the regular budget and the AIP followed the same general steps, with the only 

difference lying with the special body within the LGU that reviewed and endorsed the budget to the Local 

Council (Sanggunian) for authorization: for the annual budget it was the LFC while for the AIP it was the 

Local Development Council (LDC).  The LDCs are mandated by the LGC to formulate multi-year plans 

and to prioritize, monitor, and evaluate the implementation of local development programs and projects.
47

   

                                                 
46 In cases where an LGU budget was not prepared in accordance with the stipulations of the Local Budget Memorandum and the 

LGC, the budget oversight body (i.e., DBM or the provincial government) may render the LGU budget inoperative (completely 

disallowed) or partly disallowed, in which case the budget is returned to the LGU for proper adjustments/revisions. 
47 The members of the LDC statutorily include: the local chief executives of the component local governments of the LGU (i.e., 

barangay captains for cities and municipalities; and mayors for provinces); the chairman of the committee on appropriations of 
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Overview of Local Capital Investments for the Case Study LGUs 
 

Overview of LGU-financed Capital Investments 

 

113. The seven LGUs in the two case study provinces demonstrated varying levels of prioritization for 

local capital investments.  During 2003-07, total capital expenditures ranged from low levels of 9-10 

percent of overall expenditures in the cases of Visayas Municipality A and the Luzon Municipality to 

peaks of approximately 26 percent in the cases of the Luzon Province and City.
48

  For the latter two 

LGUs, capital investments were heavily concentrated in the priority projects of the local chief executives 

(a tertiary hospital in the case of the province, and roads and classrooms in the case of the city) and both 

LGUs supplemented their local resources with loans from GFIs.  For the remaining five LGUs that had 

relatively lower capital expenditure shares, capital investments were funded primarily from the General 

Fund and LDF during the study period.   

 

114. For two of the LGUs with relatively low shares of capital expenditures (the Visayas City and 

Municipality A), large stocks of outstanding debt that were incurred prior to 2003 served to constrain the 

fiscal space available for new capital investments during the study period.  While none of the case study 

LGUs maintained formal debt management policies and targets, the relatively large annual loan 

amortization obligations that these two LGUs serviced out of their General Fund and LDF reduced their 

ability to allocate additional resources for current year capital investments.  This suggested that LGUs that 

periodically undertake debt-financed capital investments may undergo subsequent periods of relatively 

lower levels of capital outlays if debt service requirements take up a substantial share of LGU resources.
49

   

 

115. Debt-financing of LGU Capital Investments (see Annex B for a detailed discussion of the case 

studies).  Various factors appeared to affect the level of willingness to borrow.  The main factor seemed to 

be the proactiveness of the local chief executive in seeking out the necessary funding sources to support 

his priority infrastructure projects.  While the political environment, including the willingness of the 

Local Council (Sanggunian) to support loan transactions, potentially served as a countervailing force, it 

appeared that this could be overcome if the local chief executive were willing to fully utilize his/her 

political capital.
50

  As in the case of the Luzon Province in 2007, there also seemed to be a tendency for 

term-limited local chief executives to incur debts right before the end of their final terms, with the debt 

service responsibilities being assumed by their successors.  Finally, the supply of alternative sources of 

local capital investments, primarily projects undertaken by national government agencies at the local 

level, was cited by the case study municipalities as a factor that reduced the need for debt financing.   

 

 

 

 

 

 

 

 

                                                                                                                                                             
the Local Council (Sanggunian); the congressional representative or his/her representative; and representatives of NGOs 

operating in the LGU, which are required to comprise up to one-fourth the membership of the LDC.   
48 The local government fiscal data collected and reported by national government oversight agencies (i.e., COA, DBM, and 

DOF) were not disaggregated by discrete functional categories.  Hence, there were no national averages with which to compare 

the average capital expenditures and investment priorities of the case study LGUs.   
49 The LGC limits the annual appropriation for debt service to 20 percent of the regular income of each LGU. 
50 The LGC requires the Local Council (Sanggunian) to approve an ordinance stating the terms and conditions of the 

indebtedness to be incurred by the LGU.  
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Table 3-1 – Case Study LGUs: 2003-07 Capital Expenditures and Debt Service (Real 1985 Pesos, in thousands) 

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

LGU Capital Expenditures 81,160 224,795 22,649 80,953 4,236 3,259 6,294 

  - LGU financed 81,160 195,227 22,649 46,143 4,236 3,259 6,294 

  - Debt financed                  -    29,568                  -    34,810                  -                     -                     -    

Debt Service 4,436 12,206 19,051 18,098 3,246 0 1,139 

        

% Share of the total LGU Exp. 17.0% 26.4% 11.3% 26.1% 9.9% 21.3% 9.2% 

  - Revenue financed 17.0% 22.9% 11.3% 14.9% 9.9% 21.3% 9.2% 

  - Debt financed 0.0% 3.5% 0.0% 11.2% 0.0% 0.0% 0.0% 

Debt Service 0.9% 1.4% 9.5% 5.8% 7.6% 0.0% 1.7% 

 

116. LGU Capital Investment Patterns (see Annex C for a detailed discussion of the case studies).  The 

two functional categories of Economic Affairs and General Public Service (GPS) cut across the case 

study LGUs as the major focus of capital investments.  For five of the seven case study LGUs, these two 

categories combined to account for at least two-thirds of total capital expenditures.   

 

117. Economic Affairs investments were the primary focus of three of the case study LGUs (the 

Visayas Province and Municipality A, and the Luzon City).  The Economic Affairs investments were 

concentrated on the Transport and Other Infrastructure sub-component, which mainly comprised the 

construction and rehabilitation of local roads such as provincial/city/municipal roads and barangay roads 

(farm-to-market roads).  GPS investments were the main focus of two of the case study LGUs (the 

Visayas City and the Luzon Municipality).  The GPS investments of the case study LGUs varied among 

three sub-components: Executive and Legislative Organs, which mainly included the construction and 

rehabilitation of LGU halls and buildings; Grants and Financial Assistance, which reflected the transfer of 

funds to lower-level component LGUs; and GPS n.e.c., which was a catch-all category that included 

undefined and unclassifiable projects that could not be assigned to specific functional categories. 

 

118. Besides Economic Affairs and GPS, the case study LGUs also prioritized one or two other 

additional categories.  For the two LGUs where Economic Affairs and GPS were not the main focus of 

capital investments, the Health category served as the focus area for one (the Luzon Province) while 

Housing and Community Amenities was the primary focus of the other (Visayas Municipality B).  With 

the exception of the Luzon Province, which operated the sole tertiary hospital in the province, 

investments in the Health sector were minimal for the other LGUs.     

 

119. Capital expenditures under the Housing and Community Amenities category, mainly for local 

water supply projects, were relatively large for the three municipal case studies because each of these 

LGUs operated the primary local water utilities in their respective jurisdictions.  In the case of the two 

cities, the main water systems were operated by a private franchise (the Visayas City) and a water district 

(the Luzon City), respectively, which precluded the need for substantial LGU capital investments.  

Finally, Education capital investments were relatively significant only in the two LGUs that had larger 

real property tax bases in comparison to their peers among the case study LGUs (the Luzon Province and 

City).  The relatively large Education capital expenditures in these two LGUs were largely a consequence 

of the fact that they had larger SEFs, which were statutorily limited to Education-related expenditures. 
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Table 3-2 – Case Study LGUs: 2003-07 Capital Expenditures by Functional Categories (Real 1985 Pesos, in thousands) 
 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Total Capital Expenditures 81,160 224,795 22,649 80,953 4,236 3,259 6,294 

  General Public Services 18,018 54,014 15,477 18,536 789 841 2,414 

  - Exec & legislative organs 9,133 27,703 14,887 1,986 578 700 476 

  - General services - 125 - 1,495 - - - 

  - Grants / financial assist. 2,283 2,958 590 53 212 141 1,519 

  - Gen public services n.e.c. 6,602 23,229 - 15,003 - - 419 

  Economic Affairs 54,844 11,222 3,926 32,673 2,150 778 1,768 

  - General economic affairs 731 4,299 88 47 1,081 183 121 

  - Agriculture 2,250 1,343 91 907 280 14 36 

  - Transport and other infra 39,944 5,579 3,732 31,718 789 581 1,612 

  - Other industries 11,919 - 15 - - - - 

  Health 2,373 92,075 144 213 287 78 100 

  Housing & Comm Amenities 4,213 5,684 2,394 702 568 1,046 1,639 

  Environmental Protection 197 522 0 2,789 134 404 150 

  Education 996 54,723 492 25,192 37 10 80 

  Others 518 6,555 216 848 272 102 143 

        

% Share of Total Capital Exp.        

  General Public Services 22.2% 24.0% 68.3% 22.9% 18.6% 25.8% 38.4% 

  - Exec & legislative organs 11.3% 12.3% 65.7% 2.5% 13.6% 21.5% 7.6% 

  - General services 0.0% 0.1% 0.0% 1.8% 0.0% 0.0% 0.0% 

  - Grants / financial assist. 2.8% 1.3% 2.6% 0.1% 5.0% 4.3% 24.1% 

  - Gen public services n.e.c.* 8.1% 10.3% 0.0% 18.5% 0.0% 0.0% 6.7% 

  Economic Affairs 67.6% 5.0% 17.3% 40.4% 50.8% 23.9% 28.1% 

  - General economic affairs 0.9% 1.9% 0.4% 0.1% 25.5% 5.6% 1.9% 

  - Agriculture 2.8% 0.6% 0.4% 1.1% 6.6% 0.4% 0.6% 

  - Transport and other infra 49.2% 2.5% 16.5% 39.2% 18.6% 17.8% 25.6% 

  - Other industries 14.7% 0.0% 0.1% 0.0% 0.0% 0.0% 0.0% 

  Health 2.9% 41.0% 0.6% 0.3% 6.8% 2.4% 1.6% 

  Housing & Comm Amenities 5.2% 2.5% 10.6% 0.9% 13.4% 32.1% 26.0% 

  Environmental Protection 0.2% 0.2% 0.0% 3.4% 3.2% 12.4% 2.4% 

  Education 1.2% 24.3% 2.2% 31.1% 0.9% 0.3% 1.3% 

  Others 0.6% 2.9% 1.0% 1.0% 6.4% 3.1% 2.3% 

* General public services, not elsewhere classified. 

 

Overview of Externally-financed Local Capital Investments  

 

120. While the LGC devolved the responsibility for an extensive set of local services to LGUs, it also 

included provisions that allowed the national government to provide or augment the basic services and 

facilities assigned to a lower level of local government unit when such services or facilities were either 

“unavailable or inadequately provided.”  National government agencies may also continue to implement 

devolved public works and infrastructure projects, provided these are "funded by the national government 

under the annual General Appropriations Act, other special laws, pertinent executive orders, and those 

wholly or partially funded from foreign sources."  As a result, initiatives of various national government 

agencies, whether funded internally or through ODA, have continued to account for a significant portion 

of investments in local public infrastructure after devolution.
51

 

 

121. Sources of Funding for National Government Investments in Case Study LGUs.
52

  While various 

national government agencies implement projects and programs at the LGU level, the main agency 

                                                 
51 NEDA coordinates all ODA activities in the country but it does not maintain a database that monitors ODA-funded activities at 

the local level.  Furthermore, none of the case study LGUs that were visited monitored the extent of ODA funding for local 

projects.  As a result, it is not possible to derive estimates of ODA-funded local capital investments in the case study LGUs. 
52 This study collected data on projects implemented by DPWH during 2004-07; hence, the comparative LGU expenditure data 

was adjusted to reflect the same four-year period of DPWH data.  The reports provided by the central office of DPWH included 

obligation data and the years of completion for each project.  This study compiled the annual expenditure data of DPWH-

implemented projects based on the year of project completion.  Importantly, the data excluded major investments of other 
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responsible for implementing local infrastructure projects has been the Department of Public Works and 

Highways (DPWH).  In addition to the agency’s own budget appropriation, DPWH-implemented projects 

have been funded from multiple sources, including the discretionary funds of national legislators (i.e., 

congressmen and senators), budgets of other national agencies, discretionary funds of the Office of the 

President, and other special funds, such as the Special Local Roads Fund and the President’s Bridge 

Program.  In the case study LGUs, the two major sources of funding for DPWH projects were the 

discretionary funds of national legislators and the agency budgets of DPWH and the Department of 

Education (DepEd).  On aggregate, these funding sources accounted for at least two-thirds of total 

funding for the DPWH-implemented projects in the case study LGUs.   

 

122. The discretionary funds of national legislators, termed as Priority Development Assistance Fund 

(PDAF) allocations during the study period, were the major source of funding for DPWH-implemented 

projects.  Legislators allocated these funds to finance both capital projects and MOOE programs (such as 

allocations to Department of Health hospitals to sponsor patients from a congressman’s district).  While 

the capital allocations were subject to a closed menu of project types specified by DBM, the legislators 

had the discretion to identify the specific local projects to be funded by his/her PDAF allocation. 

 

123. As for the DPWH and DepEd projects, these were comprised of specific allocations for LGU-

level projects out of the budgetary appropriations of the agencies.  For DPWH funds, the vast majority 

were spent on roads projects for the national and provincial road networks.  DepEd funds were allocated 

for school building projects in the component municipalities and cities of the case study provinces.  It 

must be pointed out that legislators also exerted considerable influence in the identification of projects to 

be funded by the DPWH and DepEd budgets through various steps in the national budget preparation 

process (which were termed as “congressional insertions”).  However, it was practically impossible to 

identify the projects that were included in the agency budgets by the legislators once the national General 

Appropriations Act was approved by Congress.  Hence, the “inserted” DPWH-implemented projects in 

the case study LGUs could not be specifically determined. 

 

124. Overall Scale of DPWH Investments in Case Study LGUs.  DPWH-implemented projects in the 

case study LGUs during 2004-07 constituted a significant source of local capital investments. For both 

case study provinces, the level of funding for DPWH projects was 2.7 times the level of the provincial 

capital expenditures.  Even when DPWH’s national road and bridge projects were excluded from the total 

(following the argument that these were technically national infrastructure projects, rather than local 

projects), the funding for DPWH projects was still almost twice the level of the capital expenditures of 

both provinces. 

 

125. Among the component LGUs, the Luzon Municipality received the highest concentration of 

DPWH projects, as the level of funding was 3.6 times the level of the municipality’s capital expenditures 

during the four-year period.  Funding for DPWH projects in the Visayas City also exceed the capital 

expenditures of the city government during 2004-07.  Although the overall ratios of DPWH expenditures 

to LGU expenditures were relatively lower for both Visayas Municipalities and the Luzon City, the 

DPWH-implemented investments in these LGUs were disproportionately high in specific sectors. 

 

 

 

 

 

 

                                                                                                                                                             
national agencies, such as the Department of Agriculture and the Department of Agrarian Reform.  Hence, this study presents a 

substantial but partial picture of the national government’s role in providing for local infrastructure in the case study LGUs. 
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Table 3-3 – Case Study LGUs: 2004-07 LGU and DPWH Capital Expenditures (Real 1985 Pesos, in thousands) 
 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Capital Expenditures        

LGU Expenditures 57,874 198,884 11,131 73,906 3,523 2,820 4,679 

DPWH Expenditures 154,426 543,009 12,101 11,385 2,800 1,793 16,809 

Ratio of DPWH to LGU 2.7 2.7 1.1 0.15 0.8 0.6 3.6 

        

Capital Expenditures (Net of 
National Roads & Bridges)        

LGU Expenditures 57,874 198,884 11,131 73,906 3,523 2,820 4,679 

DPWH Expenditures 101,764 370,838 12,101 10,628 2,800 1,793 16,809 

Ratio of DPWH to LGU 1.8 1.9 1.1 0.14 0.8 0.6 3.6 

        

Capital Exp. per capita (Net 
of National Roads & Bridges)        

LGU Expenditures 12 30 30 78 20 39 9 

DPWH Expenditures 21 56 33 11 16 25 33 

 

126. DPWH Investment Patterns (see Annex D for a detailed discussion of the case studies).  Two 

types of projects accounted for the majority of DPWH-implemented projects in the case study LGUs: the 

improvement and rehabilitation of roads and bridges (both in the national and local road networks), which 

was classified under the Economic Affairs category; and the construction of multi-purpose buildings 

(mainly barangay halls and buildings), which was classified under the GPS category.  In addition to these 

two areas of focus, DPWH investments in several functional categories were particularly important for 

specific LGUs, including: the construction and improvement of local water supply systems under the 

Housing and Community Amenities category (the Luzon City and Municipality), the construction of 

drainage and flood control systems under the Environmental Protection category (the Visayas City and 

Municipality B), and the construction of classrooms and school buildings under the Education category 

(the Luzon City).  DPWH projects for health centers and hospitals were minimal in the case study LGUs. 
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Table 3-4 – Case Study LGUs: 2004-07 DPWH Capital Expenditures by Functional Categories (Real 1985 Pesos, in 
thousands) 

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

DPWH Expenditures 154,426 543,009 12,101 11,385 2,800 1,793 16,809 

National Roads & Bridges 52,661 172,171 0 757 0 0 0 

Local-level Investments 101,764 370,838 12,101 10,628 2,800 1,793 16,809 

  General Public Services (Buildings) 38,200 40,353 3,459 2,235 727 767 3,958 

  Economic Affairs (Roads / Bridges) 31,188 273,429 3,681 2,297 1,658 527 9,278 

  Health (Hospitals / Clinics) 924 1,434 0 49 0 0 0 

  Housing & Comm. (Water Supply) 14,975 22,958 15 1,561 200 58 2,318 

  Env. Prot. (Drainage/Flood Control) 8,179 6,525 4,202 697 144 369 201 

  Education (Classrooms / Buildings) 8,298 26,140 742 3,788 71 72 1,054 

        

% Share of Total Exp.        

National Roads & Bridges 34.1% 31.7% 0.0% 6.6% 0.0% 0.0% 0.0% 

Local-level Investments 65.9% 68.3% 100.0% 93.4% 100.0% 100.0% 100.0% 

  General Public Services (Buildings) 24.7% 7.4% 28.6% 19.6% 26.0% 42.8% 23.5% 

  Economic Affairs (Roads / Bridges) 20.2% 50.4% 30.4% 20.2% 59.2% 29.4% 55.2% 

  Health (Hospitals / Clinics) 0.6% 0.3% 0.0% 0.4% 0.0% 0.0% 0.0% 

  Housing & Comm. (Water Supply) 9.7% 4.2% 0.1% 13.7% 7.1% 3.2% 13.8% 

  Env. Prot. (Drainage/Flood Control) 5.3% 1.2% 34.7% 6.1% 5.1% 20.6% 1.2% 

  Education (Classrooms / Buildings) 5.4% 4.8% 6.1% 33.3% 2.5% 4.0% 6.3% 

        

Ann. Capital Exp. per capita 31 82 33 12 16 25 33 

National Roads & Bridges 11 26 0 1 0 0 0 

Local-level Investments 21 56 33 11 16 25 33 

  General Public Services (Buildings) 8 6 9 2 4 11 8 

  Economic Affairs (Roads / Bridges) 6 42 10 2 9 7 18 

  Health (Hospitals / Clinics) 0 0 0 0 0 0 0 

  Housing & Comm. (Water Supply) 3 3 0 2 1 1 5 

  Env. Prot. (Drainage/Flood Control) 2 1 11 1 1 5 0 

  Education (Classrooms / Buildings) 2 4 2 4 0 1 2 

        

Ratio of DPWH to LGU Exp. 1.8 1.9 1.1 0.14 0.8 0.6 3.6 

  General Public Services (Buildings) 2.8 0.8 0.5 0.2 1.3 1.0 1.9 

  Economic Affairs (Roads / Bridges) 0.8 47.3 1.8 0.1 0.9 0.8 10.6 

  Health (Hospitals / Clinics) 0.8 0.0 0.0 0.3 0.0 0.0 0.0 

  Housing & Comm. (Water Supply) 3.7 4.0 0.0 2.2 0.5 0.1 1.6 

  Env. Prot. (Drainage/Flood Control) 41.6 17.4 No LGU Exp. 0.3 1.1 1.3 No LGU Exp. 

  Education (Classrooms / Buildings) 8.4 0.6 2.4 0.2 2.6 7.3 17.6 

 

Key Observations from the Case Study LGUs 
 

Medium-term Planning (see Annex E for a detailed discussion of the case studies) 

 

127. Compliance as main motivation for medium-term plan preparation.  While the case study LGUs 

invariably prepared the various mandated multi-year plans prescribed by the national oversight agencies, 

the plans were generally prepared by the LGUs mainly to comply with the requirements of the oversight 

agencies.  A review of the plans of the case study LGUs revealed that most were basically composed of 

two parts: 1) an extensive section prepared by the LGU planning and development office that included the 

LGU’s vision and mission, socio-economic background of the LGU, and detailed situational analyses, 

strategies, and activities for five development sectors specified by DILG and NEDA (i.e., social 

development, economic development, environment and natural resource management, development 

administration, and infrastructure development); and 2) a list of proposed investment projects prepared by 

individual LGU departments and national government agency offices.  In most cases, there was a clear 

disconnection between the two parts, such that the lists of projects did not correspond to the sectoral 

analyses of the prior section.  In practice, it was apparent that the planning officials who were responsible 

for developing the medium-term plans simply collected and compiled the lists of projects from the 

various LGU departments and national government offices.   
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128. Absence of prioritization in medium-term plans.  While the medium-term plans of the case study 

LGUs included lengthy lists of projects, the plans generally did not articulate the priorities of the LGUs 

for the plan period in a clear manner.  While projects in some departments often included large estimated 

costs for the proposed projects relative to other departments (such as roads construction under the LGU 

engineer’s office), these were mainly a function of the large capital costs associated with these types of 

infrastructure projects and were not an explicit indication of the actual level of priority for these projects. 

 

129. Questionable stakeholder participation in medium-term planning.  The guidelines for the 

development of multi-year plans (as provided for by oversight agencies such as HLURB and DILG) 

clearly defined requirements for formal engagement with key stakeholders.  According to interviews with 

various local officials, the prescribed guidelines were followed in the development of the plans and local 

stakeholders were involved in the preparation processes.  However, it was difficult to assess the validity 

of these assertions since the plans were developed several years ago.  During interviews with NGO 

representatives in the case study LGUs, many were unaware that the LGUs had medium-term plans.  In 

fact, it was not uncommon to find senior staff members of the case study LGUs who were also unaware 

that the LGUs had medium-term plans. 

 

Annual Planning and Budgeting 

  

130. Complexity and lack of transparency in annual capital budgeting.  The utilization of various 

sources of funds for capital outlays for locally financed capital expenditures – mainly the LDF and the 

General Fund – added a significant layer of complexity to capital investment planning for the case study 

LGUs.  In practice, there was very little distinction between the types of capital projects funded by each 

fund.  However, the statutory requirement to prepare separate plans and budgets for the LDF and General 

Fund made it very difficult for LGUs to comprehensively plan, budget, and monitor capital investments.
53

  

Importantly, year-end reporting of capital expenditures on specific projects became a very complex 

exercise given that large-scale projects (such as the construction of city halls and hospitals) were typically 

financed from these two funds, which made it very difficult to reconcile the different streams of funding.   

 

131. Heavy executive discretion in identifying priorities in annual budgeting.  The local chief 

executives exercised considerable levels of discretion over the annual allocation of local funds for capital 

purposes.  While the annual budgeting process prescribed by DBM was formally adhered to in the case 

study LGUs, the local chief executives had a strong hand in identifying the priority projects that would 

ultimately be included in the annual budgets and AIPs.  This control over the budget was exercised in 

various stages of the budgeting process; in some cases, a local chief executive would be personally 

involved in developing the annual budgets of the departments, while in other cases a local chief executive 

would review all the proposed budgets and plans submitted by department heads and then decide which 

projects to prioritize for Executive budget proposal based on both subjective and objective criteria.  While 

the LGC provides the LFC and LDC with clear oversight functions over local planning and budgeting, 

neither body was actively involved in the development of the annual plans and budgets of the case study 

LGUs.  In every case, the executive arm of the LGU took the lead in annual budgeting and planning, with 

the LFC, LDC, and Local Council assuming the role of reviewers and approvers.   

 

                                                 
53 A memorandum circular on harmonization issued jointly by the various national oversight agencies now requires the inclusion 

of the entire budget as part of the AIP.  The Joint Memorandum Circular No. 1 (JMC) of 2007 is an inter-agency policy seeks to 

synchronize and harmonize local planning, investment programming, revenue administration, budgeting, and expenditure 

management. The JMC clarifies the roles of NEDA, DBM, DOF, and DILG and their oversight functions over LGUs.  The 

revised annual planning and budgeting procedures were supposed to be rolled-out to the LGUs across the country in 2009. 
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132. The local chief executives of two case study LGUs (the Luzon Province and City), however, 

displayed a markedly more extensive level of discretion over capital allocations.  In these cases, large, 

lump-sum appropriations under the AIPs were approved by the Local Council without a detailed listing of 

specific projects and programs to be funded.  Consequently, the local chief executives were free to 

obligate funds under these blanket appropriations for projects that they identified over the course of the 

fiscal year without the legislature’s authorization.  This practice heightened the risk of the politicization of 

capital allocation decisions.  Capital expenditure data provided some evidence for this: 1) the levels of 

capital expenditures classified as GPS n.e.c. were the highest among these two LGUs; and 2) the annual 

trends for GPS investments peaked during the election years for both LGUs. 

 

133. Poor linkage between annual budgets and medium-term plans.  The practical utilization of the 

multi-year plans as frameworks for guiding the annual resource allocations of the case study LGUs was 

very weak.  The multi-year plans were not formally linked to the annual planning and budgeting 

processes of the LGUs.  For most of the case study LGUs, the multi-year plans simply served as wish lists 

of potential projects.  The absence of a link between multi-year planning and annual budgeting also 

compromised the ability of LGUs to develop capital investment plans that could incorporate various 

sources of financing, including debt financing.  Finally, as can be expected, there were efforts to formally 

monitor and evaluate the medium-term plans.  None of the LGUs tracked actual capital expenditures and 

project accomplishments versus the targets set in their plans.   

 

134. Importantly, different national agencies were responsible for overseeing different mandated local 

plans and budgets, resulting in planning and budgeting frameworks that were not clearly integrated.  For 

example, DBM’s concern was with the adherence of the LGUs to its guidelines and it did not verify 

whether the annual budgets were consistent with existing CLUPs, ELAs, or other such plans of LGUs.  

Hence, in the absence of formal mechanisms to align multi-year plans with the annual budgets of LGUs, 

the responsibility for ensuring this consistency lay solely with the LGUs themselves.   

 

135. Uneven stakeholder participation in Annual Planning and Budgeting.  For the case study LGUs, 

the role of NGOs in influencing local government resource allocations was more on an informal basis, 

based on personal relationships between local NGOs and the local chief executives.  While the LGC 

requires NGOs to comprise up to one-fourth of the LDC’s membership, interviews with representatives of 

NGOs that sit on the LDCs of the case study LGUs indicated that the LDCs did not have a very strong 

role in crafting the AIPs of those LGUs.  In fact, in the cases of the three case study LGUs in the Luzon 

Province, the LDCs met very infrequently, sometimes only once during each term of the local chief 

executive.  At best, the inputs of the LDCs typically affected the AIPs only on the margins.   

 

136. However, local NGOs invariably asserted that they maintained good relationships with the local 

chief executives, which allowed them to influence the implementation of their priority projects.  The 

NGOs recognized that their focus had been mainly on project implementation and that they had weaker 

capacity to analyze LGU-wide plans and budgets.  For these organizations, the consensus was that it was 

enough that the local chief executives were accessible and willing to listen and respond to their specific 

needs and there was little expectation that they could influence the overall budget priorities of the LGUs. 

 

Allocation of Funding for DPWH Projects 

 

137. Lack of transparency in allocating resources.  Based on DPWH reports, there were over a dozen 

different fund sources for DPWH-implemented projects in the case study LGUs.
54

  Furthermore, other 

                                                 
54 These include DPWH funding, congressional funding (upper and lower house), the Office of the President, and various special 

infrastructure funds that flow to DPWH from other agencies and donors (DepEd, DAR, DA, Special Local Road Fund, Various 



44 

 

national agencies such as the Department of Agrarian Reform (DAR) and the Department of Agriculture 

(DA) continued to finance local-level infrastructure and support the provision of local services.  A 

problematic consequence of the fragmentation of funding sources at the national level was the multiplicity 

in the methods for allocating these resources to fund projects at the LGU level.  For discretionary 

legislative allocations, there were no clear rules on how congressmen and senators may allocate their 

PDAF funds.  The congressmen that were interviewed from the two case study provinces utilized distinct 

processes for allocating their PDAF funds and it was likely that there were many other processes applied 

by other congressmen and senators, some of which may have included explicitly political criteria. 

 

138. In the case of the congressman for the Visayas Province’s first district, the system for allocating 

funds to projects was “demand-driven.”  This meant that formal project proposals were required to be 

submitted by the barangay captains or the mayors.  Supposedly, so long as a barangay submitted a 

proposal with a resolution approved by the Barangay Council and a program of work, the project was 

likely to eventually receive funding.  In contrast, the congressman of the Luzon Province’s second district 

(which includes the Luzon City and Municipality) organized a meeting with all the mayors and barangay 

captains of his district at the beginning of his three-year term to list the priority projects that needed 

funding support.  Supposedly, the projects that were prioritized for PDAF funding were those that 

benefited larger groups of constituents and were identified priorities of the municipalities and barangays.   

 

139. For DPWH-implemented projects funded by various national agencies, the allocation of resources 

may have been influenced by “congressional insertions” during the budget approval process in Congress.  

This was likely the case in the Luzon Province, where the extensive roads and bridge improvement 

projects financed by DPWH for both the national and local roads networks were probably influenced by 

the province’s four congressmen, which included one who was the chairman of the Oversight Committee 

and another who was the vice-chairman of the Public Works and Highways committee.  Finally, there 

were likely to be many other unique processes and criteria applied to the other sources of financing for 

DPWH projects at the local level, as well as projects undertaken by other national agencies.   

 

140. Weak integration with local plans.  Generally, there were no formal mechanisms to ensure that 

DPWH-implemented local infrastructure projects were consistent with the plans of the LGU.  In the case 

of the congressman for the Visayas Province’s first district, the barangay proposals that were reviewed 

and approved for funding did not require the endorsement of the mayor, which meant that the PDAF-

funded projects were not always coordinated with the mayors of the cities and municipalities.  In the case 

of the Luzon Municipality, where there was an informal agreement between the former mayor and the 

congressman that the latter would take care of the bulk of local capital investments, there was no system 

to ensure that, for example, the PDAF-funded projects would be included in the LDIP of the municipality.  

 

141. The one exception among the case study LGUs was Visayas Municipality A, where the barangay-

level projects that drew PDAF support were coordinated with and endorsed by the municipal planning 

and development office to ensure that these were consistent with the municipality’s overall development 

plan.  In this case, the initiative to coordinate the DPWH projects with local plans came from the LGU 

itself, particularly through the proactive efforts of the municipal planning and development officer.  

However, in general, the lack of coordination of nationally-funded and executed projects with local plans 

and budgets meant that the LGUs were not always able to monitor the implementation of these projects 

and account for potential future maintenance and operating costs that the LGU may be forced to absorb as 

a result of the development of new infrastructure. 

 

                                                                                                                                                             
Infrastructure Local Projects fund, School Buildings Program, Division of City Schools fund, Water System to Waterless 

Municipalities fund, Social Expenditure Management Program, PWLP, etc.). 
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142. Proliferation of small-scale barangay-level projects.  DPWH-implemented projects were 

frequently very small-scale projects at the barangay level as opposed to larger-scale, strategic local 

infrastructure investments.  This was especially the case in the Visayas Province, where the median cost 

for a project (out of a total of almost 2,300 projects) was just P65,000 (in constant 1985 Pesos).  The 

result of this tendency to disburse national resources across a wide range of community-level projects was 

that the funding allocations were often sufficient to cover only partial costs of the project.  Hence, the 

barangays were usually left to either find additional funding elsewhere to complete community-level 

projects (usually from the local chief executives) or to use their own funds to construct these projects in 

phases over several years.  Furthermore, DPWH’s own capacity to implement local infrastructure projects 

was stretched by the proliferation of small-scale projects.   

 

143. National funding was seen by barangays as necessary to fill-in the gaps in basic infrastructure 

since the LGUs generally did not have enough internal resources to broadly support community 

infrastructure needs while the barangays themselves had very minimal resources.  From the standpoint of 

congressmen, funding numerous small projects allowed them to curry favor with the barangay captains, 

who were crucial to the electoral success of locally-elected officials.   

 

Policy Options from Case Study Observations 
 

144. Guidelines prescribed by national government oversight agencies for local government fiscal 

management may be rationalized, harmonized, and simplified to allow LGUs to focus their limited 

resources and capacities on developing a practical set of multi-year plans that are formally and 

functionally linked to annual budgeting process.  The findings from this study suggest several areas of 

policy reforms that the national government should focus on, perhaps as part of the efforts to harmonize 

local planning and budgeting under the implementation of the Joint Memorandum Circular No. 1 of 2007: 

 

 Rationalizing various local planning requirements and clearly establishing horizontal (province-

city/municipality-barangay) and vertical (national-regional-local) integration of plans; 

 Ensuring that local plans and budgets consolidate all the expenditures of the LGU into unified 

documents, regardless of the fund source (i.e., the General Fund, LDF, SEF, Calamity Fund, other 

trust funds); 

 Establishing clear guidelines for LGU capital investment planning that include clear prioritization 

of local capital investments based on local development needs and a realistic capital financing 

plan (using local resources, external resources, and debt financing); 

 Calibrating local planning and budgeting requirements to the administrative and resource 

capacities of LGUs, such that lower capacity LGUs (such as lower income class municipalities) 

are subjected to simpler requirements compared to higher capacity LGUs (such as highly-

urbanized cities and provinces); 

 Harmonizing LGU financial reporting such that the reports prepared by COA, DBM, and DOF at 

the national level utilize common charts of accounts, consistent reporting methods, and 

internationally-accepted expenditure categories; and 

 Establishing clear mechanisms for linking multi-year LGU plans to the annual budgeting process. 

 

145. These reforms would be greatly facilitated by the adoption of financial management information 

systems that clearly integrate the local planning, budgeting, revenue and expenditure management, capital 

investment and asset management, and reporting functions for each LGU.  National government oversight 

agencies, particularly COA, DBM, and DOF, may consider developing a common platform for local 

financial management information systems, particularly the larger and more sophisticated LGUs such as 

highly-urbanized cities and provinces.  
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146.  In the medium-term, the national government may consider revisiting the LGC and evaluating 

whether there is a continued need for LGUs to maintain various statutory special funds, such as the LDF, 

SEF, and Calamity Fund.  The evaluation should balance, on the one hand, an assessment of whether the 

special funds have succeeded in achieving their intended objectives and, on the other hand, the impact of 

these funds in increasing the complexity of local budgeting and planning and reducing the transparency of 

and accountability for resource allocation.  

 

147. Government may institutionalize mechanisms to ensure that local plans, budgets, and 

expenditures are transparent and are not compromised by the individual priorities and preferences of the 

local chief executives.  The findings from this study suggest that there are opportunities to improve the 

transparency and accountability of local fiscal management, such as: 1) ensuring that local special bodies 

(e.g., Local Development Councils, Local School Boards, etc.) are functioning and include the statutory 

representation of NGOs and private sector representatives; 2) opening up the Local Council (Sanggunian) 

budgeting hearings and deliberations to the public and the media; and 3) requiring the public disclosure of 

local budget documents, financial statements, and annual financial reports. 

 

148. To facilitate such reforms, the national government may consider utilizing performance-based 

incentives for LGUs.  Such incentives should be complemented by technical and institutional capacity 

support to enable LGUs to fully implement these reforms.  The national government may also explore 

reorienting the responsibilities of local budget oversight bodies (i.e., DBM and provinces) from their 

current role of reviewing and approving the operationalization of annual LGU budgets, which is focused 

on the ensuring the adherence to required budget forms and guidelines, to more substantive ex post audits 

of budget preparation and execution of a sample of LGUs selected on a random basis.  Finally, civil 

society organizations and the private sector may be engaged and capacitated to monitor local government 

fiscal performance and to demand for greater participation in local planning and budgeting. 

 

149. Government may institutionalize mechanisms to ensure that capital investments undertaken by 

national government agencies conform to the local plans and priorities of the LGUs.  Until structural 

reforms are undertaken to correct inefficiencies and inequities in the Philippine intergovernmental fiscal 

system, the national government will inevitably continue to play a central role in supporting devolved 

services and in local capital investment.  However, the findings of this study highlight several opportunity 

areas for improving the allocation of national resources for local infrastructure development: 

 

 Requiring that local-level infrastructure projects implemented by national government agencies 

are consistent with LGU plans and are incorporated in the development of local budgets; 

 Ensuring regular monitoring and public disclosure of procurement and accomplishment reports of 

local-level infrastructure projects implemented by national government agencies, including those 

funded by discretionary legislative allocations; and  

 Exploring the re-orientation of discretionary congressional allocations and national agency 

allocations for local-level projects into conditional and/or performance grants to be utilized by 

LGUs for local infrastructure development. 
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Chapter 4 – Review of Local Road Sector 
 

150. Local roads comprise approximately 85 percent of the length of the total Philippine road network, 

with the share staying essentially constant from 1981 to 2000.  In comparison with other Asian countries, 

the Philippines has a relatively high density of roads and a reasonably high endowment of roads per 

capita.  However, the Philippines has a low proportion of paved roads, as its 20 percent share severely 

lags behind neighboring countries in East Asia such as Indonesia (58 percent), China (81 percent), and 

Thailand (98 percent).  The relatively low overall share of paved roads in the Philippines is rooted in the 

poor quality of provincial, municipal, and barangay roads.   

 

151. The Local Government Code of 1991 (LGC) assigned to local government units (LGUs) the 

responsibility for the planning, construction, improvement, and maintenance of local roads that were 

assigned to them, with the exception being barangays which were tasked only with the maintenance of 

barangay roads.  In terms of local road financing, the case study LGUs revealed wide variations in the 

capacities of local governments to finance devolved road sector needs.  These variations were primarily 

the result of mismatches between, on the one hand, the road sector responsibilities of the LGUs and, on 

the other hand, the amount of fiscal transfers received by LGUs coupled with their own-source revenue 

capacities.  The case study LGUs also provided strong evidence for the prominent role that the national 

government maintains in the provision of devolved local roads, particularly for barangay roads. 

 

152. The case study LGUs generally exhibited weak technical capacity for local road planning and 

budgeting.  Specific multi-year road investment plans were non-existent while annual budgets for local 

road projects were typically identified based on subjective criteria and were subject to considerable 

discretion of local chief executives.  The heavy presence of the national government in the sector, coupled 

with weak local planning, resulted in fragmented and uncoordinated financing of local roads.  All in all, 

evidence from the case study LGUs indicated unclear lines of accountability and questionable alignment 

between local road needs and investments, especially for barangay roads. 

 

153. Finally, the case study LGUs demonstrated considerable variability with regard to the 

prioritization of local road sector expenditures vis-à-vis other expenditure priorities.  While there were 

wide variations in the fiscal capacities of the LGUs to undertake road investments, the availability of local 

funds was not the sole determinant of the level of local road spending among the case study LGUs.  In 

certain cases, the accessibility of national government funding for local road provision was also a factor, 

along with the level of importance placed by the local chief executive on the local road infrastructure.  

Evidence from the case study LGUs also highlights the challenges in assessing the efficiency and 

effectiveness of local road investments.  While some data indicated considerable variation in the 

efficiency of local road expenditures, the limited availability of comprehensive and reliable data on local 

road sector outputs and outcomes precluded a comprehensive assessment of the level of service provision. 

 

154. The findings from the case studies suggest the strong need for the national government to clarify 

the assignment of administrative responsibility for local roads in order to improve the planning and 

coordination of investments.  In particular, the lack of clear lines of responsibility for the planning and 

development of barangay roads results in the highly fragmented, discretionary, and inefficient allocation 

of funds for these roads, which make up approximately 60 percent of the total Philippine road network.  

The intergovernmental financing framework for local roads must also be reformed to reduce inequities in 

fiscal capacities among LGUs, to strengthen incentives and technical capacity for local road planning, 

budgeting, and management, and to strengthen the accountability systems for local road service 

provision. 
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Overview of Philippine Local Road Sector 
 

Overview of Philippine Roads Classification
55

   

 

155. The earliest classification of roads was defined in the Philippine Highway Act of 1953 (also 

known as Republic Act 917), where roads and bridges were categorized in terms of the relevant 

government unit responsible for their administration and funding – national, provincial, city/municipal, 

and national aid.
56

  Prior to devolution, local government units (LGUs) played a secondary role in the 

administration and provision of local roads.  Effectively, it was the national government through the 

Department of Public Works and Highways (DPWH) that chiefly financed and implemented local road 

projects, in close coordination with the local engineering offices of LGUs.   

 

156. The enactment of the LGC put LGUs in the forefront of road planning, administration, and 

funding.  Provinces, cities, and municipalities were explicitly tasked with providing for local roads 

assigned to them using their own resources.  With regard to barangay roads, the responsibility for 

maintenance was transferred from DPWH to barangays.  However, the level of government responsible 

for the construction and improvement of barangay roads was not clearly defined in the LGC.  Table 4-1 

describes the different classes of roads, with their respective administration and funding in the pre- and 

post-devolution periods. 

 
Table 4-1 – Philippine Road Classification System 

Road Class Road Definition 
Road Provision 

Pre-Devolution Post-Devolution 

National roads Main trunk line system that connects 
major urban areas and provincial 
capitals and/or leads to national ports 
and airports 

National Government  National Government  

Provincial roads Roads that interconnect municipalities 
and link them to a public wharf or 
railway station; and any other road 
designated by the Provincial Council 
(Sangguniang Panlalawigan) 

Provincial Government Provincial Government 

City roads Roads within the urban areas of cities 
designated by the City Council 
(Sangguniang Panlungsod) 

City Government City Government 

Municipal roads Roads in the center of municipalities 
or poblacion (where the municipal hall, 
plaza, church, etc. are usually located) 
designated by the Municipal Council 
(Sangguniang Bayan) 

Municipal Government Municipal Government 

Barangay roads  Roads outside the urban, industrial, 
commercial or residential areas of 
cities and municipalities, and link 
farms to markets  

National Government 
(primarily DPWH) 

Barangays for maintenance, but 
unclear assignment of 
responsibility for construction 
and improvement 

National Aid roads Local roads with full or partial funding 
from the national government 

National Government and/or 
Local Government 

None (abolished in 1992) 

 

157. With devolution, LGUs have been tasked to utilize their own income, which included own-source 

revenues and transfers from the national government (most importantly, the Internal Revenue Allotment 

[IRA]), to fund local roads for which they have administrative responsibility.  However, certain 

provisions in the LGC allow the national government to continue to fund and implement local road 

                                                 
55 Throughout this section, references to road classification include both roads and bridges. 
56Later on, barangay roads were added in the classification (through Executive Order 113 in 1955, as modified by Presidential 

Decree 702 in 1975), while the national aid road category was removed in 1992.   
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activities.
57

  Hence, the framework of devolved local roads effectively provide for a multi-track delivery 

system, where different levels of government may instigate local road activities.
58

 

 

Overview of Philippine Road Network 

 

158. Local roads comprise the majority of the total road network in the Philippines, with the share 

staying essentially constant at approximately 85 percent from 1981 to 2000.  Barangay roads comprised 

the majority of the total road network, with the share increasing from 55 percent of the total length in 

1981 to over 60 percent in 2000.  Over the 20-year period, the length of the total road network increased 

by more than 30 percent, to over 200,000 km. in 2000.  This was driven by the expansion of the barangay 

road network, which accounted for 80 percent of the total increase.  In addition, the share of paved roads 

also increased from 13 percent of the total road network in 1981 to 22 percent in 2000.  The aggregate 

length of paved roads more than doubled during the 20-year period, to almost 44,000 km. in 2000.  Table 

4-2 below summarizes the Philippine road network data from 1981 to 2000.   

 
Table 4-2 – Philippine Road Network Summary

59
 

Road Class 
1981 2000 

Total Length 
(‘000 km) 

Length of 
Paved 

% of Roads 
Paved 

Total Length 
(‘000 km) 

Length of 
Paved 

% of Roads 
Paved 

National 23.8 10.5 44% 30.0 18.6 62% 

Provincial 33.6 5.7 17% 27.1 5.7 21% 

City - - - 7.1 5.5 77% 

Municipal 11.9 3.1 26% 15.8 5.4 34% 

Barangay 84.2 1.7 2% 122.0 8.5 7% 

Total 153.6 21.0 14% 202.0 43.7 22% 

 
159. In comparison with other countries in Asia, the Philippines has had a relatively high density of 

roads and a reasonably high endowment of roads relative to population and to GDP per capita, exceeding 

neighboring countries in East Asia such as Indonesia, China, and Thailand in these indicators.  However, 

the Philippines’ low proportion of paved roads (only 20 percent of the total road network) lags behind 

Indonesia (58 percent), China (81 percent), and Thailand (98 percent).  Table 4-3 summarizes road data 

from various Asian countries. 

 
Table 4-3 – Road Kilometers and Conditions in Asian Countries

60
 (Various years) 

Country 
Road km per 

km
2
 

Road km per 
capita 

Road km per 
GDP (USD) per 

capita 

% of Roads 
Paved 

% of Roads in 
Good 

Condition 

% of Roads in 
Good or Fair 

Condition 

Philippines 671 2.45 2.37 20% 18% 50% 

China 201 1.44 0.97 81% n.a. n.a. 

India 1,138 1.49 4.90 47% n.a. n.a. 

Indonesia 203 0.98 1.43 58% n.a. 54% 

Japan 3,230 9.21 0.25 78% n.a. n.a. 

Korea 1,016 2.09 0.15 87% 87% 100% 

Malaysia 300 3.97 0.83 81% 78% 98% 

Pakistan 335 1.70 2.69 65% 88% 100% 

Thailand 112 0.90 0.36 98% 98% 100% 

Vietnam 287 2.70 4.91 19% n.a. n.a. 

 

                                                 
57 In particular, Section 17(f) of the LGC specifies that the national government, as well as higher-level LGUs, may fund and 

provide for devolved local services “when such services or facilities are not made available, or if made available, are inadequate 

to meet the requirements of its inhabitants.”   
58 World Bank and Asian Development Bank. 2004. “Decentralization in the Philippines: Strengthening Local Government 

Financing and Resource Management in the Short-term.” Report No. 26104-PH. Manila. 
59 JICA-DPWH. 2003. “Roads in the Philippines.” Manila. 

Government of the Philippines. 1981. “National Transportation Planning Project.” Manila. 
60 World Bank. 2005.  Road Network Databank, World Bank Database on Infrastructure. Policy Research Paper 3643. June. 
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160. The relatively low overall share of paved roads in the Philippines has been the result of the poor 

quality of provincial, municipal, and barangay roads.  While the majority of national and city roads were 

paved as of 2000, provincial, municipal, and, especially, barangay roads broadly remained unpaved.  

Even as the proportion of paved barangay roads increased concurrently with the expansion of the 

barangay road network, the share remained at a low level of 7 percent as of 2000.   

 

161. A notable trend was the reduction in the length of provincial roads, which decreased by 20 

percent, from 33,600 km. in 1981 to 27,100 km. in 2000.  Most of the decrease can be attributed to the 

prevalence of road conversions, from provincial to national roads, since the onset of devolution in 1991.  

LGUs, in particular provinces, have frequently sought to re-centralize local roads in order to transfer the 

cost of upgrading and maintaining these roads to DPWH.  Anecdotally, local officials asserted that the 

quality of the converted roads generally improves under the administration of DPWH because the agency 

allocates funds to rehabilitate and maintain these roads.  These conversions were indicative of how fluid 

the classifications of road networks were in the local road sector.  Since road classification was 

administrative rather than functional, the re-classification of roads was rationalized based on which level 

of government can nominally manage and maintain the roads more effectively and efficiently.
61

 

 
Conversion of Local Roads to National Roads 

 

There are two legal methods to convert local roads into national roads, namely, by administrative action through DPWH or by 

legislation through Congress.  In both cases, the proposals for local road reclassification must be endorsed by the provincial, city, 

and/or Municipal Council, with an accompanying location map.  In the first method, DPWH declares reclassification of local 

roads to national roads if the proposed roads for conversion meet statutory criteria, which are set forth in the Philippine Highway 

Act of 1953 and Executive Order No. 113, and include whether the road connects centers of national importance and whether it 

has a right-of-way of at least 20 meters classified as public land, among others.  In the second method, Congress approves the 

proposal and the DPWH only takes on an advisory role. As such, the re-classification criteria may be over-ridden in the final 

decision.  

 

Overview of Case Study LGUs Road Networks 

 

162. The profiles of the road networks of the two case study provinces were generally representative 

of the Philippine road network.  Local roads comprised the vast majority of the total road networks in 

each province (89 percent in 2003 for the Luzon Province and 83 percent in 2007 for the Visayas 

Province, compared to the national average of 85 percent as of 2000).
62

  The lengths of the barangay road 

networks in both provinces exceeded the national average of 61 percent while the combined 

city/municipal road networks in both provinces were lower than the 12 percent national average.  Table 4-

4 below provides an overall comparison of the road networks of the case study provinces. 

 

163. The critical difference between the case study provinces was the length of the provincial road 

networks.  In the Visayas Province, provincial roads made up 18 percent of the 5,397 km. total road 

network in 2003.  In comparison, provincial roads made up just 7 percent of the 4,348 km. total road 

network of the Luzon Province in 2007.  Accordingly, the length of provincial roads in the Visayas 

Province was substantially longer than that of the Luzon Province.  The difference in the lengths of 

provincial roads was mainly due to geographical distinctions between the two case study provinces – the 

Visayas Province is a relatively small, self-contained island province while the Luzon Province is a small 

section of the main island of the Philippine archipelago.   

                                                 
61 Up to the present, road classification in the Philippines has remained administrative in nature, based on funding source, 

minimum qualifying design standards, or official requests from different LGUs.  An alternative system that DPWH has been 

studying is a functional classification system, where roads would be categorized based on their purpose (in a strategic and 

interregional sense) rather than on their use (in terms of traffic and geometric features). 
62 Complete national and barangay road network data for Provinces A and B were available only for 2003 and 2007, respectively, 

while the most recent complete national road network data was available only for 2000. 
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164. The case study provinces also differed with regard to the share of national roads out of the 

provincial road network.  National roads took up a significantly larger share of the Luzon Province’s total 

road network compared to that of the Visayas Province (17 percent vs. 11 percent, respectively).  In fact, 

while the Visayas Province’s provincial roads were almost two-thirds longer than its national roads, the 

Luzon Province’s provincial roads were just two-fifths that of its national roads.   

 
Table 4-4 – Case Study LGUs: Provincial Road Network Summary 

Road Class 

Philippine Network (2000) Visayas Province (2003) Luzon Province (2007) 

Total Length 
(‘000 km) 

% Share of 
Total 

Total Length 
(km) 

% Share of 
Total 

Total Length 
(km) 

% Share of 
Total 

National 29.9 15% 592 11% 742 17% 

Provincial 27.1 13% 971 18% 302 7% 

City 7.1 4% 67 1% 19 <1% 

Municipal 15.8 8% 269 5% 304 7% 

Barangay 122.0 61% 3,499 65% 2,981 69% 

Total 200.8 100% 5,397 100% 4,348 100% 

 

Key Observations from Case Study LGUs 
 

Local Road Financing   

 

165. Since 1991, LGUs have had the primary responsibility for the planning, construction, 

improvement, and maintenance of local roads that were assigned to them, with the exception being 

barangays which were tasked only with the maintenance of barangay roads.  Data from the case study 

LGUs revealed wide variations in the capacities of local governments to finance devolved road sector 

needs.  These variations were mainly the result of mismatches between, on the one hand, the road sector 

responsibilities of the LGUs and, on the other hand, the amount of fiscal transfers and the own-source 

revenue capacities of the LGUs.  The data from the case study LGUs also provided extensive evidence of 

the prominent role that the national government maintains in the provision of local roads, particularly 

barangay roads. 

 

166. Vertical and Horizontal Imbalances between devolved responsibilities and LGU fiscal capacities.  

The IRA represented the primary source of income for all the case study LGUs, accounting for over three-

quarters of total income for four of the seven LGUs and over half of the income for the remaining three 

LGUs during the study period of 2003-07.  However, the vertical distribution formula of the IRA 

prescribed by the LGC did not correspond to the distribution of road networks for each level of local 

government.  Table 4-5 highlights this discrepancy. 

 
Table 4-5 – Local Government Code: Vertical Distribution of IRA vs. Distribution of Local Roads  

LGU Level % IRA Formula Share 
% Share of Local Roads 

in Philippines (2000) 

Provinces 23% 16% 

Cities 23% 4% 

Municipalities 34% 9% 

Barangays 20% 71% 

 

167. While barangay roads comprised the vast majority of local roads in the Philippines, only 20 

percent of the IRA was allocated to approximately 42,000 barangays, which has left these micro-

jurisdictions with minimal resources to fulfill their responsibilities to maintain barangay roads.  

Furthermore, as mentioned, the LGC did not specify which level of government is statutorily responsible 

for the construction and improvement of barangay roads. 

 

168. The IRA formula also allocated disproportionately large shares to cities and municipalities 

(combined 57 percent) compared to the length of local roads assigned to these levels of local government 
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(combined 13 percent).  Data from the case study LGUs (see Table 4-6) provided evidence that the IRA 

formula favors cities and municipalities compared to provinces.  Over 2003 to 2007, the total IRA 

received per km. ranged from P1,600 to P8,700 for the two cities and three municipalities (in constant 

1985 Pesos) while the Visayas and Luzon Provinces received less than P500 and P1,500 per km., 

respectively.  Furthermore, the more expansive taxing powers assigned by the LGC to cities and 

municipalities compared to provinces exacerbated the imbalance between the devolved road sector 

responsibilities and the available resources across levels of local governments.  Over the five year period, 

the aggregate total income per km. ranged from P3,000 to almost P15,000 for the case study cities and 

municipalities while the averages for the Visayas and Luzon Provinces were just P515 and almost P2,000, 

respectively. 

 
 Table 4-6 – Case Study LGUs: 2003-07 Income per Km. (Real 1985 Pesos, in thousands) 

Case Study LGU 
2000 Land 

Area 
(sq. km) 

2007  
Population 

('000) 

2003 LGU 
Local Roads 

(km) 

IRA Total Income 

Total Per km Total Per km 

Visayas Province 4,117 1,230 971.4 452,743 466 499,955 515 

Luzon Province 8,926 1,647 428.1 633,076 1,479 839,918 1,962 

Visayas City 33 92 66.6 106,369 1,597 203,840 3,061 

Luzon City 83 236 20.0 173,954 8,698 297,209 14,860 

Visayas Municipality A 76 44 6.7 24,284 3,624 43,140 6,439 

Visayas Municipality B 34 18 6.2 14,553 2,347 18,462 2,978 

Luzon Municipality 245 128 11.9 58,853 4,946 75,215 6,321 

 

169. After allocating the IRA across the different levels of local government, the share for each LGU 

was calculated based on a formula consisting of population (50 percent), land area (25 percent), and equal 

share (25 percent).  The land area factor of the horizontal formula would appear to correspond to the local 

road expenditure needs of LGUs but, in reality, the length of the local road networks was a function of 

geographic and topographic factors rather than sheer land area of the jurisdiction.  Data from the case 

study LGUs suggested that the horizontal distribution formula of the IRA may be insensitive to the actual 

local road sector expenditure needs of LGUs, as approximated by the length of the local road networks. 

 

170. For the case study provinces, even though the Luzon Province has more than twice the land area 

as the Visayas Province, the latter had more than twice the length of local roads in 2003.  Even in the case 

of the cities, while the Luzon City has more than two and a half times more land area than the Visayas 

City, its local road network in 2003 was less than a third of the Visayas City’s.  To exacerbate matters, the 

Luzon Province and City also had considerably larger populations than the Visayas Province and City, 

respectively.  As a result, the IRA’s horizontal formula greatly favored the former – the Luzon Province 

received more than three times the amount of IRA per km. than the Visayas Province over 2003-07, while 

the Luzon City received almost 5.5 times the amount of IRA per km. than the Visayas City. 

 

171. Continued strong national government role in local road sector.  Data from the case study LGUs 

indicated that the national government, even after devolution, has continued to maintain an important role 

in financing and implementing local road projects, particularly barangay roads.  Table 4-7 provides a 

breakdown of aggregate expenditures on local roads by funding source for 2004-07. 

 

172. With the lack of clarity regarding the responsibility for barangay road development, national 

government agencies took the lead and accounted for the majority of barangay road improvement and 

construction expenditures over 2004-07 in four of the five case study cities/municipalities.  In fact, 

national government investments, mainly through discretionary congressional allocations, accounted for 

almost all barangay road development investments in three of the LGUs.  Only the Luzon City, where the 

mayor prioritized infrastructure investments and utilized debt financing to invest in the development of 

city and barangay roads, managed to outspend the national government in barangay road improvement 

and construction.  In terms of barangay road maintenance, national government agencies were responsible 
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for the vast majority of expenditures in all five case study cities and municipalities, with the shares 

ranging from 88 percent to 100 percent.  While the study did not collect data on expenditures undertaken 

by the barangays themselves, anecdotal evidence from the field strongly indicated that barangay budgets 

were very limited and precluded significant expenditures on barangay roads. 

 

173. In the case of city and municipality roads, the five case study LGUs were responsible for the vast 

majority of investments on their own road networks.  While the national government financed and 

implemented local road projects in the Visayas City and the Luzon Municipality, these accounted for just 

13 percent of total road expenditures in these LGUs during 2004-07.  Given that the IRA formula 

generally favors cities and municipalities (at least with regard to the local road sector), it is not surprising 

that the case study cities and municipalities were self-reliant with regard to financing their own roads. 

 

174. The two case study provinces painted a different and somewhat unexpected picture.  The Visayas 

Province, which had considerably less available local funds per km. compared to the Luzon Province, was 

responsible for 82 percent of total expenditures on its provincial roads while the Luzon Province 

accounted for just 6 percent of total expenditures on its own roads.  In absolute terms, the Visayas 

Province actually spent four times more than the Luzon Province on provincial roads.   

 

175. Improving the provincial and national road networks was a stated goal in the medium-term 

development plan of the Visayas Province.  The governor successfully lobbied the national government to 

invest heavily in improving the national roads in the province, resulting in P340 million in investments 

over 2004-07.  However, perhaps as a result of the heavy investments on national roads, the province 

received considerably less support for its provincial road network.  For the Luzon Province, the governor 

succeeded in channeling over P210 million in national funds to finance its provincial roads, which freed 

up resources for the province to invest in modernizing the provincial tertiary hospital, the governor’s 

flagship project.  Furthermore, national government investments in the national road network of the 

province was also considerable, totaling almost P200 million over 2004-07.  In all, the provincial road 

network of the Luzon Province received over three times more investments than that of the Visayas 

Province, in spite of the fact that as of 2007, the length of the Luzon Province’s provincial road network 

was less than one-third that of the Visayas Province. 

 
Table 4-7 – Case Study LGUs: 2004-07 Expenditures by Type and Funding Source (Real 1985 Pesos, in thousands) 

Road Class /  
Case Study LGU 

Road & Bridge 
Improvement / Construction 

Road & Bridge 
Maintenance 

Total Road & Bridge 
Expenditures 

 % LGU % NGA Total % LGU % NGA Total % LGU % NGA Total 

Provincial Roads           

     Visayas Province 80% 20% 39,063 84% 16% 26,474 82% 18% 65,537 

     Luzon Province <1% 100% 90,769 9% 91% 133,536 6% 94% 224,306 

City/Muni Roads                 

     Visayas City 66% 34% 1,659 90% 10% 11,399 87% 13% 13,059 

     Luzon City 99% 1% 13,751 85% 15% 1,441 98% 2% 15,192 

     Visayas Municipality A 100% 0% 412 100% 0% 80 100% 0% 492 

     Visayas Municipality B 100% 0% 142 0% 0% 0 100% 0% 142 

     Luzon Municipality 73% 27% 467 100% 0% 414 87% 13% 881 

Barangay Roads                

     Visayas City 0% 100% 446 0% 100% 1,596 0% 100% 2,042 

     LuzonCity 89% 11% 11,810 12% 88% 899 84% 16% 12,710 

     Visayas Municipality A 6% 94% 1,073 <1% 100% 1,526 2% 98% 2,598 

     Visayas Municipality B 49% 51% 674 0% 100% 184 39% 61% 858 

     Luzon Municipality 4% 96% 8,914 1% 99% 643 4% 96% 9,557 

 

National Government Funding Sources 

 

National funding for local roads came from the following sources: 1) discretionary congressional funds, i.e. “pork barrel” funds; 

2) the regular budget of national agencies such as DPWH, the Department of Agriculture (DA), and the Department of Agrarian 
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Reform (DAR); and 3) other transfers from the national government, such as the Motor Vehicle Users’ Charge (MVUC).63  

Occasionally, national government agencies channeled funding sourced from official development assistance (ODA) to finance 

local road development.64   

 

Congressmen were able to allocate “pork barrel” funds for local projects through: 1) budgetary reallocations for additional 

projects in the budgets of national agencies; and 2) local projects from the Priority Development Assistance Fund (PDAF) 

allocations of each legislator.  Regardless of project source (e.g., DPWH budget or PDAF) and form (e.g., lump sum item or a 

specific project), the road expenditures were identified by Congress but implemented by a national government agency, such as 

DPWH, or an LGU.  DPWH has been the main instrument of the national government in the provision of roads and it commonly 

undertakes road projects both funded out of its own regular budget and financed by other stakeholders, such as legislators, DA, 

and DAR.  To illustrate the wide variety of funding sources for DPWH-implemented projects, the agency’s project 

implementation reports for the two case study provinces indicated over a dozen different funding sources for capital investment 

projects in undertaken in the provinces between 2004 and 2007.65   

 

Local Road Planning and Budgeting 

 

176. The case study LGUs generally exhibited weak technical capacity for local road planning and 

budgeting.  Specific multi-year road investment plans were non-existent while annual budgets for local 

road projects were typically identified based on subjective criteria and were subject to considerable 

discretion of the local chief executives.  The heavy presence of the national government in the sector, 

coupled with weak local planning, resulted in fragmented and uncoordinated financing of local roads.  All 

in all, evidence from the case study LGUs indicated unclear lines of accountability and questionable 

alignment between local road needs and investments, especially for barangay roads. 

 

177. Weak local planning and budgeting capacity.  None of the seven case study LGUs prepared local 

road development plans that detailed systematic and sustained strategies for investing in the maintenance, 

improvement, and construction of their local road networks, and covered annual, medium-term, and long-

term requirements.  Instead, proposed road sector initiatives for the LGUs were generally incorporated 

into the overall multi-year plans of the LGUs.  At best, the road proposals found in these multi-year plans 

specified road projects, fund sources, and the corresponding investment requirements.  However, in two 

of the LGUs, the road sector initiatives contained in their multi-year plans only specified broad road 

activities (such as “concreting of roads” and “asphalting of roads”) and the equivalent lump sum 

investment requirements, without a breakdown of specific road projects.   

 

178. The case study LGUs also varied with regard to the inclusion of roads other than those directly 

under their administrative responsibility.  The three case study municipalities along with the Luzon 

Province and City included barangay road projects in their multi-year plans.  On the other hand, the 

Visayas Province and City, which had relatively lower fiscal capacities compared to their peer case study 

LGUs, only included roads directly under their administrative responsibility in their plans.  These 

findings suggested that LGU funding for subordinate roads, in particular barangay roads, which cities and 

                                                 
63 The Motor Vehicle Users’ Charge Law (Republic Act 8794), enacted on June 27, 2000, declares that it is the policy of the state 

to provide for adequate maintenance of national and local roads, and ensure road safety and air pollution control.  The MVUC 

consists of funds collected from the registration fee of vehicles, which are deposited in a Special Road Fund (SRF).  Eighty-

percent of the MVUC goes to the maintenance of national roads and bridges, while 15 percent is allocated for traffic lights, road 

safety devices and air pollution control.  Five percent is apportioned to provincial and city governments based on vehicle 

population and road network size for the maintenance of provincial and city roads (known as the Special Local Road Fund).  

There is no statutory allocation for municipality and barangay roads. 
64 The following foreign-assisted projects were present in the case study provinces: 1) the World Bank’s 2nd Agrarian Reform 

Communities Development Project (ARCDP2); 2) the Asian Development Bank’s Agrarian Reform Infrastructure Support 

Project Phase II (ARISP2); and 3) the Belgian Integrated Agrarian Reform Support Program (BIARSP). These projects provided 

support to agriculture-related activities in agrarian reform communities, including farm-to-market roads. 
65 These included: DPWH funding, congressional funding (upper and lower house), the Office of the President, and various 

special infrastructure funds that flow to DPWH from other agencies and donors (DepEd, DAR, DA, Special Local Road Fund, 

Various Infrastructure Local Projects fund, School Buildings Program, Division of City Schools fund, Water System to Waterless 

Municipalities fund, Social Expenditure Management Program, PWLP, etc.) 
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municipalities were statutorily not responsible for, was at least partially contingent on the fiscal capacity 

of higher-level LGUs. 

 

179. The process for preparing proposed road projects that were included in the overall LGU multi-

year plans varied widely across the case study LGUs.  In general, road proposals were not based on a 

systematic prioritization of road projects utilizing accurate cost estimations.  In most cases, the road 

proposals served as “wish lists” of road projects of the case study LGUs, with little regard for the actual 

availability of funds.  The Visayas Province was the only case study LGU that prioritized road projects 

based on objective criteria – such as road importance (unknown, low, medium or high) and average 

surface condition (whether good, fair, poor, or bad) – and calculated the corresponding investment 

requirements based on a program of works. 

 

180. Unfortunately, even though road projects were incorporated into the multi-year plans of the case 

study LGUs, interviews with key LGU officials indicated that these plans were generally not used as the 

basis for formulating annual budgets.  During the annual budgeting process, the common practice among 

the case study LGUs was for local engineering offices to draw up lists of priority road projects based on a 

subjective assessment of road conditions and/or complaints from constituents.  The lists were further 

modified or trimmed down by the local chief executives to the amounts that could be supported by the 

budgets of each LGU for approval by the Local Councils. 

 

181. The absence of local road development plans was symptomatic of the underlying weak capacity 

for local road planning and management in the case study LGUs.  At the root of the problem was the lack 

of comprehensive inventories of local roads (detailing geometric standards, physical conditions, and 

traffic data) and cost databases, which were basic prerequisites for competent road planning and 

management. The case study LGUs only had rudimentary inventories, which indicated the names, 

lengths, and surface types of local roads.  As a consequence of the lack of rigorous local road plans, road 

projects were annually programmed and prioritized based on lump sum budget allocations, without regard 

for cost estimation of the proposed road projects.  Consequently, resource allocations were subject to 

significant discretion by the local chief executives given that these were not based on actual needs, as 

identified through a systematic process of road expenditure prioritization. 

 

182. Fragmented and uncoordinated provision of local road services, particularly among barangay 

roads.  While the presence of national funding for local road provision has helped to channel much-

needed resources into the local road sector, it has also raised questions about the overall efficiency of 

resource allocation, accountability, and sustainability of local road projects.  Interviews with the local 

engineering offices revealed that there is little coordination and consultation between the case study 

LGUs and the national agencies in terms of road project prioritization.  In particular, the manner of 

allocation of congressional funds was discretionary since it did not adhere to a coherent road plan and, 

instead, typically followed political interests.  The participation of the LGUs was, at best, limited to the 

provision of counterpart funds.  By and large, the absence of local road development plans meant that 

there were no formal mechanisms to align externally funded road projects with local needs and priorities. 

 

183. The problematic implications of the institutional fragmentation of the local road sector were 

amplified at the barangay level, where barangays had practically no technical and resource capacity to 

manage their own road networks.  As a result, the allocation of funds for barangay road projects was 

highly discretionary, based on either the preferences of the barangay captains who request funding from 

national-level officials and local chief executives of higher-level LGUs or the preferences of these higher 

level politicians themselves. 

 

Local Road Expenditures and Outcomes 
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184. The case study LGUs demonstrated considerable variability with regard to the prioritization of 

local road sector expenditures vis-à-vis other expenditure priorities.  While there were wide variations in 

the fiscal capacities of the LGUs to undertake road investments, the availability of local funds was not the 

sole determinant of the level of local road spending among the case study LGUs.  In certain cases, the 

accessibility of national government funding for local road provision was also a factor, along with the 

level of importance placed by the local chief executive on the local road infrastructure.  Evidence from 

the case study LGUs also highlighted the challenges in assessing the efficiency and effectiveness of local 

road investments.  While some data indicated considerable variation in the efficiency of local road 

expenditures, the limited availability of comprehensive and reliable data on local road sector outputs and 

outcomes precluded a comprehensive assessment of the level of service provision. 

 

185. Significant variability in road investments/prioritization across LGUs.  The data from the case 

study LGUs revealed considerable variability with regard to the level of prioritization for the local road 

sector, with the largest variances evident among the two case study provinces.  During 2004-07, the 

Visayas Province spent 14 percent of its total expenditures on local roads projects compared to just 2 

percent for the Luzon Province.  Hence, in spite of the fact that the latter had almost four times as much 

income per km. compared to the Visayas Province, the level of expenditures that it expended per km. on 

its own provincial roads were approximately half that of the Visayas Province.  The main reason that the 

Luzon Province could afford to spend relatively less on its provincial roads was because of the large 

amounts of national government investments that the governor was able to solicit.  National government 

funds comprised 94 percent of total expenditures on the Luzon Province’s provincial roads compared to a 

share of just 18 percent for the Visayas Province.  As a result, the Luzon Province’s provincial roads 

benefited from over 8 times more total expenditures per km. compared to the Visayas Province’s 

provincial roads.  In this case, the availability of external support was clearly a key factor in determining 

the LGU’s level of prioritization for local roads. 

 

186. Generally, the municipalities allocated the lowest shares of overall expenditures for local roads 

among the case study LGUs.  Over 2004 to 2007, the two municipalities with the higher average LGU 

income per km. spent just 2 percent of total LGU expenditures on local roads while Visayas Municipality 

B, which had the lower average LGU income per km., allocated twice the share of its peers on local 

roads.  However, in spite of the nominally greater priority placed by Visayas Municipality B on local road 

investments, its relatively weaker fiscal capacity resulted in a much lower average level of LGU 

expenditures per km. – approximately one-third that of the two other case study municipalities. 

 

187. Both case study cities allocated considerably larger shares of their expenditures to local roads 

compared to the municipalities, partially because of the significantly longer networks of city roads 

compared to municipal roads.  During 2004-07, the Visayas and Luzon Cities spent 7 percent and 10 

percent of total LGU expenditures, respectively, on local roads.  The disparity in fiscal capacities between 

the two cities resulted in a very wide gap in average LGU expenditures per km.  Even though the 

difference in the shares of expenditures allocated to roads was just 3 percent, the Luzon City’s average 

expenditures per km. for city roads was more than four times that of the Visayas City.  In fact, the Luzon 

City expended as much expenditures per km. for its subordinate barangay roads as the Visayas City spent 

on its city roads.   

 

188. While local road infrastructure was a clear expenditure priority of the mayor of the Luzon City, 

the specific roads projects that were implemented were not highlighted as priorities in the city’s multi-

year plan.  In fact, the projects were not even specified in the approved annual budgets of the city, which 

included only lump sum appropriations for “roads, highways, and bridges.”  The projects were only 

identified by the mayor and a small inner circle of advisers during the course of the fiscal year. 

 
Table 4-8 – Case Study LGUs: 2004-07 Expenditures vs. Income (Real 1985 Pesos, in thousands) 
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Road Class /  
Case Study LGU 

LGU Income 
per km 

Road & Bridge 
Expenditures 
as % of LGU 
Expenditures 

Road & Bridge Expenditures per km 

LGU Expenditures NGA Expenditures Total Expenditures 

LGU 
Roads 

BGY 
Roads 

LGU 
Roads 

BGY 
Roads 

LGU 
Roads 

BGY 
Roads 

Provincial Roads          

     Visayas Province 418 14% 55 N/A* 12 N/A 67 N/A 

     Luzon Province 1,588 2% 29 N/A 495 N/A 524 N/A 

City/Muni Roads                 

     Visayas City 2,471 7% 171 0 25 34 196 34 

     Luzon City 12,163 10% 745 171 14 33 760 204 

     Visayas Municipality A 5,270 2% 73 1 0 30 73 31 

     Visayas Municipality B 2,436 4% 23 3 0 5 23 9 

     Luzon Municipality 5,118 2% 63 1 11 36 74 38 

* Comparable data on the length of barangay roads of the case study provinces were not available for 2003. 

 

189. Finally, as discussed earlier, with the exception of the Luzon City, the case study LGUs did not 

expend significant funds for local roads beyond those that were under their administrative 

responsibilities.  While the case study municipalities allocated token amounts for barangay roads during 

2004-07, these LGUs basically relied on the national government to assume the responsibility for funding 

and implementing barangay road projects in their jurisdictions.  This was also the case for the Luzon 

Province, which spent 8 percent of its total road expenditures on selected barangay road projects.  The 

extreme cases were the two LGUs with relatively weaker fiscal capacities: the Visayas City did not 

expend any funds on its barangay roads while the Visayas Province spent just one percent of its total road 

expenditures on barangay roads.  

 

190. Very limited availability of local road sector output and outcome data.  None of the case study 

LGUs maintained complete and reliable technical data that could be used to analyze actual road sector 

outcomes (e.g., access, demand, and quality indicators).  Furthermore, while the local engineering offices 

of the LGUs periodically (though not necessarily annually) conducted road inventories that reported road 

length and surface types, the data were frequently incomplete and the accuracy of the data were often 

questionable.  Table 4-9 below compares the changes in the overall length of local roads and in the share 

of paved roads.    

 

191. In the case of the case study provinces, it was apparent that one of the key strategies to improve 

the quality of their provincial road networks was simply to give up administrative responsibility for them 

by lobbying DPWH and Congress to have provincial roads converted to national roads.  The Visayas 

Province managed to have more than 5 percent of it provincial roads in 2003 converted to national roads 

by 2007.  At the same time, the province invested heavily in construction and improvement projects to 

increase the share of paved provincial roads from 13 percent to 17 percent.  On the other hand, the Luzon 

Province succeeded in converting almost 30 percent of its provincial roads into national roads during the 

same time period.  As discussed, the province was very effective in lobbying for significant national 

government investment on provincial road construction and improvement, which allowed the province to 

avoid spending on provincial road development while still facilitating a large increase in the share of 

paved roads from 26 percent in 2003 to 50 percent in 2007.  Overall, the length of paved roads increased 

by 30 km. and 40 km. in the Visayas and Luzon Provinces, respectively even as the aggregate road 

improvement and construction expenditures in the latter was 2.5 times that of the former over 2004-07.  

The lack of accurate road condition data prevented a fair comparison of the cost efficiency of road 

development expenditures between the two provinces. 

 

192. Similarly, the overall length and the length of paved city roads in the two case study cities 

increased by approximately the same absolute amounts from 2003 to 2007 even as road improvement and 

construction expenditures on the Luzon City’s roads were more than 8 times the level of such 

expenditures on the Visayas City’s roads.  An important factor behind the variance was that latter’s road 

improvements consisted mainly of asphalting of unpaved roads whereas all of the former’s road 
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improvements involved concreting of roads.  Nonetheless, given the limited technical data available and 

the absence of common standards in the local road sector, it was difficult to conclude whether one city’s 

approach was more cost efficient than the other. 

 

193. Another interesting contrast emerged among two barangay road networks that received 

significant road development investments during 2004-07: the Luzon City’s barangay road network, 

which received large investments from the city government, and the Luzon Municipality’s barangay road 

network, which received heavy investments from the national government.  For the Luzon City’s 

barangay road network, P11.6 million in aggregate was invested resulting in an increase of 17.1 km. in 

the overall length and a sharp increase in the share of paved roads from 20 percent in 2003 to 55 percent 

in 2007.  These outputs were consistent with the objectives of the city’s mayor, who wanted to improve 

the local road infrastructure, including both city and barangay roads.  In comparison, the Luzon 

Municipality’s barangay road network received P8.9 million in road improvement and construction 

projects resulting in an increase of 41.1 km. in the overall length coupled with a decrease in the share of 

paved roads from 18 percent to 14 percent.  By and large, the projects that were funded by the national 

government agencies in the municipality were responses to requests by various barangay officials, with 

the LGU having minimal influence in the decisions to build new roads to expand the barangay road 

network.  As a result, by 2007, the barangay road network of the Luzon Municipality had grown to almost 

the same length as the provincial road network. 

 
Table 4-9 – 2004-07 Expenditures vs. Changes in Road Length (Real 1985 Pesos, in thousands) 

Road Class /  
Case Study LGU 

2003 2007 2003-07 Change 2004-07 Road 
Improvement 
/ Const Exp 

Length 
(km) 

Length 
of Paved 

Paved 
(%) 

Length 
(km) 

Length 
of Paved 

Paved 
(%) 

Length 
(km) 

Length 
of Paved 

Provincial Roads           

     Visayas Province 971.4 126.3 13% 918.4 156.1 17% (53.0) 29.8 36,174 

     Luzon Province 428.1 111.3 26% 302.3 151.2 50% (125.8) 39.8 90,769 

City/Muni Roads      0.0     

     Visayas City 66.6 51.3 77% 74.3 60.2 81% 7.7 8.9 1,659 

     Luzon City 20.0 20.0 100% 29.9 29.9 100% 9.9 9.9 13,751 

     Visayas Municipality A 6.7 5.8 86% 6.7 6.2 92% 0.0 0.4 412 

     Visayas Municipality B 6.2 6.1 98% 6.2 6.1 98% 0.0 0.0 142 

     Luzon Municipality 11.9 11.4 96% 14.4 13.8 96% 2.5 2.4 467 

Barangay Roads           

     Visayas City 60.4 18.7 31% 56.0 16.2 29% (4.4) (2.5) 446 

     Luzon City 62.2 12.4 20% 79.3 43.6 55% 17.1 31.2 11,615 

     Visayas Municipality A 83.9 12.6 15% 83.9 16.8 20% 0.0 4.2 359 

     Visayas Municipality B n/a n/a n/a 97.9 11.7 12% n/a n/a 535 

     Luzon Municipality 253.7 45.7 18% 294.8 41.3 14% 41.1 (4.4) 8,914 

 

194. Data from the case study LGUs indicated very wide variances in the levels of road maintenance 

expenditures spent on local roads.  For the case study provinces, the average maintenance expenditures 

per km. over 2004-07 for the provincial roads of the Luzon Province were almost 16 times the level of 

expenditures for the Visayas Province’s provincial roads, with the difference being that former received 

heavy assistance from the national government.  For the case study cities, maintenance expenditures per 

km. for the Visayas City were more than three times that of the Luzon City, which affirms that the latter’s 

prioritization of local road infrastructure investments were heavily focused on road development rather 

than road maintenance.  Table 4-10 summarizes road maintenance expenditures and road condition data. 

 

195. Unfortunately, reliable road condition data were not consistently available for the case study 

LGUs throughout the study period.  Only three LGUs reported data on the shares of good roads from 

2004 to 2007, making it difficult to evaluate the impact of the maintenance expenditures on local roads.  

Case in point, Visayas Municipality B, which did not report any maintenance expenditures during 2004-

07, actually reported an increase in the share of good roads from 88 percent in 2004 to 93 percent in 2007. 
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Table 4-10 – 2004-07 Road Maintenance Expenditures vs. Changes in Share of Good Roads (Real 1985 Pesos, in 
thousands) 

Road Class / Case Study LGU 
Road Maintenance Expenditure 

per km 
Share of Good 

Roads 

 LGU Exp. NGA Exp. Total Exp. 2004 2007 

Provincial Roads       

     Visayas Province 24 4 28 N/A 5% 

     Luzon Province 40 402 442 29% 32% 

City/Muni Roads       

     Visayas City 151 16 167 N/A 15% 

     Luzon City 46 8 53 97% 97% 

     Visayas Municipality A 12 0 12 N/A N/A 

     Visayas Municipality B 0 0 0 88% 93% 

     Luzon Municipality 29 0 29 N/A N/A 

 

Policy Options from Case Study Observations 
 

196. The assignment of administrative responsibility for local roads may be clarified to improve 

planning and coordination of investments.  In particular, the lack of clear lines of responsibility for the 

planning and development of barangay roads results in the highly fragmented, discretionary, and 

inefficient allocation of funds for these roads, which make up 60 percent of the total national road 

network.  The findings from this study suggest the need for additional analytical work that explores policy 

reforms regarding the administrative responsibility over barangay roads.  Possible policy options include 

formally transferring the administrative responsibility to either: 1) cities and municipalities, which 

exercise administrative oversight over the barangays and have typically served as the first responder to 

barangays seeking support for barangay roads; or 2) the national government, which currently implements 

the majority of barangay road construction and improvements throughout the country through DPWH. 

 

197. Furthermore, the high frequency of road conversions, usually from provincial to national roads, 

which are motivated by cost-avoidance factors rather than technical and functional factors, increase the 

burden on DPWH to plan and budget for the development and maintenance of the national road network.  

These findings suggest the need for a review of the current classification system for local roads followed 

by stronger enforcement this system.   

 

198. The intergovernmental financing framework supporting the local roads sector may be reformed to 

reduce inefficiencies and inequities in local road financing.  While fiscal resources for local road 

investments will be constrained in the short-term as the Philippines gradually strengthens its overall fiscal 

performance, there is a clear opportunity to address the imbalances between the devolved responsibilities 

and the fiscal capacities of LGUs, which have resulted in large and inefficiently-allocated flows from the 

national government to ostensibly fill in the financing gap.  Reforms to the intergovernmental fiscal 

system could focus on: 1) mitigating the vertical and horizontal imbalances in fiscal capacities among 

LGUs (which will become even more prevalent if barangay roads are transferred to cities and 

municipalities); 2) strengthening incentives and technical capacity for local road planning, budgeting and 

data collection and management; and 3) strengthening accountability for local road service provision. 

 

199. A possible policy option that the national government could explore is the implementation of 

conditional block grants for local road construction and maintenance, which would include features that 

address inter-linked problems in local road financing, planning and budgeting, and sector performance 

management.   
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Chapter 5 – Review of Local Health Sector 
 

200. The devolution of health services after the passage of the Local Government Code of 1991 (LGC) 

fundamentally transformed the accountability relations in health service delivery in the Philippines.  The 

management of the local health system was transferred to local government units (LGUs) as provinces 

were tasked to manage the local hospital systems while cities and municipalities were tasked to manage 

local health offices and rural health units.  The Department of Health (DOH) assumed the responsibility 

for policy-making and technical assistance to LGUs, although it maintained its regional field offices.   

 

201. Decentralization created a number of challenges in health sector governance.  Among the 

problems that immediately emerged were the weakened systems for inter-jurisdictional coordination 

among LGUs, which were inherent in the prior district health system.  As individual LGUs assumed 

responsibility for health services and facilities in their respective jurisdictions, the incentives for inter-

LGU cooperation were diminished.  Also, consistent with the evidence in the local road and infrastructure 

sectors, the case study LGUs exhibited ineffective local health planning and budgeting processes, calling 

into question whether the allocations for health services were reflective of the actual needs of the LGUs.  

Importantly, the availability and quality of health output and outcome data at the local level was poor, 

making it difficult to assess the quality of local health services. 

 

202. An analysis of the funding structure for public health in one case study province revealed a 

complex and uncoordinated system of financing, with numerous streams of funding from the national 

government and the national health insurance agency (PhilHealth) supporting local health services 

together with LGU expenditures.  In terms of LGU spending, the level of health expenditures varied 

depending on the level of LGU, with provinces allocating larger shares for health services to support the 

operation of local hospital systems.  While personal services expenditures took up the largest share of 

health spending among the case study LGUs, they experienced difficulty in maintaining minimum levels 

of staffing prescribed by DOH and the LGUs were unable to fully comply with the legally-mandated 

benefits package for local health workers.  Importantly, health sector capital investments were generally 

negligible among most of the case study LGUs, which was the major factor for the reportedly poor 

conditions of the hospitals in one of the case study provinces.  

 

203. The case study provinces also illustrated the contrasting expenditure burdens between a province 

that assumed the responsibility for operating a public tertiary hospital after devolution and a province 

where the tertiary hospital was retained by DOH.  The assignment of a tertiary hospital contributed to 

significantly larger health expenditures per capita for one of the case study provinces compared to the 

other.  Finally, while LGUs were assigned the responsibility for targeting and enrolling indigents in the 

PhilHealth social insurance program, evidence from the case studies demonstrated weak incentives for 

LGU funding for the enrollment of indigents and indicated that national-level support remains critical in 

ensuring participation in the national health insurance program. 

 

204.  The findings from the case studies suggest that DOH should continue to build on its on-going 

comprehensive reform agenda, which is focused on creating incentives for LGU health sector 

performance and strengthening systems of local accountability for the province-wide health system.  The 

reform agenda also presents a platform for DOH to mitigate the inequities among provinces stemming 

from the inconsistencies in the devolution of tertiary hospitals.  While the provision of competitive 

compensation packages for local health workers will likely be a continuing challenge, PhilHealth should 

institute and enforce strict requirements on the utilization of reimbursements of professional fees for 

health staff in public hospitals to help address this issue.  Finally, the national government should 

guarantee the health insurance coverage of the poor by assuming the responsibility for targeting, 

enrolling, and financing the premiums of indigents in the PhilHealth national insurance program. 
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Overview of the Devolution of Health Sector in the Philippines 
 

205. Prior to devolution in the early 1990s, DOH was the sole agency in charge of the public sector 

provision of health care, both preventive and curative.  The DOH Central Office crafted and financed 

public health programs, which cascaded downwards through DOH Regional Field Offices and were 

implemented at the provincial level through provincial health offices (PHOs).  Within a province, the 

component municipalities were organized into health districts comprised of primary or secondary 

hospitals, municipal health offices (MHOs) or rural health units (RHUs), and barangay health stations 

(BHSs).  The hospital chief was the designated head of the health district team that oversaw RHU 

physicians and other health staff working within the district.  

 

206. Primary health services were delivered at the district level in: 1) RHUs or city health offices 

(CHOs, in the case of cities), 2) BHSs for areas far from RHUs/CHOs, and 3) primary hospitals.  Cases 

requiring higher levels of care were referred to secondary and tertiary hospitals typically located at the 

provincial capital. 

 

207. The supervision and monitoring of frontline public health services were centralized through the 

health districts teams.  Each hospital chief reported to the provincial health officer, who was then 

accountable to DOH through its regional and central offices.   A national training program provided in-

service training to health staff at all levels of government.
66

  The system prior to devolution is presented 

in Figure 5-1. 

 
Figure 5-1 – Philippine Health System Prior to Decentralization 

  
 

                                                 
66 Aitken, I.  1999. “Implementation and integration of reproductive health services in a decentralized system.” Myths and 

Realities about the Decentralization of Health Systems. Ed. Kolehmainen-Aitken R. Boston: Management Sciences for Health. 

Lakshminayaranan, 2003. 
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208. With the devolution of health services in 1992, the management of the local health system was 

passed on to the LGUs.  Provincial governments were tasked to run provincial and district hospitals while 

cities and municipalities were tasked to manage CHOs, MHOs, RHUs and BHSs.  Health workers were 

placed under the management of local chief executives.  The National Health Insurance Act of 1995 

created PhilHealth, which is present at all levels of local government to implement the National Health 

Insurance Program.  While the post-devolution role of DOH shifted to policy-making and providing 

technical assistance, DOH maintained its regional field offices, renamed as Centers for Health 

Development (CHD), to monitor the compliance of local governments with its national programs and to 

provide LGUs with logistical support and technical assistance for national programs. 

 

209. The devolved system drastically changed the rules and the accountability relations for health 

service delivery (Figure 5-2).  At the provincial level, PHOs have been under the direct control of 

provincial governors but also continue to retain reporting relationships to CHDs.  In this new 

arrangement, LGU health offices are expected to implement certain national health programs following 

DOH guidelines, yet resource allocations for the sector have become subject to the overall budgetary 

constraints within each LGU vis-à-vis other sectoral priorities.
67

   

 
Figure 5-2 – Philippine Performance Accountability Structure after Decentralization 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

210. As in other devolved sectors, local health expenditures have been funded from a variety of 

sources, including the LGUs’ own budgets as well as transfers from DOH, PhilHealth, congressional 

discretionary funds (i.e., Priority Development Assistance Funds [PDAF]), and the Philippine Charity 

Sweepstakes Office (PCSO).  Further, the cost of service delivery may be recovered through user fees, 

which is a relatively unique characteristic of the health sector.   

 

                                                 
67 One group with unclear role in the devolved setup has been the Provincial Health Team (PHT).  PHTs report directly to DOH 

but have been tasked to monitor the compliance of LGUs to national standards.  Their role has been viewed as redundant by the 

PHO since the latter also monitors and evaluates their component LGUs. 
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211. DOH transfers have come through direct subsidies (e.g., to finance the management of a DOH-

retained hospital in the area), in-kind transfers (e.g., public health commodities such as vaccines), and 

grants (e.g., via national programs for maternal and child health).   For PhilHealth, transfers have come in 

two forms: as reimbursements to public hospitals and as capitation funds for health centers.
68

  LGUs have 

received a capitation fund of P300 per year for every indigent that they enroll, provided that the LGU 

health centers were accredited to provide the PhilHealth Outpatient Benefit Package (OPB).
69

  The use of 

capitation funds was supposed to be earmarked for specific purposes related to delivery of primary health 

care services.
70

  For PDAF allocations, national legislators have commonly utilized the funds to make 

contributions to selected hospitals to support the hospitalization costs of indigent constituents.  PCSO has 

been mandated to use its proceeds for charitable causes, including the payment of medical services of 

indigents.  Finally, user fees may be charged to patients for using hospitals and health center services.   

 

212. After decentralization, DOH assumed a new role as the national authority on health policy-

making and provider of technical assistance to local governments to ensure that national programs are 

implemented at the local level.
71

  Most hospitals were transferred to LGUs during devolution, with the 

exception of large specialized hospitals and medical centers.  DOH maintained its regulatory function 

through licensing and has been increasingly focusing its efforts on supporting LGUs to provide quality 

health care services and on setting service and performance standards for LGUs.  In 2008, DOH launched 

the LGU Scorecard as a tool for monitoring essential programs implemented by LGUs.   

 

213. Finally, the LGC granted LGUs a high degree of discretion for key management functions, such 

as pharmaceutical procurement and the hiring and firing of personnel.  However, the compensation level 

of public sector personnel continues to be heavily influenced by national legislation, specifically the 

Magna Carta for Health Care workers. 

 
Magna Carta Benefits for Public Health Sector Workers 

 

Devolution has been a difficult transition for health workers because devolved personnel suffered significant pay cuts compared 

to their salaries under DOH.72  To compensate for the loss in income, the Magna Carta for Health Care Workers (RA 7305) was 

passed in 1992 as an attempt to equalize salaries of DOH and devolved health personnel.  The Magna Carta stipulates that public 

health workers are entitled to, among other items, subsistence allowance, laundry allowance, longevity pay, hazard pay, and 

higher salary grade upon retirement.  Since its passage, local governments have not been able to fully allocate in their budgets the 

payment of these benefits as prescribed in the law.  The Implementing Rules and Regulations of the law called for full 

implementation in 2003 and stated that local chief executives should allow the grant of Magna Carta Benefits to all local public 

health workers and should ensure that funds are set aside and made readily available.  Also, public health workers are eligible to 

receive hazard pay when the nature of their work exposes them to high risk hazards for at least 50 percent of their working hours.  

 

                                                 
68 PhilHealth reimburses hospitals in two checks: 1) addressed to the hospital as payment for hospital procedures and supplies 

(drugs, medical supplies, laboratory, room and board, among others), and 2) addressed to the hospital chief as payment for 

professional fees.  While reimbursements paid to hospitals are clearly recorded in financial books, the amounts paid to hospital 

chiefs do not need to automatically enter the hospital books and the hospital chief has the discretion on how to distribute the 

money to hospital staff.  Retention of these professional fee reimbursements is allowed by law, neither PhilHealth nor DOH is 

explicit as to how these professional fee reimbursements are to be distributed among hospital employees. 
69 OPB is a special program of PhilHealth granted only to indigent members and includes primary consultations with a general 

physician, chest x-ray, complete blood count, fecalysis, urinalysis, sputum microscopy, and preventive health services. 
70 The specific authorized use of the capitation fund is to: 1) procure drugs listed in the Philippine National Drug Formulary, 2) 

acquire equipment and supplies necessary to carry out delivery of services, 3) cover the cost of site improvement of health 

facilities, 4) offset referral fees for diagnostic services, and 5) cover administrative costs not exceeding 20 percent of the fund. 
71 DOH has espoused primary health care as an approach to delivery of health services.  The essential components of primary 

health care are: environmental sanitation (adequate supply of safe water and good waste disposal), control of communicable 

diseases, immunization, health education, maternal and child health and family planning, adequate food and proper nutrition, 

provision of medical care and emergency treatment, treatment of locally endemic diseases, and provision of essential drugs. 
72 Bossert, T. and Beauvais, J.  2002. Decentralization of health systems in Ghana, Zambia, Uganda, and the Philippines:  a 

comparative analysis of decision space.” Health Policy and Planning.  17(1): 14-31; Tapales,P. 1992.  Devolution and 

empowerment: LGC 1991 and local autonomy in the Philippines.  Philippine Journal of Public Administration 36:101-14. 
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Key Issues from Case Study LGUs 
 

Local Health Sector Governance 

 

214. Weak systems for inter-jurisdictional coordination.  Devolution created a number of challenges in 

sector governance.  One of the main problems that immediately emerged in the early years of 

decentralization was the fragmentation of the health system.  While LGUs became responsible for 

facilities in their respective jurisdictions, the administrative boundaries of LGUs rarely coincide with the 

catchment areas of health facilities.  When patients seek services in local public health facilities across 

LGU boundaries, greater financial burdens have been placed on the LGUs with these facilities, such as 

hospitals.  Efforts of DOH to facilitate and stimulate inter-jurisdictional cooperation, such as the 

establishment of Inter-local Health Zones that were intended to mimic the former district health system, 

were found to have very limited functionality in the case study LGUs. Consequently, there was minimal 

coordination on health sector issues across jurisdictional boundaries reported in the case study LGUs. 

 

215. Ineffective local health planning and budgeting processes.  Following the process prescribed by 

the Department of Budget and Management (DBM), each local health office and facility prepared a 

medium-term strategic plan and an annual health plan for capital outlay allocation, which served as inputs 

to the annual investment plan of each case study LGU.  These included operation plans with expenditure 

estimates for regular and special programs to be funded by the General Fund of the LGU.  These plans 

were consolidated as the LGU health plan, submitted to the LGU planning and budget offices, and 

endorsed to the Local Council (Sanggunian) for approval during budget deliberations.  However, the 

typical planning and budgeting process in the case study LGUs tended to be compliance-oriented rather 

than needs- and evidence-based.  Budgetary decisions were highly centralized in the hands of the local 

chief executive and/or the LGU budget or accounting officers.  In most cases, participation of the local 

health officials in the resource allocation decisions was minimal.  As a consequence, it was questionable 

whether the allocations for health were reflective of actual health needs of the case study LGUs.   

 
Anecdotal Evidence on Local Planning and Budgeting 
 

Since 1990, when the current municipal health officer began her service, the budget of the MHO of Visayas Municipality B was 

prepared by the local budget officer. The prepared document was simply signed by the municipal health officer as a matter of 

formality.  Whenever she would propose an increase in the budget, she would have to course her proposal directly to the 

municipal mayor. However, in all instances her proposals have been denied.  Only in 2008 did the RHU staff participate in a 

planning exercise.  The factor driving the change was the presence of assistance from a USAID project (HealthGov), which was 

assisting the province in the development of province-wide investment plans for health.  HealthGov, the PHO, and DOH 

conducted Service Delivery Implementation Review (SDIR) workshops in 2008 to identify health needs and service delivery 

issues of the LGUs.  Visayas Municipality B was one of the first municipalities in the province to partake in the exercise, mainly 

because the wife of the new municipal mayor happened to be one of the key officers of the PHO.   

 

Contrastingly, in the case of Visayas Municipality A, the municipal health officer and the public nurse led the development of the 

annual health plan and budget.   The municipal planning and development officer assumed a more prominent role during the 

latter parts of the budget preparation phase, although the core thrusts of the health strategy were driven by the local health 

officers. 

 

216. Decentralization was also intended to be accompanied with increased accountability of service 

providers to the local clientele.  A feature of the LGC that aimed to engender community participation 

was the establishment of Local Health Boards (LHBs) in each LGU.  The LGC mandated each LGU to 

establish an LHB as an advisory board to the local chief executive and the Local Council.  LHBs were 

intended to serve as venues for policymaking on personnel selection, promotion, and discipline; budget 
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and operations review; and discussions on procurement concerns and public complaints.
73

  However, none 

of the LHBs in case study LGUs met on a regular basis. The LHBs in the case study provinces met, at 

most, twice a year.  In the Visayas City, instead of convening the entire LHB, the city health officer 

preferred to consult with the DOH representative and the chairman of the Local Council’s health 

committee before presenting a proposal or problem to the mayor.  In the Luzon City, the LHB met once 

or twice a year but the meetings were normally attended only by CHO personnel, the Local Council, and a 

representative of the mayor.  Local chief executives rarely attended meetings while NGOs were seldom 

present in meetings and typically acquiesced to the agenda of the rest of the LHB.
74

  The LHB of the 

Luzon Municipality did not even convene during 2003-07. 

 

217. Complex local health financing structure.  An analysis of the funding structure of public health in 

the Visayas Province over 2003-06 revealed a fractured and uncoordinated system of public health 

financing.
75

  Funding sources for public health spending in the province were split four ways among the 

national government, PhilHealth, the provincial government, and the component LGUs.  Of the total 

available public funds for the province, only 28 percent came from the provincial government’s coffers.  

Health expenditures of the Visayas City and the component municipalities of the province accounted for 

30 percent of the total funds.  Transfers from the national government were also substantial, accounting 

for 29 percent, most of which are subsidies to the DOH-retained hospital.  Funds from PhilHealth 

comprised 13 percent of total funds available to the province, most of which were reimbursements to 

hospitals and hospital chiefs. 

 
Figure 5-3 – Case Study Visayas Province: 2003-06 Sources of Funds for Public Health Services 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
NOTE:  Data were partial given that there were no systematic records kept on funding from PDAF, PCSO, and user fees.  
 

                                                 
73 The LHB is statutorily chaired by the local chief executive, assisted by the local health officer, and, by the vice of the local 

chief executive. Other members include the health committee chairman of the Local Council, a DOH representative, and a private 

sector representative (preferably from a health NGO). The LHB is expected to convene at least once a month. 
74 Explicit provisions on the selection of NGO representative were not included in the LGC or DOH’s implementing regulations. 
75 A similar exercise was attempted for the Luzon Province but data was unavailable at the CHD and PhilHealth Regional Office. 
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218. Apart from the PhilHealth reimbursements, which followed pre-specified conditions and rules, 

the other funding sources were not explicitly coordinated with each other.  The data also showed that the 

amount of resources expended by DOH was approximately half of the aggregate amount that the LGUs of 

the Visayas Province spent on health, which highlighted the central role that local governments play in 

the devolved health sector in the Philippines.  

 

219. Poor availability and quality of performance information at the LGU level.  In the 

decentralization process, PHOs lost their authority to compel CHOs/RHUs to submit health reports.  For 

example, the data that were submitted by the Luzon Province for the Field Health Service Information 

System (FHSIS) did not include all municipalities because some did not submit the data on time.  For 

their part, the CHOs/RHUs find the reporting requirements by the PHO cumbersome.  With a limited 

number of health staff and many programs to implement, data collection and reporting were de-prioritized 

and were only accomplished for compliance.   

 

220. Table 5-1 shows the difference between aggregated municipality data and the official count 

submitted to DOH for the two major indicators in maternal and child health.  The difference of roughly 

1,900 cases from aggregated municipality data and FHSIS official count highlighted the discrepancy 

between two sources, which were supposed to be identical.  The PHO of the Luzon Province also did not 

keep records of the data submitted by its component municipalities.  After the submission of the required 

report to DOH, the municipality data were not archived by the PHO.   

 
Table 5-1 – Case Study LGUs: Local Health Sector Data Discrepancies 

 FULLY IMMUNIZED CHILD SKILLED BIRTH ATTENDANCE 

 PROVINCES PROVINCES 

 Visayas  Luzon Visayas  Luzon 

Aggregated Municipality Data 25,423 34,072 20,172 No data 

FHSIS Official 23,511 32,164 18,409 19,743 

Discrepancy 1,912 1,908 1,763  

SOURCES:  Official DOH FHSIS publication; raw municipality data submitted to provincial health offices 

 
Local Health Expenditures and Outputs 

 

221. Overall Levels of Spending.  On average, health was one of the priority sectors among the case 

study LGUs, especially the provinces.  However, the data showed considerable divergence in the extent to 

which individual LGUs prioritized health.  Over 2003-07, the share of total expenditures devoted to 

health varied from a high of 39.4 percent (the Luzon Province) to the low of 6.3 percent (the Luzon City).  

Similarly, there were large variances in health spending per capita among case study LGUs from the same 

level (i.e., provinces, cities municipalities).  This suggested that the standard of care and/or the amount of 

health services offered to the residents of these jurisdictions was not uniform, although estimating the 

actual level of services available was a more complex exercise as it was not exclusively dependent on the 

efforts of a single LGU in the area.
76

 

 

 

 

 

 

 

 

 

 

                                                 
76 Available data did not permit an analysis of the extent to which the observed level of prioritization corresponded to objectively 

measurable levels of needs in each jurisdiction.   
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Table 5-2 – Case Study LGUs: 2003-2007 Health Care Expenditures (Real 1985 Pesos, in thousands) 
 PROVINCES CITIES MUNICIPALITIES 

Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Total Health Expenditures   95,934 346,900 15,652 21,665 7,323 1,408 8,021 

Health as % of Total Expenditures 20.1% 39.4% 7.8% 6.3% 17.1% 9.2% 11.8% 

Health Expenditures per capita 16 42 34 18 33 16 13 

No. of LGU Funded Health Facilities 10 16 1 RHU + 
17 BHS 

1 RHU + 
50 BHS 

1 RHU + 
12 BHS 

1 RHU + 5 
BHS 

1 RHU + 
23 BHS 

Public beds per 1000 population 0.20 0.34 2.17 0.95 0.33 N/A N/A 

Presence/ Proximity to DOH or 
Provincial Tertiary Hospital 

DOH + 10 
provincial 
hospitals 

16 
provincial 
hospitals 

DOH  
tertiary 
hospital 

Provincial 
tertiary 
hospital 

Built own 
municipal 
hospital 

Near 
Visayas 

City 

Near 
Luzon City  

 

222. A notable finding from the case study LGUs was the considerable divergence in the spending 

levels between the Visayas Province, which spent 20.1 percent of its total budget on health during the 

study period (roughly in line with the national average of 18.6 percent), and the Luzon Province, which 

spent more than twice the national average.  The difference was due to the presence/absence of a tertiary 

provincial hospital with its higher cost implications.  The Luzon Province inherited a tertiary hospital 

with bed capacity of 200, whereas DOH continued to operate the public tertiary hospital in the Visayas 

Province.  Excluding the allocation to its tertiary hospital, the spending level of the Luzon Province 

would be 20.5 percent, essentially the same as that of the Visayas Province.
77

  Meanwhile, the two case 

study cities and three municipalities inherited health centers or smaller clinics, which required 

significantly less overhead costs for maintenance and operations compared to hospitals.  

 

223. The accessibility and proximity of a DOH-retained hospital appeared to be a factor in the 

allocation of health budgets among cities and municipalities.   For instance, the Visayas and Luzon Cities 

along with Visayas Municipality B were geographically close to a national tertiary hospital or a provincial 

tertiary hospital.  The health expenditures of these LGUs were unremarkable and it was likely that these 

LGUs were able to keep their health spending to a certain level because their residents accessed services 

through the existing public tertiary hospitals in the areas.  

 

224. Finally, the clearest example of a conscious LGU decision resulting in a different level of health 

spending was Visayas Municipality A, which chose to build its own community hospital.  Consequently, 

the municipality spent more than twice as much on health (17.1 percent of total expenditures, or P33 per 

capita, in constant 1985 Pesos) as the national average for all the municipalities (8.1 percent, P13 per 

capita) in the study period. 

 
Is there free-riding among LGUs? 

 

Presenting data merely on LGU expenditures hides the free-riding opportunities that can be attributed to simple luck in facility 

assignments during decentralization.  The P16 per capita expenditures of the Visayas Province appears very far from Php 42 

spent by the Luzon Province.  However, if the resources coming from the national government through its DOH-retained hospital 

were accounted for, per capita expenditure increased to P31.   If the one-off capital outlay expenditure for the Luzon Province’s 

hospital is taken out, it appears that both provinces spent the same amount per capita on health care.   

  
Province-wide Health Expenditures per Capita (Real 1985 Pesos) 

 Visayas Province Luzon Province 

DOH 15 - 

Province 16 42 

Total 31 42 

 

Both case study cities benefited from the hospitals located in their respective vicinities, specifically the DOH-retained hospital in 

the Visayas City and the provincial tertiary hospital in the Luzon City.  Adding these expenditures shows that public health 

expenditures in the Luzon City were P20 per capita less than the expenditures in the Visayas City.  While the study was unable to 

                                                 
77 In addition to the tertiary hospital, the Luzon Province also inherited 15 health facilities after devolution, whereas the Visayas 

Province inherited 10 primary or secondary hospitals with bed capacities ranging from 10 to 75. 
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determine which of the two cities spent more efficiently on health care, the difference in expenditure patterns of the two LGUs 

point to the need to further examine disparities in health expenditure among LGUs and their relationship to health outcomes. 

 
City-wide Health Expenditures per Capita (Real 1985 Pesos) 

 Visayas City Luzon City 

DOH 15 - 

Province - 11 

City 34 18 

Total 49 29 

 

The Visayas municipalities illustrated the impact of health facility location on health expenditures. Visayas Municipality B’s per 

capita expenditure of P16 was less than half the level of Visayas Municipality A.  However, when national government 

expenditures for the DOH-retained hospital were included, both Visayas municipalities spent approximately the same amount.   

 
City-wide Health Expenditures per Capita (Real 1985 Pesos) 

 Visayas 
Municipality A 

Visayas 
Municipality B 

Luzon 
Municipality 

DOH - 15 - 

Province - - 11 

Municipality 33 16 13 

Total 33 31 24 
 

 

225. Summary of expenditures by functional category: Hospital Services vs. Public Health.  On the 

surface, the spending patterns among the case study LGUs suggested a reasonable degree of division of 

labor between the provinces, which almost exclusively provided Hospital Services (72.1 percent in the 

Visayas Province and 89.5 percent in the Luzon Province), and the cities and the municipalities, which 

focused on Public Health Services (90-100 percent).  Public Health Services, such as family health and 

environmental health and sanitation, were the primary responsibilities of cities and municipalities.
78

  An 

exception among the case studies was Visayas Municipality A, which built its own community hospital 

and divided its budget between Hospital Services (55 percent) and Public Health Services (45 percent).  

On a per capita basis, the case study cities and municipalities spent roughly comparable amounts on 

Public Health Services, except for the Visayas City, which spent considerably more (P30 per capita vs. 

P12-18 per capita for the others).
79

   

 

226. Among the case study provinces, the Luzon Province devoted only 5 percent of its total health 

budget to Public Health Services compared to 26.3 percent for the Visayas Province.
80

  One plausible 

reason for the lower budget on Public Health Services in the Luzon Province was its low overhead costs.  

Since the 1990s, the province’s PHO was integrated with the provincially-run tertiary hospital.  As a 

result, some of the PHO expenditures, such as utilities, may have been passed on to the hospital.
81

     

                                                 
78 Public health programs include family health (composed of maternal health program, family planning program, child health 

programs for newborns, infants, and children, expanded program on immunization, nutrition program, oral health program, 

adolescent health program, adult male and female program, and older person program), non-communicable disease prevention 

and control,  communicable disease prevention and control (composed of national tuberculosis program, leprosy, schistosomiasis, 

filariasis, malaria, dengue, measles, chicken pox, mumps, diphtheria, whooping cough, tetanus, among others), and 

environmental health and sanitation programs. 
79 The much higher amount per capita that the Visayas City spent on public health was largely a function of the city’s relatively 

small population size of 92,000 (compared to 236,000 for the Luzon City and 128,000 for the Luzon Municipality). 
80 Also included in this category were the nutrition program of its municipalities, funding assistance for the Philippine National 

Red Cross and health facilities such as the Chest Center and Puericulture Maternity Clinic, and the honoraria of Barangay Health 

Workers and Barangay Nutrition Scholars.   
81 Another possibility was that the city and the municipalities in the Luzon Province were more effective in providing public 

health care than those in the Visayas Province, thus obviating the need for the provincial government to devote much of its own 

budget for these purposes.  Conversely, the Visayas Province may have been compelled to spend more on public health because 

some of its component municipalities were unable to spend enough on these items on their own.  Yet another possibility is that 

the Luzon Province effectively provided public health services through its own network of hospitals and accounted for these as 

part of its hospital services spending.  Data was unavailable to assess the accuracy of these hypotheses but the LGU Scorecards of 

the two provinces show that the Visayas Province performed better than the Luzon Province in all public health indicators. 



69 

 

 
Table 5-3 – Case Study LGUs: 2003-07 Health Expenditures by Functional Sub-Categories (Real 1985 Pesos, in thousands)  

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Total Health Exp. 95,934 346,900 15,652 21,665 7,323 1,408 8,021 

Med. Products, Appl., Eqpt. - 18,476 83 - - - - 

Outpatient Services 348 - - - - - 71 

Hospital Services 69,199 310,566 1,101 - 4,033 - - 

Public Health Services 25,198 17,435 13,905 20,788 3,289 1,408 7,694 

Health n.e.c.* 1,188 422 562 877 - - 256 

 

% Shares of Health Exp.        

Med. Products, Appl., Eqpt. 0.0% 5.3% 0.5% 0.0% 0.0% 0.0% 0.9% 

Outpatient Services 0.4% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Hospital Services 72.1% 89.5% 7.0% 0.0% 55.1% 0.0% 0.0% 
Public Health Services 26.3% 5.0% 88.8% 96.0% 44.9% 100.0% 95.9% 

Health n.e.c.* 1.2% 0.1% 3.6% 4.0% 0.0% 0.0% 3.2% 

 

Ave. Annual Exp. 19,187 69,379 3,130 4,333 1,465 282 1,604 

Med. Products, Appl., Eqpt. - 3,695 17 - - - 14 

Outpatient Services 70 - - - - - - 

Hospital Services 13,840 62,113 220 - 807 - - 

Public Health Services 5,040 3,487 2,781 4,158 658 282 1,539 

Health n.e.c.* 238 84 112 175 - - 51 

 

Annual Exp. Per Capita 16 42 34 18 33 16 13 

Med. Products, Appl., Eqpt. - 2 0 - - - 0 

Outpatient Services 0 - - - - - - 

Hospital Services 11 38 2 - 18 - - 

Public Health Services 4 2 30 18 15 16 12 

Health n.e.c.* 0 0 1 1 - - 0 

* Health, not elsewhere classified.  This included of expenditures for outpatient services, medical products, and for the health board 
and health insurance program.   

 

227. In terms of health expenditures in other sub-categories, the Visayas City had special programs for 

hospital care called Blue Card and “Botika sa Katawhan,” which were jointly initiated by the private 

sector and the city government to provide free medicines to the poor residents of the city.  Both programs 

were categorized under Health n.e.c.  The majority of the city’s expenditures in this sub-category went to 

payments for the LGU counterpart in the health insurance premium of indigents.  However, as a share of 

the total health expenditure of the Visayas City, Health n.e.c. expenditures constituted a mere 3.6 percent, 

resulting in an average per capita spending of just P1. 

 

228. From 2003 to 2007, the Luzon Province spent P18.5 million on various expenditures (including 

medicines and supplies) to fund medical missions and to distribute medical supplies throughout the 

province.  These expenditures were classified under the Medical Products, Appliances, and Equipment 

sub-category given that they were technically neither Public Health Services nor Hospital Services.  

Collectively, these accounted for 5.3 percent of the province’s total health budget, which was similar to 

the amount spent by the province on Public Health. 

 

229. Summary of expenditures by economic class: Staffing vs. Operations vs. Investments.  An 

examination of the spending composition by expense class offers an economic, as opposed to program-

oriented, perspective on local spending patterns.  The data showed that the LGU spending on the sector 

was dominated by personal services (PS), as payment for salaries, wages and benefits.  Maintenance and 

other operating expenses (MOOE) was a distant second across all case study LGUs while capital outlays 

(CO) was negligible except in the Luzon Province, which operated its own tertiary hospital.  
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Table 5-4 – Case Study LGUs: 2003-07 Health Expenditures by Expense Class (Real 1985 Pesos, in thousands) 

 PROVINCES CITIES MUNICIPALITIES 

 Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

Total Health Exp. 95,934 346,900 15,652 21,665 7,323 1,408 8,021 

Personal services 77,310 137,326 9,032 13,591 4,515 1,073 6,184 

MOOE 16,250 117,498 6,477 7,861 2,521 256 1,737 

Capital outlay 2,373 92,075 144 213 287 78 100 

        

% Shares of Health Exp.        

Personal services 80.6% 39.6% 57.7% 62.7% 61.7% 76.2% 77.1% 

MOOE 16.9% 33.9% 41.4% 36.3% 34.4% 18.2% 21.7% 

Capital outlay 2.5% 26.5% 0.9% 1.0% 3.9% 5.6% 1.2% 

        

Annual Exp. Per Capita 16 42 34 18 33 16 13 

Personal services 13 16 20 11 20 12 10 

MOOE 3 14 14 7 11 3 3 

Capital outlay 0 12 0 0 1 1 0 

 

230. Relatively high PS allocations, inadequate staffing levels: Despite typically allocating the 

majority of the sector budget to PS, the LGUs often have difficulty maintaining the level of staffing 

considered minimally acceptable by DOH.  The standard ratio of public health manpower to population as 

described by DOH was 1:20,000 for rural health physician and public health nurse, and 1:5,000 for rural 

health midwife.
82

  None of the case study cities and municipalities was able to meet the prescribed ratio 

for doctors.  Despite an oversupply of nursing and midwifery graduates, only the cities were able to meet 

the public health nurse requirement while only Visayas Municipality B was able to provide the 

recommended ratio of midwives.   

 
Table 5-5 – Case Study LGUs: Health worker per population 

 Population per doctor Population per nurse Population per midwife 

Visayas City (2008) 23,074 9,230 6,153 

Luzon City (2007) 59,098 19,699 21,490 

Visayas Municipality B (2007) 44,434 44,434 4,697 

Luzon Municipality (2007) 64,120 32,060 6,107 

DOH standard 20,000 20,000 5,000 

SOURCES:  LBP 150, various LGUs and Census of Population and Housing 

 
Contracting to Remedy Staffing Shortages 

 

To compensate for shortages in health personnel, LGUs have frequently resorted to hiring contractual workers and volunteers.  

For instance, a typical personnel structure in a hospital ward in the Luzon Province was composed of one permanent nurse, one 

contractual nurse, one staff under job order, two volunteers, and three trainees.  The permanent staff received complete salaries 

and benefits stipulated in the Civil Service Code while contractual and job order staff normally received P10,000 monthly 

without job security.  Contractual nurses received salaries on a monthly basis while those under job orders received salaries only 

when the LGU freed up funds from other agencies.  Volunteers and trainees did not receive any salaries but were normally given 

priority when a job order item was freed up.  However, since volunteers and trainees were not paid, absences were rampant, 

impinging on the delivery of services in the ward. 

 

The same system was practiced in health centers where nurses and midwives were hired on a contractual basis.  According to 

MHOs interviewed, this helped circumvent DBM regulations on PS ceilings and the cumbersome and lengthy procedures for 

obtaining approvals for additional authorized positions.83  A major drawback was that contractual employees were not allowed to 

attend training sponsored by DOH, which created a potential problem of service quality. 

 

This contracting arrangement was far from an ideal human resource management practice but it was reasonably effective in 

attracting nurses and midwives because of the surplus of job seekers in these specific labor market segments in most localities.  

This scheme, however, has failed to address the shortage of physicians in public hospitals and health centers, which essentially 

                                                 
82 Implementing Rules and Regulations of RA 7305, Magna Carta for Public Health Workers, dated November 1999. 
83 The LGC prescribes that PS shall not exceed either 45 percent, for 1st, 2nd, and 3rd class provinces, cities, and municipalities, or 

55 percent, for 4th class or lower class LGUs, of total annual income from regular sources. 
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resulted from the conditions of the broader labor market and the national economy, compounded by the Filipino medical 

professionals’ relative abilities to find employment overseas.  To illustrate, 4 percent of the physician positions were unfilled in 

the Visayas Province and 10 percent in the Luzon Province.  Province-wide estimates for unfilled positions were 17 percent 

among the component LGUs in the Visayas Province and 14 percent in the Luzon Province. 

 

231. Low salaries for LGU health workers: One of the oft-cited reasons for the LGUs’ difficulty in 

attracting and retaining medical professionals has been the low level of remunerations.  No data could be 

obtained for systematic comparison of remuneration levels between public and private medical 

professions in the case study LGUs but anecdotal information offered an order of magnitude of the pay 

differentials.  A tertiary private hospital similar to Hospital A in the Luzon Province paid P20,000 

honoraria to its hospital director.  Assuming 20 days work and 20 patients a day, the income of a private 

general practitioner ranged from P80,000 to P100,000 a month, compared to less than P30,000 for a 

provincial health officer.  Assuming 20 days work and 15 patients a day, a specialist earned P90,000 to 

P150,000 while a dentist earned P60,000 to P90,000.  In contrast, nurses in the private sector received 

lower remuneration (P8,000 to P10,000/month) compared to P15,000 and above in rural health centers.    

 

232. On top of the relatively low salaries, at least in comparison to what their private-sector peers earn, 

another source of complaints has been the widespread persistence of partial compliance with the legally-

mandated benefits package, the so-called Magna Carta benefits, although full payments of these benefits 

would actually increase the total pay of the health sector professionals only marginally.  For example, of 

the 48 LGUs in the Visayas Province, only four municipalities paid full Magna Carta benefits to their 

health sector employees during the period covered in this review. 

 

233. Finally, evidence from the case study LGUs indicated a lack of incentives in accruing PhilHealth 

reimbursements to public facilities.  If structured well, financial incentives can be a powerful driver of 

provider behavior and can help to mitigate the problems in under-compensation of local health workers.  

However, in the case study provinces, all reimbursements from PhilHealth were reverted to the provincial 

treasury and health workers often received only part of the professional fees and with significant delays.  

This has created a disincentive effect for doctors such that rather than treating PhilHealth patients in the 

public hospital pay ward, which would increase hospital income, the doctors commonly referred them to a 

private hospital where they also practice so they could receive their full professional fees.   

 

234. A similar situation persists with regard to the PhilHealth capitation fund for health centers, where 

funds were transmitted directly to the city/municipality treasurers and were rarely used for facility 

upgrading or honoraria for health workers.  For example, in the Visayas Province, the capitation fund 

reached P5.4 million in 2007 and yet the LGUs in the province did not utilize their capitation funds.  Only 

one municipality used a small portion of its capitation fund for administration costs.  These observations 

suggest the PhilHealth financing mechanisms were not functioning adequately as a source of personnel 

incentives at the local level. 

 
Table 5-6 – Case Study Visayas Province: 2003-07 Capitation funds Released and Utilized (Real 1985 Pesos, in thousands) 

 2003 2004 2005 2006 2007 

Capitation fund released 1,496.02 2,172.38 4,292.90 1,966.29 5,482.50 

Utilization for health services - - - 35.11 - 

Unutilized Capitation Fund 1,496.02 2,172.38 4,292.90 1,931.18 5,482.50 

 

235. Variations in operations and maintenance expenditures:  Provided there is an adequate number of 

health professionals deployed at the facilities, a next critical expenditure for service delivery is MOOE, 

which consists of spending on key essential inputs for health care, such as drugs and medicines, medical 

and laboratory supplies as well as other operating expenses such as travel and utilities.  The data showed 

considerable differences in the health sector allocations of the case study LGUs for MOOE.  
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236. For the two case study provinces, there was a stark difference as the Visayas Province only 

allocated 16.9 percent of its expenditures for MOOE, which was less than half of the Luzon Province’s 

share of 36.8 percent.  On a per capita basis, the differences become even more striking as the Luzon 

Province spent P14 in contrast to the Visayas Province’s average of P3.  The differences did not stop at 

the amount each case study province allocated to MOOE.  Both provinces were mainly focused on 

Hospital Services and, generally, some expenses (e.g., drugs) are more critical than others (e.g., utilities) 

for this particular sub-category of expenditures.  The Luzon Province devoted 57 percent of its MOOE to 

the purchase of drugs while the Visayas Province allocated large portions of its MOOE for Other 

Expenses (28 percent) and Utilities (20 percent), leaving only 35 percent of its already low MOOE 

allocation for medicines.  Ceteris paribus, insufficient MOOE for Hospital Services leads to the under-

provision of free or subsidized drugs and medical supplies and, consequently, the increase in out-of-

pocket spending by the patients.   

 
Table 5-7 – Case Study LGUs: 2003-06 MOOE details of Provincial Hospitals (Real 1985 Pesos) 

 VISAYAS PROVINCE LUZON PROVINCE* 

 TOTAL AVE % RANGE TOTAL AVE % RANGE 

Drugs and medical supplies 742,425 74,243 35% 9-47% 5,834,861 388,991 57% 35-69% 

Food Supplies 269,025 26,902 13% 8-19% 1,011,493 67,433 10% 6-21% 

Travelling & Training Expenses 81,999 8,200 4% 1-9% 329,097 21,940 3% 1-7% 

Utilities 423,718 42,372 20% 12-27% 1,092,016 72,801 11% 4-17% 

Other expenses 599,895 59,989 28% 16-45% 1,913,242 127,549 19% 10-29% 

TOTAL 2,117,062 211,706 100%  10,180,709 678,714 100%  

*  Excludes the tertiary hospital 

 

237. For the two case study cities, the shares of spending on MOOE were generally in the same range 

(41.4 percent for the Visayas City and 36.3 percent for the Luzon City) and both cities the spent majority 

of their MOOE on drugs, medicines and supplies as well as honoraria for BHWs and BNS.  Finally, all 

three case study municipalities devoted more than 50 percent of their MOOE to the purchase of drugs and 

medicines.  However, while Visayas Municipality B and the Luzon Municipality had similar shares of 

MOOE spending (approximately 20 percent), Visayas Municipality A had a much higher share of MOOE 

of 34.4 percent given that it operated its own community hospital.  As a result, its cost structure was more 

consistent with that of a province (such as the Luzon Province) than a typical municipality. 

 

238. Very low capital investments in health facilities:  A striking finding is the generally negligible 

levels of investment in CO by the case study LGUs.  With the exception of the Luzon Province, all the 

case study LGUs spent less than 5 percent of their total health budget on CO.  In the case of the Luzon 

Province, CO represented more than a quarter of the total health budget due to a one-off expenditure – the 

renovation of the province-operated tertiary hospital.  The renovation cost accounted for over 90 percent 

of the province’s total health CO over 2003-07.  The data also showed that the availability of CO 

allocations was sporadic during the study period, with most hospitals receiving no CO allocation in 2004, 

2005 and 2007.  It is also evident that the majority the Luzon Province’s investments were absorbed by its 

sole tertiary hospital.   
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Table 5-8 – Case Study Luzon Province: Summary of Capital Outlays (in PhP thousands) 

HOSPITAL CLASS 2003 2004 2005 2006 2007 

Hospital A Level 3 6,384 50,844 101,660 136,900 108,505 

Hospital B Level 2 0 0 0 0 12,200 

Hospital C Level 2 163 0 0 559 0 

Hospital D Level 2 0 0 0 370 0 

Hospital E Level 2 0 0 0 0 0 

Hospital F Level 2 2,238 0 0 353 177 

Hospital G Level 2 875 0 0 0 0 

Hospital H Level 2 635 0 0 465 0 

Hospital I Level 2 222 0 0 226 0 

Hospital J Level 1 28 0 0 199 0 

Hospital K Level 1 636 0 0 418 0 

Hospital L Level 1 299 0 0 64 25 

Hospital M Level 1 1 0 0 363 0 

Hospital N Level 1 0 0 0 287 -50 

Hospital O Level 1 3 0 0 404 0 

Hospital P Level 1 500 0 0 0 0 

TOTAL   11,984 50,844 101,660 140,608 120,857 

 

239. Lack of correlation between LGU spending and public health outputs.  Achieving a minimal level 

of spending is critical for maintaining a certain level of services.  But relationships between spending and 

outputs, while seemingly straightforward in theory, are rather convoluted in practice.  A juxtaposition of 

the Public Health Services expenditure data (PS and MOOE) from the case study LGUs with selected 

Millennium Development Goal health service output indicators indicated no obvious link between the 

level of spending per capita and the outputs.  The Visayas City recorded by far the highest per capita 

spending on Public Health Services and yet performed well in only one of the five output measures 

(skilled birth attendance).  In contrast, the Luzon Municipality surpassed the national average in every 

one of the measures reported in spite of modest levels of spending. 

 

240. A technical issue with the data collection affected the city output indicators.  Specifically, the 

output indicators were based on data collected from public health facilities and excluded privately-

managed health facilities.  As a result, the indicators from cities were likely to have been significantly 

under-reported given the proliferation of private health facilities in these urban areas.  This may explain 

the somewhat weak performance of the case study cities in several of the indicators.  Similarly, the very 

close proximity of Visayas Municipality A to the Visayas City (with its DOH tertiary hospital and several 

private hospitals) made it easy for the municipality’s residents to access health services in the city, which 

probably contributed to the municipality’s low scores in several indicators.   

 
Table 5.9 – Case Study LGUs: Selected Public Health Outputs under Millennium Development Goals (MDG) 

 PROVINCES CITIES MUNICIPALITIES National 
Average  Visayas Luzon Visayas Luzon Visayas A Visayas B Luzon 

MDG 1         

Vitamin A Supplementation 85.2 95.6 83.4 86.3 106.6 124.4 110.4 93.8 

Underweight 17.9 16.1 11.6 12.4 15.5 5.8 9.0 24.6 

MDG 4         

Oral Rehydration Therapy 52.6 10.7 10.7 15.2 73.9 5.5 14.5 14.0 

Fully Immunized Child 74.7 70.3 75.0 77.1 76.2 55.6 88.8 83.5 

MDG 5         

Pre-natal Care 68.3 47.6 12.9 30.9 65.1 42.2 72.0 62.9 

Skilled Birth Attendance 79.9 54.4 99.7 64.0 54.6 50.4 81.5 70.1 

         

Public Health Services  
PS + MOOE per capita 

4 2 30 18 15 16 12  

NOTES:  Vitamin-A Supplementation – % of children under 5 given Vitamin-A Supplementation; Oral Rehydration Therapy – % of 
children with diarrhea given Oral Rehydration Therapy; Pre-natal Care – % of pregnant women with 3 or more prenatal care visits; 
Skilled Birth Attendance – % of deliveries conducted by skilled birth attendants. 
DATA SOURCES:  PHO data for Underweight, Field Health Service Information System (FHSIS) for Vitamin-A supplementation, 
and FHSIS for output variables. Output achievements and expenditure figures were 2003-07 averages 
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241. Although DOH took on an oversight role with the devolution of health services to local 

governments, it has only recently instituted stronger programs for monitoring LGU health service 

outcomes as part of its comprehensive reform program.  Public health data disaggregated to the provincial 

level is expected to be reported based on a set of LGU Scorecard indicators.  The baseline was established 

in 2006 and is summarized for the case provinces in Table 5-10.   

 

242. The case study provinces both fell short in terms of targets and national averages in most of the 

indicators.  The Luzon Province fell below the national average in ten of the 15 indicators compared to 

seven of the Visayas Province.  Importantly, while the data were reported at the provincial level, the 

component cities and municipalities were the LGUs that were primarily responsible for the public health 

outcomes in the LGU Scorecard.  This has implications for the design of DOH’s reform program. 

 
Table 5-10 – Case Study LGUs: 2006 LGU Scorecard Indicators 

 Source 
DOH 

Target 
VISAYAS 

PROVINCE 
LUZON 

PROVINCE 
National 
Average 

Percent coverage of target population in endemic 
provinces with mass treatment for filariasis 

NCDPC 85 n/a n/a 72 

Percent coverage of target population in endemic 
provinces with mass treatment for schistosomiasis 

NCDPC 
MDA in 7 
provinces 

n/a n/a No data 

TB case detection rate CHDs 70 56 44 73 

TB cure rate NCDPC 85 93 No data 83 

Percentage Fully Immunized Child FHSIS 95 77 56 83 

Percentage Facility Based Deliveries FHSIS 70 26 27 35 

Contraceptive Prevalence Rate CHDs 80 24 44 49 

Percentage HH's with access to safe water FHSIS 94 81 69 83 

Percentage HH's with access to sanitary toilet FHSIS 91 86 54 75 

Basic Emergency Obstetric Care to population ratio PHIC ? No data No data 1:39,485 

Percentage of RHUs accredited by PhilHealth for OPB 
package 

PHIC 80 42 15 57 

Number of poor households enrolled in NHIP over total 
number of poor households 

PHIC 100 171 90 172 

Percentage of MOOE to local health budget COA ? 17 37 31 

RHU/Health Center Physician to population ratio FHSIS 1:20,000 1: 20,537 1: 49,527 1:29,043 

RHU/Health Center Midwife to population ratio FHSIS 1:5,000 1:2,950 1:4,312 1:5,091 

Percentage of fully implemented prior year's audit 
recommendations 

COA ? No data No data 25 

NOTES:  n/a – Not Applicable; ? – No specified target; NCPDC – National Center for Disease Prevention and Control; CHD – 
Center for Health Development; PHIC – Philippine Health Insurance Corporation; FHSIS – Field Health Service Information System. 

 

Provincial Hospital System 

 

243. Poor conditions of provincial hospitals.  The implications of low spending in CO were manifested 

in the deteriorating physical conditions of LGU health facilities and medical equipment, which created the 

perception that the quality of health care in LGU-operated facilities was poor.  This observation was 

supported by anecdotal evidence from the Visayas Province that suggested that constituents perceived 

provincial hospitals as offering low quality of service, leading many to believe that the main purposes of 

the hospitals were to provide employment to the health workers and to transport patients to the DOH-

retained hospital in the Visayas City in case of emergencies.  Closing down smaller hospitals or 

converting them into lying-in clinics would free up extra resources to improve the conditions of the 

remaining facilities.  However, the province has not yet succeeded in closing down any of its hospitals.  

As a result, most provincial hospitals in the Visayas Province had limited funding available for drugs, 

supplies, and laboratory agents, which translated into low demand for their services.  In the period 

covered, only three out of the ten provincial hospitals in the Visayas Province were fully utilized while 

the others were, at most, half-filled.  Furthermore, poor conditions of provincial hospitals led Visayas 

Municipality A to build its own community hospital to provide hospital services to its constituents.  
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244. In comparison, the hospital occupancy rates in the Luzon Province were generally higher 

compared to the Visayas Province.  Four provincial hospitals had occupancy rates below 50 but these 

were primary-level hospitals with small catchment areas, located in far flung areas and an island.  An 

important difference between the two case study provinces was that the Luzon Province was in charge of 

all public hospitals in its jurisdiction while the Visayas Province had 200-bed tertiary hospital operated by 

DOH.  According to interviews, the probable reason why the Visayas Province was able to maintain sub-

optimal hospital operations was because they were able to refer patients to the DOH-retained hospital.  In 

contrast, the Luzon Province had an incentive to maintain the operations of its primary and secondary 

hospitals to prevent low severity cases from being treated in its more expensive tertiary hospital. 

 
Figure 5-4 – Case Study Provinces: Bed Occupancy Rates of Provincial Hospitals 

  
SOURCE:  Hospital Statistical Reports submitted to PHOs.  

 

245. In theory, one way to mitigate the problem of under-funding is to allow hospitals and health 

centers to recover operating costs by charging user fees.  In practice, this option has rarely been used to its 

full potential because the local chief executive and the Local Council have been reluctant to raise rates.  

The approved fee schedules of the case study provincial hospitals were substantially lower than those 

charged by private hospitals.    

 
Table 5-11 – Fee Schedule, Public vs. Private Hospital 

 Public Tertiary Hospital Private Tertiary Hospital 

Consultation Fees 100 per consultation 300 per consultation 

Room and Board 100 per day 750-1,200 per day 

Surgeons’ fees (Caesarian) 6,000 20,000 

Anesthesiologist fee 1,800 8,000-10,000 

SOURCE:  Accounting Divisions, Provincial Tertiary Hospital and Private Hospital, Luzon Province 

 

246. Insufficient and inefficient provincial hospital spending.  The aggregate data on provincial 

spending suggested that the Luzon Province expended larger shares on health compared to the Visayas 

Province mainly because the former inherited a tertiary hospital as part of the devolution and the governor 

decided to invest in the major upgrading of the hospital during the study period.  However, data showed 

that the Luzon Province’s allocation to its tertiary hospital did not fully account for the differences in the 

levels of prioritization between the two provinces.  It turned out that the Visayas Province underfunded its 

hospitals even compared to the Luzon Province’s funding of its own primary and secondary hospitals.     

 

247. The discrepancy was vividly demonstrated in each province’s MOOE allocation to hospitals on a 

per bed basis.  The average MOOE spending per bed in the Visayas Province was around P9,000 whereas 

the figure for the Luzon Province was three times higher (P31,300).  The differences were striking as only 

two of the 16 provincial hospitals in the Luzon Province received less funding on a per bed basis 
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(P10,604, P13,112) than the hospital in the Visayas Province that received the largest MOOE per bed 

(P14,700).  A large share of the already small amount allocated to hospital MOOE in the Visayas 

Province were spent on utilities.
84

   

 

248. An implication of this pattern of spending was that provincial hospitals in the Visayas Province 

were perceived to offer a low quality of care.  Due to under-funding, the hospitals had limited medical 

equipment and were usually short of drugs and medical supplies.  Cases brought to primary hospitals 

were normally referred to the tertiary-level regional hospital operated by DOH, although the MOOE 

allocation per bed in this hospital (P19,375) was also much lower than the comparable tertiary hospital in 

Province B (P50,592).  In contrast, the Luzon Province allocated as much as 54 percent of the total budget 

to MOOE for its primary and secondary hospitals to ensure that cases that could be handled by these 

hospitals would not be referred to its more expensive tertiary hospital.  These examples suggest the 

potential benefit of a better integrated referral system in encouraging more rational resource allocations.  

 
Table 5-12 – Case Study LGUs: 2007 Summary of Provincially Managed Hospitals (Real 1985 Pesos) 

 
VISAYAS PROVINCE LUZON PROVINCE 

 
Number of 

Beds 
Total Exp per 

Bed 
MOOE per 

Bed 
Number of 

Beds 
Total Exp per 

Bed 
MOOE per 

Bed 

Hospital A 12 36,416 6,985 200 122,634 50,592 

Hospital B 29 37,520 5,836 75 61,710 27,772 

Hospital C 50 41,045 7,593 75 57,133 30,581 

Hospital D 15 35,033 6,916 50 48,322 20,734 

Hospital E 10 75,380 14,700 30 109,857 10,604 

Hospital F 25 61,078 12,643 25 126,507 61,138 

Hospital G 25 59,783 7,256 25 82,625 19,901 

Hospital H 15 30,662 6,524 15 147,836 77,981 

Hospital I 54 56,905 14,621 25 84,236 34,139 

Hospital J 10 53,435 6,997 10 96,651 48,566 

Hospital K 
   

10 67,660 20,215 

Hospital L 
   

10 78,902 31,508 

Hospital M 
   

15 52,413 23,334 

Hospital N 
   

40 32,180 16,352 

Hospital O 
   

10 95,597 33,806 

Hospital P 
   

25 35,272 13,112 

DOH-retained Hospital 225 67,661 19,375    

Provincial average 42.7 50,447 9,950 40.0 81,221 32,521 

Ave. excl. tertiary hospital 24.5 48,726 9,007 29.3 78,460 31,316 

 

249. Inequity in the decentralization of tertiary hospitals to provinces.  The case study provinces 

highlighted the contrasting health expenditure burdens between a province that assumed the responsibility 

for operating a tertiary hospital after devolution in 1991 and a province where the tertiary hospital was 

retained by DOH.  In the cases of the Visayas Province, where DOH continues to operate the tertiary 

hospital, and the Luzon Province, where the province was tasked with operating the tertiary hospital, the 

variance in average annual health expenditures per capita was severe, with the former spending only P16 

per capita and the latter spending P39 per capita during the five-year study period.   

 

250. National data for 2007 indicated that a total of 24 provinces operated the tertiary hospitals in their 

jurisdiction (similar to Province B) while the provinces with DOH-retained tertiary hospitals (similar to 

Province A) totaled 22.  On average, based on 2007 data from the Bureau of Local Government Finance 

(BLGF), health expenditures per capita were 8.5 percent greater for provinces that operated tertiary 

                                                 
84 All but three of the hospitals in the Visayas Province spent less than 25 percent of MOOE on medical, dental and lab supplies 

expense.  The rest of the MOOE was spent on utilities, travel, and food supplies.   
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hospital compared to those where DOH continued to operate the tertiary hospitals (see Table 5-13).
85

  The 

factors that led to the decisions to decentralize the tertiary hospitals to provinces were ad hoc and not 

based on a consistent policy.   

 
Table 5-13 – 2007 Provincial Health Expenditures per capita, LGU- vs. DOH-operated Tertiary Hospital (Real 1985 Pesos) 

 Number of 
Provinces 

Ave. Health Exp. 
per capita (BLGF) 

Provinces with LGU-operated tertiary hospital 24 39 

Provinces with DOH-operated tertiary hospital 22 36 

Provinces with both LGU and DOH tertiary hospitals 8 37 

 

LGU Role in Social Insurance 

 

251. Weak incentives for LGU funding for enrollment of the poor to the national health insurance 

program.  Statutorily, the National Health Insurance Act of 1995 assigned the responsibility of targeting 

and enrolling indigents in the PhilHealth social insurance program to the local governments, with the 

national government co-financing the enrollment of eligible recipients.  The Visayas Province maintained 

low coverage rates for the PhilHealth program from 2003 to 2005 before a sharp increase in enrollment in 

2006 and 2007, which coincided with the implementation of “Oplan 2.5M,” a national program launched 

by the President to accelerate universal insurance coverage.  For the Luzon Province, the coverage level 

was similarly low from 2003 to 2004 before reaching 100 percent coverage in 2005 after the congressmen 

of the province funded a program to increase the enrollment of eligible recipients using their PDAF 

allocations.  Importantly, the coverage rates for the province began to decline in the succeeding years 

immediately after the congressmen ceased funding the program.   

 

252. Interviews with local officials and congressmen revealed that, from their perspective, funding the 

enrollment of indigents to the national health insurance program ran counter to the pervasive local 

political culture where local politician extend direct assistance to poor constituents who seek assistance 

for emergencies.  Simply put, local officials would much rather reserve discretionary funds to provide 

personalized, direct assistance to their poor constituents rather than allocate these to support the full 

coverage of indigents under a national program.  These anecdotes from the case study provinces indicated 

a very unstable base of indigent health care coverage at the local level and suggested that the enrollment 

of indigents in the national health insurance program was strongly contingent on national-level support. 

 
Table 5-14 – Case Study LGUs: Coverage Rates of PhilHealth Sponsored Program 

 2003 2004 2005 2006 2007 

Visayas Province 28.16 36.66 37.34 120.29 141.37 

Luzon Province 33.65 45.71 100.42 84.48 73.80 

Source:  PHIC regional offices 

 

253. Another problem that is evident in the current system is the possibility of over-targeting, as seen 

in the Visayas Province in 2006 and 2007, where the coverage rates exceeded the number of poor 

families.  While an increase in enrollment is laudable, over-targeting likely means the social insurance 

program for indigents was extended to those who were not poor and likely had the ability to pay health 

insurance.  Since the program was a counterpart scheme between the national government and LGUs, this 

implied that national taxpayers ended up subsidizing premium payments of non-indigents. 

 

 

 

 

                                                 
85 The BLGF average was likely to have been understated because hospital-related MOOE and capital investments funded by the 

Local Development Funds (LDF) of the provinces would not have been captured in the Health category of the BLGF reports 

since these are lumped in the Other Purposes category of the BLGF reports. 
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Recommended Policy Options 
 

254. DOH’s on-going comprehensive reform agenda, which is focused on strengthening incentives and 

systems of accountability for the province-wide health system, is appropriate for addressing some of the 

major challenges emerging from the case studies.  The DOH reform program includes three features that 

address key issues that emerged from the case study analysis. 

 

 Through the program, DOH provides grants to provinces that are linked to the achievement of 

performance targets, as measured using the LGU Scorecards.  Terms of the performance-based 

incentives are formalized through Service Level Agreements (SLAs) between DOH and 

individual provinces.  While the SLAs are technically agreements between DOH and individual 

provinces, the outcome indicators of the LGU Scorecards are public health outcomes that the 

cities and municipalities are directly responsible for.  Hence, while the policy creates natural 

incentives for the provinces to coordinate and support their component LGUs to achieve the 

targeted public health outcomes, it is important that DOH extends technical assistance to 

provinces to facilitate effective operating arrangements between individual provinces and 

component LGUs.  The successful cascading down of the SLAs to the city/municipal level will be 

critical to creating stronger incentives for better local government resource allocation for local 

public health services and for rebuilding systems for inter-jurisdictional coordination. 

 

 The success of the program is contingent on the strengthening of DOH’s system for reliably 

collecting and reporting public health outcomes at the local level.  Currently, ten of the 19 

indicators of the LGU Scorecard rely on FHSIS, which is accomplished by the LGUs themselves, 

creating potential conflicts of interest in local data reporting.  Furthermore, the current practice of 

FHSIS data collection is subject to attrition, wherein province-wide data may be compromised by 

the lack of (or faulty) submission of data at the barangay and/or municipal level.  A specific 

reform that DOH may consider would be to assign the responsibility for gathering and 

maintaining local health data to the Provincial Health Teams (PHTs), which are currently in 

charge of overseeing LGU implementation of DOH programs.  PHTs are resources that could 

potentially be used to conduct household survey sampled at the barangay level, which would 

ensure the accurate and regular collection of data at the community level.  DOH may then 

commission a third party to audit and validate the results of the PHTs. 

 

 The performance-based incentives of the program are geared to support Provincial Investment 

Plans for Health (PIPHs), which are a requirement before provinces can enter into SLAs with 

DOH.  An important feature of the PIPHs is that it is a province-wide plan that is developed 

collaboratively among the province and the component LGUs.  Hence, it is specifically intended 

to strengthen the systems of inter-jurisdictional coordination in the province, which was severely 

weakened during devolution.  With DOH’s technical assistance, the PIPHs are seen as a key step 

in instituting need-based planning and budgeting and budgeting at the LGU level.  These plans 

are expected to identify the critical capital investment needs in each provincial health system, 

particularly for provincial hospitals, and to facilitate and coordinate the mobilization of resources 

to support these investments.  Hence, it is important to ensure that the PIPHs are closely aligned 

with other provincial plans, particularly annual investment plans and the newly-instituted 

Provincial Physical Framework and Development Plans (PPFDP).  It is also important for DOH 

to comprehensively review the overall local public health financing system and explore ways that 

the various streams of funds in the system (i.e., LGU funds, Philhealth, transfers from 

DOH/CHDs, income retained by hospitals, etc.) can be rationalized to allow for more efficient, 

equitable, and transparent allocation of resources for public health. 
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255. As a wide-ranging sector reform effort, the success of the DOH reform program in terms of 

strengthening local health service delivery is contingent on the coordinated implementation of the various 

aspects of the program, closely linking supply-driven technical assistance (i.e., for planning and 

budgeting and for inter-LGU coordination) with mechanisms intended to strengthen systems for local 

accountability for public health services (i.e., through performance-based incentives and transparent 

monitoring of outcomes). 

 

256. The DOH reform program also presents a potential platform to mitigate the inequities among 

provinces stemming from the inconsistencies in the devolution of tertiary hospitals.  The program may 

provide additional grants to provinces that assumed responsibility for formerly DOH-operated tertiary 

hospitals after decentralization.  These 24 provinces assumed additional expenditure burdens for 

operating and investing in larger and more advanced health facilities that the other provinces do not have 

to shoulder.  In the short-term, the SLAs for this subset of provinces could consider the inclusion of 

mechanisms for supplemental performance-based and/or conditional grants that are based on objective 

service standards of the tertiary hospitals, which would augment the financial capacity of these provinces 

to effectively operate these hospitals and to invest in capital upgrades.  However, such initiatives should 

be viewed as a transition strategy as PhilHealth gradually becomes the main source of finance for hospital 

care in DOH’s long-term strategy to establish universal health insurance coverage.  Since health insurance 

reimbursements allow “money to follow patients,” this should eventually address the inequities that arose 

due to differences in hospital capacities transferred to LGUs in decentralization. 

 

257. DOH may consider exploring the possibility of clustering of health workers and facilities 

following the “hub-and-spoke” model to address the fragmentation of health services.  Current 

government resources may not be sufficient to build tertiary hospitals in all geographically isolated and 

disadvantaged areas (GIDAs) and provide for the necessary doctors and nurses.  However, public funds 

can support a network of health facilities and personnel that starts with BHWs and midwives, supported 

by trained nurses, who would be under the oversight of primary care doctors, who in turn would have 

access to specialists in major urban centers through tele-medical services.  In such a system, primary and 

secondary hospitals would be integrated with a specific tertiary hospital.  Finally, a critical part of the 

integration would be an emergency transport system that effectively and efficiently transports patients to a 

higher level referral hospital.   

 

258. PhilHealth may institute and enforce strict requirements on the utilization of reimbursements of 

professional fees for health staff in public hospitals.  Unlike their counterparts in private hospitals, 

PhilHealth’s reimbursements for professional fees for public hospitals are reverted to the provincial 

government with no guidelines for the LGU to redistribute these to the health workers in the hospitals.  

Instituting strict guidelines to reimburse hospital staff would help to address the issue of low salaries and 

to create incentives for doctors to treat patients in public hospitals rather than refer them to private 

hospitals.   

 

259. The national government, through DOH, may consider  assuming the responsibility for targeting, 

enrolling, and financing the premiums of indigents to guarantee the universal health insurance coverage 

of the poor.  With the development of a proxy means test (PMT) instrument for targeting the poorest 

households in the country (through the conditional cash transfer, or “Pantawid Pamilyang Pilipino 

Program,” of the Department of Social Welfare and Development), the national government is in a better 

position both to objectively identify the indigents in the country and has stronger incentives and more 

expansive resources than local governments to fulfill this responsibility.  In this scenario, LGUs would 

then assume the responsibility for targeting, enrolling, and financing the premiums of the near-poor that 

are excluded from the DSWD list. 
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Annex A – Review of Negative Balances in Case Study LGUs 
 

The Local Government Code of 1991 (LGC) prescribes that local government units (LGUs) should 

“endeavor to have a balanced budget in each fiscal year of operation” and this provision is operationalized 

by regulations of the Department of Budget and Management (DBM) and the Commission on Audit 

(COA) that limit LGU obligations to purposes for which appropriations have been approved by the Local 

Councils and there are funds available, as certified by the local treasurer.  However, given the presence of 

continuing appropriations, which allow unutilized maintenance and other operating expenditures (MOOE) 

and capital appropriations to be carried over to the following year, LGUs may technically register 

negative net balances in a given year on a cash basis 

 

Given the aggregate negative net balances during 2003-07 for the Luzon Province and City, the 

implication was that the overall cash balance of these two LGUs should have decreased over this five-

year period.  This expectation was borne out by the cash reserves data for these case study LGUs reported 

in COA’s balance sheets.  In both cases, the annual negative balances (in 2004 and 2007 for the Luzon 

Province, and 2004, 2006, and 2007 for the Luzon City) clearly corresponded to decreases in cash 

reserves for those respective years.  Furthermore, on aggregate, cash reserves declined for the Luzon 

Province and City during the five-year period, by P45.4 million and P12 million, respectively.  It was 

apparent that the negative aggregate balances over the five year period of P11.8 million for the province 

and P12.8 million for the city contributed significantly to the decrease in cash reserves.  The Luzon City’s 

decrease in cash was particularly stark as its cash reserves declined by 70 percent from 2005 to 2007. 

 

 
 

For the Luzon Province, the negative balance incurred in 2004 was primarily the result of an increase in 

capital outlays while the negative balance in 2007 was driven by sharp increases in both capital outlays 

and MOOE.  Personal services (PS) expenditures and debt service payments were generally flat during 

this period.  In 2004, the province’s negative net balance totaled P11 million, which was driven mainly by 

an increase in expenditures of P16.1 million (10.8 percent) from the previous year.  The increase was 

driven by Education-related capital obligations, which included the construction of school buildings and 

purchase of library books, as well as lump sum capital obligations out of the governor’s discretionary 

funds, which included a fund that supported priority development projects of the governor and another 

that provided assistance to barangays and municipalities for development projects (both funds were 

highly discretionary and were, essentially, local pork barrel funds). 

 

In 2007, the Luzon Province’s negative net balance totaled P34.6 million as total expenditures increased 

by P75.8 million (49.7 percent) from the previous year.  The increase was scattered throughout several 

major expenditures, including a wide assortment of MOOE and capital obligations under the office of the 

governor, Education-related MOOE for the purchase of textbooks and miscellaneous expenditures, 

Health-related capital obligations for the construction of a tertiary hospital and the purchase of equipment, 
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and capital improvements to the water systems of two municipalities.  Finally, the province obligated 

P6.5 million and P8.5 million out of its Calamity Fund in 2004 and 2007, respectively, for miscellaneous 

MOOE and capital obligations.  These were the only two years during the study period that the province 

obligated Calamity Fund appropriations.  

 

For the Luzon City, significant negative balances were incurred in 2006 and 2007 and were driven by 

combined increases in capital outlays, MOOE, and debt service payments.  PS expenditures were 

relatively constant during this period.  In 2006, the city’s negative net balance totaled P5.4 million, which 

was driven by an increase in expenditures of P10.6 million (18 percent) from the previous year.  The 

increase was driven by capital obligations and MOOE for the improvement of a sanitary landfill and solid 

waste management facility, Education-related capital obligations such as land acquisition and school 

building construction, and an increase in debt service obligations for loans undertaken in 2004 and 2005 

to construct roads and school buildings.  In 2007, they city’s negative net balance totaled P10.3 million as 

expenditures further increased by P6.1 million (8.8 percent) from 2006.  The escalation in expenditures 

was driven by a further increase in debt service obligations and a spate of capital obligations from the 

mayor’s discretionary funds for miscellaneous land acquisition and building construction.  

 

 
 

The cases of the Luzon Province and City indicate that LGUs have the discretion to utilize cash reserves 

to support current-year deficit spending.  In both cases, the current-year negative balances and depletion 

of cash reserves coincided with surges in miscellaneous capital outlays and MOOE expenditures in 

election years, particularly in 2007.  In the election for that year, the mayor of the Luzon City was 

successfully reelected to a third term while the candidate endorsed by the term-limited former governor of 

the Luzon Province lost to an opposition candidate. 
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Annex B – Review of Debt Financing of Case Study LGUs 
 

2003-07 Borrowers among Case Study LGUs 

 

260. Two of the case study local government units (LGUs) in the Luzon Province took on multiple 

loans during the study period of 2003-07 to finance the capital investment priorities of their local chief 

executives.  In the case of the province, the previous governor embarked on a major rehabilitation and 

reconstruction of a medical center in 2005 and the province undertook loans with the Land Bank of the 

Philippines (LBP) in 2005 and 2007 for P6.1 million and P21.3 million, respectively, to support the 

financing of the project.  The province also took on a smaller loan of P2.1 million in 2003 to finance the 

construction of a bridge.  Relative to the Luzon Province’s overall fiscal capacity though, these loans 

were relatively minor.  The province’s total long-term liabilities stood at just P26.1 million (in constant 

1985 pesos) at the end of 2007, which paled in comparison to its cash position of P71.9 million at the 

same period and its total revenues of P193.7 million for 2007.  In fact, the governor who was elected in 

2007 (after the previous governor had reached his maximum of three consecutive terms) decided to 

borrow almost P100 million in 2009 to finance the construction various infrastructure projects, including 

a trade and investment center, a provincial warehouse, cold storage facilities, and school buildings. 

 

261. In the case of the Luzon City, the current mayor (who was serving his third and final term) 

decided to undertake a series of three term loans totaling P17.3 million with LBP over 2004-05, mainly to 

finance local roads.  Another loan for P17.5 million was undertaken with the Development Bank of the 

Philippines (DBP) in 2007 to finance the construction of 15 school buildings.  These loans represented a 

more significant financial commitment for the city.  The Luzon City’s long-term liabilities totaled P25.1 

million at the end of 2007, which was more than four times the amount of cash that the city held during 

the same period (P5.8 million).  The city’s stock of debt was also relatively large compared to the total 

revenues of the city, which was P65.1 million in 2007.  The loan amortization requirements resulting 

from the loans, in combination with the city’s decreasing cash levels, were likely to have reduced the 

fiscal space available to the city for additional capital investments in the years after the study period. 

 

Pre-2003 Borrowers among Case Study LGUs 

 

262. Two of the case study LGUs in the Visayas Province undertook large loan transactions prior to 

2003, which resulted in substantial debt service payments during 2003-07.  In the Visayas City’s case, the 

loans undertaken by the former mayor to finance various infrastructure projects clearly constrained the 

current mayor’s ability to implement projects in his Executive-Legislative Agenda (ELA).  Nonetheless, 

the current mayor maintains that infrastructure development was the key development priority for the 

city, which was why he did not complain about the fact that significant portions of the Annual Investment 

Plans (AIPs) during his first term were consumed by automatic appropriations to service the loan 

commitments of the previous mayor.  The Visayas City borrowed P17.7 million from DBP in 1997 to 

finance the purchase of land the construction of a new bus terminal and central market.  The city also took 

on a P5.5 million loan from the Municipal Development Fund Office (MDFO) in 2002 to finance the 

construction of an equipment maintenance workshop and the purchase of motor pool equipment.  In 

anticipation of the full amortization of the two outstanding loans with MDFO and DBP at the end of the 

2008, the current mayor planned for a major loan package with DBP in 2009 that would potentially 

include financing for roads and drainage projects and the acquisition of land for a solid waste 

management and a water treatment facility. 

 

263. Visayas Municipality A exhibited the same type of aggressiveness as the Visayas City.  The 

municipality had to allocate significant appropriations out of its AIPs and general budgets during 2003-07 

to pay for the debt service on the loan it undertook in 2002 to rebuild its public market.  Visayas 
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Municipality A also did not hesitate to take on very short-term loans, which repaid within the same fiscal 

year, to finance the initial operationalization of its new public market and community hospital. 

 

Non-Borrowers among Case Study LGUs 

 

264. In contrast, the Visayas Province and Municipality B, and the Luzon Municipality have largely 

been free of debt over the past five years.  The province avoided utilizing debt financing to further 

accelerate its infrastructure development program.  The only outstanding debt in its books was for a very 

old loan that the province had disputed and requested to be condemned.  The disinclination to borrow was 

not necessarily surprising given that the governor instead focused his efforts into mobilizing direct 

external funding from the national government and development partners.  However, as the governor’s 

final term came to a close, there were new plans to borrow for several purposes, including the 

monetization of a future stream of unremitted internal revenue allotment (IRA) receipts; the purchase of 

new equipment for the provincial motor pool; and the purchase of bulldozers for the province’s 

agricultural programs. 

 

265. For Visayas Municipality B, the former mayor admitted that he considered borrowing to finance 

certain projects that his municipality undertook during his last two terms, including water supply projects.  

However, he never aggressively pursued this option because the Local Council (Sanggunian) was too risk 

averse to approve a loan transaction for the LGU, especially since the congressman regularly funded 

projects at the barangays-level.  The former mayor of the Luzon Municipality also expressed a similar 

reservations regarding debt financing.   
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Annex C – Review of Capital Investments of Case Study LGUs 
 

Case Study Provinces   

 

266. In the case of the Visayas Province, the Economic Affairs and General Public Service (GPS) 

functional categories accounted for 90 percent of total capital investments during 2003-07.  The 

Economic Affairs category was the main focus of investments, accounting for two-thirds of all capital 

expenditures.  The province’s investments under this category were concentrated on Transport and Other 

Infrastructure projects implemented by the provincial engineer’s office (49.2 percent of total capital 

expenditures). These were mainly devoted to road construction and improvement projects for the 

extensive provincial road network.  The other Economic Affairs sub-component that received significant 

investments was Other Industries (14.7 percent), which was comprised of annual equipment purchases 

and other support for the provincial motor pool that also supported the activities of the provincial 

engineer’s office.  The preference for investments in roads development in the Visayas Province’s actual 

capital investments during 2003-07 was generally consistent with the heavy prioritization of its Medium-

term Development Plan (MTDP) for 2004-09 on this sector and suggests that this multi-year planning 

document somewhat guided the annual prioritizing and budgeting of the province. 

 

267. The GPS category made up the other large share of the province’s capital expenditures, 

accounting for 22.2 percent of the total.  Half of the Visayas Province’s GPS expenditures, comprising 

11.3 percent of the total, were classified under the Executive and Legislative Organs sub-component and 

included various improvements to provincial administrative systems (including computerization of real 

property tax mapping and financial management systems) and the expansion and rehabilitation of the 

provincial capitol building.  In addition, the province also provided substantial counterpart funding to 

support local government unit (LGU) and NGO programs that received assistance from national 

government and development partners (8.1 percent).  Since these counterpart funds could not be 

disaggregated into their functional purposes, these were classified as GPS n.e.c.  The final sub-component 

under GPS for the province was Grants/Financial Assistance, which included miscellaneous transfers to 

LGUs to support local development projects and comprised 2.8 percent of total expenditures. 

 

268. In the case of the Luzon Province, three categories accounted for almost 90 percent of total 

capital expenditures during the study period: Health, Education, and GPS.  The Health category absorbed 

the largest share of the Luzon Province’s capital expenditures, accounting for 41 percent of the total.  

These expenditures were almost entirely focused on the rehabilitation and construction of a medical 

center in the Luzon City.  The province borrowed a total P27.4 million from the Land Bank of the 

Philippines (LBP) during 2005 and 2007 to help finance this project.  The proceeds from these loans 

accounted for 30 percent of total Health capital expenditures.   

 

269. The Luzon Province allocated approximately 24 percent each for various investments under the 

Education and GPS categories.  The capital expenditures reported both categories included large chunks 

of unspecified lump sums that make it impossible to identify the specific projects.  For Education, 

although portions of capital expenditures were reported for the construction of school buildings and the 

purchase of library books, almost half of the P54.7 million in investments was classified as lump sums.  

For GPS, 43 percent of the P54 million in capital expenditures were classified as GPS n.e.c. because it 

was not possible to identify the specific purposes of the expenditures.  These investments include 

miscellaneous expenditures for Buildings and Other Structures and undefined priority programs of the 

former governor.   

 

270. The prevalence of unspecified capital investments for the Luzon Province compared to the 

Visayas Province was a function of the relatively more opaque annual budgeting process of the former, 
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particularly in the preparation of Annual Investment Plans (AIPs).  Whereas the Visayas Province’s AIPs 

clearly identify the various projects and programs (both maintenance and other operating expenses 

[MOOE] and capital outlays [CO]) to be funded by the Local Development Fund (LDF), large portions of 

the Luzon Province’s AIPs (reaching up to 60 percent in some years) were appropriated for the former 

governor’s priority development program.  According to the officials from the province, the actual 

projects and programs that were funded by this portion of the AIPs were identified over the course of the 

fiscal year and were based on the identified priorities of the former governor, which compromised the 

purpose of the prescribed annual budgeting process.  Finally, as discussed, the Luzon Province’s Local 

Development Investment Plan (LDIP) for 2003-07 did not spell out the priorities of the province, in fact 

the LDIP did not identify the single largest capital investment project of the province during the study 

period: the reconstruction of a medical center. 

 

271. Annual Investment Trends.  A review of the annual capital expenditure patterns of the two case 

study provinces also reveals a stark contrast.  In the case of the Visayas Province, while there was a U-

shaped pattern in capital expenditures over 2003-07, Economic Affairs was consistently the main focus of 

capital expenditures followed by GPS.  As discussed, the focus on roads and infrastructure for the 

province was consistent with the overall priorities of its MTDP.  In the Luzon Province’s case, the capital 

expenditure priorities shifted during the five-year period.  Education-related investments were heavily 

concentrated in 2003-05 while Health-related investments were concentrated in 2005-07 and peaked in 

2007.  GPS investments, which included large chunks of unspecified capital expenditures, peaked during 

the election years of 2004 and 2007, which suggests the possibility of politically-motivated capital 

allocations and transfers.   

 

 
 

Case Study Cities   

 

272. In the case of the Visayas City, the GPS, Economic Affairs, and Housing and Community 

Amenities categories accounted for over 96 percent of total capital expenditures during 2003-07.  The 

GPS category was the major focus of the city’s investments, comprising 68.3 percent of its total capital 

expenditures.  The Visayas City constructed a new city hall complex that was completed in 2007.  The 

construction of the building, as well as related expenditures such as the purchase of office equipment and 

furniture and landscaping, was funded by recurring revenues rather than debt financing.  Capital 

expenditures related to the new city hall, classified under the Executive and Legislative Organs sub-

component, took up the vast majority of the city’s capital investments, accounting for two-thirds of the 

total.  The other sizeable segment of the city’s capital expenditures was the Transport and Other 

Infrastructures sub-component under the Economic Affairs category (16.5 percent of total).  These capital 

outlays were mainly focused on Transport projects for the city’s road network implemented by the city 

engineer’s office.  Finally, capital expenditures for the improvements to the city’s water supply system 

under the Housing and Community Amenities category took up 10.6 percent of total capital expenditures. 
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273. The Visayas City’s capital expenditures were heavily concentrated in 2003-04 for the 

construction of a new city hall, which was undertaken by the previous mayor.  The current mayor thus 

was tasked to complete this major infrastructure project during his first term, even though the city hall 

was not listed in the city’s Executive-Legislative Agenda (ELA) for 2005-07.  As discussed, the loan 

commitments from the previous administration also limited the flexibility of the current mayor to allocate 

resources for the capital priorities identified in the ELA.  Hence, only one-third of the targeted 

investments for road development projects in the ELA were ultimately obligated by the Visayas City.  

Furthermore, no capital obligations were made for school improvements during 2005-07 even though this 

was the second major capital priority under the ELA.  All in all, it was apparent that the decisions and 

commitments of the previous administration had a heavy influence on the fiscal space available to the 

city’s current mayor for capital investments. 

 

274. For the Luzon City, three categories accounted for over 94 percent of capital investments during 

the five-year period: Economic Affairs, Education, and GPS.  Economic Affairs investments comprised 

over 40 percent of total capital expenditures and were concentrated almost entirely on the Transport and 

Other Infrastructure sub-component.  Investments in city and barangays road construction and 

rehabilitation were the main focus and the city borrowed a total of P23.4 million during 2005 and 2007 to 

support these investments.  The proceeds from these loans financed over 70 percent of the city’s capital 

expenditures under this category.  In addition to roads projects, the Economic Affairs category also 

included relatively smaller investments in land and building improvements and electrification. 

 

275. The Education category accounted for over 31 percent of the Luzon City’s capital expenditures.  

Most of these investments supported the construction of school buildings and the city took on a loan from 

the Development Bank of the Philippines (DBP) in 2007 for P11.4 million specifically for this purpose.  

The proceeds from this loan accounted for 45 percent of the city’s Education investments.  The city also 

expended relatively smaller amounts for land acquisition and improvement as well as the purchase of 

books and instructional materials. 

 

276. Finally, the GPS category took up almost 23 percent of total expenditures, the vast majority of 

which were unclassifiable expenditures that were lumped under the GPS n.e.c. sub-component.  Both the 

annual budget and the AIP of the Luzon City were marked by substantial number of unclassifiable capital 

expenditures, which was the result of several factors.  Firstly, the AIPs of the city were approved by the 

Local Council without a specific listing of programs and projects to be funded by the LDF.  The approved 

AIP includes a consolidated list of proposals from the city’s various departments and constituent 

barangays, which was not organized according to priority and whose aggregate amount far exceeded the 

available AIP appropriation.  The actual AIP projects that were funded over the course of the year were 

identified by the mayor based on current year priorities and needs.  Frequently, the LDF was used to pay 

for standard MOOE expenditures, such as rent and electricity bills, resulting in a citation from the 

Commission on Audit for the improper use of the LDF.   

 

277. A second factor that contributed to the large concentration of GPS n.e.c. expenditures was the 

prevalence of shifting General Fund appropriations to the office of the mayor and to non-office budget 

lines from various departments.  For example, the appropriations for the capital outlays of the city 

engineer’s office were shifted to the office of the mayor so that the mayor would have tight control on the 

capital investments undertaken by the engineer’s office.  The unique features of the Luzon City’s annual 

budgeting process made it extremely difficult to untangle its expenditures and classify them under 

functional categories. 

 

278. Annual Investment Trends.  The two case study cities demonstrated very different patterns of 

capital expenditures.  In the case of the Visayas City, three-quarters of the total capital expenditures 

during the study period took place in 2003 and 2004, under the previous mayor.  Hence, there was a sharp 
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downward trend until 2005, after which the overall level of capital expenditures under the current mayor 

was essentially flat during his first three-year term.  In contrast, the Luzon City’s capital expenditures 

peaked in 2005 and 2007 as a result of the various loans undertaken for roads projects in 2005 and for 

roads and classrooms in 2007.  It was also interesting to point out that, similar to the Luzon Province, 

GPS expenditures tended to peak during the election years of 2004 and 2007, which suggests the 

possibility of politically-motivated capital expenditures.   

 

 
 

Case Study Municipalities   

 

279. For Visayas Municipality A, Economic Affairs was the major priority, accounting for over half of 

total capital investments.  The largest chunk of capital expenditures were dedicated to miscellaneous 

construction expenditures related to the municipality’s new public market, which were classified under 

the General Economic Affairs sub-component (25.5 percent of total).  While the municipality undertook a 

P6.1 million loan in 2002 to finance the construction of a new market, Visayas Municipality A spent 

another approximately P1 million for related investments, such as the construction of a slaughterhouse, 

market stalls, and other minor facilities.  The municipality also dedicated a considerable amount of capital 

investments to the construction and upgrading of its municipal road network and the farm-to-market roads 

of its barangays (18.6 percent of total).  The two remaining categories that received relatively large 

allocations of approximately 13.5 percent each of total capital investments were the Executive and 

Legislative Organs sub-component, which included various improvements to government facilities and 

the upgrading of computer hardware, and the Housing and Community Amenities, which included 

various improvements to the local water systems. 

 

280. All the major capital investments undertaken by Visayas Municipality A during 2003-07 were 

identified in the LDIP included in its Comprehensive Land Use Plan (CLUP) for 1999-2009, which was 

identified by the local officials as their key planning document.  The LDIP even included the construction 

of the public market, even though the old market had not yet burned down when the plan was developed 

in 1999.  However, while the LDIP was a comprehensive list of projects with no real prioritization, it was 

clear from conversations with local officials that the CLUP and LDIP helped to guide the selection of 

projects to ensure the consistency with the long-term plans of the municipality. 

 

281. In the case of Visayas Municipality B, the Housing and Community Amenities category received 

the largest share of capital expenditures, accounting for almost one-third of total capital investments.  The 

vast majority of these expenditures went towards the expansion of the local waterworks system, including 

the development of new sources for the system.  Expenditures under the Executive and Legislative 

Organs sub-component of GPS took up the second-largest share of total capital investments, accounting 

for 21.5 percent of the total.  These expenditures were heavily concentrated on the on-going construction 

of an annex building to the municipal hall.  Visayas Municipality B’s investments under the Transport 
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and Other Infrastructure sub-component of Economic Affairs comprised 17.8 percent of its total capital 

expenditures and, similar to Visayas Municipality A, were focused on construction and upgrading 

projects for its municipal road network as well as farm-to-market roads of its barangays.  Finally, the 

municipality also spent considerably more than the other case study LGUs on the Environment Protection 

category.  These expenditures, which comprised 12.4 percent of the total, were allocated for solid waste 

management investments (including a garbage compactor) and the construction of seawalls. 

 

282. As discussed, it was widely acknowledged by the former mayor, who governed Visayas 

Municipality B during the period of analysis, as well as his top officials that the municipality did not 

utilize any multi-year plan to guide its annual budgeting and prioritization.  The allocation of resources 

for the municipality mainly followed the priorities identified by the former mayor based on his 

understanding of the major needs of the LGU.  However, the top four areas that were identified with the 

largest capital expenditure estimates under the municipality’s ELA (water supply, road development of 

barangay roads, solid waste management, and coastal resource management) were all provided with 

relatively significant capital allocations during 2003-07.  At the same time, the construction of an annex 

to the municipal hall, which took up over one-fifth of total capital expenditures, was not included in the 

municipality’s ELA.   

 

283. For the Luzon Municipality, capital expenditures under the categories of GPS, Economic Affairs, 

and Housing and Community Amenities accounted for over 92 percent of investments.  GPS expenditures 

comprised 38.4 percent of total capital investments and these were concentrated on the Grants and 

Financial Assistance sub-component, which was mainly comprised of transfers to barangays to support 

barangay development projects.  The Transport and Other Infrastructure sub-component under Economic 

Affairs comprised over a quarter of total capital expenditures and primarily financed barangay roads 

projects.  Finally, various waterworks improvements projects made up the Housing and Community 

Amenities investments, which also accounted for one-fourth of total capital expenditures. 

 

284. As discussed, the Luzon Municipality’s LDIPs were acknowledged by local officials as wish lists 

of projects that the municipality was seeking funding for from external sources.  For projects that were 

identified to be funded by local resources, no explicit prioritization was made.  Furthermore, taking the 

case of the lump capital outlay for the local waterworks system in 2006, the updated LDIP for 2007 did 

not reflect an adjustment to the budgeted expenditures for the project even after the relatively large 

investment undertake the previous year.  Given the absence of prioritization and the inconsistent updating 

of the plan, it was impossible to assess whether the Luzon Municipality’s capital investments during the 

study period were consistent with its LDIPs. 

 

285. Annual Investment Trends.  Among the case study municipalities, Visayas Municipality A 

exhibited the most consistent annual trends, with annual capital expenditures being relatively constant 

from year-to-year and with Economic Affairs being the consistent priority each year.  These results were 

generally consistent with the fact that it was the only case study municipality that had a municipal 

planning and development officer who utilized its CLUP to help identify capital projects and to ensure 

consistency with its long-term development strategy.  In the case of Visayas Municipality B, capital 

investments were concentrated in 2006 and 2007 ostensibly because the former mayor refused to borrow 

to finance lumpy capital projects and instead chose to accumulate funds until they were sufficient to 

undertake these projects (in this case, the construction of an annex to the municipal hall in 2006 and the 

expansion of the municipal water system in 2007).  Finally, the Luzon Municipality was governed by 

different mayors during 2003-04 and 2005-07, which contributed to the shifting priorities throughout the 

five-year period. 
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Annex D – Review of DPWH Investments in Case Study LGUs 
 

Case Study Provinces 

 

286. During 2004-07, the funding for Department of Public Works and Highways (DPWH) projects 

throughout the Visayas Province totaled P154.4 million compared to P543 million for the Luzon 

Province.  For both provinces, funding for national roads and bridge projects comprised approximately 

one-third of the total DPWH projects, leaving the remaining two-thirds of the funding for local-level 

capital projects.  For the Visayas Province, local projects were mostly concentrated on the construction of 

multi-purpose buildings under the GPS category and the improvement and rehabilitation of local (i.e. 

provincial, city, municipal, and barangay) roads and bridges under the Economic Affairs category.  The 

aggregate investments under these two functional categories accounted for 45 percent of total funding for 

DPWH-implemented projects in the province. In the case of the Luzon Province, DPWH funding was 

focused primarily on local roads and bridge projects under Economic Affairs, which accounted for over 

half the total funding for DPWH projects.   

 

287. For both case study provinces, the funding for DPWH local projects were approximately 1.9 

times the value of the capital investments undertaken by the provincial governments.  In the case of the 

Visayas Province, the funding for DPWH-implemented projects far exceeded the province’s capital 

expenditures in the Environmental Protection (drainage/flood control projects) and Education (classrooms 

and school buildings) categories and were also relatively large in the Housing and Community Amenities 

(water supply projects) and General Public Services (GPS, multi-purpose buildings) categories.  For the 

Luzon Province, the funding for DPWH-implemented projects in the Economic Affairs (local roads and 

bridges) and Environmental Protection (drainage/flood control projects) was extensive compared to the 

provincial government’s investments in these sectors. 

 

288. On a per capita basis, the funding for DPWH-implemented projects in the Luzon Province was 

more than 2.5 times the level of the Visayas Province during the four-year period.  The vast difference in 

total annual per capita funding was driven entirely by high level of funding for the former’s road and 

bridge projects, both for the national and local networks.  In fact, when national and local roads 

investments were excluded from the analysis, both case study provinces received P14 in annual per capita 

funding for DPWH-implemented projects.   

 

289. These findings attest to the ability of the four Luzon Province congressmen and the former 

governor to lobby the national government to undertake major roads investments in the province.  

However, it must be noted that the governor of the Visayas Province was also well-known for his close 

relationship with the current administration and was successful in lobbying the national government to 

finance major investments in agricultural and transportation infrastructure.  These projects were not 

implemented by DPWH and the expenditures were thus not captured in this analysis.  

 

290. Annual Investment Trends.  Looking at annual trends, the patterns of DPWH-implemented 

projects revealed significant peaks in 2007 for both case study provinces, although especially so for the 

Luzon Province.  For the Visayas Province, the funding for DPWH projects at the local level was 

relatively stable throughout the four year period and it was a surge in DPWH national roads and bridge 

projects in 2007 that drove the overall DPWH investments that year.  In the Luzon Province’s case, 2007 

marked an even more pronounced spike in DPWH projects, specifically for projects for both the national 

and local roads networks.  For both provinces, the patterns of local and national capital investments did 

not appear to be correlated. 
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Case Study Cities 

 

291. The funding for DPWH-implemented local projects in the Visayas City totaled P12.1 million over 

2004-07.  The Environmental Protection category, which included projects for drainage and flood control, 

accounted for more than one-third of total.  The other two major categories of DPWH projects were roads 

improvement projects under Economic Affairs and multi-purpose building construction under General 

Public Services, both of which comprised approximately 30 percent of total investments.  Relative to the 

city’s own capital expenditures, the DPWH-implemented projects were concentrated on the 

Environmental Protection, Education, and Economic Affairs categories as the national-level funding for 

these projects exceeded what the city invested during the four-year period. 

 

292. The funding for DPWH projects in the Luzon City totaled P11.4 million during the four-year 

period and was concentrated on four categories that accounted for 87 percent of total funding: school and 

classroom construction under Education, local roads and bridge projects under Economic Affairs, multi-

purpose buildings under GPS, and water supply projects under Housing and Community Amenities.  In 

contrast to the other case study local government units (LGUs), the funding for DPWH-implemented 

projects exceeded that of the city’s own expenditures in only one category: Housing and Community 

Amenities. 

 

293. Compared to the other case study LGUs, the Luzon City invested heavily in local infrastructure 

using current resources and loans.  However, on a per capita basis, the Luzon City also received just one-

third the level of funding for DPWH-implemented local projects compared to the Visayas City (P11 vs. 

P33 annually per capita, respectively).  Based on interviews with local officials, the political competition 

between the mayor of the Luzon City and the congressman for the 2
nd

 district of the Luzon Province, 

whose nephew was the opposition vice-mayor during 2005-07, was a major factor for the relatively lower 

levels of national-level support for local infrastructure in the city.  The mayor often opposed the 

implementation of external projects in the Luzon City, to the point where city officials were instructed to 

halt on-going DPWH projects, particularly those funded by Priority Development Assistance Fund 

(PDAF) allocations.  In fact, the congressional funding per capita for DPWH projects in the Luzon City 

were just 40 percent of the level of neighboring Luzon Municipality.   

 

294. Interestingly, the mayor of the Visayas City and the congressman for the 1
st
 district of the Visayas 

Province were also from opposing political factions.  However, unlike the situation in the Luzon City 

where there was very little cooperation between the mayor and the congressman, there was an implicit 

agreement in the Visayas City where the mayor freely allowed the barangays to submit project requests to 

the congressman and did not interfere with the implementation of PDAF projects.  Nonetheless, the 

consequence of this arrangement was that there was very little coordination between the congressionally-

funded and city-funded projects. 
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295. Annual Investment Trends.  The annual trends for DPWH investments in the Visayas City were 

similar to that of the Visayas Province as the funding of DPWH-implemented projects was relatively flat 

during 2004-06 before surging in 2007 as a result of sharp increases in local roads and bridge projects and 

drainage and canal projects.  In contrast, the funding for DPWH projects in the Luzon City steadily 

declined during 2004-07 as school building, roads, and multi-purpose building construction projects were 

reduced towards the latter part of the period.  Similar to the provinces, the patterns of local and national 

capital investments among the two cities did not appear to be correlated. 

 

 
 

Case Study Municipalities 

 

296. DPWH-implemented projects to construct multi-purpose buildings (GPS) and roads and local 

roads and bridges (Economic Affairs) accounted for the vast majority of funding for the three case study 

municipalities during 2004-07, exceeding 70 percent in each case.  The other relatively important areas of 

funding for DPWH local investments included the construction of flood control projects under the 

Environmental Protection category, which took up one-fifth of the total in Visayas Municipality B, and 

water supply projects under the Housing and Community Amenities category, which took up 13.8 percent 

and 7.1 percent of total funding for the Luzon Municipality and Visayas Municipality A, respectively.   

 

297. Although classroom and school building construction represented a small share of the DPWH 

projects in the three case study municipalities, this was the functional category where the ratio of DPWH 

local investments to LGU capital expenditures were the highest (ranging from 2.6 in Visayas 

Municipality A to 17.6 in the Luzon Municipality).  For the Luzon Municipality, the other category where 

the municipality relied very heavily on external investments by DPWH was the Economic Affairs 

category, where the funding for DPWH-implemented roads projects was more than 10 times that of the 

municipality. 

 

298. The annual funding per capita for DPWH-implemented projects was highest for the Luzon 

Municipality at P33.  This was twice the level of annual per capita funding for Visayas Municipality A 

(P16) and 1.5 times the level of Visayas Municipality B.  The relatively high level of funding for DPWH 

local investments in the Luzon Municipality was a testament to the strong alliance of the former mayor 

with the congressman and the former governor.  While the average per capita funding for projects in 

Visayas Municipality A was relatively low, the data did not include the upgrading of the municipal port 

into a Roll-on Roll-off (RORO) Port as part of the national Strong Republic Nautical Highway system.  

This significant infrastructure investment was not undertaken by DPWH. 

 

299. Annual Investment Trends.  As was the case with the other case study LGUs, the funding for 

DPWH-implemented projects peaked during particular years.  In the case of Visayas Municipality A, 

there was a surge in DPWH investments in 2006 due to the completion of barangays bridge projects that 
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year.  For Visayas Municipality B, DPWH investments peaked in 2005 with the implementation of 

several seawall protection and flood control projects.  Finally, the Luzon Municipality saw a very large 

increase in DPWH investments in 2007, which coincided with the implementation of several farm-to-

market road improvement and cementing projects.  As was the case with the other LGUs, there did not 

seem to be a correlation between local and national capital investments among the case study 

municipalities. 
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Annex E – Review of Medium-term Plans of Case Study LGUs 
 

Case Study Provinces 

 

300. The Visayas Province was the only case study local government unit (LGU) that placed a high 

priority in developing and utilizing a medium-term planning framework.  The governor established a 

reputation as being very development-oriented and the province was recognized for numerous awards for 

its achievements in poverty reduction and good governance during his term.  The governor was also a 

well-known supporter of the president and established strong relationships with many development 

partners.  The combination of a strong emphasis on planning and close relationships with the national 

government and development partners was instrumental in attracting significant investments in 

infrastructure and technical assistance to the province.   

 

301. The Visayas Province prepared a Medium Term Development Plan (MTDP) for 2004-09 with the 

objective of alleviating poverty and fostering sustainable development in the province by focusing on 

tourism and agri-industrial development.  The plan was prepared by the provincial planning and 

development office in coordination with the other provincial departments and the component 

municipalities and city of the province.  The MTDP included detailed situational analyses for numerous 

sectors classified under the five core development areas (social development, economic development, 

environment and natural resource management, development administration, and infrastructure 

development) followed by the identification of sectoral goals, specific objectives to be achieved, and 

strategies for achieving the objectives.   

 

302. The MTDP included a comprehensive Local Development Investment Plan (LDIP) that was 

organized by sector and listed projects that required funding over the six-year period of the plan.  The 

investment program included projects identified by the component municipalities and city and identified 

funding sources and implementing agencies for each project.  The majority of the projects listed, 

particularly the large-scale “mega-projects,” were intended to be implemented by national government 

agencies, with funding either from the agencies themselves or from official development assistance 

(ODA) sources. 

 

303. While it was not clearly articulated in the MTDP, interviews with the governor and planning 

officials indicated that roads development was the major capital investment priority of the Visayas 

Province’s MTDP.  This was due to the recognition that strengthening the provincial road network was 

critical to providing local farmers with access to markets and improving the tourism infrastructure.  

Furthermore, improving the road network was seen as a major component in mitigating the communist 

insurgency problem in the province.  In the LDIP, there was a total of almost P10 billion (in nominal 

terms) in roads projects over the six-year period, which included both projects to be implemented by the 

provincial engineer’s office and, mostly, by the Department of Public Works and Highways (DPWH).  

Approximately P2.4 billion each were also included for the construction of a new international airport and 

a large-scale irrigation project via the Air Transportation Office and the National Irrigation 

Administration, respectively.  Agricultural sector projects, mainly to be implemented by various national 

government agencies, totaled P1.8 billion. Beyond these major sectors and “mega-projects,” the other 

sectors and projects that received relatively large estimates ranging from P400-P600 million included 

social welfare and development, education, housing, culture, environment, ports, and power.  Again, in 

each of these cases, the major investments were to be implemented by national government agencies.   

 

304. Even though many of the large-scale projects of the national government in the Visayas Province 

were either fully-implemented or were in the process of being implemented (e.g. circumferential road 

project, irrigation project, various ports projects, international airport), the province did not systematically 
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monitor and track the implementation of the MTDP.  Hence, it was not possible to know how much of the 

ambitious plan was achieved.  Importantly, the heavy reliance of the LDIP on external sources of funding 

was a clear acknowledgment on the part of the province that its internal resources were far too scarce to 

significantly address the province’s infrastructure needs.  The only part of the investment program that 

clearly included relatively large allocations from the provincial budget was roads and bridge 

development.   

 

305. In 2007, after the re-election of the governor for a third and final three-year term, the MTDP was 

repackaged into a 10-point development agenda (termed “10 in 2010”) that was closely aligned with the 

priorities of the national government’s medium-term development plan.  The governor also used this 

platform to reach out to the mayors of the Visayas Province’s component LGUs, half of which were 

newly elected during the 2007 election, to gain consensus on an overall provincial development agenda.  

Several planning tools were also introduced by the province during this period.  The Local Governance 

Poverty Database Monitoring System (PDMS) was introduced by the provincial government and 

expanded to all component LGUs as a tool for measuring the level of poverty at the municipal, barangays, 

and household levels and targeting the most vulnerable parts of the population for local programs.  This 

database system was established with the support of a local NGO.  The province also launched an 

integrated area development framework, which organized the component LGUs of the province into five 

clusters that would develop coordinated plans and programs for each geographical cluster.  This effort 

was supported by an AusAID grant. 

 

306. In the case of the Luzon Province, a Provincial Physical Framework Plan was prepared for 2003-

07, which included an LDIP that outlined the broad development thrusts and polices of the province along 

with sectoral objectives and strategies.  In comparison to the Visayas Province As MTDP, the multi-year 

development plan for the Luzon Province was considerably less comprehensive and detailed.  According 

to the provincial planning officials, individual investment plans were solicited from regional offices of 

national agencies and from provincial departments during the development of the plan.  However, not all 

regional offices and provincial departments actually submitted plans before the deadline set by the 

province.  Hence, the LDIP compiled only the plans of agencies and departments that were submitted on 

time.  For example, the LDIP only includes the DPWH investment plan for the 2
nd

 district and the 

Department of Agrarian Reform (DAR) investment plan for the 1
st
 district because the other district 

offices failed to submit plans.  Furthermore, the LDIP only included investment plans from six provincial 

departments and excluded plans from relatively important sectors, such as education and tourism. 

 

307. The projects listed under the LDIP were not organized by sector but rather by the responsible 

national agency and provincial department.  Hence, the LDIP was composed of separate lists of projects 

from national agencies and provincial departments and even in cases where the national and provincial 

offices operated in the same sector (e.g. DPWH and the provincial engineer’s office), the plans were not 

integrated.  Furthermore, the sources of funding for the projects of the provincial departments were 

almost exclusively from the LDF and did not include the General Fund.  This was a clear indication that 

the LDIP was essentially a master-list of potential projects to be funded by the LDF rather than a cohesive 

multi-year development plan.   

 

308. The Luzon Province’s LDIP did not specify what the capital investment priorities on the province 

were during the plan period.  The road sector had the largest amount of planned capital investments 

during 2003-7, with approximately P170 million worth of projects from the province and P1.3 billion for 

arterial and farm-to-market roads from the 2
nd

 district office of DPWH.  DAR’s 1
st
 district office and the 

National Irrigation Authority also included large investment plans (P1.1 billion and P1.7 billion 

respectively) for the five-year period while the provincial agriculturist and veterinarian offices also 

included relatively large investment plans (P70 million and P130M, respectively).  However, similar to 

the Visayas Province, the Luzon Province did not monitor and evaluate the implementation of the LDIP.  
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Even as Province B actually benefited from substantial support from DPWH, the implementation of these 

projects were not tracked by the province. 

 

309. Finally, the officials from the provincial planning office explained that there was no formal link 

between the LDIP and the annual planning and budgeting process of the province.  Ultimately, capital 

outlay decisions were made by the Governor based on immediate priorities rather than the multi-year 

plans laid out by the different provincial departments in the LDIP. 

 

Case Study Cities 

 

310. For the Visayas City, a Comprehensive Land Use Plan (CLUP) was developed in the late 1990s 

with technical assistance from development partners.  When the current mayor was elected in 2004, he 

defined the new priorities of his administration through the development of an Executive-Legislative 

Agenda (ELA) for 2005-07.  The ELA was a particularly important tool for the mayor because he 

defeated an incumbent mayor in the election and the majority of the members of the Local Council 

(Sanggunian) were not from his political coalition.  Hence, the three-year ELA provided him with the 

opportunity to jointly develop a common vision and agenda for the city with the Local Council, city 

department officials, and NGOs.   

 

311. The ELA identified infrastructure projects related to the roads networks as the sector requiring the 

largest investments, totaling approximately P77 million (in nominal terms) over the three-year period.  

The Visayas City’s ELA also identified infrastructure improvements to city public schools as the other 

major capital investment priority, estimating a funding requirement of P15 million.  Although the ELA 

format allowed the LGU to include external sources of financing for projects, the sources of funding in 

the city’s plan were generally limited to local sources (i.e. General Fund, LDF, and SEF).  

 

312. Interviews with the planning officials of the Visayas City indicated that the mayor used the ELA 

as a broad framework for annual planning and budgeting.  However, as will be discussed later, the actual 

expenditures of the city did not conform closely to the ELA priorities.  While the city’s available fiscal 

space for capital investments was somewhat affected by relatively large debt service commitments during 

the study period, it was also apparent that the mayor exhibited significant discretion in prioritizing 

projects and programs that he deemed to be important priorities, whether they were part of the ELA or 

not.  The case of the Visayas City also highlighted the fact that the adoption and implementation of local 

plans was contingent upon the working relationship between the mayor and the local legislature.  The city 

prepared a new ELA for 2008-10 but it was not adopted because of political conflicts between the mayor 

and the vice-mayor, who serves as the presiding officer of the Local Council. 

 

313. In the case of the Luzon City, an MTDP was developed for 2005-07, which included an LDIP as 

an annex.  However, the LDIP was basically a compilation of lists of projects from the component 

barangays and departments of the city.  In contrast to similar plans from other case study LGUs, the 

Luzon City’s LDIP did not indicate a source of funding for the projects and the lists of projects were 

prepared independently from and unrelated to the detailed situational analyses and sectoral strategies that 

were developed by the city planning and development office.  Among the projects listed, the largest 

portions were allocated for the construction of roads by the city engineer’s office, which totaled P426 

million over the three-year period.  Land development and school building construction were the other 

capital investment priorities (P105 million and P44 million, respectively).  

 

314. According to planning officials and senior administrators, the plans produced by the city planning 

and development office were prepared purely for compliance purposes.  Ultimately, the mayor made the 

final decisions on annual budget allocations based on immediate priorities rather than the multi-year plans 

of the Luzon City. 
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Case Study Municipalities 

 

315. In the case of Visayas Municipality A, the CLUP for 1999-2008 was acknowledged as the LGU’s 

multi-year plan even though the municipality also prepared an ELA for 2005-07.  The municipality’s 

CLUP included an LDIP for the 10-year period that included a comprehensive list of projects organized 

by sector that specified estimated projects costs and indicative sources of funding (both local and 

external).  Based on interviews with the municipal planning officials, even though the LDIP was not 

formally updated in the intervening years, the projects identified in the plan served as the basis for 

ensuring that the capital projects to be funded by the LGU in the annual planning and budgeting process 

were consistent with the long-term development strategies of Visayas Municipality A.  Furthermore, the 

plan served as the basis for coordinating with the provincial government in seeking national government 

support for local infrastructure.  For example, the improvement of the municipal port was one of the 

larger projects identified in the LDIP and this was eventually upgraded by the Philippine Ports Authority 

into a roll-on, roll-off port in the 2006. 

 

316. For Visayas Municipality B, interviews with the former mayor, who served during the study 

period, and finance officials indicated that the local government did not actively utilize any multi-year 

planning document.  An ELA was prepared for 2005-07 for compliance purposes but was not practically 

used.  Nonetheless, the top four areas that were identified with the largest capital estimates under the ELA 

were the areas where capital investments were concentrated on during the study period – water supply, 

road development of barangay roads, solid waste management, and coastal resource management.   

 

317. Finally, the Luzon Municipality prepared a CLUP for 2000-10 that included an LDIP for the 10-

year period.  The municipality was unique among all the case study LGUs visited in that it updated its 

LDIP, which was shortened to cover a five-year period, on an annual basis.  The LDIP listed projects 

organized and developed by the various municipal departments and external sources of funding were cited 

for most of the projects and programs.  According to the Luzon Municipality’s planning officials, the 

LDIP was updated unevenly depending on the department.  For example, there were some departments 

where the LDIP forms did not change for several consecutive years.  Also, even for departments that did 

update their forms, the LDIPs changed very minimally from year to year because of the lack of funding to 

implement the projects in the plan.  Essentially, the LDIP served as a wish list of projects waiting to be 

funded by the external sources such as the provincial government, the congressman, and national 

government agencies.  Importantly, there was no explicit prioritization in the LDIP and the former mayor, 

who served during the study period, identified the projects to be funded based on immediate priorities. 

 

 

 

 

 


