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Preface

 The inauguration of a new Government and Congress in July 2010 offers a window of opportunity 
to improve development outcomes in the Philippines. The Philippines, a vibrant island nation with 
enormous potential as a strong economic and social presence in the East Asia region, has not lived up to its 
growth	and	development	potential.	This	is	due	at	least	in	part	to	weak	fiscal	policy	and	management.	The	
new	administration	has	the	opportunity	to	change	that	by	improving	the	level,	efficiency	and	distribution	of	
public expenditures and revenues, and by strengthening overall governance to achieve faster, more inclusive 
growth. 

 This Public Expenditure Review (PER) aims to provide information, analysis and guidance to 
support the Philippines in this important endeavor. Its primary target audience is the incoming government 
and, especially, its economic and social policy teams. We also hope the document will prove useful to the 
members of Congress, academia, civil society, the media and the Filipino public at large, as well as other 
external cooperation partners.

 The report aims to be overarching, but not comprehensive, focusing on the impact of government 
revenues and expenditures on development outcomes.	 Key	 issues	 are	 the	 amounts,	 efficiency	 and	
distribution of government revenues and expenditures, including both national and local public resources. The 
report also highlights data gaps that limit the scope of analysis, monitoring and evaluation of public revenues 
and expenditures. The report builds on the 2003 PER and more recent economic and sector work in the World 
Bank, including the Philippines Development Reports (2007, 2008) and the Inclusive Growth Report (2010). 
It also draws from previous sector PERs on agriculture (2007), transport (2009) basic education (2010), and 
health (forthcoming 2010), and on the Philippines Discussion Notes series (2010). The report does not address 
issues	of	public	financial	management	in	any	detail,	given	that	substantial	work	is	already	being	carried	out	
separately, including a Public Expenditure and Financial Accountability (PEFA) review in 2009.

 The team has devoted careful attention to the political economy of policy change. As a result of this 
focus, it puts forth three proposed avenues that the government and other actors can consider undertaking to 
facilitate	implementation	of	the	report’s	policy	recommendations.	The	first	is	the	establishment	of	a	“fiscal	
pact”	between	the	Executive	and	Congress	on	revenue	and	deficit	targets	as	well	as	priority	expenditures,	the	
second is the establishment of a Data Forum to advocate and monitor improved production and dissemination 
of data, and the third is a Tax Watch organization to monitor issues related to tax policy and administration.
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Executive Summary1

1.  The Philippines exhibits important gaps in its growth and development performance vis-à-vis other 
East Asian countries. The Philippines succeeded in maintaining macroeconomic stability in the aftermath 
of the 1997 East Asian crisis, but was unable to keep up with other countries in the region in terms of 
growth and poverty reduction. The country was able to muster positive per capita growth of 2.9 percent 
per annum during 2000-08, but the other large East Asian economies grew much faster, averaging over 4 
percent. Similarly, education and health outcomes in the Philippines have on balance improved over the 
last decade, but the progress made fell short of that observed in the rest of the region, including lower 
middle-income countries such as Indonesia and Vietnam. One noteworthy consequence of this relative 
performance	pattern	is	that	the	poverty	rate	reported	for	the	East	Asia	and	Pacific	region	as	a	whole	is	now	
below the Philippine rate, even though it had been nearly twice as high just two decades ago. 

2.  The performance gaps exhibited by the Philippines are due, at least in part, to expenditure 
shortcomings in priority areas. The country is either not devoting enough resources, or not spending 
them	efficiently	enough,	in	priority	areas	that	are	closely	associated	with	growth	and	poverty	reduction.	
Two generally recognized determinants of growth and poverty reduction during the developmental stage 
are the rates of physical and human capital accumulation. These rates typically depend on the amount of 
total spending on public infrastructure and on health and education services, as well as on the quality of 
such spending. Public spending has an important role to play in these areas, which generally comprise the 
lion’s	share	of	the	total	public	sector	primary	budget.	

3.  A key finding of this PER is that shortfalls in the size of public spending generally appear to be 
more important than shortfalls in the quality or efficiency of public spending in explaining these 
performance gaps.  In certain critical sectors, however, the Philippines also exhibits shortfalls in the 
efficiency	of	public	spending,	defined	broadly	as	the	performance	outcomes	achieved	per	unit	of	public	
spending	per	annum.	An	important	factor	contributing	to	a	 lower	efficiency	in	public	spending	are	 the	
disparities in the distribution of public expenditures, observed both across income groups and across 
geographic	regions.	That	is,	public	expenditures	that	are	concentrated	on	fewer	needy	beneficiaries	tend	to	
generate	weaker	development	impacts.	These	findings	suggest	that	the	Philippines	cannot	hope	to	achieve	
the	 same	 development	 outcomes	 as	 the	 better-performing	 countries	 in	 the	 region	 through	 efficiency	
improvements alone, but will have to make a greater effort in stepping up the quantity of public spending 
in	priority	areas.	Improvements	in	the	efficiency	of	public	spending	can,	of	course,	help	in	reducing	the	
performance	gaps,	and	this	can	be	achieved	by	ensuring	that	the	benefits	of	public	spending	are	distributed	
more equitably across regions and income groups 

1The	first	page	of	this	executive	summary	has	been	drafted	by	U.	Lachler.
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The Overall Size of Public Spending

4.  Public spending in priority areas --basic education, health and transport-- is significantly lower in 
the Philippines than in comparator countries. Expenditures on basic education, health and transport 
have been declining as a percentage of GDP and as a share of government expenditures. They are also 
significantly	lower	than	in	comparator	countries.	The	basic	education	and	health	sectors	exhibit	a	gap	with	
regional comparators of 2.5 and 0.7 percent GDP respectively while the gap in national government (NG) 
capital investment is almost 4 percentage points of GDP. This gap is compounded by an equally large 
shortfall	in	private	investment.	All	combined,	gross	fixed	capital	formation	in	the	Philippines	is	over	10	
percentage points of GDP below that of regional comparators. The expenditure gaps in these three priority 
areas sum up to an overall spending gap of between 5 and 7 percent of GDP. 

5.  Lower expenditures on priority sectors mostly reflect a lower overall level of public expenditures 
rather than differences in the sector distribution of public spending. However, the shares of 
government expenditures devoted to priority sectors have also declined. Between 1997 and 2010, the 
shares of the national budget going to the Department of Education, the Department of Health (DOH) 
and to capital outlays declined from 18 to 14 percent, from 3 to 2 percent and from 20 to 10 percent 
respectively. Local government expenditures have followed a similar trend, with allocations to education, 
health	 and	“economic	 services”	 (including	 infrastructure)	declining	and	personnel	 services	 and	“other	
purposes” rising. Another reason why priority sector expenditures have declined is that, until 2005, they 
have been increasingly crowded out by rising debt service payments. This trend was reversed with the 
fiscal	adjustment	of	2005-2008.

The Evolution of Public Expenditures and Revenues

6.  Priority sector expenditures declined between 1997 and 2005 and increased between 2006 and 2009. 
Primary public spending on basic education, health, and transport all show this pattern, which 
mirrors the evolution of public revenues. Tax revenues had been eroding continuously since 1997, 
until	a	package	of	tax	reforms	in	2005	temporarily	halted	this	decline,	resulting	lower	fiscal	deficits	and	a	
decline of the public debt ratio. This also allowed primary public expenditures to recover slightly over the 
subsequent four years. In 2009, the macro-economic situation worsened again due to the combined impact 
of	 two	major	 typhoons,	 the	 global	 financial	 crisis	 and	 introduction	 of	 new	 revenue-eroding	measures	
by Congress. Revenues declined as a result, but expenditures continued to expand as the government 
implemented	countercyclical	policies	in	response	to	the	global	crisis	and	typhoons,	causing	the	deficit	to	
soar to unsustainable levels. In the absence of new revenue-raising measures, therefore, expenditures in 
the priority areas, particularly infrastructure, are expected to decline again beginning in 2010 and widen 
further the existing spending gaps.

7.  In education, trends in public spending and key sector outcomes are closely related. As public 
expenditures on basic education declined during 1997-2005, key education outcome indicators – enrollment 
rates, completion rates and test scores – deteriorated. Once sectoral expenditures picked up in 2006, these 
outcomes began to improve again. Overall, however, the Philippines lags behind regional comparator 
countries in the development of human capital. School enrollment and completion rates are below the levels 
of other regional middle income countries, including Indonesia and Vietnam. Similarly, the ranking of the 
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Philippines in math and science test scores, a key indicator of educational quality, is well below that of 
comparator countries, including Indonesia. This weak performance bodes poorly for the future of inclusive 
growth in the Philippines. 

8.  The health sector exhibits a similarly close relationship between public expenditures and sector 
outcomes. As real per capita health expenditures declined between 1997 and 2006, health outcomes in 
the	Philippines	improved	less	than	in	other	East	Asian	countries	with	similar	levels	of	sector	efficiency	
but higher levels of expenditure. This suggests that low levels of public expenditures in health constitute a 
bottleneck.	Meanwhile,	out-of-pocket	health	spending	has	been	rising	and	financial	constraints	are	one	of	
the top reasons cited by lower income groups for not accessing health facilities. As a result, although infant 
and maternal mortality rates have improved, they continue to be much higher than in comparator countries. 
Progress toward meeting health Millennium Development Goals (MDGs) is mixed: prospects are good for 
achieving the infant and child mortality MDG and in combating HIV/AIDs and malaria, but only moderate 
for reducing the prevalence of underweight children, and poor for reducing maternal mortality. 

9.  In the transport sector, the quality of infrastructure and size of public spending also seem related. 
The percentage of national roads in good and fair condition and the percentage of paved national roads 
have	broadly	stagnated	since	1982,	reflecting	under-funding	of	the	roads	sector	and,	in	particular,	of	road	
maintenance expenditures. Road density is on par with comparator countries, but road quality is sub-par. 
Department of Public Works and Highways (DPWH) expenditures peaked in 2000, but were cut in half 
between 2001 and 2005, dropping from 1.8 percent to 0.9 percent of GDP. Other indicators of overall 
infrastructure expenditures, such as levels of capital outlays, public investment and local government 
expenditures	on	“economic	services,”	followed	the	same	trend.	DPWH	expenditures	increased	again	after	
2006 and by 2007, there had been an increase in the percentage in roads in good and fair condition. In 
2008, however, DPWH expenditures were still lower than in the peak year of 2000 and are poised to 
decline again in 2010. 

10. The same pattern of public spending since 1997 is also observed in other priority sectors, such as 
agriculture and the judiciary. Even though they only represent a minor portion of the NG budget, the 
agriculture sector plays a critical role in poverty reduction as the main source of unskilled labor employment, 
and	the	judiciary	is	essential	to	shaping	the	country’s	governance	environment.	From	1997	to	2005,	public	
spending on agriculture declined from around 0.1 percent to 0.04 percent of GDP, and public spending on 
the judiciary fell from 0.22 percent to 0.15 percent of GDP. In the judiciary, reduced resource availability 
has skewed the composition of sector expenditures toward personnel services, squeezing out maintenance 
and	operating	expenses	and	impairing	the	sector’s	capacity	to	provide	judicial	services,	especially	for	poor	
and marginalized groups. In agriculture, the negligible amount of NG spending on agriculture has been 
dominated	by	 the	 rice	 subsidies	financed	 through	 the	National	Food	Authority	 (NFA),	whose	off-budget	
losses	rose	to	over	1	percent	of	GDP	in	2008.	The	bias	generated	by	the	NFA’s	policies	to	promote	rice	self-
sufficiency	has	been	compounded	by	NG	spending	on	irrigation	and	production	subsidies	favoring	traditional,	
mainly import-competing sectors. On the other hand, the provision of public goods, such as R&D, market 
information,	food	safety	and	quality,	and	market	development	support	has	not	received	sufficient	resources.	
The	resulting	distortion	in	production	incentives	helps	explain	the	Philippines’	lackluster	agriculture	sector	
performance over the past decade.
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The Efficiency of Public Spending

11. Evidence on the relative efficiency of public spending in the Philippines vis-à-vis other countries in 
the region is less clear-cut than evidence on relative spending levels.2 The preceding sections noted 
that	there	are	significant	differences	in	sector	spending	levels	across	countries,	and	that	these	differences	
appear	to	be	correlated	with	sector	outcomes.	In	contrast,	the	Philippines	does	not	stand	out	vis-à-vis	other	
countries	at	similar	levels	of	development,	both	regionally	and	worldwide,	in	regard	to	the	efficiency	of	
public	spending	in	the	social	sectors.	The	findings	of	this	PER	corroborate	earlier	work	on	the	comparative	
efficiency	of	social	expenditure	in	the	Philippines	from	1995	to	2002	on	a	worldwide	basis.3	We	do	find	
that	the	Philippines	exhibits	comparatively	low	efficiency	in	the	transport	sector.

12. The Philippines exhibits similar efficiency scores as the regional averages in public spending on basic 
education. The Philippines ranked number three among a group of eight countries in the region in terms 
of	the	efficiency	with	which	public	spending	in	basic	education	translates	into	primary	and	secondary	net	
enrollment ratios, primary completion rates, literacy rates and several other sector outcome indicators. 
Relative	to	the	Republic	of	Korea	as	the	best	performer	in	this	group,	the	efficiency	score	of	the	Philippines	
is 0.98, above the group average of 0.88.  

13. Efficiency scores of education spending across geographic regions in the Philippines exhibit an inverse 
U-shape form when plotted against the level of sector spending. This suggests the existence of a non-
linear relationship between spending and outcomes according to which a minimal level of expenditure 
is	needed	to	achieve	high	efficiency	while	diminishing	marginal	returns	set	 in	after	a	certain	spending	
threshold	has	been	reached.	In	basic	education,	correlations	between	efficiency	scores	and	intermediate	
indicators point to physical capacity constraints as the main bottleneck. Considering the large differences 
in	the	amount	of	basic	education	expenditures	across	regions,	there	appears	to	be	some	room	for	efficiency	
gains by redistributing expenditures from well-resourced regions to less well-resourced ones. Using 
the	 average	 regional	group	 efficiency	 as	 a	benchmark,	 however,	 the	magnitude	of	potential	 efficiency	
improvements through reallocation across regions is only around 7 percent.4	These	findings	suggest	that,	
although some improvements in sector outcomes can be achieved by reallocating existing spending per 
capita more evenly across regions within the Philippines, the country cannot hope to achieve the same 
basic	education	outcomes	as	other	countries	in	East	Asia	without	significantly	increasing	the	amount	of	
total sector spending. 

2The	measure	of	efficiency	in	public	spending	being	used	here	refers	to	the	relationship	between	the	amount	of	sector	spending	and	
sector	outputs/outcomes,	such	that	countries	exhibiting	better	outcomes	per	unit	of	sector	spending	are	considered	more	efficient.	
The methodology used for this estimation is Data Envelopment Analysis (DEA). This measure differs from other commonly used 
indicators	of	efficiency,	such	as	the	budget	execution	ratio,	which	is	more	a	measure	of	a	government’s	capacity	to	spend	than	of	
the impact of such spending. 
3Using	a	data	envelopment	analysis	approach	to	measure	efficiency	and	data	from	1995-2002	(World	Bank,	2005),	the	Philippines	
achieved	an	average	score	of	0.65	in	terms	of	the	efficiency	with	which	public	spending	in	basic	education	translates	into	primary	
and secondary net enrollment ratios, primary completion rates, literacy rates and several other sector outcome indicators.  This score 
is	very	close	to	the	East	Asian	&	Pacific	regional	average	of	0.63	and	better	than	the	worldwide	average	of	0.56.
4The	7	percent	is	calculated	as	the	average	efficiency	improvement	needed	by	regions	with	efficiency	scores	below	the	average	
efficiency	rate	to	achieve	that	average	efficiency.
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14. The efficiency of public health spending in achieving sector outcomes is also in line with comparator 
countries, but the disparity in health spending across regions is more pronounced than in education. 
The	larger	inter-regional	differences	in	efficiency	may	be	due	to	the	fact	that	the	health	sector	is	much	
more decentralized than the education sector. The inter-regional disparity in public health spending per 
capita is striking, with a ratio of 5 to 1 from the highest to the lowest. As in education, reallocating health 
spending	across	 regions	could	help	 to	achieve	better	health	outcomes.	Using	 the	average	efficiency	of	
the regions as a benchmark, the potential magnitude of the improvement is around 11 percent. Moreover, 
our	findings	 indicate	 that	higher	 efficiency	gains	are	 likely	 to	be	generated	by	 increasing	 the	 share	of	
health sector expenditures devoted to public health, bridging the physical capacity gap in rural health 
facilities and placing a greater focus on front-line primary health care delivery. As in education, however, 
a reallocation of existing expenditures is unlikely to bridge the overall resource gap. To close the gap, the 
resource allocations for the sector would also have to be stepped up.

15. The efficiency of transport expenditures in achieving sector outcomes appears to be comparatively 
low. Unlike	basic	education	and	health,	the	transport	sector	exhibits	considerable	efficiency	gaps.	Using	
kilometers of paved road and kilometers of railway per square kilometer of arable land as outputs 
and	national	 transport	 spending	 as	 the	 input,	we	find	 that	 the	 efficiency	of	 public	 expenditures	 in	 the	
Philippines in delivering those outputs is well below that of comparator countries. This analysis coincides 
with the recent Transport Public Expenditure Review (World Bank, 2009) in concluding that the process 
for allocating public resources in the transport sector needs urgent improvement and that higher public 
spending in the sector would only be effective under an improved institutional and policy environment. 

16. The public investment management system is fragmented, politicized and poorly governed. An 
important	 reason	why	 the	 transport	 sector	 exhibits	 low	spending	efficiency	 is	weak	public	 investment	
management. Congressional allocations, through which legislators choose projects outside the regular 
planning and budgeting system, account for about a fourth of total NG transport allocations. These projects 
tend to be particularly fragmented, ill-executed and unequally distributed across districts. Transparency 
guarantees are low and allegations of graft and corruption abound. The technical planning process of 
central government agencies is often over-ridden from above with political motivations. As a result, a 
large	proportion	of	 transport	 projects	 are	 not	 identified	 according	 to	 their	 technical	 efficiency	or	 their	
effectiveness in achieving development objectives. In addition, many public-private partnership (PPP) 
arrangements are unsolicited and have not turned out as effective as expected.

The Equity of Public Spending in Education and Health

17. General government expenditures are progressive for primary education, less so for secondary 
education, and regressive for tertiary education. This is due to the fact that, for the poor, school enrollment 
declines with age and grade level. Overall, general government spending on education was marginally 
more progressive in 2007 than in 1999. Over this time period, Local Government Unit (LGU) spending 
on basic education has become more regressive, while NG spending has become more progressive. The 
distribution of government expenditures on both elementary and secondary education does not seem to be 
biased in favor of either males or females.

18. Household access to basic health services improved for all income groups between 2003 and 2008, 
although the access gap across income groups widened. The proportion of women who did not receive 
prenatal care declined and the percentage of fully immunized children increased, but the poverty gap is large 
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and	it	has	widened.	This	is	due	to	physical	inaccessibility	of	facilities,	financial	constraints,	and	weak	demand	
for	health	care	among	the	poor,	among	other	reasons.	Seventy	five	percent	of	mothers	with	children	under	
five	reported	having	problems	in	accessing	health	care	in	2008	and	cited	cost	as	the	main	constraint.	

19. Poor households rely more on public health facilities than wealthier households. The utilization of 
LGU-operated provincial/district hospitals is also progressive, although less so than that of barangay/rural 
health units. In contrast, the use of hospitals retained by the DOH is mildly regressive, as the poor prefer 
to access local health facilities.  

20. NG spending on public health has been progressive, while spending on hospital services is regressive. 
In the aggregate, NG health spending is regressive, since hospital services account for over three-quarters 
of total NG health spending. Between 2003 and 2007, total NG spending on the health sector has become 
less regressive because of the increase in the share of public health expenditures in the overall DOH sector 
budget. At the same time, LGU health spending has become less progressive because the distribution of 
benefits	from	hospital	care	has	become	marginally	regressive.	

Regional Decentralization and the Efficiency and Equity of Public Spending

21. The distribution of revenues, expenditures and some key development outcomes across regions in 
the Philippines is becoming more unequal. Since 2000, per capita incomes, wage levels and poverty 
rates in the different regions have been evolving along diverging paths. Only household expenditures 
exhibit some modest convergence. Basic education and access to basic infrastructure indicators are also 
diverging across regions. Health indicators that can be directly attributed to the health sector, such as 
immunization rates, have not been converging. The only case of clear and strong convergence can be 
found in infant and child mortality rates. 

22. LGU spending is strongly regressive and has become more so, especially in education. Two of the 
17	regions—National	Capital	Region	(NCR)	and	CALABARZON—account	for	over	60	percent	of	total	
LGU spending from 2001 to 2008, even though they only account for 44 percent of GDP and 26 percent 
of the total population. The most regressive LGU expenditure category is education. NCR alone accounts 
for over half of total LGU spending on both education and housing. The stark inequality in education 
expenditures across regions is largely due to the highly regressive real property tax, which is earmarked 
for the Special Education Fund (SEF). 

23. LGU expenditures account for almost half of total general government non-wage expenditures 
on basic education. This means that access to learning materials, for instance, is highly unequal 
across regions. NG per pupil spending on basic education across regions is less unequal, but does not 
systematically or fully compensate for differences across LGUs. This inequality in public expenditures is 
accentuating regional differences in human capital accumulation, with serious implications for regional 
income distribution and development potential in the future.

24. Richer LGUs have higher levels of both LGU and NG health expenditures. There is a positive and 
statistically	significant	relationship	between	per	capita	household	income	and	per	capita	LGU	spending	on	
both public health and hospital services. The reason is that per capita LGU spending on health is largely 
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driven by the resource envelope of each LGU. Per capita NG spending on hospital services is also found 
to be positively correlated with per capita household income.

25. The increasingly unequal distribution of public expenditures across regions reflects an increasingly 
unequal distribution of LGU revenues. The increased inequality in distribution of total LGU revenues 
is explained by increased inequality in own-revenue mobilization and a less progressive distribution of 
NG transfers. That is, from 2001 to 2008, total transfers from the NG to LGUs went from being slightly 
progressive to becoming neutral. These transfers consist mostly, but not entirely, of the Intergovernmental 
Revenue Allotment (IRA). LGUs own-revenue sources exhibit great disparities across regions and these 
are becoming more pronounced. LGUs in the NCR collected about half of the total LGU tax revenues 
from	the	country’s	17	regions,	or	about	the	same	amount	as	the	other	16	regions	combined.	

26. The growing gap in performance across regions is of particular concern because overall service 
delivery standards seem to have deteriorated since decentralization started. While positive examples 
of good local governance can be found, they appear to be exceptions rather than the norm. Moreover, 
data on local government expenditure, outputs and outcomes is particularly poor and local accountability 
especially weak. These weaknesses, together with low LGU capacity and the absence of systematic 
information on LGU performance, have resulted in poor local service delivery.  

 

Revenue Sufficiency, Collection Efficiency, and Equity

27.  Since the late 1990s, the country has been caught in a low-expenditure, low-revenue trap, with tax 
collections chronically below the levels targeted in government plans and budgets. A key reason why 
these targets have not been met is the enactment of revenue-eroding measures by Congress. Between 1997 
and 2009, the tax effort declined from 17 percent of GDP to 12.8 percent, with a brief interruption in 2005-
07, where tax reforms temporarily halted the decline. Two-thirds of this revenue decline is attributable to 
the	erosion	of	excise	tax	collections	(which	are	not	indexed	to	inflation),	while	the	remaining	third	is	due	
to declining corporate and personal income tax revenues. Leakages are highest among the self-employed 
at 70 percent and lowest for wage earners at 16 percent. The total tax gap for the Value Added Tax (VAT) 
and	income	taxes	–	defined	as	potential	tax	liability	minus	actual	tax	collection	–	is	currently	estimated	at	
4 percent of GDP. 

28.  The current level of public revenues is not sufficient to close the development gap between the 
Philippines and East Asian comparator countries Declining tax collections have resulted in lower 
public	expenditures,	as	the	government	has	sought	to	maintain	fiscal	balance.	This	has	led	to	poor	public	
services and faulty infrastructure. The Philippines already exhibited development outcome gaps and 
sector	spending	gaps	vis-à-vis	comparator	countries	in	the	mid-1990s.	The	decline	in	public	spending	and	
revenues since then has widened these gaps. To close them, higher levels of public spending are needed. 
As	argued	below,	this	will	require	significantly	higher	tax	revenues.

29.  Besides not generating enough revenues to satisfy its development needs, the Philippines’ tax system 
is also highly inequitable across sectors and employment categories. Although the tax system in the 
Philippines	 is	 slightly	vertically	progressive,	 the	wedge	between	 the	 taxation	of	companies	benefiting	
from the maximum available tax incentives and those that do not – at 20 percentage points – is one of the 
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largest in the world. This impairs good governance. It also distorts allocation (when incentives are not 
redundant)	or	provides	windfall	profits	to	benefiting	businesses	(when	they	are	redundant).	Similarly,	tax	
evasion among the self-employed and professionals is so high that they only pay 20 percent of income tax 
collections, even though they account for 60 percent of non-corporate income. The remaining 80 percent 
is being borne by wage-earners. The top 10 percent of income earners in the Philippines reportedly only 
pay around 1.7 percent of their income in income taxes. 

30. Improving the collection efficiency of the tax system would enhance its equity. Improving collection 
efficiency	would	require	in-depth	reforms,	particularly	the	reversal	of	revenue-eroding	measures	introduced	
by Congress that have also increased the horizontal and vertical inequity of the tax system. Even so, the 
current	system	is	mildly	progressive,	as	the	Gini	coefficient	after	taxes	(47.7)	is	lower	than	before	taxes	
(50.0).	If	tax	payments	were	made	according	to	people’s	actual	earnings,	the	Gini	coefficient	would	likely	
decline further to 46.0. 

Key Policy Choices Ahead

31.  Closing the Philippines’ performance gaps vis-à-vis other East Asian countries will require a 
significant reform effort, as well as stepping up public expenditures in priority areas. Aligning public 
spending in priority areas with the average levels spent in East Asian comparator countries is estimated 
to require an increase in expenditures of around 5-7 percent of GDP. Of this total increase, between 2 and 
3 additional percentage points of GDP are needed for the social sectors, while the other 3 to 4 percentage 
points of GDP are needed to close the gap in public infrastructure spending. Reforms are needed to improve 
the investment climate (and thereby help to close an even larger private investment gap), as well as to 
strengthen the public investment management system. Other priority expenditures discussed in the PER 
include additional funding to expand the conditional cash transfer program (requiring around 0.3 percent 
of GDP) and an additional 0.1 percent of GDP for the judiciary sector.

32. The options for financing a 5 to 7 percent of GDP increase in public spending in priority areas are 
limited and would require a significantly higher tax collection effort. There are three broad options for 
financing	 this	 increase	 in	priority	 spending:	 reduced	non-priority	 spending,	 increased	debt	financing	and	
higher tax revenues. Because total public expenditures in the Philippines are already quite low, the scope for 
achieving	fiscal	savings	by	cutting	back	on	non-priority	programs	is	limited.	Potential	candidates	for	such	
expenditure-cutting efforts are the rice subsidies granted through the NFA, as well as subsidies granted to 
some of the other Government Owned and Controlled Corporations (GOCCs) without a clear public goods 
rationale.	The	potential	fiscal	savings	to	be	had	from	these	two	sources	are	estimated	at	up	to	one	percent	of	
GDP, or far below the expenditure increase needed to close the expenditure gap in priority areas. Similarly, 
with	an	estimated	public	sector	deficit	of	3.9	percent	of	GDP	in	2009	and	total	public	debt	in	excess	of	60	
percent	of	GDP,	the	Philippines	is	in	no	position	to	expand	the	fiscal	deficit	without	substantially	raising	the	
risk	of	destabilization.	If	anything,	this	fiscal	deficit	needs	to	come	down.	The	only	remaining	option	for	
financing	the	bulk	of	the	envisaged	increase	in	priority	areas,	therefore,	is	through	increased	tax	revenues.

33. Sustainable reform of tax policies and tax administration will require a firm commitment at the highest 
political level and sound strategic management at the bureaucratic level. It will also require facing 
corruption head-on. Given the depth of the governance problems currently affecting the Bureau of Internal 
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Revenue (BIR) and the Bureau of Customs (BOC), an effective institutional reform needs to be accompanied 
by a broader anti-corruption campaign encompassing other public sector institutions, such as the justice 
system. Congressional support will also be necessary. A continued focus by civil society, the private sector 
and the media on good governance in tax administration is also likely to be critical in sustaining the reform 
process.	A	“Tax	Watch”	organization	designed	to	include	them	as	participants	could	usefully	play	this	role.	
Political commitment to reform will need to be complemented by sustained leadership in implementation, 
avoiding the frequent turnover of BIR Commissioners that has bedeviled reform efforts in the past. Tax 
administration reforms should include monitoring BIR performance through Key Performance Indicators 
and	an	amended	Attrition	Law	and	strengthened	registration,	large	taxpayers’	service,	audit	and	IT	systems	
as well as improved customer service. We estimate that improved tax administration can yield up to 1.4 
percentage points of GDP in additional collection over the medium-term. 

34. There are important measures that the government can take to raise the impact of public spending 
in priority areas, without raising total spending. In particular, the reallocation of education expenditures 
toward basic education and of health expenditures toward public health would enhance equity and 
efficiency.	This	reallocation	would	also	align	the	function	of	the	public	sector	more	closely	toward	the	
production of public goods and services with high positive externalities. On the other hand, higher subsidies 
to	tertiary	education	are	difficult	to	justify	given	the	large	spending	gap	in	basic	education,	the	regressive	
incidence of tertiary education and the fact that the returns to that expenditure are largely private. Instead, 
it would be preferable to replace these subsidies by student loans. Scaling up public health expenditures 
and reforming the health insurance system to expand coverage, especially of the Sponsored Program 
for	Indigents	by	improving	the	targeting	of	the	program’s	beneficiaries,	increasing	its	support	value	and	
improving payments mechanisms, would also contribute to better sector outcomes.  

35. Another critical pathway for improving development outcomes is redistributing expenditures across 
regions and strengthening the transparency and incentive system of LGUs. By ensuring a more 
equitable distribution of public expenditures across regions, the government can lay the groundwork for 
provision of equal access to education and health services across the country. Greater equality of access to 
services would in turn reduce the human capital gap between richer and poorer regions and LGUs, helping 
to reduce overall income inequality. Ideally, greater equity in revenue allocation would be brought about 
by introducing a strong revenue-equalization factor to the IRA formula for intergovernmental transfers. 
Meanwhile, the NG can contribute by systematically compensating for inter-regional and inter-LGU 
resource differences through the targeted distribution of national government expenditures. Moreover, 
establishing a transparent and publicly accessible system to monitor and evaluate the performance of LGUs 
would be of great help in improving service delivery and LGU accountability. Insofar as LGU spending 
accounts for a rising share of total public spending in the Philippines, the performance of the LGUs plays 
an	increasingly	important	role	in	determining	the	efficiency	and	equity	of	total	public	spending.	

36. The Philippine government is at a crossroads. It can continue along a similar path followed over the 
last decade. This would likely lead to marginal improvements in some areas, resulting in a low-revenue, 
low-expenditure equilibrium, modest growth, slow poverty reduction and high income inequality and 
out-migration. Or it can opt for a more forceful reform effort that holds the promise of faster growth, 
faster poverty reduction and improved governance and income distribution. These alternative options and 
their consequences are shown in the two scenario simulations in Table I. Both scenarios involve the same 
assumptions with regard to external developments.
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37.  In the absence of policy reforms, the baseline scenario projects growth to be lower than pre-crisis 
levels, reflecting a less hospitable global environment. In the absence of tax policy reforms, total 
government	revenues	would	remain	broadly	constant	as	a	share	of	GDP,	undermining	the	government’s	
capacity to step up public spending in priority areas. Moreover, with the increased public debt burden 
incurred	during	2009-2010	and	tighter	financial	markets	in	the	wake	of	the	global	financial	crisis,	average	
public debt service is projected to increase in comparison to the pre-crisis situation. This implies an 
increase	in	fiscal	risk	and	a	decline	in	primary	public	spending.	The	absence	of	more	public	investment	
in human capital and public infrastructure, together with a riskier macroeconomic environment, would 
also deter private investors so that total investment spending in the economy would remain at least as 
constrained as before, offering little hope for accelerating growth and reducing poverty.

Table I. Philippines: Alternative Simulation Scenarios

Strengthening Public Finance for More Inclusive Growth

Source: World Bank Projections.

1/ Includes net lending
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38.  The reform scenario is characterized by a comprehensive tax reform, increased investment in human 
and physical capital, and continued stable macroeconomic management. This scenario assumes the 
implementation of a tax policy and tax administration reform program in 2010. The reform would aim to 
increase	revenue	collections	by	3	to	4	percent	of	GDP,	widening	the	overall	fiscal	space	while	preserving	
macroeconomic stability. Policy measures could include increases in the excises on tobacco, alcohol, 
and	petroleum	products	(as	well	as	their	indexation	to	inflation)	and	a	broadening	of	the	tax	base	of	the	
VAT. In the outer years, revenue gains would also be derived from the phasing out of tax incentives, 
which	will	be	critical	to	the	effectiveness	of	tax	administration	reforms	in	enhancing	the	efficiency	of	tax	
collections.	Other	reforms	include	the	simplification	of	the	corporate	and	personal	income	tax	structure.	
Strengthened	tax	effort	would	reduce	perceptions	of	fiscal	risk,	lower	risk	premia,	and	expand	the	fiscal	
space available for investment in human capital and public infrastructure. These two developments, 
together	with	governance	reforms,	would	significantly	contribute	to	improving	the	investment	climate,	
resulting	in	significantly	higher	domestic	investment	levels.

39.  In spite of a higher public spending profile, the reform scenario involves smaller fiscal deficits and 
a faster return to a sustainable debt path in the medium term.	By	2016,	 the	fiscal	 deficit	 (in	 the	
government’s	definition)	is	projected	to	come	down	to	1.4	percent	of	GDP	(from	3.9	percent	in	2009)	and	
the NG debt is projected to reach 44 percent of GDP (from 57.3 percent in 2009). 

40.  Opting for the reform scenario would permit the Philippines to substantially reduce its spending gap 
in priority areas vis-à-vis the faster-growing East Asian countries. This	offers	the	hope	of	significantly	
reducing the performance gap that has heretofore separated the Philippines from its regional neighbors, 
ushering in a new era of faster growth and poverty reduction. 

PHILIPPINES: Public Expenditure Review
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1.  Enact a comprehensive tax policy and administration reform package to raise revenues, improve 
efficiency and equity and improve governance (Chapter 5):

a) Tax policy reforms should include, at least, the rationalization of tax exemptions, the broadening the 
VAT tax base and an increase in rates and indexation of excise taxes; 

b) Tax administration reforms should focus on strengthening governance by appointing a Commissioner 
at the head of BIR for a minimum period of 3 years and monitoring BIR performance through Key 
Performance	Indicators;	strengthen	registration,	large	taxpayers’	service,	audit	system,	IT	systems	
and customer service.

  2.  Significantly increase expenditures on basic education and public health (Chapter 1):

a) Extend basic education to a 12 year-cycle, plug the shortage in classroom infrastructure and the 
inequality across regions in access to books and other learning materials; consider introducing pre-
school as part of formal education;

b) Step up MDG-related health interventions and expand the NG funding of the sponsored program for 
indigents.

3.  Overhaul the public investment management system and step up infrastructure spending (Chapter 1):

a) Reduce and consider eliminating Congressional allocations (DPWH and PDAF); failing that, review 
their regulation to enhance alignment with government objectives and enhance their transparency 
and accountability mechanisms;

b) Systematically scrutinize new projects by subjecting them to the regular planning and budgeting 
system and enhance their transparency, monitoring and evaluation;

c) Review framework for public private partnerships and enhance their scrutiny;

d) Once that is done, increase spending on infrastructure and communications.

  4. Wind down subsidies to NFA and transfer gains to expansion of CCTs/4Ps program (Chapter 1):

a) CCT funds should be increased, especially those for attendance in secondary education;

b) Within agriculture, increase expenditures on public goods and market development support, like 
wholesale markets, market information, R&D, and food safety and quality.

5These recommendations can be found in the recommendations sections of the indicated chapters.

Top 10 Policy Reforms Emerging from this Public Expenditure and Revenue Reviews5

Strengthening Public Finance for More Inclusive GrowthStrengthening Public Finance for More Inclusive Growth



17

  5. Revise the IRA formula and introduce a strong revenue equalization component; either (Chapter 3):

a) Include a measure that captures differences in revenue generating capacity in the allocation formula, 
such as poverty incidence;

b) Or use a set of minimum expenditure levels for the provision of a basic level of services to the 
population across the country and establish an equalizing transfer to LGUs unable to meet those 
minimum expenditure levels; 

c) In the interim, use NG expenditure to compensate for inequality of LGU resources.

6.  Strengthen the incentive system, transparency and accountability of LGUs (Chapter 3). Establish 
a transparent and publicly-accessible system for systematically monitoring and evaluating LGU 
performance which may be used as the basis for performance incentive systems. 

7.  Review the management and monitoring system of GOCCs and consider winding down their 
subsidies (Chapter 1). 

8. Improve data production and transparency and consider creating a “Data Forum” to advocate for 
and monitor progress. (See our recommended Top Ten Data priorities).

9. Strengthen the monitoring and evaluation of key government policies, outputs and outcomes. Use 
the	next	MTPDP,	sector	strategies	and	the	budget’s	Organizational	Performance	Indicators	Framework	
as the basis. (Chapter 1)

  10. Consider using a “fiscal pact” with Congress and the next MTPDP to make all this happen. 
        (Chapter 5)

PHILIPPINES: Public Expenditure Review



18

Philippines Public Expenditure Review: Strengthening Public Finance for More Inclusive Growth

Information is critical to the ability of the government, Congress, and civil society to monitor 
and assess public sector performance. Without relevant, timely and accessible information, one cannot 
monitor	 government	 activity	 or	 evaluate	 its	 efficiency	 and	 effectiveness	 in	 achieving	 development	
results. Moreover, transparency guarantees are a core element of a sound democratic system. 

The Philippines has significant gaps in the information needed to assess government 
performance. Significant	gaps	in	government	expenditures,	and	key	outputs	and	outcomes	are	simply	
not produced at both the national and the local government level. The Philippines has the bureaucratic 
capacity to produce this data and the political system to use to it to enhance performance and accountability. 
Here are our top 10 picks on critical development data that ought to be produced and publicized:

1. Executed budget expenditures with internationally-recognized classifications (by the end 
of the first quarter of the calendar year):

•	 National	and	Local	Government	(executed)	expenditures	by	full	economic	and	functional	
classifications	(IMF-GFS1986)	and	by	region	and	province	

2.  COA accounts matching the budget’s classification

3.  Annual monitoring reports of the new Philippine Medium-Term Development Plan 

4.  Annual report on local government executed budgets and a set of key outputs and outcomes in 
core areas of LGU responsibility disaggregated to the regional, provincial, city, and municipal 
level 

5.  Core infrastructure expenditure, outputs and outcomes 
•	 Including	DPWH	spending	on	investment	and	maintenance	of	national	roads	by	province,	kilometers	

of roads built and maintained by province; LGU spending on roads and kilometers of roads built 
and maintained by province; aggregate data on the length of national, secondary and local roads by 
province. 

6.  Household survey data including enrollment rates in public and private schools and private 
spending on education and health by province, as well as data on health services use based on 
self-reported morbidity and type of health expenditure.

7.   PDAF and DPWH allocated funds, projects, releases and outputs, including maps

8.   Tax collections by tax and taxpayer type and revenue district

9.   Key Performance Indicators of BIR

10. Improving National Accounts at the national and regional level and producing selected 
macro-economic indicators by province

    We recommend the creation of a Data Forum network to monitor data production. This 
network could include representatives from academia, government, Congress, the private sector, civil 
society and the donor community and should ideally be housed at an academic institution. The network 
could	 facilitate	 the	 identification	 of	 data	 gaps	 and	 advocate	 for	 their	 being	 filled,	 proposing	 time-
lines and a system for monitoring progress. It could host a website, publish a newsletter and organize 
periodic	workshops	on	specific	topics	of	interest,	from	fiscal	data	to	social	and	infrastructure	outputs	and	
outcome indicators, household surveys, local government performance, tax data, and macro-economic 
data. (Top 10 Policy Recommendations Number 8).

Top 10 Data to be Produced, Published, Posted on the Internet and Disseminated Annually

Strengthening Public Finance for More Inclusive Growth
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6Due	to	the	delay	in	the	budget’s	approval	in	previous	years,	the	budget	of	the	preceding	year	was	automatically	re-enacted.	
These delays caused uncertainty and created problems for resource allocation and budget execution, especially for newly 
enacted programs, which had to wait till the new budget was approved before spending could commence. 
7The 2011 budget includes 1.645 Trillion pesos in expenditures compared to almost 1.541 Trillion pesos in 2010, signifying 
an increase of 6.8 percent in nominal and 2.54 percent in real terms.

The budget for 2011 was submitted to Congress on August 24th 2010 by President Benigno S. 
Aquino	III	and	it	was	approved	by	Congress	on	December	30,	2010–the	first	on-time	approval	in	11	
years.6 In his budget speech, President Aquino presented this budget as a tool for social reform with the 
underlying philosophy of supporting: (1) transparency and accountability, (2) the poor and vulnerable, 
(3)	fiscal	responsibility,	(4)	public-private	partnerships,	and,	(5)	zero-based	budgeting.	The	2011	budget	
and	 its	announced	accompanying	public	expenditure	management	policies	 reflect	a	greater	 focus	on	
the	efficiency,	transparency	and	accountability	of	public	expenditures.	As	detailed	below,	the	budget	
also includes a notable re-distribution of expenditures toward the social sectors, a particularly arduous 
task	in	a	flat	overall	budget.7 Resource reallocations have also been effected within sectors and across 
programs to enhance the effectiveness of public expenditures in achieving development outcomes.

However, the increases in expenditure allocations contained in the 2011 budget account for only 
a	small	portion	of	what	the	2010	Public	Expenditure	Review	identified	as	needed	to	begin	narrowing	
the gap with better-performing East Asian countries. Moreover, the increase in social expenditures was 
achieved at the cost of a small reduction in allocations to infrastructure. This decline is understandable 
in the short run. In the medium-term, however, the PER recommended an increase of 3-4 percent of GDP 
in	the	public	infrastructure	budget	so	as	to	begin	reducing	the	country’s	infrastructure	gap.	Therefore,	
despite	 significant	 resource	 re-allocation,	 expenditure	 increases	 in	priority	areas	are	 insufficient	due	
to the low level of overall resources available in budget. Resource availability will continue to be a 
constraint until the revenue-enhancing tax policy and administration reform also advised by this PER 
is enacted. 

Overall,	the	expenditure	re-distribution	and	transparency	measures	reflected	in	the	2011	budget	are	fully	
consistent	with	the	PER’s	advice.	The	enactment	of	a	revenue-enhancing	tax	policy	and	administration	
reform, on the other hand, is only beginning to be discussed. The macro-economic framework for the 
2011-2016 Medium-Term Philippine Development Plan (MTPDP) projects an increase in the tax-to-
GDP	ratio	of	almost	3	percentage	points	of	GDP.	Since	tax	administration	efficiency	increases	have	not	
yet yielded any increases in the revenue-to-GDP ratio, it is becoming ever clearer that revenue policy 
and	 administration	 reforms	 are	 critical	 to	 achieving	 the	MTPDP’s	 revenue,	 expenditure	 and	overall	
development outcome objectives. 

The matrix below presents the Top 10 Policy Recommendations of this PER next to the 2011 reform 
budget and its accompanying measures. Due to joint work with Government throughout this PER and 
a coincidence of views with the new administration, many recommendations regarding expenditure 
allocations and budget transparency have already been taken up while those in public investment 
management and data production have begun and need deepening. The greatest challenge remains in 
our number one recommendation –comprehensive tax policy and administration reform. 

The 2010 PER Recommendations and the 2011 Budget

PHILIPPINES: Public Expenditure Review
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1. Enact a comprehensive tax policy and 
administration reform package to raise 
revenues,	improve	efficiency	and	equity	
and improve governance

2.	 Significantly	increase	expenditures	on	
basic education and public health

•	 By	 mid-2011,	 the	 Government	 was	 beginning	 to	
consider potential tax increases, but no tax policy 
reform program had been elaborated yet. A bill on 
the	rationalization	of	fiscal	incentives	continues	to	
await approval in Congress. A 2011-2015 strategic 
plan for BIR is about to be issued including a set of 
agency-level key performance indicators according 
to good international practice.  

EDUCATION
•	 The	 2011	 budget	 allocation	 to	 the	Department	 of	

Education is 14% higher in real terms than in 2010. 
This, however, is only an increase of 0.16% of GDP 
compared to a PER recommended increase of 1.7%. 
In line with PER recommendations, this budget is 
meant to fund the construction of 13,147 classrooms 
and the creation of 10,000 teacher positions. 

•	 Some	 of	 the	 education	 programs	 that	 received	 an	
increase in budget include: a) Every Child a Reader 
Program; b) Education Service Contracting; c) 
School-based Management Grants. Some were 
scaled down, such as the Education Voucher System, 
and others terminated, like the Food for Schools 
Program, based on a DBM review that highlighted 
its	 poor	 targeting	 compared	 to	DSWD’s	National	
Household Targeting System.

•	 DepEd’s	 Education	 Service	 Contracting	 (ESC)	
program wherein the government contracts 
with private schools to enroll students in areas 
where there is a shortage of places in public high 
schools.

HEALTH
•	 The	 Department	 of	 Health	 received	 a	 budget	

increase of 8% in real terms. This increase, however, 
represents a 0.01% of GDP, compared with the PER 
recommended 0.7%. The increased budget allocation 
is	 to	finance	the	expansion	of	some	of	DoH’s	key	
public and primary health programs, exactly along 
the	PER’s	recommendations,	including:	
◊	 Immunization	Program;

              PER 2010 Policy Recommendations        2011 Reform Budget Principles and Policy Measures 
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3. Overhaul the public investment 
management system and step up 
infrastructure spending

◊	 Upgrading	of	health	facilities	and	establishment	
of 1,278 Basic and Comprehensive Emergency 
Obstetrics and Newborn Facilities;

◊	 Tuberculosis	 Control	 Program-	 Directly	
Observed Therapy Short Course; and

◊	 Provision	 of	 low-cost	 medicines	 through	
establishment of an additional 3,931 Botika ng 
Barangay neighborhood pharmacies.

•	 Improved	targeting	of	government	health	insurance	
premium subsidies for poor families by focusing 
the allocated P3 billion premium subsidies to 
the 4.7 million poor families as determined by 
the National Household Targeting System. An 
additional 500 million was allocated to subsidize 
the health insurance enrolment of 1.4 million 
informal sector families in the second lowest 
income quintile. 

•	 National	 Health	 Insurance	 Program	 (NHIP):	 The	
focus in the 2011 budget is to improve the targeting 
of national government funds for NHIP through the 
use of the National Household Targeting System to 
target the poor.

TOTAL INFRASTRUCTURE ALLOCATIONS
•	 The	PER	recommends	an	increase	in	infrastructure	

spending of 3-4% of GDP in the medium term. 
In 2011, total infrastructure allocations declined 
by 12% or 0.27% of GDP. Allocations to DPWH 
declined by 24% in nominal terms, but those to 
DOTC increased by 81%. For DPWH, the decline 
was partly due to the transfer of its CAs from the 
regular DPWH budget to the PDAF. 

•	 Additional	 infrastructure	 spending	 is	 expected	
from PPPs. To this effect, P12.5 billion have been 
allocated to DPWH, DOTC and DA as catalytic or 
support funds for road right of way acquisitions 
and related infrastructure support for PPPs.

CONGRESSIONAL ALLOCATIONS (CAs)
•	 All	 Congressional	 Allocations	 to	 DPWH	 have	

been consolidated under the Priority Development 

             PER 2010 Policy Recommendations      2011 Reform Budget Principles and Policy Measures 
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Assistance	 Fund	 (PDAF)—in	 order	 to	 enhance	
transparency and accountability; 

•	 A	menu	of	strategic	projects	for	PDAF	in	line	with	
Government priorities has been introduced for 
Congressmen and women to choose from, but these 
projects still do not undergo the same scrutiny of 
the regular planning & budgeting system.

•	 The	Department	of	Budget	and	Management	(DBM)	
is	required	to	post	on	its	official	website	all	releases	
and realignments of the Priority Development 
Assistance Funds (PDAF) (Special Provision 5, 
PDAF);

PLANNING, BUDGETING & MONITORING       
OF PUBLIC INVESTMENT
•	 Tighter	 scrutiny	 of	 DA’s	 farm-to-market	 roads;	

construction to be cleared by DBM based on 
submission of a design document including: a) 
standard design of the project (whether it is gravel, 
cement,	 asphalt,	 etc);	 (b)	 specific	project	 location	
with roadmap (if possible, up to the barrio level); 
(c)	 identified	 priority	 areas;	 (d)	 connection	 of	
the proposed FMR project to the existing local 
roads;	(e)	 identified	beneficiaries.	The	design	will	
also consider coordination with key agencies and 
stakeholders such as the DPWH, DILG, LGUs, 
CSO, communities, etc. (Special Provision 3, 
Department of Agriculture);

•	 A	new	provision	mandating	each	department,	bureau,	
office	 or	 agency,	 especially	 the	 Constitutional	
Commissions, branches of government and 
offices	 enjoying	 fiscal	 autonomy	 to	 publish	 on	
their respective websites the following (General 
Provisions 97 Transparency and Accountability, 
GAA 2011): 
◊	 respective	approved	budgets;
◊	 performance	 measures	 and	 targets	 set	 in	 the	

organizational performance indicator framework 
approved by the DBM;

◊	 major	 programs	 and	 projects	 to	 be	
implemented;

◊	 annual	procurement	plan;

PER 2010 Policy Recommendations 2011 Reform Budget Principles and Policy Measures 
             PER 2010 Policy Recommendations       2011 Reform Budget Principles and Policy Measures 
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4.  Wind down subsidies to the National 
Food Authority (NFA) and transfer 
gains to expansion of Conditional Cash 
Transfers (CCTs) program

◊	 contracts	 awarded	 and	 the	 names	 of	 the	
contractors/suppliers/consultants

◊	 targeted	and	actual	project	beneficiaries;
◊	 fund	utilization;	
◊	 status	of	implementation;	and
◊	 program/project	 evaluation	 and/or	 assessment	

reports.

PUBLIC-PRIVATE PARTNERSHIPS
•	 PPP	 Center	 was	 restructured	 and	 attached	 to	

NEDA (EO No. 8), and a permanent CEO has been 
appointed.

•	 To	promote	the	development	of	new	PPP	projects,	
the 2011 Budget (GAA) includes P12.5 billion for 
the PPP Strategic Support Fund, and EO 8 allocates 
P300 million for the Project Development and 
Monitoring Fund.

•	 Government	will	put	up	a	client-friendly	one-stop	
shop and information centers for business permit 
application and processing; and

•	 Government	 has	 identified	 10	 priority	 projects	
primarily in transport sectors and will allocate 
funds to DPWH and DOTC to adequately prepare 
technical	 and	 financial	 feasibility	 studies	 and	 for	
engaging	financial	advisors;

NFA SUBSIDIES AND ROLE
•	 Allocations	to	NFA	declined	by	almost	70%	in	real	

terms or 0.07% of GDP. Moreover, To reduce its 
NFA losses, the Government will:
◊	 Reduce	 rice	 importation	 and	 increase	 private	

sector participation;
◊	 Limit	the	selling	of	low-priced	rice	to	the	poorest	

of the poor; and
◊	 Gradually	 increase	 the	 selling	 price	 of	 rice	 to	

other consumers.
•	 Push	 for	 a	Congressional	 amendment	 of	 the	NFA	

charter to separate the proprietary function of 
the NFA from its regulatory and buffer-stocking 
function.

PER 2010 Policy Recommendations 2011 Reform Budget Principles and Policy Measures            PER 2010 Policy Recommendations       2011 Reform Budget Principles and Policy Measures 
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5. Revise the IRA formula and introduce a 
    strong revenue equalization component

6. Strengthen the incentive system, 
transparency and accountability of local 
government units (LGUs)

7. Review the management and monitoring 
system of GOCCs and considering 
winding down their subsidies

SCALING UP CCTs and OTHER SOCIAL 
PROTECTION
•	 Allocations	 to	 CCTs	 have	 increased	 by	 103%	 in	

real terms or 0.11% of GDP to reach 2.3 million 
households; 

•	 DSWD’S	 total	 budget	 increased	 by	 115%	 in	 real	
terms or by 0.2% of GDP. Aside from CCTs, other 
programs receiving higher budget allocations are: 

•	 2nd	 phase	 implementation	 of	 the	 KALAHI-
CIDSS community-development project tin 97 
municipalities; 

•	 Rice	subsidy	to	farmers	and	pensions	for	indigent	
senior citizens.

•	 Improved	 public	 expenditure	 targeting	 of	 social	
protection	 programs	 by	 identifying	 the	 DSWD’s	
National Household Targeting System as the central 
database for direct subsidies.

•	 No	progress	yet	in	revising	the	IRA
 intergovernmental transfer system.

•	 A	 new	 program	 called	 the	 Performance-
Based Challenge Fund (P500 million) will be 
implemented by the Department of Interior 
and Local Government (DILG) to reward good 
practices	in	financial	reporting	and	governance	by	
LGUs (Special Provision 1, DILG).

•	 The	Bureau	of	Local	Government	Finance	will	now	
be producing LGU expenditure data according to 
the	budget	classification	&	the	“other	expenditures”	
residual category was eliminated.

•	 Allocations	 to	 GOCCs,	 in	 terms	 of	 equity	 and	
subsidy contribution and net lending decreased by 
58% in real terms or by 0.17% of GDP; 

•	 A	 review	 of	 the	 need	 for	 government	 support	 to	
questionable GOCC programs, particularly those 
which	 have	 been	 shown	 to	 be	 inefficient	 or	 not	
sustainable, such as those for NFA, LRTA, MRTC 
and other GOCCs.

•	 In	November	 2010,	 the	 first	 fiscal	 risk	 statement	
ever was produced and published.

PER 2010 Policy Recommendations 2011 Reform Budget Principles and Policy Measures 
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8.  Improve data production and transparency 
and	consider	creating	a	“Data	Forum”	to	
advocate and monitor progress

9.  Strengthen the monitoring and evaluation 
of key government policies, outputs and 
outcomes.

10.	Consider	using	a	“fiscal	pact”	with	
Congress and the next MTPDP to make 
all this happen

•	 Required	website	publication	of	the	status	of	project	
implementation and fund utilization for national 
government agencies (NGA) (General Provisions 
Section 97 Transparency and Accountability);

•	 Required	website	publication	by	DBM	of	lump	sum	
fund releases like the PDAF, the DPWH nationwide 
projects, the DepEd Schoolbuilding Fund and the 
Internal Revenue Allotment (IRA); 

•	 DBM	 committed	 to	 produce	 and	 publish	 on	 its	
website the budget execution report for 2011 
including all obligation data submitted by line 
agencies and remaining gaps by end March 2012.

•	 Reduce	 lump-sum	 budgetary	 items	 under	 special	
purpose funds by transferring to the appropriate 
line agencies; this is the case for the:
◊	 Pension	of	retired	military	personnel;	and
◊	 Premium	Subsidy	to	Indigents.

     Un-programmed funds were reduced by 46% in real 
terms, declining from 7.2 to 3.9% of the budget.

•	 To	 enhance	 transparency,	 the	 share	 of	 Special	
Purpose Funds (SPFs) to the total budget decreased 
from 17.12% to 14.13%.

•	 Improved	 estimation	 of	 the	 Philippine	 system	 of	
national accounts by revising and rebasing them 
according to the latest international standards and 
the conduct of household surveys by increasing the 
level of disaggregation and frequency of the survey.

•	 NEDA	 and	 DBM	 are	 working	 to	 link	 the	 new	
Philippine Development Plan and its results matrices 
to sector strategies in key sectors and annual output 
budgets.

•	 There	 is	 incipient	 interest	 in	 the	 development	 of	
such a pact. For the moment, however, there are 
two other ongoing initiatives which could totally 
or	partially	fulfill	the	role	of	the	fiscal	pact	were	it	
not to pan out. First, the Philippine Medium-Term 
Development Plan which is being elaborated could 
serve	as	a	tool	to	engage	Congress	in	a	fiscal	pact	
featuring higher revenues and higher development 
expenditures. Second, the Administration is 
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advocating for the passage by Congress of a 
Fiscal	Responsibility	Bill	to	reduce	the	country’s	
debt to sustainable levels.  Its enactment into 
law, coupled with prudent spending and a better 
tax effort would help Government to contain the 
budget	deficit	to	2.0	percent	of	GDP	by	2013.	The	
fiscal	bill,	however,	could	also	under-write	a	low-
tax,	 low-expenditure,	 low-deficit	 fiscal	 scenario	
which would not address the shortcomings in 
development  outcomes outlined in this PER.
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1. Trends in Public Expenditures, Key Outputs and Outcomes

Introduction

1. During the past ten years, the Philippines has been caught in a low-investment, low-growth, high-
inequality trap. Public revenue and investment levels have been well below those of comparator economies 
in the region and elsewhere, including in the key areas of human and physical capital. Its ratings in investment 
climate and governance have trailed those of competitors. The result has been a rate of GDP growth of less 
than half the regional average, the highest income inequality in the region and sub-par performance in social 
indicators. Persistently low levels of investment and high inequality in the distribution of human and physical 
capital across income groups and regions do not bode well for the future. 

2. In the fiscal area, this trap is largely due to cycles of weakening government revenues, growing deficits, 
and declining productive expenditures.	There	seems	to	be	a	pattern	to	the	macro-fiscal	management	of	
Philippine governments over the past two decades. According to this pattern, revenue-eroding measures 
are	enacted,	typically	by	Congressional	initiative.	These	revenue	shortfalls	first	lead	to	rising	deficits	and,	
when	a	primary	deficit	emerges	and	the	fiscal	stance	becomes	unsustainable,	expenditure	is	compressed	
(Table 1).8 

3. This pattern can be seen in the fiscal adjustments subsequent to the 1987 crisis. Between 1979 and 1986, 
government revenues declined by 1.5 percent of GDP while expenditures increased by 3.5 percent. As a 
result,	by	1986,	the	government	was	faced	with	a	primary	deficit	of	1.6	percent	and	a	fiscal	deficit	of	over	five	
percent of GDP. In 1987, the government adjusted by reducing primary expenditure by 2.4 percent of GDP. 
Because of a simultaneous increase in the wage bill, capital spending was cut from 4.7 to 2.7 percent of GDP. 
Thereafter, Philippine governments have reacted to revenue shortfalls by adjusting primary expenditures, 
particularly	after	reaching	a	primary	deficit.	For	instance,	beginning	in	1998,	the	tax-to-GDP	ratio	began	to	
decline.	The	government	allowed	the	deficit	to	rise	until	2002,	when	a	primary	deficit	emerged	rendering	the	
fiscal	stance	unsustainable.	To	avoid	a	fiscal	crisis,	the	government	cut	primary	spending	by	1.2	percent	of	
GDP in 2003-2004; half of the reduction fell on infrastructure expenditures.

4. With a primary deficit of 0.3 and a fiscal deficit of 3.9 percent of GDP in 2009, the government is 
expected to cut primary expenditure in 2010. Given recently enacted wage increases, the weight of the 
adjustment will likely fall on productive physical investment and non-wage current expenditures in the 
social and infrastructure sectors. To avoid these expenditure cuts, revenue mobilization efforts combined 
with vigorous investment climate and governance reforms are needed. The future growth path of the 
country is at stake.

5. Without policy actions to reduce the fiscal deficit, public finances would increasingly become a source 
of risk to macroeconomic stability.	Growing	deficits,	along	with	low	growth	and	rising	spreads,	would	
cause public debt to continue rising as a share of GDP over the medium term. Combined with the public 
sector’s	large	gross	financing	requirements,	currently	at	about	19	percent	of	GDP,	this	increased	public	
debt would have the potential for creating macroeconomic instability.

8This may have been a lesson from the early 1980s. Between 1980 and 1983, the government did not respond quickly enough to 
the	rising	primary	deficit,	which	led	to	a	fiscal	crash	in	1984-85.

Trends in Public Expenditures, Key Outputs and Outcomes
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A. Key Development Performance Gaps

6. The Philippines exhibits important gaps in economic growth, poverty reduction and income equality 
compared with other East Asian countries. In the 1980s and 1990s, GDP growth per capita in the 
Philippines was less than one-seventh of the regional average (Table 2). Although performance improved 
during 2000-08, per capita growth was still less than one third of the average achieved elsewhere in East 
Asia. Furthermore, while the rest of the region recorded strong progress in poverty reduction, poverty 
indicators improved much more modestly in the Philippines. Meanwhile, income and consumption 
inequality continues to be among the highest in the region, and it appears to be increasing.9 

7. Social indicators show similar gaps. For example, the incidence of tuberculosis and maternal and 
under-5 child mortality rates is much higher than in comparator countries in the region (Table 
3). The country is falling behind even in education, an area in which it had traditionally recorded good 
performance. Primary enrollment and completion rates are below all the countries in our sample, including 
Indonesia	and	Vietnam.	Moreover,	the	country’s	ranking	in	math	and	science	test	scores,	a	key	indicator	
of educational quality, is well below that of other middle income countries in the region, including 
poorer middle income countries such as Indonesia (Table 4). Because the state of human capital takes the 
temperature	of	a	country’s	economic	condition	and	contributes	to	its	overall	economic	health,	this	bodes	
poorly for the future of economic growth in the Philippines.

9See	World	Bank	(2010),	Philippines	Discussion	Note	on	“Achieving	Sustained	Poverty	Reduction.”

Table 1: Fiscal Performance (percent of GDP)

Source: DOF, BTR

1/	Government	definition	of	revenue	and	expenditure.	This	differs	from	the	internationally	recognized	GFSM.
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Table 2: Per Capita Real GDP Growth in East Asia and Pacific (average percent per annum)

Table 3: Selected Health and Education Indicators in East Asia; 2007

Table 4: Student Performance on International Tests on Math and Science

Trends in Public Expenditures, Key Outputs and Outcomes

Source: World Bank, World Development Indicators.

Source: World Bank, World Development Indicators and MDG database.

Source: Trends in International Mathematics and Science Study 2003 and 1999.
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8. These performance gaps are due, at least in part, to shortcomings in public spending. That is, the Philippines 
is	either	spending	less	or	spending	less	efficiently	than	its	neighbors	in	these	priority	areas	that	are	closely	
associated with growth and poverty reduction. Rates of physical and human capital accumulation are 
generally	recognized	determinants	of	growth	and	poverty	reduction.	In	turn,	the	level	and	efficiency	of	
public expenditure in education, health and infrastructure is a key determinant of such investment rates. 
This chapter will examine trends, outputs and outcomes in the level of public expenditure in these critical 
areas.	The	next	chapter	will	examine	the	efficiency	of	these	expenditures.

B. Trends in the Economic Distribution of Public Expenditures10

9.  Inadequate investment in human and physical capital seems to be a bottleneck preventing higher 
and more inclusive growth. The	Philippines	stands	out	vis-à-vis	other	countries	in	East	Asia,	exhibiting	
slower economic growth and a much lower level of total investment. During 2002-2008, the average 
annual rate of capital formation in comparator East Asian economies was 26.2 percent of GDP, while in 
the Philippines it was 15.6 percent (Table 5). Moreover, the total level of investment in the Philippines has 
been declining since the end of the 1990s, raising questions about the sustainability of growth. 

10. The gap in total investment is due to differences in levels of both public and private investment. 
Table 6 shows that the average GDP share of general government investment in the Philippines during 
2002-08 (2.7 percent) was less than half the share in comparator East Asian economies (6.6 percent). A 
large gap has also developed on the side of private investment, which amounted to an average of only 12.5 
percent of GDP in the Philippines during 2002-08, compared to 20 percent in the comparator East Asian 
economies.

10We	do	not	use	the	standard	GFS	definition	of	economic	distribution	of	expenditures	so	as	to	carry	out	an	analysis	of	“investment”	
that includes investment in both physical and human capital.

Table 5: Gross Fixed Capital Formation (as % of GDP per annum)

Source: World Bank, World Development Indicators.
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11. Declining total investment in the Philippines is mostly due to decreasing private investment,11 though 
public investment also shows a decline (Table 6). Private investment also declined in comparator East 
Asian	countries,	but	to	a	lesser	extent.	This	trend	may	be	reflecting	a	less	attractive	investment	climate	
in the aftermath of the East Asian crisis of 1997-98. In contrast to the Philippines, however, most of the 
comparator countries have resisted declines in public investment spending. 

12. The Philippines exhibits similar public spending gaps compared with its East Asian neighbors in 
human capital expenditures. It devoted an average of 2.5 percent of GDP to public spending on education 
during 2002-07, and another 1.3 percent on public health in 2006, for a total of 3.8 percent of GDP (Table 
7). In contrast, other countries in East Asia spent around 6.1 percent of GDP on average on both sectors, 
or 2-3 percent of GDP more than the Philippines.

11Table 6 shows that private investment in the Philippines declined by roughly 5 percent of GDP between 1996-2000 and 2002-
2008.		This	decline	is	even	larger	considering	that	the	average	investment	over	1996-2000	was	strongly	influenced	by	the	East	Asian	
financial	crisis	of	1997-98,	which	led	to	a	large	drop	of	private	investment.		Before	then,	private	investment	had	been	on	the	order	
of 20 percent of GDP.  Taking this as the point of reference, private investment has dropped by almost 8 percent of  GDP.

Table 6: National Government Capital Expenditures and Net Lending
               (average annual percent of GDP)

Table  7: Government Spending on Education and Health (Percent of GDP)

Trends in Public Expenditures, Key Outputs and Outcomes

Source: World Bank, World Development Indicators.

Source: World Bank, LDB and World Development Indicators.

Source: World Bank, World Development Indicators and UNESCO and WHO databases.
Note: 1/ Latest year in the period.
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13. Social spending in the Philippines is not only low, but has been declining since the late 1990s. Between 
1997 and 2008, total government spending (national plus local government) as a share of GDP declined 
by 50 percent in the health sector and 36 percent in the education sector. This pattern is contrary to the one 
observed elsewhere in the region and does not bode well for closing the gap in human capital accumulation 
that	separates	the	Philippines	from	the	other	countries.	As	will	be	discussed	in	the	sector-specific	sections	
below, education, health and infrastructure expenditure levels increased between 2007 and 2009, but began 
declining again in 2010.

14. Low levels of public spending on education, health and infrastructure mainly reflect a low level of 
overall government expenditure (Table 8). Namely, the expenditure gap in these sectors is mainly due 
to an overall gap in public expenditure levels between the Philippines and comparator countries. This 
expenditure gap is as large as 4 to 6 percent of GDP.12 

12The differences in primary (or non-interest) national government spending are largely attributable to differences in interest payments 
on the public debt.  While total interest payments averaged 1.9 percent of GDP in the four comparator East Asian countries during 
2002-08, they averaged 5.1 percent in the Philippines.
13Over 2002-2007, total government spending on public infrastructure, health and education averaged 6.5 percent of GDP in the 
Philippines versus 12.4 percent in the four comparator counties in East Asia.  These spending amounts translate into 49 percent of 
total non-interest government spending in the Philippines versus 57 percent in the comparator countries.

15.  But there has also been a decline in the share of government expenditures devoted to these sectors. 
The share of the non-interest NG budget devoted to the priority sectors is only moderately lower in the 
Philippines than in comparator countries.13  However, some of these shares have been declining. For 
instance,	 the	share	of	capital	outlays	and	 infrastructure	expenditures	 in	 the	NG’s	budget	declined	by	a	
half between 1997 and 2005 (Figure 1). Although these shares increased over 2006-09 with the overall 
increase in government revenues and expenditures, they are expected to resume their decline in 2010. This 
is due to the enactment of the Salary Standardization Law III (SSL III), which is projected to increase the 
public wage bill by 1.7 percent of GDP between 2008 and 2016. This will raise the share of personnel 
expenditures at the expense of capital outlays and non-wage current expenditures, which would need to 
decline by 1.4 percent of GDP by 2016 in the absence of revenue increases. 

Table 8: Total National Government Primary Spending 
 (average annual percent of GDP)

Source:	World	Bank,	LDB	and	Unified	Survey.
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16. The share of priority expenditures in both the national and local governments also declined. The share 
in the NG budget devoted to the Department of Education and the DOH consistently declined between 
1997 and 2010, going from 18 to 14 and from 3 to 2 percent respectively. The share of local government 
expenditures devoted to health, education and infrastructure also declined over 2001-2008 while the share 
of	personnel	services	and	“other	purposes”	increased.14 Like in the NG, the share of the wage bill in LGU 
expenditures should continue to rise over the next four years due to the SSL III. 

17. In the aggregate, the share of social expenditures in general government expenditures has been on 
the decline since 2004 (Figure 2). Looking at the consolidated data between national and local government 
expenditures,	we	find	that	the	share	of	social	expenditures	has	continuously	declined	since	2004.

14The	 classification	 of	 sectoral	 classification	 of	 local	 government	 expenditures	 does	 not	 allow	 us	 to	 distinguish	 infrastructure.	
“Economic	 services”	 includes	 agriculture,	 communication,	 roads	 &	 other	 transportation.	 At	 the	 elementary	 level,	 schools	
experiencing	acute	classroom	shortages	were	instructed	to	hold	as	many	as	three	or	four	shifts,	with	the	first	shift	starting	as	early	as	
6 a.m. and the last shift ending as late as 8 p.m.  Although the institution of multiple shifts is an understandable stop-gap measure, 
it	cannot	substitute	for	bridging	the	gap	in	school	shortage	if	learning	outcomes	are	to	be	significantly	improved.	Department	of	
Education Order No. 62, S.2004.

Trends in Public Expenditures, Key Outputs and Outcomes

Source:	World	Bank,	LDB	and	Unified	Survey.

Figure 1. Percentage of Capital Outlays and Infrastructure in National Government Expenditures

Source: Department of Budget & Management (DBM)
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18. Debt service has crowded out investment in human and physical capital. Debt service averaged 23 
percent of NG expenditures. Figure 3 shows that social and economic services (including infrastructure) 
as a percent of GDP took the plunge in the past decade while debt service rose. The increase in debt 
service	payments,	in	turn,	is	due	to	the	government’s	failure	to	raise	sufficient	revenues	and	the	resulting	
emergence	of	debt-financed	deficits	(see	Chapters	5	and	6).	Debt	payments	declined	significantly	between	
2006	and	2009,	but	they	are	expected	to	resume	their	increase	in	2010	because	of	the	2008-2009	fiscal	
stimulus package and the introduction of revenue-eroding measures. The medium-term path of public 
debt	will	depend	on	the	government’s	macro-fiscal	policies	as	well	as	its	management	of	the	investment	
and governance climate. As elaborated in Chapter 6, this PER projects a continuation in the rise of the 
public sector debt-to-GDP ratio in the baseline (non-reform) scenario. In the reform scenario, it projects a 
significant	reduction	in	the	public	debt-to-GDP	ratio	due	to	a	declining	deficit	following	an	increase	in	the	
tax effort. These measures will be critical both to strengthening macroeconomic stability and providing the 
needed	fiscal	space	for	investment	in	human	and	physical	capital.

 

Figure 2. Distribution of Total Public Sector Expenditures, 2001-2008

Figure 3. Share of Public Sector Spending on Economic Services, Social Services and Debt
                 (as a percentage of GDP)

Source: DBM

Source: DBM
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19. All economic categories of NG expenditure as a percent of GDP declined from 1999 till 2004-2006. 
This	reflected	reduced	resource	availability	and	rising	debt	service	payments.	As	a	result,	between	1998	
and 2005, the wage bill, maintenance and other operating expenditures and capital outlays as a percent of 
GDP declined by 30, 22 and 49 percent respectively (Figure 4).

20. Civil servants’ wages and the overall NG wage bill have been on the decline for most of the period. 
Between	1998	and	2008,	NG	civil	servants’	wages	declined	from	38	to	28	percent	of	total	NG	expenditures	
and	from	7	to	5	percent	of	GDP.	This	decline	was	mainly	due	to	declines	in	civil	servants’	real	wages.	In	
particular, nominal wages were completely frozen between 2002 and 2006. As a result, the real wages of 
civil servants fell by 13 percent between 1998 and 2008. SSL III was passed in 2009 to begin addressing 
this	shortcoming.	Under	SSL	III,	civil	servants’	salaries	are	due	to	increase	by	a	weighted	average	of	47	
percent over a four-year period, with higher increases for higher salary grades. This increase seeks to bring 
the level of public compensation closer to private sector levels, especially for professional and managerial 
staff.. To achieve this goal, the SSL also includes an upgrade of the salary grades of lawyers, doctors, 
teachers,	nurses	and	accountants.	Some	other	work	streams	needing	reclassification	of	pay	grades	include	
statisticians, computer programmers, and weather forecasters. These are some of the remaining areas in 
which	civil	servants	are	most	underpaid	vis-à-vis	private	sector	comparators,	which	makes	it	difficult	for	
government to attract and keep needed professional staff. 

C. Trends in the Sector Distribution of Public Expenditures, Key Outputs and Outcomes

21. This section reviews the evolution of public expenditures and, to the extent possible, outputs and outcomes, in 
basic (elementary and secondary) education, health, transport and agriculture. These sectors have been selected 
because they are particularly important in determining growth and poverty reduction.They They also constitute 
a	 significant	 part	 of	 government	 expenditures.	 Finally,	 the	World	 Bank	 has	 recently	 carried	 out	 detailed	
diagnostic work in each of these sectors. The following sub-sections are largely drawn from this work.

Trends in Public Expenditures, Key Outputs and Outcomes

Figure 4. National Government Expenditures by Expense Class as percent of GDP, 1997-2010 proposed

Source: DBM
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Basic Education

22. NG real per pupil spending on basic education declined for most of the past decade. The decline was 
continuous between 1997 and 2005, at which point recovery began (Figure 5). Trends in consolidated 
public expenditure per pupil in real terms follow those of the national government as it accounts for 93 
percent of total public sector expenditure on basic education. In 2007, basic education accounted for 84 
and 87 percent of overall NG and LGU education spending, respectively.

23. There seems to be a relationship between public expenditure levels and key education outputs in 
both primary and secondary education. Pupil-teacher and pupil-classroom ratios increased between 
2002 and 2006 and declined thereafter. As expenditures decreased between 2002 and 2006, these ratios 
tended to increase and they began to decline as public expenditures increased again starting in 2006. After 
that year, all categories of public expenditure increased, from personnel services to non-wage current 
expenditures (MOOE) and, to a much lesser extent, capital outlays. However, higher expenditures were 
not the only reason for these changing ratios. In 2004, the Department of Education estimated a shortage of 
almost 52,000 classrooms. As a stop-gap measure to address this shortage, it instituted double-shifting in 
public schools beginning in school year 2005-06.15	Chapter	2	finds	physical	capacity	constraints	(reflected	
in	pupil	per	classroom	ratios)	to	be	a	key	determinant	of	the	efficiency	of	education	expenditures.	This	
is	 consistent	with	 the	finding	of	 the	Basic	Education	PER	 that	 less	 crowded	 schools	 tend	 to	 be	more	
efficient.16

15At the elementary level, schools experiencing acute classroom shortages were instructed to hold as many as three or four shifts, 
with	the	first	shift	starting	as	early	as	6	a.m.	and	the	last	shift	ending	as	late	as	8	p.m.	Although	the	institution	of	multiple	shifts	
is an understandable stop-gap measure, it cannot substitute for bridging the gap in school shortage if learning outcomes are to be 
significantly	improved.	Department	of	Education	Order	No.	62,	S.2004.
16Basic Education PER. World Bank, 2010. Chapter V.

Figure 5. Real per Pupil National Government Expenditure on Basic Education in 2000 Pesos

Source: Department of Education (DepEd)
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24. Enrollment rates, completion rates and test scores mirrored the evolution in public expenditures. 
Net enrollment rates in both primary and secondary education have declined almost continuously over the 
past eight years.17 This trend, however, began to be reversed in 2007-08 for secondary and in 2008-09 for 
primary education. Indicators that are closely related to the quality of education, such as completion rates 
(Figure 6) and test scores18, closely follow the evolution in public expenditures, deteriorating until 2005-
06	and	improving	thereafter.	The	same	is	the	case	for	indicators	of	internal	efficiency	of	the	sector	such	as	
promotion and dropout rates.19

25. There seems to be a strong relationship between levels of real per pupil public expenditure on basic 
education and sector outcomes. As this section has shown, declines in public expenditure on basic 
education over 2002-2005 were accompanied by declining enrollment and completion rates and worsening 
test scores. The beginning of the recovery in public expenditures in 2006 started to reverse this decline. 
Chapter	2	will	present	an	analysis	of	key	determinants	of	efficiency	in	basic	education	while	Chapters	3	
and 4 will assess the equity of this expenditure across regions and income groups.20

Health Sector

26. Public health spending in real per capita terms has followed a downward trend in the past decade 
(Figure 7).  Although the largest part of the decline is due to the decrease in NG spending, local government 
expenditures on health also declined. Between 1997 and 2004, NG real health expenditure per capita was 
cut by half and LG expenditure by one fourth. They both increased in 2007, but declined again slightly in 

17The aggregate net enrollment rate in primary education fell from 90.7 percent in 2002-03 to 83.6 percent in 2007-08 and increased 
slightly to 83.75 in 2008-09; the net enrollment rate in public schools fell from 83.8 in 2002-03 to 76.9 in 2007-08 and, similarly, 
increased slightly to 77.1 percent in 2008-09.
18At the elementary level, the mean percentage test score fell in SY 2005-06 (Figure 9) the year when double-shifting was implemented 
and real per pupil NG spending was lowest. Starting in 2007-08, all test scores, except for science improved. At the secondary level, 
test scores were also lowest in 2005-06 (except for math) (Figure 10).  
19Both promotion and dropout rates increased from 2002-03 until 2005-06, and began decreasing thereafter.
20For a detailed review of the sector, see the Basic Education Public Expenditure Review (World Bank 2010).

Trends in Public Expenditures, Key Outputs and Outcomes

Figure 6. Basic Education Completion Rates (1998-2008)

Source: Philippine Statistical Yearbook (PSY) by the National Statistics Coordination Board (NSCB)
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2008. Given the devolution of health services, LGUs contribute the bulk of general government spending 
on both public health (77 percent) and hospital services (56 percent). In 2007, public health accounted for 
24 percent of NG, 51 percent of LGU and 41 percent of general government total health expenditures.

27. Non-wage current expenditures and capital outlays were hit particularly hard. While the share of 
NG health expenditures devoted to the wage bill increased from roughly 40 to 60 percent, the shares of 
non-wage current expenditures and capital outlays dramatically declined. (Figure 8). This decline in their 
share compounded the absolute decline in real per capita sector expenditures. Given the falling share of 
education and health in LG budgets and the growing share of wage expenditures, it seems that non-wage 
current expenditures and capital outlays on the sector also declined at the local level. 

Figure 7. Real Per Capita Public Health Expenditures (1997-2008) (In 2000 Pesos)

Figure 8. National Government Health Expenditures by Economic Classification

Source: DBM and the Statement of Income and Expenditures (SIE) of the Bureau of Local Government Finance (BLGF)

Source: DBM
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28. As public expenditures on health decreased, private and out-of-pocket expenditures rose. Between 
2000	and	2006,	real	household	medical	expenditures	rose	by	50	percent,	placing	great	financial	pressure	
on household budgets, especially those of lower income groups. As the Health Sector Review documents21, 
the overall trend throughout the past decade has been one of declining public expenditures and rising 
private and out-of-pocket expenditures.

29. The reduction in public expenditures has been accompanied by declining key health outputs. Between 
1999 and 2005, per capita government health manpower remained stagnant. The same was true of physical 
facilities. Hospital bed capacity and the number of community clinics per capita both failed to keep up with 
population growth and declined slightly over the same time period.22 The measles immunization rate also 
performed poorly, declining from 89 percent in 1997 to 74 percent in 2001. Though it started to recover 
in 2002, in 2006 it stood at 83 percent, still below the 1997 level. This is worrying, as both immunization 
rates and barangay health stations per person show a strong positive correlation with estimates of the 
efficiency	of	public	health	expenditure	in	attaining	key	sector	outcomes,	such	as	lowering	infant	mortality	
rates (See Chapter 2). Moreover, the shortage particularly affects the poor, who are especially likely to 
using rural health facilities (Chapter 3).

30. Progress toward achieving health MDGs is mixed. The Philippines is on track to reach the MDG 
goal on child mortality rates by 2015. The maternal mortality rate is slowly declining, but the chances 
of reducing it by three fourths by 2015 are low. The prevalence of underweight children under 5 years 
of	age—classified	under	MDG	1	of	eradicating	extreme	poverty	and	hunger—decreased	by	25	percent	
between 1998 and 2006, but it had increased again by 2008. The National Statistical Coordination Board 
(NSCB) rates progress in this indicator as moderate and the percentage of children underweight remains 
very high by regional standards (Figure 9). Finally, the 2008 Accomplishment Report of DOH notes that 
the Tuberculosis target detection rate of 70 percent (an indicator of MDG 6 on combating HIV/AIDS, 
malaria and other diseases) has already been surpassed and currently stands at 76 percent, while the cure 
rate stands at 83 percent, already close to the 85 percent target rate to be attained by 2015. 

21World Bank Health Sector Review (2010).
22Beds per capita declined from 11.4 to 11.0. Barangay health stations per capita declined from 183 to 181 and rural health units per 
capita declined from 34 to 27.  

Trends in Public Expenditures, Key Outputs and Outcomes
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31. Overall, both the absolute level of health indicators in the Philippines and their rate of progress are 
well below those of comparator countries in the region. Infant and child mortality rates are almost twice 
the regional average and the incidence of tuberculosis is 2.5 times as high (Table 3). Moreover, as pointed 
out by the 2010 Health Sector Review, declines in infant mortality rates and increases in life expectancy 
are less steep than those witnessed in other countries in the region. In addition, the pace of improvement in 
those indicators in the Philippines –such as in infant mortality rates-- visibly decelerated in the past decade 
as public expenditures on the sector declined. Higher levels of public expenditure on health are needed to 
support faster progress and begin reducing the growing gap with East Asian comparators. Poorer regions 
and lower income groups are in particular need of support (See Chapters 3 and 4).    

   
Transport

32. Infrastructure spending as a percentage of GDP has been on the decline over the past decade.23 The 
expenditures of the Department of Public Works and Highways (DPWH) decreased in the immediate 
aftermath of the East Asian crisis (1997-99), recovered and peaked in 2000, and then declined continuously 
until 2005 (Figure 10). A Motor Vehicle‘s User Charge (MVUC) was introduced in the year 2001 to raise 
additional	resources	for	road	maintenance,	safety	and	pollution	control.	Rising	financing	from	MVUC,	
however, was countered by a decline in general appropriations for transport.24 In the aggregate, between 

23Because	of	the	absence	of	a	sufficiently	disaggregated	budget	classification,	we	cannot	identify	infrastructure	expenditures	per	
se. What we refer to in this section are the obligations (again in the absence of actual expenditure data) of the Department of 
Public Works and Highways. Other departments and programs also include infrastructure expenditures, such as the Department of 
Transportation and Communication (DOTC) and special purpose funds such as the Priority Development Assistance Fund (PDAF).  
In addition, government may engage in Public-Private Partnerships (PPPs) or Build-Operate and Build-Operate-Transfer (BOT) 
projects. Finally, LGUs also undertake small infrastructure projects. Nevertheless, the bulk of public infrastructure spending is 
carried out through the DPWH. 
24Since 2009, there was no release of MVUC funds from DBM under NRIMP2 project. In the 2011 budget, however, it was re-
assessed	in	line	with	the	new	Government’s	priorities	and	the	allotment	from	MVUC	is	included	in	the	GAA.

Figure 9. Prevalence of Underweight Children Under 5 Years Old (1997-2008)

Source: World Development Indicators (WDI)
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2001 and 2005, DPWH expenditures as a percentage of GDP dropped by almost 50 percent, going from 
1.8 to 0.9 percent. Other indicators of overall infrastructure expenditures, such as levels of capital outlays, 
public	 investment	 and	 local	 government	 expenditures	 on	 “economic	 services,”	 all	 followed	 the	 same	
trend.25 Although DPWH expenditures increased again since 2006, in 2008 they were still lower than in 
the peak year of 2000. The 2009 Transport PER26 found that overall infrastructure investments stood at 
3.1 percent of GDP in 2006, well below the 5 percent level the PER recommended. Moreover, due to the 
projected increase in the wage bill and the continued erosion of revenues, infrastructure expenditures are 
projected to decline again over 2009-2012. 

33. The quality of infrastructure has stagnated over the past ten years. As the Transport PER pointed out, 
in the case of the Philippines, investments in the quality of transport are even more important than those on 
capacity expansion (World Bank 2010, 2). The percentage of national roads in good and fair condition and 
the percentage of national roads paved have broadly stagnated since 1982 (Figure 11).27 On the other hand, 
as public expenditures on the sector picked up in 2006, the percentage of national roads in good and fair 
condition rose and the percentage of national roads paved increased slightly. Overall, the low percentage 
of roads in good condition shows under-funding of the roads sector and, in particular, of road maintenance 
expenditures (Transport PER). 

25Local government expenditures on transport infrastructure followed the same trend as NG expenditures, growing from 1998 to 
2000 and declining up to 2006, when they were roughly half the level of 2000. 2009 Transport PER: 23.
26Philippines: Transport for Growth. An Institutional Assessment of Transport Infrastructure. World Bank 2009.
27World Bank Infrastructure Data-base.
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Figure 10. DPWH Expenditures as a Percentage of GDP (1997-2010)

Source: DBM
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34. The transport infrastructure network of the Philippines compares poorly with other countries in 
the region. Road density is on par with comparator countries, but road quality is sub-par. Other transport 
indicators are also wanting. The Transport PER found that the quality of railroad tracks and services was 
poor. In the aggregate, the 2007 logistics performance index (LPI) for the Philippines was number 65 out 
of 150 countries, below Thailand (31), China (30), Indonesia (43) and Vietnam (53). In the 2010 LPI, the 
Philippines’	ranking	improved	significantly,	moving	to	number	44	out	of	155	countries,	ahead	of	Vietnam	
and	Indonesia.	The	country’s	ranking	improved	in	all	dimensions	of	the	LPI	except	customs.

35. Fragmentation, politicization and poor governance of public investment management processes are 
at the core of weak sector performance. The level of expenditures is not the only contributor to poor 
infrastructure outcomes. As the Transport PER documented, institutional issues are critical to explaining 
the particularly weak performance of the infrastructure sector. Chapter 2 of this PER corroborates that 
conclusion,	finding	that,	unlike	in	health	and	education,	the	efficiency	of	public	expenditures	in	achieving	
transport sector outcomes in the Philippines is particularly poor with respect to comparator countries. This 
result is due to a number of factors, including the excessive fragmentation of infrastructure expenditures. 
First, there is fragmentation and poor coordination across various levels of government. Second, public 
private partnerships (PPPs), especially those that are unsolicited, tend to be poorly planned and coordinated 
with	other	government	interventions	and	make	inefficient	use	of	limited	government	resources.	

36. Congressional allocations on infrastructure account for about a fourth of total sector allocations. 
Total congressional funds, including Priority Development Assistance Fund (PDAF) projects and other 
congressional allocations, are the second highest expenditure item in the DPWH budget, accounting for 
more	than	30	percent	of	the	total	(The	World	Bank,	2009).	This	means	that	almost	a	third	of	the	department’s	

Figure 11. Philippine National Roads Indicators, Selected Years

Source: World Bank Report No. 4728-PH, Philippines Transport for Growth: An Institutional Assessment of Transport Infrastructure, Feb. 2009.
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expenditures	are	selected	outside	of	the	main	strategic	planning	and	budgeting	process.	This	significantly	
weakens the ability of NEDA, DPWH and DBM to plan and budget scarce resources in a coherent and 
strategic	manner.	 In	addition,	projects	 funded	out	of	congressional	allocations	are	 identified	only	after	
the enactment of the General Appropriations Act. As a result, recipient agencies may not have enough 
lead time to prepare for their implementation. Moreover, politics does not stop at the project selection 
phase. There is some evidence that, starting in 2006, fund releases for congressional projects tended to be 
selective and subject to partisan politics (Boncodin, 2010).28 This may help explain the particularly low 
execution rate of PDAF and DPWH projects.29 

37. There is some evidence that projects funded with Congressional allocations tend to be particularly 
fragmented and ill-executed (Sicat, 2007). For example, these projects often deliver segments instead of 
complete stretches of roads. Because these funds are viewed as electoral tools, they often deliver projects 
not	on	an	efficiency	or	needs	basis,	but	catering	to	as	many	localities	and	constituents	as	possible.	This	is	not	
prevented by the Congressional funds allocations system, as it does not guarantee any consultations between 
Congress and implementing agencies. The fact that project costs of road concreting projects tend to be very 
small illustrates this point. As a result, instead of fully paved roads in strategic locations, Congressionally-
funded projects often deliver partially concreted roads disperse throughout electoral districts.

38. Differences in Congressional funds per capita across districts are staggering. Because Congressional 
funds are equally distributed among legislators regardless of the population of their districts, heavily 
populated districts receive far fewer funds per capita than those which are less sparsely populated. For 
instance, PDAF fund releases per capita by congressional district over 2003-05 ranged from PHP15 to 
PHP1307. Similarly, DPWH Congressional Allocation per capita releases ranged from PHP38 to PHP3267 
over 2003-2004 and from P6 to P1307 in 2005.30 This variance does not bear any correlation to need. On 
the contrary, it could be argued that more sparsely populated districts are in greater need of expenditures 
on local connective infrastructure, have higher costs in public service provision, and tend to be poorer. 
Therefore, they would warrant greater rather than smaller amounts of public expenditure. 

39. Transparency guarantees of Congressional funds are low and accusations of corruption abound. 
Little information is produced, published and disseminated on those funds and their use. DBM used 
to	 publish	 information	 on	 the	 fund	 releases,	 but	 that	 information	was	 not	 sufficient	 to	 support	 proper	
project monitoring and it is no longer being published. Moreover, because the Commission on Audit does 
not	distinguish	between	 sources	of	 funding	of	various	departmental	or	LGU	expenditures,	 no	 specific	
evaluation	 has	 been	 made	 of	 Congressionally-funded	 projects.	 Interviews	 of	 government	 officials,	
legislators, suppliers and contractors by the Philippine Center for Investigative Journalism (1998) point 
to large scale corruption in the utilization of congressional allocations. In 1998, former DBM Secretary 

28Studies	on	earlier	years	(2003	to	2005)	found	that	political	party	affiliation	did	not	play	a	significant	factor	in	releases	of	PDAF	
and DPWH funds. (Kawanaka, 2007)
29From 2001 to 2007, the disbursement rate for PDAF and DPWH averaged 74 percent and 75 percent, respectively, while the 
equivalent rate for the primary national budget (net of PDAF and DPWH agency budget) averaged 87 percent. The fact that 
infrastructure expenditures tend to have lower execution rates would help explain the lower-than-average DPWH execution rate, 
but not that of PDAF.
30Among the districts with the lowest per capita congressional funds because of their big population were the congressional districts 
of the provinces of Cavite, Rizal, Laguna and the cities of Quezon and Zamboanga. The districts with the highest per capita 
congressional funds because of their small population were the provinces of Batanes, Siquijor and Camiguin.
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Salvador Enriquez estimated that up to 45 percent of congressional funds were lost to graft and corruption. 
Similarly, PDAF Watch estimated that 7 percent of funds released for road projects in 2004 may have been 
lost to non-existent road projects while 17 percent may have been spent on defective projects.

40. In addition, the mainstream technical planning process of central government agencies is often 
politically overridden from above.	As	a	result,	a	large	proportion	of	infrastructure	projects	are	not	identified	
according	 to	 technical	 efficiency	 and	 effectiveness	 in	 achieving	 development	 objectives.	 In	 2005,	 for	
instance, only about 38 percent of the Motor Vehicle User Charge-funded preventive maintenance projects 
were drawn from the original needs-based list generated by the Highway Development and Management 
Model 4 (HDM-4). (World Bank 2009). Even the core public investment management process of NEDA 
and DPWH could usefully be strengthened. This strengthening, however, is likely to yield limited fruits 
unless the politicization and overall poor governance in the transport sector are resolutely tackled. 

41. Therefore, both the low levels of public expenditure and the poor public investment management 
system need to be addressed if the quality of infrastructure is to improve. The Transport PER 
concluded that higher public spending on transport infrastructure will be effective only if accompanied 
by a program to confront institutional and policy distortions. (World Bank 2009). An in-depth reform of 
the institutions and policies governing the infrastructure sector, jointly with a broader program to improve 
overall governance in the country, should be a priority of the incoming government. 

Agriculture31

42. Notwithstanding its high growth and poverty reduction potential, Philippine agriculture continues 
to under-perform.	The	agriculture	and	fisheries	sector	contributed	an	average	of	15	percent	of	GDP	over	
the past decade. The Agriculture PER (World Bank 2007) found that a weak policy environment and 
public expenditure support do not encourage growth and competitiveness in the sector. Farm incomes 
have lagged non-farm incomes mainly because of low agricultural productivity and slow out-migration 
from	the	sector.	Despite	the	potential	for	higher	growth	through	crop	diversification,	traditional	low-value	
commodities have continued to dominate production and land use. At the same time, dynamic high-value 
products with high export potential and income growth, such as tropical fruits, have not been provided 
sufficient	government	support.	

43. The choice of producing traditional (typically import-competing) agricultural products has been 
supported through high trade barriers and budget expenditures.32	 This	 has	 artificially	 raised	 the	
profitability	of	 these	products,	distorting	resource	allocation	 in	agriculture	and	between	the	agriculture	
and the non-agriculture sectors. 

44. Distortions are the largest in the rice sector.	The	welfare	costs	of	rice	self-sufficiency	were	estimated	
by the Agriculture PER to have reached PHP68 billion per year or 1.6 percent of GDP during 2000-2005. 
Since the food and fuel crisis of 2008-2009, the distortions and costs to the national budget have become 
even	greater.	In	2008,	NFA’s	fiscal	costs	alone	amounted	to	1	percent	of	GDP	and	the	leakage	rate	of	the	
program is estimated at 50 percent (See Philippines Quarterly Update, November 2009, Box 3). In 2009, 
the	government	introduced	Family	Access	Cards	in	order	to	better	target	NFA’s	rice	subsidies	to	the	poor.	
The effect of this improved targeting mechanism has not yet been evaluated. 

31This section draws heavily from the Agriculture Public Expenditure Review (World Bank 2007).
32The major import-competing products are rice, corn, sugar and poultry.
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45. These costs are disproportionately borne by the poorest Filipinos. Rice	self-sufficiency	increases	income	
disparity	within	the	sector	since	only	40	percent	of	rice	farm	households	obtain	two	thirds	of	the	benefits	
from price support. Meanwhile, the poorest members of the rural community, such as small rice farmers, 
non-rice	farmers,	marginal	fishers,	upland	dwellers,	and	landless	laborers,	as	well	as	the	urban	poor,	bear	
the costs of the high rice prices that result from the current rice policy. The rice policy has also retarded crop 
diversification	and,	together	with	other	protected	import-competing	wage	goods,	raised	the	costs	of	living	in	
the Philippines, putting upward pressure on wages and undermining the competitiveness of unskilled labor. 

46.  The allocation of public expenditures has reflected a bias toward supporting traditional commodities 
over the provision of public goods. During 1998-2005, a more than twofold increase in public spending 
on	agriculture	was	largely	directed	to	production	subsidies,	large-scale	irrigation	systems	and	the	NFA’s	
operations on rice importation, stock keeping, and distribution. The production subsidies (largely to the 
rice sector) and irrigation investments (designed to produce mainly rice) accounted for 60 percent of the 
expenditures	of	the	Department	of	Agriculture	while	the	share	of	NFA’s	stabilization	and	tax	subsidy	in	
the total agricultural budget (excluding DAR) increased from 4.6 percent in 2001 to 30.4 percent in 2005. 
Moreover,	the	contingent	liabilities	associated	with	NFA’s	borrowing	have	been	rising	rapidly.	In	2006,	
they surged to PHP16.4 billion compared to already high PHP10 billion in 2005.

47.  On the other hand, NG spending on agriculture as a percent of GDP (excluding the NFA) has declined 
over the past decade. (Figure 12). NG agriculture spending includes the spending of the Department 
of Agriculture, Department of Agrarian Reform and the special purpose fund Agriculture and Fisheries 
Modernization Program (AFMA). Annual expenditures over 1997-2008 averaged 0.6 percent of GDP. 
They declined between 1997 and 2005 and have increased again since then.

Trends in Public Expenditures, Key Outputs and Outcomes

Figure 12. National Government Expenditures on Agriculture as a percent of GDP (1997-2008)

Source: DBM
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48. Agricultural productivity in the Philippines has grown slowly relative to other countries in the 
region. Its growth pace has been about half the level of China and Vietnam (Table 9). In addition, while in 
1997 the Philippines had the highest crop production index among comparator countries in the region, by 
2004 it had been overtaken by Indonesia, Malaysia, China and Vietnam.

49. The best way of increasing the impact of public expenditure on pro-poor agricultural growth in 
the Philippines is to improve the composition of expenditure. This was the main conclusion of the 
2007 Agriculture PER. It recommended the phasing out of rice subsidies, which could be compensated 
by	the	expansion	of	the	conditional	cash	transfers	programs.	In	addition,	the	rice	self-sufficiency	policy	
could be substituted by a policy of food security at the household level. Moreover, the agricultural budget 
could	helpfully	be	realigned	away	from	commodity-specific	support	and	toward	public	goods	provision	
and market development support. This would include increasing the sustainability of investments in 
irrigation and stepping up expenditures on rural roads, wholesale markets, market information, research 
and development, and food safety and quality.

The Judiciary33

50. The resources devoted to the judiciary declined from 1998 to 2005. Between 1998 and 2004, public 
expenditures on the judiciary as a percentage of GDP were almost cut in half, going from 0.22 to 0.15 
percent. Lower revenues and overall expenditures are partly responsible for this decline. In addition, 
however, the share of the judiciary in the budget declined from 1.2 percent in 1998 to 0.9 percent in 2004. 
Constrained resource availability has skewed the composition of sector expenditures toward personnel 
services, squeezing out maintenance and other operating expenses as well as capital outlays. As a result, 
the	condition	of	physical	facilities	in	lower	courts	is	poor,	impairing	the	efficiency	of	judicial	functioning	
and the access to justice. The access of the poor and marginalized is particularly restricted.

Table  9: Agricultural productivity in Selected East Asian Countries

33Source: Discussion Note: Strengthening Judicial Performance (World Bank, 2009)

Source: World Development Indicators (WDI).
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51. Inefficient human resource management contributes to weak sector performance. There is a shortage 
in	judges	and	prosecutors,	but	overstaffing	by	administrative	personnel.	The	shortage	of	prosecutors	and	
public attorneys has led to excessive caseloads, delays in the delivery of justice, poorly prepared cases 
and low conviction rates. On the other hand, the high level of support staff in courts would provide 
considerable scope for redeployment: the 2006 Judicial Review Index reported that the average system-
wide staff-to-judge ratio was 14.2 in 2005 (12.8 for lower courts and 158.3 for the Supreme Court).

52. The judiciary’s information and communications technology systems need upgrading. Currently, 
they	are	characterized	by	fragmentation,	weak	interoperability,	poor	scalability	and	insufficient	resourcing	
and planning. Due in part to resource constraints, most improvements in IT applications have been stand-
alone attempts to improve the performance of individual parts of the system driven by donor priorities. 
As	a	result	of	the	absence	of	a	holistic	approach,	these	efforts	have	not	resulted	in	significant	efficiency	
improvements.	In	addition,	numerous	lower	courts	do	not	have	sufficient	computers	and	IT	facilities.

 
53. Resource availability improved over 2005-2008. Between 2004 and 2009, the real judicial budget 

increased by 34 percent and the projected budget for 2010 shows a real increase of 69 percent over the 
2004	level.	Nevertheless,	the	Supreme	Court	views	this	increase	as	insufficient	to	address	years	of	under-
resourcing. 

54. Further increasing the budget of the judiciary and adopting a set of judicial performance indicators 
could support improved service delivery.	Increasing	the	judiciary’s	budget	back	to	the	1997	level	by	
2016 would require additional resources amounting to 0.1 percent of GDP. This increase, jointly with the 
adoption of a set of performance indicators and benchmarks pertaining to case backlogs, case disposition 
rates and case processing, should improve the judicial function and improve access to justice and the 
overall business climate. 

Government Owned and Controlled Corporations (GOCCs)

55. GOCCs pose a burden on the government budget.	 Transfers	 to	 the	 country’s	 767	 GOCCs	 have	
significantly	increased	over	the	past	10	years,	reaching	almost	1.3	percent	of	GDP	in	2008	(Figure	13).	
Moreover, actual budget transfers to GOCCs are consistently higher than budgeted amounts. In some 
cases,	subsidies	are	warranted	by	the	GOCC’s	performance	of	quasi-fiscal	activities	of	public	utility	on	
behalf of the government. In other cases, however, the welfare rationale for government intervention is 
less clear. If some of the GOCCs could be privatized or budget transfers to them withdrawn, this could 
potentially	yield	fiscal	savings	of	0.3	 to	0.7	percent	of	GDP,	 in	addition	 to	any	one-time	privatization	
revenues.34 

Trends in Public Expenditures, Key Outputs and Outcomes

34This estimate is calculated by netting out the cost of rice subsidization through NFA (estimated to be between 0.6 percent and 1 percent 
of GDP) from the total budget transfers to GOCCs in 2008.  In addition, however, it is important to stress that budgetary transfers to 
the	GOCCs	only	represent	a	small	part	of	the	public	support	they	receive,	which	includes	periodic	recapitalizations	and	the	financing	
of	current	deficits	by	issuing	debts	that	are	assumed	by	the	national	government.		The	GOCCs	also	generally	operate	in	a	much	more	
favorable	environment	than	private	sector	companies	(e.g.,	most	have	tax	exemptions	and	easy	access	to	credit),	which	has	a	fiscal	cost	
that	usually	does	not	appear	in	the	government	budget.	See	World	Bank	(2010),	“Philippines	Development	Report.”

Source: World Development Indicators (WDI).
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56. Direct budgetary support to GOCCs is only a small part of their fiscal cost.	Significantly	more	public	
resources are used by GOCCs in the form of off-budget support (the NFA is a prime example), but also 
through government guarantees, including loans in foreign currencies to companies with no or limited 
foreign earnings at cheaper interest rates than domestically available. For instance, most of the support 
that	the	NFA	is	receiving	from	the	public	purse	is	off-budget	and	is	mostly	financed	through	government-
guaranteed debt that would ultimately require a large recapitalization since the NFA has negative net 
worth.	Overall,	therefore,	GOCCs	are	a	significant	source	of	non-transparent	contingent	liabilities.	(See	
the Fiscal Risk analysis of the 2009 Philippines Development Report)

57. Information currently available to the government on the operation of GOCCs is insufficient. The 
government monitors the 16 largest GOCCs. However, there is a case for revising the overall framework 
for monitoring the GOCC sector. A strengthened framework could improve the quantity, quality and 
timeliness of GOCC information available to the executive and enhance its ability to plan and budget. 
With	this	enhanced	information,	it	would	be	better	able	to	monitor	the	sector’s	contingent	liabilities,	which	
are	a	 significant	 source	of	fiscal	 risk	 for	 the	government.	 (For	a	 review	of	fiscal	 risks	associated	with	
GOCCs, see Philippines Development Report 2009.)

Conclusions

58. Public expenditures in human and physical capital in the Philippines are well below those of other 
East Asian countries and have been declining over the past decade. This is due both to the low level of 
public expenditures in the Philippines and to declining shares of national and local government resources 
devoted to these areas. Education, health and infrastructure expenditures declined over 1997-2005 and 
began to recover until 2009. Capital expenditures have been particularly affected. Though they began to 
pick up in 2006, they are expected to decline again as of 2010 due to declining revenues and an increasing 
salary bill. Over 2001-2008, LGU expenditures on education, health, and economic services declined 
while	 expenditures	 on	 personnel	 services	 and	 “other	 purposes”	 increased.	Data	 to	 examine	 key	LGU	
expenditures, outputs and outcomes is weak.

Figure 13. Philippines: Government Budget Support to GOCCs

Source: Government of the Philippines, Department of Budget and Management
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59. As public expenditures declined, key outputs and outcomes in some priority sectors deteriorated. As 
public expenditures declined, key outputs and outcomes in the education and transport sectors deteriorated 
and they began to recover with expenditures after 2006. In the health sector, as public expenditures were 
curtailed, the rate of improvement in key outcomes decelerated despite the marked increase in private 
and out-of-pocket expenditures. The link between public expenditures and outcomes is less clear in 
the agriculture sector. This is largely due to the misallocation of agriculture expenditures as well as the 
importance of other factors in determining sector outcomes.

60. Debt payments have crowded out priority expenditures and GOCCs are a source of fiscal risk. Debt 
payments as a share of public expenditures rose between 1997 and 2006, crowding out investment in 
human and physical capital. The share of debt payments declined between 2006 and 2009, but it is expected 
to	begin	rising	again	in	2010.	The	deterioration	in	the	fiscal	position	and	the	attendant	accumulation	of	
debt	is	largely	due	to	the	introduction	of	revenue-eroding	measures	and	the	inability	to	sufficiently	adjust	
expenditures.

61. Closing public spending gaps with other East Asian countries would improve the Philippines’ 
chances of catching up with their development outcomes. The public spending gap is in the order of 3 
to 4 percent of GDP in investment and between 2 to 3 percent of GDP in education and health.35 This yields 
a total public spending gap in these three priority sectors of between 5 and 7 percent of GDP. Closing 
this public spending gap will not be enough as the Philippines also exhibits a gap in private investment 
spending of 7 to 8 percent of GDP with comparator countries in East Asia. Closing the total investment 
gap,	 therefore,	will	 also	depend	on	significant	 increases	 in	private	 investment	 that	will	 in	 turn	 require	
substantial improvements in the investment and governance climate. 

62. Rolling back non-priority expenditures would reduce the adjustment burden on the tax system. There 
are	a	few	large	expenditure	items	that	merit	attention	as	potential	candidates	for	generating	fiscal	savings.	
One of these is the rice subsidy provided by the government through the NFA. Replacing NFA rice subsidies 
with a well-targeted social protection system and eliminating budget transfers and other non-budget support 
to the GOCCs could yield potential savings of around 1 percent of GDP. That would reduce the additional 
fiscal	revenue	effort	required	to	close	the	public	spending	gap	in	priority	areas	to	about	4	to	6	percent	of	
GDP.	Another	source	of	potential	fiscal	savings	is	in	the	budget	transfers	to	the	other	GOCCs,	other	than	
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35The	gap	in	public	investment	identified	here	is	similar	in	magnitude	to	the	shortfall	in	public	infrastructure	investment	identified	
in	the	World	Bank’s	(2005)	infrastructure	report	on	the	Philippines.		That	report	had	called	for	a	gradual	increase	in	infrastructure	
investments from 2.8 percent of GDP (in 2008) to at least 5 percent of GDP. Similarly, the gap of 1.6 percent of GDP in public 
education	spending	shown	in	Table	5	is	close	to	the	2%	of	GDP	shortfall	in	education	spending	identified	in	the	forthcoming	World	
Bank (2010) public expenditure review on basic education.  The World Bank is currently also working on a health sector assessment 
that	seeks	to	provide	a	detailed	actuarial	analysis	of	the	benefits	package	that	should	be	provided	by	the	Government	to	achieve	
better	outcomes	as	well	as	the	costs	of	mitigating	supply	side	constraints	to	achieve	these	goals.	Unfortunately,	the	findings	from	
that analysis are not yet available for comparative purposes. 
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the NFA.36 Special Purpose Funds (SPFs), which have grown from under 20 percent of total budget in the 
late	1990s	to	32	percent	in	2009,	also	warrant	review.	These	funds	allow	for	significant	discretion	in	public	
resource allocation, impair the comparability between budgets and executed expenditures, and are not easily 
monitored,	which	seriously	impairs	the	transparency	of	public	finances.	

63. The required revenue effort can also be reduced by improving the efficiency of public expenditures. 
Chapter	2	reviews	the	efficiency	of	public	expenditures	in	basic	education,	health	and	transport.	The	chapter	
points	out	that	significant	efficiency	gains	could	be	made,	among	others,	by	rolling	back	Congressional	
allocations, which do not undergo the same degree of scrutiny as expenditures included in the regular 
planning and budgeting process. 

64. Effectively increasing public spending will require improved public expenditure management. This 
is	particularly	important	in	view	of	the	public	sector’s	chronic	under-execution	of	the	budget	and	lack	of	
budget transparency. The average budget execution rate over the past 10 years has been around 90 percent, 
with	the	lowest	level	being	in	DPWH.	Here,	correcting	the	shortcomings	in	public	financial	management	
identified	in	the	Philippines	Discussion	Note	on	Public	Financial	Management	and	the	recently-concluded	
Public Expenditure and Financial Accountability assessment would be of great help. Finally, as mentioned 
in the infrastructure section of this chapter as well as in the 2009 Transport PER, stepped-up expenditures 
in the infrastructure sector are only likely to bear fruit if preceded by a serious overhaul of the public 
investment management system.

Recommendations

65. Consider increasing expenditures in priority sectors by around 5-7 percent of GDP. For basic education, 
filling	the	gap	in	school	infrastructure,	hiring	additional	teachers	and	extending	the	cycle	to	12	years	would	
cost slightly over 2 percent of GDP. Bringing up public expenditures on health to regional levels requires an 
additional 0.7-0.8 percent of GDP. Finally, overall infrastructure expenditure should eventually be stepped 
up by 3-4 percent of GDP. A 0.1 percent increase will be needed by the justice sector. 

66. Increase the revenue effort by the same order of magnitude minus any fiscal savings achieved by 
reducing non-priority expenditures and improving efficiency (See Chapters 1, 3 and 4 for potential 
efficiency	savings	in	education,	health	and	infrastructure	expenditures).	

67. Two other potential sources of fiscal savings are the rice subsidies granted through the NFA and 
the budget transfers made to other GOCCs. The government could helpfully consider reviewing the 
management and monitoring system of GOCCs as well as their subsidies. (Top 10 Policy Recommendations 
Number 7). Replacing the rice subsidy with better targeted transfers (such as conditional cash transfers) 
and eliminating the transfers to GOCCs could reduce the total revenue gap to between 4 and 6 percent of 
GDP. (Top Recommendation Number 4). 

36The	fiscal	savings	obtainable	by	eliminating	these	subsidies	and	transfers	would	not	accrue	to	the	national	government,	but	to	the	
nonfinancial	public	sector	as	a	whole.
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68.  Above all, prioritize investment in human capital. The comparative advantage of the Philippines in the 
service sector points to the criticality of improvements in the quality of education. The Philippines exhibits 
promising development prospects in the service sectors, building on its English-speaking population, rapid 
growth of Business Process Outsourcing (BPO) activities and untapped tourism potential. Fully exploiting 
this	potential	will	require	significantly	stepped-up	investment	in	education	and	telecommunications	capacity.	
In this regard, enhancing the quality and access of basic education is needed to achieve universal completion 
of primary education, greater participation in secondary education and learning outcomes on par with top 
performers among middle-income countries. To that end, it will be important to plug the shortage in classroom 
infrastructure, the inequality across schools in access to books and other learning materials, and to introduce 
preschool as part of formal education and extend basic education to a 12 year-cycle. Public expenditures on 
health should also be stepped up to match the regional average with a focus on enhancing the access to health 
care of the poor and supporting overall progress toward the achievement of the MDGs. This in turn will require 
increased MDG-related health interventions, upgrading and expanding rural health infrastructure and increasing 
national government funding of the sponsored program for indigents. (Top Recommendation Number 2).

69. Overhaul the public investment management system. The overhaul should aim to make project selection 
more	technical,	less	political,	and	more	strategically	aligned	with	the	country’s	development	objectives	as	
defined	 in	 its	new	Medium-Term	Philippine	Development	Plan	 (MTPDP).	 In	particular,	 the	government	
should consider reducing and, if possible, eliminating Congressional allocations (DPWH and PDAF). It 
should review the regulatory framework for any remaining Congressional allocations and for PPPs to foster 
their alignment with national objectives. To this effect, it should systematically scrutinize all new projects by 
subjecting them to the regular planning and budgeting system and enhance their transparency, monitoring and 
evaluation.	Public	investment	management	reform	is	critical	to	enhancing	the	efficiency	of	public	investment.	
A detailed review of public investment management and attendant recommendations for reform could be one 
of the areas of focus of the next Public Expenditure Review. (Top Recommendation Number 3).

70. Investments in public infrastructure and communications should be increased. Once the public investment 
management	system	has	been	overhauled	and	revenues	sufficiently	increased,	expenditures	on	infrastructure	
and communications should be strategically stepped up. In the short run, increases in total public infrastructure 
expenditures	are	unlikely.	This	is	due	to	the	absence	of	fiscal	space	owing	to	the	impact	of	revenue-eroding	
measures enacted in 2009, the implementation of the SSL III, and the need to rein in the ballooning budget 
deficit.	This	period	will	provide	a	time	window	to	overhaul	the	public	investment	management	system.	

71. Improved public expenditure management and low execution rates in priority departments need 
to be urgently addressed. If public expenditures are to be stepped up in priority sectors, the absorptive 
capacity of the related departments needs to be enhanced. Over the past ten years, the NG budget execution 
rate has averaged 90 percent, with the lowest-executing department being DPWH. Analyzing and tackling 
bottlenecks in public expenditure management in priority sectors is thus urgently needed. A recent review 
of budget execution in basic education found that the key bottlenecks were the late enactment of the 
budget, procurement delays (particularly the initiation of the bidding process) and weaknesses in the 
planning capacity of government agencies and spending units. (World Bank 2010)

72. Strengthen overall monitoring and evaluation of government policies, outputs and outcomes. The 
next	MTPDP,	sector	strategies	and	the	budget’s	Organizational	Performance	Indicators	Framework	could	
serve as the basis for a strengthened system. (Top 10 Policy Recommendations Number 9).

Trends in Public Expenditures, Key Outputs and Outcomes



54

Philippines Public Expenditure Review: Strengthening Public Finance for More Inclusive Growth

References

Herrera,	 S.	 and	 Pang,	G.	 (2005),	 “Efficiency	 of	 Public	 Spending	 in	Developing	Countries:	An	Efficiency	 Frontier	
Approach,” World Bank Working Paper, May.  

World	Bank	(2005),	“Philippines:	Meeting	Infrastructure	Challenges,”	Washington,	D.C.

World	Bank	(2007)	“Philippines:	Agriculture	Public	Expenditure	Review.”

World	Bank	(2009),	“Philippines:	Transport	for	Growth,”	(Report	No.	47281-PH),	February	24.

World	Bank	(2009),	“Public	Expenditure	and	Financial	Accountability	Assessment.”

World Bank (2009), Philippines Quarterly Update, November 2009, Box 3.

World Bank (2010), Philippines Development Report, forthcoming.

World	Bank		(2010),	“Philippines:	Challenges	and	Options	for	2010	and	Beyond,”	Discussion	Notes,		2010,	Draft.

World	Bank		(2010),	“Philippines:	Basic	Education	Public	Expenditure	Review,”	forthcoming.



55

Chapter 2. Efficiency of Public Spending





57

2. Efficiency of Public Spending

Introduction

73.  More effective public expenditure on human capital and infrastructure is crucial to promote growth 
and equity in the Philippines. The	country	faces	significant	challenges	in	development	outcomes:	growth	
performance has been poor; inequality has been on the rise; and progress toward meeting the education 
and health Millennium Development Goals (MDGs) is under threat. There is evidence that shortcomings 
in the provision of basic education, health and infrastructure have adversely affected education and health 
outcomes as well as investment and competitiveness.37	Moreover,	 efficient	 and	 effective	 provision	 of	
human	capital	and	infrastructure	is	needed	to	respond	to	the	current	global	financial	crisis,	protect	the	poor,	
and lay the groundwork for a return to a robust growth path. 

74. This chapter provides an analysis of the efficiency of education, health, and transport spending at 
the aggregate level.	Following	the	literature,	efficiency	refers	to	achievement	of	sector	outcomes	per	unit	
of sector spending.38 The analysis is focused on basic education, health, and transport, three sectors for 
which there is reasonable data available in the Philippines and in which public expenditure is particularly 
critical.	The	three	sectors	produce	essential	public	goods	and	services	with	significant	positive	externalities,	
are critical to generating economic growth and reaching the poor, and have outcomes with robust links 
to public spending.39	The	analysis	focuses	on	benchmarking	the	country’s	overall	performance	in	these	
sectors	in	relation	to	comparator	countries	to	find	out	where	sectoral	performance	is	particularly	weak	and	
where it is roughly on par with other countries. The analysis will serve to identify sectoral reforms that are 
most	urgently	needed	to	enhance	the	efficiency	of	public	funds.

75.	The	chapter	presents	 three	 levels	of	 efficiency	analysis:	 a)	between	peer	 countries	 at	 similar	 levels	of	
development of the Philippines; b) among the 16 regions within the Philippines;40	and	c)	between	efficiency	
and	intermediate	input/output	indicators.	The	findings	of	this	chapter	should	be	complemented	with	the	
more	 in-depth	 analysis	 of	 operational	 efficiency	 provided	 by	 specific	 sector	 reports.41 The analysis is 
mainly guided by Data Envelopment Analysis (See Annex 1 for methodology and technical description 
and data), but also draws on evidence from country studies in the relevant sectors.

A. Education Spending Efficiency

Cross-Country Comparison

76. The Philippines used to have one of the best-educated populations in the region, but this achievement 
is now under serious threat. As shown in Table 10, its indicators on student achievement have been eclipsed 

37ADB, JBIC and World Bank, 2005; and World Bank, 2009 a; b and 2010 a; b.
38See, for instance, Herrera and Pang (2005) and Verhoeven and others (2007).
39In	a	cross-country	study	of	developing	countries,	Baldacci	and	others	 (2008)	document	 that	public	spending	has	a	significant	
impact on primary and secondary education enrollments and on economic growth.
40Depending on the sector, data are often missing for a few regions in the analysis
41Basic Education Public Expenditure Review (World Bank, 2010); Health Sector Review (World Bank 2010); Transport Sector 
Public Expenditure Review (World Bank 2009); Agricultural sector Public Expenditure Review (2007).

Efficiency of Public Spending
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by	those	in	other	countries	in	the	Asia	Pacific	region	and	there	are	signs	that	the	situation	is	worsening.	
In addition, the Philippines face tremendous challenges in reaching the Millennium Development Goal 
(MDG) on universal primary education by 2015, with a startling decline in participation rates in primary 
and	secondary	schools	since	the	1998-99	Asian	financial	crisis.42

77. This section examines whether it is the level or the efficiency of spending in basic education that is 
the main bottleneck to achieving better sector outcomes. We start by comparing the Philippines with its 
regional peers in spending and education sector performance indicators. Because scores from international 
tests are not available for many countries, our Data Envelopment Analysis (DEA) focuses on enrollment 
rates and public education spending.43 The relationship between public spending and enrollment rates in 
basic education is also supported by the dominant role of public provision in the sector.44 Findings show 
that public schools account for 93 percent of the primary and 80 percent of secondary enrollment in 2003-
04.45 In addition, public spending has an immediate impact on primary and secondary enrollment rates 
in developing countries.46 Therefore, there is a sound basis for linking public education spending and 
outcome indicators in basic education. For cross-country comparisons, national government expenditures 
are used as inputs due to the absence of total government education expenditures for comparator countries. 
Since the national government accounts for 93 percent of total basic education expenditure, it should be a 
good	indicator	of	overall	sector	efficiency.

Table 10: Student Performance on International Tests on Math and Science

42World Bank 2010.
43This is consistent with the literature (e.g., Gupta and Verhoeven, 2001 and Herrera and Pang, 2004).
44It	would	be	desirable	to	analyze	the	role	of	private	schools	in	education	sector	efficiency,	but	the	required	data	are	not	available.	
While the FIES 1999 provided information on enrollments in private school, such information is no longer collected in subsequent 
surveys.
45Manasan and others (2009)
46As shown in Baldacci et al (2008). The same result is found in the most recent World Bank Public Expenditure Review on Basic 
Education for the Philippines (2010a).

Source: Trends in International Mathematics and Science Study 2003 and 1999..
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78. In recent years, the level of public expenditure on basic education in the Philippines has been well 
below that of regional peers while its efficiency is largely on par with them (Table 11).	The	efficiency	
score is actually above the group average and in between those of China and Indonesia, countries that also 
have a low level of education spending.48	This	result	is	consistent	with	Herrera	and	Pang	(2005),	who	find	
that	the	Philippines	ranked	4th	in	education	sector	efficiency	among	the	same	peer	group	using	data	for	
1996-2002.49	The	fact	that	overall	efficiency	is	in	line	with	peers,	combined	with	the	fact	that	all	education	
outcomes deteriorated as public expenditure was curtailed over 1997-2005 and started to recover once 
expenditures started to increase again (2006-08), supports the view that the main bottleneck in attaining 
basic education outcomes is the level of public expenditure.50

In-Country Cross-Regional Comparison

79. The administration of basic education was highly concentrated at the national level in the Philippines 
until 2001, when the Governance of Education Act was passed to provide an overall framework for 
decentralization of education management and service delivery to schools. However, the actual practice 
to date has largely been a de-concentration of authority.51 Therefore, national government spending plays 
an	important	role	in	service	delivery	in	education	in	the	regions.	In	this	analysis	of	spending	efficiency	in	
basic education, the input variable includes both national and local government spending so as to capture 
the full effect of the role of the public sector. 

47The education spending data used here refer to the cross-country World Bank database to maximize cross-country comparability, 
which may differ from national data reported by the Department of Education of the Philippines.
48One needs to be mindful of the limitation of such cross-country comparison given the heterogeneity of these countries and the 
small	number	of	peers	at	similar	levels	of	spending.	The	ranking	is	generally	more	reliable	than	the	level	of	the	efficiency	scores.
49The	output	efficiency	score	for	the	education	sector	of	the	Philippines	was	84%,	same	as	the	average	of	the	peer	group.
50Further evidence on the dominant impact of the level of spending has also been found in a recent education sector study (World 
Bank 2010a).
51World Bank, 2010a

Table 11: Average Public Education Spending and Efficiency Estimates 1/

Efficiency of Public Spending

Source: World Bank EduStat database and staff calculation.
1/ Data refer to averages in 1998-09. Also, output VRS DEA scores are presented. Input refers to average national/central government 
education spending in percent of GDP, while output refers to gross primary and secondary enrollment rates.
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80. The level of spending on basic education varies considerably across regions. In 2004-07, Cordillera 
Administrative Region (CAR) the region with the highest per student expenditure, spent about 9800 pesos 
per student52, 1.5 times as much as the region with the lowest per capita spending (Central Visayas). In 
recent years, basic education spending per student has risen in all regions. Comparing the spending from 
2004-05 to 2006-07, the average rate of increase is about 8 percent per year and Mimaropa has the highest 
average increase (23 percent per year). (Annex 1).

81. Efficiency scores also vary significantly across regions and exhibit an inverse U-shape (Annex 6). 
The	spending-efficiency	relationship	takes	an	inverse	U-shaped	pattern,	with	the	highest	efficiency	being	
achieved	at	the	medium	range	of	spending.	For	example,	the	region	with	the	highest	efficiency—Region	
4B-Mimaropa—spends	about	6600	pesos	per	student,	slightly	lower	than	the	median	of	the	regions.	The	
regions	with	the	lowest	efficiency	(NCR	and	CAR53)	achieve	only	about	60	percent	of	the	highest	efficiency	
in	the	country,	attained	in	Mimaropa).	The	inverse	U-shaped	pattern	suggests	that	there	are	some	fixed	
costs	that	need	to	be	covered	before	efficiency	improvements	can	take	place,	and	that	expenditure	starts	to	
show diminishing returns beyond a certain level.54

82. Enrollment and completion efficiency rates are positively correlated, but dispersion across regions 
in enrollment efficiency is greater than in completion efficiency.	Two	additional	component	efficiency	
scores	have	been	examined	through	DEA	to	detect	the	bottlenecks	in	raising	overall	efficiency.	The	first	is	
enrollment	efficiency,	which	measures	the	efficiency	with	which	students	have	been	enrolled	in	primary	
and	secondary	schools	at	a	given	level	of	spending.	The	second	is	completion	efficiency,	which	measures	
the	efficiency	with	which	the	survival	and	completion	rates	at	primary	and	secondary	schools	have	been	
achieved	at	a	given	level	of	spending.	The	results	indicate	that	these	two	efficiency	scores	are	positively	
correlated,	but	have	different	dispersion	 levels	across	 regions.	The	dispersion	of	enrollment	efficiency	
scores	is	about	20	percentage	points	higher	than	that	of	completion	efficiency	scores.	This	means	that	the	
level	of	efficiency	of	regions	differs	more	in	raising	enrollments	than	in	ensuring	completion.	In	turn,	this	
finding	suggests	that	the	disparity	in	physical	capacity	to	support	enrollment	across	regions	is	likely	to	be	
more	of	a	bottleneck	than	quality	differences	in	improving	education	sector	efficiency.	

83. The variation in efficiency rates across regions points to potential for efficiency gains. For example, 
NCR	has	a	high	level	of	per	student	spending,	but	ranks	low	in	both	completion	and	enrollment	efficiency.	
Since	high	efficiency	tends	to	be	achieved	at	the	medium	range	of	spending,	education	expenditure	could	
be rationalized among regions to better match their needs for education resources and revenue capacities so 
as	to	achieve	more	balanced	levels	of	spending	per	student	and	higher	efficiency.	Using	the	average	group	
efficiency	as	a	benchmark,	the	magnitude	of	the	potential	efficiency	improvement	is	about	7	percent.55

84. Physical capacity constraints appear to be a bottleneck for efficiency improvements. An analysis of the 
correlations	between	the	efficiency	scores	and	education	sector	output	indicators	point	to	physical	capacity	

52Data refer to nominal annual spending by the national government and LGUs.
53CAR	has	mountainous	terrains	and	thus	may	have	high	unit	costs,	which	may	contribute	to	the	low	efficiency	in	the	region.	The	
difference	in	efficiency	levels,	however,	is	unlikely	to	be	explained	fully	by	differences	in	unit	costs.	
54Due to limitations of the DEA methodology, we cannot provide accurate point estimates on the optimal level.
55The	estimate	of	this	magnitude	is	based	on	the	average	efficiency	improvements	achievable	in	regions	with	relative	efficiency	
lower than the group average.



61

constraints	as	the	main	efficiency	bottleneck.	As	shown	in	Table	12,	the	ratio	of	students	per	classroom	in	
primary	schools	is	the	only	variable	that	is	negatively	correlated	with	the	efficiency	scores.	This	finding	
is consistent with sector studies. For example, the Philippines Institute of Development Studies (PIDS) 
(2009) found that in school year 2004-07, newly created teacher positions amounted to 80 percent of the 
required	figure	while	newly	built	classrooms	only	covered	49	percent	of	the	required	figure.	Thus,	on	the	
margin,	lowering	the	number	of	students	per	classroom	would	contribute	more	to	improving	efficiency	
than	lowering	the	student	to	teacher	ratio.	This	finding	is	also	consistent	with	the	large	gap	in	enrollment	
efficiency.	The	composition	of	spending	could	be	adjusted	to	support	more	balanced	capacity	for	basic	
education provision across regions within the same spending envelope.

85. While greater inter-regional equality of spending could increase average efficiency, the scope for 
expenditure re-allocation across regions is limited. A key source of funding for basic education is the 
Special Education Fund (SEF), which depends on collections from real estate taxes. As those are highly 
unequal across regions, so are SEF expenditures. A revision of the formula for the internal revenue allotment 
to include a strong equity factor would be of great help in this regard (see Chapter 3 on regional equity). 
Failing that, the national government will need to play a critical role in diminishing inter-regional inequality 
in	basic	education	expenditures	in	order	to	enhance	their	efficiency	in	achieving	sector	outcomes.	

86. Moreover, regions with higher levels of per student spending tend to deliver better attendance 
and enrollment rates56.	Out	of	the	top	five	performing	regions	(NCR,	Ilocos,	CAR,	Central	Luzon,	and	
CALABARZON),	four	also	rank	among	the	top	five	in	per	student	spending	(NCR,	ranked	4;	Ilocos,	3;	
CAR,	1;	and	CALABARZON,	5).	In	addition,	the	region	with	the	highest	efficiency	—Mimaropa—also	
has the highest growth in spending per student from 2004-05 to 2006-07. 

87. Overall, delivering better basic education outcomes in the Philippines mostly depends on raising the 
level of public education spending per student. This will require not only higher budget allocations, but 
also improved absorption capacity in the Department of Education (see Chapter 1). Improvements in the 
level	of	sector	efficiency	will	require	greater	attention	to	education	spending	across	regions,	in	particular	
infrastructure spending. Finally, conditional cash transfers (CCT) to the poor will also be needed to step up 
demand for education services to match improved supply. This is particularly true for secondary education 
in which poverty gaps are especially acute (see Chapter 4). 

56Data are based on APIS 2004. (World Bank 2010a)

Table 12: Education Sector Efficiency and Output Indicators

Efficiency of Public Spending

Source: 2010 Education PER and staff calculations.
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B. Health Spending Efficiency

Cross-Country Comparison

88. In this section, we benchmark the efficiency of public health spending in the Philippines with peer 
countries in the region. The Philippines underperforms the group average in three key health indicators: 
life	 expectancy,	 child	mortality,	 and	maternal	mortality.	 In	 particular,	WHO	 (2009)	finds	 that	 only	68	
percent of children under 5 have the normal weight-for-age using the National Center for Health Statistics/
WHO	standard;	 “progress	 to	 curtail	 neonatal	 deaths	 is	 dismal,	with	death	 rates	 among	 this	 age	group	
showing	only	the	barest	decline	over	the	past	20	years;”	and	the	Philippines	is	“statistically	off-track”	for	
achieving the MDG on reproductive health by 2015.

89. Spending for both public and private health services in the Philippines is significantly below the 
regional average. Public spending on health is over a fourth lower than the regional average. Private health 
spending is also lower, further constraining the improvement of health outcomes in the country. Because 
expenditure on public health is progressive and the use of private health care facilities is very limited 
among	lower	income	groups,	stepping	up	and	improving	the	efficiency	of	public	health	expenditures	is	key	
to improving the health status of the poor (Chapter 4). For cross-country comparisons, we are limited to 
using national/central government expenditures due to the lack of availability of total public expenditures 
on the health sector in comparator countries. This is an important caveat since the health sector in the 
Philippines is decentralized and Local Government Units (LGUs) play an important role in health sector 
delivery.	Nevertheless,	our	results	are	fully	consistent	with	findings	of	detailed	sector	studies.	

90. Efficiency in utilizing health spending to achieve sector outcomes is roughly on par with peers. While 
private	health	spending	in	the	Philippines	is	significant57, empirical literature supports a strong link between 
public spending and some health indicators, particularly those related to MDGs. For example, Baldacci et 
al.	(2008)	find	that	public	spending	on	health	has	a	significant	link	to	child	mortality.	This	link	guides	our	
application of DEA to infant and maternal mortality indicators as outputs and per capita national government 
(NG) and LGU spending on health as inputs while controlling for the level of private health spending.58 
Because	DEA	estimates	tend	to	be	less	accurate	in	estimating	the	efficiency	of	particularly	low	values	of	
inputs	in	cross-country	comparisons,	one	should	be	cautious	in	drawing	definitive	conclusions.	However,	
Herrera	and	Pang	(2005)	have	similar	results	and	rank	the	Philippines	4th	in	health	sector	efficiency59 among 
the same peer group using data for 1996-2002. Overall, therefore, evidence does not point to the presence of 
substantially	higher	inefficiency	in	health	spending	in	the	Philippines	compared	to	other	countries.

57The median estimate of private medical expense per capita based on FIES 2006 is about 530 pesos among the regions within the 
Philippines.
58Private health spending is included as a separate input.
59The	output	efficiency	score	of	the	Philippines	was	91%,	which	is	on	par	with	average	of	93%	based	on	4	peer	countries	for	which	
data were available: China, Indonesia, Malaysia, and Thailand.
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In-Country Cross-Regional Comparison

91. The health sector has undergone substantial decentralization. LGUs now play a significant role in 
financing and providing health services. In 2006, median LGU health spending per capita was 110 pesos 
and accounted for 80 percent of general government spending on health (NG spending by region and LGU 
spending, excluding hospitals).60 

92. The disparity in public health spending across regions is striking. In 2004-06 CAR, as the region with 
the highest level of per capita public health expenditure, spent about 340 pesos, or 5 times as much as 
the regions with the lowest levels (Northern Mindanao, Zamboanga Peninsula, and Davao). In the three 
regions with lowest spending, the majority of the spending gap comes from differences in LGU spending. 
On average, LGU spending accounts for 95 percent of the gap between these regions and the top-spending 
region. Private health expenditures compensate for the disparity somewhat, but the gap between top and 
bottom spenders remains at about 2:1 after private expenditures are included.

60LGU health spending refers to spending on health, nutrition & population control as compiled by the Department of Finance; NG 
spending refers to DOH obligation by region. To match the latest health indicators in 2006 to conduct DEA, NG spending data in 
2006 are used, but these data do not cover hospitals.

Table 13: Health Spending, Indicators and Spending Efficiency Estimates

Efficiency of Public Spending

Source: Department of Finance and NCSB of the Philippines; and staff estimates.
1/ Data refer to central government spending.
2/ Assuming public spending as the only input.
3/	Controlling	for	both	public	and	private	spending.	While	the	level	of	efficiency	estimates	change,	the	ranking	remains	consistent.
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93. The efficiency gap in the health sector is also more pronounced than in education. For example, CAR 
is	found	to	have	only	half	the	efficiency	level	achieved	in	the	Davao	region.	Therefore,	the	efficiency	gap	
is	5	percentage	points	higher	than	in	the	education	sector.	While	the	health	spending	efficiency	score	has	a	
strong	negative	correlation	with	the	level	of	per	capita	health	spending,	the	relationship	between	efficiency	
and spending does not form a clear inverse U-shaped pattern as in education.61 

94. The disparity in spending and efficiency levels carries into health outcomes. While regions such as 
CAR that enjoy a high level of per capita spending record good indicators, those with low spending exhibit 
poor	 results	 despite	 having	 relatively	 high	 efficiency.	 For	 example,	 the	 infant	 and	maternal	mortality	
rates in the Davao region are 30 and 65 percent higher than the national average respectively. Addressing 
such	disparities	 is	critical	 to	achieving	 the	primary	health	sector’s	goal	of	“better	health	 for	 the	entire	
population.”

95. Reallocating health spending across regions could contribute to achieving better health outcomes. 
Since	low-spending	regions	achieve	higher	efficiency	than	high-spending	regions,	diverting	some	health	
spending	 to	 the	 low-spending	and	high-efficiency	 regions	can	 improve	overall	health	 sector	outcomes	
within	 the	 same	 spending	 envelope.	Using	 the	 average	 efficiency	 of	 the	 regions	 as	 a	 benchmark,	 the	
potential magnitude of the improvement is about 11 percent.62	This	magnitude	is	significantly	above	the	
7 percent reported for the education sector. As in the education sector, the reallocation could be achieved 
either through a reform in the IRA or through the reallocation of national government expenditures.  

96. The different performance of the health and the education sectors holds lessons on the impact of 
decentralization. The	higher	devolution	and	higher	spread	of	inefficiency	in	the	health	sector	compared	to	
the less-decentralized education sector point to decentralization as a source of dispersion in performance. 
Moreover, the dispersion of physical infrastructure-dependent enrollment rates in the education sector 
similarly points to the variation in local level funding through the Special Education Fund as a key driver. 
The	World	Bank	Basic	Education	PER	also	found	that	more	efficient	schools	relied	less	on	LGU-funded	
teachers. 

97. Improved coordination across various levels of government in the health sector is critical. A great 
degree of responsibility for the health sector has been devolved from the DOH to about 1600 LGUs. 
Currently, provincial governments oversee provincial and district hospitals, municipal governments manage 
rural health units and barangay health stations and the DOH maintains specialty and regional hospitals and 
medical centers. Coordination between DOH and LGUs in service provision is key to ensuring satisfactory 

61The	absence	of	a	clear	uniform	relationship	could	 reflect	 the	 fact	 that	health	outcomes	are	affected	by	more	complex	 factors	
than education outcomes, including demographics, epidemiology, education, income and environmental factors. DEA analysis 
only	provides	a	broad-brush	analysis	to	detect	whether	there	appears	to	be	significant	efficiency	issues	between	the	level	of	public	
spending and health sector outcomes.
62The	estimate	of	this	magnitude	is	based	on	the	potential	efficiency	improvements	that	can	be	achieved	in	regions	with	relative	
efficiency	scores	lower	than	the	group	average.



65

sector outcomes. However, the World Health Organization (WHO) (2009) reports that decentralization and 
other health sector reforms led to lack of coordination and excessive fragmentation of service delivery.63 

98. Poorer LGUs do not have the means to deliver on their responsibilities. Decentralization of 
responsibilities	needs	to	be	supported	by	sufficient	financing	for	the	decentralized	system	to	respond	
effectively to local needs. This has been a particular challenge for LGUs with lower levels of local 
revenue. For instance, PIDS (2009) reports that while the Vitamin A program supported by NG purchase 
achieved	considerable	success,	some	LGUs	were	not	able	to	fulfill	the	delegated	obligation	to	provide	
other	 essential	 supplements	 to	 children	due	 to	financial	 constraints	 and	 the	high	cost	of	 small	 scale	
procurements.

99. Increasing the share of expenditures on public health would boost efficiency. An analysis of health 
spending	 efficiency	with	 intermediate	 input	 indicators	 points	 to	 several	 directions	 for	 improvement	
(Table	14).	The	correlation	between	 the	efficiency	score	and	 the	 immunization	rate	among	children,	
which can serve as a proxy of spending on public health, is positive. The potential for improving the 
efficiency	of	health	spending	 through	higher	vaccination	rates	 is	corroborated	by	sector	studies.	For	
instance, WHO (2009) reports that 8 out of the 10 leading causes of morbidity in the Philippines are 
caused	 by	 communicable	 diseases.	 Similarly,	 PIDS	 (2009)	 finds	 that	 child	 and	 maternal	 mortality	
rates are high relative to peer countries at similar income levels and that these mortality rates can be 
significantly	reduced	by	public	health	measures.	Therefore,	a	higher	share	of	spending	devoted	to	public	
health	is	likely	to	boost	the	overall	efficiency	of	public	spending	on	the	sector.

100. A greater focus of human resources on front-line primary health care delivery is likely to generate high 
efficiency gains. For example, an increase in trained birth attendants working on front-line services is likely 
to	be	more	effective	in	raising	efficiency	than	an	across-the-board	increase	in	health	workers.	This	could	be	
particularly	useful	given	the	country’s	relatively	high	maternal	mortality	rate.	It	is	also	consistent	with	the	
finding	by	the	Center	for	Legislative	Development	(CLD	2008)	that	61	percent	of	births	are	home-delivered.	
The	negative	correlation	between	health	sector	efficiency	and	the	number	of	doctors	per	capita	is	consistent	
with	research	findings	on	the	unequal	distribution	of	doctors	among	the	regions.	CLD	(2008)	reports	that	only	

63Several Government initiatives are aimed at improving coordination across levels of Government. Under the Health Financing 
Strategy of the Fourmula One (F1) for Health program, there is a DOH initiative to improve coordination of national and local 
spending for health. Similarly, the Annual Operations Plans of the Province-wide Investment Plan for Health (PIPH) articulate the 
investment requirements of provinces and their component municipalities to deliver on nation-wide priorities. In addition, major 
programs such as the Health Facilities Enhancement Program (HFEP) are being prioritized among LGUs based on their PIPHs. 
Finally,	the	DOH’s	MTEF	outlines	the	logistic	coordination	requirements	between	NG	and	LGUs	and	their	budgetary	implications	
in order for each level of Government to be able to deliver on their respective responsibilities.

Table 14: Health Spending Efficiency and Intermediate Input Indicators

Efficiency of Public Spending

Source: Department of Finance and NCSB of the Philippines; and staff estimates.
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10 percent of the doctors, dentists, and pharmacists practice in rural areas while the vast majority of doctors 
and nurses operate in NCR and the high growth region of Southern Luzon. Therefore, the unequal distribution 
of	doctors	between	rural	and	urban	areas	could	be	a	key	source	of	inefficiency	in	the	health	system.

101. Bridging the physical capacity gap in public health facilities can raise efficiency. Efficiency	estimates	
are strongly correlated with the number of barangay health stations per person. This is consistent with 
the	finding	in	CLD	(2008)	that	the	poor	and	rural	populations	use	public	health	facilities	more	frequently	
than the rich, who predominantly use private facilities.64 Therefore, the relatively high maternal and 
infant mortality rates of the poor and rural households can be more effectively reduced by building 
more	barangay	health	stations	in	their	neighborhoods.	Currently,	however,	CLD	(2008)	finds	that	the	
distribution of health care facilities is skewed towards the NCR and other economically well-off cities 
and provinces. Hence, bridging the physical capacity gap by rationalizing the development of primary 
health	care	facilities	is	important	not	only	for	equity	reasons,	but	also	for	boosting	efficiency.

102. Improving health outcomes will require stepped up public expenditures. Given the comparatively 
low levels of public and private health spending in the Philippines, reaching the health MDGs will also 
require higher levels of per capita spending. The adequate provision of health care, particularly of public 
health and basic health services to the poor, is also important for building human capital and supporting 
the inclusive growth that the Philippines is pursuing. 

C. Transport Sector Efficiency

103. Transport infrastructure is critical in a globalized economy (World Bank 2009a). Infrastructure 
significantly	contributed	to	the	integration	of	export-oriented	East	Asian	countries	with	global	markets.65 
Transport accounts for about a quarter of the needs for investment and maintenance of infrastructure 
expenditures	 in	 the	 region.	 Therefore,	 examining	 the	 efficiency	 of	 the	 transport	 sector	 can	 provide	
valuable	information	about	a	significant	portion	of	the	infrastructure	sector	that	is	crucial	to	the	country’s	
future	growth	path.	This	section	examines	the	efficiency	of	transport	expenditure	in	the	Philippines	in	
achieving	this	sector’s	outcomes.	Because	of	the	absence	of	data	disaggregated	by	region,	no	analysis	of	
within-country	cross-regional	efficiency	is	carried	out.

Cross-Country Comparison

104. Insufficient transport infrastructure appears to be a constraint for growth and development in 
the Philippines. In surveys of business executives on transport infrastructure quality, the Philippines is 
ranked at the bottom among peer countries, even underperforming Cambodia, a low-income country, in 
the perceived quality of road, port, and overall infrastructure (Table 15). The Philippines also lags behind 
its peers in several other indicators of transport spending and infrastructure. Moreover, the density of 
paved road and railway in the peer group is 1km and 3.7 km/km2 arable land respectively while for the 
Philippines it is only 0.7 km/km2and 0.9 km/km2 respectively.66

64The	report	cites	a	survey	conducted	by	the	Social	Weather	Station	in	2001,	which	finds	that	the	richest	40%	is	found	to	predominately	
use private clinics or private hospitals.
65ADB, JBIC and the World Bank (2005)
66It	is	difficult	to	find	consistent	cross-country	comparators	of	transport	infrastructure	given	complicating	factors	such	as	geography,	
population density, and trade patterns. However, to maximize comparability, the road density measures used here have been scaled 
by the area of arable land, consistent with World Bank (2005).
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105. The Philippines exhibits both low levels and low efficiency of spending in the transport sector.67 
In 2003, the peer group68 spent an average of 2.1 percent of GDP on transport infrastructure while 
the Philippines spent 0.5 of GDP less. At the same time, there is some evidence of comparatively low 
efficiency	in	public	spending	in	transport.	The	Philippines	underperforms	other	middle-income	countries	
in	the	peer	group	as	its	efficiency	score	falls	below	the	peer	group	averages.	Our	relative	ranking	across	
countries is also consistent with an institutional analysis of the public investment management in the 
Philippines	 in	 comparative	 perspective.	 For	 example,	ADB,	 JBIC,	 and	World	Bank	 (2005)	 find	 that	
congressional	allocations	undermined	the	efficiency	of	infrastructure	investment	in	the	Philippines.	For	
example, the long-term planning role of the National Economic and Development Authority (NEDA) tends 
to	be	undermined	by	multiple	pressures	to	finance	highly	politicized	infrastructure	projects	earmarked	
by congressional allocations. About a fourth of the Department of Public Works and Highways (DPWH) 
budget	is	earmarked	for	projects	financed	by	congressional	allocation	(See	Chapter	1).	This	results	in	
significant	fragmentation	of	scarce	fiscal	resources	and	undermines	the	strategic	planning	and	budgeting	
process in infrastructure development. It also seems to contribute to low budget execution rates.

106. Low efficiency is likely due to fragmentation, politicization and poor governance and accountability. 
Transport spending is particularly fragmented in the Philippines. Despite the existence of a Medium-Term 
Philippine Development Plan and a National Investment Plan, actual decision-making on infrastructure 
expenditure is highly fragmented and implementation is poor. Only a third of all transport projects are selected 

67The Government is enacting a number of measures to improve public investment management. These include amendments 
to the Build-Operate-and-Transfer (BOT) Law and its Implementing Rules and Regulations (IRR) as well as the Joint Venture 
(JV) Guidelines to streamline the review and evaluation process of PPP infrastructure projects. Moreover, A National Transport 
Policy Framework (NTPF) and a draft National Transport Plan have been drafted with the goal of improving the institutional and 
policy framework for the transport sector.  The NTPF focuses on the following priority areas for the transport sector: (a) Resource 
generation and allocation; (b) Criteria for the preparation of agency plans, programs, and projects; (c) Cost recovery and subsidies; 
(d) Regulation of passenger transport service; (e) Urban transport; (f) Transport logistics; and (g) Governance. 
68There is a lack of comparable cross-country data on transport indicators that are closely linked with national transport spending to 
support the DEA application. This section aims to keep a consistent set of regional peers as in previous analyses, but data availability 
prevents the inclusion of Rep. of Korea, Malaysia, or Thailand in this analysis. (See Table 17 for peer countries used). 

Table  15: Ranking of Transport Infrastructure 1/

Efficiency of Public Spending

Source: WEF (2010) Global Competitiveness Report and staff calculations.
1/ Data are based on surveys of business executives in the countries except for the availability of airline seats, which are base on 
scheduled available seat kilometers per week originating in country.
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through the NEDA Public Investment Management System (World Bank 2009a). Similarly, as much as a third of 
projects implemented by the DPWH are selected by Congressmen bypassing the national planning and priority-
setting	system.	Moreover,	since	the	advent	of	decentralization,	a	significant	amount	of	local	infrastructure	such	
as local roads has become the responsibility of the LGUs, and their level of coordination with the national 
government has been poor. Moreover, due to their low capacity, transparency and accountability, there is hardly 
any data to assess LGU performance and evidence indicates that voters are unable to hold their local governments 
accountable. Finally, PPPs have been highly disappointing and infrastructure investments have been hampered 
by perceived corruption and poor functioning of the overall public infrastructure management system (ADB, 
2009; ADB, JBIC and World Bank 2005; and World Bank 2009b).

107. Addressing the country’s transport infrastructure shortage requires an overhaul of the public 
investment management system.	The	particularly	 low	efficiency	 rates	 of	 public	 transport	 spending	
and	the	high	levels	of	corruption	in	the	sector	justify	addressing	these	shortcomings	before	significantly	
stepping up public expenditures on the sector. Our macro-economic framework consequently envisages the 
prioritization of an increase in education and health spending over 2011-2013 while delaying an increase 
in transport infrastructure until the public investment management system has been overhauled.

Conclusions

108. The efficiency of education and health spending in the Philippines is on par with peer countries in 
the Asia Pacific region. Low levels of sectoral spending seem to be the key driving factor for below-
average sector outcomes. Therefore, increasing the levels of spending is likely key to boosting the sectoral 
performance in education and health. 

109. In transport, evidence suggests that low levels of expenditure are accompanied by high inefficiency. 
As	discussed	in	Chapter	1	and	in	the	Transport	PER,	such	inefficiencies	are	attributable	to	a	fragmented	
and politicized project selection and budgeting system. This in turn is due to a large share of Congressional 

Table 16: Transport Outcome and Spending Indicators and Efficiency Estimates 1/

Source: World Bank, 2005, EAP Infrastructure at a Glance; and World Development Indicators Database.
1/	DEA	efficiency	score	based	on	one	input	of	national	transport	spending	and	two	outputs	of	paved	road	and	railway	scaled	by	the	area	
of arable land.
2/ Average of China, Indonesia, and Vietnam.
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allocations in infrastructure expenditures, weak transparency and accountability systems and poorly 
functioning PPPs (World Bank 2009a). Therefore, improvements in project planning, budgeting, 
monitoring and evaluation would likely yield considerable gains in sector outcomes.

Recommendations

110. There is some scope for efficiency improvements by re-allocating expenditures across regions, 
particularly in health. In education and health, higher per capita spending in some regions has not 
reaped	results	commensurate	with	average	efficiency.	Allocating	more	resources	from	less	efficient	to	
more	efficient	regions	could	help	achieve	better	sectoral	outcomes	within	the	same	spending	envelope.	
Using	the	group’s	average	as	the	benchmark,	the	potential	for	efficiency	improvements	is	about	7	percent	
for education spending and about 11 percent for health spending. Pending a revision of the IRA, only 
national government expenditures are available for re-deployment.

111. Intermediate output analysis points to some potential areas for efficiency improvements. In 
education,	physical	 capacity	constraints,	 as	 reflected	 in	a	 low	classroom	per	 student	 ratio	 in	primary	
schools, appears to be a bottleneck. In health, increasing the share of front-line health workers and 
rationalizing the regional distribution of health care professionals, raising spending on public health, and 
addressing unequal access to physical facilities appear to be the bottlenecks.

112. The higher level of dispersion of inefficiency rates in the decentralized health sector points to the need 
for improved inter-governmental relations.	 (See	Chapter	 3	 for	 specific	 recommendations).	 Potential	
efficiency	gains	can	also	be	generated	by	strengthening	the	links	between	sector	financing	and	improvements	
in sector performance through performance-based grants (See Health Sector Review, World Bank 2010b). 

113. Finally, data production and reporting should be improved to facilitate the monitoring and evaluation 
of the efficiency of public spending. In particular, the following data could helpfully be published: 

a. Household survey data on private spending on basic education and health by province.
b. Key health sector indicators (such as infant and maternal mortality) by province in the annual statistics. 
c. Some core infrastructure spending and outcome indicators, such as DPWH spending on investment 

and maintenance of national roads by province; kilometers of roads built and maintained by province; 
LGU spending on roads and roads built by province; kilometers of national, secondary and local 
roads by province. 

d. Strategic infrastructure development plans and PDAF and DPWH Congressional allocations funds, 
projects, releases and outputs, including maps congressional allocation details by province. 
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3. Decentralization and Regional Inequality

Introduction

114. With a Gini coefficient of 52.2, the Philippines exhibits the highest degree of income inequality in 
the East Asia region.69	This	inequality	across	income	groups	is	also	reflected	in	high	levels	of	inequality	
in incomes and social conditions across regions within the country.70 While some parts of the Philippines 
resemble those of mid-to-high income countries, others share more similarities with low-income 
countries. The quality of services in state universities and colleges and in private health facilities in 
Manila compares favorably with the most advanced facilities in developing countries. At the same time, 
education and health standards in some parts of the country are more reminiscent of those found in IDA 
countries. Regional GDP per capita differs widely. For instance, in the National Capital Region (NCR), 
where per capita GDP is over 11 times that of the Autonomous Region of Muslim Mindanao (ARMM), 
the poverty rate in 2006 was 10.4 percent whereas it was 62 percent in the ARMM (Table 17). 

69The Philippines is a diverse and dispersed archipelago. It is composed of 7,107 islands, only about a third of which are inhabited. 
Most of the islands are mountainous and covered in tropical rainforest, though the largest islands include large agricultural plains. 
With	an	estimated	population	of	92	million	people,	the	country	is	the	world’s	12th	most	populous	country,	home	to	a	large	number	
of ethnicities and cultures and 171 spoken languages. The Philippines is divided into three island groups: Luzon, the Visayas, and 
Mindanao. Administratively, the country is divided into 17 regions, 80 provinces, 120 cities, 1,511 municipalities, and 42,008 
barangays or district/village units for a total of 43,719 LGUs. LGUs consist of provinces, cities and municipalities.
70Differences across provinces are even higher, as regions mask inequality across provinces. However, since no data is available at 
the provincial level, this chapter uses the region as the main level of analysis.

Table 17: Philippines: Poverty by Administrative Region, 2000-2006

Decentralization and Regional Inequality

Source: World Bank estimates based on FIES data.
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115. Inequality is of particular concern because overall growth rates have been low. In a country like 
China, with its high growth rates, the fact that some regions are growing faster than others is of less 
concern. For instance, over 2001-2008, the slowest-growing region in China grew almost twice as 
rapidly as the fastest growing region in the Philippines. In Vietnam, over 1991-2000, the growth rate 
of the median region was twice as high as its equivalent in the Philippines (Figure 14). Therefore, the 
analysis of convergence and divergence that this chapter presents needs to be placed in the context of 
sub-par growth compared to other countries in the region. 

116. Starting in 1991, the Philippines undertook an extensive decentralization of fiscal responsibilities. 
LGUs are now responsible for providing basic public services and are expected to fund them with transfers 
from the central government as well as by raising their own sources. The shift in responsibilities or 
authority between the central government and LGUs was established in the 1991 Local Government Code 
(Republic Act 7160). This code gives LGUs autonomy to decide the composition of their expenditures 
and revenues consistent with their local development objectives. To date, LGUs are largely responsible 
for	most	basic	public	services—primary	health	care,	social	welfare	services	and	hospital	care.	Education,	
on the other hand, remains mostly centralized, although LGUs account for roughly half of capital 
expenditures	in	basic	education	through	the	SEF	financed	through	real	estate	taxes.71 Contrary to other 
decentralized countries, there are neither sector expenditure norms nor minimum service standards with 
which LGUs are expected and supported to comply, and there are no centrally mandated data they are 
expected to produce. 

71Capital spending on education (e.g., school buildings) is a shared responsibility between the central and local governments.

Figure 14. Average Growth Rate by Region in Selected East Asian Countries (1991-2000) 
                  and (2001-2008)

Source: Philippines Statistical Yearbook, NSCB, Indonesia-Central Bureau of Statistics
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117. The 1991 Local Government Code increased fiscal transfers to LGUs, in support of their new 
responsibilities. Transfers from the National Government (NG) budget to LGUs are formula-based, and 
are a function of tax revenue collected by the NG during the three years prior to the allocation year. Over 
time, this formula has resulted in about 20 percent of central government (contemporaneous) tax revenues 
being allocated to LGUs through the IRA scheme. Transfers rose sharply following the passage of the Local 
Government Code and have been averaging 3.0 percent of GDP from 1994 to 2009 (Figures 15 and 16). 
Regulations require that 20 percent of the general IRA transfer be used for development expenditures. 

118. This chapter assesses regional convergence/divergence of living standards and the extent to 
decentralization may have been a contributing factor. As the 2009 World Development Report (WDR 
2009) on Reshaping Economic Geography points out, government is responsible for providing at least 
spatially-blind institutions and public services across its territory. When, on the contrary, public expenditures 
favor the better-off regions, government is contributing to enlarging the natural gap between better-
endowed and less well-endowed regions. By doing so, it not only increases inequality, but also dampens 
the growth prospects of the country as a whole. This chapter documents the evolution of living standards 
indicators across regions in the Philippines and tracks the geographic distribution of LGU resources and 
some related key outputs and intermediate indicators. In part due to the absence of comprehensive data 
on the regional distribution of national government expenditures, the chapter focuses on the role of LGU 
expenditures.	Overall,	therefore,	the	chapter	examines	whether	fiscal	decentralization	has	contributed	to	
reducing interregional equity or whether it may have exacerbated it. It also assesses what current levels of 
distribution of human capital across regions tell us about the likelihood of convergence in the future.

119. The convergence of regional incomes that was underway prior to decentralization, stopped once 
it started.72 Although there was some convergence73 in regional incomes over the entire 1975 to 2000 
period, the relationship is weak, and there is no measurable statistical relationship in the latter half of this 

72See	technical	annex	(Annex	2)	for	references,	definition	of	convergence	and	methodology.
73σ-convergence refers to the trend in convergence whereas β –convergence measures the speed of convergence (See Annex 2).

Decentralization and Regional Inequality

Figure 15. Transfers to LGUs rose markedly after
                   the 1991 Decentralization Law

Figure 16. IRA transfers account for a growing 
                  share of NG tax effort

Source: Department of Finance (DOF) Source: Department of Finance (DOF)
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period (Manasan and Chaterjee, 2003). Between 1975 and 1986 (before decentralization), the speed of 
convergence or β-coefficient	is	estimated	at	0.0137	(significant	at	the	5	percent	level).	In	the	1987	and	
2000	(decentralization)	period,	on	 the	other	hand,	 the	coefficient	stands	at	a	statistically	 insignificant	
0.0067.74 

120. Since 2000, per capita GDP has grown only in the National Capital Region (NCR) and there has 
hardly been any convergence of regional income (Figure 19).75 The results of our analysis of Gross 
Regional Domestic Product (GRDP) per capita through 2008 suggest a speed of convergence consistent 
with the trends in previous estimates, i.e., very slow (β	=	0.0029	and	statistically	insignificant).	A	simple	
plot	of	GRDP	per	capita	over	time—whether	in	logs	or	in	levels—suggests	that:	1)	regional	incomes	have	
been	generally	flat	over	the	last	few	years,	except	generally	in	the	NCR;	and	2)	there	is	little	discernible	
movement toward a narrowing of disparities in regional incomes. 

121. Like regional GDP, other income indicators exhibit hardly any convergence. Data on GRDP per 
capita may overstate the extent of disparities in regional living standards. Therefore, to present a more 
comprehensive picture of well-being across regions, we tested convergence in other indicators such as 
wages, poverty levels, expenditures and social indicators. These also show little evidence of convergence, 
as shown below.

122. There is little evidence of convergence in average non-agricultural wage rates across regions since 
2000 and some evidence of divergence since 2006 (Figure 17). The σ-convergence result shows some 
convergence	 from	2001	 to	2005,	but	 a	 significant	 increase	 in	 regional	disparity	 in	2006.	Since	 then,	
a very slow pace of convergence resumed. The β -convergence analysis shows that, over 2001-2008, 
there was little or no evidence of convergence of regional average daily basic pay. The regression result 
shows	a	statistically	insignificant	β-coefficient	=	0.00535.	76 This trend is consistent with the absence of 
convergence in regional incomes.

74The	rate	of	convergence	between	1975	and	1986,	while	statistically	significant,	is	relatively	slow	at	about	half	to	one	third	of	
the rate of convergence observed within the U.S. states since 1880, the prefectures of Japan since 1930, and the regions of eight 
European countries since 1950 (Barro and Sala-i-Martin, 1995). With β = 0.0137, then regions are converging (closing the gap) at 
a rate of 1.37 percent per year. This yields a half-life of convergence (i.e., the years necessary to close half of the initial gap) of 51 
years (against 23 to 35 among US, EU, and Japanese states and regions).
75The analysis is hampered by the break in the regional indicators series, when Region IV (Southern Tagalog) information is 
disaggregated	into	the	“CALZABARZON”	(IV-A)	and	“MIMAROPA”	(IV-B)	sub-regional	information	beginning	around	2003.	
In	this	section	and	in	subsequent	ones,	we	conduct	two	sets	of	analyses.	The	first	set	includes	either	data	on	Region	IV	or	data	on	
Region IV-A and IV-B, depending on which series covers the longest period possible. The second set excludes data on Region IV. 
The results presented below are invariant to the exclusion/inclusion of Region IV data.
76The analysis follows the classic, cross-sectional approach to regional convergence analysis. Some caution is thus warranted in the 
interpretation of results because they are necessarily based on small samples.
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123. There is evidence of divergence in poverty rates.77 (Figure 18). The β-convergence analysis of the 
average growth of poor incidence of the population from 1988 to 1997 shows a positive β-coefficient	(i.e.	
0.371)	strongly	significant	at	1	percent	level,	indicating	strong	evidence	of	regional	divergence	within	the	
period. The β-convergence analysis of non-poor incidence of the population for the period after 1997 shows 
no evidence of regional convergence.78 Further, the β-coefficient	is	positive	and	statistically	insignificant,	
indicating probable regional divergence. The σ-convergence results also show strong regional divergence 
between 1988 and 1997 while the β-convergence analysis for this period shows no evidence of convergence. 
Since 2000, the trend is less clear, with sub-periods of convergence and divergence.

124. There has been some modest narrowing in household expenditures across regions in recent years.79 
(Figure 20).80 Household expenditures suggest some tendency toward equalization in the period after 
2000. Regional disparity unequivocally increased from 1988 to 2000, driven in large part by the growth 
of family expenditures and family income in the NCR outstripping those of other regions. Since 2000, 
however, the household expenditures of most regions exhibit a modest rate of convergence towards the 
NCR	level,	as	the	NCR	stabilized	(in	logs).	Over	this	period,	the	lowest	quintile’s	share	of	total	income	
has been more or less unchanged.81 

77It is important to note that the β-convergence analysis transforms the relevant social indicators accordingly into their positive 
form. In this case, we used the non-poor proportion of the population.
78 As previously stated, this is a convergence analysis of the non-poor proportion of the population but Figure 18 shows the poverty 
incidence (rather than the population share of non-poor) for ease of interpretation.
79Summary FIES data for 2009 will not be made publicly available until late 2010 or early 2011. Strictly speaking, we should be 
comparing family expenditures per person and GRDP per person. However, summary data on the FIES over the last twenty years 
from the National Statistical Coordination Board (NSCB) are readily available only in terms of average families, not on a per-person 
basis.	Nonetheless,	for	1997	and	2000	where	both	summary	figures	on	family	expenditures	and	family	expenditure	per	person	are	
publicly	available,	the	data	suggest	that	that	they	are	very	closely	correlated	(correlation	coefficient=0.99).	Not	surprisingly,	the	
average household size is about the same across regions. 
80See	for	example	World	Bank	(2004).	This,	however,	may	also	reflect	the	same	type	of	discrepancy	seen	between	measures	of	
private consumption drawn from National Accounts data and measures of consumption drawn from surveys. See Ravallion (2001) 
for a discussion of key issues.
81This expenditure convergence may be due to the trends seen in recent household surveys of rising household expenditures on 
education and health as government expenditures declined, higher remittances to poorer regions as emigration increases just as 
poverty continues to stagnate, and stepped up borrowing rates of cash-strapped households. 
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Figure 17. Non-agricultural wages have tended to
                   diverge since 2006

Figure 18. Poverty incidence has tended to diverge

Source: Bureau of Labor and Employment Services Source:	Official	Poverty	Statistics	of	the	Philippines	(1997,	2000,	2006)



78

Philippines Public Expenditure Review: Strengthening Public Finance for More Inclusive Growth

125. Can some aspects of well-being converge across geographic units, despite diverging income levels? 
The WDR 2009 concludes that unbalanced economic growth can coexist with the convergence of other 
indicators of well-being. Namely, if governments provide spatially-blind institutions with equal access 
to social services across the country, they can promote the convergence of living standards while laying 
the groundwork for the eventual convergence of growth. The next three sections examine whether in the 
Philippines there has been convergence in basic indicators of well-being such as education, health, and 
access to basic infrastructure.

126. Education indicators, which are critical to future income trends, have diverged. Until 2003, literacy 
rates across regions had converged, with especially rapid convergence in the 1990s (Figure 21). On the 
other hand, net primary enrollment rates converged through the 1990s, but diverged thereafter (Figure 
22). Consistent with this result, primary completion rates exhibit little evidence of convergence up to 
2003 and have been diverging since then (Figure 23). Even when excluding the ARMM region, there is 
little or no convergence. 

Figure 19. Regional incomes have diverged since
                   2001

Figure 20.  But there has been some modest 
                    convergence in regional household spending  

Source: NSCB data and World Bank staff calculations Source: NSCB data and World Bank staff calculations

Source: NSCB data and World Bank staff calculations
Note: Excludes ARMM and Caraga. For these regions, data are available
only for the most recent years. Source: NSCB data

Figure 21. Strong  β- and  σ- convergence across 
                   regions literacy rates...

Figure 22.  but recent divergence in net primary
                   enrollment rates
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127. Health indicators that can be directly attributed to the role of the health sector, such as immunization 
rates, have not been converging (Figure 24). For instance, measles immunizations rates have tended 
to diverge since 1997, though there have been some sub-periods of convergence over the past ten years. 
The poor performance of this indicator may be due to poor coordination between national and local 
government as the responsibility for immunizations is shared, with NG being in charge of procuring 
vaccines and LG in charge of distributing them and administering them. 

128. The most impressive case of convergence can be seen in infant and child mortality rates (i.e., 
evidence of β- and σ-convergence). (Figures 25 and 26). Between 1990 and 2006, infant mortality 
rates for the Philippines as a whole fell from about 57 (per 1,000 live births) to 23. These improvements 
were widespread, with some regions experiencing very steep declines from about 76 in 1990 down to 31 
in 2006. Similarly, overall infant mortality rates fell from about 80 in 1990 to 31 in 2006, with Eastern 
Visayas and the Bicol Region experiencing some of the most rapid decreases. More importantly, the fall 
has been more pronounced for regions with low initial conditions (β-convergence in infant mortality) and 
the dispersion in infant mortality rates between regions has narrowed over time (σ-convergence in infant 
mortality, see Figure 25). β- and σ-convergence between regions is also noticeable for child mortality 
rates (Figure 26), the prevalence of underweight children (not shown) and maternal mortality rates (not 
shown), though the analysis of the latter is hampered by the lack of data for more recent years. 
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Figure 23. Primary completion rates have diverged Figure 24. Immunization rates also show some
                  divergence

Figure 25 . Strong β-  and σ- convergence across
                   regions in infant mortality rates

Figure 26 . as well as in child mortality rates
              

Source: NSCB data 
Note: Excludes ARMM and Caraga. For these regions, data available only
          for the most recent years.

Source: NSCB data

Source: NSCB data Source: NSCB data
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129. Convergence in infant and child mortality rates needs to be interpreted within a context of an overall 
slow pace of decline, higher overall mortality levels and greater regional dispersion compared 
to other East Asian countries. The relatively high level of convergence in infant and child mortality 
indicates some catch-up effect of the regions with the highest mortality levels. However, under-5 mortality 
in the Philippines is still 26 per 1000 compared to an average of 18 per 1000 in East Asian comparator 
countries. The speed of decline in overall infant and child mortality rates in the Philippines has also 
been much slower than in other countries in the region. Moreover, regional performance is much more 
unequal in the Philippines than in comparable countries in the region (See Figure 27 for a comparison 
with Indonesia).

130. The degree of convergence witnessed in infant and child mortality rates is not paralleled in any 
other indicator of well-being. As described above, all these improvements have taken place without 1) 
commensurate increases in GRDP per person, or 2) β- or σ-convergence in GRDP per person over this 
same period. This is a trend that could be seen across the world prior to the advent of AIDS. This seems to 
be part of a global trend. Over the last several decades, there appears to have been a gradual convergence 
in some indicators of well-being across countries despite lack of evidence on income convergence. 
The results of recent cross-country studies by Sab and Smith (2002), Neumayer (2003), and Kenny 
(2005) show that, despite lack of convergence in incomes per capita, there has been convergence in 
some education and health outcomes, including life expectancy and literacy.82 This recent literature runs 
counter	 to	 the	findings	of	some	earlier	studies	 that	suggested	divergence,	rather	 than	convergence,	 in	
social indicators.83 

82The analysis conducted by Sab and Smith (2002), using three-stage least squares, explicitly recognizes the interaction between 
social indicators, e.g., education and health indicators, in contrast to Neumayer (2003) and Kenny (2005) who use variants of the 
more typical single-variable σ- or β-convergence.
83See, for example, Hobijn, and Franses (2001). The sources of discrepancy between the earlier literature and the more recent 
literature—including	measurement	errors--are	reviewed	by	Neumayer	(2003).

Figure 27. International Comparison: Infant Mortality Rate
          Philippines (2002-2006) and Indonesia (2000-2008)

Source: Philippines Statistical Yearbook, NSCB, Indonesia-Central Bureau of Statistics
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131. The combination of convergence in some indicators of well-being and non-convergence in income 
is not fully understood in the literature. For Sab and Smith (2002), the occurrence of human capital 
convergence in the absence of income convergence suggests the existence of substantial lags between 
human capital accumulation and the period of measurable increases in productivity. In the health 
sector,	the	convergence	could	be	due	in	large	part	to	the	spillover	benefits	of	technological	and	medical	
advancements rather than to the impact of government policies. It could also be due, in part, to the role 
of social services whether provided by government or non-governmental organizations, to the extent 
that they compensate for income gaps. In addition, transfers may play an important role in equalizing 
health and education outcomes across regions for reasons similar to those underpinning the less unequal 
distribution of regional household expenditures (compared to regional incomes). Finally and perhaps 
most	critically,	Neumayer	(2003)	argues	that	many	of	the	social	indicators	we	are	concerned	with	—such	
as literacy rates, net enrollment rates, and infant survival rates-- have natural upper bounds, which means 
that convergence is the natural path of development. 

132. Strong caution is warranted in the analysis of non-income dimensions of well-being. As explained 
by	Kenny	 (2005),	 there	 are	 some	measurement	 issues	 specific	 to	 social	 indicators,	 especially	 when	
analyzing them using the existing framework for assessing convergence. Because some social indicators 
have a complement (for example, infant mortality as opposed to infant survival), they may indicate 
convergence, when measured one way, and divergence, when measured through its complement.84 He 
also argues that measuring convergence toward zero (as in the case of infant mortality rates) tends to 
“favor”	or	place	disproportionately	more	weight	on	 small	 absolute	 changes	 close	 to	 zero	over	much	
larger absolute changes further away from zero. For example, an infant mortality rate falling from two to 
one (per 1,000 live births) weighs more (in percentage terms) than an infant mortality rate falling from 
100 to 60. 

133. The convergence in infant mortality rates is robust to a test of absolute convergence. Taking into 
account the measurement issues noted in the preceding paragraph, our β-convergence analysis transforms 
the relevant health indicators accordingly into their positive form (e.g., infant survival), for closer 
comparability with the previous β-convergence analysis of income. In the case of infant mortality rates (or 
infant survival), the β-coefficient	is	0.035	and	strongly	significant	(at	the	1	percent	level	of	significance).	
This indicates a rapid speed of convergence (half-life of convergence of 20 years), especially when 
compared with regional incomes (half-life of convergence of 51 years). The results of the analysis of 
σ-convergence also suggest that the dispersion of infant and child mortality rates across regions has 
fallen rapidly over time.

134. Access to a safe water supply and sanitary toilets across regions seemed to converge until 2003-
2004 and has diverged since then (Figures 28 and 29). Another indicator of well-being is the 
population’s	access	to	basic	infrastructure	services,	such	as	safe	water	and	sanitary	toilets.	It	is	also	a	
good indicator of the ability of government to provide basic infrastructure across the country. Our data 
indicate that, as was the case in most social indicators, convergence took place until 2000, but has been 
in reversal since then.

84See also Neumayer (2003).

Decentralization and Regional Inequality
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A. Contribution of Fiscal Decentralization to Regional Divergence

135. Fiscal resources can play a critical role in curbing geographic disparities in living standards 
and well-being. Decentralized	governments	can	allocate	fiscal	revenues	so	as	to	alleviate	geographic	
imbalances in resources and ensure equal access to basic services across regions (See Box 1). They can 
also	finance	 infrastructure	 investments	 in	 lagging	regions	or,	at	 least,	connect	 these	regions	and	 their	
populations to other regions with better economic prospects and employment opportunities (World Bank, 
2009).	Moreover,	in	the	right	circumstances,	fiscal	decentralization	can	enhance	government	efficiency,	
encourage innovation and accountability in the provision of services, and foster closer links between 
revenue and expenditure decisions. On the other hand, in countries with poor capacity and accountability 
at the local level combined with uneven resource availability across regions, decentralization can widen 
income and development gaps and undermine transparency and accountability. 

136. Decentralization in the Philippines has not played an important role in reducing geographic 
disparities and instead may be exacerbating them. Devarajan and Hossain, (1998) found that the 
overall regional allocation of public expenditure on health, education, and infrastructure was progressive 
and	that	the	findings	were	invariant	to	sensitivity	tests.	Manasan	and	Chaterjee	(2003),	using	data	on	
LGU	expenditures	for	the	1990s,	found	that	fiscal	decentralization	has	not	helped	promote	interregional	
equity.85 Analyzing LGU budgets from 1985 through 2000, they found that, in large part, this has been 
due	to	the	highly	divergent	levels	of	fiscal	capacity	across	regions	and	the	overall	level	of	resources	in	
poor regions being incommensurate with newly-devolved responsibilities (see also Bird and Rodriguez, 
1999). Among other factors, such mismatches have in turn been due to vertical and horizontal imbalances 
(namely those across regions as well as the share of national taxes being inadequate to cover the cost of 
devolved functions). There are substantial discrepancies across regions in the ability to raise revenues. 
Manasan and Chaterjee reported that, as of 2000, over two-thirds of all local taxes were collected by 
only	four	regions.	They	also	noted	rising	“unfunded	mandates,”	such	as	increases	in	IRA	that	are	not	
proportional to salary adjustments mandated by the Salary Standardization Law.

 

Figure 28 . Access to a safe water supply Figure 29. The same seems to be the case for access
                   to sanitary toilets

Source: Philippine Countryside in Figures, NSCB Source: Philippine Countryside in Figures, NSCB

85Part	of	the	discrepancy	in	some	of	the	findings,	in	addition	to	differences	in	the	time-period	examined,	could	be	differences	in	data	and	
methodology, including the scope of the analysis. For examples, Devarajan and Hossain (1998) look at health, education, and infrastructure 
expenditures, while Manasan and Chaterjee (2003) and Manasan (2007) examine aggregate LGU budgets. By their own admission, 
Devarajan	and	Hossain	(1998)	use	strong	assumptions	to	arrive	at	an	integrated	estimate	of	fiscal	benefits	(accounting	for	the	combined	
incidence of taxes and spending), while the other studies simply report separate summary statistics for revenues and expenditures.
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Box 1. Vietnam’s Fiscal Decentralization System—Supporting Effective 
Service and Infrastructure Delivery Nationwide

 Vietnam’s	 fiscal	 decentralization	 is	 a	 key	 part	 of	 the	Government’s	 economic	 and	 political	 reform	 program.	
It	began	 in	1996	and	 it	continues	 to	 this	day.	The	focus	of	Vietnam’s	decentralization	program	has	been	 to	ensure	
that, through the effective delivery of public services and infrastructure nationwide, progress on the achievement of 
critical development outcomes takes place in a balanced manner throughout the country. To achieve this balanced 
development, the decentralization program has three central platforms: 

1. Delivering appropriate resources to all local governments --especially the poorer and more disadvantaged 
ones;

2. Ensuring resource allocation is supportive of the achievement of critical development outcomes; and

3. Experimentation with measures of downward and upward accountability of local governments.

Delivering appropriate resources to all local governments through a solidly pro-poor intergovernmental fiscal 
transfer system.

•	 The	2002	State	Budget	Law	required	the	development	of	a strongly pro-poor system of equalization transfers 
from the central to the provincial governments based on criteria including population, poverty rate and whether 
the province is in a disadvantaged location;

	•	 Since	2006,	capital expenditure transfers are allocated based in part on the above and other pro-poor criteria, 
such as the presence of ethnic minorities, the levels of local revenue and the number of districts determined to 
be in disadvantaged locations;

•	 National	 targeted	programs provide exemptions from education fees to poor households, distribute health 
insurance	cards	to	disadvantaged	individuals,	and	support	communes	facing	extreme	difficulties

•	 Provinces	with	revenues	below	minimum	expenditure	needs	are	exempted	from	sharing with central Government 
the proceeds from shareable taxes;

•	 Program	 135 entitles poor and mountainous communes to receive central level funds for infrastructure 
projects.

• Ensuring local government resource allocation is supportive of the achievement of critical development 
outcomes through expenditure norms. Provincial governments are subject to expenditure norms on their 
vbudget decisions. In particular, there are certain quotas and standards determined by the central level that 
must be applied by provincial governments in their expenditure allocations to ensure that certain development 
outcomes (e.g. in education and health) are met. 

• New measures of upward and downward accountability of local governments, including through data 
production and publication. As part of the decentralization process and in order to ensure accountability 
for the use of public funds, some important forms of downward accountability have been introduced. Since 
2004,	regulations	on	public	finance	transparency	require	Governments	to	publicize	the	estimates	and	uses	of	
annual	 state	budgets,	 inter-governmental	 transfers,	 and	 the	 collection	and	use	of	 “people’s	 contributions.”	
While much of the power is still at the province level, experimentation with downward accountability has been 
strong at the commune level: Governments are required to involve their citizens in the development of local 
budgets	and	people’s	contributions,	socio-economic	development	plans,	public	investment	projects	and	plans,	
land use management, legal issues and administrative procedures among others. In practice, as is typically 
the case, progress has been uneven and much progress yet remains to be made in ensure effective access to 
information and ability to participate in decision making by all.

“Local	Government”	in	Modern Institutions. Vietnam Development Report 2010.

Box 1. Vietnam’s Fiscal Decentralization System—Supporting Effective 
Service and Infrastructure Delivery Nationwide
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137. A more recent paper using data through 2003 finds that the LGU share of general government 
expenditures has risen more rapidly than its share of general government revenues (Manasan 2007). 
Further imbalances are evident when the data are disaggregated into various LGU levels (provinces, 
municipalities, and cities). The current IRA distribution formula, however, does not allow for equalizing 
transfers to reduce some of these gaps in resources and responsibilities. This distribution formula 
proceeds	in	two	stages.	At	the	first	stage,	IRA	resources	are	allocated	by	level	of	government	and	are	
distributed as follows: 23 percent shared by all provinces, 23 percent shared by cities, 34 percent shared 
by municipalities, and 20 percent by barangays. At the second stage, the LGU share depends on the 
following formula: population (50 percent), land area (25 percent), and equal sharing (25 percent). As 
such, the formula does not offset disparities and revenue-raising capacities across LGUs; in fact, IRA 
resources	tend	to	flow	toward	advanced	regions.	Not	surprisingly,	summary	household-level	data	from	
the Family Income and Expenditure Survey (FIES) through 2000 also suggest that per capita transfers 
and per capita household incomes were positive correlated (thus suggesting a regressive allocation of 
resources). 

138. Our analysis reveals that regional inequality in total LGU revenue has increased. The gap has 
grown, in part, as NG transfers have become less progressive. We undertake an analysis of the various 
sources of LGU income at the regional level in 2001 and in 2008 and draw concentration curves (Figures 
30 and 31). These are akin to Lorenz curves and reveal the extent of inequality among units (regions in 
this case) along several dimensions of interest (total LGUs revenues and its breakdown in this case). The 
horizontal axis ranks the 17 regions of the Philippines from the poorest86 (zero) to the richest (one). From 
2001 to 2008, total transfers from the NG to LGUs (ntotshare?) went from being slightly progressive 
Figure 30 shows that the IRA was broadly neutral in 2001.87 

139. LGU own-revenue sources are starkly inequitable and have become more so, with LGUSs in 
the poorest regions being able to collect far less revenue than richer ones. In fact, LGUs in NCR 
alone	collected	about	half	of	total	LGU	tax	revenues	across	the	country’s	17	regions;	i.e.,	the	LGUs	of	
the remaining 16 regions collected about the same amount as NCR. Inequality in both own-revenue 
mobilization and NG transfers has increased noticeably between 2001 and 2008, as can be seen by 
comparing Figures 30 and 31.

86Measured by the real GRDP per capita.
87An analysis of the extent of progressivity of the IRA is not possible for 2008 as data are missing for a large number of LGUs (only 
total NG transfers received are recorded, not the breakdown in the sources).
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140. LGU spending is strongly regressive and has become more so, especially in education. Two	regions—
NCR	and	CALABARZON—account	for	over	60	percent	of	total	LGU	spending	from	2001	to	2008	even	
though they only account for 44 percent of GDP and 26 percent of the total population (Figure 34). Of 
great concern is the fact that the most regressive LGU expenditure category is education. In 2001, LGU 
spending on education was highly regressive while total LGU spending by region was slightly unequal. 
Other components of total spending exhibited broadly the same degree of inequality. Expenditure on 
social security, social services and welfare spending (e_soc) and labor and employment (e_labor), 
however, showed some slight degree of progressivity (Figure 32). By 2008, total spending had become 
slightly	more	unequal,	but	there	were	significant	changes	in	sectoral	allocations.	For	example,	spending	
on labor and employment had some degree of progressivity while spending on education had become 
even more unequal and spending on housing and community development (e_house) had become as 
unequally distributed across regions as LGU education spending (tote_edu) (Figure 33).

Decentralization and Regional Inequality

Figure 30. Concentration curves for LGU revenue,
                  2001

Figure 31. Concentration curves for LGU revenue,
                  2008

Source: World Bank staff calculations. Source: World Bank staff calculations.

Figure 32. Concentration curves for LGU sectoral,
                  spending, 2001

Figure 33. Concentration curves for LGU sectoral,
                  spending, 2008

Source: World Bank staff calculations. Source: World Bank staff calculations.
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141. The NCR alone accounts for over half of total LGU spending on both education and housing (Figure 
34). The stark inequality in education expenditures across regions is largely due to the (highly regressive) 
real property tax funding of the SEF and its ring-fencing for education.88 The inequality in the housing 
sector, on the other hand, is likely due to the large and lumpy outlays necessary in this area.89 Only relatively 
well-off LGUs have the own-tax and non-tax resources to undertake such large projects, either through 
their accumulated savings or by borrowing (mostly through LandBank and the Development Bank of the 
Philippines,	both	government	finance	institutions).	Poorer	LGUs	have	poor	credit-worthiness	and	therefore	
limited	borrowing	capacity.	This	is	of	concern,	in	particular	since	our	chapter	on	the	efficiency	of	public	
expenditures	finds	capital	outlays	as	a	key	bottleneck	in	achieving	sector	outcomes.	

142. LGU expenditures account for almost half of total general government non-wage expenditures 
on basic education. In the aggregate, LGUs contribute less than 8 percent of total general government 
expenditure on basic education. However, LGU expenditures account for a large share of government 
non-wage expenditures on basic education. Over 2000-2007, total LGU expenditures on basic education 
were	 equal	 to	 73	 percent	 of	 the	 Department	 of	 Education’s	 non-personnel	 services	 budget	 and	 116	
percent of its allocation for current non-wage expenditures. This means that access to learning materials, 
for instance, is highly unequal across regions. The Department of Education estimates that expenditures 
on school materials in the Manila district of Makati are equal to equivalent expenditures in the rest of the 
country. These inequities are likely to translate into large gaps in education quality across regions.

88Having the additional real property tax levy ring-fenced for education through the Special Education Fund forces LGUs with 
larger own real property tax bases to spend on education, reducing their choices and increasing inequality in education expenditures 
across regions
89Recall that LGUs in education are mostly responsible for capital spending, such as for building schools

Figure 34. Education and Housing Spending Shares by Regions, 2001-2008

Source: Statement of Income and Expenditures of BLGF
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143. NG spending per pupil on basic education across regions is less unequal, but does not systematically 
or fully compensate for differences across LGUs (Table 18). The variation in LGU per pupil spending 
appears to be co-variant with average regional household income. Furthermore, the positive relationship 
between LGU per student SEF spending and per capita household income across regions is found to 
be	 statistically	 significant.	 In	 other	words,	 the	 pattern	 of	LGU	 spending	 appears	 to	 favor	 the	 better-
off regions. NG per pupil spending across regions varies less widely, but does not systematically or 
sufficiently	compensate	for	differences	across	LGU	spending.	

144. Richer LGUs have higher levels of both LG and NG health expenditures. There is a positive and statistically 
significant	relationship	between	per	capita	household	income	and	per	capita	LGU	spending	on	both	public	
health and hospital services (Table 19). This is due to the fact that per capita LGU spending on health is largely 
driven by the resource envelope of each LGU (Manasan 2008). Per capita DOH spending on hospital services 
is also found to be positively correlated with per capita household income. This is surprising in light of the 
implementation of the income retention policy for DOH-retained hospitals starting in 2003.90

Table 18: Government Spending on Elementary and Secondary Education in 2007

90In the analysis above, the observations for NCR are treated as outliers and excluded from the analysis. If observations for NCR are 
included, the relationship between per capita household income and per capita LGU spending on hospital care is negative, but not 
significant.	However,	a	positive	and	statistically	significant	relationship	still	holds	for	per	capita	household	income	and	per	capita	
LGU spending on public health and per capita DOH spending on hospital services.

Decentralization and Regional Inequality

Source: Family Income and Expenditure Survey (FIES) and the SAAOBs of Department of Education, 2006.
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B. Two decades into decentralization, regional inequality remains stark in incomes, living standards, 
     and access to public services.

145. Two decades into decentralization, regional inequality remains stark in the Philippines. Rapid β 
and σ	convergence	in	infant	and	child	mortality	among	regions	mask	significant	remaining	differences	
among regions. Infant mortality remains much higher among poorer regions. This difference is likely 
due, at least in part, to wide disparities in immunization coverage and access to preventive health care. 
For example, the level of immunization coverage for DPT3 in NCR is more than twice that of ARMM 
(89 percent versus 41 percent, respectively in 2003). Similarly, access to basic public health services, 
such as facility-based deliveries, still differs widely among regions. In NCR 68 percent of deliveries are 
facility deliveries and 87 percent were attended by a health professional, compared to 15 percent and 19 
percent respectively in the ARMM (Annex 2). Moreover, the effects of inadequate access to water and 
sanitation services and the impacts of air and water pollution vary widely among regions and LGUs and 
affect	predominantly	the	poor—see	World	Bank	(2010)	for	more	details.	

146. Unequal access to public health facilities at the regional level has not been compensated by private 
sector supply. Evidence in this regard includes the facts that: 1) out-of-pocket spending per household 
is strongly regressive at the regional level (Annex 2); 2) the share of households that make exclusive use 
of private health facilities is higher in richer regions (Figure 35); and 3) the share of households that did 
not use any health facility when sick (either public or private) is sharply higher in poorer regions (Figure 
36).91 Regional differences in poverty rates remain wide (Annex 2).

91Not	surprisingly,	a	recent	study	finds	that	household	saving	has	been	falling	between	1994	and	2006	though	it	argues	that	the	
change in saving behavior is in part explained by the growth of the social security system over this period (Terada-Hagiwara 2009). 
Another	recent	study	speculates	that	the	rising	demand	for	health	services—brought	on	by	the	increasing	share	of	young	dependents	
in	the	total	population—is	leading	to	lower	saving	(Mapa	and	Bersales	2008).

Table 19: Government Spending on Health in 2007

Source: SAAOBs of Department of Health.
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147. Education deficits reflect geographic (island) differences (World Bank, 2010). For example, age-
specific	education	deficits	are	smaller	in	regions	of	the	island	of	Luzon	and	larger	in	regions	of	the	island	
of	Mindanao.	Similarly,	the	distribution	of	regional	education	deficits	is	smaller	in	Luzon	than	it	is	in	
Mindanao (Annex 2). 

148. Local roads, an LGU responsibility, are also highly unequally distributed across regions and 
inversely correlated with the poverty rate.	(Annex	2)	This	inequality	reflects	highly	uneven	levels	of	
own	resources	and	access	to	finance	across	regions,	especially	for	lumpy	investments.	It	also	reflects	the	
fact that congressional allocations (PDAF and DPWH-CA) tend to (slightly) favor regions with higher 
per capita incomes.

149. Devolution has not improved service delivery.92 The growing gap in performance across regions 
is of particular concern because overall service delivery standards seem to have deteriorated since 
decentralization started. While positive examples of good local governance can be found, they appear to 
be exceptions rather than the norm. A World Bank discussion note on decentralization presents a simple 
Human Development Index (HDI) transition matrix which indicates whether provinces, grouped by their 
HDI scores in 1990, progressed, regressed, or stagnated over the following 10 years. Of the 74 provinces 
analyzed, only eight managed to improve their scores enough to move up to the next higher cohort while 
three provinces actually registered lower HDI scores. Moreover, a recent study found that growth in 
provincial income after decentralization has had a weak impact on poverty reduction, suggesting that 
LGUs have proven unable to translate growth at the provincial level into poverty reduction through more 
effective service delivery (Balisacan, 2007).

92See Discussion note on Decentralization. The World Bank, 2009. 
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Figure 35. The richer the region, the higher the
                  exclusive use of private health facilities

Figure 36. The poorer the region, the more likely it is
                  that households do not visit any health
                  facility when sick

Source: World Bank staff calculations using APIS 2005 data for health 
              and NSCB for real GRDP data.

Source: World Bank staff calculations using APIS 2005 data for health 
              and NSCB for real GRDP data.
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150. Mechanisms for holding local chief executives accountable for performance are weak and 
frequently ineffective. Aside from unclear assignment of responsibilities across levels of government, 
there is weak social and electoral accountability. The Local Government Code introduced mechanisms 
to institutionalize citizen participation in the LGU planning and budgeting processes, primarily through 
special bodies such as the local development council and the local health and school boards. However, the 
functionality	of	these	special	bodies	varies	significantly	across	LGUs	and	the	voice	of	non-government	
stakeholders in local governance is generally very weak. 

151. No systematic information on LGU performance is available to allow voters to assess their local 
governments’ performance. Therefore, citizens do not have the information to hold their governments 
accountable through elections to reward good performers and punish laggards. Not surprisingly, recent 
research suggests that local elections have been ineffective instruments for holding local chief executives 
accountable for their performance in service delivery. In fact, the re-election rates of the governors who 
presided	over	significant	increases	in	HDI	scores	(i.e.,	over	10	percent)	were	not	higher	than	those	of	
governors who presided over negligible or decreasing changes in HDI scores. (See Discussion Note on 
Decentralization; World Bank, 2009)

Conclusions 

152. Convergence in income and living standards among regions in the Philippines provides a mixed 
picture. Evidence of convergence was found in a few areas, but important areas are converging at a very 
slow pace, not converging, or even diverging. Rapid convergence over a sustained period of time appears 
to be a challenge as regional convergence in some areas did take place over a limited time period, but was 
not	sustained.	To	summarize,	the	following	key	findings	emerge	from	the	chapter:

a) Regional income convergence has been very slow (along both the β and σ dimensions) and wages 
and poverty rates seem to be diverging since 2000;

b) There is some recent evidence of modest convergence in household expenditures;

c) Some key health outcomes such as infant mortality rates are converging much faster;

d) Education outcomes converged until 2000 and have diverged since then;

e) The evidence on the convergence of other social indicators is mixed, but there seems to be modest 
divergence in access to water and sanitary toilets;

f) LGU revenues and expenditures are very unequal across regions and are becoming more so, 
particularly for education and housing expenditures;

g) NG expenditures on basic education and health are not bridging the gap, and neither is private 
provision (at least in health);

h) Inequality in revenues and expenditures translates into unequal access to public services and 
infrastructure across regions;

i) Two decades into decentralization, regional inequality in income, living standards, and access to 
public services remains stark and in critical aspects, is growing.

153. The non-equalizing character of inter-governmental transfers and high levels of inequality in own 
resources across regions contribute to regional divergence. While revenue transfers to LGUs are 
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significant	at	 around	40	percent	of	overall	government	 resources,	 their	distribution	across	LGUs	has	
been broadly neutral; that is, the richer LGUs receive a per capita share of NG revenue roughly equal to 
their poorer counterparts despite their higher capacity to raise own revenue. This fundamental horizontal 
inequity stems from the fact that the IRA, by far the largest source of transfer from the central government 
to	LGUs,	does	not	include	a	specific	equalization	objective.	This	inequity	on	the	revenue	side	explains	
the large inequality in expenditures across regions. Because this inequality affects key areas such as 
education and local roads, it lays the groundwork for continued divergence in the future.

Recommendations

154. The following policy recommendations would address the key shortcomings highlighted in this chapter:

a) Including a strong revenue equalization component in the IRA formula would help address 
growing inequality. This would ensure that NG transfers to LGUs are allocated in a strongly 
progressive	manner.	There	are	two	key	options	for	such	an	IRA	reform.	The	first	option	is	to	include	
a measure that captures differences in revenue-generating capacity in the allocation formula, such as 
poverty incidence. The second option utilizes a set of minimum expenditure levels that ensure the 
provision of a basic level of services to the population. A balancing or equalizing transfer would be 
given to those local governments that are not able to meet that minimum expenditure level. Experiences 
in other countries may provide a good benchmark for revising the IRA formula (see Annex 2 on 
Indonesia). In elaborating this reform, considerations other than equity should also be taken into 
account. Such a reform should be a priority in the next Medium-Term Philippines Development Plan 
(MTPDP) to be developed by the incoming administration. (Top 10 Recommendations Number 5).

b) Strengthen the LGU incentive system, transparency and accountability. Consider establishing 
a transparent and publicly accessible system for systematically monitoring and evaluating 
LGU performance, which may be used as the basis for performance incentive systems. (Top 10 
Recommendations Number 6).93 

c) The NG should at least partially compensate for the disparities in the tax base of LGUs. In the 
education sector, it should compensate for unequal distribution of funds across schools, as proposed 
by Atkins and Manasan (2001) and, more recently, by Boncodin et al. (2008). Similarly, the equity-
based school maintenance and other operating expenses (MOOE) formula developed by Boncodin 
et	al.	(2009)	should	be	implemented	so	that	schools	have	sufficient	funds	to	implement	their	school	
improvement plans. A similar solution to compensate for differences in health spending across LGUs 
should be devised for the health sector.

d) Significant improvement in public finance and other data collected and disclosed is urgent. 
Enhanced data production and dissemination is critical to improving LGU accountability as well 
as to providing the information basis to assess government effectiveness. We recommend that the 
following data be produced on a regular basis:

•	 Macro-economic indicators disaggregated to the provincial level (e.g., provincial domestic 
product, income, and savings levels). 

•	 Poverty and household (FIES) information disaggregated to the city/municipality level. 

93In this regard, it could be useful to use as guidance the system of report cards for LGUS, donors, and Councils for Health Development 
that the Department of Health is developing for monitoring and evaluating the equity and effectiveness of health services.

Decentralization and Regional Inequality
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•	 Annual report on a set of key local government outputs and outcomes in core areas of LGU 
responsibility, such as health, local roads, waste management and pollution control, agriculture 
and	fisheries	development,	and	access	to	basic	utilities	disaggregated	to	the	regional,	provincial,	
city, and municipal level.

• Fiscal data disaggregated by region and province, sector and expense class (economic 
classification):

◊	 NG	expenditures	should	be	disaggregated	by	region	(and	if	possible,	by	province).
◊	 NG	and	LGU	budgeted	and	executed	expenditures	should	be	disaggregated	by	GFS-compliant	

sectoral	and	economic	classifications.	
◊	 The inconsistency between audit (COA) and budget (BLGF) data should be bridged. 

Currently, the two sets of reports (COA and BLGF) are inconsistent with each other.94 Policy 
analysis requires having consistent data between the two disaggregated sources. The team 
understands that both COA and BLGF are working to such an outcome. 

◊	 The BLGF should also revise its expenditure accounts in order to reduce the size of the 
‘other purposes’ category, which takes up too large a proportion of LGU expenditures and 
compromises the quality of any analysis of expenditures. Reforms should also ensure that 
BLGF’s	 reporting	of	expenditures	by	 function	 is	consistent	with	 the	 IMF-GFS	(1986)/UN’s	
Classification	of	Functions	of	Government	(COFOG)	categories.	
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4. Equity of Government Spending on Education and Health

Introduction 

155. Education and health are major determinants of an individual’s human capital, earnings stream, 
and overall well-being.	As	such,	they	are	crucial	contributors	to	an	individual’s	ability	to	break	the	inter-
generational cycle of poverty. 

156. At the national level, the distribution of human capital is one of the most important determinants 
of the distribution of income as well as a key indicator of government equity and responsiveness to 
those who most need it.	The	distribution	of	benefits	from	social	expenditures	is	particularly	important	
in a country like the Philippines, in which the overall level of such expenditures is very low. Ultimately, 
the	access	of	the	poor	to	quality	public	services	will	determine	the	human	capital	of	the	“bottom	half”	
of the population, a critical ingredient to the economic success of any country as well as to its social and 
political stability. Finally, inequality in income and human capital is a root cause of poor governance 
across the world. 

157.	In	this	light,	assessing	to	which	extent	government	expenditures	on	education	and	health	are	benefiting	
the	lower	income	groups	is	important	for	equity	reasons,	and	for	evaluating	the	overall	efficiency	and	
effectiveness of public expenditures. 

158. This chapter assesses the extent to which various income groups in the Philippines have benefited 
from publicly provided education and health services. It	does	so	through	the	use	of	benefit	incidence	
analysis (BIA), a tool used to assess how government spending or tax policy affects the distribution of 
welfare in the population by evaluating the distribution of government subsidies among different income 
groups. (For further methodological information, see Annex 3.)

A. Equity in Access to Education 

Participation Rates

159. High participation rates tend to mask unequal access to education across gender and income 
groups. The Annual Poverty Indicators Surveys (APISs) show that net participation rates vary widely 
with per capita household income and gender (Table 20). In particular, children from poorer households 
are	significantly	less	likely	to	attend	school	than	children	from	higher	income	households,	and	the	school	
attendance rate of males is lower than that of their female counterparts for all age groups. The poverty 
gap is found to be wider than the gender gap.

Equity of Government Spending on Education and Health
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160. Participation gaps between poor and non-poor children rise with age and level of education and 
are economically determined. Overall, participation rates in the Philippines deteriorated between 
1999 and 2004, with the greatest decline in the tertiary level, where the net participation rate went down 
from 24.3 in 1999 to 20.5 in 2004. Although the participation rate at all levels improved in 2004-2007, 
the gains were not enough to bring them back to their 1999 levels. The gap between the participation rates 
of non-poor and poor children rises with age and the attendant opportunity cost of staying in school. In 
2007, the gap was 6 percentage points at the elementary level and 25 percentage points at the secondary 
level.	The	profile	of	school	leavers	indicates	that	the	primary	reason	for	the	gap	is	economic,	including	
the direct costs of education as well as the need to seek employment. 

161. Females exhibit higher participation rates than males and the gap rises with age/ level of education. 
The gender gap in participation rates rises with age. In the elementary and secondary level, the gap 
widened between 1999 and 2004, but recovered somewhat in 2004-2007. In 2007, it stood at 2 percentage 
points at the elementary level and at 11 percentage points at the secondary level. The difference is more 
marked in poorer households, where 58.3 percent of girls aged 12-15 attend secondary school compared 
with only 44.7 percent of the boys in the same age bracket (Table 20). 

162. There are economic reasons for lower male participation.	The	 profile	 of	 school	 leavers	 suggests	
that lack of personal interest is the primary reason why boys aged 12-15 years leave schools at this age; 
however,	the	profile	also	shows	that	“high	cost	of	education”	and	“employment”	rank	second	and	third	
among their reasons cited, indicating that another important reason for leaving school is economic. 

Table 20: Net Participation Rates, by level, by Gender and Poverty Status, 1999, 2004 & 2007
                 (in Percent)

Source: 1999, 2004 and 2007 APIS.



99

Completion Rates

163. The proportion of Filipinos aged 17-24 who completed grade school between 1999 and 2007 
remained stable at around 90 percent. On the other hand, the proportion of the same cohort who 
completed high school increased from 62 percent in 1999 to 66 percent in 2007. 

164. Poverty and gender gaps in educational attainment have persisted. Children from poor households 
are less likely to remain in school than children from non-poor households, while women tend to receive 
more education than men, regardless of poverty status. Moreover, the poverty gap in the educational 
attainment	of	Filipinos	aged	17-24	 is	 larger	 than	 the	gender	gap.	No	significant	 reduction	 in	 the	size	
of either the poverty or gender gap in the educational attainment of Filipinos in the same age cohort is 
observable between 1999 and 2007.

165. The poverty and gender gaps in secondary school completion are large and have persisted between 
1999 and 2007. In 2007, close to 77 percent of Filipinos from non-poor households aged 17-24 graduated 
from high school while less than 43 percent of counterparts from poor households were able to do so 
(Figure 37).95 Similarly, about 74 percent of females aged 17-24 years in 2007 completed high school 
while less than 59 percent of their male counterparts were able to do so. The poverty gap in the proportion 
of children who complete high school is more than twice that of the gender gap and both gaps have 
remained largely unchanged between 1999 and 2007 despite overall improvement in completion rates.

166. Figure 38 shows that the poverty gap in the educational attainment of males is slightly larger than 
that of females. In 2007, 83 percent of females from non-poor households completed their secondary 
education compared with 51 percent of females from poor households in 2007. In contrast, 70 percent 
of males from non-poor households completed high school while only 36 percent of males from poor 

95The	educational	attainment	profile	shows	in	the	vertical	axis	the	percentage	of	the	population	in	the	given	age	cohort	who	have	
completed any given grade or higher (as shown in the horizontal axis). The gap between 100 percent and y-coordinate shows the 
proportion that did not complete grade 1 while the slope indicates the percentage of children who drop out across the years (Filmer 
and Pritchett 1998).  

Equity of Government Spending on Education and Health

Figure 37. Educational Attainment of Population Aged 17-24

Source: 1999, 2004 and 2007 APIS
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households did so (Figure 38). The most commonly cited reason for not being in school by boys aged 
12-15	years	was	“lack	of	personal	interest.”	In	the	case	of	girls,	“lack	of	personal	interest”	and	“high	cost	
of education” tied as the most commonly cited reason for not being in school.

School Leavers

167. The proportion of children who are not in school increases with the age bracket. The percentage 
of children who were not in school in 2007 was 5.7 percent for those aged 6-11, 11.5 percent for those 
aged 12-15 years and 66 percent for those aged 16-24 years (Table 21). Between 1999 and 2007, the 
proportion of school leavers declined for all age groups. For instance, the proportion of school leavers 
among children aged 12-15 decreased from 17.5 percent in 1999 to 11.5 percent in 2007. However, the 
contraction	in	the	proportion	of	school	leavers	is	hardly	significant	for	the	6-11	years	age	bracket	(from	
5.7 percent in 1999 to 5.6 percent in 2007) and the 17-24 years age bracket (from 66.4 percent in 1999 
to 65.8 percent in 2007). 

168. The proportion of school leavers is higher among males than among females for all age groups 
(Table 21). Consequently, most school leavers at all levels are males and, on average, males account for 
54 percent of all school leavers. The proportion of male school leavers is 63 percent in the 12-15 age 
group, higher than in the 57 percent in the 6-11 age group. 

169. About three-quarters of school leavers in the 6-11 and in the 12-15 age groups are poor (Table 
21). In 2007, the incidence of school leavers from poor households was 9 percent in the 6-11 age group 
and 18 percent in the 12-15 age group, in both cases around three times the incidence level in non-poor 
households. 

Figure 38. Educational Attainment of Population Aged 17-24

Source: 1999, 2004 and 2007 APIS
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170. High dropout rates among children aged 6-11 point to the need to strengthen early childhood 
education. In 2007, 34 percent of school leavers in the 6-11 years age group said they are not in school 
because	“they	are	too	young	to	go	to	school.”	On	the	other	hand,	24	percent	attributed	their	situation	to	
“lack	of	personal	interest,”	13	percent	to	“high	cost	of	education,”	8	percent	to	“illness/	disability”	and	
6	percent	to	the	fact	that	“schools	are	very	far.”	The	large	percentage	of	school	leavers	among	children	
aged	6-11	who	appear	to	lack	the	readiness	for	school	(e.g.,	those	who	report	they	are	“too	young	to	go	
to	school”	and	“lack	of	personal	interest”)	indicates	the	need	to	strengthen	early	childhood	education.96 
“Lack	of	personal	interest”	is	cited	as	the	reason	for	leaving	school	almost	twice	as	often	by	boys	than	
by girls across all age groups. 

171. A high percentage of children aged 6-11, especially those from poor households, do not attend 
school due to financial constraints.	A	high	percentage	of	children	cite	the	“high	cost	of	education”	and	
“distance	from	school”	as	reasons	for	not	attending	school.	The	higher	percentage	of	children	from	poor	
households	citing	that	reason	for	non-attendance	reflects	the	poverty	gap.	This	finding	underscores	the	
importance of conditional cash transfers in reducing the poverty gap.

96In school year 2008-2009, only 50 percent of the children of the prescribed age (6 years) entered grade 1. Data for earlier years 
suggest that the remaining half of these children enter grade 1 at age 7 or even later. What we propose is strengthening early 
childhood education (targeting children aged 3-5 years) so that by the time they reach age 6 they are better prepared to enter grade 
1 and have a better chance of staying in school. The important effects of early childhood education are well-established in the 
literature (See Discussion Note on Early Childhood Education).

Table 21: Distribution of School Leavers by Sex and Poverty Status, 1999, 2004 and 2007
                 (in Percent)

Equity of Government Spending on Education and Health

Source: 1999, 2004 and 2007 APIS.
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172.  Among children aged 12-15, forty-five percent of school leavers cite “lack of personal interest” as 
the reason for not being in school.	Moreover,	a	significantly	larger	proportion	of	male	school	leavers	
(53 percent) than female school leavers (31 percent) in this age group cite this reason. Many education 
experts	suggest	that	“lack	of	personal	interest”	in	school	among	older	children	tends	to	be	associated	
with	poor	quality	of	education.	The	gender	gap	can	also	reflect	a	better	fit	of	education	methods	with	the	
learning styles of female students than male students.

173. The “high cost of education” ranks second among the reasons cited by school leavers aged 12-15. 
Moreover, this reason is more common among female school leavers (31 percent) than male school 
leavers (21 percent) and among school leavers from poor households (27 percent) compared with those 
from non-poor households (20 percent). Also, a higher percentage of school leavers in the 12-15 years 
age group (25 percent) cited this reason for not being in school relative to those in the 6-11 years age 
bracket	(13	percent).	This	profile	of	school	leavers	suggests	the	need	for	larger	educational	cash	grants	
for poor children in the 12-15 years age bracket.

174. “Employment” is the third most cited reason given for leaving school by children aged 12-15 (8 
percent). Surprisingly, this reason is slightly more common among children from non-poor households 
(8 percent) than among those from poor households (7 percent). Also, the proportion of boys in this age 
group who report that they left school to join the labor market (7 percent) is not much different from the 
proportion of girls (8 percent).

Service Utilization, Government Spending and Benefit Incidence in the Education Sector

175. Public education utilization by the poor declines with age and becomes highly regressive for tertiary 
education. The distribution of public school enrolment becomes increasingly skewed in favor of richer 
households as the level of education rises. Thus, while 49 percent of public elementary school pupils 
come	from	the	three	poorest	deciles,	the	comparative	figure	in	public	secondary	schools	is	35	percent	
and only 17 percent in state universities and colleges (SUCs) (Table 22). Overall, while the distribution 
of public school enrollment is progressive at the elementary level, it is less so at the secondary level, and 
in SUCs it is regressive. 

176. Benefit incidence of public education varies by region. The distribution of enrollment in public 
elementary schools is progressive in all regions, while the distribution of enrollment in public secondary 
schools is progressive in all regions except NCR. Furthermore, while the distribution of enrollment in 
public secondary schools in Central Luzon and Southern Luzon is marginally progressive, it is almost 
neutral. On the other hand, while the distribution of enrollment in SUCs is regressive on the whole, 
it is mildly progressive in the CAR, Bicol, Western Visayas, Davao, and Socskargen and moderately 
progressive in Caraga.
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177. Overall, general government expenditure on education in the Philippines was moderately 
progressive in 2007 (Figure	39).	Therefore,	poorer	households	receive	a	higher	fraction	of	benefits	relative	
to wealthier households. However, the overall average hides important differences in the incidence of 
public education spending according to the level of education as well as the level of government. In 2007, 
general government spending on both elementary and secondary education was progressive, although 
spending on secondary education was less progressive. In contrast, general government spending on 
SUCs was regressive. 

178. General government spending on education was marginally more progressive in 2007 than in 1999. 
This is largely due to the less regressive distribution of government spending on SUCs in 2007 relative 
to 1999. In turn, this development may indicate that some of the budget reforms in higher education 
(normative	 financing	 and	 an	 increasing	 emphasis	 on	 self-financing)	 may	 have	 made	 government	
spending in the sector more pro-poor. Since the NG accounts for 92 percent of total general government 
spending on basic education, the distribution of general government spending on basic education across 
income deciles closely mirrors that of the NG (Figure 40). On the other hand, while LGU spending on 

Table 22: Distribution of Public School Enrollment

Equity of Government Spending on Education and Health

Source: 1999 APIS.

Figure 39. Incidence of General Government Spending on Education
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elementary education is marginally progressive, that on secondary education is mildly regressive. This 
may be explained by the fact that the distribution of enrollment in public secondary schools is regressive 
in NCR and almost neutral in Central Luzon and Southern Luzon, the regions with the highest SEF 
income nationwide. On average, SEF expenditures accounted for 84 percent of total LGU education 
spending in 2001-2008. 

179. LGU spending on basic education is becoming more regressive while national government spending 
has become more progressive. A comparison of the estimates of the Suits indices for national and local 
government spending on basic education in 2007 with those for 1999 (Manasan and Cuenca 2007) 
indicates that LGU spending at elementary level has become less progressive and LGU spending at the 
secondary level has become more regressive. This may be attributed to the widening disparity in the 
distribution of SEF income per student across regions and points to the urgent need for NG spending 
on basic education to be allocated across regions in such a way as to compensate for differences in SEF 
spending.97 On the other hand, national government spending on basic education in 2007 was more 
progressive at both the elementary and secondary levels than in 1999 though the movement is more 
pronounced at the secondary level. Overall, these changes roughly cancel each other out and have resulted 
in almost imperceptible changes in the progressivity of general government spending on elementary and 
secondary education between 1999 and 2007. 

180. The distribution of NG spending on both elementary and secondary education does not appear 
to be biased in favor of either males or females. The same is true of LGU spending on elementary 
education. However, while LGU secondary education spending for males is regressive, spending for 
females is marginally progressive.98 

B. Equity in Access to Health Services

181. Overall, health outcomes for the poor are worse than those for their better-off counterparts and the 
gap is widening. For instance, children from households in the lower wealth quintiles have higher rates 
of	infant	and	under-five	mortality	than	children	from	higher	wealth	quintiles	(Table	23).	In	addition,	the	
poverty	gap	in	the	infant	and	under-five	mortality	rates	appears	to	have	widened	between	2003	and	2008.	
In particular, the ratio of the infant mortality rate of the poorest quintile to that of the richest quintile rose 
from	2.2	in	2003	to	2.7	in	2008.	In	like	manner,	the	ratio	of	the	under-five	mortality	rate	of	the	poorest	
quintile to that of the richest quintile increased from 3.1 in 2003 to 3.5 in 2008.

97To  wit,  LGU  spending  at  the  elementary  level  is clearly  less  progressive  in  2007 (-0.0233) than in 1999 (-0.0653). On the 
other hand, LGU spending at the secondary level is more regressive in 2007 (0.1115) than in 1999 (0.0840).
98Although the enrollment rate of females is higher than that of males, the number of boys aged 6-11 years who are actually in 
school is just about the same as that of girls due to the fact that the sex ratio at this age group still favor boys (102 boys for every 
100 females).   
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Table 23: Early Childhood Mortality Rates by Wealth Quintiles, 2003-2008

Equity of Government Spending on Education and Health

Source: 2003 and 2008 NDHS.

Figure 40. Incidence of Government Spending in Primary Education

... and Secondary Education
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 Households’ Access to Health Services

182. Between 2003 and 2008, households’ access to basic health services improved for all income groups 
although the access gap across income groups has widened. Lower income households continue to 
have	less	access	to	basic	health	services	than	higher	income	households.	The	poverty	gap	in	households’	
access to some basic services such as antenatal care and vaccinations has widened over time. There are a 
number	of	reasons	for	this,	including	physical	inaccessibility	of	facilities,	financial	constraints,	and	weak	
demand for health care.

183. The proportion of women who did not receive prenatal care has declined, but the poverty gap 
in access to this service has widened.	The	share	of	women	who	had	a	live	birth	five	years	preceding	
the National Demographic and Health Survey (NDHS) and did not get prenatal care from medical 
professionals declined from 7 percent in 2003 to 5 percent in 2008. At the same time, the proportion 
of pregnant women who did not receive any antenatal care also went down from 6 percent in 2003 to 
4 percent in 2008 (Annex 11). However, the proportion of women who did not get antenatal care from 
medical professionals plus the proportion of those who did not get any antenatal care at all is higher for 
women from less wealthy households than for women from the higher wealth quintiles. Moreover, the 
poverty gap (as measured by the ratio of the proportion of women from the poorest quintile who did 
not receive antenatal care from a medical professional to a corresponding proportion for the wealthiest 
quintile) widened between 2003 (8.8) and 2008 (14.3).

184. The proportion of live births that took place in a health facility increased and the poverty gap 
declined, but the overall ratio remains low (Table 24). In addition, the proportion of live births 
delivered in a health facility is lower for women from poorer households than for those from better-off 
quintiles. In like manner, the proportion of births which were assisted by skilled health providers went 
up slightly, and it is higher for mothers from higher income groups. On a positive note, the poverty gap 
in delivery in a health facility narrowed between 2003 and 2008 while the poverty gap in access to a 
medical professional during delivery remained unchanged.

Table 24: Place of Delivery, 2003-2008

Source: 2003 and 2004 NDHS
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185. The percentage of fully immunized children increased from 70 percent in 2003 to 80 percent in 
2008, but the poverty gap widened (Table 25). Like access to other basic health services, immunization 
coverage increases with the wealth status of households. Conversely, the proportion of children in 
each wealth quintile who were not vaccinated even once declines with the wealth status of households. 
Moreover, the poverty gap in immunization coverage deteriorated between 2003 and 2008.

186. Seventy-five percent of mothers with children under five years of age reported having problems in 
accessing health care in 2008 and the main problem is financial. This is a slightly lower percentage 
than	the	corresponding	proportion	in	2003.	Lack	of	financial	protection	from	the	costs	associated	with	
illness	figured	prominently	in	2003	as	well	as	2008.	For	example,	“getting	money	for	treatment”	is	the	
most oft-cited problem accessing health care in 2003 (67 percent) and 2008 (55 percent). In addition, 
47	percent	of	mothers	interviewed	in	2008	cited	“concern	that	no	drugs	are	available”	as	a	problem	in	
accessing health care. As might be expected, these concerns appear to be more important for mothers 
from poorer households than those from better-off households. As such, reforms are recommended to: 
expand the social health insurance program coverage, particularly the Sponsored Program for Indigents; 
improve	 targeting	 of	 premium	 subsidy	 beneficiaries	 under	 the	 Sponsored	 Program;	 increase	 support	
value; and eliminate balance billing and introduce other improvements in the payment mechanisms. 

187. Geographic access to health facilities remained problematic in 2003 and 2008 (Table 26). Again, 
poorer households appear to have less access to health facilities than better-off households. This indicates 
that	improving	financial	protection	without	improving	geographic	access	may	not	be	enough	to	enhance	
overall	equity	in	access	to	health	care.	This	is	consistent	with	the	finding	of	Chapter	2	that	efficiency	

Table 25: Percentage of children vaccinated,  2003-2008

Equity of Government Spending on Education and Health

Source: 2003 and 2008 NDHS.
1/ BCG, measles, and three doses of DPT and polio vaccine
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estimates of public health spending are strongly correlated with the number of barangay health stations 
per person.99

Service Utilization, Government Spending and Benefit Incidence in the Health Sector

188. Households in the lower wealth deciles tend to use public health facilities more heavily than their 
wealthier counterparts (Table 27).100 The utilization of LGU-operated provincial/district hospitals is also 
progressive although less than that of Barangay Health Services (BHSs) and Rural Health Units (RHUs). 
In contrast, the utilization of DOH-retained hospitals is mildly regressive. This may be explained by the 
fact that when individuals from poorer households get sick they tend to go to LGU-operated provincial/
district hospitals rather than DOH-retained hospitals because they are geographically closer.101 

189. Some regional variation is evident in the utilization of both provincial/district hospitals and DOH- 
retained hospitals. For instance, while the utilization of provincial/district hospitals in the aggregate 

Table 26: Problems in accessing health care, 2003-2008

99The DOH program on Geographically-Isolated and Disadvantaged Areas (GIDA) is being consolidated in the implementation of 
Health Facilities Enhancement Program so that upgraded health facilities can be provided in GIDA.
100BHSs and RHUs.
101DOH-retained hospitals are located in regional centers.

Source: 2003 and 2008 NDHS.
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is mildly progressive, the utilization of these types of facilities in the Ilocos Region, Central Luzon, 
Southern Luzon and NCR is regressive. In like manner, while the utilization of DOH retained hospitals 
is regressive on the whole, household utilization of these health facilities is progressive in the Bicol 
Region, all the regions in the Visayas and all the regions in Mindanao with the exception of Caraga.

190. In 2007 NG spending on public health was progressive while expenditure on hospital services was 
regressive.102 In the aggregate, NG health spending is found to be regressive since hospital services 
account for over three-quarters of total NG health expenditures (Figure 41). 

191. Between 2003 and 2007, total national government spending on the health sector has become less 
regressive in the aggregate.103 This occurred partly because the share of public health in the DOH budget 
expanded from 15 percent to 24 percent. At the same time, the DOH budget reallocation for public health 
across regions in 2007 (relative to 2003) tended to favor regions where public health service utilization 
is more progressive, just as the DOH budget allocation for hospital services across regions in the same 
year shifted towards regions where utilization of hospital services is less regressive. As a result, DOH 
spending on public health became more progressive in 2007 (with a Suits index of -0.1491) relative 
to 2003 (with a Suits index of -0.1307). Meanwhile, DOH spending on hospital services became less 
regressive in 2007 (with a Suits index of 0.0908) relative to 2003 (with a Suits index of 0.1007). 

102The Suits Index for NG spending on public health and on hospital services was (-0.1491) and (.0908) respectively.
103Comparing estimates of the Suits index for national government health expenditures in 2003 (Manasan and Cuenca 2009) with 
the estimates for 2007.

Table 27. Distribution of Households Utilizing Various Health Facilities

Equity of Government Spending on Education and Health

Source: 2003 National Demographic and Health Survey.
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192. LGU spending on public health is much less progressive and hospital care is less regressive than the 
equivalent NG spending. Although, like in the NG, LGU spending on hospital services is regressive, it 
is	only	marginally	so.	In	the	aggregate,	the	overall	distribution	of	benefits	from	LGU	health	spending	is	
mildly progressive.

193. In the aggregate, LGU health spending has become less progressive between 2003 and 2007. While 
the	change	in	the	distribution	of	benefits	from	LGU	spending	on	public	health	is	almost	imperceptible	
(Suits	 index	of	 -0.0862	 in	2003	vs.	a	Suits	 index	of	 -0.0833	 in	2007),	 the	distribution	of	benefits	on	
hospital care changed from marginally progressive in 2003 (with a Suits index of -0.0045) to marginally 
regressive in 2007 (with a Suits index of 0.0168). This change is indicative of a widening disparity 
in LGU spending on hospital services in favor of LGUs in regions with a relatively more regressive 
distribution	of	benefits	from	hospital	services	(i.e,	the	better-off	regions	like	NCR,	Central	Luzon	and	
Southern Luzon). This development may be linked to the inequality in resource bases across LGUs, 
including the lack of an equalization factor in the IRA distribution formula.  

Figure 41. Incidence of Health Expenditure by Type of Service by the National Government

... and Local Government Units
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194. In the aggregate, general government spending on health is marginally regressive. (Figure 42). 
On the whole, general government spending on health exhibits an almost identical pattern as that of the 
national government, even if the share of the national government in general government spending on 
health is less than that of LGUs. The progressivity in general government spending on public health is 
swamped by the regressivity of general government spending on hospital services given the larger share 
of hospital services in total health expenditures of the general government.

Conclusions

195. Public education utilization by the poor declines with age. Expenditure on elementary education is 
clearly progressive, on secondary education it is less so, and on tertiary education utilization it is highly 
regressive. Only 17 percent of tertiary education students come from the three poorest deciles. There are 
no large differences in the distribution of general government spending between males and females. 

196. National Government per pupil spending on basic education is fairly uniform across regions while 
LGU spending varies widely. The variation in LGU spending is correlated with the level of average 
household income in the region and the level of real-property tax funded SEF expenditures. This is 
important because LGU expenditures account for half of general government non-wage expenditures. 
As	Chapter	3	points	out,	infrastructure	spending	seems	to	be	a	bottleneck	in	improving	the	efficiency	
of government expenditures. Therefore, LGU spending-driven inequalities in non-wage expenditures 
aggravate	this	inefficiency.

197. Between 1999 and 2007, NG spending on basic education has become more progressive and LGU 
more regressive. NG spending became more progressive over that time period, especially for secondary 
education. The increase in the regressivity of LGU spending may be attributed to the widening disparity 
in the distribution of SEF spending. These changes have roughly cancelled each other out. 

198. Poorer households tend to use public health facilities more heavily than their wealthier 
counterparts. The utilization of LGU-operated provincial/district hospitals is also progressive 

Equity of Government Spending on Education and Health

Figure 42. Incidence of General Government Spending on Health
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although less so than that of barangay/rural health units. The utilization of DOH-retained hospitals, on 
the other hand, is mildly regressive. 

199. NG spending on public health is progressive while expenditure on hospital services is regressive. In 
the aggregate, NG spending on health is regressive since hospital services account for over three-quarters 
of total NG expenditures.

200. Between 2003 and 2007, NG spending on health has become less regressive and LGU spending 
less progressive. The increased progressivity of NG spending was due to a higher share of public health 
spending in the budget. Overall LGU spending on health is mildly progressive, but became less so 
over	this	time	period	because	of	the	distribution	of	benefits	from	hospital	care	going	from	marginally	
progressive to marginally regressive. 

201. In the aggregate, general government spending on health is marginally regressive. This is due to 
the fact that the progressivity of public health spending is swamped by the regressivity of spending on 
hospital services. 

Recommendations

202. Public education expenditure should be reallocated toward basic education. Greater priority should 
be given to basic education (relative to the tertiary level) in the allocation of total government spending 
not only because basic education spending is progressive and tertiary regressive, but more importantly 
because	basic	literacy	affords	society	at	large	important	additional	benefits	by	facilitating	social	cohesion	
and	nation-building.	Moreover,	a	mother’s	educational	attainment	is	positively	linked	with	child	health	
and nutrition and with declines in fertility. 

203. Higher subsidies to State Universities and Colleges are difficult to justify. This is so not only because 
enrollment in SUCs is regressive, but also because returns to higher education are internalized by students 
themselves. SUCs also have greater scope for cost recovery by charging tuition at appropriate levels. 
Such	a	policy	change	would	also	impose	some	fiscal	discipline	on	the	part	of	SUCs,	as	paying	clients	
tend to demand better services. At the same time, there is a need to improve scholarship schemes for 
needy students as well as introduce student loan schemes in order to ensure equal opportunity access to 
the services of SUCs.

204. Public health should receive greater priority in health sector allocation of public spending. In order 
for this to be feasible, government hospitals need to operate on a sustainable basis with greater use of 
cost-recovery through user fees. In this regard, the introduction of income retention policy for DOH 
hospitals is a step in right direction. A similar reform for LGU hospitals is needed. 

205. The social health insurance system needs to be reformed. The reform should seek to: (i) expand 
coverage,	especially	of	the	Sponsored	Program	for	Indigents;	(ii)	improve	the	targeting	of	the	beneficiaries	
of premium subsidies under the Sponsored Program, (iii) increase support value, and (iv) eliminate 
balance billing and introduce other improvements in the payment mechanisms (Manasan 2009). There is 
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also a need to upgrade government hospitals to enable them to meet PhilHealth accreditation requirements 
so as to enhance their sustainability. 

206. The conditional cash transfers program (4Ps) needs to be expanded to enhance the access of the 
poor to basic education and health services. In particular, the provision of a higher level of grants for 
attendance in secondary schools would be an important contribution to preventing the high dropout rates 
for	financial	reasons	at	that	level	of	schooling.	

207. Early childhood education should be strengthened and consideration should be given to introduction 
of pre-school as part of the formal education cycle. Stepped-up early childhood education could help 
reach children who start elementary school late and/or unprepared. Early childhood education reaching 
the poorest could be an important contributor to enhancing their chances of success and attainment in 
basic education and beyond. It would also help improve the preparedness and educational attainment of 
children in all income brackets.

208. Improvements in the quality of basic education are much needed. Improved quality would enhance 
the ability of schools to retain their students and provide them with a better education. This would in turn 
help close the attainment gap between the Philippines and other countries in the region, building the basis 
for	a	stronger	economy,	polity	and	society.	It	would	also	enhance	the	Philippines’	comparative	advantage	
in its well-educated English-speaking labor force.
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5. Sufficiency, Efficiency and Equity of Public Revenues

Introduction

209. This chapter will assess the sufficiency, collection efficiency, and equity of tax collections in the 
Philippines. As substantiated in the previous chapters, the sub-par socio-economic performance of the 
Philippines is caused in large part by low levels of public expenditure, due to a low and declining tax effort. 
This chapter will trace the evolution of tax collections over the past 12 years, identify the main sources for 
their	decline	and	assess	the	level,	sufficiency,	and	efficiency	of	revenue	collection.	Collection	efficiency	is	not	
only a key determinant of collection rates, but also a good indicator of the state of governance in a country. As 
such, it affects the investment and governance climate. Finally, the chapter studies the degree of horizontal 
and vertical equity of the tax system. This analysis can support empirically grounded recommendations on 
how to enhance tax collections while preserving equity and reducing income inequality. 

210. The chapter ends with a series of policy recommendations for the incoming government. At the core 
of	these	recommendations	is	the	elaboration	of	a	“fiscal	pact”	between	the	Executive	and	Congress	to	be	
enacted	during	the	first	few	months	of	the	new	administration.	This	pact	would	include	a	commitment	to	
raise	tax	revenues	and	increase	expenditures	in	priority	areas	while	keeping	to	a	specified	deficit	path.	It	
would also include a moratorium on any revenue-eroding measures and lay out the basis for an in-depth 
reform of tax administration. (Top 10 Recommendations Number 10).

A. Sufficiency

211. Between 1997 and 2009, tax revenues declined by over 4 percentage points of GDP and are 
insufficient to cover the country’s expenditure needs.104	The	levels	of	efficiency	of	the	tax	collection	
system are below regional averages and show a compliance gap of around 4 percentage points of GDP. 
Moreover, the quality of tax administration has tended to decline, contributing to the decline of tax 
collections. Horizontal equity is particularly poor due to the large number of tax exemptions and high 
evasion levels among the self-employed and professionals. This leads to large distortions in the neutrality 
of the tax system, discrimination among taxpayers and windfall revenues to exempted sectors. The tax 
system	is	only	mildly	progressive.	Vertical	equity	can	be	significantly	enhanced	by	improving	the	tax	
compliance of high income groups. Horizontal equity can be enhanced by improving tax compliance of 
self-employed and professionals.

212.  Low revenues have severely constrained expenditures in health, social services, and infrastructure. 
Between 1997 and 2008, NG expenditure as a percentage of GDP declined by 50 percent in the health 
sector, 36 percent in education, and 34 percent in infrastructure and other capital outlays. Moreover, in 
all	three	sectors,	total	public	expenditure	levels	as	a	percentage	of	GDP	are	significantly	below	those	of	
other East Asian economies (see Chapter 1). 

213.  Low revenues also leave public finances vulnerable to destabilizing shocks. In the past, episodes 
of	 particularly	 sharp	 declines	 in	 revenue	 levels	 have	 resulted	 in	 unsustainable	 deficit	 levels	 that	 the	

104All	fiscal	data	are	presented	using	the	government’s	definition	which	is	different	from	the	IMF’s	GFS	definition.	For	example,	the	
Government	of	the	Philippines	includes	privatization	receipts	as	revenue	rather	than	as	a	financing	item.

Sufficiency, Efficiency and Equity of Public Revenues
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government eventually addressed by compressing expenditures, increasing public debt and leading 
to	macroeconomic	 instability	 (e.g.	2002-2005).	The	 resulting	 increase	 in	fiscal	 risk	has	 raised	public	
sector borrowing costs and rendered the country less attractive for private investors. Investors cite an 
unsustainable macroeconomic stance as one of the main obstacles to a healthy investment climate.105  

Trends in Tax Collections

214. Revenue collections have been on the decline since 1997, with a temporary recovery between 2005 
and 2006 (Figure 43). BIR tax effort declined from its peak of 13 percent of GDP in 1997 to 9.7 percent 
in 2004 and, after a temporary recovery in 2005-06, the decline resumed in 2007. The main contributors 
to this trend are policy changes to excise taxes and tax incentives and weakening tax administration. The 
BOC tax effort exhibits a similar trend (Figure 43 and 49). In 1993, collections peaked at 5.6 percent of 
GDP before falling to 3.9 percent of GDP in 1997 and 2.5 percent of GDP in 2002. Between 1993 and 
1997, trade liberalization was primarily responsible for the decline in collections, as weighted average 
tariff rates fell from 30 percent to 20 percent. However, after the East Asian crisis, physical and technical 
smuggling and weak customs administration were the main contributors to the decline in BOC collections 
(see	 the	below	discussion	on	 the	BOC	 tax	gap).	 Improved	administration,	notably	 through	 the	“Run	
After the Smugglers” (RATS) Program, value added tax (VAT) reforms, and higher commodity prices 
increased collections to 3.3 percent of GDP in 2006. Lower commodity prices in 2007 and lower imports 
in 2009 contributed to the lower BOC collections. 

 

215. Two thirds of the decline in tax collections since 1997 is due to erosion of the value in excise taxes. 
Of the 3 percentage points of GDP decline in tax revenues since 1997, almost 2 points is attributable to 
excise taxes, with an additional 0.5 percent attributable to the corporate income tax and 0.5 percent to the 
personal income tax (Figures 45-48). The loss in excise tax revenue is due to lack of indexation, which 
has eroded the real value of excise rates and the use of a multi-tier pricing scheme that has distorted 

105Philippines investment climate report. The World Bank, 2005.

Figure 43. Tax Effort (percent of GDP) Figure 44. Share of Taxes in BIR (average for 2006-08)

Source: BIR Source: BIR
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Source: BIR Source: BIR and BOC

production.106 Most of the revenue loss is due to reduced petroleum excises, which fell from 1.2 to 0.2 
percent of GDP.

216. Tobacco and alcohol excise taxes also show large declines relative to their levels in 1997, going from 
1.2 to 0.7 percent of GDP between 1997 and 2008. Administrative leakages in these products are low, 
indicating that tax policy is the main culprit for the revenue erosion.107

106The	multi-tier	pricing	scheme	classifies	cigarettes	into	one	of	four	price	tiers:	low,	medium,	high,	and	premium.	Each	tier	has	its	
own	specific	tax	rate.	In	effect,	this	adds	an	ad	valorem	component	to	the	taxation	of	cigarettes.	The	continued	use	of	the	tiering	
scheme based on net retail price has contributed to an erosion of the tax base. Manufacturers have avoided or evaded higher taxes 
by shifting production from high priced brands to low price brands, mis-declaring high priced brands as low price brands, or pricing 
cigarettes a few cents below the threshold of the next higher price band (in the case of a new brands). Between 1997 and 2006, the 
share of low priced brands in total cigarette production increased by 15 percent to reach over 48 percent, while both mid and high 
priced brands fell by over 9 and 6 percent respectively.
107For instance, it is estimated that leakages in tobacco excise tax collection is less than 10 percent (World Bank 2008).

Sufficiency, Efficiency and Equity of Public Revenues

Figure 45. Excise Tax (percent of GDP) Figure 46. Corporate Income Tax (percent of GDP)

Figure 47. Personal Income Tax (percent of GDP) Figure 48. VAT Collection (percent of GDP)

Source: BIR Source: BIR
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217. The decline in personal income tax (PIT) and VAT is primarily driven by increasingly inefficient tax 
administration, whereas the decline in the corporate income tax (CIT) is mainly due to lower rates 
and higher tax exemptions. Despite a 40 percent share of the labor force and a 60 percent share of total 
non-corporate sector net operating surplus, self-employed and professionals (SEPs) contribute less than 
20	percent	of	total	PIT	collection.	This	low	collection	level	is	due	to	weak	PIT	administration	reflected	
in	insufficient	audits	and	lack	of	control	over	SEP	income	tax	declarations.	VAT	collection	fell	after	2006	
because power transmission was exempted and the 70 percent cap on input VAT crediting was lifted as 
well as an overall weakening in tax administration. CIT collections grew in 2007 and 2008 and fell in 
2009 by about 0.5 percentage points due to a cut in the rate from 35 to 30 percent and a proliferation of 
tax incentives, notably income tax holidays, creating lower than potential CIT collections. 108

Revenue Performance vis-à-vis Targets

218. Tax performance has been insufficient vis-à-vis the government’s own targets. The 2004-2010 
Medium-Term Philippine Development Plan (MTPDP) originally proposed raising public revenues, 
increasing	expenditures	and	reducing	the	consolidated	public	sector	deficit	 (CPSD)	to	one	percent	of	
GDP by 2010. The MTPDP outlined a proposed list of revenue enhancing measures for congressional 
approval to help attain the targets.109 Of the proposed measures, only the Attrition Act, VAT reform, 
and	an	increase	in	excise	taxes	were	passed.	As	result	of	insufficient	tax	policy	measures	and	weak	tax	
administration, performance has consistently fallen short of targets. Total revenue and BOC revenue 
under-performed in most years while tax revenue fell short almost every year (Table 28).

108The concept of potential collection is discussed in the section on tax gap analysis.
109The MTPDP is a document of the executive branch. The legislative branch is not bound by the MTPDP. As such, there is no 
guarantee that revenue measures proposed in the MTPDP will be passed.

Figure 49. BOC collection (percent of GDP)

Source: BOC
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219. The tax targets in the last three Medium-Term Philippine Development Plans110 were consistently 
not met. Total revenue targets were not met either except in years when revenues are high from items that 
the government treats as non-tax revenues, such as income from treasury operations and privatization 
receipts.111 Since 2002, BIR did not meet its assigned collection target. BOC attained its collection target 
roughly half of the time, mostly due to more favorable macroeconomic variables than anticipated, such 
as higher oil prices in 2006 and 2008. On average, tax effort was below target by 1.8 percentage points of 
GDP in the last 12 years. A key reason why these targets have not been met is the progressive enactment 
of revenue-eroding measures by Congress throughout the MTPDP period. 

220. Tax and revenue performance gaps are smaller when compared with budget targets. Performance 
gaps are smaller compared to the targets established by the Development Budget Coordination Committee 
(DBCC) due to the fact that the DBCC takes into consideration the latest macroeconomic stance and 
policy measures before submission of the budget. On average, tax performance was 0.8 percentage 
points of GDP and total revenue 0.2 percentage points of GDP below target over the past ten years (Table 
28). The underperformance of BIR, however, has progressively widened from close to zero in 2003 to 
about one percent of GDP in 2007-08. 

221. All of BIR’s 19 revenue regions and its Large Taxpayer Service (LTS) generally underperform vis-
à-vis their assigned collection targets. In six out of the nine years from 2000 to 2008, more than half 
of the revenue regions failed to meet their respective collection targets without any discernible pattern 
in regional performance. Similarly, the LTS has failed to meet its collection target in all years since its 
creation	in	2000.	The	fact	that	all	regions	as	well	as	the	LTS	systematically	underperform	vis-à-vis	their	
targets indicates that there is a systemic problem.

222.  Underperformance with respect to MTPDP targets reflects the political gap between Congress and 
the executive. The MTPDP has traditionally been a document of the executive, with little involvement 
and ownership by Congress. Typically, Congress has not shared the desire for revenue increases projected 
by the executive in various MTPDPs, but instead has tended to enact measures that have precluded 

110We use three MTPDPs, the 1999-2004, 2001-2004, and 2004-2010, each one representing each of the last three administrations. 
When there is more than one unique revenue program for a year, as in the case when MTPDP coverage overlaps, we use the more 
recent revenue program.
111The	revenue	shortfall	would	be	even	larger	under	the	GFS	definition	where	privatization	is	not	treated	as	a	revenue	item.	Indeed,	
since 2007, large tax revenue shortfalls have been offset by large privatization receipts.

Table 28: Revenue Performance vis-a-vis Targets (percent of GDP)

Sufficiency, Efficiency and Equity of Public Revenues

Source: MTPDP, DBCC, BTr.
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achievement	 of	 the	 revenue,	 expenditure,	 deficit	 targets,	 and	 development	 outcomes	 of	 the	 Plans.	
For illustration, Annex 4 presents a summary of the revenue measures enacted by the 14th Congress, 
a	significant	number	of	which	were	 revenue-eroding	measures.	They	have	also	severely	eroded	 the	
neutrality and equity of the tax system. Political economy constraints to tax policy reform are plentiful. 
However,	there	are	also	lessons	from	experience	on	what	tends	to	“work”	in	designing	and	ensuring	
the implementation of tax reforms. (See Box 2 below on the Political Economy of Comprehensive Tax 
Policy and Administration Reforms as well as Annex 4 on how political constraints were handled in 
Guatemala and Colombia to ensure successful tax reform). 

 

 

Box 2: Political Economy of Comprehensive Tax Policy and Administration Reform

 Despite the political economy and capacity constraints they face, a number of developing countries have enacted 
successful	tax	reform	programs	in	recent	years.	Comprehensive	tax	reforms	have	most	often	occurred	in	the	midst	of	a	fiscal	
crisis	when	non-sustainable	fiscal	deficits	clearly	signal	the	need	to	mobilize	additional	resources,	or	if	 there	has	been	a	
change	in	political	regime	or	after	elections	which	bring	to	office	a	new	reform-oriented	government.	Successful	in-depth	tax	
reforms have addressed both tax policy and tax administration.  Alongside revenue-raising objectives, sweeping tax reforms 
have been accompanied by improved governance, decreased corruption, and an improved investment climate. The following 
recommendations are based on lessons learned from successful tax reform programs: 

1. Tax reform packages should be presented as a critical component of a comprehensive governance reform program. 
The	reform	program	should	highlight	the	government’s	efforts	to	improve	public	sector	efficiency,	transparency	and	
accountability.

2. Tax reform programs tend to be adopted at the beginning of a new administration.  The early days of a new 
administration provide a window of opportunity to garner political capital to enact a comprehensive tax reform. 

3. These programs often reflect an agreement between the executive and the legislature.  In some cases, these programs 
have	been	underpinned	by	an	agreement	between	government	and	the	legislature	through	a	“fiscal	pact”	(see	examples	in	
Annex 15).

4. The most successful tax reforms have benefited from detailed planning and preparation as well as close 
monitoring during and after their implementation.

5. Influential tax policy experts and advisors play a critical role in setting the broad agenda for reform, guiding 
discussions, and helping bring about satisfactory tax reforms. 

6. Tax reform is best seen as an ongoing process in which there is continual refinement of the tax system.  While 
tax reform packages should be quickly passed at the start of a new administration, it should be understood that 
implementation is a long process, especially in tax administration.  

7. Good data and a reliable empirical analysis of the impact of pre- and post-reform tax systems are important to 
garnering public and political support for proposed tax changes.  Successful tax reform measures require detailed 
knowledge of the weaknesses of the pre-reform system, as well as an understanding of how the distribution of tax burdens 
will be affected by the reforms.

8. Improvements in simplicity and horizontal equity are strong selling points in favor of tax reform. Simplifying 
tax policy by broadening the tax base, eliminating unnecessary tax breaks, and making the cost of exemptions and 
tax	breaks	explicit	in	the	budget	help	improve	efficiency	and	transparency	while	also	improving	equity.	

9. Political support can be garnered when expenditure priorities of the potential revenue gains are made 
explicit. Putting forth the expenditure areas that additional revenues would be devoted to (e.g. social expenditure, 
infrastructure) can help galvanize political support for the tax reform program in the legislature and the public at 
large. This can be done without outright earmarking. (See Annex 4).

Sources: Diokno, Benjamin E., Reforming	the	Philippine	Tax	System:	Lessons	from	Two	Tax	Reform	Programs.	 University 
of the Philippines School of Economics Discussion Paper No. 0502.  Philippines: University of the Philippines, 2005; and 
Thirsk,	Wayne,	“Lessons	from	Tax	Reform:	An	Overview,”	Policy,	Research,	and	External	Affairs	Working	Paper	Series 
No. 576, 1991.
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223. The performance gap with budget targets mainly reflects over-optimistic projections of improvements 
in tax administration. Moreover, in some years, mid-year adjustments in the macroeconomic framework 
do not lead to a commensurate adjustment in revenue targets. On average, BIR and BOC are expected to 
collect at least 0.3 percentage points of GDP more in revenues annually owing purely to improvements 
in tax administration. In 2010, DBCC expects the tax agencies to collect an additional one percentage 
point of GDP in revenues due to improvements in tax administration.112 International experience suggests 
that	improvements	in	tax	administration	are	difficult	to	implement	and	take	time	to	bear	fruit.113 Given 
this experience and the absence of an ambitious tax administration reform plan, the expected increase in 
revenue collection for 2010 seems highly optimistic. 

224. This over-estimation also reflects information weaknesses, such as the absence of GDP data by revenue 
district and insufficiently disaggregated information on tax collections. The BIR should estimate its 
overall collections target and allocation to revenue regions and the LTS based on solid information about 
the	 tax	base	and	previous	collection	history.	This	data	 should	be	 sourced	 from	BIR’s	own	database	as	
well as complementary third-party information. Currently, however, BIR lacks disaggregated collections 
information by tax type at the regional level. In addition, in most cases there is no one-to-one correspondence 
between revenue regions and administrative regions114 and no updated listing of enterprises and other 
business establishments by region. Therefore, although regional income accounts are produced annually, 
they are not directly useful to BIR. As a result, BIR resorts to using historical collection data plus some 
estimation of growth rates across regions to allocate its collection targets. This method, aside from its 
technical weakness, raises moral hazard problems because it tends to reward under-collection. 

B. Collection Efficiency

225. This section examines the collection efficiency of the Philippine tax system by presenting: i) the 
country’s	tax	collection	efficiency	compared	with	selected	middle	income	countries;	ii)	a	decomposition	
analysis showing the evolution of the contribution of tax policy, macroeconomic changes, and tax 
administration to tax revenue growth; and iii) the tax gap for the major taxes in BIR and for BOC.

Comparative Tax Collection Efficiency

226. The tax efficiency performance115 of the Philippines is well below the regional average, with 
higher statutory rates and lower collections. The Philippine tax effort, at under 13 percent of GDP, 
is	significantly	below	the	regional	average	of	15.5	percent	of	GDP.	The	statutory	rates	of	major	taxes	
(CIT, PIT and VAT) tend to be somewhat above average rates in the region and in other lower-middle 

112BIR and BOC is assigned 0.5 percentage points of GDP each in additional revenue to collect. 
113Countries implementing comprehensive tax administration reforms have typically introduced both tax policy and tax administration 
reforms and have sustained them over the medium-term. Even in those cases, the additional collections from better tax administration 
are	small	relative	to	the	gains	from	policy	reforms.	For	example,	Indonesia’s	eight	year	reform	collected	only	one	percent	of	GDP	
in additional revenues that is directly attributed to improved tax administration while Bolivia collected about two percent of GDP 
over 12 years (Tax policy and administration discussion note 2010).
114	A	recommendation	stemming	out	of	this	problem	would	be	for	the	government	to	determine	with	finality	the	boundaries	of	administrative	
regions	and	order	all	national	government	agencies	to	organize	their	regional	offices	based	on	the	new	administrative	regions.	If	this	cannot	
be done, then the only recourse is to improve estimation with the available data and make adjustments as needed. 
115Tax	efficiency	is	measured	by	tax	collections	as	a	share	of	the	respective	tax	base	holding	tax	rate	constant.

Sufficiency, Efficiency and Equity of Public Revenues
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income countries (Table 29). However, the revenues generated by these taxes as a share of GDP are 
not	proportionately	higher.	In	other	words,	the	Philippines	exhibits	comparatively	low	efficiency	of	tax	
collections.	VAT	efficiency	 in	 the	Philippines,	at	around	34,	 is	comparable	 to	 Indonesia’s,	but	below	
the levels of Thailand and Vietnam.116 It is also well below the average for the region and for lower-
middle	income	countries	(Tables	29)	respectively.	The	CIT	efficiency	of	10.3	is	also	low	compared	to	
Thailand’s	and	the	regional	average,	although	is	it	well	above	Indonesia’s.117	Finally,	the	PIT	efficiency	
of	6.6,	though	comparable	to	Thailand’s,	is	low	compared	to	the	regional	average.	These	low	collection	
efficiency	rates	suggest	weaknesses	in	tax	policy	and	administration.	Important	features	of	the	tax	system	
that	contribute	to	low	efficiency	and	revenue	yield	are	discussed	next.	

227. Between 1997 and 2008, the average efficiency ratio of the Philippine VAT118 was at 31 percent, 
compared with a regional average of above 40 percent. Figure 50 shows that, while the collection 
efficiency	of	the	VAT	is	not	low	and	tended	to	increase	in	years	following	an	expansion	of	the	base,	these	
efficiency	gains	were	eroded	over	time.119	For	example,	70	percent	of	the	efficiency	gains	achieved	from	
the	2005	VAT	reforms	were	lost	by	2009	as	tax	eroding	measures	were	progressively	enacted.	The	figure	
also shows that the bulk of collections comes from imports, while domestic VAT collection accounts for 

116One	reason	for	Vietnam’s	higher	VAT	efficiency	stems	from	the	fact	 that	 its	VAT	system	has	no	 threshold	and,	 therefore,	all	
taxpayers are subject to VAT.
117 In Indonesia, income tax is generally reported without disaggregating into corporate and personal income taxes. This could 
explain	the	relatively	low	corporate	income	tax	efficiency	rate	and	the	higher	efficiency	rate	for	personal	income	taxes.
118	The	VAT	efficiency	ratio	measures	VAT	collection	over	GDP	as	a	percentage	of	the	VAT	rate	while	the	VAT	c-efficiency	ratio	
measures VAT collection over total consumption as a percentage of the VAT rate.
119	A	VAT	efficiency	of	30	percent	is	not	particularly	low	by	international	standards.

Table 29: Efficiency of tax collection across selected countries

Source: USAID, Fiscal Reform and Economic Governance database 2008-09, www.collectingtaxes.net.
Note:	*Figures	for	Indonesia,	Philippines,	Thailand,	Vietnam,	and	Malaysia	are	for	2007,	while	the	regional	averages	are	based	on	figures	for	2008	or	the	
most	recent	year	available.	**	Tax	efficiency	is	calculated	as	the	ration	of	tax	revenue	as	a	share	of	GDP	divided	by	the	tax	rate.
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less	than	a	third	of	the	overall	efficiency	and	is	quite	low.	When	VAT	refunds,	which	are	limited	by	the	
government, are fully accounted for, this could be even lower.

Decomposition Analysis

228. For most of the 1997-2008 period, tax administration has been weak and has not contributed 
much to tax revenue growth. We decompose the growth in tax revenues into the contribution from the 
natural growth of their respective tax bases, the growth from policy changes, and the growth resulting 
from tax administration improvements. This analysis reveals that the bulk of the growth in revenues in 
2000-08 has come from the natural growth of the tax base (Figure 51 and 52).121 The contribution of tax 
administration has ranged from very weak to moderate. It has been the highest in withholding taxes from 
compensation	earners—where	improvements	in	tax	administration	accounted	for	3.3	percentage	points	
of the 9.5 percent growth, and lowest for the VAT (-7.5 points of the 12.3 percent average growth in VAT 
revenues). The negative contribution of tax administration to value-added taxes is alarming given its 
importance in total tax collection. 

229. Between 2000 and 2005, tax administration contributed negatively to tax revenue growth. Only 
in personal income taxes was the contribution of tax administration positive (Figure 51). In the case of 
compensation earners, it was positive because of the strengthening of the tax withholding system. For 
SEPs, the positive contribution of the PIT was singularly driven by the strong tax compliance campaign 
of the BIR against tax evading individuals (i.e., the RATE Program). In 2005, owing to the introduction 
of this program, collections from SEPs grew by more than 70 percent. In 2006-08, as the tax evasion 
campaign subsided, this contribution again became negative, as it had been before 2005. For all other 
taxes, the contribution of tax administration over the period was negative. 

120 Appendix A provides the methodology for the estimation. Weaknesses in the source data, in particular the national accounts and 
households surveys, may have led to inaccurate estimates. Estimates presented here are conservative and focus on period averages 
rather than annual estimates with the attendant caveat on data limitations.
121 A similar but independent exercise by Manasan (2008) gives broadly the same results.

Sufficiency, Efficiency and Equity of Public Revenues

Figure 50. VAT Efficiency Ratio

Source: BIR and BOC
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230. Between 2006 and 2008, the overall contribution of tax administration to tax collections was positive. 
This was primarily due to stepped-up efforts to improve tax administration, albeit in a less strategic and 
non-holistic manner than in 2005. The positive impact of tax administration on the CIT can be explained 
by	the	strengthening	of	the	Large	Taxpayers’	Office	in	2006-07.	The	contribution	of	tax	administration	of	
the VAT continued to be negative, but less so than in 2000-05 (-4.9 percent compared to -8.7 percent). On 
the	other	hand,	SEP	tax	administration	worsened	significantly	as	gains	made	under	the	RATE	program	
subsided (growth contribution of -9.7 percent from an average of 4.5 percent in earlier years).

Tax Gap Analysis

231. The BIR tax collection gap for income and VAT is conservatively estimated at about 4 percent 
of GDP.122 This averages about 200 billion Philippine pesos per year for the period 2000-08 in actual 
income and VAT revenues. Figure 53 shows the tax gap of the four major tax types in the BIR. The 
severity of leakages is highest among SEP (with a tax gap of 0.8 percent of GDP). It is lowest among CE 
(0.3 percent of GDP).123 The tax gaps for CIT and VAT amount to about 1.4 percent of GDP each. 

232. Between 2000 and 2008, the BOC collection gap averaged 1.4 percent of GDP. A comparison of 
Philippine	BOC	import	declarations	with	other	countries’	export	declarations	to	the	Philippines	reveals	
a substantial gap between what the BOC reports as imports and what other countries report as exports 
to the Philippines. These leakages are due primarily to technical smuggling (under-declarations or mis-
declarations) and physical smuggling of imports. As a result, between 1997 and 2007, the Philippines 
lost 0.4-2 percent of GDP annually in border tax collections (Figure 54).124 The average revenue gap of 
1.4 percent of GDP is close to industry estimates, which put the rate of smuggling at about 50 percent of 

122Appendix C gives the methodology and lays out caveats on data limitations. The annual tax gaps ranges from about 3.5 to 4.5 
percent of GDP with no discernible pattern.
123These	figures	conform	to	previous	estimates	by	the	Philippines	National	Tax	Research	Center	(NTRC)	and	Department	of	Finance	
(DOF). The BIR does not conduct tax gap analysis.
124The smaller gap in 2007 and 2008 is reportedly due to data reconciliation by the BOC with numbers from the rest of the world. If this 
is accurate, the estimated tax gap between 1997 and 2006 is largely due to data issues rather than technical or physical smuggling.

Figure 51. Tax decomposition average growth in 
                   percent for 2000-05

Figure 52. Tax decomposition average growth in 
                   percent for 2006-08

Source: BIR, DOF, NSCB, FIES
Note: CIT – corporate income tax, CE – CE, SEP – self-employed and
          professionals 

Source: BIR, DOF, NSCB, FIES
Note: CIT – corporate income tax, CE – CE, SEP – self-employed and
          professionals 
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potential. A conservative estimate of 0.4 percent of GDP translates into an annual loss of P30 billion in 
2009 prices, more than the annual budget for public expenditure on health. Therefore, the combined tax 
gap of BIR and GOC is around 4.4 percent of GDP.

Equity

233. This section discusses the de jure and de facto equity of taxes.125 Tax equity involves two important 
aspects:	 i)	horizontal	equity,	according	 to	which	 taxpayers	with	similar	 income	or	profits	should	pay	
a similar percentage of their gains in taxes; and ii) vertical equity, according to which lower earning 
taxpayers	should	pay	a	lower	proportion	of	their	income	in	taxes.	This	section	first	discusses	the	horizontal	
and vertical equity of major taxes and then aggregates the results to present the overall tax burdens of 
income	and	gender	groups	and	the	country’s	overall	Gini	coefficients	before	and	after	taxes.

Evolution of the PIT

234. The progressivity of the Philippine PIT has been eroded over time due to over-generous deduction 
allowances and weaknesses in tax administration. The present PIT system taxes CEs and SEPs 
using the same tax schedule of seven steps with marginal tax rates ranging from 5 to 32 percent.126 
This promotes vertical equity. By taxing CEs and SEPs under the same tax schedule and, hence, taxing 
taxpayers with the same ability to pay similarly, the system also promotes horizontal equity. However, 
loopholes, excessive deductions, and weaknesses in tax administration have eroded its progressiveness 
across income levels and its equity across types of employment. 

 

125Given the resources available, we only discuss taxes that BIR collects.
126The present PIT system is a result of a gradual improvement of the PIT design over the last three decades. Prior to 1986, the PIT 
system	was	complicated	and	difficult	to	administer.	CEs	and	SEPs	faced	separate	tax	schedules:	CEs	followed	a	modified	gross	
income scheme comprising of nine steps with MRTs from 1 to 35 percent while SEPs were subjected to a net income scheme with 
five	steps	and	MRTs	from	5	to	60	percent.	In	1986,	the	government	rationalized	the	PIT	by	abolishing	the	dual	tax	system	and	
replacing it with a single schedule of 10 steps with MRTs from 0 to 35 percent applicable to both employment types. To prevent 
excessive deductions by SEPs, ceilings on allowable deductions were introduced but they could not be implemented due to strong 
lobby from some professional groups (e.g., doctors). Nevertheless, tax buoyancy improved from 1.5 in 1986 to 3.4 by 1997.

Sufficiency, Efficiency and Equity of Public Revenues

Figure 53. Tax gap for BIR (percent of GDP) 
                   (Average in 2000-08)

Figure 54. Tax gap for BOC (percent of GDP)

Source: BIR, DOF, NSCB, FIES
Note: SEP=income tax of self-emplyed and professionals; CE=income tax
          of CE; CIT=corporate income tax; VAT=value added tax.

Source: BOT
Note: The decline in the BOC tax gap in 2007 and 2008 suggests both 
           improvement in customs administration and data reporting.
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235. The top 10 percent of income earners in the Philippines reportedly pay around 1.7 percent of their 
income in income taxes.127 Using the reported taxable income in household surveys, the richest decile 
ought to have paid 5.8 percent of their income in income taxes.128	If	income	figures	are	corrected	for	
under-reporting, the tax burden for the top income decile rises to 8.4 percent.129 Due to the relatively 
generous	exemption	threshold,	the	lowest	five	deciles	of	the	population	pay	less	than	one	percent	of	their	
income as income taxes. Despite the low shares of their income paid as income taxes by the rich, the PIT 
technically	qualifies	as	progressive	because	the	share	paid	by	poorer	income	groups	is	even	lower.

236. While the PIT is marginally vertically progressive, it suffers from severe horizontal inequity. Tax 
collections from SEPs have been very low. They account for only three percent of total BIR collections 
despite the fact that the share of the self-employed in total employment is 40 percent130 and their share 
of total non-corporate income is 60 percent.131 Evasion in SEP taxes is the highest among all BIR taxes 
and is rooted in regulation loopholes and weak BIR capacity to detect under-declarations and enforce 
tax liabilities.132 As a result, CEs pay around 80 percent of total PIT collection, while SEPs pay only 20 
percent—despite	the	higher	ability	of	SEPs	to	pay	(Annex	4).	In	terms	of	tax	burden,	while	a	wage	earner	
in the highest decile has an income tax burden of 5.9 percent, the burden of a SEP in the same decile is 
2.3 percent. 

237. Enhanced tax administration is critical to improving the vertical and horizontal equity of the tax 
system. Reducing tax evasion by increasing taxes collected from SEPs by 30 percent, and taxes collected 
from	CEs	by	10	percent	can	significantly	improve	horizontal	equity.	Under	this	scenario,	the	share	of	
total income taxes paid by CEs would fall to about 70 percent while that of SEPs would increase to about 
30	percent.	This	would	significantly	narrow	the	gap	in	income	tax	burdens	across	employment	types,	as	
the wage earner in the highest decile would have a burden of 6 percent while that of an SEP in the same 
decile would be 5.2 percent (twice their current rate). 

127Annex 4 Figures show income tax burden by decile (and centile for the top 10 percentiles) computed using reported taxable 
income and reported income taxes paid. They also show income tax burden by decile (and centile for the top 10 percentiles) 
computed using taxable income as reported and income taxes as computed from reported taxable income.  Therefore, the former 
uses income taxes paid as reported by households while the latter computes the statutory income taxes that households ought to 
have paid given their declared income.
128FIES underreports the income of the highest decile since many of the rich are not captured by the FIES. As such, these average 
tax rates could be interpreted as lower bounds.
129Because households tend to underreport their income, the computed potential tax burden is also understated.  Therefore, we 
correct	for	the	under-reporting	bias.	The	result	is	that	the	first	five	deciles	of	the	population	would	still	pay	less	than	one	percent	of	
their income as income taxes, but the richest decile would pay 8.4 percent of their income as income taxes. These estimates should 
be considered as lower bound estimates since our tax gap analysis shows underreporting of income of as much as 20 percent for CE 
and almost 300 percent for self-employed and professionals.
130Labor force survey (2000-2008)
131National income accounts (2000-2008)
132Foremost,	tax	collection	from	SEPs	mostly	relies	on	voluntary	filing	and	payment.	The	withholding	tax	system	applies	only	when	
SEPs have business transactions with large taxpayers and the government, which are mandated by law to withhold a portion of 
the payment to the SEP (usually much less than the statutory tax rate). Second, a generous list of allowable deductions without the 
benefit	of	industry	benchmarks	has	encouraged	overstating	of	business	expenses.	This	system,	together	with	under	declaration	of	
gross income, has exacerbated the degree of tax evasion. Third, BIR has weak capacity to detect and enforce tax the liabilities of 
SEPs. The income and expense declarations of SEPs are often not audited properly, if at all. Actual audits of SEPs, especially small 
taxpayers, are almost non-existent. BIR data shows that, on average, the probability that a small SEP is audited is only two percent. 
Finally, BIR is unable to implement the provision in the tax code on presumptive income taxation for hard-to-tax groups.
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238. Male-headed households, which account for over 90 percent of all households, have a higher 
income tax burden than female-headed households. In particular, male-headed households with 
entrepreneurial income as the primary source of income have consistently higher income tax burdens 
across deciles than female-headed households. Moreover, the difference in tax burden between male 
and female-headed households increases with income level. One reason why female-headed households 
have	lower	tax	burdens	is	that	many	of	these	households	receive	significant	non-taxable	income,	such	as	
remittances,	from	their	spouses	and	other	family	members	working	abroad	or	in	the	cities.	This	finding	
is consistent with anecdotal evidence and survey data on practices of overseas Filipino workers as well 
as the gender-disaggregated Gini computations that we present later.

239. Non-taxable income reduces the Gini coefficient from 52.2 to 50.0. Based on the 2006 FIES, the 
income	Gini	coefficient	before	 income	tax	and	before	non-taxable	 income	is	52.2	(Figure	55).	When	
non-taxable income such as remittances and pensions are included, inequality is reduced and the Gini 
coefficient	comes	down	to	50.0.

240. Improved tax administration can significantly reduce income inequality. If we use the income tax 
as	reported	in	the	Family	Income	and	Expenditure	Survey	(FIES),	the	Gini	coefficient	remains	basically	
unchanged (it goes from 50.0 before income taxes to 49.7 after income taxes). In other words, if taxpayers 
pay the personal income taxes reported in FIES, the tax system hardly has any impact on income inequality. 
However, if we compute the income taxes that ought to be paid using declared income in the FIES, the 
after-income-tax	Gini	coefficient	goes	down	to	48.8.	Finally,	if	we	adjust	income	for	under-declaration	
as	above,	the	after-income-tax	Gini	coefficient	comes	down	further	to	46.3.	Clamping	down	on	the	tax	
evasion of the higher income groups, therefore, can substantially decrease income inequality.

241. Female-headed households exhibit higher inequality than male-headed households. Figure 56 shows 
that	the	Gini	coefficients	of	female-headed	households	are	consistently	higher	than	the	Gini	coefficients	
of male-headed households. In particular, the before-income-tax and non-taxable income Gini is 60.6 
for female-headed households compared to 51.5 for male-headed households. This is consistent with 
differences	in	the	Gini	coefficient	on	labor	income,	which	is	0.38	for	men	and	0.43	for	women	and	seems	
to be explained by a higher dispersion in education levels and returns to education among women.133 
However,	 after	 other	 income	 such	 as	 remittances	 are	 factored	 in,	 the	 coefficient	 for	 female-headed	
households	comes	down	to	49.8,	much	closer	to	the	Gini	coefficient	of	male-headed	households	of	49.

133A standard regression analysis on wages shows that the returns on education for women are higher for all levels of education 
group	with	no	education	providing	a	strong	incentive	for	women	to	achieve	higher	degrees	and	their	families	to	finance	education

Sufficiency, Efficiency and Equity of Public Revenues



130

Philippines Public Expenditure Review: Strengthening Public Finance for More Inclusive Growth

Value-Added Tax

242. If applied uniformly to all goods and services without exemption, a VAT tends to be regressive. 
This is the case in most Latin American countries, which rely heavily on the VAT and where the Gini 
coefficient	after	taxes	is	often	higher	than	before	taxes.	On	the	other	hand,	discriminate	application	of	the	
VAT (i.e., exempting goods which are consumed by the poor) can make the tax less regressive. 

243. In the Philippines, the design of the VAT took explicit account of distributional concerns and 
substantially limited its negative impact on the consumption basket of the poor.134 The law exempts 
all unprocessed food (i.e., food purchased from the wet market), as well as purchases from stores with 
gross income below P1.5 million135 (e.g., sari-sari stores and ambulant sellers). This has the effect of 
exempting almost all goods bought from informal sector establishments, where most of the poor buy 
many of their necessities. Moreover, the application of the VAT to professional services, such as legal 
and medical services, was designed to counter the income tax evasion of upper income self-employed 
and professional groups. 

244.  As a result, the VAT in the Philippines is mildly progressive. A VAT burden analysis suggests that the 
effective VAT rate (the actual VAT paid as a percent of total income) of the poor is slightly lower than 

134In	the	2005	VAT	reform,	distributional	concerns	were	also	addressed	by	targeting	30	percent	of	incremental	revenue	to	finance	
higher spending on social services and infrastructure; this proportion was targeted to increase steadily to 50 percent by 2010. 
135This	threshold	is	adjusted	for	inflation	annually.
136In computing the VAT burden, we have the following caveats. First, part of the burden may be shifted to producers depending on the 
elasticity of the product. Second, the calculation assumes 100 percent compliance but this is not always the case in some sectors/industries. 
A third limitation, which is due to the effect of the exemption on marginal establishments, is resolved by computing Case 2.

Figure 55. Income Gini Coefficient Before and After
                   Income Tax

Figure 56. Income Gini Coefficient Before and After 
                   Income Tax (Sex Disaggregated)

Source: FIES 2006
A = before tax and before non-taxable income
B = before tax and after non-taxable income
C = after reported tax
D = after computed tax using reported income
E = after computed tax using adjusted income

Source: FIES 2006
A = before tax and before non-taxable income
B = before tax and after non-taxable income
C = after reported tax
D = after computed tax using reported income
E = after computed tax using adjusted income
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that of the rich.136 Without considering where households buy their goods and services, the lowest decile 
has a VAT burden of 2.4 percent while the highest decile has a VAT burden of 3.3 percent (Figure 57 
Case 1).137 Moreover, if we assume that the poor buy disproportionately more goods and services from 
informal sector establishments, the VAT burden for the poorest decile falls from 2.4 to 0.9 (Figure 56 
Case 2).138 This improves the vertical equity of the VAT. Because the top two deciles account for half of 
the	country’s	income,	they	also	pay	more	than	half	of	the	total	VAT	collected.

245. On average, female-headed households have a higher VAT burden than male-headed households. 
Annex 4 Figure 2 and 3 show the VAT burden for male-headed and female-headed households respectively 
while Figures 4 shows the difference in VAT burden between male and female-headed households. One 
reason why female-headed households have a higher VAT burden is that their incomes are lower than 
those of male-headed households. The difference is particularly stark in lower income deciles. 

246. The present VAT system marginally reduces inequality. Based on the 2006 FIES, the before-VAT 
Gini	coefficient	of	50.0	comes	down	to	48.1	after	VAT.	However,	if	we	assume	that	poorer	households	
are	more	likely	to	buy	from	informal	sector	establishments,	the	Gini	coefficient	declines	to	47.9	(Figure	
58).	Figure	59	shows	the	Gini	coefficient	for	both	male	and	female-headed	households.	Female-headed	
households exhibit higher degrees of inequality compared to male-headed households. 

137As we have noted, income is underreported, especially by the rich, so the computed VAT burden may be higher than what it should 
be because of the denominator.
138We assume that the poorest decile buys 90 percent of their goods and services from informal sector establishments while the 
richest decile buys 40 percent of their goods and services from informal sector establishments (increments are use for other deciles). 
We adjust this ratio for other deciles. The ratios are consistent with purchasing practices of Filipino households.

Sufficiency, Efficiency and Equity of Public Revenues

Figure 57. VAT Tax Burden by Percentile (in percent)

Source: FIES 2006
Note: VAT burden is computed using income as base.
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Excise Taxes

247. Alcohol and tobacco excise taxes in the Philippines are regressive.139 This is so because the consumption 
of these goods by poorer households constitutes a higher share of their respective income (Figure 60). 
Moreover, under the current multi-tiered excise tax system, the rate on low-priced cigarettes is higher 
than that on medium-priced cigarettes.140

248. In contrast, excise taxes on gasoline and diesel are progressive. Gasoline and diesel are consumed 
disproportionately	more	by	the	better	off	(Figure	61).	As	a	result,	given	a	fixed	excise	rate	for	gasoline	
and diesel (i.e., there is no multi-tier pricing scheme), the tax burden of the higher deciles is higher 
than that of the lower deciles. An increase in excise taxes on gasoline and diesel, therefore, would also 
enhance the equity of the tax system. Overall, total excise taxes are slightly regressive (Figure 62).

139Excise taxes are applied to goods such as petroleum, tobacco, and alcohol primarily to raise revenues, correct negative 
externalities, and discourage consumption. Unlike income or other consumption taxes, excise taxes are not typically designed to 
correct inequality.
140In	computing	the	tax	burden	for	tobacco,	we	assume	that	the	first	five	deciles	consume	cigarettes	falling	under	the	lowest	tier,	
the next three deciles consume cigarettes falling under the lowest tier and the second lowest tier (we get the simple average) while 
the top two deciles buy from the second lowest tier. We disregard consumption from the highest and second highest tiers (mostly 
consumed by the very rich). Admittedly, this method uses heroic assumptions but given the complexity of the excise tax system 
for tobacco and alcohol, especially with regards to the use of multi-tier pricing scheme, this is as far an analysis we can go. For 
alcohol, we broadly follow the same method. Again, the complexity of the alcohol excise tax system prevents us from achieving 
higher accuracy.

Figure 58. Income Gini Coefficient Before and After
                   VAT

Figure 59. Income Gini Coefficient Before and After
                   VAT (sex disaggregated)

Source: FIES 2006
A = before VAT
B = after VAT case 1 (does not consider where households buy their 
      goods/services)
C = after VAT case2 (considers where households buy their goods/services)

Source: FIES 2006
A = before VAT
B = after VAT case 1 (does not consider where households buy their 
      goods/services)
C = after VAT case2 (considers where households buy their goods/services)
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249. Male-headed households have higher excise tax burdens across all excisable goods than female-
headed households (Figure 64). Given higher consumption rates of alcohol and tobacco by males, the 
corresponding excise tax burden is higher in male-headed households. 

250. The Gini coefficient declines from 50.0 before excise taxes to 48.1 after excise taxes. The trend holds 
for both male and female-headed households (Figure 63). This decline in inequality is driven by the 
strong progressivity of the excise tax on gasoline.

Sufficiency, Efficiency and Equity of Public Revenues

Figure 60. Excise Tax Burden of Tobacco and Alcohol Products by Decile (in percent)

Figure 61. Excise Tax Burden of Gasoline/Diesel by
                   Decile (in percent)

Figure 62. Total Excise Tax Burden by Decile 
                   (in percent) 

Source: FIES 2006

Source: FIES 2006 Source: FIES 2006
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C. Overall Tax Burden and Income Inequality

251. Vertical equity can be improved and income inequality reduced by strengthening tax administration. 
The	 total	 tax	 burden	 of	 the	 upper	 deciles	 under	 Scenario	 1	 (Figure	 65)	would	 significantly	 increase	
if statutory income taxes were collected (Figure 66 Scenario 2) and under-reporting of income was 
prevented (Figure 66 Scenario 3). The total tax burden of the highest decile, for instance, would increase 

Figure 63. Income Gini Coefficient Before and After
                   Total Excise Taxes

Figure 64. Income Gini Coefficient Before and After  
                   Total Excise Taxes (Sex Disaggregated)

Figure 65. Total Tax Burden by Percentile (in percent)
                   Scenario 1

Figure 66. Total Tax Burden by Percentile (in percent)
                   Scenario 2 and 3

Source: FIES 2006
A = before excise
B = after excise

Source: FIES 2006
Scenario 1 uses income tax as reported in FIES

Source: FIES 2006
Scenario 2 uses income tax as computed from reported income and VAT 
case 2
Scenario uses income tax as computed from adjusted income and VAT case 2

Source: FIES 2006
A = before excise
B = after excise
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from 4.9 percent under Scenario 1 to 7.2 percent under Scenario 2, and further to 11.1 percent under 
Scenario	3.	Based	on	the	2006	FIES,	the	before-tax	(and	after	non-taxable	income)	Gini	coefficient	of	
50.0 falls to 47.7 if statutory taxes were paid and further down to 46 if income tax under-declaration was 
prevented	(Figure	67).	Gini	coefficients	among	male	and	female-headed	households	 follow	 the	same	
pattern (Figure 68).

252. The role of the tax system in the Philippines is more equalizing than in Latin America, but less 
than in OECD countries. In most Latin American countries, the VAT is regressive and accounts for the 
largest share of revenues while collections from personal income taxation as a percentage of GDP are the 
lowest of any region in the world. As a result, the tax system tends to weigh more heavily on the poor 
than the rich.141 In most OECD countries, on the other hand, the tax system is progressive and tends to 
weigh more heavily on upper income groups. The Philippine tax system stands between both ends and 
plays a very modest role in income re-distribution. (Table 30) 

Sufficiency, Efficiency and Equity of Public Revenues

141The VAT system does not discriminate much between the goods consumed by the poor and those consumed by the rich. For 
instance, Engel et al (1998) found that, in Chile, income distribution after tax is slightly more unequal than the before tax distribution 
(Gini	coefficients	of	49.6	and	48.8	respectively).	This	is	the	case	in	most	other	Latin	American	countries	(World	Bank	2006)

Figure 67. Income Gini Before and After Income Tax Figure 68. Income Gini Before and After Income Tax
                   (Sex Disaggregated)

Source: FIES 2006
A = before tax and before non-taxable income
B = before tax and after non-taxable income
C = after reported tax
D = after computed tax using reported income
E = after computed tax using adjusted income

Source: FIES 2006
A = before tax and before non-taxable income
B = before tax and after non-taxable income
C = after reported tax
D = after computed tax using reported income
E = after computed tax using adjusted income
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Corporate Income Tax

253. The Philippines CIT has a single rate, but a relatively complex design. Since 1986, the tax code 
prescribes a single corporate income tax rate.142 In the 2005 tax reform, this rate was temporarily 
increased from 32 to 35 percent for 2006-08. Beginning in 2009, the rate was reduced to 30 percent. 
Notwithstanding	this	single	rate,	the	definition	of	income	and	expenses	which	are	allowed	to	be	deducted	
is particularly complex. 

254. One percentage point of GDP per year is lost to redundant tax incentives and horizontal inequity 
is high. (Reside 2006). A large number of corporations are covered by redundant tax incentives (i.e., 
income tax holidays, reduced rates and VAT and duty-free imports).143 The proliferation of incentives 

Table 30: Income Inequality Before and After Taxes and Transfers

142Prior to 1986, dual rates are imposed on corporations depending on size.
143These exemptions are considered redundant in that the corporations would have invested even without the incentives because 
the	project	is	sufficiently	profitable	to	start	with.	Reside	(2006)	documented	that	many	of	the	incentives	granted	by	the	Board	of	
Investments were for non-exporting domestic corporations with ex ante rates of returns in excess of 15 percent.

Source: OECD as reported in Burniaux et al. (1998) for OECD; staff computation for Philippines using 2006 HH 
survey, and Engels et al (1998 for Chile. 
1/ before and after tax only
2/  Using income tax as reported in HH survey
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and	exemptions	to	favored	industries	and	firms	has	led	to	large	horizontal	and	vertical	inequities	in	the	
CIT system.144 These pervasive tax incentives generate profound horizontal inequities among taxpayers 
and erode vertical equity, as the large majority of the corporations receiving tax incentives are among 
the	largest	and	most	profitable	in	the	country	(Reside	2006).	These	inequities,	together	with	a	complex	
and	non-transparent	administration	system,	undermine	the	perceived	“fairness”	of	the	tax	system,	reduce	
voluntary compliance, and increase incentives for corruption. 

255. The wedge between the taxation of Philippine companies benefiting from the maximum tax incentives 
and those that do not--at 19.7 percentage points-- is one of the largest in the world. (Figure 69). The 
average	statutory	tax	rate	of	corporations	not	benefiting	from	tax	incentives	is	estimated	at	27.9	percent,	
while that of corporations receiving the maximum tax holiday is 8.2 percent (Botman et al 2008).145 As a 
result	of	the	relatively	high	statutory	rates	and	high	exemptions,	firms	not	benefitting	from	tax	incentives	
are	at	a	great	disadvantage	compared	to	other	firms	in	the	Philippines	and	the	rest	of	the	world.

144Every year, the Board of Investments issues a list of industries that are covered by the incentives regime. This list, however, 
includes many industries, including non-exporters, that would have invested anyway even without the incentives.
145This refers to the average effective tax rate when the investment consists of plant and machinery, the investment is equity-
financed,	and	has	a	pre-tax	net	profit	of	20	percent.	See	Botman	et	al	(2008)	for	computation	of	average	effective	tax	rate	for	debt	
financed	and	for	other	investments.

Sufficiency, Efficiency and Equity of Public Revenues

Figure 69. Corporate Income Tax Rates (in percent)

Source: Botman et al. (2008)
/1 Effective tax rates for companies not receiving tax incentives; p = 20
/2 Effective tax rates for companies receiving the maximum tax holidays; p = 20
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 Conclusions

256. Public revenues in the Philippines are low and declining. They are low compared to average levels 
in	the	region	and	in	other	middle-income	countries.	They	are	also	insufficient	compared	to	the	goals	the	
country sets itself in its Medium-Term Development Plans and its annual budgets. As substantiated in 
previous	chapters,	they	are	also	insufficient	to	cover	expenditure	needs	and	are	contributing	to	the	gap	in	
human and physical capital compared to similar countries in the region.

257. Two thirds of the decline in tax collections since 1997 is due to the erosion of the value in excise 
taxes. Of the three percentage points of GDP decline in tax revenues since 1997, 2 points are attributable 
to excise taxes, 0.5 percentage points to the CIT and 0.5 percentage points to the PIT. The loss in excise 
tax revenue is mostly due to the erosion in the real value of excise tax rates because of lack of indexation 
and adjustment. The decline in CIT collections is the result of a lowering of the rate and higher exemptions 
while lower income tax collections are in part due to declining collections from the self-employed. 
Weakening tax administration has also affected collection levels throughout the tax system.

258. The tax collection efficiency of the Philippines is well below the regional average, with higher 
statutory rates and lower collections. For	example,	between	1997	and	2008,	the	average	efficiency	ratio	
of	the	VAT	was	at	31	percent	compared	with	a	regional	average	of	above	40	percent.	In	2005,	significant	
efficiency	gains	were	made	owing	to	an	expansion	in	the	base	and	improvements	in	tax	administration.	
However, those aims were lost by 2009. 

259. The contribution of tax administration to tax revenue growth has varied over the past 10 years. 
Between 2000 and 2005, the contribution of tax administration to revenue growth was negative. The 
only tax in which it was positive was the PIT. This improvement was driven by the strengthening of the 
tax withholding system for CEs and a strong tax compliance campaign against tax evading individuals, 
including the SEPs. Between 2006 and 2008, the overall contribution of tax administration to tax 
collections was positive. This was primarily due to some improvements in tax administration and, in 
particular,	the	strengthening	of	the	Large	Taxpayers’	Office.	The	contribution	of	tax	administration	of	the	
VAT continued to be negative, but less so than in 2000-2005. 

260. The BIR tax collection gap for income and value-added taxes is conservatively estimated at about 
4 percent of GDP. The leakages are highest among SEPs and lowest among CEs. Tax gaps for CIT and 
VAT are about 1.4 percent of GDP each. The tax gap for the BOC is conservatively estimated at 0.4 
percent of GDP.

261. The progressivity of the personal income tax has been eroded over time due to over-generous 
deduction allowances and weaknesses in tax administration. While it is marginally vertically 
progressive, it suffers from severe horizontally inequity between self-employed and CEs.

262. The VAT is mildly progressive while excise taxes are regressive. Because the VAT exempts all 
unprocessed foods as well as purchases from marginal stores, it exempts most of the establishments from 
which the poor buy their necessities. As a result, VAT payments tend to fall on the middle and higher 
income groups. Excise taxes on alcohol and tobacco are regressive while those on gasoline and diesel are 
progressive. 
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263. The CIT is highly horizontally inequitable.	The	wedge	between	the	taxation	of	companies	benefiting	
from the maximum tax incentives and those that do not (at 19.7 percentage points) is one of the largest in 
the	world.	As	a	result	of	relatively	high	statutory	taxes	and	high	exemptions,	firms	not	benefitting	from	tax	
incentives	are	at	a	great	disadvantage	compared	to	other	firms	in	the	Philippines	and	the	rest	of	the	world.	
Because	it	is	the	larger	firms	that	tend	to	get	exemptions,	the	system	is	also	vertically	inequitable	despite	
a progressive statutory rate. This inequality also distorts the price system and increases administration 
and compliance costs as well as incentives for corruption.

264. The overall tax system is mildly vertically progressive, but could be more so with improved tax 
administration.	The	Gini	 coefficient	 is	 slightly	 lower	 after	 taxes	 (47.7)	 than	 before	 taxes	 (50.0).	 If	
individuals paid the taxes they owe based on estimates adjusted income for under-reporting in household 
surveys, the Gini would fall further to 46.0. 

265. Male-headed households have higher income and excise tax burdens, but lower VAT burdens. 
Male-headed households, especially those with entrepreneurial income as the primary source of income, 
have consistently higher income tax burdens than female-headed households. The difference in excise 
tax burden is due to differing consumption patterns across male and female-headed households. The 
greater VAT burden on female-headed households can be attributed to their lower income levels.

Recommendations 

266. There is great scope for increasing revenues while improving the neutrality and the equity of the 
tax system. Increasing revenues would require the establishment of a sound tax policy framework, 
complemented	by	an	efficient	and	well-governed	tax	administration	system.	This	section	lays	out	our	
recommendations in both areas.

A. Tax Policy

267. Enact a comprehensive tax reform package and enter into a “fiscal pact” with Congress to preserve 
revenue gains. (Top 10 Recommendations Numbers 1 and 10). The package should include both tax 
policy	and	tax	administration	measures	and	be	enacted	during	the	first	six	months	of	the	new	government’s	
tenure.	The	fiscal	pact	with	Congress	would	bring	the	legislature	into	a	political	pact	with	the	executive	
to ensure ownership by Congress of the overall package and prevent its undermining. 

 This pact should include:

a) Measures to be implemented in 2010

•	 Repeal the revenue eroding measures enacted in 2009 and instituting a moratorium on 
enacting any others. Reversing the 2009 measures would produce a gain of at least 0.3 percent 
of GDP over the medium-term. Table 31 summarizes the revenue impact of these proposed 
measures.

Sufficiency, Efficiency and Equity of Public Revenues
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•	 Simplify excise taxes, increasing excise tax rates and indexing them to annual inflation:146

◊	 Tobacco	 and	 alcohol	 excise	 taxes: Collapse the multi-tiered pricing system into a single 
rate, increasing the rate to at least their real value in 1996, and index that rate to annual 
inflation	thereafter.	This	reform	would	generate	0.5	percent	of	GDP	in	the	first	two	years	of	
implementation.

◊	 Gasoline	and	diesel	excise	taxes:	increase	their	rate	by	about	50	percent	and	index	it	to	inflation	
annually. This reform would generate 0.8 percent of GDP over the medium-term. 

•	 Implement the Simplified Net Income Taxation Scheme (SNITS).147 This reform would 
generate 0.3 percent of GDP over the medium-term. In the future, the reform could be expanded 
to further simplifying the personal income tax system for self-employed and professionals. This 
involves keeping only a limited amount of deductions and credits and simplifying the rates, while 
keeping a high personal exemption threshold to at least the level that will fully cover minimum 
wage earners with a family of six (or about P200,000) to ensure adequate progressivity and easier 
administration. 

•	 Broaden the VAT base by reversing the exemptions for senior citizens and power transmission. 
This reform would generate 0.1 percent of GDP over the medium-term and, more importantly, 
would improve VAT administration.

b) Medium-term recommendations (next 18 months of the new administration)

•	 Broaden the tax base of the CIT, eliminate exemptions, and simplify the tax code. Such a 
reform	would	improve	tax	efficiency	by	lowering	administration	and	compliance	costs,	eliminate	
tax	 redundancies,	 sharply	 improve	 horizontal	 (and	 even	 vertical)	 equity	 among	firms,	 remove	
distortions in resource allocation, and improve tax administration and overall governance. Revenue 
targets permitting, the government could also consider lowering the CIT rate to bring it in line 
with that of competitor countries. This reform should generate at least one percent of GDP over 
the medium-term.

•	 Consider increasing the VAT rate from 12 to 15 percent. This measure would generate 0.9 
percent	of	GDP	from	 the	first	year	of	 its	 implementation.	Alternatively,	 the	government	could	
consider further increases in excise taxes.

146These	reforms	are	staggered	over	several	years	to	lessen	the	increase	in	specific	excise	taxes.
147The	simplified	net	income	taxation	scheme	(SNITS)	aims	to	reduce	opportunities	for	over-declaring	expenses	by	limiting	allowable	
expenses to direct costs incurred in the operation of a business, such as the cost of goods, rent, and utilities. Other expenses such as 
representation and transportation are either removed or capped.  
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B. Tax Administration 

268. Sustainable reform of tax administration will require a firm commitment at the highest political 
level, complemented by sound strategic management at the bureaucratic level. It will also require 
facing corruption head-on. Given the depth of the governance problems currently affecting BIR and 
BOC, an effective institutional reform needs to be accompanied by a broader anti-corruption campaign; 
one that goes beyond BIR to encompass other public sector institutions, including the justice system. 
Congressional support may also be necessary. A continued focus by civil society, the private sector 
and the media on good governance in tax administration is also likely to be critical for sustaining the 
reform process. Furthermore, reform commitment needs to be complemented by sustained leadership 
in implementation. A major problem that has bedeviled previous reform efforts has been the frequent 
turnover of BIR commissioners. This needs to be avoided. 

269. Strategic performance management will be key to success. In addition to being properly focused, 
prioritized and sequenced, the reform program needs to be complemented by a detailed implementation 
plan and monitored through a set of agency-level key performance indicators. The BIR is currently 
working on such a set of agency-level indicators. These indicators should be stable through time 
and serve as a management tool within the agency. Also, individual performance indicators and BIR 
programs should be closely aligned with these key performance indicators. To maximize the likelihood 
of successful implementation, the key performance indicators could be made public and monitored by 
congress, the private sector, civil society and the media. 

270. The following tax administration reforms are recommended to enhance collections and improve 
efficiency and overall governance. We estimate that improved tax administration can yield 1.4 percentage 
points of GDP in additional collection over the medium-term. 

Table 31: Reform Scenario Revenue Options

Sufficiency, Efficiency and Equity of Public Revenues

Source: DOF, World Bank staff calculation
Possible additional item: VAT increase from 12 to 15 percent; 0.9 percent of GDP.
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271. Immediately	 after	 the	 new	government’s	 coming	 into	 office,	 the	 following	 key	measures	 should	 be	
adopted:

•	 Appoint a BIR commissioner for a minimum period of time (e.g., 3 years and renewable), with 
performance	evaluation	based	on	the	agency’s	key	performance	indicators.	

•	 Adopt a set of agency-level key performance indicators, to be agreed between BIR and DOF, and 
present them to congress to amend the Attrition Law.

•	 Require public disclosure of all assets, liabilities, and net worth of BIR personnel; commencing 
lifestyle	checks	of	all	BIR	managers	and	disciplining	corrupt	officials.

•	 Approve the BIR’s rationalization plan so that additional personnel can be hired

272. In the short-term (during	the	first	six	months	of	the	new	administration):

•	 Strengthen the Large Taxpayers Service (LTS),
◊	 Introduce	a	system	of	automatic	listing,	de-listing,	and	notification	of	firms	meeting	LTS	eligibility	
criteria	based	on	a	threshold	according	to	which	around	1,500	firms	would	qualify.	

◊	 Increase	the	number	of	staff	at	the	LTS	to	comparable	international	levels,	particularly	in	the	audit	
function.

◊	 Ensure	proper	functioning	of	the	e-filing	system	and	remove	the	requirement	for	dual	accounting	
(manual and electronic).

◊	 Diagnose	 the	 poorly-functioning	VAT	 refund	 system	 and	 prepare	 an	 action	 plan	 to	 improve	 its	
efficiency.

•	 Strengthen tax enforcement:
◊	 Implement	 a	 comprehensive	 compliance	 strategy,	 including	 strengthened	 capacity	 in	 the	 audit,	

investigations and VAT compliance functions and better preparation of RATE148 and non-RATE 
cases sent to the DOJ.

◊	 Set	 clear	 targets	 for	 number	 of	 cases	 filed,	 processing	 time,	 and	 other	 relevant	 indicators	 of	
effectiveness (such as conviction rates).

◊	 Relax	the	bank	deposit	secrecy	law	to	allow	for	proper	investigation	of	fraud	and	other	criminal	tax	
cases.

273. In the medium-term (next 18 months of the new administration):

•	Clean-up and expand the taxpayer database (registration and transactions):
◊	 Improve	 access	 to	 third-party	 information	 by	 promulgating	 an	 executive	 order	 mandating	 all	

government agencies and selected private sector organizations to provide timely and accurate 
information to BIR free of charge.

◊	 Accelerate	 efforts	 to	 computerize/automate	 and	 link	 all	 BIR	 offices	 and	 LGUS	 via	 network	 to	
facilitate	BIR’s	registration	and	third	party	information	cross	checking.

148Run After Tax Evaders (RATE).



143

•	 Strengthen the audit function:
◊	 Introduce	a	risk	management	approach	linked	to	a	national	risk-based	audit	plan.
◊	 Increase	 the	number	of	 auditors,	 strengthen	 the	 capacity	of	 the	 internal	 audit	 unit	 and	 improve	

overall audit supervision.
◊	 Enforce	existing	rules	(e.g.,	EO	38	series	of	1998)	that	allow	the	Commission	on	Audit	to	audit	
BIR’s	assessment	function	and	adherence	to	its	own	audit	regulations.

• Increase tax compliance:
◊	 Develop	a	strategy	to	improve	taxpayer	services	so	as	to	enhance	voluntary	compliance.	This	could	
include	simplification	of	forms,	streamlining	of	certain	procedures	required	of	taxpayers,	increased	
access to paying in banks or via internet, overall improved customer service monitored through an 
independently	managed	“report	card”	system	etc.	This	would	help	increase	collections	from	self-
employed and professionals.

◊	 Develop	an	improved	arrears	management	system,	including	an	agreed	definition	of	arrears	and	
reporting all presently unreported arrears.

◊	 Introduce	 a	 risk-based	 collection	 strategy,	 accompanied	 by	 a	 collections	 manual	 to	 guide	
implementation.

◊	 Improve	the	VAT	refund	system	over	time	to	reduce	the	cost	of	doing	business	and	improve	the	
fairness of the VAT system.

•	 Improve fiscal statistics:
•	 Enhance	tax	data	generation	to	allow	for	more	accurate	revenue	analysis,	target	setting	and	allocation	

of revenues to the regions and districts. Required data include detailed tax collection by tax type, 
by taxpayer, and by districts, and other tax administration information, such as data on registration, 
audit, and arrears. This data should be reported to oversight agencies (e.g., DOF, Congress) in a timely 
manner (e.g., at most one month after the reporting period). DBCC could helpfully set reporting 
standards and penalties for non-compliance to ensure that data is reported properly.149 

•	 Record	 tax	 expenditures	 and	 reflect	 them	 in	 the	budget.	Require	 all	 corporate	 taxpayers	 receiving	
tax	incentives	to	file	their	tax	returns	for	proper	recording	of	tax	expenditures	and	reflect	them	in	the	
government’s	budgets.

•	 Strengthen	 the	 analytical	 capacity	 of	 the	 BIR,	 BOC,	 and	 DOF,	 including	 the	 NTRC,	 in	 revenue	
programming and tax gap estimation analysis using available data from taxpayer returns, import 
declaration, and third party information.

•	 Improve	the	capacity	building	of	other	government	agencies	that	supply	data	to	BIR,	such	as	the	NSO	
and NSCB on household surveys and national accounts.

•	 Enhance tax computerization: 
◊	 BIR	needs	 to	upgrade	and	expand	 its	 information	 technology	systems	 in	order	 to	accommodate	

the expected increase in registrants and have the capacity to appropriately handle third party 
information. This will require upgrading the Integrated Tax System, increasing the capacity of data 

149A	related	reform	to	improve	revenue	forecasting	and	fiscal	planning	would	be	for	the	government	to	determine	with	finality	the	
boundaries	of	administrative	regions	and	order	all	national	government	agencies	to	organize	their	regional	offices	based	on	the	new	
administrative regions. If this cannot be done, then the only recourse is to improve estimation with the available data and make 
adjustments as needed.

Sufficiency, Efficiency and Equity of Public Revenues



144

Philippines Public Expenditure Review: Strengthening Public Finance for More Inclusive Growth

storage facilities, expanding and upgrading network infrastructure and data exchange facilities, and 
matching	tools	among	its	regional	and	district	offices	as	well	as	in	government	agencies	and	private	
sector organizations that supply third party information. In addition, compliance can be improved 
by	exploring	how	taxpayers	can	file	and	pay	taxes	by	using	their	mobile	phones	given	the	very	high	
mobile phone subscription rates.

•	 Consider creating a “Tax Watch” non-governmental organization aimed at monitoring and 
assessing developments in Philippine tax policy and administration. The organization could be 
formed by representatives from the private sector, civil society and academia and work closely with 
government and Congress. Its activities could include monitoring tax collections and key performance 
indicators in tax administration, carrying out surveys of customer satisfaction, elaborating projections 
of the costs of potential revenue-eroding measures and studies on tax evasion, compliance costs and 
other key areas in tax policy and administration.
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6. Medium-Term Macroeconomic Outlook

Introduction

274.  In 2010, the Philippines is at a crossroads. The May general elections and a post-global crisis environment 
offer a unique window of opportunity for undertaking structural reforms. The growth outlook for the 
Philippines is critically contingent on whether the incoming government is able to successfully implement 
such	reforms.	The	key	areas	to	address	will	be	investment	climate,	governance	and	corruption,	and	fiscal	
reforms. Accordingly, two outlooks for growth and other macroeconomic variables are considered here:

•	 A	baseline	scenario: in the absence of in-depth reforms, medium-term economic growth is projected to 
be lower than the average during the boom period (2003-2007), given reduced prospects for investment 
and net exports. Spare capacity is expected to persist while total factor productivity growth would 
slow	down.	Some	sectors	of	comparative	advantage,	however,	would	nonetheless	benefit	from	global	
restructuring in the aftermath of the crisis. 

•	 Reform	scenario: growth would accelerate as structural bottlenecks to inclusive growth are tackled 
and	fiscal	 reforms	are	 implemented.	The	fiscal	 reforms	assumed	 in	 this	case	scenario	are	a	central	
subject of this Public Expenditure Review. They would need to be complemented with improvements 
to the investment climate and overall governance. Jointly, they have the promise to take the Philippines 
out of its current low-growth, high inequality trap and propel it into a high inclusive growth path to 
re-enter	the	ranks	of	the	region’s	leading	nations.

A. Baseline Scenario (absence of in-depth reforms)

275. In the baseline scenario, growth is projected to be lower than pre-crisis levels, declining from an 
average of 5.4 percent in 2003-2008 to 4.1 percent in 2012-2016 (Table 32). While growth in 2010 
is comparable to immediate recovery after past crises, the pace of medium-term recovery is projected 
to be less robust than in the past (World Bank, 2010). Unlike in previous recoveries in which the global 
environment was strong, a soft recovery is now projected for the global economy. The modest pace of the 
global economic recovery and the new post-global recession equilibrium will impact domestic growth via 
remittances,	exports,	capital	inflows	and	access	to	capital.	Some	of	these	factors	will	structurally	benefit	
the Philippine economy, such as the sea-based Overseas Foreign Workers and the Business Process 
Outsourcing	 (BPO)	sectors	which	are	expected	 to	benefit	 from	 the	new	wave	of	global	 restructuring	
and	cost	consolidation	induced	by	the	crisis	(Gereffi	and	Fernandez-Stark,	2010).150 At the same time, 
structural	impediments	to	growth	like	poor	investment	and	governance	climate	and	insufficient	human	
capital and infrastructure will continue to hold back medium-term growth. 

276. Private consumption would be negatively affected by the worsening fiscal stance, weak labor 
market and investment climate. Private consumption is projected to average around 0.3 point less than 
in 2003-2008. As growth is projected to be moderate, and given the rapidly growing labor force, the labor 
market is estimated to remain weak, dampening private consumption notwithstanding good remittance 
prospects. Inclusive growth would remain a challenge.

150The sea-faring industry has been sharply affected by the global recession and the collapse in global trade and cruise ship tourism. 
This has created pressure to drastically reduce costs and has led some companies to accelerate their staff sourcing from countries 
such	as	the	Philippines,	which	has	a	large	pool	of	comparatively	cheap,	English-speaking,	and	well	qualified	sea-farers.

Medium-Term Macroeconomic Outlook
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277. Overseas deployments and remittances would continue to perform well. Global	remittance	flows	are	
projected to grow at a slower pace since the global recovery is expected to have lower job intensity and 
tighter immigration controls are being introduced. As a result, remittances to the Philippines are projected 
to grow by 9.6 percent annually in 2012-2016, or 6.1 percent below the level of the boom period. This 
compares favorably with global remittance growth prospects of 7.9 percent over the same period (Figure 
70). This is largely explained by the wide geographic and skill distribution of deployed Filipinos and the 
continually	rising	number	of	deployed	workers.	Robust	deployment	of	workers	overseas	partly	reflects	
recession-induced	global	staffing	restructuring	and	the	attractiveness	of	Filipino	workers	in	the	global	
labor market.

278. Structural bottlenecks and weaknesses in the Government’s fiscal performance are projected to 
result in a persistently low investment-to-GDP ratio. Private sector incentives to invest would be 
limited	in	the	absence	of	structural	reforms,	including	stepped-up	expenditures	to	improve	the	country’s	
human and physical capital and hence its competitiveness, and with macroeconomic stability endangered 
by	weakening	public	finances.	Public	expenditures	on	human	capital	and	infrastructure	investment	would	
also	be	constrained	by	the	state	of	public	finances.	Total	investment	as	a	ratio	of	GDP	is	projected	to	
decline from 15.6 percent in 2003-2008 to 15.1 percent in 2016, following its declining trend in the boom 
period.	Net	foreign	direct	investment	(FDI)	inflows	are	expected	to	be	broadly	similar	to	the	pre-crisis	
period.	Once	 global	fiscal	 and	monetary	 stimuli	 are	withdrawn,	 however,	 portfolio	 investments	 held	
by foreign investors would be lower than during the boom period due to tighter global liquidity. The 
electricity	sector,	which	has	been	deprived	of	sufficient	investment	for	expanding	generational	capacity,	
runs the risk of a supply shortage. This would affect the economy from 2013 onwards.

     

Table 32: Philippines: Baseline Growth Projection, 2006-2016

Source: National Statistical Coordination Board, World Bank staff estimates.
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Figure 70. Remittance are Projected to Perform Well as
                  Deployment Increase and the Peso Weakens

Figure 71. Debt Dynamics Would Worsen as a Result of 
                    High Deficits, Weak Growth, and Rising Spreads.

Figure 72. Spreads are Projected to Rise in the No
                   Reform-No Fiscal Consolidation Scenario

Figure 73. Deficit Financing Could Crowd Out 
                   Domestic Invesment

Source: BSP, World Bank Source: World Bank staff estimate

Source: JP Morgan, World Bank Source: BTr, World Bank 
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279. Net exports are not expected to significantly contribute to GDP growth. Export growth is projected 
to continue tracking developments in the market for electronics and semi-conductors as these sectors 
account	for	about	60	percent	of	the	country’s	total	exports	(Figure	76).	With	the	recovery	of	high	income	
countries projected to be soft, the growth rate of exports of goods and services is projected to average 
6.1 percent annually, slightly below the boom period average. Imports of goods and services are also 
projected to expand broadly at the same rate as exports. The terms of trade are projected to remain at the 
pre-crisis average level (Figure 78).151 

151Development	in	electronics	and	semi-conductor	prices	have	limited	impact	on	the	Philippines’	term	of	trade	as	exports	in	that	
sector	are	part	of	a	global	supply	chain	and	domestic	value	added	is	relatively	small.	The	country’s	terms	of	trade	are	more	sensitive	
to the prices of imported oil and consumer goods, especially rice. As international prices of these commodities are projected to be 
broadly stable, the terms of trade over the medium term is projected to remain at the pre-crisis average level.

Figure 74. Domestic Interest Rates are Projected to Rise
                   Due to Increased Risk Aversion

Figure 75. Capital Spending* is Set to be Negatively
                   Affected by the Weaker Macro Environment

Figure 76. Share to Exports, Average 2008-2009 Figure 77. Share to Imports, Average 2008-2009

Source: BSP, World Bank
Source: DBM, World Bank staff estimate
*Includes net lending

Source: NSO Source: NSO
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280. Trade in services is expected to strengthen, in part owing to the global recession. The BPO sector is 
expected	to	continue	to	strive	over	the	medium-term	as	cost	consolidation	among	global	firms	accelerates	
due	to	the	global	recession.	The	country’s	competitive	edge—especially	English	proficiency,	competitive	
telecommunications	infrastructure	and	relatively	low	labor	costs—will	continue	to	lure	foreign	investment	
in	this	sector.	However,	the	industry	may	face	growing	difficulties	in	recruiting	quality	staff	in	sufficient	
numbers given its projected growth and declining quality of the education sector.  

281. In the no-reform scenario, potential growth would remain below pre-crisis boom levels over the 
medium-term. Potential growth is estimated to have averaged 4.6 percent in 2002-2008. Based on a 
growth accounting framework, annual potential growth over the medium-term is estimated to slow down 
to 4.2 percent from 2009 to 2012 and to stay broadly stable through 2016. As a result, the output gap that 
opened up with the food and fuel price shock and widened with the global recession to about 3.2 percent 
of actual GDP is projected to close in 2013 (Figure 79). The slow recovery is due to a slower increase in 
capital and a decline in productivity growth. 

 

282. Public finances would increasingly become a source of risk to macroeconomic stability. Growing 
deficits,	along	with	low	growth	and	rising	spreads,	would	cause	public	debt	to	continue	rising	as	a	share	
of	GDP	over	the	forecast	horizon.	Combined	with	the	public	sector’s	large	gross	financing	requirements,	
currently at about 19 percent of GDP, this increased public debt would have the potential for creating 
macroeconomic instability. 

283. Without policy actions to reduce the fiscal deficit, risks to debt dynamics are tilted to the upside. 
The	baseline	scenario	projects	a	debt	path	that	is	broadly	stable	with	significant	uncertainty	and	risks	on	
the upside.152 Based on the historical shocks that have hit the Philippines, there is a 90 percent probability 
that, by 2013, NG debt would be within the range of 55-65 percent of GDP. Were the sovereign debt 
crisis	to	deepen,	risk	premia	could	rise	further,	driving	up	the	cost	of	servicing	the	government’s	debt.

152This	projection	is	made	based	on	the	“fan	chart”	approach	(Celasun	et	al.,	2006)	which	summarizes	risks	to	debt	dynamics	by	
representing the frequency distribution of a large sample of debt paths generated by means of stochastic simulations.

Medium-Term Macroeconomic Outlook

Figure 78. Terms of Trade Projected to be Stable Figure 79. Growth Path, Transition and Recovery

Source: NSCB, World Bank Source: NSCB, NSO, World Bank staff calculation
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284. Any minimal gains from improved tax administration would be lost to tax incentives and the 
continued erosion in the real value of excise tax rates. Low tax yields would likely result in further 
expenditure compression. Primary expenditure is projected to fall from 14.9 percent of GDP in 2009 to 
13.3 percent of GDP in 2016 while interest payments would continue to rise. The wage bill will drive 
overall spending but at the expense of MOOE and capital outlays. MOOE and capital outlays are not 
expected	to	grow,	as	a	ratio	of	GDP,	given	the	tight	fiscal	space.	Internal	revenue	allocation	would	also	
fall given the lower taxes collected by BIR. In the absence of local tax reforms, this would squeeze the 
budget of most local governments. Low revenues and subsequent expenditure compression would lower 
the	deficit	(by	government	definition)	from	3.9	percent	of	GDP	in	2009	to	2.3	percent	of	GDP	by	2016.

285. Lack of improvement in the welfare and human capital of the poor would continue to constrain 
the country’s overall growth prospects. With weak economic growth and labor markets, progress in 
fighting	poverty	and	inequality	will	remain	disappointing.	Using	micro-macro	simulations,	 the	global	
recession is projected to throw 1.9 million Filipinos into poverty by 2010, compared to what would have 
been without it (Habib et al, 2010). The long-term effects of the crisis in a no-reform scenario could have 
a more severe impact on the poor as even a small reduction in their income can have a lasting impact 
on their overall welfare as households withdraw children from school and further reduce their access 
to	 health	 services.	Moreover,	 tightening	 fiscal	 space	 could	 also	 lead	 to	 cuts	 in	 investment	 in	 public	
education	and	health,	further	endangering	the	country’s	human	capital	base	for	the	future.	

B. Reform Scenario

286.  In the reform scenario, comprehensive tax reform, increased investment in human and physical 
capital and reduced fiscal deficits would support inclusive growth. A comprehensive tax policy and 
administration reform program would be enacted in 2010. The program would be geared at increasing 
revenue	collections,	widening	fiscal	space,	preserving	macroeconomic	stability,	and	improving	expenditure	
efficiency	and	equity	as	well	as	overall	governance.	The	envisaged	revenue	measures	would	include	a	
broadening	 of	 the	 tax	 base	 of	 the	VAT,	 a	 simplified	 net	 income	 taxation	 scheme,	 and	 increases	 and	
indexation of excise taxes on tobacco, alcohol and petroleum products. In the outer years, revenue gains 
would also be derived from the phase-out of tax incentives and the impact of tax administration reforms 
(both assumed to start in 2010). In addition to generating revenues, the phase-out of tax incentives would 
improve the horizontal and vertical equity of the tax system and reduce distortions to resource allocation. 
These reforms are projected to result in an increase in the tax effort from 14.2 percent in 2008 to 17.2 
percent in 2016. If the government wished to increase expenditures further, an increase in the VAT rate 
from 12 to 15 percent would yield around 1 percent of GDP.

287. Strengthened tax collections could support greater investment in human capital and infrastructure, 
fostering inclusive growth. With increased tax collections, the government could step up spending on 
priority sectors. It would enable an increase in primary spending from 13.5 percent of GDP in 2008 to 
17.7	percent	of	GDP	by	2016,	benefiting	mostly	the	social	and	infrastructure	sectors.	Starting	in	2011,	
the	social	sectors,	especially	health	and	education,	would	benefit	from	these	expenditure	increases.	The	
increase in primary spending would be driven by increases in capital outlay and MOOE by 2.0 and 1.6 
percentage points of GDP, respectively, relative to their level in 2008. While the wage bill would increase 
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as a result of the Salary Standardization Law (SSL III) and better remuneration for key civil servants 
such as teachers, health workers, and technical staff, it is assumed that these would be part of a broader 
civil service reform that would not only limit overall wage growth but also improve overall public sector 
efficiency.	 In	 terms	of	 sectoral	 spending,	 education	 spending	would	 increase	by	1.7	percent	 of	GDP	
(through a combination of personnel services, MOOE, and capital outlay), health by 0.7 percentage points 
of GDP and social protection by 0.3 percentage points of GDP (with agriculture subsidies decreasing 
by a similar amount). The justice and security sectors would also see a total budget increase of about 1 
percent of GDP relative to 2008.

288. Enhanced macroeconomic and growth prospects would lower interest payments, with the savings 
being reallocated to priority sectors. At the same time, government would rationalize spending on low-
priority	and	inefficient	areas	(such	as	subsidies	to	the	NFA)	and	reallocate	the	savings	to	increase	conditional	
cash transfers (by about 0.3 percent of GDP) to enhance the demand of the poor for education and health 
services. Strengthened public sector management would enhance the transparency and accountability of 
government	expenditures	and	the	efficiency	and	effectiveness	of	government	 institutions.	This	would	
improve	the	delivery	of	public	goods	and	services.	The	deficit	would	be	reduced	to	about	1.5	percent	of	
GDP by 2016, the debt stock would fall and the debt stance would become sustainable. Reforms are also 
assumed	to	include	key	sources	of	fiscal	risks	such	as	NFA,	thereby	further	widening	of	the	fiscal	space	
and	limiting	fiscal	risks	that	could	derail	the	overall	budgetary	process.

289. A strengthened public investment management system would significantly enhance the efficiency of 
public investment. For example, a reduction in the share of Congressional allocations in infrastructure 
projects or a strengthening of the selection and implementation process for projects funded by these 
allocations	could	result	in	significant	gains	in	the	efficiency	of	infrastructure	expenditures.	

290. In addition to fiscal reforms, robust and sustained improvements to the investment and governance 
climate are needed to enhance the country’s overall competitiveness. Priority reforms should focus on 
forcefully tackling corruption and the weak contestability of markets, which currently lead to a high cost 
of doing business (World Bank, 2007 and 2009). In this regard, clarity, simplicity and stability of overall 
investment regulations (including in the tax system) are critical. Improving the access of micro, small 
and	medium	enterprises	(MSMEs)	to	finance	would	also	be	instrumental	in	generating	more	inclusive	
growth, as MSMEs are essential players in job creation (World Bank, 2009). The potential power crisis 
of the baseline scenario would be averted as improvements in the business climate and the institutional 
and regulatory quality of the power sector attract investments.  

291. In the medium term, a small fiscal deficit and a return to a sustainable debt path are projected. By 
2016,	the	fiscal	deficit	(based	on	government	definition)	is	projected	to	come	down	to	1.5	percent	of	GDP	
(from 3.9 percent in 2009) and the NG debt is projected to reach 44 percent of GDP (from 57.3 percent 
in	2009).	Not	only	are	the	debt	dynamics	sustainable	but,	with	the	reduction	in	fiscal	risks	and	improved	
debt	management,	the	resiliency	to	shocks	would	be	significantly	strengthened.

292. The reform scenario would generate substantially higher growth rates and a rapid decrease in 
poverty incidence over the medium term. Enhanced investment in human and physical capital and 
higher exports would be the catalysts of growth (Figure 80). Improvements in the investment climate, 
jointly with stepped-up public investment in human and physical capital, would trigger private investment, 
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including large foreign direct and portfolio investment. Private consumption, especially in the latter part 
of	the	forecast	horizon,	is	expected	to	rise	as	fiscal	consolidation	and	improved	employment	prospects	
boost	confidence	and	incomes.	Poverty	incidence	is	projected	to	decline	strongly	over	the	medium	term	
as growth is more widely shared. 

293. Exports would benefit from increased investment in human and physical capital and a more enabling 
business environment. Total exports growth is projected to rise under the reform scenario. This is in part 
due to a surge in commodity exports (agricultural, metals and minerals), which are currently negatively 
impacted by inadequate infrastructure, a high cost of doing business and a weak investment climate. 
Trade	in	services,	such	as	tourism,	is	projected	to	expand	significantly	with	increased	competitiveness	
and greater social stability. Imports are also projected to accelerate as the investment surge would likely 
be	import-dependent.	Overall,	the	trade	deficit	is	expected	to	increase,	but	remain	sustainable	over	the	
medium term.

294. As the domestic economy strengthens and investment rises, remittance growth is expected to slow 
down and, along with a higher trade deficit, drive the current account into a moderate deficit. The 
economic upturn of the reform scenario would encourage more Filipinos to stay in the country leading 
to a decrease in remittances as a percentage of GDP. The peso is expected to appreciate along with the 
strengthening	of	 the	economy	and	 rising	capital	 inflows	 (this	could	also	 limit	 incentives	 to	migrate).	
Coupled with a strong increase in domestic investment, the current account is projected to turn slightly 
negative in 2015-2016.  

295. As pointed out at the beginning of this chapter, the incoming government is at a crossroads. Lack of 
reform	of	the	government’s	finances	and	the	investment	and	governance	climate	would	continue	to	lead	the	
country down a path of low investment, low productivity and GDP growth and poor progress on poverty 
reduction. Forceful reform, on the other hand, holds the promise of returning the Philippines to a high-
investment, high-productivity growth path, resulting in fast economic growth and poverty reduction. 

Figure 80. Growth Path Under the Reform Scenario Figure 81. Reform Scenario Growth Path, Transition
                   and Recovery

Source: NSCB, NSO, WB staff calculation Source: NSCB, NSO, WB staff calculation
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Annex 1

 Efficiency Analysis Methodology (Chapter 2)

1.	 The	efficiency	analysis	in	Chapter	2	is	mainly	guided	by	Data	Envelopment	Analysis	(DEA).	DEA	is	a	non-
parametric	programming	method	for	estimating	the	efficiency	frontier	and	distances	to	the	frontier	in	order	to	
evaluate	relative	efficiencies.	Pioneering	work	is	generally	attributed	to	Farrell	(1957)	and	popularization	to	
Charnes, Cooper and Rhodes (1978). With assumptions of common technology, it allows for the estimation 
of	an	efficiency	frontier	without	 the	need	 to	 fully	specify	 the	production	function	and	 thus	helps	provide	
quantitative estimates with parsimonious assumptions. Banker, Charnes and Cooper (1984) further extended 
DEA from Constant Returns to Scale (CRS) to Variable Returns to Scale (VRS) situations.

2.	 The	principle	of	DEA	can	be	readily	adapted	to	assess	the	efficiency	of	public	spending	between	and	
within	countries.	In	this	context,	DEA	can	first	define	the	efficiency	frontier	by	countries	or	regions	that	
achieve the same or better outcomes with spending lower than other countries/regions in the sample. The 
relative	efficiencies	of	other	countries	can	then	be	estimated	by	their	distances	to	this	frontier.	DEA	also	
has potential drawbacks, such as its sensitivity to measurement errors and to sample selection. In small 
samples, the estimates tend to be less accurate for observations with the lowest input values. 

3.	 In	cross-country	studies,	DEA	results	may	compound	inefficiencies	in	sectoral	spending	with	extra-sectoral	
institutional	inefficiencies	that	also	affect	the	sector’s	input-output	relationships.	These	drawbacks	can	be	
mitigated by limiting the analysis to countries at similar levels of development and by using period averaging. 
Applying DEA to regions with a shared institutional environment within a country can further address 
potential drawbacks. VRS is generally considered more suitable for a cross-country setting while CRS is 
more suitable for within-country comparisons because the former better accommodates the heterogeneity 
among	countries	while	the	latter	fits	better	with	a	relatively	uniform	institutional	environment.	Annex	1	
provides	the	technical	details	on	the	implementation	of	DEA	for	efficiency	analysis

4.	 DEA	has	been	widely	used	in	applied	analysis	of	the	efficiency	of	public	spending	in	both	developed	
and developing countries. In developed countries, Verhoeven et al. (2007) use the technique to assess the 
efficiency	of	education	and	health	spending	in	G-7	countries	and	analyze	how	institutional	factors,	such	
as	staffing	and	wage	spending,	class	sizes	and	immunizations,	can	explain	relative	efficiencies.	Afonso	
and	Aubyn	(2004)	apply	DEA	to	compare	the	efficiency	of	education	and	health	spending	among	OECD	
countries	and	argue	that	this	tool	is	most	useful	in	assessing	the	efficiency	of	public	spending	in	areas	
dominated	by	public	provision.	Mandle	et	al.	(2008)	use	DEA	to	analyze	the	efficiency	of	education	and	
R&D	spending	in	EU	member	countries	and	argue	that	efficiency	analysis	can	provide	the	most	useful	
results when focused on individual functional spending areas.

 
5.	 In	developing	countries,	Gupta	and	Verhoeven	(2001)	compare	the	efficiencies	of	education	and	health	

spending in Africa to similar developing countries in Asia and Latin America and conclude that there is 
significant	scope	for	efficiency	improvements	in	many	African	countries	and	that	improving	education	
and health outcome requires more than higher budget allocations. Herrera and Pang (2005) use the 
method	to	estimate	the	efficiency	of	education	and	health	spending	in	a	broad	set	of	developing	countries	
and	find	that	the	efficiencies	are	negatively	associated	with	the	size	of	the	wage	bill,	income	inequality,	
and aid dependency. 

Annex 1
(For Chapter 2: Efficiency of Public Spending)
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6. In Chapter 2, DEA is applied to education, health, and transport spending in the Philippines. The 
analysis begins with cross-country benchmarking and then delves into cross-regional analysis within the 
Philippines.	In	cross-country	comparisons,	VRS	output	efficiency	scores153 are presented while for cross-
regional comparisons, CRS results are presented.154 

7.	 DEA	is	a	non-parametric	programming	method	for	estimating	the	efficiency	frontier	and	distances	to	the	
frontier	in	order	to	evaluate	relative	efficiencies	in	business	applications.	It	was	generally	attributed	to	
Farrell (1957) for pioneering the work and to Charnes, Cooper and Rhodes (1978) for popularizing it. 
With	assumptions	of	common	technology,	it	allows	estimation	of	efficiency	frontier	without	the	need	to	
fully specify the production function and thus helps provide quantitative estimates with parsimonious 
assumptions. Banker, Charnes and Cooper (1984) further extend DEA from Constant Returns to Scale 
(CRS) to Variable Returns to Scale (VRS) situations to support the analysis of production models that 
may have different optimal scales.

8.	 The	principle	of	DEA	can	be	readily	adapted	to	assess	the	efficiency	of	public	spending	between	and	
within	countries.	In	this	context,	DEA	can	first	define	the	efficiency	frontier	by	countries	or	regions	that	
achieve the same or better outcomes with spending lower than other countries/regions in the sample. As 
shown in The	Efficiency	Frontier graph, countries are represented by observations A, B, C, D, E, F, and 
G	with	their	respective	inputs	and	outputs.	The	straight	line	OA	illustrates	the	CRS	efficiency	frontier	
while	the	piece-linear	curve	illustrates	the	VRS	frontier.	Country	A	is	the	most	efficiency	country	under	
CRS,	while	countries	A,	B,	C,	and	D	are	all	on	the	efficiency	frontier	under	VRS.	

9.	 Once	the	efficiency	frontier	is	determined,	the	relative	efficiency	scores	of	other	countries	can	be	estimated	
by	their	distances	to	this	frontier.	There	are	two	types	of	efficiency	scores,	input	efficiency	score	and	
output	efficiency	score.	Take	observation	E	for	example,	it	is	located	below	the	efficiency	frontier,	and	
its	output	efficiency	score	is	OY/OY’<1,	E	could	have	achieved	higher	output	at	Y’	instead	of	Y;	its	input	
efficiency	score	is	OX’/OX<1,	E	could	have	been	achieved	with	lower	input	of	X’	instead	of	X.	Under	
CRS,	given	its	linear	efficiency	frontier,	the	output	and	input	efficiency	scores	are	equal	to	each	other.	
Under	VRS,	however,	the	value	of	the	two	efficiency	scores	may	differ,	but	the	rankings	determined	by	
the two are generally consistent.

153Given	the	focus	on	analyzing	efficiency	to	help	inform	policies	to	reach	the	MDGs,	output	scores	are	presented.	Input	scores	are	
generally	consistent	qualitatively	with	output	scores.	As	shown	in	Annex	1,	results	based	on	input	efficiency	score	largely	provide	
the same ranking for the Philippines in comparison with the peer group. In addition, as explained in Annex 1, the input and output 
efficiency	scores	are	equivalent	in	within-country	comparisons	of	CRS	efficiency.
154The two types of estimates generally show qualitatively consistent results, although VRS tends to recognize more observations 
as located on the frontier.
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Source: Adapted from U. Lachler (2005)

10.	 The	linear	programming	used	in	calculating	the	efficiency	scores	(1/θ) is described in (1) to (3) below.

The Efficiency Frontier

11.	 In	the	efficiency	analyses	conducted	in	Chapter	2,	within	country	comparisons	are	based	on	CRS	efficiency	
score	and	thus	the	input	and	output	efficiency	scores	are	equivalent.	Cross-country	comparisons	are	based	
on VRS. Given the focus of the analysis on what sector indicators can be achieved under the current level 
of	spending,	output	efficiency	scores	are	presented.	The	corresponding	input	efficiency	scores	are	also	
analyzed	and	found	to	provide	consistent	ranking	with	the	output	efficiency	score.

Annex 4. Data for Efficiency Analysis155 (Chapter 3)
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12. Data used in the analysis are mainly drawn from two sources. The cross-country data used for peer 
comparison comes from cross-country datasets to ensure consistency in comparison. These include the 
World	Bank’s	World	Development	Indicators	database,	the	Edustat	database,	other	Bank	cross-country	
studies,	 and	 the	World	 Health	 Organization’s	 cross-country	 database.	 The	 within	 country	 (regional)	
data are mostly obtained from the authorities of the Philippines during the PER mission. These include 
education and health indicators, spending by region by national government (NG) and local government 
units (LGUs) on education and health, and NG spending on transport in 2004-2006.156 The input and 
output indicators used in the DEA for each sector are summarized in the Table below.

13. Data availability limits the scope of the analysis. For example, actual spending data are not readily 
available	and	obligation	data	have	to	be	used	instead;	functional	and	economic	classifications	are	not	
consistently followed in reporting NG and LGU spending; the Commission on Audit (COA) follows 
different reporting standard from the Department of Budget Management and publishes actual spending 

Summary of Input and Output Indicators used in DEA (Chapter 2)

155The annex is adapted from Coelli (1996) and Lachler (2005).
156However, data are not available for all indicators for all years. Also, some earlier data are used in the analysis of the basic 
education and transport sectors.

 Data for Efficiency Analysis155 (Chapter 2)

Annex 1
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data in a format that is not easily usable. Also, while it would be desirable to analyze the role of private 
schools	and	private	health	facilities	in	assessing	sector	efficiency,	the	required	data	are	not	available	and	
good data collected in the past stopped being collected. 

14. In particular, FIES 1999 included information on enrollment levels in private schools, but such useful 
information is no longer collected in subsequent surveys. Although many education and health sector 
intermediate output indicators are published in Country in Figures by the National Coordination Board 
for Statistics, the relevant spending input indicators and some output and outcome indicators (such as 
infant and maternal mortality rates by region157) are not. Similarly, infrastructure spending and outcome 
indicators by province or region are not available. Furthermore, there is a lack of coordinated reporting 
of public spending in similar areas (e.g., education, health, and infrastructure) by NG and LGUs. The 
absence	of	 these	data	hampers	 timely	efficiency	analysis	 to	 inform	planning	and	budgeting	of	public	
spending as well as transparent monitoring and evaluation. 

Annexes

157The team was able to obtain such data through the Department of Health.
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Efficiency Scores for Public Spending on Education and Health in East Asia & Pacific (Chapter 2)

Source: World Bank staff calculations, based on data for 1996-2002.
Note:	These	figures	represent	single	input/single	output	measures	based	on	the	Data	Envelopment	Analysis	model	with	variable	returns	to	
scale,	and	range	between	0	(least	efficient)	and	1	(most	efficient).

Annex 1
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Cross-Country Efficiency Comparison Based on Input Efficiency Scores 1/ (Chapter 2)

Education Sector Efficiency (Chapter 2)

Annex 1

Health Sector Efficiency (Chapter 2)



166

Philippines Public Expenditure Review: Strengthening Public Finance for More Inclusive Growth

1VRS	input	efficiency	score	based	on	the	same	data	used	in	calculating	the	VRS	output	efficiency	score.	Note	
the	same	ranking	of	the	Philippines	has	been	preserved	as	in	the	comparison	using	output	efficiency	scores.

Transport Sector Efficiency (Chapter 2)

Annex 1
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Annex 6. Additional Tables and Figures for Chapter 3

Education Spending Efficiency Estimates by Region 1/Education Spending Efficiency Estimates by Region 1/ (Chapter 2)

Annex 1

Source: 2010 Education PER and staff calculations.
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Health Spending, Indicators, and Efficiency Estimates by Region 1/2/ (Chapter 2)

Source:Department of Health Field Health Information System 2006; Department of Finance; and staff calculations.
1/ DEA results based on two outputs of infant and maternal mortality rates and one input of health spending. Results are presented for 2006, but the 
inclusion of lagged spending in 2004 and 2005 leads to similar results.
2/ Output data on infant mortality rate and maternal mortality rate by region are available only for 2006, while input data on health spending data analyzed 
covered 2004-06 and refer to the sum of DOH spending on health by region and LGU spending on health, nutrition & population control as compiled by 
the Department of Finance. Data are not available for National Capital Region or for ARMM to allow DEA analysis.

Annex 1
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Annex 1

Average Education Sector Spending, Outcome Indicators, and Efficiency Estimates by Region, 
2004-07 1/ (Chapter 2)

1/Public spending per student at primary and secondary level are standardized as a percent of the highest spending to simply the
presentation;
2/	The	efficiency	score	of	achieving	primary	and	secondary	enrollment	at	a	given	level	of	spending;
3/	The	efficiency	score	of	achieving	primary	and	secondary	completion	at	a	given	level	of	spending.
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Average Health Sector Efficiency by Region, 2004-06 (Chapter 2)

Sources: DOH, FIES 2006, and staff estimates.
1/ Standardized as percent of the highest per capital spending region of CAR to simplify the presentation.
2/	CRS	output	efficiency	scores	using	per	capita	health	spending	in	2005-06	as	input	and	infant	mortality	and	maternal	mortality	in
2006 as outputs and controlling for private health spending using estimates based on FIES 2006. 

Annex 1
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Intergovernmental Fiscal Transfers in Indonesia158  (Chapter 3)

1. Indonesia’s fiscal decentralization started 2001; from the beginning it included an important 
revenue equalization component, the DAU. The DAU, which accounts for about 45 percent of sub-
national revenues, employs a formula-based allocation mechanism. The overall DAU pool at the national 
level is calculated as a share (currently 26 percent) of net national revenues (i.e., net of shared revenues). 
The DAU formula159	has	two	components,	the	‘basic	allocation’	(BA)	component	and	the	‘fiscal	gap’	
(FG) component. The BA component consists of a lump sum and a civil service wage bill part. The 
fiscal	gap	is	calculated	as	the	difference	between	fiscal	capacity	(FC)	and	expenditure	needs	(EN).	The	
FG	component	of	DAU	is	allocated	to	the	districts	pro	rata	of	their	fiscal	gaps.	It	is	the	main	driver	of	
equalization.	However,	the	importance	of	the	fiscal	gap	formula	in	the	distribution	mechanism	is	only	
partial	as	only	50	percent	of	the	total	DAU	pool	is	distributed	using	the	fiscal	gap	formula.

2. In transitioning towards increased revenue equalization, Indonesia introduced a “hold harmless” 
provision which prevents LGUs from losing out in the short-term.	The	“hold	harmless”	provision	
limits	the	extent	of	fiscal	equalization	through	the	DAU	allocation	as	it	stipulates	that	the	regions	will	
not	receive	fewer	transfers	than	in	the	previous	year.	It	was	introduced	in	the	first	year	of	decentralization	
when the FC component accounted for only 18.5 percent of DAU and did not include the natural resource 
revenue	as	part	of	the	fiscal	capacity	component.	Today,	this	provision	favors	resource-rich	districts,	but	
by law it was phased out in FY2008.

3. The second-largest transfers to sub-national governments are shared revenues, including shared taxes 
and revenues from natural resources. In 2004, shared revenue amounted to some 20 percent of sub-national 
budgets. While shared taxes represent about two-thirds of these transfers, revenues from natural resources are 
highly	concentrated	in	a	small	number	of	oil	producing	regions,	making	them	one	of	the	main	beneficiaries	of	
decentralization.	In	2006,	only	62	out	of	440	kabupaten/kota	and	only	five	out	of	33	provinces	are	oil	and	gas	
producing regions and therefore receive oil and gas shared revenues. Most of these kabupaten/kota are located 
in the Rio archipelago and East Kalimantan. Thanks to a provision in Law 33/2004, in 2009, the regions 
received an even higher share (an additional 0.5 percent) of oil and gas revenues; the increase allocation 
is	earmarked	for	the	basic	education	budget	of	these	LGUs.	Oil	and	gas	producing	regions	have	benefited	
significantly	from	decentralization,	as	they	now	receive	15.5	percent	of	oil	and	gas	revenues.

4. The poorer and politically more unstable provinces, particularly Aceh and Papua, have been among 
the main beneficiaries of fiscal transfers.	Both	provinces	have	also	been	granted	“special	autonomy	
status” which also conferred additional resources. Starting in 2002, Aceh and Papua received a higher 
share of oil and gas revenues. In addition, Papua received a substantial Special Autonomy Fund (SPF) 
representing two percent of the national DAU pool. Since 2008, Aceh also received a SPF.

158Adapted	from	Chapter	7	of	World	Bank	(1997)	Spending	for	Development:	Making	the	Most	of	Indonesia’s	New	Opportunities,	
Indonesia Public Expenditure Review 2007, Washington DC. 
159The DAU is allocated according to the following formula (law 33/2004): (1) DAUi = BAi + FGi, where (2) FGi = ENi – FCi; 
(3) ENi = [0.3*Population Indexi +0.1* 1/HDIi + 0.15*Area Indexi + 0.3*Cost Indexi + 0.15*GRDP per capita Indexi] * Average 
expenditure of sub-national government; and (4) FCi = OSRi + STXi + SDAi. STX = Shared Tax Revenue, SDA = Shared Natural 
Resource Revenue, HDI = Human Development Index, OSR = Own Source Revenue). The subscript i refers to LGU.

Annex 2

Annex 2
(For Chapter 3: Decentralization and Regional Inequality)
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Birth Deliveries in a Health Facility by Region Poverty and Regional Contribution to National GDP
 in the Philippines

Density of Local Roads per Region

Source: World Bank (2010). Data from NDHS 2008.
Source: World Bank (2010); estimates based on FIES 2006; Regional GDP
data are from NSCB

Source: Countryside in Figures and Philippine Statistical Yearbook (various years).

Additional Figures and Data on Regional Inequality (Chapter 3)

   

 

Annex 2
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Access to Basic Services, 2006

Annex 2

Source: World Bank (2010) and 2006 FIES; NTC; DPWH.
1/ Number of telephone lines installed per 100 persons.

Per Household Spending

Age-specific Education Deficits, by Regions in Luzon Age-specific Education Deficits, by Regions in Mindanao

Source: World Bank (2010) Source: World Bank (2010)

Source: FIES 2006 for out-pocket household spending; NSCB for real 
             GRDP data
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Convergence Methodology (Chapter 3) 

5. The convergence methodology applied in the analysis of regional equity across the Philippines relies on two 
measures of convergence.	The	first	measure,	which	is	the	σ-convergence, makes use of a given measure of 
dispersion to analyze the trend of convergence among the regions. In this case, we use the standard deviation of 
the log of the variable measured (in this case: average daily basic pay, poverty incidence, access to safe water 
and access to sanitary toilet). We say that there is σ-convergence if the resulting value declines systematically 
over a certain period and conversely, that there is σ-divergence if the dispersion increases. 

6. The second measure is the conditional	β-convergence which is based on a regression analysis of growth 
of the variable being measured as a function of its initial level. We base our estimation on the regression 
form below: 

log (Y
i, t+T/

Y
i, t

)/T = α – β log (Y
i, t

) + ε 
i, t

 

 where, i refers to a region observed between period t and t+T and β	refers	to	the	coefficient	estimate	of	
the independent variable.

If β	is	negative	and	statistically	significant,	then	there	is	evidence	that	the	indicator	is	converging	across	regions.
 
Average Daily Basic Pay

7. The data from 2001 to 2008 is directly taken from the Bureau of Labor and Employment Statistics. The 
figures	were	adjusted	to	real	levels	using	2001-2008	Consumer	Price	Index	for	all	income	households	
by majority commodity group. In calculating for the σ-convergence,	we	first	take	the	log	of	the	average	
daily basic pay each year starting from 2001 to 2008. After this, the standard deviation across regions 
for each year is then calculated. In estimating the β-convergence, we compute for the log of the initial 
average daily basic pay from the data in 2001 and the log of the average growth per year from 2001 to 
2008. We then use Ordinary Least Squares to run a regression analysis. 

Poverty Incidence

8.	 The	 data	 from	 1988	 to	 2006	 is	 taken	 from	Official	 Poverty	 Statistics	 of	 the	 Philippines.	 For	 social	
indicators such as poverty incidence, the β-convergence analysis transforms the relevant social indicators 
accordingly	into	their	positive	form	first.	In	this	case,	we	use	the	non-poor	proportion	of	the	population.	
Thus, instead of using the poverty incidence ratio, we calculate for the non-poor incidence ratio (1-poverty 
incidence ratio). We then proceed using the same protocol performed for average daily basic pay.

Access to Infrastructure

9. The data from 1998 to 2006 is directly taken from the Philippine Countryside in Figures. In calculating 
for the σ-convergence,	we	first	take	the	log	of	the	number	of	households	with	access	to	infrastructure	
(i.e. safe water supply and sanitary toilet) each year starting from 1998 to 2006. After this, the standard 
deviation across regions for each year is then calculated. 

10. In calculating for the β-convergence, we compute the log of the initial number of households from the 
data in 1998 and the log of the average growth of the number of households with infrastructure. We also 
use Ordinary Least Squares to run the regression analysis. 

Annex 2
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Methodology and Data Sources for Benefit Incidence Analysis (Chapter 4)

1.	 Benefit	incidence	analysis	combines	information	on	the	household	utilization	of	government	services	with	
information	on	the	cost	of	providing	said	services	to	assess	the	incidence	of	the	benefits	from	government	
spending across income groups. BIA basically involves three steps: (i) array individuals or households by 
per capita income (or expenditures) and group by deciles or percentiles; (ii) estimate the unit subsidy of 
providing	a	particular	type	of	government	service	as	derived	from	official	data	on	government	spending;	
(iii) identify users of the government service (based on data of individual/ household service utilization) 
and impute unit subsidy to said households or individuals (Demery 2000).

2.	 Benefit	 incidence	 thus	depends	on	 the	household/	 individual	 behavior	 on	 the	use	of	 the	government	
service	and	the	composition	of	government	spending.	Benefit	incidence	studies	generally	assume	that	
the	value	to	consumers	of	a	public	service	is	equal	to	the	cost	of	providing	it.	They	then	assign	benefits	
to the users of the service ranked in accordance to their per capita income or per capita consumption. 

3.	 In	 doing	 benefit	 incidence	 analysis,	 the	 redistributive	 impact	 of	 government	 spending	 is	 assessed	 with	
reference	to	the	benefit	concentration	curve,	the	graphical	representation	of	the	distribution	of	benefits.	The	
benefit	concentration	curve	is	plots	the	cumulative	distribution	of	the	“benefits”	of	public	spending	on	the	
y-axis against the cumulative distribution of population sorted by their per capita income on the x-axis. The 
progressivity	or	regressivity	of	a	public	spending	is	then	assessed	by	comparing	the	benefit	concentration	
curve with the 45-degree diagonal. The 45-degree line or the diagonal indicates neutrality in the distribution 
of	benefits.	If	the	distribution	of	benefits	lies	along	this	line,	the	poorest	10	percent	of	the	population	gets	10	
percent of the government spending; poorest 20 percent account for 20 percent of the subsidy; and so on. Thus, 
the 45-degree line is also referred to as the line of perfect equality (PE) line. 

 Lorenz and Concentration Curves

Annex 3

Annex 3
(For Chapter 4: Equity of Government Spending on Education and Health)
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4.	 The	 distribution	 of	 benefits	 of	 public	 spending	 is	 said	 to	 be	 progressive	 if	 the	 benefit	 concentration	
curve lies above the diagonal. In this case, then the poorest 10 percent of the population receives more 
than	10	percent	of	the	benefits,	the	poorest	20	percent	of	the	population	receive	more	than	20	percent	
of	the	benefits,	and	so	on.	Conversely,	if	the	benefit	concentration	curve	lies	below	the	diagonal	then	
the	distribution	of	benefits	is	said	to	be	regressive.	In	this	case,	the	poorest	10	percent	of	the	population	
captures	less	than	10	percent	of	the	benefits,	the	poorest	20	percent	of	the	population	gets	less	than	20	
percent	of	the	benefits,	and	so	on.	

5.	 The	concentration	coefficient,	 also	called	 the	Suits	 index,	 is	 the	most	 common	summary	measure	of	
benefit	incidence.	It	is	estimated	in	like	manner	as	the	Gini	coefficient160 but it is based on concentration 
curve	instead	of	the	Lorenz	curve.	While	the	Gini	coefficient	is	computed	as	the	ratio	of	the	area	between	
the	diagonal	and	the	Lorenz	curve	(represented	by	A	in	figure	below)	to	the	total	area	below	the	diagonal	
(i.e.,	triangle	cde	or	Area	B),	the	concentration	coefficient	is	the	ratio	of	the	area	bounded	by	the	diagonal	
and the concentration curve to the total area below the diagonal. 

 1
—
 2 ( 1

—
 N S )

160Gini	Coefficient	(Suits	index)	=	Area	of	A/	Area	of	Triangle	cde,	but	area	of	triangle	cde	=	0.5.
Thus,	Gini	Coefficient		(Suits	index)	=	2A	
       
 where Area of A =        –                  Ci  + (1/N) C

N         ,

           

  C
N
 = 1, and 

             N is the number of equal divisions

Suits Index and Gini Measure of Inequality
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6.	 If	the	distribution	of	benefits	is	progressive,	the	Suits	index	is	negative.	Conversely,	if	the	distribution	of	
benefits	is	regressive,	then	the	Suits	index	is	positive.	Thus,	the	Suits	index	varies	from	-1	to	+1.	

7. It should be emphasized that the Suits index is only sensitive to the relative magnitude of subsidies across 
income groups and not to the absolute amount of the subsidy. However, if the unit subsidy varies across 
regions and if the regions are not homogeneous, it is important that the regional level analysis is done 
first	and	then	aggregated	to	arrive	at	the	national	level	distribution	and	estimates	of	the	Suits	index.	

8. The expenditure of both the central governments and LGUs are included in the following analysis. 
Because	of	the	large	variation	in	LGU	fiscal	capacity,	LGU	spending	on	health	and	education	tends	to	
exhibit large disparities across regions. This situation tends to have an impact on the equity of public 
expenditures on education and health.

Data sources

9. National government spending data on an obligation basis was obtained from the Statement of 
Appropriations, Allotments, Obligations and Balances (SAAOBs) of the Department of Education 
(DepEd) and the Department of Health and from the Budget of Expenditures and Sources of Financing 
(DBM various years). On the other hand, the expenditures of local government units (LGUs) came from 
the Annual Financial Report (AFR) for local government units of the Commission on Audit (COA) and 
the Statement of Income and Expenditures (SIE) of the Bureau of Local Government Finance (BLGF).

10.	 Enrolment	data	at	the	elementary	and	secondary	level	is	available	from	the	Department	of	Education’s	
Basic Education Information System (BEIS). Aggregate enrolment for the different regions from BEIS 
was then distributed across income deciles in accordance with the distribution of number of students in 
public schools in the 1999 Annual Poverty Indicators Survey (APIS).161 On the other hand, the household 
utilization of the various types of public health services/ facilities is based on the 2003 National 
Demographic and Health Survey (NDHS).162 

161More recent updates of the APIS do not distinguish between public and private school enrollment. 
162Although the 2008 NDHS has recently become available, service utilization information from this survey is not enough to do 
BIA.

Annex 3



178

Philippines Public Expenditure Review: Strengthening Public Finance for More Inclusive Growth

Additional Tables and Figures for Benefit Incidence Analysis (Chapter 4) 

Reasons for Leaving School
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Provider of Antenatal Care, 2003-2008

Annexe 3

Source: 2003 and 2004 NDHS

Reasons for Leaving School ... continued
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Assistance During Delivery, 2003-2008 (Chapter 4)

Source: 2003 and 2004 NDHS
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Incidence of LGU Spending on Elementary Education (Chapter 4)
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Tax Growth Decomposition Methodology (Chapter 5)

1. The decomposition of the growth of tax revenues into the contribution of policy changes, growth in 
natural base, and improvements or changes in tax administration is straightforward. The method involves 
determining the growth of the natural base and the incremental revenues due to policy changes. These 
two are then subtracted from the growth in tax collection to determine residually the contribution of tax 
administration. 

2. To derive the natural growth of the tax base, we compute tax elasticity of the major tax types. The tax 
base for personal income taxes of self-employed and professionals, and CE is the taxable income of 
households and is derived from the Family Income and Expenditure Survey. The tax base for corporate 
income taxes is equal to the net operating surplus of public and private corporations and is taken from 
the national income accounts. The tax base for the value-added tax is equal to the VATable sectors of 
the economy and is taken from the national accounts. The input-output table is used to determine the 
VATable inputs and outputs per sector. Growth rates for each of the four tax types are computed on an 
annual basis for 2000-08.

3. The incremental collections due to policy changes for PIT, CIT, and VAT are derived from Department 
of Finance estimates of the impact of policy changes on tax revenues. 

4. Caveat: The accuracy of these estimates is heavily depended on the availability and quality of data. 
We recognize that weaknesses in the source data, in particular the national income accounts and the 
households surveys, may bias our estimates.

Annex 4
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Tax Gap Estimation Methodology (Chapter 5)

Personal income tax calculation of self-employed and professionals

5. The basic data is the Family Income and Expenditure Survey (FIES) for the years 2000, 2003, and 2006. We 
impute income for years in between surveys by using historical averages. Households that reported ‘own 
account’	as	their	main	employment	types	are	considered.163 Weights are used to arrive at population income.

6.	 To	 compute	 potential	 taxable	 income,	 we	 use	 reported	 income	 from	 “own	 accounts”,	 and	 subtract	
deductibles such as 13th month pay not exceeding P30,000, contributions to pension and other mandatory 
government institutions. Personal and additional exemptions are then applied to each household based on 
their family characteristics.

7.	 Since	approximating	deductions	 for	cost	of	doing	business	or	practice	of	profession	 is	very	difficult,	
an average presumptive tax rate of 5 percent on gross income is used instead to arrive at potential 
tax liability per household. This is equivalent to an effective tax rate of 10 percent if the cost-revenue 
ratio is 50 percent (applicable mostly to professionals) and 25 percent if the cost-revenue ratio is 80 
percent (applicable mostly to businesses). A presumptive tax of 2 percent was considered but proved to 
be too generous for most self-employed and professionals except the retail trade sector. The potential tax 
liability per household is summed up to arrive at total potential tax liability.

8. To arrive at the tax gap, actual tax collection is subtracted from potential tax liability.

Personal income tax calculation of compensation earners 

9. The basic data is the Family Income and Expenditure Survey (FIES) for the years 2000, 2003, and 2006. 
We impute income for years in between surveys by using historical averages. Households that reported 
‘wages and salaries” as their main employment types are considered.164 Weights are used to arrive at 
population income.

10.	 To	compute	potential	taxable	income,	we	use	reported	income	from	“wages	and	salaries”,	and	subtract	
deductibles such as 13th month pay not exceeding P30,000, contributions to pension and other mandatory 
government institutions. Personal and additional exemptions are then applied to each household based on 
their family characteristics.

11. To arrive at potential tax liability per household, we apply the statutory schedule of rates to the potential 
taxable income. The potential tax liability per household is then summed up vertically to arrive at total 
potential tax liability. 

12. To arrive at the tax gap, actual tax collection is subtracted from potential tax liability.

163The FIES is believed by experts to underreport income in all deciles and much more so in the highest decile. This further adds 
to the conservatism of the estimates.
164The FIES is believed by experts to underreport income in all deciles and much more so in the highest decile. This further adds 
to the conservatism of the estimates.
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Corporate income tax calculation

13. The basic data is the national accounts by factor share of institutions for the years 2000 to 2008. There 
is a change in methodology in 2005 so the series 2000-04 and 2005-08 are not perfectly comparable 
but should not pose a problem given the conservative method. Both private and public corporations are 
considered.

14. The computation of potential tax liability is straightforward. Net operating surplus of corporations is 
used as the potential taxable income. This is net of indirect taxes, compensation, and depreciation. The 
corporate income tax rate of 32 percent (35 percent in 2006) is applied to the net operating surplus.

15. To arrive at the tax gap, actual tax collection is subtracted from potential tax liability. 

Value-added tax calculation

16. The basic data is the gross value added of the lowest level sector/industry in the national accounts. The 
2000 input output table was used to compute VATable input/output ratios and VAT-exempt ratios of each 
sector/industry. The ratio of marginal value-added is estimated at about 20 percent of VATable GVA. The 
VAT rate of 10 or 12 percent is then applied to the net VATable GVA is then.

17. To arrive at the tax gap, actual tax collection is subtracted from potential tax liability due to BIR.
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Guatemala Fiscal Pact (Chapter 5)

Political System

Guatemala is a constitutional democratic republic with a presidential system. The president, who is elected for a four-year term 
without the possibility of consecutive re-election, appoints his executive branch. The Guatemalan Legislative Branch is made 
up of a unicameral congress with 158 seats (increased from 113 seats in 2003) where members are elected by popular vote. 

Objectives

The Fiscal Pact proposal, which was launched by President Arzu in 1998, aimed at a multi-sectoral, long-term consensus 
between	the	principal	political,	economic,	and	social	bodies	over	the	future	tax	regime	and	fiscal	policies	in	Guatemala.	
Specifically,	the	Fiscal	Pact	had	the	following	objectives:
•	 Raise	the	tax-to-GDP	ratio	from	under	8%	in	1998	to	12%	by	2002
•	 Narrow	the	fiscal	deficit	from	2.8%	in	1995	to	1.8%	in	2000	
•	 Formulate	a	tax	policy	based	on	the	taxpayer’s	capacity	to	pay	to	promote	equitable	development
•	 Keep	public	investment	above	4%	of	the	GDP	per	year	
•	 Set	targets	that	emphasize	the	implementation	of	projects	in	justice,	security,	education,	and	health.
•	 Create	a	stabilization	fund,	made	up	of	20	credit	unions	to	cover	revenue	shortfalls	
•	 Create	a	semi-autonomous	tax	and	customs	administration	agency,	the	Superintendencia	de	Administracion	
 Tributaria, (SAT)165 
•	 Strengthen	the	judiciary’s	capacity	to	process	cases	of	tax	evasion	

Process

In 1997, the Guatemalan government established a semi-autonomous revenue administration agency, the Superintendencia 
de Administracion Tributaria (SAT), which became fully operational in 1998. At the same time, President Arzu launched 
the Fiscal Pact proposal in an effort to raise the tax-to-GDP ratio to 12% by 2000. The Fiscal Pact Preparatory Committee 
(CPPF) was established to organize a national debate on tax policy166. The UNDP funded technical assistance in the 
preparation of background studies, and a public information program to publicize the contents of the negotiations and 
subsequent agreements. A variety of actors were involved in the discussions, including Government, Congress, civil 
society, the Church and the private sector. In 2000, President Alfonso Portillo of the Guatemalan Republican Front (FRG) 
took	office,	while	the	FRG	maintained	its	majority	(63	seats)	in	Congress.	Portillo,	who	was	committed	to	supporting	
the liberalization of the economy and increasing revenue by stricter enforcement of tax collections rather than increasing 
taxation, declared the pact a priority. In May 2000 the pact was reviewed and approved by both the legislative and 
executive branches of government.

Outcomes

The	Pact	was	the	end	product	of	discussions	that	aimed	to	address	Guatemala’s	historically	weak	revenue	performance.	
The pact also recognized the large socio-economic gaps existent in Guatemalan society, and the urgent need to reduce 
them	by	increasing	public	spending	on	education,	health,	and	infrastructure.	It	declared	that	“the	state	will	ensure	the	
consolidation of a socioeconomic order founded on principles of social justice.”167 It represented a consensus viewpoint 
of	leaders	from	all	sectors	of	Guatemalan	society	that	“fiscal	balance	will	be	primarily	the	result	of	an	increase	in	tax	
collection, not a decrease in social spending.”168. The achievements of the Fiscal Pact include the following outcomes:
• A reduction in VAT tax evasion from 40% in 2000 to 32% in 2006
•	 An	increase	of	social	expenditures	to	5.7%	of	GDP	by	2006,	almost	double	the	level	of	1996.
•	 The	fiscal	deficit	declined	from	2.8%	of	GDP	in	1995	to	1.6%	of	GDP	in	2008
•	 Increase	of	tax	revenues	as	a	percent	of	GDP	from	8%	in	1990-1998,	to	10%	in	1999-2003
•	 Tax	revenue	per	employee	increased	from	$8.4	million	in	2003	to	$9.6	million	in	2006.
•	 The	creation	of	the	Fiscal	Pact	Tracking	Commission	for	monitoring	and	evaluation
•	 The	incorporation	of	civil	society	into	the	decision	making	processes	of	government

165Regional Surveys of the World: South America, Central America, and the Caribbean, Volume 2004 By Europa Publications 
Limited
166South America, Central America and the Caribbean 2003 By Europa Publications, Eur
167“Fiscal	Pact,	A	Major	Achievement.	Tax	Reform,	Next	in	Line.”		www.envio.org. retrieved May 16, 2010
168“Fiscal	Pact,	A	Major	Achievement.	Tax	Reform,	Next	in	Line.”		www.envio.org. retrieved May 16, 2010
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Colombia Medium-Term Fiscal Framework  (Chapter 5)

Political System

Colombia is a democratic country with a presidential system and a bicameral legislature. The president was elected 
for a four-year term without the possibility of re-election until 2005 when the constitution was amended and (s)he 
was permitted to run for consecutive re-elections. The Legislative Branch is made up of a bicameral congress with 
161 members of the House of Representatives and 102 members of the senate. Colombia is a multi-party system 
with 3 major parties: the Social Party of National Unity, the Colombian Conservative Party, and the Colombian 
Liberal Party.

Process & Objectives

In 2002, President Uribe was elected as an independent liberal, while the liberal party took the majority of the legislative 
branch. The Uribe administration began a national development campaign that included correcting misalignments in 
public	finances,	 including	 the	modernization	of	 the	National	Directorate	 of	Taxes	 and	Customs	 (DIAN)	 in	 order	 to	
increase	 administrative	 efficiency	 and	 reduce	 administrative	 costs.	 In	 collaboration	with	 the	World	Bank	 and	 other	
development	 agencies,	 an	 integrated	management	 and	 services	platform	called	Unified	Single	Model	 for	Revenues,	
Services and Control (MUISCA) was designed, and a new Fiscal Responsibility Law (FRL) was drafted and submitted 
to	Congress.	The	law,	which	aimed	at	setting	fiscal	targets	linked	to	debt	sustainability,	promoting	transparency	between	
the	 executive	 and	 legislative	 branches,	 and	 civil	 society,	 as	well	 as	 including	fiscal	 impact	 and	 source	 of	financing	
within any law that creates new tax expenditures, was approved and enacted in 2003. The law promoted transparency by 
mandating that: 1) Any law relating to expenditure must have a technical analysis 2) the SIIF (Sistema de Administracion 
Financiera) is open to the public 3) SUIPF (Public Investment System) is open to the public, including pre evaluation and 
follow up of any public investment. 
Furthermore, the FRL allowed the establishment of the Medium-Term Fiscal Framework (MTFF). The MTFF is prepared 
jointly by the MoF and the National Planning Directorate (NDP), which represents the sectors. In 2005, a subcomponent 
of the MTFF, the Medium Term Expenditure Framework (MTEF) was established. The MTEF provides expenditure 
targets for all the ministries for each of the next four years. Ministries are held accountable and must inform progress 
in investment, programs and policies every year. In addition, there is a Government Plan that establishes sectoral goals 
for the presidential term. The preparation of the sectoral plan is the result of a collective process in which different 
sectors, such as education, unions, universities, NGOs, and political parties, participate. While the NPD is in charge of 
investment expenditure and the MoF is in charge of only current expenditures, the annual budget must be agreed by both 
entities before approval by Congress. Furthermore, The Superior Council of Fiscal Policy (CONFIS), an inter-ministerial 
council	chaired	by	the	finance	minister,	coordinates	and	manages	the	fiscal	process	between	the	central	government	and	
the public sector. 
The main objective of the MTFF is to reach a net debt level of 25 % of GDP by 2018 from 52% of GDP in 2003. In order 
to achieve this, a surplus of 2.5 percent is considered necessary, with GDP growth of 4.5 percent.

Outcomes

•	 Tax	revenues	increased	from	13.5%	of	GDP	in	2002	to	17%	of	GDP	in	2007
•	 The	administrative	cost	of	DIAN	was	reduced	from	COL$10.3	per	each	COL$1000	collected	in	2003,	to	COL$	9.3	
 in 2005
•	 Fiscal	deficit	declined	from	3.7%	of	GDP	in	2002	to	2.5%	of	GDP	in	2004
•	 Public	expenditure	on	education	rose	from	2.4%	of	GDP	in	1991	to	4.7%	of	GDP	in	2006
•	 Sub-national	debt	dropped	from	5.5%	(of	GDP)	in	2000	to	4.1%	in	2004,	and	the	external	debt	from	3.5%	to	1.9%.
•	 The	VAT	base	was	expanded	from	51%	of	GDP	in	2003	to	54.3%
•	 The	publication	of	the	MTFF	established	the	basis	for	a	more	coordinated,	efficient,	transparent,	and	responsible	
	 fiscal	performance	by	the	national	and	sub-national	governments.	
•	 The	MTFF	has	been	widely	distributed	and	used	by	civil	society,	and	international	organizations.
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Summary of revenue measures of the 14th Congress

Source: DOF

Additional Tables and Figures for Chapter 5
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Annex 4

Income tax burden by percentile using reported 
income and reported income taxes paid (in percent)

Income tax burden by percentile of male-headed 
households using reported income (in percent)

Income tax burden by percentile of female-headed 
households using reported income (in percent)

Income tax burden differential in percent 
(male-headed minus female-headed)

Source: FIES 2006

Source: FIES 2006
CE = compensation earner
SEP = self-employed and professional

Source: FIES 2006
CE = compensation earner
SEP = self-employed and professional

Source: FIES 2006
CE = compensation earner
SEP = self-employed and professional
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Source: FIES 2006

VAT burden by percentile of male-headed households 
(in percent)

VAT burden by percentile of female-headed households 
(in percent)

VAT burden differential in percent (male-headed minus female-headed)

Source: FIES 2006
Case 1 does not distinguish where households buy their goods/services.
Case 2 distinguishes where households buy their goods/services

Source: FIES 2006
Case 1 does not distinguish where households buy their goods/services.
Case 2 distinguishes where households buy their goods/services
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Excise tax burden of tobacco and alcohol products by 
decile (in percent), male-headed household

Excise tax burden of tobacco and alcohol products by 
decile (in percent),  female-headed household

Excise tax burden of gasoline by decile (in percent), 
male-headed household

Excise tax burden of gasoline by decile (in percent), 
female-headed household

Source: FIES 2006 Source: FIES 2006

Source: FIES 2006 Source: FIES 2006
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Total excise tax button by decile (in percent), 
male headed households

Total excise tax button by decile (in percent), 
female headed households

Source: FIES 2006 Source: FIES 2006
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Annex 5
(For Chapter 6: Medium Macroeconomic Outlook)

 Macroeconomic and Fiscal Framework: Baseline Scenario (Chapter 6)

Source: GOP for historical, World Bank for projections.
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Baseline Scenario Fiscal Framework 1/ (Chapter 6)

Baseline Scenario Expenditure Framework 1/ (Chapter 6)

Source: World Bank staff calculations
1/	Government	definition

Source: World Bank staff calculations
1/	Government	definition
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Annex 2. Macroeconomic and Fiscal Framework: Reform ScenarioMacroeconomic and Fiscal Framework: Reform Scenario (Chapter 6)

Source: GOP for historical, World Bank for projections.
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Reform Scenario Fiscal Framework 1/ (Chapter 6)

Reform Scenario Expenditure Framework 1/ (Chapter 6)

1/	Government	definition

1/	Government	definition
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