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2. Executive Summary 

i. The FY06-08 CAS was in support of the 2004-201 0 Medium Term Philippines Development 
Plan (MTPDP). A progress report in June 2007 extended the CAS through FY09. The CAS was 
focused on four objectives which were an integral part of the MTPDP: (i) improvements in governance 
and in (ii) fiscal stability, which in .turn were needed for (iii) sustained growth and (iv) social inclusion. 
Each of .the four objectives would be pursued at three levels: national, local government unit (LGU), 
and private sector. Thus, the results framework contained a total of twelve outcomes. Project 
proposals and AAA were presented as a menu from which to choose, as circumstances developed. 

ii. The Bank aligned its strategy closely to that of the Philippine government, increased its 
lending level appropriately as the fiscal situation improved, and responded flexibly, including through 
development policy lending, to crises. The Bank's economic analyses are much appreciated and 
serve as the essential background for the deliberations of the Philippines Development Forum. 

iii. Of the fifteen projects on the menu in the CAS five materialized, all at the national level. The 
bulk was in response to government demands to shift from pure investment lending to national 
program support (sector wide approaches). The prime focus was on institutional development in the 
different sectors. Of four additional projects not in the CAS, one was focused on LGUs. The most 
visible and probably most effective contribution of the Bank's AAA was the background material, 
including regular country economic reports, prepared for the Philippine Development Forum (PDF), a 
consultative group meeting with a wide variety of stakeholders, including civil society, congress and 
the business community. 

iv. In the area of "improvements in governance", the Bank has made small contributions in such 
areas as budget and procurement reform, but with little visible impact on governance at the country 
level as a whole. In terms of "improved fiscal performance" the Bank contributed to a significant 
positive turnaround as well as to improved financial performance of public enterprises. The 
consolidated public sector balance improved from the equivalent of -4.8 percent of GDP in 2004 to 1.4 
percent in 2007. In the area of "sustained growth and increased competitiveness", Bank contributions 
to infrastructure, in close coopera.tion with IFC especially in the power sector, were significant, yet the 
overall investment ratio continued to fall and there is no evidence of increases in produci:ivity. Poverty 
increased from 30 percent in 2003 to 32.9 percent in 2006. In terms of "increased social inclusion" 
there is little evidence of improvement. On balance, IEG rates the overall outcome of Bank assistance 
to the Philippines as moderately satisfactory. 

v. The CASCR is well-written, comprehensive and, above all, candid. A major finding is that the 
Bank will need to better understand the link between growth and poverty reduction in the Philippines to 
help ensure that its interventions increasingly benefit the poor. Also, given the Bank's small role in the 
economy and Bank resource constraints, a more selective approach may be more effective focusing 
maybe on only a couple of the key issues. 
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3. CASCR Summary 

Overview of CAS Relevance: 

1. The FY06-08 CAS, discussed by the Board on May 17,2005, was in support of .the 2004- 
2010 Medium Term Philippines Development Plan (MTPDP). It was followed by a progress report in 
June 2007 which extended the CAS through FY09. The CAS and the progress report were focused on 
four objectives which were an integral part of the MTPDP and considered to be key requirements for 
sustained growth and poverty reduction in the country: (i) improvements in governance and in (ii) .fiscal 
stability, which in turn were needed for (iii) sustained economic growth and (iv) social inclusion. 
Economic and social conditions prevalent at that time in the Philippines clearly indicated that these 
objectives were top priorities, thus making the CAS highly relevant. The s.trategy was designed such 
that each of the four objectives would be pursued at three different levels: at the national level, the 
local government unit (LGU) level, and the private sector level. Thus the results framework contained a 
total of 12 objectives, or CAS outcomes to be pursued. 

2. The relevance of the CAS was somewhat constrained by the fact that none of the 12 CAS 
outcomes were quantified with specific targets, except that in the area of fiscal stability "increases" in 
revenue or "reductions" in the fiscal burden of public enterprises could be interpreted as such. 
Generally, outcomes were defined as "improvements," "more transparency and efficiency" or 
"increases." The CAS results matrix also contained 49 milestones, again with very little quantification. 
The CAS argued that the Bank's relatively small role in the Philippines' economy made assessing the 
Bank's contribution to some macro development outcomes very difficult; e.g. to an improvement in the 
fiscal situation, privatization in the power sector, or an increase in the investment to GDP ratio. But, 
CAS results could not be monitored adequately, perhaps because the vagueness and sheer number of 
CAS objectives and milestones made it difficult, so that ultimate impact on macro-developments of the 
Bank's wide ranging strategy became the best way to judge Bank contribution. 

3. The CAS had three lending scenarios, the essential trigger being the fiscal deficit. 
Heightened fiscal concerns would mean a low case lending level; no widening of the fiscal deficit and 
no major policy reversals would lead to the base case; a substan.tial reduction in the fiscal deficit would 
warrant a high case. There was also a fourth intermediate scenario, an enhanced base case, if there 
was some progress towards deficit reduction but not significant enough. The base case lending 
program that was proposed was in the range of US$450-900 million for FY06-08, and did not include 
development policy lending. (The latter would be considered only in the enhanced base case or high 
case lending scenarios.) While this was below lending levels proposed in the previous CAS, it was 
above actual earlier deliveries and was realistic, especially given the difficult fiscal situation in the 
Philippines at the time of CAS approval. In line with policy for Middle Income Countries, the list of 
project proposals in the CAS (and in the progress report) was meant to be indicative only (a menu of 
potential projects), with the explicit provision that "depending upon evolving country needs and 
priorities ..... new projects may be introduced and others may be dropped ....." The CAS also did not 
provide a definitive list of new AAA tasks, only a general indication of possible analyses and policy 
dialogue in support of the four key overall CAS objectives. 
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Overview of CAS Implementation: 

4. The fiscal position of both the central government and of the consolidated public sector 
continued to show improvement over the CAS period. In response, actual lending commitments 
reached US$1,050 million for FY06-08, above the upper limit of US$900 million in the base case 
scenario, and including one development policy loan. An additional US$200 million Development 
Policy Loan was committed during the first half of FY09. 

5. It is difficult to evaluate a program or strategy containing 12 targets and 49 milestones, 
with virtually no quantification, and having only an indicative list of proposed projects and AAA. Of the 
15 projects on the list of "possibles" in the CAS base case scenario, only five materialized, all at the 
level of the national government. The bulk of this was in response to government demands to shift 
from pure investment lending to national program support (sector wide approaches) in areas such as 
basic education, health, environment and natural resource management, and roads. The prime focus 
was on institutional capacity development in the sector. Implementation of all of these projects started 
slowly. There were an additional four projects during the FY06-08 CAS period, unplanned in the base 
case scenario: (1) Support for Strategic Local Development and Investment, focused on local 
government units; (2) National Program Support for Tax Administration; (3) a first DPL, focused on tax 
administration, budget execution and strengthening the finances of the power sector; and (4) the Bicol 
Power ~estoration Project, to repair and replace transmission infrastructure damaged by typhoons. 
Especially noticeable is the absence of support at the private sector level, with the exception of a 
portion of DPL 1. At the same time, IFC was quite active in the Philippines over the CAS period, 
especially in infrastructure investments and in providing advisory services, especially in the 
environment area. 

6. Of a long list of "possible" projects in the progress report, none has materialized yet: 
instead a Development Policy Operation for US$200 was committed during the first half of FY09 in 
response to the world wide food crisis. Except the DPLs and Bicol, all of the projects approved during 
FY06-09 are still under implementation. 

7. The current Bank portfolio consists of 21 projects, with a net loan commitment of US$1.3 
billion, not including GEF and IDF. Over the past three years, the percentage of projects at risk has 
remained fairly low, about 15 percent by number and 7 percent by amount of commitment. IEG ratings 
for the five projects exiting the portfolio during the CAS period, all with approval dates of FY02 or 
before, show 100 percent satisfactory outcomes (Annex Table 3). 

8. Over the period FY05-08 the Bank spent about 27 percent of its country services budget 
for the Philippines on country economic and sector work. The most visible and probably most effective 
contribution is the background material, including economic reports, prepared for the Philippines 
Development Forum (PDF). The PDF is a consultative group meeting which includes a much greater 
variety of stakeholders than a traditional consultative group, i.e. apart from government and donors 
also civil society, congress and the business community, among others. Apart from this, the Bank's 
AAA was not planned in the CAS but evolved over time as circumstances and government interest 
directed. Feedback from government counterparts and other stakeholders suggests that the Bank's 
AAA is valued and much appreciated. At the same time, to date, there has been no systematic 
evaluation of AAA in the Philippines. 

Overview of Achievement by Objective: 

Improvements in Governance 

9. The prime objectives in the CAS were to make systems and processes for allocating and 
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executing budgetary resources more transparent and efficient, both at the national and Local 
Government Unit (LGU) levels, and improve governance of the corporate sector and infrastructure 
regulatory agencies. Key Bank support consisted of policy advice through its AAA and the PDF on 
governance issues, through its FY06 National Program Support operation in health and education to 
improve expenditure planning and through the DPLs. 

10. At the national level, budget reform, including the gradual introduction of Medium Term 
Expenditure Frameworks (MTEFS), strengthening of the procurement system and addressing 
corruption, is taking place, albeit at a slow pace. The Bank's contribution to this process has consisted 
of policy advice through its economic analyses, assistance at the project level to specific ministries, 
and grant assistance to strengthen the Government Policy and Procurement Board, including through 
training. 

11. Through many of its projects, the Bank has helped to develop Q capacity in a variety of 
areas: planning, budgeting, procurement, construction supervision, financial management, and 
management of municipal enterprises and services. While there is evidence that at the individual 
project level progress is being made, the impact on the LGU system as a whole is unclear. Bank 
assistance at the level of the private sector has focused on helping the government strengthen its 
regulatory functions, especially in the water supply and sanitation area (Metro Manila) and in energy. 

12. Overall, the Bank has been able to make some small contributions to improvements in 
governance, as illustrated in paras 10 and 11 above. Also, in the transport sector, a Bank investigation 
led to the debarment of several firms and one individual for engaging in collusive practices under a 
major Bank-financed roads project. But there is little visible impact on the country systems as a whole, 
as suggested by a variety of indicators (WBI, TI, Global Competitiveness Report). (See Annex Table 
9). IEG rates the outcome of Bank assistance in this area as moderately satisfactory. 

Improved Fiscal Performance 

13. The objectives in the CAS were to improve public revenue mobilization, at both the 
national and LGU levels, and to strengthen public expenditure management as well as the 
management of public enterprises, the latter to reduce their fiscal burden on the central government 
budget. Bank support came primarily through its regular country economic reports, the PDF, the FY07 
National Program Support operation on Tax Administration, and through the DPLs, in particular to 
strengthen the financial situation of the power sector. 

14. At the national level there has been a major turnaround in fiscal outcomes from chronic 
consolidated public sector deficits to surpluses: the consolidated public sector balance improved from 
the equivalent of -4.8 percent of GDP in 2004 to 1.4 percent in 2007. The outcome resulted from a 
combination of improved tax revenue performance as a result of tax reform, improvements in the fiscal 
situation of public enterprises, revenues from privatization, and capital expenditure cuts: the latter is of 
some concern because of an already inadequate infrastructure. Bank economic analyses and advice 
as well as loan conditions were a major contributor to this turnaround, especially in view of the fact that 
there has been no IMF program in the Philippines since 2000. Grant assistance is helping to further 
improve tax administration. 

15. LGUs continue to depend heavily on central government transfers. The Bank has been 
active in helping LGUs raise their revenue base through capacity building: there was some limited 
progress in this area but the Bank's contribution to this progress in unclear. 

16. At the private sector level, Bank support for improved financial performance in the power 
sector, through its development policy lending, was a key factor in reducing the financial burden of 
public enterprises on the central government. 
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17. Overall, IEG rates the outcome of Bank assistance in the fiscal area as satisfactory. 

Sustained Growth and Increased Competitiveness of the Economv 

18. The intended CAS outcomes were to improve competitiveness by increasing investment, 
upgrading infrastructure and adopting reforms aimed at improving productivity of firms, to increase 
productivity through greater local provision of infrastructure and services, as well as to catalyze private 
investment in key sectors. The Bank has supported this objective through a variety of means, 
including the FYOI Metro Manila Urban Transport project, the FY05 Manila Sewerage project, and the 
FY08 National Program Support for National Roads project. 

19. At the national level, growth has been fueled by consumption, largely as a result of 
growing workers' remittances from overseas. GDP growth averaged close to 6 percent per year during 
2004-2007. Undoubtedly, the improved fiscal performance facilitated the growth process. However, 
the sustainability of growth is in doubt as the low investment ratio has declined further by two 
percentage points of GDP, and the lack of adequate infrastructure remains a major bottleneck. 
Moreover, the decline in remittances across the world within the current financial crisis further calls into 
question the sustainability of the growth process, unless these translate into higher levels of 
investment. Unemployment has remained high and poverty increased from 30 percent in 2003 to 32.9 
percent in 2006. The reasons for the rise in the incidence of poverty, despite a satisfactory growth 
performance, need to be researched: one possible explanation is that growth favored the corporate 
sector at the expense of a drop in household income, while the bulk of job creation occurred in 
urbanlindustrial areas. The Bank has made an important contribution to the transportation network and 
to rural electrification, the latter in close cooperation with IFC involvement in the power sector (see 
Attachment 1) but there is no evidence of increased overall investment or productivity, the CAS' goals. 

20. At the !XJ level, Bank projects have helped improve access to basic infrastructure and 
services, especially water and sanitation, in a number of LGUs, but there is no evidence of increases in 
productivity as a result. 

21. Also at the private sector level there are few indications that Bank assistance has helped 
catalyze private investment in infrastructure in any significant way, with the exception of the Metro 
Manila Sewerage projects. 

22. Overall, the impact of Bank assistance in promoting investment was quite limited. On the 
other hand, the Bank's contribution to the improved fiscal performance was significant (see above) and 
helped in sustaining growth. On balance IEG rates the outcome of Bank assistance in the growth and 
competitiveness area as moderately unsatisfactory. 

Increased Social Inclusion 

23. The intended CAS outcomes were improved performance of institutions to increase access 
for the poor and disadvantaged groups to basic services at the national and local levels, and to 
increase access to finance for small and medium enterprises and increase private service delivery of 
basic social services. Key Bank support was channeled through its education and health projects and 
through projects with focus on Mindanao, one of the poorest regions, a FY03 Social Fund project and a 
FY07 Rural Development project. 

24. At the national level, a Bank education project led to improved test scores and completion 
rates in pilot areas, while another project led to improved health and education outcomes in the project 
area. But there is little evidence of a scaling up of good projects or of an overall increase in access to 
social services, except that both projects laid the foundation for sector-wide approaches. 

25. At the !SJ level, individual Bank projects have provided support to local communities in 
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the delivery of local services and infrastructure with some success. But these have been isolated 
pockets of progress. 

26. Likewise, at the private sector level, Bank efforts to promote access to finance for small rural 
enterprises and create employment have succeeded, but the results are insignificant in the face of a 
national unemployment rate which remained at 8 percent throughout the CAS period. 

27. Overall, individual Bank projects have successfully contributed to improvements in social 
service delivery, but there is little evidence of impact beyond the project level. IEG rates the outcome of 
Bank support for increased social inclusion as moderatelv unsatisfactorv. 

Achievement of CAS Objectives 

Objectives 

Objective A: Improvements 
in Governance 

Objective B: Improved 
Fiscal Performance 

Objective C: Sustained 
Growth and Increased 
Competitiveness of the 
Economy 

Objective D: Increased 
Social Inclusion 

Comments on Bank Performance: 

28. The Bank aligned its FY06-08 CAS closely to the Medium Term Philippines Development 
Plan, and CAS preparation also drew extensively on consultations with a wide range of stakeholders 
including national and local government officials, bilateral and multilateral donors, civil society, the 
business community and the private sector. The Bank acted appropriately in proposing a relatively low 
base level of lending in the CAS, given experience with the previous CAS and the government's limited 
fiscal space at that time. Subsequently, as the fiscal situation improved, the Bank was flexible and timely 
in increasing its lending levels to meet the country's needs, including through development policy lending 
in response to a food crisis. 

CASCR Rating 

Moderately 
Satisfactory 

Satisfactory 

Satisfactory 

Moderately 
Satisfactory 

IEG Rating 

Moderately 
Satisfactory 

Satisfactory 

Moderately 
Unsatisfactory 

Moderately 
Unsatisfactory 

Explanation I Comments 

The Bank has been able to make 
small contributions to 
improvements in governance, but 
with little visible impact on country 
systems as a whole. 
The Bank contributed to the 
national fiscal turnaround as well as 
to the improvement in the financial 
situation of public enterprises. 
Growth over the CAS period has 
been fueled by growing workers' 
remittances from overseas. In spite 
of small Bank contributions to 
infrastructure investment, the low 
overall investment ratio has 
declined further. There is no 
evidence of increases in 
productivity in the economy. 
Poverty has increased. 
There is little evidence of a scaling 
up of good Bank projects or of an 
overall increase in access to social 
services. Bank projects have 
helped create employment but with 
no visible impact on the overall 
unemployment rate. 
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29. The CAS included a results framework, but a plethora of objectives and milestones with a 
generalized lack of baselines and concrete targets undermined its usefulness. About 27 percent of the 
Bank's country services was allocated to AAA. As reported in IEG's study "Philippines: Client 
Perspectives on Elements of World Bank Support" AAA was much appreciated by country 
counterparts. At the same time, there has been no systematic evaluation of the quality of the Bank's 
AAA, its relation to lending activities, or its impact during the CAS period, a situation which may have to 
be remedied. On the other hand, there is at least one area where the Bank is playing a highly 
constructive role: in March 2005, the government and the Bank, co-chairs of the Consultative group 
(CG) agreed to turn the CG into the Philippines Development Forum (PDF) involving a much broader 
range of stakeholders to include civil society, congress and the business community, among others. 
The PDF has since served as a forum to arrive at a consensus on the development agenda among all 
partners engaged in the country's development efforts. The Bank's economic analyses serve as the 
essential background for the deliberations of the PDF. 

5. Assessment of CAS Completion Report 

32. This is a well-written, comprehensive, lucid and candid CASCR. It provides excellent 
coverage of the CAS and of developments in the country during the CAS period, and illustrates well 
both the strengths and the shortcomings of the Bank's strategy. In particular, it demonstrates 
convincingly that "it was not possible to determine what changes the Bank expected to achieve during 
the CAS period" because the so-called results framework included neither baselines nor targets 
against which to measure progress. The CASCR did not review CAS milestones probably because of 
their excessively large number. Disagreements between the CASCR and IEG on ratings and lessons 
are discussed in paras. 18-27 and in section 6. 

4. Overall IEG Assessment 

Outcome: 

Bank Performance: 

Moderately Satisfactory 

Satisfactory 

Outcome 

30. The vagueness with which CAS outcomes were formulated makes it difficult to arrive at an 
overall judgment on outcome. It would appear that individual Bank interventions have, in a small way, 
made a con.tribu.tion towards the espoused CAS outcomes, but that their impact overall has been 
minor. It is not clear that the Bank's support has been strategically focused to make an impact on 
the country, while the lack of scaling up and replication of good projects questions the choice of areas 
of support. At best, Bank interventions have shown the way towards reform. Among the four key CAS 
objectives there has been solid progress towards fiscal stability. Concerning the other three, evidence 
suggests that progress has been partial and at the micro-level; at the country level governance has not 
improved, both public and private investment have remained low or declined, and poverty has 
increased in spite of good economic growth. Taking into account, however, that fiscal instability was 
the key constraint, IEG rates the overall outcome of Bank assistance to the Philippines as moderately 
satisfactory. 

31. In retrospect, a more concrete specification of CAS outcomes, which recognizes the 
limited influence of the Bank, and is focused on one or two outcomes, would have shown and could 
have resulted in more concrete impact. 
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6. Findings and Lessons 

33. The key findings and lessons from an evaluation of the Bank's Philippine program over 
FY06-09 are well articulated in the CASCR. 

34. First, the overall CAS strategy was sound and well aligned with the Philippines' government 
objectives. But, the link between growth and poverty reduction needs to be better understood and, given 
the Bank's overall small role in the economy and Bank resource constraints, a more selective approach 
may be more effective. 

35. Second, the CAS results framework needs much improvement: fewer objectives and 
milestones, concrete baselines and targets, so as to make monitoring manageable. 

36. Third, however much appreciated by local counterparts and other development partners, 
an evaluation of the Bank's AAA would help to better understand its effectiveness. 

37. An additional lesson is that in middle income countries, where the Bank's presence is 
limited, a more focused strategy on one or two key issues may have more impact than the broad- 
range strategy followed to date which has yielded good results at the project level but often little 
impact on country-wide outcomes. 
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Annex Table 1: The Philippines - Base Case Lending Planned vs. Actual Commitments (US$ millions), FY 06-09 ! 

FY . Project ID Projects 
i Proposed Approved 
: Amount Amount 

National program support for Participatory Irrigation 
30 1 Pipelined 

2009 

Sub Total FY 06 
35 ! Uncertain 285 . j" .................... 

31 0 

CAS 2007 ; j National program support for National Roads 2 (NRIMP2) 
. . . . . . . . . .  ..................... ......................................... 

! Delayed to 
2oo i 2008 

................... 

Local government support for LGUs through performance grants 

. .......................................................................................................................... Private sector development support for Logistics1 Infrastructure .- 

' Private sector development support1PPP Transport (LRTI) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  75 Uncertain 

260 ; Pipelined 
2009 

i Sub Total FY 09 0 ......... < . . . . . . . . . . . .  
I Sub Total - 
: Planned 

Non Planned Proiects 

Source: Business Warehouse 2.a.1,2.a.4,2.a.7,2.a.8 as of Dec 8 2008; 'The Philippines CAS 2005, CASPR 2007 
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Source: Business Warehouse "OperationslAANESW/1.4,4.2.a" and "TA/1.4,3.2.a"; 

Operations Portal as of Dec 12,2008; The Philippines CAS 2005, CASPR 2007 

Note: No definitive list of planned AAAs in CASICASCR 
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Annex Table 3: The Philippines - IEG Project Ratings, Exit FY 06-09 

IEG Project ID ! Approved FY Exit FY ! IEG Outcome Sustainability* : IEG ID Impact* I IEG RDO* 

I PH-EARLY CHILDHOOD : 1998 PO04566 
1 DEVELOPMENT 2006 SATISFACTORY j LIKELY ! SUBSTANTIAL ' # 

THIRD ELEMENTARY : MODERATELY PO04602 1997 2006 EDUCATION / SATISFACTORY . 
# # MODERATE 

: PH-NAT'L ROADS PO3901 9 IMPROVMT APLI 2000 

PO6991 6 PH-2nd Social 
Expenditure Manaqement 2002 

2007 ; MODERATELY 
' SATISFACTORY ' 

. . . . ................. . . . . . . . ................ . . .. . . . . . . . . . . . . . . . . . . . . . . . .. .. ... .. . , . . ..... ... . . . . . . . 

2007 ; SATISFACTORY ' 
HIGH 

.. . . . . ... .... . . ................. .. ......... . . . . . . . . . 

I MODERATE 

PO57598 PH-RURAL FINANCE Ill 1999 2008 ; SATISFACTORY I # # MODERATE 

*Sustainability and Impact were rated until FY06. Risk to Development Objective is rated in projects from FY07 onwards. 

i Total 
Country1 Region Evaluated 

i ($M) 

*Sustainability and Impact were rated until around FY06. Data refer to one project only. Risk to Development Objective is rated in projects from FY07 onwards. Data covers four projects. 

Source: Business Warehouse "Operations/Evaluations/4.a.5,4.a.6" as of Dec 12,2008 
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Annex Table 4: The Philippines - Portfolio Status Indicators, FY 05-08 

CountryIRegion i Fiscal Year 2005 ' 2006 2007 2008 

The Philippines 

Net Comm Amt 256 229 333 

Cambodia 

; Cornm At Risk .......... ... 

i %Commit at Risk 

Indonesia 

Georgia 

Ukraine 

Mexico 

Source: Business Warehouse "Operations/Supe~ision/3.a.4 as of Dec 12,2008 

Note: GEFs and lDFs are not included 
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Source: WB Loan Kiosk, Net Disbursements and Charges Report as of Dec 12,2008 
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Annex Table 6: The Philippines - Total Net- ODAl), OOP,  and Private (in million US$), Calendar Year 01 -07 

Donors ; 2001 ; 2002 ' 2003 ' 2004 2005 2006 2007 

olw IBRD % 

Source: OECD DCA online database as of Dec 24,2008 
1) Official development assistance is defined as those flows to countries and territories on the DAC List of ODA Recipients and to multilateral 
development institutions which are: i.) provided by official agencies, including state and local governments, or by their executive agencies; and ii.) 
each transaction of which: a) is administered with the promotion of the economic development and welfare of developing countries as its main 
objective; and b) is concessional in character and conveys a grant element of at least 25 per cent (calculated at a rate of discount of 10 per cent). 
2) Other official flows are official sector transactions which do not meet the ODA criteria, e.g.: i.) Grants to developing countries for 
representational or essenlially commercial purposes; ii.) Official bilateral transactions intended to promote development but having a grant 
element of less than 25 per cent; iii.) Official bilateral transactions, whatever their grant element, that are primarily export-facilitating in purpose. 
This categoty includes by definition export credits extended directly to an aid recipient by an official agency or institution ("official direct export 
credits"); iv.) The net acquisition by governments and central monetary institutions of securities issued by multilateral development banks at 
market terms; v.) Subsidies (grants) to the private sector to soften its credits to developing countries [see Annex 3, paragraph A3.5.iv)b)l; vi.) 
Funds in support of private investment. 
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Annex Table 7: The Philippines - Economic and Social Indicators, 2003-2007 

U) al m .- .- cu m e u U) .- a .  8 
al .z c 

0 
The Philippines n t o x 

" ; .E .- 
0 Series Name kg 5 u d r .  

x 
n 0 

e - = : 
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Annex Table 8: The Philippines - Millennium Development Goals 

Goal 1: Eradicate extreme poverty and hunger 
Empioyment to population ratio, 15+, total (%) 
Employment to population ratio, ages 15-24, total (%) 
Income share held by lowest 20% 
Malnutrition prevalence, weight for age (% of children under 5) 
Poverty headcount ratio at national poverty line (% of population) 
Prevalence of undernourishment (% of population) 
Vulnerable employn:ent, total (% of total employment) 
Goal 2: Achieve universal primary education 
Literacy rate, youth female (% of females ages 15-24) 
Literacy rate, youth male (% of males ages 15-24) 
Persisterce to last grade of primary total (% of cohort) 
Priniaiy completion rate, total (% of relevant age group) 
Total enrollment, primary ('10 net) 
Goal 3: Promote gender equality and empower women 
Proportion of seats held by women in national parliament (%) 
Ratio of female to male enrollments in tertiary education 
Ratio of female to male primary enrollment 
Ratio of female to male secondary enroilment 
Ratio of young literate females to males (% ages 15-24) 
Share of women employed in the nonagriculti~ral sector (% of total nonagricultural employmer 
Goal 4: Reduce child mortality 
Immunization, nieasles (Oh of children ages 12-23 months) 
Mortality rate, infant (per 1,000 live births) 
Mortality rate, under-5 (per 1,000) 
Goal 5: Improve maternal health 
Adolescent fertility rate (births per 1,000 wornen ages 15-19) 
Births attended by skilled health staff (% of total) 
Contraceptive prevalence (% of women ages 15-49) 
Materrial mortality ratio (modeled estimate, per 100,000 live births) 
Pregnaiit women receiving prenatal cafe (%) 
LJnmet need for contraception ("/o of married women ages 15-49) 
Goal 6: Combat HIVIAIDS, malaria, and other diseases 
Children ivittl fever rece~ving antimalarial drugs (Y/o of childre11 under age 5 with iever) 
Condom use, population ages 15-24, female (% of females ages 15-24) 
Condom use, population ages 15-24, ivale (9/0 of males ages 15-24) 
Incidence of tiiberculosis (per 180,800 people) 
Prevalence of HIV, female (% ages 15-24) 
Prevalence of i-ilV, total of population ages 15-49) 
Tuberculosis cases detected under DOTS (O/O) 
Goal 7: Ensure environmental sustainability 
Annual freshwater withdrawals, total (YO of ~nternal resources) 
GO2 emissions (kg per PPP $ of GDP) 
CO2 emissions (metric tons per capita) 
Forest area (910 of !and area) 
Improved sanitation facilities ("o of population with access) 
Improved water source (% of population with access) 
Marine protected areas, (% of surface area) 
Nationally protected areas (% of total land area) 
Goal 8: Develop a global partnership for development 
Aid per capita (current US$) 
Debt selvice (PPG and IMF only, % of expods of G&S, excl, workers' remittances) 
Internet users (per 100 people) 
Mobile phone subscribers (per 100 peopie) 
Telephone mainlines (per 100 people) 
Other 
Fertility rate, total (births per woman) 
GNI per capita, Atlas method (current US$) 
GNI. Atlas niethod (current US$) (billions) 
Gross capital formation (% of GDP) 
Life expectancy at birth, total (years) 
Literacy rate, adult total j% of people ages 15 and above) 
Pooulation, total (m~llions) 
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Voice and Accountablllty 
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Country's Percentile Rank (0-100) 9 
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Note: The govuroance ndicatofs presertttsd here aggregate the views on rhu quabty cf governimctt pf0~1ded by a /t+rqe 
rwmber ol ontorprtse. ntrzer? and export survey respondents !n rnduslrral and ifeveloping cocmtnos These data are gnlhored 
from a r~urnbnr of survey tnst~hltus. fh~nk tanks, non-qovurnmontal organrrdttarts, and tnterr7ahortel organizatrons nro 
aggregate rrrthcwfors do 1701 reflect Iha oficral vrews of tt?e Worid Bank ,Is Execc~ t~~e  Otrectors or the colmtfies they fopresent 
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Annex Table 10: The Philippines - Summary of Achievement of CAS objectives 
Pillar 1 : Improved Governance 

CAS Outcomes Actual Results Comments 
1. National Platform: Systems and processes for allocation and executing budgetary resources ' Budget reform is taking place at a slow pace. Poor governance limited the 

- ~ 

budgeting, delivering services, and investments are transparent and efficient progress is being made, but the impact on the LGU system as a whole is 

CAS Outcomes 

1. National Platform: 
Systems and 
processes for 
allocation and 

executing budgetary 
resources are more 

transparent and 
efficient 

................................................................................... 
2.. Local Platform: 

Systems and 
processes of LGUs 

for planning, 
budgeting, 

T a r ~ e t  Outcomes Actual Results Comments - 
Performance princl~les used to reallan budaet process for at least 3 nat~onal The aovemment is Droceedina with budaet reforms, introducina MTEFs with the CAS ob~ectlves mentioned , . 
agencies 

national agencies 

2007budget and the Budget strategy paper and fohard estimites with the 2008 
budget. 2009 Budgets for education and health prepared based on MTEF. 
Recent Economic Report noted that not all agencies are implementing MTEFs, 

in the CAS text (such as 
civil service reforms, 
streamlining of agency 
staffing, strengthening 
banking supervision, and 

operations in agriculture, health and education.(PR) Bank provided two grants to 
help Government Policy and Procurement Board develop and pilot test generic 
procurement manuals, institute a national procurement training program through 
state universities and colleges, and prepare and pilot test Agency Procurement 
Performance Indicators. Countrv Procurement Assessment Report (2008) noted . .  , 
that the public procurement sysiem has become more efficient, many loopholes 
have been closed, and the promotion of e-procurement improved transparency 

pension reforms) were 
reflected neither in the 
CAS matrix nor in the 
CASCR. No baseline 
dataltarget data provided. 

i suprem'e Court and Presidential ~nti-Graft Commission (PAGC). (Pk) Corruption 
1 continues to be an issue. The PhiliDDines ranked 112 out of 125 in a list of 

countries where irregular payments are required for public contracts. 
9 out of 12 malor procuring departments publishing bid invitations and 

; with ongoing training & dissemination barangays 
& d ....................................................................... 

i LGU performance framework developed and accepted by various stakeholders Local Government Performance Management System (LGPMS) was developed ' Only progress information 
I and partners i and rolled out in 2006 and over 80% of the LGUs use the LGPMS. ' given, without baseline 

inputs from communities 
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NO OUTCOME INFORMATION. 

"significant achievements". 

and infrastructure 
regulatory agencies 

" 

Pre- CASI On-going 
Lending 

corporations and financial institutions 
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2.. Local Platform: contribution to the 

Expanded local LGU achievement is marginal. 

revenue base and 
increased revenues 
from local sources 
in at least 20 LGUs 

All contingent liab~l~ties for major state owned enterprises accounted for and 

Platform: Reduced 
fiscal burden 

through financial 
strengthening of 

government 
corporations and 

financial institutions 

Home Mortgage Corporation(NHMFC) and in Natioinal Development 
Corporation, 2) government equity investments in listed and non~listed 

the CAS text. However, 
two of actual results were 
not discussed in the 

Adviced provided and administrative reform options identified in government -run 
pension funds but consensus still needs to be developed 

--"--"---- 

Comments 
"..".""1-... llll...llllllllllll..ll.. ......" ll....l..lllllll.l "" .ll...llllll...l....." llllllllll...l" ..llllll.ll........llll llllllll.llllll...l.llll" ..... " .llllll.lll." ....llllllllllll" .lllllll 1 llll......." ......... "" " 

oing ; LGU Finance & De I Refer to Pillar 1 
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Del~vered In 2008 

Pillar 3: Growth 
Objectives Actual Results Comments 

1. National Platform: Competitiveness of the economy improved by increasing investment, Bank made some contribution to the transportation network and to rural 
upgrading infrastructure, and adopting reforms aimed at improving productivity of firms electrification, but no evidence of increased overall investment or 

- 
I LGUs. Bank and other development projects are most likely having 

government agencies, as measured by project level indicators road, 2) conducted preventive maintenance on 721 km of national roads, 3) outcomes in the matrix do . .  . 
not coincide with the CAS 
objectives mentioned in the 

1. National Platform: 

productivity of firms 
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I actual results discussed in 
! the CASCR, but mostly in 

the CASPR. 

infrastructure and 

Pre- CASl Ongoing 
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i Meetina Infrastructure Needs (Power) Delivered in 2007 

obiectivesloutcomes for . " " 

Number of Drolect schools wlth effect~velfunct~on~na school aovern.na counclls ' All 8,613 Thlrd Elementrv Educat~on Pro~ect (TEEP) schools have functionlna ' this PIiiar were not expl,c,tly 
i increased ( ' ~ a p ~ e d  to Growth - NP in CASPR) 

- - 
i school governing board; (PR) ~x~ansionlro~-out of school based management 

1. National Platform: 
Improved 

performance of 
national institutions 

and increased 
access for the poor 
and disadvantaged 

groups to basic based on the components of the Second Women's Health and Safe Motherhood 
services 

conflict-affected areas In M~ndanao strengthened local People's Oranization were established and trained in project management, 

Mindanao i barangays. 

discussed in the text. No 
actual results discussed in 
the CASCR. 
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2. Local Platform: 
Greater voice and 

improved access for 
the poor and 

disadvantaged in 
the planning and 

delivery of 
education, health, 
and other basic 

services at the local 
level 

........ .. . . .... . ... . . . . ...... . . . . . . . . . . . . ...... . . . . . . . . . . ....... . . . . 
3. Private Platform: 
Increased access to 
financing of micro 

enterprises, 
cooperatives, and 
small & medium 
enterprises and 

increased private 
delivery of basic 
social services 

Only progress information 
increased 

target of 25%). Participating households in ARCDPP are estimated to have 

of births attended in health facilities have increased to 42% in Sorsogon and 35 

least 50 LGUs contributed to the citv develooment strateaies in 40 cities, and influenced local 

I investments increased 

to rural micro-enterprises through the People's credit 

Manila. Support by private and civil society organizations to public schools 

; assistance. No IBRD intervetion information. 
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1 1 .CAS INFORMATION 

Country: Philippine 

1 2. BACKGROUND 1 

CPS Year: FY05 

The Philippines sustained high economic growth over the CAS period, although the recent 
crisis has slowed down the pace. 

CPS Review Period: FY05-FY08 

The Philippines recorded higher growth with low inflation during the review period. Annual real 
GDP growth between 2005 and 2008 was about 5.5 percent - higher than the average 4.5 percent 
between 2001 and 2004, and 3.1 percent growth between 1997 and 2001. CPI inflation was 3.9 
percent in 2007. The current account surplus was 4.4 percent of GDP, compared to the 2002-06 
average of 1.7 percent . External debt declined from 68 percent of GDP in 2005 to 44 percent in 
2007. Growth was driven by private consumption and service sector, which together contributed 
around 70 percent of the growth, supported largely by growing remittances from migrant workers. 
However, investment in the Philippines, especially in the private sector, has stagnated. The share of 
fixed capital formation to GDP dropped slightly from about 16 percent in 2003 to less than 15 
percent in 2007. 

Sustainability of growth was a major concern of the 2005 CAS and continued to be a concern 
throughout the CAS period. Key challenges include sustaining the high levels of growth and 
reducing poverty, particular in rural areas. Major constraints for private sector development are: (i) 
inadequate infrastructure; (ii) weak financial intermediation, (iii) weak governance and regulatory 

Date of This Review: March 20, 2009 

regime. 
3. IFC AREAS OF FOCUS DURING THE CAS PERIOD 

The CAS identified three levels of engagement for the Bank Group: national, local and 
private sector. IFC focused mainly on the private sector and at the local level. The CAS put a 
strong emphasis on Bank-IFC collaboration to promote private investment by strengthening 
regulatory agencies and reducing the cost of doing business. In the CAS, IFC's role was expected 
to promote financial intermediation and financing investment for infrastructure through both its 
investments and advisory services (AS), by 1) Lowering the cost of doing business, 2) strengthening 
regulatory agencies, 3) improving financial intermediation, and 4) financing infrastructure 
investments. In the CAS, under the base-case scenario, IFC commitments were expected to be 
around $350 million. 

Lowering the cost of doing business: IFC intended to help improve the land registration system 
through a private entity working with the Land Registration Authority under a public-private 
partnership (PPP). 

Strengthening regulatory agencies: WBG helped strengthen regulatory capacity and 
independence of the metropolitan waterworks and sewerage system (MWS). For the power sector, 

1 the strategy focused on enhancing capacity of the Energy Regulation Committee through World 1 - - I Bank's technical assistance. IFC was expected to provide financing for the privatization. - 
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Improving financial intermediation: IFC planned to develop housing finance, deepening the 
capital market, and strengthen the banking sector. In housing finance, it intended to invest in 
mortgage-servicing institutions and help restructure the national home mortgage finance corporation. 
IFC work on deepening the capital market included TA to the Philippines Stock Exchange and 
support for trading of bonds. In the banking sector, IFC sought to help reduce non-performing loans 
through investments in asset management companies that can dispose of NPLs. IFC also intended to 
provide acquisition financing to strong banks to assist in the consolidation of banking sector. In 
municipal finance, IFC aimed to support SME access to finance in Mindanao. 

Infrastructure investments: IFC advised the Government on attracting private sector 
investment for light rail projects, small power utilities, and bulk water supply projects. IFC's 
investments were anticipated in toll roads, water, and power. IFC's emphasis on power included 
significant advisory services program for renewable energy, rural electrification, and transportation. 

2) Local platform: 
IFC intended to explore ways to enhance private financial institutions' access to long-term funds 

that would be retailed directly to Local Government Units for purely commercial projects. In 
addition, IFC sought to support the development of specialized private firms necessary for the 
smooth functioning of municipal bond market. 

4. RELEVANCE OF IFC'S AREAS OF FOCUS 

The CAS identified a wide range of IFC objectives that became more focused during 
the CAS period. The focus areas identified by IFC in the CAS were relevant to the Philippine's 
development needs. Philippine's underinvestment in infrastructure is a major obstacle to private 
sector investment. Improving the regulatory framework and capacity building for regulatory 
agencies, at national level and municipal levels, are key requirements for greater private sector 
participation in infrastructure. 

Access to finance has been a key issue for many private businesses, as Philippines has a few 
market players in the middle market between microfinance and large commercial and public banks. 
The level of financial intermediation is still low. Banks are numerous but their asset size is small and 
need some consolidation to improve their efficiency. Supporting equity and bond markets are 
critical for effective financial intermediation in the economy. 

5. IFC ACTIVITIES DURING THE CAS PERIOD 

The CASCR contains little information on IFC activities. Therefore this CASCR 
Review supplemented the information contained in the CASCR with information from desk 
reviews of portfolio and the data gathered in the previous IEG-IFC evaluations (on Middle 
Income Countries, Health, and IEDR 2009). 
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A. IFC Investment Operations 

During the CAS period, IFC committed more than twice the amount indicated in the 
CAS's base case. IFC's committed portfolio more than doubled during the CAS period and 
Philippines is now IFC's ath largest exposure world-wide. During the CAS period, IFC 
committed $754 million in 12 projects - more than double the base case presented in the CAS ($350 
million), and over three times the $248 million committed during the prior four years. This 
accounted for 3 percent of IFC's worldwide commitments during the period. The table 1 compares 
Philippines against the other 6th to loth largest IFC portfolio countries, namely Argentina, Mexico, 
Columbia and Indonesia. 

New investments were predominantly in infrastructure and the financial sector. The 
three largest sectors of new investments were infrastructure (50%), financial markets (33%), and 
manufacturing and health services (8% each). In terms of committed amount, nearly two-thirds 
(66%) of IFC's commitment was in infrastructure, including the largest investment to date by IFC in 
the Philippines for $275 million in the power sector in 2008. IFC made 4 investments in the power 
sector. IFC invested in one water project, the third investment in the Manila Water Company ($30 
million commitment), and one transportation project in toll way ($50 million commitment). 

Investments in financial sector comprised of one commercial bank, one insurance and three 
specialized financial companies. Equity investments were only 10 percent of IFC's portfolio, lower 
than the IFC-wide average of 20 percent. Share of greenfield projects halved from 48 percent in 
FY2001-04 to 24 percent in FY2005-08. Average investment size increased from $10 million in 
FY2001-04 to $62 million in FY2005-08 due to several large infrastructure projects. 

, , 

Table 1. Philippine - Comparative Investment Data, FYOS-08 

Net IFC Commitments ($m, net) 
Number of Projects 
Average Investment Size ($m) 
Average Commitments per year 
( $ 4  
Equity commitments (% of total) 
Cancellations (percent of 
original commitments) 

Commitments per capita 
(average annual US$) 
Commitments/FDI (average 
annual percent) 

Philippines 
FY05-08 

754.289 
12 

62.86 

188.57 

10% 

5% 

2.17 

15% 

By Main Development Objective 

Philippine 
FY01-04 

247.637 
23 

10.77 

61.91 

14% 

3 9% 

0.17 

6% 

Infrastructure 

Manufacturing/Services 

Argentina 
FYOS-08 

1,004.246 
20 

50.21 

251.06 

4% 

0% 

6.35 

21% 

Finance I 19% , 35% 3% 32% , 50% 24% 42% 

5 7% 

17% 

Mexico 
FY05-08 

743.214 
36 

20.64 

185.80 

28% 

15% 

1.76 

4% 

32% 

19% 

35% 

22% 

Columbia 
FY05-08 

774.760 
23 

33.69 

193.69 

41% 

10% 

4.20 

12% 

5 % 

11% 

9% 

0% 

Indonesia 
FY05-08 

787.649 
34 

23.17 

196.91 

8% 

7% 

0.87 

11% 

0% 

33% 

All 
Countries 
FY05-08 

29,910.493 
1209 

24.74 

7,477.62 

17% 

4% 

Na 

Na 

15% 

20% 



Attachment 1 IEG IFC CASCR Review/ 
Country Evaluation For Official Use Only 

March 19,2009 

1 B. IFC Advisory Services Operations I 

Agribusiness 

Heath and Education 

Existing Project 

Greenfield 

IFC's advisory services operation in the Philippines is the 10th largest in terms of 
funding. 

Table2. Philippines - Comparative Advisory Services Data, FYOS-08 
S )  (FYOS-08) 

0% 

2% 

Source: IFC MIS, World Bank data, Dec 2008 

76 

24 

IFC advisory services are heavily concentrated in Environment and Sustainability, 
followed by infrastructure, and Business Enabling Environment. By volume, the largest share 
of AS activities are in the Environment and Social Sustainability areas, including some of the sizable 

0% 

9% 

52 

48 

AS Projects 

Total 

67% 

4% 

72 

28 

Philippines 
# I US$mil. 
32 1 $19.3 

Mexico 
# 1 US$ m ~ l .  

23 1 $6.6 

0% 

2% 

63 

3 7 

Argentina 
# I US$ mil. 
4 I $1.1 

Columbia 
# I US$ mil. 
17 1 $4.6 

Indonesia 
# I US$ mil. 

65 1 $40.3 

29% 

0% 

5 7 

43 

40% 

1 % 

47 

5 3 

8% 

4% 

60 

40 
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Global Environment Facility (GEF) projects totaling nearly US$9 million: Solar Photovoltaic 
demonstration project ($4 million), Sustainability Energy Financing Program ($2.7 million) and 
Asian Conservation Company - a private equity investment holding company that p~~rchases 
majority ownership of companies operating in areas of significant marine biodiversity in the 
Philippines ($2 million). Advisory services in infrastructure are the second biggest, with 32 percent 
of the funding ($6.1 million). It includes assistance for privatization, corporate governance 
enhancement for privatized firms, and assistance to power and water companies to improve their 
environment standards. For improving business enabling environment, IFC committed $1.4 million 
for conducting "Doing Business" surveys at the level of municipalities. IFC launched a large SME 
finance initiative ($1.36 million) to raise awareness among the local banks on the advantages of 
SME financing and to provide long-term technical assistance to a small number of local financial 
institutions aimed at building their SME lending capacity. 

Coordination with the World Bank: 
The 2005 CAS contain well-integrated results metrics and discussions of coordinated efforts 

in infrastructure and PPP. In particular, collaboration in water sector had been high - IBRD and IFC 
assistance started in 1997, with privatization of Manila Water Utility. The World Bank provided 
loan for sewerage operations, while IFC's investment accelerated the Utility's privatization. In the 
power sector, the Bank provided advice on investing in downstream power investments 
(transmission and distribution) including rural electrification, while lFC focused on advising on 
privatization and investing in private companies. 

IFC launched dedicated Advisory Services facility in the Philippines in 2006. PEP 
Philippine is the youngest Private Enterprise Program (PEP) and is finded by IFC, Australia and 
Canada. It has applied lessons from past facilities, including the recommendations from IEG 
evaluation of the PEP-ECA. PEP Philippines focused on three key areas: Access to finance, 
Business enabling environment, and Agriculture. In the Access to finance, the program focused on 
SMEs under-served by the lack of financial institutions that provide services to the middle market 
between niicrofinance and universal banks. The Business Enabling Environment program focused 
on lessening administrative barriers in the country and emphasized expanding the coverage of Doing 
Business indicators into municipal areas (the Sub-national Doing Business indicators), and 
investment promotion. Advisory services in agriculture are confined to the Mindanao Island. 

To assist World Bank Group coordination, one new staff position was created in the Manila office 
with prime responsibility to coordinate both institutions, funded jointly by the Bank and IFC. 

5. IFC INVESTMENT OUTCOMES 

Throughout the CAS period, the credit quality of IFC's portfolio in the Philippines has 
been weak. IFC's credit risk ratings (CRRs) as of June 30, 2008 point to many problem assets in 
IFC's portfolio in Philippines. Seven out of 21 loans and 10 out of 23 active equities have Credit 
Risk Rating of 5 or higher, indicating weak financial performance. Out of 34 active projects, eight 
(24 percent) are in the Department of Special Operations (CSO) for intensive restructuring, workout 
and/or legal actions. Other two projects are covered jointly between industry department and CSO 
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for additional credit monitoring. General Manufacturing and Services projects are the dominant 
group among those covered by the CSO (50%), followed by financial markets (30%) and 
agribusiness and information technology (10% each). Weakness in tlie portfolio could get worse 
with the onset of the financial crisis and the portfolio investments should be monitored closely. 

Chart 1. Average Loan Credit Risk Ratings in Philippines, Indonesia, Argentina and IFC 
Average 
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I Chart 2. Average Equity Credit Risk Ratings in Philippines, Indonesia, Argentina and IFC I 
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Past projects saw a relatively low proportion of investment outcome success. A sample 
of XPSR data shows a relatively lower level of satisfactory investment outcomes on projects 
evaluated between 2005 and 2008. Table 3 shows that 67 percent of tlie sample of the Philippine 
projects evaluated between 2005 and 2008 were satisfactory, compared to 70 percent IFC-wide. 
However, the results may be much lower as two investments in the XPSR sample were not yet 
reflected in the results because of they are under litigation. The results in the general manufacturing 
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and service sector were poorer, similar to the poor performance in terms of incidence of NPLs 
among the sector projects in the country portfolio. 

Table 3. Investment Outcome Results of Projects Evaluated Between 2005-08 
I I I 

I (All figures are percent of projects with 
successful outcomes) Philippines Mexico Argentina Columbia Indonesia I I 

I ~ o a n  1 67% / 91% 50% 100% 100% 

Investment Outcome 

All 
Countries 

67%* 

Equity 

6. IFC's CONTRIBUTION TO PRIVATE SECTOR DEVELOPMENT 

75% 38% 100% 67 % 

Table 4. Development Outcome Results of Past Projects Evaluated between 2005 and 2008 
a 

Source: IEG XPSR Database as of January 14,2009 
*XPSR investment outcome duta for Philippine e.xcludes 2 projects that are under litigation. 

67% 

(All figures are percent ofprojects with Philippines Mexico Argentina Columbia Indonesia 
successful outcomes) 1 o r e  I 

25% 50% 100% 50% 

Project Business Success 1 75% 1 33% 29% 75% 80% 1 53% I 
Development Outcome 

Economic Sustainability ( 75% 1 67% 29% 100% 80% 1 69% 1 
Environment and Social Sustainability 1 67% 1 55% 83% 57% 100% 1 68% 1 

50% 

Private Sector Development 75% 1 100% 57% 100% 80% 1 86% I 
Source: IEG XPSR Database as of January 14,2009 

Based on sample of projects which reached maturity during the CAS period (approval between 2000 
and 2003, evaluated between 2005 and 2008), projects in Philippines performed relatively poorly 
compared to the other countries with high IFC exposure. Projects in trade finance and information 
technology registered low development outcomes, while projects in transportation finance and 
professional services had high development ratings. As noted in the investment outcome section 
above, there are high numbers of projects under the workout, restructuring and legal action. 

67% 25% 100% 60% 

During the current CAS period, despite the growth in commitment volume, IFC's investments 
have a much lower risk profile. 

64% 

Out of 12 commitments made during the CAS period, three are repeat projects. Again, during 2000- 
2002 period, (which were evaluated by IEG-IFC between 2005 and 2008), about one-third of 
sampled projects had sponsor with weak experience, commitment or capacity. On the other hand, 
none of the sampled projects approved between 2005 and 2007 had weak sponsors. 

I) Private Sector Platform 



Attachment 1 IEG IFC CASCR Review/ 
Country Evaluation For Official Use Only 

March 19,2009 
A) Financing infrastructure: IFC has made significant contrib~~tions to the power sector, 

which followed the government's reform initiatives emphasizing the role of the private 

I sector. 

IFC made a significant contribution in the power sector through investment and 
advisory services. The Electric Power Industry Reform Act (the "EPIRA") was enacted in 2001 but 
gained momentum only in 2006. IFC investment in the sector is closely aligned with policy reform. 
IFC assisted intensively in power sector privatization through advisory services and invested in 4 
power companies. 

IFC's investment in PNOC-EDC, larger of the two companies currently exploiting 
geothemal sources of energy in the country, helped it to launch initial public offering (IPO) at the 
Manila Stock Exchange to reduce the government ownership from 100 percent to 60 percent. Prior 
to the P O ,  IFC provided advisory services to the company to prepare for the private sector corporate 
governance structure (such as the role of the board of directors). The IPO was fully subscribed by 
local and international private investors, sending a positive signal to investors on the prospects of the 
Government's power sector reform progran~. The company was fully privatized in December 2007. 

IFC financed Magat Hydro, one of the first merchant power plants in East Asia and is being 
privatized under the EPIRA. IFC supported the transaction with a loan of $105 million. The project 
included IFC's use of a significant amount of long-tenor Philippine peso financing, which will help 
to mitigate foreign exchange risk. 

Masinloc Power is the second power privatization project with significant foreign 
participation and the second merchant power plant to be financed internationally in a developing 
country in East Asia. After IFC's commitment to the project, two follow-on privatizations have 
already occurred (Ambuklao-Binga and Tiwi-Makban). 

IFC also supported Cagayan Electric, the electricity distribution company. IFC's corporate 
loan was aimed to support the company's expansion plan with long-term peso denominated loan, 
which it does not have access in the market. 

IFC is also supporting private participation in the power sector through advisory services, 
especially rural electrification. IFC was requested by the government to assist increasing private 
participation in the areas covered by the National Power Corporation's Small Power Utility Group 
(SPUG), the monopoly of power supply in the islands and off-grid areas. IFC prepared a regulatory 
framework for private sector participation in SPUG areas; drafted model contractual documents, 
such as the Power Supply Agreement and Subsidy Agreement; and designed, managed, and 
implemented a competitive and transparent process to select new private power providers. The first 
pilot SPUG transaction was completed in 2005, covering the areas of Marinduque, Tablas, and 
Romblon. It was followed by SPUG I1 in 2006-07 in the fourth poorest province of Masbate, and 
most recently, in 2007-08, in Basilan Island, a conflict-ridden area south of Mindanao. 

Other types of advisory services in this sector were targeted to more venture-type activities 
in the power sector. Through advisory services, IFC supported n~ral  electrification and use of 
environmentally-fnendly technology. For example, IFC conducted market research for potential of 
district-level power generation such as small hydro, through Portfolio Approach to Distributed 
Generation Opportunity (PADGO), which aims to improve access to cleaner and more reliable 
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sources of energy for underserved populations. Similarly, IFC demonstrated a solar photo-voltaic 
project in 2007, and rural electrification advisory services programs in 2008. 

IFC interventions contributed to the government's efforts to promote more cost-efficient 
supply of electricity through privatization and sustainable power sector development. However, the 
slow adjustment of electricity-tariffs to global input prices (e.g., oil price) and lack of transparency 
in the pricing mechanism remain a matter of concern for investors. Moreover, Philippines power 
sector has high dependency on fossil fuels as the primary source of power generation. 

Water supply 

IFC had successful water PPP. IFC's support to urban water supply started with assisting 
PPP in Manila Water Company. It has achieved significant increases in connections, expansion of 
networks, reductions in NRW and other performance indicators. The company also implenieiited a 
number of schemes under its Tubig Para Sa Barangay (TPSB - Water For The Urban Poor) program 
to enable lower-income households to connect to the pipewater system at a reduced cost. The 
program has already benefited more than 148,000 poor households since its inception in 1997, and it 
will be substantially expanded during 2006-2009 to connect many more poor households. 

The company had a successful IPO in 2005, and also attracted additional loans. It was the 
winner of IFC's 2007 Client Leadership Award. The experiences of Manila Water can be contrasted 
to its Metro Manila counterpart, Maynilad, which had a corporate restructuring. The government had 
to re-privatize the concession in 2006. During the CAS period, IFC committed a third investment to 
MWC. The main objectives of the investment program are: (i) expansion of services to include 
underserved poor neighborhoods in urban and peri-urban areas beyond the existing network; 
improvement in the availability and quality of water supply, and; (iii) substantially improving and 
extending the sanitation services network. 

Transport 

The project in the road sector faced construction delays and the undisbursed loan is in 
the process of cancellation. The project was designed to rehabilitate and expand the South Luzon 
Expressway (SLEX), thereby providing an efficient and safe expressway for the southern region of 
Manila. The project encountered various difficult legal issues and its completion is not expected 
until 2010 compared to the original completion target of Deceniber 2008. The company did not 
meet conditions of disbursement and preferred to cancel the IFC's loan. 

B) Improving financial intermediation 

The performance so far is mixed in housing finance investments. IFC invested in one 
project (Filinvest Land) for new mortgage financing, and so far it has been exceeding expectation in 
terms of providing new mortgage lending. IFC also helped develop the country's first specialized 
third party servicer (Bahay Financial Services). On the other hand, investment in resolution of non- 
performing loans and securitization has underperformed (Baliktaan). IFC has been assisting 
consolidation of insurance industry and banking sector. In the banking sector, IFC's investment in 
Banco de Oro has played a consolidator in the industry and is now the country's largest bank. IFC 
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is supporting SME finance through the establishment of the SME Banking program under Access to 
finance program which aims to build the capacity of financial institutions to lend to SMEs. 

IFC also started to implement energy efficiency finance program, although it is too 
early to assess the results. The Philippines Sustainable Energy Financing Program has funding 
from GEF. This program leverage IFC's experiences in Eastern Europe, Russia and China in 
assisting financial institutions, technical service providers and utilities, for developing sustainable 
financing mechanisms for energy efficiency investments. 

C) lowering the cost of doing business, and D) strengthening regulatory agencies 

Several IFC's advisory services projects were aimed at investment promotion. This 
involves assistance to investment promotion policy development, promotional activities of certain 
regions (islands), and assistance to board of investment aftercare programs. Furthermore, IFC is 
expanding the coverage of Doing Business indicators to the municipality level within the country. 
This means that IFC is not just working with private sector but also with governments at different 
levels. IFC also actively participates in the Philippine Development Forum (PDF) - a year long 
series of activities culminating in an annual event to facilitate substantive policy dialogue between 
the Philippine government and stakeholders on the country's development agenda. The PDF is co- 
chaired by the government and the World Bank. IFC focuses on the Growth and Investment Climate 
Working Group as co-chair. 

I1 )Local platform: 

IFC intensified its activities targeting to the sub-national entities. On August 1, 2006, the 
Board endorsed a three-year joint World Bank-IFC sub-national finance initiative, which was 
followed by the creation of the joint World Bank-IFC Sub-national Finance Department. The 
program aims to scale up financial and capacity-building support to sub-national entities and 
facilitate the development of local credit markets and mobilize local private financing. The initial 
IFC support to the geothermal arm of the Philippines National Oil Company's (PNOC), both as a 
cornerstone equity investor and as governance-related advisory services, was derived from this 
initiative. . 
7. IFC'S ADDlTlONALlTY 

Besides providing financial additionality through its investments, IFC demonstrated 
other types of non-financial additionality, especially in the area of public-private risk 
allocation and the establishment of better standards. During the CAS period, IFC concentrated 
its efforts in mainly two sectors-- infrastructure and financial markets. IFC played strong role in 
infrastructure activities during the CAS period. As the power sector reform under EPIRA gained 
momentum, IFC supported the sector transformation by advising the government oil privatization, 
assisting in regulatory framework and investing in privatization of utility companies. The IFC 
investments bring confidence in the reform, and provided funding where private lenders were not 
enthusiastic to provide. IFC also leveraged its additionality, by not just providing long-term 
financing, but also through other innovative products, such as local currency denominated long-term 
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loans. IFC was also active in enhancement of corporate governance. 

7. IFC'S PERFORMANCE 

During the CAS period, IFC's performance was positive in its infrastructure 
operations (especially in the power sector); launching sizable advisory services operations in 
environment and sustainability. It is commendable that IFC was managed to engage in many 
different areas (from privatization to rural electrification) in a relatively short period of time in the 
power sector to realize sizable investment and advisory service projects. 

On the other hand, IFC portfolio performance has been weak. IFC is still working with 
some problem projects, in some financial market and general manufacturing and service companies. 
This was reflected in IFC's mixed results from the projects evaluated over the CAS period. Based 
on the XPSR ratings, IFC's work quality was weaker in the projects in the Philippines compared to 
the other countries. The supervision of work quality reflects actual work performed during the 
evaluation periods 2005-2008, which was far lower (50%) than the IFC overall result (84%). 

Table 5. IFC Work Quality of Past Projects Evaluated between 2005-08 

1 8. LESSONS AND CHALLENGES 

(All figures are percent ofprojects with 
successful outcomes) 

IFC Work Quality 

Screening, Appraisal and Structuring 

Supervision and Administration 

IFC Role and Contribution 

Prepare for the impact of the global financial crisis. The current global financial crisis is 
likely to have an impact on the Philippines. As the recent growth was attributed to the 
domestic consumption, partly financed by migrant workers' remittances, this income flow is 
most likely to be affected by the global downturn. IFC need to manage the tension between 
protecting the portfolio and responding to opportunities for new investments during the 
crisis. Problem projects in the current portfolio, especially in the financial sector, where 
performance to date has been particularly weak, may consume extra efforts for the country. 
IFC may need to: (i) accelerate exiting or restructuring of less successful projects in the 
portfolio; (ii) explore ways to systematically de-link work-out cases from the portfolio by 
supporting initiatives to manage distressed assets. 

High concentration in infrastructure may constrain IFC's capacity to expand in the 
sector within the prudential limits. IFC has been investing heavily in infrastructure, both 
through advisory services and investment. The projects' results are also positive. IFC's 

Philippines 

50%" 

50% 

Source: IEG XPSR Database as of January 14,2009 
*XPSR IFC work quality data for Philippines excludes 2projects that are under litigation. 

50% 

75% 

Mexico Argentina Columbia Indonesia 

75% 57% 100% 80% 

5 8% 43 % 100% 80% 

83% 57% 100% 80% 

92% 57% 88% 80% 

All 
Countries 

78% 

67% 

84% 

82% 
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activities meet the country's acute needs in infrastructure investments. However, this large 
concentration of exposure to the sector may not be prudent in terms of 
diversification and risk management. IFC has to consider ways to transfer exposure in 
infrastructure to other parties through securitization in order to maintain some headroom for 
flexible operations in infrastructure. 

Poor business climate constrains IFC's effectiveness. The 2009 Doing Business Report 
ranked the Philippines as the 140th in the Ease of Doing Business Ranking. This is much 
lower than other high exposure countries (ranks for Columbia was 53, Mexico 56, Argentina 
1 13 and Indonesia 129). Such poor business environment affects the quality and performance 
of investments, as indicated by the relatively weak credit quality in certain IFC investments 
in the past. 

Extending IFC's reach to more challenging areas, such as agriculture, assistance to 
rural areas, and mining. IFC need to follow through the current IFC Philippine strategy 
which includes focusing on the agribusiness and the natural resource sectors particularly 
mining. In agribusiness, IFC c~~rrently has an advisory program in Mindanao focused on the 
banana value chain which offers investment opportunities further down the road. In mining, 
IFC is focused on identifying transactions that can be implemented in line with industry best 
practice and full compliance with our environmental and social performance standards. IFC 
should also put emphasis on demonstration of results from these limited interventions. 
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Standard Annex Tables 

Table 1: List of Investment Operations Committed in Philippines, FY05-08 (US$'000) 

Projec 
t ID 

21476 

22015 

22294 

24131 

24143 

24262 

25321 

25389 

25701 

26041 

26201 

26405 

IFC Sector group 
name 

Finance 

Finance 

Infrastructure 

Finance 

Infrastructure 
Construction and 

Materials 

Infrastructure 

Infrastructure 

Finance 

Infrastructure 

Health 

Infrastructure 

Grand Total 

Project 
Short Name 

NHMFC 
Asset Sale 

PLGlC 
Cagayan 
Electric 
Filinvest 

Land 

SLTC 

Eastwood 11 

MWC Ill 

PNOC-EDC 

BDO Tier 2 
Magat 
Hydro 
Asian 

Hospital 2 
Masinloc 

Power 

Secondary Sector Name 

Housing Finance 

Insurance 

Electric Power 

Housing Finance 

Transport Sewice 
Construction and Real 

Estate 
Water and Other Waste 

Treatment 

Electric Power 

Commercial Banking 

Electric Power 
Hospitals, Clinics, 

Laboratories & Other 

Electric Power 

Approv 
al FY 

2005 

2005 

2005 

2005 

2007 

2005 

2007 

2007 

2008 

2008 

2008 

2008 

Projec 
t 

Status 
Name 

Active 

Active 

Active 

Active 

Active 
Close 

d 

Active 

Active 

Active 

Active 

Active 

Active 

Total 
Commitme 

nt 

32646.47 

1500 

14948.14 

41364.1 

50175.61 

12500 

30000 

50000 

153339.4 

105000 

30984.88 

275000 

Total 
32646.4 

7 

1500 
14948.1 

4 

41364.1 
50175.6 

1 

49330.3 
4 

153339. 
4 

105000 
30984.8 

8 

275000 
754288. 

9 
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Table 2: 

Project 
ID 

23314 

24151 

523746 

530940 

532243 

532849 

532946 
- ~ 

534063 

537269 

538427 

538786 

502486 

506048 

507694 

548306 

548725 

550225 

553125 

553705 

556085 

558265 

26513 

26783 

26815 

549585 

554187 

560045 

561416 

562567 

List of Advisory Services Projects 

Project Name 

Manila LRT 

BOT Center Water 

CCF Manila Water 

Philippines Micro Enterprise Bank 
Emergency Institul.ional Building Program 
Assessment and Market Analysis of the 
Healthcare Industry 
Banco de Oro: Strengthening FI in East 
Asia 
Boracay Island Private Sector Investment 
Opportunities Assessment 
~ ~ p p ~ ~ ~ p p p ~  

Sustainability Assessment of Megaworld's 
New Port City Development 

Banco de Oro- CG 
Diffusion and Linkages Between 
Multinational and Domestic Firms 
Assistance with the development of a 
Retention, Expansion and Diversification 
(RED) Program. 
GEF SE CEPALCO SOLAR 
PHOTOVOLTAIC DEMONSTRATION 
PROJECT 
GEF Asian Conservation Company 
(ACC)- (Tranche I) 
GEF Philippines Sustainable Energy 
Financing Program 

Philippines Investment Promotion Policies 

Credit Bureau Development in Philippines 

Bank SME TA Phil 

Doing Business Plus (Phil) 
Technical Assistance to subnational 
entities in the Philippines 

PADGO Philippine Market Research 
Philippines Board of Investment Aflercare 
Program 

Small Power Utilities Group 

SPUG Sulu 

Olongapo Power 

Phils SEF 

Philippines Rural Electrification 
PHILIPPINES CORPORATE 
GOVERNANCE SCORECARD 

Mindanao Banana Value Chain 

PPDialogue 

in India 
FY of 
Project 
Approval 

2005 

2005 

2005 

2005 

2005 

2005 

2005 

2005 

2005 

2005 

2005 

2007 

2007 

2007 

2007 

2007 

2007 

2007 

2007 

2007 

2007 

2008 

2008 

2008 

2008 

2008 

2008 

2008 

2008 

(US$), FY05-08 

Sector 

Transportation 

Water 

Other 
Microfinance 
and Small 
Business 

Health 
Finance & 
Insurance 

Other 
Construction 
and Real 
Estate 
Finance & 
Insurance 

Other 

Other 

Power 
Finance & 
Insurance 

Other 

Other 
Finance & 
Insurance 

Other 

Other 

Other 

Other 

Other 

Power 

Power 
Other 
infrastructure 

Other 

Distribution 

Other 

Agribusiness 

Other 

March 

Primary Business Line 

Infrastructure 

Infrastructure 
Environment and Social 
Sustainability 

Access To Finance 

Infrastructure 

Access To Finance 
Business Enabling 
Environment 

Environment and Social 
Sustainability 

Value Addition to Firms 
Business Enabling 
Environment 

Business Enabling 
Environment 

Environment and Social 
Sustainability 
Environment and Social 
Sustainability 
Environment and Social 
Sustainability 
Business Enabling 
Environment 

Access To Finance 

Access To Finance 
Business Enabling 
Environment 

Infrastructure 
Environment and Social 
Sustainability 
Business Enabling 
Environment 

Infrastructure 

Infrastructure 

Infrastructure 

Access To Finance 

Infrastructure 

Value Addition to Firms 

Value Addition to Firms 
Business Enabling 
Environment 

19,2009 

Total 

1,807,000 

1,239,000 

30,300 

90,000 

163,000 

425,000 

218,000 

150,000 

51,700 

91,800 

102,165 

4,185,000 

2,020,000 

2,700,000 

229,000 

229,000 

2,550,000 

1,363,000 

150,000 

216,666 

25,000 

125,000 

110,000 

600,000 

545,000 

547,000 

145,000 

96,000 


