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The Philippines’ economic growth performance has paled in comparison with 
its peers in the region, but it has fared well in the recent years. 
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Poverty has remained a formidable development challenge for 
the  Philippines. 

Note: $1.9 a day (PPP) is about P40 a day per person; the PSA national poverty line is   about P60 a 
day per person. 
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Economic growth and poverty in the Philippines are highly uneven across regions.
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The Philippines’ anemic progress in 
eradicating poverty characterized by 
weak economic growth and highly 
unequal economic opportunities can be 
traced to the highly centralized political 
and economic governance of the country. 
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National government and local government shares in total government expenditures,
Philippines, 2009, 2011, 2013, and 2015 
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National government and local government shares in total government revenues,
Philippines, 1990, 2000, 2010, and 2015 
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Common Pool Resource Problem

The centralization of revenues created a common 
pool resource with its attendant problems:

• Weakening of fiscal discipline
• Weakening of allocative and operational efficiency  
(“Divide by N”)
• Increasing tolerance of corruption
• Patronage politics and political dynasties 
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Societal Goals

Sectoral Outcomes

Key Result Areas

Major Final outputs
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BarangaysProblem: Fragmented government 
services
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Weak government coordination 

•Coordination between and among different levels of 
government is weak. 

•The requirements for strong coordination are lacking: clear 
division of responsibilities, adequate funding, and 
bureaucratic capacity (Balisacan, Hill and Piza, 2006). 

•Moreover, the Philippines local government system is highly 
fragmented with no strong middle level government. 
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Government Decentralization:

1.Administrative decentralization or Deconcentration

2.Political decentralization or Devolution
 Local Government Code of 1991
 Organic Act Establishing the ARMM



Highly fragmented local government system
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Fragmented local government units + patronage politics = Fragmented government services
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Number of LGUs

Provinces:                81
Cities:                     145
Municipalities:   1,489
Barangays:        42,036

Notes:
Provinces are fiscally, the 
weakest.
Cities are fiscally, the 
strongest.
Cities have the combined 
powers of provinces and 
municipalities.



Importance of Middle-level Governments

• It is important to recognize the critical role of middle-level 
governments. In countries with unitary government like the 
Philippines, there are usually no strong middle-level 
governments.

• However, the federal form that serves as model for government 
decentralization reforms is built on the presence of strong fiscally 
autonomous middle-level governments (e.g. states) that deal 
with the central government on even ground. 

• Ultimately, the issue is not decentralization versus centralization, 
but of achieving the right balance and better coordination 
among different levels and units of government.
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Common Structural Characteristics of Federations

• two levels of government, i.e., national and subnational that directly 
govern their constituents, 

• executive and legislative authorities formally defined in the country’s 
Constitution, 

• provision of autonomy for the levels of government through proper 
assignment of revenue resources, 

• representation of subnational governments in federal policy making 
institutions, 

• mandated bodies (courts) or mechanisms (referendums), to settle 
disputes among governments, 

• institutions tasked to facilitate intergovernmental collaboration for 
services with shared responsibilities. 

-- Watts, 1996 16



Fiscal Equivalence: Vertical Fiscal Balance

•Correspondence between those who receive the 
benefits of a public good and those who pay for it

• Links cost to benefit

• Leads to congruence between deciding on expenditure 
and financing

• Prevents free riding
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Subsidiarity

• “nothing should be done by a larger and more complex organization 
which can be done as well by a smaller and simpler organization” 

(Mele, 2004)

• Higher level governments should not exercise functions which can be 
carried out efficiently by lower level governments, but rather the 
former should support and help coordinate the activities of the 
latter.
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Fiscal Equalization: Horizontal Fiscal Balance

•Each unit within a particular level of government (or 
each state in a federal system) has the capacity to 
provide services at a comparable standard. 
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Shift to Federal Government?
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Thank you and good day.
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