




High Poverty

Lack of  Productive 
Employment Opportunities 

Due to Low Economic Growth

Unequal Access to 
Opportunities

Inadequate
Social Safety nets

Low Levels of Private Investment 
and Entrepreneurship 

(allow the Growth Diagnostic 
Framework)

Weak Human Capabilities
Unequal Access to
- Education
- Health
- Other Social Services

Uneven Playing Field
- Unequal Access to   
Infrastructure and Other 
Productive Assets (credit and 
land)
- Poor Governance, Weak 
Institutions, 
and Deficient Policy

Diagnostic Framework for Poverty
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Economic growth and living condition in the Philippines are highly uneven across regions.
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National Government and Local Government shares in total 
Government Expenditures, Philippines, 2009, 2011, 2013, and 2015 



Distribution of general government expenditures across levels of government, 2007 and 2013

Source: OECD National Accounts Statistics (database)



National government and local government shares in total government revenues,
Philippines, 1990, 2000, 2010, and 2015 



Tax revenues of sub-sectors of general government as % of total tax revenue

Source: Revenue Statistics 2016 / Statistiques des recettes publiques 2016 - © OECD 2016



Sectoral vs Integrated,
ecosystem-based governance

• Past policy and institutional arrangements have failed to adequately 
address the implications of local geography and have caused 
significant costs to human development (e.g. lost adult productivity 
and healthy days, missed school attendance, substandard 
agricultural yields, food insecurity, forfeited agglomeration 
economies, and lost growth).

• Human development costs arise from a national organization that is 
arranged as vertical silos by sector or agency and, within each 
agency, by program.

-- 2012/2013 Philippine Human Development Report



Common Pool Resource

A common resource pool is a resource that is 

available for the joint use of numerous individuals 

(property of non-excludability) but where the 

consumption of the resource by an individual or group 

reduces the amount available to others (property of 

rivalry in use). Individuals or groups are thus inclined to 

use more of these resources but to invest less in their 

upkeep. The result is the overuse of common pool 

resources or a condition called “tragedy of commons” 

(Grossman, 2010). 



Common Pool Resource Problem

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

• Fiscal illusion and weak fiscal discipline
• Weak allocative and operational efficiency  

(“Divide by N” – Fragmentation)
• Tolerance of corruption
• Patronage politics and political dynasties 



Common Pool Resource Problem

• It is also the interest of each sector/locality/group to minimize its 

share of the tax burden. 

• A major reason for the Philippines’ weak tax effort relative to its 

regional peers is the numerous tax exemptions given to various 

sectors and groups, e.g., senior citizens, persons with disabilities, 

boy scouts and girl scouts, cooperatives, economic zones, etc. 

• The Philippines’ value added tax system, for instance, has the 

highest number of line exemptions at 143 compared to Indonesia’s 

37, Thailand’s 35, Vietnam’s 25, and Malaysia’s 14 (Department of 
Finance, 2017). 



How do we reduce the common pool 
resource?

• Expenditure Assignment (Subsidiarity and Fiscal Equivalence) 

• Tax Assignment (Finance follows function)

• Appropriate intergovernmental transfers (design follows objective)

• Better intergovernmental relations

Considering

• Vertical Fiscal Balance

• Horizontal Fiscal Balance





Highly Fragmented Local Government System

NOTE: As of 2017, the Philippines has 81 provinces and 145 cities (except for Isabela City and Cotabato
City, all cities are highly urbanized and independent cities).



Fragmented local government units + patronage politics = Fragmented government services

 

 

Highly 
Urbanized 
Cities          

Component Cities 

National Government 

         Provinces  
               

Municipalities 

Barangays 

Population/voters 

Barangays Barangays 

 

Number of LGUs

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

Notes:
• National Government deals 

directly with all local 
government levels

• Provinces are fiscally, the 
weakest.

• Cities are fiscally, the 
strongest.



Autonomy and Coordination
• Based on international experiences, autonomy, by itself, is not sufficient 

guarantee of improved governance and service delivery. Government services 
are diverse and complicated; they have both national and local dimensions 
that require coordination and cooperation among players at all levels 
(Australia DFAT and The World Bank, 2015) . 

• Effective coordination among government tiers requires clear division of 
responsibilities, adequate funding, and bureaucratic capacity at all 
government levels. As a whole, the Philippines falls short of these 
requirements (Balisacan, Hill, Piza, 2006) 



1987 Philippine Constitution

• SEC. 2.
The territorial and political subdivisions shall enjoy local autonomy.

• SEC. 11.
The Congress may, by law, create special metropolitan political 
subdivisions, x x x. The component cities and municipalities shall retain 
their basic autonomy and shall be entitled to their own local executives 
and legislative assemblies. The jurisdiction of the metropolitan authority 
that will hereby be created shall be limited to basic services requiring 
coordination.

• SEC. 12.
Cities that are highly urbanized, as determined by law, and component 
cities whose charters prohibit their voters from voting for provincial 
elective officials, shall be independent of the province. x x x



FEDERALISM

• 2 Constitutionally established orders of government 
primarily accountable to its respective electorates:

1. Federal Government
2. Regional Government (includes our current local 

governments)

• Self-rule (Autonomy) and Shared-rule



Shift to Federal Government



Critical Aspects of (Fiscal)Federalism:
• Proper and Clear Assignment of Functions (exclusive vs shared)

• Vertical Fiscal Balance: Expenditure functions of the different levels 
of government should be matched with corresponding revenue 
raising powers

• 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.

• Well designed intergovernmental relation and institutions that 
facilitate self-rule and shared-rule (e.g. state representation in federal 
policy making, intergovernmental fiscal institutions to facilitate tax 
harmonization and fiscal equalization, etc.) 



Thank you very much.


