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such as the Philippines, this provides added impetus to LGUs to invest in the supply side
of health and education.

Health and education ““co-responsibilities have been proven to improve lagging human
capital outcomes among the poor. Based on rigorous impact evaluations, global
experience has also shown that the requirements or “co-responsibilities” to be met by
households to continue receiving support through CCT programs significantly improve
targeted human development outcomes. For example, by conditioning cash transfers to
the poor on the continued enrollment of their children in school, vaccination of their
children, and delivery care by skilled health professionals, a CCT program in the
Philippines shows promise for addressing these lagging outcome indicators in health and
education.

76



Draft for discussion purposes only

Table 6.2: Philippines MDG Rate of Progress at the Sub-national Levels

HDG Targsts

f me=n and

Elemeantary

El=rm=rtha ¢

= =
= a
: .
£ =
u T
y
5 %
£ E
B £
:
5 E
= ]
a -

cAR High High High Lo Lowr Lo Lo Lo High Lo High Lows * High High High
| High High M= High High High Lawe High High High High L * High High High
I High High High High Lz Ml Lo Liowsr High High High Licwer Mo daoim Lo High High
m High High High T s e Lo Meadivm High Lo High Lows * b High High
i, 11 High Lower High Liser 1 L ¥ .y, Liws 1 L 12 High High High L 1 @ GO High High ™
B i1 Lowr L Lowr 1 High ! Lowr 2 Low 7 Lo 1 High High High Lawr Lo 1 Heo daoim o [ High ™
W High High High (L (L (L Lo Madivm High High Lo Lo Heo daoim High High High
wl High High High High L ez Lo Meadivm High High Lowr Lows * b High High
Wl High High High iz =i Ml Lo Lo High High High Lows * Ha bosaline High High
Wil High ez Lers e ez ez Lo High High High Lo tdadivm Heo daoim He dotm High High
pere L Lams Lems Lems Lams ez Leer Laer High High Lawer Lawr * b High High
- High e = R e Lzrs Lerr Lo Lo High High Lo Lows Mo daom High High High
4 15 High High High High L ey Lo Liowr High High High Licwer Mo bossline High High High
T High High i i o e Lawr High High High M adiem Lawe * Heo basslins Low High
) ) ) He reportad ) Ha Ha
CARAGA Lowe Low High Mo bossline Low Lows et gl gk gl s et coges High bosdine  bozdine
) ) ) . . . Ha Ha
AR High Lo Lo Lo tdadium Lo Lo High High High High Loww bozdins bocdins
HECR High High High High Lems High Lo High High fadiom M ediom Lows * Hao dom tdeadium High

Source: NEDA-UNDP, Philippines Midterm Progress Report on the Millennium Development Goals 2007

77



Draft for discussion purposes only

6. 3 The role of agriculture and rural development in poverty reduction and
inclusive growth

As noted above, in the Philippines, almost three quarters of the poor live in rural areas.
Three elements are seen as critical in enhancing the opportunities of the poor and providing the
main pathways out of rural poverty. These are: a) fostering a more remunerative, productive and
sustainable agricultural sector; b) promoting off farm employment and urban migration; and c)
improving assistance to subsistence farmers and populations in lagging regions (World Bank
2007, 2008).

Fostering a more remunerative, productive and sustainable agricultural sector

Achieving a more productive agricultural sector will in turn require addressing three
areas (World Bank 2008a, and 2008b):

i) Expanding the share of high value agriculture and improving the yields of traditional
agriculture. Total factor productivity (TFP) growth in Philippine agriculture is low by regional
standards. During 1961-98, TFP grew at an average of 10 percent, compared to 32 percent in
Thailand and 44 percent in Indonesia. Such low performance reflects the failure to achieve a
significant shift in the sector’s output mix towards high value crops. To date, changes in the
structure of agricultural production have been due to sustained growth in the livestock and
fisheries sectors rather than a shift in the crop mix.

Diversification of the crop mix is hampered by the policy and tariff structure. The
structure of agricultural production continues to be centered on the rice sub-sector, which
represented 28 percent of value added from crop production during 2001-05 due to the
Government’s thrust of rice self-sufficiency. Importable crops such as rice, corn and sugarcane
remain highly protected and distort the market.

Evidence suggests that during 2000-04, exportable crops received a negative rate of
support of 3 percent, while protection of import competing corps was around 43 percent (David
and Balisacan 2007). Rice trade policy, by keeping the price of rice artificially high, acts as a
regressive policy (World Bank 2007; IRRI 2007), as higher prices for rice impact negatively on
the urban poor. The policy of rice self sufficiency has in fact undermined food security by making
rice less affordable to the Filipinos and has caused the Philippines on average a net welfare loss
of more than $1 billion a year or 1.6 percent of GDP during 2000-05 (Table 6.4), mainly borne by
the poorest Filipinos. A growth promoting agricultural support policy will permit increased
production of fruits and vegetables and ultimately a more labor intensive crop mix (see IRRI,
2007).

The recent enactment of the Biofuel Act is likely to lead to increased protection of
sugarcane and further hamper the readjustment towards more competitive crops. The key crop in
the production of ethanol is sugarcane, which has traditionally enjoyed a high degree of
protection. As a key ingredient in foods and food processing, the high rate of protection on sugar
has contributed to the country’s relatively high food prices. The expected increase in demand for
sugar for ethanol production, abetted by the incentives provided by the Biofuel Act which, among
others, mandates a minimum amount of bio-fuel use, can be expected to further pull sugar prices
up, and consequently food prices. In addition the bio-fuel policy will most likely put pressure on
extending cultivation on marginal lands and converting forests to agricultural uses, thereby
worsening the impact of agriculture on natural resources. Finally, it is also expected that this
policy will increase both the value of sugarcane farms and the difficulty in completing the
Comprehensive Agrarian Reform Program in these areas.
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Overall staple crop yields and rice yields in particular, remain low. Factors contributing
to these low yields include, among others, soil degradation, sub-optimal use of fertilizers, and to
some extent, financial constraints affecting the small farm sector.”” Policies to address these
issues are critical to improving productivity in the sector.

Assistance to the agricultural sector needs to include a revitalized Agricultural
Knowledge and Information System. So far, low investment in R&D and the poor performance of
the extension services have been major constraints to long-term growth (Sebastian et al 2006).
Public expenditure on agricultural R&D represented 0.36 percent of total agricultural value added
(which is low by international standards), and 5 percent of DA’s total appropriations during 2000-
05. In the case of rice, R&D expenditure amounted to less than 0.10 percent of agricultural value
added. Similarly, public extension services have failed to deliver knowledge and technologies to
the majority of small farmers. Extension services are under-funded, fragmented and un-
coordinated within the national extensions system.

Alternative institutional models of agricultural extension are required where R&D and
extension are fully integrated and mutually responsive, allowing for improved coordination
between main stakeholders and for more demand driven processes. Also more efficient
competition is needed between the private and public systems of extension—competition that
ensures that the public goods elements of extension do not become under-supplied and that small
farmers are not kept at the margin. Finally, the government should scale up the Farmer Field
School (FFS) model which favors investment in farmers’ education as a means of diffusing
technology in the small farm sector.

i) Improving the quality of public expenditure in agriculture for greater fiscal space and
anti poverty measures. The efficiency gains from reforming the National Government’s (NG)
expenditure in agriculture are substantial. A review of agricultural public expenditure (World
Bank 2007), using 1998-2005 public expenditure data, noted that 46 percent of the investment
budget of the Department of Agriculture is allocated to Irrigation Development Services. This
mainly covers large scale irrigation systems which exclusively support rice production that
generates lower farm income than other crops. Production Support Services, which receives 14
percent of agricultural public investment, largely involves the provision of production inputs such
as seeds and fertilizers, which are more effectively and efficiently supplied by the private sector.

Overall, over 60 percent of the total agricultural budget supports rice production, even
though rice accounts for only 16 percent of total agricultural value added (World Bank 2007). As
shown in World Bank (2007), the annual net incomes derived from rice production represent only
a fraction of the poverty line (Table 6.3).

Thus fiscal as well as policy biases for rice have prevented the Philippines from
diversifying crop production. Indeed, the Philippines’ agriculture sector has been locked in a
cereal dominant mold for decades. The policy focus on less profitable, traditional, agricultural
commodities and the possible “crowding out” of the private sector by the government in the
provision of production inputs may also partly account for the disturbing trend of increasing
public sector share in total agricultural investments. The share of the public sector in agricultural
investments has grown from only 5.6 percent of total agricultural gross value added in 1998 to
26.4 percent in 2005. Thus, the government’s rice self-sufficiency policy will also have to be re-
examined if the fiscal space for pro-poor agricultural development is to be significantly expanded.

The provision of public goods, which should be the main function of the Department of
Agriculture, has been consistently under-funded as a result of this allocation pattern. The

82 For instance, IRRI (2007) argues quite convincingly that access to credit is of secondary importance in explaining the
sub-optimal use of fertilizer by rice farmers.
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proposed 2008 DA budget allocation shows an even greater imbalance (e.g. greater share of
production support, lower share of regulatory services, R&D, market development) (Table 6.5).
Another potential concern is the proposal to reduce the DA’s 10 MFOs into three: MFO 1
(Support Services), MFO 2 (Regulation) and MFO 3 (Plan and Policies). This will not, however,
result in the reduction and fine tuning of the DA’s MFOs, but rather in the mere merging and the
continued retainment of all existing functions. This may make it more difficult to manage and
monitor the Department’s budget and expenditures.

Table 6.3: Average Annual Net Returns Derived from Rice

(2000-2004)*

Rice 2000 2001 2002 2003 2004 (P)
Per hectare
all palay 4,447 3,978 5,619 6,755 7,582
irrigated 4,701 3,988 6,754 8,930 9,250
non irrigated 4,395 4,422 2,947 3,711 4,620
Per farm
Annual net income from rice 8,462 7,176 12,157 15,102 16,650
(irrigated)
Per capita poverty threshold 13,823.0 14,667.4 15,123.0 15,545.1 16,670.5
Household poverty threshold ** 16,115.0 73,336.8 75,614.8 77,725.6 83,352.7
Rice farm income a
proportion of household poverty
threshold 12.0 9.6 16.1 19.4 20.0

Source: NEDA, NSO. *Based on CPI (2000=100)
Table 6.4: Average Annual Net Welfare Impact of Rice Self-sufficiency Policy

2000-2005 (billions of P)

2000 2001 2002 2003 2004 2005 Average

Change in producer welfare 31.1 20 239 12.7 0.2 1.7 16.8

Change in consumer welfare -100.1 -79.7 -84.7 -66.9 -38.9 -61.1 -72.8
Change in budget surplus: -12.3 -7.4 -12.1 -15.1 -12.1 -11.38 -12
Revenue from import tariffs 0 0 0 0 3.9 12 2.7
NFA’s stabilization subsidy 0 -1.1 -0.9 -0.9 -0.7 -1.2 -0.8
NFA’s tax subsidy 0 0 0 0 -3.9 -12 -2.7
NFA’s deficit -1.9 -2.3 -8.1 -3.7 -1.8 -10 -5.3

NFA’s total costs* -6 -2.2 -5.3 -8.6 -10.9 -19.3 -8.7
Budget spending (AFMA)** 6.3 6.1 6.8 6.5 5.1 4.1 6.1

Total net welfare change -81.3 -68.0 -72.9 -69.3 -50.8 -70.7 -68.2
Total costs as % of GDP 2.4 1.9 1.8 1.6 1.0 1.3 1.6
Palay contribution as % of 2.59 2.4 2.43 2.26 2.34 2.37 24

GDP

Note:* Total costs of NFA are adjusted for change in inventories.

Source: Author, based on DOF (2007), DA (2006a) and NSCB (2006).
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Table 6.5: Department of Agriculture Budget Share of MFOs

. . 2008
Major Final Output 2006 2007 (Proposed)

Irrigation 33.4 41.6 36.5
Other Infra & Post-harvest Devt. 15.1 9.2 17.6
Credit Facilitation 1.0 1.1 0.7
Market Development 6.4 6.9 6.2
Extension, Education, & Training 5.8 5.9 5.8
Production Support 14.1 13.2 19.0
Regulatory 34 4.0 3.8
Policy & Planning 7.0 8.5 6.3
Information Support Services 2.7 32 0.9
Research and Development Services 5.8 6.4 3.2
GASS 53

Total 100.0 100.0 100.0

GASS was treated as a separate budget item in the 2006 budget but was distributed by MFO in the 2007 and 2008
budgets.

The National Food Authority’s (NFA) borrowings have also increased substantially in
recent years to cover the surging deficit which has resulted from the importation, distribution and
buffer stocking of rice, and from the associated administrative costs. In 2006, the NFA’s deficit
surged to P16.4 billion form the already high P10 billion in 2005 (Table 6.6). Its share of the total
deficit of government-owned and controlled corporations (GOCCs) ballooned from 8 percent in
2000 to 43 percent in 2005.

Table 6.6: Rising Share of NFA’s Deficit in GOCC’s Total Deficit
2000-06 P millions (unless otherwise stated)

2000 2001 2002 2003 2004 2005 2006

NFA’s deficit 1,897 2,274 8,086 3,689 1,836 9,978 16,430
Total deficit of GOCC 22,581 32,832 25,937 39,649 85,412 22,987 n/a
Share of NFA in total

deficit (%) 8 7 31 9 2 43 n/a

Improvements in the NFA’s operational efficiency are unlikely to produce significant and
sustainable cost reductions in the medium to longer term (World Bank 2007). What is needed is
policy level reforms (especially trade reforms) such as: i) complete replacement of quantitative
restrictions on rice with tariffs; ii) subsequent reduction of rice import tariffs, iii) separation of the
NFA'’s regulatory and trade functions; iv) use of public rice stocks mainly for disaster mitigation
and safety net programs; and v) further incentives for private sector participation in rice
importation. Without these reforms, even the recent P8 billion sale of 10 year bonds by the NFA
will only provide temporary financial relief.

iii) Improving the sustainability of agricultural production systems. Land degradation in the
Philippines is becoming a major constraint to increasing agricultural productivity. Almost half of
the country’s land suffers from moderate to severe erosion. Population pressure contributes to
increased cultivation of steeply sloping land. Salinization and water logging are problems in some
irrigated areas, and saline water intrusion affects coastal areas. In addition, deforestation has
assumed alarming proportions as a result of conversion to agricultural uses (both subsistence and
commercial agriculture) and as a result of expansion of urban areas. The rate of deforestation
during 1990-2005 was about 2.2 percent per year, which is very high compared to international
levels. This high conversion rate also reflects weak tenure arrangements and property rights
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system and a skewed distribution of land and natural resources rights (World Bank 2003). On the
positive side, Sloping Agricultural Land Technologies to conserve soils are increasingly being
adopted.

Promoting off farm employment and urban migration

As in other East Asian countries, the industrialization of rural areas and job creation in
non-farm activities has been substantial. The development of non-farm activities in rural areas has
resulted from two distinct activities. First, increasing business costs associated with urban
congestions have led to more labor intensive industrial processes (the footloose capital)
transferring to rural areas in search of cheaper labor and lower overall production costs. This
pattern of development is therefore associated with proximity to major urban centers such as
Manila, Cebu and Davao. This, in turn, presents a serious problem as it encourages migration of
the rural poor instead of daily or short-term commuting to access local non-farm activities in
secondary cities.

Second, in areas of high agricultural potential, the Green Revolution has led to an
increase in real wages and a demand for local services which has boosted the growth of non-farm
activities. However, while the benefits of the Green Revolution have reached tenant farmers
through the redistribution of high quality agricultural lands, especially rice lands, there is
substantial evidence that landless households have been left out of the process. For these
households, migration to low productivity non-farm jobs, many of them in urban areas, has
become the best alternative to lowly paid agricultural jobs. The limited development of a system
of secondary cities is leading to a progressive urbanization of poverty.

The impact of the 1998 Comprehensive Agrarian Reform Program (CARP), whose
extension is being currently debated, is still not entirely clear. This is in great part because the
CARP includes both land distribution as well as delivery of support services to agrarian reform
beneficiaries. Recent evaluations of the program (APPC, 2007; Balisacan and Fuwa, 2004) find
that the program has had a positive impact on growth but its poverty alleviation effects through
changes in income distribution in rural areas has been rather small. The program has primarily
targeted tenants on large farms to the detriment of agricultural laborers, who are among the
poorest in rural areas. CARP may very well have had a marginal impact on poverty.

Access to land may not be an effective pathway out of poverty in the future. It is
estimated that future redistribution of land will allow creation of farms of on average 1.7 hectares.
Given the competitive pressures faced by the small farm sector and the relatively low level of
total factor productivity achieved, it is unlikely that access to such small parcels of land will in
fact achieve a large reduction in the incidence of poverty. A broader view of agrarian reform is
therefore required, by which redistribution of land is seen as one component of a multi-activity
strategy of household income growth. In addition, CARP must not undermine the functioning of
land markets as they are the most effective way to redistribute agricultural land from less to more
efficient producers and at the same time open the agricultural ladder to landless households
(Deininger 2003).

There are a number of actions the government could take to support rural-urban
migration. These include i) the promotion of rural industrialization and job generation through
local agro-based clusters where agricultural producers and agro-industries in a specialized activity
interact to better compete; ii) improvements in transport links between rural, periurban and urban
communities; iii) development of active labor market programs which include job-matching
programs for migrants; and on-the-job trainings by enterprises; iv) provision of employment
options to the most vulnerable rural youth, linking them to jobs in semi-urban areas or at the local
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level with associated training programs; and v) promotion of conditional cash transfer programs
to assist the vulnerable as discussed above.

Improving assistance to subsistence farmers and populations in lagging areas

As mentioned earlier, social expenditures have been very low by international standards
and have been insufficient to address the basic needs of the poor, especially in the more stagnant
regions of the country. While migration has responded to income differentials, as one would
expect, inter-regional differences in real incomes and poverty have proven long term in nature
(Balisacan and Hill 2007; Esguerra and Manning 2007). In the long run, investment in
infrastructure and the development of local economic opportunities will continue to represent the
main pathway out of poverty for the lagging regions. In the short run however, the focus should
be on safety nets and poverty targeting programs. This is particularly important with respect to
indigenous populations (IPs), the majority of whom live below the poverty line. In this regard, the
operationalization of the Indigenous Peoples Rights Act (IPRA) of 1997 requires financial,
logistical and human resources to be made available to the IPs.

The Government is undertaking several important community-based rural poverty
reduction programs. To the extent that these address infrastructure constraints at community
level, especially if also generating labor-intensive public works, such programs can be important
interventions to address poverty in poor and lagging areas. However, the framework for
community-based rural poverty reduction programs also needs to be strengthened. Previous
interventions have not been undertaken within a broader systematic operational framework for
poverty reduction. The challenge for the Government is to ensure that its investments in rural
poverty reduction programs are coordinated, consistent, properly sequenced and responsive to the
national and local development policy context.

The recent and apparently continuing trend of hefty food price increases further
underscores the urgency of reviewing the country’s rice policy in order to promote food security
(in both supply and affordability) especially among the poor and vulnerable. Figure 6.3 shows
that the price of both Thai rice® (35 percent brokens) and wholesale well-milled Philippine rice®
strongly increased during the period February 2006-January 2008; from US$262 per mt to
US$362 per mt for the former (an increase of almost 39 percent) and from US$397 per mt to
USS$577 per mt for the latter (an increase of 45 percent). Domestic rice prices appear to be
shadowing the movement of international rice prices, so that their differential has not narrowed.
In fact, Thai prices generally increased more slowly than the price of well-milled Philippine rice,
except for the last four months of the period. Thai rice price increased by a monthly average rate
of 1.4 percent compared to 1.6 percent for well-milled Philippine rice. The price difference
between Philippine and Thai rice prices, have, consequently, widened from US$135 per mt (a
differential of 52 percent) to US$215 per mt (a differential of almost 60 percent) in January 2008.

8 Source: World Bank Global Economic Monitor (GEM)
% Source: Bureau of Agricultural Statistics (BAS)
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Figure 6.3: Price of Rice in the Philippines and Thailand, 2006-2008
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Sources: Global Economic Monitor, World Bank; Bureau of Agricultural Statistics

It appears that tariffs account for much more of the price difference between Thai and
Philippine rice than do freight costs. Without tariffs and just factoring in freight costs, Thai rice
price at the domestic market will still, on average, be cheaper—by about US$ 140 per mt or by
one third of the wholesale price of well-milled Philippine rice. On the other hand, with freight
costs and tariffs, Thai rice costs nearly the same as well-milled Philippine rice. This highlights the
need to start reducing rice import tariffs now and to prepare for—and not further postpone—the
NFA reforms and the full liberalization of rice trade by 2012.

Reducing rice tariffs would promote the welfare of the majority of Filipinos, since three
quarters of rural households and all urban households in the country are net rice consumers and
thus are vulnerable and adversely affected by high rice prices. It would benefit the poor more
since food costs account for a larger share of their expenditures—rice constitutes 17 percent of
the total consumption and 27 percent of the total food expenditures among the poorest 30 percent
of families. Rice farmers constitute only about one quarter of total rural households, 40 percent of
whom accounts for two thirds of the marketable surplus of rice. The urban poor and the majority
of the rural poor would be better served if domestic prices of rice were lower (through trade
liberalization) than through the NFA’s safety net programs which reportedly significantly fall
short in coverage and suffer form major leakages. The fiscal savings from this policy reform can
be used to finance an adaptation or transition program for rice farmers to improve their
competitiveness or assist them in moving to other crops.
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Table 1. Summary Indicators

2003 2004 2005 2006 2007

National income (growth rates)

Gross national product 5.9 6.9 5.3 6.1 7.8
Gross domestic product 4.9 6.4 4.9 54 7.3
Prices
Consumer prices (period average)/1 3.5 6.0 7.6 6.2 2.8
Exchange rate (period average) 54.2 56.0 55.1 51.3 46.1
Savings and investment (percent of GDP)
Gross national savings/2 17.2 18.6 16.6 19.3 19.9e
Gross domestic investment 16.8 16.7 14.6 14.3 14.7
Resource gap 0.4 19 2.0 5.0 5.2e
Public sector (percent of GDP)
Consolidated public sector balance -5.1 -4.8 -1.9 0.1 0.8
National government balance -4.6 -3.8 -2.7 -1.1 -0.1
Revenue 14.8 14.5 15.0 16.2 171
Expenditure 19.5 18.3 17.7 17.3 17.2
Monetary and financial sector
Broad money (growth rate) 3.3 9.2 9.0 22.3 104
Private sector credit (growth rate) 1.8 4.6 -15 6.0 8.4
91-day treasury bill rate 6.0 7.3 6.3 5.4 3.4
PSE composite index (year end) 1,442 1,622 2,067 2,983 3,622
External sector (billions dollars)
Current account balance 0.3 1.6 2.0 5.9 7.5e
Percent of GDP 0.4 1.9 2.0 5.0 5.2e
Merchandise exports 35.3 38.8 40.3 46.5 49.4e
Growth rate 2.7 9.8 3.8 15.6 6.1le
Merchandise imports 41.2 44.5 48.0 53.3 57e
Growth rate 3.1 8.0 8.0 11.0 6.8e

External debt /2

Total external debt (billions of dollars) 57.4 54.8 54.2 53.4 54.4
Percent of GDP 72.1 63.1 54.9 45.4 .
Debt service ratio (G&S and receipts) 16.9 13.8 135 11.7 9.6
Social sector
Population (millions) 81.2 82.9 84.6 86.3 87.9
Poverty incidence (PPP $1 a day) 131 13.7 12.9 134 11.9
Per capita GNI, atlas method 1,080 1,200 1,290 1,420

Source: Government of the Philippines, World Bank
* as of Sept. 2007

e/ Estimate

1/ Base year: 2000

2/ Reported by BSP
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Table 2. Selected Economic Indicators

2003 2004 2005 2006 2007

Growth, inflation and unemployment (percent)

Gross national product 5.9 6.9 5.3 6.1 7.8
Gross domestic product 4.9 6.4 4.9 5.4 7.3
Inflation (period average); 2000 base year 3.5 6.0 7.6 6.2 2.8
Inflation (end period); 2000 base year 3.9 8.6 6.6 4.3 3.9
Unemployment /1 7.1 7.1 7.7 7.9 7.3
Savings and investment (percent of GDP)
Gross national savings 17.2 18.6 16.6 19.3 19.9e
Gross domestic investment 16.8 16.7 14.6 14.3 14.7

Public sector (percent of GDP)

National government balance -4.6 -3.8 -2.7 -1.1 -0.1
Total revenue 14.8 14.5 15.0 16.2 17.1
Tax revenue 12.8 12.4 13.0 14.3 14.0
Total spending 195 18.3 17.7 17.3 17.2
Consolidated public sector balance -5.1 -4.8 -1.9 0.1 0.8 **
Nonfinancial public sector debt 100.8 95.2 86.0 73.9 66.8 *
National government debt 7.7 78.2 715 63.8 59.9 *
Money and credit (year-end percent change)
M3 3.3 9.2 9.0 22.3 104
Credit to the private sector 1.8 4.6 -15 6.0 8.4
Balance of payments
Merchandise exports (percent change) 2.7 9.8 3.8 15.6 6.1le
Merchandise imports (percent change) 3.1 8.0 8.0 11.0 6.8e
Current account balance (percent of GDP) 0.4 1.9 2.0 5.0 5.2e
International reserves
Gross official reserves (billions of dollars) 17.1 16.2 18.5 23.0 33.8
Change in reserves (billions of dollars) 0.7 -0.9 2.3 45 10.8
Gross official reserves (months of imports) 4.2 3.6 3.8 4.3 5.9

External debt

Total (billions of dollars) /2 57.4 54.8 54.2 53.4 54.4 »

Total (percent of GDP) /2 72.1 63.1 54.9 45.4 46.5 *

Debt service ratio (G&S and income) /2 16.9 13.8 135 11.7 9.6 *
Exchange rate (peso/dollar, period average) 54.2 56.0 55.1 51.3 46.1
Real effective exchange rate (2000 = 100) 89.1 86.2 923 1025 1123

Source: GOP, World Bank, IMF

Memorandum items

2007 population: 87.9 million

* as of June 2007

** as of Sept. 2007

*** as of Nov. 2007

e/ Estimate

1/ Annual average; using new definition base on 1995 census except 2007 which is based on 2000 census
2/ Reported by BSP
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Table 3. National Accounts

2003 2004 2005 2006 2007

(Growth rates)

Gross national product 5.9 6.9 53 6.1 7.8
Gross domestic product 4.9 6.4 4.9 54 7.3
By industrial origin
Agriculture, fishery and forestry 3.8 5.2 2.0 3.8 5.1
Agriculture and fishery 3.7 5.0 2.0 3.9 5.0
Forestry 24.3 53.2 4.3 -4.1 12.2
Industry 4.0 5.2 3.8 4.5 6.6
Mining and quarrying 16.8 2.6 9.3 -6.1 25.0
Manufacturing 4.2 5.8 5.3 4.6 3.3
Construction -0.8 3.4 -5.9 7.3 19.5
Utilities 3.2 4.2 25 6.4 7.2
Service 6.1 7.7 6.8 6.7 8.7
Transport, storage, communication 8.6 11.2 7.3 6.3 8.2
Trade 5.7 6.8 5.6 6.1 9.8
Finance 5.9 9.9 13.6 114 12.3
Real estate 4.0 5.3 5.3 5.7 6.0
Private services 8.1 10.6 7.5 6.9 8.8
Government services 29 0.5 3.0 4.7 3.3

By expenditure class

Personal consumption 5.3 5.9 4.8 55 6.0
Government consumption 2.6 1.4 1.6 6.1 10.0
Capital formation 3.0 7.2 -8.8 2.7 9.3
Fixed capital 3.8 1.3 -6.6 1.4 9.5
Construction -1.2 -0.8 -7.3 55 18.0
Durable equipment 9.2 3.2 -7.1 -1.8 2.7
Breeding stock & orchard development -0.5 0.9 11 -0.4 4.6
Changes in stocks 141.7 -444.1 -58.1 69.2 2.3
Exports 49 15.0 4.8 11.2 3.1
Imports 10.8 5.8 24 1.9 -54
Statistical discrepancies 131.2 -53.0 69.9 -93.6 -1530.5
Memorandum items

GIR (billions of dollars) 17.1 16.2 18.5 23.0 33.8
Exchange rate (period average) 54.2 56.0 55.1 51.3 46.1
Tax effort (percent of GDP) 12.8 12.4 13.0 14.3 14.0
Deficit (percent of GDP) -4.6 -3.8 -2.7 -11 -0.1
Non-performing loans ratio 141 12.7 8.2 6.0 4.5
Nominal GDP (billions of pesos) 4316 4872 5438 6033 6651

Sources: National Statistical Coordination Board, Central Bank of the Philippines, Bureau of Treasury
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Table 4. Inflation Rates

2003 2004 2005 2006 2007

(Percent per annum, average)

All items 3.5 6.0 7.6 6.2 2.8
Food, beverages and tobacco 2.2 6.2 6.5 55 3.3
Clothing 3.4 2.7 3.5 3.0 2.3
Housing and repairs 4.3 3.7 4.6 3.9 15
Fuel, light and water 6.3 7.3 18.1 12.9 3.2
Services 5.7 9.3 11.8 8.9 2.8
Others 1.9 2.1 3.2 3.0 1.6

Source: National Statistics Office
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2003 2004 2005 2006 2007

(Billions of pesos)
Total liquidity 2,474 2,711 2,887 3,397 3,589
Broad money (M3) 1,725 1,884 2,053 2,511 2,773
Narrow money 510 556 605 753 862
FCDU deposits 676 766 762 818 691
Other liabilities 73 62 72 68 125
Net domestic assets 1,801 1,985 1,925 2,011 1,932
Net domestic credit 2,313 2,533 2,428 2,593 2,714
Public sector 807 956 875 947 930
Private sector 1,507 1,577 1,553 1,646 1,784
Net other items -513 -548 -503 -582 -782
Net foreign assets 673 727 961 1,386 1,657
Central bank 637 690 846 1,075 1,365
Deposit money banks 37 37 115 311 292

(Growth rates)

Total liquidity 5.3 9.6 6.5 17.7 5.7
Broad money (M3) 3.3 9.2 9.0 22.3 104
Narrow money 8.6 9.0 8.7 24.5 14.5
FCDU deposits 7.6 13.2 -0.5 7.3 -15.6
Other liabilities 38.6 -14.8 15.8 -5.6 84.5
Net domestic assets 0.1 10.2 -3.0 4.5 -3.9
Net domestic credit 4.8 9.5 -4.1 6.8 4.7
Public sector 11.0 18.5 -8.5 8.2 -1.8
Private sector 1.8 4.6 -15 6.0 8.4
Net other items 25.7 7.0 -8.3 15.7 34.3
Net foreign assets 22.1 7.9 32.2 44.2 19.6
Central bank 16.3 8.4 22.6 27.1 27.0
Deposit money banks 942.5 0.2 2145 170.4 -6.1

(Percent of GDP)
Total liquidity 57.3 55.7 53.1 56.3 54.0
Broad money (M3) 40.0 38.7 37.8 41.6 41.7
Narrow money 11.8 11.4 11.1 12.5 13.0
FCDU deposits 15.7 15.7 14.0 13.6 10.4
Other liabilities 1.7 1.3 1.3 1.1 1.9
Net domestic assets 41.7 40.7 35.4 33.3 29.0
Net domestic credit 53.6 52.0 44.6 43.0 40.8
Public sector 18.7 19.6 16.1 15.7 14.0
Private sector 349 324 28.6 27.3 26.8
Net other items -11.9 -11.3 -9.2 -9.6 -11.8
Net foreign assets 15.6 14.9 17.7 23.0 24.9
Central bank 14.8 14.2 15.6 17.8 20.5
Deposit money banks 0.8 0.8 2.1 5.2 4.4

Source: Bangko Sentral ng Pilipinas
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Table 6. National Government Operations

2003 2004 2005 2006 2007

(Percent of GDP)

Total revenue 14.8 14.5 15.0 16.2 17.1
Tax revenue 12.8 12.4 13.0 14.3 14.0
Bureau of Internal Revenue 9.9 9.7 10.0 10.8 10.7
Net income & profits 5.7 5.7 5.9 6.2
Excise tax 1.3 1.2 1.1 1.0
Sales taxes & licenses 2.3 2.2 2.2 3.0
Other domestic taxes 0.6 0.5 0.6 0.6
Travel tax 0.0 0.0 0.0 0.0 .
Bureau of Customs 2.7 2.6 2.8 3.3 3.2
Other offices 0.1 0.2 0.2 0.1 0.1
Nontax revenue 2.0 2.1 2.0 2.0 3.0
Bureau of Treasury 1.3 1.3 1.3 1.2 1.0
Fees & charges 0.4 0.4 0.3 0.3 0.3
Privatization 0.0 0.0 0.0 0.1 14
CARP 0.0 0.0 0.0 0.0 0.0
Others 0.3 0.2 0.2 0.2 0.3
Marcos wealth 0.0 0.2 0.1 0.1 0.0
Grants 0.0 0.0 0.0 0.0 0.0
Total expenditure 19.5 18.3 17.7 17.3 17.2
Interest payment 5.2 54 55 51 4.0
Total primary expenditure 14.2 13.0 12.2 12.2 13.2
Allotment to LGUs 3.4 3.0 3.0 2.9 2.9
Tax expenditures 0.3 0.1 0.2 0.3 0.0
Subsidy 0.3 0.3 0.2 0.2 0.4
Equity 0.1 0.0 0.0 0.1 0.1
Net lending 0.1 0.1 0.0 0.0 0.1
Others 10.0 9.5 8.7 8.7 9.7
Personnel services 6.4 5.8 54 54 5.3
MOOE 1.8 1.7 1.6 1.7 1.9
Total capital outlay/1 2.6 2.7 2.4 2.3 2.9
Balance -4.6 -3.8 -2.7 -1.1 -0.1
Primary balance 0.6 15 2.8 4.1 3.9
Financing 6.6 5.0 4.3 1.8 15
Net domestic 3.3 3.3 2.6 -0.2 0.6
Net foreign 3.3 1.7 1.7 2.0 0.8

Source: Bureau of Treasury, Department of Budget and Management, World Bank estimates
1/ Includes capital allotments to local government units
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Table 7. Consolidated Public Sector Debt

2003 2004 2005 2006 2007H1

(Percent of GDP)

Consolidated public sector debt 117.6 108.7 93.1 81.9 77.2
Domestic 35.5 35.1 321 317 31.6
Foreign 82.1 73.7 61.0 50.2 45.6

Financial public sector debt 33.9 27.3 19.3 22.0 24.6
Domestic 20.1 16.4 11.2 17.0 20.2
Foreign 13.8 11.0 8.1 5.0 4.4

Consolidated non-financial public sector debt 100.8 95.2 86.0 73.9 66.8
Domestic 324 325 33.6 28.7 255
Foreign 68.3 62.7 52.4 45.2 41.3

GOCC debt 38.4 31.9 28.9 24.0 21.0
Domestic 6.5 6.4 8.5 6.9 6.0
Foreign 32.0 25.5 20.5 17.1 15.0

Consolidated general government debt 71.7 69.2 61.8 53.6 49.3
Domestic 32.0 311 29.4 25.4 23.0
Foreign 39.6 38.1 32.3 28.2 26.3

National government debt 7.7 78.2 71.5 63.8 59.9
Domestic 39.5 41.1 39.8 35.7 33.6
Foreign 38.3 37.2 317 28.1 26.3

Source: Department of Finance
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Table 8. Consolidated Public Sector Fiscal Position

2003 2004 2005 2006 2007 Q1-3
(Percent of GDP)
Consolidated public sector balance -5.1 -4.8 -1.9 0.1 0.8
Public sector borrowing requirements 6.4 5.9 3.5 1.3 -0.1
National government -4.6 -3.8 -2.8 -1.1 -0.6
CB restructuring -04 -04 -0.3 -0.2 -0.1
Monitored GOCCs -1.5 -1.9 -0.5 0.0 0.6
OPSF 0.0 0.0 0.0 0.0 0.0
Adjustment of net lending and equity to
GOCCs 0.1 0.2 0.0 0.0 0.2
Other adjustments 0.0 0.0 0.0 0.0 0.0
Other public sector 1.2 1.0 1.6 1.4 0.7
SSS/GSIS 0.4 0.5 0.9 0.9 0.6
BSP 0.2 0.1 0.1 0.0 -0.5
GFls 0.1 0.1 0.1 0.1 0.1
LGUs 0.5 0.3 0.4 0.4 0.4
Timing adjustment of interest payments
to BSP 0.0 0.1 0.1 0.0 0.0
Other adjustments 0.1 -0.1 0.0 -0.1 0.0

Source: Department of Finance
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Table 9. Balance of Payments

2007
2003 2004 2005 2006 Q1-3

(Billions of US dollars)

Current account balance 0.3 1.6 2.0 5.9 4.2
Trade Balance -5.9 -5.7 -7.8 -6.8 -5.5
Exports 35.3 38.8 40.3 46.5 36.6
o/w manufacturing 32.0 35.5 36.9 41.2 32.0

o/w electronics 25.0 27.9 28.5 31.1 24.0
Imports 41.2 445 48.0 53.3 42.1
o/w oil and petroleum products 3.8 4.7 6.3 8.0 6.7

o/w electronics parts 15.9 17.4 18.2 20.8 16.2

o/w capital 8.8 8.7 8.9 9.2 6.6
Services -2.0 -1.8 -1.3 0.3 0.1
Receipts 3.4 4.0 4.5 6.5 5.4
Payments 54 5.8 5.9 6.1 5.3
Income -0.3 -0.1 -0.3 -0.8 -0.7
Receipts 3.3 3.7 3.9 4.4 4.0
Payments 3.6 3.8 4.2 5.2 4.7
o/w interest payments 1.3 1.3 1.5 1.6 1.4
Transfers 8.4 9.2 114 13.2 10.3
Receipts 8.6 9.4 11.7 135 10.8
Payments 0.2 0.3 0.3 0.3 0.5
Workers' remittances 7.6 8.6 10.7 12.5 9.9
Capital and financial account 0.7 -1.6 2.2 -15 3.2
Capital account 0.1 0.0 0.0 0.1 0.0
Financial account 0.7 -1.6 2.2 -1.6 3.1
Direct Investment 0.2 0.1 1.7 2.0 -1.2
Portfolio Investment 0.6 -1.7 3.5 2.4 2.8
Other investment -0.1 0.0 -3.0 -5.9 1.6
Net unclassified items -0.9 -0.3 -1.8 -0.7 -0.7
Balance of payment 0.1 -0.3 2.4 3.8 6.7

Source: Bangko Sentral ng Pilipinas
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Table 10. Labor and Employment Indicators /1

2003 2004 2005 2006 2007

(In thousands)

Population 81,172 82,868 84,566 86,264 87,892
Growth rate 2.1 2.0 2.0 1.9
Working age population 51,793 53,144 54,388 55,626 56,569
Growth rate 2.6 2.3 2.3 1.7
Labor force /2 33,387 34,039 34,993 35,787 36,218
Growth rate 2.0 2.8 2.3 1.2
Labor force participation rate 64.5 64.1 64.3 64.3 64.0
Employed 31,002 31,634 32,313 32,963 33,560
Employment rate 92.9 92.9 92.3 92.1 92.7
Employment growth 2.0 2.1 2.0 1.8
Wage and salaried 15,354 16,472 16,316 16,789
Growth rate 7.3 -0.9 2.9
Percent of employed 49.5 52.1 50.5 50.9
Own account 11,517 11,614 12,104 12,134
Growth rate 0.8 4.2 0.2
Percent of employed 37.1 36.7 37.5 36.8
Unpaid family workers 3,765 3,527 3,893 4,040
Growth rate -6.3 104 3.8
Percent of employed 12.1 11.2 12.0 12.3
Underemployed 5,652 5,483 6,785 7,470 6,756
Underemployment rate 18.2 17.3 21.0 22.7 20.1
Underemployed growth -3.0 23.8 10.1 -9.6
Unemployed /2 2,385 2,404 2,680 2,825 2,653
Unemployment rate 7.1 7.1 7.7 7.9 7.3
Unemployed growth 0.8 115 5.4 -6.1

Source: National Statistical Coordination Board, National Statistics Office

1/ Figures are average of quarterly surveys; estimates are based on the 1995 census

except for 2007 which is based on the 2000 census

2/ New unemployment definition was adopted in 2003 and include all persons who are 15 years old
and over as of their last birthday and are reported as (1) without work;

and (2) currently available for work; and (3) seeking work or not seeking work due to valid reasons.
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Table 11. Social Indicators

Latest single year
1970-75 1980-85 1990-95 2000-07

POPULATION

Total population, mid-year (millions) 42.0 54.2 68.4 87.9
Growth rate (% annual average for period) 2.8 2.4 2.2 1.9
Urban population (% of population) 35.6 43.1 54.0 63.4
Total fertility rate (births per woman) 5.2 4.5 3.8 3.2
POVERTY

(% of population)

National headcount index . 49.0 40.6 329

Urban headcount index
Rural headcount index

INCOME

GNI per capita (US$) 380 530 1,040 1,420
Food price index (2000=100) . 46 80 131
INCOME/CONSUMPTION DISTRIBUTION

Gini index . . 429 44.5
Lowest quintile (% of income or consumption) . . 6.0 5.4
Highest quintile (% of income or consumption) . . 49.5 50.6

SOCIAL INDICATORS
Public expenditure

Health (% of GDP) . . . 1.4
Social security and welfare (% of GDP) . . 0.6 0.9
Net primary school enroliment rate
Total 97 96 96.5 93.7
Male 94 97 96.9 92.9
Female 99 96 96.0 94.6

Access to an improved water source
(% of population)

Total . . 87.0 85.0
Urban . . 92.0 87.0
Rural . . 81.0 82.0

Immunization rate
(% of children ages 12-23 months)

Measles " 49 72.0 80.0
DPT . 59 70.0 79.0
Child malnutrition (% under 5 years) 50 33 29.6 28
Life expectancy at birth
Total 59 63 67.7 71.0
Male 58 61 65.7 68.9
Female 61 66 69.9 73.2
Mortality
Infant (per 1,000 live births) 60 55 35.0 25.0
Under 5 (per 1,000 live births) 90 81 49.0 33.0
Male (per 1,000 population) 376 323 . 249
Female (per 1,000 population) 314 259 . 142
Maternal (modeled, per 100,000 live births) . . . 200

Note: 0 or 0.0 means zero or less than half the unit shown. Net enrollment rate: break in series between 1997
and 1998 due to change from ISCED76 to ISCED97. Immunization: refers to children ages 12-23 months who
received vaccinations before one year of age.

Source: World Development Indicators database World Bank
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