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Macroeconomic Performance and Prospects

Economy on shaky ground

Contrary to perceptions painted in public statements and media reports, the Philippine
economy did not undergo significant structural changes to sustain its performance over the past
year. The rosy picture from last year, in fact, is not exactly the workings of a progressing
economy: base effects (i.e. low base effects in 2009 have caused superficially high growth rates
in 2010) played a large part alongside pump-priming activities brought about by the national
elections.

We could see the country returning to its normal state for this year and the succeeding
years. Economic growth would most likely slow down to long-term average growth rate of 4.6
percent', discounting other external factors such as increase in prices, large-scale calamities and
continued recovery of the global market.

More risks to the Philippine economy are external and pertain to developments in the
world economy, including political tensions in the Middle Eastern and North African (MENA)
region (and a resulting high inflation due to supply constraints), Euro zone sovereign crisis, US
debt problems and their continued structural weaknesses which could all pull down growth
figures. Even the recent riots in European countries are expected to affect economic recovery in
these countries — and consequently in the global economic expansion.

Do the assumptions capture the risks?
A review of the government’s assumptions on the macroeconomy, particularly its ability

to gain revenues to fund its programs, needs to be undertaken.

Table 1. Macroeconomic Assumptions

Actual Projected
Parameter
2008 2009 2010 2011 2012
GNP Real Growth 5 6.1 8.2 5463 5.8-6.8
GDP Real Growth 4.2 1.1 7.6 5.0-6.0 5.5-6.5
Inflation 9.3 3.2 3.8 3.0-5.0 3.0-5.0
364-day T-bill rate 6.5 4.6 4.3 3.0-5.0 3.0-5.0
FOREX (P/$) 44.47 47.64 4511 42.0-45.0 42.0-45.0

Source: BESF FY 2012, Department of Budget and Management

! This is the compounded average growth rate of annual gross domestic product, 1998 to 2010, using the re-based and re-
classified dataset from the National Accounts of the Philippines.



Growth forecasts for this year and the next are more conservative as compared to earlier
forecasts of 7 to 8 percent. It appears that the government is indeed looking at the potentials of
the public-private partnership (PPP) program to pull up the growth, with the Philippine
Development Plan seeing it to jump to 7 to 8 percent within the term.

Delays however in the implementation of the PPP program, supposedly to have been in
the pipeline in this year, have raised doubts on its role in sustaining the growth momentum.

But more than the delays in the PPP, the first quarter performance on the economy have
raised more doubts on how forecasts would hold out even for this year. Signs of slowdown have
already been seen, with sources of growth seemingly unsustainable.

Growth in 2011Q1 slows down from 2010 highs

Output growth slowed down in the first quarter of 2011 after coming from a high base in
2010, due to lack of government stimulus, waning base effects from 2009 low levels, weakening
external demand and absence of election spending. Rising investments and strong private
consumption however provided a strong base for further expansion in 2011.

Table 2. Year-on-Year Growth Rates (in %), Per Sector

2010 2011
Sector
Q1 Q2 Qs Q4 Q1

Agriculture, Hunting, Fishery, and Forestry  (1.8) (2.0) (2.0) 4.1 4.2

Supply Side Industry 15.4 15.7 9.8 6.5 7.2
Services 7.2 7.3 7.8 6.4 3.7

Household Final Consumption Expenditure 4.0 1.9 24 4.9 4.9
Demand Side Government Final Consumption Expenditure 21.4 7.4 (6.5) (6.6) (17.2)
Capital Formation 31.9 38.0 345 25.7 37.0

Exports 18.8 24.0 23.1 16.8 3.3

Imports 24.2 22.1 22.1 21.9 8.8

Gross Domestic Product 8.4 8.9 7.3 6.1 49

Source: National Accounts of the Philippines, National Statistical Coordination Board

Strength coming from unsustainable sources

On the supply side, the industry sector was the major driver of growth, drawing from the
strength of the mining and quarrying industry (18.6 percent), the manufacturing industry (8.6
percent) and the construction industry (4.0 percent).

The mining and quarrying industry banked on the uptrend of global commodity prices,
especially as demand for industrial materials and precious metals increased in view of economic
resurgence (for the industrial materials) and safe-haven buying (for precious minerals, such as
gold and silver). While this industry helped boost the growth of gross value-added in the total
industry with its double-digit growth rates, it remained weak in helping in the country’s growth.
Mining activities depend on the country’s available resource pool, which obviously could not be
replenished easily or worse, are totally depleted. Moreover, mining activities are more often
contributing to environmental destruction, thus posing more risks to health and ecology.

The manufacturing industry, meanwhile, benefited in 2010 from the inventory cycle of
the global market (i.e. through re-stocking of inventories), thus helping increase demand. But as
the return to normal cycle showed weakening in external demand, certain concerns surfaced such
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as sustaining production and absorbing spare capacities (e.g., unemployment), particularly in the
light of threats coming from higher wages, higher oil prices and other higher input costs.

Agriculture picking up from last year’s lows, largely due to base effects

The agriculture sector relatively improved as weather conditions somehow normalized
from the extreme El Nino phenomenon. Growths in forestry, sugarcane, corn, palay and rubber
helped in the improvement, but declines in the value added of fishing pulled down the growth,
mainly because of increasing operational costs coming from high fuel prices, purse seine fishing
in Zamboanga, and poor weather conditions in the Bicol region and the Autonomous Region in
Muslim Mindanao (ARMM).

The sector showed progress not only in output but more so in employment, with net
generation in jobs more pronounced compared to other sectors after experiencing lows last year.
The sector during the quarter absorbed around 640,000 workers, thus becoming the main source
of employment. But this may just be a result of re-absorption of workers who were laid off last
year.

Figure 1. Net Job Creation
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Weather conditions continue to affect the sector, on which most of the poor rely for work and
income. Risks from disasters would eventually affect poverty alleviation efforts, particularly
because they affect income opportunities of households. With emerging conditions such as
climate change, policies on disaster risk adaptation should be put in place to counter negative
effects including production losses, infrastructure damages, and loss of lives and poverty.

Services have been slowing down

The services sector, usually considered as the main economic driver with its 55.2 percent
contribution to total gross domestic product (GDP), continued to expand although at a slower
rate of 3.7 percent (from 7.2 percent of the same quarter last year, and 6.4 percent during fourth
quarter of 2010).




The sector has been consistently a source of growth in the 2000s, incorporating growth both in
trade (wholesale and retail, reflecting the increasing private consumption) as well as outsourcing
and off-shoring sectors.

Drivers for the quarter were Trade, Real Estate, Renting and Business Activities (where
BPOs are lodged), and Financial Intermediation. Public administration and defense, meanwhile,
took on a negative turn, reflecting the winding down of government pump-priming activities and
the absence of election spending.

Economy continues to be consumption-led

At the demand side, private consumption remains the primary source of growth,
expanding by a strong 4.9 percent and contributing almost two-thirds (69.3 percent) of total
expenditures, thus seemingly affirming the long-standing observation among analysts that the
country’s economy is consumption-driven.

Robust remittance inflows from overseas Filipino workers (OFWs) have always and will
continue to fuel demand from households. Last year, OFW remittances rose 8 percent from the
last year, accounting for about 9.4 percent of GDP at USD 19 billion despite sluggish global
recovery. Such inflows have propped up private spending and the national economy
consequently, similar to that in the past decade. Much remains the same this year as deployment
continues amid political tension and threats of evacuation in the Middle Eastern and North
African (MENA) region.

Looming threats to OFW remittance inflows

Threats from the MENA region are considered minimal as remittances from already-hit
countries represent a small percent of total remittance flows: The whole MENA region, including
these countries, contributes only 1.3 percent in remittances as of 2010. But threat may build up if
unrest spreads to more progressive countries within MENA like Saudi Arabia and the United
Arab Emirates.

Posing more threats are the ongoing debt crises in advanced economies, particularly the
US and the Euro zone. Employment prospects have decreased in these countries as markets
remained weak, warning a possible double-dip recession.

Low government spending takes its toll

Government spending, meanwhile, plunged significantly by 17.2 percent, coming from a
high base last year buoyed by stimulus programs and election spending.

Issues of under-spending have surfaced, particularly on promised front-loading
infrastructure activities, due to government efforts on improving cost-efficiency. Such under-
spending met criticisms although they were done in good faith. Activities were programmed in
consideration of seasonal factors such as climate that is why some infrastructure project could
not be easily implemented in any given month.

Generally stable economy favoring investments

Offsetting low government spending was the growth in capital formation or investments,
particularly in durable equipment and private construction. This was more or less due to an
accommodative environment (e.g., low borrowing rates that could propel expansion of
production, high liquidity or availability of funds in the market to accommodate the same, etc)
partnered with a somewhat manageable inflation outlook.
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Inflationary threats have been minimal, as seen with inflation rates falling within government
target of 3 to 5 percent®, despite high liquidity and rising prices. Appreciation of the peso might
have helped keep the lid on pressures, particularly those coming from the supply side, as
imported goods used for production (e.g., fuel, equipment, intermediate inputs) have become
relatively less costly.

With such stable indicators and an economy proving to be resilient for the most part, the
Philippines was one of the emerging economies that have attracted foreign direct investments,
aside from portfolio money that has flooded the market. However, compared to its counterparts
in the region, it remains well below the investment radar.

Figure 2. Net Inflow of FDIs as Percent of GDP
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External trade decelerating

Trade deficit was observed as exports weakened due to the anemic demand. It registered
a meek 3.3 percent, considerably a huge step back from last year’s double-digit growth rates.

This was the downside of a strong peso: Philippine exports became more expensive in the
global market, thus making them less competitive. This might present some danger as far as
sustaining growth momentum is concerned. While the country is admittedly not export-reliant,
the manufacturing sector is tied to exports and the slowdown of which can therefore adversely
affect not just output but employment as well. Couple it with increasing costs and the sector,
particularly those firms still reeling from the effects of 2008 price crisis and low profits in 2009,
will find it even harder to absorb the stock of unemployed.

? Year-to-date inflation rate (as of writing: August 11, 2011) has been registered at 4.3%, using year 2000 as base year.




Downside risks to growth for this year and the next

Inflation as a threat to output growth

Inflation is seen to fall within government target of 3 to 5 percent for the next two years,
but given rising costs of overhead commodities, particularly fuel (largely due to tensions in oil-
producing countries and high demand from emerging economies) and continued weather-related
disturbances that in turn constrain food supplies, there are concerns on a repeat of the 2008 price
crisis.

Still, intervention of the Bangko Sentral ng Pilipinas could only do so much (e.g., further
withdrawing stimulus measures implemented during 2009 crisis and siphoning liquidity build-up
in the market) to relieve pressures from the demand side at this point. However, supply-side
concerns, much even more so from external factors, are harder to address and pose bigger risks
to growth and outlook.

On a micro level, rising inflation will definitely impact households, particularly those
belonging to low-income groups. Studies show (Son 2008, Asian Development Bank 2008) that
poverty deepens during high inflation periods characterized by high food prices. This comes as
no surprise since the poor’s basket of goods is predominantly food.

The pitfalls of peso appreciation

The rising domestic currency is largely due to market forces, particularly external
developments such as inflow of capital from abroad and a weak dollar brought by risks and bleak
outlook on the US growth and recovery. But with the Philippines’ floating exchange rate policy,
there is little which government intervention can do to sustain our price competitiveness in
exporting goods and services.

The government however can look into further assistance to industries tied to goods and
services export, such as financial help, product development, ease of transactions and lower input
costs to cope with this trend.

Moreover, the country should be working on increasing its domestic capacity in order to
shield itself from possible future shocks -- an area in which the national budget can give redress.

On the US credit downgrading: Is “de-coupling” really a myth?

Recent news on the downgrading shook markets worldwide, fanning fears of a double-dip
recession in advanced economies. As seen in the recent financial crisis, developments in these
countries, particularly the “Big Three” -- US, Euro zone and Japan -- have effects on the
Philippine economy. The downgrading thus poses risks to the country’s economic outlook,
passing mostly through the country’s foreign exchange market (pushing the peso value up some
more) and remittance flows that may possibly slow down due to lower employment opportunities
abroad. With such effects, estimates and projections of government must be looked at,
particularly since they may affect the government’s ability to raise revenues.

Social Development Situation (Poverty, Hunger, Enployment)

The country’s labor market: weak and underdeveloped

As analysts have observed, structural weaknesses in the labor market pervade, with
visible underemployment (defined as those working below standard working hours) still
remaining high in the country --even higher than the unemployment rate.
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Table 3. Unemployed and Underemployed (in millions)
Unemployed Underemployed

Period Persons Persons

200901 2.85 6.24
2009Q2 2.83 6.62
2009Q3 2.92 7.03
200904 2.72 6.88
2010Q1 2.83 7.10
2010Q2 3.10 6.30
2010Q3 2.71 6.49
201004 2.80 7.14
2011Q1 2.92 7.05
2011Q2 2.87 7.13

Source: National Statistics Office

Such numbers reflect the quality of opportunities for workers in the country. With most of the
labor supply (particularly the less-skilled ones) relying on contractual jobs, they are all the more
susceptible to lay-offs and are deprived of benefits that permanent positions offer (e.g., health
insurance, mandated bonuses, etc).

In fact, not much has changed in the employment picture even during the crisis. Even
when the country was posting “gains” in 2010, it unfortunately remained the same — anemic.

Figure 3. Number of Unemployed Persons and Year-on-Year Growth
(1st Qtr 2009 — 2nd Qtr 2011)
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Addressing poverty requires more attention than ever

Income poverty has worsened, with the number of poor households rising 5.0 percent to
3.855 million and the poor people increasing 4.4 percent to 23.142 million in 2009 from 2006
(seefigures below).

Poverty incidence of families, or the proportion of families whose income cannot provide
for the basic food and non-food requirements called the poverty threshold to the total number of
families (according to the National Statistical Coordination Board), has decreased although
marginally — not enough to be considered an improvement in terms of poverty alleviation.




Poverty incidence of population, in fact, has shown a continuing uptrend. There is reason
to suspect that this trend, matched with the figure on household poverty incidence, is indicative
of large-sized families more prominent in income groups living below the poverty line.

Poor families are trapped even more in poverty if they have large family sizes because of
risks such as low human capital development and maternal health deterioration, among others.
This makes the need for the policy actions on reproductive health even more pressing. What the
legislative mills fail to accomplish should be addressed by the national budget if the
administration is seriously bent on pushing for the objectives of the RH bill.

Table 4. Income Poverty, Number and Incidence

v Magnitude (in millions) Poverty Incidence (in %)
sar HH Population HH Population
2003 3.293 19.797 20.0 24.9
2006 3.671 22.173 21.1 26.4
2009 3.856 23.142 20.9 26.5

Source: National Statistical Coordination Board, accessed at
<http://www.nscb.gov.ph/poverty/2009/tableszasp July 31, 2011

Food or subsistence poverty, meanwhile, has been on the downtrend despite the food
crisis that struck the markets in 2008.

Table S. Food Poverty, Number and Incidence

Year Magnitude (in millions) Poverty Incidence (in %)
HH Population HH Population

2003 1.358 8.803 8.2 11.1
2006 1.512 9.851 8.7 11.7
2009 1.454 9.440 7.9 10.8

Source: National Statistical Coordination Board, accessed at
<http://www.nscb.gov.ph/poverty/2009/tableszasp July 31, 2011

Despite “gains”, self-rated poverty and hunger have gone up at the start of the year

Even when the country was supposedly enjoying high growth rate in 2010, social surveys
indicate that poverty and hunger have been on the rise from the previous year.

But there was improvement from March data: results show that the proportion of families
experiencing involuntary hunger at least once in the past three months was recorded at 15.1
percent or an estimated 3 million families. It went down significantly from the March 2011
figure of 20.5 percent (4.1 million families).

Breaking the figures down however revealed that situations in Visayas and Mindanao
were deteriorating. Hunger rose 6.3 points in the Visayas, from 14.7 percent in March (estimated
560,000 families) to 21.0 percent (est. 804,000 families) in June. As for Mindanao, hunger rose
5.0 points, from 16.7 percent in March (est. 795,000 families) to 21.7 percent in June (est. 1.0
million families).
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Figure 4. Self-rated Poverty (Apr 1983 — Jun 2011)
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Figure 5. Self-rated Food Poverty (Sept 1988 — Jun 2011)
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Going Back to Fundamentals: The Budget as an Effective Tool

THE RECENT CRISES AND THE ONGOING PROBLEMS IN THE GLOBAL ENVIRONMENT
may have retracted some progress that the country has made. In an increasingly globalized set-
up, we are becoming more vulnerable to external shocks, unless our dependence lies on our
domestic capacity and capabilities — one that the budget can seek to ensure by developing
fundamentals in keeping our economy strong and our development efforts sustainable.




The budget should therefore address:

X Stability of economy through increased domestic capacity. Dependence on
international transactions may leave us susceptible to possible external shocks; while
exports and consumption funded by remittances have worked significantly in boosting
our growth, the government must work on opening the economy further to more domestic
employment opportunities. These include removing bottlenecks in investment not just of
foreign capital but of domestic entrepreneurship, particularly the micro, small and
medium enterprises, by reducing costs of doing business, ensuring infrastructure in areas
that need it the most (especially rural areas), and improving bureaucratic efficiency.

X Sustainable development. We should start investing in ways that would harness our
natural resources in a sustainable way, veering away from extracting resources that can
be depleted and moving towards utilizing those that are renewable. Harnessing renewable
energy sources would likewise help minimize our vulnerability from oil price shocks that
tend to affect not just production in the country, but the welfare of households,
particularly the poor.

X Ability of government agencies to respond to random adverse shocks such as
natural disasters. With the climate change phenomenon proving to be quite an adversary
in combating poverty, the government must be able to ensure that sufficient and efficient
investment is undertaken to enhance our capacity for climate change adaptation and
disaster risk reduction and management. Funds should be directed to helping highly
vulnerable areas, which are most likely those having highest incidence of poverty,
considering the linkages of weather disturbances, agriculture and poverty.

X Social development challenges, particularly those that persist such as poverty and
unemployment. Conditional cash transfer (CCT) programs have been proven to be
effective in helping the poor cope with the day-to-day requirements and in investing in
human capital development as well. But such a program will be ineffective without
complementary measures that capacitate the supply side; health and education facilities
may not be able to accommodate the resulting increase in demand and thus might not be
able to help the program reach its final objective alleviating poverty in the long run.
Moreover, the government should look beyond the promises of CCT and look into the
other grassroots problem of poverty -- the lack of employment opportunities -- which trap
the poor in a never-ending poverty cycle. At the end of the day, sustainable and
complementary measures should be looked into in helping the country reach its
development goals, particularly in view of the nearing Millennium Development Goals
deadline in 2015.
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Analysis of the 2012 Budget

Tax revenues to prop up government finances for FY 2012
Tax revenues are expected to prop up government finances for 2012, albeit the increase in

programmed collections for the year would slow down to 13.5 percent compared to the growth in
collections in 2011 (16 percent). This comes as no surprise considering the waning of base
effects from 2009 lows.

Table 6. Revenue Sources

Amount (in billion Growth rate
pesos) (in %)
2011-  2012-
2010 2011 2012 2010 2011
Tax Revenues 1,094 1,273 1,445 16.4 13.5
Non-tax Revenues 114 138 123 20.8  (10.9)
TOTAL 1,208 1,411 1,569 16.8 11.1

Source: BESF FY 2012

Non-tax revenues, accounting 8.5 percent, is less next year by 10.9 percent, thus
reflecting the administration’s stance in lessening dependence on non-recurring and
unsustainable sources of revenues. Programmed privatization proceeds, in particular, would go
down from PhP 6 billion this year to PhP 2 billion next year.

Figure 6. Sources of Tax Revenues, FY 2012

FY 2012 Tax Revenue Program, by source
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Breaking down tax revenues shows that government will be sourcing most of its coffers
largely from taxes on domestic goods and services and net income profits, both of which have




been eroded the past years due to measures that sought to cushion the effects of the price crisis in
2008 and the global economic crisis in 2009. Preliminary estimates of the Department of Finance
indicated that 2010 alone saw foregone revenues between PhP 84.05 billion to PhP 89.05 billion,
excluding measures that grant incentives such as the New Cooperative Code and the Renewable
Energy Act; income lost was definitely seen as greater than revenues sourced from the Reformed
Value Added Tax scheme. The Bureau of Internal Revenues (BIR) will account for 73.8 percent
(PhP 1.273 trillion) of total tax collections, while 25.3 percent (PhP 365.1 billion) will come
from the Bureau of Customs (BOC).

Concerns on the sustainability of these projections continue to surface considering the
developments on fiscal measures. Early on, the current administration has promised no new taxes
for its first two years in position, although reports showed that proposals on sin taxes have
recently surfaced as one of its priorities. The current administration at this point appears to hold
on to the promise of efficient tax collections through reforms included in the budget such as
increased capacity of BIR and BOC in running after evaders and improving taxpayer services as
well as anti-smuggling campaigns, among others.

Are revenues from international trade and Transactions over-estimated?

Figure 7. Comparative Revenues from International Trade and Transactions

Int'l Trade & Transactions, in million pesos
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Source: BESF FY 2012

It was observed however that international trade revenues are expected to be higher
compared to 2010; the administration has programmed an increase of 19.08 percent to PhP
94.664 billion from 2011 projections. This is even higher than 2010's PhP 80.896 billion by 17
percent, lending doubts especially since 2012 could see exports tapering off due to normalization
of inventory cycle during the year.

Moreover, imports are expected to weaken as well; historical data show that exports and
imports move at the same trend, especially since some manufacturing firms that produce
exportable goods have to buy most of their inputs from external sources. Export of electronic
components, which contribute more than half of total export receipts (roughly 65 percent), is one
clear-cut example of this.
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Figure 8. Growth in Exports and Imports, 2009Q1 to 2011Q1
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Outstanding debt reached PhP 4.7 trillion as of year-end 2010

Outstanding debt has already reached PhP 4.7 trillion as of 2010 year-end, 7.3 percent
higher than the same period of last year’s PhP 4.4 trillion. National government deficit is just one
item in the books as far as public sector debt is concerned. Government-owned and -controlled
corporations (GOCCs), government financial institutions (GFIs) and local government units
(LGUs) likewise contribute to the growing debt.

Table 7. Consolidated Public Sector Financial Position (as % of GDP), FY 2009 to FY 2012

2009 2010 2011 2012

(Actual) (Preliminary) (Revised (BESF
PUBLIC SECTOR BORROWING REQUIRE (4.1 (4.3) (3.3) (2.9)
National Governmen (3.7) (3.5) (3.0) (2.6)
CB Restructurini (0.1 (0.1) (0.1) (0.1
Monitored Government Owned and Controlled
Corporations(GOCC (0.2) (0.8) (0.4) (0.3)
Adjustment in Net Lending and Equity to GOC 0.0 0.1 0.2 0.0
Other Adjustments - 0.0 - -
OTHER PUBLIC SEC” 1 0.2 0.8 0.8
SSS/GSIS/PH 0.6 04 0.4 0.3
Bangko Sentral ng Pilipinas(BS 0.0 (0.7) 0.0 0.0
Government Financial Institution 0.1 0.1 0.1 0.1
Local Government Unit 0.4 0.4 0.4 0.4
Timing Adjustment of Interest Payments to B¢ 0.0 0.0 - -
Other Adjustments 0.0 0.0 - -
CONSOLIDATED PUBLIC SECTOR
SURPLUS/(DEFIC (3.0) (4.0 (2.4 (2.1

Source: FY 2012 BESF, primarily from Depaetmh of Finance




Financing ballooning debt requires government to borrow PhP 704.3 billion

Financing the ballooning debt and the PhP 286 billion deficit of the National Government
for next year meant government programming a total of PhP 704.3 billion worth of borrowings,
PhP 174.8 billion of which will come from foreign sources and PhP 529.5 billion from the
domestic market.

Table 8. National Government Financing, FY 2010 to FY 2012 (in billion pesos)

PARTICULARS 2010 a/ 2011 2012
GROSS FOREIGN BORROWINGS 257.36 191.84 174.77
Net Foreign Borrowings 133.05 48.10 108.92
Gross foreign Borrowings, as % of GDP 2.9% 1.9% 1.6%
GROSS DOMESTIC BORROWINGS 489.84 546.33 529.49
Net Domestic Borrowings 218.60 261.20 189.87
Gross Domestic Borrowings, as % of GDP 5.4% 5.5% 4.8%
NET FINANCING 351.65 309.30 298.80
TOTAL NET FINANCING REQUIREMENT 314.46 300.00 286.00

Source: FY 2012 BESF
Notes: a/ Based on actudhta reported in the Cash Operations Report (COR)

National Government is planning to spend PhP 1.8 trillion
Jor FY 2012, 10.4 percent higher than this year

Figure 9. Comparative Figures of FY 2011 Programmed and FY 2012 Proposed Budget
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Note: Special Purpose Funds include debt service payments
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Capital outlay to grow due to PPP in FY 2012,
but what about allocations for it in FY 2011 budget?

Capital outlay is bigger this year by 33.5 percent indicating the administration’s strategy
in boosting infrastructure. This is further boosted by government plans to push through with big-
ticket infrastructure projects under the PPP scheme starting this year to next, setting aside a
reported PhP 22.1 billion as counterpart funding for projects lodged under the Department of
Public Works and Highways (DPWH), Department of Agriculture (DA) and Department of
Transportation and Communication (DOTC).

However, PhP 12.5 billion has already been allocated in the FY 2011 budget under the
assumption that the identified PPP priority projects will be rolled out this year. Recent
developments on the program beg questions on the fulfillment of this plan and how the said PhP
12.5 billion will be spent. Other questions pertain to the program’s effectiveness in pump-
priming the economy to 7 to 8 percent growth rates.

(Note from the author: A separate section on PPP is given space in the latter part of the book.)

Table 9. Total National Government obligations by expenditure class, FY 2010 to FY 2012
(In thousand pesos)

Expense Class 2010 2011 2012 % Change
Actual Adjusted Proposed FY 2012- 2011
PS 457.56 540.16 593.29 9.8%
MOOE 812.99 897.12 942.42 5.0%
CO 193.17 192.72 257.29 33.5%
Net Lending 9.26 15.00 23.00 53.3%
TOTAL 1,472.98 1,645.00 1,816.00 10.4%

Source: BESF FY 2012

Financing current operating expenses still unsustainable

A good indicator of sustainability as far as budgetary operations are concerned entails
revenues keeping up with at least the current operating expenses (COE), i.e., Personal Services
plus Maintenance and Other Operating Expenses, which all denote how national government can
spend within its means. Looking at the ratio of COE to total revenues, FY 2012 appears to be
moving towards sustainability as figures indicate that total revenues can more than cover COE.

Table 10. Percent to Total Revenues, FY 2010 to FY 2012

PARTICULARS 2010 2,011 2012
Actual Adjusted Proposed
PS 37.9% 38.3% 37.8%
MOOE 67.3% 63.6% 60.1%
Total Current Operating Exp 105.2% 101.8% 97.9%

Source: author’'s own computations based on the BESF FY 2012

Using tax revenues as base, however, the figures exceed the 100-percent mark, indicating
the lack of support for COE when relying on taxes alone.




Table 11. Percent to Total Tax Revenues, FY 2010 to FY 2012

0 2010 2011 2012

o to total TAX revenues Actual Adjusted Proposed
PS 41.8% 42.4% 41.0%
MOOE 74.3% 70.5% 65.2%
Total Current Operating Exp 116.2% 112.9% 106.2%

Source:Author'sown computations based on the BESF FY 2012

SECTORAL DISTRIBUTION:
Social and economic services getting the biggest shares

Figure 10. FY 2012 Distribution of Total Obligations, by sector

Distribution by sector (in %), FY 2012
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Source: BESF FY 2012

Distributing total obligations by sector, social services are given the lion's share followed
by economic services. Such had been the trend the past two fiscal years (FY 2010 and 2011),
with the two services’ share increasing from 28.2 percent in 2010 to 31.7 percent and 31.7
percent in 2011 and 2012, respectively.

Economic services, meanwhile, records the highest increment from last year (next to net
lending) at 21.3 percent, driven by investments in power and energy, natural resources and
environment, and agriculture and agrarian reform.
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Figure 11. Comparative Sectoral Distribution, FY 2010 to FY 2012
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(Note from Author: Details on sub-sectoral analysis,
particularly on economic and social services shall be discussed later on.)
REGIONAL DISTRIBUTION:

Is there equity in distributing the pie?
Regions that are close to the National Capital Region (NCR) are taking large slices of the budget,
namely Regions IV and III at 6.2 percent (PhP 112.45 billion) and 3.7 percent (PhP 67.574

billion), respectively.

Table 12. Top Five Recipient Regions of Total National Budget (amount in billion pesos)

FY 2012
Regionl/ Levels % share
to total

Region IV (Total)2/ 112.45 6.2%
NCR 74.78 4.1%
Region llI 67.57 3.7%
Region VI 62.59 3.4%
RegionVll 54.35 3.0%

Source: BESF FY 2012
Notes: 1/ Ranking does not include allocations for the Central Office and
Nationwide, which took 2Bercentand 27percentrespectively.
2/ Region 4 figures herein represent thembined allocations for
Regions IVA and IVB plus the questionable Region IV itemized in the budget.

Belonging to the group of those which received the lowest allocations are mostly from
the Mindanao group of islands, excluding the Cordillera Autonomous Region (CAR) which
ranked first.




Table 13. Lowest five recipient regions of total National Budget (amount in billion pesos)

FY 2012
Region Levels % share
to total
CAR 25.77 1.4%
CARAGA 30.07 1.7%
Region IX 34.68 1.9%
Region Xl 36.33 2.0%
Region XI 36.39 2.0%

Source: BESF FY 2012

Out of the AP 1.8 trillion National Expenditure Plan, onlyt# 1.254 trillion allocated for new
appropriations that are subject of Congressional approval.

Figure 12. Breakdown of New Appropriations, FY 2012
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Source: National Expenditure Program, FY 2012

Proposed new appropriations next year amount to PhP 1.254 trillion, representing about
69 percent of the total expenditure program. Of this amount, 70 percent (PhP 880 billion) will be
granted to agencies/departments, 17 percent (PhP 212.3 billion) to programmed special purpose
funds and 13 percent (PhP 161.7 billion) to un-programmed funds (which can be tapped should
actual revenues exceed the programmed).

The issue on un-programmed funds remains a concern for those who seek increased
accountability, particularly from the executive side. While the presence of such funds provide the
government leeway and an easy hand in addressing vital concerns, particularly those that need to
dispense with the tedious process of Congressional approval, it still somehow creates incentives
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of abuse and misuse, not to mention circumvention of the basic principle of Congress’ ‘power of
the purse’. There is the provisoof “revenues exceeding programmed collections” to guarantee
practicality but the more important question is whether the presence of other lump-sum funds
that serve as contingent does not suffice. As it is, the National Government already provides for
calamity fund amounting to PhP 7.5 billion and contingent fund of PhP 1 billion.

Table 14. Special Purpose Funds, FY 2012 (In billion pesos)

SPECIAL PURPOSE FUNDS Total New Existing
Obligations Appropriations Appropriations
Budgetary Support to Government Corporations 43.25 20.01 23.24
Allocation to Local Government Units 29.16 18.30 10.86
Calamity Fund 7.50 7.50
Contingent Fund 1.00 1.00
DepEd Educational Facilities Fund 1.00 1.00
E-Government Fund 1.00 1.00
International Commitments Fund 2.68 2.68
Miscellaneous Personnel Benefits Fund 101.49 101.49
Retirement Benefits Fund 34.44 34.44
Priority Development Assistance Fund 24.89 24.89
Tax Expenditure Fund 33.04 33.04
Debt Service Payments 333.11 333.11
Total SPF - Programmed Appropriations 612.56 212.32 400.24

Sources: FY 2012 BESF and FY 2012 NEP

Distribution of new appropriations by agency/department

In terms of new appropriations, the Department of Education (DepEd) gets the highest
share at PhP 215 billion up by 11.4 percent from this year, while the Department of Public
Works and Highways (DPWH) gets the second top spot at PhP 109.6 billion, 8.7 percent more
than 2011 budget.

The Department of Agriculture, meanwhile, receives the largest budgetary increase (54.6
percent to PhP 53.7 billion) followed by the Department of Social Welfare and Development,
increasing 44.1 percent from PhP 34.2 billion.



Table 15. Top 5 Recipient Agencies of New Appropriations, FY 2011 (GAA) and FY 2012
(proposed)
TOP 5 RECIPIENT AGEN!
In million pesos

DEPARTMENT FY 2012 FY 2011 VARIANCE % change
(Proposed) GAA
Education 1/ 215,338.97 193,312.86 22,026.11 11.4%
Public Works and Highways 109,633.41 100,826.08 8,807.32 8.7%
National Defense 106,750.02 104,504.92 2,245.10 2.1%
Interior and Local Government 95,064.44 69,377.19 25,687.25 37.0%
Agriculture 53,743.02 34,757.97 18,985.05 54.6%

Source: National Expenditure Program, FY 2012 and 2011 GAA
Note: 1/ Including DepEd Educational Facilities Fund
* Ranking 6th is DSWD with allocatiaamounting to RP 49.3 billion, up from 2011 new appropriation budget of
PhP 34.75 billion.

Meanwhile, the Joint Executive-Legislative Council receives the lowest allotment at PhP
2.14 million, 2.2 percent lower than this year’s appropriations. The Office of the Vice President,
despite receiving a budgetary increase of 117.1 percent to PhP 401.79 million next year, ranks
third in terms of having the lowest allocation.

Unfortunately, the Commission on Human Rights is among those receiving the lowest
allocations, with new appropriations amounting to PhP 263.1 million --lower than this year’s
PhP 266.9 million and even more so from the reported original proposal of PhP 403 million,
despite the worsening problems of human rights violations carried over to the current

administration.

Table 16. Five Lowest Recipients of New Appropriations, FY 2011 (GAA) and FY 2012
(proposed)

LOWEST 5 RECIPIENT AGEN
In million pesos

DEPARTMENT FY 2012 FY 2011 VARIANCE % change
(Proposed) GAA
Joint Executive-Legislative Council 2.14 2.19 (0.05) -2.2%
Commission on Human Rights 263.10 266.90 (3.80) -1.4%
Office of the Vice President 401.79 185.11 216.68 117.1%
Civil Service Commission 654.41 666.85 (12.44) -1.9%
Office of the Ombudsman 740.95 1,031.90 (290.95) -28.2%

Source: National Expenditure Program, FY 2012 and 2011 GAA



