The World Bank Group in the Philippines

Supporting Islands of Good Governance

The World Bank Group seeks to help the Philippines improve the
lives of its citizens through sustainable economic growth and
greater social inclusion. Fiscal stability and public institutions that
serve the common good are critical to these objectives. Our
strategy is to support Islands of Good Governance in those
government agencies, local governments, and dynamic sectors in
the Philippines that demonstrate how improved accountability and
service delivery will lead to better economic and social outcomes.
We want to help expand these successful experiences and thus
stimulate a virtuous cycle of more effective public institutions,
fiscal improvements, economic growth, poverty reduction, and
greater social inclusion. Our dream is that the Philippines will truly
become the Islands of Good Governance.

The Asian Development Bank in the Philippines

A Quality Partnership for Poverty Reduction

As a long-term development partner, living and working in Manila,
ADB understands the challenges and shares the aspirations of
achieving a Philippines free of poverty. We are committed to
working with all Filipinos to move more rapidly to this goal.
Supporting local government financing and resource management
is an integral part of this effort.



Decentralization in the Philippines

Strengthening Local Government Financing
& Resource Management in the Short Term

March 31, 2005

Poverty Reduction and Economic Management Unit Philippines Country Office
East Asia and Pacific Region South East Asia Region
The World Bank Asian Development Bank

D ADB

A Joint Document of
The World Bank and The Asian Development Bank




CURRENCY AND EXCHANGE RATES

Currency Unit — Philippine Peso

Exchange Rate (as of December 15, 2004): PhP56.30 = US$1.00

WEIGHTS AND MEASURES

The metric system has been used throughout this report.

FISCAL YEAR

(January 1 to December 31)

In Memoriam
The joint ADB-World Bank team dedicates this report to the memory of Laura Walker,
who was a valued and key team member. Laura passed away in December 2004.

World Bank Asian Development Bank
Vice President: Jemal-ud-din Kassum Vice President: Joseph Eichenberger
Country Director: Joachim von Amsberg | Director-General: Shamshad Akhtar
Sector Director: Homi Kharas Country Director: Thomas Crouch
Sector Manager: Barbara Nunberg
Task Team Leader: Amitabha Mukherjee Task Team Leader: Xuelin Liu




ADB
AIP
APEC
ASEAN
BAS
BOS
BLGF
BTR
CCAGG
CIDA
COA
CPBO
CSsC
DAP
DBCC
DBP
DEPED
DICT
DOE
DOH
DOLE
DPWH
DSWD
GAA
GFI
GOCC
GPPB
GRA
GSIS
HDR
IDF
IMR
IRR
LBP
LDC
LGU
LFC
LPPMS
LGSP
MDFO
MOU
MTPIP
NEDA
NGAS
NLGAS
OSR
PMS
PPB
PWI
RDC

RPT
TWG

ABBREVIATIONS AND ACRONYMS

Asian Development Bank

Annual Investment Plan

Asia Pacific Economic Cooperation
Association of Southeast Asian Nations
Bureau of Agricultural Statistics

Budget Operations Statement

Bureau of Local Government Finance

Bureau of the Treasury

Concerned Citizens of Abra for Good Governance
Canadian International Development Agency
Commission on Audit

Congressional Planning and Budget Office
Civil Service Commission

Development Academy of the Philippines
Development Budget Coordination Committee
Development Bank of the Philippines
Department of Education

Department of Information and Communications
Department of Energy

Department of Health

Department of Labor and Employment
Department of Public Works and Highways
Department of Social Welfare and Development
General Appropriations Act

Government Financial Institution
Government-Owned and/or Controlled
Government Procurement Policy Board
General Revision of Assessment

Government Service Insurance System

Human Development Report

Institutional Development Facility

Infant Mortality Rate

Implementing Rules and Regulations

Land Bank of the Philippines

Local Development Council

Local Government Unit

Local Finance Committee

Local Productivity and Performance Meas. Sys.
Local Government Support Program

Municipal Development Fund Office
Memorandum of Understanding

Medium-Term Public Investment Program
National Economic and Development Authority
New Government Accounting System

New Local Government Accounting System
Own Source Revenue

Performance Measurement System
Procurement Policy Board

Procurement Watch, Incorporated

Regional Development Council

Real Property Tax
Technical Working Group

AIM
AO
ARMM
BAC
BIR
BOT
BSP
CAR
CDF
co
CPAR
CPPR
DA
DAR
DBM
DECS
DENR
DILG
DOF
DOJ
DOTC
DTI
EO
GAAM
GNP
GOP
GPRA
GRDP
HDI
IcC
IFC
IRA
JICA
LCE
LGC
LGUGC
LFF
LGPMS
MDF
MOOE
MTEF
NCR
NGA
NGO
ODA
PFI
PO

PS
RA
RDP

TTL
USAID

Asian Institute of Management
Administrative Order

Autonomous Region of Muslim Mindanao
Bids and Awards Committee

Bureau of Internal Revenue
Build-Operate-and-Transfer

Bangko Sentral ng Pilipinas

Cordillera Administrative Region
Congressional Development Fund

Collection Officer

Country Procurement Assessment Report
Country Portfolio Performance Review
Department of Agriculture

Department of Agrarian Reform

Department of Budget and Management
Department of Education, Culture and Sports
Department of Environment & Natural Resources
Department of Interior and Local Government
Department of Finance

Department of Justice

Department of Transportation & Communications
Department of Trade and Industry

Executive Order

Government Accounting and Auditing Manual
Gross National Product

Government of the Philippines

Government Procurement Reform Act

Gross Regional Domestic Product

Human Development Index

Investment Coordination Committee
International Finance Corporation

Internal Revenue Allotment

Japan International Cooperation Authority
Local Chief Executive

Local Government Code

LGU Guarantee Corporation

LGU Financing Framework

Local Government Performance Meas. System
Municipal Development Fund

Maintenance and Other Operating Expenditures
Medium Term Expenditure Framework
National Capital Region

National Government Agency
Non-Governmental Organization

Official Development Assistance

Private Financial Institutions

People’s Organization

Personal Services

Republic Act

Regional Development Plan

Task Team Leader
United States Agency for International Development



ACKNOWLEDGEMENTS

This report has been jointly prepared by staff of the World Bank and the Asian Development Bank
(ADB) with support from the Government of the Philippines (GOP). It builds on the “Public
Expenditure, Procurement and Financial Management Review” (a joint ADB-World Bank-
Government report), published in 2003.

The joint WB-ADB team worked closely with the Department of Finance (DOF), Department of
Interior and Local Government (DILG), the Department of Budget and Management (DBM), the
Commission on Audit (COA), the Civil Service Commission (CSC) and numerous local government
units. The team expresses its sincere thanks to Ms. Juanita Amatong, then Secretary, DOF; Ms. Laura
Pascua, UnderSecretary, DBM; and Mr. Austere Panadero, Assistant Secretary, DILG for their
cooperation and hospitality. The team gratefully acknowledges the assistance and insights from the
government Technical Working Group (TWG) members and resource persons, as well as GOP and
local government participants in workshops held during the report preparation process. The team
would also like to express its sincere thanks and gratitude to the local government units (LGU) visited
in the Provinces of Aklan, Albay, Cebu, La Union, Nueva Ecija, Zamboanga del Norte, Cities and
Municipalities Cabanatuan, Dapitan, Daraga, Dipolog, Kalibo, Lapu-lapu, Mandaue, and San
Fernando. The team expresses its special gratitude to the various BILGs for arranging field trips; to
GOP counterparts for participation of their regional and local representatives; and to the officials,
elected and appointed, of the provinces, cities, and municipalities visited.

The World Bank-ADB team comprised Mmes/Messrs. Amitabha Mukherjee (Task Team Leader and
Senior Public Sector Management Specialist, World Bank), Xuelin Liu (Co-Task Team Leader and
Country Economist for the Philippines, ADB), Joven Balbosa (Economist, World Bank), Jorn
Brommelhorster (Governance Specialist, ADB), Claudia Buentjen (Governance Specialist, ADB),
Ernesto Diaz (Senior Financial Management Specialist, World Bank), Wilfredo B. Gaddi (Consultant),
Stephen Ndegwa (Young Professional, World Bank), Toshiyasu Kato (Consultant), Gilberto Llanto
(Consultant), Paul Lundberg (Consultant), Asad Maken (consultant), Daniel Mullins (Consultant),
Rosario Manasan (Consultant), Tariq Niazi (consultant), Felicitas Cruz-Ona (Consultant), Christian
Rey (then Operations Manager, World Bank Office in Manila), Robert Taliercio (Senior Economist,
World Bank), Merwin Salazar (Consultant), David Suh (World Bank), Cecilia Vales (Senior
Procurement Specialist, World Bank), Laura Walker (Governance Specialist, ADB), Elizabeth White
(World Bank), Wijaya Wickrema (then Senior Financial Management Specialist, World Bank), and
Ming Zhang (Infrastructure Sector Coordinator, World Bank). Administrative support has been
provided by Buena-Marie Manansala (ADB).

The team received overall guidance from Messrs./Mmes. Homi Kharas (EASPR/FS/PS Sector
Director and Chief Economist, World Bank East Asia and Pacific Region), Shamshad Akhtar
(Director General, ADB Southeast Regional Department), Robert Vance Pulley (then World Bank
Country Director for the Philippines), Joachim von Amsberg (World Bank Country Director for the
Philippines), Thomas Crouch (ADB Country Director for the Philippines), Barbara Nunberg (Sector
Manager), Helen Sutch (then Acting Sector Manager), Sanjay Dhar, Lloyd McKay, Sudarshan Gooptu
(Lead Economists), Arvind Gupta (Lead Private Sector Specialist), Roland White (Senior Public
Sector Specialist), Ronald Points (then Regional Financial Management Adviser) and Denis Robitaille
(then Regional Procurement Adviser).

The peer reviewers were Mmes./Messrs. Maureen A. Lewis (then Interim Chief Economist, Office of
the Vice President, Human Development Network, World Bank); Dana Weist (Lead Public Sector
Specialist, World Bank); Clay Wescott (Principal Regional Cooperation Specialist, ADB) and Fei Yue
(Country Program Specialist, ADB). The team has benefited from their thoughtful insights,
suggestions and guidance on content, process and integration.



TABLE OF CONTENTS

EXECUTIVE SUMMARY ..ottt ettt I
L. OVERVIEW ...ttt ettt he et s e sae e ea e et e e sbe e smeeenbeebeenees 1
Purpose and SCOPe Of REPOI........oiiiiiiiiiie et 1
OVBIVIBW ...ttt ettt sttt s e bbbt bt s e es s et et et et st nes 1
Local Government ReSPONSIDIILIES .........ccveeereiieiesiec e 2
Impact of the Local Government COUE..........courveerireireireinese s 4
Local Government Service Delivery Performance...........ccoccooeveveverieiescnsinsesiennn, 5
The Political ECONOMY CONEEXL......cveiveieiiiiiiiiese et 8
2. ADDITIONAL LOCAL GOVERNMENT FINANCING .....ccoviiiiieniinieie st 10
1996 LGU Financing Framework ............ccccoierieiieinieseie e 10
IMPIEMENLALION PrOGIESS ...vviveiviiiiiirieieiieee ettt 11
DDt MANAGEMENT.....eitiiiiiiieeieee ettt 14
Congressional Allocations and INIALIVES ........ccoveviiriniiiie e 14
RECOMMENALIONS. .....cuiiviiiiie e e 15
3. TAXPOLICY AND ADMINISTRATION ...cevireierreerrerenraresmesesmasesssreseesesesseesreesresesnenes 17
Attributes of Local Tax Systems and the Philippines: Autonomy and Efficiency 17
Revenue Assignment and TaX POLICY .....ccoovieierieieiinie e 18
Local Tax AdMINIStration .........ccccoierierieininesese e e 22
Political ECONOmMY Challenges ...........ccorierienirereesees e 24
RECOMMENUALIONS. ... .cveiviiieiiesierieie ettt be e b 25
4, EXPENDITURE MANAGEMENT .....uttititeteeitee et ateeieesieesieeesbeesieesssesssessseesaeesnsesnsessees 27
EXPENAITUIE TIENGAS ...ecviiveiieiieiierieie ettt s 27
Public Expenditure Management...........ccveceieereeresieesieseeseseeseese e e s seese e seens 29
Local GOvernment ProCUFEIMENT ...........ccoiuierirerirerine sttt 33
Financial Management and CONLIOIS ........cccoveieieinieniene e e 36
RECOMMENALIONS. .....c.iiiiiiieiie e e 40
5. MEASURING AND MANAGING PERFORMANCE..........ccoviriinmeiinreieneeenesreesree s 43
Performance Measurement and Management: The Philippine Experience........... 43
LSSUBS ..ttt ettt b bbbt bt h et b e b e he e bt e nbe e b eeeneenreen 45
RECOMMENUALIONS. ... .cuiiviiieite ettt bbb 46
6. CONCLUSION ..ttt sttt ettt b ettt e bbb ekt e e sae e be et e sbeenn e s b e nneenbesne s 48
INEXE SEEPS ..ottt e 48

The report was prepared during 2003-2004, using data available at the time.




Decentralization in the Philippines

EXECUTIVE SUMMARY

1. Almost a decade and a half after the enactment of the landmark 1991 Local Government Code
(LGC), surveys to assess satisfaction with public services point to mixed results on local government
performance in the Philippines. Local governments and communities confront a myriad of problems —
uncertain access to potable water and electricity, declining literacy rates, environmental degradation,
rising unemployment rates, lack of low-cost housing, and unreliable police and fire department services.
The national government’s straitened fiscal situation® has squeezed central transfers, and policies on
municipal finance have hamstrung local government access to private capital. Local government
investment in infrastructure and social services has been constrained, and operations and maintenance
expenditures curtailed. However, a growing number of examples of excellence in service delivery seem
to indicate that well-performing local governments may be distinguished by their ability to access
resources more effectively, and manage them more transparently and accountably.

2. This report reviews two facets of decentralization currently engaging policymakers: (i) the
sources of financing under decentralization, and (ii) cross-cutting processes to strengthen the
accountability of resource use. It does not assess whether decentralization is justified in the Philippines
— it approaches the arrangements as they exist, and explicitly focuses on actions that could be feasibly
completed within six to nine months?. The report’s audience comprises public policymakers, national
government agencies, local governments, civil society and donor partners.

3. The context. The subnational level in the Philippines comprises 80 provinces, 114 cities, 1496
municipalities and 41,945 barangays®. Between 1990 and 2002, sub-national expenditures more than
doubled, as a percentage of GNP (1.7 percent to 3. 4 percent), and also relative to total general
government expenditures (11.21 percent to 19.3 percent). The contribution of local government units
(LGUs) to total general government revenues is low at about8.1 percent in 2002. For LGUs in the
aggregate, own source revenue (OSR) accounted for 31.5 percent of total revenue in 2002. Tax revenue
is the most significant contributor, accounting for 76 percent of OSR, with the real property tax
comprising 40 percent. However, since the mid-eighties, OSR as a proportion of total revenue has
declined by more than 20 percent. At the same time, revenue from national government transfers has
increased by twenty percent, from roughly half of LGU revenues to 63 percent.

4. In the pre-LGC period, municipalities accounted for 40 percent of total LGU direct spending
responsibilities. They were overtaken by cities in 2001. Provinces are the most prominent form of local
government only in the health sector. On the revenue side, too, the distribution of OSR has shifted
toward cities: the share of provinces and municipalities in OSR fell from an average of 19.9 percent and
37.1 percent, respectively, in 1985-1991 to 13.2 percent and 29 percent in 1992-2002. By 2002 cities
were generating 65 percent of OSR, 70 percent of tax revenue and 50 percent of local non-tax resources.
Cities’ total OSR effort has doubled, while that of municipalities has remained constant and that of
provinces has contracted.

5. Administrative actions in two key areas could improve local government performance in the
short term: (a) enhancing LGU ability and capacity to access resources, and (b) strengthening key
resource management processes, in the first instance those relating to planning, budgeting,
procurement and financial management.

! See, for example, the Philippines Development Policy Review (World Bank, 2003) and the 2003 Public
Expenditure, Procurement and Financial Management Review (Government, World Bank, ADB).

2 Issues such as intergovernmental finances (including central transfers), local government borrowing, capacity-
building, etc. - equally important but involving a longer time horizon — have not been examined in this report.

% The term “local government unit” or LGU is generically applied to all levels of sub-national government in the
Philippines. In this report, the term “LGU” refers to provinces, cities and municipalities.

* Property taxes have maintained their relative role in the composition of OSR, while increasing in importance for
provinces and decreasing for municipalities. They have declined as a portion of total revenue.
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6. Local government financing. Since the enactment of the LGC, there has been little progress
toward enabling LGUs to access private capital based on creditworthiness. The Municipal Development
Fund Office (MDFO), the Development Bank of the Philippines (DBP) and the Land Bank of the
Philippines (LBP) monopolize the LGU credit market. Private financial institutions (PFIs) have no market
presence. Their inability to become depository banks for LGUs is the chief structural impediment to their
entry. With hardly any mobilization of domestic capital, almost all long-term credit to LGUs is sourced
from Official Development Assistance (ODA).

7. The need is to develop a framework for private sector participation in infrastructure at the LGU
level. This requires opening LGU depository functions to PFIs, specifying alternative forms of collateral
for LGU credit; strengthening the LGU Guarantee Corporation (LGUGC); and examining new models of
ODA support to leverage private sector funding. Important objectives of a revised financing framework
could include increasing LGU use of Build-Operate-Transfer (BOT) arrangements; development of an
LGU bond market; removing impediments to LGU access to private banks; optimizing the involvement
of Government Financial Institutions (GFls) in the LGU credit system; strengthening LGU capacity and
incentives to raise own revenues; and more effective use of ODA technical assistance and financing.

8. Inconsistency in implementation of the loan-grant-equity matrix prescribed by the 1996 LGU
Financing Framework (LFF) is a significant limitation. Though recent cost-sharing schemes constitute
significant progress in rationalizing LGU grant policies, much more remains to be done, including
inventorying all budgetary resources going to LGUs’; developing a transparent formula for matching
grants for all eligible LGU projects, regardless of financial intermediary and funding sources for the rest
of the projects; and clarifying the grant-making mechanism for LGUs. The government would need to be
consistent in applying the policy, and development partners would need to play by the rules.

9. Recommendation 1. Raising LGU access to credit by private financial institutions (PFIs)
requires removing bottlenecks to PFI participation in LGU lending and rationalizing LGU grant
policies.

10. Local government tax policy and administration. Local revenue autonomy in the Philippines
is limited, yet tax administration in the Philippines is highly decentralized. Local governments have own-
source revenues both in terms of a share of the national wealth (the Internal Revenue Allotment, or IRA)
and in terms of locally-raised taxes and fees. The Bureau of Internal Revenue (BIR) administers national
taxes while each LGU administers its OSR. But there is little formal cooperation in practice. The BIR
and local tax administrations operate independently of one another. At the same time local tax
administrations mostly operate independently of one another. Moreover, there is little formal cooperation
provided for by law.

11. Revenue assignments in the Philippines are consistent with generally accepted principles.
However, LGU autonomy is circumscribed by the LGC to the extent that tax policy leaves little room for
generation of marginal revenues by LGUs. This is important because if LGUs cannot generate marginal
revenues, their autonomy is limited, as is their ability to design and implement expenditure policies that
reflect their citizens’ preferences. Nor is it common for the Code’s level of detail on tax policy (including
rates) to be found in framework legislation, since this makes relatively minor adjustments in the tax
system very difficult to effect.

12. Local revenue codes provide for a tax system of great complexity. LGUs have created a panoply
of taxes, fees, and charges, many of which are under-collected or simply uncollected. Lack of collection
of some taxes and fees in local revenue codes undermines the integrity of the tax system and contributes
to a culture of noncompliance. It would make more sense to focus on the fees that have high yield
potential and to improve administration of those fees, essentially focusing limited resources where they
are likely to have the most impact. Even core OSRs, such as the business tax, are complicated: the tax

® Including funding from the MDFO, line agencies, and the Congressional Development Fund - this would indicate
the actual amount of grants flowing to LGUSs, and their fiscal impact on the national government.
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obligation depends on characteristics that are not easy to judge, exposing the system to rent-seeking.
LGUs are under-performing on OSR collection and administration, reducing the credibility of the local
tax system and contributing to a culture of non-compliance. Presently, OSR constitutes 36 percent of
total local revenues. Provinces and municipalities — most dependent on IRA — also show least progress
in revenue mobilization. This is partly due to more limited revenue options, but also due to a hesitation to
adequately use and administer those available.

13. Weak LGU administrative capacity in major tax administration functions — registration,
collection and audit (enforcement) — constitutes the binding constraint on improving LGU revenue
performance. The principal problems include: (a) the prevalence of stop filers, non-filers, and late filers;
(b) infrequent exercise of LGU audit and enforcement (temporary closures and property auctions)
authority; (c) limited availability of taxpayer services; (d) distorted performance incentives and low
professional qualifications of staff; and (e) inadequate support from and coordination with national
government agencies. The administrative shortcomings appear to be compounded by incentive problems:
in some cases political executives are concerned that increases in tax collections may prove politically
costly. For example, many LGUs have not undertaken revisions of assessed property values in line with
market values, resulting in lower collections.

14. Recommendation 2. Local government own-source revenues could be significantly increased
through LGU measures to increase collection of real property tax and business tax®, and national
government actions to assist LGUS.

15. OSR collections could also be significantly improved if cities and provinces conduct the
generalized revenue assessment every 3 years, and if cities and municipalities use minimum
(presumptive) gross sales figures to calculate establishments’ business tax liability.

16. LGU planning and budget management. Institutionalized planning is weak in LGUs. Only
30-50 percent of LGUs have local development councils (LDCs) in place. Moreover, the Regional
Development Plan (RDP) formulated by the Regional Development Council is seldom, if ever, taken into
consideration by the LGUs. RDPs tend to focus on inter-provincial projects rather than on local
development plans. There is a disconnect between national and regional/provincial planning. LGU
budget formulation and execution tends to be non-transparent due to: (i) poor income estimates used by
LGUs for budget formulation; (ii) the practice of granting additional personnel benefits out of “savings”;
and (iii) the lack of effective community participation or oversight in budget preparation, execution or
monitoring.

17. Personal services (PS) expenditures constitute the largest LGU expenditure category. PS
expenditure is formally capped at 45-55 percent of total LGU resources. In reality it is higher, since (a) it
is common practice to charge some contractuals’ payments to maintenance and other operating
expenditures (MOOE) or against development projects, and (b) even for functions and positions whose
PS costs are supposed to be funded entirely from the national budget, LGUs commonly supplement such
allocations. The ratio of PS to LGU expenditure has not changed significantly in aggregate between 1991
and 2001, but there are variations across levels of local government: this ratio declined for cities and
increased for municipalities and provinces. This has squeezed the capital outlays of provinces and both
MOOE and capital outlays of municipalities. Furthermore, the civil service compensation and
classification system has accentuated rigidities due to its all-embracing character, and created fiscal
burdens for LGUs: the continuance of the ‘Magna Carta’ for Public Health Workers has forced LGUs to
realign wage rates for other staff, impinging upon their fiscal autonomy and encouraging them to
circumvent salary and hiring constraints through the use of temporary personnel.

® E.g. through collection-based incentives for LGU revenue assessors and collectors, enforcement action against
delinquent filers and payers, taxpayer registration drives, regular cleaning of taxpayer registries, investing in
information technology, improving the quality and quantity of audits, and strengthening taxpayer services.
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18. Limited capacity in the Department of Interior and Local Government (DILG) and the Civil
Service Commission (CSC) has impeded the introduction of LGU establishment controls’. The
Department of Budget and Management (DBM) has had to shoulder much of the burden of trying to
control these expenditures. However, as some LGUs have demonstrated, reining in PS expenditures, and
installation of personnel information systems linked to payroll, can control the wage bill. The CSC has
begun to work with the DBM to help LGUs contain personnel costs.

19. Recommendation 3. Local government planning and budget management could be made more
effective, transparent and accountable through administrative measures by local and national
governments.

20. LGU actions to strengthen planning and budgeting could include (i) public disclosure of plans
and budget documents, (ii) improved estimates of income and (iii) greater civil society monitoring. The
national government could: (a) issue guidelines to strengthen national and regional/provincial planning;
(b) advise and provide incentives to class one cities to control personal services expenditures, (c) provide
greater flexibility in LGU compensation in exchange for heightened accountability, and (d) improve the
predictability of IRA transfers.

21. LGU procurement and financial management. Despite a growing number of innovations and
examples of good practice, accountability and transparency in LGU procurement leave much to be
desired. Administrative controls over procurement remain generally weak, and effective mechanisms to
track LGU procurement are lacking. In many cases bidders and suppliers are not aware of delays and
problems, and issues are unresolved for long periods of time. The persistent weaknesses and
inefficiencies which characterize LGU procurement and jeopardize its integrity often result in undue
procurement delays, higher costs and opportunities for graft and corruption. The 2003 Government
Procurement Reform Act (GPRA) is expected to address key LGU procurement weaknesses — its
effectiveness will depend on how well its Implementing Rules and Regulations (IRRs) are enforced. The
systems improvements and capacity-building implicit in GPRA implementation can improve the
transparency and accountability of LGU procurement, leading to increased competition, cost-efficiency of
resource use and strengthened governance.

22. Financial management capacity in most LGUs is weak and based on manual systems. The LGU
internal control environment is characterized by low financial management skills, lack of leadership and
weak oversight by national government agencies. A new Local Government Accounting System
(NLGAS) has been introduced from January 2002. Its implementation now needs to be carefully
managed. Provision of adequate and timely technical support to LGUs from the Commission on Audit
(COA) and other oversight agencies is clearly a priority but poses tremendous challenges, among them
the need for strengthening the BLGF as the principal oversight agency for LGU financial management.

23. Recommendation 4.  Actions to embed transparency and accountability within LGU
procurement and financial management processes could improve these processes, promote effective
resource use, and strengthen LGU governance over time.

24. Actions to improve LGU procurement could include, for example: (a) publication by LGUs of
unit cost/price for infrastructure, construction and goods procurement; (b) ensuring that GPRA IRRs
address LGU issues, (c) clarifying the role of the Commission on Audit (COA) in procurement audit; and
(d) adequate training for LGU bids and awards committee members and procurement personnel. LGU
financial management could be improved by: (a) public disclosure of LGU accounts and COA audit
reports; (b) establishing an internal audit unit for each class 1 LGU® and a standing audit committee with

" Total LGU employment is very roughly estimated at 250,000 permanent and 95,000 temporary staff. However, the
number of employees actually working against authorized positions is unclear, as is the number of non-plantilla
positions and actual employment against these positions.

8 Administrative Order 70 of April 14, 2003 provides for such committees in each LGU.
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civil society participation; (c) augmenting BLGF and COA capacity to provide technical support for
NLGAS implementation; and (d) strengthening internal controls over cash and property management.

25. Managing decentralization and generating consensus. The management of the
decentralization process at the national level is being re-examined by the DILG: its proposals to
strengthen its own policy capacity, merge its bureaus to facilitate handling of LGU issues, and involve the
LGU Leagues in strengthening LGU capacity, are moves in the right direction. However, there are wider
issues that need consideration. Perhaps the most important is how to effectively address the political
economy challenges through an institutionalized consultative process: the formation (or resurrection) of a
national representative forum® for reviewing decentralization-related issues could provide the
environment for relevant actors to play a positive and more catalytic role.

26. Recommendation 5. The national government should initiate a review of the institutional
arrangements for generating consensus among stakeholders on managing the decentralization process.

217. None of these suggestions are new or unfamiliar to Philippine policy makers. Many are based on
actual LGU experience. The success and sustainability of some actions will depend on effective technical
assistance from the Philippines’ development partners — who stand ready to offer such support.

® Such as the dormant Decentralization Review Commission, and including national and LGU political executives,
administration officials, and other stakeholders.
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Recommendations

Level of Government

Administrative Actions

Legislative Actions

1. Local Government Financing

National government

Allow private financial institutions (PFIs) to be depository banks. (DOF)

Refine the LGU Financing Framework. (DOF)

Promulgate a transparent policy and grant-making mechanism for LGUs. (DOF)

2. Local Government Revenue Policy and Administration

National government

Provide more effective incentives and technical assistance to strengthen core LGU tax
administration functions—registration, collections, and compliance—through a major
overhaul of the BLGF. (DOF)

Revise the Code such that LGUs not
complying with the GRA requirement would
have their GRAs performed by the national
government.

Revise the MOU between BIR and BLGF: BIR to routinely provide data—including tax
returns and the results of audits—to LGUs. Ensure the MOU is enforced in practice.
(DOF)

Allow LGUs to set their own tax rates, either
under higher ceilings, or subject to approval
by the national government under higher
ceilings.

Issue IRR enabling LGUs to provide fee based services for assistance provided to other
LGUs in core tax administration functions. (DOF)

Abolish restrictions on changes in tax rates
covering both the frequency and the rate of
change.

Allow LGUs to levy excise taxes on motor
vehicles.

Remove the prohibition in the Code on use of
the private sector for assistance with the
collection function.

Local governments

Conduct the GRA every 3 years as prescribed by the Code. (Cities and provinces).

Conduct the GRA every 3 years as prescribed
by the Code (requires legislative approval by
LGU council).

Increase collection of real property tax and business tax by: (i) creating incentives for
LGU revenue assessors and collectors; (ii) enforcement action against delinquent filers
and payers; (iii) conducting taxpayer registration drives; (iv) cleaning taxpayer registries
regularly; (v) investing in information technology; (vi) increasing the quality and
quantity of audits; and (vii) improving taxpayer services. (All LGUs)

Eliminate very low yield taxes and fees in
order to simplify local revenue codes and
improve collections. (All LGUs)

Use minimum (presumptive) gross sales figures to calculate the tax liability for
establishments required to pay the business tax. (Cities and municipalities)

Vi
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Level of Government

Administrative Actions

Legislative Actions

3. Expenditure Management

3.A Planning and Budgeting

National government

On development planning, revising guidelines to strengthen linkage between national,
regional and provincial planning. (NEDA)

Cease ad hoc funding of local projects and
imposition of unfunded mandates by national
government agencies.

(All national government agencies, Congress)

Revise 1993 Budget Operations Manual and align it with budget management practices
and requirements of New Local Government Accounting System. (DBM, DILG)

Strengthen local budgeting by improving predictability of IRA and local revenue
estimates, greater civil society oversight and participation and publication of local budget
and project documents/information.

Provide incentives and technical assistance to Class 1 LGUs to design and install
personnel management and information systems for more effective establishment
control. (DILG, DBM)

Initiate review of LGU compensation and position classification system, with emphasis
on greater flexibility in exchange for heightened accountability.
(DILG, DBM, CSC)

Local governments

Mandate publication of budget documents (including quarterly and annual budget
execution reports) and projects proposed to be implemented. (All LGUs)

Issue legislative resolutions mandating
publication of budget documents including
budget execution reports. (All LGUs)

3.B Procurement

National government

Clarify role of COA in procurement audit (DBM, COA)

Specify mechanism for facilitation and oversight of LGU procurement (could be located
within the Government Procurement Policy Board). (DBM)

Local governments

Issue standing rules requiring publication of unit cost/prices for infrastructure,
construction and goods procurement. (All LGUs)

3.C Financial Management

National government

Internal audit: Monitor establishment of internal audit units in class 1 LGUs per
Presidential AO 70 of April 14, 2003. (DILG, DBM, COA)

Internal audit: Amend LGC to provide for
mandatory establishment of internal audit unit
in each LGU, specify an internal auditor for
class 1 LGUs, and a standing audit committee.
(DILG, COA, DOF, DBM)

Accounting: Augment BLGF and COA capacity to provide technical support for
NLGAS implementation. (DOF, COA)

External audit: Amend LGC to mandate
publication by COA and LGU of audit reports
in at least one local newspaper of wide
circulation. (COA, DILG, DOF)

Local governments

Internal audit: Establish internal audit units in class 1 provinces and cities.

vii
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Level of Government

Administrative Actions

Legislative Actions

Public disclosure of accounts and COA audit reports. (All LGUs)

4. Other Issues

National government

Establish a national forum/commission to review decentralization-related issues. (DILG)

Strengthen DILG policy capacity and expedite merger of DILG bureaus. (DILG)

Involve Leagues of LGUs in LGU capacity-building programs and replication of good
practice. (DILG)

viii
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1. OVERVIEW
Purpose and Scope of Report

11 More than a decade after the enactment of the landmark 1991 Local Government Code (LGC),
surveys to assess satisfaction with public services point to mixed results on local government
performance in the Philippines. Local governments and communities confront a myriad of problems
— uncertain access to potable water and electricity, declining literacy rates, environmental
degradation, rising unemployment rates, lack of low-cost housing, and unreliable police and fire
department services. The national government’s straitened fiscal situation has squeezed central
transfers, and policies on municipal finance have hamstrung local government access to private
capital. Local government investment in infrastructure and social services has been constrained, and
operations and maintenance expenditures curtailed. However, a growing number of examples of
excellence in service delivery seem to indicate that well-performing local governments may be
distinguished by their ability to access resources more effectively, and manage them more
transparently and accountably.

1.2 The central premise of this study is that decentralization is not an end in itself, but potentially
a means to better outcomes such as improved service delivery. This report reviews two facets of
decentralization currently engaging policy-makers: (i) the sources of financing under decentralization,
and (ii) cross-cutting processes to strengthen the accountability of resource use. It does not assess
whether decentralization is justified in the Philippines — it approaches the arrangements as they exist,
and explicitly focuses on actions that could be feasibly completed within six to nine months®. The
report’s audience comprises public policy-makers, national government agencies, local governments,
civil society and donor partners.

1.3 The report begins with an overview chapter. Chapters 2 and 3 review two topical themes in
local governments’ access to resources — municipal financing and local government tax policy and
administration. Chapter 4 examines three core cross-cutting issues relating to management of local
government expenditures: planning and budget management, procurement and financial management.
Chapter 5 reviews the experience with LGU performance assessment. Chapter 6 outlines next steps™’.

Overview

1.4 With a population of approximately 83 million spread over 800 inhabited islands and
comprising diverse linguistic and cultural backgrounds, the Philippines is organized as a multi-tiered
unitary government. Subnational jurisdictions are conferred autonomy through constitutional and
statutory provisions. The nation is divided into 15 administrative regions and one autonomous region,
the Autonomous Region of Muslim Mindanao (ARMM). With the exception of ARMM, regions
house deconcentrated administrative units of the national government and do not have elected bodies.
Article X of the 1987 Constitution of the Republic of the Philippines confers general grants of "local
autonomy" to provinces, cities, municipalities and barangays, within "prescribed powers" and with the
president exercising “general supervision." Article X provides for an outline of governance structures
(such as term limitations and lengths), but Congress establishes the local representational details and
functional authority, and prescribes local own source revenue (OSR) powers and vertical tax sharing
entitlements.

10 |ssues such as intergovernmental finances (including central transfers), local government borrowing, capacity-
building, etc. - equally important but involving a longer time horizon - will be examined in separate reports.
1 Each chapter is based on extensive background papers and materials.
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15 The subnational level comprises 80 provinces, 114 cities, 1496 municipalities and 41,945
barangays. Each local government unit** (LGU) is headed by an elected local chief executive (LCE)
and governed by an elected legislative body (Sanggunian). Each level of government exercises
autonomy over its prescribed functions. Superior jurisdictions (e.g. provinces) exercise some degree
of supervision over lower-tier jurisdictions (e.g. municipalities and component cities). Cities and
municipalities are established by Congress, but must be ratified by local plebiscite. Barangays are
established by the elected councils of cities (Sangguniang Panlalawigan) or municipalities
(Sangguniang Panlungsod). Highly urbanized cities™ are, however, independent of provinces, and
barangays are subordinate to cities and municipalities. Boundary adjustment of local government
units, once created, requires approval in a local plebiscite. Except for barangays, all LGUs undergo
classification every four years (done by the DOF) based on their individual incomes. Classification
ranges from first class, having the highest income to sixth class, having the lowest income.

Local Government Responsibilities

1.6 The primary legislative enabling act, the 1991 Local Government Code (LGC), represented a
major step forward in decentralizing and deconcentrating expenditure responsibilities.  Local
autonomy was advanced by expanding local government taxing authority and devolving expenditure
responsibilities.

1.7 Prior to the LGC, functions assigned to LGUs were limited to: (i) levying and collecting of
local taxes; (ii) regulation of business activities; and (iii) administration of garbage collection, public
cemeteries, public markets and slaughterhouses. The LGC devolved to LGUs the principal
responsibility for the delivery of basic services and the operation of facilities in: (i) agricultural
extension and research, (ii) social forestry, (iii) environmental management and pollution control, (iv)
primary health and hospital care, (v) social welfare services, (v) repair and maintenance of
infrastructure, (vi) water supply and communal irrigation, and (vi) land use planning. In general,
provinces are assigned functions that require the inter-municipal provision of services, such as district
and provincial hospitals whose catchments cover more than one municipality. Municipalities are
generally responsible for basic services, such as primary health care, construction, repair and
maintenance of public elementary schools.

Box 1.1 The Autonomous Region of Muslim Mindanao (ARMM)

The Organic Act of the ARMM (RA 6734)* shifts to the regional government all powers, functions and
responsibilities previously exercised by the national government except: (i) foreign affairs, (ii) national defense,
(iii) postal service, (iv) fiscal and monetary policy, (v) administration of justice, (vi) quarantine, (vii) citizenship,
naturalization and immigration, (viii) general auditing, civil service and elections, (ix) foreign trade, (X)
maritime, land and air transportation and communications that affect areas outside the ARMM, and (xi) issuance
of patents, trademarks, trade names and copyrights. ARMM powers and responsibilities now comprise
implementation of programs and projects on agriculture and agrarian reform; education; environment and natural
resources; health; tourism, trade and industry; social welfare; industrial peace, protection of workers’ welfare
and promotion of employment; promotion of cooperatives; provision of assistance to local government units; and
development and regulation of cooperatives.

1.8 The devolution is substantial not only in terms of the sheer number of functions that were
shifted but more so in terms of number of personnel transferred (Table 1.1) and the corresponding
reductions implied in the budgets of affected national government agencies (amounting to 33 percent

12 In the Philippines, the term “local government unit”, or LGU, can refer to any of the tiers of sub-national
government — province, city, municipality, or barangay.

3 Highly urbanized cities have a minimum population of 200,000 and a minimum annual income of PhP50
million.

 The Organic Act of the ARMM was enacted in July 1988.
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of pre-devolution budgets of these agencies).*® However, under Executive Order 507"° the budget for
certain devolved activities was not devolved in the sense of being “disallowed” in the budget of NGAs
— the national government continues to fund elements of such devolved activities. These include
immunization, control of communicable diseases, provision of drugs and medicines to devolved
facilities, the operation of hospitals in the NCR, the construction and repair of school buildings, and
the construction and maintenance of local public works. Table 1.2 displays the extent of national
government budgetary devolution.

Table 1.1 Number of Devolved Personnel, 1992

Number of
Personnel Number of
Before Devolved Ratio of Devolved Personnel to
Devolution Personnel Pre-Devolution Personnel %
Department of Agriculture 29,638 17,673 59.63
Department of Budget and Management 3,532 1,650 46.72
Department of Environment and Natural
Resources 21,320 895 4.20
Department of Health 74,896 45,896 61.28
Department of Social Welfare and Development 6,932 4,144 59.78
Other Executive Offices 191 25 13.09
Total 136509 70,283 51.49

Source: 1993 National Expenditure Program, Regional Coordination Staff.

Table 1.2 Agency Budgets and Devolution, 1992
(In thousand pesos)

Budget Budget to
Before Devolved Pre-Devolution

Devolution a/ ~ Budget b/ Budget %
Department of Agriculture 5,210,028 1,160,703 22.28
Department of Budget and Management 465,379 193,249 41.53
Department of Environment and Natural Resources 1,941,782 87,558 451
Department of Health 9,991,392 4,079,615 40.83
Department of Social Welfare and Development 1,320,708 742,665 56.23
Philippine Game fowl Commission 15,208 616 4.05
Total 18,944,497 6,264,406 33.07

* Based on the 1992 Expenditure Program.
* hased on cost of devolved functions as allocated nationally by DBM to individual LGUs.
Source: 1993 National Expenditure Program.

1.9 Section 17(b) of the LGC generally provides a clear delineation of functions across levels of
governments. However, Section 17(c) allows national government agencies to continue to implement
devolved public works and infrastructure projects and other facilities, programs and services provided
these are "funded by the national government under the annual General Appropriations Act, other
special laws, pertinent executive orders, and those wholly or partially funded from foreign sources."”
Section 17(f) allows the national government or the next higher level of local government unit to
"provide or augment the basic services and facilities assigned to a lower level of local government unit
when such services or facilities are not made available or, if made available, are inadequate to meet the
requirements of its inhabitants.” No formal mechanisms have, however, been established to
implement this.

5 The national government agencies most heavily affected by devolution were the Department of Agriculture
(DA), Department of Health (DOH) and the Department of Social Welfare and Development (DSWD).

16 Executive Order 507 defined the actual implementation of the devolution program mandated under the Local
Government Code. It provided specific guidelines as to which programs and activities would be “excluded” or
“disallowed” from the budgets of devolved national government agencies post-devolution.
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Impact of the Local Government Code

1.10  The enactment of the 1991 Local Government Code (LGC) represented a major step forward
in decentralization in the Philippines: it advanced local autonomy by devolving expenditure
responsibilities and expanding local government taxing authority. LGUs’ added responsibilities
resulting from the 1991 LGC produced a significant shift in the location of public expenditures: LGU
expenditures steadily increased from 1990 to 2002 relative to both GNP (from 1.7 percent to 3.4
percent) and general government expenditures (11.2 percent to 19.3 percent). The distribution of
expenditures across levels of government has also shifted, with the sub-national share of general
government spending increasing substantially. Across levels of local government, the share of cities
in spending has dramatically expanded, up from 31 percent of LGU expenditures in 1991 to more than
40.9 percent in 2003. The share of cities' expenditure is especially dominant in education (58 percent),
housing and community development (68 percent), and transport and communications (49 percent).
Health is now the only sector where provinces are the most prominent form of local government.

1.11  Overall, the devolution of expenditure responsibilities to LGUSs is consistent with the principle
of subsidiarity’’, and few devolved activities have spillover benefits outside LGU territorial
jurisdictions. Also, few of the devolved activities have benefits that spillover outside the territorial
jurisdiction of the LGU. Moreover, the functioning of the decentralization theorem is enhanced by the
provision in the Code which permits LGUs to regroup into larger cooperative units when they deem
appropriate. To date, there are many cases of inter-LGU cooperation in coastal resource management,
solid waste management, water supply development and distribution, and construction of inter-
municipal roads (LGSP 1999). This development has contributed to the emergence of metropolitan
arrangements in many places around the country (Mercado and Manasan 1999). An important
exception to the application of the decentralization theorem in the Philippines is education. Although
the construction and maintenance of school buildings was devolved to LGUs under the Code, the
primary responsibility for the provision of education remains with the national government.’® In
contrast, experience from across the world shows that devolving education could probably improve
production efficiency (Loehr and Manasan 1999).

1.12  Section 17 (b) of the LGC provides an unambiguous delineation of functions across levels of
government. However, Sections 17 ( ¢) and (f) effectively encourage the existence of a two-track
delivery system, where both national government agencies (NGAs) and LGUs can initiate devolved
activities (Gonzalez 1996)'°, thereby obfuscating what initially was intended to be a clear-cut
assignment of expenditure responsibilities®®.  Consequently, the budgets of devolved national
government agencies have often grown disproportionately relative to internal revenue allocations
(IRA) to local governments (Capuno et al 2001). Moreover, national controls often heavily prescribe
local budget allocations, particularly in the area of personal services.

' An important exception is education: although the LGC devolves construction and maintenance of school
buildings to LGUs, the primary responsibility for the provision of education remains with the national
government. One of the reasons for not devolving education can be traced to the fact that teachers serve on the
Board of Election Inspectors. They man the precincts during elections and play an important role in the counting
of votes. During debate prior to the enactment of the LGC, concerns were raised that devolving teachers could
overly politicize elections at the local level.

18 One of the reasons for not devolving education can be traced to the fact that teachers serve in the Board of
Election Inspectors. They staff the precincts during elections and play an important role in the counting of votes.
During debate prior to the enactment of the Local Government Code, concerns were raised that devolving
teachers could overly politicize elections at the local level.

19 The most notable example here is public works.

2 The impact of this on service delivery will be examined in subsequent phases of this study.
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1.13  Because many of the devolved national government agencies are accountable for outcomes in
their respective areas, they deem it their responsibility to direct LGU activity?, and most tend to make
full use of Section 17(f) of the Code. Congressmen employ Section 17(f) to provide pork-barrel funds
through special provisions in the General Appropriations Act which specify that such funds can only
be released for "projects that are identified by members of Congress." This has resulted in a
coordination failure between Congress and LGU officials (Loehr and Manasan 1999). In addition to
devolved functions, the national government tends to pass on to LGUs so-called unfunded mandates.
The most important of these refer to the standardization of salaries in the public sector and the
provision of additional benefits to health workers under the Magna Carta for Health Workers. LGUs
are also expected to provide budgetary support (either in the form of additional personnel benefits or
outlays for MOOE) to many national government agencies operating at the local level such as the
police, fire protection, and local courts.

1.14 A comparison of RA 6734 and RA 7160 shows that non-ARMM LGUs are treated on an
almost equal footing as the regional government of ARMM in terms of expenditure assignment
although the functions and responsibilities assigned to the regional government of ARMM are slightly
broader than those given to non-ARMM LGUs.22 On the other hand, asymmetry exists between
ARMM-LGUs and non-ARMM LGUs in terms of the expenditure responsibilities that are assigned to
them because the regional government of the ARMM has not devolved any of their functions to the
LGUs within their jurisdiction even if RA 6734 allows them to do so. Thus, ARMM-LGUs did not
receive any of the devolved activities that have been transferred to non-ARMM LGUs under RA 7160.

1.15  Available revenue sources are significantly restricted, producing excessive dependence on the
internal revenue allotment (IRA) to meet local budgetary needs. Provinces and municipalities are most
dependent on IRA (IRA allocations sometimes accounting for 95 percent of local revenues and, in at
least one case, 114 percent of total expenditures).

Local Government Service Delivery Performance

1.16  For several decades after independence the traditional mode of service delivery prevailed,
where a centralized agency provided public goods and services with little involvement of citizens or
local governments. However, the 1986 People Power revolution introduced a significant
transformation in governance style, with the 1987 Constitution being formulated specifically to
enhance the role of the people to guide the State in expeditiously addressing inequities. Further, the
existence of local governments as integral components of the unitary republic was guaranteed, and the
automatic disbursement to these LGUs of a ‘just share’ of national taxes was specified as an obligation
of the state. The enactment of the 1991 LGC was partly due to the need to address these
Constitutional requirements, and led to the shifting of decision-making for specified public services to
local governments. Since then, substantial progress has been made in improving the capacity and
orientation of local governments to deliver specified public goods and services, including a
responsibility for ensuring the ‘general welfare’ of citizens.

1.17  The challenge of measuring performance is made difficult by the fact that for many services,
there is a mixture of national and local government inputs, and problems/constraints may arise as
much from the national government side as from that of the LGUs. Hence, despite more than ten
years of decentralization, it is difficult to undertake a rigorous analysis of local government
performance, particularly in a comparative perspective, and to link this to local government inputs or
management practice. A key constraint is the lack of suitable comparative nationwide data at a

2 For instance, the DOH is accountable for the overall health status of the country in the same way that the
DENR is accountable for overall environmental and natural resource management results.

2 |n particular, the regional government of the ARMM is charged with the provision of agrarian reform and
education services, the promotion of employment and workers’ welfare and the promotion of trade and industry
while non-ARMM LGUs are not.
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disaggregated level. Various surveys, both quantitative and qualitative, have been conducted, but it is
still difficult to compare the relative performance of all LGUs in the country. Another complicating
factor is the persistent complex relationships between national and local governments, even in
devolved functions, such that it is difficult to apportion accountability for service delivery outcomes
even where such data is available. The following paragraphs provide a brief overview of aspects of
LGU performance based on publicly available data, but is by no means comprehensive.?

1.18 Regional performance. The most comprehensive and consistent comparative sub-national
data is at the regional level, although this is simply an administrative level of government that has no
responsibilities for delivery of services. More data is gradually becoming available at the provincial
level, but not at lower levels which are at the frontline of efforts to reduce poverty. Nonetheless,
regional data provides a flavor of trends in development between 1990 and 2000.

1.19  Available data suggests that while there have been modest gains in welfare, the regional
patterns of development have not been influenced by decentralization and regional inequities persist.
The Philippine Human Development Report (HDR) 2000 lists the top and lowest ranking 10 provinces
by HDI score? but does not provide a full regional listing for comparative purposes. Of particular
interest in the 2000 HDR is the performance of the province of Bulacan, which took top place after
ranking fourth in both 1994 and 1997. The outstanding performance of Bulacan in a number of
surveys over the past three years, coupled with its innovative approaches to introducing reform, make
it a candidate for further analysis as a provincial role model. Again consistent with poverty data, the
provinces of the ARMM and Mindanao achieved the lowest HDI scores. The province of Sulu ranked
last in all three years. The provinces of Tawi-Tawi (also in the ARMM) and Basilan experienced
worsening HDIs between 1997 and 2000 although the net gains from 1994 to 2000 were positive. Of
the 10 lowest-ranked provinces in 2000, 8 were in Mindanao. The provincial rankings between 1994,
1997 and 2000 changed very little and the top ten and bottom ten have included the same provinces,
with one or two exceptions across this time period, although in general the scores have improved
slightly.

1.20  Regional economic growth seems to have had a positive impact on average family incomes
and poverty, but does not appear correlated to employment. There is, as expected, a positive
correlation between gross regional domestic product (GRDP) per capita, and average family per capita
incomes, but no clear linkage to changes in employment®®. Most regions did, in fact, experience a
decline in employment rates. The data also suggests that those regions experiencing the most rapid
decline in poverty incidence are not those with the most rapid economic growth. Analysis of
relationships between key indicators is complicated by data limitations. As with all data series 