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PROGRAM EXPENDITURE AND FINANCING ASSESSMENT 
 
A. Expenditure Framework  
 
1. Higher sustained economic growth since 2012 and gains in national government revenue 
performance have vastly improved the national government’s fiscal position and debt profile. 
Gross domestic product (GDP) grew at an average of 6.6% in 2011–2016, making the Philippines 
one of the fastest-growing economies in Southeast Asia. National government revenue rose from 
13.4% of GDP in 2010 to 15.7% of GDP in 2017, following improvements in tax administration 
and the introduction of an excise tax on tobacco and alcohol products. The main thrust of the 
current administration is to expand the national government’s revenue base to finance a large-
scale “build, build, build” program, aimed at upgrading the country’s infrastructure system. The 
first phase of the program, which includes the Tax Reform for Acceleration and Inclusion Act, was 
enacted in December 2017.  
 
2. Fiscal space has expanded further in 2011 to 2017, and past and ongoing government 
reforms in public financial management and governance have increased the level and efficiency 
of public spending. Yet, the country’s growth prospects are subject to several important downside 
risks. On the external front, rising global interest rates could weaken the peso. The world market 
price of crude oil is projected to rise from 2018 onward, which could further increase inflationary 
pressures from the weaker peso and the rising price of rice in the first half of 2018. In turn, higher 
inflation has pushed domestic interest rates up, which could dampen economic growth. On the 
domestic front, strong macroeconomic fundamentals have been sustained to date. The success 
and timeliness of the administration’s planned tax reforms will be vital to preserve fiscal 
sustainability as it implements its ambitious public investment and social spending agenda. 
Planning and implementation bottlenecks could diminish the government’s ability to implement its 
planned infrastructure investment program. 
 
3. Department of Education budget. The compression of national government 
expenditures during 1999–2004 to support fiscal consolidation led to a contraction of government 
spending in most sectors, including basic education. This resulted in significant shortages in 
crucial resources—i.e., teachers, classrooms, textbooks, school furniture, and water and 
sanitation facilities. The 2005–2015 medium-term expenditure plan (MTEP) of the Department of 
Education (DepEd) focused on estimating the budgetary resources needed to meet the minimum 
service standard (MSS) for these crucial resources under two alternative enrolment scenarios: (i) 
a low-growth scenario that assumed that the actual grade 1 intake rate and the grade-specific 
cohort survival rates were maintained at historical levels; and (ii) an Education for All scenario 
where both the grade 1 intake and grade-specific cohort survival rates were assumed to increase 
to the extent needed to meet the government’s Education for All commitments.1 

 
4. As the government’s fiscal position began to improve and the fiscal space expanded, 
DepEd enjoyed significant increases in budget allocation. Actual DepEd budget obligations rose 
by 13.1% yearly on average in nominal terms during 2010–2017, compared with a 6.8% yearly 
average during 2000–2010. National government spending on the basic education sector rose 
from an average of 2.2% of GDP in 2001–2010 to an average of 2.9% of GDP in 2016–2017, and 
spending is projected to rise further to 3.7% of GDP in 2018. Conversely, the share of the basic 
education sector in the national government budget expanded from an average of 12.6% in 2001–
2010 to an average of 17.0% in 2016–2017. The bulk of the increase in DepEd spending during 

                                                           
1 Government of the Philippines, Department of Education. 2004. Medium-Term Expenditure Plan, 2005-2015. Pasig 
City. 
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this period was on addressing input gaps that had built up during the earlier period of slow budget 
growth. DepEd has been successful in reducing the deficits in educational inputs, as evidenced 
by the improvement of the average teacher–student ratio from 1:34 in school year (SY) 2012/13 
to 1:26 in SY2016/17, and in the average classroom–student ratio from 1:51 to 1:43 for the same 
comparative period. 
 
5. Expenditure framework. The Asian Development Bank provided technical assistance 
support in 2018 to update DepEd’s MTEP for 2019–2023.2 Updating the MTEP involves 
estimation of the budgetary requirements for implementing DepEd’s Kindergarten to Grade 12 
Basic Education Program (K to 12 Program). These include major program initiatives to attain the 
following outcome objectives: (i) expanding access to basic education (i.e., increasing the net 
enrollment and completion rates at elementary and secondary levels); (ii) improving the quality 
and relevance of basic education (i.e., increasing the proportion of elementary and secondary 
students performing at near mastery in the National Achievement Test, and improving the 
alignment with labor market demand); and (iii) modernizing education management and 
governance. The costing exercise considered the cost of teaching and nonteaching personnel 
and complementary inputs needed to achieve the target quantity and quality of service. It also 
considered the MSS adopted by DepEd (e.g., teacher–student ratio adjusted to reflect teacher 
specialization, classroom learner ratio, textbook–learner ratio), as well as the specific needs at 
the level of individual schools in the baseline year. Because enrollment projections are not 
accurate, yearly updating of the MTEP is required. 
 
6. For the most part, DepEd’s budget structure has disaggregated spending on teachers, 
school maintenance and other operating expenses (MOOE) for the elementary, junior high school 
(JHS), and senior high school (SHS) levels.3 However, no such disaggregation is available for 
spending on classrooms, information technology packages, technical-vocational-livelihood (TVL) 
equipment, math and science equipment, and other capital expenditure items. Information on the 
allocation of these items to the different levels is available from supplementary documentation. 
The same is true of spending on the formulation of policies and standards (e.g., curriculum, 
learning materials, and learning delivery) and support services. The updated MTEP estimates 
that DepEd needs to hire about 91,500 teachers, construct 39,000 classrooms for the secondary 
level, and procure 23,000 information technology packages and 15,000 TVL equipment 
packages, among others. On the other hand, sustaining the budgetary support for the Educational 
Service Contracting in the JHS and SHS voucher program is meant to not only decongest DepEd 
secondary schools but also to broaden the choices available to SHS students. The budgetary 
requirements for these items are shown in Table 1.   
 

                                                           
2  ADB. 2016. Technical Assistance to the Republic of the Philippines for Secondary Education Support Program. 

Manila. ADB provided program preparatory technical assistance for the Secondary Education Support Program. 
3  A school MOOE budget is allocated to DepEd schools, providing for the cost of running these schools (e.g., utilities, 

communications expense, etc.) and for maintenance (e.g., repairs). 
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Table 1: Summary of Program Expenditure Framework, 2019–2023  
(in 2018 prices) 

Item 
Amount 

($ million) 
Share of Total 

(%) 

1. Teachers 13,794.8 57.3 
2. School MOOE 2,767.8 11.5 
3. Classrooms 2,365.6 9.8 
4. ESC and voucher program 1,540.5 6.4 
5. Learning materials 836.3 3.5 
6. ICT package 557.9 2.3 
7. Others 2,214.5 9.2 

Total 24,077.4  100.0 

ESC = Educational Service Contracting, ICT = information and communications 
technology, MOOE = maintenance and other operating expenditures. 
Source: Government of the Philippines, Department of Education. Forthcoming. 
Medium Term Expenditure Plan, 2019–2023. Pasig City. 

 
7. Effectiveness. DepEd’s MTEP aligns with a government-wide shift toward results-based 
budgeting. It focuses on providing adequate funding for programs that support DepEd’s mandate 
of providing quality basic education to its constituents as a basic human right, and as a means of 
ensuring more inclusive economic growth through public investment in human capital formation. 
As an instrument that closely links budget provision with DepEd’s goals, strategic objectives, 
plans, and programs, the MTEP aligns budgetary allocations with the financial requirements of 
achieving the department’s development outcomes. The secondary education support program 
development outcomes are a subset of DepEd’s overall development outcomes. The MTEP 
articulates DepEd’s expenditure framework which supports programs that significantly contribute 
to addressing the results of the secondary education support program.  
 
8. Many of the proposed program’s reforms involve governance, management, capacity 
development, and other soft interventions that have low expenditure intensity but require DepEd 
to adopt new ways of doing things. Examples of such reforms include (i) the review and 
adjustment of the JHS and SHS curricula and the alignment of TVL specialization offerings with 
labor market demand (output 1); (ii) a program to improve the teaching proficiency of DepEd 
teachers and the adoption of a career pathing policy aimed at strengthening teacher motivation 
(output 2); and (iii) greater decentralization of procurement and increasing the number of 
implementing units among secondary schools (output 3). 
 
9. Efficiency. The 2012 public expenditure review of the basic education sector in the 
Philippines documented challenges in budget execution that hampered DepEd’s ability to spend 
its budget allocation efficiently and quickly during 2006–2008.4 DepEd’s absorptive capacity was 
found to be weak, as shown by (i) low budget utilization ratios (i.e., obligation–allotment ratios) 
for MOOE and capital outlays; (ii) the sizeable shares of obligations for MOOE and capital outlays 
that were charged against continuing appropriations (i.e., appropriations of previous years); and 
(iii) the amount of lapsed appropriations (i.e., appropriations that are not used at all because of 
the expiration of their effectivity dates), particularly for capital outlays. Budget execution has been 
adversely affected by complex administrative procedures for the hiring and deployment of 
teachers; the procurement of learning materials and school equipment; and the printing of key 
secondary education summative assessment forms, among others. Table 2 shows how the 
budget utilization ratios for DepEd’s MOOE and capital outlays have been erratic and often 
lackluster from 2006 to 2014, and how the situation has since improved.    
 

                                                           
4 World Bank. 2012. Philippines Basic Education Public Expenditure Review. Pasig City. 
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Table 2: Department of Education Budget Utilization Rate, 2006–2017 

 Item 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

MOOE 71.8 71.9 73.9 79.5 74.3 72.9 70.1 79.3 67.9 99.4 80.0 92.9 

CO 56.7 76.4 64.7 64.7 43.5 60.0 54.6 81.7 25.9 49.0 78.1 91.0 

CO = capital outlays, DepEd = Department of Education, MOOE = maintenance and other operating expenses. 
Source: Asian Development Bank estimates based on Department of Education statements of appropriations, 
allotments, obligations, and balances for various years. 

 
10. Several government-wide reforms are helping to improve budget execution. These 
reforms include (i) stopping the practice of continuing appropriations for MOOE and capital 
outlays; (ii) treating the General Appropriations Act as the allotment release document for most 
expenditure items; and (iii) allowing agencies to start the procurement process short of contract 
award and even before the issuance of the allotment release order. Close monitoring of budget 
execution is still needed to sustain these improvements. The government’s plan to shift to a 1-
year cash budget in 2019 will help sustain the gains DepEd has achieved so far in the timely 
utilization of its budget allocation. 
 
11. Adequacy. The MTEP costed all the recurrent and capital resource requirements for 
meeting the MSSs for teachers, classrooms, textbooks, seats, science laboratories, information 
and communication technology equipment, and TVL equipment. It also ensures the provision of 
adequate spaces and critical education inputs for all students projected to enroll in DepEd schools 
during 2019–2023. Shortages in crucial inputs were validated using school-level data to help 
ensure that the MSSs for teachers, classrooms, textbooks, seats, and water and sanitation 
facilities are met not just in the aggregate but at the school level as well. The MTEP considers the 
cost of all DepEd programs, including the cost of operating its elementary and secondary schools 
in all divisions, and is updated regularly. Thus, the MTEP estimate of financial requirements is 
deemed to be adequate for the achievement of key results of the K to 12 Program, including those 
of the secondary program. 

 

12. The risk of underfunding is always present, especially if macroeconomic and external 
shocks negatively affect the government’s fiscal position. The current assessments of multilateral 
development banks and international credit rating agencies all point to the strong and improving 
macroeconomic fundamentals in the country.  
  
B. Financing Plan 
 
13. Of the $24.1 billion estimated cost of the secondary education program in 2019–2023, the 
Asian Development Bank will finance $300 million (or 1.2%). The government (Table 3) will 
finance the remaining $23.8 billion (or 98.8%).  
 

Table 3: Program Financing Plan 
(in 2018 prices) 

Source Amount ($ million) Share of Total (%) 

Government 23,777.4 98.8 
Development partner  

 

 Asian Development Bank  
 

  Ordinary capital resources (loan) 300.0 1.2 
Total 24,077.4 100.0 

Source: Asian Development Bank. 
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14. Sustainability. The Philippine Constitution mandates the state to assign the highest 
budgetary priority to the education sector. It also stipulates that the state will establish and 
maintain a system of free public education at elementary and high school levels. The increasing 
share of public spending on basic education as a proportion of GDP and the national government 
budget demonstrates the government’s adherence to the constitutional mandates and its concrete 
commitment to the basic education sector.  
  
15. The country’s strong economic and fiscal performance also augurs well for the affordability 
and sustainability of the K to 12 Program. The government has sustained the pace of fiscal 
consolidation since 2010 primarily because of the progress made in improving its overall revenue 
effort. Because of a virtuous cycle of reduced fiscal deficits, declining debt, and a downward trend 
in debt service charges, fiscal space has expanded since 2010. The government’s improved fiscal 
capacity is projected to be further enhanced with the implementation of the current 
administration’s tax reform program in 2018 and projected sustained economic growth in 2018–
2023.  
  
16. The budget envelope for the basic education sector is estimated to exceed the total 

budgetary requirement for the entire basic education program. This assumes achievement of the 
government’s GDP targets for 2018–2023 and a basic education sector spending ratio of 3.0% of 
GDP. If the economic growth projections and/or the basic education spending ratio are lower than 
projected, government’s capacity to finance the K to 12 Program will be constrained, and budget 
allocation for the basic education sector may be lower than the levels outlined in the DepEd 
MTEP. The proposed results-based lending modality will contribute to the program’s long-term 
sustainability. Both the program action plan and its disbursement-linked indicators (DLIs) are 
designed to strengthen DepEd’s management and financial systems, and the government’s 
commitment to basic education. 
 
C. Managing Risks and Improving Capacity  
 
17. From the operational perspective, successful program implementation will require 
government’s continued commitment and stronger capacity on the part of the DepEd to implement 
the program. A key risk is the shortage of qualified secondary school teachers, especially in key 
subjects like math, science, and Filipino. This risk will be mitigated by (i) revising rules on 
secondary school teacher recruitment for full- and part-time teachers, allowing holders of 
bachelor’s and master’s degrees in subjects such as mathematics, engineering, and science to 
teach in high schools without taking or passing the licensure examination for teachers; (ii) 
coordinating with the Commission on Higher Education and higher education institution 
associations on how to increase the number of qualified secondary school teachers in key 
subjects; and (iii) improving incentives to teach in secondary schools such as the career pathing 
policy for teachers under DLI 4.  
 
18. A second risk is insufficient funding to properly implement some components of the K to 
12 Program such as the SHS TVL track, which requires substantial investment. The risk of 
insufficient funding will be mitigated by DLI 3, which will (i) support a review of available 
specializations and (ii) produce guidelines to strengthen the appropriateness of the TVL offering 
to the national and local labor market needs and the requirements of an ever-changing global 
knowledge economy.  
 
19. Active involvement of key stakeholders is critical for planning, resource mobilization, 
accountability monitoring, and performance monitoring. This will be supported under DLI 6 with 
the establishment of school governance councils, which will then provide a mechanism to foster 
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community engagement and strategic partnership within the school system. DLI 6 will also support 
strengthening the school-based management assessment system in each school, given its 
important link to improving schools and student learning outcomes.  
 
20. Fiduciary risks have been identified, which the program will address with DepEd and other 
oversight agencies. The challenge of low budget utilization rates adversely affects timely delivery 
of planned activities. DepEd will address this by filling vacant and creating additional financial 
management positions; and through dialogue with key oversight agencies to surface issues, 
challenges, and possible solutions. This may include greater decentralization of appropriations 
for school MOOE and TVL tools, equipment, school furniture, and learning materials. To support 
DepEd’s internal audit function, the program will assist DepEd’s internal audit service to 
strengthen its procedures in line with the Philippine Government Internal Audit Manual. It will also 
train DepEd’s internal audit staff.  


