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PROGRAM IMPACT ASSESSMENT 
 

I.  Introduction 
 

1. The Local Governance Reform Program (LGRP) has implemented reforms to promote 
inclusive and sustainable growth by helping local government units (LGUs) in the Philippines 
provide accountable service delivery and local economic development. Subprogram 1 
empowered and equipped LGUs to meet the needs of citizens, improve their capacity to raise 
their own revenue, and lower the cost of doing business for the private sector. All completed policy 
actions in subprogram 1 have been maintained, with no reversals. Subprogram 2 builds upon the 
achievements under subprogram 1 and the tools and measures introduced under ADB’s project 
loan  by: (i) strengthening the legal and institutional framework for decentralized local governance, 
and introducing new measures to incentivize systematic, coordinated medium-term development 
planning; (ii) professionalizing core public finance functions and expanding tools and incentives 
to promote efficient and high-quality delivery of public services; and (iii) expanding space for 
private investment at the subnational level and introducing new measures to support transparency 
and resilience against natural hazards.  
 

2. The program impact assessment is divided into six sections. Summary conclusions are 
presented in section II. A description of local governance in the Philippines is provided in section 
III, while section IV describes the development problem. The sources of poor performance are: 
(i) weaknesses in the fiscal decentralization framework; (ii) an inefficient and inequitable 
distribution of financial resources to local governments; (iii) an unproductive and unstable own 
revenue system for local governments; (iv) LGUs’ lack of access to development credit financing; 
(v) a lack of capacity at the local level; (vi) inefficient public financial management (PFM)  systems; 
and (vii) weaknesses in the performance measurement and accountability system. Section V 
describes the reform program. Section VI discusses key assumptions and provides an 
assessment of the costs and benefits of reforms and to the extent possible, the expected benefit 
of the program. 
 

II.  Summary of conclusions 
 

3. The program is expected to generate benefits through several channels. These include: 
(i) reforms which support a reduction in the inefficient duplication of service delivery across 
multiple layers of government and promote economies of scale in scale, resulting in cost savings 
and efficiency gains; (ii) reforms which support mobilization of additional resources (both public 
and private) which result more and better service delivery and investment; (iii) reforms which 
promote more responsible, transparent, and accountable use of existing public resources, 
reducing wasteful spending; (iv) reforms which reduce constraints to doing business and promote 
local investment and economic development, accelerating growth; and (v) reforms which help 
mitigate fiscal risks and potential losses, stemming from disaster events, and accelerate 
government-led recovery activities. Due to methodological and data constraints, quantitative 
benefits are only estimated for two transmission channels: (i) cost savings and efficiency gains 
on local public spending; and (ii) reductions in the cost of doing business. Conservative 
assumptions are applied to arrive at these estimates, which are discussed in detail in section VI. 
The total quantifiable gross economic benefits from full implementation of the LGRP are estimated 
to be in the range of $1.4 billion to $2.5 billion. 
 

III.  Local Governance in the Philippines 
 

4. The Philippines has a unitary system of government comprising four levels as follows:  
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(i) national government; (ii) provinces; (iii) independent cities, municipalities, and component 
cities; and (iv) barangays. The provinces and independent cities are grouped into  
18 administrative regions. The provinces are divided into municipalities and component cities. All 
cities and municipalities are divided into barangays. LGUs play a critical role in ensuring 
comparable levels of service delivery across the Philippines. LGUs account for approximately 
15.7% of total government expenditures in 2018 (excluding debt amortization and government 
corporations), which represents approximately 3.4% of gross domestic product (GDP).1 
 
5. Central–local government relations in the Philippines are governed primarily by the Local 
Government Code (LGC) of 1991, which sets forth the rights, obligations, and basic functions of 
various orders of local government. At the time of its passage, the LGC represented a major shift 
towards a model of decentralized local governance in the Philippines, with provisions to assign a 
significant share of functions to LGUs, establish a mandate for own-source revenue generation 
at the local level, increase the transfer of funds from national government to LGUs, and establish 
a framework for local participation and active citizen engagement in local governance. The goal 
of this ambitious reform was to reduce the distance between government and citizens and 
increase the quality and quantity of public services delivered by LGUs. 
 
6. While the promulgation of the LGC in 1991 set forth a strong basis for decentralized local 
governance in the Philippines, implementation challenges and political economy factors have 
dampened its impact. Local fiscal performance since then has been strengthened gradually, yet 
consistently, placing the Philippines in the forefront of decentralization ahead of regional peers. 
LGUs’ locally sourced revenue grew by 22.6% during 2017–2019. However, there are still many 
issues to be addressed to enable LGUs to take on greater roles in local development. LGUs still 
rely heavily on internal revenue allotments (IRA) from the national government as their main 
source of income, which limits fiscal responsibility and autonomy. Likewise, in transition toward 
full devolution of public services, the absorptive capacities of LGUs need to be further 
strengthened as necessitated by the Supreme Court final resolution on 10 June 2019 (Mandanas 
ruling). It mandates that all taxes collected by the government should be included in the IRA 
computation from 2022 onwards, not just internal revenue collections. The Department of Budget 
and Management (DBM) estimates that if implemented, the ruling will increase the IRA in fiscal 
year (FY) 2022 by 38% in comparison with FY 2021, equivalent to approximately $5.5 billion or 
1% of GDP. This reform requires the government to advance devolution of public services and to 
accelerate the pace of decentralization through more proactive local governance reforms. 
 
IV.  Development Problem and Constraints 
 
7. The Philippines is recognized as a pioneer of decentralized local governance within 
Southeast Asia, but ambitious early efforts did not deliver immediate results. A global 
decentralization index measuring fiscal, administrative, and political decentralization places the 
Philippines 27th out of 182 countries, compared with Thailand (38th), Indonesia (40th) and Viet 
Nam (60th).2 In 2018, LGU expenditures comprised approximately 18% of general government 
spending. Locally sourced revenue accounted for 32% of total LGU revenue in 2019—below the 
government target of 37% of total local revenue by 2022 and particularly low among provinces 
(16%) and municipalities (18%). The foundation for local governance in the Philippines is the 1991 
LGC, which was introduced to provide a formal basis for local management of public resources 
and service delivery. However, the legal framework has not kept pace with the evolving vision of 

 
1 Commission on Audit. 2019. 2018 Annual Financial Report: Local Government Volume I. Manila. 
2 Ivanyna and Shah. 2012. “How Close is Your Government to Its People? Worldwide Indicators on Localization and 
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decentralized local governance in the Philippines, and ambitious initial efforts have not fully 
translated into development outcomes. 
 
8. To sustain this momentum and ensure the local governance agenda translates into real 
development outcomes, the government must address the remaining constraints. These include: 
(i) shortfalls in implementing and monitoring frameworks for LGUs to perform their roles and 
functions; (ii) ineffective tools and incentives for LGUs to deliver high-quality public services; and 
(iii) insufficient participation of the private sector, citizens, and stakeholders in local service 
delivery. 
  
V.  The Reform Program 
 
9. The LGRP has implemented reforms designed to promote inclusive growth and improve 
the quality, efficiency, and accountability of local service delivery and local economic 
development. LGRP comprises three reform areas: (i) strengthening the local governance 
framework; (ii) modernizing and professionalizing subnational PFM; and (iii) expanding the LGU 
financing and investment framework. The first reform area enhances the existing legal and 
implementing frameworks to improve central-local and inter-local coordination, and to boost the 
capacity of LGUs for managing larger intergovernmental fiscal transfers and devolution of public 
services. The second reform area addresses bureaucratic weaknesses and inefficiencies of local 
PFM. The third reform area addresses fiscal constraints to local service delivery. The detailed 
discussions on reform accomplishments are summarized in the Program Design and Monitoring 
Framework. 
 
VI. Economic Benefits of the Reform  
 
10. This analysis attempts to estimate the expected economic benefits of reform actions as 
they begin to come into effect over the next 10 years. 
 
11. It is worth recognizing that not all reforms easily lend themselves towards an estimate of 
benefits, and as such, the list of benefits is not exhaustive. Moreover, the three reform areas are 
intrinsically linked which makes disaggregation of quantifiable benefits challenging. For example, 
strengthening local PFM frameworks (reform area 1), professionalizing local treasurers and 
budget officers (reform area 2), and implementing the Business One-Stop Shop and the LGU 
online client rating system (reform area 3) all support more efficient and accountable use of public 
resources, leading to efficiency gains in public spending. To avoid the possibility of “double 
counting”, estimated benefits are therefore presented as a range, rather than quantifying each 
output individually. 
 
12. Key transmission channels. This analysis identifies key reforms where some estimation 
of benefits can be undertaken with the use of reasonable assumptions and attempts to provide a 
general picture of the potential economic benefits delivered. Principally, five broad transmission 
channels of benefits under the program are identified. First, reforms support a reduction in the 
inefficient duplication of service delivery across multiple layers of government and promote 
economies of scale, resulting in cost savings and efficiency gains. Second, reforms support 
mobilization of additional resources (both public and private) which result in more and better 
service delivery and investment, generating economic benefits. Third, reforms promote more 
responsible, transparent, and accountable use of existing public resources, reducing wasteful 
spending and providing efficiency gains. Fourth, reforms reduce constraints to doing business 
and promote local investment and economic development, accelerating growth. Fifth, reforms 
help mitigate fiscal risks and potential losses stemming from disaster events and accelerate 
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government-led recovery activities. Table 1 provides a summary of policy measures and expected 
impacts/transmission channels. 
 

Table 1: Summary of Measures and Transmission Channels of Benefits 
Policy Measure Output Transmission of Benefit/Impact 

Delineation of national and local government roles 1 
Reduced duplication of efforts, 
economies of scale for service 
delivery, efficiency gains 

Promotion of inter-LGU cooperation 1 

Better linkages between local and national planning 
including SDGs 

2 

Operationalizing the Real Property Valuation Service 
and a unified property tax database and transaction 
system under the RPVAR  

1 

Mobilization of additional 
resources to support improved 
local service delivery and 
economic development which 
generate positive benefits 

Expanding the scope of the Project Design and 
Monitoring Facility to include local PPP projects through 
joint venture and implementing the Business Case 
Initiative 

1 

Introduction of minimum PFM performance standards 
for SGLG 

2 

Implementing the LGU Resilience Readiness Monitoring 
Framework and Tool and integrated the assessment 
results into the local planning and budgeting process 

3 

Institutionalization of full devolution of public services in 
accordance with the Mandanas ruling 

1 

More efficient, accountable use of 
existing public resources, 
efficiency gains 

Professionalization of local treasurers and budget 
officers 

2 

Linking the LGU e-Budget Preparation Module with the 
LIFT PFM system  

2 

Implementation of the Business One-Stop Shop 3 Red tape reduction, lower cost of 
doing business promotes local 
economic growth and private 
investment 

Improving gender monitoring and reporting in the Rate-
My-LGU Service 

3 

Enacting a law that mandates LGUs to insure public 
assets against natural hazards 

3 Reduced fiscal risk from disasters, 
quicker recovery from disasters 

LGU = local government unit, LIFT = LGU Integrated Financial Tools, PFM = public financial management,  
PPP = public–private partnership, RPVAR = Real Property Valuation and Assessment Reform, SDG = Sustainable 
Development Goal, SGLG = Seal of Good Local Governance. 
Source: Asian Development Bank. 

 
13. General methodology and assumptions. The general quantitative methodology for 
valuation in this subprogram is consistent with the ADB approach for estimating public sector 
reform benefits. Continuing costs and benefits, which do not have a termination date, are 
assumed to be perpetual. One-off costs and benefits take their face-value. Of the transmission 
channels discussed above, the analysis primarily considers two major sources of benefits:  
(i) genuine improvements in productive efficiency of government spending stemming through a 
range of different channels; and (ii) reduced cost of doing business leading to increased local 
economic development. Efficiency gains for public spending stem from reduced duplication, 
economies of scale, strengthened local PFM, and professionalization of officials responsible for 
managing public resources. Efficiency gains are estimated conservatively at 2% (discussed in 
para. 24). Benefits from improvements to the business climate stem from time and cost savings 
to private sector actors, and increased investment at the local level. Cost savings related to the 
time-value of business owners and reduction in the days required to start a business are applied 
against expected number of new business registration, with conservative growth estimates for 
annual average salaries and number of new business registrations. Other potentially significant 
sources of benefits, such as the additional value derived from productive investments and delivery 
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of public services, additional investments made possible through improvements to the local 
borrowing and investment framework, savings from reduced disaster-related fiscal risks, as well 
as additional investment generated by lower-cost business environment, are not estimated due 
to methodological and data constraints. However, benefits transmission through these channels 
is likely to be significantly higher than the estimable benefits described below. To the extent 
possible, transfers between agents within the economy (such as increasing own-source tax 
revenues, constituting a transfer from private sector to public sector) are ignored. 
 
14. Benefits stemming from efficiency gains for the public sector. Improved local 
governance results in a better allocation of budgetary resources in line with local preferences and 
needs, improving the efficiency and quality of service delivery. Reforms under the LGRP 
specifically target these efficiencies. For example, two studies on the Philippines found that when 
local governments build their own schools and roads, costs were 25% to 40% lower than when 
these activities were undertaken by central government.3 A study examines the responsiveness 
of efficiency in service delivery in situations of decentralized local governance, focusing on health 
outcomes in 29 country cases and education outcomes in 53 country cases.4 The study finds 
significant evidence of improvements in the efficiency and quality of service delivery under more 
decentralized scenarios. When applied to the Philippines (which was not included in their sample), 
the results suggest that a 1% increase in decentralization leads to a 0.2% by reduction in the 
infant mortality rate and a very slight increase in the secondary school enrolment rate.5 The other 
study finds significant evidence on the increased efficiency of public spending on irrigation, 
education, health care, and the quality of drinking water in the Bolivian development experience.6 
 
15. A reasonable assumption on potential efficiency gains for public spending under 
decentralization must be estimated. Work by Little and Mirrlees explores efficiency gains 
stemming from the reduction of errors—in other words, reducing the number of “bad” projects or 
spending, and not rejecting “good” projects or spending.7 They used a data set consisting of nearly 
2,000 World Bank projects approved over the period 1968–1980, which were also subsequently 
evaluated. For half the projects, there was an original estimate of the economic rate of return, a 
re-estimated return from project completion reports, data on original and completed costs, and 
gestation periods. The authors developed a methodology for measuring the benefit of project 
evaluation and found that “a simple rule of thumb for judging the benefit of a system of project 
appraisal is (at least) 10% of the standard deviation of the errors removed by appraisal, multiplied 
by the ratio of that standard deviation to the standard deviation of errors not removed”. The 
authors also found that “the variation in observed rates of return is very great.” It is not implausible 
to suppose that the standard deviation of errors removed by appraisal is at least a quarter of the 
mean net value of projects. With good appraisal it ought to be much more. On that basis, one can 
claim that appraisal is worth at least 2% of the mean net value of projects appraised. Therefore, 
a 2% permanent gain in efficiency appears to be a reasonable, conservative assumption to 
estimate the potential economic gains from implementation of the reforms. The program impact 
assessment supporting a Local Government Finance and Governance Reform Program for 

 
3 The World Bank. 2005. East Asia Decentralizes: Making Local Government Work. p.206. 
4  M. Sow and I. F. Razafimahefa. 2015. “Fiscal Decentralization and the Efficiency of Public Service Delivery”, IMF 

Working Paper No. 15/59. International Monetary Fund. Washington DC. 
5 ADB. 2016. Report and Recommendation of the President to the Board of Directors: Proposed Policy-Based Loan 

for Subprogram 2 to the Republic of the Philippines for the Local Government Finance and Fiscal Decentralization 
Reform Program. Program Impact Assessment (accessible from the list of linked documents in Appendix 2). Manila. 

6 R. Ruben. 2012. Equity, Accountability and Effectiveness in Decentralization Policies in Bolivia. Ministry of Foreign 
Affairs of the Netherlands. Hague. 

7 Little, I. and J. Mirrlees., 1990. The Costs and Benefits of Analysis: Project appraisal and planning twenty years on. 
World Bank. Washington D.C. 

https://openknowledge.worldbank.org/handle/10986/7492
https://www.imf.org/en/Publications/WP/Issues/2016/12/31/Fiscal-Decentralization-and-the-Efficiency-of-Public-Service-Delivery-42789
https://www.adb.org/projects/documents/phi-lg-finance-and-fiscal-decentralization-reform-program-sp2-rrp
https://www.adb.org/projects/documents/phi-lg-finance-and-fiscal-decentralization-reform-program-sp2-rrp
https://www.adb.org/projects/documents/phi-lg-finance-and-fiscal-decentralization-reform-program-sp2-rrp
https://www.government.nl/documents/reports/2012/09/01/equity-accountability-and-effectiveness-in-decentralization-policies-in-bolivia
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Indonesia also assumed the reforms would produce allocative efficiency gains of 2% of the 
amount spent by local governments, as did the program impact assessment for the ADB’s 
previous Local Government Finance and Fiscal Decentralization Program.8 
 
16. LGU spending in 2021 is projected to be $14.4 billion.9 Local spending is projected 
outwards for a 10-year period with a minimal growth rate of 3% per year, based on growth over 
the previous 3-year period. The conservative estimate of 2% efficiency gains arises from better 
alignment of public spending with local needs and preferences, especially reduced duplication of 
efforts and economies of scale for service delivery, and more efficient and accountable use of 
public resources by LGUs. For 2021, this translates into efficiency gains which yield estimated 
benefits of approximately $287.4 million, reflecting cost savings to the public sector. Forecasted 
out over the 10-year period from 2021 to 2030, the potential gross economic benefits of efficiency 
gains in local public spending amount to approximately $2.3 billion.  
 
17. Benefits of reduced cost of doing business. Reform benefits are also expected to 
accrue from the streamlining of LGU business processes for issuing business licenses and 
permits, which reduce in the cost of doing business. However, in this case, benefits accrue 
through savings to the private sector. While these measures are likely to generate significant 
additional investment from both foreign and domestic sources, benefits are not estimated due to 
methodological constraints. Instead, cost savings are estimated for the private sector business 
owners who are applying for permits and licenses in order to start a business. 
 
18. Following a methodology applied in the program impact assessment for the ADB’s 
Stepping Up Investment for Growth Acceleration Program in Indonesia, improvements in business 
licensing and permit systems is assumed to create a time savings of 15 days per year for 
individuals starting a business. The benefits accrued then depend on how business owners value 
their time. It is assumed for this analysis that those starting a business would otherwise receive 
the average salary of $17,127.10 If work is carried out for 250 days a year, this translates into 
$68.50 per day. Based on data from the World Bank, there were 19,774 new businesses 
registered in 2018. A conservative assumption that new businesses registered grow at the 
average rate of 5% in 2012ꟷ2018, is applied.11 It is also assumed that there are no further 
reductions in the time or monetary cost of starting a business. Salaries are forecasted to grow at 
a conservative 3% per year. Economic benefits from the time savings for new business owners 
are calculated using the number of days saved, the number of new businesses registered, and 
the time-value of those days saved pro-rated against annual salary expectations. The total 
expected gross benefits resulting from time-savings under the ease of doing business reforms 
are estimated at $227.1 million.  
 
19. Costs of reforms. The costs of the reforms consist primarily of the short- to medium-term 
costs associated with policy development, the development of some tools and systems, and the 
costs associated with reform implementation at both the central and local government levels. 
Examples include the costs associated with legislative and regulatory initiatives (new legislation, 

 
8 ADB. 2014. Report and Recommendation of the President to the Board of Directors: Proposed Loan for Subprogram 

2 to the Republic of Indonesia for the Second Local Government Finance and Governance Reform Program. 
Summary Program and Poverty Impact Assessment. (accessible from the list of linked documents in Appendix 2). 
Manila. 

9 Government of the Philippines, Department of Budget and Management. 2019. Fiscal Year 2021 Annual Budget for 
LGUs. Manila. 

10 Average Salary Survey. https://www.averagesalarysurvey.com/philippines.  
11 The World Bank’s database is available at: https://data.worldbank.org/indicator/IC.BUS.NREG (accessed on  

15 October 2020). 

https://www.adb.org/projects/documents/second-local-government-finance-and-governance-reform-program-subprogram-2
https://www.adb.org/projects/documents/second-local-government-finance-and-governance-reform-program-subprogram-2
https://www.averagesalarysurvey.com/philippines
https://data.worldbank.org/indicator/IC.BUS.NREG


7 

 

prime ministers decree, and ministerial decisions), costs incurred in developing various strategies 
and action plans, costs incurred in establishing new coordination mechanisms at the different tiers 
of government, costs incurred in developing and administrating new IT systems, and the costs of 
administering new programs. 
 
20. Both central and local government agencies face budgetary impacts related to the 
implementation of reforms under the program. For example, the central government incurred 
significant costs in the consultative development of the Executive Order on the Full Devolution of 
Functions to LGUs. The introduction of the Standardized Examination and Assessment for Local 
Treasury Service (SEAL) has budgetary implications for both the BLGF, who administers the 
program, as well as for local governments and officials preparing for the assessment program. 
The central government also incurred costs in the development and implementation of the new 
LIFT system, and both central and local governments face costs related to the ongoing 
administration of the system. 
 
21. In aggregate, the direct costs related to reform activities undertaken between 2021–2030 
reflected in this program comprise administrative, fiscal, and enforcement costs of $202.3 million. 
One-off costs for consultations and the development of the Executive Order on the Full Devolution 
of LGU Functions, amendments to the 1991 LGC, development of the Ease of Doing Business 
Act, development and operationalization of the LIFT system, and development and 
operationalization of the LGU online client rating system are estimated conservatively at  
$35 million. The ongoing costs of administering new systems, programs, and reforms born by 
central and local government, including the SEAL program, the LIFT system, the LGU online client 
rating system, and implementation of the Ease of Doing Business Act, are conservatively 
estimated at $18 million per year for the next 10 years. Table 2 presents a summary of costs and 
benefits. 
 
22. Sensitivity analysis. Given that most benefits are derived from efficiency gains in local 
public spending, a sensitivity analysis is undertaken to test the robustness of conclusions about 
the program’s positive gross economic benefit. A very conservative estimate of 1% efficiency 
gains on local public spending is applied as a worst-case scenario, and a more optimistic estimate 
of 3% efficiency gains on local spending is applied as an upper bound. The total gross economic 
benefits under these different scenarios are reported in Table 1. Even under the most 
conservative assumptions for benefits, the program still generates significant economic benefits. 
 

Table 1: Sensitivity Analysis ($ million) 
Gross Benefits  
(1% efficiency) 

Gross Benefits 
(2% efficiency) 

Gross Benefits 
(3% efficiency) 

$1,356 $2,484 $3,613 

Source: ADB calculations. 

 
23. Conclusions. The proposed program is expected to enhance the capacities of local 
government units and improve the quality of public services. The programmatic approach is also 
aligned with the government’s own reform agenda to foster transparent and better-quality public 
service delivery by local governments. More importantly, improved performance of the local 
governments in managing fiscal resources backed by a robust policy framework will enable them 
to develop pro-poor, pro-women and social protection projects, which will be instrumental in the 
post-COVID-19 economic recovery. The economic assessment of the reforms demonstrates that 
despite various challenges, the expected economic benefits are enormous and, therefore, 
establish the case for the proposed interventions. Since the expected economic benefits would 
only accrue in the medium to long-run, the sustainability of reforms will be crucial.  


