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Abstract 

 
            The government budget may be viewed as the financial mirror of society's economic 
and social choices, but does the budget contribute to the attainment of the overall objectives 
of economic policy, namely, growth, equity and stability?  

For government to be able to function and fulfill its role, it must collect sufficient 
resources and allocate and use these resources efficiently and effectively. In this regard, any 
assessment of the government budget cannot proceed without an implicit recognition of the 
integral relationship between revenue and expenditures, the two principal elements of fiscal 
policy. Thus, the analysis in this paper assesses not only expenditure program but also the 
revenue program of the President's budget for 2001. In particular, the President's budget 
proposal is evaluated in terms of two principal objectives of a good public expenditure 
management: fiscal discipline and strategic allocation of resources. 

Keywords: government budget, fiscal program, government expenditures, revenues 
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THE PRESIDENT’S BUDGET FOR 2001: DEPLETED ECONOMIC CHOICES 
 

Rosario G. Manasan 
 
 

1. Introduction 
 

The government budget may be viewed as the financial mirror of society’s 
economic and social choices.  In this context, the question is:  does the budget contribute 
to the attainment of the overall objectives of economic policy namely, growth, equity and 
stability.  There is general consensus that these goals are complementary over the long 
term.  Economic growth provides the resources for poverty reduction. On the one hand, 
unstable macroeconomic policies undermine sustained growth and hurt the poor most.1  
On the other hand, stability with economic stagnation and worsening poverty is 
meaningless (ADB 1999).  However, in the short run, these goals may be in direct conflict 
with one another and hard choices have to be made.   

 
 For government to be able to function and fulfill the role assigned to it, it must 

collect sufficient resources and allocate and use those resources efficiently and effectively.  
In this regard, any assessment of the government budget cannot proceed without an 
implicit recognition of the integral relationship between revenue and expenditures, the two 
principal elements of fiscal policy.  Thus, the analysis that follows assesses not only 
expenditure program but also the revenue program of the President’s Budget for 2001.  In 
particular, the President’s budget proposal is evaluated in terms of two principal objectives 
of a good public expenditure management: fiscal discipline and strategic allocation of 
resources. 

  
On the one hand, fiscal discipline requires good revenue forecasts and aggregate 

expenditure controls.   On the other hand, resource allocation is assessed in terms its 
consistency with policy pronouncements of the government.  In particular, resource 
allocation is appraised with regards to the manner by which government expenditures are 
programmed across sectors and categories in order to promote overall economic growth 
and equity.   

 
 
2. The National Government Fiscal Program  
 

Evolution.  Dramatic improvement in the national government’s fiscal balance has 
been achieved between 1990 and 1996.  The national government’s fiscal position was 
turned around from a deficit of 3.4% of GNP in 1990 to a surplus of 0.9% of GNP in 1994.  
This development came about as a result of stringent expenditure controls even while 
significant strides in the revenue performance of the government were taken.   

 
On the one hand, national government’s tax effort rose from a 14.0% of GNP in 

1990 to 15.6% in 1994 while non-tax revenues increased from 2.7% to 3.7% of GNP 
(largely on account of hefty inflows from privatization).  On the other hand, national 

                                                           
1 Low growth (or worse, no growth) not only reduces the poor’s access to jobs and other means of livelihood, 
but the inflation tax is also regressive.   
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government allocation for subsidies, interest payments and capital outlays were trimmed 
down from 6.6%, 1.2% and 3.1% of GNP, respectively, in 1990 to 4.6%, 0.4%, 2.4% of 
GNP in 1994.2   

 
The national government succeeded in posting a surplus in 1995 through 1997 

despite some deterioration in its overall revenue performance (as privatization proceeds 
started to dwindle) largely by keeping national government spending on MOOE and 
capital items under a tight rein.  However, when tax revenues took a plunge from 16.3% of 
GNP in 1997 to 14.8% of GNP in 1998 following the onset of the Asian financial crisis, 
the national government found itself in the red once again with a fiscal deficit of 1.8% of 
GNP despite the cutbacks on MOOE and capital spending.  Although the economy posted 
some recovery in 1999 the fiscal deficit deteriorated to 3.5% of GNP as the tax effort 
continued to slip. 

 
Fiscal Program for 2000.  The national government fiscal deficit for 2000 is 

initially targeted to reach P62.5 billion (or 1.8% of GNP) in 2000 (DBM/BESF 2001).  At 
this point, it is now certain that the said deficit target is not attainable.  As of the end of 
September 2000, the fiscal deficit for the first three quarters of the year is already at the 
P83.0 billion level.   

 
As is its wont, the government’s revenue projections are overly optimistic (See 

Box 1).  At the same time, the recent Supreme Court ruling on the automatic appropriation 
of the IRA together with the rise in domestic interest rates and the rapid depreciation of the 
peso in the fourth quarter as a result of the ongoing political crisis necessitate additional 
outlays for the national government.  Thus, unless other expenditures are cut, the fiscal 
deficit may hit P117.2 billion (or 3.4% of GNP).   

 
It should be emphasized that the comprehensive release of the advice of allotments 

at the start of the year (i.e., the so-called “what you see is what you get” expenditure 
management approach that was installed this year) leaves very little room to maneuver for 
expenditure control this late in the year.3  Thus, it will not be that easy to reduce the 
aggregate expenditure level at this point except perhaps through the build-up of accounts 
payable or arrearages. This is so because regulating cash flows without regulating 
commitments would tend to generate arrears in a regime where the revenue forecast is 
overstated and there is pressure to paint a less gloomy fiscal picture. (See related point in 
section 5.) 
 

  
 

                                                           
2 It should be noted that NG transfers to LGUs rose from 0.7% of GNP in 1990 to 2.7% in 1994 because of 
the implementation of the Local Government Code of 1991. 
3 With the new guidelines on the release of spending authorization about 80% of the expenditure program is 
deemed released at the start of the year (de Vera 1999). 
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Box 1 

Flawed Revenue Forecasts and Fiscal Discipline 
 
“It is possible to execute badly a realistic budget but impossible to execute well an unrealistic budget.”   ---- ADB 
1999 
 
          The BESF has had a long tradition of proposing an expenditure program based on revenue targets that are 
unrealistic and unattainable.  Box Table 1 highlights this point and shows actual national government revenues 
falling short of BESF revenue projections all throughout the 1990s with the exception of 1991, 1994 and 1995.  This 
practice does not only undermine fiscal discipline but it also diminishes allocative efficiency.  An underfunded 
expenditure program tends to result in arrears and delays in payments.  In many cases, overall fiscal discipline is 
typically not breached because expenditure controls (e.g., across-the board budget cuts or imposition of reserves) are 
put into play during budget implementation. However, these mechanisms necessarily weaken the link between 
planning and budgeting.  They dispense scarce resources inefficiently across an excessive number of programs 
and/or activities.  Moreover, they tend to politicize the prioritization process as the different stakeholders jockey for 
favors in the release of spending authorization and/or cash allocations.  As such, the amount of resources available to 
the various departments/agencies becomes unpredictable, resulting in delays in program implementation.  At the 
same time, the tedious process of fine-tuning spending levels for each and every agency every time adjustments are 
made on the revenue targets detracts the budget authorities from their more important function.   
 
          The flawed revenue forecasts stem from three sources: the overly optimistic macroeconomic forecasts, the 
inclusion of projected additional revenues from proposed tax measures that still requires legislative action, and poor 
revenue forecasting methodologies (Penner et al. 1994).  On the one hand, there are pressures on the economic 
managers to project a more rosy picture of the overall macroeconomic situation.  Thus, there is a tendency for 
government to come up with “fighting targets” as opposed to realistic targets.  On the other hand, the fiscal managers 
tend to be excessively roseate in assuming that Congress will approve proposed revenue measures in a timely 
fashion.  In reality, Congress resists legislating additional/higher taxes most of the time.  Moreover, in instances 
where Congress does act on the proposed tax measure, it typically passes an alternative version whose revenue 
impact is diluted, if not the opposite of that in the original proposal.  Recently, however, the fiscal managers have 
decided not to include the expected receipts from the new tax measures in reckoning programmed appropriation 
levels starting in 2000.  Lastly, poor revenue forecasts may be traceable to inadequacies in technical capability of the 
fiscal authorities with respect to revenue and macroeconomic forecasting.  In particular, the technicians are severely 
constrained in estimating the revenue impact of changes in tax policy because of the absence of micro-level taxpayer 
data. 
 

 
Box Table 1 

Comparison of BESF Target NG Revenues with Actual NG 
Revenues 

(in billion pesos) 

        

    BESF   Actual   %   

    Target   Revenues   Difference   

          

1991  206.381  220.787  6.98   

1992  278.901  242.714  -12.97   

1993  284.183  260.405  -8.37   

1994  319.169  336.159  5.32   

1995  350.228  361.220  3.14   

1996  417.216  410.449  -1.62   

1997  485.110  471.843  -2.73   

1998  540.920  462.516  -14.49   

1999  550.496  478.504  -13.08   

2000   597.666   514.563   -13.90   
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Based on actual tax take of the Bureau of Internal Revenue (BIR) in January to 
September 2000,4 a P37.4 billion - P38.8 billion shortfall in BIR collections should be 
anticipated for the entire year (Table 1).  This figure already includes some P1.5 billion in 
additional revenues that are expected from the tax on interest on T-bills because of the 
higher domestic interest rates in the fourth quarter.5 

 
Similarly, the national government has not been successful in disposing of its 

shares in the Philippine National Bank, the Manila Electric Co. (MERALCO), and the 
PNOC-Energy Development Corporation as it originally intended.  As of the end of 
September, only P1.9 billion has been realized out of the P22.9 billion targeted from 
privatization efforts.  Given the uncertainty in the market at present, it is projected that, at 
best, privatization proceeds may reach a total of P3 billion in 2000.  In contrast, the Bureau 
of Customs (BOC) and Bureau of Treasury (BTr) are expected to exceed their revenue 
goals by P4.3 billion and P5.1 billion, respectively, based on the actual figures for the first 
3 quarters.6 

 
Meanwhile, the unanticipated depreciation of the peso and the rise in domestic 

interest rates in the last quarter is expected to lead to an additional P9.4 billion in NG 
interest payments.  On the other hand, the central government is now mandated to transfer 
an additional P7.5 billion to LGUs.7  However, the DBM issued a memorandum (in 
October 2000) providing that the monthly IRA releases to LGUs will henceforth be 
released on the month succeeding the reference month.  For instance, the IRA for the 
month of October will be released in the first week of November rather than in the first 
week of October as was the previous practice.  This move implies that one-twelfth of the 
aggregate IRA allocation for 2000 will be released in January 2001 yet.  Taken together, 
these twin developments will reduce the required expenditure releases for LGU transfers 
by P2.6 billion.  Note that if LGUs were able to successfully challenge DBM’s new IRA 
release schedule, the projected fiscal deficit in 2000 may go up by an additional P10.1 
billion (reaching P127.3 billion) compared of the P117.2 billion that is projected above. 
 
 Fiscal Program for 2001.   The proposed President’s Budget projects the fiscal 
deficit in 2001 at P85 billion (or 2.2% of GNP).  However, this early it is obvious that this 
target is unrealistic for two reasons.  First, the macroeconomic assumptions have to be 
modified given recent developments.  In this regard, changes in the exchange rate and 
domestic interest rate assumptions are critical.   In  our  projections,  we  assume  the peso-  

                                                           
4 It should be emphasized that the figures  
5 Without the increase in the tax take because of higher T-bill rates, total BIR collection is projected to be 
P38.8 billion short of the BESF target for 2000. 
6 The figure for BOC takes into account the estimated P0.8 billion loss in revenue arising from the 
suspension of the 3% duty on oil imports in November and December of 2000.  
7 This amount should have been part of the LGUs’ IRA in 2000 but it was initially withheld and classified 
under unprogrammed funds by Congress.  
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Table1 
National Government Fiscal Position 

(in billion pesos) 

                  Author's       Author's       
  BESF   Author's       BESF    Projections        Projections       
Particulars Program    Projections   Differencea/    Program   (high rev.)   Differencea/   (low rev.)   Differencea/   

  2000   2000   2000   2001   2001   2001   2001   2001   
                   
Revenues 562.426  514.563  47.86  607.199  596.270  10.929  577.004  30.20   
Tax Revenues 494.476  461.385  33.09  549.324  535.996  13.328  516.73  32.59   
   BIR 397.826  360.470  37.36  441.634  424.666  16.968  405.400  36.23   
   BOC 91.879  96.144  (4.27)  100.470  104.110  -3.64  104.110  (3.64)   
   Other Offices 4.771  4.771  -  7.220  7.220  -  7.220  -   
                  
Non-Tax Revenues 67.950  53.178  14.77  57.875  60.274  -2.399  60.274  (2.40)   
   Fees and Charges 21.259  21.259  -  23.304  23.304  -  23.304  -   
   BTr Income 23.020  28.113  (5.09)  15.194  17.593  -2.399  17.593  (2.40)   
   Privatization 22.865  3.000  19.87  19.000  19.000  -  19.000  -   
   Others 0.806  0.806  -  0.377  0.377  -  0.377  -   

                  
Disbursements 624.926  631.826  (6.90)  692.200  720.356  -28.156  720.356  (28.16)   
Current Operating Expenditure 545.423  552.323  (6.90)  602.049  630.205  -28.156  630.205  (28.16)   
   Personal Services 223.272  223.272  -  244.104  244.104  -  244.104  -   
   MOOE 67.283  67.283  -  71.262  71.262  -  71.262  -   
   Subsidy 6.208  6.208  -  7.119  7.119  -  7.119  -   
   Allotments to LGUs 113.863  111.248  2.61  134.656  134.656  -  134.656  -   
   Interest Payments 129.797  139.312  (9.52)  144.908  173.064  -28.156  173.064  (28.16)   
   Tax Expenditures 5.000  5.000  -  -  -  -       
                  
Capital Outlays 79.503  79.503  -  90.151  90.151  -  90.151  -   
   Infra/Other Capital Outlays 74.022  74.022  -  84.303  84.303  -  84.303  -   
   Equity 0.721  0.721  -  0.496  0.496  -  0.496  -   
   CARP 3.500  3.500  -  4.475  4.475  -  4.475  -   
   Net Lending 1.260  1.260  -  0.877  0.877  -  0.877  -   
                  
SURPLUS/(Deficit) (62.500)  (117.263)  54.763  (85.001)  (124.086)  39.085  (143.352)  58.35   
                 
(percent of GNP)   1.805    3.385  (1.580)    2.206    3.219    (1.013)    3.719   (1.513)   
a/ Difference = BESF target less author's projections.              

 



 6

dollar exchange rate to settle at an average of P48 (instead of BESF’s P42) and the 91-day 
T-bill rate at 11% (instead of BESF’s 9.5%).  Also, GNP is assumed to grow by 4.5% in 
real terms while inflation is assumed to reach 6.5%.   
 

Second, the parameters underlying the BESF’s BIR tax projections appear to be 
overly optimistic.  Consequently, the national government fiscal deficit is forecasted to 
range from a low estimate of P124.1 billion (or 3.2% of GNP) to a high estimate of P143.3 
billion (3.7% of GNP) in 2001 (Table 1).  The difference between these two estimates 
stems from varying assumptions with regards to BIR tax collections.  If the BIR tax effort 
ratio is assumed to stay at the 2000 level8, BIR revenues are projected to reach P401.2 
billion only.  However, if the BIR tax effort improves somewhat9, then BIR revenues may 
reach P420.4 billion.  Comparing these figures with the BESF target of P441.6 billion, we 
find that BIR collections are likely to fall short by some P16.9 billion to P36.2 billion in 
2001. 

 
On the other hand, the BOC is likely to exceed its target revenue because of the 

depreciation of the peso by P3.6 billion even with the estimated P0.4 billion loss in 
revenue from the suspension of the 3% duty on oil imports in January 2001.  Similarly, the 
higher interest rate assumption for 2001 implies that BESF’s projected BTr income will be 
exceeded by P3.6 billion.  At the same time, the rise in the foreign exchange rate, the 
higher T-bill rate and the larger debt stock that is carried over to 2001 (because of the 
higher fiscal deficit in 2000) will shift the national government interest payments upwards 
by P28.2 billion. 
 
3. Revenue Program 
 

Significant gains in national government revenue performance have been achieved 
in 1986-1997.  Tax effort rose from 11.3% of GNP in 1975-1991 to 15.9% in 1992-1997.  
Tax effort peaked in 1996 – 16.4% of GNP (Table 2).  Thus, this development allowed the 
Philippines to catch up with the tax effort of other Asian countries (Table 3).  
 

However, the Asian crisis exacted a heavy toll in national government tax 
revenues.  Tax effort plummeted from 16.3% of GNP in 1997 to 14.8% in 1998.  In 1999, 
tax effort continued to decline to 13.7% despite the turnaround in economic activity 
(Table 2).   
 

A downward shift in the tax-to-GNP relationship is evident following the Asian 
financial crisis.  The overall tax elasticity (ratio of percentage change in tax revenues to 
percentage change in GNP) went down from 1.32 in 1986-1996 to 0.46 in 1996-1999.  The 
principal transmission channels for this problem appear to be the presence of corporate 
foreign currency debt and the elastic demand for imports.   

 
 
 
 

                                                           
8 This assumption is actually somewhat optimistic given recent experience.  The BIR tax effort ratio has 
continuously declined from 12.4% of GNP in 1997 to 12.1% in 1998 to 10.8% in 1999 and 10.4% in 2000. 
9 It is assumed here that the BIR tax effort ratio rises by 0.5 percentage point in 2001 compared to the 2000 
level. 
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Table 2 

National Government Revenues as a Proportion of GNP (%) 
           

  Average           
   1975-85    1986-91    1992-99 1996 1997 1998 1999   
                      
             
Total Revenues 12.90  15.97  17.44 18.15 18.66 16.43 15.16   
             
  Tax Revenues 11.26  13.12  15.28 16.27 16.30 14.80 13.68   
             
     BIR 6.72  8.86  11.14 11.64 12.44 12.09 10.82   
        Income and Profit 2.85  4.07  5.85 6.03 6.49 6.53 5.83   
           Corporate  1.46  1.75  2.69 3.01 3.24 2.66 2.49   
           Individual 1.10  1.30  2.01 1.93 2.16 2.18 2.16   
           Others 0.23  1.02  1.16 1.09 1.10 1.70 1.18   
        Excise 2.02  2.59  2.22 2.62 2.49 2.23 1.96   
        VAT/Licenses 1.48  1.76  2.31 2.99 1.87 2.41 2.45   
             
      BOC 4.04  4.08  4.02 4.62 3.76 2.70 2.74   
             
      Other Offices 0.51  0.20  0.12 0.11 0.11 0.12 0.12   
             
   Non-Tax Revenues 1.64  2.84  2.16 1.88 2.36 1.63 1.48   
                      

           

  
A closer examination of the tax-to-GNP ratio of the various types of taxes indicate 

what the problem areas are.  For instance, a persistent reduction in revenues from the 
corporate income tax is evident – from 3.2% of GNP in 1997 to 2.7% in 1998 to 2.5% in 
1999.  This might be partly due to the lower tax liabilities of corporations with foreign 
currency debt following the depreciation of the peso during the period.  Similarly, BOC 
revenues dropped from 3.7% of GNP in 1997 to 2.7% of GNP in 1998.  The decline in 
BOC in 1998 may be traced not only to the lower imports arising from the depreciation of 
the peso but also from the slowdown in economic activity in that year.  With turnaround in 
GDP, a small increase in BOC collections is evident in 1999 (2.74% of GNP) and 2000 
(2.8% of GNP) despite the continued drop in the value of the peso.   
 
 

Table 3  

Revenue Generation and Structure in the Asian-5  

(in percent of GDP, 1990-96 average)  

           

                      
  Philippines  Indonesia  Korea  Malaysia  Thailand   
                      

                      

Tax revenues 15.6  15.8  16.6  20.4  16.7   
   Taxes on income, profits, and capital gains 5.3  9.3  5.9  9.2  5.2  
      of which: corporate income tax 2.1  4.9  2.4  6.8  3.0  
   Domestic taxes on goods and services 4.8  5.0  6.3  6.0  7.5  
   Taxes on international trade and transactions 4.8  0.9  1.4  3.9  3.3  
             

Nontax revenues 2.7  1.9  2.6  6.8  2.0   
             

Total revenues 18.3  17.7  19.2  27.2  18.6   
                      

Source: IMF 2000           
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Excise taxes likewise exhibit a 
persistent downtrend – from 2.6% of GNP 
in 1996 to 2.0% of GNP in 1999.  The 
problem with the excise taxes is structural 
and is largely the result of the change in the 
form of excise taxes on cigarettes and 
alcoholic beverages from ad valorem to 
specific under the Comprehensive Tax 
Reform Package.  On the other hand, the 
fluctuations in the “other income and profit 
tax” follow that of the T-bill rate 
considering that the bulk of these taxes 
come from the tax on interest income. 
 

In addition to the above-mentioned 
problems, there are additional risks on the 
revenue side that will have serious 
implications for the revenue program in 
2001.  First, recent estimates of tax evasion 

indicate a deterioration in the evasion rate for the individual income tax and the value 
added tax starting in 1995 (Table 4 and Table 5).  Second, there are increasing pressures 
to reduce the tax base coming from various groups.  These include the bill to reduce the 
excise tax on petroleum products by 20% (Suarez Bill) and the proposal to increase the 
personal exemption level and the marginal tax rates for the individual income tax (Enrile 
bill).  The first one will lead to a revenue loss of P6 billion while the latter could result in a 
revenue loss of some P69 billion.10     
 
 

Table 5 

Tax Evasion from VAT on Domestic Sales 

(1985-1999) 

Year Evaded Taxes    Evasion Rate    

  (P million)   (%) 

1985            6,432.00   68.20   

1989          26,279.50   77.20   

1990          26,315.70   66.80   

1991          30,347.30   66.80   

1992          37,290.00   67.31   

1993          32,982.00   59.24   

1994          36,620.00   58.99   

1995          43,377.00   60.08   

1996          67,151.00   62.13   

1997          67,722.00   58.89   

1998          79,769.00   62.66   

1999          92,357.00    62.61   

Source:1985-1995, Manasan 1998    
             1996-1999, Manasan 2000    

                                                           
10 It is estimated that if personal exemption levels are increased without changing the marginal tax rates the 
revenue loss would be P38 billion while the loss in revenue would be P50 billion if the tax rates are cut but 
personal exemption levels remain unchanged.  

Table 4 

Level of Tax Evasion from the Individual Income Tax 

(1985-1999) 

Year   Evaded Taxes    Evasion Rate  

    (P million)   (%) 

1985  16,037.60  73.10  

1986  9,564.70  61.70  

1988  19,940.30  71.50  

1990  29,994.30  64.90  

1991  29,599.46  60.04  

1992  37,108.14  63.71  

1993  31,743.61  57.62  

1994  24,529.98  46.20  

1995  35,651.09  51.74  

1996  51,997.67  54.35  

1997  79,830.80  59.41  

1998  86,842.50  58.60  

1999   105,740.00   60.81  

Source: 1985-1995, Manasan 1998  

             1996-1999, Manasan 2000  
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4. Financing Program 
 
In 1999, the national government started to rely more on foreign borrowing to 

finance the fiscal deficit.  Of total NG borrowing in that year, 45.6% was sourced from 
external sources compared to 16.7% in 1986-1991 and -7.4% in 1992-1997 (Table 6).  In 
2000, this shift continued as 51.3% of total borrowing was programmed to be come from 
net external borrowing.  However, given the depreciation of the peso in the last half of 
2000 and the larger fiscal deficit that is actually being realized, the government is expected 
to shift back to domestic financing.  In the program for 2001, this movement is carried 
over as 71.6% of total NG borrowing is projected to be come from domestic sources. 

 
  

Table 6 
Percent Distribution of National Government Borrowings 

(%) 
  Average                 
  1975-85 1986-91 1992-97   1996 1997 1998 2000   2001   
                    Proposed   
Net Domestic Financing 81.28 83.23 107.35 113.86 74.85 86.11 77.44 71.56   
    
Net Foreign Financing 18.72 16.77           (7.35)    (13.86) 25.15 13.89 22.56 28.44   
    
Total Borrowings 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00   
    
Total Borrowings (in million pesos)       12,474       33,609       23,703   43,319   (27,113)   88,896   81,591           92,238   
                        

 
 
5. Fiscal Impulse 
 

In this section, we assess the first-round contribution of fiscal policy (i.e., 
expenditure-cum-tax policy) to the growth in aggregate demand using the fiscal impulse 
measure (Heller, Haas and Mansur 1986).11  A positive fiscal impulse implies an 
expansionary fiscal policy relative to the previous year.  Conversely, a negative fiscal 
impulse implies a contractionary fiscal policy.  Furthermore, net fiscal impulse may be 
broken down into two parts: the expenditure impulse and the revenue impulse.  A positive 
revenue impulse arises in a situation where actual revenues are lower relative to output 
than what it was in the base year.  Similarly, a positive expenditure impulse occurs when 
actual expenditure is lower relative to potential output relative to what it was in the base 
year.   
 

                                                           
11 The net fiscal impulse measure (FI) is defined as:   

FI = (∆ G – g0 ∆ Yp) – (∆ T – t0 ∆ Y)   
where  ∆ ( x ) is the change in x between yeart and year t-1 ; 
 G is government expenditures; 
 Yp is potential output;11 
 G0 is the ratio of government expenditures to potential output in the base year;11 
 T is government revenues; 
 t0 is the ratio of government revenues to actual output in the base year; 
 Y is actual output. 
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Table 7 show that the BESF 
expenditure program implies a fairly 
contractionary fiscal policy (with 
fiscal impulse of 2.4% of GNP) in 
2000 and a more neutral but still 
slightly contractionary fiscal policy 
(with a fiscal impulse of 0.2% of 
GNP) in 2001.  However, given the 
projected shortfall in government 
revenue in said years, deviations 
between intended and actual fiscal 
impulse is expected.  Although the 
fiscal impulse we are projecting for 
2000 (taking into account the likely 
non-achievement of target 
government revenues and the over-
shooting of programmed 
expenditure levels) is still contractionary, it is significantly less so than what is intended in 
the BESF.  On the other hand, our projected fiscal impulse for 2001 is more contractionary 
than what is programmed in the BESF.   
 

Use of accounts payable as a financing instrument.  In 1998, the national 
government accumulated a substantial amount of accounts payable. Recent estimates by 
DBM indicate that accounts payable reached some P151.1 billion as of end-1998 (Table 
8).  This amount was reduced by P15.7 billion in 1999, P28.5 billion in 2000 and is 
programmed to be trimmed down further by P53 billion in 2001. 

 
Table 8 

Accounts Payable and National Government Fiscal Deficit 

1998-2001 

(in billion pesos) 

          

    Stock   Change in   Fiscal Deficit   Fiscal Deficit   

    as of   Accounts   as per   Adjusted   

    End Year   Payable   COR   for Accounts   

                Payablea/   

            

1998  151.1 b/ 151.1  50.0  201.1   

1999  135.4 b/ -15.7  111.7  96.0   

2000  106.9  -28.5 c/ 62.5 d/ 34.0   

2001  53.9  -53.0 b/ 85.0 d/ 32.0   

                    
a/  accumulation of accounts payable is treated as part of financing  
b/  BESF 2001 p. 35        
c/  BESF 2001 p. 29        
d/  targets in BESF 2001      

 
Because of this, the cash budget does not adequately reflect the true state of 

national government fiscal position and the stance of fiscal policy.  For instance, while a 
P50 billion fiscal deficit was reported for 1998 in the Cash Operations Report (COR) of 
the BTr, in reality the national government had a fiscal deficit of P201.1 billion, P151.1 

Table 7 

Fiscal Impulse, 1995-2001 

(retirement of accounts payable treated as expenditures) 

% to GNP 

    Rev   Exp   Fiscal   

    Impulse   Impulse   Impulse   

1995  0.62  -0.82  -0.20   

1996  0.06  0.08  0.13   

1997  -0.66  0.27  -0.39   

1998  2.03  -0.87  1.16   

1999  1.30  0.07  1.36   

2000a/ -0.94  -1.46  -2.40   

2001a/ 0.53  -0.76  -0.22   

         
2000b/ 0.44  -1.26  -0.82   

2001b/ -0.43  -0.20  -0.63   

a/  based on BESF projections     
b/  based on author's projections     
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billion of which was financed by arrearages from suppliers and contractors.  In contrast, 
the official level of the fiscal deficit (P111.7 billion) in 1999 overstates the fiscal deficit by 
P15.7 billion because said amount was actually used to retire government arrearages and 
should not have been treated as an expenditure but rather as debt amortization and placed 
below the line. In this sense, delaying the payments of goods and services that have already 
been contracted and delivered translates government arrearages into a financing 
instrument.   

 
At the same time, one 

would obtain different estimates of 
the fiscal impulse measure 
depending on whether one treats 
accounts payable as a financing 
item or not.  For example, if 
unpaid obligations were not treated 
as part of NG expenditures (as is 
done in the COR), the fiscal 
impulse is estimated to be 1.2% of 
GNP in 1998 and 1.4% of GNP in 
1999 (Table 7).  In contrast, if 
unpaid obligations were treated as 
part of NG expenditures and 
accounts payable as part of deficit 
finance, then the fiscal impulse is 
estimated to be 6.5% of GNP in 
1998 and negative 3.9% of GNP in 1999 (Table 9).  If this alternative view is taken, then 
the national government expenditure program is seen as contractionary in 1999, rather than 
expansionary as many believe. Note further that once the planned retirement of accounts 
payable are netted out of the expenditure program and treated as debt repayment then the 
estimated fiscal impulse for 2000 (-2.8% of GNP) and for 2001 (-0.9% of GNP) is even 
more contractionary than what the earlier discussion would indicate (-2.4% of GNP and     
-0.2% of GNP, respectively, as per BESF).  Moreover, if both the programmed reduction 
in accounts payable and the expected shortfall in revenues are taken into consideration, 
then the estimated fiscal impulse for 2001 becomes even more contractionary: -1.3% of 
GNP.  This analysis indicates that the use of arrearages as a financing tool diminishes the 
transparency of national government accounts and makes policy analysis more difficult. 

 
 
6. Fiscal Sustainability 
 

In this section, we evaluate the sustainability of fiscal policies in terms of their 
ability to stabilize the debt-to-output ratio.  Specifically, the assessment follows the 
analytics of Anand and Van Wijnbergen (1989) and Catsambas and Pigato (1989).12  In 

                                                           
12 The framework they provide focuses on the inter-relationship among the fiscal deficit, domestic and 
foreign debt and key macroeconomic variables like the rate of inflation, the GDP growth rate, the interest 
rate, and the exchange rate.  A sustainable fiscal deficit is defined as one which maintains the government’s 
debt-to-output ratio.  The analysis derives the following expression for the sustainable primary deficit, (sus 
pdef):12 

sus  pdef =  - (r – g) b - ( i* + ∆ (E) / E - π −g ) b*  (1) 

Table 9 

Fiscal Impulse, 1995-2001 

(retirement of accounts payable treated as debt amortization) 

% to GNP 

    Rev   Exp   Fiscal   

    Impulse   Impulse   Impulse   

1995  0.62  -0.82  -0.20   

1996  0.06  0.08  0.13   

1997  -0.66  0.27  -0.39   

1998  2.03  4.49  6.53   

1999  1.30  -5.22  -3.92   

2000a/ -0.94  -1.83  -2.77   

2001a/ 0.53  -1.39  -0.86   

          

2000b/ 0.44  -1.63  -1.19   

2001b/ -0.43  -0.84  -1.27   

a/  based on BESF projections     
b/  based on author's projections     
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this analysis fiscal sustainability is measured by comparing the actual primary deficit with 
the sustainable primary deficit.  The government’s fiscal stance is said to be sustainable if 
its debt servicing requirement does not exceed its primary surplus.  In this sense, fiscal 
sustainability is indicated if the difference between the actual primary deficit and the 
sustainable primary deficit is negative.  
 

Table 10 shows the 
derivation of the sustainable 
national government primary 
deficit for 1995-2001.  It shows 
that, with the exception of the 
crisis year 1998, the national 
government deficit was 
sustainable in the period 1995-
1999.  In fact, the fiscal deficit in 
1995 and 1996 are considerably 
smaller than the estimated 
sustainable levels.  However, 
regardless of whether one uses 
the BESF projections for 2000 or 
the more conservative estimates 
that takes into account recent 
movements in key macro-
economic variables, the picture 
for 2000 and 2001 does not look as rosy as the fiscal sustainability estimates yield a 
positive sign.  This calls for a more contractionary stance on the part of government.  
Given the fact that MOOE and capital expenditure levels are already low, the only way 
government can achieve this without further cutting back on expenditures is by improving 
its revenue effort. 
 
 
 
 
 
 

                                                                                                                                                                               
where  g is the growth rate of real GDP; 
 r is the real domestic interest rate;  
 b is the ratio of national government domestic debt to GDP; 
 b* is the ratio of national government foreign debt to GDP; 
 i* is the nominal foreign interest rate;12 
 ∆ (E)/ E is the proportional rate of change in the exchange rate; 
 π ισ the domestic inflation rate. 
Fiscal sustainability (fs) is measured by comparing the actual primary deficit (act pdef) with the sustainable 
primary deficit.  Thus,  

fs = act pdef – sus pdef     (2) 
Equation 2 suggests that sustainability requires the actual primary deficit to be less than the estimated 
sustainable primary deficit.  In particular, if fs is positive, then the actual deficit exceeds the sustainable 
primary deficit and the debt-to-GDP ratio will increase.  Conversely, if fs has negative sign, then the actual 
deficit is less than the sustainable deficit and the debt-to-GDP ratio will decline.  In other words, the 
government’s fiscal stance is sustainable if its debt servicing requirement does not exceed its primary surplus.  

Table 10 

Sustainable Primary Deficit 

1995-2001 
    Actual   Sustainable   Actual   

    Primary   Primary   Less Sustainable   

    Deficit   Deficit   Primary Deficit   

    % GDP   % GDP   %  GDP   

1995  -4.392  2.516  -6.909   

1996  -3.811  2.259  -6.070   

1997  -3.277  -2.334  -0.944   

1998  -1.860  -10.309  8.449   

1999  0.179  2.361  -2.182   

2000a/ -2.059  -3.051  0.992   

2001a/ -1.648  -2.031  0.383   

          

2000b/ -0.683  -3.051  2.369   

2001b/ -1.349   -2.031   0.682   
a/  based on BESF projections 
b/  based on author's projections 
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7. The Expenditure Program 
 
 The proposed President’s Expenditure Program for 2001 amounts to P725 billion.  
Ostensibly, the battlecry of the Estrada administration is “Erap Para sa Mahirap,” with 
poverty alleviation as its centerpiece program.  Like its predecessors in 1999 and 2001, the 
proposed Estrada budget for 2001 appears to approach poverty reduction from the 
perspective of sustaining overall economic growth through productivity improvements in 
the agriculture sector.  Thus, while the social service sectors continue to capture the lion’s 
share in aggregate national government expenditures, the proposed expenditure program 
for 2001 shifts resources in favor of the economic service sectors and general public 
services (i.e., general public administration plus peace and order) and away from the social 
service sectors.  What is particularly worrisome about this development is the decline in 
real per capita national government expenditures on basic education and basic health care 
despite the reallocation of resources within the social services sector towards basic social 
services.  Given the fact that poor families are largely dependent on publicly provided 
basic social services, this development does not augur well for government’s poverty 
alleviation efforts. Also, the allocation for the combined infrastructure sector 
(transportation and communication, power/energy and water resources development) has 
continued to stagnate despite indications that the economy’s infrastructure support is one 
of one of the major bottlenecks to overall economic growth.  
 

Aggregate national government spending.  The proposed President’s Expenditure 
Program for 2001 is projected to grow at a fairly conservative rate of 11.6% relative to the 
actual expenditure program for 2000 (Annex Table 1). In a sense, the growth in the 2001 
President’s Budget is aligned with the expected change in the price level and the expected 
growth in economic activity.  Thus, while aggregate national government (NG) spending 
on an obligation basis declined from 19.5% of GNP in 1997 to 19.1% in 1998 and 18.4% 
in 1999, it rebounbed slightly to 18.7% in 2000 and is programmed to rise almost 
imperceptibly in 2001 (Figure 1).  From the longer- term perspective, the proposed 
President’s Expenditure Program for 2001, in the aggregate, is not much different from the 
central government budget of the Aquino and Ramos administrations when total national 
government expenditure obligation stood at 18.8% of GNP on the average. 

 

Figure 1. 
Aggregate National Government Expenditures

(percent to GNP)
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As debt service rose from 3.1% of GNP in 1997 to 3.7% of GNP in 2000, NG 
expenditure net of debt service exhibits a persistent downward trend in 1997-2000 (sliding 
from 16.4% of GNP in 1997 to 14.9% in 2000).  Since the debt-service-to-GNP is 
projected to remain constant in 2001, total NG expenditure net of debt service will 
increase, albeit in a marginal fashion, to 15.0% of GNP, a level that is not substantially 
different from the 15.1% average during the Ramos years. 

 
In contrast, the IRA will grow by 18.0% in 2001 compared to the 11.6% growth of 

total NG expenditure net of debt service (Annex Table 1).  This situation is a replication 
of the experience in 1993-1998 when the IRA grew by 24.9% yearly on the average even 
as the total NG budget net of debt service rose by only 16.2%.13  Consequently, the IRA 
expanded from 2.8% of GNP in 1997 to 3.7% in 2000 and 2001.  This represents a 28% 
increase relative to the 2.7% of GNP average in 1993-1998 (Annex Table 2). 

 
Because the IRA (i.e., transfers to local government units or LGUs) is growing at a 

faster pace than aggregate NG expenditure (Annex Table 1), the contraction in central 
government spending net of debt service and transfers to LGUs is even more pronounced: 
from 13.6% of GNP in 1997 to 11.7% in 2000 and 11.6% in 2001.  The figure for 2001 is 
markedly lower than the average level of 12.4% in 1986-1998 (Figure 1).  Consequently, 
the size of the budget over which the central government is able to exercise some level of 
control has been eroded over time.   

 
Allocation across sectors.  On the whole, central government spending on general 

public services is the second fastest growing major item in the proposed 2001 President’s 
Budget, next only to the IRA.  NG allocation for general public services is projected to 
increase by 15.5% over the 2000 expenditure level.  Outlays for general public 
administration are expected to swell by 15.0% over the previous year’s level while outlays 
for peace and order will grow by 16.4% (Annex Table 1).  Thus, the share of general 
public services in the aggregate NG expenditure program will rise from 17.5% in 2000 to 
18.1% in 2001 (Figure 2). 

 
Figure 2.

National Government Expenditures, by Sector
(percent to total budget)
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13 Contrary to popular perception, the IRA has been rising at a faster rate than the budgets of the devolved 
agencies during the same period. 
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Some P2.9 billion earmarked for separation and retirement benefits under the 
proposed government streamlining program, the P2.4 billion for the conduct of the 
national election, some P350 million for the modernization of the electoral system and 
P595 million for the computerization of the Bureau of Internal Revenue (BIR) all 
contribute to the expansion of NG expenditures on general public administration.  In 
addition, part of the hefty expansion in the proposed budget for general public 
administration may be explained by a planned 5% across-the-board salary increase for all 
government employees next year. Over and above this, the salary of the PNP uniformed 
personnel will be upgraded in 2001.  

 
The proposed 2001 President’s Budget is kinder to the economic service sectors 

than previous years’ budgets under the Estrada administration.  To wit, national 
government spending on all economic service sectors combined is programmed to grow by 
14.7% - higher than the 11.5% average annual rate of increase in 1993-1998 and a 5.9% 
yearly growth in 1999-2000 (Annex Table 1).  Thus, NG spending on the economic 
service sectors inches up from 3.3% of GNP in 2000 to 3.4% in 2001 (Figure 3) while the 
share of these sectors in the NG budget rises from 17.9% in 2000 to 18.4% in 2001 
(Figure 2).  However, if one takes a longer perspective, one observes that NG spending on 
the economic service sectors (whether expressed in terms of their combined share in the 
total NG budget or relative to GNP) has not quite recovered from the fiscal cuts of the late 
1990s.  This is evident when one compares the 2001 figures with the levels for 1993-1998 
when NG spending on the economic service sectors was 4.0% of GNP on the average 
while the said sectors’ share in the aggregate NG budget was 21.1%.  

 

Figure 3.
National Government Expenditures, by Sector

(percent to GNP)
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Among the economic service sectors, the biggest gainer in the proposed 2001 

President’s Budget is the environment and natural resource management subsector whose 
budget is projected to increase from 0.2% of GNP in 2000 to 0.3% in 2001 (Annex Table 
2).  However, this level is just about equal to the average allocation for the sub-sector in 
1993-1998.  The programs/projects which receive higher allocations in 2001 are forest 
management (particularly the implementation of the Forestry Sector Project Loan), the 
Southern Mindanao Integrated Coastal Management Project, the new Land Administration 
Project and the Mindanao Rural Development Project. 
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As the implementation of the Agriculture and Fisheries Modernization Act enters 
its second year, the agriculture/agrarian reform subsector continues to post some gains.  
Although the outlay for agriculture/agrarian reform subsector in 2001 (1.01% of GNP) is 
not substantially different from the previous year’s budget (0.99% of GNP), it is 
significantly higher than the average allocation for this subsector in 1993-1998 (0.8% of 
GNP).  The budget support for the agriculture/agrarian reform subsector includes the P23.7 
billion allocation for the agrarian reform fund and the Department of Agriculture under the 
Agriculture Fisheries Modernization Fund. 

 
In contrast, the proposed allocation for the infrastructure subsector (composed of 

power/energy, water resources development and transportation/communication) in 2001 
(2.03% of GNP) is slightly lower than the 2000 level (2.04% of GNP).  But what is 
worrisome is the fact that the proposed NG spending on infrastructure in 2001 is 
considerably lower than the 2.5% average in 1993-1998 and 4.5% of GDP average in East 
Asia in the 1990s.  This result holds true even if one adjusts for increased private sector 
finance of infrastructure projects through the build-operate-transfer (BOT) schemes.   

 
 The infrastructure subsector, however, continues to capture over 50% of the total 
NG allocation for the economic services sector despite some contraction relative to the 
period 1993-1998 when the subsector received over 60% of the total economic services 
budget.  Within the subsector, transportation and communications receives the biggest 
share of the budget but power and energy registers the highest rate of increase.   
 

Meanwhile, the nominal increase in total social service sector spending of the 
national government in 2001 is not even sufficient to keep pace with inflation.  National 
government expenditure on all the social services sectors combined is projected to register 
the lowest rate of growth (3.0%) among the major sectors (Annex Table 1).  Relative to 
GNP, NG allocation for the social services sector declines continuously from a peak of 
4.9% in 1997 to 4.4% in 2000 and 4.2% in 2001 compared to an average of 4.3% in 1993-
1998 (Figure 3).  Although the social sectors continue to capture the biggest share in 
aggregate national government expenditures (22.5%) in 2001, their combined budget share 
has shrunk from a top mark of 24.9% in 1997 and 23.8% in 2000 (Figure 2) but remains 
comparable to the average in 1993-1998 (22.6%).   
 

Real per capita social service sector expenditures of the NG show a similar 
downward trend.  Total social service sector spending declined in real per capita terms 
from a peak of P634 in 1997 to P599 in 2000 and P580 in 2001 (Table 11).14   
 

The budget of the housing and community development subsector declines by 
40.4% in 2001 relative to 2000. Thus, compared to GNP, NG expenditure on the subsector 
halved from 0.14% of GNP in 2001 to 0.07% in 2001 (Annex Table 2). Compare this 
with the average allocation of 0.12% of GNP in 1993-1998 and 0.30% of GNP in 1986-
1992.  It should be noted that the budget support for the National Home Mortgage 
Corporation and the National Housing Authority are also cut by roughly 40% from P1.8 
billion and P2.5 billion, respectively, in 2000 to P1.1 billion and P1.5 billion in 2001. 
 

                                                           
14 These amounts are expressed in 1985 pesos. 
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Table 11 

Real Per Capita National Government Expenditures on Social Services, 1975-2000 (in 1985 pesos) 

           

  Average               

  75-85 86-92 93-98   1996 1997 1998 1999 2000P 2001F 

             

             

  Total Social Services 389.42 522.74 516.59  567.35 637.24 612.86 590.68 598.59 580.45 

            

    Education 230.14 359.54 393.10  414.20 486.44 481.55 451.21 459.71 447.25 

    Health 70.62 87.44 54.69  58.28 67.85 55.18 55.58 50.31 46.06 

    Social Welfare, Labor & Employment 32.33 28.11 53.87  68.46 70.09 62.70 66.86 70.24 77.08 

    Housing & Com. Devt. 56.34 47.64 14.93  26.40 12.85 13.42 17.02 18.33 10.06 

                      

           

 
 The health and the education subsectors are also badly hit by the contraction of the 

social service sector budget.  To wit, total NG allocation for the education subsector drops 
from 3.4% of GNP in 2000 to 3.2% in 2001 compared to an average of 3.3% in 1993-1998 
(Annex Table 2).  Similarly, NG expenditure on the health subsector is down from 0.4% 
of GNP in 2000 to 0.3% in 2001 compared to 0.4% in 1993-1998.  Consequently, NG 
expenditures on health and education will post marked reductions in real per capita terms 
in 2001.  Thus, real per capita NG spending on health and education in 2001 are 8.4% and 
2.7% lower than their 2000 levels (Table 11).   
 

 On a positive note, 
some improvement in the 
intra-sectoral allocation within 
the education sub-sector is 
evident in 2001.  The budget 
support for higher education 
goes down by 3.1% in 2001 
relative to its level in 2000.  
Consequently, the share of 
higher education in the total 
NG budget on education 
contracts from 15.2% in 2000 to 13.8% in 2001, lower than the 16.3% average in 1993-
1998 (Table 12).  This is in line with the thrust towards performance based budgeting and 
increased cost recovery in the SUCs.   
 

In contrast, the share of the technical/vocational education in the aggregate budget 
of the education subsector expands from 1.9% in 2000 to 2.5% in 2001.  The 2001 figure 
compares favorably with the 1.0% average in 1993-1998.   

 
Similarly, the share of basic education in total NG education spending inches up 

from 82.8% in 2000 to 83.6% in 2001, higher than the 82.7% average in 1993-1998 
(Table 12). Also, although the basic education budget continues to be lopsided in favor of 
personal services (at the expense of MOOE and capital outlays), the share of personal 
services in the basic education budget slips from 87.7% in 1999 to 86.5% in 2001. 
However, the 7% nominal increase in NG spending on basic education is not sufficient to 

Table 12 

Distribution of Education Budget by Level 

       

  1997 1998 1999 2000 2001   

         

Basic Education 83.65 82.71 82.78 82.85 83.63   

TVET 1.44 1.57 2.01 1.95 2.51   

Higher Education 14.91 15.71 15.20 15.20 13.86   

         

Total 100.00 100.00 100.00 100.00 100.00   
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compensate for the increased budgetary requirements arising from the expansion in school 
enrollment and inflation and real per capita spending on basic education slips from P399 in 
1997 to P370 in 2000 and P365 in 2001.   
 
  On the other hand, the reduction in the allocation for the health subsector is largely 
due to the reforms aimed at making hospitals more financially independent.  However, 
funding for public health programs has also been downgraded. Thus, the share of 
preventive health care services in the DOH’s total budget contracted from 35.3% in 1998, 
to 30.3% in 1999, to 26.4% in 2000 and 24.3% in 2001 while that of curative care rose 
from 53.1% in 1998 to 62.2% in 2001 (Table 13).  Thus, real per capita allocation for 
basic health services has been declining since 1997. 
 
 

Table 13 

Distribution of DOH Budget by Function 

       

  1997 1998 1999 2000 2001   

         

Preventive Care 33.96 35.29 30.28 26.44 24.29   

Curative Care 53.97 53.12 56.60 61.67 62.20   

General Administration 11.33 11.18 13.12 11.89 13.50   

         

Total 100.00 100.00 100.00 100.00 100.00   

 
 
Meanwhile, the social welfare, labor and employment subsector is the only 

subsector within the social services sector that is programmed to have positive growth in 
real per capita terms in 2001. Consequently, NG spending in the subsector will rise from 
0.5% of GNP in 2000 to 0.6% in 2001 (Annex Table 2).  Compare this with the average 
subsector budget of 0.45% of GNP in 1993-1998.  In this subsector, the expansion of the 
allocation for CIDDS under the DSWD budget in 2001 is notable. 
 

Nominally, the allocation for national defense remains practically unchanged in 
2001 compared to 2000 as the sector’s budget grows by a mere 0.5% (Annex Table 1).  
Relative to GNP, expenditures on national defense decline from 1.2% of GNP in 2000 to 
1.1% in 2001.  This figure is well below the 1.4% of GNP average in 1993-1998 (Annex 
Table 2).   
 

Allocation across economic categories.  With reference to the economic categories 
within the budget, maintenance and other operating expense (MOOE) is the fastest 
growing major item, increasing by 14.5% in 2001 (Annex Table 4).  In comparison, NG 
spending on personal services rises by 12.3% while that on capital outlay increases by 
10.8%.  

 
The growth in MOOE is largely accounted for by the expansion of interest 

payments and transfers to LGUs.  Although subsidies to government corporations are cut 
from .3% of GNP in 2000 to 0.2% in 2001, non-mandatory recurrent NG expenditure 
(other MOOE) slips from 2.1% to 2.0% of GNP, a level that is below the 2.3% average in 
1993-1998, (Table 14).  At the same time, the share of other MOOE in the aggregate 
expenditure program in 2001 (10.9%) is lower than the 12.1% average in 1993-1998 



 19

(Annex Table 5).  This situation is reflective of the reduced flexibility in the NG 
expenditure program. 
 

Table 14 

National Government Expenditures as Proportion of GNP, by Economic Classification, 1975-2000 

(%) 

  Average               

  75-85   86-92   93-98   1997  1998  1999 2000P 2001F   

TOTAL 15.07  18.70  18.92  19.45 19.09 18.39 18.67 18.72   

               

 I.  Current Operating Expenditures 9.82  15.05  15.85  16.19 16.32 15.89 16.49 16.32   

               

     A.  Personal Services 4.08  5.47  6.29  7.08 7.30 6.82 6.85 6.64   

               

     B.  MOOE 5.74  9.58  9.55  9.11 9.02 9.07 9.64 9.68   

         a.  Interests 1.47  5.52  3.78  3.08 3.54 3.37 3.73 3.75   

         b.  Transfers 1.25  1.56  3.49  3.61 3.35 3.70 3.81 3.94   

         c.  Other MOE 2.95  2.50  2.28  2.42 2.12 2.00 2.09 2.00   

               

II.  Capital Outlay 5.25  3.65  3.08  3.26 2.77 2.50 2.18 2.41   

               

     A.  Capital Expenditures 2.49  2.45  2.65  2.89 2.57 2.25 2.10 2.32   

               

     B.  Investment Outlay 1.96  0.46  0.29  0.22 0.15 0.06 0.05 0.04   

               

     C.  Loans Outlay 0.81   0.75   0.14   0.15 0.05 0.19 0.03 0.05   

 
On a positive note, NG expenditure on personal services declines from 6.8% of 

GNP in 2000 to 6.5% in 2001 despite a proposed 5% across-the-board salary increase 
(Table 14).  However, these figures are still higher than the 6.3% of GNP average in 1993-
1998, the 2.6% of GDP average in Indonesia and the 5.0% of GDP average in Thailand in 
1990-1996 (Table 15). 
 

Table 15 
Expenditure Structure in the Asian-5 
(in percent of GDP, 1990-96 average) 

           

                      
  Philippines  Indonesia  Korea  Malaysia  Thailand   
             

             
Current expenditure 16.5  8.7  14.4  20.9  11.0   
   Wage bill 5.6  2.6  2.2  7.9  5.0   
   Purchase of goods and services 2.8  1.7  3.1  4.3  3.9   
   Interest bill 5.8  1.8  0.6  4.3  0.9   
   Subsidies and transfers 2.3  2.7  8.4  5.1  1.2   
             
Capital expenditure 2.7  7.7  2.8  5.1  4.4   
Net lending 0.4  0.4  2.2  0.3  0.2   
Total expenditure 19.5  16.9  19.4  26.3  15.6   
                      

           
Source: International Monetary Fund, 2000      
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At the same time, capital outlays of the national government climbs from 2.2% of 
GNP in 2000 to 2.4% in 2001, well below the 3.1% average in 1993-1998 (Table 14).  It 
is notable that the share of NG capital spending on its own account to total NG capital 
spending expanded from 85.7% in 1993-1998 to 96.2% in 2001.  This is attributable to 
tight control on investment and loan outlays to government corporations.  Compare the 
allocation for NG investment and loan outlays of 0.5% of GNP in 1993-1998 to the 0.1% 
level in 2001. 
 

The bulk of NG capital spending goes to infrastructure (over 61%) in 2001.  The 
agriculture/agrarian reform subsector garners the second largest share (some 18%).  On the 
other hand, general public administration receives some 9% of total NG capital spending 
while the environment and natural resource subsector and the education subsector each 
obtains 4% of the aggregate NG capital budget. 
 
 
8. Conclusion 
 

The President’s Budget for 2001 highlights the hard choices that confront policy 
makers in the face of clear tradeoffs between the key goals of economic policy.   
 
 The consolidation of national government’s fiscal position in 1990-1996 was 
impressive.  From a fiscal deficit equal to 3.4% of GNP in 1990, the national government 
accomplished a major turnaround and posted a surplus of 0.9% of GNP in 1994.  Perhaps, 
what is even more significant is the fact that the national government replicated this 
achievement for another three consecutive years: 1995-1997.    
 

However, following the onset the Asian financial crisis in 1997, the national 
government is the red once again as its tax effort deteriorated and continued to slip despite 
the recovery in economic activity in 1999.  Consequently, the fiscal deficit rose from 1.8% 
of GNP in 1998 to 3.5% of GNP in 1999.  Given the flawed revenue forecasts, it is likely 
that the fiscal deficit targets for 2000 (1.8% of GNP) and 2001 (2.2% of GNP) will not be 
met and instead the actual fiscal deficit for the said years will persistently hover around 
3.5% of GNP. 
 

On the one hand, our estimates of the fiscal impulse (which is a measure of the 
first-round contribution of the expenditure-cum-revenue program on aggregate demand 
and growth) after taking into account the likely changes in the macroeconomic 
assumptions and revenue forecasts indicate that the proposed budget for 2001 is more 
contractionary than what is programmed in the BESF.  On the other hand, our estimates 
also suggest that the fiscal deficit (both the BESF target and the our own forecast) is not 
sustainable and may lead to an explosive situation where the large stock of government 
debt leads to an ever increasing debt service burden and consequently, to a vicious circle 
of high fiscal deficit – high debt burden – low growth.  Thus, some tradeoff between 
growth and sustainability becomes apparent in the 2001 expenditure program.   
Consequently, one cannot overemphasize the need for improvements in revenue effort 
given the fact that it would be unwise to further reduce government expenditures 
(particularly, MOOE and capital outlays which are at sub-optimal levels even now) in an 
effort to put the national government’s fiscal position on the path to sustainability.   
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Focusing now on the expenditure program, while the social service sectors 
continue to receive the biggest share in aggregate national government spending, the 
proposed expenditure program for 2001 shifts resources in favor of the economic service 
sectors and general public services (i.e., general public administration plus peace and 
order) and away from the social service sectors.  The incremental resources going to the 
economic services sector are largely being allocated to productivity improvements in the 
agriculture sector.  This is consistent with the national government’s growth and equity 
objectives given that the incidence of poverty is high in the rural areas.  However, the 
allocation for the combined infrastructure sector (transportation and communication, 
power/energy and water resources development) will continue to stagnate despite 
indications that the poor infrastructure support is one of the major bottlenecks to overall 
economic growth.  

 
Also, it is sad to note the decline in real per capita national government 

expenditures on basic education and basic health care despite the reallocation of resources 
within the social services sector towards basic social services.  This development would 
tend to undermine the government’s poverty alleviation efforts since poor families are 
largely dependent on publicly provided basic social services,.  
 

Lastly, it is important to highlight additional risks to fiscal consolidation and sound 
public expenditure management.  First, recent estimates of tax evasion indicate a 
deterioration in the evasion rate for the individual income tax and the value added tax 
since in 1995.  Second, there are increasing pressures to reduce the tax base coming from 
various groups.  These include the bill to reduce the excise tax on petroleum products by 
20% (Suarez Bill) and the proposal to increase the personal exemption level and the 
marginal tax rates for the individual income tax (Enrile bill).  Third, the use of arrearages 
as a financing tool diminishes the transparency of national government accounts and 
makes policy analysis more difficult. 
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Annex Table 1
Growth Rate of National Government Expenditures, By Sectoral Classification, 1975-2001

(%)

Average
75-85 86-92 93-98 1996-97 1997-98 1998-99 1999-2k 2000-2001

GRAND TOTAL 15.66 18.07 13.09 18.18 9.28 7.99 11.91 11.63

  Total Economic Services 14.05 8.03 11.50 27.66 -4.94 7.64 4.14 14.70

    Agriculture 9.84 13.51 10.38 52.64 -28.05 34.05 0.61 11.94
    Agrarian Reform 3.72 29.22 17.43 44.92 10.37 1.45 136.86 17.36
    Natural Resources 10.83 19.11 12.02 65.98 -30.39 -5.47 11.01 57.35
    Industry 18.90 3.98 14.73 2.04 30.04 -38.21 10.70 20.91
    Trade 2.76 -5.16 8.78 3.83 -14.45 31.39 16.52 19.07
    Tourism 8.54 21.10 22.22 28.48 17.26 -30.25 37.67 2.59
    Power & Energy -3.02 22.67 -2.40 120.59 -18.11 196.38 -80.09 56.90
    Water Resources Devt. 35.48 5.18 -7.87 18.57 -50.61 17.65 -55.70 -25.00
    Transp. & Comm. 9.02 16.98 11.63 19.48 10.04 0.55 5.95 10.32
    Other Econ. Services 38.95 -36.60 33.56 -15.59 -44.57 -13.31 -84.12 14.37

  Total Social Services 15.60 19.52 17.47 21.73 8.82 6.33 9.07 5.36

    Education 16.02 21.29 18.81 27.28 12.01 3.37 9.66 5.71
    Health 14.45 20.64 3.92 26.17 -7.98 11.12 -2.57 -0.53
    Social Welfare, Labor & Employment 7.63 22.34 24.88 10.97 1.21 17.65 13.07 19.23
    Housing & Com. Devt. 25.75 -18.50 42.24 -47.24 18.16 39.85 15.94 -40.35

  National Defense 5.81 15.25 16.43 20.22 12.03 2.78 -2.09 2.92

  Total Public Services 17.28 22.66 14.62 14.62 10.31 -0.18 12.69 15.45

    Public Administration 13.89 23.89 14.44 14.99 9.91 -4.32 12.51 14.98
    Peace and Order 30.73 20.01 15.05 13.74 11.26 9.59 13.04 16.40

 Others 17.90 22.33 25.15 22.32 8.87 24.44 19.34 17.08

 Debt Service 36.21 27.34 3.85 1.89 27.99 6.51 22.12 11.64

MEMO ITEM:

     IRA 18.61 29.19 24.86 25.54 8.29 23.85 17.30 18.02
     Grand Total - Debt Service 13.77 15.25 16.24 21.85 5.76 8.33 9.62 11.62



Annex Table 2
National Government Expenditures as a Proportion of GNP, By Sectoral Classification, 1975-2001

(%)

Average
75-85 86-92 93-98 1997 1998 1999 2000P 2001F

GRAND TOTAL 15.07 18.70 18.92 19.45 19.09 18.39 18.67 18.72

  Total Economic Services 6.20 4.51 3.99 4.31 3.68 3.53 3.34 3.44

    Agriculture 0.79 0.75 0.67 0.92 0.59 0.71 0.65 0.65
    Agrarian Reform 0.08 0.27 0.15 0.18 0.17 0.16 0.34 0.36
    Natural Resources 0.25 0.29 0.27 0.37 0.23 0.19 0.20 0.28
    Industry 0.31 0.16 0.12 0.11 0.13 0.07 0.07 0.08
    Trade 0.04 0.01 0.01 0.01 0.01 0.01 0.01 0.01
    Tourism 0.03 0.02 0.03 0.04 0.04 0.02 0.03 0.03
    Power & Energy 0.77 0.31 0.18 0.10 0.07 0.20 0.04 0.05
    Water Resources Devt. 0.14 0.08 0.04 0.05 0.02 0.02 0.01 0.01
    Transp. & Comm. 2.71 2.14 2.29 2.34 2.31 2.07 1.99 1.97
    Other Econ. Services 1.08 0.48 0.24 0.21 0.10 0.08 0.01 0.01

  Total Social Services 3.16 3.94 4.27 4.85 4.74 4.50 4.45 4.21

    Education 1.87 2.74 3.25 3.70 3.73 3.44 3.42 3.25
    Health 0.57 0.67 0.44 0.52 0.43 0.42 0.37 0.33
    Social Welfare, Labor & Employment 0.24 0.23 0.45 0.53 0.49 0.51 0.52 0.56
    Housing & Com. Devt. 0.47 0.30 0.12 0.10 0.10 0.13 0.14 0.07

  National Defense 1.78 1.31 1.41 1.48 1.49 1.36 1.21 1.12

  Total Public Services 1.70 2.53 2.76 2.89 2.87 2.55 2.61 2.71

    Public Administration 1.16 1.94 1.95 2.04 2.01 1.72 1.75 1.81
    Peace and Order 0.54 0.59 0.81 0.85 0.85 0.84 0.86 0.90

 Others 0.82 0.90 2.72 2.83 2.77 3.08 3.33 3.50

 Debt Service 1.41 5.52 3.78 3.08 3.54 3.37 3.73 3.74

MEMO ITEM:

     IRA 0.62 0.81 2.66 2.81 2.73 3.02 3.21 3.41
     Grand Total - Debt Service 13.66 13.19 15.14 16.37 15.55 15.02 14.94 14.98
     Infrastructure before BOT 3.62 2.53 15.18     2.49 2.40 2.29 2.04 2.03
     Infrastructure after BOT 3.62 2.59 3.92       4.32 3.49



Annex Table 3
Percent Distribution of National Government Expenditures, By Sectoral Classification, 1975-2001

(Percent)

Average
75-85 86-92 93-98 1997 1998 1999P 2000P 2001F

GRAND TOTAL 100.00    100.00    100.00     100.00 100.00 100.00 100.00 100.00

  Total Economic Services 41.17      24.10      21.11       22.15 19.27 19.21 17.88 18.37

    Agriculture 5.21        3.98        3.53         4.72 3.11 3.86 3.47 3.48
    Agrarian Reform 0.56        1.43        0.80         0.90 0.91 0.85 1.81 1.90
    Natural Resources 1.67        1.54        1.40         1.90 1.21 1.06 1.05 1.48
    Industry 2.05        0.85        0.63         0.56 0.67 0.38 0.38 0.41
    Trade 0.30        0.05        0.05         0.04 0.03 0.04 0.04 0.05
    Tourism 0.21        0.12        0.17         0.19 0.21 0.13 0.16 0.15
    Power & Energy 5.11        1.66        0.95         0.52 0.39 1.06 0.19 0.27
    Water Resources Devt. 0.92        0.43        0.23         0.24 0.11 0.12 0.05 0.03
    Transp. & Comm. 17.99      11.45      12.11       12.02 12.10 11.27 10.67 10.54
    Other Econ. Services 7.14        2.58        1.24         1.06 0.54 0.43 0.06 0.06

  Total Social Services 20.94      21.05      22.55       24.94 24.84 24.45 23.84 22.50

    Education 12.42      14.64      17.19       19.04 19.52 18.68 18.30 17.33
    Health 3.76        3.59        2.35         2.66 2.24 2.30 2.00 1.79
    Social Welfare, Labor & Employment 1.62        1.21        2.37         2.74 2.54 2.77 2.80 2.99
    Housing & Com. Devt. 3.14        1.61        0.65         0.50 0.54 0.70 0.73 0.39

  National Defense 11.78      7.00        7.43         7.60 7.79 7.41 6.49 5.98

  Total Public Services 11.27      13.54      14.59       14.88 15.02 13.88 13.98 14.46

    Public Administration 7.71        10.36      10.33       10.48 10.54 9.34 9.39 9.67
    Peace and Order 3.55        3.18        4.26         4.39 4.47 4.54 4.59 4.78

 Others 5.47        4.81        14.35       14.57 14.52 16.73 17.84 18.71

 Debt Service 9.38        29.49      19.97       15.85 18.57 18.31 19.98 19.99

MEMO ITEM:

     IRA 4.09        4.34        14.04       14.45 14.32 16.42 17.21 18.20
     Grand Total - Debt Service 90.62      70.51      80.03       84.15 81.43 81.69 80.02 80.01
     Grand Total-Debt Service-Net Lending 87.13      67.38      79.66       83.86 81.37 81.14 79.95 79.89
     Defense & Peace & Order 15.34      10.18      11.69       11.99 12.26 11.95 11.07 10.76



Annex Table 4
Growth Rate of National Government Expenditures, by Economic Classification, 1975-2001

Average
75-85 86-92 93-98 1996-97 1997-98 1998-99 1999-2k 2000-01

TOTAL 15.66 18.07 13.09    18.18               9.28                 7.99                 11.91               11.63

 I.  Current Operating Expenditures 16.65     22.30    13.30    17.10               12.22               9.17                 14.38               10.16

     A.  Personal Services 16.71     20.40    17.63    29.35               14.81               4.83                 10.63               7.88

     B.  MOOE 16.61     23.46    10.49    9.08                 10.22               12.69               17.20               11.78

         a.  Interests 36.21     27.34    3.85      1.88                 27.99               6.51                 22.25               11.63
         b.  Transfers 12.06     26.05    23.33    15.90               3.35                 23.77               13.55               14.89
         c.  Loan Repayment & Sinking Fund Contrib. (2.38)     (85.17)              487.41             (100.00)            
         d.  Other MOE 10.33     15.67    10.30    9.36                 (2.24)                5.54                 15.44               6.39

II.  Capital Outlay 13.98     5.57      11.88    23.83               (5.31)                1.05                 (3.81)                22.68

     A.  Land, Land Improvements & Structure Outlays (0.08)      22.08    18.26    26.59               21.38               (4.80)                (18.36)              57.22

     B.  Buildings & Structures 18.48    6.78      7.06                 (28.26)              (19.11)              (24.12)              43.78

     C.  Equipment (Others & Livestock & Eqpt. 13.97     13.61    2.46      42.44               (43.17)              51.44               136.13             (42.87)
          Outlay starting 1992)

     D.  Investment Outlay 9.89       (8.31)     8.79      33.62               (21.67)              (54.33)              (18.46)              0.99

     E.  Loans Outlay 94.04     (16.84)   (13.73)   18.53               (62.45)              321.08             (82.07)              65.26



Annex Table 5
Percentage Distribution of National Government Expenditures, Obligation Basis, by Economic Classification, 1975-2001

Average
1975-85 1986-92 1993-98 1997 1998 1999 2000P 2001F

TOTAL 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

 I.  Current Operating Expenditures 65.13 80.46 83.74 83.23 85.47 86.40 88.31 87.15

     A.  Personal Services 27.05 29.25 33.25 36.38 38.22 37.10 36.68 35.45

     B.  MOOE 38.09 51.21 50.49 46.84 47.24 49.30 51.63 51.70

         a.  Interests 9.78 29.52 19.97 15.85 18.57 18.31 20.01 20.01
         b.  Transfers 8.28 8.32 18.46 18.57 17.56 20.12 20.42 21.02
             1.  to local government 4.46 4.58 14.91 15.23 14.74 16.86 17.80 18.80
             2.  to all government corporations 1.53 1.87 2.43 2.23 1.91 2.22 1.44 0.98
             3.  to others 2.29 1.87 1.12 1.11 0.90 1.04 1.18 1.24
         c.  Loan Repayment & Sinking Fund Contrib. 0.46 0.01 0.01 0.00 0.00 0.00 0.00 0.00

         d.  Other MOE 19.57 13.36 12.06 12.42 11.11 10.86 11.20 10.68

II.  Capital Outlay 34.87 19.54 16.26 16.77 14.53 13.60 11.69 12.85

     A.  Land, Land Improvements & Structure Outlays 10.66 7.24 8.73 8.87 9.85 8.68 6.34 8.92

     B.  Buildings & Structures 4.02 4.15 3.34 3.57 2.34 1.75 1.19 1.53

     C.  Equipment (Others & Livestock & Eqpt. 1.85 1.71 1.91 2.44 1.27 1.78 3.75 1.92
          Outlay starting 1992)
     D.  Investment Outlay 12.99 2.44 1.55 1.12 0.81 0.34 0.25 0.22

         a.  to local government 0.00 0.01 0.00 0.02 0.00 0.00 0.00 0.01
         b.  to all government corporations 12.40 2.30 1.32 0.62 0.35 0.26 0.17 0.07
         c.  to others 0.58 0.13 0.23 0.48 0.45 0.08 0.08 0.14

     E.  Loans Outlay 5.35 4.00 0.73 0.78 0.27 1.04 0.17 0.25

         a.  to local government 0.01 0.09 0.06 0.08 0.04 0.09 0.06 0.12
         b.  to all government corporations 5.01 3.32 0.46 0.37 0.07 0.92 0.06 0.12
         c.  to others 0.33 0.58 0.21 0.32 0.15 0.04 0.04 0.00


