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The Philippines and the Global Financial Crisis

The immediate impact of the global financial crisis on the Philippine economy was a decline in exports resulting in a decline of GDP growth (from 7.1% in 2007 to 1.1% in 2009). GNP growth also declined over the same period but less dramatically (from 7.5% in 2007 to 4.0% in 2009) because of the continued growth of the overseas workers remittances (Manasan 2011). The impact was compounded by the sharp rise in food and fuel prices during the first quarter of 2008 (Manasan 2011; Balisacan, et al. 2010; Yap, et al. 2009). The Philippine government responded through the Economic Resiliency Plan (ERP), which aimed to pursue a countercyclical fiscal policy amounting to PHP330 billion (or USD6.9 billion) to sustain growth rates achieved before the crisis, reduced the unemployment effects, protect vulnerable social sectors, reduce inflation, and ensure competitiveness in preparation for the global economic recovery (Manasan 2011; Yap, et al. 2009). Flexibility to undertake countercyclical policy was possible because the Philippines improved its fiscal position between 2003 and 2007 as indicated by a decline in the primary deficit of 4.6% of GDP in 2003 to 0.2% of GDP in 2007. National government’s outstanding debt (including contingent liabilities) to GDP ratio also declined from 95.4% in 2004 to 63.1% in 2007 (Manasan 2010).

The ERP fiscal stimulus package resulted in an increase in the budget deficit to -0.9% of GDP in 2008, to -3.9% in 2009, and -3.7% in 2010. Total outstanding debt to GDP ratio also increased slightly to 65.2% in 2009. Manasan (2011) evaluated the effectivity of the fiscal stimulus package of the Philippine government and found that the package was able to counteract the decline in exports and in private investments. The figures on the Philippine government’s fiscal position remain within a comfortable zone but that is not to say that there are no risks to fiscal sustainability. The 2014 budget deficit target is 2 per cent of GDP, with the Philippine government aiming for a balanced budget. Improved tax effort is needed in the Philippines. The Philippines recently passed a new tax law aimed at increasing revenues but this will not be enough so that a key element in the financing strategy is private-public partnerships for various types of infrastructure projects, including classroom building.  A reduction in the debt burden, particularly in reducing borrowings just to pay off debt is very much needed if it is to meet internationally agreed development goals, contribute to the achievement of the MDGs, and fulfill its human rights obligations.

On Development Budgets, Fiscal Deficits, and Imperfect Obligations

The phrase “fiscal deficits” fails to carry the weight of responsibility and obligations that state institutions have in fulfilling commitments to human rights. I prefer the term development budgets that clearly convey the outcomes desired by this policy target. My preference is to speak of budget deficits in the context of pursuing development in its broad sense rather than its narrow interpretation of per capita income growth (as well as other income-based measures of development). By insisting on this phrase, the connection between macroeconomics and human rights becomes more explicit. 

Human rights may be viewed, as argued by Amartya Sen, as ethical demands for the freedoms that are contained in the set of rights being deliberated. These freedoms, in turn, from a capabilities approach, are constitutive of human development (Sen 2004). When viewed as ethical demands, rather than the narrower interpretation of human rights as legal instruments, the potential for fulfillment are more broadly shared across society; that is, that perfect obligations are not only specified (typically through legal means) but imperfect obligations come into play as it becomes necessary to also ask how each member of society and its multitude of organizations and institutions can contribute to pursuing the freedoms being sought (Sen 2004). Imperfect obligations “involve the demand that serious consideration be given by anyone in a position to provide reasonable help to the person whose human right is threatened (Sen 2004: 341).” With this interpretation, therefore, macroeconomic policy makers, most prominently central monetary authorities, finance and budget ministers, and planning ministers, are at least held responsible for the fulfillment of human rights commitments. The most direct argument for the involvement of these actors are that they are part of the state apparatus, that is often acknowledged as the duty bearer. But even when, these actors may be able to deny direct connection with the state, as in the case of central monetary authorities and their claims of independence, they remain members of  society and have imperfect obligations to the fulfillment of human rights. Let me quote, for example, a deputy governor of the Central Bank of the Philippines explaining why the national government cannot issue debt instruments of behalf of the central bank: “The differing incentives arising from the separate objectives of fiscal and monetary policy could pose conflicts of interest for the Bureau of the Treasury, part of the Department of Finance, as the expected issuer. Consequently, coordination may be difficult even if detailed agreements are made between the monetary and fiscal authorities. Furthermore, as the national government operates in a more politicised environment, the BSP could be forced to defend its operational decisions to political forums. Such politicisation of the monetary policy implementation process represents an unnecessary distraction in the conduct of monetary policy and imposes transaction costs on the regular policy-setting process (Guinigundo 2012: 274).” This type of statement defies the process aspect of the human rights framework that insists on transparency, participation and public deliberation. It is very important to try to reconcile the “independence” position with human rights obligations. 
Imperfect obligations also imply that international coordination over macroeconomic policies have a role in supporting nation-states’ abilities to fulfill human rights commitments. Again, fiscal and monetary authorities can reasonably consider in what way they not only promote, protect and fulfill the rights of their fellow citizens but, since their actions affect people beyond their borders, an extension of the application of reasonable consideration is justifiable. I would argue further that The Right to Development serves to reinforce this expectation of reasonable consideration.

On Multi-layered Governance Structures

Let me focus on central monetary authorities. Their scope of influence in macroeconomic matters extends not only to national and international relations but also to local government financing. This multi-layered governance structure means that monitoring of human rights obligations of central monetary authorities needs to occur at all three levels of governance. 

At the regional level in Southeast Asia, for example, as part of the regional response to the global financial crisis, independent surveillance units are being established but many efforts appear under-resourced and fragmented (Sussangkarn 2010). Among these units are: the ASEAN Surveillance Process attended by ASEAN Finance Ministers, the Economic Review and Policy Dialogue among Deputy Finance Ministers of the ASEAN+3, and the Executives Meeting of East Asia Pacific Central Banks that include Hong Kong, PRC, Australia and New Zealand as well as ASEAN-6. Therefore, along with the daily task of monitoring macroeconomic developments at the national level, there must be appropriate monitoring of external events considering shocks recently experienced. At the international level of governance, sovereignty issues may arise and so the coordination aspect needs to be emphasized. The question is the transparency of these international forums to the broader public. Can mechanisms be established to allow for non-government analysis and opinions to be considered in the deliberations? For example, is it possible to institute an instrument similar to an amicus brief for consideration in the coordination meetings? 

In the Philippines, national level monitoring is undertaken through a Development Budgets Coordination Council (DBCC), which as inter-agency group at the Cabinet level that includes the Secretary for Department of Budget and Management, the Secretary for Finance, the Secretary for Socio-Economic Planning and the Executive Secretary of the President. The DBCC has the mandate to recommend the annual government expenditure program and the spending ceilings for socio-economic development, national defense, general government, and debt service. The Central Bank of the Philippines is a non-voting member of the DBCC and recommends inflation targets but the approval is made by the entire committee so that the Central Bank does not enjoy full independence (Guinigundo 2012). Another venue for coordination between the Central Bank and other agencies is through the Investment Coordination Committee, which is tasked with evaluating the macroeconomic implications (monetary, fiscal, and balance of payments) of major investment projects and the domestic and foreign borrowing program. 

At this level of governance, an active civil society is helpful through their direct engagement in the analysis of the budget as well as proposals for expenditure allocation. As indicated in the Department of Budget and Management’s National Budget Memorandum No. 115, the 2014 budget cycle includes mechanisms for people’s engagement with the budget preparation process. A Budget Partnership Agreement (BPA) will be entered into by the a government agency or corporation and civil society organizations who are participating. Before this formal mechanism, an Alternative Budget Initiative led by Social Watch Philippines was already actively engaging with the budget typically during the stage when the budget is presented to the legislature.

National Budget Memorandum No 115 also mentions the Bottom-up Budgeting Projects, which are meant to increase the linkages between national and local levels of governance. In 2013, only 609 cities and municipalities were involved. For the 2014 exercise, there will be 1,233 local government units. The Department for Social Welfare and Development working with the National Anti-Poverty Commission are especially important for ensuring the success of this mechanism. The Philippine Commission on Women implements the GAD (Gender and Development) Budget equivalent to 5 per cent of total budget allocations as mandated by the Magna Carta of Women (Republic Act 9710). The GAD Budget is focused on government agencies that must plan and program in a way that incorporates the gender perspective and promotes gender equality. Planning for 5% of the budget is expected not only to promote gender equality but also to influence the design and programming of the remaining 95% such that these activities complement the GAD plans.

However, most if not all of these mechanisms focus on expenditures and not on the macroeconomic assumptions, targets and ceilings. These continue to be the exclusive domain of the main macroeconomic policymaking institutions. An exception is the work of the Freedom from Debt Coalition that is focused on the impact of the sovereign debt problem of the Philippines on expenditure ceilings and overall growth prospects. Indeed, the debt burden creates risks to fiscal sustainability.  

Debt financing also comes into play for local government financing. The Central Bank of the Philippines has the potential to influence this, especially on debt-issuance of local government units. It has been more than 20 years since the Local Government Code (Republic Act No. 7160) was enacted that gave local government units (LGUs) in the Philippines fiscal autonomy at the same time guaranteeing that these LGUs receive a share of national taxes known as their internal revenue allotment. Unfortunately, these LGUs continue to be dependent on the internal revenue allotment unable to generate their own revenues. These LGUs become vulnerable to the political influence of members of the House of Representatives who can use their Provincial Development Assistance Fund (more popularly known as the pork barrel) to buy support. Along with fiscal decentralization came devolved expenditure responsibilities on basic health care, social welfare programs, agricultural extension work, local environmental concerns, and local public works (Diokno 2012). 

There is limited financing available to LGUs for their projects beyond the intergovernmental fiscal transfers from the national government. Official Development Assistance grants are limited, for example. There is a better chance of accessing ODA loans that are re-lent through national government agencies, government financial institutions, and the Municipal Development Financing Office (MDFO). Unfortunately, due to the rules on the financing framework, many LGUs withdraw from the facilities because they cannot afford the counterpart equity (Brillantes, et al. 2010).  Another limitation of the LGUs is that foreign donors require a sovereign guarantee but the Foreign Borrowings Act (R.A. 4860 of 1966, predating the Local Government Code of 1991) does not allow such guarantees to be given to LGUs. Only national government agencies are entitled to sovereign guarantees (Brillantes, et al. 2010). 

The private sector has stepped in to fill this gap in financing with the establishment of the LGU Guarantee Corporation, whose owners are the Bankers Association of the Philippines, the Development Bank of the Philippines, and the Asian Development Bank. The guarantee, while not applicable for ODA funds, is helpful not only for the LGU to access commercial bank financing but also for bond flotation. Unfortunately, eligibility requirements state that guarantees are only available to first and second class provinces and cities, and first class municipalities numbering only 500 out of 1,714 local government units. Key to obtaining a guarantee is the use of the IRA as collateral. Specific to bond flotation, an important step is for the LGU to obtain approval from the Central Bank of the Philippines, particularly on the macroeconomic implications of the potential bond float. The role of national government has been clarified in terms of planning and programming links through the Bottom-up Budgeting Projects. The question here is the role of the central bank both on regulatory aspects (capital adequacy requirements of bond flotation, for example) as well as macroeconomic effects. The macroeconomic effects might become a hurdle to the late comer (or late floater) municipality as the liquidity will have been mopped up by early floaters but much of this will depend on market conditions. Intergovernmental fiscal relations takes on a different character since it will be a relationship between the central monetary authority and the local government unit that has to be defined. As with national government financing, these macroeconomic concerns are outside of the public discussions and deliberations. 

Process-oriented approaches and the need for evaluative measures

In 2008, Administrative Order 249 mandated the National Economic and Development Authority, the planning agency of the Philippines, to ensure that the human rights based approaches was integrated into development planning. It launched a Human Rights Based Approach Toolkit designed for development planners this year. The HRBA Toolkit emphasizes participation and highlights the PANTHER (participation, accountability, non-discrimination, transparency, human dignity, empowerment, and rule of law) principles in doing so. The HRBA Toolkit contains chapters on the parameters and processes of development planning. Despite availability, however, it is not clear who and in what areas the Toolkit has been applied. The Toolkit itself needs to be shared with the technical staff and decision makers of the DBCC and the ICC particularly in preparation for the macroeconomic assumptions and targets at the beginning cycle of the budget process. What we have seen, so far, is the budget cycle incorporating PANTHER principles in the budget preparation process. There are, however, three other segments of the budget cycle beyond preparation, namely legislation, execution, and accountability, that might require also mechanisms of engagement. 

In reviewing the mechanisms for participation, it was noted that there are hardly any opportunities or even interest in deliberating the macroeconomic issues. Key to its successful implementation would be the availability of evaluative measures designed to assess macroeconomic policies’ consistency with human rights commitments. The assessment, we have noted must be done at all levels of governance. At the international level, National Budget Memorandum No. 115 noted that fiscal consolidation is necessary for the Philippines because of “the continuing economic weakness of Europe and the United States (DBM 2013, paragraph 3.2).” International coordination is recommended but the forums should begin discussions on how such assessments may be conducted.  

As part of the ongoing public financial management reform, the Philippine government will be instituting an Organizational Performance Indicator Framework (OPIF) that is expected to increase cost effective delivery and that programs are in line with the Philippine President’s Social Contract involving five (5) key result areas
. At this level, the key result area of “rapid, inclusive and sustained economic growth,” which is the goal of macroeconomic policies, will have to be evaluated against human rights commitments. The OPIF has space for identifying indicators of success and the HRBA Toolkit has suggestions on how the choice of indicators can incorporate HR principles. Since the basic institutional framework is present, the matter to be attended to is implementation. 
In pursuit of implementation, a discussion between the human rights community and macroeconomic policy makers might be helpful. The evaluative measures can come in at various levels. Some might involve a discussion of the underlying normative frameworks of the dominant macroeconomic theories applied by the Philippine government and its agencies as well as by the Central Bank of the Philippines. It also implies that chains of causality are established between national income growth and stability and the variety of indicators of the well-being of the citizens of the Philippines or of specific human rights obligations. This is not an easy task although there are many discussions that focus on the link between growth and stability with employment, wages, and public services. There are many intervening factors that come into play between income as a means to development and improvements in well-being as the outcomes of development. 

The dilemma remains. Who are the human rights defenders when it comes to macroeconomic policy design and implementation? What will be the mechanism for deliberation? How will can imperfect obligations be rationalized in the policy design when the link between human rights and macroeconomics are not acknowledged or only weakly so? The complexity of decisions around financing for development and its implications often means that these decisions are left to the specialists and experts creating an exclusive technocracy whose accountability to the people is unclear. Meanwhile, citizens and civil society focus on spending on projects and activities. Economic governance becomes a rigid hierarchy of upstream policy making over downstream program or project implementation. Global economic governance becomes a confused web of unilateral macroeconomic decisions of systemically significant nations whose effect is to limit policy space or, worse, threaten the economic stability of smaller, open economies.
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� These are: anti-corruption and transparent, accountable, and participatory governance; poverty reduction and empowerment of the poor and vulnerable; rapid, inclusive and sustained economic growth; just and lasting peace and the rule of law; and, integrity of the environment and climate change adaptation and mitigation.(� HYPERLINK "http://budgetngbayan.com/key-features-and-principles/" ��http://budgetngbayan.com/key-features-and-principles/�)
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