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CHAPTER 1 Introduction 

I. Introduction 

With the rapid urbanisation and industrialisation processes taking its toll, economies are 

increasingly getting more complex. To meet the pressing concerns and challenges, new 

paradigms based on partnership between governments have emerged. For this reason, a 

fundamental re-evaluation of the form and nature of local governance has gained popular 

attention, thus, the arguments of Helmsing (2000,pA 7) on localised economic governance 

finds relevance in this respect. First, he emphasised the increasing roles of local 

governments and most importantly the realization by many countries that for national 

innovation and support systems to be more responsive, decentralisation is a must. 

The trend of decentralization in terms of fiscal, political and administrative responsibilities 

emerged world-wide and became widespread in developing countries for a myriad of 

reasons like, plain and simple reality that central governments have failed to provide 

effective public services, among others. While it may not offer a complete panacea to the 

various ills of governance, decentralization of government decision-making and 

implementation involves the delegation of more powers to decentralized divisions of 

government. The rationale is to improve technical efficiency in governance by facilitating 

the implementation process and, thus, speeding up govenunent action and effective 

delivery of more appropriate services. 

Decentralization includes the reconfiguration of central government's role with increased 

emphasis on policy setting, financing and ensuring efficient and equitable provision of 

services by regional and local govenm1ents. Further, decentralization offers the potential of 

improved public sector efficiency and accountability (Winkler, 1994,p.7). However, the 

lack of appropriate policies and weak intergovernmental institutions can lead to fi scal 

mismanagement, resources misallocation and inequity in services provision. To address 



these issues, central government should be aimed with principal instruments such as fiscal 

transfer policies and strong financial management of a decentralized system. 

1.1 Objectives of the Study 

The impetus of finance cannot be underscored in the fiscal landscape of local governance. 

Inevitable and central in governance is the existence of fiscal policies as fiscal imbalances 

still persist despite dealing with assignment functions with care. In this context, the 

comparative analysis of the local public expenditures and revenue sourcing of all levels of 

local government units (LGUs) in Philippines shall be examined with tlu'eefold aims: 

I. That the study should examine the changes and patterns of expenditures and revenues 

by sector and by type of revenue sources before and after decentralization; 

2. To determine the relationship between decentralization and economic growth and 

distribution of resources between the NG and LGs and among the three levels of LGs, 

i.e., the provinces, municipalities and cities; and 

3. Finally, the synchronization of the findings and its policy implications resulting from 

the study that can serve as input to policy considerations for possible enhancement 

measures to improve resources allocation. In fine, the conduct of this study can offer 

insights from which lessons can be drawn to improve public sector efficiency and 

mitigate equity gaps. 

1.2 Problem Statement 

Given the scarcity of resources in the Philippines, in relation to development needs, one of 

the core issues is the allocation of resources among competing ends. The basic 

consideration of resource allocation is how to maximize the level of growth of output from 

domestic resources available. The question of which sectors (Appendix F) to invest in and 
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which projects be accorded priority funding given the developmental goals, pose hard 

choices to govenunent, especially local govenunents. It is, therefore, essential to consider 

the appropriate balance of public provisioning against available local govenunent finances. 

1.2.1 Main Problem 

Has fiscal decentralisation in the Philippines increased public expenditures of local 

governments in the following sectors: I) Economic Services; 2) Social Services; 3) 

General Public Services; and 3) Other Services. 

Is there a significant difference m the growth of these types of expenditures after 

decentralization? 

1.2.2 Sub-problems: 

1.2.2_1 On Vertical Balance 

1. What are the revenue and expenditure shares of the NG and the different LG levels in 

the total public resources before and after decentralization? 

2. Was there a shift in the sourcing of revenues by the NG and LGs before and after 

decentral ization? 

3. What are the trends and sectoral composition of expenditures of the national and local 

governments before and after decentralisation? 

4. Which level of government posted a faster economic growth rate as far as revenues and 

expenditures are concerned? 

3 



1.2.2.2 On Horizontal Equalisation 

1. How is the pattern of revenue sourcing in each of the three levels of LGs and in an 

inter-LGU basis during the two end periods? Was there a significant increase in 

revenues generated after the Code empowered the LGUs and expanded their tax bases? 

2. How far has decentralization affected the LGUs? Are the generated revenues derived 

from broadened taxing powers adequate to finance LGs expenditures? 

3. Which level of local government is more financially autonomous as measured by the 

self-sufficiency ratio (SSR)? 

4. Has fiscal decentralization fostered the equitable distribution/sharing of generated local 

revenues and intergovernmental transfers among the different LGUs and levels ofLGs? 

5. Was there a shift in the sectoral local expenditures after decentralization? And is there a 

significant shift/variation in expenditures? 

1.3 Scope and Limitations of the Study 

Fiscal decentralization analysis evolved within the actual expenditures incuned and 

revenues collected by the different levels of LGUs across the foUtleen regions in the 

Philippines. The secondary data is culled out from the Budget of Expenditures and Sources 

of Financing (BE SF) of 1991 and 1998. Some data related problems hampered the conduct 

of a more encompassing analysis in view of the time and resource constraints of the study. 

It would have been more ideal to avai l of a ten years data representing the operations of 

LGUs before and after the implementation of the Code, hence, the careful selection of the 

years 1991 and 1998 representative of the subject periods for comparison purposes had 
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been decided upon. Moreover, the non-availability of expenditures by object limited this 

study to detelmine how much of total LG expenditures were spent on personal services, 

maintenance and operating expenses, current operating expenses and capital outlays. With 

these limitations, examination of the veliical and horizontal relations of the levels of 

government were considered to strengthen the study. Thus, the concluding points and 

policy considerations reached are confined in this area of study. 

1.4 Organisation of the study 

The study is organised into five chapters with the first chapter dealing with what the study 

is all about; the rationale of the study, the problem statement and its objectives, and scope 

and limitations underlined. Chapter 2 puts into perspective the theoretical bases and 

arguments of fiscal decentralization from which the study is anchored upon and how it is to 

be undertaken. Chapter 3 shall usher the background of decentralization in the Philippines, 

i.e., a discussion of the highlights of the 1991 Local Government Code. Chapter 4 is 

devoted on the analysis of the degree of fiscal decentralization of LGUs through a detailed 

examination of the composition of expenditure priorities by sector and the extent to which 

the revenue powers have been exercised. Chapter 5 recapitulates the study by way of 

giving the concluding statements and identifying the key problem areas for policy 

consideration. 
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CHAPTER 11 Theoretical Framework and Research Methodology 

2.1 Financing Local Governments 

Emphasis of this chapter would be on the theoretical bases and arguments in SUppOlt of 

intergovernmental relations within the contextual framework of fi scal decentralization. The 

relevance of fiscal decentralization as a policy strategy in unfolding the economic trends 

having parallel effects on local economic development is taken in perspective. 

The increasing interest on local economic development policies under decentralization 

(Bennett, 1990,p.221) can produce spin-offs. As argued, decentralized government policy 

can be another form of an appropriate stimulant to local economic activities. This considers 

the LG as an important actor in stimulating the conditions that will allow the development 

of economic activities to succeed. 

The active involvement of LGs can be seen in decentralizing both spending and revenue 

authority to improved allocation of resources in the public sector by linking the costs 

incurred and the benefits derived (WB, 1988,p.154). In financing LG operations, full 

utilization of user charges are most ideal , however, if not feasible, LG spending must be 

liquidated from local general revenues, loans and grants from central government. The 

correlation, at tlus point, of the role of public finance to fund LGs' economic endeavours is 

crucial. 

2.2 Understanding and Defining Concepts 

2.2.1 Decentmlization: A Complex Phenomenon? 

The motivating benefits of decentralization, notwithstanding, the cross cutting limitations, 

have convinced many goverrullents to embrace such paradigm as a way of effecting 

important changes in governmental structures. Decentralization as a concept embraces 
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varying concepts within itself. Rondinelli, et. al (l989,p.58; 1983,p.18),understood it from 

an administrative perspective, as the transfer of responsibility for plalming, management, 

and allocation of resources from central government and its field units. On one hand, it can 

be argued as a situation in which public goods and services are provided primarily by 

market mechanisms. 

Ugaz (1997,p.3) put it under two dimensions: fiscal and administrative decentralization. 

Expounding more clearly, fi scal decentralization exists when sub-national governments 

have the power to raise their own revenues and cany out their spending activities according 

to clearly established criteria. In an administrative dimension, it exists when most of the 

resources are centrally raised, however, a portion is distributed to decentralized entities 

which carry out their spending levels in close control and compliance with central 

government. 

In essence, decentralization dwells on how the state structure is designed to allow the 

sharing of powers between the centre and sub-national units of the state and other 

organizations of society. The many forms and several dimensions that it takes are 

discussed below. 

2.2.2 Faces of Decentralisation 

Decentralization constitute four types (Rondinneli&Cheema, 1983,p. 18): 1) 

deconcentration; 2)delegation to semi-autonomous agencies; 3)devolution to local 

governments; and 4) the transfer of functions from public to non-governmental institutions. 

It has been argued that the application of any of these types of decentralization has varied 

from place to place and depended on particular circumstances. Some if not most 

governments have either used all or a combination simultaneously at different times during 

implementation. For clarity, we define each type of decentralization briefly. 

Deconcentration refers to the redistribution of administrative responsibilities only within 

the central government. It could also be the mere shifting of workload from central 
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government to its own field staff without actually transfelTing the authority to make 

decisions or to exercise discretion, thus, the centre retains authority. Another form pertains 

to the transfer of decision-making and management authority for specific functions to 

organizations that are not under the direct control of central government. Thirdly, 

decentralization happens when central government seeks to consciously decide to create or 

strengthen independent levels of government through the devolution of functions and 

authority. In such alTangement, the central government relinquishes certain functions or 

creates new units of government that are outside its direct control. 

The ultimate form of decentralization is privatisation. It takes place with the increased 

involvement of the private sector in the delivery of services and to some extent the 

financing of many "public" services. Among the foregoing types, devolution is the more 

extensive form as it covers a situation in which central government transfers authority for 

decision-making, finance and management to quasi-autonomous units oflocal government. 

It usually transfers responsibilities of services to local units, raise their own revenues and 

have independent authority to make investment decisions (Rondinelli,1998;Litvack, 1. , et 

al.,1997,p.6). 

2.2.3 Arguments for and against Decentralization 

Decentralization, the theory argues, brings forth benefits in allocative and productive 

efficiencies. It has always been presumed that local bodies are expected to know and 

respond better to local demands, thereby, allocating efficiently scarce resources and 

improving satisfaction and welfare. Moreover, local bodies are deemed to be able to 

deliver goods at lower costs than national bodies. While decentralization has been 

responsible for a couple of beneficial impacts, it should be recognized that in some 

situations, these perceived benefits do not happen. In terms of generating resources, 

decentralized authorities may not be able to improve capacity or mobilise resources. 

Further, the over-reliance on local resources may have adverse distributional consequences, 

even widening the gap between the rich and the poor areas. Worst, regulatory systems may 

stifl e institutions or that higher authorities may not be able to ensure effective 
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accountability. Above all, a successful decentralization program requires supporting inputs 

in finance, institution building, legal powers, and accountability. Without all these, 

decentralization programs may falter. 

Critics, like Prud 'Homme (J 990), says that there are situations that the perceived benefits 

maybe elusive. Imminent dangers include, among others, macro-economIc 

mismanagement, corruption, bloated bureaucracy and worsened inequity between regions. 

Despite the resurgence of these issues, the extent and pattern of feasible decentralization 

programs depend on the institutional contexts of countries. 

2.3 Intergovernmental Fiscal Relations 

Intergovernmental relations usually pose the issue of what best arrangements of fiscal 

powers and responsibilities between different levels of governments are to be implemented. 

The interest of such relationship has heightened, in recent years, in view of decentralization 

processes that have taken centre stage, the Philippines not in exception. 

The option of chatmelling national resources through local budgets of lower tiers of 

government and tapping their tax potentials have gained increasing importance. This can 

be explained by the adoption of development strategies using local or regional initiatives 

rather than adopting centralized approaches, which have been claimed as non-effective. On 

one perspective, the theory of federalism argues that it is favourable to decentralize the 

provision of public services for it is expected that decentralization of government enhances 

the prospects for higher growth (WB, 1988). 

2.4 Defining Economic Roles of Governments in the Context of Fiscal 
Decentralization 

LGs playa crucial and impOliant role in providing public services (WB,1988,p.154). When 

LGs provide a range of public services, it usually contributes substantially to raising living 

standards and growth. Services may come in terms of basic health and education, street 

lighting, water and sewage and power maintenance, public markets, major transport, land 
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development for business and private purposes (WB,1988,p.157). The discretion on how 

much to spend for these services and how to finance them depends on LOs. Basically, the 

"provision of public goods is one of the three functions of goverrunent"(Helmsing,p.98) 

which involves the process by which total resource use in an economy is divided between 

private and public goods. 

As postulated by public finance literature, the allocation of functions traces its roots in 

Musgrave's tripartite division of the public sector (Oates,1990,p.43). Accordingly, the three 

functions of the public sector are separated into: 1) the stabilization function, 2) 

distribution; and 3) allocation functions to see that resources are used efficiently. This 

conceptual division of responsibilities of government allows us to draw the clear lines of 

authority, roles and boundaries of the different tiers of government. In trying to distinguish 

the issue of who does what, the provision of the public goods and services shall likewise be 

established. 

With the functions of government presented, public finance theory assumes that the 

allocative and stabilisation functions are more important than the redistribution function 

because the emphasis of which is that of redistribution of income through progressive 

taxation and income transfers rather than on wealth. Further, Helmsing (1991 ,p.l 01) 

argues, that the distribution and stabilisation functions are the areas of jurisdiction of 

central of government while the provision of public goods and services or the allocative 

function is catered in by LOs. 

When providing public serVices, LOs should meet the level and proper mix of public 

services and with the means of financing these services that closely match the preferences 

of their jurisdictions. In doing so, decentralization can promote efficiency, accountability 

and equity by clearly linking the benefits of services with their costs. To strike a balance in 

the implementation, LOs are not faced by practical problems. First, the lack of 

administrative capacity to collect revenues and prepare budgets and investment plans. 

Second, the improvement of LO's administrative capacity can lumecessarily duplicate the 
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number and skills of staff at the central and local levels. Third, inasmuch as public services 

are provided by one jurisdiction, produced benefits and costs for other jurisdictions calls 

for involvement of higher levels of governments. In this connection, they can be addressed 

by grant policies and other mechanisms strengthening local administration 

(WB,1988,p.157). This brings to mind the assignment of responsibility among levels of 

governnlents discussed below. 

2.4.1 Assignment and Financing 

In the assignment of responsibility for services among levels of government, it should be 

clear and simple as possible for decentralisation to work. Vagueness (WB,1988), in the 

division of responsibility can undermine local accountability. More than that, it can 

diminish the incentives for generating local revenues as LGs look for support from central 

government instead of pushing for increased local taxes to augment scarce resources. 

2.4.1.1 Public Provision of Goods and Services 

The provlSlon of public goods and services under a decentralized system anchors its 

rationale with the fact that there are certain public goods, like national defense and foreign 

policy that benefit all members of society. These types of services should appropriately be 

accorded by the central goverrnnent. In other instances, public services, which are of local 

concern, like the collection system and local fire protection should be provided by local 

authorities. Consequently, these types of services justifY the compelling argument of 

decentralized provision (Oates, 1990,p.45; Helmsing,1997,p.4) 

2.4.1.2 Nature of Goods and Services 

Assigning responsibility for services proVISIOn to LGs promote greater social control, 

better response to local demands and priorities and facilitates citizen or user participation. 

Under such arrangment, local govel11ments would have the freedom to shape their own 

programs based on local conditions. 
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On one hand, the private provision, being market oriented, can offer a better and more 

flexible response to demand but it tends not to cater to the low-income population. This, 

thus, necessitates the public provision of goods and services for the greater welfare of 

people. However, in the provisioning of goods and services, the involvement of 

government in the process of satisfying people's needs require the consideration of the 

different nature of goods and services. This brings us to a certain category of goods. As 

pointed out by Hclmsing (I997,p.4), these types of goods cannot be properly provided 

through the market. He argued that, "if market provisioning and market pricing are not 

possible, then the government could take responsibility to provide all these and determine 

not only the volume but also their form of availability. Such goods can be categorized 

under the concepts of being non-rival consumption and exclusion. "Non-rival consumption 

occurs when a certain good or service can be provided to additional consumers or users at 

no extra cost, otherwise called to be indivisible or jointness of supply. 

Savas (I 982,p.30), on the other hand, said that goods and services could have the 

characteristics of exclusion where the potential user can be denied the goods or excluded 

from use unless he meets the conditions set by the potential supplier. Helmsing (I 997,p.5) 

gave emphasis that exclusion is "the most critical of the two dimensions because if 

exclusion cannot be enforced then private provisioning would suffer from free riding and 

eventually be terminated in view of accumulated losses". 

Regardless of the category, the central or local governments may either undertake the 

public provision for these goods and services. We now deal with what Helmsing notes as 

localised provision and centralised provisioning of goods and services depending on the 

criteria and whose task is the provisioning (I995,p.14). 

2.5 Dimensions and Fiscal Aspects of Decentralisation 

The shift in responsibility between tiers of government is underpinned by fiscal, political 

and administrative instruments' (Litvack, et al.,1997,p.6). These elements define the extent 
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to which intergovernmental relations are deconcentrated, delegated or devolved. Since the 

definition of decentralization encompasses a number of structural arrangements, the 

division of fiscal responsibility between central and local governments can be seen as the 

vertical dimension of fiscal decentralisation, while horizontal is the way local governments 

organize themselves to finance and deliver services within their areas (Bahl & 

Linn, 1992,p.403). In terms of economic decentralization, it determines the location of 

economic decisions with regards to the allocation of resources between communities 

(Wolman, 1990,p.29). All these affect the processes of decentralization especially the level 

of governmental actions and decisions concerning the allocation of resources. 

2.5.1 Concept of Fiscal Decentralization 

Decentralization framework must link local financing and fiscal authority to the service 

provision responsibilities and functions of the LOs. SuccessfiJl decentralization is closely 

related to observing the design principles of finance following clear assignment of 

functions, informed decision-making, and adherence to local priorities and accountability. 

It has to be recognised that financial responsibility is considered a core component of 

decentralization. If local governments are to be successful in carrying out decentralization 

programs effectively and efficiently, they must have adequate level of revenues either 

generated locally or transferred from central govenunent via intergovernmental transfers. 

Complementarily, their authority to make decisions on their own expenditures is very 

important. 

Fiscal decentralization (WB,1988) can take many forms. It includes: a)self-financing or 

cost recovery through user charges, b)co-financing or co-production arrangements through 

which users participate in providing services and infrastructure through monetary or labour 

contributions, c )expansion of local revenues through property or sales taxes, or indirect 

charges; d) intergovernmental transfers that shift general revenues from taxes collected by 

the central government to LOs for general or specific uses; and e )authorization of 

municipal borrowings and the mobilization of either national or LO resources through loan 

guarantees. 
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Since fiscal decentralization involves the shifting of some responsibilities for expenditures 

and revenues to lower levels of govemment and that its main goal is to move govemance 

closer to the people, this requires strengthening of local govemment finances. To do so, 

LGs should be given the appropriate and adequate taxing powers and expenditures 

responsibility and finally allow them to decide on the level and structure of their 

expenditure budgets. The provision (Helmsing, 1991 ,p.98) of public goods and services can 

be seen through the budget as the key instrument. In this manner, people at the lowest 

levels of govemment will be given the opportunity to choose the kind of govemment they 

want, and will actively participate in the process of govemance. In essence, there shall be 

better LG services and a more satisfied electorate. It is indeed necessary that LGs be 

accorded with some autonomy to make independent fiscal decisions, if fiscal 

decentralisation is to be achieved. 

2.5.2 Basic Approaches to Fiscal Decentralization 

2.5.2.1 The Assignment Function 

An important step in the efficient organization of fiscal systems is the assignment of 

functions and sources of finances among different levels of govemment. Under the 

Musgravian tripartite division of govemment functions, it assigns stabilization and 

redistribution to the central govemment mainly, while the allocation function is shared 

among the hierarchical layers depending upon their comparative advantages in carrying out 

different functions (Rao, 1998,p.80). This emphasizes the setting of appropriate expenditure 

and tax assignments for each tier of government and on designing intergovernmental 

transfers. Said framework is driven by the Musgravian principles of efficiency, equity and 

stability (Litvack, 1997,p.1 0). 

2.5.2.2 The Revenue Assignment: Strengthening Local Finances 

Correct revenue assignment in multi-level government structures is by no means clear in 

principle but usually controversial in actual practice. Bahl (l996,p.53) argues, in this 

connection, that there is no uniform agreement among policy makers about which taxes 
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should be assigned to which level of government. He identified two fundamental 

problems, i.e. , the central government can inherently collect most taxes more efficiently 

than local governments and the potential tax bases that can be tapped by local governments 

vary from region to region. The first problem gives rise to vertical imbalance while the 

second produces horizontal imbalance. 

In assigning revenues to sub-national governments, two basic principles should be borne in 

mind: I) own source revenues should be ideally sufficient to enable at least the richest sub­

national government to finance from their own resources all locally provided services 

benefiting local residents; and 2) sub-national revenues should be collected from local 

residents from local services (Bird, 1998,p.ll). When revenue assignments are set in place, 

LOs finances can be strengthened which can improve efficiency of the public sector and 

reduce the need for transfers especially in urban areas. Strengthening local revenues like 

user charges, property taxes and other local taxes is vital for the stabilization of LOs in 

developing countries. 

Under public finance literature, there is a degree of consensus on the desirable criteria to 

guide the assignment of revenue-raising responsibilities. Among the characteristics that can 

be considered in an ideal sub-national tax are the following (Bird, 1998,p.ll; 

Bahl,1996,p.53): l)local governments should be assigned taxes whose burdens are local; 

2)local governments should not levy taxes that cause business to adopt inefficient methods 

of doing business that might harm the growth in the local and national economy; 3)local 

governments should not levy taxes that impose heavy administrative and compliance cost; 

4)the tax base should be relatively immobile to allow local authorities some leeway in 

varying rates without losing most of their tax base; 5)the tax yield should be adequate to 

meet local needs; 6)the tax yield should be relatively stable and predictable over time; 

7)the tax base should be visible to ensure accountabi lity; and, finally, 8)the tax should be 

perceived to be reasonably fair to taxpayers. 
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In terms of efficiency in raising local revenues, the World Bank (1988,p.159) outlines the 

following criteria. The cost of providing local services should be recovered, to the extent 

possible, from charges on the beneficiaries. The services whose cost cannot be recovered 

from charges can be financed from general taxes like property taxes, business taxes and 

sales taxes levied within jurisdictions. However, if the benefits of local services spills over 

into other jurisdictions or produce nation wide benefits, then grants from central 

governments should finance such services in propo11ion to their outside benefits. Finally, 

bOlTowing is an appropriate way to finance at lease some local capital investment, provided 

macro economic fiscal balance is maintained. It is also worth noting that tax assignment in 

a fiscally decentralized system should also involve the central governn1ent maintaining 

appropriate taxing powers consistent with its macroeconomic responsibilities. 

2.5.2.3 ExpcnditUl'e Assignment 

"The primary economic role of sub-national governments relate to the delivery of local and 

regional goods and services"(Bird et.a!. , 1995,p.31). To effectuate the deli very, guvernment 

intervention is extended through the incurrence of expenditures. As emphasized, the fiscal 

importance of sub-national government can be measured in terms of its share of revenues 

generated or the share of expenditures made. If the revenue measure would show the extent 

to which local governments are mobilizing public resources through their system of taxes, 

the significance of the large share of expenditures indicate an increasing fi scal 

decentralisation even if revenue-raising remains concentrated at the centre. This can 

happen when substantial intergovernmental transfers are infuse into local finances (Bhal & 

Linn,1992,p.390). 

In expending, a basic decision considered in decentralization is the allocation of 

expenditure responsibilities across levels of government. Helmsing (1997,p.18), cites the 

"benefit principle" as a guiding principle concerning expenditure assignment. Accordingly, 

the responsibility for a particular function should be accorded to the level of government to 

whose jurisdiction the benefits of the functions accrue. In order to minimize externalities 

between LOs and to ensure accountability and political responsiveness, a clear, consistent 
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and stable system of expenditure assignment to each level of government should be based 

on spatial characteristics of the public goods in question is required (IMF,1997). 

The role of expenditures is always related to revenues, hence, it cannot be ignored. The 

demand for services and physical infrastructure can be felt when the processes of 

development demand for better standards of living or when population steadily grows. 

When local services and infrastructures are delivered, they contribute to social welfare, 

enhance labour productivity, allow markets to grow and work efficiently. More so, they 

create oppOliunities for employment and entrepreneurship. 

In this context, the standard presumption that public expenditure supports growth objective 

gains support. However, there is the debate that public spending is not among the most 

influential detelminants of the differences in growth over time, but the fact remains that 

growth is caused by a host of factors. Empirical studies, using the Dension growth 

accounting framework, helped to resolve the expenditure and growth issue. Accordingly, 

growth can be explained in terms of changes in physical capital , human capital, technology 

and efficiency in resource use. The main point anived at was, to an extent public 

expenditures contribute to growth and more likely, growth is influenced by the 

composition of expenditure and not the level. Hence, while expenditures may be growth 

promoting, the way government chooses its expenses IS velY impOltant 

(Hemming, 1991 ,p.16).The manner of prioritizing various competing ends can be 

influenced by financing. Consequently, no matter how balance in revenue assignments are 

made, LOs are usually faced by fiscal incapacities. Therefore, because of the fiscal need, 

association with central government comes handy by intergovernmental finances 

relevantly. 

2.6 Correcting Fiscal Imbalances by Intergovernmental Transfer Mechanisms 

To understand fiscal imbalances, Rao (1998,p.89) referred it as the mismatch between the 

revenue-raising capacity and the expenditure need of different government units. It can 
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arise vertically between different levels of govemment, or horizontally, between different 

jurisdictions. 

The existence of vertical fiscal gaps at different levels of governments resulting from own­

revenues and expenditures assignments provide a rationale for a system of transfer and 

botTowing arrangements. Complementarily, it becomes essential when govemment wishes 

to ensure that citizens in different regions and localities have access to some established 

publicly provided services. In some respects, capacities of sub-national levels constitute 

horizontal imbalances that a system of transfers between and among them can be the 

remedy (Ahmad,1997,p.2). Is it possible to avoid imbalances to happen? It goes without 

saying that resources are not scarce to accommodate expenditure needs. 

Ahmad and Thomas (l997,p.361) explain that vertical gaps anse when assigned 

expenditures do not match assigned revenues while horizontal gaps happen when differing 

sub-national levels have varying fiscal capacities due to differences in tax capacities, needs 

and costs in providing services. Hence, a fiscal equalisation package can help close the 

vertical and horizontal imbalances arising from assignment of expenditures and tax bases 

between centre and lower levels of govemment. 

2.6.1 Role and Design ofIntergovernmental Transfers 

Intergoveml11ental fiscal transfers have been employed for a variety of objectives. 

Helmsing (l996,p.42) offers three main aims: I) to ensure implementation of national 

policies; 2) to correct fiscal gaps between expenditures and revenues of sub-national 

govemments, and 3) to compensate for benefits spillover. Bird and Vaillancouti 

(l998,p.29) put it as a way to equalize revenue effOli or expenditure levels or outcomes in 

tetTllS of services. The equalization is designed for income redistribution or to ensure that 

for the same revenue effort, citizens obtain the same expenditures regardless of where they 

live or at least to provide everyone with equal opportunity to access public services. It may 

also be intended to achieve objectives more directly related to growth and efficiency in 

resource allocation. In terms of political agenda, it makes it possible for even the poorest 
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areas to sustain a cel1ain level of public sector activity or increasing the acceptability of 

other pol icies that may affect cel1ain regions adversely. 

Transfers are considered the hem1 of sub-national finance and as Bird (l 998,p.31) enjoins, 

they are neither good nor bad. What matters, he argues, are their effects on such policy 

outcomes as allocative efficiency, distributional equity, and macro-economic stability. In 

this light, he outlines three basic ways to determine the distribution of such fiscal transfers: 

a) as a fixed proportion of central government revenues; b) on an ad hoc basis as in any 

budgetary expenditure; and c) on a "formula driven" basis, i.e., as a proportion of specific 

local expenditures to be reimbursed by the central government or in relation to some 

general characteristics of the recipient jurisdictions. The first option is found existent in the 

Philippines, where 40% of national internal revenue collections are distributed among 

LGUs on the basis of population, land area and equal sharing. 

In the design of transfers, the capacities of sub-national governments in delivering services 

resulting from horizontal imbalances pose as a fundamental consideration in re-structuring 

government. The design of a transfer scheme depends on the purpose for which transfers 

are given. It should be guided by the principle that the purpose of which is not to finance 

particular governmental entities but rather to contribute to an effective provision of 

services to the population (Bird and Fiszbein, 1998,p.181). 

Qureshi (1997,p.312) supports the view that a sound design for general fiscal transfers 

should allow sub-national governments to have independence and flexibility in setting their 

priorities. They should not be constrained by rigid grant structure or by uncertainty 

associated with decision-making at the centre. While the design criteria of the grant should 

adhere to conditions, the counterpart of LGs is that they should have adequate local 

sources. 
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2.7 Local Government Administration 

An important component of decentralization, which shall not be dealt with in detail in this 

paper, is the administrative capacity of LOs in administering the tasks of spending and 

revenue authority. These assignment functions can assist development provided local 

administrative capacity is adequate to the tasks. In the course of implementation, LOs are 

required to prepare both medium term fiscal plan and comprehensive allliual budgets. The 

preparation enables them to evaluate the needs of their jurisdictions and make strong 

arguments for spending programs, which eventually serve as strong fiscal efforts. In this 

respect, capacity building and training of local officials are essential for better local 

administration (WB,1988). 

2.8 Linking Economic Growth with Decentralization 

Is there a connection between economic growth and intergovernmental fiscal relations or 

decentralized local governance? The often cited correlation analysis between the level of 

development as measured by ODP per capita and decentralization measured by local share 

of total govenunent spending give credence to some of the promises of decentralization 

which improves public sector performance (Estache,1995,p.6). The trend towards 

localization of economic governance supp0l1ed the increasing role Of local governments. 

Thus, the engagement of decentralization processes and strengthening of local govenunent 

structures with the transfer of more public responsibilities inspired LOs to venture in the 

development of their local economies (Helmsing,2000,p.4 7). 

Intrinsic in local economic development is the generation of more resources in response to 

increasing demands for goods and services. When delivering services, consideration of its 

responsiveness to preferences of local communities and the business environment to set 

viable conditions is essential. The better advantage of LOs in knowing the felt needs of 

their local population and matching preferences and needs enables them to forge the link 

between decentralized actions and the enhancement of growth successfully. More impact 

could be seen when poorer localities are recipients of revenue sharing arrangements 
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through equalization grants from central government to augment their resources. The 

improved mobilization of resources from own sources and external sources is crucial in 

sustaining and incapacitating LOs to induce economic activities. Having better access to 

resources could improve and increase expenditure levels. Higher expenditure levels, while 

delivering the right composition of expenditures, can stimulate growth. Thus, local 

government intervention, capital formation, teclmological progress and changes in local 

and institutional settings can be reflective of local economic development. 

In sum, fiscal decentralization as a policy strategy can thus offer a means of adjusting 

incentives in an economy and can be used as an important instrument of economic 

development (Bennett,1990,p.234). 

2.9 Research Methodology and Collection of Secondary Data 

The study shall adopt a comparative analytical approach in analyzing the fiscal 

performance of national and local goverr1l11ents, all fourteen regions considered, using their 

actual expenditure and revenue accounts for the periods 1991 and 1998. The documentary 

review and analysis shall evolve within purview of these national accounts derived from 

the consolidated Statement of Receipts and Expenditures contained in the BESFs of 1991 

and 1998. Guided by the objectives and expected outcomes outlined above, the following 

tools and methods of analyses shall be followed: 

2.9.1 Compilation and Organization of Data 

Data profile organization starts off with the tabulation of the total revenues and 

expenditures by revenue source and sectoral expenditures of both the national and local 

governments in appropriate matrices using the spreadsheet applications. This shall be used 

to establish the share of LGs in the national economy in the vertical dimension. Further, 

tabulation on same variables on a by level basis across regions was made to establish 

horizontal relationships amongst LOs. Finally, a random sample of 20 LOUs from each 

level of LG (total of 60) were selected using the computer based functions in random 
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sampling in spreadsheet applications. This sample shall help deduce any intra-variation 

among LGs among levels . To settle inflationary effects, all revenue and expenditure figures 

were deflated to 1995 prices using the GDP deflator of affected years. 

2.9.2 Methods of Analysis 

2.9.2.1 Sequence in Deducing the Shifts and Patterns 

2.9.2.1.1 Analyzing the Vertical Balance 

In determining the degree of fiscal decentralization, analysis was first made on the vet1ical 

balance, i .. e., the relationship of the NG and LGs as a whole. To unearth the shift in 

revenue sourcing and sectoral expenditure trends between the two levels before and after 

decentralization, comparison of revenue and expenditure figures was made and 

summarized tlu'ough matrices. Computations indicating expenditure and revenue shares, 

expenditure and revenue growth rates to measure the ratio of LGs revenues and 

expenditures shares to total government revenues and expenditures were made. 

Expenditure and revenue shares to GNP in percent between NG and LGs were likewise 

taken in consideration. 

2.9.2.1.2 Analyzing Horizontal Balance -By levels of Local Governments 

Among the three LGs, differences in shift and composition of revenues and expenditures 

before and after the reform were calculated using simple ratios to come up with the 

summary distribution of local resources by revenue source and expenditure sector patterns. 

To establish any significant difference in sectoral expenditures of the three levels of LGs 

after the reform, the Analysis of Variance (ANOVA) at 95% level of significance was 

used. Finally, in order to capture the independence of LGs from NG, the self-sufficiency 

ratio (SSR) of the different levels was computed by taking the share of locally raised 

revenues over total local expenditures. 
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2.9.2.1.3 Horizontal Balance - By Inter-Local Government 

To unfold the intra-LGU variation, the analysis was deduced from a selected random 

sample of 20 LGUs from each level using the coefficient of variance (CV). In alTiving at 

the sample, all LGUs in each level were assigned random numbers then using the computer 

based functions on random sampling, the twenty LGs were selected. From this sample, 

computation of the coefficients of variation, per capita ratios and percentage composition 

on revenues and expenditures were made.With all these, they shall drive us to address the 

questions posed in Chapter I and finally capture the relevant interaction of these variables 

into the concluding statements. 
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CHAPTER III Intel'governmental Fiscal Retations in the Philippines 

3.1 Introduction 

To better understand the unit of analysis of the study, an overview of the organizational 

and political structure of Philippine governance is discussed in this section. Specifically, it 

dealt on the existing legal framework of decentralization taking into account the salient 

features affecting fiscal intergovernmental relations in local governance, as contained 111 

Republic Act 7160, the legal basis of the 1991 Local Government Code. 

3.2 Present Governmental and Political Structure 

The Philippines has a unitary fOlm of government with a presidential system. The national 

government has three branches: the executive branch headed by the President, the 

legislative and the judicial branches. The legislative branch is a two-chamber legislature 

with 24 senators in the Philippine Senate and 220 members in the House of 

Representatives. For purposes of administration and development planning, the Philippines 

is divided into 14 administrative regions where in each regional capital , the 26 dep3liments 

of the national govemment have their regional offices. 

At the top is the central government operating through 26 departments. The second tier of 

government is composed of LGUs. In turn, the local government structure is composed of 

three layers: the first layer refers to the province which is further divided into 

municipalities and component cities and each of which is subdivided into barangays, the 

smallest political unit. 

In sum, the political structure of the nation is comprised of 79 provinces, 83 cities and 

1,600 municipalities and 42,000 barangays. These political subdivisions are guaranteed 

by the Philippine Constitution. Every four years, all LGs undergo classification based on 

their individual incomes except for barangays (Appendix G). The manner of income 
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classification ranges from first class, or that which has the highest income to the sixth 

class, or equivalent to the lowest income LGU. 

3.3 Existing Legal Framewo.·k of Decentralization 

3.3.1 Background 

The idea of decentralization and devolution of power from the national to the local 

government is not something new in Philippine governance. There had been previous 

several laws prior to the Code but none matched the real scope of devolution mandated by 

the present Code, hence, such program earned the recognition as an innovation in local 

governance. 

The promulgation of the Code is in keeping with the 1987 Constitutional provIsIOn 

declaring that "the state shall ensure the autonomy of local governments"(Brilliantes, 

I 998,p.44). Confirming the mandate of the Constitution, the Code was enacted into law in 

October 10, 1991 and became effective in January I, 1993.This legislation has been 

considered by most as a laudable measure to the constitutional policy on local autonomy 

and decentralization. 

3.3.2 Highlights of the Local Government Code of 1991 

The Code categorically specifies that the State "shall provide for a system of 

decentralization whereby LGUs shall be given more powers, authority, responsibility and 

resources"(Noledo,1991).To achieve such goal, the embracing of the following principles 

to operate such process include: I) effective allocation among the different LGUs of their 

respective powers, functions, responsibilities and resources; 2) effective mechanisms for 

ensuring the accountability of LGUs to their respective constituents shall be strengthened; 

3)local autonomy shall be facilitated through improved co-ordination of national 

government policies and programs and extension of adequate technical and material 

assistance to less developed LGUs; and 4) the participation of the private sector in local 

governance shall be encouraged (Tapales,1999,p.1 03). 
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The foregoing principles are "operationalized through the following mechanisms: I) 

devolution of five basic services from the national government's regional offices to the 

LOUs;2)strengthening of people's palticipation through local governmental mechanisms; 

3) increase in revenues for local units by the provision of increased shares in nationally 

imposed taxes; and 4) strengthening the powers of local executive officials and 

councils"(Brilliantes, 1998,p.1 04). In sum, the Code's passage represents a major shift in 

local governance in the Philippines, which provide a framework in support of increased 

local autonomy. 

3.3.2.1 Local GoveJ'Dment Functions 

Local governments have four major functions . It involves efficient service delivery, 

management of the environment, economic development, and poverty alleviation. The 

respective functions and powers of the different local authorities are defined and embodied 

in the Code (Nolledo,1991). 

In keeping with the decentralization process, the Code devolved service delivery functions 

of national line agencies to LOUs, transfelTed regulatory powers of certain national 

agencies, enhanced governmental and corporate powers of LOUs, improved national 

government-LOU relations and institutionalised LOU-NOO private sector relations (See 

Appendix "C"). 

3.3.2.2 Local GoYeJ'Dment Finances 

The increased responsibilities of local governments after the Code demands for more 

resources. While the Code provides more resources by increasing their shares from several 

taxes, serious efforts have to be made to realize these revenues. 

As provided for in Book II, Title I of the Code (Nolledo,1991), LOUs not only generate 

their resources from the exercise of their revenue raising powers but from external sources, 

otherwise, called non-tax sources. Augmentation of LOU finances include receipts from 
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intergovernmental transfers, grants, loans and donations from the central government or in 

some cases outside government (See Appendix D). 

The Code provided LOUs the power to create sources of revenues, create indebtedness, 

access to foreign loans and grants (ODA funds) , private financing of infrastructures, larger 

share in the proceeds of national taxes and from the development and utilization of the 

national wealth. From these sources, LOUs should choose the most viable and 

economically beneficial financing scheme in undertaking their programs and activities. 

3.3.2.3 Local Sources of Revenues 

Consistent with one of the principles of decentralization that LOs should have corporate 

status and power to generate resources for their own use (Nolledo,1991,p.59), the Code 

outlined the taxing and other revenue raising powers of LOUs. Section 129 empowers each 

LO to exercise its power to create its own sources of revenue and to levy taxes, fees, and 

charges consistent with the basic policy of local autonomy. Such taxes shall accrue 

exclusively to them. 

Section 133 clearly demarcates the common limitations in the tax handles of LOs. As has 

been generally held by economists, the progressive taxes, particularly on mobile bases are 

held by the central government. Taxes like income taxes, except when levied on banks and 

other financial institutions, taxes on estates, customs duties, and all other taxes assigned to 

the national government shall be restricted to the taxing powers of all LOUs. Appendix 

"D" delineates the taxes that the provincial, municipal and city governments may impose 

as contained under Chapter 2 of the Code. 

With the existing fiscal decentralization framework in place, analysis of the extent of 

implementation and its effect to local development in the Philippines shall be examined 

using the decentralization theoretical foundations in the evaluation. 
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CHAPTER IV Measuring the Degree of Fiscal Decentralisation -Philippine Context 

4.1 Introduction 

The absence of adequate financing to mobilize LOUs can undermine their being self-reliant 

and most importantly, affect their fi scal efficiency to deliver their complementary role to 

national development. Ouided by the objectives of the study and the review of the 

structures, functions, powers including taxation and intergovernmental relations of LOs at 

the backdrop of the theories on fi scal decentralisation, the objective of this chapter is to 

analyse their fiscal performance. 

4.2 Unfolding the Trends and Variations 

Using the revenue and expenditure accounts of 1991 and 1998, both deflated at 1995 

constant prices, it shall be determined whether or not fi scal decentralisation had improved 

revenue mobilization and services delivery among LGs. In the account analysis, the 

selection of 1991 figures representing the pre Code period was justified as it was the last 

year before the actual implementation of the Code in January 1993 while 1998 accounted 

for the latest year of financial operations of LOUs. 

The consideration of the vertical and hori zontal relationships of the two levels of 

govenunents shall unfold the past and present patterns and shifts in said variables. This 

was done by looking at the following indicators: I )the shares of LOUs in total general 

government revenues (Revenue Decentralisation Ratio) and in aggregate general 

government expenditures (Expenditure Decentralisation Ratio); 2) the self-sufficiency ratio 

indicating LOs' independence from central government funding; and finally, 3) by 

employing the analysis of variance and coefficient of variation to establish any existing 

disparities among and between LOs in all levels. In calculating the inter-LOU coefficients 

of variation, a sample of 20 LOs from each level is selected. To come up with the random 

sample, each LO is assigned a random number starting from the first LO to the last in each 
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level then with the computer based functions on random sampling 111 spreadsheet 

applications, the selection is made. 

4.3 The Vertical Fiscal Relations 

4.3.1 NG and LG Share in the Economy 

Drawing from the increasing importance of local govemments in local development today, 

central and local relations in a system of govemment are never absent. In the vertical 

dimension, Klee (1999) postulated that the way central and local govemments interact and 

distribute resources, the central and local relations is being redefined. Helmsing 

(1991,p.98), complemented that "local govemment is not independent from central 

government as the latter not only defines the legal framework in which the former operates, 

but also constantly monitors its performance and intervenes when called for." Further, LGs 

represent and undertakes functions jointly with or in behalf of the central govemment. 

In Philippine context, LGs do not operate in a complete vacuum separate from the national 

govemment. Section 25, Chapter 3 of the Code operationalizes this view where the central 

govennnent still exercises supervision over LGs to ensure that their acts are within the 

scope of their prescribed powers and functions (Nolledo,199I ,p.18). The fiscal relations 

between the two levels are seen when the NG exerts influence and regulatory powers in 

financial matters as far as review of local budgets and the utilisation of NO subsidies are 

concerned. This provision is consistent with the basic policy on local autonomy in the 

Philippines. 

4.3.1.1 Looking at Local Finances in a Macro-economic Context 

In analysing the relationship of the two levels of governments, it will gIve us a better 

understanding of the vertical dimension of the transfer of powers, resources and 

responsibilities. Table 4.1 clearly brings out the present state of vertical fiscal imbalance in 

the Philippines. Evidently, the relative impOltance of local revenues in total government 

revenues illustrates a highly centralised tax system in public sector finance. This confirms 
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one of the fundamental problems in revenue assignment where central government has the 

tendency to assIgn to itself the more lucrative and productive sources 

(Helm sing, 1991 ;Bird, 1998). In recent years, the change in the LO financial structll1'e to a 

decentralised system resulted to some noticeable changes: 

Table 4.1 Rc"cnue Sharcs, NG & LG - 1991 & 1998 

(Inl'crccnt at 1995 Constant Priccs) 

Period I NG LG Totals 

Revenue Share (%) 

1991 I 92.81 7.19 100 

1998 I 84.32 15.68 100 

Revenue Share GNP (%) 

1991 - P 1.711.544 I 18 1 19 

1998 - P 2,215,756 I 21 4 25 

Revenue Per Capita(Pesos) 

1991 63.9 M I 4,699.11 364.30 

1998 75.16 M I 6,079.75 1,130.79 

Source. Own Cal cu i allons based on LOU acounts per DBM BESFs, 1991 & 1998 

1. Revenue shares of LOs showed significant growth in 1998 as a result of the major 

change in the LO intergovernmental transfers authorized in the Code. The increase 

indicates the important changes in the revenue structure of LOUs attributed to the 

increased sharing scheme in IRA, from 20% in 1991 to 40% starting in 1994. 

2. The corresponding increased contribution of LOs in the production of total goods and 

services in the national economy indicates the emerging importance of the sub-national 

sector. The marked growth is supported by the tripling per capita ratio compared with 

NO growth rate of29% after the reform. 

Tablc 4.la SUlUlllary urthe Comparati\'c nc\,clluc Distribution, NG & LG 

(In Percent at 1995 Consta nl Prices) 

Revenue Source National Government Local Government 

1991 1998 InclOec 1991 1998 InclOec 

Tax Revenue 84.66 72.30 -12.36 73.92 85.74 11.82 

Non Tax Revenue 8.59 7.97 -0.62 26.08 14.26 -11.82 

GOCCs,NFls,Adjustments 6.75 19.73 12.98 

Total 100 100 100 100 

Source: DBM BESFs of 1991 and 1998 - Own Elaboration 

3. The increase in ONP and LO revenues yielded from tax revenues. Such finding is 

clearly illustrated by the dominance of tax revenues over non-tax revenues in both 

periods. In order to give LOUs more freedom in the utilization of their local resources, 
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the integration of some specific grants into the IRA was made and that explains the 

negative growth in non-tax revenues. 

4.3.1.1.1 Local Financing: Domestic and External Receipts 

To determine the revenue sources from which LGs draw their resources, Table 4.1 b brings 

us to the distinction of LGs ' local and external sources of financing. From the table, we can 

gather following: 

Table 4.tb Summary Distri bution orOwn Local & Extern al sources to Total Revenue 
( \11 Le,'els 199 1 & 1998 In Percent at 1995 Constant Prices) , -

INCOME SOURCES 1991 1998 

OWN SOURCES 

Real Property Taxes (RPT) 15.41 6.17 

Local Taxes (L T) 6.42 20.23 

Operating & Misc. Rev. (OMR) 14 .06 7.77 

Capital Revenue (CR) 0.24 0.43 

Extraordinary Income (EI ) 6.25 0.06 

Inter~Fund Transfers (1FT) 1.03 0.21 

Olher Receipls (OR) 1.65 

Sub·total 47.42 36.54 

EXTERNALLY - SOURCED 

IRA 50.09 57.34 

Grants 2.39 1.06 

Borrowing 0.10 3.03 

Sub·total 52.56 61.46 

GRAND TOTAL 100 100 

Source: Own Calcu lat Ions Based on DBM BESFs, 1991 & 1998 

I. Sub-national governments finance local expenditures through a mixture of revenues 

they generate themselves and from central government transfers . Given the LG 

finances, transfers play an overwhelming role in local finance, although grants and 

bOlTowings play a very small ro le, whi le locally raised revenues are dec lining in 

importance. 

2. The reform made changes in LGs own sources main revenue raisers. Prior to the Code, 

LGs drew their internal sources more prominently on the account of RPT and OMR, 

but with the reform, local taxes outshone RPT and OMR by increasing its share to 

20.23%. 
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4.3.1.1.2 National Government vel'sus Local Government Expenditures 

Table 4.2 illustrates the growth and expenditure shares of the NG and LGs. The fiscal 

importance of sub-national governments can be measured in terms of its share of revenues 

generated or the share of expenditures made (Bhal &Linn,1992). To carry out the delivery 

of goods and services via expenditures, they have to be made through the budget as a key 

instrument (Helmsing, 199 1). 

Tablc 4.2 Expcnditure Shares. NG & LG - 1991 & 1998 

(In Percent at 1995 Const 'lIIt Prices) . 
Period NG LG Totals 

Expenditure Share (%) 

1991 95 5 100 

1998 87 13 100 

Expenditure Share to GNP (%) 

1991 - P 1,711.544 I 22 1 23 

1998 - P 2.215.756 I 24 3 27 

Expenditure Per Capita (Pesos) 

1991 - 63.9 M I 6,003.66 345.79 

1998 - 75.16 M I 7,058.28 1,029.79 

Source. Own CalculatIOns Based on DBM BESFs, 1991 & 1998 

Taking together the theoretical reflections and the expenditure behaviours of the NG and 

LGs, the following facts are deduced: 

1. The reVenue growth (Table 4. 1) consequently increased LGs expenditure involvement 

after the reform although NG still bears the major bulk of total general expenses in both 

end periods. The significant increase in the expenditure decentralization ratio of LGs is 

the effect of transfers. With the infusion of transfers, local finances grew by 3% of ' 

GNP. On the other hand, the contraction in the expenditure levels of NG is explained 

by the devolution of some functions to LGs previously undertaken by the five line 

departments. 

2. Comparing Tables 4.1 band 4.2 indicate that LG spending is largely financed from 

external sources. It is an indication of LGs heavy dependence on transfers, particularly 

IRA. While the significant increase can be considered a vital engine in the expansion of 

the local public sector in its economic role, the gap between expenditures and revenues 
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is likely to remain large in the future even with the feasible increases in sub-national 

revenues (Quereshi,1997); 

3. In terms of spending levels (Table 4.1 and 4.2), the NG in both periods spent beyond 

generated resources. This is a clear violation of the principle of balanced budgeting. 

Budget deficits imply poor fiscal discipline and could mean expenditure reductions and 

cutback in inter-governmental transfers. Reduced equalization packages could impinge 

on poorer LGs because they have less ability to cope with transfer reductions 

(Clark,1997). 

4.3.1.1.2.1 Expenditure Investment by Sector 

Table 4.2a draws us to a very impOliant issue in choosing the right level of expenditures 

and the right mix of services that maximizes social welfare as determined by the needs and 

preferences of society. 

Table 4.2a Comparative Sectora l Distribution of Expenditures, NG & LG 

(In Percent at 1995 Constant Prices) 
Nature of Expenditure National Government Local Government 

1991 1998 1991 
General Services 6.60 15.14 45.86 

Economic Services 20.97 19.34 32.92 

Social Services 21.43 26.18 13.80 

Others 50.99 39.34 7.42 

Total Expenditures 100 100 100 

Source. OBM BESFs of 1991 & 1998 - Own elaboratIOn/CalculatIOns 
Notes: NO expenditures is net of transfers to OOCCs and LOUs; 

1998 
46.99 

23.21 

23.17 

6.63 

100 

NO-Others refer to defense and interest payments; while Others-LOs refer to 
other miscellaneous expenses not classified in the other three categories 

Decentralization made remarkable changes in the composition and shift of local 

expenditures. The shift from a previous distorted pattem to a more balanced allocation and 

spending level conforms with the argument that decentralizing expenditures attain a better 

mix of local services provided. Hewitt (1991,p.82) argues that one way of improving the 

decision-making process is tlu'ough the decentralization of celiain govemment functions. 

The efficiency advantage of local governments to be in a better position to determine the 

preferences of their local population finds relevance in this case. 
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While the reform brought a more even variation in terms of size, distribution pattern of 

local expenditures, general services still remained consistent in its major claim of LG 

resources. This highlights the relative importance of wages and compensation benefits over 

total LG spending. With the fair allocation of economic and social services, the 

contribution of capital investments to stimulate economic growth is well supported with 

the promotion of human development funded by social services (WB, 1988). Such equitable 

allocation of resources can drive communities to balanced growth and development. 

4.4 The Horizontal Balance - Inter-local Fiscal Relations 

4.4.1 Patterns of Local Governments' Fiscal Balance: By Levels 

Questions of how each level of local government finance its expenditures, how much 

autonomy does it posses in structuring its finance schemes, the pattern that evolve in 

generating its resources, all these shall be addressed in this section. 

4.4.1.1 Compamtive Revenue Structure: Local Finances from Own Sources 

Table 4.3, captures the summary importance of external sources to total LG income. 

Details show that provinces tend to be the most dependent on non-local sources while 

cities consistently remained the least dependent among the tlu·ee levels since the pre code 

period. 

Table 4.3 Locally and Externally Sourced Revenues of Loca l Governments 
Ratio to Total Income of All Levels 

(In Million Pesoslln Percent at 1995 Constant Prices) 
Level of Government Income Source 1991 % to Total 1998 % to Total 

All Provinces Local Sources 2.029.83 35.35 3,464.25 17.65 

External Sources 3.712.03 64.65 16,160.62 82.35 

All Municipalities Local Sources 3.514.91 40.95 7 ,717.91 38.12 

External Sources 5.068.26 59.05 20,243.84 72.40 

All Cities Local Sources 5,494.51 61 .36 21,574.26 57.68 

External Sources 3,459.93 38.64 15.828.65 42.32 

Summary· All LGUs Local Sources 11.039.25 47.42 32.756.42 38.54 

External Sources 12,240.22 52.58 52,233.11 61.46 

TOTAL 23,279.47 100 84,989.53 100 

Source : Own Calculations based on DBM BESFs, 199 1 & 1998 
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Obviously, cities are the most capable in exploiting their own sources. The behaviour 

pattern of cities is attributed to their broad and more encompassing revenue-raising powers. 

As provided in the Code, they can tax what provinces and municipalities can levy not to 

mention the prevalence of more economic activities in their jurisdictions than in the latter 

LGs. 

Despite the broadened taxing powers, external revenues still remained the most reliable 

source of LG finances. The argument of Bahl (1998,p.51) that fiscal decentralization can 

enhance revenue mobilisation finds application in external sources but not in the case of 

own sources, except in cities. The significant decrease in own sources, in all levels, 

restricts the capacity of LGs to rely on their own sources. Table 4.3a shall give us details 

on the above observations: 

I. In all cases, LGs drew their resources from three dominant sources, i.e., RPT, local 

taxes and OMR. Noted fUliher, is the decreasing importance of RPT as a reliable local 

source in all levels. This calls for a careful review of the broadened tax exemptions of 

real properties with market values of 175,000 and below. The exemption significantly 

eroded the property tax base of poorer LGUs since most real properties of this value are 

existent in the jurisdictions of lower income LGUs. 

2. As indicated, cities and municipalities relied more on their local taxes while provinces 

laid more claims on its RPT consistently. The varying main revenue sources are 

brought about by the differences in taxing powers of the three LG levels. The variation 

is possible because the potential tax bases tapped by LGs vary from each other and is 

affected by the revenue arrangements of each (Bird,1998). 

3. Consideration of the realization rate of own sources, in all levels, shows considerable 

decline, the provinces incuning the sharpest reduction. This gives two impressions, the 

decrease in collection efforts and narrow or limited tax bases. 
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Tlible 4.3a Percentage Distribution of Revenues rrom Own Localllnd External Sources, 1991 & 1998 

(In Percent at 1995 Constant Prices) 

INCOME SOURCES Cities Provinces Municipalities 

1991 1998 1991 1998 1991 1998 

OWN SOURCES 

Real Property Tax(RPT) 19.39 11.02 14.44 6.08 11.92 5.82 

Olher Local Taxes(OLT) 10.69 37.25 4.47 2.91 8.69 9.61 

Oprting. & Misc. Rev.(OMR) 15.60 7.70 10.11 5.55 15.14 9.42 

Capital Rev. 0.11 0.08 0.28 1.33 0.34 0.29 

Extraordinary Income 14.60 0.08 4.78 0.07 3.95 0.09 

tnter-fund Transfers 0.97 0.04 1.28 0.41 0.91 0.28 

Other Receipts 0.00 1.51 0.00 1.30 2.09 

SUB-TOTAL 61.36 57.68 35.35 17.65 40.95 27.60 

EXTERNALLY - SOURCED 

IRA 38.21 37.13 57.39 76.12 57.59 71.19 

Grants 0.39 0.29 56.97 3.52 1.41 0.43 

Borrowing 0.04 4.89 0.29 2.71 0.04 0.78 

SUB-TOTAL 38.64 42.32 64.65 82.35 59.05 72.40 

GRAND TOTAL 100 100 100 100 100 100 

Summary - All Levels per Capita 1991 1998 tnclDec 

Total Revenues 23.279.45 84.989.53 61,710.08 

Population(tn Mittion) 63.90 75.16 11.26 

Revenue Per Capita 364.31 1,130.78 766.47 

Source: Own Calculations Based on DBM BESFs, 1991 & 1998 

4.4.1.2 External Financing: Externally - Sourced Revenues 

Table 4.3a presents the consistent prommence of the IRA as a stable external source 

against total receipts in all levels and in both periods. It h'as become the primary source of 

strength in intergovernmental finance. In effect, its considerable surge played an important 

substitute or fall back in terms of local taxation. 

However, its reliability of IRA resulted to some negative impacts in local taxation. This 

gives credence to some issues pertaining to transfers pointed out by the World Bank 

(1988). Accordingly, its ideal objective is to adjust for disparities in fiscal capacity among 

local jurisdictions due to variation in resources, tax bases and population, however, 

excessive reliance can result to the following, among others: 1) poor use of public finances 

which can have detrimental effects on LG finance and intergovernmental relations, 

2)grants can encourage recipients to be less efficient, 3)increasing reliance can decrease 
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fiscal autonomy of LOs, and 4)reduce accountability of LOs. To avoid/minimize these 

dangers, the need [or an appropriate design of transfers is vital. 

WOlih noti?g is the least employment of alternative financing schemes available to LGUs. 

Loan financing remained quite unpopular as a revenue source in all levels for both end 

periods, except cities which are considered the more impoliant bonowers while 

municipalities least exercised such fiscal instruments to augment local finances. 

4.4.1.3 Sustaining Capacity ofLGUs 

Due to constraints m own revenue sources, transfers played a primordial role in local 

finance. In this light, Table 4.4, gives more insights on the effects of LOs dependency on 

transfers. 

Contrast to expectations, the degree of fiscal decentralization declined from 48.20% to 

39.32% after the reform. The significant declining importance of local revenue generation 

due to heavy reliance on IRA is an indication of poor fiscal position. In case of macro­

economic dislocations, poorer LOs may not be able to sustain their local operations. 

Table 4.4 Total Revenues-Own Sources, Total Expenditures and SSR, 1991 & 1998 
(In Million Pesos/In Percent at 1995 Constant Prices) 

Level of Local Total Own Total Local Self - Sufficiency 

Government Source Revenues Expenditures Ratio 

1991 1998 1991 1998 1991 1998 

Provinces 2,029.83 3,464.25 5.252.16 19,706.77 38.65 17.58 

Municipalities 3,514.90 7,717.91 7,918.13 28,110.62 44.39 27.46 

Cities 5,494.51 21,574.26 8 ,926.07 29,581 .13 61 .56 72.93 

Average SSR 48.20 39.32 
SSR = Own - Source Revenue as a share of Total Local Expenditures 

Source: DBM BESFs of 1991 & 1998 - Own CalculatIOns 

The autonomy variation showed that cities enjoyed the greatest fiscal autonomy in contrast 

with municipalities and provinces. Noticeably, the decline occurred in municipalities and 

provinces while cities gained more fiscal autonomy. This suggests that the local tax base of 

cities are far more sustainable than the other two LOs, especially provinces. On average, it 

is very clear that locally-raised revenues liquidated less than 50% of public expenditures. 
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4.4.1.4 Composition and LGU Level of Expenditures 

Central to assessmg local public expenditure efficiency is its level and composition. 

Decentralization of expenditures usually reflect local preferences than decisions made by 

central government (Ahmad, 1997,p.! ).In the same vein, affecting expenditure adjustments 

is the opportunity of increasing revenues(Hewitt, 1991 ,p.26). 

Table 4.S(A) indicates that LGUs are fairly consistent in devoting a large portion of their 

budget on general administration expenses since the pre Code years. Composing the major 

bulk of this sector is the personnel compensation of state employees inclusive of the 70,000 

devolved employees. With the mandated transfer of functions and personnel, adjustments 

in the size and composition of LGU budgets have to be made. 

Table 4.5 Distribution of LGU Expenditure by Sector and By Level, 1991 & 1998 
(In Million Pesoslln Percent at 1995 Constant Prices) 

A. By Sector PROVINCES MUNICIPALITIES CITIES Over all Distribution 

1991 1998 1991 1998 1991 1998 1991 

General Services 41 37 55 59 41 42 46 
Social Services 15 29 11 18 16 24 14 

Eco. Services 36 26 28 20 36 24 33 

Others 8 7 7 3 7 10 7 

TOTAL~ln Percent 100 100 100 100 100 100 100 

B. By Level of Government 

1991 % of Total 1998 %of % of 
(In Million) (In Million) Total Growth 

Provinces 5,252.15 24 19,706.77 25 275 

Municipalities 7,918.13 36 28,110.62 36 255 

Cities 8,926.07 40 29,581.13 38 231 

TOTAL 22,096.35 100 77,398.52 100 250 

Source: OBM BESFs of 1991 & 1998 - Own CalculatIOns 

Table 4.5a Growth in Expenditures By Sector 
(In Percent at 1995 Constant Prices) 

A. By Sector Expenditure Growth Over~all 

Provinces Municipalities Cities Growth 

General Services -4 4 1 1 

Social Services 14 7 8 9 

Eco. Services -10 -8 -12 -10 

Others -1 -4 3 0 

TOTAL -1 -1 0 

Source: Own CalculatIOns based on OBM BESFs of 1991 & 1998 
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1998 Growth 

47 1 
23 9 
23 -10 
7 0 
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Perusing further, the re-allocation, in aggregate LG expenditure priority, of economic 

services to social services resulted from the reform. From a relatively unimportant sector, 

social services evolved to be one of the next important sectors. Marked growth in social 

services is prominently seen in provinces (Table 4.5a). Evidently, there is are-orientation 

of expenses of provinces and municipalities from an uneven distribution to a more 

balanced sectoral allocation after the reform. 

To capture LGs expenditures in an overa ll scenario, the aggregate growth of 250% (Table 

4.5B) contributed to the 3% expenditure share to GNP. Taking together the close proximity 

of revenue (Table 4.1 ) and expenditure shares (Table 4.2) with the expenditure growth 

indicate the extent of autonomy LGs enjoy in deciding how to spend their resources. As 

illustrated by provinces, despite having the scarcest resources, they maximized their 

spending level at 275%. However, because of unfunded mandates, they incurred deficits at 

1.08% (see Table 4.6). Cities on the other hand, kept their expenditures balanced at 23 1 %. 

4.4.1.4.1 Fiscal Capacity and Expenditure Needs 

Table 4.6 accounts for the financial position of the three levels of LGs. The financial 

position is another background dimension that provides insights on how LGs function. The 

consideration of budgetary surplus and deficits are very important because budget deficits 

could be a serious deterrent to economic vitality. 

Level of LG 

Provinces 

Municipalities 

Cities 

Total , In Million 

Provinces 

Municipalities 

Cities 

Total , In Percent 

Table 4.6 Total Revenues, EX I)Cnditures and Deficits 
By Level ofLG, 199 1 & 1998 

(In Million Pesos/In Percent at 1995 Constant Prices) 
1991 Totals in 1998 Totals in 

Revenues Exp'tures Deficit Revenues Exp'tures 

5,741.86 5,252. 15 489.71 19.624.87 19,706.77 

8,583.17 7,918.13 665.04 27.961.75 28, 11 0.62 

8,954.44 8,926.07 28.37 37,402.91 29.581.13 

23,279.47 22,096.35 1,183.12 84,989.53 77,398.52 

24.66 23.77 41.39 23.09 25.46 

36.87 35.83 56.21 32.90 36.32 

38.46 40.40 2.40 44.01 38.22 

100 100 100 100 100 

Revenues includes own sources and external sources 

Source: DI3M I3ESF, 199 1 & 1998- Own Calcula"ons 
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Deficit 

(81.90) 

(148.87) 

7,821 .78 

7,591.01 

-1.08 

-1.96 

103.04 

100 



From the table, the setting of a balanced budget is seen before the reform in contrast to 

some signs of deficit spending inculTed by provinces and municipalities after the reform. 

Although the deficits are still manageable and are usually "cured" by succeeding years' 

appropriations, this can mean expenditure cuts during the budget year. Expenditure 

reductions are usually very sensitive issues to resolve but it has some advantages in terms 

of giving these LGs the opportunity to give serious attention to their own fiscal planning. A 

surplus position, such as in cities, is a good index of sustainability and growth. Likewise, it 

reflects greater efficiency in services provision or better revenue collection performance. 

This information is a matter of concem when considering revenue assignments and 

expenditures arrangements. 

4.4.1.4.2 Statistical Analysis of Variance: By Sectoral Expenditure of All Levels 

Analysis of variance(Appendix "B") showed that there is no significant difference on the 

variation of sectoral expenses of the three levels of LGs. Calculation of the row means 

indicate that the F computed value of 1.27 is lower than the F tabular value at 5.14. 

However, if the column means are computed to establish any significant difference in 

aggregate sectoral expenses of all LGs as a whole, the F computed value(9.84) is greater 

than F tabular value of 4.76 and this indicates that there is significant difference on LGs 

sectoral expenses(GS,ES,SS and OS), if taken as a whole. To determine which services 

sector significantly difTered, the Scheffe's test was further applied and computations 

showed that it was between general and other services which means that the disparity in 

allocation is greatest in these sectors. 

4.5 Inter - LGs Variations and Imbalances 

4.5.1 Variation in Local Resources: Intra-Local Disparities 

The by level analysis of revenue and expenditure behaviours confirmed the existence of 

varying fiscal situations of LGUs arising from economic disparities. To have a better 

appreciation of inter - LGU di fferences relative to the financial trends and patterns, the 
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Table 4.8 Inter-LGU Disparities In Real Per Capita Own and External Revenues,1991 & 1998 

1995 at Constant Prices I I I I I I 
20 Sample Cases 

Revenue Source 1998 1991 

P M C P M C 

J. Coefficient of Variation 

Real Property Tax 1.33 1.37 1.34 2.52 1.13 0.82 

Other local Taxes 3.26 1.14 0.83 2.79 0.64 0.72 

Oprtg. & Misc. Revenues 1.39 0.58 1.17 1.35 0.62 0.72 

Capital Revenues 1.67 1.16 1.18 1.04 2.41 1.54 

Extraordinary Income 1.34 1.55 1.23 1.78 1.72 1.38 

Inter-fund Transfers 1.66 1.00 1.87 0.31 

Other Receipts 1.39 1.27 2.10 

Total Own Sources 1.11 0.81 0.96 2.08 0.76 0.77 

IRA 0.90 0.41 0.49 0.27 0.21 0.33 

Grants 1.15 1.97 2.45 0.81 1.55 1,49 

Borrowings 1.86 1.01 1.61 3.26 

Total External Sources 1.30 0.41 0.52 0.29 0.21 0.32 

Total Revenues 1.25 0.39 0.60 0.82 0.25 0.35 

II. Average Value in Pesos of 1995 

Total Own Sources 63.65 70.85 718.70 84.33 47.30 574.96 

Total External Sources 302.59 228.55 608.24 76.87 90.70 243.73 

Total Revenues 366.24 299.39 1,326.94 161.20 138.00 818.68 

Source. DBM BESFs of 199 I & 1998 - Own CalculatIOns 

coefficient of variation is employed to a selected sample. 

4.5.1.1 Variation in Provinces: 

A widening inequality in real izing total finances of provinces became more outlined with 

the reform due to their limited tax base (Table 4.8). Clearly, the modified revenue raising 

powers, i.e., a reduction in revenue raising powers, and the increased allocation from 

transfers are manifested in the variation of total revenues. Worth noting, however, is the 

post reform considerable decline in differences in provinces' domestic resources while the 

increase in variation in the receipt of transfers moved in more uneven distribution. 

The decline in variability of domestic sources achieved stable inequalities among the 

components except for local taxes. This assertion is empirically supported by Appendix K­

I where only three (first class) out of20 provinces have better collections on business taxes 

and licenses while all the others, 2"d to 4rth income classes, were hardly catching up. 
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Similarly, the significant decline in variation of RPT IS an indication of the improved 

differences in the collection of such revenue. 

On transfers, IRA gained 0.63 increase in variability from its pre code level but if pitted 

against grants and bOITowings, it registered lowest in variation. BOITowings, a not so 

popular fi scal instrument among LGs in general, claimed the highest variation. The 

constraints 111 resources have greatly influenced provinces to keep distance from 

bOITowings as demonstrated in Appendix K-l. Only four provinces embarked on such 

revenue source to augment local finances. In effect, borrowings played a very small part in 

financing provincial expenditures. 

Despite varying economic bases and popUlation differences, provinces remarkably (Table 

4.8-II) doubled their total revenues per capita after decentralization. The impact was seen 

in the threefold increase on external sources, however, a decline by 25% in own revenues 

per capita occurred. Evidently, the limited economic base affected domestic revenue 

collection and such decline correlates with the sharp deterioration by more than 34.94% in 

internal revenues generated (See Table 4.9) from pre code level. 

Table 4.9 Inter-Local Government Units Percentage Composition of Revenue,1991 & 1998 
In Percentages 1995 at Constant Prices I I 
20 Sample Cases I I 

Revenue Source Provinces Municipalities Cities 

1991 1998 1991 1998 1991 1998 

Real Property Tax 20.83 1.85 10.20 5.37 23.25 16.74 
Other Local Taxes 7.59 6.32 8.77 8.70 8.72 23.76 
Oprting & Misc. Revenues 13.50 7.45 12.58 7.57 15.04 9.30 
Capital Revenues 0.11 0.16 0.46 0.51 0.08 
Extraordinary Income 9.78 0.08 0.83 0.12 22.65 0.03 
Inter-fund Transfers 0.50 1.44 0.55 0.57 
Other Receipts 1.52 0.84 4.25 

Total Own Sources 52. 32 17.38 34.28 23.66 70.23 54.16 
IRA 42.01 66.78 64.15 75.77 29.43 45.38 
Grants 5.67 12.73 1.54 0.37 0.35 0.05 
Borrowings 3. 11 0.04 0.20 0.4 1 

Total External Sources 47.69 82.62 65.72 76.34 29.77 45.84 
Total Revenues 100 100 100 100 100 100 

Source: DBM DESFs of 199 1 & 1998 - Own Calcu lations 
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Among key local sources, OMR and other local taxes emerged as the most reliable sources 

although these sources are not very strengthening to the local finances. The insignificant 

role of RPT can be explained by provinces' scope of taxing powers limited only to tax 

transfers on sale, donation, bm1er or any transfer of ownership of real properties. 

Fiscal transfers, on the other hand, played a significant role in financing expenditures of 

provinces since pre code period. Unfortunately, with the predictability of IRA, some 

negative implications such as the disturbing high reliance to transfers and the low 

percentage of tax yield confront provinces. 

Table 4.9a 
Percentage of IRA ill TLR 

By Level of LG, 1991 and 1998 
(III Percellt at 1995 Constant Prices) 
LGU Level 1991 1998 

Provinces 57.39 76.12 

Municipalities 57.59 71.19 

Cities 38.21 37.13 
---

Total - Average 50.09 57.34 

I LR - I otal Local Revenues 

Table 4.9b 
Percentage of IRA to External Sources 

By Level of LG, 1991 and 1998 
(In Percent at 1995 COllstallt Prices) 

LGU Level 1991 1998 

Provinces 89 92 
Municipalities 98 98 
Cities 99 88 

Totat - Average 95 93 

Source: DBM BESFs of 1991 & 1998 ~ Own Calcu lations 

This, likewise, explains the decline in own sources per capita (Table 4.8II). With the large 

infusion of IRA (Table 4.9a &b), provinces were able to fund the cost of devolved 

functions of about 45.6%. 

At the rate provIl1ces are realising their own revenues, they can fail to cover current 

expenditures without transfers. These are the instances that grants are resorted to in local 

finances and this helps sub-national governments to achieve some fiscal balance 

(WB: 1988). The system of grant as a step towards fiscal decentralisation to finance local 

government services finds actual application in provinces although the Philippines adopted 

a two-pronged approach in its decentralisation program. The strengthening of Philippine 

local government finances came in terms of increasing the local tax base complemented by 

transfers through shared taxes. The IRA was in the form of a block grant with considerable 
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autonomy to confol111 with the Code's objective of enabling LGs to be more fiscally 

autonomous. 

As intended, the IRA is perceived to equalize local fiscal capacity of provinces to deliver 

their expanded responsibilities, particularly that of social services. Contrary to 

expectations, it had severe detrimental effects on local finances and intergovernmental 

relations for it encouraged LGs to be less efficient (WB:I988:I65). In fact, the transfers 

served as a disincentive to local revenue efforts as we consider Table 4.9, 4.9a & b which 

reflect the increased reliance on grants. An indication of the decrease in fiscal autonomy of 

provinces. Table 4.4 lends empirical support to this argument with the self-sufficiency ratio 

of provinces pegged at only 17.58%. 

On the expenditure side, Table 4.10 gives us the following impo11ant dimensions. The end 

point coefficients depict the appreciable decline in inequalities in total expenditures of 

provinces. Such decline impacted on the close proximity of the coefficients amongst 

sectors except for other services where high inequalities are quite evident. 

Table 4.10 Inter-LGUs Disparities in Real Per Capita Expenditures By Type, 1991 & 1998 
Based on 1995 Constant Prices I I I I 
20 Random Samples 1998 1991 

I. Coefficient of Variation P M C P M C 

General Services 0.67 0.41 0.59 0.70 0.36 0.52 
Economic Services 0.80 0.54 0.98 0.57 0.47 0.42 
Social Services' 0.85 0.57 0.92 1.91 0.95 0.64 

Others 1.29 1.58 0.59 2.62 0.90 0.77 

Tota! Expenditures 0.64 0.38 0.63 0.95 0.26 0.35 
II. Average Value in Pesos of 1995 

General Services 129.19 176.85 555.12 54.52 74.83 349.92 
Economic Services 81.16 51.90 289.89 44.46 35.76 279.93 
Social Services' 134.84 53.97 390.94 33.27 7.48 146.85 
Others 20.84 11.86 118.75 19.11 7.38 60.11 

Total Expenditures 366.04 294.58 1,354.70 151.35 125.46 836.81 

Own Elaboration(Refer details} P - Appendix "H" M - Appendix "I" C - Appendix "J" 

Source: DBM BESFs of 1991 & 1998 - Own Calculations 

Looking at per capita expenditures (Table 4.10.II), spending was affected by population 

density and spending limits as determined by revenues available. The capacity of poorer 
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LOs to maintain higher per capita spending ratios can be explained by Table 4.9 indicating 

the higher per capita ratios of lower class provinces (See Appendix K-I: Ifugao & 

Marinduque;4rth and South Cotabato & Sultan Kudarat;2"d) compared to Bohol and 

Pampanga, both first class provinces. This demonstrates the great importance of transfers 

in financing LO expenditures. The transfers resulted to the surge of social services by four 

times while general services rose its pre-code ratio. Consequently, provinces doubled their 

total expenditure per capita ratios. 

Table 4.11 Inter-Province Expenditures Composition, 1991 & 1998 

In Percentages Based on 1995 Constant Prices 

20 Random Samples 1991 1998 

Expenditure Sector P M C P M C 

General Services 654.27 1,070.06 2,251 .20 1,748.94 3,983.39 4,257.18 
Economic Services 533.59 511 .35 1,800.89 1,098.75 1,168.88 4,223.16 
Social Services 399.26 107.03 944.72 1,825.47 1215.63 2,998.07 
Others 229.30 105.55 386.73 282.12 267.18 910.72 
Total Expenditures(ln M) 1,816.42 1,793.99 5,383.54 4,955.28 6,635.08 10,389.13 

In Percentages(Summary) 

General Services 36.02 59.65 41.82 35.29 60.04 40.98 
Economic Services 29.38 28.50 33.45 22.17 17.62 21.40 
Social Services 21.98 5.97 17.55 36.84 18.32 28.86 
Others 12.62 5.88 7.18 5.69 4.03 8.77 

Total Expenditures 100 100 100 100 100 100 

Own Elaboration P Appendix "H" M Appendix "I" C - Appendix "J" 
, 

Source. DBM BESF s of 1991 & 1998 - Own Calcu lations 

The per capita increase III general and social services are confirnled by the high 

expenditure composition of said sectors (Table 4.11). Also noted is the commitment of 

provinces to implement their expanded roles, hence, a shift away from traditional capital 

investments towards social services as the most impOitant sector was undertaken. 

4,5,1.2 Variation in Municipalities: 

Among municipalities, variation In total revenues slightly increased (Table. 4.8.1). Same 

trend holds true in own and external sources where slight stable variations in most internal 

revenue sources are seen compared to the uneven differences in external revenues. With the 

uneven differences among transfers, IRA posted the lowest variation whereas for the three 

dominant internal sources, high differences are found in RPT since the pre code period. 
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The high variability in RPT can be explained by the broadened tax exemptions of real 

prope11ies which in effect eroded significantly the property tax base of poorer 

municipalities. In most cases, especially in poorer LGs (Appendix L-l) like those in 

Ifugao(Sth to 6'h), Zambales and Zamboanga del Sur, residential properties that abound are 

usually with market values of P17S,000 and below. In better income municipalities like 

Benguet, Rizal , Pangasinan, Camiguin, and Leyte, they get higher chances of realizing 

income on said source. 

In direct prop0l1ion, the least variation affected the behaviour of per capita revenues (Table 

4.8.1I) which gained remarkable increase in both own and external sources. The greatest 

yield was on external sources by more than two-fold. Table 4.9 confimls said increase with 

external sources accounting the bulk of municipal incomes at 76.34% whereas domestic 

sources posted lower at 23.66%, with local taxes sharing the highest contribution. 

The variation in providing public services experienced, on the average, least disparities 

among municipalities (Table 4.10.1). The greater variation was on other services and 

general services which confirms the result of the Scheffe's test (Appendix "B"). An 

indication that municipalities are quite consistent in allocating their resources except for 

general and other services with higher variance. The average value per capita likewise 

manifests the great disparity between the two sectors (Table 4.l0.II). 

With regard to the composition of expenditures, Table 4.11 suggests increase in general 

and social services while economic services declined. The reduction in economic services 

was reallocated to social services in line with the absorption of devolve personnel and 

responsibilities by municipalities. The heavy allocation on general overhead displays the 

limited role of municipalities in services delivery. According to the World Bank (1988), 

expenditure and financing measures can be combined to indicate the degree of fiscal 

decentralisation. As it is, the weight allocation by sector of expenses reflect the share of 
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municipalities in total government spending while it reveals their imp0l1ance as providers 

of public services (WB,1988,p.155). 

4.5.1.3 Variation in Cities 

In generating total resources, cities increased variability by 71 %(Table 4.8.1) over their pre 

code level. Details show that own sources gained higher inequalities than external sources. 

Despite the increased variation in own sources, least differences were fOlmd in the 

generation of business taxes and licenses as evidenced by the sluggish collection of four 

out of twenty sample cities (Appendix M-I). The prevalence of economic activities and 

better tax base explains this. The comparative advantages of cities are the limitations faced 

by provinces and municipalities. The argument of Bah I (l998,p.53) that income and wealth 

maybe accentuated by fiscal decentralisation because wealthier urban governments will 

benefit most from greater local taxing powers is meaningful in cities. 

The consistency in local taxes made it emerge as the major source (23.76%) of revenues in 

cities followed by RPT at 16.74% (Table 4.9). The dominating role of own sources over 

external sources make them self-sufficient(Table 4.4) and this can mean that cities can 

sustain local operations by more than 54%. 

Pertinent to transfers (Table 4.8.1), grants posted with highest inequality, replacing 

borrowing in the pre-Code while IRA is moderately uneven amongst cities. This is further 

supported by the closer proximity in per capita ratio disparities in IRA under Appendix L­

I. In terms of total revenues per capita, Table 4.8 .II shows that cities achieved 1.5 times 

more of its pre code level. 

Interestingly, the per capita ratio of own sources is much higher than external sources and 

this pattern had been maintained even after the reform. The remarkable performance of 
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cities in local taxation is associated with better system of taxation in place. As the World 

Bank (1988) emphasised, 'the extent to which LOs are self-financing indicate their fiscal 

autonomy because most often outside financing may come with conditions that limit local 

discretion in the use offunds.' 

On spending levels, cities increased their differences in funding sectoral services priorities. 

From smaller variations in 1991, disparities shifted to higher inequalities especially in the 

economic and social services sectors in 1998(Table 4.1 O.I). Examination of Appendix "J" 

shows that population and income factors influenced inequalities in the provision of 

economic and social services sectors. Higher income cities spent higher than lower income 

cities as evidenced by the per capita ratios which gained by 1.5 more than the pre code 

figures. Noted futlher (Table 4.11) is the re-allocation in spending levels of cities. The 

gaining importance of social services showed the refocusing effOlls of cities. 

4.5.2 Analysing Patterns 

Having analysed the diverse fiscal situations of the three levels of LOs, the following 

major differences can be identified: 

4.5.2.1 Revenues 

1. Summarised data (Table 4.8) exhibits an apparent continuing existence and increasing 

trend of wide intra-LOU variation in the level of total resources available despite the 

reform. The increased variation posted highest in provinces, succeeded by cities while 

municipalities registered least. 

2. The magnitude of variation is indicative of the substantial differences in revenue 

capacities and fiscal efforts exerted in local tax administration and most importantly, 

the etTect of uneven local economic bases. The realities of the limited tax base of 
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provinces and the more encompassing revenue raising powers of cities explains the 

varying fiscal health of the three levels. 

3. While provinces registered highest in disparities in the realisation of total own sources 

among the three levels due to limited economic base, especially on the three most 

dominant regular sources (RPT, OL T and OMR), an appreciable decline by .97 in intra 

- provinces' inequality in raising domestic resources is remarkable. Cities posted next 

highest in variation while municipalities captured the least variation. 

4. Among the three reliable sources, high inequalities in generating business and licenses 

are most crucial in provinces while cities and municipalities experienced high 

disparities in real property taxation. One of the more impOitant possible explanations 

for the high variability and the decrease in local taxation is associated to LGUs' 

difficulty in generating revenues domestically is the narrow tax base prevailing in the 

local communities. This precipitates the review of revenue assignments whether they 

match decentralized responsibilities. 

5. On the composition of revenues, domestic based taxes lagged behind external sources 

in the case of provinces and municipalities. Cities remained the most reliant on internal 

sources, hence, the least dependent among the three. From the emerging picture, it 

appears that the institution of the reform hasn't changed LGs' great reliance on external 

sources, especially IRA. The shift made by municipalities, from being the most 

dependent on transfers during the pre code period to a better position after the reform is 

an improvement in their fiscal position. 

6. The differing dependency tendencies puts forward the theories of 

centralisation/decentralisation espoused by Prud'Homme, Bennett (1990,1994) and the 

World Bank: (1988). Accordingly, the degree of decentralization of sub-national 

49 



governments vary and can be defined by three criteria: I) the importance of local taxes 

relative to central taxes, 2) the importance of local expenditures to central expenditures, 

and 3) the impOliance of central subsidies to local governments. 

Given the three propeliies to analyse the system of fiscal decentralisation, we see a 

hybrid of approach in revenue assignment of LGs in the Philippines. LGs have two 

main sources: own revenues and transfers. The extent to which provinces and 

municipalities are liquidating their expenses skewed heavily from transfers thus more 

geared towards the third criteria, i.e., decentralization by transfers. This is a case where 

the subsidy policy shapes up the distribution of economic resources through the 

delivery of public goods and services. 

In the case of cities, the degree of fiscal decentralisation is more accentuated because of 

the benefits from greater local taxing powers, thus, prescribing to the first criteria 

where local taxes play a major role, therefore, most inclined to decentralisation via 

local taxes. 

7. On transfers, IRA inequality remained constant and in closer proximity among 

municipalities and cities than in provinces which gained increase in variation. At this 

point, consideration of the IRA formula and criteria used in the allocation come vital to 

achieve equity. The IRA system of transfer has two dimensions: the method of 

detennining the size of the divisible pool and the method of detennining the 

distribution among LGUs (Appendix E-Table 4.12). In the allocation of the percentage 

shares among levels, the amount shared by each LGU on the second level of 

distribution is determined by population (50%), land area (25%) and equal sharing 

(25%). Compared with the old system, the fOimula did not make much difference. 
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The factors of population and land area favor LGUs with better incomes as people 

migrate more towards viable communities that offer job opportunities and better 

services. The 25% equal sharing doesn't cure much the fiscal disparity. This explains 

most the IRA disparities that abound among provinces since very few provinces are in 

the first and second class categories. Th majority others fall under third to fourth 

classes. While population and land area are important variables affecting the 

distribution, a reallocation of the criteria putting weight on fiscal need (expanded 

delegation considered) and fiscal capacity can be more equalising. As Prud'Homme 

had mentioned (l990,p.123), the following allocation criteria should be taken into 

account: tax raised, amount of local expenditures, population, uniformity, ratios, tax 

potential or tax base, need, cost and finally, level of development. 

As have been envisioned, a system of transfer should serve to correct vertical 

imbalances, reduce horizontal inequities among rich and poor jurisdictions, influence 

sub-national fiscal decisions and in best circumstances stimulate local tax effort, all 

these were ideally far from having been achieved. Instead, there was dependency of 

LGs, and the deterioriation of local taxation. Apparently, a review of the design is 

important at this point of implementation. In summary, the noted differences 111 

revenues can consequently pose as essential serious constraints in the discharge of 

functions by the respective local authorities. It is still an accepted fact that effective 

delivery of goods and services are still always made in reference to inadequate revenue 

generation. 

4.5.2.2 Expenditure Disparities 

Despite the design flaws noted, modest equalizing effects of transfers are recognized. 

Empirically, Table 4.10 shows that per capita coefficients of total expenditures in 

provinces have not taken any increase but illustrated marginal decline if the two end points 

are compared while municipalities and cities made marked increases. 
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The cOtTesponding lower inequality in expenditures than in per capita income indicates the 

levelling effects of transfers and this makes the rationale of equalization to essentially 

ensure that a comparable bundle of public services be provided across local authorities 

materialized modestly. 

While there were levelling effects experienced, horizontal inequalities were not totally 

eradicated but in fact, in general picture, increased to a wider variation and on the average, 

decreased financial autonomy of LGs after the reform. In this connection, the argument of 

no matter which and how taxes are assigned carefully to LGs, there shall always be some 

substantial differences in the abilities of the various local units to finance public services 

from their own tax revenues. This is an inevitable result of economic disparities among 

LGs and the concentration of economic activities in a handful of areas. Therefore, the need 

for grants appropriately designed to overcome vertical and horizontal imbalances is 

imperative. 

Finally, in expending resources, provinces showed more emphasis on social services while 

municipalities and cities expended most (in high proportions) in general services. The 

tendency to put more resources on general administration at the expense of services 

delivery can be a sign of the weakening role of these levels in services delivery. 
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CHAPTER V Concluding Thoughts and Policy Considerations 

5.1 Introduction 

Keeping in mind the objectives of the study, this chapter summarizes what the paper ought 

to address. The study focused on two variables, i.e., revenue and expenditure structures of 

LGs in the Philippines, as they evolved within public finance policies. The shift from 

centrally controlled policies to a more decentralized set up brings us to some concluding 

points. 

Drawing from the findings , fi scal decentralization in the Philippines saw some positive 

marks by achieving increased autonomy of LGs in their fiscal structures and processes. 

However, we could not ignore some significant limitations that may sei've as guideposts, if 

decentrali zation is to move ahead. Indeed, the trends are encouraging but improvements 

still need to be pursued. 

5.2 Share of LGs in Vertical Dimension 

The ongoing effOlis of the NG to decentralize and allocate government functions and 

responsibilities to LGUs continue to experience problems in terms of local revenue 

mobilization, expenditure prioritization and imbalance growth among local communities 

across levels of governments. 

Despite the reconfiguration of the intergovernmental relations of the NG and LG, there is 

strong indication that the vetiical fiscal relations are still characterised by wide fi scal 

imbalances as taxes are still highly centralized. The tendency of central government to 

assign to itself the more lucrative and productive resources (Helmsing, 1991) is still 

actively practised. Such trend can be explained by the inherent capacity of central 

governments to collect most taxes more efficiently than LGs (Bird, 1998). 
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On a positive note, however, the relative importance of LGs' revenue shares in GNP and 

per capita terms in total public resources have greatly increased following the adoption of 

the Code. Clearly, tax revenues have played a primordial role in the increase of LG 

resources. The realization of the transfer of some fiscal powers, functions and flexibility in 

fiscal decisions are evidences ofNGs' commitment to enhance LGs financial structures. 

In influencing the national economy, while there was apparent growth 111 local 

expenditures, decentralization had been more marked by spending than tax yield as 

demonstrated by the size, distribution, growth and shift in obligation expenditures. The fact 

that LG spending was seen to be most inclined to general administration expenses, through 

heavy reliance on transfers, than services provision, it positions LGs in a lesser degree of 

financial autonomy. Consequently, instead of narrowing down fiscal gaps, the perpetuation 

of veltical fi scal imbalances became more accentuated. 

5.3 Inter-local Fiscal Relations - Horizontal Dimension 

The reforms laid down the revenue-generating arrangements and public service 

responsibility structures of LOs, however, the successful sharing of powers, resources and 

functions among LGs is not without problems. Considering the existing limitations, the 

achievement of the objectives of intergovernmental relations is far from done although not 

elusive. At this standpoint, we draw some concluding thoughts. 

5.3.1 Horizontal Balance - By Level 

I . To recapitulate, the national govelTU11ent continues to playa major role in local fiscal 

administration by way of fi scal policies affecting revenue assignment, tax 

administration, revenue sharing and responsibility allocation. Any alteration in the 

design of these elements can mean significant changes in intergovernmental relations 

of LGs. With the effected changes under the decentralization program, the increasing 

role of LGs have improved, notwithstanding, persisting problems of resources' 

insufficiency. 
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2. The combined scheme of LGs fund sourcing from own sources and intergovernmental 

transfers greatly helped addressed the declining role of taxation in local governance, as 

a whole. In particular, this remark applies to municipalities and provinces, being the 

most dependent on transfers. The reinforcing strength of the variation of sources is of 

valuable importance, in all levels, in the delivery of mandates despite deficiencies in 

fully raising own needs. 

3. The average financial autonomy ofLGs declined considerably from 48.20% to 39.32% 

after the reform. It is a strong evidence that the ratio at which locally raised revenues 

manage total local expenditures is perfOlming below par or is overtaken by the inflows 

of externally generated revenues. FlIIther decline in self-sufficiency complemented by 

an unforeseen contraction in intergovernmental transfers can seriously hamper 

implementation of local development programs as they are contingent upon the 

availability oflocal funds. 

4. The degree of self-sufficiency is dependent on broader tax bases accorded to LGs. 

More likely, do higher income LGUs like cities, with higher income earning capacity 

and being endowed with better economic activities in their jurisdictions have higher 

degree of financial autonomy and nalTower fiscal gaps. In contrast, a limited economic 

base, just as in the case of lower income provinces and municipalities, having lesser 

scope in raising their own sources, tend to have lower self-sufficiency. Such limitations 

can affect the degree of fiscal autonomy. 

5. LGs' continued to rely on the more popular local taxes, i.e., real property taxes, taxes 

and fees on business and operating and miscellaneous incomes. The enhanced revenue 

powers of LGs to create new sources have not been fully exercised as even in better 

income LGs, such as in cities, innovative efforts to raise revenues other than regular 

taxes, fees and charges have not been made. In all levels, the collection efficiency of 

RPT as a very viable revenue source and is believed to be a tax easily administered by 

LGs, took a declining pattern after the reform. 
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6. Intergovernmental transfers played more the role of financing local governments rather 

than augmenting resources. Moreover, LGUs have always treated them as dole outs. 

The assurance of said transfers cultivated laxity and complaceny of LGs efforts III 

exercising their revenue-raising powers. 

7. Augmenting measures to enhance local finances were not much given attention. Loans 

and other credit financing played a very small role as supplemental tools in raising LGs 

finances . The utilization of non-traditional schemes to fund income generating projects 

remained limited. 

8. Aggregate LG expenditures, in all levels, posted substantial growth. Accessibility and 

realization of higher incomes, as in cities, determines the fiscal capacity of LGs to 

satisfy their fiscal needs as well as contribute to higher expenditure levels. This is 

explained by two assumptions: I) that expenditures are driven by revenues; and 2) that 

expenditure levels are determined by the availability of revenues. This theory is 

consistent with the empirical observation that there is a relation between the tax share 

of GNP and stage of development and that there is a significant positive association 

between level of taxation and per capita income. They do suggest that as development 

proceeds, countries tend to tax a greater share of GNP thus permitting greater 

government spending. 

9. The pattern and composition of sectoral expenses remained largely skewed to general 

services while the allocation of economic and social services are still relegated in lesser 

importance. The variation in the menu of expenditures have been moderately 

significant during the post-code period, however, the weight of allocation was variably 

significant when social services shared a greater percentage from economic services 

other than general services. 

10. Variation in expenditures pel1aining to general services and other services are 

significant at the expense of economic and social services. Variations in expenditure 
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composition and per capita spending can be partially explained by geographical 

locations, population, wealth and administrative decisions which influence service 

responsibilities and needs (Smoke, 1994). 

5.3.2 Horizontal Dimension - Intra LGU 

I. In all levels, decentralization accentuated the continuing existence and increasing trend 

of wide intra-LOU variation, thus, the perpetuation of more horizontal imbalances 

between and among LOs. Increased inequalities among provinces became more 

outlined than in cities and municipalities. Such variation is indicative of the substantial 

differences in revenue capacities and fiscal efforts invested in local tax administration 

but most importantly, associated to uneven economic bases between levels of 

governments, due to ill designed revenue assignments; 

2. Similarly, transfers from central government played an overwhelming role in the 

financing of LO operations whereas own taxes provided a small share in total revenues. 

Domestic based taxes lagged behind external sources in the case of provinces and 

municipalities while cities remained most reliant on internal sources. This fact finds 

explanation on the resistance of central government to abandon its grip on taxation, a 

powerful instrument of govemance (Bird,1995). 

In same vell1, the differing dependency tendencies in terms of local financing of 

provinces to that of municipalities and cities bring forward the arguments of 

Prud 'Homme (1990,1994) and the World Bank (1988) that decentralization of sub­

national governments vary. Accordingly, the degree of decentralization can be seen in 

the importance of local taxes to central taxes or the importance of central subsidies to 

local governments or in some instances, the importance of local expenditures to central 

expenditures. 
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With the three propelties, analysis of the system of fiscal decentralization applied to the 

three levels of LGs present a hybrid of approaches. From these, we can conclude that in 

cities, the degree of fiscal decentralization is more accentuated because of the benefits 

from greater local taxing powers. In the case of provinces and municipalities, the extent 

to which they are liquidating expenditures, which tends to heavily skew on transfers, 

gives apt meaning to decentralization t1U'ough transfers. From this perspective, 

equalization is most relevant for provinces and municipalities because of their apparent 

distorted fiscal capacities. In effect, the high fiscal dependence of provinces and 

municipalities decreases their fi scal autonomy. 

3. There is poor critical link between the design of transfers, the distribution of 

expenditure responsibilities and taxing authority between LGs. This assertion finds 

support with the stand of Helmsing (1996) that "horizontal imbalances are not 

restricted to differences due to size of jurisdiction but substantial ones are caused by 

past policies". The absence of the elements of fiscal need and fi scal capacity in the 

allocation of the percentage share among LGs levels intensified IRA inequality among 

provinces while impacting slightly among municipalities and cities as they remained 

constant and gained closer proximity in variation. The distribution of transfers 

detennined by population (50%), land area (25%) and equal sharing (25%) are not very 

equalising but rather weak in forging closer variability. 

A system of transfer should serve to correct veltical imbalances, reduce horizontal 

inequities among rich and poor jurisdictions, influence sub-national fiscal decisions and 

in best circumstances, stimulate local tax efforts. All these still remain a great challenge 

to most LGs in the Philippines. The financial autonomy ratios, the percentage 

compositions of revenues and expenditures still demonstrated the existence of high 

dependency and the declining importance of fi scal efforts of LGs. 
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4. At an advantage point, however, the corresponding lower inequality in expenditures 

compared with per capita income achieves to an extent the levelling effects of transfers. 

Its impact made the delivery of comparable services across jurisdictions although not 

totally eradicating horizontal imbalances. The rationale of equalisation in fiscal 

federali sm literature to essentially ensure that a comparable bundle of public services 

be provided across local authorities modestly materialized. The consistency in the 

receipt of IRA to augment the high variation in local sources resulted to stable 

conditions of expenditures. This argument is empirically supP0l1ed by the per capita 

coefficients of total expenditures in provinces that have not taken any increase but 

illustrated a marginal decline after the reform. 

In fine, LGs at this point in time, despite the reform, are still very constrained in both 

their revenue and expenditure behaviours due to the persisting differences in revenue 

capacities and varying fiscal efforts. 

5.4 Key Constraints to Dcccntt'alisation for Policy Consideration 

Reflecting the fact that most major taxes are still assigned to the national government while 

substantial and growing expenditure responsibilities are devolved to LGUs, sizable ve11ical 

imbalances still emerge in the local fiscal system. Simultaneously, horizontal imbalances 

are experienced by LGUs due to varying revenue-raising capacities while facing different 

costs and demands as they attempt to meet their assigned expenditure responsibilities. Such 

atmosphere presents an important challenge to fi scal policy co-ordination. Fiscal policy 

offers a major means of adjusting incentives in an economy and can be used as an 

important instrument to economic development (Berll1ett,1990). To successfully attain such 

objectives, serious eff0l1s are required at addressing some standing issues, if fiscal 

autonomy of LGs is to improve substantially in the future. 
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5.4.1 Extra-legal Impediment 

Research indicates that successful implementation of decentralization policies depends 

heavily on political factors. Strong political commitment and suppOli must come from 

national leaders to transfer planning, decision-making and managerial authority to lower 

levels of government (Rondinelli,1989). The hesitant attitude of national government 

officials to give full support to devolution stems from their fear of losing their grounds of 

power. Paternalism and patron-politics have been expressed in prevailing bureaucratic 

structures and manifests itself in the adverse attitudes and behaviours of government 

officials towards power-sharing with LGUs(Buendia, 1991). This can be seen, among 

others, in the control of the national govenunent over local budgets. To subject to review 

by the central govenunent through the Depatiment of Budget and Management (DBM) for 

reasons of assuring LGUs' compliance to national guidelines and prescriptions is a clear 

expression of the lack of confidence and trust on the capability and competence of local 

authorities to assume their responsibilities to their constituents. The decision- making 

powers of the LGUs must be reflected through their significant control over local economic 

resources that will adequately SUppOli local development. 

5.4.2 Assignment Functions: Revenne and Expenditure Assignments 

In designing proper fiscal balance between levels of government, the expenditure 

responsibilities have to be taken in serious consideration. The devolved functions involve 

services whose benefit area is regional especially the health services (tetiiary hospitals) in 

provinces. The shifting of additional responsibilities to the three levels of LGs has some 

shortcomings as the problematic current revenue sharing atTangements. Given the new 

spending responsibilities of LGs and the significant differences in tax bases, unfunded 

mandates can be magnified. Action directed to the careful analysis of the principles of 

expenditure assignment and the need to rationalize the assignment of taxes and other 

revenues require consideration to solve the mismatch problem. Subnational goverrunents 

must control local sources of revenues if they are to be responsive to their constituents 

(Vaszquez, et al.,1995,p.312). 
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5.4.3 Tax Sharing 

As is provided in Section 3, Article X of the Constitution, is the authority of Congress for 

the enactment of a local government code that would decentralize central government 

powers to LGs. It did not contain an explicit provision that the shares of LGUs be 

specified therein or in other laws like the General Appropriations Act that the sharing of 

governments are considered as guaranteed legal rights. Despite the active representations 

of the leagues of provinces and other local organizations, the proposed integration of the 

tax share ofLGs automatically in the General Appropriations Act (GAA) to avoid a yearly 

act of Congress was not given attention. The absence of a safety net does not give 

assurance to LGs on the predictability of revenues on a regular basis which can 

significantly affect fiscal planning and worst, budget execution as was experienced in 1998 

when a 10% cut in IRA was implemented by the national government. Thus, the provision 

on the possible reduction of IRA in cases where the national government incurs 

unmanageable public sector deficit undermines its predictability and until now still remains 

a bone of contention between LGs and NG. 

5.4.4 Equalization Impact ofIntcrgovernmental Transfers 

The transfer system as a proportion of national current revenues where 40% of national 

internal revenue collections are distributed among LGUs on the basis of population (50%), 

land area (25%) and equal sharing (25%) is not very equalising. The criteria currently used 

are all focused primarily on capturing the differential needs of LGs. A better capturing of 

differential fiscal capacities to meet those needs would contribute to making the 

distribution of the grants more equitable (Shah,1998). 

Another issue is the increased dependency of LGs to transfers. The increased IRA 

allotments and it being a general purpose grant did not encourage LGs to raise more 

revenues to match such transfers. The IRA did not require a matching grant to be raised nor 

did it take into account any tax effOli of LGUs. Such arrangements made negative impacts 

on local tax efficiencies. 
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A sound design of transfer requires explicit incorporation not only the measure of need but 

also revenue capacity or the fiscal capacity equalization factor. Doing so avoids any 

decrease in fiscal effort and substitution effect of transfers (Bird,1998). Successful 

decentralization cannot be achieved in the absence of well-designed fiscal transfer 

programs (Shah,1998). Thus, the need to refolln the system of transfer to accomplish the 

following objectives: I )Transfers should attempt to achieve ve11ical balance in the 

distribution of funds among different levels of government; 2) the system of transfer 

should not discourage LOs from raising their own revenues; and 3) some transfers should 

be used to stimulate local expenditures with significant externalities through matching 

grants(Vasquez,1995,p.3l5). 

5.4.5 Expansion of Tax bases 

Although the Code granted greater revenue generating powers to LOs, the national 

government pre-empted most productive revenue and tax sources of LOUs. Local tax 

efforts have been militated with tax exemptions of various taxes of local nature. Most 

importantly, the national government's authority over local financial management is 

reflective through policies provide by the Department of Finance (DOF) and the DBM on 

income and budgeting concerns. The DOF formulates most policies on local revenue­

generation and keeps control on local finance like setting ceilings on tax rates. In this light, 

careful review of revenue assigrunents of the three levels of LOs is imperative. 

5.4.6 Alternative Sources of Financing 

With the current state of fiscal position of LOs, there is a pressing need to develop 

alternative ways to finance capital intensive projects to relax the claim of economic 

services upon resources. Although LOs are allowed by the Code to venture into other 

augmentation schemes, LOs tend to be very conservative in utilizing this instrument for 

reasons such as poor fiscal health are cited. Moreover, a related codal provision limiting 

LOs to appropriate funds for debt servicing not exceeding 20% of regular income for the 
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budget year limits the bon'owing ability of LOs by restricting expenditures for debt 

servicing to a set percentage of the budget. This issue has to be addressed to improve the 

borrowing relations of LOs and potential creditors. 

5.5 Some Final Notes 

In closing, despite the problems, it can be said that decentralization in the Philippines has 

taken roots in improving local governance. Being aware of the present fiscal structure, the 

gains and limitations of the Code's implementation, these should serve as starting points 

for re-evaluating the appropriate role of local governments. Depending on how the basic 

issues are handled, the realization of the objectives of fiscal decentralization, as an 

alternative policy strategy to address fiscal imbalances of local communities to closer 

proximities, remains a challenge. 
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Appendix "A" 

Definition of Terms: 

Knowing the following terminologies is essential in understanding this study. The 
terms are defined as they are used in the study. 

1. Appropriations - an authorization made by law or other legislative enactment, 
directing payment out of government funds under specified conditions or for specific 
purposes (pertains to the annual appropriation under the General Appropriations Act 
(GAA). 

2. Budget of Expenditures and Sources of Financing (BESF) - a document which 
reflects the annual program of expenditure presented by the executive branch to the 
legislature for spending authority, accompanied by an estimate expected sources of 
financing. 

3. Balanced Budget - Occurs when revenues collected equal cash disbursements 
(excluding debt repayments and payment on non-budgetary accounts) of the NG 
during a given year. 

4. Budget Deficit - The shortfall of revenues from disbursements excluding debt 
repayments and payment of budgetary accounts. 

5. Capital Expenditures - Expenditures for the acquisition of fixed assets and other 
goods and services the productive benefits of which extend beyond the fiscal year. 

6. Capital Revenues - Proceeds from the sale of fixed or capital assets such as land, 
buildings. 

7. Current Operating Expenses (CO E) - amount budgeted for the purchase of goods 
and services for the conduct of normal government operations within a budget year. 
Includes goods and services that will be used or consumed during the budget year. 

8. Expenditure Program - the ceiling on the obligations that could be incurred by the 
government in a given budget year. Estimated financial resources support the said 
ceiling. 

9. Fiscal Policy -the palt of government policy which is concerned with raising of 
resources through taxation and borrowing and deciding on the level and pattern of 
expenditures. 

10. Internal Revenue Allotment - The account created under PG 144, as amended, 
representing the portion of total national government revenues which accrue to the 
local governments. Includes the local government share in the specific tax on oil 
products authorized by Presidential Decree (PD) 436, as amended. This share has 



been revised under the Local Goverrunent Code of 1991 and IS now termed as 
intema1 revenue allotment(IRA) 

11. Miscellaneous Income - Non-tax revenues not elsewhere classified such as proceeds 
from the sale of goods or confiscated merchandise, inventory adjustments, and waste 
materials. 

12. Non-fiscal transactions - expenditures carried by the national govemment which 
includes debt payments on assumed liabilities, interest payments on CB open market 
support transactions, debt reductions program ad the subsidy for the Oil Price 
Stabilization Fund (OPSF). 

13. Non-tax revenues - revenues collected from sources other than compulsory tax 
levies. Include those collected in exchange for direct services rendered by 
government agencies to the public, or those arising from the government's regulatory 
and investment activities. 

14. Operating Revenues - receipts from the conduct of regular business operations. 

15. Obligations - Liabilities legally incurred and committed to be paid for by the 
governments either immediately or in the future. 

16. Resources - In budgeting, a term frequently used to refer to revenues, gross 
borrowings, and free or unencumbered cash balances. 

17. Tax revenues - compulsory charges or levies imposed by goverrunent on goods and 
services, transactions, individuals, entities, and others arising from the sovereign 
power of state. 

Source: DBM BE SF 1998 and Government Accounting and Auditing Manual, 1998 

2 



EX PEN 0 I T U RES, 1 9 9 8 
COMPUTATION OF THE F-VALUE FOR THE EXPENSES OF LOCAL GOVERNMENT UNITS Appendix "S" 

Local General Eco. Social Others Grand Sum of 
Government Services Services Services Total Squares 

Provinces 7,375.27 5,175.28 5,768.94 1,387.29 19,706.77 116,383,288.21 513,401 ,799.30 499,210,962.20 
Cities 12,537.15 7,037.87 7,116.11 2,890.00 29,581.13 265,702,935.50 
Municipalities 16,460.42 5,747.55 5,051.00 851.65 28,110.62 330,217,662.32 14,190,837.11 

TOTAL 36,372.84 17,960.71 17,936.04 5,128.94 77,398.52 712,303,886.03 

Observations 3 3 3 3 12 664,525,981.13 
Average 12,124.28 5,986.90 5,978.68 1,709.65 
No. of Groups 4 

SST- 213,092,923.83 - (7,375.27)" + (12,537)' + .. . + (851 .65)' - (77 398 52)' 
12 Sum of XA2 = 712 ,303,886.03 

SSR= 14,190,837.11 = (19 ZQ6 77)' + (29 ~8J)' + (28 11Q 62)' - (ZZ 398 ~2)' (Sum of X)A2 = 5,990,531,546.35 
4 12 (Sum of X)A2IN = 499,210,962.20 

SSC= 165,315,018.93 -(36 3Z2)' + (1Z 96Q ZJ)' + (lZ 936 Q!!)' + (~ 128 9!1)' - (ZZ 398 ~2)' Sum of (Sum of X)A2In = 664,525,981.13 
3 12 

SSE= SST-SSR-SSC = 33,587,067.79 

, 

. . --Analysis Of Variance 
Source of Sum of Oeg, of Mean F-Ratio Tabular 
Variation Squares Freedom Square Computed Value 

Row Means 14,190,837.11 2 7,095,418.55 1.267526882 5.14 
Column Means 165,315,018.93 3 55,105,006.31 9.843968515 4.76 
Error 33,587,067.79 6 5,597,844.63 

Total 213,092,923.83 11 

A. For the rows, since the F computed value = 1.27 < F t3bularvalue = 5.14, the Null Hypothesis is accepted. There is 

no significant difference on the expenses of the three levels of local government, i.e. the Provinces, Municipa-
lities and Cities. 

B. For the Columns, since the F,ompvtod = 9.84 > F"b"'" = 4.76, the Null Hypothesis is rejected. There is a 

significant difference on the expenses for Gen. Services, Economic Services, Social Services and Others 
as a whole . 



Using Scheffe's Test, 
F = (X1 -X2)2/Sw2 (N1 + N2)/N1 N2 

1. For distribution A and B (General Services and Economic Services) 
F = (12,124.28 - 5,986.90)'21 5,972,238.11 (3 + 3)/(3)(3) 
F = 9.46 

2. For distribution A and C (General Services and Social Services) 
F = (12,124.28 - 5978.68)'215,972,238.11 (3 + 3)/(3)(3) 
F = 9.486 

3. For distribution A and 0 (General Services and Others) 
F = 27.24 

4. For distribution Band C (Economic Services and Social Services) 
F = 0.000017 

5. For distribution Band 0 (Economic Services and others) 
F = 4.595 

6. For distribution C and 0 (Social Services and Others) 
F = 4.577 

As pointed out earlier, the 5 percent level of F for 3, 8 degrees of freedom, is 4.07. 
This value is multiplied by (k-1), where k is the number of groups or treatments. In this case 
we have (4 -1 )(4.07) which equals 12.21. 

Each of the six F's computed above is then compared with this value (12.21). It is 
clear that only the distribution for General Services and Others (27.24) that is larger, hence, 
there is a significant difference between the expenditures for General Services and Others by 
the Provinces, Municipalities and Cities. 



Appendix "e" 

Summary of Devolved Service and Functions 

Some of the basic services transferred by virtue of the Code can be summarised as 
follows: 

Summary of Devolved Serv ice and Functions 
Services and Fu nctions Devolving Agency/Department 

Social Welfare Services Dept. of Social Welfare Development 
Agriculture Extension and on-site Research Dept. of Agriculture 
Field Health and Hospital Services and other Tertiary Department of Hea lth 
Services 
Public Works and Infrastructure Projects funded out of Dept. of Public Works and Highways 
local fund s 
Tourism fac ili ties and tourism promotion and development Department of Tourism 
School Bui lding Program Dept. of Education, Culture and Sports 
Community - based forestry projects DepLof Environment and Natural Resources 

Source: IllustratIOn based on proVISIOns of Local Government Code of 1991 

Not only was there direct transfer of the above services and faci lities but a number of 
regulatory powers were also devolved as indicated below: 

Summary of Devolved Regulatory Powers 
Regulatory Powers Devolving Agency/Department 

Rec lassification of agr icultural lands Dept. of Agrarian Reform 
Enforcement of environmental laws Dep. of Envi ronment and Natural Resources 
Inspection of food products Department of Health 
Enforcement of the National Building Code Dept. of Public Works and Highways 
Operation of tricycles or motorcycles with side Land Transportation Franchise Regulatory Board of the 
carriages Dept. of Transportation and Communication 
Process ing and approval of subdivision plans I-lousing and Land Use and Regulatory Board 
Estab li shment and holding of cockfights Philippine Gamefowl Comm ission 

Source. IllustratIOn based on provIsions of Local Govemment Code of 1991 

The transfer of significant financial resources, responsibilities and personnel from the 
national govemment to local governments is an impOliant feature of the Code. It also 
contained a number of features designed to increase the level of citizen input into 
local government decision making for the government believed that for local 
govenunent to work well, local communities would need to become more involved in 
the process of govemance. The Code, further, granted local governments more powers 
to generate their own financial resources. In fact, they have more freedom in the use 
of property taxes and in the levying of business taxes. They are also able to obtain 
credit by taking out loans or floating municipal bonds although it is rarely practised. 
The build-operate transfer schemes enable local governments to access private 
sources of funds for projects the community needs. With the Code, it is clear that 
local governments have much more money to spend than before. These increased 
resources partly finance the new responsibilities devolved from the national 
government. The corresponding shift of responsibilities entailed the transfer of about 
70,000 national employees from the DepaJiment of Health, Department of Social 
Welfare and Development, Department of Agriculture, Department of Environment 
and Resources and the Department of Budget and Management. These transferred 
employees have to be integrated into local organisational structures. 



Appendix "D" 

Summary Sources of Local Finances 

Taxing Powers of Provinces 
Before the Code, provinces can impose ten different kinds of taxes exclusive 

of real property taxes but was reduced to 7 after the reform. Taxes such as: sealing 
and licensing of weights and measures, taxation for peddlers and the imposition of 
rental fees for use of municipal waters as log ponds were removed from provinces' 
revenue raising powers. The maximum rates of provincial taxes have been raised and 
some of the tax bases redefined. Section 134 of the Code indicates that provinces can 
impose the following: 

I. Tax on Transfers of Real property ownership(Sale of propeliy ownership); 
2. Franchise Tax(Business enjoying franchise); 
3. Tax on Sand, Gravel and other Quarrying Resources 
4. Professional Tax(Professions requiring government examination 
5. Business of persons in the printing business; 
6. Amusement Tax(Proprietors of amusements houses); and 
7. Annual Fixed Tax for everyday delivery trucks of Manufacturers, producers, 

wholesalers, dealers or retailers. 

Taxing Powers of Municipalities: 

For municipalities, they can levy taxes, fees and charges not otherwise levied by 
provinces. They charge taxes on business, fees and charges for licensing and 
regulation, fees for sealing and licensing weights and measures, fishery rentals, fees 
and charges. The Code raises the tax on business on graduated scale, generally by 
10%. Municipalities are now allowed to impose taxes on banks and other financial 
institutions located in their jurisdictions. Peddlers may also be taxed and for other 
businesses, local councils are empowered to prescribe their tax rates within limits, not 
to exceed 2% for those taxed under the National Internal Revenue Code. 

Taxing Powers of Cities: 

In the case of cities, they may levy the taxes, fees and charges that provinces or 
municipalities may impose. As to the rates, they may exceed the maximum rates 
allowed to the latter by not more than 50%. However, the rates affecting amusement 
and professional taxes are fixed by law and should not be raised by cities. In view 
hereof, we can see that cities exercise greater discretion of their taxing powers. 

Common Revenue Raising Powers 

Article V lays out some common revenue-raising powers of all LGUs. They may 
impose and collect service fees and charges for services rendered, charges for 
operations of public utilities owned, operated, and maintained within their 
jurisdictions and toll fees or charges for use of public roads, piers or wharfs, 



waterways, bridges, fen'ies or telecommunication systems funded and constructed by 
each LGU. 

Intergovernmental Fiscal Relations: Share in the proceeds of national taxes 

Share in National Revenues: Internal Revenue Allotment (IRA) 

Local governments, which could not raise sufficient revenues, can source out 
supplemental funds from the national government through their shares in the national 
internal revenue taxes. The IRA refers to the share of local governments in the 
collection of national internal revenue taxes imposed and administered by the central 
government, the proceeds from which accrue substantially to the latter. As defined 
under Section 362 of the National Internal Revenue Code, they include sales tax, 
specific tax, contractor's tax, tax on banks and finance companies, fixed taxes on 
business and occupation, tax on common carriers, charges tax, miller's tax except 
sugar, percentage tax on cinemageogaphic film owners, lessors and distributors, 
certain mining taxes, occupation fees and rentals and water rentals 
(Cuaresma: 1996:35). 

The IRA is a system of sharing national internal revenue collections of the Bureau of 
Internal Revenue (BIR) with local governments following a predetermined fonTIula. 
Section 284 of the Code (Nolledo:1991:121) provides that LGUs are entitled to BIR 
collections ofthe third fiscal year preceding the current fiscal year as follows: 

a. On the first year (1993) of the effectivity of the Code, thirty percent(30%); 
b. On the second year (1994), thirty-five percent(35%); 
c. On the third year (1995) and thereafter, forty percent (40%). 

Further, the IRA shares will be divided among the LGUs in this manner: 

a. Provinces - 23%; 
b. Municipalities - 34%; 
c. Cities - 23%; and 
d. Barangays - 20% 

Then to compute the share of each province, city and municipality, it shall be 
determined on the basis of the following formula: 

a. Population - 50%; 
b. Land Area - 25%; and 
c. Equal Sharing - 25% 

Share in National Wealth 

Aside from IRA, qualified LGUs can access an equitable share in the proceeds 
derived from the utilisation and development of natural resources located within their 
jurisdictions. Each recipient can claim fOity-percent (40%) of the gross collection 
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derived by the national goverrullent from the preceding fiscal year from mining taxes, 
royalties, forestry and fishery charges, share of NG from any co-production, joint 
venture or production sharing agreements and other related taxes, fees and charges. 

Credit and Financing Schemes 

Moreover, LGs are also allowed to create indebtedness. They can enter into credit and 
other financial transactions to finance local infrastructures and other socio-economic 
development projects in accordance with the approved local development plan and 
public investment program of the LGU. The issuance of bonds, debentures, securities, 
notes and other obligations to finance self-liquidating, income- producing 
development or livelihood projects can also be availed of. Likewise, access to 
domestic and foreign loans are allowed especially for the outlay of capital investments 
or infrastructures or in some cases they can avail of private financing of infrastructure 
projects through the Build Operate Transfer (BOT) and Build Transfer (BT) schemes. 

Grants and co-operative undertaking among LGUs 

Finally, LGUs may directly negotiate and secure domestic and foreign ' grants to 
finance basic services and facilities or may in general, appropriate funds in aid of one 
another for the implementation of programs and projects commonly beneficial to 
them. In effect, the above sources are meant to augment locally generated taxes in 
order for LGUs to perform mandated functions. However, the challenge of utilizing 
the foregoing sources, especially the exploitation of their own sources, remains a big 
Issue. 

Source ofInformation: 1991 Local Goverrunent Code codal provisions 
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Appendix "E" 

Table 4.12 Comparison ofiRA Formula and Criteria Before and After the Code 

Sharing RA 7160 PO 144 Difference 

Provinces 23% 27.0% 3.0% Lower 
Cities 23% } 90% 22.5% 0.5% Higher 
Municipalities 34% 40.5% 5.5% Lower 
Barangays 20% } 10% 10.0% Higher 

Criteria Used: 
Population 50% 70% 20% Lower 
Land Area 25% 20% 5% Higher 
Equal Sharing 25% 10% 15% Higher 

Source: 1991 Local Govemment Code and 
1998 Local Government Budgeting Manual 



Appendix "F" 

Local Governments' Sectoral Expenditure Groupings 

Code's Sectoral Services Categories LGU's/Offices 
ECONOMIC SERVICES Econoll1 ic Services Agriculture 

Other Purposes Agrarian Reform 
Natural Resources 
Trade 
Tourism 
Electricity Distribution 
Water Resources & Flood 

Control 
Irrigation 
TranspOltation and 

Communication 
SOCIAL SERVICES Education, Culture & Education 

Sports/Manpower Dev!. Cultural Presentation & 
Health, Nutrition & Pop- Enrichment 

ulation Control SPOlts & Manpower Devt 
Labor & Employment Health 

Housing & Community Nutrition 
Development Population Control 

Social Security, Social Labor & Employment 
Services and Welfare Housing 

Community Development 
Environmental Protection 
Sanitary Services 

GENERAL SERVICES General Public Services Financial & Fiscal Adm. 
External Affairs 
Public Order & Safety 
General Research & Devt 
Planning, Policy 
Formulation& Statistical 

Services 
National Police 

Source: 1998 Local Government Budgetmg Manual 



Appendix "G" 

Income Classification of Local Government Units 

LGU INCOME LAND AREAl 
POPULATION 

Provinces P 20,000,000.00 2,000 sqkm 
250,000 Inhabitants 

Independent P20,000,000.00 100 sq km 
Component Cities 150,000 Inhabitants 

Highly Urbanized Cities P50,000,000.00 100 sq km 
(HUCs) 200,000 Inhabitants 

Municipalities P2,500,000.00 50 sq km 
25,000 Inhabitants 

Barangays None 2,000 Inhabitants 
5,000 for MMA or 

HUes 
Source: 1998 DBM-Local Budgetmg Manual 



Inter-Provinee Disparities in Rul Per C:.pit:. Expenditures By Type, 1991 & 1998 
Based o n 1995 Const:.nt Priees Appendi. "H" 
20 Random S:.mples & Regional Breakdown 

1998 E X peN 0 I T U RES 1991 EXPENDITURES 
Name of Provinee POPuI3tio~JGener3~ j l laj Eeo, j . j : soei:'l" j , al Others II lal Total J Tot~ IEllp. pOPu'atjO~)1 General Eeonomie Soeia l Others la l Total , I Tot~ 1 Exp. 

(In Millions Services Per Capita Services Per Capit:. Service$ Per Capita Per Capita Expe nd' rs_ Per Capita (In Millions) Services I Per C:.pita I -Se rvice'~-I Per C.,pita I Servieul Per capital - 1 Per Capita Expend'trs Per Capita 

MMDA 1,60 275,35 172.31 161 .29 100.93 905.00 566.35 54.28 40.23 1.405.92 879.82 1.59 263.17 165.83 156.37 98.53 295.23 185.03 197.92 124.71 912.69 575.10 
I f~gao 0.16 27.43 171 .58 23,24 145.47 41 .96 262.60 0.02 0.15 92.66 579.89 0.14 8.31 50.17 7.80 55.48 1.99 14.41 0.53 3.84 18.63 134.89 
Pampanga 1.75 185,57 106.16 50,75 29.04 112.61 64.42 348.93 199.62 1.47 52.55 35.75 31 .91 21 .71 11.15 7.59 4.21 2.86 99.83 67.92 
Tarlac 1.00 99.10 99.16 73,39 73.43 91.81 91.87 4.47 4.48 268.76 258.94 0.85 61.72 72.55 55.75 65.53 13.46 15,82 13.22 15.54 144.15 159.44 
Marind~que 0.21 29.05 14 1.29 22 .1 2 107.58 28.16 136.97 17.43 84.78 95.75 470.62 0.22 5.2 23.75 7.26 33.16 1.75 7.99 0,76 3.47 14.97 68.38 
Oriental Mindoro 0.65 56.39 87.11 6V6 96.95 57.87 104.84 4.46 6.90 191.48 295.79 0.61 13.66 22.34 27,20 44.49 1,24 2.03 5.73 9.37 47.83 78.24 
Romblon 0.25 26.12 102.76 43,81 172.37 43.25 170.15 113,1 9 445.28 0.24 8.8 36.34 7.77 32.84 3,07 12,97 0,31 1.31 19.75 83.46 
Masbale 0.68 210,37 311 .14 20,09 29.71 2.70 3.99 233. 16 "'." 0.71 13.04 18.47 13.61 19.28 5.17 7.32 1.27 1.80 33.09 46.88 
Capi: 0.65 50.33 76.48 31.59 48.Q2 86.00 130.70 167.91 255.20 0.62 15.46 24.98 13.02 21 .03 12.54 20.26 1.15 1.86 42.17 68.13 
Gu imaras 0.13 26.91 201 .67 18,72 140.33 20.21 151 .45 4.64 34.77 70.48 528.22 0.13 5.85 43.92 2.97 22.26 3.26 24.43 0,12 0.90 12.21 91 .51 
Sohol 1.05 202,89 193.25 126.41 120.40 85.31 81.26 414.62 394.90 0.89 56.36 63.68 68.55 77.57 5.81 6,56 0 130.82 147.82 
Biliran 0.14 29.82 211 .07 25,69 181.88 22.36 158.30 77.87 551.25 0.14 6.26 44.79 4.18 29.91 2.29 16.38 1.09 7.80 13.82 98.88 
Sasilan 0.31 56.52 181.39 28,07 89.93 50.75 152.59 0.24 0.75 135.59 434.58 0.25 10.1 40.29 21.1 1 84.2 1 2.23 8,90 0 33.44 133.40 
Zamboan9a del Sur 1.S7 125,17 57.5 1 224 ,70 120.40 32.25 17,28 18.52 9.98 40 1.74 215,27 1.50 38.68 25.74 43,6 29.01 1.48 0.98 0.74 0.49 84.5 56.23 
Camiguin 0.07 14.11 199.15 11 .48 161 .99 18.14 256.03 17.53 247.52 61.25 854.69 0.07 4.96 71.92 4.09 59.30 0,15 2. 17 0,15 2.17 9.35 135.57 
Composlela Valley 0.04 24.78 554.58 19.30 439.81 12.95 295.08 5,51 148.35 53.54 1,447.92 
South Cotabato 1.05 93.89 89.61 40.58 38,73 48.17 45.97 17.54 16.74 200.18 191,05 1.06 4.07 3,85 2.68 2.53 0,04 0.04 0 ,71 0.57 7.50 7.09 
Oavao Orienlal 0.44 57.34- 131.66 58.40 134.09 59.82 137.35 2,77 6.36 178.33 409.47 0.45 24.61 54.57 16.28 35.10 1.18 2.62 1.38 3.06 43.45 96.35 
Nonh Cotabato 0.93 93.25 100.58 56.35 60.78 50.11 64,83 57.43 72.73 277. 15 298.92 0.6B 39.01 57.24 30.41 44.62 17.91 26.28 0 87.33 128.13 
Sultan Kudaral 0.56 53.44- 112.66 35.05 64.02 56,16 99.73 155.65 276.41 0.39 22.63 57.62 18.95 48.25 19.29 49.12 0 60.87 154 ,99 

GRAND TOTALS 13.54 1.748.94 129.19 1,098.75 81.15 1,825.47 134.84 282.12 20.84 4.955.28 356.04 12.00 654.27 54.52 533.59 44.46 399.25 33.27 229.3 19.11 1.816.42 151 .35 
Percent;lge 35.29"1. 22.17'10 35 .84'10 5.59"1. 100'10 36.02"1. 29.38"1. 21 .98"1. 12.62"1. 100"1. 
Coefficient of Varia tio n 0.57 0.80 0.85 1.29 0.64 0.70 0.57 1.91 2.52 0.95 
Per C;lpit3 129.19 81.15 134.84 20.84 356.04 54.52 44.46 33.27 19.11 151.35 
Source: Own Calculatiopns based on OBM 8ESFs, 1991 & 1998(LGs Consolida te d Statement of Reee ipt$ and E.pendiutres) 



Inter.Muni, ipa lity Ois parities in Real Pcr Capita EKpenditure, 1991 & 1998 
At 1595 Constant Pri,es Appendi. WI" 
20 Random Samples 

19'31 E X PEN 0 I T U RES "91 E X P f N 0 I T U RES 
P~rtiCU!~B poPU!atio;,1 Gene ... ! , I ~r I: E(o. s l ~r I SOCi~ls I Per I Othel'$ I Per I Tot'" I I Per poput:atiO;,1 ~nenl~ 1 pcr , r:ono~~, Per, I SOC:ial. 1 Per I Others I Pcr I Total ; I ,., 

(In Millions, ~rvices CoIpita Services capita ~rvices ColOpita ColOpita Expel'1B Capita (In Millions, Services Capita Se1vices capita Scrvi,es Capita capita Exp'1n; Capita 

8enguct 0 ,59 124.77 212.41 42.92 13.07 31.21 53.14 ,." 0.07 198.94 338.68 0.46 38.06 82.00 9.05 19.5O 1.U 3.10 2.51 5.41 51 .06 110.01 
Ifugao 0.115 74.10 463.76 20.86 130.sa 24.16 151.23 0.25 ,." 119.39 741.20 0.14 15.78 114.26 ••• 47.79 0.05 ,." 2." 2> ... 25.37 183.70 
Pang<lsillan 2 ,30 502.62 218.07 140.77 61.07 129.59 56.22 3 ,57 1.55 776.55 336.92 .." 124.85 ".56 45.29 24.15 13.aS 7.41 12.05 6 .43 196.08 1~ . 57 

Zambales 5.98 154.14 25.89 39.93 •. " 44.99 7.53 3.45 ,." 243.11 40.67 0." 43.28 7e.81 21.41 38.00 2.45 4.35 3.01 '" 70.15 124.50 
Malinduque 0,21 .(3.16 20H5 21 .14 102.83 26.92 130.91 4.36 21.21 95.58 .(5.(.91 0.22 9.05 41.34 6 ,35 29.01 0.92 4.20 3.41 15.58 19.13 90.13 
Quezon 1,63 372.07 228,01 107.48 65.86 96.84 59.35 14.91 9.1.( 591 ,30 362.36 1.50 94 ,62 63 ,15 24.14 18.1 1 8 ,19 5 . .(7 15.97 10.6e 142.92 95.39 
Rizal 1,53 476.76 312.20 177.44 116.19 216.49 \41.76 7U7 47.78 943.65 617.94 0.7S 110.6(1 140,05 30.37 38.44 17.22 21 ,79 13.7e 17." 172.01 217.69 
Camarines Sur 1,53 402.92 263.17 eM5 57.77 88.22 5H2 0.41 0.27 5eO.00 378,84 1.28 aO .13 6VO 32.95 25.66 5.75 4.48 3.22 2,51 122.05 95.04 
Akl.an 0,43 159.38 368.63 57.27 132.46 39.20 90.66 255.85 591.76 0.40 36.51 92.11 11.36 28.66 5,13 12.94 1.47 3 ,71 54.47 137.42 
Antique 0.46 116.M 256,81 34.89 76.sa 39.9.( 87.78 191.70 421 .27 0 ,.(3 37,65 87,90 8.93 2O.B4 3,95 9.22 1.59 3.71 52.13 121.65 
Capiz '" 145.60 221 .eO 31.05 41.19 36.77 55.89 10.46 15.90 224.08 340.57 0.62 32.92 53.18 48.53 78.40 7." 11 .41 " 0.32 88.71 143.32 
Siquijor '" 17.16 220.20 15.15 194.45 16.15 201.17 48.48 621.82 '" .. " 124.16 3.35 41.65 0.53 6 .62 '.00 13.82 172.66 i 

Lcyte U2 334.02 206.28 105.14 5.(.93 129.14 7i.75 23.79 14.69 592.09 365.65 U, n .05 46.11 37.23 23.83 9.02 6.29 25.39 18.25 144.49 92. .. .. ~, ' .63 162.12 290.76 74.31 118.65 49.05 78,31 305.48 487.n '.60 62.07 103.65 13.85 23.13 , ... 0.43 3.83 6 .40 SO.OI 133.61 
Basit3n 0.31 69.83 281.16 IUl6 47.94 14.96 47.94 29.95 95.95 149.7 1 H9.60 0.25 20.02 7U6 14.56 58.08 ,." 0.32 O.ll W 34.91 139,50 
TiIW~ Tawi ' .26 39.31 151 ,41 33.SO 130.18 35.47 136.63 108.58 418.22 ", 10.17 40.61 16.36 65.65 0.05 0.20 2." 8.35 2U6 115.01 
Zamtxoang8 del Sur 1.87 462.17 247.65 40.87 21.90 76.67 41.08 579.71 310.63 .. SO 1006 69.45 60.35 53,47 ,." 0,19 7.9 ' .26 192.9 128,37 
Camigu;n 0.07 26.21 369,99 .. " 93.70 6.97 98.40 5,92 83.51 45.73 e45.61 0.07 8.2e 119.77 2.22 32.19 0.16 2.32 0.19 2.75 10.83 157.03 
Oavae (del Nerte) 1,29 156.12 128,45 59.44 45.96 52.77 40.80 29,67 22,94 308.00 238.15 1.03 115.98 112.73 48.3 46.95 18,36 15.90 5.n '.56 186.3e 181 .13 
North Celabalo 0.93 93,26 100,5e se.35 60.78 60.11 5.(,83 67.43 n.7l 277.15 298.92 0.68 43.&8 84.09 50.12 13,54 13043 19.70 0.00 107.23 157.33 

GRAND TOTALS 22.52 3.983.39 17U5 1.168.88 51.90 1.215.&3 SU7 267.18 lU6 6.635.08 294.58 14.30 1.070.06 14,83 511.35 35.76 107.03 1.48 105.55 7.38 1,1'3.99 125.45 
Percentage 60.04% 17.52% 18.32% 4.03% 100% 59.65% 21.50% 5.97% 5.88% 100% 
Coefficient of V,ri"ien 0.41 0." 0.57 1.58 

2~~:8 I 
0.3& 0.47 0.95 0.90 0.26 

Per Capita 176.85 51.90 53.t7 11 .86 74.83 35.76 ". 1.lI 125.45 
Sou,,~: Own Elaboration band on OeM 8ESFs, 1991 &. I9U(LGs Coosolidl.t~d Statement of Rtetipts and Expeoditu'"l 



Inter.City Disparities in Rul Per C<lpit<l Expenditures, 1991 ~ "n 
At 1995 Constan t Prices Appendix" J" 
20 Random Samptes & Regionat Breakdown 

1!98 EXPENDITURES "91 EXPENDITURES 
Particula~ Popu~tion l a.ner<li, I Per I Econonmi.c: I Per I SOCial, I Per I Others I Per I TOI.3I, I Per POPUlation l General: I Per l~conom~cl Per I: Social $1 PIT I Others I Per I Total, I Per 

Slrvi.c:U Capi ta Services Capita Serv ices Capita Capita Expd'us Capifil Servi<;es Ciolpitiol Sef'Vi<;u Cepit", Services COIpitOl Cipita EJIpd'trs Capita 
Manila U<> ""8.06 280.39 2S4.05 1&4.02 1.078.35 674.83 633.31 396.32 2,453.77 1,535.56 1.59 553.36 30'8 ,69 396,29 2"9.71 451.73 284.64 175.55 nO.61 1.578.93 993.65 
Ouezon 2.'" 1.6'i0.44 SI2.&t 487.81 230'.53 814.81 420.54 3,053.12 1.467.11 1.63 1.012.go 620.65 748.2& 4S8.4'i 142.54 81.30' !06.'i8 60.65 2.002.69 1,227.14 
Sa\luio <>." 156.07 "".'" go.09 30'9.17 53.0B 205.13 299.24 1.159.80 0.16 43.54 273.36 45.78 287.47 22.45 140.96 13.64 OS." 125.41 787.45 
Oagupan 0.13 60.&5 "81 .31 'M "sa.35 " ... 199.~ 147.57 1. 118.74 0.1 1 18.25 160.15 12.18 108.93 10.13 88.91 5.21 "5.73 45.77 401 .73 
CabanalUiln 0.21 80.5 375.53 85.82 400.35 62.91 293.48 229.23 1.069.36 0.16 21.28 154.23 23.91 135.15 16.11 91.06 8.46 "7.80 75.75 4'28.24 
Batarogas <>.22 13.68 61 .33 13.8.61 621 .40 10.79 317.36 223.08 1.000.09 0.18 " .n 147.21 19."9 101.14 20.55 113.00 '" 16.29 69.78 "'." Ta\laylay 0.03 58.96 190. .27 6M3 2132.61 14.1 455.40 6.74 217.69 145.83 4,709.97 0.02 9.42 407.03 5.11 220.&8 W 54.91 15.81 682.86 
trig a 0.08 63.46 747.24 17.84 210.07 ,." 42.86 33.74 397.29 118.68 1.397.45 0.07 15.26 206.87 13.94 190.63 .... 21 .00 <>." 12.03 31.&t 432.53 
Sacolod 0.44 213.93 490.81 79.73 182.92 133.74 306.83 4.74 10.87 432.14 991.44 0.33 "5.24 137.70 48.30 147.01 51.43 156.69 38.02 115.72 183.04 551.12 
La CatlOlii <>" sa.44 1003.18 13.S4 239.29 27.84 477.90 100.22 1,720.37 0." 15.04 255.61 5.17 87.63 14.15 240.51 8.61 146.41 "2.97 730.6 1 
San Carlos 0.10 " ... 9og.94 22.89 219.62 45.78 "39.23 H13.51 1,568.79 0.10 10.35 105.02 21 .50 218.22 11 .55 117.22 0.62 8.32 44.23 448.78 

C.'" 0.70 40. .58 514.0. 199.1 262.49 210.36 298.47 814.0. 1.155.00 0.65 179.90 278.17 185.74 254.98 9Ml 149.03 442.51 680.79 
Tag tlilaran 0." 39.08 520.25 38.07 SCl6.80 16.8a 224.71 48.02 639.25 142.05 1.691.02 0.05 15.23 31".91 17.82 368.50 3.82 18.89 36.87 762.30 
Toledo 0.1 3 9a.44 145.33 57.82 438.31 18.33 13U7 174.59 1.323.67 0.12 25.29 211.65 25." 222.28 13.83 115.77 65.68 S~9. S8 

O~, 0.16 152.26 974.35 116.4-4 553.15 I~.59 93.37 253.29 1.620.87 0.14 511.29 438.14 21.25 157.25 5.32 39.38 85,8& 635,37 
Oapitan 0.07 65.00 974.88 91.03 1365.28 97.74 1.465.92 25.68 385.15 279.65 4.194.23 0.07 10.70 180.38 21 .21 317.51 1.1S 17.68 1.46 21.8S 34.55 517.50 
Zamboanga 0.57 151.32 27Ml 220.97 391.05 70.47 124.11 129.44 229.07 578.2 1.023.23 0.44 92.42 210.05 114.77 280.54 24.27 55.17 1.76 17.65 2311.23 543.70 
Cagayan de Oro 0.~7 '25M2 544.13 69.25 189.24 139.9 29S .6~ 465.71 1.030.01 0.37 61.64 166.25 55.77 150.41 41,47 111.66 24.38 65.76 163.26 49 • . 2e 
COlabato 0. 15 102.81 554.16 48.75 310.80 33.16 211 .41 16-4.52 1.176.40 0.1 1 21 .63 202.35 23.50 217.87 12.29 113.91 5H2 53-4.13 
Marawi 0.12 42.05 347.79 34.38 284.35 5.34 44.17 2M7 238.78 110.64 915.0S 0.06 7.45 120.42 14.34 231.67 2.17 35.03 23.95 387.12 

GRAND TOTALS 7.67 4.257.18 555.12 2,223.1& 289.89 2,99a.o7 390.94 910.72 118.75 10,389.13 1,354.70 6.43 2.251.20 349.92 1.800.89 279.93 944.72 146.85 386.73 60.1 1 5.383.55 836.81 
Percentage 40.98% 21.40% 28.&6'" 8.71% 100% 41.82% 33.45% 17.55'" 7.1 8% 100% 
Coellicient of Variation 0.59 0.98 0.92 O.S! 

f~':!.70 I 
0.52 0.42 0.64 0.77 0.35 

PI,Capita 555.12 289.89 390.94 118.75 349.92 279.93 146.85 60. ' 1 836.81 
Source: Own Elabor.ltion bued on DaM BESFs. 1991 & lin Consolid~ted Statement of Receipt$ and Eltpendiluru 
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Inter-Province Percentage Composition of Revenue, 1991 
1995 at Constant Prices Annex "K-a" 
20 Sample Cases 

1991 
Particulars OWN SOURCES REVENUES EXTERNALLY SOURCED 

Real Prop. Other Local Oprtg. & Capital Extr. Interfund 1 Total Own 1 I 80'· I Total Total 

Tax Taxes Misc. Rev. Revenue Income Transfers Resources IRA Grants rowings External Fin'l. Res. 

MMDA 81.99% 78.20% 47.48% 82.84% 71.73% 18.40% 36.93% 20.61% 47.35% 
lfugao 0.1 3% 0.12% 0.03% 35.83% 0.15% 2.09% 1.91% 2.07% 1.07% 
Pampanga 2.88% 13.55% 3.11% 8.57% 7.55% 5.23% 
Tarlac 2.53% 21 .51% 12.96% 8.98% 6.56% 0.34% 5.82% 7.47% 
Marinduque 0.60% 0.22% 0.32% 0.35% 2.11% 3.45% 2.27% 1.27% 
Oriental Mindoro 1.14% 0.85% 1.22% 58.87% 1.46% 5.13% 6.59% 5.30% 3.29% 
Romblon 0.38% 0.16% 0.16% 0.40% 3.08% 0.32% 2.37% 3.07% 2.45% 1.34% 

Masbate 1.22% 0.69% 44.00% 0.68% 6.06% 1.25% 5.49% 2.97% 
Capiz 1.50% 0.54% 2.71% 20.18% 0.47% 31.54% 1.81% 4.34% 3.60% 4.26% 2.97% 
Guimaras 0.28% 0.07% 0.14% 0.16% 1.40% 1.30% 1.39% 0.74% 
Bohol 1.14% 0.41% 14.35% 4.22% 7.41% 6.53% 5.32% 
Biliran 0.20% 0.07% 0.01% 0.47% 0.18% 1.53% 1.35% 0.74% 
Basilan 0.35% 0.29% 1.47% 0.56% 2.42% 5.52% 2.78% 1.62% 
Zamboanga del Sur 0.88% 0.78% 2.60% 0.47% 1.22% 8.00% 6.74% 7.85% 4.38% 
Camiguin 0.17% 0.09% 0.64% 0.02% 0.25% 1.03% 0.91% 0.56% 
Compostela Valley(New) 0.00% 0.00% 
Soulh Cotabato 0.17% 0.30% 0.37% 6.50% 0.27% 7.24% 0.03% 6.38% 3.18% 
Oavao Oriental 0.74% 0.64% 0.94% 0.63% 4.57% 9.88% 5.20% 2.81% 
North Cotabato 1.95% 2.15% 3.45% 1.98% 6.62% 12.55% 7.33% 4.53% 
Sultan Kudarat 1.75% 0.86% 2.61% 2.38% 1.94% 4.1 4% 6.84% 4.47% 3.14% 

GRAND TOTALS 100% 100% 100% 100% 100% 100% 100% 100% 0% 100% 100.00% 

Source: Own elaboration based on OBM BESFs, 1991 & 1998 re: LGs Statement of Receipts and Expend itures 



1998 Inter-Province Percentage Composition of Revenues 
Based on 1995 Constant PrIces Appendix "K-b" 
20 Random Samples 

I OWN SOURCES REVENUES I EXTERNAllY SOURCED I 
Name of Province IRea l proP'1 Other local I Oprtg. &,J caPital

e 
I Extr. I Interfund I Other> I 

Tax Taxes & Misc. Rev. Revenue Income Transfers Receipts 
Total I 
Owo IRA 

I I Bor- I Total I Total 
Grants rowl ngs External Revenues 

MMDA 85.22% 24.49% 41.44% 9.84% 95.98% 22.74% 25.99% 
Ifugao 0.58% 0.02% 1.03% 790% 1.20% 3.03% 2.45% 2.23% 
Pampanga 21 .59% 5.06% 4.08% 5.91% 8.48% 1.51% 7.08% 6.88% 

Tarlae 7.44% 4.90% 6.11% 88.20% 91.27% 6.42% 6.33% 3.08% 5.23% 5.44% 
Marinduque 1.25% 0.19% 1.02% 6.24% 0.67% 2.56% 2.07% 1.83% 
Oriental Mindoro 13.01 % 0.71% 0.09% 2.16% 9.75% 2.56% 5.23% 4.23% 3.94% 
Romblon 1.66% 0.39% 1.03% 0.76% 3.18% 2.57% 2.26% 
Masbate 5.81% 0.74% 67.75% 6.79% 5.68% 4.59% 4.98% 
Capiz 3.39% 0.03% 1.04% 0.42% 0.82% 5.29% 4.27% 3.67% 
Guimaras 1.67% 0.02% 0.76% 0.51% 2.06% 1.67% 1.47% 
Sohol 5.19% 0.66% 39.77% 8.26% 17.91% 6.84% 20.54% 6.30% 8.32% 
Biliran 1.04% 0.03% 1.43% 0.73% 2.20% 1.77% 1.59% 
Basilan 4.58% 0.23% 1.54% 1.24% 3.54% 1.26% 3.05% 2.74% 
Zamboanga del Sur 4.14% 0.31% 4.91 % 2.66% 9.40% 43.72% 9.25% 8.10% 
Camiguin 0.83% 0.08% 0.65% 0.40% 1.95% 1.58% 1.37% 
Compostela Valley 2.99% 0.06% 2.00% 1.20% 2.22% 1.26% 32.66% 3.22% 2.87% 
South Cotabato 8.94% 0.45% 0.84% 1.38% 6.72% 2.08% 5.13% 4.14% 3.78% 
Davao Oriental 3.86% 0.11 % 0.96% 2.91% 1.12% 5.25% 4.24% 3.70% 
North Cotabato 6.41% 0.61% 4 .94% 4.54% 3.42% 6.75% 5.46% 5.10% 
Sultan Kudarat 5.64% 0.20% 3.30% 2.08% 0.43% 2.14% 5.05% 4.08% 3.74% 

GRAND TOTALS 1000/. 1000/. 100-;. 100·/. 100-;. 100% 100% 1000/. 100°/. 100-;. 100% 100% 
Source: Calculations based on DBM BESFs for 1991 & 1998 _ Statement of Receipts and Expenditures of lGUs 



1')\1, lru.,.r-rn"nici]l:lIil~' Disp:,rilill'5 in Rl'~ I I'er Capit~ Own :mu t:xt~nml Re~'ennl'S 
AI 19')5 ConSI:ml Prices Aflflenuil "L" 

20 R~nuolll Sn 'l1ples 

OWN SOU RCES EXTERNAL SOURCES 

I'nrlk"I"r5 1'0PUI:llioo:)1 Rl'all'rofl'l Ther l..oC~11 I 0,,,, I IICafli l ll.~1 IEllrnor:i ~~errnnu I T",' I p" I 
IRA I I C rants I I .".:, I I Total ,I I l'.,.r I Totlll '5 1 Per 

(In Millions) Tu Taxes & 1\1;5(. Rev~nue Income r~n5rl'rs Own CapilH rowill~s Eltern~1 Cllpita Reven ues C~flita 

!leng'H.'1 OAb I LOS 24,02 4.88 0.44 5.82 0.53 21.74 47.27 34.77 75.58 1.36 2,96 36. ]) 78.54 57.87 125.81 

Ifuji.30 0. 14 0.88 6.29 0 .69 0.78 1.S0 1.70 D.O' 0.39 1.13 22.32 22.12 158.00 0.14 1.00 22.25 159.00 25.39 181.32 

Pang.uianan 1.88 IS . ~6 8.28 18A8 1.19 59.09 3.80 0.0) 0.02 0.7 1 0.38 4.20 2.23 98.07 52.16 153.39 86.91 1.07 0.57 0.42 0.23 164.88 87.70 262.95 ])9.87 

Zambah.'S 0.56 7.70 13.75 6.08 0.79 11.42 1.48 2.36 4.22 27.56 49.21 42.94 76.67 1.90 3.)9 44.84 80.06 72.40 129.28 

Mnrinduquc 0.22 U6 7. 11 1.S9 1.02 0.58 0.37 2.30 10.46 0 .24 1.07 0.04 0.17 6.31 28.69 21.09 95.86 2.10 9.55 2}.19 105.'11 29.50 13·4.10 

Quezon 1.50 IJ.81 9.21 16.49 1.19 18.95 1.37 ' .00 2.67 0,59 0,)9 10.09 6.72 63.92 42.61 135.82 90.55 ) .91 2.60 ])9.73 93.15 20).65 ])5.77 

RiZZl I 0.79 58.59 74. 16 )4.95 0.00 32.28 0.55 0.42 0.5) 0.08 0. 10 6.87 ' .69 D}.19 168.59 59.60 7S.44 1.02 1.29 60.62 76.73 193.80 245.12 

Cnrnarines Sur l.28 1!.:i3 US 8.37 0.74 13.58 l.20 1.64 1.28 . 34.92 27.28 11 4.64 89.57 1.82 1.42 0.27 0.21 116.7) 9 1.20 151.65 118.48 

AI.:I:m 0.40 7.03 17.57 2.14 0.30 10.94 1.56 053 1.33 20.63 51.58 41.25 103,11 0.19 0.48 4 1.44 103.60 62.07 155.1 8 

Antique 0.43 4.32 10.06 4.38 1.01 13.47 3. 11 0.82 1.90 0,1) 0.30 0.26 0.6 1 23.38 54.37 46.03 107,06 0.55 1.28 46.58 IOS.33 69.96 162.71 

Capiz 0.62 5.23 8.43 9.75 1.87 5.77 1.10 0.04 0.07 0. 12 0.20 0.37 0.60 21 .29 34.34 5J.44 82.96 0.53 0." 51.97 83.82 73.26 118.1 6 

Siquijor O.OS 0.50 6.2 1 061 1.34 0.81 1.63 0.05 0,58 2.02 25.26 952 118.95 9.52 118.95 1 1 . ~4 144.20 

Lcytc 1.56 9.45 6.06 8.79 0,9) 7.86 0.83 9.47 6.07 35.56 22.80 120.61 77.32 120.61 77.n 156,17 100.11 

Samm(W~lcm) 0.00 3. 13 5.22 3,27 1.04 1.53 0.49 0.89 1.48 8,83 14.71 60,26 100.44 60,26 100,44 69.09 11 5. 15 

Bn~ibn 0.25 0.% 3.84 1.58 1.65 2,28 2.38 0.30 1.20 5.12 20.48 25,13 100.52 0.55 2.20 25,611 102,72 30.80 123.20 

Tnwi-Tawi 0,25 O.4S 1.9) 1.88 3.90 0.47 0.97 I,n 5.27 4. 15 16.60 24.75 99.00 24.75 99.00 28,90 115.60 

Znmbo~ 'lga del Sur UO 8,83 ~ . 88 10.b2 1,20 20,44 2,32 0.23 O.I~ 40. 11 26.74 103,60 69,07 1.09 0.72 104,69 69.79 144.80 96.54 

r~mj!;\ljn 0.07 1,42 20.23 1.42 1.00 1.47 1.04 0.2 1 2.94 4.51 64.37 7.62 108.79 0,16 2.30 0,08 1. 11 7,85 112.20 12.36 176.57 
Oav:\o del Norte 1.03 30.53 29.6~ 26.27 0,86 26.26 0.S5 5.58 5.42 88.64 86.06 10US 98.88 1),96 13.56 115,SI 11 2.44 204.46 198.50 
]'\;orth C'otahmo 0.68 US 13 .02 10.80 1,22 13.70 US 33.36 49,06 79.44 116.83 79.44 116.83 112,80 165,89 

G RAND TOTALS U.30 201.22 14.07 113.08 12.10 248.21 17.36 8.99 0.63 16.47 1.15 28.47 .. 99 676.43 47.30 1.265.87 8S.S2 )0.35 2. 12 0.77 0.05 1.296.99 90.70 1,973.42 138.00 

l' rrc~ "I ~gl" 10.20% 8.77% 12.58'Y_ 0.46 'Y_ O.S3-/. 1.44-/_ 34.28"/_ 64.IS-/. 1.54-/. 0.04% 6S. no/. 100'Y. 

Cocflic;"'u, orV:l. rialiou 1.13 0." 0.62 2.41 1.72 1.87 0.76 0.21 1.55 3.26 0.21 0.25 

Prr C:tfli l:O 14.07 12.10 17.36 0.63 1.1 5 .. 99 47.30 88.52 2.12 0.05 90.70 138.00 
~"'IT~: 0"'. £t~b .. r. .. ~'~ b~""d un LGU. Sl~I~'UOI\I or R .... d"u ~nd L'!"'RdilU""'l~);o,. fram D8M BESF .. Inl ,,", 19'1Ji 



1998 Inter-Munieipality Disparities in Rea l per Capita Own and El<temal Revenues 
At 1995 Constant Prices Appendix ··L-l~ 
20 Random Samples 

19911 OWN SOURCES 1998 EXTERNAL SOURCES .J 
Particulars pOPulatio:)1 Real proP'1 Per I Other Local I Per I Oprtg. ", Capita l ", Extr. ", Interfund ", Other,,1 Per I Total own l Per I IRA Per Gfillnts Per Bor- Per Total Per Total Per 

(In Millions) Tax Capita Taxes Capita & Misc. Capita Revenue Capita Income Capita Tfillnsfers Capita Receipts Capita Capita I Capita I : I Capita I rowi~~J Capita I Extemal I Capita I Revenues Capita 
Ben9uel 0.59 7.46 12.65 12.89 21.64 14.39 24.36 23.74 40.23 58.47 99.10 151 .55 256.87 151 .55 256.87 210.02 355.97 
11119·0 0.16 0,e6 4.11 US 5.117 J .• 2 21 .36 7.66 4Q.12 13.32 83.27 106.30 676.6. 106.30 676.!4 121.62 760.11 
Pangasianan 2.30 23.48 10.21 6t.a6 26.89 107.20 46.61 192.5-4 83.71 627.13 272.66 1.19 0.52 628.32 273. 18 820.86 356.69 
Zambales 5.98 ,." 0.93 32.68 5.46 18.58 3.11 7.15 1.19 63.97 10.70 184.83 30.91 1.10 0.18 lB5 .93 31 .09 249.90 41.79 
Marindllque 0.21 1.71 B.16 5.61 26.70 IS.61 BO.06 24.13 114.91 77.38 368.49 77.38 368.49 101.51 483.40 
Quezon I.S3 39.44 24.19 49.87 30.59 49.56 30.40 0.11 0.07 136.97 85.26 533.03 327.01 1.113 1.19 5.45 3.34 540.41 331.54 679.38 416.80 
Ri2al 1.53 166.30 106.69 244.52 159.82 63.66 41.61 17.80 11.64 0.25 0.17 36.61 23.93 7.87 5.14 537.00 350.98 317.90 207.78 20.70 13.53 1.49 0.97 340.09 222.26 877.09 573.26 
CamaMnes Sur 1.53 19.47 12.72 19.10 12.48 21.05 13.76 14.27 9.33 7.42 4.85 81.31 53.14 471.33 308.06 0.08 0.05 471.41 308.11 552.12 351.25 
Aklan 0.43 9.42 21.91 23.65 55.00 26.38 61.36 0.'" 0.13 59.51 138.39 191.05 444.31 0.01 0.02 3.09 7.19 194.16 451.52 253.66 589.92 
Antique 0.45 5.61 12.64 10.86 23.52 16.99 38.93 0.33 0.72 34.00 13.91 212.79 482.59 212.79 462.59 246.79 536.50 
Capiz 0.66 6.14 9.30 7.48 11.33 9.58 14.51 2.81 4.25 26.00 39.~0 212.20 321.52 0.86 1.30 213.06 322.62 239.06 362.22 
Siquijor 0.08 0.72 9.02 8.18 102.30 4.40 55.02 13.31 166.34 43.05 538.16 43.05 535.16 56.35 704.50 
Leyte 1.62 35.29 21 .78 25.77 15.91 25.80 15.93 1.59 0.98 e8.45 54.60 494.54 305.27 2." 1.47 496.92 306.74 585.37 351.34 
Samar 0.53 11.74 18.63 14.44 22.92 12.21 19.38 0.79 1.26 39.18 62.20 258.27 425.83 258.27 425.83 307.45 488.02 
Basilan 0.31 3.22 10.39 10.23 33.00 8.35 26.94 21.80 70.32 127.91 412.50 127.91 412.60 149.71 482.92 
Taw~Tawi 0.25 1.59 6.10 2.3a 9.15 8.72 33.55 12.69 48 .80 95.88 358.7~ 95.88 368.79 108.57 417.59 
2~mbo8n9~ del Sur 1.87 5 .42 3.44 15.28 a.17 44.27 23.67 65.97 35.28 513.52 274.51 513.52 274.61 579.49 309.89 
Camiguin 0.07 1.71 24.47 5.28 75.11 2.61 37.27 0.25 3.63 0.88 12.58 10.71 153.05 35.70 510.03 35.70 510.03 45.42 663.08 
Davao (del Norte) 1.29 9.94 7.70 33.42 25.91 37.97 29.43 0." 0.Q3 0.10 0.07 3.17 2.45 8H3 65.61 21e.67 169.51 218.67 169.51 303.30 235.12 
NOM Cotabalo 0.93 5.86 6 .33 1.90 2.05 18.27 19.65 3.41 M7 29.47 31.69 223.55 240.36 223.55 240.38 253.02 272.07 

GRAND TOTALS 22.52 361.96 16.07 556.76 26.05 510.21 22.66 34.50 1.53 a.o7 0.36 37.07 US 56.811 ~" 1.595.43 70.85 5.108.60 226.85 24.68 1.10 13.60 0.60 5.146.88 228.55 6.742.31 299.39 
Percentage 5.37'10 8.70% 7.57% 0.51'10 0.12'" 0.55% 0.84% 23.66% 75.77'10 0.37'10 0.20% 76.34'10 lOa '" 
Coefficient of Vari~tion 1.37 1.14 0.58 1.1 6 1.55 1.66 1.27 0.81 0.41 1.97 1.01 0.41 0.39 
PerCapiU 16.07 26.05 22.66 1.53 0.36 1.65 2.53 70.85 226.85 1.10 0.60 2211.55 299.39 
Source; Own Elaboration based on LGs Revenues and Expenditures accounts contained in BeSFs. 1991 & 1998 



1991 Inter-municipality Percentage Compostion of Revenues 
At 1995 Constant Prices Appendix " l -a" 
20 Random Samples 

OWN SOURCES EXTERNAL SOURCES Total 

Particulars Real p rop. t Other local Oprtg. I Capital ~ I Extraord. Iintertund I Total Own I Grants I Bor.; I Total Revenues 
Tax Taxes & Misc. Revenue Income Transfers IRA rowings External 

Benguet 5.49% 2.82% 2.34% 3.21% 2.75% 4.49% 2.79% 2.93% 
Ifugao 0.60% 0.61% 1.75% 1.72% 1.29% 
Pangasianan 7.74% 10.67% 23.81% 4.31% 14.75% 14.50% 12.91% 3.52% 54.75% 12.71% 13.32% 
Zambales 3.83% 3.51% 4.60% 14.34% 4.07'% 3.39% 6.26% 3.46% 3.67% 
Marinduque 0.78% 0.92% 25.59% 1.43% 0.93% 1.67% 6.92% 1.79% 1.49% 
Quezon 6.86% 9.53% 7.64% 44.51% 3.56% 35.43% 9.45% 10.73% 12.87% 10.77% 10.32% 
Rizal 29.12% 20.19% 13.00% 4.68% 24.13% 19.69% 4.71% 3.35% 4.67% 9.82% 
Camarines Sur 5.63% 4.84% 5.47% 9.96% 5.16% 9.06% 5.99% 35.21 % 9.00% 7.68% 
Aklan 3.49% 1.23% 4.41% 1.87% 3.05% 3.26% 0.64% 3.20% 3.15% 
Antique 2.15% 2.53% 5.43% 9.08% 0.77% 0.92% 3.46% 3.64% 1.81% 3.59% 3.55% 
Capiz 2.60% 5.64% 2.32% 0.75% 1.31 % 3.15'% 4.06% 1.76% 4.01% 3.71% 
Siquijor 0.75% 0.73% 0.58% 
leyte 4.70% 5.08% 3.17% 57.47% 5.26% 9.53% 9.30% 7.91% 
Samar(Weslern) 1.56% 1.89% 0.62% 5.40% 1.30% 4.76% 4.65% 3.50% 
Basilan 0.91% 0.92% 1.05% 0.76% 1.99% 1.81% 1.98% 1.56% 
Tawi-Tawi 1.09% 14.66% 0.61% 1.96% 1.91% 1.46% 
Zamboanga del Sur 4.39% 6.14% 8.24% 0.79% 5.93% 8.18% 3.58% 8.07% 7.34% 
Camiguin 0.70% 0.82% 0. 59% 1.25% 0.67% 0.60% 0.53% 10.04% 0.61% 0.63% 
Oavao del Norte 15.17% 15.18% 10.58% 19.61% 13.1 0% 8.05% 46.02% 8.93% 10.36% 
North Cotabato 4.40% 6.24% 5.52% 4.93% 6.28% 6.13% 5.72% 

GRAND TOTALS 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 
Source: Own Calculations based on DBM BESFs, 1991 & 1998 - Consolidated Statement of Receipts and Expenditures 



Appendix " L-b" 

Total 
:eipts rowings Fin'l. Re 

73% 2.97% 3.12% 

Ifugao 0.18% 0.24% 0.67% 13.82% 2.12% 2.10% 1.80% 
Pangasianan 6.49% 10.54% 21.01% 12.07% 12.28% 8.75% 12.21% 12.17% 
Zambales 1.54% 5.57% 3.64% 12.56% 4.01% 3.62% 4.47% 3.61 % 3.71% 
Marinduque 0.47% 0.96% 3.30% 1.51% 1.51% 1.50% 1.51 % 

Quezon 10.90% 8.50% 9.71 % 0.30% 8.71% 10.43% 7.84% 40.06% 10.50% 10.08% 
Rizal 45.94% 41 .67".4 12.48% 51 .61% 3.15% 98.76% 13.83% 33.66% 6.22% 83.87% 10.96% 6.61 % 13.01% 
Camarines Sur 5.38% 3.25% 4.13% 41 .38% 92.04% 5.10% 9.23% 0.32% 9.16% 8.20% 
Aldan 2.60% 4.03% 5.17% 0.69% 3.73% 3.74% 0.03% 22 .74% 3.77% 3.76% 
Antique 1.61 % 1.85% 3.33% 4.13% 2.13% 4.17% 4.13% 3.66% 
Capiz 1.70% 1.27% 1.88% 4.94% 1.63% 4.15% 3.47% 4 .1 4% 3.55% 
Siquijor 0.20% 1.39% 0.86% 0.83% 0.84% 0.84% 0.84% 
Leyte 9.75% 4.39% 5.06% 4.60% 5.54% 9.68% 17.49% 9.65% 8.68% 
Samar 3.24% 2.46% 2.39% 2.30% 2.46% 5.25% 5.21% 4.56% 
Basilan 0.89% 1.74% 1.64% 1.37% 2.50% 2.49% 2.22% 
Tawi-Tawi (#2 - ARMM ) 0.44% 0.41% 1.71% 0.80% 1.88% 1.86% 1.61% 
Zamboanga del Sur 1.77% 2.60% 8.68% 4.14% 10.05% 9.98% 8.59% 
Camiguin 0.47% 0.90% 0.51% 0.68% 1.55% 0.67% 0.70% 0.69% 0.69% 
Davao (del Norte) 2.75% 5.70% 7.44% 0.11 % 0.26% 5.58% 5.30% 4.28% 4.25% 4.50% 
North Cotabato 1.63% 0.32% 3.58% 6.00% 1.85% 4.38% 4.34% 3.75% 
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Appendix 'OM-a" 
ndom Samples 

OWN SOURCES EXTERNAL SOURCES 
Particulars Real proP'IOther Local Oprtg. & Misc'l Capital I Extraord'l Interfund I Total Own IRA I Grants I Borrowing I Total I 

Tax Taxes Revenue Revenue Income Transfers External Fin' l. Re: 
,jla 38.46% 14.37% 42.10% 26.66% 32.13% 25.22% 24.93% 29.99% 

Quezon 37.07% 23.44% 32.58% 72.20% 45.44% 18.49% 18.27% 37.36% 
Baguio 2.04% 4 .56% 3.50% 1.99% 2.30% 67.52% 3.06% 2.31% 

Dagupan 0.94% 2.26% 1.15% 0.84% 1.96% 1.94% 1.16% 
Cabanatuan 0.78% 2.38% 1.03% 0.77% 2.96% 22.51% 3.19% 1.49% 
Batangas 1.82% 1.81% 1.56% 9.08% 1.23% 3.26% 3.22% 1.83% 
Tagaytay 0.51% 0.79% 0.73% 0.79% 0.39% 
Iriga 0.59% 1.68% 5.78% 1.73% 0.72% 

Bacolod 3.51% 11.48% 2.75% 33.41% 3.45% 4.86% 4.80% 3.85% 

La Carlota 0.96% 91 .67% 5.94% 0.56% 1.74% 1.72% 0.91% 
San Carlos 0.50% 0.69% 2.78% 2.77% 2.74% 1.03% 
Cebu 6.96% 18.17% 4.64% 0.79% 5.81% 8.53% 8.44% 6.59% 
Tagbilaran 1.88% 0.68% 1.09% 1.08% 0.63% 
Toledo 0.52% 2.12% 0.68% 2.21% 2.1 8% 1.1 3% 
Ormoc 0.78% 0.69% 0.87% 0.57% 3.09% 3.06% 1.31% 
Dapitan 4.49% 1.74% 1.72% 0.57% 
Zamboanga 0.76% 4.47% 1.75% 24.22% 1.38% 9.10% 9.00% 3.64% 
Cagayan de Oro 3.27% 9.27% 2.94% 22.85% 3.05% 4.88% 1.69% 4.84% 3.58% 
Cotabato 0.74% 2.40% 0.63% 2.04% 2.02% 1.05% 
Marawi 0.78% 



Appendix " M-b" 

=::J 
Total 

Revenues 
Manila 22.94% 35.40% 23.96% 26.74% 15,45% 15.29% 21.49% 
Quezon 34.80% 41.35% 27.53% 70.14% 39.14% 19.40% 19.21% 30.00% 
Baguio 3.94% 1.17% 4.02% 34.75% 3.40% 2.74% 2.89% 2.86% 2.80% 
Dagupan 0,44% 1.60% 2.05% 1.19% 2.21% 2.18% 1.65% 
Cabanatuan 0.55% 1.24% 2. 16% 1.09% 3.96% 3.92% 2.38% 
Batangas 1.54% 0.69% 2.05% 1.13% 3,48% 3.45% 2.19% 
Tagaytay 1.85% 0.47% 2.25% 1.17% 1.33% 99.42% 7.77% 1.50% 1.32% 
lriga 0.18% 0.14% 0.25% 55.78% 0.34% 0.27% 2.32% 2.29% 1.20% 
Bacolod 4.04% 3.03% 4.58% 3.46% 3.64% 4.77% 4. 73% 4.1 4% 
La Carlota 0.56% 0.15% 0.14% 89.85% 0.31% 1.92% 1.90% 1.04% 
San Carlos 0.24% 0.22% 1.24% 10.15% 0.21% 0.41% 3.18% 3.15% 1.66% 
Cebu 21 .75% 1.79% 7.38% 8.78% 7.27% 57.67% 7.70% 8.29% 
Tagbilaran 0.28% 1.04% 0.73% 2.57% 0.87% 1.66% 1.65% 1.23% 
Toledo 0.74% 0.59% 2.66% 0.94% 2.65% 2.63% 1.72% 
Ormoc 0.40% 0.49% 2.64% 9.47% 2.75% 1.02% 4.27% 4.22% 2,49% 
Dapitan 0.71% 0.94% 4.71% 17.14% 2.78% 2.73% 2.70% 2.75% 
Zamboenga 1.31% 1.93% 10.04% 2.98% 9.52% 9,43% 5.93% 
Cagayan de Oro 3.21% 6.89% 0.30% 4.07% 6.00% 34.56% 6.25% 5.06% 
Cotabato 0.42% 0.76% 1.05% 0.65% 2.72% 0.58% 2.69% 1.58% 

0.08% 


