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IN RECENT CONTEXT

THE DEFENSE AND
MILITARY BUDGET:

Following the 2012 revival of the Modernization Program under the Aquino 
administration, there has been sustained interest in the ability of the Armed Forces 
of the Philippines (AFP) to improve its capabilities and reorient itself toward external 
defense. This objective, a long-held goal of the AFP, had been delayed nearly 
twenty years since its 1995 inception under the administration of Fidel V. Ramos. 
Successive administrations, plagued by budgetary shortfalls and internal 
security threats, had not prioritized the modernization effort.

The interest in modernization has only increased since the 2016 election of 
President Rodrigo Duterte. The first reason is that the Duterte administration is 
governing at a relatively prosperous time for the Philippines, arguably having the 
best fiscal standing of any regime since the restoration of democracy in 1986. 
Moreover, this administration has committed to reducing the underspending that 
became a notorious characteristic of the Aquino years. Its position could not be 
more different than that of the Joseph Estrada administration, which entered office 
soon after the 1997 Asian Financial Crisis. At the turn of the millennium, 
the AFP had the mandate to modernize, but not the money.  
* The views and opinions expressed in this Paper are those of the author and do not necessarily reflect those of the Institute.

Although this administration may have the best ability to implement the Modernization 
Program, some have asked whether the Executive Branch and the AFP itself is 
interested. Throughout its history, the AFP has focused on internal security, where 
serious threats persist. In 2017 alone, the Duterte administration resumed nationwide 
hostilities with the Community Party of the Philippines-New People’s Army (CPP-NPA) 
and combatted the latest fusion of transnational and Filipino terror in Marawi and other 
areas in Southern Philippines. The latter development resulted in the Mindanao-wide 
declaration of Martial Law in May 2017, capturing the focus of the president, 
the Department of National Defense (DND), and the armed forces.

Corollary to the extensive domestic challenge is the administration’s changed 
approach to foreign affairs, i.e. the “independent foreign policy.” The Duterte 
administration has broken from its predecessor’s policy of challenging China’s unlawful 
activities in the South China Sea. The administration has traded its friendly stance for 
economic closeness, specifically in the areas of infrastructure development and trade 
promotion. The administration’s public warmth with Beijing has been accompanied 
by subdued relationships with the United States, the Philippines’ sole treaty ally, and 
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with the country’s other traditional partners, Japan and Australia. 
Under these circumstances, the natural question is whether this new 
balance of affairs could lead to a realignment of defense acquisitions 
and fewer defense-related transfers from traditional partners.

Given reoriented threat perceptions and external sources of support 
on one hand, and roomier financial projections on the other, the task 
of estimating the Duterte administration’s commitment to developing 
long term externally-oriented defense capabilities grows more difficult 
to assess. The DND’s proposed budget for 2018 may provide a 
glimpse of whether the department will maintain the goals and pace 
of the Modernization Program. As one adage goes, “Show me where 
you spend your money, and I’ll tell you where your priorities are.”

Considerations when Reviewing the Proposed Budget

President Rodrigo Duterte presented the Financial Year (FY) 2018 
National Expenditure Program (NEP) to Congress on July 24, 2017, 
immediately after concluding his second State of the Nation Address. 
The budget is the second to be drafted by this administration, but 
it is the first to have been prepared after a full year in office and with 
completed transitions in the Executive Branch. The budget, drafted 
in the first semester of 2017, should reflect the department’s general 
direction, with one possible exception: changes since the May 
outbreak of conflict in Marawi City that precipitated the declaration of 
Martial Law in Mindanao. The NEP and its accompanying rationales, 
described by the executive agencies to Congress, provide a 
useful albeit imperfect guide to understanding policy priorities.

One consideration when reviewing the NEP is that the administra-
tion’s proposed budget will differ by some extent from the amount 

approved by Congress in the General Appropriations Act (GAA) 
for FY 2018, from the amount eventually obligated by the 
Defense department and sub-agencies, and from the amount 
that is released by the Department of Budget and Management 
(DBM) depending on the success of the state’s revenue-generat-
ing efforts. These differences can be substantial and should not 
be discounted. As recently as 2016, the DBM’s total disbursed 
amount for the year, as seen in the National Cash Allocation 
(NCA), amounted to only 85% of the DND’s total available 
appropriations. This translates into a shortfall of around PHP 29 
Billion or USD 609 Million, at an average 2016 exchange rate of 
PHP 47.5 to USD 1.0. In context, this sum is larger than the 
PHP 25 Billion that the national government has committed to 
the AFP Modernization Program on a yearly basis until 2027. 
Observers interested in a more detailed view of DND 
spending may be interested in comparing the DND’s 
actual obligations and the DBM’s disbursements.

The third consideration, and arguably the most important, is that 
new appropriations must be distinguished from continuing and 
automatic appropriations that are not included in the yearly GAA. 
These appropriations are mostly programmed for the categories 
of Maintenance and Other Operating Expenses (MOOE) and 
Capital Outlays (CO) for the Modernization Program or for 
transfers into the AFP Pension Fund. These sums are especially 
substantial for DND Proper (Office of the Secretary) and AFP 
General Headquarters. In 2016, for example, DND Proper’s new 
appropriations were PHP 584.6 Million, but its total available 
appropriations for that year were a remarkable 71% higher at 
PHP 1.00 Billion. The full picture of continuing and automatic 
appropriations, as well as other budgetary adjustments, can be 
seen in each subsequent NEP; 2016 figures are published 
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mid-2017 in the 2018 NEP. Whether for reasons of completeness or delay, 
there are limits to basing current assessments or future-oriented 
estimates on the NEP and the GAA.

This occasional paper looks only at appropriations (new, automatic, and 
continuing) over a five-year period, spanning 2013-2017, for the subordinate 
agencies of the DND. These are DND Proper (Office of the Secretary), the 
Government Arsenal, the National Defense College of the Philippines, the 
Office of Civil Defense, the Philippine Veterans’ Affairs Office Proper, and the 
Veterans’ Memorial Medical Center, all of which represent the DND’s civilian 
bureaus, as well as the Philippine Army, Air Force, Navy, and the General 
Headquarters of the AFP, comprising the military branch. This information 
provides a background for the defense budget proposed for FY 2018, 
the rationales provided by each arm of the DND, and insights into current 
threat perceptions as articulated by defense representatives to Congress in 
August 2017. Unless otherwise cited, all figures are taken from the National 
Expenditure Program, General Appropriations Act, or DBM disbursement 
documents for a given year. Rationales and other supplemental information 
are from the DND’s public representations to the House of Representatives.

The Defense Budget in Recent Context

In line with its primary role in internal security operations, the Philippine Army 
receives the largest share of the AFP’s new appropriations, nearly 50% more 
than the Air Force and the Navy combined. These shares have not changed 
with the advent of the AFP Modernization Program. Between 2013 and 2018, 
the budgets of the services have all grown at around the same pace, each 
with an average annual growth rate around 10%. The civilian bureaus have 
growth at a slightly faster clip, ranging up to 14.86% a year for the Veterans’ 
Memorial Medical Center. In terms of new appropriations, the Office 
of the Secretary and the Office of Civil Defense are the only two to 
see their new appropriations shrink over this time period.

Table 1 .  Growth Rate of New Appropriations in the Armed Forces

Table 2 . Growth Rate of New Appropriations in the Civilian Bureaus
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Figure 1a .  Armed Forces of the Philippines - New Appropriations

Source: 2013-2017 GAA, 2018 NEP (**Proposed)

Figure 1b . Armed Forces of the Philippines - New Appropriations

Source: 2013-2017 GAA, 2018 NEP (**Proposed)
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By expense class, funding for the services is dominated by 
Personnel Services (PS) and, second, Maintenance and Other 
Operating Expenses (MOOE). For this reason, service budgets 
are greatly affected by government efforts to improve employee 
compensation, such as the Salary Standardization Law. For 
FY 2018, for example, Defense Secretary Lorenzana primarily 
explained the 8% increase in the DND-AFP budget as 
primarily reflecting the latest increase in soldiers’ salaries. 

Over the next several years, the services’ budgets should be 
expected to increase in line with the Salary Standardization Law 
and with President Duterte’s promise to further increase the pay or 
compensation of soldiers during his term. In the long term, however, 
these moves to increase soldiers’ pay must be balanced against the 
militaries’ ability to keep up with the expenses for their care 
and retirement. For 2018, the DND-AFP expects its payments to 
veterans and retirees to make up 38% of its PS spending.

Moving beyond new appropriations, however, the biggest beneficiary 
of continuing appropriations among the military branches is the AFP’s 
General Headquarters (GHQ). Its Total Available Appropriations far 
outstrip the spending on any single branch of the Philippine military, 
including the Philippine Army. In 2016, for example, GHQ’s new 
appropriations amounted to PHP 33.03 Billion. The same year, 
GHQ’s total available appropriation was over double 
that amount, at PHP 79.96 Billion. 

The same dynamics are at play on the civilian side of the equation. In 
addition to DND Proper or the Office of the Secretary, the sub-agencies of 
the DND are the General Arsenal (GA), the Office of Civil Defense (OCD), the 
National Defense College of the Philippines (NDCP), the Philippine Veterans’ 
Affairs Office (PVAO) and the Veterans’ Memorial Medical Center (VMMC). 
Because “big ticket” Modernization Program items are programmed in the 
DND Proper or AFP GHQ budgets, the full picture of defense spending 
must therefore include all appropriations. Total available appropriations 
are mostly growing faster than new appropriations. 

Figure 2a . Civilian Bureaus- New Appropriations

Source: 2013-2017 GAA and 2018 NEP (** Proposed)

Figure 2B . Civilian Bureaus- New Appropriations

Source: 2013-2017 GAA and 2018 NEP (** Proposed)
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Table 3 . Growth Rate of Total Available Appropriations for the Armed Forces

Table 4 . Growth Rate of Total Available Appropriations for the Civilian Bureaus

Source: NEP

Source: NEP
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Figure 3a . Armed Forces of the Philippines - Total Available Appropriations

Source: 2015-2018 NEP 
* Without budgetary adjustments ** Without continuing and automatic

Source: 2015-2018 NEP 
* Without budgetary adjustments ** Without continuing and automatic

Figure 3B . Armed Forces of the Philippines - Total Available Appropriations
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Figure 4 . Civilian Bureaus - Total Available Appropriations

Source: 2015-2018 NEP 
* Without budgetary adjustments ** Without continuing and automatic

Source: 2015-2018 NEP 
* Without budgetary adjustments ** Without continuing and automatic

Figure 5 . DND-AFP Appropriations and Disbursements

Finally, Figure 5 shows the difference between the DND-AFP’s available appropriations for the 
year and the amount disbursed by DBM, excluding whole-year 2017 and 2018 figures. There is 
a gap between the agencies’ appropriations, its obligations (not shown), and the final 
amount disbursed by DBM. In 2016, the amount disbursed by DBM was roughly 
equivalent to 85% of the appropriation for that year.
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Highlights of the DND’s Proposed Budget for FY 2018 

In the NEP, the DND’s proposed budget for 2018 amounts to PHP 
195.48 Billion, of which PHP 144.68 Billion is part of the regular 
fund and the remainder (PHP 50.80 Billion) is part of the pensions 
and gratuity fund. This amount represents an 8% increase from 
its budget in 2017. Explaining the increase at a budget briefing in 
the House of Representatives, National Defense Secretary Delfin 
Lorenzana explained that the minor increase primarily reflects the 
adjustments in compensation owing to the Salary Standardization 
Law (by PHP 16.73 Billion in Personnel Services) and inflation in 
the cost of goods. For its part, MOOE has increased by only 5%, 
or PHP 1.69 Billion. Despite these increases, Capital Outlays are 
proposed to decrease by 14% or 4.309 Billion for FY 2018.
 
The DND has set five program thrusts for 2018: (1) sovereignty and 
territorial integrity of the state secured, (2) internal stability promoted 
and sustained, (3) highest standard of capability and preparedness 
on disasters attained, (4) operations in support to global peace and 
security improved and sustained, and (5) good governance. Despite 
the change in the President’s foreign policy approach, these thrusts 
represent continuity from previous years. Sovereignty and territorial 
challenges are not only a core concern of the DND and AFP, 
but the one concern where they are the lead actors, 
in line with their constitutional mandate. 

The Philippine Army (PA) has the largest share of the budget for 
the services. In terms of output, the Army intends to maintain the 
same number of tactical battalions (191) as in 2017. In 2018, it also 

intends to maintain its 2017 target of having 82 ready 
reserve battalions. In this case, the Army’s targets represent 
qualitative improvements in the existing number of battalions; 
specifically, increasing the level of operational readiness of its 
units from the present target of 79% to 82%, considered 
within the category of “mission capable.”

For its part, the Philippine Air Force (PAF) provided four main thrusts 
for FY 2018 in its budget justification. For next year, it intends to 
continue to develop the Integrated Air Defense System, the main 
and forward operating bases for fighter operations, the PAF radar 
bases, and an airbase for internal security operations. It also 
intends to develop “comprehensive and responsive” plans for its 
international defense and security engagements and increase its 
cooperation activities with strategic partners. Third, it intends to 
continue acquiring equipment for humanitarian assistance and 
disaster response and, through training and exercises, enhance its 
capabilities in this regard. Finally, it aims to develop its force-level 
Command, Control, Training, and Support (FLC2TS) and establish 
a “reliable” C4ISTAR (Command, Control, Communications, 
Computers, Information, Surveillance, Targeting Acquisition and 
Reconnaissance) for joint operations. Between this year and next, 
the PAF does not expect to add more aircraft. On the qualitative 
end, it expects to reach 100% of its target flying times and 
maintain its level of 1-hour response times to missions at 90%. 

The Philippine Navy (PN) aims to provide the commands with “ships, 
naval aircraft, special operations teams, marine battalions, combat 
engineers, naval intelligence and civil-military operations teams.” 

It is maintaining the objective of being a “lean but fully capable” 
organization. In 2018, it aims to provide five more fleet marine 
units (from 179 to 184) to the unified commands and 21 additional 
support and sustainment units. Specific to the Modernization 
Program, the Philippine Navy intends to spend PHP 3 Million to 
maintain 13 KM450 military trucks that are used by the Marines and 
Navy special units in insurgency operations, specifically in Marawi. 
For external defense and cooperation needs, the Navy intends to 
spend another PHP 88 Million for the operation and maintenance 
of the five C-90 aircraft leased from Japan this year. The Navy 
reports that it will use these assets to sustain patrols in the West 
Philippine Sea and Philippine (Benham) Rise, as well as the 
coordinated trilateral border patrols with Malaysia and Indonesia 
in the Sulu-Sulawesi area. Related to this, the Navy hopes to 
spend another PHP 5 Million for an intelligence project that 
will establish a maritime surveillance network. This network 
is said to target piracy in Southern Philippines.

Finally, the General Headquarters has several policy-related 
outputs programmed for FY 2018. With regard to the 
Modernization Program, the Joint Force Capability Program 
plans to have 10 contracts signed. Its target for the percentage 
of AFP Modernization Program projects “completed and delivered” is at 
100%. For this purpose, it is asking for PHP 25 Billion in Modernization 
funds as the next tranche promised under the 2012 Revised 
Modernization Program law. These projects will fall under the AFP 
Modernization Program’s second horizon, which spans from 
2018-2022. The AFP Modernization Program is up for oversight 
review, because the first horizon ends in 2017.
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Threat Perceptions and Environmental Scanning

Continuing Modernization and Redefining ‘
Minimum Credible Defense’

After presenting their proposed budget to Congress, defense 
leaders came under scrutiny for changes in the AFP’s direction 
given the new political environment. The leadership, specifically AFP 
Chief of Staff Eduardo Año, clarified that while the AFP continues 
to modernize in pursuit of a ‘minimum credible defense,’ it will 
already consider itself successful if it is at par with other Southeast 
Asian militaries and if the AFP is a respected force in the region. 
In line with this administration’s focus, Año’s explanation departs 
from the previous administration’s discussion of external concerns 
in the context of China’s activities. Año also shared his view that 
the Philippines cannot develop its external defense capabilities if 
it continues to have internal problems. Nevertheless, in the same 
hearing the AFP clarified that the effort to improve internally- and 
externally-oriented capabilities were simultaneous. For further 
reassurance, General Año also informed Congress that the AFP 
was developing doctrine for its recently acquired platforms.

Marawi and the Threat of Transnational Radicalization

It has been clear from the reports of the various services that the 
internal security situation continues to be the top-of-mind problem 
for the Philippines. The internal threat spans the ISIS-inspired Maute 
group and like parties, the Bangsamoro Islamic Freedom Fighters, 
the Abu Sayyaf Group, the CPP-NPA, and criminal elements. From 
the AFP’s perspective, Año reported to Congress that the president’s 
‘independent foreign policy’ has given the AFP “breathing room” to 

focus on these domestic concerns. Contrary to allegations, the AFP 
reported that it had looked forward to positive developments 
in the peace talks with the CPP, so that the military 
could focus on terrorist actors. 

The AFP has underscored that it has experienced new difficulties 
in Marawi. One reason relates to the urban nature of the conflict, 
departing from its usual rural or jungle operations. Secretary 
Lorenzana has explained that the structures in Marawi could not 
be penetrated by small arms or by guns mounted on armored 
personnel carriers (APCs). For this reason, it has had to rely on 
bombs dropped by the FA-50 jets to destroy Maute hideouts. In 
addition to the loss of life and the injuries sustained by the AFP 
and civilians, the conflict is financially costly to the AFP. The AFP 
has reported that each bomb costs them PHP 320,000. 

Military representatives cite humanitarian imperatives for the delay 
in finishing the conflict. Año clarified that the AFP would not set 
new deadlines for ending the fighting in Marawi, explaining that the 
practice of setting deadlines had the effect of increasing civilian 
casualties. In this vein, the second reason for the AFP’s difficulties 
relate to the tactics used by the Maute group. They cited the use 
of human shields and the use of hostages strapped with explosive 
vests as looters or suicide bombers. From the AFP’s reporting, 
these tactics have caused it to be more “deliberate” 
in its activities throughout the city. 

International Support and Partnerships

The DND and AFP have acknowledged the international support 
on offer or accepted for their efforts in Marawi and throughout 

Mindanao. They disclosed that the United States has provided 
intelligence support through the use of their unmanned aerial 
vehicles (UAVs) to patrol and obtain images of areas in Basilan, 
Sulu, and Marawi proper. Possibly reflecting the value of this 
support to their operations, the proposed 2018 budget for the 
Air Force includes the development of an airbase specifically for 
internal security operations. The DND may seek to develop similar 
capabilities internally or to extend the US footprint from 
the Edwin Andrews Base in Zamboanga City. 

The president’s independent foreign policy may have changed the 
broad outlines of the AFP’s approach to managing incidents in the 
West Philippine Sea but, thus far, it has not changed the defense 
establishment’s choice in partnerships. Despite this, the defense 
leadership is not eager for the United States to take on a more 
visible role in the Mindanao effort. Both Secretary Lorenzana and 
Chief of Staff Año have declined to consider the US elevating its 
operations in the Philippines to a named mission (as it did during 
Operation Enduring Freedom-Philippines). Año has also shared his 
view that US airstrikes in Marawi would be beyond the scope of the 
1951 Mutual Defense Treaty between the US and the Philippines. 

On the Chinese end, Secretary Lorenzana has reported that the 
Chinese government offered USD 14 Million-worth of internal 
security-related equipment to the Philippines. The government has 
accepted this offer, which takes the form of fast boats, M16 rifles, 
sniper rifles, and ammunition, including rocket-propelled grenades. 
However, the entirety of this equipment will be accepted by the 
Philippine National Police, and not by the armed forces. Lorenzana 
further clarified that the DND has a standing offer of a USD 500 
Million soft loan from China, but that it has not availed of the loan.
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Conclusion

In light of the current orientation in threat perceptions, it has become natural to ask if the Department of National Defense or 
the Armed Forces of the Philippines will adjust their long-term objectives. It has become more difficult to assess the administration’s 
commitment to developing the externally-oriented defense capabilities that once had been the focus of the AFP Modernization 
Program. Defense representatives have highlighted the urgency of addressing internal security concerns, which have ballooned 
in the last year. Having underestimated the latest fusion of Filipino insurgency and transnational terror in Marawi, 
the defense establishment may become more cautious in interpreting its own readiness to 
become more active in the West Philippine Sea or in Philippine Rise.

Although the direction of the Modernization Program may well shift in the coming years, for now the DND and the AFP 
have reiterated their commitment to seeing the program through to the 2027 deadline. The DND aims to 
sign 10 contracts in 2018. Defense spending is still growing at about 10% per year.

At the minimum, there is no indication that AFP has made major changes in programming its funds between the Aquino and 
Duterte administrations. For FY 2018, the Army will continue to receive the largest share of military appropriations. In terms of 
output, the Army intends to maintain the same number of tactical battalions and ready reserve battalions as in 2017. 
The Army aims to make qualitative improvements in the existing number of battalions; specifically, increasing 
the level of operational readiness of its units from the present target of 79% to 82%.

For its part, the Air Force intends to develop the Integrated Air Defense System, the main and forward operating bases for fighter 
operations, the PAF radar bases, and an airbase for internal security operations. It intends to establish strategic plans for its 
international defense engagements and acquire equipment for humanitarian assistance and disaster response operations. 
Finally, it aims to develop its command and control system and establish reliable C4ISTAR for joint operations. 

The Navy is maintaining the objective of being a “lean but fully capable” organization. In 2018, it aims to provide five more fleet units 
to the unified commands and 21 additional support and sustainment units. The Navy intends to spend another PHP 88 Million for 
the operation and maintenance of the five C-90 aircraft leased from Japan, which it will use to sustain patrols in the West Philippine 
Sea and Philippine Rise, as well as in the coordinated trilateral border patrols with Malaysia and Indonesia in the Sulu-Sulawesi 
area. The Navy also hopes to spend another PHP 5 Million for an intelligence project that will establish a 
maritime surveillance network. This network is said to target piracy in Southern Philippines.

The defense leadership has clearly set out the security of Philippine sovereignty and territorial integrity as its primary thrust for 
FY 2018, but it is compliant with this administration’s directive to approach the West Philippine Sea issue with more care. 
For the meantime, however, there is no sign that the AFP is keen to reverse the course of its Modernization Program. 
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