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The Stratbase ADR Institute for Strategic and International Studies 
(ADRi) is an independent strategic research organization with the 
principal goal of addressing the issues affecting the Philippines and East 
Asia through:

1. Effecting national, regional, and international policy change or 
support
2. Fostering strategic ideas based on cooperation and innovative 
thinking
3. Providing a regional venue for collaboration and cooperation in 
dealing with critical issues in East Asia; and
4. Actively participating in regional debates and global conversations

With its international focus, ADRi believes that Philippine and 
regional security and development can be achieved through the 
cooperation of the public and private sectors.

ADRi traces its roots to the Stratbase Research Institute (SRI) 
established in 2004. SRI focused on providing strategic solutions to 
domestic governance, socio-economic, and other policy concerns. It 
aimed to contribute to Philippine development through research and 
responsive policy alternatives.

As SRI sought solutions, East Asia’s affairs frequently inserted 
themselves into the equation. There was and is a clear relation between 
domestic and regional affairs; movement in one reverberates in the 
other.
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Introduction                          
Building back better anchored on innovative public sector governance is grounded 
on a common definition of innovative governance and current national 
and local government fiscal positions

Philippine National And Local Government Fiscal 
Positions And Innovative Governance                         
The COVID-19 pandemic compelled national and local governments to find 
alternative and innovative ways to provide goods and services
 
National Government                          
The Government should strategically invest in digitalization, human capital 
and infrastructures

Local Government                          
LGUs should strategically utilize their increased funding from the Mandanas Supreme 
Court Ruling by strategically identifying and prioritizing investment programs

Institutional and Cross-cutting Innovations in Public Sector Governance
The private sector should have a major role in the country’s digitalization in terms 
of infrastructure, human capital, financial participation, and
 government-business partnerships

Conclusion and Recommendations 
While the National Government should invest in physical infrastructure and 
human capital, the LGUs should strategically leverage the Mandanas 
Ruling, along with institutional and governance innovations
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ABSTRACT

With the Philippines still managing the now endemic COVID-19 while trying to 
sustain economic recovery of 5.3% in 2021 amid the surge in public debt to GDP 
of 60.5% (necessary to keep the economy afloat because of the pandemic crisis), 
there will be two major shifts in public sector governance in 2022 which are 
contextualized with the economic, institutional, and health upheavals caused by 
the COVID-19 pandemic. First, there will be a new administration with a newly 
elected President, Vice-President, national legislators, and local government 
officials. Second, the Mandanas-Garcia Supreme Court (or Mandanas ruling), 
which broadens the base on which to compute the intergovernmental fiscal 
transfer to local governments (LGUs) called the national tax allotment (NTA), 
will be implemented. The latter impacts fiscal space and therefore requires the 
new administration as well as local officials to engage in strategic spending 
anchored on the need for fiscal consolidation. These changes, however, will 
happen with the economic, social, and health damages of the pandemic, along 
with the rapid digitalization of services that occurred in the last two years. This 
chapter focuses on public sector governance and surveys recent literature (to 
support the arguments) with the aim of answering the question “How can the 
Philippines build back better towards inclusive growth with innovative public 
sector governance?” Though there are many ways to answer this question, this 
chapter suggests answers on three levels. First, the national government needs 
to strategize fiscal consolidation by balancing this with the need to recover the 
economy through both physical (infrastructure) and human capital investments.  
Second, local governments should contribute to economic recovery by 
strategically utilizing the adjustment in their intergovernmental fiscal transfers 
owing to the Mandanas ruling. Third, there is need for institutional and 
governance innovations that cut across the public sector such as investments in 
data and information systems and harnessing digitalization.
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With the Philippines still managing the now endemic COVID-19 while 
trying to sustain economic recovery of 5.3% in 2021 (from a slump of 

9.5% in 2020) amid the surge in public debt to GDP (or public debt ratio) of 
60.5% (necessary to keep the economy afloat because of the pandemic crisis), 
there will be two major shifts in public sector governance in 2022.  First, there will 
be a new administration with a newly elected President, Vice-President, national 
legislators, and local government officials. Second, the Mandanas-Garcia Supreme 
Court (or Mandanas ruling), which broadens the base on which to compute the 
intergovernmental fiscal transfer to local governments (LGUs) called the national 
tax allotment (NTA), will be implemented. The latter impacts fiscal space and 
therefore requires the new administration as well as local officials to engage in 
strategic spending anchored on the need for fiscal consolidation. 

Good governance, public, private and its hybrid, all play a vital role in 
sustained inclusive growth.  Innovative governance goes a step beyond allowing 
agility in the delivery of goods and services, public and market alike. Given 
the breadth of governance’s definition to include an organization or organized 
societies, institutions, processes, members, and formulated policies and allocating 
resources, there are many ways this can make an impact. 

This chapter focuses on public sector governance and surveys recent literature 
with the aim of answering the question “How can the Philippines build back 
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2 BUILDING BACK BETTER TOWARDS INCLUSIVE GROWTH 

better towards inclusive growth with innovative public sector governance?” 
There are many ways to answer this question, but these must be grounded on 
a common definition of innovative governance and current national and local 
government fiscal positions both to be discussed in Sec. 2. The rest of the chapter 
is organized around answers focused on national government (Sec. 3); local 
government (Sec, 4); and institutional and cross-cutting issues (Sec. 5).  Each of 
the sections will provide a brief discussion of economic principles justifying the 
role of government.        

Philippine National And Local Government Fiscal 
Positions And Innovative Governance  

It is important to establish the current fiscal position of Philippine government, 
and at the same time, innovations in governance must be defined to be able to 
identify ways forward for the incoming administration. 

National Government
Though the Philippines has had fiscal deficits (difference between national 
government revenues and expenditures) for most of the past 40 years (except 
for 1995 to 1997 before the Asian Financial Crisis), the largest deficit of 9% of 
GDP occurred in 2021 because of the COVID-19 pandemic (Figure 1). This was 
because of the economic slowdown resulting from the measures (e.g., lockdowns) 
needed to control the spread of COVID-19 impacted national government 
revenues with revenue effort dropping from 15.9 to 14.5% in 2021 coupled with 
the need for government to increase spending on the health sector, provide social 
protection and assistance to the business sector as well as get back on track with 
infrastructure spending. 

To finance the widening fiscal gap, the national government borrowed 
resulting in a surge of public debt ratio from 39.6% in 2019 to 54.6% in 2020 
and breaching 60% in 2021 at 60.5% (Figure 2).  For the COVID-19 response 
alone, the Philippines borrowed PhP 161.4 billion in 2020 and PhP 20.2 billion 
in 2021. These loans are from the Asian Development Bank, World Bank, Asian 
Infrastructure Investment Bank, Japan International Cooperation Agency, Export 



Source: DBM (Various Years)

Figure 1 . Philippine Fiscal Balance, as Percentage of GDP
(1983-2022)
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Figure 2 . Debt to GDP Ratio
(1981-2022)
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Import Bank of Korea, and the Spanish Agency for International Development 
Cooperation (Diokno-Sicat & Palomar, 2021). 

Treasury Bills and Fixed-Rate Treasury Bonds were the primary instruments 
for general national government domestic borrowing from 2020 to 2022. 
Borrowing also included the unusual advances of the Bangko Sentral ng Pilipinas 
to the national government of PhP 540 billion in 2020-2021 and PhP 300 billion 
in 2022. 



Source: DBM, Budget of Expenditures and Sources of Financing 2022

Table 1 . National Government Financing
(2020-2022)

 2020 2021 2022 
(in Million PhP)    
Net Foreign Borrowing 600,759 332,526 421,364 
Net Domestic Borrowing 1,894,321 1,940,565 1,910,223 
Total Net Financing Requirement/Deficit 1,371,447 1,855,645 1,665,089 
(as % of GDP)       
Net Foreign Borrowing 3.2% 1.6% 1.9% 
Net Domestic Borrowing 10.0% 9.4% 8.7% 
Total Net Financing Requirement/Deficit 7.3% 9.0% 7.5% 
Memo item:       
Nominal GDP  18,856,315 20,642,291 22,080,772 
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The continued COVID-19 management and need for social protection and 
fiscal stimulus will continue in 2022. The Department of Budget and Management 
(DBM) estimated a net financing requirement of 7.5% of GDP (or PhP 1.665 
trillion) in 2022 (Table 1). This means the Philippines will still need to borrow.

The projected debt-to-GDP ratio in 2022 is 60.8%, at PhP 13 trillion, the 
highest since 2006 but still manageable by the Development Budget Coordination 
Committee (DBCC).1 Debt will be mostly domestic (the Bureau of Treasury 
policy is to generally keep to 80% domestic and 20% foreign borrowing). This 
reduces possible adverse valuation effects with exchange rate fluctuations though 
it might pose the risk of crowding out private investments (Figure 3).  

Local Governments
How much do local governments contribute to the economy and the public 
sector? With respect to the size of the economy, local governments contribute 
4.6% to GDP or an average of 3.7% from 2009 to 2020 (Figure 3). For local sources 
of local government income, it is only 1.4% in 2020 and averaged 1.2% of GDP 
from the same period (Figure 3). Looking at tax revenues and expenditures, local 
tax revenues averaged 8.6% of the national tax revenues, while local expenditures 
had an average of 14.7% of the national government expenditures from 2009 to 
2020 (Figure 4).

As can be inferred from the presented LGU fiscal indicators, LGUs spend 
more than what they raise from local sources. Historically, LGUs have been 
dependent on external sources of income with an average of 66.7% (of which the 
intergovernmental fiscal now known as NTA is the bulk) (Figure 5).  Of the local 
sources, tax revenue is the main contributor.



Source: Department of Budget and Management, Department of Finance-Bureau of 
Local Government Finance, Bureau of Internal Revenue, various years

Figure 3 . Local Source Government Income and Expenditures as Percent of GDP
(2009-2020)
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Figure 4 . Local Government Tax Revenues to Total NG Tax Revenues and 
Local Government Expenditures to NG Expenditures

(2009-2020)
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Figure 5 . LGU Income Distribution
(2009-2020)

0%

10%

20%

30%

40%

50%

60%

70%

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Local Sources

External Sources
Tax Revenue

Non-Tax Revenue
Internal Revenue Allotment

5DIOKNO-SICAT



Source: BLGF (various years)

Figure 6 . LGU Expenditure, Percent Distribution by Sector
(2009-2020)
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What do LGUs spend on?  The bulk of their spending goes to general public 
services (GPS or the costs of administration of LGUs) which has averaged 47.3% 
in the past decade (Figure 6). Social services receive the second largest share, 
averaging 22.3%. This sector is comprised of education (though still centrally 
provided), health (fully devolved), labor and employment, social welfare and 
housing and community development. Economic services and capital investments 
get the third and fourth place shares, averaging 15.4% and 13.4 %, respectively.

 As mentioned above, the implementation of the Mandanas ruling broadens 
the computational base of intergovernmental fiscal transfers to LGUs, which 
in 2022 translates into a 38% overall increase settling at 4% of GDP at PhP 959 
billion (Department of Budget Management, 2021).2 

Role of Innovation in Governance
The previous sections presented the current fiscal state of national and local 
governments in undertaking the huge responsibility of economic recovery. 
Anchored on the need to operate government during COVID-19 lockdowns 
where physical interaction was limited to control the spread of the virus, alternative 
solutions, and innovations to delivering public goods and services were sought.  

Innovation, as defined by the Oslo Manual, is “a new or significantly improved 
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service, communication method, or process/organizational method” (Arundel et 
al. 2015, p. 1271–1272).  Bloch (2011) suggests that for the public sector, innovation 
is the implementation of a significant change in the way the organization operates 
or in the products it provides (Philippine Institute for Development Studies, 2020). 
He defines four general types of innovations (i.e., process, product, organizational, 
and communication innovations). Process innovation is the implementation of 
methods that significantly improve the production and provision of services and 
goods compared to the organization’s existing processes. 

Product innovation is the introduction of new or significantly improved 
services and goods to the organization, such as in customer access or in how 
services or goods are used. Organizational innovation is the implementation 
of significantly new methods in organizing or managing work, including 
improvements to management systems or workplace organization. Lastly, 
communication innovations are either significantly new methods of promoting 
the organization’s services and goods or new methods of influencing the behavior 
of individuals or others.

With the COVID-19 pandemic, both national and local governments found 
alternate ways to provide goods and services which includes creating data 
sharing arrangements for different social protection programs, fast-tracking 
the distribution of the much-needed social amelioration program under the 
Bayanihan Acts,3 work from home arrangements for non-essential government 
employees (leading to shifts in support for such arrangements for civil servants), 
adjustments in government procurement processes and seeking online solutions, 
and paying taxes and providing education and health services. This changed 
the landscape of public service and propelled the move towards harnessing 
digitalization.  Knowing that this is possible, the government should continue to 
innovate to make it easier and more efficient to deliver goods and services.  

National Government 

How can the national government build back better towards inclusive growth 
with innovative governance? This section attempts to answer this question by 
discussing the economic justifications for the role of government, presenting the 
current expenditure trends and challenges and recommendations.   
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Economic Justifications for the Role of Government
There are three economic justifications for the role of government. The first is to 
clearly delineate and enforce property rights. Second is to correct market failures 
such as imperfect competition, public goods, externalities, incomplete markets 
and information, and macroeconomic shocks and disturbances. The COVID-19 
pandemic is the perfect example of the latter justification while the administration’s 
push on infrastructure spending is justified on the public goods4 market failure. 
And the third is to ensure equity or fairness across citizens and sectors in both the 
choice and design of programs (Diokno-Sicat & Palomar, 2021). 

Social protection programs such as the Department of Social Welfare and 
Development’s (DSWD) Pantawid Pamilyang Pilipino Program (4Ps) and Social 
Pension for Indigent Senior Citizens (SocPen) are programs that redistribute 
income to the poor and vulnerable in society.  In the same light, progressive 
income taxation is fiscal policy designed to address equity since those who have 
larger income (i.e., greater ability to pay) face higher tax rates and subsequently 
higher tax liability compared to those with lower income (Stiglitz & Rosengard, 
2015).

As for economic growth, aggregate demand theory suggests that the public 
sector can stimulate economic growth through fiscal and monetary policies. In 
the national income accounting identity below,5 GDP (national output or national 
income) is a function of consumption, investment, government spending and net 
exports (Mankiw 2019):

Consumption spending, C, are household purchases of goods (durable and 
non-durable) and services and are a function of disposable income which is 
simply household income net of taxes, t.  Investments (I) are goods and services 
bought for future use such as business fixed and residential investments and 
inventories.  This is negatively associated with interest rates, r. Government 
spending, G, is the national budget where government can be perceived as a 
consumer in the economy. And net exports, NX, is exports (X) less imports (M), 
a function of the exchange rate. As the Philippine peso strengthens or appreciates 
(weakens or depreciates) domestic goods and services (or exports) are relatively 

GDP   = C(t)+I(r)+G+NX
Equation 1
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more expensive from the point of view of foreigners, while foreign goods and 
services (or imports) are relatively cheaper (expensive) from the point of view 
of Philippine domestic consumers.  This will have a negative effect on the trade 
balance, exports will decrease while imports increase.

Equation 1 shows how theory predicts fiscal (taxes and government spending) 
and monetary policy (interest rates) will impact the economy. For fiscal policy, 
lower taxes (which would increase disposable household income and trigger 
consumption spending) and higher government expenditures (which puts 
income in the hands of those who/that supply goods and services to government) 
are expected to expand the economy through the fiscal multiplier. For monetary 
policy, keeping interest rates low, to encourage investments, has the same 
anticipated expansionary effect on incomes and the economy by creating jobs.

National Government Spending Priorities
Expenditures of the 2022 budget may be viewed either by expense class or by 
sector. Expenditures by expense class refer to current operating expenditures, 
capital outlays, and net lending. Current operating expenditures make up 74.2% 
(PhP 3.7 trillion) of the total budget (PhP 5.024 trillion).6 Current operating 
expenditures received the largest share of national government budget, averaging 
around 79% in the past 40 years. This is followed by capital outlays with 25.2% 
(PhP 1.3 trillion) of the shares, while net lending has only PhP 28.7 billion or 
0.6% (Figure 7). Capital outlays had an average share of 19.6% of the national 
government expenditures from 1983-2021, but it has recently received increased 
allocations due to the government’s Build, Build, Build infrastructure programs 
(Figure 8).

Looking at the distribution by sectors, the largest share of the 2022 budget 
goes to social services 38.3% (at PhP 1,921.8 billion or 8.7% of GDP) (Figure 9).  
Economic services follow at 29.3% of the budget (at PhP 1,473.5 billion or 6.7% 
of GDP). The remaining 32.4% of the proposed budget is distributed across: (1) 
general public services (PhP 862.7 billion, 3.9% of GDP), debt service (PhP 512.6 
billion, 2.3% of GDP), national defense (PhP 224.4 billion, 1% of GDP), and net 
lending (PhP 28.7 billion, 0.13% of GDP).

For the period 1983 to 2022, social services averaged 29.4% of the national 
government annual expenditures.7  It has received the highest number of shares 



Source: DBM (Various Years)

Figure 7 . Proposed 2022 Budget Distribution
(by Expense Class)
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Figure 8 . National Government Expenditures, by Expense Class, 
Percent Distribution
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Source: DBM (Various Years)

Figure 9 . Proposed 2022 Budget Distribution by Sector
(In Percent)

Economic Services
29.3%

Social Services
38.3%

Defense
4.5%

General Public 
Services

17.2%

Net Lending
0.6%

Debt Service
10.2%

Economic Services Social Services

Defense General Public Services

Net Lending Debt Service

Source: DBM (Various Years)

Figure 10 . National Government Expenditures, by Sector, Percent Distribution
(1983-2022)
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Source: DBM (Various Years)

Figure 11a . Social Sector Expenditures Distribution 
(In Percentage, 1983-2022)

0%
10%
20%
30%
40%
50%
60%
70%
80%

1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016 2019 2022

   Education, Culture, and Manpower Development    Health
   Social Security and Labor Welfare    Housing and Community Development
   Land Distribution (CARP)    Other Social Services
   Subsidy to Local Government Units

0%
1%
1%
2%
2%
3%
3%
4%
4%
5%

1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016 2019 2022

Source: DBM (Various Years)

Figure 11b . Social Sector, Percent of GDP
(1983-2022)
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since 1996 (Figure 10). Social services allocation is followed by economic services 
which has a 25.7% average for the same period. The shares for general public 
services are relatively consistent, averaging 17% (Diokno-Sicat & Palomar, 2021).

Education, culture and manpower development (ECM) has been receiving 
the most shares of the social services sector8 for the past 40 years, though it has 
decreased in recent years. Since 1983, ECM averages 54.5% of the social services 
sector  or 2.7% of GDP (Figure 11.a and Figure 11.b). In the past decade, ECM has 
accommodated increased shares of Social Security and Labor Welfare (SSLW) and 
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Source: DBM (Various Years)

Figure 12a . Economic Sector Distribution
(In Percent, 1983-2022)

0%

10%

20%

30%

40%

50%

60%

70%

1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016 2019 2022

   Agriculture, Agrarian Reform, and Natural Resources    Trade and Industry
   Tourism    Power and Energy
   Water Resource Development and Flood Control    Communications, Roads, and Other Transportation
   Other Economic Services    Subsidy to Local Government Units

Source: DBM (Various Years)

Figure 12b . Economic Sector,as Percent of GDP
(1983-2022)

0.0%
0.5%
1.0%

1.5%
2.0%
2.5%

3.0%
3.5%
4.0%

1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016 2019 2022

13DIOKNO-SICAT

health. Subsidy to LGUs has been increasing and surpassed health expenditures9 
starting in 2019. 

For the economic service sector, communications, roads, and other 
transportation (CRT) receives the highest number of shares with an average of 
42.3% (or around 1.9% of GDP) since 1983 (Figure 12.a, Figure 12.b). This is 
followed by agriculture, agrarian reform, and natural resources (AAN) with an 
average of 22.3% (1% of GDP) of the economic services sector. The shares for both 
CRT and AAN decrease because of the spike to the shares of the subsidy to LGUs 
due to the implementation of the Mandanas-Garcia Supreme Court ruling.
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Recommendations
Government should continue to invest in both human capital and infrastructure 
but strategically so because of the need for fiscal consolidation.

 
• The pandemic reshaped the way public goods and services were 

delivered such as in the case of human capital investments such as education 
and health or providing social protection assistance to those whose income 
and livelihood were unintendedly affected by measures taken to manage the 
pandemic.

• Efforts must be strengthened to address economic scarring, especially 
for those poor and vulnerable in society. 33.8% of new appropriations worth 
PhP 3.602 trillion are for the Social Service sector (education, health, and 
social protection) (Department of Budget Management, 2021). Education 
(DepEd, SUCs, CHED, and TESDA), health (DOH and Budgetary Support to 
Government Corporations under DOH), and social welfare and development 
(DSWD) agencies were among the Top 10 agency-specific budget allocations. 

• Digitalization was harnessed for some of these services, however, the 
reality of the digital divide, exacerbates scarring for the poor and vulnerable in 
society that are excluded from education, healthcare, work and credit access, 
all necessary for human capital and infrastructure development, investments 
needed for inclusive growth.  

The Medium-Term Information and Communications Technology 
Harmonization Initiative (MITHI) is a convergence program for the adoption 
and acceleration of the digital transformation in the country. In 2022, it 
received an allocation of PhP 27.5 billion.10 The bulk of the allocation (PhP 
8.4 billion) is for DICT initiatives, which include the PhP 2.0 billion for the 
Free Internet Wi-Fi Connectivity (to provide greater access to the internet) 
and the PhP 1.5 billion for the National Government Data Center (to help 
facilitate the integration of ICT in its operations). The Philippine Statistics 
Authority (PSA) follows DICT as the organization with the highest proposed 
budget for MITHI. PSA is allotted PhP 3.8 billion with PhP 1.1 billion of 
this budget for the Census of Agriculture, Fisheries, Industry and Services 
Sectors. 

• The largest fiscal multipliers are in infrastructure which, in the short-
term, increases income but long-term encourages more business investments 
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and tourism.  The 2022 allocation for infrastructure and capital outlays is 5.7% 
of GDP, far from the 6.7% in 2017 but higher than 2021. These prioritizations 
should be continued to jumpstart the economy.

Local Government

How can local governments help build back better towards inclusive growth 
with innovative governance?  This section briefly presents the justification of 
a decentralized government, current issues with the implementation of the 
Mandanas ruling and its implication of increased assumption of LGC devolved 
functions and needed steps in moving forward.

Decentralized Government Economic Principles
The Local Government Code (LGC) of 1991 solidified the Philippine government’s 
commitment to decentralization by creating local government units (LGUs) that 
would help attain national goals by providing “a more responsive and accountable 
local government structure instituted through a system of decentralization 
whereby local government units shall be given more powers, authority, 
responsibilities and resources” (LGC 1991, Sec. 2a) (Diokno-Sicat & Maddawin, 
2018). Figure 13 presents the basic hierarchical structure of national and local 
government in the Philippines.

The Philippines has 17 regions comprised of 81 provinces, 145 cities, 1,489 
municipalities and 42,045 barangays (DILG, 2018). To execute LGU functions, 
the 1991 LGC defines the structure of LGUs and identifies the officials, both 
elective and appointive, necessary to exercise LGU mandate according to the type 
of LGU, i.e., province, city, municipality, or barangay. 

One of the main economic justifications for decentralization is the belief that 
local government officials are more knowledgeable of the needs and preferences of 
their constituents and community and, therefore, are in a better position to provide 
the appropriate goods and services. This should improve efficiency in the provision 
of local goods and services; reduce wastage of public money by ensuring the local 
goods delivered are those demanded by the local constituency; and increase the 
accountability of local chief executives (Diokno-Sicat & Maddawin, 2018). 



Source: Author’s Design

Figure 13 . Philippine National and Local Government Structure
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Diokno-Sicat and Paqueo (2021) assess the current criteria used to determine 
Philippine LGU fiscal viability and its impact on the ability of an LGU to deliver 
devolved basic services. This issue is part of the broader concern of the optimal 
size of the government based on one of the seminal articles on decentralization 
by Oates (1972) that proposes, “if there are no cost advantages (economies of 
scale) with centralized provision, then a decentralized pattern of public outputs 
reflecting differences in tastes across jurisdictions will be welfare-enhancing as 
compared to a centralized outcome characterized by a uniform level of output 
across all jurisdictions (Oates, 2008).”  Another economic theory justifying the 
assignment of functions or mandates to lower levels of government, Tiebout’s 
“voting-with-the-feet” argues that voters will move to localities that offer the 
combination of goods and services and taxes they prefer (Stiglitz & Rosengard, 
2015). By assigning the responsibility for the provision of goods and services to the 
lowest level of government compatible with the size of the benefit area, otherwise 
known as the subsidiarity principle, the constituents of this local government are 
expected to receive the public goods and services they prefer and demand and pay 
for through local taxes (NZ Local Government Forum 2008; McCormick 2015). 
This is the first of four principles used in practice in determining functional 
assignments to different levels of government (Bahl & Bird, 2018).



ECONOMIC SERVICES 
Agricultural extension and On-site research 
Community based forestry projects 
Tourism facilities and tourism promotion and development 
Public works and infrastructure projects funded out of local funds 
Telecommunication services for provinces and cities 

SOCIAL SERVICES 
School building program 
Field health and hospital services and other tertiary health services 
Social welfare services such as programs and projects on rebel returnees and evacuees; 
Relief operations and population development services 
Housing projects for provinces and cities such as low-cost housing and other mass dwellings 

OTHER SERVICES 
Investment support and Industrial research and development 

Source: LGC of 1991

Table 2 . LGC Sec. 17 Devolved Basic Services
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The second principle is the need to internalize externalities11  or spillover effects 
of some public goods and services that cross boundaries such as local roads, water 
service and hospitals.  Economies of scale in administrative and compliance costs 
is the third important aspect of determining the assignment of responsibilities 
across levels of government. There is a trade-off between the optimal size of 
jurisdictions to deal with externalities and public goods (it is expected to vary) 
and economies of scale and scope that arise from the service provision (Oates 
2008). The fourth aspect is redistributive and macroeconomic stability which 
would typically be reserved for the central government. These four principles 
commonly guide the assignment of functions across levels of government.   

Looking at local revenues, the general principles in tax assignment to local 
governments are: (1) mobility of factors of production; (2) redistributive and 
equity purposes; and (3) administrative costs (Bahl & Bird, 2018; Shah, 2004). For 
factors of production, the local government should be responsible for taxation 
of immobile factors such as land, properties, and local businesses. The central 
government should be responsible for taxation (and subsidies) that are meant 
to redistribute income to lower income households or citizens.  Finally, like 
administrative cost considerations in expenditure assignments, taxes should be 
assigned to the jurisdiction with the best ability to monitor relevant assessments.  
This will minimize tax evasion and take advantage of economies of scale in 
administration (Diokno-Sicat & Paqueo, 2021).  
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These principles guided the design of the Local Government Code of 1991 
and resulted in devolved functions in Sec. 17 of the LGC (Table 2) and assigned 
revenue sources. As mentioned above, these devolved services have not yet been 
fully absorbed by LGUs but are planned to be with the implementation of the 
Mandanas ruling.

The Implementation of the Mandanas-Garcia Supreme Court 
Ruling and the Assumption of Devolved Functions
One of the most challenging implications of the Mandanas ruling is the 
reduced fiscal space for the national government to recover the economy 
alongside the need for fiscal consolidation.  Because of the broadened base 
of the computation of intergovernmental fiscal transfers, fiscal policymakers 
decided that rationalizing (targeted to poorer and disadvantaged LGUs) the 
national government local government support programs would help the 
national government recover more of the budgetary envelope to address more 
national needs. The implication for LGUs is that they need to assume more 
of the devolved functions for which they had received national government 
support for 30 years of the LGC. This move will allow local governments to 
contribute to more national development.    

Executive Order No. 138 (2021) and DBM MC No. 138 (Department of 
Budget and Management, 2021) and 140 (Department of Budget Management, 
2021) laid the groundwork for devolution transition by asking local government 
and affected government agencies to draft devolution transition plans (DTPs) for 
the years of transition 2022 until 2024.  The contents of the LGU DTPs include 
the current devolved services of LGUs, the planned assumption of other devolved 
functions, capacity building and other support needed for the assumption of 
functions, current and proposed revisions in organizational structures as well 
as revenue projections. The national government DTPs contain the proposed 
assignment of functions, services, and facilities to each level of LGU (including 
an implementation strategy); identification of the inventory of standards of said 
services (including minimum cost, scope, specification, quality, and manpower 
complement); and framework for performance assessment and organizational 
effectiveness. The oversight agencies are currently reviewing these DTPs to 
identify strategic interventions in the transition such as technical assistance and 
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Figure 14 . Allocations to Local Government Units, Percent Distribution
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capacity building for LGUs in absorbing these devolved functions.  
For the 2022 budget, new general appropriations for the allocations to local 

government units (ALGU) will receive a 16.7% increase (PhP 12.9 billion) to 
settle at a total of 2.6% of the budget. ALGU has increased consistently for more 
than a decade with new appropriations, averaging an increase of 16.4% and total 
available appropriations increasing with an average of 12.4%. The majority of total 
available appropriations for ALGU is allotted for Internal Revenue Allotment 
(IRA), now known as the National Tax Allotment (NTA). In 2022, NTA is worth 
86% of ALGU (PhP 959 billion) increasing by 38% (or PhP 263.5 billion) because 
of the broader base for its computation owing to the Mandanas-Garcia Supreme 
court ruling (Figures 14 and 15).  

What is the impact of the increased transfers to local governments? In terms 
of the 2022 national budget, these crowded out all other economic services such 
as agriculture, agrarian reform and natural resources; communications roads and 
other transportation, (Figure 12.a) and all other social services except for social 
security and labor welfare (Figure 12.b).

Therefore, the adopted policy of rationalizing NG-LGU support programs for 
devolved functions (to poorer and disadvantaged LGUs), to recover some fiscal 
space, translated into a 29.0% decline in total NG-LGU assistance programs 
(Table 2). The largest decline, of 36% is for Local Government Support Programs 
(LGSF). This was followed by DPWH’s Basic Infrastructure Program with a 27% 
decline although it has been growing at an average rate of 113% in the past decade.

It should be noted, however, that a possible reason for maintaining such 
programs is the concern that some LGUs may have low absorptive capacities to 
spend particularly on infrastructure, based on evidence of insufficient spending 
of the mandated local development fund (with an average of only about 76% for 
total LGUs in 2017) (Commission on Audit, 2018). 

Recommendations 
In 2022, LGUs will be receiving increased funds with the implementation 
of the Mandanas Supreme Court ruling. This amounts to a 38% increase in 
intergovernmental fiscal transfers, now known as National Tax Allotment (NTA), 
totaling PhP 959 billion, approximately 20% of the 2022 budget of PhP 5.024 
trillion, or 4% of GDP.  For LGUs to contribute to economic recovery:



Source: DBM, Budget of Expenditures and Sources of Financing 2022

Table 3 . National Government LGU Assistance Programs Budget Allocations
(2013-2022)

LGU Programs 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 

TOTAL (in Billion PhP) 27.1 35.7 48.1 77.3 99.5 111.2 128.5 139.8 182.7 129.8 

DPWH                     
Tourism Road 

Infrastructure Project 12.0 14.3 8.9 22.6 12.4 30.96 16.96 21.9 16.8 16.80 
Local Infrastructure 

Program/Basic 
Infrastructure Program 

1.1 7.3 27.4 26.0 37.1 35.3 65.6 76.8 117.0 85.4 

DILG           
Performance Challenge 

Fund/SGLG 1.0 0.5 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 
LGSF 0.2 0.4 3.1 19.1 39.8 31.4 32.7 28.9 35.2 17.9 

DA           
Farm-to-Market Road 

Program 8.7 12.0 6.3 7.4 6.0 9.96 10.3 9.96 11.7 7.5 
Small Scale Irrigation 

Projects 4.2 1.3 1.5 1.3 3.3 2.7 1.98 1.3 1.0 1.1 
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• There should be strategic fund utilization through: 
■ Strengthened identification and prioritization of investment 

programs. A PIDS study based on a census of municipal development 
planning practices found that in 2018, only 40% of (1,373) municipalities 
had updated comprehensive development plans, 31% valid LDIPs 
and only half prepared project briefs for these (Diokno-Sicat, Adaro, 
Maddawin, Castillo, & G. Mariano, 2020).

■   Encourage investments across different LGUs such as in local water 
service delivery. An article reviewing the institutional and regulatory 
framework of local water supply governance showed that the overlapping 
and ambiguous regulatory structure is part of the reason of fragmented 
local water investments (Velasco, Diokno-Sicat, Castillo, & Maddawin, 
2021).

■ Ensuring LGUs spend on prioritized investment programs: 
Evidence showed that municipalities in 2017 spent an average of only 
76% of mandated LDF which is the primary source of local infrastructure 
spending (which is 20% of IRA and will be larger starting 2022).  With 
national government streamlining LGU support programs to poorer/
disadvantaged ones, LGUs need to take on more investment spending 
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and fulfill at the very least LDF mandate, to be able to jumpstart local 
economies.

■  Need for alignment with NG for more strategic use of funds. In 
2017, the National Economic Development Authority (NEDA) and the 
DILG, initiated an exercise of localizing the Philippine Development Plan 
(PDP) in provincial plans by requiring provinces to draft results matrices, 
based on the PDP. This exercise was welcomed by local planners as one 
that would allow them to see their contribution to the PDP while also 
serving as guidance to national government oversight agencies to be able 
to determine where to strategically invest through technical and financial 
assistance (Diokno-Sicat & Palomar, Analysis of the 2022 President’s 
Budget, 2021). This effort is planned to be continued and expanded to 
be linked to online local development planning and eventually budgeting 
platforms.  

• Encourage enhanced local revenue generation: LGUs have been between 
65 to 70% dependent on intergovernmental fiscal transfers:

■  Pass the Real Property Valuation Bill to provide additional funds in 
local service delivery, but this might be offset by 

■  The disincentive created by the increased income because of the 
Mandanas SC ruling, LGUs will continue to be dependent on transfers.

• Finally, the pandemic forced LGUs to innovate in service delivery and 
given this experience, LGUs should continue to do so. In this the private 
sector and civil society organizations have a major role to play. The success of 
this is hinged on and can contribute to improved development planning and 
investment programming.

Institutional and Cross-cutting Innovations in 
Public Sector Governance
Innovation in governance is not just about creating or applying new technologies, 
even thinking of new processes or ways of doing things or systematically gathering 
data can be innovations.  This section suggests other needed reforms in public 
sector governance that cut across and support the proposed recommendations 
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for national and local governments discussed above. These reforms also provide a 
role for the private sector as partners in propelling the economy towards sustained 
and inclusive growth.

Institutional Innovations in Governance
The institutional environment…the formal rules of the game…that include 
the executive, legislative, judicial, and bureaucratic functions of government 
as well as the distribution of powers across different levels of government…
are inarguably important to the economic productivity...though cumulative 
change of a progressive kind is very difficult to orchestrate…(R)are windows 
of opportunity to effect broad reform from established procedures are thereby 
opened (with massive discontent, breakdowns or financial crises). Such “defining 
moments” are nevertheless the exception rather than the rule. Absent such a 
window, major changes in the rules of the game occur in the order of decades or 
centuries  (Williamson, 2000, p. 598) 

• Information as innovations in institutional reforms: 
The analytical capacity and decision-making of the public sector is 

influenced by the strength of its information. Outdated, fragmented or even 
the complete absence of information/systems can impact the effectiveness of 
policy interventions. 

The COVID-19 pandemic highlighted existing issues in governance in 
many areas including those directly related to the public sector’s insufficient 
information systems. Information and data are crucial in both identifying and 
addressing the issue, especially in shocks to community of this magnitude. 
However, data on citizens—which are critical in providing safety nets—were 
either unavailable, non-validated, or of poor quality (Philippine Institute for 
Development Studies, 2020). This resulted in 365 local governments being 
unable to effectively distribute to qualified citizens their shares from the 
Emergency Measures Program (EMP) or the Social Amelioration Program 
(SAP) at the start of the pandemic. A solid database of citizens would have 
made the distribution of safety nets as well as the contact-tracing of possible 
cases more efficient.

An example of an information system currently being used by some local 
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governments is the community-based monitoring system (CBMS), which is 
a data collection system for data that may be used for planning, program 
implementation, and impact monitoring at the local level.  Sicat et al (2020) 
found that a majority of municipalities used CBMS in their development 
planning process for ecological profiling and helping identify priority sectors 
as basis for budgeting. There is, however, little information regarding the 
extent of full utilization of the CBMS by LGUs and their capacity to do so. 
Aside from the availability of data, the access and capacity of workers to use 
the data according to their purpose are also crucial. Usage of the data must 
also be improved, especially since CBMS is underutilized by units outside of 
the municipal planning office such as social welfare, health, and local school 
boards  (Diokno-Sicat, Adaro, & Maddawin, 2020). 

• Innovations in cooperation
Innovations in providing public goods and services, through alternative 

arrangements such as inter-LGU (both horizontal and vertical) cooperation 
as well as national and local government alignment and collaboration are 
perfect vehicles for the common goal of inclusive growth and development.   
Such alignment and cooperation will also allow more strategic and efficient 
use of limited fiscal space considering the need for fiscal consolidation. The 
Taal Volcano eruption and the COVID-19 pandemic shocks in 2020 have 
showcased the need for such alignment, cooperation, and coordination 
between the different levels of government and the private sector(Philippine 
Institute for Development Studies, 2020). 

There is also evidence of the need for higher level LGUs to exercise their 
oversight functions of constituent LGUs. A PIDS’ study (2019) investigated 
the planning and budgeting framework for both local governments and 
the national government. Interviews conducted for the study revealed 
that, despite the provincial governments’ mandate in having oversight over 
component cities and municipalities, such oversight was rarely practiced  
(Diokno-Sicat C. J., Castillo, Adaro, & Maddawin, 2019). Diokno-Sicat, et al 
(2020) identified that the harmonization of the municipal, component city, 
and provincial plans need improvement with the supervision of the DILG 
being an important factor (Diokno-Sicat, Adaro, Maddawin, Castillo, & G. 
Mariano, 2020). 
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As for the alignment of national and local development plans, the National 
Economic Development Authority (NEDA) is responsible for ensuring this 
up to the provincial level through the Regional Development Council (RDC). 
In 2017, NEDA and DILG implemented the Philippine Development Plan 
2017-2022 Localization exercise that mandated provincial governments draft 
their own results matrices (RM, a monitoring tool) that are defined based 
on the relevant priority sectors and indicators in the PDP 2017-2022 RM.  
This effort, though requiring additional work, was welcomed by the LGUs as 
an important tool to assess progress. The study showed how the RMs could 
be used to identify PDP sectors where provincial governments contribute to 
the economy as well are which areas national government could cooperate 
with to push priorities (Diokno-Sicat, Castillo, & Maddawin, 2021). Like the 
PIDS’ (2020) study above, the author highlighted the need for exercise of 
provincial government oversight and cooperation as well as the reciprocated 
cooperation from component city and municipal governments to strengthen 
and allow for more efficient local investments. 

There should also be strengthened inter-LGU cooperation for providing 
devolved services that are identified to have spillover effects across LGUs. 
There should be a regulatory review to streamline and address the overlaps 
and ambiguities in these areas and in moving forward with the provision of 
these identified services across LGUs. An example is the local water supply 
sector. An article in the recently released Philippine Journal of Development 
(PJD) shows that fragmentation in the local water supply sector (because 
of overlapping and ambiguous regulatory mandates) has resulted in 
underinvestment in local water sector, serving a challenge in reaching SDG 6 
of universal access to water by 2030.

Digitalization
Digitalization is another crosscutting issue that would enhance public sector 
governance. One of the earlier efforts towards utilizing information and 
communications technology (ICT) in Philippine governance was the introduction 
of e-government through Executive Order No. 265, s. 2000 which approved the 
adopting of the Government Information Transition Plan (GISP). Government 
Information System Plan (GISP) is a framework and guide to improve governance 
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through the computerization of key services and operations.12  This eventually led 
to the E-Government Master Plan (EGMP), which aimed to update the GISP more 
than a decade after its introduction, and then more recently, the Government-
Wide Medium-Term Information and Communication Technology (ICT) 
Harmonization Initiative (MITHI). As mentioned above, the objective of MITHI 
is to have a mechanism for a systemic process that harmonizes and ensures the 
interoperability of ICT-related efforts across the government which includes 
NGAs, GOCCs, and SUCs.13 

However, despite the long history of e-government in the Philippines, the long-
standing challenges in using ICT to address governance and delivery problems 
in the country remain. This was further unfolded with the country’s COVID-19 
pandemic response. The Philippine Identification System (PhilSys) was passed 
to have a single national identification in the country with the aim of improving 
service delivery and administrative governance.14 However, the challenges in 
the current ICT infrastructure, along with other concerns such as data privacy, 
continue to prevent the development of e-government initiatives such as PhilSys.

The inadequacy of ICT infrastructure is also related to the lack of hardware 
and the issues with the operability or compatibility of infrastructure across 
government agencies. Qualified IT developers, which the Philippine government 
also has a lack of, are also necessary if the goal is to improve e-government 
initiatives. Furthermore, personnel capacities are also relevant since successful 
implementation of e-government in the country depends on the technological 
skills of leaders, employees along with citizens, and the vulnerable population. 

The lack of capabilities and access to ICT instruments cause a digital divide, 
which is a gap between socio-demographics with access to ICT. E-government 
solutions will lead to social exclusion if these issues remain unaddressed. 

Harnessing digitalization requires a whole-of-society approach and provides a 
major role for the private sector contribute to/participate in to sustain economic 
recovery. This, however, requires laying the foundations in: 

1.  Infrastructure and systems: Continued implementation of the Medium-
Term Information and Communications Technology Harmonization 
Initiative which is government’s efforts to improve government online 
platforms to deliver better services.  

2.  Investments in human capital: With the shift to a more digital economy 
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there is a need to upskill and retool workers and enhance technical capacities 
for workers to learn the new technologies in current work or prepare workers 
for new jobs coming about because of the shift to digitalization and digital 
platforms.

3. Financial sector: The BSP goal of converting 50% of the total volume of 
retail payments into digital form and onboard at least 70% of Filipino adults 
to the financial system through the opening of a transaction account that can 
be used for a payments system.    

4. Business Sector: Businesses could be partners with government by 
providing solutions to pain points in the proposed priority areas above. During 
the COVID-19 pandemic, there were successful efforts to deliver public social 
protection assistance using financial service providers and other I(individual) 
to I(individual) platform solutions all provided by the private sector.

Conclusion and Recommendations

What is needed to ensure that the Philippines builds back better towards inclusive 
growth with innovative public sector governance? 

1. The National Government will need to strategize fiscal consolidation by 
balancing this with the need to recover the economy through both physical 
(infrastructure) and human capital investments.  

2. LGUs should contribute to economic recovery by strategically utilizing the 
adjustment in their intergovernmental fiscal transfers owing to the Mandanas 
ruling by:

•  Strengthened development planning and investment programming
•  Enhancing local revenue mobilization
•  Looking for alternative arrangements (inter-local or with the private 

sector) for providing devolved goods and services

3. Implement institutional and governance innovations that cut across the 
public sector such as investments in data and information systems and harnessing 
digitalization.
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What is needed to do this?

1. Continued innovations in the delivery of public services.
2. Innovations and institutional reforms in data and information so that 

development planning, investment programming and social protection targeting 
is easier.  Some specifics include fast tracking the implementation of:

 •  The PhilSys Law (RA 11055) and 
 •  The Free Internet Access in Public Places Act (RA10929)

3. With limited fiscal space tap the private sector in needed investments and 
encouraging this by streamlining regulatory framework to enhance governance 
of public private partnerships both at the national and local levels.

4. All these reforms require capacity building.



1 Development Budget Coordination Committee Fiscal Risks Statement 2021
2 From Republic Act No. 11639 
3 Republic Act No. 11469 or Bayanihan to Heal As One Act; and Republic Act No. 11494 or Bayanihan 

to Recover As One Act.
4 The economic definition of a public good (compared to the common perception that public goods 

are any good provided by the public sector) is a good that can be used by many persons at the same time (non-
rival) and for which a pricing mechanism cannot exclude others from consuming it (non-excludable) (Stiglitz 
and Rosengard 2015, Rosen and Gayer 2010).  An example would be a national road that all commuters can use 
once its built by government and for which those who did not pay taxes cannot be excluded from traveling 

5 This is based on the theory of aggregate demand (Mankiw 2019).
6 This includes debt servicing of P512 billion.
7 Not including debt service which is reported in the above Figure 6 but not considered as part of 

productive expenditures of government that contributes to economic growth and development.
8 The figure is based on the National Expenditure Program FY 2022, which is 1.7% more than the 

social security, welfare and employment expenditures according to the GAA FY 2022.
9 This figure is based on the National Expenditure Program FY 2022, which is less than 1.3% than 

health expenditures according to the GAA FY 2022.
10 From the Technical Notes on the 2022 Proposed National Budget
11 An externality is when the action of an economic agent unintentionally affects the welfare of another 

economic agent (Stiglitz and Rosengard 2015).  
12 From Sec. 1 of Executive Order No. 265, s. 2000
13 From Joint Memorandum Circular No. 2012-01 of DBM, DOST-ICTO, and NEDA
14 From Sec. 3 of Republic Act No. 11055
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and Management, Department of Finance Bureau of Local Government Finance and 

the Philippine Statistics Authority, various years

Annex A . Local Government Tax Revenues and Expenditures as Shares of GDP 
and National Government Tax Revenues and Expenditures

(2009-2020)

 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

LG Expenditures             
% to GDP 2.8 2.7 2.6 2.6 2.5 2.3 2.4 2.4 2.3 2.4 2.4 3.1 

% to NG 
Expenditure 24.9 26.1 26.3 22.7 20.8 24.4 23.6 23.1 20.8 22.1 23.2 21.5 

LG Revenues              
% to GDP 1.2 1.1 1.2 1.2 1.1 1.1 1.2 1.2 1.2 1.2 1.3 1.4 

% to NG 
Revenue

 9.0 8.6 8.8 10.1 7.9 8.1 8.3 8.1 8.3 8.3 8.4 9.7 

LG = Local Government; NG = National Government
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