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I.
SUMMARY OF THE REVISED STRATEGY
USAID/Philippines is pleased to present this Strategy Addendum, outlining a new program to ensure continued USAID leadership in revitalizing the Philippine economy and transforming governance to accelerate sustainable growth.  The addendum fully responds to ANE Bureau guidance (State 133166 and State 133167, dated 07/15/99) directing the Mission to base its revised strategy on an annual program budget of $30 million in DA, consisting of: $22 million for health and family planning; $4 million for global climate change; $4 million for economic growth, democracy or other discretionary activities.  In addition, the Mission was told it could expect $5 million in AERA funding in FY 2000 and $2 million in 2001.   

Responsive to changing local and international circumstances, the revised strategy fundamentally reshapes USAID development assistance in a nation that is one of the U.S. government’s most important allies and development partners.  It lays the groundwork for a more focused and consolidated program, builds carefully on USAID’s comparative advantages, and addresses the challenges of program transition, including reduced program and OE funding and staff levels.  Structurally, the strategy:

· Ensures continued USAID leadership in fostering sustainable economic growth, better population and health policies and programs, and more responsible environmental management.

· Reduces the number of SOs from the current six to four SOs by the end FY 2000 and to three by the end of FY 2001.  The reduction will be implemented by: 

1) integrating SO6 (Democracy and Governance) objectives and resources into the Mission’s other SOs; 

2)  combining SO4 (Natural Resources Management) and SO5 (Global Climate Change) into a single Environment SO; 

3) merging SO1 (Economic Growth/Mindanao) and SO2 (Economic Policy) into a single SO; and 

4) upon completion of  a feasibility study, folding SpO1 (HIV/AIDS) into SO3 (Family Planning).

· Reduces Mission staff levels with the number of USDHs declining from 16 in FY 1999 to 14 in FY 2000, and to 13 in FY 2001.  Local staff will decline over the same period consistent with normal attrition rates. 

Operationally, the new strategy:

· Assures effective consolidation and orderly phase-out of USAID’s historic efforts in Mindanao, leaving a far more robust and dynamic economic and social context for increasing peace and prosperity.

· Provides critical and comprehensive technical assistance (through the AGILE Program) during the early and middle years of the Estrada administration and during the critical period of recovery from the Asian Financial Crisis.  This will be done by: 

1) assisting efforts to reduce corruption, including measures to increase transparency and predictability in corporate and public sector governance; 

2) enhancing competition thus improving efficiency and broadening participation by enterprises; 

3) improving the quality of regulations and enhancing the capacity of regulators to design and implement policies for sustainable growth; and 

4) improving the business environment by reducing compliance costs and facilitating growth. 

· Fundamentally restructures USAID assistance in family planning, with a path-breaking transition to private provision of family planning services that will effectively reduce the Philippines’ crippling rate of population growth.

· Phases out sectoral activities in the environment in favor of integrated watershed management in a limited number of key areas to support conservation and promote food security in locales that many believe to be endowed with the world’s richest, most endangered and biologically diverse eco-systems.

· Intensifies efforts to restructure and privatize the power sector, reduce electricity costs through increased competition, reduce power sector related public debt, and stimulate economic recovery while reducing greenhouse gases.

· Transitions the Mission’s important democracy and governance objectives and activities from a “stand-alone” program with advocacy and participation as independent “ends” into an integral feature of the Mission’s entire portfolio by using best practices in advocacy and participation as critical “means” to achieve other Mission program objectives.  Thus, under the revised strategy, DG approaches and results will become long-term, fully integrated mechanisms to achieve sustainability in all SO results.

In summary, the new strategy represents a more focused and measured approach to revitalizing the Philippine economy, an approach that is solidly rooted in a sound understanding of USAID’s comparative advantage, that builds on potentials for synergy within the Mission’s portfolio and that takes advantage of opportunities for increased collaboration with the GOP and other donors.  Despite reduced funding, we believe our strategic approach will enable USAID to maintain its leadership position in the development community and continue to identify new and better ways to help our Filipino partners move the country forward.  If successful, USAID efforts will not only contribute to an improved quality of life in the Philippines, but also help to achieve many of the USAID’s most important global objectives.  Our technical cooperation partnership will thereby directly support stability and progress of one of the U.S. Government’s most trusted allies in this rapidly changing part of the world.  

The development of this new strategy owes much to the contributions of our local partners and to the continued support of the ANE Bureau and USAID/W.  Together we will work to revitalize the Philippine economy and transform governance to accelerate sustainable growth. 

II.
THE LINKING THEME OF THE REVISED STRATEGY

The June strategy submission noted that while the Philippines has come through the Asian Financial Crisis and a severe drought with limited adverse effects and is now growing again, deeply ingrained obstacles to sustainable growth remain.  The persistence and severity of these obstacles is highlighted by the fact that economic growth in the Philippines has lagged well behind most of its Asian neighbors over the past 30 years.  This applies not only to the “Asian Tigers,” but also to less advanced economies of the region.  For example, 1997 per capita income (measured in terms of purchasing power parity) in the Philippines was marginally higher than that of economically troubled Indonesia ($3,520 vs. $3,490).  However, the change in per capita income between 1975 and 1997 (measured in 1987 dollars) showed that the Philippines improved only 15% compared to Indonesia's 417%.  In East Asia, only Burma, North Korea, and the economies of Indochina have performed more poorly.

Economic growth in the Philippines has averaged 3.0% annually over the last 30 years, while population growth has averaged 2.6%.  Although remittances from overseas workers have helped to boost increases in per capita income somewhat, the rise in real income has nonetheless been very modest during the period.  Furthermore, the downside of remittances has been the loss of many of the best and brightest Filipinos to overseas jobs, which has cost the economy and society dearly.

Ironically, the Philippines has lagged economically while its democratic systems have demonstrated vibrancy and resilience.  The failure of the Philippines to more effectively capitalize on its democratic systems is the result of three deeply ingrained obstacles to growth:

· high fertility rates and consequent rapid population growth;

· profound systemic weaknesses which have allowed corruption to flourish, inhibited the development of fully competitive markets, and limited the government's capacity to raise revenue and make critically needed investments in human resources and infrastructure; and 

· the lack of technical skills, financial capacity, and political will to protect the natural environment, which, combined with the obstacles cited above, threatens basic food security and globally significant biological diversity, promises to greatly accelerate rural to urban migration over the short term, and could make large parts of the Philippines virtually uninhabitable over the long term.

High fertility has been widely recognized as a problem by the development community in the Philippines.  The significance of the latter two problems cited above, however, has not been generally recognized until recently.  This delayed recognition is, in part, a fortuitous outgrowth of the Asian Financial crisis and we believe now is the time to intensify our focus on these issues.  Therefore, we have decided to place highly focused efforts to combat and overcome these obstacles to growth at the heart of the Mission’s revised strategy.

We propose the following theme to link the individual components of the USAID/Philippines program:


Revitalizing the economy and transforming governance to accelerate sustainable growth.
Under this consolidated, more focused strategy, the Mission will capitalize on the special relationship between the United States and the Philippines, and on USAID's comparative advantages in: promoting competition and transparency, combating corruption and cronyism, using systematic (rather than opportunistic) approaches to donor coordination and collaboration, encouraging environmentally sustainable development and employing market-based mechanisms to promote family planning and reforms in health services delivery.

III.
THE REVISED MISSION PROGRAM FY 2000-2004
USAID/Philippines intends to maintain its core institutional capacities in economic growth, environment, health, and democracy while focusing this capacity more narrowly on the obstacles to sustainable growth identified above.  In particular, two elements of USAID's existing program will not fit into the longer-term scenario: the stand-alone democratization program, and the area-development program on the island of Mindanao.

The Philippines has already achieved a greater degree of democratization than many other developing countries, and USAID democracy professionals consider the Philippines to be one of the Agency’s success stories.  Rather than reaching for even higher goals in stand-alone democracy programs, the Mission proposes to capitalize on its long experience and expertise in local governance and citizen participation in the Philippines by integrating the best practices in these areas to ensure sustainability of successful interventions in our economics, health, environment/energy sectors.

USAID/Philippines' economic development area program in Mindanao has been a model of achievement in an environment of both great poverty and civil strife.  Our GEM project in particular has received worldwide attention over the years.  Mindanao continues to be the Philippines' poorest region.  Transitional problems for the MNLF's ex-combatants, and potentially for the MILF's ex-combatants should a peace arrangement be reached, require continued attention from the GOP.  However, the reduced level of resources available to maintain such a comprehensive program to stimulate economic development and peaceful transition in Mindanao demands a more targeted, less comprehensive approach that will rely more on partnerships with other donors.

Nonetheless, by 2001, USAID assistance will have built a substantial and sustainable business environment in Mindanao, which will continue to succeed in attracting investor interest and donor support.  Furthermore, the Mission's national economic policy dialogue will continue to emphasize the infrastructure and trade issues of most importance to Mindanao's economy.  This will be the most cost-effective way to support continued economic development on the island of Mindanao.  Similarly, health reforms and environment and energy policy changes should achieve direct and sustained impacts on the quality of  life of the island’s population.

The sections below describe the specific steps being taken to revise the USAID/Philippines Country Strategic Plan.  This discussion is followed by an analysis of planned corresponding changes in the Mission’s management structure, program budget, operating expense budget, and staffing pattern.

III.A.
SO1: “Accelerate the Economic Transformation of Mindanao.”
USAID's activities under SO1 have been very successful, both in terms of actual results coming from the activities, and perhaps more importantly, in terms of encouraging the GOP and other donors to substantially increase the level of resources devoted to Mindanao.  While USAID ranks only seventh among donors in the amount of resources being invested in Mindanao, the GOP regularly cites USAID as its "chief partner in the development of Mindanao."

As a result of USAID's involvement in Mindanao, many new opportunities for sustained economic progress exist.  Investment in the island is increasing, new employment opportunities are being created, the infrastructure base is being improved, and government policies that affect prospects for continuing economic growth are becoming more favorable.  While there have been some setbacks because of the Asian Financial Crisis and El Nino-associated drought and crop failures, Mindanao is clearly on the path to becoming one of the more productive areas of the country, and an area where the benefits of economic progress are widely shared.

Despite having less resources than anticipated, the Mission expects to make substantial progress toward achievement of the SO by its completion date of September 2001.  However, reduced resources will limit the USAID-supported "spread" of some major activities.  For example, the Microenterprise Access to Banking Services in Mindanao Program (MABS-M) will help only 30-40 rural banks develop the capacity to profitably service microenterprises rather than the 60-100 banks originally planned.  Similarly, the number of targeted beneficiaries from the Emergency Livelihood Assistance Program (ELAP) will be reduced from 16,000 to 11,000.  

With reduced resources, USAID will rely more heavily on other donors and on private sector counterparts to replicate or expand certain SO activities.  In addition, core GEM activities will be concentrated in geographic areas and sectors where development payoffs have been greatest. 

In situations where the continuation of SO1 activities is crucial, ongoing efforts to ensure sustainability will be intensified.  For GEM, this principally means intensifying work on the Business Support Organization (BSO) Strengthening Program.  GEM-assisted BSOs will take on several key functions GEM has been carrying out, including policy analysis and advocacy, investment promotion, and technical outreach.  

For the MABS-M Program, the Rural Bankers Association of the Philippines (RBAP) will be given major responsibility for helping rural banks develop the capability to profitably service microenterprises. Under ELAP, new commitments from IFAD and the British Government to fund ELAP production inputs (while USAID continues to provide training, technical support and marketing support) will partially offset the reduction in the size of that program.  In addition, with assistance from OTI’s SWIFT program, the Mission is facilitating greater linkages between Mindanao National Liberation Front (MNLF) communities and the Department of Agriculture, the Department of Agrarian Reform, and local government units (LGUs).  This will result in substantially increased levels of government services to these communities.  The Mission expects the following will be achieved by the SO completion date: 

· Mindanao will regularly receive its “fair share” of public investment; 

· the island will have a highway network that links virtually the entire island, air connections between major cities, and acceptable and growing telephone density; 

· at least 25% of the rural banks on Mindanao will offer microenterprise services as a permanent and significant part of their portfolio; 

· production of at least five "non-traditional" crops or products (e.g., potatoes, peanuts, vegetables, tilapia, and mangrove crabs) will be solidly established with several thousand farmers producing these crops and planting of lucrative "traditional" crops (e.g., mangoes, and coffee) will at least double; 

· at least 40% of former MNLF combatants will be making a reasonable living as farmers; 6) at least 10 key "business support organizations” will be effectively functioning and providing needed services to their clients/members, while also functioning as capable advocates for Mindanao's continued economic progress; and 7) national government policies will be generally favorable and supportive of sustainable economic growth in Mindanao. 

Integration of Democracy Approaches.  With the planned phase-out of SO1 at the end of FY 2001, the integration of democracy advocacy and participation mechanisms will focus primarily on the policy component of SO1.  SO1 will develop more effective mechanisms to advocate for the economically and environmentally sound development of Mindanao on the national stage.  In addition, efforts will be made to strengthen business and NGO organizations in Mindanao that are capable of promoting policy changes to accelerate the pace of sustainable development.

Merger of SO1 and SO2.  Responsibility for the management of SO1 and SO2 is being consolidated under a single USDH.  All SO1 field activities will be completed by the end of FY 2001.  However, the Mission will begin to integrate the policy component of SO1 into SO2 at the end of FY 2000.  

III.B.
SO2: “A More Stable and Competitive Economy.”
Within Southeast Asia, the Philippines stands out as a special U.S. partner that is mid-way in its economic transition.  After a generation of lagging behind its newly industrializing neighbors, the Philippines achieved political and economic stability in the early 1990s.  Policy makers, businessmen and ordinary citizens began to see dramatic demonstrations of the benefits of openness to international trade and increased domestic competition.  Examples include: 

· assembled electronic products, which were not exported at all before the 1990s, grew to 60% of gross exports by the end of the decade, making the Philippines a leader in the region; 

· electrical power generation was opened to private investment, rapidly eliminating a crippling electricity shortage; 

· telephone service was opened to competition, leading to a ten-fold increase in phone lines; and 

· poverty fell by approximately 1% of the population per year between 1985 and 1997, implying that shortly after 2010 the Philippines’ poverty rate could be reduced to the same level as achieved by Indonesia in the mid-1990s. 

The 1997-98 Asian Financial Crisis and the El Nino drought, however, brought about a pause in Philippine growth.  The transition to a new GOP Administration that occurred during this pause was the occasion for a reexamining the benefits of  liberalization during the 1990s.  While economic progress has slackened, the Philippines has not reversed its course.  Despite its high rate of poverty, it stands as a positive example amid the doubts and problems that characterize its ASEAN neighbors such as Malaysia, Indonesia, and Thailand.  Furthermore, the Philippines is poised to resume growth through increased liberalization and improved economic governance. 

USAID’s ongoing economic policy program is closely integrated into the USG’s multi-agency effort within the U.S. Embassy.  Working closely with Philippines beneficiaries as well as with USG partners, USAID’s economic policy program furthers objectives identified by State, USTR, ExIm, FCS (Commerce), USDA, Treasury, IRS, and the U.S. Customs Service.  Core U.S. interests in the Philippines, which grow out of exceptionally strong trade and historical ties with the United States, are addressed by USAID’s SO2 policy program.  These include poverty reduction, an open environment for trade and investment, and financial stability.  As both a USG agency and a donor, only USAID can play this role.  USAID brings to the USG effort the special dimension of partnership with Filipino counterparts in the GOP and the private sector.

USAID continues, despite its modest size, to be preeminent among donors in effectively managing programs in the field.  This capacity is utilized by USAID’s partners among other USG agencies, including agencies that have personnel at the Embassy, because no other agency at post has USAID’s program management capacity.  For example, the Philippines’ efforts to implement WTO commitments are also bilateral, U.S.-Philippine concerns.  USTR and State can signal their concerns, but only USAID can manage sustained support to the Philippine side.

USAID’s program management capacities also provide USAID with a special role vis-à-vis the multilateral donors including the IMF, the World Bank, and the ADB.  To give three examples: 1) the IMF, through the GOP’s Department of Finance and Bureau of Internal Revenue (BIR) asked USAID to finance a workshop on tax administration for IMF and BIR staff; 2) the World Bank has called on resident USAID advisors to assist in programming and managing World Bank technical assistance funds in retirement pensions and bank supervision; and 3) the ADB has called on USAID to finance research on grain-markets reform in an effort to support development of policy-based loan from the ADB.

In short, the technical and management strengths of the SO2 team constitute a unique resource.  This resource is not just drawn upon by the many Philippine institutions that are the recipients of assistance, but by USG and international partners as well.

Promoting Transparent Procurement through Technical Assistance and Advocacy

The Asian Financial Crisis highlighted the need for greater transparency and cost-efficiency in public procurement.  Abuse of the public procurement system is among the hottest political topics in the Philippines, and the need for systematic reform is widely recognized.  Under SO2, streamlined and competitive procurement guidelines and corollary legislative changes are being developed.  Recognizing the political and institutional roadblocks that could thwart these proposed reforms, the Mission has cultivated NGO partners taking an interest in this area, such as Transparency International's local chapter and local business organizations.  Under AERA, the Mission is supporting these NGOs as they advocate for credible reform in concert with our technical assistance.  

Planned Changes to SO2 in the New Strategy Period.  SO2 will continue its high priority economic-policy assistance program through 2001, i.e., through the critical early and middle years of the Estrada Administration and the recovery from the Asian Financial Crisis.  This program is fully funded at present, and its implementation will proceed to the extent that these funds continue to be available.

However, in response to the lessons of the Asian Financial Crisis, the Mission needs to strengthen and deepen SO2 activities, particularly in improving economic governance, promoting transparency and combating corruption.  Two approaches will be followed.  First, the program will intensify existing governance activities dealing with financial market regulatory reform, combating corruption (including a major emphasis on procurement reform, adjudication of property and contract related disputes) and greater transparency and efficiency in the operation of local government.  Second, over the course of FY 2000 the economic governance elements of the Mission’s democracy portfolio will be integrated over the course of FY 2000 into the economic governance portfolio within SO2.  In addition, SO2 will take on responsibility for managing the completion of Mission's Governance and Local Democracy (GOLD) project in early FY 2001.

This new integrated structure will be slimmed down by the end of FY 2001, primarily by cutting back program elements that support institutional strengthening for policy implementation.  This approach will permit USAID to continue to assist the Philippines in areas like policy design, legislative drafting, advocacy, and regulatory design.  

The injection of $2 million in FY 2002, $3 million in FY 2003 and $3 million in 2004 will permit the Mission to continue assistance through the beginning of the next presidential administration (which takes office in 2004) in the following areas: 1) infrastructure privatization and regulation policy; 2) agricultural and land policy; 3) anti-corruption and pro-competition policy; 4) international trade and investment policy; 5) capital-market privatization and regulation; and 6) commercial law reform.

USAID will also sustain the flexible, responsive delivery mechanisms it has developed as a result of reengineering.  These mechanisms allow the economic policy program to respond to high priority requests, reallocate, shrink, and grow, with a minimum of bureaucratic red tape.  

However, the planned funding levels for FY 2002-2004 represent a reduction from the current program, and as a result, the economic-policy program will not be able to provide some types of  institutional assistance that have been productive in the past and that could be considered with higher funding levels.  Examples of the types of assistance that are affected by the new funding levels are: 1) the amount of funding for grants to progressive business organizations such as the Philippine Exporters Confederation (PhilExport, for trade liberalization) and the Financial Executives Association (FINEX, for capital-market development); 2) long-term technical assistance teams, such as the team from the U.S. Internal Revenue Service that USAID formerly financed for the Bureau of Internal Revenue; and 3) organizational, training, and computer systems assistance of the type previously furnished to the Securities and Exchange Commission and the Bureau of the Treasury.  However, USAID will remain available to provide analytical and policy assistance in these areas.  Policy assistance, along with institution-strengthening assistance from other donors, will help ensure that past achievements are sustained.  

By the end of the strategy period in FY 2004, SO2 expects to achieve the following: 

· passage of economic reform legislation in areas such taxation in the financial sector, local government finance, pensions, stock exchange regulation, trade policies, inter-island shipping, public procurement, and corporate governance;

· strengthening economic governance in key government institutions including the Bureau of Internal Revenue, the Department of Budget and Management, the Central Bank, the Securities and Exchange Commission, the Department of Finance, and the Department of Agriculture; 

· improved and more transparent fiscal management, specifically in customs administration, tax administration, budgeting, management of debt and contingent liabilities, government procurement, and local government finance; 

· rationalized financial-sector regulation and deepened capital markets, specifically in banking, equity markets, long-term savings institutions, and social lending programs; and 

· reformed regulation, liberalization, market-friendly management, and increased private participation in an expanding number of sectors, including telecommunications and information technology, financial services, transportation services (air, sea, and land), road maintenance, water and sewerage, energy, agriculture and food security.

Integration of Democracy Activities.  SO2 will take over responsibility for achieving SO6’s IR3: "More transparent, accountable and responsive government institutions."  Existing efforts will be redirected to achieve the goal of SO2’s IR3: "Economic governance improved.”  In doing so it will take advantage and upon the skills possessed by the DG team in advocacy and local governance.  In addition, SO2 will take over responsibility for managing SO6's Governance and Local Democracy (GOLD) project until its completion in early FY 2001.  A number of SO6 staff members will be transferred from SO6 to work on these activities. 

III.C.
SO3: “Reduced Fertility and Improved Mother and Child Health” and  SpO1


“Threat of HIV/AIDS and Other Selected Infectious Diseases Reduced.”
USAID is the predominant donor in the population sector in the Philippines, taking a commanding and respected leadership role in the supply of contraceptives and the promotion and delivery of family planning services.  Population growth still represents a significant problem in the Philippines, and at present rates, the country’s population will double within thirty years.  Unless this rapid growth rate is checked, progress in revitalizing the economy will necessarily be limited.  Similarly, rapid population growth promises to place the Philippines already fragile environment under growing pressure.

A healthy labor force is also a precondition for sustained economic growth, and USAID has displayed authoritative and innovative leadership in improving maternal and child health and preventing the spread of HIV/AIDS.  Unlike Thailand and Cambodia, the Philippines has not experienced an HIV/AIDS epidemic.  The national prevention and control program, for which USAID is the primary donor, is a major factor accounting for this situation.  USAID, through its new infectious diseases program, is poised to play a similar role in preventing and controlling tuberculosis, dengue fever, and malaria. 

Experience has shown that the public sector health service delivery model has not produced the desired results, and for that reason, the focus of USAID’s population program over the next five years will be on building the capacity of the private sector and local governments to deliver family planning and health services.  USAID has  helped establish the FriendlyCare Foundation Inc. (FCFI), a private-sector foundation that will provide financially sustainable, demand-driven family planning and health services to lower-middle and middle-income groups.  

USAID’s public-sector population and health activities have been redirected toward the poorest sector of the population and will concentrate on service delivery at the local level.  Building upon a Department of Health (DOH) reform initiative, SO3 will also focus on developing models for district health administration, the local procurement and distribution of drugs, and an expanded social insurance system.  SpO1 will focus on surveillance and education activities at the local level for the prevention and control of HIV/AIDS and infectious diseases.  A more detailed discussion of  USAID’s planned activities under SO3 and SpO1 during the strategy period follows.

Strategic Objective 3.  SO3 has two principal components: 1) the effort to foster the development and insure the sustainability of the FriendlyCare Foundation, Inc. (FCFI); and 2) the redirection and implementation of the Local Government Performance Program and implementation of the Department of Health Reform Initiative.  

The FriendlyCare Foundation, Inc.  Two-thirds of Filipinos who use public-sector family planning and mother and child health (MCH) services are willing and able to pay for those services.  However, most use free government services because private sector services at full market price are simply too expensive for them and other, more reasonably priced services are not available.  In August 1999, to reach the 70% of Filipinos who can afford to pay nominal prices, USAID awarded a start-up grant to FriendlyCare Foundation, Inc., a non-profit organization that will supply family planning and family health products and services to this large and important market segment.  Modeled after PROFAMILIA in Colombia, FCFI takes a business-oriented, demand-driven approach to meet family planning and primary health requirements of Filipinos.  It will establish Area Service Centers that offer a full range of “branded” family planning, reproductive health, and primary health products and services.  FCFI will affiliate with NGOs and private sector physicians, nurses and midwives.  Community family planning and health workers will serve as referral agents to the affiliated facilities.  The entire FCFI network will be promoted through aggressive marketing and communications campaigns.  Although FCFI is a wholly private-sector organization, both the Department of Health and the National Economic Development Authority strongly endorse its approach and objectives.  

It is anticipated that FriendlyCare will become fully operational within five years.  To that end, FCFI will establish 16 comprehensive Area Service Centers and 300-400 affiliated or franchised clinics of private physicians, nurses and midwives nationwide by the end of FY 2004.  USAID’s technical assistance and financial backing is essential to help ensure FCFI’s success.  Nonetheless, to encourage self-sufficiency, USAID’s financial support of FCFI will wane over the course of the five years as the organization begins to cover its own operating expenses and attract long-term financial support from local and international organizations. 

Once FCFI proves its institutional and financial viability, USAID will explore the feasibility of establishing an endowment for the organization –  much like USAID helped establish an endowment for PROFAMILIA in Colombia.  An endowment will provide FCFI with a steady and assured source of resources without the need for direct USAID grants.  Given the experience of PROFAMILIA and other private-sector organizations providing subsidized family planning and family health care, USAID may need to provide FriendlyCare with limited technical assistance and contraceptive supplies through 2010.  An initial assessment of FCFI’s viability will take place in FY 2002.  

The Local Government Performance Program and the Health Reform Initiative.  With the establishment of FCFI, the public sector family planning and MCH program will focus on low-income Filipinos (specifically, the poorest 30%).  USAID assistance will seek to maximize the effectiveness of existing public sector activities by redirecting technical assistance and grants provided under the existing Local Government Performance Program (LPP) from the provincial level to municipalities where family planning and health services are planned, managed, and funded.  LPP has started to implement a municipality-based “Matching Grants Program” (MGP) with counterpart contributions from the municipalities.  By 2004, all 67 municipalities with over 100,000 population will receive MGP assistance.   

USAID is supporting the DOH’s Health Reform Initiative by developing models of social health insurance, district health administration, and drug distribution and procurement.  The Department will then use these models for nationwide rollout.  These reform activities are vital if the Philippines is to possess a high quality and sustainable public health system.    

USAID will support LPP and the Health Reform Initiative through FY 2004, with the DOH and local governments progressively shouldering program costs.  By FY 2004, it is anticipated that 60-70% of the local governments will shoulder the full cost of their programs.  During FY 2003, USAID will conduct an external assessment of the LPP to ascertain if an extension is needed to assist the 30-40% of the remaining local government units to reach self-sufficiency.  

Special Objective 1.  USAID will continue its highly successful HIV/AIDS surveillance and education activities among high-risk behavior populations in eight large cities.  To date, HIV infection among these populations has remained below 3%, indicating a rate of far less than 1% among the general population.  

USAID will also work with the DOH to establish surveillance and community mobilization systems covering three infectious diseases: tuberculosis, dengue fever, and malaria.  This assistance will be provided by the U.S. Centers for Disease Control (CDC).  Tuberculosis, including multi-drug resistant strains of the disease, is growing rapidly and the Philippines already has one of the highest prevalence rates of tuberculosis in the world.  Dengue cases have risen rapidly during recent years and now represent a major health threat, particularly to children.  Malaria is also resurgent in certain areas of the country.  The DOH is in the process of establishing its own CDC type of organization, the Philippines Institute of Health and Development (PIHD) and USAID’s funding will end as PIHD becomes fully operational.

By 2002, the eight participating cities will fund HIV/AIDS surveillance and education activities and the HIV/AIDS surveillance will be merged into the wider infectious diseases surveillance system.  At this point, USAID funding and technical will cease and UNAIDS will assume these functions.  USAID will also encourage the Government of Japan to supply drugs, medical and laboratory equipment, and other supporting equipment to complement USAID’s technical assistance for HIV/AIDS and infectious disease activities.  All infectious disease surveillance sites will be established and functioning by 2002.  USAID will conduct an assessment of its infectious disease activities in 2003 that will make recommendations about future funding.   

Integration of Democracy Activities.  The SO3-SpO1 Team will develop the capacity of LGUs to support the effective and efficient delivery of primary health care services, including services to prevent and control the transmission of HIV/AIDS and selected infectious diseases.  Collaborative health and democracy efforts will take place in the four-five model LGUs identified for the Department of Health reform and also the city sites already established for HIV/AIDS and infectious disease prevention and control.  Objectives are as follows:

· strengthen community participation in the decision-making for health priorities and resource allocation, thereby promoting the sustainability of local health care programs;

· increase the flow of health information and data to local government officials to inform their decision-making;

· improve communications between local government officials and constituents on health issues; and

· promote public sector-private sector partnerships in the delivery of health services.

SO3 and SpO1 colleagues will work with their GOLD and LPP counterparts to use methodologies, such as Technologies of Participation and Rapid Field Assessments, to achieve these objectives.  They will provide assistance to government leagues, local chief executives, local development and health boards, and special forums to promote policy dialogue and empirically-based plans, activities, and budgets that support demand-driven health priorities and needs.  The progress of these initiatives will be tracked through health delivery indicators (e.g. percent increase in LGU expenditures for primary health care services) and governance indicators (e.g. the establishment of local forums to prioritize health needs).  As progress is made, the results will be disseminated through periodic national-level meetings of government leagues.

Merger of SO3 and SpO1.  The reorganization of the Department of Health through PIHD calls for the establishment of a new Institute of Disease Prevention and a new Institute for Family Health and Primary Care.  Once these institutes have been established and are functional, we will conduct an in-house assessment about the feasibility of merging SO3 and SpO1.  This assessment will occur in 2001.

III.D.
Consolidation of SO4: “Enhanced Management of Renewable Natural Resources” and  SO5: “Reduced Emissions of Greenhouse Gases.”
USAID is the lead donor working in the environment in the Philippines, most responsible for developing powerful new policies and models that have changed the lives of millions of Filipinos and the way the Philippines manages its biodiversity and resource base.  GOP counterparts have stated publicly that they look to USAID to “open the doors for the DENR [Department of Environment and Natural Resources] and other donors to follow.”  Despite declining resources  USAID maintains its powerful ability to effect change.  This is because USAID has a unique comparative advantage in promoting innovation and experimentation, and in encouraging the GOP and other donors to support dissemination of new and better models to protect the environment, promote food security, and revitalize the economy.

The New SO: “Environmental Resource Management Improved.”  The Environment Team plans to combine SO4 and SO5 in FY 2000 to enhance achievement of SO objectives.  This makes sense both operationally (the two SO teams share office space and support personnel) and substantively, as global climate change is directly affected by the management of the country’s forests, coastal areas, and industrial sector.  Global climate change is also believed to increase the frequency of weather extremes (El Nino and La Nina) and coral die-off (through coral bleaching), and its links to food security are therefore of real concern in the Philippines.  This suggests good potential for development of more mass-based advocacy for global climate change mitigation efforts.  At the same time the Philippines has literally millions of dollars set aside in an almost untapped watershed management fund, acquired through means of a one centavo surcharge on each kilowatt-hour of electricity consumed.  Integration of SO4 and SO5 could lead to concrete actions to help access those funds and enhance both watershed management and the production of renewable energy.

Perhaps the most important reason for combining these SOs is to encourage the GOP to seriously focus on the relationships between forestry and GCC.  The USG is most anxious to have G-77 countries like the Philippines include forestry/carbon sink options under the Clean Development Mechanism, and real integration of these two SOs would provide an excellent and continuing venue for such discussions.  It would also help raise the visibility of the DENR on the Philippines' Inter-Agency Climate Change Committee (the body that defines GOP positions on all GCC issues),  providing greater and badly needed weight to technical issues, thereby balancing and complementing the more political perspectives of the Philippines Department of Foreign Affairs.  This could help reshape the Philippines' approach to these contentious issues and potentially provide a model for other G-77 countries.

Similarly, SO5’s technical assistance for energy efficiency and cleaner fuels meshes well with SO4’s industrial environmental management systems (EMS) program.  SO5 activities to increase livelihood opportunities and spur economic growth through renewable energies are another fertile field for coordination.  In fact, USAID-supported collaborative activities between the Philippine Department of Energy (PDOE), the lead GOP entity for SO5, and the Philippine Department of Environment and Natural Resources, the lead GOP entity for SO4, are already underway.  Thus, merging SO4 and SO5 makes sense, as both focus on “improving resource management.”  The new SO will have two IRs: 1) biodiversity conserved in selected critical watersheds; and 2) reduced growth in greenhouse gas emissions.  Structuring the new SO with two distinct IRs should enable the Mission and USAID/W to carry out appropriate and effective performance monitoring and continue to track all our approved indicators for the SO5 program.  It would also allow us to quickly disaggregate, as necessary, our obligations for GCC activities.  Both solidly reflect global USG priorities for the environment, as well as top environmental priorities in the U.S. Embassy Mission Performance Plan.

SO4’s programs for community-based forestry and coastal resources management are conspicuous examples of USAID’s leadership in the Philippines,  and are areas where the GOP and other donors, such as the World Bank and the Japanese, have followed.  USAID is graduating  its community-based forestry program at the end of FY 1999.  This effort has been institutionalized in the DENR and last year government placed roughly twice as much forest land (more than 1 million hectares) under community based forest management agreements on its own as it has with direct USAID assistance.

The GOP has asked USAID to build on its knowledge and experience to develop the policies and tools needed for integrated watershed management (IWM), perhaps the country’s highest priority for biodiversity conservation and more responsible resource management.  This represents a natural and incremental evolution of USAID’s program, and will build directly on our existing bilateral management structures.  It will also bring greater substantive and geographic focus as we phase out of sectoral activities during the strategy period (including Coastal Resources Management, Industrial Initiatives for a Sustainable Environment, and our Environment and Natural Resources Accounting activities) and concentrate on integrating our activities in a limited number of critical watersheds.  Planned activities are reviewed below.

The New IR1: “Biodiversity Conserved in Selected Critical Watersheds.”  Recent research indicates that the Philippines has more biodiversity per unit area than any other country on earth, and leading international NGOs argue that it is perhaps the world’s most urgent conservation priority.  This biodiversity (e.g. coral reefs, forested watersheds) also provides the foundations of rural food security, and conservation, because of  high population densities, must be seen in the context of rural economic activity.  Integrated watershed management is therefore an essential component of the country’s conservation efforts and no other donor is engaged effectively in this area.  USAID’s efforts will result in measurable increases in biodiversity through expanded forest cover, improved efficiency of water use, and increased fish catch and coral reef cover.  Specific numerical targets will be developed in collaboration with USAID/W during the design of the activity in FY 2000.

Institutionalization of IWM will be achieved by focusing the Mission’s existing biodiversity conservation efforts on IWM, and by: 1) supporting appropriate policy change, including development of market-based instruments for more efficient resource use; 2) institutionalizing natural resources accounting and cost-benefits analysis as decision-making tools at the watershed level by incorporating lessons learned from our Environment and Natural Resources Accounting Program; and 3) developing an independent “environmental broker” function to mediate between stakeholder groups during conflicts over watershed resources, thereby helping LGUs optimally allocate resources.  Three watersheds will be selected for integrated action, based on criteria that includes: high biodiversity value; high economic value; opportunities to deliberately build on other successful USAID activities, including current activities being undertaken by other Mission SOs;  presence of progressive LGUs and other local players (here benefiting from our new SO6 resources); opportunities to leverage local government unit and other donor funding to support sustainability; and serious (but not imminent) potential for resource use conflict.

While this will be path-breaking development work, almost all the mechanisms needed to accomplish it are in place and no new funds are required for FY 2000.  However, $5 million in new funding will be needed through FY 2004 to achieve these results and maintain USAID’s development leadership in the environment.  New tools will be ready by FY 2002 and national policy change will be achieved by FY 2004, laying the groundwork for nationwide implementation and sustainability.  

Thanks to technical assistance provided by USAID, the GOP has recently expressed interest negotiating with the U.S. Treasury to develop a Tropical Forestry Conservation Act program.  This would constitute a powerful compliment to our IWM activities, improving biodiversity conservation and, though the debt-relief provisions of the Act, would also support the country’s transition to sustainable economic growth.  

The Mission will also complete its successful Coastal Resources Management program during the strategy period.  The Philippines shares the world’s richest marine biological diversity (dubbed the “coral triangle”) and thanks to USAID, the DENR and the country’s most senior policy makers (including President Estrada) are now focusing far greater attention on marine resource management.  This issue is also becoming increasingly visible in a regional security context, and has led to recent tensions between the Philippines and both Malaysia and China over the management of migratory marine species.  The local institutional context is still in great flux however, and USAID’s transitional support will be critical to consolidate gains and increase understanding at the international, national and local levels.

All implementing mechanisms and most funding needed to accomplish this are in place, although $1 million in new funding will be needed through FY 2002 to: 1) establish nationwide adoption of Coastal Zone Resource Program (CRMP) best practices and achieve the goal of placing 3,000 kilometers of coastline (equivalent to almost twice the coastline of California) under improved management; 2) increase support from other donors for CRMP activities; and 3) better document the program’s growing impacts on biodiversity conservation and food security. Significant resources from the ADB, the World Bank and Japan are already being leveraged to disseminate USAID-supported CRMP models, thus insuring sustainability.  This activity will graduate by FY 2002.

Similarly, the Mission’s efforts to institutionalize industrial environmental management systems (EMS) and voluntary compliance will be consolidated and made sustainable by FY 2002.  Local newspapers report almost daily on the costs of industrial pollution on human health and biodiversity.  USAID’s approach is to promote voluntary compliance with industrial environmental standards, a critical and more cost-effective complement to the GOP’s “command-and-control” techniques.  The EMS certification and implementation process must be affordable and adaptable to the Philippine situation to encourage better environmental performance from small and medium industries.  The Mission’s strategic and sustained in-country effort will institutionalize the new approach.  USAID is uniquely positioned to bring this activity to a successful conclusion given its close association with the key players (e.g., the Department of Environment and Natural Resources,  the Department of Trade and Industry, and NGOs); it high credibility with the business community; and its ability to develop linkages with CRMP and US-AEP activities.  Once institutionalized, and with 400 factories reducing pollution levels by at least 20% , the Mission will cease support in this area, as these efforts will be sustained by the private sector.

Implementing mechanisms needed to complete this on-going program are already in place, although approximately $1 million in additional funding will be required through FY 2002 when this activity will end.  The proposed funding level is less than planned.  While this will require reducing the target number of businesses with ISO 14000 certification from 200 to 100, the Environment team is convinced that the primary objective, the institutionalization of EMS and voluntary compliance, can still be achieved with this level of support.

The New IR2:  “Reduced Growth of Greenhouse Gas Emissions.”  The SO5 team has played a leadership role in reshaping the Philippines’ approach to global climate change (GCC).  USAID’s comparative advantage in GCC continues to be its ability to provide leadership and innovation in developing, promoting and implementing “win/win” solutions to reducing greenhouse gases.  USAID is looked to as a key source of expert technical assistance not only by the GOP, but also by the ADB (USAID is helping to coordinate its $300 million power sector loan) and World Bank (which is increasingly interested in our experiences with renewable energy).  Both multilateral banks have large loan portfolios, but few resources to develop new models for programming loan funds.  USAID has also established an effective network that provides excellent access to key decision-makers of all stakeholder groups.

USAID efforts have helped the Philippine Department of Energy recognize that promoting clean fuels, energy efficiency and an improved policy environment will enhance quality of  life through better economic performance, increase global competitiveness, and support a cleaner, more productive environment.  However, the steps necessary to promote positive action on global climate change continue to be contentious, and USAID will need to work steadily to enhance awareness and foster change among key stakeholder groups.  

USAID will pursue two major milestones in support of improved energy sector performance, and proposes a third (should continued GCC resources be made available), aimed at reducing GCC emissions from the transport sector.  Achievement of these milestones will require approximately $16 million through FY 2004, with $12 million anticipated through FY 2002 (as per the guidance from State 133166 and 133167).

· Milestone 1: Passage and implementation of legislation and policy framework supportive of power sector restructuring, energy efficiency and clean fuels.  The Philippine power sector needs major reform, and building the support and political will needed to pass necessary laws will require time and careful stakeholder management.  Accordingly, USAID has decided to bolster its support for policy change and power sector restructuring, and will shift additional resources to this area.  USAID is supporting passage of the Omnibus Power Bill to restructure and privatize the sector, taking the lead with the PDOE,  while SO2’s AGILE is working on the broader issues of privatization with the Department of Finance.  Power sector restructuring is critical to enhance efficiency and reduce environmentally harmful waste, and will lead to lower energy prices thereby supporting revitalization of the economy.  SO5 is also supporting development of a Renewable Energy Bill to encourage widespread use of these clean technologies.  Related policy work is supporting development of the natural gas sector (natural gas emits only half as much carbon as coal). 

· Milestone 2: Renewable Energy Established in Rural Areas.  Expanding use of renewable energy is a top priority for the GOP, as President Estrada has pledged to bring electricity to 90% of the country’s 42,000 barangays as a key element of  national economic development.  Most unserved areas are far from the national grid, and renewables can be the best option from both an environmental and economic perspective.  Inappropriate policies, as well as market and technical risks, have made private investors extremely cautious in investing in renewable energy.  Nevertheless, the only way renewables and their environmental benefits can become firmly established in the Philippines is with active private sector participation.  USAID has initiated technical analysis, assistance and training to help overcome these barriers, although more work is needed.  On-going collaboration with the World Bank will also play an important role in informing development of a renewable energy loan program (anticipated for FY 2001).  Coordination with the UNDP, Land Bank and Development Bank  is also occurring.

· Milestone 3 (proposed): USAID intends to graduate part of its energy sector activities by the end of the strategy period.  If, however, the Mission continues to receive earmarked funds for green house gas reduction it will take on the challenge of reducing the Philippine transportation sector’s contribution to global climate change.  Recent analysis indicates that the Philippine transportation sector now produces as much atmospheric carbon as the power sector.  Furthermore,  this issue is directly associated with the deteriorating quality of life in urban areas.  Fortunately, the GOP and ADB have recently signed an agreement to implement the $300 million Metropolitan Manila Air Quality Improvement Program, although the loan provides only limited funding for policy formulation, information dissemination, and alternative fuel development. The GOP has a demonstration vehicle using compressed natural gas (CNG) that is being tested for potential use in government fleets.  USAID could accelerate adoption of alternate fuels like CNG by providing TA to identify the sources of alternate fuels,  necessary infrastructure and potential end-users in the Metro Manila area.  These are all areas where USAID would have much to offer, including on-going work with improved policies and legislation, capacity building  and information dissemination through the Global Climate Change Center.  Given the timing of the ADB loan and the substantial associated capital improvements that will be needed, significant USAID work in the mobile emissions would not begin before FY 2001.  USAID’ assistance would be targeted to support improved policies (e.g. market-based instruments) and encourage the use of alternative GCC-friendly fuels, It is anticipated that this new activity would be completed and achieved by FY 2004.

To help complete and institutionalize the Mission’s efforts to enhance energy efficiency, USAID is playing a leadership role in organizing a “Green Establishments Association” to  promote use of energy efficient designs (including retrofits) in commercial and public buildings.  These will provide models for use nationwide, thus improving economic performance while reducing GHGs.  The Green Establishment Association will be fully operational by FY 2002 when USAID assistance in this area will end.  

Integration of Democracy Activities.  SO6 advocacy and participation capacities and skills will also be utilized in a variety of other ways.  These capacities will be woven into the SO's coastal zone and watershed management and biodiversity conservation activities in an effort to enhance activity sustainability, improve communications, change policies and resolve disputes in the areas where the SO team is working.  In the case of  industrial pollution activities, SO6 advocacy and participation capacities will be drawn upon to strengthen linkages and resource sharing between those involved in efforts to clean up industrial pollution (i.e., "brown" sector) and those involved in the "green" and "blue" sectors of the environmental movement in the Philippines. 

Champions of Change

The Mission's Democracy, Energy and Economic Growth teams have recently collaboratively developed a public information strategy that will foster a political environment conducive to the passage of a landmark bill to restructure and privatize the power sector.  Champions of Change in the NGO community, representing consumers, the biggest and most important stakeholder in the new bill, will receive technical training on substantive issues in the legislation.  It is anticipated that the Champions of Change will take the lead in advocating the passage of this complex yet crucial bill that promises to promote economic growth and enhance the environment and well being of the Filipino people.  The Champions of Change activity will  ensure transparency in the drafting of the bill and implementation of its provisions, thus resulting in a competitive and efficient market that encourages new investment.

III.E
Integration of SO6 Democracy Skills into the Mission’s Other SOs.
The Philippines is one of  USAID’s democracy success stories and USAID professionals believe now is the time to shift from supporting advocacy and participation activities as “end” to one that integrates these activities as a “means” across the entire Mission portfolio.  Activities, approaches, and skills formerly employed to achieve SO6 will be integrated into the economic growth, environmental management, and health/population SOs.  A reduced set of residual activities not directly transferred to the remaining SOs or other donors will be managed by the Mission’s program office until their respective end dates in 2000 and 2001.

The Mission intends to move proactively to ensure that DG approaches and results become sustainable and fully integrated mechanisms to achieve SO goals.  The following are some of the tools that the Mission may use to achieve this goal: 1) period DG-oriented program reviews; 2) inclusion of a DG focus in the regular semi-annual project reviews; 3) inclusion of democracy IRs or sub-IRs  under each SO; and 4) holding one or more USDHs and FSNs accountable for the achievement of DG results through existing formal performance mechanisms.

The Mission intend to replace only one of the two current USDH democracy positions and that individual will lead the IR3 team of SO2.  SO6 FSNs and their essential skills in advocacy, participation, and grant/contract management will be transferred to the remaining SO teams and the program office.  Plans for the transition are already being made.  The SO6 team has initiated intensive inter-SO dialogues on strategy redesign, program integration, and skill-needs analyses.  The Mission intends to complete the SO6 integration process within three months after the approval of the revised strategy.

All Mission SO teams recognize the potential value of SO6 advocacy and participation skills in implementing and enhancing the sustainability of their respective programs.  Advocacy, coalition building, participatory planning, and work with leagues of local government can make important contributions to the achievement of the entire Mission portfolio.  

Examples of  integrating SO6 skills and approaches include:

· Strategic Objective 1: Business support organizations such as the Mindanao Business Council, chambers of commerce, producers' organizations,  cooperatives and NGOs are vital contributors to the achievement of SO1.  Skills transferred from SO6 will help these organizations become self-sustaining and continue their work in policy analysis/advocacy, investment promotion, and the provision of business advisory services after SO1 ends .

· Strategic Objective 2: As noted earlier SO2 will take over responsibility for achieving SO6’s IR3: “more transparent, accountable, and responsive national government institutions.”  As part of this consolidation  staff  members from SO6 will be transferred to SO2.  In addition, SO2 will accept responsibility for managing the completion of SO6's Governance and Local Democracy (GOLD) project. 

· Strategic Objective 3.  The Local Government Performance Program is expected to accelerate application of participatory planning processes to help local governments prioritize health spending.  The national government’s health reform agenda proposes to reestablish district health systems.  Participatory planning will help stronger provincial and municipal health boards to set program priorities based on constituent input.  With lessons learned from SO6, such programs will become more efficient and effective.  In addition, the transferred members of the SO6 team will help SO3 to work with the League of Provinces, which is taking the lead in advocating on behalf of  health reforms.

· Special Objective 1.  To make the disease tracking and reporting systems more effective, SpO1 will broaden the geographic coverage of its pilot efforts.  SO6’s successful inter-LGU cooperation experiences will help eight cities and municipalities  adopt monitoring and public education strategies.

Achievement of Existing SO6 Program Results.  Under the revised strategy, SO6 will cease to exist over the course of the next three months.  A pared down set of activities will be completed in accordance with existing end dates, so that the portfolio will be mostly closed out by the end of 2000.  SO results data will continue to be collected and will be reported per instructions from ANE and PPC.  

USAID has made significant investments in the DG program in the Philippines and the DG transition strategy will pursue three objectives.  First, to ensure sustainability, the Mission will implement first-of-their-kind sustainability activities to preserve the gains of the program, and work to preclude the backsliding that can plague nascent democracies.  The Mission will rely almost entirely on domestic momentum to carry its dramatically successful local governance program beyond simply effective pilot areas, and will help civil society become financially and technically self-sustaining.  Second, the Mission will seek to maximize the lessons that have been learned under the DG program.  This education campaign will be aimed at both internal and external targets and will include our Philippine counterparts, Mission staff and others working on the achievement of the remaining Mission SOs, and USAID/Washington.  And third, as the SO6 transition proceeds, the Mission it will seek to inform its DG partners and others in the Philippines that the new approach does not represent a diminution in the importance that USAID places on democracy in the Philippines, but rather represents a shift in the way that the Mission is pursuing its democracy objectives. 

The GOLD project’s strategy will focus on building institutional bases for long-term innovation and sharing of development models.  The 1997 mid-term assessment by the Research Triangle Institute of North Carolina emphasized the critical need for sustainability and replicability of gains and innovations achieved under the project.  To achieve these objectives, the Mission has introduced a dramatic increase in the cost-sharing requirement for local governments as well as an innovative voucher system that forces local governments to prioritize the limited technical assistance available.  In addition, financial assistance will be provided to the leagues of local governments on providing services to their member LGUs, advocating for policy reforms, and legislative tracking.  At the completion of the GOLD project, the leagues will provide the long-term political force and guide technical and administrative sharing.  In addition, six Centers for Local Governance, housed and supported by prominent universities (as well as service fees), will ensure that the technical assistance that LGUs need continues to remain available at relatively low cost and with reliable quality.

In civil society, the Mission will cap its decades-long support to NGOs and people’s organizations by focusing a portion of its remaining resources on helping NGOs engaged in activities that complement the revised strategy to become self-sustaining.  Philanthropic impulses among all classes of Filipinos will be tapped and cultivated.  In addition efforts will be made to convey technical knowledge related to NGO development to civil society leadership, particularly those who reside outside Manila and do not belong to the privileged classes.  

III.F. 
Program Plans if Funding Above Projected Levels Becomes Available
In strategy revision guidance received by the Mission, the ANE Bureau requested the Mission to briefly discuss how it might modify its program if an additional discretionary funds became available in FY 2000, FY 2001 and FY 2002.

While the Mission expects to take significant steps  in revitalizing the Philippine economy and transform governance to accelerate sustainable growth, development needs are likely to remain very high by regional standards.  By the end of the strategy period, the country will still be mid-stream in its demographic transition, its response to environmental challenges, and its development of the institutions and policies for sound economic governance.  Many of the counterparts that USAID has worked with will be prepared to expand their programs with additional support.

The Mission would propose that, if funds were available above the levels projected in the ANE Bureau’s guidance, they be directed into areas that have emerged as priorities for the Philippines and that are well integrated with the Mission’s proposed program.  Leading examples would include new activities to: 1) combat corruption, 2) promote better planning and administrative oversight in the design and provision of environmental infrastructure, and 3) strengthen the responsiveness and efficiency of public sector regulatory institutions.

· Institutionalization of Anti-Corruption Policies and Practices.  Opportunities to work directly against longstanding vulnerabilities to corruption have expanded as a result of the impact of the Asian Financial Crisis.  With additional funding, the Mission would expand its technical assistance and training in areas relevant to managing the discretion and transparency of governmental functions, particularly in: public procurement, tax and customs administration, and resolution of legal disputes.

 An intensive multi-prongued technical assistance and training program will be undertaken to 

institutionalize major anti-corruption policies and practices.  This will entail the full implementation of key governance reform measures designed to circumscribe the discretion which public officials exercise over the allocation of financial resources; and the promulgation of key institutional reforms designed to improve the transparency and efficiency with which core administrative and judicial oversight functions are carried out. The prioritized areas of focus are: 

1) Procurement Reform. USAID is currently working with the GOP in the design and legislative approval of  major procurement law reforms. The additional assistance would support effective administrative implementation of the major procedural reforms in procurement practices in selected GOP agencies.    

2) Tax Administration.  USAID will provide intensive technical and training support designed to effectively implement national level improvements in key tax administration practices (including audit, collections, and taxpayer information computerization measures) that are currently being developed.  

3) Dispute Resolution. USAID will provide support for the strengthening of fair and cost-efficient institutional mechanisms for resolving legal conflicts.  This could in turn involve the further development and improvement of the existing nascent (and flawed) alternative dispute resolution system; and also reform of key judicial administration practices whose current operation inhibits speed and transparency in the judicial decision-making process.

· Effective Provision of Key Environmental Infrastructure Services.  Decentralized and economically sound provision of infrastructure services is a long-term challenge for the Philippines, especially for local governments.  In addition to power and roads, environmental infrastructure like solid waste management, water, and sanitation pose difficult problems for provinces and municipalities all over the country.  Some progress has been made in developing better policies and procedures relative to management of project design, financing, bidding and award, and regulation, especially with respect to private participation and use of market mechanisms.  Limited management capacity in local governments makes implementation of these procedures a continuing challenge.  Expanded U.S. assistance can make a substantial contribution to performance in the coming years, as well as establishing momentum for longer-term decentralization of public services.

· Regulatory Restructuring. Equitable growth in the Philippines continues to depend on the elimination of tendencies toward over-regulation and favoritism in the GOP’s approach to management of sectors such as energy, telecommunications, and various modes of transportation.  The GOP has the goal of a regulatory oversight system that encourages wide private participation and market-oriented practices, but both private and public interests make this a complex and dynamic problem. 

An intensive technical and training support program will be undertaken to improve the transparency 

and efficiency with which key selected public oversight institutions define and carry out their 

responsibilities.  This will facilitate the full institutitionalization of independent regulatory bodies in 

key sectors (eg. energy, telecommunications, civil aeronautics).  It will entail the establishment of 

both appropriate regulatory policies and procedures and efficient organizational structure and 

management and staffing practices in selected public regulatory bodies.  The ultimate goal will be to 

establish a regulatory oversight system in major infrastructure industries which both encourages 

market-oriented practices; and simultaneously promotes transparent and cost-effective protection of 

the public interest.
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PREVIOUS RESULTS FRAMEWORK

ATTACHMENT B

CONTRIBUTION TO USAID, U.S. FOREIGN POLICY AND GOP OBJECTIVES

The modified strategy supports five Agency goals: 1) promotion of broad-based economic growth and agricultural development; 2) enhancement of democracy and good governance; 3) stabilization of world population and protection of human health; 4) sustainable protection of the world’s environment; and 5) reduction of human suffering and loss of life and re-establishment of conditions conducive to political and/or economic development.

The modified strategy will also serve as an important instrument to advance U.S. national interests in the Philippines, as defined by the Philippines Mission Performance Plan.  The modified strategy will:

· promote economic growth, foster GOP support of an open trade and investment regime and provide new opportunities for American businesses;

· promote more equitable growth by assisting the poor and other marginalized groups;

· strengthen Philippine democracy, improve observance of human rights, and support efforts to establish the Philippines as the region’s democracy and human rights hub;

· Foster GOP support for U.S. environmental objectives in international fora;

· help reduce environmental degradation, and promote biodiversity through improved watershed management and the conservation of natural resources;

· help reduce fertility and population growth; and

· promote American humanitarian values by alleviating suffering during crises and by assisting those affected by social marginalization.

USAID’s modified strategy strongly supports the GOP’s 1999-2004 Medium-Term Development Plan which stresses; alleviating poverty; modernizing agriculture; improving the delivery of basic social development services; developing infrastructure, particularly in the rural areas; pursuing privatization, deregulation, liberalization and globalization; maintaining economic stability; and reforming governance. 

ATTACHMENT C

MANAGEMENT GOALS

Increased Impact.  The revised strategy aims for higher and more cost-effective results, through both continuity and change.  We are reinforcing the approaches that are achieving results.  We have identified our successful innovations and are building on them.  We are adapting our approaches to take into account lessons learned during the last four years of strategy implementation.  Where activities contributed negligibly to our results, we are dropping them from our portfolio and moving in new directions. 

Nationwide Results.  Our goal is to achieve nation-wide results, based on successful pilot activities and national policy reforms.  Strategy modifications will enable us to roll out models of environment, health, and municipal management to all receptive local government units.  Our work at the national government levels in these areas, as well as in economic policy, will facilitate the rollout process. 

Integration and Synergy.  To assure maximum impact, we have reinforced the areas of program integration and synergy.  The health, environment, and economic growth strategic objectives now share common sub-results with the democracy strategic objective.  We are developing contractual mechanisms and opportunities for our contractors and grantees to collaborate, both nationally and in specific geographic areas.  

Collaboration with GOP and Other Donors.  We are not satisfied with simply coordinating our assistance.  Reduced resources are forcing donors to collaborate, i.e., work together for a common set of results.   The following are examples of collaborative approaches already adopted by USAID: 1) we have supplied much of the engineering work for the World Bank’s small infrastructure activities in Mindanao; 2) we worked with the ADB to jointly design a capital markets activity; 3) we also worked closely with the ADB to insure approval of their $300 million power sector loan; 4) under the umbrella of the Common Agenda we jointly financed HIV/AIDS prevention activities with the Japanese; and 5) we are working with the UNDP and the Land Bank of the Philippines to encourage increased private-sector lending for renewable energy.

Pipeline Management.  The Mission has rigorously reviewed its expenditure and pipelines levels.  To ensure compliance with the 12-months forward funding guidelines, we will conduct budget reviews on a quarterly basis.  We expect expenditures to increase dramatically as successful program demonstration interventions are “rolled out” nationwide to receptive local governments at the provincial, municipal, city, and barangay levels.  Length of contracts will not drive funding request and expenditure planning levels, but rather, the requirements to achieve greatly expanded impact using effective and efficient delivery mechanisms to maximum effect. 

ATTACHMENT D

USAID/PHILIPPINES ANTI-CORRUPTION PLAN

Background

Pervasive cronyism and corruption in the Philippines is a major impediment to rapid and broad-based development.  Most Filipinos and outside observers believe government institutions in all sectors and at all levels are plagued with corruption.  This negative view is coupled with a widespread cynicism about the ability of government to combat corruption within its ranks.  The bureaucratic, business, and political cultures of the Philippines are distressingly tolerant of corruption and the inefficiencies it produces.  At the same time, many important economic and political actors in society believe corruption must be brought under control to allow the Philippine economy to grow. 

Like other new governments, the administration of President Estrada has publicly enunciated a strong commitment to battling corruption, and some high-level appointees are making important moves toward real reform.  In addition, current economic and political circumstances may combine to permit more anti-corruption reform than in previous Philippine administrations.

Economic and political concerns have converged at this point in history for several reasons.  First, the slowdown in economic growth and the government budgetary pressures associated with the Asian financial crisis have brought issues of corruption and government waste to the forefront of popular discussion in the Philippines, as in other affected countries.  Furthermore, rapid economic liberalization and expansion since the ouster of the Marcos regime have widened the circle of competing economic interests among dominant elites and created a larger middle class.  This process has increased competition between dominant and newly emerging business interest groups, as well as increasing pro-liberalization sentiment within the business community.

In addition, many concerned with the state of the Philippines and its economy have real fears about any return to the corruption and cronyism suffered during Marcos’ dictatorial rule.  (The term “crony capitalism” was coined to describe Marcos’ contribution to economic philosophy and practice.)  Thus, anti-corruption reform is valued by many as a significant political objective in its own right, as well as a strategy for improving government’s allocative efficiency, enhancing market-based competition, and limiting pilferage of public resources and enrichment of a small circle of bureaucrats and connected business interests.

A final advantage for anti-corruption reform is that politics in the Philippines is highly decentralized, with strong local involvement in public affairs, an independent legislative branch, a free and vocal press, and an active NGO community.  These institutional forces generate greater pressures to expose corruption than exist in less democratic and decentralized political systems, as well as greater opportunities for channeling popular pressures into actual adoption and implementation of anti-corruption measures at both the national and local level.

Anti-Corruption Reform Needs and USAID Priorities

Corruption is a serious problem in the Philippines that the government needs to address.  USAID is addressing anti-corruption reforms throughout its portfolio and plans to help the government in significant ways.  These joint efforts will focus on policy and regulatory reforms that reduce the scope for discretionary decisions on the part of officials in areas where corruption incentives have traditionally been strong.  These efforts will involve both tightening public resource-management and administrative-oversight guidelines, and improving administrative review and audit procedures.  USAID will also help improve the efficiency and accountability of the judicial system, promote alternative dispute-resolution systems, and help business leaders and civil society groups press the government to implement reforms. 

Procurement.  The crisis has highlighted the need for greater transparency and cost-efficiency in public procurement.  Abuse of the public procurement system is among the hottest political topics in the Philippines, and the need for systematic reform is widely recognized.  Reform will involve the development and application of streamlined and competitive procurement guidelines and corollary legislative changes for different types of public procurement, building in part on the principles developed at the BOT Center, with USAID’s support.  

Recognizing the political and institutional roadblocks that could thwart these proposed reforms, USAID has cultivated NGO partners taking an interest in this area, such as Transparency International's local chapter and local business organizations.  TI, for example, would like to institute “Integrity Pacts” between government agencies and their suppliers, which is an approach that has had some success in other countries.  USAID is supporting these NGOs as they advocate for credible reform in concert with our technical assistance.

In addition, reform should entail systematic improvement in procurement audit practices.  USAID will  explore the development of a performance audit system, in order to improve the cost-efficiency and targeting of major public expenditure programs and to reduce opportunities for arbitrary and wasteful bureaucratic behavior.  This could involve training and improved budget planning and review practices in the Department of Budget and Management (DBM) and line ministries, as well as systematic improvement of the audit standards and practices of the Commission on Audit (COA). 

Taxation.   Customs and tax administration also require dramatic upgrading.  In addition much needs to be done to make taxation and tax collection more equitable.  Implementing the GOP’s WTO commitment to reform customs processing and valuation procedures, along with development of a strong internal audit and review functions, are key to reducing the scope and incentives for obstructive and corrupt practices in the customs area.  On the tax administration side, development of an efficient selective audit system for taxpayers, as well as further progress in systematizing tax information computerization and development of a strong internal audit and review system, are crucial to streamlining and improving both the cost-efficiency, integrity and equity of tax administration.  

Recognizing the significant problems in this area and the failure of previous donor efforts to effect lasting improvements, USAID will be cautious in its approach.  USAID also will support efforts by outside groups to press for transparency and accountability in taxation.  These approaches will include advocacy by business groups in various fora, and continued contacts at high levels in the government.  

On the trade policy side, multiple tariff structures and non-tariff barriers for key agricultural products, carried out within the context of direct state intervention in grain markets, create opportunities for graft and corruption, as does the weak regulatory enforcement system in the IPR area.  USAID technical assistance will address these issues as possible and appropriate. 

Regulation.  Key infrastructure industries, including transport, power, and telecommunications, need to have a proper regulatory and competitive environment to improve investment and efficiency incentives and reduce the scope for corrupt practices.  In addition, general business regulation, including business registration, licensing, permitting, and inspection practices, while less onerous than in many developing countries, nonetheless raises business costs and creates opportunities for harassment of business. Further streamlining of these practices, including at the local level, would reduce the incentives for petty graft and corruption.
Judiciary.  The Philippine judiciary is widely seen as not functioning in a manner that promotes rapid and transparent settlement of market disputes, and its level of training and professionalism in dealing with both commercial and civil cases is poor.  Arbitrary decision-making is rampant and often impinges on the proper exercise of the executive branch’s administrative authority.  Moreover, there is nothing resembling an effective judicial oversight system in place.  Both case tracking and judicial reviews are inadequate, and systematic training, both on principles of sound judicial administration and on proper application of the rapidly evolving civil and commercial law system is deficient.  USAID is currently joining UNDP and World Bank efforts at raising these issues with the government.  Absent a serious commitment to reform, the Mission does not anticipate major efforts in this sector.  The Mission will continue to work outside the formal government system to raise issues, support advocacy by business and other groups, and provide limited training and technical assistance in specific human rights areas such as child abuse.

Elections.  Finally, electoral corruption remains a key contributor to poor governance and an important constraint on the development of a healthy political culture.  At the national level, electoral fraud has not affected key races in a direct or significant manner.  However, hotly contested local races are frequently influenced through illegal means, which range from vote buying to ballot stuffing and manipulation of the tallying process.  Moreover, the cost of running for office is prohibitive and leads to corruption in office, due to extensive networks of favors and support.  As is symptomatic in most Asian political systems, these tightly woven webs of relationships and obligation heighten the incentives and opportunities for corruption at all levels.  Political parties are weak and do not impose needed discipline on politicians, as parties are organized around personalities rather than on substantive issues.  Due to political sensitivities and funding constraints, USAID cannot play a significant role in many of the political reforms needed, but will continue to monitor the situation and provide assistance as appropriate.

USAID’s Assistance Strategy – Research, Technical Assistance, And Advocacy

The Mission’s support efforts will include technical assistance and training to improve the efficiency and accountability of public resource management and administrative oversight in the areas enumerated above.  USAID’s strategy will also take full advantage of the strength of civil society institutions, emphasizing the mobilization of public awareness of the need for reform.  This will include a particular focus on building support from key business constituencies, whose backing can improve the prospects for adoption and effective implementation of anti-corruption reforms.  USAID will assist coalitions of watchdog groups, media, and business (including major international firms and chambers of commerce) to provide basic research and information dissemination, assist key players in government and the private sector in setting a national agenda to combat corruption, help implement and monitor anticorruption activities with selected institutions, and advocate legislative and policy reforms. In September 1999, USAID signed a cooperative agreement with The Asia Foundation to support its program to help develop such constituencies.  The Foundation’s current partners include the Makati Business Club, Social Weather Station, the Philippine Center for Investigative Journalism, and potentially Transparency International-Philippines and other NGOs working on anti-corruption efforts.

Transparency International (TI) and its local chapter have instant entrée due to their international stature and experience, and a certain cachet due to the caliber of their local founding board.  USAID believes a strong local chapter of TI is important and will indirectly support its operations and help it begin with some concrete activities based on past successes.  The assistance will provide a means for TI’s local chapter to review government procurement policies and stage a national awareness campaign.

In addition, the Commission on Audit (COA) is leading a new Interagency Council on Combating Corruption, made up of the six key agencies: the Department of Justice, the National Bureau of Investigations, the Ombudsman, the Civil Service Commission, the Presidential Commission on Graft and Corruption, and COA itself.  The Council has proposed a coordinating mechanism and pilot prosecution of five cases to test the system.  Such coordinating councils have proven useful in other countries’ attempts to revive moribund government agency efforts to renewed drives against corruption.  Support for anti-corruption investigation and oversight techniques and strategy development will be provided as appropriate if this effort shows promise and some initial results.

Other important reform efforts by the GOP under the Estrada Administration include the Commissioner of the Bureau of Immigration’s (BI) moves to strengthen operating systems and controls in order to provide cost effective and efficient services to their customers.  Based on the Commissioner's demonstrated capability and commitment to take decisive action for reform, USAID, in collaboration with the US Embassy, invested $150,000 in technical assistance and observation tours to the US.  In the past year, specific results of the BI include: improved accountability in procurement and financial management, substantial increase in government revenues, a major reduction of illegal and criminal foreigners entering the Philippines, an ongoing training program to improve employee performance, and the removal of poorly performing and corrupt officials.  As a result of his efforts, the Commissioner was praised and honored in December 1998 by President Estrada for his reform efforts.  The Commissioner also has contacted other government agencies to promote the anti-corruption assistance provided by USAID.

USAID’s proposed anti-corruption program will thus focus on technical assistance and training designed to streamline and improve the efficiency and accountability of public resource management and administrative oversight systems, and to further improve the economic policy environment in a manner that heightens competitive pressures and reduces the scope for rent-seeking behavior.  It will also seek to provide a concentrated and sustained program of advocacy and awareness from the proposed coalition of businesses and NGOs which can serve to effectively channel the rising tide of public sentiment for greater transparency and accountability in government.  This will help break the cycle of corruption in selected government agencies, and could also serve as the catalyst for future reform once USAID’s assistance is terminated.
ATTACHMENT A
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MISSION GOAL

New U.S.-Philippine Partnership for Democracy and Development



Objective Tree



As I indicated earlier, we have 6 SOs and 2 SpOs: 2 in economic growth, 1 in health, 2 in environment, and 1 in democracy and governance.  



For this presentation, I will first discuss the national economic policy program, then Mindanao, then population and health, AIDs and infectious diseases, followed by environmental management and energy, ending with governance and democracy.










