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10

Introduction

1. The Philippines is probably the most extreme
case of prolonged use of IMF resources, with 23 pro-
grams between 1962 and 2000. Over the 30-year pe-
riod 1971-2000, the Philippines had programs for
amost 25 years (Table 10.1) with credit outstanding
from the IMF continuously since 1967.1 The Philip-
pines’ status as a “prolonged user” was recognized
by the Executive Board as early as 1984.2

2. This study presents an assessment of the nature
of the IMF's prolonged involvement with the Philip-
pines and attempts to draw lessons for the future. The
evaluation is based on an extensive review of pub-
lished and unpublished IMF documents and inter-
views with (i) current and former Philippine officials
and a range of other stakeholders, including acade-
mics, NGOs, and representatives of the private sector,
undertaken during an IEO mission to Manila in
March 2002; (ii) current and former IMF staff; and
(iii) staff of the Asian Development Bank, the World
Bank, and some hilateral donors. The study is orga-
nized as follows: the second section presents a brief
overview of the experience over three decades; the
third section examines the factors that led to pro-
longed use; the fourth section focuses on implica-
tions for program design and implementation; the
fifth section considers the implications of prolonged
use for IMF surveillance; and the final section pre-
sents conclusions and recommendations.

Overview of the Philippines’
Experience with IMF-Supported
Programs

3. The extent of continuous involvement by the
IMF in supporting programs in the Philippinesis re-

LAmounts outstanding were initially small as a percentage of

quota, in line with general IMF policies at the time, but then rose
quickly to the 250-300 percent range by the time of the 1982 debt
crisis. They declined by the mid-1990s, but picked up again in the
aftermath of the Asian and Russian crises.

2See “Prolonged Use of Fund Resources,” SM/84/91, April 27,
1984.

Philippines

flected in Table 10.1, which lists the various stand-
by arrangements (SBASs) and Extended Fund Facility
(EFF) programs since 1967.3 Rather than provide a
detailed evaluation of each program, we attempt a
summary assessment of the experience in four dis-
tinct periods.

The Marcos period prior to the 1982-83 debt
crisis: almost continuous programs that
achieved no lasting adjustment

4. In this period there were atotal of 10 SBAsand
one EFF in 15 years but this near continuous in-
volvement with the IMF did not prevent a widening
of external imbalances and a sustained debt buildup
that eventually resulted in acrisis.

5. The deterioration in economic performance
and vulnerability is evident from Table 10.2. Eco-
nomic growth was relatively strong during the
1970s, averaging 6 percent a year, but it fell to about
25 percent in 1981-83. After approximate balance
in the first half of the 1970s, a large current account
deficit emerged from 1975—averaging 5% percent
of GNP in the second half and rising to 8 percent in
1981-83. The higher deficit was financed by rising
external debt, most of which was directed to financ-
ing large-scale investment projects that subsequently
proved to be of low efficiency. Programs struggled to
deal with the aftermath of the liquidity expansion as-
sociated with the 1973 increase in commodity prices
and a subsequent deterioration in the terms of trade
later in the decade. The two oil price shocks of 1973
and 1980 also added to these challenges. A major
structural weakness that developed over the period,
and was to plague the Philippines for a long time,
was afall in gross national saving. This deterioration
partly reflected a worsening fiscal balance that
changed from a surplus of 0.6 percent of GNP* on

3There were also several precautionary SBAs prior to this start-
ing in 1962. The background paper to the 1984 review of pro-
longed use of IMF resources contains a detailed review of the
IMF's involvement in the Philippines since the 1960s. See also
Boughton (2001).

4National government balance.



Part Il « Chapter 10

Table 10.1. Philippines: Chronology of IMF Arrangements Since 19671

(In millions of SDRs)

Orriginal Actual
Type of Date of expiration expiration Size of Percent Paris Club debt Commercial bank
arrangement  arrangement date? date or cancellation arrangement drawn restructuring restructuring
SBA Jan. 1967 Jan. 1968 55.0 100.0
SBA March 1968 Mar. 1969 275 100.0
SBA Feb. 1970 Feb. 1971 275 100.0
SBA Mar. 1971 Mar. 1972 45.0 77.8
SBA May 1972 May 1973 45.0 77.8
SBA May 1973 May 1974 29.0 0.0
SBA luly 1974 July 1975 May 1975 388 100.0
SBA May 1975 May 1976 Apr. 1976 29.1 99.9
EFF Apr. 1976 Apr. 1979 217.0 100.0
SBA June 1979 Dec. 1979 105.0 86.9
SBA Feb. 1980 Dec. 1981 410.0 100.0
SBA Feb. 1983 Feb. 1984 315.0 317
SBA Dec. 1984 Dec. 1986 June 1986 615.0 65.5 Dec. 1984 Jan. 1986
SBA Oct. 1986 Apr. 1988 Aug. 1988 198.0 100.0 Jan. 1987 Dec. 1987
EFF May 1989 May 1992 Feb. 1991 660.6 35.7 May 1989 Jan. 1990
SBA Feb, 1991 Aug. 1992 Mar. 1993 334.2 100.0 June 1991 Dec. 1992
EFF June 1994 June 1997 Mar. 1998 791.2 100.0 July 1994
SBA Apr. 1998 Mar. 2000 Dec. 2000 1020.8 76.7

1The period 1967-2000 spans four administrations: Marcos, 1967-86; Aquino, 1986-92; Ramos, 1992-98; and Estrada, 1998-2001. The following programs spilled

over into succeeding administrations: 1984 SBA, 1991 SBA, and 1998 SBA.
20nly if different from the actual expiration date.

Table 10.2. Philippines: Selected Economic Indicators

(Period average, in percent of GNP, unless otherwise noted)

Real GNP growth (in percent) 6.1 6.1
Export growth (in billions of U.S.

dollars, in percent) 15.9 20.7
Inflation (CPI, annual average, in percent) 17.0 12.3
External current account -04 -54
External debt (in billions of U.S. dollars) 25 10.8
Debt-service ratio (in percent, after

rescheduling) 234 335
National government fiscal balance 0.6 -13
Consolidated public sector balance e e
Tax revenue 10.3 12.1
Gross national saving n.a. 217

1998-

1971-75 1976-80 1981-83 1984-85 1986-88 1989-92 1993-97 2000
2.6 -8.0 53 35 4.9 2.9
2.8 -3.8 15.2 8.6 20.8 147
10.9 34.4 53 13.0 7.9 6.9
-8.1 -2.1 0.2 -3.4 -4.9 7.9t
23.0 26.0 28.3 29.3 40.3 50.5
33.0 39.7 347 22.9 16.8 148
-3.4 -1.9 -35 -2.2 -0.3 -3.7
-4.5 12 -3.8 -33 -0.6 =37
10.3 9.9 11.3 142 16.1 13.9
23.4 175 195 19.8 18.2 245!
16.6 15.6 19.8 234 17.9

Gross investment

Sources: IMF staff reports and WEO database.

INational saving may well be overstated in 1998-2000, because of statistical weaknesses, particularly suspected underrecording of imports, which led the current

account also to be overstated.

average in the first half of the decade to a deficit of
3Y5 percent in 1981-83.

6. Several sources of structural inefficiency also
prevailed in this period. A system of monopolistic
practices allowed political favorites to extract eco-

nomic rents especially in key agricultural marketing
areas (sugar, coconuts, bananas, etc.) that weakened
incentives and harmed small producers, who were
among the poorest groups. Inadequate governance
and supervisory controls allowed widespread lending
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to insiders by financial institutions, including pub-
licly owned banks. Several Article IV staff reports
did discuss the distortions caused by the monopolis-
tic practices, but—reflecting the general approach of
IMF-supported programs at this time—there was lit-
tle effort to address these issues in any of the pro-
grams prior to 1984. Some structural measures to
make the economy more export oriented were imple-
mented in 197072, including liberalization of ex-
change controls and tariff reforms. However, the
main structural component of the 1976 EFF—an ef-
fort to improve the tax effort—failed.5

7. Therapid buildup in external indebtednessin the
second half of the 1970s (Figure 10.1), which in part
reflected excess liquidity in the industrial countries,
eventually resulted in a serious economic and finan-
cial crisis culminating in a standgtill on external debt
service in October 1983. The standstill was accompa-
nied by widespread failure of domestic banks and cor-
porations, and a subsequent recession. The discovery
that the authorities had misstated the international re-
serves position exacerbated the crisis and contributed
to a program agreed in early 1983 going quickly off-
track. Although staff reports show an awareness of the
dangers of the debt buildup, programs were not able
to address in a systematic way the factors that were
leading to it.6. 7 Moreover, the risks to the quasi-fisca
deficitimplied by a series of exchange rate guarantees
and forward cover arrangements were not fully recog-

5The EFF initially targeted an increase in the ratio of tax to
GNP from 13 percent in 1975 to 16 percent in 1978; the actual
outturn in the latter year was under 14 percent. This largely re-
flected shortfalls in indirect taxes but does not appear to have
been related to adverse exogenous shocks since real growth was
broadly on target and the terms of trade were better than expected
under the program.

6Moreover, at the time there were significant IMF-wide short-
comings in the design of limits on the external debt contracted by
the public sector, in particular the exclusion of short-term debt
from these performance criteria and insufficient attention paid to
the impact of public guarantees on external debt contracted by the
private sector. These problems are now well recognized, and ex-
ternal debt ceilings generally now have a more comprehensive
coverage.

7The internal 1984 review of prolonged use was quite candid in
its assessment of the reasons why the long series of programs
with the Philippines had failed to achieve their targets. For exam-
ple, it noted that, while growth had been quite high for much of
the period, “these developments reflected, in part, an unsustain-
able accumulation of foreign debt as the external position and do-
mestic saving performance remained unsatisfactory. . . . Subse-
quently, unfavorable external developments, inadequate structural
policies, and inadequate demand-management policies, in partic-
ular in 198183, resulted in a sharp worsening of the balance of
payments position.” 1t also noted the problems with wasteful pub-
lic expenditure but shied away from an explicit discussion of gov-
ernance-related factors: “A significant part of the public invest-
ment program, which was largely financed abroad, consisted of
projects with doubtful economic justification.” See “Prolonged
Use of Fund Resources,” SM/84/91, April 27, 1984.

Figure 10.1. Philippines: External Debt
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Sources: IMF staff reports.

nized and eventually contributed to significant central
bank losses when the exchange rate depreciated
sharply following the crisis.

8. It is interesting to note that economic perfor-
mance deteriorated and vulnerabilities increased de-
spite the fact that most of the specific performance
criteria in the various programs were satisfied and 94
percent of the amount committed in arrangements be-
tween 1968 and 1981 were disbursed. This suggests
that the problem was not just one of program imple-
mentation.

9. Staff and former staff interviewed who werein-
volved with the Philippines during this period, or in
its immediate aftermath, were generally of the view
that the extensive IMF involvement for much of the
Marcos era had been a mistake, sending the wrong
signals to markets and effectively helping to post-
pone adjustment. This was also the view of most of
those with whom the evaluation team discussed the
issue in the Philippines. A number of officials as
well as some staff and former staff also expressed
the view that, until 1983, political factors—that is,
the close relationship between the Philippines under
the Marcos regime and the United States as well as,
to alesser extent, some other magjor IMF sharehold-
ers—were important in explaining the lengthy IMF
involvement during this period. We have not found
any documentary evidence to support such a judg-
ment, but the fact that such aview is held by a num-
ber of those who were close to the negotiationsis, in
itself, significant.

10. However, it has to be recognized that the IMF
was dealing with a very difficult situation—epito-
mized by deep-seated governance problems and a
lack of commitment to fundamental reform at the



highest political level—at a time when it did not
have adequate instruments, or even an explicit pol-
icy, for addressing such issues.8 While greater atten-
tion at an early stage to the structural and institu-
tional problems discussed above might have helped,
itisquitelikely that program design was not the core
issue. In these circumstances, it would have been
better for the IMF to have refrained from lending.

The debt crisis and subsequent
prolonged debt workout, 1983-93

11. In the 10-year period following the onset of the
debt crisis, the Philippines had to undergo a protracted
adjustment to correct the initially large external im-
balances and to deal with the accumulated debt prob-
lem. There were five programs in this period, span-
ning the last year of the Marcos administration, the
whole of the successor Aquino administration, and the
early days of the Ramos administration.

12. As noted above, the 1983 SBA quickly went
off-track and, after an interval of nearly a year, was
followed by the 1984-86 SBA, the last of the Mar-
cos administration, which prescribed tight macro-
economic policies combined with floating of the ex-
change rate. The program also made a significant
effort to address some of the mgjor structural prob-
lems, most notably to dismantle the sugar and co-
conut monopolies, to establish amore elastic domes-
tic tax system to replace taxes on trade, and to
rehabilitate public financial institutions and
strengthen control over public sector investment de-
cisions. The program went off-track because of pol-
icy slippages in the run-up to the February 1986
election. Fiscal policy turned sharply expansionary
and implementation of reforms to the tax system and
the sugar and coconut sectors and import liberaliza-
tion were delayed, with several measures reversed.
The program did achieve a sharp reduction in infla-
tion, while there was an even greater current account
adjustment than envisaged under the program. This
sharp adjustment was driven by the cutoff in private
external financing and involved a large contraction
in imports and in economic activity. Real GNP fell
by a cumulative 17 percent during 1984-85, com-
pared with the projected 7 percent fall.

13. The Aquino administration negotiated three
arrangements with the IMF: an initial SBA in 1986,
which was successfully completed; an ambitious,
growth-oriented EFF covering 1989-91 that quickly
went off-track as a result of magjor policy slippages

8A guidance note on governance calling for a more comprehen-
sive treatment of governance issues and a more proactive ap-
proach in advocating policies that promote good governance were
only approved by the Executive Board in 1997. See IMF (1997
and 2001b).
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amid considerable political instability and severe ex-
ogenous shocks (Box 10.1); and finally, in 1991, a
less ambitious SBA—successfully completed—that
focused on stabilizing the economy in the run-up to
the May 1992 election, which was won by President
Ramos.

14. The programs negotiated with the Aquino ad-
ministration increased the focus on structural re-
forms with greater emphasis on dismantling the ad-
ministrative and other restrictions that had hindered
private sector activity and exports, distorted prices,
and favored inefficient industries and vested inter-
ests. While continuing to aim at improving public
sector revenue and the elasticity of the tax system,
the tax reforms envisaged were more far-reaching
than earlier reforms, paying greater attention to the
structure of incentives and equity. There was initial
success on reforms covering trade, taxes, and the
agricultural sector, especialy in those areas that rep-
resented a dismantling of the “crony capitalism”
privileges of the Marcos era and the creation of a
more level playing field. However, progress then
slowed, as the administration tackled more politi-
cally sensitive structural issues.

15. The realignment of incentives for exports,
arising from the exchange rate depreciation and
trade liberalization in the 1980s, led to a sharp im-
provement in export performance as reflected in the
growth rate of over 15 percent a year in the period
1986-88. Rapid export growth, combined with the
series of reschedulings of commercial bank and offi-
cial debt, contributed to a significant reduction in the
Philippines’ external debt problems. Indicators of
the debt and debt-service burden started to improve
markedly in the late 1980s with the debt-service
ratio (after rescheduling) falling to below 20 percent
in the early 1990s and to 14 percent by the mid-
1990s. The debt/GNP ratio fell from a peak of 100
percent in 1985 to less than 60 percent in 1992.°

The 1994 EFF: restoration of access to
private financial markets and the planned
“exit” from IMF programs

16. From the time of the accession of the Ramos
administration in 1992, staff and management
planned afinal EFF explicitly intended to be an “exit
program” from prolonged use. In the view of staff, a
recurrence of external financing problems could not
be ruled out if the economy were to resume sus-
tained growth of 5 percent ayear or more and further
structural changes were needed to ensure medium-

9Public debt service aso fell—from an average of 48 percent of

central government revenue in 1986-88 to 26 percent in
1994-97.
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Box 10.1. Why Did the 1989 EFF Fail??

One important development that prolonged the
length of the Philippines’ adjustment was the failure of
the 1989 EFF to achieve its objectives. The three-year
program was intended to be growth oriented: (i) the
targets for investment and saving were ambitious,
while the current account deficit was projected to in-
crease modestly rather than decline; (ii) the fiscal pro-
gram allowed for a substantial increase in public infra-
structure investment, to be financed by higher public
saving but also by amodest increasein the fiscal deficit
in the first year; and (iii) awide range of structural re-
forms, including financial sector strengthening, trade
reform, privatization, power tariff reform, foreign in-
vestment and exchange market reform, elimination of
the Central Bank deficits, and land reform. Unfortu-
nately, actual performance fell well short of these ob-
jectives. Rather than going through a consolidation
phase with rapid growth, the economy slipped back
into significant vulnerability: growth declined; infla-
tion accelerated; and both the fiscal and current ac-
count deficits widened sharply.

Three sets of factors accounted for the disappointing
performance:

» Adver se exogenous shocks, in the form of consid-
erable political instability with several coup at-
tempts; natural disasters (including a drought,
typhoon, and severe earthquake); and an unantici-
pated 10 percent weakening in the terms of trade.
While these adverse shocks put the short-term bal-
ance of payments and growth objectives out of
reach, they were temporary in nature and, by them-
selves, should not have caused the program to fail
in its longer-term objectives.2 But the degree of po-
litical instability that occurred would have been
hard to predict.

e Program design issues, including: (i) A structural
reform agenda that proved to be overambitious and
insufficiently prioritized, especialy in the context
of a newly restored Congress that wanted a sub-

1This box draws in part on internal ex post staff assess-
ments, which were quite candid, but tended to put even more
emphasis on implementation failures.

2IMF staff estimates suggest that the natural disasters
accounted for about half of the deterioration in the external
current account, mostly financed through foreign emergency
assistance.

term viability. A new three-year EFF was agreed in
June 1994 after lengthy negotiations with the Ramos
administration. In the interim, the Philippines had
regained access to international capital markets
when it floated a $150 million Eurobond issue in
1993. It also resumed servicing Paris Club debt, al-
though it would soon seek further rescheduling.

stantial say in economic policy matters. In retro-
spect, it would have been better to have concen-
trated on a shorter and more specific agenda.3
(ii) An overoptimistic projection of the speed of re-
covery in private investment, reflecting an apparent
underestimation of the adverse impact of the debt
overhang on investment.4 (iii) The program rightly
placed more emphasis on measures to improve tax
administration and compliance rather than on dis-
cretionary measures. However, this posed chal-
lenges for program design since the revenue impact
was uncertain in terms of both magnitude and tim-
ing—and progress proved slower than expected.
(iv) The move to six-monthly performance criteria
appears to have been a mistake. It permitted the
buildup of large policy slippages that proved too
large to correct by the time of the next test dates.
Quarterly performance criteria were reinstated in
June 1990.

* Weaknesses in program implementation were
probably most important of all, athough the
timetable of reforms would have been difficult to de-
liver even without the disruptions caused by the coup
attempts. The Government’s ability to implement the
program was hampered by its inability to pursue its
economic policy agenda—particularly revenue and
structural reform measures—in Congress, a con-
straint that had been insufficiently recognized when
the program was prepared. Some actions by Con-
gress that were opposed by the Government—no-
tably approval of alarge wage increase and a cut in
il taxes—seriously aggravated the fiscal situation.>

3For example, internal assessments by the staff suggest that
the lack of specificity in the program on action to deal with
the central bank deficit contributed to the lack of progress in
this area.

40veroptimistic projection of investment appears to be a
common problem in program design. See Goldsbrough and
others (1996).

SImplementation problems began at the outset of the pro-
gram when the authorities indicated that the oil price increase
agreed upon as a prior action would have to be delayed. Com-
bined with an unanticipated increase in world ail prices, the
delay had a significant fiscal impact. Oil price issues re-
mained highly sensitive, since the December 1989 coup at-
tempt was timed to coincide with the date of the postponed
priceincrease, in order to exploit expected social unrest.

17. The 1994 EFF aimed at fiscal consolidation;
tax reform; financial sector reform; and continued
economic liberalization, particularly in the fields of
the deregulation of oil pricing and the abolition of
remaining quantitative import restrictions (Box
10.2). In order to meet program objectives, it was
judged necessary to improve the saving/investment
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Box 10.2. Original Aims and Outcomes of the EFF, 1994-96

Aims

Outcomes

Macroeconomic targets
Increase investment by 3 percentage points of GNP,

Reduce the current account deficit to about 3 percent of
GNP from 6 percent of GNP,

Increase national saving by 6 percentage points of
GNP by 1996, almost all through fiscal adjustment.

Reduce consolidated public sector deficit (CPSD) from
2.7 percent of GNP in 1993 to 0.5 percent of GNP by
1996.

Reduce underlying CPSD1 from 4.2 percent of GNP in
1994 to 0.7 percent of GNP by 1996.

Raise government tax revenue by 4 percentage points
of GNP between 1993 and 1996.

Increase real GNP growth from 2.3 percent in 1993 to
5 percent by 1996.
Key structural measures

Tax reform, including adoption of a minimum business
tax, phased abolition of tax exemptions, and improved
VAT administration.

Deregulation of oil pricing and importation.
Tariff reduction and elimination of nearly all quantita-
tive import restrictions.

Public expenditure reform.

Local government devolution.

1The underlying CPSD treats privatization receipts “below the line”

balance significantly, and this was to be achieved
through a substantial fiscal adjustment. The program
aimed at increasing tax revenue by nearly 4 percent-
age points, to 19 percent of GNP, over the three-year
period by broadening the tax base, reducing exemp-
tions, and improving tax administration.

18. An interesting feature of the EFF-supported
program isthat the fiscal targets of the program were
met—mainly because of lower interest payments
and lower public investment than targeted—al-
though the aim of increasing tax revenue was not
achieved. Tax revenues rose by only 1 percent of
GNP over the period. Thus it was possible to meet
the fiscal targets even though the structural strength-
ening on the tax side had only partially occurred,
leaving the economy vulnerable on this front when
economic circumstances changed.

In 1996, investment was 23.1 percent of GNP, slightly
lower than in 1994.

The current account deficit was 4.6 percent of GNP in
1996.

By 1996, the saving rate had risen just 0.8 percentage
points.

Outturn in 1996 was a surplus of 0.2 percent of GNP,

Outturn was 0.2 percent of GNP,
Tax revenue rose just 1 percentage point.

Real GNP growth exceeded the target, rising to 7%
percent in 1996.

Comprehensive tax reform was eventually passed in
December 1997 but major tax exemptions and incen-
tives remained. Minimum business tax based on sales,
not assets. Tax administration weaknesses remained.
Deregulation of oil prices was completed in early 1998
and the Qil Price Stabilization Fund abolished.
Quantitative import restrictions were removed (except
for rice). Average tariff was reduced to 15 percent.
Legislative action on rationalizing civil service
stalled.

Devolution of public expenditure did not match large
increase in transfers to local government.

rather than “above theline” asin the standard CPSD.

19. Considerable progress was made on some of
the structural measures included in the program.
Under the Ramos administration, banking, telecom-
munications, domestic shipping, and the oil sector
were opened to new competition, and limits on for-
eign participation were eased in a number of sectors.
Import tariffs were reduced markedly, and quantita-
tive import restrictions largely eliminated. The priva-
tization program was accelerated, and the central
bank recapitalized under a new statute. However—
as discussed in the section “Implications for Pro-
gram Design and Implementation”—progress in im-
plementing tax reform proposals was slower and less
complete than envisaged. The 1994 EFF was associ-
ated with improved export performance and a mod-
est improvement in growth, but it did not bring about
the sustained current account adjustment originally
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envisaged. Until the Asian crisis, however, the cur-
rent account deficit was easily financed by buoyant
capital flows.

20. In retrospect, it can be questioned whether the
1994 EFF was needed—in a balance of payments
sense—and we take up thisissue in the section “Why
Did the IMF Remain Involved for So Long?’ In any
event, since financing problems eased subsequently,
the authorities began to treat the EFF as precautionary
after theinitial purchase—indicating their intention to
refrain from further purchases. As the fourth and sup-
posedly final review approached in early 1997, staff
briefing papers noted that the authorities were look-
ing forward to a graceful exit from along line of IMF
arrangements, but delaysin the progress on the tax re-
form because of opposition in Congress meant that
the review could not be completed as scheduled.
Rather than let the program lapse, the authorities re-
quested an extension as they wanted to “graduate”’ on
a successful note, following passage of the Compre-
hensive Tax Reform Package (CTRP) by Congress.
The original extension of the arrangement was not
therefore driven primarily by a perception of balance
of payments need, but rather the desire to end the pro-
gram successfully. However, before this could hap-
pen, the program was overtaken by the Asian crisis.

Asian crisis and its aftermath

21. AstheAsian crisis hit, the EFF was augmented
and further extended first until December 1997 and
then to March 1998 and the authorities again decided
to draw on the program. The peso was floated in July
1997.10 |nitially, the authorities showed no interest in
a follow-on arrangement, in part because graduation
from IMF-supported programs had become a politi-
cal issue in the Philippines. However, as the regional
crisis unfolded, both the authorities and IMF man-
agement became concerned about the risks of such an
exit amid the turbulent financial market conditions.
The IMF management was anxious to have a “fol-
low-on” program to help ring-fence the Asian crisis
and also to serve as apolicy blueprint for the new ad-
ministration which would take over following the
May 1998 presidential election. Fund management

10Exchange rate policy was the subject of some disagreement
between the staff and the authorities in the mid-1990s. The Philip-
pine peso was pegged de facto to the dollar in late 1995, as the au-
thorities tried to prevent a real appreciation, encouraging short-
term capital inflows. The risks of this policy, particularly if capital
flows were reversed, were highlighted in the Article IV consulte-
tion in December 1996. Following the float of the peso in July
1997, the authorities initially engaged in substantial one-way in-
tervention to support the peso and took other measures designed to
prevent depreciation, including limiting access to the foreign ex-
change market by some foreign banks, while rapidly reducing in-
terest rates contrary to commitmentsin the letter of intent.

therefore pressed for a precautionary Stand-By
Arrangement prior to the elections.11

22. The new two-year SBA entered into with the
outgoing Ramos administration centered on fiscal
and monetary tightening, banking sector reform, im-
proved tax administration, and other structural re-
forms in order to provide a framework for orderly
adjustment to the reduced level of capital inflows.
The program included a new emphasis on tax admin-
istration, as well as an effort to complete the original
CTRP agenda, by reintroducing legislation to reduce
tax exemptions and incentives. A revised version of
the program!2 was endorsed in October 1998 by the
incoming Estrada administration. The program was
originally intended to be precautionary but, at the
time the revised program was approved, the authori-
ties decided to make purchases in response to re-
duced access to international capital markets follow-
ing the Russian default and collapse of Long Term
Capital Management.

23. At first, the momentum of the policy envisaged
in the program was maintained, but over time policy
dlippages grew and concerns over governance prob-
lems mounted. Policy dlippages, related in part to the
privatization of the Philippine National Bank, led to a
delay of almost ayear in completing the Fifth Review
until mid-2000.13 This review was the occasion of a
critical discussion in the Executive Board, which fo-
cused on persistent policy dlippages, governance con-
cerns, and the rationale for continued IMF program
involvement. Some Executive Directors were highly
critical of the IMF's prolonged and, in their view, in-
effective relationship with the Philippines and raised
the issue of the future relationship after the conclu-
sion of the arrangement. A few suggested that the
program should become precautionary after the
drawing that was the subject of the review.

24. The authorities noted that their earlier exit
strategy had been frustrated by the Asian crisis and
that they intended to develop a new one. They ar-
gued, however, that the reserve position remained
somewhat vulnerable, implying a need for further

11The existing EFF could only have been further extended until
June 1998.

12The program was revised to take into account weaker eco-
nomic activity and a deteriorating external environment, in partic-
ular through a somewhat looser fiscal stance. It also reflected the
announced policy agenda of the new government, with greater at-
tention to corporate governance issues, power sector reform, and
medium-term public sector reform in addition to existing planned
reforms for the banking sector and tax administration.

13The program aimed at the full privatization of the PNB by
mid-2000. However, the situation was complicated by the non-
transparent acquisition of a controlling stake by a local group,
headed by a close associate of then President Estrada, which
owned several companies that were nonperforming debtors of
PNB, and by the revelation of increasing concerns about the
group’sfinancial position.



IMF support. Staff took the view that, since the
IMF's presence in the Philippines had encouraged the
implementation of sounder macroeconomic policies
and had had an important catalytic effect, a close pol-
icy dialogue should be maintained with the authori-
ties, while encouraging an exit from use of IMF re-
sources. In the event, the 1998 SBA was extended to
end-2000, but it expired without the last review being
completed, as a result of further fiscal slippages, re-
flecting weak revenue collection and mounting gov-
ernance concerns. Thereafter, the authorities re-
quested post-program monitoring in line with the
expectation of the Board for a country whose credit
outstanding exceeds a threshold amount.14

25. In defense of the long involvement of the
IMF, and particularly its continued involvement in
the mid-1990s, it could be argued that, although not
all aspects of the 1994 EFF were implemented as
planned, it helped the economy to weather the Asian
crisis fairly well. The Philippines did not suffer as
severe a downturn as its neighbors; growth deceler-
ated but remained positive. Thiswas partly the bene-
ficial consequence of the cumulative impact of struc-
tural changes that had been introduced over the years
under successive programs, and which accelerated
as a result of strong political leadership during the
Ramos administration. The generaly sound macro-
economic management under the framework of the
1994 EFF15 probably also helped, although, as al-
ready noted, there continued to be differences of
view about exchange rate policy. A number of the
vulnerabilities that were central to the severity of the
dislocation in other economies most affected by the
Asian crisis were also present in the Philippines,
nonethel ess.16 However, imbalances did not build up

141 n September 2000 the Executive Board had agreed that, when
a member’s credit outstanding exceeds a threshold of 100 percent
of quota, there should be a presumption that the member will en-
gage in post-program monitoring (PPM) by the IMF of economic
developments and policies after the expiration of its arrangement.
To this end, the member engages in discussions with the staff on its
policies, including a quantified macroeconomic framework. The
staff then reports formally to the Board, normally twice a year, on
the member’s policies, the consistency of the proposed policies
with the objective of medium-term viability, and the implications
for the member’s capacity to repay the IMF.

15T he question addressed in the section “Continuous Programs
Have Limited the Independent Role of Surveillance” is whether
surveillance could also have provided the necessary framework.

160ver the years of IMF-supported programs, various efforts
were made at reform of the financia sector, including the rehabil-
itation and restructuring of the Philippine National Bank and the
Development Bank of the Philippines in the late 1980s. After the
opening of foreign direct investment in 1991, most capital ac-
count restrictions were removed in a wide-ranging reform in
1992. Measures to strengthen the supervisory and regulatory
regime for commercial banks and to increase competition in the
banking sector were taken at about the same time. In particular,
the move was accompanied by a change in the prudential formula
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over as long a period as they had in other Asian
countries, in part because earlier problems meant
that capital inflows were smaller and did not last for
aslong prior to the crisis asin the other countries.

Despite some progress, poverty
remains high

26. The incidence of poverty has declined from
45 percent in 1985 to 32 percent in 1997, but re-
mains high in absolute terms. Moreover, income dis-
tribution has not changed much in the last three
decades and remains among the most unequal in
South East Asia: in 2000, the richest 20 percent ac-
counted for over one-half of total expenditure and
the poorest 20 percent for about 5 percent.1” Signifi-
cant progress was made in improving health and ed-
ucation indicators over the period of IMF program
engagement, but these improvements did not match
those in other Asian economies, in part neglecting
fiscal policy shortcomings.

Why Did the IMF Remain
Involved for So Long?

27. In this section, we explore the main reasons
why the IMF became as closely and continuously in-
volved as it did in the Philippines over the past 30
years or so and whether the involvement was consis-
tent with Board guidelines on the subject.

Starting imbalances and structural
problems were large

28. Part of the explanation for prolonged involve-
ment lies in the fact that despite the IMF's long en-
gagement in the Marcos era, imbalances were large
when the standstill on external debt service was de-
clared in 1983. The current account deficit reached
about 9 percent of GNP in 1982-83. External debt
peaked at 100 percent of GNP in 1985, which was

determining the maximum net open foreign exchange position for
each bank. Restrictions on entry and operation of foreign banks
were eased in the early 1990s to increase competition, and other
measures were taken to tighten prudential regulation, including a
tightening of minimum capital reguirements and the imposition
of aliquid asset requirement on foreign currency deposit unit
loans. Nevertheless, private credit grew very rapidly ahead of the
Asian crisis, and bank supervision and regulation continued to ex-
hibit serious shortcomings compared with best international prac-
tice. Since 1998, the authorities have adopted further financial
sector reforms, with the help of the IMF and a Banking Sector
Reform Loan from the World Bank (Rodlauer and others (2000),
Chapter V1: Banking System Reform).

17According to the World Bank’s World Development Indica-
tors, 2001.
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higher than in most of the other problem debtors of
the time. Debt service, before rescheduling, was
equivalent to about 50 percent of exports of goods
and services and private transfers.

29. The Marcos administration also left its suc-
cessors a daunting legacy of structural problems, in-
cluding severely indebted state corporations and
government financial institutions, including the cen-
tral bank.1®8 A small elite controlled a large part of
the economy and proved resistant to many reforms
that threatened this control.1® As a result, the eco-
nomic system remained quite closed, with patronage
playing a dominant role with a limited scope for
competition. Many industries benefited from a high
degree of protection and there were barriers to the
entry of foreign corporations. The Philippines was
much more closed than other ASEAN economies
even though the economy was smaller in size.

30. Moreover, staff reports were quite candid in
indicating that it would take a long time to return to
external viability. For example, the staff appraisal in
the Request for SBA in 1984 notes that “effective
adjustment will undoubtedly require time, stretching
well beyond the program period.” Medium-term pro-
jections in subsequent program documents contin-
ued to imply that the restoration of external viability
would take a long while, typically extending well
beyond the projection period. Indeed, with hindsight
the IMF was at times too pessimistic about the tim-
ing of the return to external viability, reflecting the
difficulty of predicting when full accessto private fi-
nancial markets would be restored.20

“Seal of approval” influences on IMF
program involvement

31. “Sed of approval” considerations, linking the
provision of financing or restructuring of debt from

18The Central Bank incurred large liabilities, due to theimpact of
sharp exchange rate depreciation on the cost of the exchange rate
guarantees and forward cover arrangements, provided in the early
1980s. The authorities took a policy decision not to monetize these
liabilities—which was of critical importance in helping the Philip-
pines avoid high inflation in the aftermath of the crisis—but inter-
est payments on central bank bills issued to cover the losses gave
rise to continuous quasi-fiscal deficits and a highly negative net
worth. It also affected the Central Bank’s ability to conduct mone-
tary policy. The Central Bank was eventually recapitalized and re-
structured, under anew statute, in 1993. This was a prior action for
the EFF, which was agreed the following year.

19See, for example, Bresnan (1986) and Gutierrez and others
(1992).

2pProjections for the 1991 SBA foresaw financing gaps through-
out the decade, noting that this pointed to the continued involve-
ment of the IMF and further Paris Club and commercia bank fi-
nancing packages through the mid-1990s. The 1989 EFF request
incorporated financing gaps of $1.7 hillion a year in 1993-95, and
suggested that an end to exceptional financing and a return to nor-
mal market access might not occur until after 1995.

other creditors to an IMF-supported program, were
particularly important during the period 1982-92 as
the Philippines sought to work out its external debt
problems. IMF programs were formally required in
order for Paris Club creditors to reschedule debt.
Commercia banks also made it clear to the Philippine
authorities that an active |MF-supported program was
the sine qua non for the concerted commercia bank
lending and restructuring that took place between
1986 and 1992. Apart from the various commercial
bank restructurings in 1986, 1987, and 1990, the re-
lease of intermediate tranches of new money by com-
mercial banks were also dependent on IMF-supported
programs. This remained so until the final Brady re-
structuring in 1992, which was financed in part from
“set-asides” under IMF arrangements together with
support from JEXIM, the Japanese export credit
agency, and from the World Bank—both of which
were also tied to the programs.2! The timing of
donors Consultative Groups was aso closely related
to the inception of 1M F-supported programs.

32. Did the debt workout phase in the Philip-
pines—and IMF involvement related to this factor—
take longer than in most other countries that encoun-
tered debt problems in the 1980s? The answer
appearsto be no, in large part because the broader in-
ternational strategy vis-a-vis the middle-income
highly indebted countries took about a decade to
evolve to the Brady plan. Therefore, most of these
countries also had a series of programs lasting a
decade or so, linked to debt restructuring (Box 10.3).

33. Even after the Philippines had regained market
access in 1993 and IMF-supported programs were no
longer required specifically for concerted debt
arrangements, they were still seen to satisfy the de-
mand for a positive signal on the macroeconomic
framework to donors and private financial markets. In
this situation, donors did not formally require an IMF
arrangement to bein place in order to provide support,
but they appear to have been more comfortable with
such an approach. For example, former officials stated
that one of the primary rationales for the 1994 EFF
was that the authorities felt that, in the light of the
Philippines checkered track record, an | MF-supported
program would be helpful to reassure lenders as the
country started to reaccess international capital mar-
kets. Both IMF staff and Philippine officials appear to
have been concerned that a discontinuation of the pro-
longed relationship would be interpreted negatively

21More recently, full activation of bilateral swap arrangements
with other Asian economies have been tied to the existence of an
IMF-supported program. In 1994 the program was also associ-
ated with a Paris Club rescheduling but, in this case, the Philip-
pines (uniquely in the history of the Paris Club) eventually de-
cided to cancel the agreed rescheduling, apparently because of
the implications for cover from export credit agencies and the
questionable need for a rescheduling.
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Box 10.3. Many Highly Indebted Countries Took as Long as the Philippines to Resolve
Their Debt Problems and Consequently Also Had Repeated IMF Arrangements

The Philippinesis not unusual in the length of timeiit
took to complete the debt workout after the debt crisis
of the early 1980s. Most of the heavily indebted mid-
dle-income countries that were affected also took about
a decade to work out their debt problems with the help
of Paris Club reschedulings and commercial bank re-
structurings, culminating in the Brady restructurings of
the early 1990s. Of the 17 highly indebted middle-
income countries,! Philippines was the eleventh to
complete its series of reschedulings with commercial
banks and the Paris Club, in July 19942 (Table 10.3).

1The “Baker 15" countries, plus Costa Rica and Jamaica.
Colombia is not shown because it did not reschedule in
the relevant period, although it did benefit from concerted
lending arrangements with commercial banks in 1985, 1989,
and 1991.

2If this Paris Club rescheduling, which was never imple-
mented, is discounted the Philippines would rank as the sixth of

by participants in the international capital markets.
The EFF was therefore viewed as desirable in part be-
cause so many players in the system had become ac-
customed to the existence of a program.

34. Interna briefing papers and interviews with a
number of staff suggest that the strong “ gatekeeper”
role implied by the close linkage of programs to
other forms of financing has had a potentially ad-
verse effect on the quality of programs, in two ways:
(i) the severe consequences, in terms of loss of other
financing, of the IMF's potential disengagement
probably caused it to be less selective in choosing to
be involved only at times when a lending arrange-
ment was likely to be most effective in advancing re-
form; and (ii) since the seal of approval from IMF-
supported programs has typically been linked
primarily to agreement on a program, rather than to
its successful implementation, it increased pressures
on the authorities to agree to policy timetables that
looked strong on paper, even if they were unlikely to
be delivered within the agreed time frame.

35. These tensions were frankly discussed in in-
ternal briefing papers prepared when the 1994 EFF
was under negotiation, at which time staff expressed
a concern to resist being pressured into early agree-
ment on a less than adequate program. The authori-
ties were apparently keen to agree on a new program
relatively quickly in order to pursue a Paris Club
rescheduling and an early meeting of official donors,
both of which were linked to such a program. This
wariness on the part of the staff appears to reflect a
number of earlier episodes where seal of approval

Six of these countries completed their restructuringsin
a concentrated period between 1992 and 1994, with
five earlier and six later.

In most of these cases, countries had a succession of
IMF-supported programs lasting a decade or more
linked to the need for a seal of approval for restructur-
ing. Up until the 1991 SBA tied to the 1992 Brady deal
and the 1991 Paris Club rescheduling, the Philippines
was fairly typical in the length of programs associated
with restructuring. However, to the extent that the
abortive Paris Club rescheduling was one of the ratio-
nales for the 1994 EFF, which lasted until 1998, IMF
involvement linked in some way to restructuring lasted
alittle longer than in most other countries.

the 17 to complete rescheduling. Nevertheless, the Paris Club
rescheduling was one of the rationales for the 1994 EFF al-
though a number of Executive Directors questioned its need.

considerations influenced IMF agreement on pro-
grams, and where, in the staff’s judgment, these pro-
grams suffered from weaknesses as a result.22 How-
ever, these internal concerns were not reflected in
the Board papers for the 1994 EFF.

Fluctuations in political commitment
and ownership

36. One of the reasons why adjustment took along
time is that there was strong political resistance by
vested interests to implementing some key structural
changes essential for success.23 The Philippines po-
litical system required a strong political commitment
of both the executive and legidative branches to en-
sure the passage of enabling legislation to support the
economic policy agenda. However, the programs
supported by the IMF were based primarily on agree-
ments between staff and the executive branch, and
important elements of the reform agenda often stalled
in Congress or ran into judicial challenges.

37. Strong leadership, with ownership of reform,
did at times help achieve the necessary political com-

22For example, in 1992, the tight links between Paris Club
rescheduling and | M F-supported programs caused the program to
be extended through a change of administration, risking compro-
mising program ownership.

23The 1993 and 2000 country strategy papers—and the 2000
Occasional Paper (Rodlauer and others, 2000)—were quite can-
did in identifying these factors as key obstacles to faster adjust-
ment and growth.
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Table 10.3. Heavily Indebted Middle-Income Countries: IMF-Supported Programs Tied to
Debt Restructuring Following the 1980s’ Debt Crisis

End of last IMF Last
program linked to 1980s’ commercial bank

First program linked
to 1980s’ debt

Country restructuring debt restructuring restructuring Last Paris club
Argentina Jan. 1983 Mar. 1996 Apr. 1993 July 1992
Bolivia Feb. 1980 Ongoing July 19921 July 2001
Brazil Mar. 1983 Aug. 1993 Apr. 19941 Feb. 1992
Chile Jan. 1983 Nov. 1990 Dec. 1990 Apr. 1987
Costa Rica Mar. 1980 Feb. 1994 May 19902 June 1993
Ecuador3 July 1983 Dec. 1995 Feb. 19951 June 1994
Jamaica June 1978 Mar. 1996 June 1990 Jan. 1993
Mexico Jan. 1983 May 1993 Mar. 19901 May 1989
Nigeria Jan. 1987 Apr. 1992 Jan. 19921 Dec. 2000
Peru June 1982 Mar. 1999 Nov. 19961 July 1996
Philippines Dec. 1984 Mar. 1998 Dec. 19921 July 1994
Uruguay Apr. 1983 Mar. 1992 Feb. 19911 .
Venezuela June 1989 Mar. 1993 Dec. 19901 e

Cote d'lvoire Feb. 1981 Ongoing May 19971 Apr. 2002
Morocco Oct. 1980 Mar. 1993 June 1990 Feb. 1992
Former Yugoslavia May 1979 Sep. 1991 Sep. 19884 July 19884

Sources: Paris Club; Global Development Finance database; and IMF Annual Reports.
1Brady deal.
2If this Paris Club rescheduling, which was never implemented, is discounted the Philippines would rank as the sixth of the 17 to complete rescheduling. Neverthe-

less, the Paris Club rescheduling was one of the rationales for the 1994 EFF although a number of Executive Directors questioned its need.

3Ecuador rescheduled debt with official and private creditors again in 2002.

4These are the dates of the reschedulings of the debt of the former Yugoslavia, whose debt problems had not been resolved at the time the federation was

dissolved.

mitment and overcome vested interests—such as in
1986-87 and during much of the Ramos administra-
tion. During these periods, much was achieved under
the IMF-supported programs, even if the need to mo-
bilize a political consensus and push reforms through
Congress meant that the ambitious timetables set out
in program documents could not be attained. How-
ever, when political leadership was weaker, reforms
stalled despite the commitment of the direct economic
ministries and the Central Bank. Prolonged political
uncertainties—including severa coup attempts during
the Aquino administration—added to these problems.

38. What could the IMF have done differently
during these periods of weaker ownership? In many
cases, there is no clear answer. In principle, a differ-
ent approach might have involved a combination of
three elements: greater efforts to build consensus,
greater selectivity, and changes in conditionality.

39. On thefirst element, IMF missions did engage
in extensive dialogue on economic policy with mem-
bers of key congressional committees and both offi-
cials and staff interviewed thought this dialogue had
been helpful. Some missions also reached out to
“civil society” more generally, and resident repre-
sentatives generally engaged in a policy dialogue
with a broad range of groups, within and outside
government, to explain the IMF point of view. How-
ever, such contacts could not create, or serve as a

substitute for, broader domestic political commit-
ment and ownership.

40. Greater selectivity in entering into, or extend-
ing, lending arrangements would have been highly
desirable during those periods when it became evi-
dent that there was no commitment at the highest
political level to reforms necessary for sustainable
adjustment. This was the case for much of the Mar-
cos era and should have been evident earlier in the
Estrada administration. At other times, however,
when the issue was more one of the Executive's
ability to implement measures they agreed to, the
IMF was faced with a more difficult situation. On a
number of occasions when policies went off-track,
the IMF did halt programs—by not completing re-
views—while seeking corrective actions (Box
10.4). However, partly because of the “seal of ap-
proval” issues discussed above, pressures often
grew to resume the program and a compromise was
generally reached that involved some erosion of the
original policy measures.

41. Finaly, could a different approach to condi-
tionality have helped overcome the periods of weak
ownership and thereby reduced the length of IMF
program involvement? As will be discussed further in
the section “Implications for Program Design and
Implementation,” a greater prioritization of structural
reforms—with greater flexibility on the timetable but



not on the substance of those judged to be critical
to macroeconomic sustainability—would probably
have helped; however, as the later discussion of the
efforts to improve the tax structure and strengthen tax
administration will show, there are limits to what
any specific modalities of conditionality can be ex-
pected to achieve, in the absence of strong domestic
ownership.

Program design and implementation

42. Several key weaknesses were consistently
identified by the IMF as at the core of the longer-
term adjustment problem—notably weak tax col-
lection and low public saving, which in turn con-
tributed to low levels of gross national saving in
comparison with the Philippines’ neighbors. This
was long seen as a factor that limited the ability of
the economy to invest and grow without running
into periodic external financing constraints. Nearly
al IMF-supported programs over the last 30 years
identified increasing saving rates as a central aim,
and sought to address this problem by improving
public saving through a greater tax effort, which
was also low in comparison to other economies in
the region. However, programs were not consis-
tently successful in achieving these goals, either
because of overoptimism of the original projections
or policy slippages.

43. As shown in Figure 10.2, programs generally
targeted a large sustained improvement in tax rev-
enues as a share of GNP as a means of boosting pub-
lic and gross national saving.

44. Tax reform and efforts to improve administra-
tion did yield some benefitsin raising the tax ratio in
the late 1980s and early 1990s, although progress
was intermittent. The tax ratio rose from 11 percent
of GNP in 1986 to 15 percent in 1993 and peaked at
over 16 percent in 1997. However, except for the
1989 EFF and to some extent the 1991 SBA, actual
performance still fell far short of the sharp increases
in tax revenues targeted under successive programs.
Perhaps more important than this overoptimism was
that part of the improvements that were achieved
were the result of ad hoc measures. The increase in
tax revenue in proportion to GNP also owes some-
thing to the recovery in activity in the late 1980s. In
any event, the revenue gains were not sustained. Per-
formance was particularly poor after 1998, when the
tax ratio deteriorated significantly. These issues are
discussed in more depth in the section “Improving
the tax structure and strengthening tax administra-
tion: an example.”

45, The gross national saving rate was also pro-
jected to rise markedly in each program but the ac-
tual outturn usually fell short (Figure 10.3). Gross
national saving as a percentage of GNP declined
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Figure 10.2. Philippines: National Government
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Figure 10.3. Philippines: Gross National Savings
(In percent of GNP)
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continuously in the first half of the 1980s, im-
proved briefly between 1986, and then deteriorated
again. The measured saving rate shows a sharp in-
crease in 1999 and 2000, but there is reason to be-
lieve that this may simply reflect statistical weak-
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Box 10.4. Examples of Major Interruptions to IMF-Supported Programs in the Philippines

As discussed in the main text, conditionality in the
Philippines—especially structural conditionality—re-
lied heavily on program reviews. On a number of occa-
sions, program reviews were delayed for extended peri-
ods—sometimes leading to permanent interruptions—as
policies diverged from program commitments. By inter-
rupting programs, the IMF was sometimes able to secure
desired policy changes. However, if such interruptions
took place within a context where it was tacitly under-
stood by both sides that outside factors—including “seal
of approval” considerations—would be likely to ensure
the eventual restoration of a program relationship, this
may have affected the efficacy of efforts to impose
greater selectivity. This box examines several such
episodes to examine the major reasons for program in-
terruptions and to assess the extent to which the policy
dlippages were corrected by the time programs were re-
sumed, or new arrangements agreed. The broad conclu-
sion is that the program interruptions were partly effec-
tive in correcting policy slippages, but that substantial
“recontracting” also occurred, resulting in a weakening
of original commitments.

Interruption of the 1989 EFF

The IMF took contrasting approaches to successive
reviews under the 1989 EFF.

e Thefirst review of the 1989 EFF was completed on
schedule in December 1989, despite significant
slippage in monetary and fiscal policiesthat largely
reflected the delayed implementation of politically
sensitive oil price increases and a large public sec-
tor wage increase. The authorities eventually raised
oil prices at the beginning of December, and
promised to take remedial fiscal actions, including
several discretionary tax increases, to permit the re-
view to be completed. As noted below, these
promised increases did not materialize. One moti-
vation for completing the review on time was to
free up IMF “set-asides” and linked financing from
donors to help finance the “buy-back” of commer-
cial bank debt that took place in January 1990.

« The program went more seriously off-track during
1990 in light of policy slippages and a series of
large exogenous shocks. Net international reserves
targets and fiscal targets were missed, the latter
largely because Congress failed to pass the tax

nesses.24 The failure of successive programs to in-
crease the saving rate in turn left the economy

24Private saving, which is calculated as a residual, apparently
rose from 19.9 percent of GNP in 1998 to 29.2 percent in 2000,
while the current account surplus rose to 11.8 percent of GNP
from 2.2 percent over the same period. However, a staff analysis
of partner country trade data suggests that the current account
surplus may be overstated by as much as 9-10 percentage points

measures promised earlier as a condition for com-
pleting the first review.1 Staff decided that the orig-
inal aims of the EFF were unattainable and that the
second review of the program could not be com-
pleted. This decision appears to have reflected the
judgment that in the political environment follow-
ing the earthquake and the previous year’s coup at-
tempt, it was unlikely that the government would
be able to take the comprehensive and strong pol-
icy measures that would justify the resumption of
IMF support.

However, the IMF was keen to head off the risk of
an intensifying crisis and a so to free up needed fi-
nancing from donors and creditors. Six months
after the review was originally scheduled, agree-
ment on a new Stand-by Arrangement was reached
in January 1991. In order to meet the schedule for a
donors' group and avoid the damage to confidence
that a further delay would cause, the IMF compro-
mised on its initial requirements for a new pro-
gram, accepting the President’s assurance that she
would use veto powers and administrative means to
keep expenditure in line with the program, as a
substitute for full enactment by Congress of the
budget. Reflecting political sensitivities, revenue
measures were confined to a temporary import
levy, rather than the measures promised under the
previous program. Other prior actions were agreed,
including the elimination of administrative foreign
exchange arrangements that artificially supported
the peso and the announcement of a power tariff in-
crease. In the event, the politically sensitive power
tariff increase was not implemented until a year
later, and was subsequently partly rolled back. The
band around the reference exchange rate for com-
mercial transactions was eliminated as schedul ed.
More far-reaching reforms of the exchange system
were introduced only in early 1992.

1In the aftermath of the June earthquake, the authorities
were pressing for the early provision of emergency assistance
from the IMF while Congress threatened a debt moratorium.
Congress also voted a substantial reduction in oil taxes in the
face of the run-up in world prices, and a tariff reform was
withdrawn in the face of congressional pressure.

vulnerable to stop-go cycles and to exogenous
shocks. 25

of GNP, mainly due to the underrecording of imports. Given the
method of calculation, this would imply that the saving ratio is
correspondingly overstated.

ZMore recently, additional vulnerability concerns have fo-
cused on public sector debt dynamics and continuing weaknesses
in the financial sector. Exports remain heavily concentrated in the
€lectronics sector.



Delayed first review under the 1994 EFF

« Policy performance in the first six months of the
1994 EFF deviated substantially from program ex-
pectations. In particular, the introduction of an au-
tomatic oil price adjustment mechanism, which
was an original condition for completing the re-
view, was postponed until late 1995, after it was
determined that this would require legislation.
Monetary policy also went off-track. There were
also delays in establishing a simplified tariff
regime, revising the National Power Corporation’s
pricing formula, and liberalizing entry into the ail
sector. To complete the review, the IMF therefore
pressed for the implementation of these trade and
energy reforms and for demonstrated adherence to
the monetary program in early 1995. It also sought
new understandings on compensatory measures
that would be taken if there were unforeseen devel-
opments, such as weaker-than-expected capital
flows, following the Mexican crisis.

The review was eventually completed in Septem-
ber 1995, after aten-month delay. The IMF settled
for the administration’s submitting of bills cover-
ing the measures required for completion of the re-
view to Congress, rather than their actual imple-
mentation. The administration submitted a bill to
remove quantitative agricultural import restric-
tions, which was passed in March 1996, and a
comprehensive oil sector reform bill, as well as a
tax reform bill.2 The decision to complete the re-
view appears to have reflected the strong macro-
economic performance, recognition that the au-
thorities had limited influence over the
Congressional timetable, and the judgment that
the authorities' efforts to advance structural reform
deserved encouragement.

An Oil Deregulation Bill was passed in 1996, but
was subsequently judged to be unconstitutional .
Replacement legislation was eventually passed in
February 1998, some two and a half years later.
The Comprehensive Tax Reform legislation was

2There was al'so a major revision to monetary policy, as the
authorities adopted a limited form of inflation targeting.

Adverse shocks

46. Bad luck—in the form of a long string of ad-
verse shocks—also played arole in extending the pe-
riod of prolonged use. A dramatic series of adverse
supply shocks in the early 1990s (including an ex-
tended drought and related power shortages, a severe
earthquake, and a damaging volcano eruption) and de-
teriorating terms of trade adversely affected the bal-
ance of payments, while political uncertainties—re-
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passed in December 1997, but suffered some im-
portant shortcomings (discussed in the section
“Improving the tax structure and strengthening tax
administration: an example”).

Fifth review of the 1998 Stand-By Arrangement

« Completion of the fifth review of the 1998 SBA,
originally scheduled for September 1999, was de-
layed by ten months. As a condition for completing
the review, the IMF sought renewed momentum in
key structural reforms, with specific prior actions
required in banking reform, tax administration, and
power sector restructuring. Missions in September
and December 1999 were unable to complete the
review because of slippage in the fiscal program
and because key structural reforms were delayed—
particularly power sector reform legislation and the
adoption of a plan for the privatization of the
Philippine National Bank (PNB) by mid-2000.
Growing governance concerns, including those re-
lated to the PNB privatization, also added to diffi-
culty in completing the review.

The program was extended beyond its original ter-
mination date of March 2000 to permit completion
of the review in July 2000. This followed agree-
ment on afiscal program for 2000, incorporating a
dlightly higher targeted fiscal deficit3 aswell as ap-
proval of the power sector reform by the Lower
House of Congressin April (aprior action), and by
the Senate in June. In the event, approval of unified
legislation was delayed for much longer—until late
2001. The review went ahead despite the failure of
the auction of the government’s stake in PNB in
June. Progress was slower than the IMF originally
sought in some other areas of structural reform, in-
cluding tax administration, but a General Banking
Act was passed prior to the completion of the re-
view. The arrangement was extended a second time
until end-2000, but was ultimately permitted to
lapse amid increasing governance concerns, with-
out completion of the final review.

3To 2.9 percent of GDP compared to an origina target of
2.2 percent. In the event, the actual fiscal deficit for 2000 was
4.6 percent of GDP.

flected in several coup attempts—affected investor
confidence. Later in the 1990s, the timing of the Asian
and Russian crises, and the associated contagion, dis-
rupted what would otherwise probably have been a
successful “exit” from use of IMF resourcesin 1997.26

26This does not imply that policies in the Philippines—includ-
ing exchange rate policy, remaining financial sector regulatory
weaknesses, and relatively shallow domestic capital markets—
had no role in magnifying the effects of the crisis.
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The rationale for program involvement was
sometimes too broad

47. Therationale for IMF program involvement in
the Philippines appears to have been very broad. The
traditional criterion of balance of payments need
was clearly evident from the onset of the debt crisis
in 1983 until the restoration of market access in
1993 and, once again, during the height of contagion
from the Asian and Russian crises in 1997-98. Dur-
ing the 1983-93 period, IMF gross financing typi-
cally provided a relatively small proportion of pro-
jected financing gaps, but IMF involvement was
necessary to catalyze other flows, mainly through
reschedulings. Much of the IMF financing in fact
represented arollover of payments falling due.2”

48. However, the balance of payments need was
less evident from 1993, when market access was re-
gained, until the Asian crisis. It is also doubtful for
how long there was balance of payments need after
1998. Admittedly, an element of judgment was in-
volved in such cases, since the justification for ac-
cessto IMF resources can refer to apotential, aswell
as an actual, balance of payments need. In both peri-
ods, the Philippines probably could have raised from
private markets the amounts that were borrowed
from the IMF, but it could be argued that, at both
times, this market access was not fully assured.
However, two points are worth noting in this respect:
first, both arrangements were extended at times
when there appeared to be even less balance of pay-
ments need;28 second, there was very little discus-
sion in internal documents of whether such a need
existed. In the Board discussion in March 1993 relat-
ing to the augmentation of the then Stand-By
Arrangement, some Executive Directors gquestioned
the balance of payments need for the augmentation,
and a few noted that they would want to carefully
consider the balance of payments need for any suc-
cessor arrangement. At the Executive Board discus-
sion on the 1994 EFF, a year later, one Director
noted that in spite of these reservations about a fu-
ture program expressed earlier, there was no discus-
sion of these issuesin the Staff Report.

49. The broader rationale for continued program
involvement at these times seems to have included
three factors. First, a desire to send a positive signal
to donors and creditors (discussed above). Second,
the belief that it would foster “good” policies and
bolster internal groupsin favor of reform. A number

27Between 1982 and 1993, there were small net repayments to
the IMF, which was in line with the guidelines that called for a
gradual reduction in exposure to prolonged users.

28As noted earlier, the first one-month extension of the 1994
EFF took place in June 1997 before the floating of the Thai baht,
and was related to the desire for a*“ graceful exit” after completion
of the (postponed) tax reforms.

of staff interviewed argued that the IMF's continued
presence in a program context, even when there was
no pressing balance of payments need for IMF fi-
nancing or a catalytic role, was still an important
pressure in favor of the “right” policiesin key peri-
ods. In their view, policy implementation and eco-
nomic management would have been weaker with-
out a program. A number of staff and former
officials al'so noted that the existence of a program
had helped to increase the leverage of internal
groups that favored a strong macroeconomic policy
framework and continued reforms.

50. Finally, one of the major motivations for the
1998 SBA according to internal briefing papers and
interviews with staff and former Philippine offi-
cials, was to sustain earlier gains and avoid “back-
sliding” during a change of administration. In the
event, while the program helped macroeconomic
policies remain prudent during the transition period
itself, this was not sustained and the approach ulti-
mately proved unsuccessful. Although the incom-
ing President signaled his agreement to the pro-
gram, ownership eventually proved weak and
implementation suffered, especially after the first
year. (The discussion of efforts to strengthen the
tax system, in the section “Implications for Pro-
gram Design and Implementation,” gives a specific
example of how a detailed set of measures negoti-
ated with an outgoing team was not implemented
because they were not effectively “owned” by the
incoming team.)

Sponsorship by key shareholders

51. International political factors probably also
have their place in explaining the IMF's long pro-
gram engagement in the Philippines, particularly in
the 1960s and 1970s. In the view of a number of offi-
cials and staff, up until about 1983, the close rela-
tionship of the United States—and some other share-
holders—with the Marcos regime in the context of
the cold war and regional tensions appears to have
been reflected in the favorable attitude of IMF man-
agement and the Executive Board to the authorities
requests for support. Subsequently, tensions in the
political relationship between key shareholders and
the then Philippines leadership may also have con-
tributed to delays in agreeing on a program in 1983
and an increase in the threshold of what would be
viewed as an acceptable program. The interests of
key shareholders in regional stability and their sup-
port for the efforts of President Aquino to restore and
maintain more democratic institutions were proba-
bly also a factor influencing decisions to continue
program involvement at times when weak ownership
of some core economic reforms might otherwise
have argued for greater selectivity.



Borrower incentive because of low cost

52. Some external observers have argued that
continued use of IMF resources by countries that
have access to private financial marketsis driven by
the borrowing countries’ incentives to reduce their
borrowing costs, by substituting lower-cost IMF fi-
nancing.?® It is not possible to test this proposition
directly, but the impact on the Philippines overall
borrowing costs, if it had ceased to use IMF re-
sourcesin 1994 and from 1999 onward, would have
been small. During the 1994 EFF the Philippines
only made the initial SDR 36 million drawing be-
fore the Asian crisis, treating the program as pre-
cautionary for the most part. The relative cost of
borrowing from the IMF and the markets might
have been a more relevant consideration in
1999-2000. During this period, the Philippines
borrowed SDR 491 million from the IMF. At the
time, issue spreads on the Philippines sovereign
international bonds ranged from about 350 to 425
basis points over U.S. treasuries of comparable ma-
turity—implying an interest saving of about SDR
20 million ayear.

53. Officias and staff interviewed were all of the
view that a more important factor driving the author-
ities’ interest in continued programs, both during and
after the restoration of market access, was the belief
that there was a catalytic role of an IMF-supported
program—that is, the signal it sent to other creditors
and donors.

Did the IMF’s approach in the Philippines
match its guidelines on prolonged use?

54. Whatever the reasons explaining prolonged
use, and there are many, it is relevant to ask whether
such use in the Philippines was in accord with the un-
derlying policy governing prolonged use as articu-
lated in Board discussions. This policy consists of the
following elements (see Chapter 3 of Part | for amore
detailed discussion): (i) front-loading the adjustment
effort, including greater emphasis on prior actions,
and closely monitoring program implementation; (i)
seeking a net reduction in prolonged users' outstand-
ing liabilities to the IMF, including through arrange-
ments with limited access but that would still serve a
catalytic role, and back-loading disbursements; (iii)
an analysis of the factors underlying a country’s pro-
longed use and a candid ex post assessment of perfor-
mance under previous programs at the time of new
program requests; and (iv) an “exit” strategy includ-
ing ex ante assessments of the time needed to com-
plete the adjustment process and of the time frame to

29See, for example, Meltzer and others (2000) and V asquez
(1999).
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disengage from IMF lending along with strengthened
surveillance at the post-program stage.

55. In the Philippines’ case, some elements of this
strategy were implemented and some were not.

(i) It is hard to argue that the adjustment effort
was “front-loaded” in practice and, as will be
shown in the next section, prior actions were
used sparingly. For example, fiscal adjustment
and the program of tax reform in the 1994 EFF
were substantially back-loaded, although ex-
pansion of the coverage of the VAT was made
aprior action,30 with most of the planned fiscal
adjustment to occur in 1995 and 1996, after the
Task Force on Tax and Tariff Reform had for-
mulated more detailed plans for tax reform.
However, as the discussion below of the vari-
ous efforts to strengthen the tax effort will
show, the precise structure of conditionality,
including prior actions, does not seem to have
been acritical factor.

(ii) Access under arrangements did in general seek
anet reduction in the Philippines’ liabilities to
the IMF, while preserving a catalytic role, but
disbursements were not always back-loaded.3!

(iii) There was not a systematic ex post assessment
of each program, although the staff did “step
back” on several occasions to conduct such as-
sessments (e.g., in 1991, 1993, and 2000)—
more so than in the other country cases exam-
ined in the evaluation. However, internal
assessments were much more candid than
those in final Board papers.

(iv) While parts of an “exit” strategy were set out,
and early Board papers were reasonably forth-
coming about the time frame involved, the ra-
tionale for the IMF's continued program in-
volvement once market access was restored
was not fully presented in Board papers, nor
does it seem to have been subject to much in-
ternal debate. In any event, the strategy was
overtaken by the Asian crisis. A comparison
with Morocco, which exited from 10 years of
IMF-supported programs in 1993 after ex-
tended adjustment and debt restructuring, isin-

301t was not ultimately implemented until 1996 as a result of a
judicial challenge.

31For example, disbursements under the 1994 EFF were evenly
loaded. The guidelines appear to have been more closely followed
in some respects in the case of the 1998 SBA. The arrangement
was back-loaded with 5 percent of quota available on approval,
while the first four installments each for 14 percent of quota and
the remainder each for 25 percent of quota. This back-loading
was not maintained when the program was rephased in its later
stages.

159



160

PART Il « CHAPTER 10

teresting. The key macroeconomic indicators
for the two countries, discussed in more detail
in Part |, were quite similar by the early 1990s.
While it would not be desirable to pre-establish
simplistic quantitative “exit” criteria for a pro-
longed user, it is not obvious why such differ-
ent approaches were taken in the two cases.

56. The latter two points raise a more general
question about whether the internal review process
played its role sufficiently. While any summary of a
review process spanning several decades is bound to
involve some generalization—especially since
guidelines on the review process changed over
time—an assessment of internal briefing papers,
country strategy papers, and review department
comments on those papers suggests the following
points. First, the diagnosis of the main problems and
the content of the proposed policy framework was
typically the subject of a detailed internal assess-
ment and often considerable debate. Second, several
of the ex post assessments mentioned above did
draw potential lessons for program design (e.g., the
1991 assessment pointed to the need for greater pri-
oritization and a more realistic time frame on struc-
tural reforms), but these lessons were not always
fully absorbed or debated in the subsequent review
process (see the next section for more discussion of
the time frame of program design). Third, many of
the often quite sharp differences of view about the
overall strategy that emerged during the review
process were not reflected in subsequent Board pa-
pers, which tended to focus on an explanation and
justification of the agreed consensus approach and
the program as negotiated.

57. The period leading up to the 1994 EFF pro-
vides a good example of the process. From the early
1990s, the IMF did have an exit strategy for the
Philippines, including an ex ante assessment of the
time it would take to complete the adjustment
process. From the time the 1989 EFF went off-track,
the consistent game plan was that an SBA, primarily
focused on stabilization, would be followed by an
EFF, which would include the major structural
changes that would permit the Philippinesto “gradu-
ate” There was considerable internal debate, ahead
of agreement on the EFF, as to how strong—yparticu-
larly in terms of fiscal adjustment—any successor
program would have to be to be to warrant IMF sup-
port. However, there was not a full discussion of
time frame and ownership/implementation issues,
even in the draft 1993 country strategy paper that
aimed to draw lessons from earlier experience. The
area department was of the view that one lesson was
that an unrealistic time table and overcrowded
agenda had contributed to implementation difficul-
ties, whereas review departments generally took the

view that strong up-front actions were needed in
light of the Philippines' perceived poor record of
program implementation. Nor was there an explicit
discussion of whether any follow-up program was
needed at all.32 Although PDR implicitly questioned
the balance of payments need, by drawing attention
to the tenuous nature of the small financing gaps as-
sumed, it apparently did not argue against an
arrangement per se. In retrospect, the country strat-
egy paper—which was never completed—was a
missed opportunity for a broader debate on the
lessons from past programs and the IMF' srole.33

58. As noted above, the critical nature of the Ex-
ecutive Board discussion at the time of the fifth re-
view of the EFF did trigger a more comprehensive
assessment of the IMF’s role and approach in the
Philippines, in the form of the internal (2000) coun-

try strategy paper.

Implications for Program Design and
Implementation

59. This section discusses issues relating to pro-
gram design and program implementation, which
arise from our review of the Philippines experience
and which suggest lessons to help avoid some of the
problems associated with prolonged use.

Program design

60. A recognition of the longer time frame re-
quired for adjustment could have led to a greater
prioritization of structural reforms.

61. As noted earlier, the IMF recognized at an
early stage that the Philippines would require arela
tively long time to restore external sustainability, but
program design remained focused on a relatively
short time horizon. The short-term focus was partly
areflection of the ingtitutional constraints requiring
programs to offer evidence of concrete progress
within the time frame of the program itself. In the
view of some IMF staff interviewed by the evalua-
tion team, this excessively short-term focus caused
programs to address structural issues across too

32This may in part reflect the commitment of management to a
follow-up program communicated to the Philippines authorities
as early as June 1992.

33Similarly, a number of internal comments prepared by re-
viewing departments at the time of the various reviews of the EFF
did question some of the underlying rationale for the program. In
particular, the weak correspondence between the Philippines’
economic performance and its compliance with program condi-
tionality was noted, since strong capital inflows had continued
despite repeated delays in completing reviews and the breaching
of a number of performance criteria and structural benchmarks,
suggesting that any “signaling” rationale was weak.



broad a front and to target timetables for various
structural reforms that were often unrealistically am-
bitious. Tax reform and tax administration, exam-
ined in detail below, is one example where, in the
view of many staff and officials, program design
would have benefited if a longer-term perspective
had been adopted from an early stage.

62. Program design may also have paid insuffi-
cient attention to political implementation capacity.
The case of the 1989 EFF which went off-track is
one example (Box 10.1). Several IMF staff noted
that the programs on which they worked would
likely have been more effective if the program had
been focused on a smaller number of core struc-
tural reforms. For example, in the latter stages of
the 1994 EFF, the IMF was simultaneously pushing
for reforms to the oil-pricing system and to tax pol-
icy, each of which required congressional approval,
as prior actions for the completion of program re-
views. In the view of some staff, this may have
been overambitious, exceeding the capacity of the
political system to digest several major reforms at
the same time.

Difficulties in strengthening key institutions
were critical

63. The issue of tax administration has featured in
virtually al IMF-supported programs for the Philip-
pines, dating back to the 1970s.34 As discussed
below, several different approaches were tried in
successive programs, including efforts to promote
ownership of these reforms through local working
groups to devel op detailed measures. With hindsight,
while programs incorporated a wide range of mea-
sures to improve tax administration and policy,
based on extensive technical assistance, they failed
to achieve the strengthening of institutions, particu-
larly the Bureau of Internal Revenue, which was crit-
ical to achieving program aims.

64. The effectiveness of the Bureau of Customs
was greetly strengthened, at least temporarily, under
the Ramos administration, as a result of reforms—
and strong leadership of the agency—initiated in
1993.

65. Could the IMF have done more to strengthen
tax institutions? It did make repeated efforts to
tackle the issue—as the discussion below will illus-
trate. It would likely have been more effective if the
IMF had focused on a limited number of measures
that were critical to achieving success, along with

34Tax administration was not featured prominently during the
1994 EFF, which focused more on tax policy issues, but, accord-
ing to staff, even then efforts continued on the ground to improve
tax administration.
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greater on-the-ground follow-up to technical assis-
tance missions to monitor and facilitate program im-
plementation, and a greater willingness to halt pro-
grams when implementation of these core measures
was inadequate. However, the experience may indi-
cate the limitations of what conditionality from an
outside agency can reasonably be expected to
achieve, unless there is strong commitment from the
country in question.

Dealing with uncertainty in programs

66. Some staff interviewed also believed that pro-
gram design would have benefited from more explicit
attention to contingency planning. The Philippine
economy has remained vulnerable to exogenous
shocks. Moreover, the revenue impact of certain tax
administration measures was highly uncertain and
the program would have benefited if contingency ac-
tions to be introduced in the event of revenue short-
falls had been specified at the outset.

67. In practice, program reviews were generally
used to adjust programs in the light of unexpected
developments, which was probably the correct ap-
proach, but the adjustments often did not occur in a
sufficiently timely fashion. It would likely have been
more effective if programs had paid more attention
to identifying up-front the major risks—including
implementation risks—along with a more systematic
stress-testing of how the program framework would
be affected by such risks and a discussion of how
policies would respond.

68. However, better contingency planning does
not require a detailed ex ante quantification in the
letter of intent of responses to specific shocks. For
example, the Philippine authorities did request ac-
cess to contingent financing under the Compen-
satory and Contingency Financing Facility (CCFF)
in association with the 1989 EFF. The view of both
staff and officials was that the CCFF experiment
had not been helpful. The effort consumed consid-
erable time and administrative resources since the
formulas determining eligibility were very complex
and hard to check, and the mechanism proved ex-
cessively rigid and overconstrained as it simultane-
ously tried to satisfy a number of inconsistent con-
siderations. As aresult, the focus was more on rigid
formulas rather than on the broader logic of policy
adjustments.

Program implementation

Implementation of IMF-supported
programs has been mixed

69. The effectiveness with which programs have
been implemented has varied markedly, with phases
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of strong implementation—for example 198788,
and to some extent 1991-92—alternating with peri-
ods when implementation has been much weaker.
There have also been phases, such as during the
1994 EFF, when economic performance was strong
and significant progress was achieved on some
structural reforms, even though overall program im-
plementation was inconsi stent.

70. Over the period 1970-2000, 8 of the 16
arrangements were fully disbursed, while 77 percent
of commitments were disbursed on average, a rela-
tively high proportion by comparison with other
countries (see Table 10.1).35 Four of the seven pro-
grams since 1983 were not completed. Even those
programs that were completed suffered implementa-
tion problems as program reviews were subject to
frequent long delays, sometimes of as much as ten
months.3¢ This reflected in part the heavy reliance on
reviews to provide structural conditionality. For the
same reason, the Philippines has not been a heavy
user of waivers.37

71. The implementation of the fiscal component
of programs has been patchy. For example, deficits
were narrowed substantially in the first half of the
1990s—by more than the program targets—but
have subsequently widened again (Figure 10.4).
Moreover, as noted earlier, revenues were generally
overestimated except during the early 1990s. As a
result, fiscal deficit targets were often achieved at
the expense of shortfalls in planned public spend-
ing, particularly on infrastructure investment.
Given the typically limited scope of discretionary
expenditure, such ad hoc adjustments distorted ex-
penditure priorities and at times prevented planned
increases in capital expenditure. For example,
under the 1986-88 SBA, public investment re-
mained at 3.5 percent of GNP throughout the pro-
gram rather than rising to 5 percent of GNP as tar-
geted. Public investment also remained well below
program projections under each of the three
arrangements in the 1990s.

350ver the same period, the average disbursement ratio for all
arrangements using general resources was 64 percent.

36For example, of the 22 program reviews scheduled under the
seven arrangements since 1983: just 6 were completed on sched-
ule, with a further 3 completed with a delay of three months or
less. Nine were delayed for longer, including 2 reviews delayed
for ten months each. Four of the scheduled reviews were never
completed, as arrangements were cancelled.

370Over the 198799 period, the Philippines ranks fifty-fourth
out of 105 countries that had programs in terms of waivers per
program year with just eight waivers. None of these waivers re-
lated to structural performance criteria and al but one of these
waivers related to quantitative performance criteria. In addition,
the Executive Board granted three waivers of applicability over
this program period, related to delays in completing reviews.

Figure 10.4. Philippines: Implementation of Fiscal

Programs—Consolidated Public Sector Balance
(In percent of GNP)
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Impact of prolonged use on domestic
policy formulation

72. The close and continuous rel ationship between
the Philippine authorities and the IMF also needs to
be evaluated in terms of itsimpact on institutional de-
velopment. Current and former officials and staff
noted that IMF involvement had a strong influencein
shaping the macroeconomic framework aswell asthe
technical and data systems used by the Philippine
authorities, which were essentially a mirror image of
the IMF's financial programming framework. In the
view of most officials interviewed, IMF training and
technical assistance played a constructive role, most
notably in enhancing the skills needed for the formu-
lation of a comprehensive and consistent macroeco-
nomic framework.

73. While it isimpossible to judge how policy for-
mulation processes would have developed in the ab-
sence of almost continuous programs, formulating
policies around negotiations with the IMF for more
than 30 years must have had an impact. Both the
1993 and 2000 country strategy papers noted that
there was a strong risk that the Philippines had be-
come overdependent on the IMF and that this was an
important reason why the prolonged program en-
gagement should eventually be discontinued. The
2000 CSP stated explicitly that “Institutional devel-
opment has likely been hampered in some respects
by the dependence of the authorities on the IMF to
articulate a consistent policy package, monitor its
implementation, and provide discipline in the short-
term. This may not have left room for the develop-



ment of the authorities' own institutions or proce-
dures to ensure internal accountability and discipline
in policy-making and implementation.” Nevertheless,
the Philippines does have considerable strengths
in some of its major policymaking institutions—
including economic ministries, the Central Bank, and
key congressional committees. The fact that, under
the post-program monitoring (PPM) arrangement in
effect since 2000, the government has continued to
set goals and establish targets on key macroeconomic
and financial aggregates, to ensure aforward-looking
aspect to monitoring, without being required to do so
under the PPM, suggests that domestic economic
managers have been able to adapt quickly and pru-
dently to the absence of an IMF arrangement.

Prolonged use has probably eroded the
effectiveness of conditionality

74. The nature of conditionality in programs for
the Philippines has evolved markedly over time, asit
has for programs in general. Conditionality in pro-
grams during the 1970s centered on quantitative per-
formance criteria related to the financial program-
ming framework and to quantitative limits on
contracting medium-term external debt. The breadth
of conditionality increased markedly from 1983 on-
ward as programs increasingly addressed structural
issues. Conditionality on these issues was exercised
mainly through prior actions and program reviews
(often in combination). There was limited use of
structural benchmarks and virtually no use of struc-
tural performance criteria.38 In deciding whether to
complete a review, the IMF typically exercised a
high degree of flexibility in relation to origina pro-
gram targets, at times introducing new conditions to
complete reviews in light of evolving circumstances.
Reviews were often substantially delayed, but gener-
aly the program remained in existence and reviews
were eventually completed.

75. This flexible approach was developed at |east
partly in response to the Philippines congressional-
style political system, whereby the Executive has
limited control over the legislative agenda and
therefore often cannot credibly commit to a specific
timetable for measures that require legislation.39

38Programs varied greatly in the degree of detail with which
conditions on structural measures have been specified. For exam-
ple, some programs incorporated highly detailed agendas for ac-
tion against which progress on structural reforms could be moni-
tored, while others were simply specified in terms of reviewing
general progress in a particular area of structural reform.

391 n the mid-1990s, the Philippine government formed the Leg-
islative-Executive Development Advisory Council (LEDAC) as a
vehicle to push through Congress certain bills identified as priori-
ties by the Executive.
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Moreover, the IMF frequently had to decide
whether to compromise over shortcomings in mea-
sures passed by Congress that deviated from those
that were originally envisaged (see Box 10.4 for
examples).

76. While the reliance on reviews seems to have
been broadly appropriate under the circumstances,
there was inevitably a trade-off between the flexibil-
ity gained from exercising a high degree of discre-
tion, and the consequences in terms of alack of clar-
ity for the authorities, markets, and the wider public
over the “bottom line” on conditionality. Each review
became an occasion for “recontracting” the underly-
ing commitments, which weakened their focus and
credibility. In retrospect, greater specificity on a
small number of critical outcomes for completion of
reviews may have been desirable. In the words of one
Executive Director, “including the most important
policy commitments as formal conditions. . . reduces
the risk that, ex post, measures used to justify com-
pleting reviews are the ones the authorities completed
rather than the ones they needed to complete” One
example is the Comprehensive Tax Reform Package
(CTRP), the structural centerpiece of the 1994-98
EFF, which is discussed in the next section.

77. Both IMF staff and former officials acknowl-
edged that such factors contributed to a tendency for
the authorities to “overpromise” with regard to the
timing of structural measures, even when they knew
that these commitments were politically unreadlistic,
knowing that failure to meet their commitment
would be unlikely to prompt program cancellation.40

Improving the tax structure and strengthening
tax administration: an example

78. As pointed out earlier, virtually all IMF-
supported programs have aimed at raising the tax
ratio as a key to raising domestic saving. The rela
tively low tax ratios have in general not been the re-
sult of low statutory tax rates, but rather of a narrow
tax base and poor compliancein relation to that base.
Over the past 30 years, several attempts have been
made to increase the tax effort through broadening
the tax base and improving tax administration. Since
these efforts have taken place against a background
of moves to open up the economy, an increasing em-
phasis has been placed on taxes on domestic eco-
nomic activity as trade taxes have been reduced.

40The following quote illustrates the problem: “Contrary to
common belief, the IMF is not really that inflexible. . . . The
Philippines has had 25 programs covering 35 years. The first les-
son | learned is you do not have to do everything the IMF wants
you to do. Secondly, even if you agree with the conditions and
you do not comply, you can always ask for a waiver” (Senior
Philippine official, 1998).
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Table 10.4. Tax Efficiency in Selected Asian
Economies

Statutory VAT effort? Efficiency

VAT rate (1994) ratio?
Indonesia 10 4.8 0.48
Thailand 7 3.18 0.45
Korea 10 4.27 0.43
Philippines 10 3.33 0.33

Sources: IMF Fiscal Affairs Department and IEO calculations.
1The efficiency ratio is equal to the VAT effort (i.e., VAT revenue as a per-
centage of GDP) divided by the statutory rate of VAT.

79. Successive tax reforms have achieved some
important gains, including a simplification and im-
provement of the tax structure by reducing distor-
tions and increasing its progressivity, and have also
reduced the dependency of revenue on trade taxes.
The tax revenue/GNP ratio was also improved
markedly between 1989 and 1997. However, contin-
ued weak tax administration and large exemptions
and incentives mean that revenues remain low by in-
ternational standards and inelastic with respect to
economic activity (Table 10.4). Moreover, as noted
earlier, revenue projections in many programs
proved too optimistic and the considerable gains
achieved in the first half of the 1990s were eroded
after 1998. As will be discussed below, some of
these later slippages were related to weaknesses in
tax administration and governance and some to
shortfallsin the tax reform program.

80. The Philippines has received extensive tech-
nical assistance (TA) in this area, with nine TA mis-
sions on tax between 1984 and 2001. Moreover, ef-
forts were made to develop reform strategies suited
to the Philippine environment. A number of times,41
working groups were established within the govern-
ment to develop detailed proposals for tax reform
with the help of IMF technical assistance, in the
hope of developing proposals adapted to local cir-
cumstances and with ownership by the authorities.
However, as pointed out earlier, the results have
been disappointing.

81. Could the IMF have done more to improve the
performance on the tax front? The Philippine experi-
ence on this issue suggests that it is not possible to
correct for weaknesses in the domestic political
commitment through variations in the form of condi-
tionality. However, in retrospect one can identify
several issues.

41This approach was followed in 1986/87, 1994/95, and 1999.

82. One set of problems arose from the authori-
ties' strong reluctance to accept any form of direct
conditionality specifying tax collection as a concrete
guantitative performance criterion. Staff proposed to
establish a formal performance criterion on tax rev-
enues of the National Government under the 1989
EFF, but this was strongly resisted.42

83. As a result, when tax revenue did not materi-
alize as expected, either because the required tax
structure or tax administration measures were not
implemented or because other macroeconomic as-
sumptions turned out to be inaccurate, there was a
tendency to squeeze expenditure in an effort to meet
fiscal targets. Under some programs, stop-gap mea-
sures to raise revenue with undesirable efficiency
and equity implications—such as the special import
levy in 1991—were imposed pending action on
more desirable structural reforms.

84. The implementation of conditionality through
program reviews was also not fully satisfactory. For
example, some of the original targets for structural tax
reforms under the CTRP during the 1994 EFF were
achieved, but many were not and the IMF progres-
sively agreed to a number of modifications as the au-
thorities encountered difficulty in getting the program
through Congress. For example, there was little
progress in reducing fiscal incentives for investment,
which was an important element of the EFF. The ex-
cisebill signed in November 1996 was expected to ac-
count for most of the revenue gains of the CTRP, but
in its ultimate form it was serioudy flawed becausein
shifting from an ad valorem to a specific basis, in
order to make collection more effective, the provision
for full indexation was eliminated. This was one of the
reasons for the subsequent sharp fall in collection rela
tiveto GNP in later years as Congress proved reluctant
to increase excise tax ratesin line with inflation. Simi-
larly, a minimum business tax based on gross assets
for all companies above a certain asset size (which
could be credited against corporate income tax due)
was originaly a centra component of the CTRP. The
version that was ultimately passed did include an a-
ternate minimum corporate income tax, but it was
based on sales rather than assets. Implementation of
thistax has reportedly been very weak, partly because
of this changein its structure.

42|n the 1991 program, an unusual type of “implicit” structural
benchmark was used. In order to meet pressing short-term fiscal
needs a temporary (9 percent) import levy was introduced and
this was to be phased out as Congress passed other tax measures
submitted by the government. Completion of the reviews was
made dependent on progress in phasing out the import levy and
hence, implicitly, on progress in Congress in passing the aterna-
tive tax measures. However, the levy was in fact eliminated ahead
of schedule in 1991, despite considerable slippage in the authori-
ties' revenue efforts as some of the tax administration measures
were delayed.



85. Weak ownership presented special challenges
for the design of conditionality during a transition in
administration. The 1998 SBA included a renewed
emphasis on tax administration, asa*“ structural pillar”
of the program.43 The Memorandum of Economic
Policies, based on the advice of an IMF technical as-
sistance team, contained a matrix of extremely de-
tailed commitments to reorganize the Bureau of Inter-
nal Revenue (BIR) and improve its operations,
focusing on increasing control over large taxpayers,
strengthening audit arrangements, and completion of
a computerization project. However, according to in-
terviews with IMF staff, the package was agreed pri-
marily with officials of the outgoing Ramos adminis-
tration. With the change in administration, and the
appointment of a new Commissioner for the BIR, the
incoming officials did not necessarily accept what had
been agreed earlier and were not necessarily commit-
ted to implementing the measures.

86. The detailed “matrix approach” was aso not
very effective because it was relatively easy to find
superficial ways to meet the commitments and be-
cause judgments on effective progress could not rely
on a checklist of items achieved. For example, the
staff report for the Third Review of the SBA judged
that “good progress’ had been made with tax admin-
istration in 1998, whereas a subsequent mission
noted that “The implementation of reform measures
had slowed down in the second half of 1998, after
the new administration took office” and that, while
progress had been made in some areas, “it had be-
come increasingly clear that the new administration
has not bought into key reform elements such as the
control of large taxpayers and the need to strengthen
BIR's audit and enforcement programs.” 44

87. Another approach that was tried subsequently
to develop a more “owned” program involved a
three-day workshop with IMF staff, key officials in
the Philippines, and representatives from other agen-
cies, including the World Bank and USAID, on ways
of improving tax administration in the Philippines.
While this is a potentially promising approach, the
action plan developed in the workshop was not ef-

43The tax administration weaknesses were due to major prob-
lems with compliance and widespread corruption; weak control
over granting refunds and tax credit certificates, which were
major loopholes in VAT collection; a failure to implement fully
the large taxpayer scheme launched in the early 1990s; and lack
of an effective tax information system.

44Both missions included FAD tax experts and overlapped with
FAD technical assistance missions on tax administration, al-
though alack of continuity contributed to the differencesin judg-
ments. One of the major area of differences between the authori-
ties and the staff (which was complicated by the change in
administration) proved to be on the scope and functions of the
large taxpayer unit. In the event, many of the institutional changes
took much longer to implement than originally envisaged.
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fectively implemented because commitment from
top political leadership was lacking.

88. A more difficult question to address is whether
IMF-supported programs could have done more to
address the pervasive corruption that is widely seen
to lie at the root of problems with tax administration
in the Philippines. A World Bank study published in
200045 identified the BIR as one of the agencies that
should be targeted as a priority for anticorruption ef-
forts. IMF-supported programs were not able to
come to grips with the impact of corruption on tax
administration although programs have from time to
time touched on issues of corruption, including
through pressing for tax structures that limit corrup-
tion by reducing tax collectors scope for discretion.
More direct targeting of conditionality on governance
concerns in the field of tax administration—perhaps
accompanied by more specific conditionality on the
collection of tax revenue, based on more realistic and
conservative projections of the impact of policy
changes and administrative measures—might have
yielded better results. However, it should be recog-
nized that the IMF's decision to be more directly in-
volved in governance issues is relatively recent.
There are also difficult questions about how much
any outside agency such as the IMF can redligtically
be expected to achieve in such areas.

Continuous Programs Have Limited
the Independent Role of Surveillance

89. An important issue is whether surveillance
functions are crowded out during periods of pro-
longed program involvement. In order to examine
this issue systematically, the quality of surveillance
in the Philippines was assessed in relation to nine
“key elements’ of surveillance, derived from the
IMF's most recent surveillance guidelines.4é Since
the guidelines evolved over time, such a comparison
does involve, to some extent, judging previous sur-

45World Bank (2000).

46These elements and their derivation are discussed in Chapter
6 of Part I. The quality of surveillance was assessed by systemati-
cally rating the performance of each surveillance report for nine
functions viewed by the IEO as “key elements’ of surveillancein
a program context. These nine functions draw on the “minimum
requirements’ of Article IV reports as listed in internal guidance
notes. They are (i) provision of realistic medium-term and alter-
native scenarios; (ii) provision of meaningful sensitivity analyses,
(iii) discussion of risks to the assumptions and projections; (iv)
discussion of the risks and impact of policy slippages and of vul-
nerabilities; (v) balanced reporting of the authorities' views, in-
cluding any significant differences with staff; (vi) cogent presen-
tation of proposed policy course; (vii) discussion of policy
aternatives and trade-offs; (viii) critical and frank review of pre-
vious UFR performance; and (ix) presentation of collaboration/
interaction with the World Bank.
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veillance exercises by current standards. However,
the functions highlighted have been part of surveil-
lance requirements, or related guidelines, since at
least the early 1990s. One area that has received
much stronger emphasis since the 1995 Mexican and
1997/98 Asian crisisisthe analysis of potential risks
and vulnerabilities. In what follows, we note those
areas where more recent surveillance reports have
addressed these issues in greater depth.

90. Since 1986, nearly al the staff reports on
Philippines’ Article IV consultations have been com-
bined with papers relating to the use of Fund re-
sources. Given the predominance of combined papers,
and the almost continuous nature of |MF-supported
programs, it is difficult to generalize from the Philip-
pines experience about the relative adequacy of sur-
veillance in program periods and outside them, and
the relative merits of joint and stand-alone consulta-
tions. In general, the content and assessment of pro-
grams seem to have dominated joint reports. Surveil-
lance reports that were combined with requests for
new programs have tended to be relatively stronger in
reviewing performance under previous programs,
compared with those prepared along with program
reviews.

91. All the Article IV staff reports included sub-
stantive medium-term scenarios for the economy.
However, the related sensitivity analysis and discus-
sion of risks to the projections were often limited to
presenting the impact that relatively small changes
in export growth, global interest rates, or the oil
price would have on the projections, rather than on
presenting alternative scenarios that focused atten-
tion on the major vulnerabilities. Even in one case
(1996) where the text of the paper did a good job of
identifying these vulnerabilities, the formal sensitiv-
ity analysis only examined the impact of a margin-
aly slower growth in remittances. More recent re-
ports have improved in this respect. For example, the
stand-alone staff report for the 2000 Article IV con-
sultation examined the impact of policy slippage ex-
plicitly in an aternative medium-term scenario.

92. In general, however, there was little candid
discussion of implementation capacity of the author-
itiesin any of the surveillance reports, athough from
time to time, uncertainties over a program’s
prospects for success have been noted. Staff papers
typically emphasized in general terms the impor-
tance of implementation of the agreed program for
the medium-term health of the economy. By con-
trast, a number of internal documents did contain a
substantive discussion of implementation issues.

93. For the most part, presentation of collabora-
tion with the World Bank was confined to the stan-
dard proforma appendix setting out World Bank ac-
tivities. However, the most recent papers have given
greater consideration to the role of the World Bank

and coordination with its activities—especially in
the financial sector.

94. With a few notable exceptions, most of the
staff reports on Article 1V consultations do not give
much sense of the long history of IMF involvement
with the Philippines, and any lessons that this expe-
rience may have had for the assessment of the cur-
rent situation. Many of the staff interviewed by the
evaluation team believe that explicitly standing back
and reviewing the history of the relationship, as was
done for example in preparing internal country strat-
egy papers (CSPs) in 1993 and in 2000, had been
very useful. However, even these exercises had their
limitations. As noted earlier, the preparation of a
draft country strategy paper in 1993, which was
never completed, prompted a lively internal debate
about the lessons from previous programs for the de-
sign of the new program. However, little of the can-
did flavor of this internal stocktaking showed up in
the subsequent 1994 Article IV consultation report.
Even the 2000 Article 1V report, which had consid-
erable strengths (see below), does not reflect much
of the candid flavor of the 2000 CSP.

95. Discussion of policy alternatives and trade-
offswas typically limited, although such issues have
more recently been covered in greater detail particu-
larly when there were clear divergences between the
staff’s view and that of the authorities.

96. There is some sign that recent Article IV re-
ports, even when combined with UFR issues, have
become somewhat more effective at “standing
back” from immediate program issues to assess the
totality of the relationship and the vulnerabilitiesin-
herent in the existing situation. Some reports have
also become a little franker in airing areas of dis-
agreement between the staff and authorities. To give
afew examples:

» The 1991 Article IV Report/ Request for Stand-
By included a critical review, unusualy candid
for the time, of performance under the preced-
ing EFF. It drew upon an even franker internal
assessment. However, not al of the lessons—in-
cluding the dangers of overloading the structural
reform agenda—were fully taken into account
in subsequent program design.

 The Staff Report for the 1996 Article IV consul-
tation identified a number of key vulnerabilities
facing the economy and was used to put a num-
ber of issues, which were not central to the orig-
inal program, onto the policy agenda. In particu-
lar, the report noted, inter alia, the risks of the de
facto exchange rate peg that the authorities had
maintained since late 1995 in encouraging large
short-term capital inflows; the dangers of the
rapid rise in private credit in 1995-96 and its
concentration in real estate and consumer lend-



ing; and the risks in the way in which the large
credit expansion was being financed, through a
buildup in banks' net foreign currency liabilities
and foreign currency deposits, offset imper-
fectly by domestic foreign currency lending.
The report highlighted the potential market risks
of this financing structure. Circumstances at the
time, particularly the program’s then precau-
tionary nature, likely made it easier for surveil-
lance to provide added perspective.

Conclusions

97. Before discussing potential lessons for the
IMF from its prolonged involvement in the Philip-
pines, the first question to ask is: Was this involve-
ment a failure? In the sense that having lending
arrangements in place for 25 years in a 30-year pe-
riod is clearly not what the IMF is trying to
achieve, the answer must be, at one level, yes. But
thisis not to deny that a number of IMF-supported
programs achieved important successes: between
1984 and the second half of the 1990s a substantial
transformation of the Philippine economy took
place, and the programs assisted that transforma-
tion. So a more nuanced response to the question
would contain the following elements: (i) the IMF-
supported programs with the Marcos administra-
tion prior to the debt crisis clearly failed to achieve
their objectives and a much more selective IMF in-
volvement, conditional upon better policies, would
have been desirable; (ii) the long IMF involvement
from the 1983 debt crisis until the restoration of
market access in the early 1990s could probably
have been shortened with a program approach that
insisted upon stronger implementation of a smaller
set of core measures. However, considerable
progress was eventually achieved—some of it
masked by atendency of programs to overpromise.
Global systemic factors—especially the evolving
approach to debt workouts—also extended the
IMF's program involvement in this period; in this
respect, the Philippines’ experience was not un-
usual; and (iii) even after allowing for the unlucky
timing of the Asian crisis, which prolonged the
Philippines’ use of IMF resources even further, the
IMF maintained its program involvement for too
long in the 1990s. In particular, the IMF should
probably have disengaged earlier during the
Estrada period, by not completing reviews, once it
became clear that there was insufficient support
from political leadership for core elements of the
program, including stopping corruption.

98. With this background, the main messages
arising from the Philippines’ experience with pro-
longed use are as follows:
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(i) The rationale for continued lending arrange-
ments needs to be spelled out clearly in each case
and pressures to expand this rational e resisted.

99. In the Philippines, the rationale for continued
arrangements—well after market access had been
restored, and any actual or potential balance of pay-
ments need was questionable—was too broad. The
underlying motivation to support reforms and re-
formers or to provide a framework to guide an in-
coming administration was understandable. But if
applied IMF-wide, such an approach would lead to
many more prolonged users. While it is probably not
possible or desirable to specify ex ante precise quan-
titative exit criteria, a more rigorous discussion and
justification of the reasons for continued lending
arrangements is needed than occurred in this case.

(ii) The choice of the appropriate boundaries be-
tween programs and surveillance will be one of the
critical determinants of the extent of prolonged use.

100. The decisions to continue with programs in
the Philippines in 1994 and again in 1998-2000 in
effect reflected judgments that surveillance alone
would not be adequate to the tasks of encouraging
macroeconomic discipline, promoting structural re-
form, and providing some “seal of approval” for in-
vestors and lenders. In preparing “exit strategies’ for
prolonged users, the IMF should consider making
greater use of aternative mechanisms, which do not
involve IMF financing, to ease the transition from
program arrangements. Greater transparency in re-
cent years has increased the potential for surveil-
lance to signal the IMF's views on the adequacy of
the macroeconomic framework to the private sector
aswell asto official creditors and donors.

(iii) IMF-supported programs since the 1983 debt
crisis did encourage macroeconomic discipline and
structural reform, but problems associated with the
time frame of programs and implementation failures
during periods of weak ownership prolonged the
length of the adjustment.

101. Institutional constraints on implementation,
particularly the Philippines congressional-style po-
litical system, posed specia challenges for program
design and required structural conditionality to be
exercised flexibly. Moreover, programs tended to
“overpromise” on both the number and timing of
structural reforms—reflecting systemic pressures to
show substantial progress within the relatively short
time period of the program. Combined with the tacit
understanding that the program relationship in the
Philippines was likely to continue for a prolonged
period, and that continual recontracting of condi-
tions was possible, this overpromising led to a weak-
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ening of the credibility of conditionality. During
those periods when it had become evident that there
was no political commitment at the highest level to
the reforms and that governance problems were
themselves a major threat to macroeconomic stabil-
ity, the IMF should have been more selective in
agreeing to, or extending, programs. However, dur-
ing other periods when the issue was more one of the
authorities' political ability to push through a wide-
ranging reform program, the IMF was faced with
more difficult and finely balanced judgments. In ret-
rospect, programs would likely have been more ef-
fective if they had focused on a narrower set of criti-
cal reforms; for some elements of reform, notably
those involving deeper institutional changes such as
tax administration, it would have been preferableif a
longer time frame had been adopted from the start,
combined with an increased emphasis on strengthen-
ing implementation capacity and more direct atten-
tion to addressing governance concerns. Neverthe-
less, it should be recognized that the IMF's role in
the latter area has been clarified only relatively re-
cently and there are clearly limits to what outside
agencies can be expected to achieve.

(iv) The IMF’s role as a gatekeeper for many
other sources of financing, through the “ seal of ap-
proval” element in programs, can be a two-edged
sword.

102. It can potentially increase the IMF s leverage
on policies, but in practice, it also appearsto havein-
fluenced the IMF's reluctance to disengage, since to
do so would have had severe consequences in terms

of financing from other creditors and donors. As a
result, the IMF was unable to be as selective as
would have been desirable in focusing its efforts on
periods of crisis management or when political cir-
cumstances were ripe to advance reform.

(v) The Executive Board's guidelines for dealing
with prolonged use were only partly followed.

103. Although there was no general common
agreed definition of prolonged use, the Philippines
has been unambiguously identified as a prolonged
user since the early 1980s. In spite of this, the pol-
icy governing prolonged use as articulated in Board
discussions was not fully implemented. In particu-
lar, there was too little systematic candid assess-
ment of program experience in papers for the Exec-
utive Board. Opportunities to reconsider the overall
strategy and learn from experience were too lim-
ited. The staff did step back a few times to review
strategy, informed, inter alia, by fairly candid ex
post assessments of programs. This stepping back
went further than in the other countries subject to
case studies, but the most candid elements of the
assessments and of the internal review process gen-
erally were often not communicated to the Board.
Consequently, they were not used by the institution
as awholeto critically reconsider the IMF’s overall
strategy in the Philippines. A more regular and sys-
tematic approach to appraising the overall strategy,
on the basis of frank assessments of previous pro-
grams, and in a manner that involved the country
authorities and the Executive Board would have
been desirable.

APPENDIX |

Philippines: List of People Interviewed in Connection with the
Evaluation of Prolonged Use of IMF Resources

Government Officials

Mr. Jose Isidro N. Camacho, Secretary of Finance

Mr. Rafael B. Buenaventura, Governor, BSP

Mr. Amando M. Tetangco, Jr., Deputy Governor,
BSP

Mr. Nestor A. Espenilla, Jr., Managing Director,
BSP

Mr. Gil S. Beltran, Assistant Secretary, Department
of Finance

Ms. Emilia Boncodin, Secretary, Department of
Budget and Management

Ms. Laura Pascua, Under Secretary, Department of
Budget and Management

Mrs. Maribel D. Ortiz, Director, Economic Re-
search Department, Social Security System

Former Senior Officials

Mr. Fidel V. Ramos, former President of the
Philippines

Mr. Cesar E.A. Virata, former Prime Minister and
Secretary of Finance

Mr. Gabriel Singson (former Governor, BSP),
Chairman/President, JG Summit Capital
Markets Corporation

Dr. Jesus P. Estanislao (former Secretary of
Finance), President & CEO, The Institute of
Corporate Directors

Mr. Victor Macalincag, former Under Secretary of
Finance

Dr. Felipe Medalla, former Director-General of
NEDA



Mr. Roberto De Ocampo (former Secretary of
Finance), President, Asian Institute of
M anagement

Mr. Jose L. Cuisia, Jr. (former Governor, Central
Bank of the Philippines), President & CEO,
PHIL-AM

Mr. Romeo L. Bernardo (former Under Secretary of
Finance), Managing Director, Lazard Bernardo
Tiu & Associates, Inc.

Ms. Wilmida Guevara (former Under Secretary of
Finance), Ford Foundation

Academics

Mr. Mario B. Lamberte, President, Philippine
Institute for Development Studies

Mr. Ponciano Intal, Professor, de la Salle University

Mr. Ruperto Alonzo, Professor, University of the
Philippines School of Economics

Banking Sector

Dr. Placido L. Mapa, Jr., President, Metropolitan
Bank & Trust Company

Dr. Vaughn F. Montes, Senior Vice President,
CitiBank, N.A.

Mr. Don Hanna, Salomon Smith Barney

Mr. Tim Condon, Chief Economist, Asia, ING
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Business Community

Mr. Raul Concepcion, Chairman, Federation of
Philippines Industries

Nongovernmental Organizations

Mr. Carlito T. Anonuevo, Action for Economic
Reforms

Ms. Jessica Reyes Cantos, Action for Economic
Reforms

Ms. MariaTeresa D. Pascual, Freedom From Debt
Coadlition

Mr. Jose Luis Gascon, National Institute For Policy
Studies

Mr. Ed Tongson, World Wildlife Foundation

Mr. Carlos H. Aquino Jr., Philippines Peasant
Ingtitute

Representatives of Donors

Mr. KhajaH. Moinuddin, Director General, South-
east Asia Department, AsDB

Mr. Ricarda Rieger, Deputy Resident Representa-
tive, UNDP

Ms. Jennifer Navarro, UNDP

The mission also met with alarge number of cur-
rent and former IMF and World Bank staff involved
with these institutions’ work on the Philippines.
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