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Introduction
Strong economic growth and rapid urbanization in the Philippines in recent years has led to
increased pressure on government to provide public infrastructure, goods and services. At the
same, this economic expansion serves as an opportunity for the public sector to mobilize
resources to accommodate and finance increased public services. This study aims to understand
how public financing is carried out in Metropolitan (Metro) Manila by examining governance
structures and institutional mandates in revenue mobilization.
Metro Manila, also known as the National Capital Region (NCR), is the center of economic,
political and educational power (Department of Trade and Industry n.d.) and is comprised of
16 cities and 1 municipality. These local government units (LGUs) have revenue raising and
spending authority and autonomy as provided in the 1991 Local Government Code (LGC). At
the same time these LGUs are under the jurisdiction of the Metropolitan Manila Development
Authority (MMDA). This metropolitan governance structure is a public corporation that
coordinates development plans, policies and reforms across all the member sub-national
governments.
To understand Philippine LGUs, Section 2 describes the evolution of and present local
government institution. It presents the revenue-raising and expenditure powers given to local
governments under the LGC. Section 3 presents a profile of Metro Manila. Section 4 shows
and discusses trends in fiscal performance of local governments in Metro Manila while the
following section introduces the governance structure unique to the NCR, the MMDA. Section
6 analyzes current local public finance reform efforts as well as explores other possible options.
The last section provides a summary and possible ways forward.

I. Decentralization in the Philippines
The Philippines adopted a decentralized form of government in 1991 with the goal of improved
public service and accountability by giving increased revenue-raising and expenditure powers
to sub-national governments. However, before the current form of government, the Philippines
1
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was a colony to two countries for almost four centuries and in the ensuing period, had
fragmented efforts in decentralization. This section gives a brief history of Philippine local
governments and presents the existing local government institution mandated
A. The evolution of the Philippine local government institution
Understanding how current local government institutions allocate resources and manage
expenditures requires an examination of the evolution of Philippine local governments. For
more than four centuries the Philippine government was highly-centralized resulting in local
governments heavily dependent on the national government for fiscal resources. Despite
sporadic efforts at decentralization for most of this period, local leaders were appointed by the
central government leaving Philippine voters with limited, if any, roles in choosing their own
leaders.
It was only during the American colonial regime that local elective positions were accessible
to Filipinos, however, due to stringent voter qualifications, only the educated and wealthy elite
were eligible to run and exercise their right to suffrage (de Dios 2007). These elements of our
history explain in part, why LGUs are still heavily dependent on the national government for
transfers and how the development of politicians from wealthy elites, and not from political
ideologies, cultivated a weak state that allowed the breeding and entrenchment of political
dynasties through patronage and coercion (Hutchcroft, 1998; Rocamora, 1995; Coronel, 2004;
and Rivera, 2011).
This section provides a brief history of decentralization and local governments, covering the
periods: (1) pre-Spanish colonial regime; (2) Spanish colonial regime (1565-1898); (3)
Philippine independence (1898-1899/1900); (4) the American colonial regime and Philippine
Commonwealth (1900-1946); (5) the Third (1946-1972) and Fourth (1973-1985); and, the Fifth
Republic (1986 to present).
The transfer of power in the Philippines has historically been through family ties. Centuries of
colonization resulted in Filipinos inexperienced in government and local governments highly
dependent on the central government. The introduction of intergovernmental transfers further
intensified the dependency of local governments on the central government. It was only in the
years following the passage of the 1991 Local Government Code that decentralization was
practiced.
Before Spanish colonization, the first local government unit in the Philippines was the
barangay. Its leader was a datu, who had executive, legislative, judicial and religious powers,
and was advised by a group of elders (De Guzman, Reforma and Panganiban, 1998). During
the Spanish era (1565-1898), government was highly centralized to facilitate colonization
(Corpuz 1997). In 1898, the Revolutionary government made efforts toward strengthening
local governments in the Malolos Constitution of 1899 but in 1890, the success of American
colonization, cut short all efforts to establish an independent Philippine nation.

In 1900, the Philippine Commission was instructed to establish municipal (Act No. 82 of the
Philippine Commission 1901) and provincial governments (Act No. 83 of the Philippine
Commission 1901), and to delegate as much responsibilities and duties to the lowest level of
government possible (De Guzman, Reforma and Panganiban, 1998). These instructions were
not carried out because the centralized form of government established by the Spanish regime
left locals with little experience in directing local governments (De Guzman, Reforma and
Panganiban, 1998; Manor, 1999, 35).
A major development in local government structure during this period was the legislated share
of internal revenues (The Internal Revenue Law of 1904, Act No. 1189). The Commission
wanted autonomy in revenue and fiscal administration of provincial and municipal
governments, however, it also recognized the need for support at the local levels. Local
governments received a total of 25% of internal revenues with 10% going to provinces and
15% accruing to municipalities with intra-level distribution based on population (Corpuz,
1997).
Other forms of aid were given to “progressive” local governments that promoted the Manila
government’s public improvement projects, particularly civil works, public health, and schools
(Corpuz, 1997). These forms of aid included: approval of projects by bond issues; loans from
the insular government; and extended loan write-offs. This drove local governments to be
dependent on the central government, and receipt of internal revenue shares required “fealty to
and supplication with the authorities in Manila” (Corpuz, 1997, 235).
During Philippine Commonwealth, the 1935 Constitution provided that “the President shall
exercise general supervision over all local governments as may be provided by law….”
(Philippine Constitution, 1935: Art. VII, Sec. 10). As a result, government was centrally
controlled under Pres. Manuel L. Quezon, who believed that under the unitary system, the
national chief executive should control all local offices (De Guzman, Reforma and Panganiban,
1998).
During the Third Republic (1946-1972), the trend was towards decentralization, with laws
being passed to give local governments more revenue-raising authority and narrowing the
application of the constitutional power of the President to supervise local governments (Local
Autonomy Act 1959; Decentralization Act of 1967). Despite the 1973 Philippine
Constitution’s provisions of giving more power to local governments, actual policy increased
their supervision and regulation by the national government.
During the Martial Law period (1972-1982), Pres. Ferdinand E. Marcos kept the power to
create, divide, merge, abolish, and alter the boundaries of LGUs. He also suspended local
elections, allowing him to remove and appoint local officials. Until the fall of the Marcos
regime, internal revenue shares were still a main source of local government income. In
addition, their release was discretionary, based largely on political affiliations of local officials
with the Marcos administration (Diokno 2012).

It was in the Fifth Republic of the Philippines that true commitment towards a decentralized
government emerged with the passing of the 1991 Local Government Code of the Philippines
(LGC). The discretionary power of the national government on intergovernmental fiscal
transfers was eliminated by making IRA releases automatic and mandatory. However, despite
the increased revenue raising powers given by the LGC, LGUs maintained their dependence
on the IRA, which is now perceived to be a source of regular and increased patronage for local
chief executives (Hutchcroft, 2012).
This brief review of Philippine decentralization history has provided insights to observed
patterns of current Philippine LGUs. First, whether in a centralized or decentralized form of
government, LGUs are highly dependent on intergovernmental fiscal transfers. Local
government shares from internal revenues were first implemented during the American
colonial period to prepare local governments for more autonomy. However, in practice, they
became the colonial government’s instrument for controlling local governments. This
continued under the Marcos regime, where internal revenue shares were released to local
politicians aligned with the administration. After decentralization efforts in 1991, though shares
of the IRA were automatically released regardless of alignment with the national government,
LGUs are still largely dependent on IRA with, generally, low efforts in raising their own
revenues.
B. Current structure of Philippine decentralization
With the enactment of the 1991 Local Government Code, the Philippine national government
devolved functions and increased revenue-raising authority of LGUs to pave the way for the
overall objective which is ‘to create self-reliant communities and make them more effective
partners in the attainment of national goals’ (LGC 1991, Sec. 2). The main economic
justification for decentralization is that it will to enhance economic efficiency by delegating
both revenue-raising and spending responsibilities to local governments. At the same time, the
theory of local public good suggests that local authorities know the preferences of their
constituents and, thus, are in a better position to discern the preferred level of taxes and
expenditures of their constituents. Finally, increased accountability and the hardening of the
local budget constraint by giving increased revenue raising authority as well as mandated and
almost unconditional intergovernmental fiscal transfers to local government officials should
also enhance efficiency. Figure 1 presents the basic hierarchical structure of national and local
government in the Philippines.

Figure 1. Philippine National and Local Government Structure
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The Philippines has 17 regions comprised of 81 provinces, 145 cities, 1,489 municipalities and
42,045 barangays (Department of Interior and Local Government 2018). To execute LGU
functions, the 1991 LGC defines the structure of LGUs and identifies the officials, both elective
and appointive, necessary to exercise LGU mandate according to the type of LGU, i.e.
province, city, municipality or barangay (Appendix 1). 2
For all LGUs, the common elected officials are the (1) local chief executive (LCE), e.g.
municipal or city mayor or provincial governor; (2) vice-mayor or vice-governor; and, (3)
members of the local legislative-making body the Sangguniang Bayan (municipality),
Sangguniang Panlungsod (city), and, Sangguniang Panlalawigan (province) (LGC 1991). In
addition, locally elected officials are required to appoint local officials to serve as department
heads and for other administrative purposes except for the Local Treasurer who will be
appointed by the Secretary of Finance from a list of at least 3 eligible recommendees of the
LCE (LGC 1991). In addition, the local Sanggunian, that is presided by the vice-mayor or
vice-governor (LGC, 1991, Sec. 446), must concur with the appointment of local officials.
Revenues
The LGC gives local government units “the power to create its own source of revenue and levy
taxes, fees, and charges . . . Such taxes, fees, and charges shall accrue exclusively to the LGUs.”
(LGC 1991, Sec. 129). A fee is defined as a fixed charge by law or ordinance for the regulation
or inspection of a business or activity (LGC 1991, Sec. 131.g). Charges refer to pecuniary
liability, as rents of fees against persons or property (LGC 1991, Sec. 131.l).
The task of revenue generation of LGUs is the responsibility of the local chief executive (LCE).
The LCE shall: “Initiate and maximize the generation of resources and revenues . . . as provided
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for under Sec. 18 of this Code.”3 The LCE however considers the recommendation of the local
finance committee (LFC) regarding tax and other revenue measures or borrowing appropriate
to the finance the budget. (LGC 1991, Sec. 316.b) The LFC is comprised of the following
members who are either directly appointed by or recommended for appointment by the LCE:
(1) the Treasurer4; (2) the Budget Officer (LGC 1991, Sec. 475); and, (3) the Planning and
Development Coordinator must be a resident of the LGU concerned (LGC 1991, Sec. 476).
Though the initiative of local revenue generation lies with the LCE, “the power to impose a
tax, fee or charge or to generate revenue under the LGC shall be exercised by the sanggunian
of the LGU concerned through an appropriate ordinance” (LGC 1991, Sec. 132). The
sanggunian is the local law-making body of an LGU namely: (1) Sanggunian panlalawigan for
a province; (2) Sanggunian panlungsod for a city; and, (3) Sanggunian bayan for a municipality.
(LGC 1991, Sec. 48) Each sanggunian is composed of: (1) the vice local chief executive as the
presiding officer of the concerned sanggunian (LGC 1991, Sec. 49); (2) regular members of
the sanggunian are elected officials of their respective districts and as may be provided for by
law (LGC 1991, Sec. 41.b); (3) the president of the provincial/city/municipality of the
provincial/city/municipality chapter of the liga ng mga barangay, respective to the LGU
concerned; (4) the president of the panlalawigang/panlungsod/pambayang pederasyon ng mga
sangguniang pangkabataan, respective to the LGU concerned; and, (5) sectoral
representatives5. The term of all elective officials shall be three (3) years . . . except that of
elective barangay officials.
Real property tax (RPT) is a main source of local source revenues of Philippine LGUs. “The
provinces and cities . . . shall be primarily responsible for the proper efficient and effective
administration of the RPT.” (LGC 1991, Sec. 200). The RPT is computed by applying
assessment levels, established by the respective sanggunian, to the fair market (appraised)
value of the real property. The LGC stipulates ceilings on assessment levels for real property
such as: (1) lands; (2) buildings and other structures; (3) machineries; and, (4) special classes:
all forms of real property that are used by government-owned or controlled corporations
(GOCCs) or for cultural, scientific, hospital, local water districts. The provincial, city or
municipal assessor is tasked to undertake a general revision of real property assessments every
three (3) years (LGC 1991, Sec 219).
Once the taxable value has been computed, the annual ad valorem real property tax rate will be
applied to compute the tax liability. The LGC provides that, “(A) province or city . . . shall fix
a uniform rate of basic real property tax applicable to their respective localities as follows: (a)
3
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In the case of provinces, at the rate not exceeding one percent (1%) of the assessed value of
real property” (LGC 1991, Sec 233).
To provide basic public goods and services, the LGC identifies two general sources of income
for LGUs, local source revenues and external sources (Table 2). Local source revenues include
both tax and non-tax revenues of which the top two contributors to LGU income are business
and real property tax (Figure 2). External sources of income is mainly the Internal Revenue
Allotment (IRA) which is in the nature of an unconditional grant given by the national
government to LGUs in recognition of the increased cost of devolved functions and its negative
impact on LGU resources (Diokno 2012, Manasan, Local Public Finance in the Philippines:
Lessons in Autonomy and Accountability 2005). Of these sources of revenues, LGUs main
source of income is the IRA (Figure 2).
Table 1. 1991 Local Government Code Provisions on LGU Income
LGU Revenues
Local Source Revenues
Real Property Taxes
(RPT)

Provisions
•

LGC allows for higher ceiling for RPT

•

Local Sanggunian is responsible to fix assessment levels of
RPT through the Schedule Of Market Values (SMV) which
may be adjusted every three (3) years (LGC 1991 Secs. 218 and
219).

•

A province or city or a municipality within the Metropolitan
Manila Area may levy an annual ad valorem tax on real
property such as land, building, machinery, and other
improvement not hereinafter specifically exempted (LGC Sec.
232)

•

Rates of Levy (LGC Sec. 233): A province or city or a
municipality within the Metropolitan Manila Area shall fix a
uniform rate of basic real property tax applicable to their
respective localities as follows:
o In the case of a province, at the rate not exceeding one
percent (1%) of the assessed value of real property;
and,
o

•

In the case of a city or a municipality within the
Metropolitan Manila Area, at the rate not exceeding
two percent (2%) of the assessed value of real property.

Additional Levy on Real Property for the Special Education
Fund (LGC Sec. 235) A province or city, or a municipality
within the Metropolitan Manila Area, may levy and collect an
annual tax of one percent (1%) on the assessed value of real
property which shall be in addition to the basic real property
tax. The proceeds thereof shall exclusively accrue to the
Special Education Fund (SEF).

LGU Revenues
•

•

Provisions
Additional Ad Valorem Tax on Idle Lands (LGC Sec. 236): A
province or city, or a municipality the Metropolitan Manila
Area, may levy an annual tax on idle lands at the rate not
exceeding five percent (5%) of the assessed value of the
property which shall be in addition to the basic real property
tax.
Distribution of Proceeds (Sec. 271): The proceeds of the basic
real property tax, including interest thereon, and proceeds from
the use, lease or disposition, sale or redemption of property
acquired at a public auction in accordance with the provisions
of this Title by the province or city or a municipality within the
Metropolitan Manila Area shall be distributed as follows in the
case of a municipality within the Metropolitan Manila Area:
o
o
o

Business Tax and Other
local taxes/fees/charges

(1) Metropolitan Manila Authority - Thirty-five percent
(35%) shall accrue to the general fund of the authority;
(2) municipality - Thirty-five percent (35%) shall
accrue to the general fund of the municipality where the
property is located;
(3) Barangays - Thirty percent (30%) shall be
distributed among the component Barangays of the
municipality where the property is located in the
following manner:
▪ (i) Fifty percent (50%) shall accrue to the
Barangay where the property is located;
▪ (ii) Fifty percent (50%) shall accrue equally to
all component Barangays of the municipality

•

Proceeds of the Tax on Idle Lands (LGC Sec. 273): In the case
of a municipality within the Metropolitan Manila Area, the
proceeds shall accrue equally to the Metropolitan Manila
Authority and the municipality where the land is located.

•

LGC allows higher ceiling for tax rates.

•

Rates of Tax within the Metropolitan Manila Area (LGC Sec.
144): The municipalities within the Metropolitan Manila Area
may levy taxes at rates which shall not exceed by fifty percent
(50%) the maximum rates prescribed in the preceding Section
(143 Tax and Business).

•

Allowed to charge: (1) reasonable fee and charges on business
and occupation and on the practice of profession or calling
(LGC Sec. 147); (2) Fees for sealing and licensing of weights
and measures (LGC Sec. 148); (3) fishery rentals, fees and
charges (LGC Sec. 149);

•

Situs of the Tax (LGC Sec. 150)

•

Cities: Scope of Taxing Powers (LGC Sec. 151): Except as
otherwise provided in this Code, the city, may levy the taxes,
fees, and charges which the province or municipality may

LGU Revenues

Provisions
impose: Provided, however, That the taxes, fees and charges
levied and collected by highly urbanized and independent
component cities shall accrue to them and distributed in
accordance with the provisions of this code The rates of taxes
that the city may levy may exceed the maximum rates allowed
for the province or municipality by not more than fifty percent
(50%) except the rates of professional and amusement taxes.
•

Service Fees and Charges (LGC Sec. 153). - Local government
units may impose and collect such reasonable fees and charges
for services rendered

•

Community Tax (LGC 1991 Sec. 158)

•

LGU allowed to adjust tax rates once every five (5) years but
not to exceed 10% of rates prescribed by the LGC (LGC 1991
Sec. 191)

•

LGU authority to grant and withdraw tax exemption privileges
(LGC 1991 Sec. 192 and 193)

Services and User Fees

•

LGU has the power to levy taxes, fees or charges on any base
or subject not otherwise specifically enumerated in the LGC or
taxed under the provisions of the Internal Revenue Code (LGC
1991, Sec. 186).

Income from Economic
Enterprises

•

Public utility charges (LGC Sec. 154): The Sanggunian
concerned may prescribe the terms and conditions and fix the
rates for the imposition of toll fees or charges for the use of any
public road, pier or wharf, waterway, bridge, ferry or
telecommunication system funded and constructed by the local
government unit concerned: Provided, That no such toll fees or
charges shall be collected from officers and enlisted men of the
Armed Forces of the Philippines and members of the Philippine
National Police on mission, post office personnel delivering
mail, physically-handicapped, and disabled citizens who are
sixty-five (65) years or older.
When public safety and welfare so requires, the Sanggunian
concerned may discontinue the collection of the tolls, and
thereafter the said facility shall be free and open for public use

Externally Sourced
Internal Revenue
Allotment (IRA)

•

Annual allocation LGUs of 40% of national government
Bureau of Internal Revenue collections of the third preceding
fiscal year (LGC 1991, Secs. 284 to 286).

Share in Proceeds from
National Wealth

•

LGU share of 40% of gross collections of preceding fiscal year
from the following: mining taxes, royalties, forestry and fishery
charges, share of NG form any co-production, joint venture or
production sharing agreement (LGC 1991, Secs. 289 to 291)

•

Other related taxes, fees or charges

LGU Revenues
Share in the proceeds of
Government Owned and
Controlled Corporations
(GOCCs) from the
national wealth

•
•

Provisions
1% of gross sales receipts of the preceding calendar year
40% of taxes, fees or charges such GOCCs would have paid if
not tax exempt, whichever is higher. (LGC 1991, Secs. 291 to
293)

Source: The Local Government Code of 1991

Figure 2. Average LGU income of provinces, cities and municipalities (in percent), 2009
- 2016
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Expenditures
By the LGC, the LCE has the overall responsibility of submitting the local budget proposal for
the approval of the respective sanggunian and review of the Department of Budget and
Management (DBM). This budget proposal is based on the submission of “(E)ach head of
department or office . . . for his department or office to the local chief executive . . .” (LGC
1991, Sec. 317.a). The LCE will submit the budget proposal to the sanggunian concerned for
approval and enactment as the annual appropriations ordinance. If the LCE disagrees with the
approved appropriations ordinance, his or her veto power may be exercised on any or all
provisions. Unless the veto is overridden by the concerned Sanggunian, the vetoed item or
items will be deemed reenacted (LGC 1991, Sec. 55.b). Furthermore, the LCE can veto only
once and the Sanggunian may override the veto by two-thirds (2/3) vote of all its members
(LGC 1991, Sec. 55 .c).
There are several limitations or constraints to drafting the local budget by the LCE. First, the
LCE budget proposal is based on the recommendation of the various departments and offices
of the concerned LGU.
Second, the LGC stipulates that the budget proposal must be in line with the local development
plan, “(E)ach LGU shall have a comprehensive multi-sectoral development plan to be initiated

by its development council and approved by the respective sanggunian” (LGC 1991, Sec.
106.a). The local development plan for an LGU is designed by the local development council
(LDC) which is defined as follows:
(a) The city or municipal LDC shall be headed by the mayor and shall be composed of the
following members:
(i)

All punong barangays in the city or municipality;6

(ii)

The Chairman of the Committee on Appropriations of the Sangguniang
panlungsod or Sangguniang bayan concerned;

(iii)

The Congressman or his representative; and,

(iv)

Representatives of NGOs in the city or municipality, not less than onefourth (1/4) of the fully organized councils (LGC 1991, Sec. 107.b).

(b) The provincial LDC shall be headed by the governor and the following:
(i)

All mayors of component cities and municipalities;

(ii)

The Chairman of the Committee on Appropriations of the Sangguniang
panlalawigan;

(iii)

The Congressman or his representative; and,

(iv)

Representatives of NGOs in the city or municipality, not less than onefourth (1/4) of the members of the fully organized council . . . (LGC 1991,
Sec. 107.c)

Third, there is a stipulated limitation on the amount a local government may appropriate, “(T)he
budgets of local government units for any fiscal year shall comply with the following
requirements: (a) (T)he aggregate amount appropriated shall not exceed the estimates of
income . . . “(LGC 1991, Sec. 324.a).
Finally, the LGC identifies funding sources for the basic services and facilities enumerated in
Table 5:
“. . .shall be funded from the share of local government units in the proceeds of national taxes
and other local revenues and funding support from the National Government. . . Any fund or
resource available for the use of local government units shall first be allocated for the provision
of basic services or facilities enumerated in subsection (b) hereof before applying the same for
other purposes, unless otherwise provided in this Code” (LGC 1991, Sec. 17.g).
Table 2. Functions Devolved by the 1991 Local Government Code to Philippine Local
Governments
Devolved Basic Service or Facility7

6

Affected National
Government Agency

A punong barangay is the chief executive of the barangay government (LGC 1991, Sec. 389.b) which is the
basic Philippine political unit (LGC 1991, Sec. 384).
7
LGC 1991, Sec. 17 (b).

I.

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

Telecommunication services for provinces and cities
II.
SOCIAL SERVICES
School building program
Field health and hospital services and other tertiary health
services
Social welfare services such as programs and projects on rebel
returnees and evacuees; relief operations and population
development services
Housing projects for provinces and cities such as low-cost
housing and other mass dwellings
III. OTHER SERVICES
Investment support and Industrial research and development
Source: Local Government Code of 1991

Department of Agriculture
Department of Environment
and Natural Resources
Department of Tourism
Department of Public Works
and Highways
Department of Transportation
and Communication
Department of Education
Department of Health
Department of Social Welfare
and Development
Department of Housing

Overall fiscal behavior and local government debt
Are there any limitations on the overall fiscal behavior of LGUs in the Philippines? The LGC
Sec. 324.a implies that there is a budget balance rule since it requires “. . . a budgetary
requirement of the aggregate amount appropriated shall not exceed the estimates of income.”
However, the LGC also allows LGUs to engage in credit financing “… LGUs may engage in
debt financing up to 20 percent of income” (LGC 1991, Sec. 324.b).

II. Metropolitan Manila: introduction and profile
Metro Manila or the NCR, is the center of economic and political power. Majority of large and
medium businesses are in Metro Manila which serves both as an advantage and disadvantage
because of higher potential revenues are counteracted by the increased demand for public
services.
Metro Manila is the smallest, but most densely populated region in the Philippines. It is home
to over 12 million Filipinos and has sixteen (16) highly urbanized cities composed of Manila,
Quezon City, Caloocan, Las Piñas, Makati, Malabon, Mandaluyong, Marikina, Muntinlupa,
Navotas, Parañaque, Pasay, Pasig, San Juan, Taguig, and Valenzuela, and one (1) municipality,
Pateros (Department of Trade and Industry n.d.).8
Manila became the center of trade and seat of power under the Spanish rule when it was
identified as the Western Pacific base of galleon trade capital of the Philippines in 1571

8

The discussion on the history and evolution of the Metro Manila Development Authority draws from the NCR
profile of the Department of Trade and Industry (Department of Trade and Industry n.d.).

(Lambino 2010). During the colonization of the United States, from 1898–1899, Marikina City
served as the country’s capital after which power was reverted to Manila (Department of Trade
and Industry n.d.). Quezon City became the capital city of the country starting 1948 until it
was returned to Manila in 1976 through Presidential Decree No. 940 (Department of Trade and
Industry n.d.).
The City of Greater Manila was abolished by the Japanese government with the formation of
the Philippine Executive Commission to govern the occupied regions of the country. This
subsequently served as a model for present-day Metro Manila. The administrative functions
of the Governor of Metro Manila were formally established during the Marcos administration
on November 7, 1975 through Presidential Decree No. 824, to be under the management of the
Metropolitan Manila Commission. On June 2, 1978, through Presidential Decree No. 1396, the
metropolitan area was declared the National Capital Region of the Philippines, with the
President’s wife Imelda Marcos as the first governor (Department of Trade and Industry n.d.).
In 1995, President Corazon Aquino reorganized the structure of the Metropolitan Manila
Commission and renamed it to the Metropolitan Manila Development Authority, with its
chairperson appointed by the President (Department of Trade and Industry n.d.).
At present, the City of Manila produces industrial-related products such as chemicals, textiles,
clothing electronic goods, food, beverages, and tobacco products. The growth in services and
industry fueled the expansion in NCR’s construction and manufacturing. Majority of the micro,
small, and medium enterprises (MSMEs) in operation can also be found in the NCR, with
190,166 business establishments and creating 61.6% of the total jobs generated in the
Philippines last 2015 (Department of Trade and Industry n.d.).
In addition, most multi-national company offices and embassies are situated in Makati, the
country’s financial center for business and economic opportunities (Department of Trade and
Industry n.d.). Malls, luxury residential areas, areas of industry and services clustered
throughout the Metro. The seat of Philippine government, Malacañang Palace (the President
of the Republic of the Philippines official residence), as well as the main institutions of the
Executive, Legislative and Judicial branches are also located in NCR.
Evidence of Metro Manila being the economic and political center of the Philippines can be
seen in its increasing contribution to GDP averaging about 36% from 2009 to 2016 (Figure 3).
In 2017, the Philippine Statistics Authority reported that “the NCR continued to account for
the largest share of the country’s GDP at 36.4% (Bersales 2018).” Not surprising is that the
neighboring regions of CALABARZON and Central Luzon contributed the second and third
largest shares to Philippine GDP with 16.8% and 9.7%, respectively. This might in part explain
why Metro Manila poverty incidence is the lowest in the country (Table 3).

Figure 3. Share of Metro Manila/NCR Gross Regional Domestic Product9 (GRDP) to
Philippine GDP (in percent), 2009-2016
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Source: Philippine Statistics Authority

A main reason behind the continuous and increasing growth of Metro Manila in the past decade
is the increased integration of the Philippines to the global economy (Lambino 2010). The
surge in the business process outsourcing industry, the location or relocation of transnational
business interests and regional offices and executives to the Philippines, the increase in
overseas foreign workers (OFWs) all increased income and the demand for goods and services
such as consumption and real estate (Lambino 2010). Furthermore, since both communications
and transportation (particularly, air transport) infrastructure is most developed in Metro Manila,
the resulting concentration of businesses and residences for executives explains the large
contribution this region makes to national income (Lambino 2010). In support of this
observation, more than 80% of the 2017 GRDP of Metro Manila was produced in the service
sector (Figure 4).
Table 3. Philippine and Metro Manila/NCR Poverty Incidence (Population) in 2006,
2009, 2012, 2015
Poverty incidence among population (%)
Estimate (%)

Region/Province
2006
PHILIPPINES
NCR10
1st District

11

2nd District

2009

2012

Coefficient of Variation
2015

2006

2009

2012

2015

26.6

26.3

25.2

21.6

1.9

2.0

2.1

3.5

4.7

3.6

3.9

3.9

23.9

15.7

12.9

14.8

4.9

5.1

6.2

5.1

32.3

48.7

27.1

28.7

4.9

3.3

2.4

2.9

59.8

20.1

24.6

39.3

9

Gross Regional Domestic Product (GRDP) is the aggregate of gross value added (GVA) of all resident
producer units in the region (Philippine Statistics Authority n.d.).
10
NCR is grouped into the four districts: 1st District: City of Manila; 2nd District: Mandaluyong City, Marikina
City, Pasig City, Quezon City, San Juan City; 3rd District: Caloocan City, Malabon City, Navotas City,
Valenzuela City; and 4th District: Las Pinas City, Makati City, Muntinlupa City, Paranaque City, Pasay City,
Pateros, and Taguig City.
11

The coefficient of variation for the 1st to 4th Districts of NCR is larger than 20% for the year 2015.
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Figure 4. Philippine and Metro Manila GRDP, 2017
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III. Fiscal Performance of Metro Manila local governments: revenues,
expenditures, intergovernmental fiscal transfers and debt servicing
This section looks at current trends in fiscal performance of local governments in Metro Manila
from 2009 to 2016 and, where possible, compare against the fiscal performance of all
Philippine local governments.
Revenues
The main source of income of local governments in Metro Manila are local sources. Figure 5
below shows that local sources averaged 77.4%, with tax revenues contributing the largest, and
external sources garnering an average of 22.6%. This is a stark difference from the general
trend for all LGUs, wherein the largest source of income is from external sources, averaging
66.4%, and only an average of 33.6% from local sources (Figure 6). This could be, perhaps,
because of the concentration of business and finance capital in the region (Lambino 2010).

Figure 5. Distribution of Metro Manila LGU Income by major category, 2009-2016
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Figure 6. Distribution of Local and External Sources of LGU Income for all Province,
Cities and Municipalities, 2009 to 2016
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Looking at Metro Manila LGUs local source income, tax on business is the largest contributor
to local sources of income for LGUs in the NCR (Figure 7). In recent years the same trend has
been observed for all Philippine LGUs, though prior to 2009, it was Real Property Tax
contributed the largest to LGU Income (Figure 2).

Figure 7. Share of Metro Manila LGU Local Source to Total Income, in percent
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Expenditures
From 2009 until 2013, general public services (GPS) got the largest share of Metro Manila
LGU budgets, unlike for all LGUs where almost 50% of expenditures goes to the cost of
running the government (Figures 8 and 9). In 2014, however, Metro Manila LGU social service
expenditures caught up to GPS.
Figure 8. Distribution of Metro Manila LGU expenditures by sector, 2009-2016
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Figure 9. Distribution of LGU Expenditures for all Province, Cities and Municipalities,
2009 to 2016
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Metro Manila local government debt
In the Philippines, the proceeds of loans or issuance of bonds, i.e. debt, is not counted as LGU
income but is reported, along with ‘Capital Investment,’ under Non-Income Receipts. These
provide other source of financing for local government units which are not regular. Figure 10
below shows the distribution of Non-Income receipts for Metro Manila LGUs and displays that
these receipts are primarily from the acquisition of loans. In other words, Metro Manila LGUs
borrow but do not rely much on capital investments neither do they issue bonds. In fact, even
borrowing is a small proportion, averaging only 2.6% of LGU Income and Non-Income
receipts (Table 5).
Figure 10. Distribution of Non-Income Receipts for Metro Manila LGUs, 2009-2016
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Table 4. Shares of Non-Income Receipts and LGU Income for Metro Manila LGUs,
2009-2016

Year

TOTAL
CAPITAL/
INVESTMEN
T RECEIPTS
(1)

Acquisition
of Loans

(2)

2009
1.84
4.28
2010
0.04
3.80
2011
0.39
2.15
2012
0.08
2.00
2013
0.03
4.05
2014
0.34
2.34
2015
0.06
1.22
2016
0.27
1.40
Source: Bureau of Local Government Finance

Issuance
of
Bonds
(3)
0.86
0.00
0.00
0.00
0.00
0.00
0.00
0.00

RECEIPTS
FROM LOANS
AND
BORROWINGS
(2)+(3)

TOTAL
NONINCOME
RECEIPTS
(1) + (4)

TOTAL
CURRENT
OPERATING
INCOME

(4)

(5)

(6)

5.14
3.80
2.15
2.00
4.05
2.34
1.22
1.40

6.98
3.83
2.53
2.08
4.08
3.96
2.33
2.95

93.02
96.17
97.47
97.92
95.92
96.04
97.67
97.05

One of the reasons perhaps of the unpopularity of incurring debt for financing are the
Department of Finance (DOF) requirements were made more stringent in 2012 which could
have perhaps been instigated because of the findings of a 2009 Commission on Audit (COA)
Report on LGUs that found evidence of mismanagement of loans (Punongbayan 2010,
Department of Finance 2012).
Original documentary requirements for an LGU to borrow were: statement of actual income
and expenditures and certification of internal revenue allotment (IRA) received for the past
three years; certification of taxable assessed value for the past three years and dates of the last
general revision of real property assessments; certification of existing loans, if any and annual
audit report from the Commission on Audit for the past three years.
Under Local Finance Circular 1-2012, “the following documents were added to the original
requirements:
1. letter-request from the local chief executive indicating the lending institution and the
purpose and terms of the loan;
2. certification of absence or existing and approved loans, when applicable;
3. certification by local accountant that LGU has not incurred default in payment of
amortization of an existing loan;
4. certification from the secretary of the Sanggunian or the local legislative body that the
proposed project to be financed by the loan is included in the Approved Annual
Investment Plan for the current year;
5. authenticated copy of the resolution authorizing the local chief executive to negotiate
and contract a loan in behalf of the LGU;
6. certification issued by the lending institution stating that it shall not require LGU
deposits as compensating balance for the loan if the lender is a private entity;
7. Seal of Good Housekeeping from the Department of Interior and Local Government
(DILG) and;

8. proof of compliance with the full disclosure policy of the DILG (Department of
Finance 2012).”
Another possible reason of low local government debt in the Philippines is the absence of a
bailout or implicit guarantee provision in the LGC. Philippine LGUs are entirely responsible
for paying off their debt, that is, face a hard budget constraint (Liu, Llanto and Peterson 2013).
Finally, Philippine local governments appear to have natural conservatism and are reluctant to
borrow, even if they can engage in credit or float bonds (Liu, Llanto and Peterson 2013).
Comparison of Metro Manila LGUs to National Government Indicators
This section shows how Metro Manila LGUs contribute to national revenue and expenditure
(Table 5). It highlights the large proportion of internal revenues collected from Metro Manila
but at the same time, the small contribution of all LGUs to the economy.
The share of NCR BIR tax collections to total BIR collections average 85% for the period 2009
to 2016. This could perhaps be to the concentration of business headquarters and expansion in
finance capital as well as the expansion in the economy with the increase in consumption owing
to globalization the boom in business process outsourcing and increased number of OFWs in
recent years (Lambino 2010). At the same time, Metro Manila LGUs contributed an average
of 17.7% to total LGU revenues at only 0.65% proportion to GDP.
Turning to expenditures, Metro Manila LGUs account for about 16.7% of total LGU
expenditures on average. As a proportion of national government expenditures, Metro Manila
LGU expenditures average about 3%. Metro Manila LGU expenditures averaged only 0.5%
of GDP compared to the 3% of GDP of all LGUs.
Table 5. Indicators of the contribution of Metro Manila LGUs to national government
revenues, expenditures and GDP, 2009-2016
2009
Revenues
Proportion of MM LGU
to Total LGU Income
Proportion of NCR BIR
Collection to Total BIR
Collection
Proportion of MM LGU
Income to GDP
Proportion of Total LGU
Income to GDP
Expenditure
Proportion of MM LGU
to Total LGU
Expenditures
Proportion of MM LGU
to NG Expenditures

2010

2011

2012

2013

2014

2015

2016

17.45

17.39

17.34

18.80

17.90

18.10

17.72

17.25

86.61

84.71

-

87.64

86.94

86.28

85.63

80.62

0.68

0.65

0.65

0.65

0.61

0.62

0.67

0.66

3.87

3.74

3.77

3.48

3.39

3.45

3.80

3.80

18.56

16.45

15.92

16.72

17.06

17.12

15.67

16.36

3.63

3.37

3.19

3.02

2.99

3.07

2.55

2.61

Proportion of MM LGU
Expenditures to GDP
Proportion of Total LGU
Expenditures to NG
Expenditures
Proportions of Total
LGU Expenditures to
GDP
Memo Items:

0.65

0.55

0.52

0.52

0.52

0.49

0.46

0.48

19.54

20.46

20.02

18.05

17.54

17.92

16.27

15.94

3.49

3.35

3.26

3.13

3.04

2.86

2.95

2.95

National GDP (In Billion)

8026

9003

9708

10561

11538

12634

13322

14481

Total LGU Revenues

311011

336613

366093

367912

390779

436087

505749

550830

Total LGU Expenditure

280187

301417

316295

330082

350480

361720

392919

427576

NCR BIR Tax Collection

654375

701737

*

809812

1058552

1152254

1234801

1270357

Total BIR Tax Collections

755561

828418

*

924053

1217509

1335489

1442060

1575784

Total NG Expenditures

1434146

1472977

1580017

1828981

1998376

2019062

2414641

2682815

MMDA LGU Revenues

54256

58520

63467

69168

69949

78941

89621

95026

MMDA LGU Expenditures
52009
49587
50362
55198
59794
61929
61561
*Data not available
MM = Metro Manila; NCR = National Capital Region where MM is; BIR = Bureau of Internal Revenue
Source: BLGF, DBM, BIR

69960

IV. Governance in Metro Manila, National Capital Region
A notable feature of Metro Manila or the National Capital Region (NCR) is the existence of a
metropolitan governance structure overlaid on its’ LGUs. This governance structure is called
the Metropolitan Manila Development Authority (MMDA). Though member local
governments have the authority to operate as independent LGUs with the authority to plan,
raise revenues and decide on expenditure priorities as provided in the LGC, the MMDA is
tasked to coordinate development plans and policies across member LGUs. In addition, the
MMDA has authority over “certain basic services affecting or involving Metro Manila as
metro-wide services more efficiently and effectively planned, supervised and coordinated by a
development authority as created therein, without prejudice to the autonomy of the affected
local government units (Table 6; Republic of the Philippines 1994 Sec. 1).”
The MMDA defines five (5) key results areas (KRA), namely: (1) Anti-Corruption,
Transparent, Accountable & Participatory Governance; (3) Rapid, Inclusive & Sustained
Economic Growth; and, (5) Integrity of the Environment & climate change adaptation &
mitigation. The MMDA defines the following major final outputs (MFOs) based on the KRAs
and the scope of MMDA services identified by their mandate (Table 6) (Philippines 1995, Sec.
3):
1.
2.
3.
4.

Waste Disposal and Management Service
Traffic and Transport Management Service
Flood Control and Sewerage Management Service
Health/Sanitation & Environment Protection & Public Safety and Disaster Control

5. Land Use Planning Services Updated Land Use Plan Reviewed
To implement programs, the MMDA has the authority, as a public corporation to earn income
(by levying fines and imposing fees and charges for various services rendered) but also receive
monthly contributions (equivalent to 5% of the total annual gross revenue of the preceding year,
net of IRA, from all MMDA member LGUs) (Table 6) (Republic of the Philippines 1994, Sec.
10). That is the MMDA has three sources of funds: (1) national government transfers; (2)
contributions of member LGUs; and, (3) fines and levies.
Table 6. Relevant Provisions of Republic Act No. 7924 “An Act Creating the
Metropolitan Manila Development Authority, defining its powers and functions,
providing funding therefor and for other purposes”
Provision and Subject
Metropolitan Manila recognized
as a special development and
Administrative region (Sec. 1)

Creation of Metropolitan Manila
Development Authority (Sec. 2)

Scope of MMDA Services (R.A.
Sec. 3)

1. Development planning
2. Transport and traffic
management

3. Solid waste disposal and
management
4. Flood control and sewerage
management

Particulars
It is hereby declared to be the policy of the State to treat
Metropolitan Manila as a special development and
administrative region and certain basic services affecting or
involving Metro Manila as metro-wide services more
efficiently and effectively planned, supervised and
coordinated by a development authority as created therein,
without prejudice to the autonomy of the affected local
government units.
The affairs of Metropolitan Manila shall be administered by
the Metropolitan Manila Development Authority, hereinafter
referred to as the MMDA, to replace the Metro Manila
Authority (MMA) organized under Executive Order No. 392,
Series of 1990.
The MMDA shall perform planning, monitoring and
coordinative functions, and in the process exercise regulatory
and supervisory authority over the delivery of metro-wide
services within Metro Manila without diminution of the
autonomy of the local government units concerning purely
local matters.
Metro-wide services under the jurisdiction of the MMDA are
those which have metro-wide impact and transcend legal
political boundaries or entail huge expenditures that it would
not be viable for said service to be provided by the individual
LGUs comprising Metro Manila. These services include the
following:
includes the preparation of medium and long-term
development plans
Includes the formulation, coordination and monitoring of
policies, standards, programs and projects to rationalize the
existing transport operations, infrastructure requirements, the
use of thoroughfares, and promotions of safe and convenient
movement of persons and goods.
Includes formulation, and implementation of policies,
standards, programs and projects for proper and sanitary waste
disposal.
Includes the formulation and implementation of policies,
standards, programs and projects for an integrated flood
control, drainage and sewerage system.

Provision and Subject
5. Urban renewal, zoning and
land use planning, and shelter
services

Particulars
Includes the formulation, adoption and implementation of
policies, standards, rules and regulations, programs and
projects to rationalize and optimize urban land use and
provide direction to urban growth and expansion.
6. Health and sanitation, urban
Includes the formulation and implementation of policies, rules
protection and pollution control and regulation, standards, programs and projects for the
promotion and safeguarding of the health and sanitation of the
region and for the enhancement of ecological balance and the
prevention, control and abatement of environment pollution.
7. Public safety
Includes the formulation and implementation of programs and
policies and procedures to, achieve public safety, especially
preparedness for preventive or rescue operations during times
of calamities and disasters and coordination and mobilization
of resources and the implementation for rehabilitation and
relief operations in coordination with national agencies
concerned.
Sources of Funds and the
• The MMDA shall continue to receive the Internal Revenue
Operating Budget of MMDA
Allotment (IRA) currently allocated to the present MMA.
(Sec. 10)
• The MMDA is likewise empowered to levy fines and
impose fees and charges for various services rendered.
• Five percent (5%) of the total annual gross revenue of the
preceding year, net of the internal revenue allotment, of
each local government unit mentioned in Section 2 hereof,
shall accrue and become payable monthly to the MMDA
by each city or municipality. In case of failure to remit the
said fixed contribution, the DBM shall cause the
disbursement of the same to MMDA chargeable against
the IRA allotment of the city or municipality concerned,
the provisions of Section 286 of RA 7160 to the contrary
notwithstanding.
Source: Republic Act No. 7924

To implement its mandate, the MMDA receives annual Internal Revenue Allotments from the
National Government and spends it primarily on maintenance and other operating expenses
(Figure 11).
Figure 11. MMDA Expenditures from NG Internal Revenue Allotments (in Million PhP),
2009-2016
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The MMDA also receives regular contributions from member LGUs and is authorized to
collect fees and penalties (Republic of the Philippines 1994). From 2015 to 2017, more than
an average of 50% of MMDA expenditures were sourced from member LGU contributions
(Figure 12). National government support (including both GAA and IRA) was the second
largest source of revenues of the MMDA with very little collected from traffic violations, fees
and other income collected by the MMDA.
Figure 12. Distribution of MMDA Expenditures by Source (in percent), FY 2017
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In 2017, half of total expenditures was allocated to KRA5: the integrity of the environment and
climate change adaptation and mitigation (Figure 13). At the same time 80.85% of total
MMDA expenditures in 2017 were distributed across MFOs with MFO1 Solid waste disposal
and management service and MFO2 Traffic and Transport Management Service (Figure 14).

Figure 13. Distribution of MMDA Expenditures by Key Results Area, 2017
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Figure 14. Distribution of MMDA Expenditures by Major Final Outputs (MFOs) in
percent, 2017
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It is not surprising that the top two expenditure priorities of the MMDA are projects directed
to address traffic and transport and solid waste disposal and management given the level of
congestion in Metro Manila. A JICA study found that the Philippines loses PhP 3.5 billion
everyday due to traffic in Metro Manila (de Vera 2018).

V. Analysis of reform options
What are the possible areas for reform in revenue mobilization in Metro Manila?
A. Jurisdictional fragmentation and metropolitan governance
Metro Manila has two municipal governance structures. First, jurisdictional fragmentation
instituted by the decentralized structure of Philippine government. This is designed to bring
the delivery of local public goods and services to the level of government closest to constituent
beneficiaries to increase the accountability of local governments and better reflect the needs of
the area. Second, the Metro Manila Development Authority is a metropolitan government
overlaid on LGUs in the NCR.

The MMDA is the metropolitan government that has authority over basic services with crossjurisdictional effects. Examples are waste disposal, traffic and transport, flood control and
sewerage management services and land use and health/sanitation, environment protection,
public safety and disaster control. As discussed above, the MMDA receives budgetary support
from the national government, contributions form member LGUs and have the authority to
collect penalties and fees from traffic violations and services.
Property tax. Looking at jurisdictional fragmentation, a noticeable shift in business tax
collection becoming the primary source of local income was observed for all LGUs starting
2009. Before this, the main source of local income was real property taxes. There could be
several possible reasons for this. First, it could be that business incomes have been growing at
a faster rate than increases in the assessed value of real property. Second, it could also be
because of the outdated schedule of fair market value of real property in 59% of provinces and
72% of cities in 2014 (Manasan 2014). Third, there have been many reform efforts directed to
increase business tax collections. Examples are the development of local business taxpayer
database and rationalization of fiscal incentives projects under the Department of Finance
(DOF) Bureau of Local Government Finance (BLGF).
For MMDA LGUs, it would be expected that the assessed value of real property, and therefore
the corresponding real property tax collections would have increased with continuous growth
in the region. The figures, however, show a declining share of real property taxes to total LGU
income (Figure 7).
Local governments in Asia do not fully use their real property taxing powers for reasons such
as the undesirable burden felt directly by the taxpayer from the transparent tax and that
taxpayers feel that they pay more in taxes than they get back in services (Bahl 2018, 43).
Periodic revaluation and the introduction of a new property tax roll is perhaps the greatest
barrier to maintaining the rate of revenue mobilization of the property tax (Bahl 2018, 49). In
the Philippines, it is possible that lack of political will to comply with the periodic revaluation
of LGU tax rolls (called the schedule of market values) could be for fear of unpopularity with
local taxpayers.
How can we capitalize on the increased value of real property if LGUs are not consistently
updating the schedule of market values every three (3) years? Hopefully, a bill currently in the
Congress of the Philippines, entitled “Real Property Valuation and Assessment Reform Act,”
that identifies the market value as the single real property valuation base for the assessment of
real property related taxes will address this. The bill ensures the use of one specific value for
the tax base. The challenge, however, in relying on updating schedule of market values is that
it takes time (between three (3) to five (5) years) for the increase in market values to be reflected
in the schedule of market values. Ensuring that LGUs comply with this, based on low
compliance historically, is another concern.
Value capture. One option to mobilize resources and capitalize on rapid increases in market
value is to implement value capture schemes (Peterson 2009, Bahl 2018). A government tries

to extract the increase in market value of real property due to an infrastructure investment or
developments by offering improved public services, land, development rights, and building
permits for a certain amount (Bahl 2018, 52). The value capture amount will be determined
depending on the nature of the undertaking and can be determined several ways such as by
government or through an auction.
The Philippines has implemented a value capture scheme twice. First, when infrastructure
investments of former United States (U.S.) Subic naval and Clark air bases were financed in
part from the privatization of another former U.S. military base Fort Bonifacio (Purisima and
Buensuceso 2018). More recently, the build-operate-transfer of a Metro Rail Transit System
Line 7 will be financed in part with tax and development proceeds from a development around
the area (Purisima and Buensuceso 2018).
Value capture could be applied both to jurisdictionally-fragmented LGUs and continue to be
applied to for a group of LGUs that benefit from investments and developments that cross
jurisdictions. Furthermore, LGUs under a metropolitan governance structure would also allow
the member LGUs to take advantage of economies of scale in implementing and financing
infrastructure projects.
Review of mandate, programs and penalties and fees. Given that the MMDA mandate and
scope of responsibilities was established in 1994, it would be good to review the performance
of the MMDA explore or identify changes in the kind of and manner of delivery of services as
well as the objectives and rates of fees charged. For example, though the largest source of
income of MMDA are the 5% LGU contributions, it could possibly increase traffic violation
penalties to deter irresponsible driving to create order and somewhat alleviate traffic. At
present, the lowest fine is Philippine pesos (PhP) 150.00 (approximately US$ 2.85 using the
current exchange rate of U.S.$ 1: PhP 52.63) for minor infractions such as defective brakes,
illegal turning and the highest 1st offense fine is PhP 7,500 (approximately US$ 142.60). This,
of course, would be anchored on the objective of such penalties and fees.
B. Debt financing
According to Manasan (2015), though “local governments receive 40% of internal revenue
allocation since its decentralization inception but this rate is too low relative to the rapid
urbanization observed in the country (as cited inYoshino 2017). However, despite
opportunities available to LGUs to engage in credit financing (through borrowing or floating
debt), LGUs are light borrowers and highly dependent on transfers from the national
government (Liu, Llanto and Peterson 2013). The low level of indebtedness is attributed to the
limited functions assigned to LGUs that require infrastructure spending, the reluctance of local
governments to borrow, and the impact of various financial oversight mechanisms.
One of the reasons for low demand for debt instruments is that fragmentation contributes to the
lack of economies of scale in infrastructure provisions (Liu, Llanto and Peterson 2013).
However, even if a metropolitan government can borrow, it is not certain that debt financing
will be used with the natural conservatism of LGUs. In addition, the lack of demand by
constituents for better infrastructure and improved service delivery as well as the major role

played by national government in the delivery of large infrastructures affects reduces pressure
on LGUs to find alternative sources of financing (Liu, Llanto and Peterson 2013).
The Department of Finance (DOF)-Bureau of Local Government Finance (BLGF) has
consistently encouraged LGUs to engage in credit financing. Though this option could be
further explored given a more developed financial market, compared to when decentralization
was implemented in 1992, and more awareness of credit financing options, the decision to
borrow still depends on the local policymakers.
C. Local government revenue mobilization and the ‘headquarters problem’
Though this case study is focused on Metro Manila, an important issue regarding the advantage
it has from business concentration and the authority of LGUs to tax business is
the ’headquarters problem.’ This problem arises when national firms pay tax for all branches
at the headquarters location (Bahl 2018, 55).
Philippine municipalities and cities can collect business taxes such as specific gross sales
receipts tax for manufacturers and wholesalers and ad valorem taxes on retailers, banks and
other financial institutions (Republic of the Philippines 1991, Secs. 143 & 151). Furthermore,
Metro Manila LGUs can levy taxes at a maximum of 50% more than the rate of other LGUs
(Republic of the Philippines 1991, Sec. 144).
The business tax can be collected by the municipality where the branch or sales outlet is located
and where the sale or transaction took place (Republic of the Philippines 1991, Sec. 150).
However, “(I)n cases where there is no such branch or sales outlet in the city or municipality
where the sale or transaction is made, the sale shall be duly recorded in the principal office and
the taxes due shall accrue and shall be paid to such city or municipality (Republic of the
Philippines 1991, Sec. 150). One of the challenges is that businesses that do not have branch
or sales outlet where the transaction took place use the public infrastructure, goods and services
in said location without sharing in the costs.
One possible solution to this would be revenue-sharing arrangements which are present for
Philippine LGUs but only for national taxes collected in their jurisdiction like (1) the expanded
value added tax (VAT); (2) excise on locally-manufactured Virginia-type cigarettes; (3) share
from income earned of businesses and enterprise located within the ecozones; and, (4), the
Philippine Gaming Corporation and Philippine Charity Sweepstakes Office for the lottery
called Lotto (Caro 2008).
There are current efforts in the Senate of the Philippines to simplify the 1991 Local
Government Code provisions on business taxes as well as ensure an equitable collection of
taxes to those LGUs that provide the services that the local businesses benefit from or where
the sales or transaction occurs.

VI. Summary and ways forward

The objective of this case study was to present current revenue mobilization practices and
identify possible reform areas for Metro Manila, Philippines. The brief examination of the
evolution of Philippine local government structure showed the intermittent efforts at
decentralization and roots of enduring dependence on national government transfers. The
monumental effort at decentralization in the 1991 Local Government Code of the Philippines
institutionalized a government structure committed to improved local governance with
increased revenue-raising (increased taxing powers and credit financing opportunities) and
expenditure powers (devolved functions) given to local policymakers.
The next part of the story was the introduction of Metro Manila, the National Capital Region,
which is the center of economic and political power. In the past 8 years, Metro Manila
contributed an average of 36% to national GDP and has the lowest poverty incidence in the
country.
Metro Manila LGUs get their largest income from local sources with an average of 77% for
the period 2009 to 2016. This is unlike the overall LGU trend of dependence on external
sources (primarily the intergovernmental fiscal transfers) averaging 66% for the same period.
Of course, the reason behind this is the concentration of business and, consequently, the
corresponding business tax collections of Metro Manila LGUs. The data also shows very little
appetite for debt financing that averaged only about 3% of the combined LGU income and nonincome receipts of Metro Manila LGUs. This latter trend is consistent with all LGUs.
Turning to expenditures, Metro Manila LGUs spend a relatively close share on general public
services (the cost of administration or running the government) and social services. The
general trend for all LGUs is that almost half is spent on general public services with social
services a far second. This implies that majority of other LGUs have only half of available
funds to spend on programs and projects that more directly impact constituents and the local
economy (social and economic services).
Overall local government contribution to the national economy (GDP) is small with an average
of 3.66% for LGU income and 3.13% for LGU expenditures. Though, realistically, the
contribution of income raised by LGUs is smaller given that LGU income includes
intergovernmental transfer from nationally collected revenues.
These trends show the fiscal advantage that Metro Manila has over other LGUs. At the same
time, because of the concentration of business, income and consumption, there is tremendous
strain on public infrastructure (e.g. congestion, flooding and sewer, solid waste management
and pollution) and services that affect the contiguous LGUs and which require coordination
and development planning of the said. To address these concerns and, in addition to the
mandates of Metro Manila LGUs, there is an overlaid metropolitan governance structure called
the Metro Manila Development Authority (MMDA).
The MMDA is responsible for the delivery of services that have a metro-wide effect. These
are: (1) development planning; (2) transport and traffic management; (3) solid waste disposal
and management; (4) flood control and sewerage; (5) urban renewal, zoning and land use

planning and shelter service; (6) health and sanitation, urban protection and pollution control;
and, (7) public safety. It has several sources of financing (national government transfers,
contributions from member local governments and penalties and fees). Most of its 2017 budget
was spent on traffic and transport and solid waste disposal management while major sources
of income are 5% LGU contributions and national government transfers.
The examination of governance structures and revenue mobilization practices in Metro Manila
provided basis to highlight possible policy options to address pressures on public infrastructure
with growth and urbanization in the region. First, current efforts to standardize the property tax
base (market value) could be one source of increased revenues. This option, however, has a lag
in capitalizing on increases in real property values and is dependent on the enforcing the
periodic revaluation of tax rolls (proposed to be done every three to five years).
Second, the use of value capture arrangements more immediately extracts anticipated increases
in real property values. Tying these arrangements to public investments or developments makes
beneficiaries of the investments or developments face the additional burden in the increased
provision of public goods and services. This option could be considered by individual LGUs
as well as across LGUs especially if the public investment requirement is large and benefits
accrue across fragmented jurisdictions. However, in the design of value capture schemes,
economic incentives and disincentives must be considered. In addition, this might be applicable
more to large infrastructure investments.
Third, MMDA performance, delivered services, penalties and fees can be reviewed. There
might be new services or programs, or ways to deliver these, required of the MMDA that were
not identified or existent yet in its twenty-four-year-old mandate. This requires reviewing
current structures to identify strengths and shortcomings as well as fiscal disparities with the
metropolitan area and fiscal problems that result from jurisdiction boundary issues (Bahl 2018).
Fourth, the ‘headquarters problem’ is currently being addressed by efforts in the Senate of the
Philippines to ensure equitable collection of LGU business taxes to support the maintenance
and costs of local goods and services provided by the LGU where sales and transactions occur.
Though there are existing revenue-sharing mechanisms present in the Philippines these are for
national government revenues collected in certain LGUs. Other ways must be explored to
ensure that the revenues collected from businesses is more immediately felt at the LGU level.
Finally, debt servicing should still be an option for LGU financing and the current efforts at the
DOF-BLGF and MDFO should be continued.
It is interesting to note that most of the reform options or policies presented have been used,
are currently in place or are being enhanced for Philippine LGUs. However, presence does not
mean effectivity and just underscores the importance of monitoring and evaluating policies and
continual efforts to improve such. It goes without saying that these options should be carefully
studied but the adaption and implementation depends primarily on policymakers.
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Appendix 1. List of Appointive Officials by Type of LGU
Municipality

City

Mandatory Local Appointive Official Positions
Accountant
Accountant
Administrator
Assessor
Budget Officer
Civil Registrar
Engineer

Assessor
Budget Officer
Civil Registrar
Engineer
General Service Officer
Health Officer
Health Officer
Planning and Development
Planning and Development
Coordinator
Coordinator
Social Welfare and
Development Officer
Treasurer
Treasurer
Veterinarian
Optional Local Appointive Official Positions
Administrator
Agriculturist
Agriculturist
Architect
Architect
Cooperatives Officer
Environment and Natural
Environment and Natural
Resources Officer
Resources Officer
Information Officer
Information Officer
Legal Officer
Population Officer
Population Officer
Social Welfare and
Development Officer
Source: The Local Government Code of 1991

Province
Accountant
Administrator
Agriculturist
Assessor
Budget Officer
Civil Registrar
Engineer
General Service Officer
Health Officer
Planning and Development
Coordinator
Social Welfare and
Development Officer
Treasurer
Veterinarian

Architect
Cooperatives Officer
Environment and Natural
Resources Officer
Information Officer
Population Officer
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