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The Dynamics of Philippines-Japan Economic Cooperation:
The Case of Japan’s Official Development Assistance (ODA) in the Philippines

Jose V. Camacho Jr. and Agham C. Cuevas
Assistant Professors, Department of Economics
University of the Philippines Los Bafios

Abstract

The Japan-Philippines Economic Partnership Agreement is envisioned to further boost
Japan's ODA to the Philippines, particularly for capital formation in the infrastructure sector.
It will stimulate an increase in investment and capital accumulation causing more employment
opportunities to be created. Output capacity will expand and so with cost of production.
Moreover, export volume will increase at lower prices, thus enhancing competitiveness in the
world market. Trade and business facilitation particularly among Japanese firms in the
Philippines will be further enhanced due to an improvement in infrastructure and other
support services, for instance, farm-to-market roads, energy, power and telecommunication,
irrigation and information technology. Potential economic gains on technical assistance and
development cooperation for capacity-building in the fields of information and
communication technology, science and technology, intellectual property, human resource
development and the enhancement of the country’s capacity to design an appropriate
competition policy are evident from the Agreement. Furthermore, the proposed pact for
economic partnership will be more beneficial to the Philippine economy as its institutions and
their capabilities are upgraded particularly through technical cooperation in the areas of trade
and investment activities, energy infrastructure development, government procurement, e-
commerce and paperless trading. Philippine small-medium enterprises (SMEs) will capture
immense economic benefits since the proposed economic cooperation will enhance greater
trade and business facilitation. An increase in Japanese ODA channeled to the social sector
will significantly improve poverty alleviation and human development. It will translate to an
enhancement of skills and IT literacy that will ultimately improve the quality of labor force
needed by the various sectors, particularly the industry and services. These skilled and IT-
literate labor force can fill up the demand for well-trained technical professionals in Japanese
economy. This will be further explored if mutual recognition of performance standards and
assessment procedures of technical professionals will be agreed upon under JPEPA.

Keywords: official development assistance, Japan-Philippines economic partnership



EXECUTIVE SUMMARY

Introduction and Objectives of the Study

1.

Bilateral trade and economic partnership/cooperation agreements form an important part
of the economic integration phenomenon the world is experiencing especially in the East
Asian region. In 2002, the New-Age Economic Partnership Agreement between
Singapore and Japan was concluded. Japan, arguably the most developed country in the
region, is negotiating a similar agreement with Mexico, the Republic of Korea, and is
discussing the possibility of an Economic Partnership Agreement with Thailand, Malaysia
and Indonesia. Also at present, the Japan-Philippine Economic Partnership Agreement
negotiations are underway, building on the long history of positive bilateral economic
cooperation between the two countries as exhibited by Japan’s Official Development
Assistance (ODA) to the Philippines. Through this development assistance, the Japanese
Government has been sending hundreds of experts to and accepting numerous trainees
from the Philippines in a variety of fields.

This study highlights a broad perspective of the dynamic relationship between the
Philippines, as an ODA-recipient, and Japan, as an ODA-donor country. Specifically, the
study will examine the trends and patterns, issues, challenges and prospects of Japan’s
ODA in the Philippines and examine their implications for the establishment of the
Japan-Philippine Economic Partnership Agreement (JPEPA). What are the most likely
impacts of the proposed economic partnership on the Philippines’ access and allocation
of Japan’s ODA? Should the Philippines forge a more dynamic economic partnership
primarily through a bilateral trade arrangement with Japan, an important question to be
dealt with relates on how will this new economic cooperation change the extent and level
of Japan’s official development assistance in the Philippines? Will it increase further the
total ODA pie allocated for the Philippines relative to its recipient-neighbors? Should
there be a further shift in sectoral and regional allocation?

The Role and Impact of ODA in Development

3.

4.

As the Japanese economy has demonstrated during its early growth years, official
development assistance is crucially important in facilitating the process of economic
development by enlarging the pool of capital available for investment especially in those
countries which have the right policy environment but lack the infrastructure and
capabilities necessary to mobilize sufficient domestic resources and to attract private
capital flows (World Bank, 2002; US-CBO, 1997). ODA cushions the constraints on
public funds available for necessary public investments.

Aid draws in private investment, rather than crowding it out. Countries must therefore
cultivate a good investment environment in an atmosphere in which the private sector
flourishes to invest in order to generate employment and enhance efficiency and factor
productivity. A World Bank (2002) study cites that “each dollar of assistance provided
through the Bank’s concessional lending arm, the International Development Association
(IDA), leads to nearly two dollars of additional private investment, including 60 cents of
additional foreign direct investment.”



Philosophy of Japan’s ODA and Priority Areas in the Philippines

5.

Japan primarily extends economic cooperation through its ODA by taking into account
each country's request, its social and economic status, and its bilateral relations with the
recipient country. This cooperation, as outlined in its ODA charter, is consistent with the
principles of the United Nations Charter as well as in accordance with the following
principles (MOFA, 2001):

i.  Environmental conservation and development should be pursued in tandem.

ii. Any use of ODA for military purposes or for aggravation of international
conflicts should be avoided.

iii. Full attention should be paid to trends in recipient countries' military
expenditures, their development and production of mass destruction weapons
and missiles, their export and import of arms, among others.

iv. Full attention should be paid to efforts for promoting democratization and
introduction of a market-oriented economy, and the situation regarding the
securing of basic human rights and freedoms in the recipient-country.”

Trends and Patterns of Japan’s ODA in the Philippines

6.

In the aftermath of World War 11, Japan was a recipient of international development
assistance. However, due to its experience of an unprecedented economic growth during
the decades of 1970s and 1980s, and the appreciation of the yen relative to US dollar since
1972, this status was dramatically changed as the world’s largest ODA donor.
Development scholars have described Japan’s ODA in Southeast Asian countries,
including the Philippines in various patterns and distinct phases.

In geographical terms, Asia continues to be a priority region as it receives the largest
ODA from Japan, although a considerable decline can be noted from 63.2 percent in
1999 to 54.8 percent in 2000. Consistent with its ODA charter, Japan's special emphasis is
in Asia as this region poses strategic linkages in its trade prospects. Priority aid areas
comprise of peace building and promotion of understanding of Japan, the development
of basic infrastructure to promote economic integration and growth in Asia, environment
and energy, and poverty eradication. The Philippines has consistently ranked as one of
Asia’s top ten recipients of Japanese aid.

The Philippines’ largest ODA source is Japan. In terms of ODA commitment, which
includes top multilateral donors, from 1992-1999, Japan committed about 45 percent
(US$6.3 billion) of the total amount, followed by the Asian Development Bank and the
World Bank with 19 percent (US$2.7 billion) and 18 percent (US$2.5 billion), respectively.

ODA and JPEPA

9.

JPEPA is envisioned to further boost Japan's ODA to the Philippines, particularly for
capital formation in the infrastructure sector. It will stimulate an increase in investment
and capital accumulation causing more employment opportunities to be created. Output
capacity will expand and so with cost of production. Moreover, export volume will
increase at lower prices, thus enhancing competitiveness in the world market. Trade and



10.

11.

12.

13.

business facilitation particularly among Japanese firms in the Philippines will be further
enhanced due to an improvement in infrastructure and other support services, for
instance, farm-to-market roads, energy, power and telecommunication, irrigation and
information technology. Overall, as a result of an increase in capital inflows, national
output is expected to rise.

The Philippine economy will derive huge potential economic gains as the proposed
agreement gives importance and lays significance on technical assistance and development
cooperation for capacity-building in the fields of information and communication
technology, science and technology, intellectual property, human resource development
and the enhancement of the country’s capacity to design an appropriate competition

policy.

An increase in Japanese ODA channeled to the social sector will significantly improve
poverty alleviation and human development.

An increase in ODA allocated to technical and vocational education translates to an
enhancement of skills and IT literacy that will ultimately improve the quality of labor
force needed by the various sectors, particularly the industry and services.

To be able to realize the huge economic potentials that these opportunities present,
several issues must be addressed. These include, among other things: the allocation and
disbursement of Japan’s ODA, ODA efficiency and absorptive capacity, harmonization of
goals and sectoral/geographical priorities, and local government units’ (LGUs) and
NGOs’ participation.

Policy Issues and Challenges

14,

Pushing JPEPA towards its establishment is indeed consistent with the country’s goals of
reform programs that include poverty reduction and human development, environmental
protection, sustainable development and global competitiveness.

Vi



The Dynamics of Philippines-Japan Economic Cooperation:
The Case of Japan’s Official Development Assistance (ODA) in the Philippines

Jose V. Camacho Jr. and Agham C. Cuevas
Assistant Professors, Department of Economics, University of the Philippines Los Bafios

l. Introduction

The economic relation between the Philippines and Japan is one of the most dynamic and
vibrant in the Asia-Pacific region, in particular, when one examines its development assistance in
the Philippines as characterized by successes, as well as failures, on its administration. Since
establishment of the Philippine-Japan Friendship Highway Project in 1968, Japan is Philippines’
largest source of ODA, the second biggest trading partner, and the second biggest source of
investments. From 1969 to 1998 alone, total Japanese ODA to the Philippines had reached a
huge sum of US $8.426 billion. In the first half of 2002, Japan contributed 81 percent of the
country’s total ODA commitment or a sum of $634 million with the loan signing of the seven
projects under the 25th and Special Yen Loan Packages (Office of the Presidential Staff, 2002).
The country has seen how these amounts were able to facilitate and create conditions in which
poor people are able to increase their incomes, improve their welfare, and to live longer,
healthier, and more productive lives. In particular, the Japanese government over the years has
been striving to expand its official development assistance (ODA), supportive of Philippine
development goals and acting as catalyst for social transformation. This is based on the belief
that cooperation through ODA is an important role for Japan to play in the international scene,
and that ODA promotes Japan's national interests.

However, there are still some daunting task to be done and challenges to confront, such as
finding ways to slow down population growth, reduce poverty, sustain growth and human
development, and empower poor people in regions with weak institutions and governance. How
effective is Japan in helping poor regions and vulnerable groups as a respond to these challenges
will depend on continued learning and on improvements in the allocation, administration and
delivery of its ODA. The efficiency and effectiveness of ODA can only be sustained when the
recipient are strongly committed to development and in charge of the process.

This study highlights a broader perspective of the dynamic relationship between the Philippines,
as an ODA-recipient, and Japan, as an ODA-donor country. Specifically, the study will examine
the trends and patterns, issues, challenges and prospects of Japan’s ODA in the Philippines and
examine their implications for the establishment of Philippines-Japan bilateral trade agreement.
What are the most likely impacts of the proposed economic partnership on the Philippines’
access and allocation of Japan’s ODA? Should the Philippines forge a more dynamic economic
partnership primarily through a bilateral trade arrangement with Japan, an important question to
be dealt with relates on how will this new economic cooperation change the extent and level of
Japan’s official development assistance in the Philippines? Will it increase further the total ODA
pie allocated for the Philippines relative to its recipient-neighbors? Should there be a further
shift in sectoral and regional allocation?

The study will be significant and timely as it coincides with Japan’s effort to refocus and justify
its development assistance, including a reevaluation of its efficiency and effectiveness on the
basis of broader development concerns of both the donor and recipient countries. As Japan



encounters fiscal constraints and a continuing scrutiny of aid levels, ODA programs and projects
must be implemented with greater efficiency bearing in mind the priorities of the recipient-
regions and areas to which it provides aid and the types of aid it delivers. In the case of the
Philippine economy, a paramount concern deals with whether forging an economic alliance with
Japan is consistent with the country’s goals of reform programs and medium-term policy agenda
which include:

» poverty reduction and equitable distribution of income

» macroeconomic stability and accelerated, and broad-based, market-led growth

» agricultural and fisheries modernization to achieve sustainable increases in rural-
incomes and to include improved access to land tenure, extension services, rural
infrastructure, and credit

» human development, focused on the quality and access to education, health and
housing services, protecting the vulnerable, and addressing regional disparities
and the particular challenges of Mindanao

» good governance, judicial reforms and institution building

» sustainable development and global competitiveness

The concern gains more prominence as it drives the Philippines in an arena of greater market
integration and globalization that calls for economic policy coordination.

The paper is structured in the following manner. In the next section, citing empirical evidences
and looking more closely at the role of aid, the paper proceeds with a presentation on the impact
of official development assistance in a general fashion. Section 111 reviews the principles,
philosophy and priority areas of Japan’s official development assistance based on its ODA
charter that was drafted in 1992. Section IV illustrates the trends and patterns of Japan’s ODA
in the Philippines. Thereafter, Section V details some likely impacts of the proposed Japan-
Philippine Economic Partnership Agreement (JPEPA) on Japan’s ODA allocation in the
Philippine citing empirical evidences. Section VI forwards some policy issues and challenges
while the last section concludes and lists down a set of recommendations.

1.  The “Development” in ODA: The Role and Impact of ODA in Development

As the Japanese economy has demonstrated during its early growth years, official development
assistance is crucially important in facilitating the process of economic development by enlarging
the pool of capital available for investment and growth especially in those countries which have
the right policy environment but lack the infrastructure and capabilities necessary to mobilize
sufficient domestic resources and to attract private capital flows. It eases the constraints on
public funds available for necessary public investments.

Aid draws in private investment, rather than crowding it out. Countries must therefore cultivate
a good investment environment in an atmosphere in which the private sector flourishes to invest
in order to generate employment and enhance efficiency and factor productivity. A 2003? World
Bank study cites that “each dollar of assistance provided through the Bank’s concessional
lending arm, the International Development Association (IDA), leads to nearly two dollars of
additional private investment, including 60 cents of additional foreign direct investment.”



The literature also recognizes very strongly that ODA has both direct and indirect effects on
poverty reduction and income distribution: the former through support projects and programs
aimed specifically at the poor, and the latter through the promotion of long-term economic
growth. Its poverty-reducing impact has increased in the past decade due to improved design
and allocation; for instance by investing in poor people with the inputs necessary for them to
contribute to and participate in the process of economic transformation, such as education and
health, and by giving them access to credit and other support infrastructure and services. Poor
people are empowered when their choices are enlarged and when they are given the potentials to
shape their own lives.

Another channel through which aid might foster growth is technical assistance and technology
transfer. That type of aid promotes growth not by accumulating greater resources but by making
existing resources more efficient and effective. Technical assistance programs may also include
educating and training government officials who play a large role in creating the policy
environment and using foreign aid.

However, empirical evidence argues that the performance of development assistance heavily
depends on the recipient’s design of economic policies and the way it governs its economy. If
the policy environment is not conducive to growth, aid is ineffective and less likely to contribute
to sustainable development. Development scholars opine that "in terms of growth prospects and
performance, no amount of foreign assistance can substitute for a developing country's internal
policies and incentives for increasing output and improving the efficiency of resource
allocation."

I11. Philosophy of Japan’s ODA and Priority areas in the Philippines

Japan primarily extends economic cooperation through its ODA by taking into account each
recipient country's request, its social and economic status, and its bilateral relations with the
recipient country. This cooperation, as outlined in its ODA charter, is consistent with the
principles of the United Nations Charter as well as in accordance with the following principles
(MOFA, 2001):

1. Environmental conservation and development should be pursued in tandem.

2. Any use of ODA for military purposes or for aggravation of international
conflicts should be avoided.

3. Full attention should be paid to trends in recipient countries' military
expenditures, their development and production of mass destruction weapons
and missiles, their export and import of arms, among others.

4. Full attention should be paid to efforts for promoting democratization and
introduction of a market-oriented economy, and the situation regarding the
securing of basic human rights and freedoms in the recipient-country.

Japan recognizes the linkage between development assistance fostering economic growth
and sustainable development on one hand, and poverty reduction and human development
on the other. As outlined in its ODA policy in the Philippines, Japan will continue to



encourage the efforts of the Philippine government by harmonizing four priority areas seen
in Table 1 that are consistent with the country’s Medium-Term Development Plan (1999-
2004).

Table 1. Four Priority Areas of Japan's ODA in the Philippines

PRIORITY AREAS FEATURES

Strengthening the economic structure and | o  Appropriate macroeconomic management.
overcoming the bottlenecks for sustainable
economic growth o Improving the flow of capital funds in both the public and
private sector and strengthening of management of the
economy over the mid-term through technical cooperation.

0 Strengthening of the economic infrastructure.

o0 Fostering of supporting industries and the building of
capital markets for small- and medium-sized industries, as
well as human resources development for the strengthening
of the economic structure Improved economic
infrastructure (energy and transportation).

0 Building of an economic infrastructure, the lack of which
serves as a bottleneck to economic development in the
Philippines (In particular, the balance of industry in urban
and rural areas must be considered.)

Reducing poverty and regional disparities 0 Agricultural and rural development

o Improving agricultural productivity, building of basic social
and economic infrastructure in rural areas, strengthening of
farmers’ organizations and promotion of agrarian reform

o0 Improvement of basic living conditions focused on health
and medical care, water supply systems and poverty
alleviation in urban areas

Environmental conservation and disaster | 0  Environmental conservation; strengthening of

prevention administrative capacity, measures for general waste disposal
and industrial pollution, and natural environment
conservation

o Disaster prevention: focused on most susceptible area

Human resources development and | o Improved quality of access to primary and secondary

institutional building. education Improvement of school facilities and materials, as
well as fostering of teachers and trainees, and the
improvement of the capacity of local administrators in
education

0 Improved technical and technological education
Improvement of techniques and technological education,
and access to educational services shifted to local industrial
needs

0 Improvement of administrative capacity and institution
building (especially in local governments)

Source: adapted from MOFA, 2001

These priority areas bear consensus with Japan’s ODA philosophy that is largely based on
country’s experience after the World War 11, when World Bank extended loans to develop its



core infrastructure and industry. Based on its ODA charter framework, aid is seen as a support
for the self-help efforts of developing countries pursuing economic growth. Japan’s provision of
economic cooperation is based on the concepts of humanitarian and moral consideration and
the recognition of interdependence among nations. In this vein, Nishigaki and Shimomura
(1999) outlined two crucial elements. First, they opined that “economic development can be
possible only if the government and its citizens have the continuous efforts to improve their
present conditions. Without the help and sacrifices of its people neither assistance nor
development can be successful. Foreign aid has the supporting role to assure that those efforts
can be productive and successful.” Regarding aid implementation, Japan believes that the donor
country should not direct its aid recipient, “rather it should be the developing countries that will
discover and search for a promising project and then lend a helping hand to the more experience
and skillful ones.”

IV.  Trends and Patterns of Japan’s ODA in the Philippines

In the aftermath of World War 11, Japan was a recipient of international development assistance.
However, due to its experience of an unprecedented economic growth during the decades of
1970s and 1980s, and the appreciation of the yen relative to US dollar since 1972, this status was
dramatically changed as the world’s largest ODA donor. Development scholars have described
Japan’s ODA in Southeast Asian countries, including the Philippines in various patterns and
distinct phases. As presented in Table 2 six phases can be identified with their corresponding
features and characteristics (as cited in Rivera 2003). Mori (1995), in his study of Japan’s ODA,
merged these phases into five categories, namely: (1) as postwar reconstruction; (2) as export
promotion; (3) as import promotion coinciding with the rise of multilateralism and
diversification of grant aid;, (4) as comprehensive security; and (5) period of economic
cooperation and global contribution (as cited in Rivera, 2003).

Table 2. Phases of Japan's ODA in the Philippines

PHASE FEATURE/CHARACTERISTICS

Phase 1 (1954-1957) Reparation payments to Southeast Asian countries

Non-reparation financial aid and its conscious tie-up with Japan’s export

Phase 2 (1958-mid60’s) promotion policy

Phase 3 (mid 60’s-early 70’s) Rapid growth of ODA with East and Southeast Asia as the main destinations

Geographical diversification of ODA to countries outside Asia in response to

Phase 4 (early 70's-1977) first oil shock

Coincided with the implementation of three midterm plans that expanded

Phase 5 (1978-late 1980) significantly the amount of ODA

Phase 6 (1999-onwards) Japan as largest ODA donor

Source: Imai, et.al.,1992 as cited in Rivera, 2003

In geographical terms, Asia continues to be a priority region as it receives the largest ODA from
Japan, although a considerable decline can be noted from 63.2 percent in 1999 to 54.8 percent in




2000 (Figure 1). Consistent with its ODA charter, Japan's special emphasis is in Asia as this
region poses strategic linkages in its trade prospects. Priority aid areas comprise of peace-
building and promotion of understanding of Japan, the development of basic infrastructure to
promote economic integration and growth in Asia, environment and energy, poverty eradication.
As presented in Table 3, the Philippines have consistently ranked as Asia’s the top ten recipients

of Japanese aid.

Figure 1. Geographical Distribution of Japan’s Bilateral ODA
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Table 3. Ten Largest Recipient Countries of Bilateral ODA

(net disbursement bases:unit$ million,%

1999 2000 2001
RANK COUNTRY AMOUNT _ SHARE COUNTRY AMOUNT _ SHARE COUNTRY AMOUNT _ SHARE
1 Indonesia 1,806.83 15.30 |Indonesia 970.10 10.06 |Indonesia 860.07 11.54]
2 China 1,225.97 11.68 |Vietham 92368 958 |China 686.13 9.21]
3 Thailand 88026 839 |China 769.09 7.98 |[India 528.87 7.10
4 Vietnam 679.96 6.48 |Thailand 63625 7.98 [Vietham 469.53 6.17|
5 India 634.02 6.04 |India 368.16 3.82
Tanzania 260.44 3.49
7 Peru 189.12 1.80 [Pakistan 280.36 291 [Pakistan 21141 2.84
8 Pakistan 169.74 162 [Tanzania 21714 225 |Thailand 209.59 2.81]
9 Brazil 14936 142 |Bangladesh 20152 209 |[Srilanka 184.72 2.48
10 Syria 136.17 1.30 [Peru 19168 1.99 [Peru 156.52 2.10
Total for above 10 6,083.45 57.95 |Total for above 10 4,861.64 5043 |[Total for above 10 3,855.50 51.74
Total/bilateral aid to 10,497.56 100.00 [Total/bilateral aid to 9,640.10 100.00 |Total/bilateral aid to 7,452.04  100.00,
developing countries developing countries developing countries

Source: Adapted from: Japan’s ODA, 2001 and Ministry of Foreign Affairs

Japan is considered as a model of aid-recipient countries due to its dramatic shift as the world’s
largest official development assistance donor. In 1964, when it became a member of OECD, its
ODA to the less developed countries was valued at US$15.8 million, about 3 percent of the



United States’ US$3566.6 million, one eighth of France contribution, and only about one-fourth
of the contribution of Germany or Great Britain.

When compared with other ODA donors, Japan contributed the largest ODA (Figure 2). In
terms of ODA commitment, which includes top multilateral donors, from 1992-1999, Japan
committed about 45 percent (US$6.3 billion) of the total amount, followed by the Asian
Development Bank and the World Bank with 19 percent (US$2.7 billion) and 18 percent
(US$2.5 billion), respectively.

Figure 2. ODA Commitment to the Philippines by Source, 1992-1999
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As the top ODA donor, Japan outranked the Development Assistance Committee (DAC)-
member countries that comprise the world’s rich economies, such as US, Germany, Australia,
France, Spain and the Netherlands (Table 4). In 1995, for instance, the total net disbursement of
US (US$112 million) was nearly 25 percent of Japan’s total disbursement (US$ 416.1 million).
This proportion declined to as low as 17 percent in 1999. The four top DAC’s combined total
disbursement is just one third of Japan’s share.



Table 4. Amount of DAC Countries’ ODA Disbursements to the Philippines (net
disbursement, $million)

YEAR 1 2 3 4 5 TOTAL
1995 |Japan |416.1|U.S.A. 112.0 |Germany |67.6 |Australia | 56.0 |France 35.8 748.8
1996 |Japan |414.5|Germany | 106.6 |Australia |55.9 |U.S.A. 46.0 [France 27.4 748.2
1997 |Japan |319.0 |Germany 56.6 |Australia |42.9 [Spain 22.7 |Netherlands 22.4 567.3
1998 |Japan |297.6 |Germany 45.4 |Australia | 45.0 |U.S.A. 27.3 |France 24.4 528.0
1999 |Japan |413.0[US.A. 72.7 |Australia |29.2 |Germany | 22.1 Spain 129 616.0

Source: Japan ODA White Paper 2001

Figure 3 depicts similar picture when one includes the contribution of international organization
and other donor agencies in 1999. Japan again took the lead in channelling 59 percent of the
total volume of ODA in the Philippines. US contributed only 11 percent out of the total
amount of US$ 690 million while the combined ODA of Australia, Germany and Spain only
reached 9 percent.

Figure 3. Volume of ODA to the Philippines, 1999
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Japan extends its ODA in three forms: grant, loan and contributions and subscriptions to
multilateral donor agencies. Grant is comprised of grant aid and technical cooperation or
technical assistance, which does not require the repayment of obligation from recipient-
countries.

Grants, mostly administered by the Japan International Cooperation Agency (JICA), are
allocated, for instance, to the health sector through an improvement and expansion of medical
services and rural health facilities and the training of personnel. Technical cooperation or
technical assistance programs are also focused on such sectors as agriculture, industrial



technology and transportation. Japan has also extended leadership and financial support of
various technical studies aimed at improving productivity and rural development, with a long-
term goal of improving farmers’ livelihood and employment. Through its Japan Overseas
Cooperation Volunteers (JOCVSs), agricultural technologies and new science and mathematics
teaching methodologies are rapidly diffused and implemented, particularly in the countryside.
From 1988 to 2000, as gleaned in Table 5, the amount of grant averaged to US$183.29 million
with 1994 as the year when grant reached its peak.  For the year 2000, Japan’s total
disbursement amounted to US$157 million for both grant aid and technical cooperation (US
$57.58 million in grants, and US $99.52 million technical assistance).

Table 5. Japan's ODA Disbursement to the Philippines, 1988-2000 (US $ Million)

TOTAL
GRANT LOAN TOTAL JAPANESE ODA
YEAR Grant Aid Technical Total Aid Loans and as % of
Cooperation (Net) Grant Total Bilateral
Aid to RP
1988 70.40 60.70 131.10 403.62 534.72 67.70
1989 115.32 60.74 176.06 227.69 403.75 53.30
1990 91.15 61.98 153.14 494.31 647.45 58.80
1991 110.91 63.43 173.62 285.30 458.92 53.50
1992 112.34 73.32 185.66 845.01 1030.67 66.90
1993 158.23 87.19 245.42 512.97 758.39 57.00
1994 138.41 110.41 248.82 342.78 591.60 63.00
1995 121.08 114.43 235,51 180.62 416.13 56.00
1996 91.14 94.34 185.49 228.96 414.45 55.00
1997 68.21 89.25 157.47 161.51 318.98 56.00
1998 78.34 80.68 159.01 138.54 297.55 56.00
1999 82.23 92.08 174.31 238.68 412.98
2000 57.58 99.52 157.10 147.39 304.48

Source: Rivera (2003) ODA Annual Report 2001 and

uttg://www.mofa.go.jg/golicg/oda/summag/1999/ag eaOZ.htmI|

On the other hand, bilateral loans or loan aid (widely known as “Yen Loan Packages”), have
terms and conditions that are extremely concessional in nature. In the year 2000, for instance,
the interest rate was pegged at 1.34% to be paid in with 33 years and two (2) months, including a
grace period of nine (9) years and ten (10) months. In general, loan aid allows recipient-countries
to invest in massive socio-economic infrastructure as well as respond to the demand for
immensely large funds that grant aid cannot meet. These loan programs, mostly administered by
Japan Bank for International Cooperation (JBIC), are utilized in building various economic
infrastructure projects and towards bold measures for economic recovery. Moreover, the
agricultural sector receives a continuous support through rural development and agrarian
reform. As one examined Table 5, the largest amount of loan was disbursed in 1992 with
US$845 million, the highest loan allocation for the period 1988-2000. This amount declined to
as low the amount disbursed in 2000, which only totaled to US$147.39 million. In view of Japan


http://www.mofa.go.jp/policy/oda/summary/1999/ap_ea02.html

firm belief that ODA should be administered to support the self-help efforts of developing
countries, a sizable amount Japanese ODA has been in the form of loans as compared to grants.

When compared with other ODA lenders, Japan through JBIC (formerly the OECF, Overseas
Economic Cooperation Fund) remained as the largest source of ODA loans, accounting for
57% (or US$6.8 billion with 86 loans) of the total ODA, followed by Asian Development Bank
(ADB) with 19% (or US$2.3 billion with 45 loans) and the World Bank (WB) with 13% (or
US$1.5 billion with 27 loans) (Figure 4).

Figure 4. Percentage Distribution of ODA Loans by Source
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IV. Most Likely Impact of JPEPA

JPEPA is envisioned to further boost Japan's ODA to the Philippines, particularly for
capital formation in the infrastructure sector. It will stimulate an increase in investment and
capital accumulation causing more employment opportunities to be created. Output capacity will
expand and so with cost of production. Moreover, export volume will increase at lower prices,
thus enhancing competitiveness in the world market. Trade and business facilitation particularly
among Japanese firms in the Philippines will be further enhanced due to an improvement in
infrastructure and other support services, for instance, farm-to-market roads, energy, power and
telecommunication, irrigation and information technology. Overall, as a result of an increase in
capital inflows, national output is expected to rise.

These bright prospects are depicted in a computable general equilibrium (CGE) analysis
of Kawasaki (2002) on the impact of Japanese ODA and capital accumulation among selected
Asian recipient-economies, including the Philippines. As seen in Table 6, Japan’s inflow of ODA
in the Philippines will result to some positive gains. His simulation also shows an increase in
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export and import volume in view of price and income effects. Previous CGE analysis asserts
that, at the macroeconomic level, foreign direct investment and trade are likely to be
complements. His simulation is consistent along this view as his calibration indicates, “capital
inflows by means of the Japan’s ODA loans in the Asian countries would create rather than
destroy trade.” In terms of allocative efficiency of resources, he concludes that capital inflows
augments the relative value of labor in the recipient countries, while a relative value of capital
would drop, thus, leading to wage increase. He also notes “if capital moves from capital-rich
countries to capital-poor countries, the investor country gains a larger return on the capital and
enjoys surpluses.” He expects that, as a result of massive ODA-capital inflows, substantial gains
will be accrued to production, energy manufacturing, and trade and transportation sectors.

Table 6. Impact of Japan ODA Loan

Real EXPORT IMPORT GDP TRADE

COUNTRY GDP VOLUME | VOLUME | DEFLATOR | BALANCE | YTILITY
Japan 2010 012 20,01 0.03 -387.00 20,07
China 0.12 0.14 0.05 20.06 139.00 0.08
Indonesia 0.50 0.59 0.35 -0.22 67.00 0.41
Malaysia 0.20 0.19 0.16 013 13.00 0.14
Philippines 0.71 0.90 054 20.60 6.00 0.49
Thailand 0.49 0.34 0.20 20.29 29.00 0.42
\Vietnam 1.65 2.53 1.24 -0.69 28.00 0.99
World 0.00 0.02 0.02 20,01 0.00 0.00

Note: deviations in Million US dollars (in %)
Source: Kawasaki (2002)

The Philippine economy will derive huge potential economic gains as the proposed
agreement gives importance and lays significance on technical assistance and development
cooperation for capacity-building in the fields of information and communication technology,
science and technology, intellectual property, human resource development and the
enhancement of the country’s capacity to design an appropriate competition policy.
Furthermore, the proposed pact for economic partnership will be more beneficial to the
Philippine economy as its institutions and their capabilities are upgraded particularly through
technical cooperation in the areas of trade and investment activities, energy infrastructure
development, government procurement, e-commerce and paperless trading. Philippine small-
medium enterprises (SMEs) will capture immense economic benefits since the proposed
economic cooperation will enhance greater trade and business facilitation, thus, enabling them to
form strategic alliances and business partnership with Japanese firms. Indeed, technical
cooperation and assistance as an integral part of Japan's ODA will strengthen institutions and
human resources, further catalyze capability building and capacity development which in the
process, will enhance linkage and networks, systems and collaboration to achieve consensus and
common objectives. It will stimulate a critical mass of human and institutional resources that can
overcome constraints and barriers of development. This capacity will heighten the facilitation of
processes and the mobilization of indigenous resources that contribute to this critical mass.
Moreover, capacity building will be very crucial in public and sectoral reforms that will ultimately
lead to responsible governance and sensitive to national development goals. It will lead to an
upgrade of competencies and systems in government and enhanced capabilities of NGOs to
advocate for and monitor public sector reforms. Improved competencies will lead to satisfactory

11



performance and vigilance to curb graft and corruption, ensure safety, peace and order, and
cultivate transparency as national and local government units provide information online. It will
facilitate LGUs and national government agencies to help build community organizations in
order to strengthen their institutional capacity and in mobilizing resources, cultivate social capital
and assist them to forge linkage and collaboration.

An increase in Japanese ODA channeled to the social sector will significantly improve
poverty alleviation and human development. Poor households will have greater access to basic
education, primary health care, and safe drinking water, family planning and nutrition programs.
More funds will be allocated to build additional classrooms and to provide more textbooks and
learning materials, including other support programs and activities that will enhance teaching
strategies geared towards an improvement in learning output and educational performance, for
example, nutrition and feeding programs for malnourished school children, teacher training, etc.
These will therefore translate to a lower dropout incidence, higher cohort-survival and sustained
improvement in standard school test performance.

An increase in ODA allocated to technical and vocational education translates to an
enhancement of skills and IT literacy that will ultimately improve the quality of labor force
needed by the various sectors, particularly the industry and services. These skilled and 1T-literate
labor force can fill up the demand for well-trained technical professionals in Japanese economy.
This will be further explored if mutual recognition of performance standards and assessment
procedures of technical professionals will be agreed upon under JPEP.

V. Policy Issues and Challenges

There is no arguing Japan’s significant role in providing the Philippines with important
official development assistance for the enhancement of the country’s economic as well as social
infrastructure. It is a well-known fact that Japan has contributed the largest ODA in the
Philippines in recent years. With the advent of the Japan-Philippines Economic Partnership
Agreement, Japan’s ODA is expected to further increase creating more windows of
opportunities for the Philippines to improve its social and economic well-being through these
loans, grants and technical assistance. The prospects are bright. Increased financial assistance for
capital formation in the infrastructure sector will stimulate an increase in foreign direct
investment that will encourage more employment opportunities and a host of other forward and
backward linkages as well as multiplier effects. Increased ODA channeled to the social services
sector will significantly improve poverty alleviation and human development and ODA allocated
to technical and vocational education translates to an enhancement of skills and information
technology literacy that has the potential of improving the quality of labor force needed by the
various sectors and industries. Technical cooperation will boost institutional building and
capacity development that can improve governance and lead to public sector reforms.

However, to be able to realize the huge economic potentials that these opportunities
present, several issues must be addressed. These include, among other things;

1. the allocation and disbursement of Japan’'s ODA

2. ODA efficiency and absorptive capacity
3. harmonization of goals and sectoral/geographical priorities
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4. local government units’ (LGUs) and NGOs’ participation

Japan’s ODA Allocation and Disbursement

While the total amount of Japan’s ODA has increased dramatically through the years,
there is still much to be desired in Japan’s ODA allocation and disbursement as indicated by it
inability to fulfill the Development Assistance Committee (DAC) donor countries and United
Nation’s acceptable measure of burden sharing. For instance, Japan ranked seventh in 2000 in
terms of per capita ODA burden among DAC-member economies (Table 7). As seen in Figures
5 and 6, its ratio of ODA to GNI (or GNP) was at its peak at .34 percent in 1984 but
continuously declined to as low as .22 percent in 1997. It went up to only .28 percent in 2000
and ranked 12", way below the 0.7 percent acceptable ratio set by UN and DAC.

Table 7. Per-Capita ODA of DAC Countries (US$)

COUNTRY RANK 1999 RANK 1998
Denmark 1 325.8 1 3215
Norway 2 307.2 2 298.2
Luxembourg 3 276.7 3 260.5
Netherlands 4 198.2 4 193.8
Sweden 5 184.0 5 177.7
Switzerland 6 135.7 6 126.3
Japan 7 120.9 9 84.1
France 8 95.4 7 97.6
Finland 9 80.5 10 76.9
Belgium 10 74.2 8 86.6
Germany 11 67.2 11 68.0
Ireland 12 65.3 15 53.6
Austria 13 65.1 13 56.4
U.K. 14 57.2 12 65.2
Canada 15 55.7 13 56.4
Australia 16 51.8 16 51.3
New Zealand 17 35.2 19 34.3
Spain 18 34.6 18 35.0
USA. 19 335 20 325
Italy 20 31.6 17 39.9
Portugal 21 27.6 21 26.0
Greece 22 184 22 17.0
DAC average 67.1 62.3

Source: Japan’s ODA White Paper 2001
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Figure 5. Trends of Japan's ODA/GNP Ratio
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Table 8. Grant Share of ODA Provided by DAC Countries

(COMMITMENT BASIS:TWO-YEAR AVERAGE:%
COUNTRY RANK 1998799 RANK 1997/98

Australia 1 100.0 1 100.0
Ireland 1 100.0 1 100.0
Luxembourg 1 100.0 1 100.0
New Zealand 1 100.0 1 100.0
Netherlands 1 100.0 1 100.0
Denmark 1 100.0 1 100.0
Switzerland 1 100.0 9 99.6
Canada 8 99.9 7 99.9
Sweden 8 99.9 7 99.9
Norway 10 99.5 10 99.1
Greece 11 99.1

Finland 12 98.8 11 98.9
US.A. 13 98.5 12 98.2
Belgium 14 98.3 13 97.9
Italy 15 98.1 15 93.4
Portugal 16 95.2 17 87.2
U.K. 17 95.1 14 95.8
Germany 18 86.3 18 86.1
France 19 78.0 19 80.3
Spain 20 77.7 20 75.9
Austria 21 74.2 16 87.4
Japan 22 454 21 435
DAC Average 80.6 79.0

Source: Japan’s ODA White Paper 2001

It is generally considered that a higher ratio of grant share, grant element and untied
loans is better, since it minimizes the burden of repayment upon the recipient. Japan is widely
criticized as it still prefers loan aid with concessional interest rates over grant aid and technical
cooperation. As seen in table 8, the grant share of Japan’s ODA, about 45 percent in 1998-1999,
is ranked 22nd, the lowest in DAC, and way below the average pegged at 80.6 percent.

ODA Efficiency and Absorptive Capacity

Although there is an increase in the total amount due for availment, there is a lower rate
of usage of Japan’s ODA indicating a low absorptive capacity. Availment rate shows the
cumulative actual disbursements as a proportion of cumulative scheduled disbursements per
loan agreement, based from the start of implementation of all projects up to the end of the year
(Figure 7). Availment rate for Japan’s ODA is at a low 52 percent, lower than the country’s over-
all availment rate of 59 percent. This problem is mainly due to backlogs in project start-up, an
indication of inefficiency in project management of Japanese funded projects. This can be
attributed to the fact that JBIC does not charge commitment fees unlike multilateral institutions
such as IBRD and ADB. However, this should have been a boon rather than a bane.
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Figure 7. ODA Loans Availment Rate, 2002
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Other factors prohibiting smooth project implementation include the problems
attributed to peace and order, relocation and securing right of way, limited borrowing capacity
and the inability of the Philippine government in securing counterpart funding and in complying
with the implementing procedures, such as bidding and procurement regulation. Other major
obstacles relate to insufficient budget cover, poor project design and poor contractor
performance and graft and corruption among government officials involved in the project
implementation. To create a conducive and enabling environment, public sector reforms must
be pursued coupled with a sense of accountability and transparency among government agencies
tasked to implement ODA-funded project environment, including an institutionalization of an
efficient monitoring and evaluation system.

At present, these problems are being addressed at different levels. Various initiatives and
internal reforms on procurement and documentation processing are being done by different
agencies. Executive and Administrative Orders (i.e. EO 40 and 109, AO 42) have been issued
aimed at streamlining various bureaucratic procedures on bidding and procurement. However,
the results of these efforts have yet to be evaluated. It is imperative that government should be
able to increase its effectiveness in utilizing ODA for it to be able to concentrate on achieving
efficiency in delivering services by reducing administrative, project management and consultancy
cost.
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Harmonization of Goals and Sectoral/Geographical Priorities

Development scholars (e.g., Rivera, 2003; Yanahigara and Emig, 1991) have widely
criticized the substantial amount of loan aid that is allocated to the development of economic
infrastructure, in particular, on transport and power sector, as depicted in Table 9 and Figure 10.
While poverty alleviation falls under the second priority of Japan’s ODA sectoral priorities,
ODA funds for poverty alleviation, human development and social infrastructure and other
social services, which includes health and education, is given relatively smaller share mostly in
the form of grants. In the same vein, development assistance is very minimal on programs and
projects that will alleviate the plight of women and the environment. The share of technical
assistance has also continuously declined through the years.

Table 9. Sectoral Allocation of Japan’s ODA to the Philippines (% of Total)

SECTOR 1975-75 1971-82 1983-86 1987-95 1996-98
Economic Infrastructure 56.80 81.80 37.70 51.40 71.60
Power 13.10 31.50 15.20 10.40 12.70
Transportation 25.90 24.00 13.40 24.60 45.30
Irrigation, Flood Control 8.00 9.90 3.30 6.80 13.60
Social Infrastructure 15.00 12.10 14.70 18.40 24.90
Education 2.10 0.30 1.20 3.30 4.90
Health 0.50 0.00 2.00 0.50 1.20
Water Supply 3.60 6.10 3.30 3.40 2.70
Environment 3.20 0.00 0.70 5.20 15.20
Women in Devt. 0.05 0.00 0.00 0.07 0.80
Grass Roots/NGO's 0.01 0.00 0.00 0.02 0.11
Commodity Loans 7.00 28.80 28.80 5.00 0.00
Rescheduling 15.00 9.80 9.80 20.30 0.00
Technical Assistance 6.20 9.00 9.00 4.90 3.70

Source: Rivera, 2003
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Figure 8. Japan's ODA Loan Commitments to the Philippines by Sector, 2001
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This trend lends support to the analysis of Manasan and Llanto in 1994 that “health,
education and other social development projects accounted for only 11.4 percent of total ODA
disbursements in 1991. This relatively low allocation was due to the donors’ preference for other
areas of assistance, a manifestation of the government’s failure to push for the social sector in its
negotiations, and official reluctance to use official loans to fund human development projects.”

This strong bias towards economic infrastructure activities reinforces the link between
investment and economic growth consistent with Japan’s own experience of the post-war
economic recovery and social transformation. As one author notes “Japanese government claims
that the improved economic infrastructure financed by ODA attracts direct investment from
various countries, which then helps ODA recipients to achieve healthy and steady economic
growth and reach the so-called ‘take-off’ stage. In time, healthy economic growth will have
multiplier effects: fostering more competitive local industries, improving the living standard of
local communities and narrowing the regional disparity between city and rural areas.

Furthermore, loan aid allocation is strongly biased in favor of relatively well-off regions
and provinces as indicated by their record of having high HDI (human development index) and
low poverty incidence (Table 10). Bicol and other Visayas and Mindanao regions with high
poverty incidence and rapid population growth rate were allocated small amount of development
assistance. Japan’s ODA does not appear to have flowed to the regions most in need of it.

18



Table 10. Distribution of ODA Loan Commitment, Population Share, Poverty Incidence
and HDI by Region

ODA POPULATION POVERTY
REGION COMMITMENT SHARE INCIDENCE HDI
SHARE (%) (% TOTAL) (% FAMILIES) 2000
2002 2000 2000

National Capital Region 14.10 13.00 5.70 0.830
llocos Region 2.30 5.00 29.60 0.646
Cagayan Valley 4.00 24.80 0.584
Central Luzon 7.30 10.00 17.00 0.635
Southern Tagalog 1.80 15.00 20.80 0.594
Bicol Region 0.70 6.00 49.00 0.525
\Western Visayas 3.00 8.00 37.80 0.573
Central Visayas 3.60 7.00 32.30 0.547
Eastern Visayas 0.90 5.00 37.80 0.506
\Western Mindanao 0.20 4.00 38.30 0.493
Northern Mindanao 1.00 4.00 32.90 0.451
Southern Mindanao 0.90 7.00 31.50 0.567
Central Mindanao 3.00 48.40 0.564
ARMM 1.10 3.00 57.00 0.386
Caraga 1.20 3.00 42.90 0.520
CAR 0.30 1.70 31.10 0.586

Source: 11" ODA Portfolio Review, Philippine Human Development Report, 2002 and NSCB website

Local Government Units’ (LGUs) and
Non-governmental Organizations’ (NGOs) Participation

Ideally, LGUs and NGOs’ participation should be high for the development of
grassroots and local government to take place. However, ODA projects with direct LGU
participation accounted only about eight percent (NEDA-11" ODA Portfolio Review) of the
total ODA portfolio and about less than two percent of the total loans distributed to
implementing agencies (Figure 9). On the other hand, there is also a very limited access of
NGOs for grassroots development programs and projects (see table 7 above). LGUs and NGOs
performance is affected by several factors such as availability of counterpart funds, LGU
counterpart staff and their capacity for project preparation and implementation, non-compliance
with LGU commitments and changes in LGU priorities. The fiscal deficit has further put strain
on the LGU'’s capability to raise counterpart funds because relending to LGU'’s, supported by
ODA funds, require budget cover. This limits the availment and participation of LGUs and
NGOs in ODA funded projects.

19



Figure 9. Distribution of Total Loans by Implementing Agency
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To address these issues, national government should transfer control and responsibility over
substantial substantial part of DA’s ODA resources to LGUs in view of low absorptive
capacity, thus empowering them to take primary responsibility for the development of their
respective areas. In addition, a policy of cost-sharing scheme must be crafted between the
national government and LGUs and NGOs for the implementation of ODA projects. However,
efforts should be made to improve the performance of projects with LGUs and NGOs
participation. Trainings of LGU personnel in handling financial transactions and documentation
should be conducted as well as capacity building measures on procurement and project
implementation, including the integration of a system of project impact assessment and
monitoring and evaluation system.

Other Issues

There is a strong and growing demand for more comprehensive and well-targeted
assistance in the area of capability building and capacity development. There has been severe
problems of coordination and fragmentation and discontinuity not only among projects and the
permanent line agencies but also between donors. There is a growing sense that technical
cooperation does not work well, that as presently practiced it is ineffective. It lacks positive
impact on capacity building and institutional development. Thus, there are instances when ODA
loans and technical assistance programs and projects ignore pressing needs and therefore yield
counter-productive results. Here lies the issue on "ownership” of development projects when
loans and grants are tied to conditions, for instance the purchase of goods and services from
Japan as ODA donor and the hiring of foreign consultants who "call the shots,” proposing
solutions that are not adaptable to local situations. Technical co-operation, often based on
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outside expertise, has frequently involved costly overheads, limited local ownership and paid
insufficient regard to the macroeconomic environment. There is a tendency to introduce new
technology that raises the costs of public services. At the same time there is disregard for
existing structures and local practices that should have been adapted rather than supplanted.

V1. Policy Recommendation

In light of the above, pushing JPEPA towards its establishment is indeed consistent with
the country’s goals of reform programs which include poverty reduction and human
development, environmental protection, sustainable development and global competitiveness.
In specific terms, as a result of a broader economic cooperation with Japan through JPEPA, the
Philippines can further maximize the economic potential benefits of Japan’s official
development assistance by

1. Negotiating its allocation towards regions and provinces where most poor households
are found as indicated by the human development index, poverty incidence, population
growth rate and income levels.

2. Negotiating its allocation towards sectors and basic services where most poor
households can have greater access which translate to improved school attendance and
survival, better health conditions and nutritional status, better access to employment
opportunities, and eliminating gender disparities across functional literacy and access to
income and livelihood.

3. Negotiating its allocation for an appropriate loan-grant-equity mix (for instance, a
revision in the policies for counterparting fund). ODA loans particularly for capital
formation and infrastructure projects should be well rationalized in terms of efficiency
and effectiveness.

4. Increasing ODA allocation towards grants and technical cooperation on the areas
identified above all geared towards human resource development.

5. Enhancing coordination among various national and local government agencies and
community and non-governmental organizations in terms of ODA projects and program
implementation.

6. Strengthening of government's monitoring and evaluation system and develop capacities
to actively carry out results monitoring and evaluation (RME) as well as focus on the
sustainability of completed projects.

7. Strengthening the participation of various stakeholders, implementers and recipients of
ODA projects and programs and ensuring accountability and transparency among them.

8. Appointing project implementation officers (P1Os) in each implementing agency to
ensure timely \implementation of projects in the field. The Investment Coordination
Committee (ICC) shall take a more proactive role by convening a Project Action Group
that will interface with the P1Os to move forward desired actions.

21



9. Expediting the enactment of Implementing Rules and Regulations (IRRs) for RAs 8974
and 8975 to facilitate right-of-way (ROW) and site acquisition for infrastructure projects
and prohibition of issuance of temporary restraining orders (TROs) on government
projects.

10. Adopting the Department of the Budget and Management's “friendly policy actions™ to
facilitate timely funds flow to implementing agencies such as the existing flexibility in
reallocating budget among projects within the agencies. Implementing agencies (1As)
should process all pending disbursement claims with efficiency and transparency while
all pending contracts with their procurement bidding and awards committees (PBACs)
should be immediately reviewed, approved and awarded. In addition, procurement
regulations and standard bidding documents should be reviewed and simplified.
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