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A b stract
This thesis presents four papers on unequal development in the Philippines. The first paper
investigates the dynamics of provincial per capita income growth.

Results show that

income disparities across provinces are increasing over time. There is also evidence of
income club convergence where provinces are clustering into high, middle, and low-income
groups. The second paper focuses on the determinants of provincial per capita income
growth. Results show that the effects of growth determinants vary, depending on whether
a province is fast growing or lagging behind. This means lagging provinces have more to
gain from additional infrastructure and drop in fertility compared to fast growing provinces.
The third paper investigates the role of conflict in the development dichotomy in
Mindanao.

Evidences suggest that conflict disrupts economic activity, damages social

cohesion, polarises society, breeds lawlessness, and creates insecurity resulting to poor
development outcomes in conflict-affected provinces. The fourth paper probes the role of
political clientelism and its effect on the socio-economic development in the Autonomous
Region in Muslim Mindanao (ARMM).

A region-wide survey data is employed to

investigate the existence of clientelism. Results show that clientelism is strongly embedded
in the political landscape of ARMM. Key informant interviews and focus group discussions
reveal that local executives tend to keep their area impoverished and use government
resources to sustain clientelistic relationships. These findings suggest that central
government should prioritise poor and lagging provinces in order to achieve a more
inclusive growth. On ARMM, rectifying the extractive local politics is needed to hasten
development in the region.
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Chapter 1

Introduction

A ny city, however small, is in fact divided into two, one the city
of the poor, the other of the rich; these are at war with one
another. - Plato (Greek Philosopher)

1.1

Background and Motivation

The purpose o f this thesis is to investigate the observed disparity in income and economic
growth across the provinces o f the Philippines with emphasis on the unequal development
in Mindanao. The study first examines the pattern o f provincial per capita income growth
and inequality7 across provinces o f the country from 1985 to 2009.' Second, it analyses the
determinants o f provincial per capita income growth. Third, the study explores the role of
conflict in the observed growth dichotomy in Mindanao where some provinces have
developed faster while others are being left behind. Finally, it presents a case study on the
role of political clientelism in the continuing underdevelopment o f the Autonomous
Region in Muslim Mindanao (ARMM).

The pursuit o f inclusive growth is a declared policy of the Philippines as outlined in the
2011-2016 Philippine Development Plan (PDP). Inclusive growth, as defined in the PDP,
means sustained rapid growth that creates many jobs and continuously reduces poverty7. It
is viewed from the national perspective of drawing majority o f the Filipinos into the
economic and social mainstream. The spatial dimension o f inclusive growth is addressed in
the accompanying Regional Development Plans (RDPs). Each region has its own RDP
prepared by the Regional Development Councils o f the National Economic Development
1The 2012 Family Income and Expenditure Surveys, conducted ever}7 three years by the National
Statistics Office, are not yet available during the course of this study.
1

Authority, and represents the aspirations of Filipinos in different areas of the country. Only
the ARMM, by virtue of being an autonomous region, prepares its own regional
development plan.2

Since the early 1970s, the central government has been attempting to promote a more
inclusive growth and reduce spatial disparities across different areas of the country.
However, aside from rhetoric and written plans little has changed in the last few decades.
Most economic activity is still concentrated in Metro Manila and neighbouring regions —
contributing to around 55 percent of total output (Balisacan, Hill, and Piza 2007). Twothirds of the poor still reside in rural areas and are mostly reliant on agriculture for
subsistence (Balisacan 2001). Despite the good economic performance of the country in
the 21st Century the incidence of poverty and spatial disparity has increased. A lack of
growth and a stagnant productivity in the agricultural sector coupled with a high population
growth rate has contributed to the increase in poverty (Reyes et al. 2010). Areas that are
relatively open to domestic and global trade have grown faster than others (Pernia and
Quising 2003).

The following example demonstrates the troubling unequal development in the country.
Two provinces, Maguindanao in Mindanao and Tarlac in Luzon, both had a similar per
capita income in 1985 around $691 and $686, respectively. The population density of
Maguindanao is 109 people per square kilometres while Tarlac is 249. They also share
similar topography and natural endowments. Maguindanao has fair weather throughout the
year compared to Tarlac which is sporadically ravaged by typhoons. Typical residents in
both provinces have relatively the same living standards and opportunities available - most
rely on agriculture for sustenance.

Table 1.1 reveals what happened after twenty four years. Two comparable provinces in
1985 became totally incomparable in 2009. Tarlac’s per capita income is now almost twice
that of Maguindanao. Their HDI, poverty incidence, and mean years of schooling are also
widely different. And average life expectancy in Tarlac is 11 years more than in
Maguindanao! This is nothing short of a development tragedy. How could two provinces

2 Regional Development Plans are found on the National Economic Development Authority
website at <http://neda.gov.ph/RDP/main.asp>. The Regional Plan of the ARMM is found at
<http:// rpdoarmmgov.ph/rpdo/>.
2

within a country diverge so much? What happened? Is there something that can be done
about it? This is the overarching theme and the main narrative of this study.

Table 1.1 Select Indicators for Maguindanao and Tarlac (1997 and 2009)

P r o v in c e

Maguindanao

Tarlac

P e r c a p ita
in c o m e
(P P P U S $ )

H um an
D e v e lo p m e n t

P o v er ty
I n c id e n c e

In d ex

L ife
E x p e c t a n c y at

M ean years o f
s c h o o lin g

b irth (y ea r s)

(y e a r s)

1997

2009

1997

2009

1997

2 009

1997

2009

1997

2009

890

853

0.412

0.470

53.5

50.0

52.4

58.5

8.0

6.3

1,391

1,676

0.561

0.617

23.0

19.6

67.7

69.4

8.2

9.0

Source: Human Developm ent Report (H D N 2013)
Note: N o comparable data are available for 1985.

The encouraging growth of the Philippines in recent years, around 4.8 percent average
GDP annual growth rate from 2000 to 2012, has prompted observers to comment that the
country could be in a ‘turning point’ towards higher economic growth (Bird and Hill 2009;
World Bank 2013). In Asia, the Philippines is a relatively good performer: a combinadon of
strong fundamentals and powerful demographics may give rise to an average growth rate of
7 percent for the coming 40 years (Ward 2012).

Where will this expected high economic growth accrue? Who will benefit most and who
will be left behind? How can wealth be equitably shared by all Filipinos? How can lagging
regions and provinces take part in this anticipated economic boom? Most likely, in the
absence of strong policy intervention, the growth will largely accrue to already better-off
provinces and bypassing others. Historically this has been the case in the Philippines. If this
is the case, then, it is possible that the observed spatial disparity and income inequality will
continue into the future and things will get worse before they get better.

Understanding why some provinces succeed while others fail to grow matters not only
because it impacts the future economic performance of the Philippines but also
significantly affects the socio-economic conditions of the people in different provinces.
Political disaffection and alienation of poor provinces pose a threat not only to the
constitution of the country but it may also breed discontent resulting in armed struggle.
Already, areas wallowing in abject poverty and underdevelopment like ARMM are a
persistent problem of the central government. A province’s inability to share in the national
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economic prosperity not only breeds discontent but also nourishes subversive elements to
challenge the government. For example, the communist insurgency in the Philippines
thrives in provinces mired in poverty and with miserable socio-economic conditions.

1.2 O bjectives and Contributions

This thesis aims to contribute in explaining why the economies of some provinces of the
Philippines have grown quickly while others lag behind. This is similar to economic growth
studies based on cross-country data, which have generated vast literature in trying to
explain why some countries have grown rich while others remain poor.1Even in an intra
country study of growth, it is difficult to fully address the complexities, competing issues,
and the root causes of growth differences across provinces. Thus, this thesis will be limited
to addressing the following issues:

(1) To examine the economic growth performance of the provinces of the Philippines
from 1985 to 2009. This includes investigating the existence of absolute
convergence in provincial income, the trend in provincial income inequality, and
the dynamics of income distribution during the period. The thesis also seeks to
establish whether there is evidence of “club convergence” among the provinces;

(2) To determine factors contributing to provincial per capita income growth focusing
on the role of infrastructure, fertility rate, and Overseas Filipino Workers (OFW).
In addition, the thesis also investigates whether or not the impact of growth
determinants differ between fast growing or lagging provinces;

(3) To investigate the role of conflict in the observed growth dichotomy in Mindanao,
where some provinces achieved higher growth and development while others have
stagnated and remained poor;

(4) To understand the role of clientelism in the Autonomous Region in Muslim
Mindanao (ARMM) and how it impacts development outcomes. This is a case
study that looks into the development challenges faced by the region, which is
considered the poorest and most underdeveloped area in the Philippines; and

3 See Temple (1999) and Aghion and Durlauf (eds. 2005) for accessible surveys of the literature.
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(5) The thesis also aims to offer some policy implications and recommendations that
may contribute to addressing the economic challenges faced by the poor provinces
of the Philippines.
The first contribution of this study is to implement an analytical framework using absolute
convergence and sigma-convergence in examining the dynamics of provincial income
growth in the Philippines. This revisits previous studies by Balisacan and Fuwa (2003a;
2003b) and Balisacan (2007) that analysed provincial income growth and absolute
convergence in the Philippines using the same methodology covering the periods 1988 to
1997 and 1988 to 2003, respectively. This study will also use a longer time period, from
1985 to 2009, and also includes analysis of sigma-convergence and other income inequality
measures. In addition, an alternative approach in studying income distribution dynamics
introduced by Quah (1996) is employed to provide a broader understanding of provincial
income growth in the Philippines. To my knowledge this is the first study to use Quah’s
approach to mapping income dynamic distribution between provinces of the Philippines.

The second contribution of this study is to examine the effects of various determinants of
provincial income growth, especially in fast-growth and slow-growth provinces. Previous
studies treat the effects of growth determinants equally across the board (Mapa, Balisacan
and Briones 2006; Balisacan 2007). Quantile regression is employed to determine the
varying effects of growth determinants depending on whether a province is fast growing or
lagging behind. The focus of this exercise is to investigate the role of infrastructure, fertility
rate, and OFW on provincial per capita income growth.

The third contribution of this study is to investigate the role of conflict in the observed
growth dichotomy in Mindanao. Most studies on Mindanao focus on the historical legacies
of conflict and secessionist movements but little attention has been given to how conflict
affects all other variables such as infrastructure, commercial activities, and opportunities of
Mindanao residents.

The fourth contribution of this study is to explore the causes of impoverishment and
underdevelopment of the Autonomous Region in Muslim Mindanao (ARJV1M). Most
studies on ARMM largely focus on issues such as historical marginalisation, misdirected
national government policies, lack of support, and conflict as major reasons for the
continuing underdevelopment in the region. The roles of local politics and institutions
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(both formal and informal) in producing existing impoverishment in ARMM have been
largely ignored. In this regard, this study aims to contribute in examining the role o f local
politics and how it hinders development and economic growth in the region.

Another contribution o f the study is to understand why inclusive growth is difficult to
attain in the country and what can be done about it. For example, funding for
infrastructure is usually allocated based on its impact on the country’s overall economic
development or based on political consideration with little emphasis on equitable
distribution.4 This study analyses whether lagging provinces will benefit more for the same
amount o f infrastructure funding compared to fast-growth provinces. In terms o f fertility
rate, the goal of the Reproductive Health Law (Republic Act No. 10354) —that subsidises
artificial contraception, provides sexual education and maternal health care —is to reduce
the rapid population growth rate. Although there have been previous studies in the
Philippines that have assessed the impact o f demographics such as dependency ratio,
population growth rate, and family size on economic well-being and per capita income
growths — none o f these studies specifically addresses the effect o f fertility rate on
provincial per capita income growth. O n OFW , there are more than eight million residing
abroad, equivalent to almost a quarter o f the domestic labour force, and their remittance
plays an important role in the national economy (Esguerra and Manning 2007). This is
probably the first study to examine the role of OFW in provincial income growth.

1.3 O rg a n isa tio n o f the T h esis

The thesis is organised as follows. Chapter 2 provides the background to the study and an
historical account. It reviews the economic performance of the Philippines and compares it
with neighbouring countries. A discussion o f notable government policies and the political
structure o f the country is also presented. The development challenges and programs of
successive administration in Mindanao are also reviewed and, then, a brief description of
the ARMM is given: its history, structure, and the reasons for its creation.

Chapter 3 investigates the per capita income growth and dynamics o f the 73 provinces of
the Philippines during the period 1985 to 2009. To provide a deeper understanding of

4 Balisacan and Fuwa (2004:1) notes that “the widely held view on inequality in the Philippines is
that development policy has favoured the island of Luzon and discriminated against the peripheral
islands (provinces) of Visayas and (especially) Mindanao”.
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provincial growth, three approaches to income growth studies is applied in the chapter,
namely, absolute convergence, sigma-convergence, and income distribution dynamics.

Chapter 4 focuses on the determinants of provincial per capita income growth in the
Philippines with emphasis on the role of infrastructure, fertility, and OFW. The chapter
also examines the varying effects of growth determinants based on whether or not a
province is fast growing or lagging behind using quantile regression.

Chapter 5 examines the role of conflict in the growth dichotomy across the provinces of
Mindanao. It also discusses, among others, how conflict affects other aspects of the
economy such as infrastructure, opportunities, commercial activities, and the informal
sector.

Chapter 6 probes the role of political clientelism and its many consequences on the
continuing underdevelopment in ARMM.

Chapter 7 concludes the study and presents the key findings, policy implications, and
avenues for further research.
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A b stract o f C h a p te r 2

This chapter provides a historical account of the economic performance of the Philippines
and compares it with neighbouring countries. A discussion of notable policies of the
government and the political structure of the country are also presented. The development
challenges and programs of successive administradons in Mindanao are reviewed. This is
followed by a brief descripdon of the Autonomous Region in Muslim Mindanao including
its history, structure, and the reasons for its creation.
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C hapter 2

B a c k g ro u n d on th e P h ilip p in e E c o n o m y an d P o litical S tructure

The Philippines is one of the world’s major development pilules.
- Balisacan and Hill (2003:3)
The Philippine Economy

2.1 In tro d u c tio n

The Philippines is a land full of diversity. It is composed o f 7,100 islands with varying
endowments in natural resources, geography, and weather patterns. Its people are made up
of a muldtude o f ethnic groups and more than a hundred languages are spoken in the
country." It had a population o f 98 million in 2012 and this is projected to reach 141
million by 2040. It is the twelfth most populous country and ranked by the World Bank as
122,ul in the world in terms of Gross Domestic Product-Purchasing Power Parity (GDPPPP) per capita in 2012. The inherent diversity o f the country is reflected in its economic
performance through the years.

More than three centuries o f Spanish colonisation (1521-1898) not only shaped the existing
economic structure o f the Philippines but also influenced the existing spatial disparities and
unequal distribution of wealth.56 The Spanish centres o f administration and trade were in
strategic locations and have excellent harbours (e.g. Metro Manila and Cebu), which later
became the centres o f commerce, industries, and seat of power. The country basically
5 During low tide seven more islands becomes visible. There are 21 dominant ethnic groups; the
largest are the Cebuano followed by Tagalog, Ilocano, and Hiligaynon. According to Tthnologue
Tanguages of the World of the United Nations Educational, Scientific and Cultural Organization
(UNESCO), there are 185 individual languages (181 languages still actively used and 4 already
extinct) listed for the Philippines.
6 Corpuz (1997) provide a detailed account of the economic history of the Philippines from 1565
(Spanish Colonial Period) up to the 1940s (American Colonial Period).
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inherited an economic system based on an open dualistic structure composed of the rural
sector and the urban industrial sector linked to each other and to the outside world through
trade (Pernia, Paderanga, and Hermoso 1983). This duality of rural and urban in the
economic landscape of the country persists to the present day.

It was during the Spanish Colonial Period that landed elites (i.e. oligarchy) emerged to
entrench themselves both in the economy and the political landscape of the country. The
advent of American colonial rule further strengthened their position (Hutchcroft 1998).
The country evolved into a semi-feudal economy dominated by oligarchy that has
substantial influence in shaping government policies (Yap and Majuca 2013). The rentseeking behaviour of the oligarchy discouraged competition in the economy and led to
protectionist policies. Government institutions were undermined by a parallel network of
informal, personal, and kin-based institutions established by the oligarchy (de Dios and
Hutchcroft 2003).

Various reforms such as liberalisation and the breaking-up of monopolies have been
undertaken by successive administrations. However, the influence of the oligarchies in the
economy of the country has remained strong, as they still control most of the political
power and a substantial share of the economy. For example, a large share of the country’s
industry (e.g. banking, telecommunications, and property development) is almost entirely
monopolised by a few elite families, most of whom have been in power since the colonial
period.

After gaining independence from the United States in 1946, the country had all the
ingredients for economic success. It possessed well developed civil institutions, an
independent free press, a relatively good democradc political system, high educational
standards among developing countries, access to world markets, and ample resources and
arable lands that could sustain several decades of growth (Balisacan and Hill 2003).
Lamentably, the country failed to capitalise on these existing favourable attributes to
achieve rapid economic development. The poor economic performance of the country, at a
time when neighbouring countries were growing rapidly, earned it the epithet the ‘Sick Man
of Asia’.

In recent years, fortune seems to shine on the country’s gloomy economy as it has achieved
better economic growth and improvement in governance. Strong anti-corruption drives
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and dogged reforms by the current president Benigno Aquino III, substantial remittances
from Overseas Filipino Workers, improvement in investment, and greater business
confidence among others contribute to the country’s good fortune.

The purpose of this chapter is to provide an account of the economic performance of the
Philippines. It discusses the political structure and the system of governance of the country.
A brief comparison with neighbouring countries in terms of economic growth and
development is presented. The chapter also reviews the special development challenges of
Mindanao and the Autonomous Region in Muslim Mindanao (ARMM).

The chapter is organised as follows. Section 2.2 presents an account of the economic
performance of the country. Section 2.3 provides a comparative discussion of the country
with its neighbours. Section 2.4 presents the political structures and system of governance
of the country. Section 2.5 deals with Mindanao while Section 2.6 presents the special case
of the ARMM. Section 2.7 summarises the chapter.

2.2 E c o n o m ic P erfo rm an ce

The puzzling economic story of the Philippines has attracted many scholars to investigate
and explain, in spite of contributory factors for growth since independence (e.g. good
institutions, rich natural resources, well-educated workforce, and the like) the country
continues to suffer poor economic performance. Many studies have been undertaken in an
attempt to understand and solve this development mystery7. These studies have enhanced
our understanding of the dynamics of the Philippine economy and highlight the
complexities and myriad issues confronting the country. However, there is still much to be
explained, especially in the less studied areas such as Mindanao. Balisacan and Hill (2003:39)
commented that “we can assert with confidence that a considerable part of the story
remains unexplained.”

7 Notable studies are the Ranis Report (1974), Pernia, Paderanga, and Hermoso (1983), Boyce
(1993), Yap (2002), Balisacan and Hill (2003), Balisacan and Hill (2007), and Canlas, Khan, and
Zhuang (2009), and the series of Philippine Human Development Reports found in
(http://hdn.org.ph/philippine-human-development-reports/), among others.
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The Ranis Report (1974) was one of the first studies to investigate the uneven pace of
development and unsustainable policies adopted by the government^ One of the many
issues raised by the report was the importance of sharing economic growth through
generating labour-intensive industry and reorienting the economy to export markets. The
Ranis Report also noted that economic growth since independence had not generated
sufficient employment and an equitable distribution o f income. Moreover, the agricultural
and

rural

sectors

were

neglected

in

the

development

agenda.

Some

of

the

recommendations o f the Ranis Report were: the need to have a broad-based development
policy through engaging the agricultural and rural sectors to provide strong support for
industrial growth; and the creation o f more employment and a sustained increase in
productivity - especially in rural areas and the traditional food crop sector.

The characteristics o f the Philippine economy include a wide spatial disparity in economic
activity, the slow reduction in poverty7 compared to neighbouring countries, and a
persistently high level o f income and spatial inequalities. Pernia, Paderanga, and Hermoso
(1983) were the first to look into the spatial development of the country during the 1960s
and the 1970s. They found that the spatial development o f the economy was shaped by the
pace and pattern o f urbanisation, industrialisation, and agricultural development, and these
were determined by the colonial legacy, resources endowment, geography, and social forces
as well as policies adopted by the government.

A comprehensive analysis of the development, policies, and challenges faced by the
country since the 1980s was undertaken by Balisacan and Hill (2003). They classified the
performance

of

the

Philippine

economy

into

three

broad

areas:

significant

accomplishments, just-adequate records, and major remaining challenges. Some o f the
significant accomplishments o f the country are the achievement of better monetär)7 and
exchange policy, trade reforms, a robust financial sector, export-oriented manufacturing,
and the active participation o f civil society. O n the adequate achievement, the country has
managed to improve its fiscal policy framework, implement major decentralisation, achieve

8 The Ranis Report was named after Prof. Gustav Ranis (Director of the Economic Growth
Center, Yale University) who headed the delegation that studied the Philippine economy and
reviewed the development policies of the government. The International Labor Office (ILO) of the
United Nations organised the study with the help of various agencies of the government (e.g.
National Economic Development Authority) and assistance from the United Nations Development
Programme (UNDP). It was Bias Ople, the Secretary of Labor at that time, who was instrumental
in pushing for the study to be undertaken.
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a modest improvement in social issues such as reduction in poverty, and make progress on
property rights and investment climate as well as reform of the legal and judicial system.

However, major challenges still remain such as the need to improve physical infrastructure,
minimise political instability, decelerate rapid population growth, improve corporate
governance and make the stock market play a significant role in the economy, and the
proper management of the environment and exploitation of natural resources. Lastly, the
conflict problem in Mindanao needs a concrete and lasting solution, not only because it
affects the country’s international image but it also diverts substantial public resources and
attention. Moreover, conflict also fetters conflict-affected areas from participating in the
economic prosperity7of the nation.

Balisacan and Hill (2007) provide in-depth analyses of the Philippine economy focusing on
decentralisation, infrastructure, spatial inequality, local issues such as politics, regional
growth and development, and poverty reduction among others. They found that while
decentralisation has been reasonably successful, there is an urgent need for a clear,
predictable, and stable regulator}7 environment that governs centre-region administrative
and financial relations. ; In addition, infrastructure, local governance, the location of
economic zones, and regional openness to the global economy were found to be important
in shaping the regional development pattern.

The World Development Report (World Bank 2009) argued that spatial disparities in
economic activity and income are inevitable since they are driven by economies of scale
and agglomeration effects. Thus, government efforts to disperse economic activity are
largely unsuccessful. The report suggests that government focus should favour hitching
lagging areas and the rural-based sector to the more dynamic urban-based manufacturing
and services sectors through the application of ‘spatially blind’ policies. These policies
involve the elimination of market distortions that inhibit sector development and interfere
with the functioning of markets, coupled with investments in spatially connective
infrastructure and human capital and the maintenance of sound macroeconomic policies.

Other peculiar characteristics of the economy are the presence of deeply entrenched local
elites and the blurring of the separation of the state and church. The persistent interference
9 A summary of the main findings and lessons on decentralisation in the Philippines is found in
Balisacan, Hill, and Piza (2008).
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from religious groups in the policies of the government even in the presence of clear
separation of the church and state as stated in the country’s constitution (Krinks 2002).
These elites, both from the national and the local level, influence not only economic
policies but also command considerable political power and substantial ownership of the
economy (Boyce 1993; Hutchcroft 1998; Hutchcroft and Rocamora 2003; Querubin 2010).
Although the country is geographically located in Southeast Asia its economic record is
strikingly similar to some countries of Latin America, such as Argentina, Mexico, and Peru.
According to Nelson (2007:31) the Spanish and Catholic colonial history of the Philippines
has given rise to cultural attitudes that hinder freer markets and a buoyant political
democracy. Nelson concludes that “in the Philippines, it would seem that religion and
culture were driving economics - rather than the other way around”.

Several critical constraints still hamper the Philippine economy in attaining higher growth.10
A report by the Asian Development Bank (ADB 2007) pointed out the need to
significantly improve the fiscal position of the country through tax and administrative
reforms in order to free and generate funds that can be invested in infrastructure, human
development, and improving governance. Other constraints identified were inadequate
infrastructure (especially in the transportation and power sectors), weak investor
confidence (due to the perceived political instability and corruption), poor local governance
(due to presence of political dynasties and weak electoral accountability), and the inability7
to address market failures that have led to a small and narrow industrial base. The ADB
Report (ADB 2007:61) suggests that “more equitable access to development opportunities
will help to ensure that the benefits of growth and development will be widely shared by all
members of Philippine society, bringing about a virtuous cycle of inclusive growth”.

As shown in Figure 2.1, the economic performance of the Philippines in terms of Gross
Domestic Product (GDP) growth rate is anything but stable. The growth performance of
the country for almost half a century was characterised by a boom-bust cycle occurring
ever)7 decade. The country’s economic performance closely follows the polidcal upheavals
in the country and the adverse global economic conditions.*11 For example, the decline in
growth in the late 1960s was due to political turmoil during the Marcos Administration that
led to the declaradon of Martial Law, while the drop in 1974 was largely attributed to the

10 See Canlas, Khan, and Zhuang (2009) on diagnosing the Philippine economy toward inclusive
growth.
11 See Lamberte (2002) for a detailed study of the various economic crises faced by the country.
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global oil shock. The substantial contraction in the economy in the mid-1980s was due to
the assassination of Senator Benigno Aquino Jr. And the political instability that followed.
In the 1990s, successive coups against Cory Aquino combined with the Asian Financial
Crisis exacted a heavy toll on the economy.

Figure 2.1 Philippine Economic Real GDP Growth Rate (1965-2012)
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Post-war Period and the Decade of 1950s

After World War II and independence from the American Colonial Administration in 1946
the country began to rebuild the economy based on inward looking and protectionist
policies. The country embarked on industrialisation based on an import substitution
strategy.1- Domestic industries were protected with high tariffs, licensing requirements, and
imports and exchange controls. Duties for raw materials and inputs were significantly
reduced while those on finished products that can be produced by local manufacturers
were increased substantially. Various incentives supporting local industries were promoted
by the government such as tax incentives and easy access to credit.
12 Import substitution industrialization (ISI) is a trade and economic policy that advocates replacing
foreign imports with domestic production. An economic theory employed by developing or
emerging market nations that wish to increase their self-sufficiency and decrease their dependency
on developed countries. Implementation of the theory focuses on protection and incubation of
domestic infant industries so they may emerge to compete with imported goods and make the local
economy more self-sufficient (Nelson 2009).
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The Ranis Report (1974) noted that the strategy of import substitution industrialisation was
relatively successful in the initial stage from 1950 to 1960. However, the inherent flaws in
the strategy such as favouring capital intensive industries, preference to urban areas,
dependence on imported inputs, tariff barriers to protect local industry7, and a focus on
domestic markets caused it to lose steam. Bias against exports, lack of participation from
small and medium scale industries, and deficient mobilisation of resources from the
traditional rural sector all contributed to the failure of import substitution to bring
industrialisation to the country. The narrow focus on capital and technology intensive
industry also resulted in fewer employment opportunities for the rural population that
migrated to urban areas. Moreover, exchange controls imposed in 1949 resulted in an
overvalued local currency and led to an increased trade deficit, higher inflation, and
pressures to devalue the local currency. Reasonable growth was achieved. However, the
consequences of the import substitution strategy soon led to sluggish economic growth by
the early 1960s. Its legacies still hinders the country from achieving a better economic
performance throughout the succeeding decades.

The 1960s

As the 1960s began, the economy was slowing down, imports outpaced exports, and
foreign currency reserves dwindled; these forced the country to devalue the peso and seek
help from the International Monetary7 Fund (Canlas, Khan, and Zhuang 2009). Various
policies were tried in an attempt to ease the foreign exchange pressure including the
abolition of import controls and exchange licensing. In response to the negative impact of
import substitution policy, the government soon adopted an export promotion strategy.
Incentives such as tax exemptions and credits were given to export-oriented industries,
while tariffs and other trade barriers were slowly dismantled. However, there was strong
opposition from industrialists who felt threatened, which led to the unsuccessful
implementation of the export-led industrialisation strategy. By 1968, the exchange controls
were reinstituted and most of the protection previously enjoyed by industries under import
substitution returned.

In 1965, President Ferdinand Marcos was elected into office and thus began the slow
descent to dictatorship and poor economic management. The late president’s practice of
appointing supporters, families, and close friends to sensitive positions in government and
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key economic interest had wide repercussions in the economy. Corruption, cronyism,
favouritism, and awarding control of key industries (e.g. monopoly of telecommunication,
national airline, mining, sugar industry, copra production, etc.) to allies of President Marcos
further diminished the ability of the country to achieve higher economic growth. In the
beginning of the Marcos presidency the country was ranked as one of the most progressive
countries in Asia but by the time he was removed from power in 1986 it was one of worst
performing.

On the other hand, Sicat (2011:47) argued that the inability of succeeding administrations
to capitalise on the good policies of Marcos were partly to blame, namely, “through a
policy of denial of Marcos’ accomplishments, vindictiveness and the magnification of his
faults, the successor government made wrong decisions that have led to the crippling of the
nation’s leap in the economic realm”.'1

Overall, the Marcos Era illustrates the interplay between wealth and power where the
benefit of economic growth conspicuously failed to trickle down to the poor masses
(Boyce 1993). It was a period of missed opportunities and the time when the country was
left behind by neighbouring country in terms of better economic performance and
development. The era also left a legacy of massive foreign debt burden and a wellentrenched oligarchy in major sectors of the economy, which to this day hampers the
country’s ability to develop and achieve higher economic growth.

The 1970s

The 1970s is often referred to as the Regional Awareness Period, when uneven regional
growth, increasing congesdon in urban areas, and declining agricultural production became
apparent and needed to be addressed when formulating economic policies (Pernia,
Paderanga, and Hermoso 1983). Balisacan and Hill (2003:4) noted that the country “missed
out almost completely on the Asian boom from the late 1970s until the mid-1990s”. As the
1970s began the country was facing many problems. Political turmoil, a fiscal crunch, and
balance of payment difficulties among others afflicted the country. Mismanagement by
President Marcos and his profligate spending to win re-election contributed in
complicating the situation. Oil shocks during the decade further added to the country’s
13 See Sicat (1964) and (1972) for a detailed analysis of the economic policies and development
agenda in the Philippines, especially during the 1960s.
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woes. Expansionary fiscal and monetär}7 policies were implemented to counteract the
expected contraction in the economy brought by oil shocks and this resulted in chronic
budget deficits (Cham and Canlas 2008). Consequently, the country was unable to meet its
debt payment and it sought the help from the IMF to lend more funds and help in
correcting the structural imbalances in the economy.

Some o f the notable events that happened during the decade were the declaration of
Martial Law on 21 September 1972 by President Marcos to contain the worsening security
problem of the country —virtually giving him dictatorial powers. It was also the time when
the Green Revolution (e.g. Masagana 99) was adopted to improve productivity in the
agricultural sector, and when the government actively encouraged Filipinos to work abroad
so they could earn foreign currency to ease the country’s worsening balance of payments
problem .14 The policy o f encouraging Filipino workers to seek employment outside the
country was further strengthened by succeeding administrations such that it became a
major pillar o f the country’s economy. Today substantial remittances — around US$21.4
billion in 2012, roughly equivalent to 10 percent o f the country’s G D P — from Overseas
Filipino Workers have helped the Philippine economy withstand financial difficulties and
global crisis.

The 1980s

The 1980s was a tumultuous decade both politically and economically. The assassination of
the leading opposition, Benigno Aquino Jr. (father o f current president Benigno Aquino
III), on 21 August 1983 galvanised dissent against the Marcos dictatorship. Defections o f
top ranking military officers, and massive protests culminated in the People Power
Revolution (also known as EDSA Revolution) on 22-25 Februar}7 1986 that successfully

14 The Masagana 99 was a program initiated by President Ferdinand Marcos that promoted the
planting of Green Revolution varieties of rice developed by the International Rice Research
Institute. It began in 1973. The program had four elements: access to improved technology, credit,
price support for rice, and provision of low-cost fertilFer. In the early 1970s, South Korea faced
the same balance of payment problem and also embarked on a policy of sending local workers
abroad. But the Korean Government rescinded the policy when the economic situation in the
country stabilised. In contrast, the Philippines continues its policy of encouraging Filipino workers
to seek employment abroad to the point that the country is now heavily dependent on remittances
for its reserve foreign currencies.
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toppled M a r c o s . T h e events paved the way for a return to civilian rule under the
leadership of Corazon Aquino (the widow of Benigno Aquino Jr.). A new constitution was
drafted with nationalistic fervours that to this day hamper the country’s competitiveness to
attract foreign investments.16 Unfortunately, the return to democracy did not result in calm
on the political front. Numerous attempted military coups against President Corazon
Aquino caused political instability leading to lower growth and loss o f business confidence.

From 1983 to 1985 the country’s output shrunk by 20 percent, wiping out gains made in
the last decade (Lim 2009). Fiscal and current account deficits reached an unsustainable
level. This led to the worst balance o f payment crisis in 1983 forcing the government to
declare a moratorium on external debt payments (Bautista 2002). The return to civilian rule
in 1986 and substantial assistance from IMF, the World Bank, and other international
creditors helped the country to recover slowly and achieve modest growth.

The 1990s

Major reforms were introduced during the 1990s. The Local Government Code of 1991
was passed into law to redefine the central-local government relations, and thus provide
greater decentralisation and autonomy to local government units (Balisacan and Hill 2007).
Former president Fidel Ramos pursued liberalisation when he assumed the presidency in
1992. Im port restrictions, tax reforms, privatisation o f state-owned enterprises, breaking of
monopolies (e.g. telecommunication industry and banking sector), and liberalisation of the
foreign exchange market were among the policies his administration pursued.

However, the country was still saddled with many problems. Massive external debt put a
heavy burden on the fiscal flexibility o f the government, thereby constraining growth as
funds for development were used to pay debt obligations (Canlas, Khan, and Zhuang 2009).
Neglect o f the power sector that caused the electricity crisis in the early years of the decade
15 A detailed discourse on the economic legacy of President Ferdinand Marcos can be found in
Sicat (2011). The paper reviews the economic and social contributions of Marcos during his
presidency.
16 The protectionist clauses in the 1987 Philippine Constitution are sometimes blamed for the low
flow of foreign direct investment into the country (Tacujan 2013). For example, Federal Express
Pacific Inc. (FedEx) a global courier delivery service was disallowed by the Court of Appeals on 23
January 2013 from engaging in business in the country as a public utility company since it violates
the 1987 Constitutional prohibition against foreigners from involvement in public utilities.
Repeated attempts to amend the 1987 Constitution failed to muster the required support from
Congress and the general population.
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constrained the economy. Although the Marcos Administration did invest in the power
sector by building the first nuclear power plant in the country (i.e. Bataan Nuclear Plant),
the project was a total failure (see Beaver 1994). The country continues to pay US$155,000
a day in interest on a power plant that has never produced a single watt of power (Wilson
2004). The 1997 Asian Financial Crisis hit hard and neighbouring countries suffered
economic downturn resulting to substantial decline in regional trade. In addition, natural
disasters such as the explosion of Mount Pinatubo and the adverse weather phenomenon
E l Nino ravaged the agricultural sector and depressed overall economic performance.

The 2000s

The decade of 2000s was filled with various challenges for the country. It was a period of
intense competition for trade and foreign direct investment in a highly globalised economy.
The decade was ushered in with a global economic slowdown caused by the Internet
bubble and weak performance of the United States economy. In 2001, Joseph Estrada was
ousted from the presidency through popular revolt due to accusations of illegal gambling
and corruption. He was replaced by Gloria Macapagal-Arroyo. The Arroyo Administration
(2001-2010) was rocked by various problems such as serious threat of coups, corruption
scandals, and a lack of mandate (due to alleged cheating during the 2004 presidential
election). There was also a substantial loss of business confidence, net capital outflow and
depreciation of local currency from 2001 to 2004 (Lim 2009).

Arroyo was also hampered by uncooperative Congress. During her presidency, some of the
budgets were not approved on time and three times during her nine years in office the
government ran without an approved budget (i.e. budget from previous year are re
enacted). In addition, the country was faced with fiscal crisis due to profligate spending of
the Arroyo Administration to increase her popularity and the inability of the country to
generate sufficient tax revenue. For example, Benigno Aquino III, current president of the
Philippines, said Arroyo have misused between P836 billion and more than PI trillion —
roughly around $18.5 billion to $22.2 billion (Valente 2013). On May 2005, new tax law was
passed, Republic Act 9337, which expanded the value-added-tax in an effort to
complement revenue-raising efforts of the government and to address the budget deficit.
The new tax measure improved the fiscal position of the government. And during the
succeeding year, it made the Philippine peso one of the best performing in East Asia.
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Nevertheless,

the

structural

and

economic

reforms

implemented

by successive

administrations started to bear fruit as the country experienced better economic
performance in the remaining years of the decade. The economic growth of the country' in
2007 was 7.3 percent —the highest for almost 30 years and not far off that of high-growth
economies in Asia (Bird and Hill 2009). There was a modest increase in foreign direct
investment, especially in the business process outsourcing industry where the country has a
competitive advantage due to its largely English speaking population. In addition, the
flagship project of the Arroyo Administration aimed at strengthening inter-island trade
through improvement of infrastructure (i.e. ports, ferries, docking, and highways)
significantly increased intra-country exchanges of goods and sendees (Basilio 2011).

2.3 C o m p ariso n w ith O th e r C o u n tries

Figure 2.2 shows that the Philippines has performed poorly when compared to its
neighbours over the last five decades.1 From 1960 to 2012, the country’s average growth
rate was around 4.1 percent —the lowest among the top six ASEAN countries. However,
by the turn of the century the country' managed to surpass expectations and grow at a faster
rate with an average annual growth of 4.7 percent from 2000 to 2010.
Figure 2.2 Average Real GDP Growth Rates of ASEAN Countries (Percentage Growth 1960-2010)

■ Philippines

■ Indonesia

■ Malaysia

□Thailand

■ Singapore

■ Vietnam

Source: World Bank Development Indicators
17 See Hill (ed. 2002) and Plummer and Chia (2009) for detailed assessments of regional economic
development in Southeast Asia.
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By 2012, the Philippines posted a growth rate of 6.6 percent —one of the best performing
economies in Asia amidst the global economic slowdown. Singapore (except in 2012) was
the best performing country with an average growth rate of 7.8 percent. The bleak
performance of Singapore in 2012 was due to weakness in the manufacturing sector
brought about by lower demand for exports (i.e. weak economies in the US, Europe, and
[apan dampened growth in Singapore). Malaysia performed relatively well at 6.8 percent
annual growth rate followed by Thailand at 6.3 percent. Vietnam, a relative newcomer to
ASEAN, achieved rapid growth since the 1990s because of massive foreign direct
investment - a fruit of country’s transition from centralised planning to market-oriented
economy and liberalisation.

Figure 2.3 Gross Domestic Savings of ASEAN Countries (Percentage Share of GDP 1965-2010)

1970

—• —Philippines

1990

*

Indonesia

)( Malaysia

1995

2000

)K Thailand —• —Singapore

2010

Vietnam

Source: World Bank Development Indicators
Note: No available data on Vietnam from 1965 to 1989. Gross domestic savings are calculated as GDP
less final consumption expenditure (total consumption).

As shown in Figure 2.3, among ASEAN-6 countries, the Philippines has the lowest gross
domestic savings as a percentage of GDP. Singapore and Malaysia consistently posted the
highest saving rate followed by Thailand. Vietnam started with a very low saving rate but
managed to overtake the Philippines by 1994. In the 1960s, Indonesia had the lowest
saving, which can be attributed to the political turmoil during the period caused by a
military coup and killings directed against the Communist Party of Indonesia (Partai
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Komunis Indonesia). The Philippine saving rates were comparable to other countries from
1965 to 1983 but began to decline and remained below 20 percent since mid-1980s.
There are many reasons why the Philippines has a low domestic saving. First, the country’s
fiscal position is weak due to low tax collection. The country is plagued by recurrent budget
deficits due to mounting debt burden and wanton spending by government (Pahlavani and
Saleh 2009). It was only in the mid-1990s, during the Ramos Administration, that the
country experienced three successive years o f budget surpluses, a rare feat in the economic
history o f the Philippines (Sicat and Abdula 2003; Hill 2013). Second, the majority of the
population are poor and unable to save. Third, the country suffers from low productivity
o f labour and capital (Bocchi 2008; Llanto 2012b).ls Fourth, many domestic industries are
still under preferential treatment from government and are dependent on industrial
protection. They are uncompetitive and generate very low savings (Sicat 2004).

Finally, the country is unusual in that a large portion of the labour force is working abroad.
According to the Philippine Overseas Employment Administration (POEA) in 2012,
554,665 Filipinos were hired to work overseas, an average o f 1,520 workers leaving the
country every day. Since the policy o f encouraging Filipinos to seek employment abroad
started in the 1970s, it has resulted in an estimated 10 million Filipinos —almost 25 percent
of the total workforce —employed overseas in almost all countries of the world. Part of the
income o f Filipinos working abroad is being sent as remittance to their family and the rest
is saved in their host country7. The savings o f overseas Filipino workers living abroad are
not part o f domestic savings. However, the remittances they send fuel spending in the
country. As a result, the country reports higher GDP, fuelled mostly by consumption,
coupled with low gross domestic savings.

Figure 2.4 shows that in terms o f foreign direct investment (FDI) as a percentage o f G DP,
Singapore has the highest net inflows. Indonesia and the Philippines have the lowest FDI
net inflows. From 1990 to 2012, the average net inflow o f FDI in the Philippines stands at
around 1.5 percent o f G DP. Indonesia is by far the lowest at 0.9 percent. The average for
Singapore and Malaysia during the same period is around 15 percent and 4.4 percent,
respectively. Vietnam, since opening up its economy in the late 1980s, has experienced a
substantial increase in FDI, while Malaysia seems to remain on the same level o f FDI net

18 See Llanto (2012b) for a good analysis of the productivity dynamics and the determinants of total
factor productivity in the Philippines in the last five decades.
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inflows since mid-1990s. The same is also true with Thailand where the net inflow of FDI
never goes higher than 5 percent of GDP.

Figure 2.4 Foreign Direct Investments (Net Inflows as Percentage of GDP 1970-2012)
14

------------------------------------------------------------------------------------------------------------------------------------

1970

1973

1976

Philippines

1979

1982

1985

1988

1991

1994

Malaysia

Indonesia

1997 \ 2 0 0 0 / 2003

Thailand

2006

2009

2012

Vietnam

Source: World Bank Indicators
Note: Foreign direct investment are the net inflows of investment to acquire a lasting management
interest (10 percent or more of voting stock) in an enterprise operating in an economy other than that of
the investor. It is the sum of equity capital, reinvestment of earnings, other long-term capital, and short
term capital as shown in the balance of payments. This series shows net inflows (new investment
inflows less disinvestment) in the reporting economy from foreign investors, and is divided by GDP.
Singapore is removed from the group due to the unusually high FDI inflows compared to other
ASEAN countries. It has an average FDI inflows of 13 percent from 1970 to 2012, with some years as
high as 27.8 percent.

The net inflow of FDI is affected by many factors. The political outlook of the host
country plays a major role. For example, Indonesia and the Philippines have both suffered
from political instability, in the Philippines in the 1980s and late 1990s and in Indonesia
after the 1997 Asian Financial Crisis. These events have negative effect on FDI. Favourable
policies and various incentives from the host countries also tend to attract more FDI. Wage
rates, notably in the manufacturing sector, business profitability, the presence of
professional and technical workers, economic openness, information communication
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technology, social capability, and the level o f economic growth and development o f the
host country have a significant influence on the movement o f F D I.1;

Aside from the perceived corruption and a shaky political environment, the difficulty of
doing business and protectionism in the Philippines discourage foreign investors. The Ease
of Doing Business Index has been developed by the World Bank to provide objective
measures of business regulations for local firms in 185 economies and selected cities at the
sub-national level. In 2012, the country ranked 138 in the world in terms o f the ease of
doing business index — 1 being the most business-friendly regulations. In comparison,
Singapore is ranked 1 and Malaysia ranked 12 while Thailand is ranked 18. Recent Global
Competitiveness Report 2013-2014 shows that the Philippines is ranked 59th out o f 148
countries lower than, Malaysia at 24'h, Thailand at 37th, and Indonesia is ranked 38th
(Schwab 2013). Moreover, the tendency of the government to protect the economic
interests o f the oligarchy, especially those with strong political influence, deters foreign
investors and multinational companies.

Rigid labour policy and low productivity in the Philippines has also contributed to its low
level of foreign direct investment. Sicat (2004:16) concludes that “the country’s relatively
higher wages and protective labour policies contributed to the failure o f domestic labour
market to adjust to changing circumstances; leading to FDI going to countries with cheaper
labour costs and where industrial peace relatively guaranteed from disturbance” . The
growth in manufacturing productivity has also been unsatisfactory displaying the same
boom-bust pattern o f manufacturing output (Hill 2003). In addition, the country’s total
factor productivity has not been a source o f growth and is relatively low compared to its
neighbours (Llanto 2012b).

As shown in Table 2.1, Singapore consistently has the highest G D P per capita followed by
Malaysia and Thailand. The co u n ty with the lowest G D P per capita in ASEAN-6 is
Vietnam followed by the Philippines and Indonesia. However, the highest improvement in
G D P per capita in recent decades is reported by Vietnam which achieved a more than
threefold increase from US$269 in 1990 to US$931 in 2012. In the Philippines, the biggest
gain in G D P per capita is from 2000 to 2012 —a 42 percent increase. For the same period,
Indonesia also managed to increase per capita income by almost 60 percent. A simple ratio
19 See Ismail and Yussof (2003), Ang (2008), Desbordes and Vicard (2009), and Kim, Lin, and Suen
(2013) for detailed discussion of FDI among ASEAN countries.
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between the per capita income in 1960 and in 2012, shows that the Philippines has the
lowest increase with only 2.2 while Singapore manage to increase its initial income in 1960
by almost 15 times. Vietnam, even with shorter period from 1990 to 2012, has a higher
increase in per capita income at 3.5 times compared to the Philippines.

Table 2.1 GDP per capita of ASEAN Countries (In Constant 2005 U.S. dollars)
C o u n try

1960

1970

1980

1990

2000

2012

R a tio
2 0 1 2 /1 9 6 0

Philippines

696

826

1,109

1,002

1,061

1,502

2.2

Indonesia

286

333

556

840

1,086

1,732

6.1

Malaysia

815

1,383

2,318

3,147

4,862

6,765

8.3

Singapore

2,296

4,720

9,645

16,102

24,288

33,989

14.8

Thailand

359

584

882

1,572

2,206

3,351

9.3

Vietnam

-

-

-

269

475

931

3.5

Source: World Bank Indicators
Note: GDP per capita is gross domestic product divided by midyear population. GDP is the sum of
gross value added by all resident producers in the economy plus any product taxes and minus any
subsidies not included in the value of the products. It is calculated without making deductions for
depreciation of fabricated assets or for depletion and degradation of natural resources. Values are in
constant 2005 U.S. dollars. The ratio for Vietnam is only from the year 1990 to 2012.

High incidence of poverty, high income inequality, and economic growth accruing mostly
to the upper-class further contribute to low per capita income. Moreover, rapid population
growth in the Philippines is also often blamed as one contributor to the low GDP per
capita of the country. Alonzo et al. (2004) argue that the high population growth rate and
the high incidence of poverty in the Philippines is partly to blame in the low GDP per
capita. They cite the cases of Thailand and Indonesia where population growth rates have
declined considerably, resulting in a lower poverty incidence and higher GDP per capita.

Table 2.2 shows the population growth rate of the Philippines in comparison with
neighbouring countries. Neighbouring countries manage to reduce their population growth
rate while the Philippines remained high. In 1950, both Thailand and the Philippines
started off at relatively the same population size of about 21 million, however, by 2010 the
Philippines has 26.7 million more people than Thailand. Mapa, Balisacan, and Briones
(2006) find that this higher population growth rate in the Philippines can pardy explain the
different growth trajectory between Thailand and the Philippines. They observe that from
1975 to 2000 Thailand achieved an overall GDP growth rate of 6.6 percent annually while
the Philippines only managed grow 3.1 percent annually for the same period.
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On the other hand, Villegas (2011) argues that growing population of the Philippines is not
to be blamed for the poor performance of the country but rather flawed economic policies
that

fostered

an

inward-looking,

import-substitution

industrialization

based

on

protectionist policy, anti-market ideologies as well as the utter neglect of the agricultural
sector of the economy. Moreover, Villegas contends that the Philippines’ growing
population has strengthened the economic position of the country in the future through
demographic dividends as large and young population can provide low-labour costs and
attractive consumer markets.

Table 2.2 Population and Growth Rate of ASEAN Countries
C o u n tr y

1950

1960

1970

1980

1990

2000

2010

20.86

28.10

37.54

49.21

62.83

77.04

94.01

-

2.98

2.90

2.71

2.44

2.04

1.93

80.02

109.71

122.21

148.03

173.53

198.69

234.18

-

2.00

2.24

1.92

1.59

1.36

1.04

6.25

8.17

10.86

14.07

17.69

21.27

28.91

-

2.68

2.85

2.59

2.29

1.84

1.54

20.97

27.23

36.50

47.06

57.89

63.61

67.31

-

2.61

2.93

2.55

2.07

1.70

0.58

P h ilip p in e s

Population (millions)
Growth rate (%)
I n d o n e s ia

Population (millions)
Growth rate (%)
M a l a y s ia

Population (millions)
Growth rate (%)
T h a ila n d

Population (millions)
Growth rate (%)

Sources: United Nations, World Population Prospect (UN 1980; 2012)

Overall, the rapid population growth in the Philippines does hinder the country from
achieving rapid economic development. First, given the meagre resources of the
government, it is unable to provide for all the needs of the Filipinos, especially in the rural
areas, in terms of basic education and health care. Second, high population growth dilute
the existing capital to labour ratio thereby reducing productivity. Third, the country is quite
small and composed of fragmented islands to sufficiently supply the food needs of its
citizens.“" For example, the country has inadequate rice, poultry, and meat production to

20 See Dawe, Moya, and Casiwan (2006) for a detailed discussion o f the challenges in the
agricultural sector o f the Philippines, especially on rice sufficiency.
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provide for the needs o f the Filipinos that it needs to import foodstuff from other
countries. Finally, most o f the increase in population is attributed to the poor, namely,
among the strata of society it is the poor that are most prolific and have the largest family
size (Orbeta 2004).

In terms of internal conflict, the Philippines is not unique for having minority issues,
namely, the Moro secessionist movement and the Communist Party of the Philippines.
Until recently, Indonesia also faced the same problem in Aceh and Papua while Thailand
has a similar problem in the south (the Malay Pattani Region).21 These three countries in
ASEAN have to deal with ethnic separatist insurgency for many years that often involves
violent clashes. However, the Philippines has the longest-running and bloodiest insurgency
problem compared to all other countries in the ASEAN region.

From 1986 to 2004 around 91 percent of the Philippines’ provinces were affected by
ideology-based armed conflict —most of it occurring in Mindanao (Balisacan and Hill 2007).
The armed conflicts have exacted a heavy price on economic growth and development, in
terms o f foregone investments, economic opportunities, high number o f casualties, and
destruction o f properties. The continuing conflict is very costly in terms of diversion of
public resources to contain the insurgency. It is one o f the reasons why the country cannot
invest in upgrading its external defences since most of the military budget goes on
protecting the country from internal threats.22 It has also diverted the attention and
resources of the central government to focus on trying to resolve the conflict instead of
bringing development and economic growth to Mindanao. Moreover, the existence of
conflict has given the country a bad image affecting its ability to attract tourists and
investment.

21 See Che-Man (1990) and Islam (1998) for a comparative study of Muslim separatism in Mindanao
and in Southern Thailand. A detailed ideological and organisational map of secessionist movement
in Aceh, Indonesia (i.e. Free Aceh Movement or Gerakan Aceh Merdeka) is found in Aspinall (2009)
while Premdas (1985) and May (1992) presents detail discussion of the secessionist movement in
West Papua, Indonesia called the Free Papua Movement locally known as the Organisasi Papua
Merdeka.
22 In the 2012 budget of the Department of National Defense around 33 percent was allotted to the
Army, while the Navy received 11 percent, the Air Force gets 10 percent, and the rest went to other
operational needs of the department. As an archipelago, the Philippines should devote more funds
to the Navy. However, due to lasting internal threats the Army has priority in the funding.
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2.4 Political Structure
The Philippines is a unitary, presidential, representative, and democratic republic. The
country’s government has three interdependent branches: the executive, the legislative, and
the judiciary. It is headed by the president, who is the head of state and commander-in
chief of the armed forces. Based on the 1987 Constitution, the president is elected by direct
popular vote for a single term of six years. Under the Office of the President there are 19
departments divided into four categories: General Public Sendees; Local Government
Services and Defence; Social Services; and Economic Sendees. Aside from various
departments, there are also line agencies and bureaus of the government tasked to
implement certain policies or to address special concerns. The National Commission for
Muslim Filipinos (NCMF), for example, was established to address the specific needs and
concerns of Muslim citizens such as the pilgrimage to Mecca and halal certification.

Legislative power is given to a bicameral congress composed of the House of Senate and
the House of Representatives. The Senate is a continuous body composed of 24 senators.
Every three years 12 senators are elected by popular vote for a six-year term. The House of
Representatives, the lower house of Congress, has 294 members composed of 234 elected
from different geographical districts and 58 from a party-list system elected at-large. All
legislators can serve a maximum of up to three consecutive terms in office, after which a
period of at least one term has to lapse before they can run again for the same office.

judicial power is vested in the Supreme Court and other lower courts such as the Court of
Appeals, Court of Tax Appeal, Sandigan Bajan, Regional Trial Court, Shariah District Court,
etc. The Supreme Court is composed of 15 justices appointed by the president upon the
recommendation of the Judicial and Bar Council and subsequent confirmation by the
congress. The Court interprets laws and serves as the final adjudicator of all controversies
involving the constitutionality of all legal issues in the country. The 1987 Constitution
under Section 1 of Article VII expands “judicial power to include the duty of the court of
justice to settle actual controversies involving rights which are legally demandable and
enforceable, and to determine whether or not there has been a grave abuse of discretion
amounting to lack or excess of jurisdiction on the part of any branch or instrumentality of
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the government”. The provision empowers the Supreme Court to review state actions and
nullify those that it deems done in “grave abuse of discretion” .21

Another important institution of the government is the Office of the Ombudsman. The
Ombudsman is appointed by the president from a list submitted by the Judicial and Bar
Council for a seven-year term with no reappointment. The Office o f the Ombudsman is
tasked to m onitor all three branches o f the government. Its responsibility is to receive
complaints filed in any form or manner against officers or employees of the Government,
or of any subdivision, agency or instrumentality thereof, including government-owned or
controlled corporations, and enforce their administrative, civil, and criminal liability in
ever}7 case where the evidence warrants, in order to promote efficient sendee by the
Governm ent to the people (Section 12 Article XI o f the 1987 Constitution). Priority is
given to complaints filed against high ranking government officials or those occupying
supervisory positions, complaints involving grave offences as well as complaints involving
large sums of money or properties.

A region serves only as an administrative division to organise provinces (Figure 2.5). It has
no political power, separate local government, or set o f regional executive officers —except
in the case of the ARMM. Most line agencies o f the central government are established
within each region, usually an urban centre, to serve as a coordinating centre and to
minimise cost. Grouping o f provinces into a region is based on geographic proximity7 for
administrative convenience. Common characteristics among provinces such as the ethnic
origin of inhabitants, dialect spoken, agricultural produce, common history, and economic
linkages are also taken into account in regional grouping. Generally, the country bases most
o f its economic and strategic planning on regions —prepared by the National Economic
Developm ent Authority7 (NEDA) with inputs from regional centres and taking into
account the strengths and opportunities present in each region.24

23 Yitug (2010) provides an interesting insight into the inner workings of the Supreme Court of the
Philippines.
24 The Department of Interior and Local Government through the Local Government Academy
also provides assistance to local government to improve their capacity and prepare strategies for
local economic development. Local development officers (e.g. Provincial or Municipal
Development Officers) are the usual conduit in the planning and development of strategy for local
government.
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DAVAO

The country was first organised into regions after the declaration of Martial Law by
President Ferdinand Marcos. On 24 September 1972, 11 regions came into existence
through Presidential Decree No. 1 as part of Integrated Reorganization Plan to organise
the provinces of the country. Figure 2.6 shows that as of 2011, the Philippines has 17
administrative regions with 80 provinces and 38 independent cities. The president has the
power to create, modify, or divide existing regions through the issuance of an executive
order. Province, city, and municipality can only be created through act of Congress.“" One
exception is the Autonomous Region in Muslim Mindanao (ARMM); the Regional
Legislative Assembly of ARMM is allowed to create a municipality within the region
territory. Barangay can be created either by Congress, ARMM Regional Assembly,
Sangguniang Panlalawigan (Provincial Council) with recommendation from Sangguniang Bayan
(Municipal Council) or the SangguniangPanlungsod (City Council). As of 30 September 2012,
the country has 42,028 barangays.

Figure 2.6 Local Government Structures of the Philippines (2011)

Central G o v e r n m e n t

A d m in istra tiv e
R e g io n s (1 7 )

Independent
cities ( 3 8 )

M u n icip alities
( 1 ,4 9 1 )

C o m p o n e n t cities
(105)

B aran gays

B aran gays

B aran gays

Source: Department of the Interior and Local Government, cited from Balisacan and Hill (2007)

25 Sections 459 to 462 of the 1991 Local Government Code (Republic Act No. 7160) provide the
mechanism for the creation, division, merger, or abolition of provinces. Accordingly, a province
may be created if it has an average annual income of 20 million pesos based on 1991 constant
prices, at least 2,000 square kilometres, and inhabitants of not less than 250,000.
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According to Laurel (1926), traditional forms of government of the Philippines have been
in existent long before the arrival of Spanish colonisers. They are autonomous and
independent political units headed by a monarchical chieftain called the panginoo or pangolo.
The Spaniards adapted the traditional forms of governance and later became administrative
units during the colonial period. Local government units during the early days was headed
the cabe^a de barangay —tasked mainly to collect taxes. These government units soon grew
into pueblos, which are composed of poblaciones (town centres), barrios (rural settlements) and
visitas (municipal districts). In Mindanao, sultanates or datuism (government system based
on royalty or rule by datu) were already in existence in Lanao, Maguindanao, and Sulu.
These traditional forms of governance, headed by pangolo, panginoon, sultan, or datu serves as
the origin of local government in the Philippines, that persist to this day in some rural areas
of the country (Corpuz 1957).

The Spanish Colonial Period (1521-1898) laid the foundadon of the relationship between
central and local government. The Governor General (residing in Malacanang Palace,
Manila) served as the overall chief executive and governing local governments in provinces
and cities. The Governor General supervised all government offices in the country,
exercise legislative powers, issue proclamation to facilitate implementation of laws, and
oversee tax collection. In 1565, the city of Cebu was established as the first local
government. The Maura Law of 1893 was the first law to recognise the rights of Filipinos
to vote for their local executives. Laurel (1926:289) described the Maura Law as ‘‘Spain’s
belated and half-hearted tribute to Filipinos’ ability in self-government”. Laurel added that
the rights and prerogatives of the principalia class (the ruling and usually educated upper
class society) were retained, the straight-laced centralisation of powers persisted, and the
intervention of the Catholic Church in State affairs continued.

There are two types of local government units (LGUs) during the Spanish Colonial Period
the Alcaldia, headed by Alcalde Mayor, and the Comgimiento, headed by Corregidor. An Alcaldia
was a province fully subjugated and under Spanish control while the Corregimiento was a
province not entirely under Spanish sovereignty. The relationship between local chiefs and
the Governor General were extractive in nature. As long as the local chiefs provide a steady
stream of revenues to the Spanish Crown, the Governor General does not interfere with
the local affairs. This kind of relationship seems to persist to these days, where the national
government keeps a hands-off policy on local affairs as long as local chiefs can deliver
votes or support to the ruling administration.
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The American Colonial Period (1898-1946) further strengthened local government through
the issuance of various orders such as General Order No. 43 of 1899 (to reorganise local
governance and establish municipal government) and Commonwealth Act No. 357 of 1938
(allowing women to exercise their suffrage and vote for local officials). Unfortunately, the
American Colonial Period also firmly established the oligarchy in the Philippine polity that
were already apparent during the Spanish Colonial Period. The Americans won over the
local elites by granting them political power and economic base —all the way from the
municipal level, to provincial, and up to the national level. Hutchcroft (2000) argued that
the colonial administrative practices that established the relationship between the central
government and the local elites based on rampant patronage and reciprocal relationship
stunted the coherence of the Philippine State. This undermines the efforts of the central
government to supervise or influence local affairs, especially in areas like Muslim Mindanao.
Succeeding laws were enacted after American Colonial Period that further strengthened
decentralisation and the greater autonomy to local government units (LGUs). For example,
the Local Autonomy Act of 1959 and the Decentralization Act of 1967 were designed to
give local executives freedom in managing the affairs of their locality.

The Local Government Code of 1991 (Republic Act No. 7160) can be considered as the
culmination of many years of experience in giving greater autonomy and freedom to LGUs
to manage their own affairs. It is the governing law for various LGUs and their relationship
with each other and with the central government. The Code serves as the basis of
decentralisation and devolution that established the system of powers, accountability and
responsibility of provincial, city, municipal and barangay government. It also empowers local
governments to enact local tax measures, including real property taxes, and assures local
governments a fair share of national revenue, among others.

The LGUs are tasked with the following general functions: efficient service delivery;
economic development; poverty alleviation; and management of the environment. Efficient
service delivery entails that LGUs should provide infrastructure and public sendees such as
ensuring peace and order, basic health care, garbage collection, giving assistance during
emergency, and the like in their respective communities.26 On economic development,
LGUs are tasked to encourage and regulate business activities within their respective
territorial jurisdiction. To attain these objectives local governments are given greater
26 Detailed assessment of local government service delivery in the Philippines is found in PIDS
(2009).
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autonomy in the management and utilisation of fiscal finances.2 They are also given the
power to levy local taxes in their area as well as access credit financing from external
sources (e.g. private banks and international institutions).

The fiscal relationship between the central government and LGUs is called vertical fiscal
relation while those between and among LGUs is horizontal fiscal relation.28 The vertical
fiscal relation between the central government and LGUs are in the areas of:

1. sharing of 40 percent of the total internal revenue taxes to LGUs;
2. shares LGUs of the gross collection in the exploitation of national wealth within
their respective areas preceding the fiscal year;
3. shares from the proceeds of government agencies or government-owned or
controlled corporations in utilizing and developing national wealth; and
4. borrowings of LGUs either from private or public sources.

The 40 percent share of all LGUs from the total internal revenue collections of the country7
is divided as follows: provinces (23 percent); cities (23 percent); municipalities (34 percent);
and barangays (20 percent). The individual share of each LGUs or Internal Revenue
Allotment (IRA) is computed based on: population at 50 percent; land area at 25 percent;
and equal sharing at 25 percent.

Aside from IRA provided by the central government, LGUs also have four other potential
sources of funds: land-based; community7 activity-based; infrastructure-based; debt-based;
and revenue sharing. Land-based tools rely on real property7 taxes such as land transfer tax,
public land use tax, and land development tax. Community7activity-based includes business
tax, community tax, franchise tax, fees and charges for doing business, special permits, and
others. Infrastructure revenues include special levy, toll fees, or public utility charges such
as the use of local terminal station. Debt-based are tools that allow LGUs to borrow funds
as well as invest in financial instruments like treasury bills, commercial papers, and stocks.

Local governments are also given shares of the exploitation of natural resources located in
their territory. For example, Palawan earns substantial share in the revenues of the
27 See Manasan (2007) for a detailed discussion on decentralisation and the financing of regional
development in the Philippines.
28 Rules governing the share of local government in the internal revenue allotment and national
wealth are spelled out in Section 284 to Section 294 of the Local Government Code of 1991.
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Malampaya gas project located in the province. Government-owned and controlled
corporations engaged in the utilisation and development of other resources also pay a
percentage of revenue to local government where they operate. In Mindanao, for instance,
municipalities where the Agus Hydroelectric Plants are located receive royalties and other
remuneration such as development projects.

A province has political power and separate local governments with sets of provincial
executives headed by the governors, vice governors, and provincial board members who
are elected every three years with a maximum of three terms only (i.e. uppermost limit to
occupy the same elected post is nine years). The next tier of government, after provinces,
are cities (independent and component cities) with sets of local executives composed of
mayor, vice mayor, and city council. Municipalities, generally a rural area, are the next tier
of local government each with its own set of local executives composed of mayor, vice
mayor, and municipal council. The barangay is the smallest administrative division in the
country, which also has a set of officers headed by a chairperson with his kagawad
(councillors) composed of seven members. The President of the Philippines through the
Department of Interior and Local Government has general supervision of all LGUs.

Table 2.3 Incom e Classification o f Local G overnm ent Units (2008)
Local
Government
Unit

Provinces

Cities

Municipalities

Class
First

Second

Third

Fourth

Fifth

Sixth

450 million
or more

360 million
or m ore but
less than
450 million

270 million
or more
but less
than 360
million

180 million
or more but
less than
270 million

90 million
or more
but less
than 180
million

Below 90
million

400 million
or more

320 million
or m ore but
less than
400 million

240 million
or more
but less
than 320
million

160 million
or more but
less than
240 million

80 million
or more
but less
than 160
million

Below 80
million

55 million
or more

45 million
or more but
less than 55
million

35 million
or more
but less
than 45
million

25 million
or more but
less than 35
million

15 million
or more
but less
than 25
million

Below 15
million

Source: D epartm ent o f Finance (DOF)
Note: Am ount is in peso based on 1991 constant prices as provided by the 1991 Local G overnm ent
Code. The classification is issued by the D O F under O rder No. 23-08 effective 29 July 2008.
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As shown in Table 2.3, LGUs are classified according to their income generating capacity.
Income classification determines the size of membership in the local government council
and the amount it can spend on certain items in the local budget. It is also the basis for the
share of local government in the nation’s total internal revenue — the higher the
classification the bigger the share in the internal revenue allotment. Most often, the
classification of LGUs serves as the guide for national government intervention programs
such as poverty alleviation or development assistance. For example, the conditional cash
transfers of the Department of Social Welfare and Development give preferential treatment
to LGUs belonging to the fifth and sixth class.

The purpose of income classification of LGUs is to provide in full or part the funding
requirements of developmental projects and other priority needs of each locality.
Allocation of national projects and other financial grants are also based on income
classification. It is also used to determine the maximum amount expendable for salaries and
wages, as well as the salary scales and rates of allowances, per diems, and other emoluments
that local government officials and personnel may be entitled to; the number of sanggunian
members and the implementation of personnel policies on promotions, transfers, details or
secondments and related matters at the local government level (DOF 2008). However,
political connections between LGUs and the incumbent president substantially influence
the allocation of grants or additional funds. Some LGUs that are well-connected with the
current administration are most likely to get preferential treatment and additional funding.
Put simply, the purveying of additional funds from the central government, except the IRA,
is a highly politicised exercise where connection matters more than the actual needs of the
LGUs. Oftentimes, political consideration or expediency trumps equity, socio-economic, or
development consideration.

There are three types of city recognised under the law. highly Urbanised Cities are those with
minimum of 200,000 inhabitants and at least 50 million pesos in annual income based on
1991 constant prices. The president is tasked to declare, after it meets the minimum
requirement set by law, an area to be highly urbanised city7. Subsequently, a ratification
process in the form of a plebiscite will be conducted on whether the majority of the voters
agree to elevate their locality to a highly urbanised city. Independent Component Cities are those
that have its own charter that prohibits residents to vote for provincial elective officials.
These cities have not yet attained the requirement for highly urbanised status. Both types of
cities are autonomous from the province and are not under direct supervision or influence
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of the provincial government. A Component City is one that does not meet the requirements
for higher-level cities. It is considered as an integral part of the province and residents vote
for provincial officials.

2.5 Special Case of Mindanao
Discussion of regional development in the country would be incomplete without taking
into account the special development challenges faced by Mindanao, especially the
problems of conflict (Balisacan and Hill 2007). There were many institutions established to
address the special needs and circumstances facing Mindanao. During the American
Colonial Period the Department of Mindanao and Sulu was established on 23 July 1914 to
administer and cater to the needs of the Muslim dominated areas in the Philippines. It was
eventually abolished in 1920 and the responsibility of administering Muslim areas was given
to a new institution called the Bureau of Non-Christian Tribes of the Philippines under the
Department of Interior.

After the ratification of the 1935 Constitution, the Bureau of Non-Christian Tribes was
abolished and replaced by the Commission for Mindanao and Sulu. The main objective of
the Commission was to tap the full economic potentials of Mindanao for the
Commonwealth. However, the exploitation of Mindanao’s resources accrues mostly to
settlers from Luzon bypassing the Muslim dominated areas, which resulted to discontent
and feeling of marginalisation (Che Man 1990). Moreover, during the Commonwealth
Period (1935-1946) the central government sought to end the privileges of Muslims, such
as exemption from national laws, the existence of Islamic Courts, and inherent rights of
traditional leaders to represent the people. These privileges were previously enjoyed by the
Muslims in Mindanao under earlier agreements with the American Colonial Administration.

Agenciesfor Development

In recognition of the special needs of Mindanao, the Marcos Administration created the
Southern Philippines Development Authority (SPD A). The SPD A was established on 22
April 1975 by Presidential Decree No. 690 to dramatise the central government’s serious
concern for the development of Mindanao, Sulu, and Tawi-tawi, including Palawan, which
were considered then as part of Mindanao. Its objective was to sustain and accelerate the
balanced economic development of the twenty-two (22) provinces comprising Southern
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Philippines (Venadas 1982). On 19 March 1992, President Cory Aquino issued Executive
Order No. 512 creating the Mindanao Economic Development Council (MEDCo).
However, M ED Co only became operational during the Ramos Administration. Its primary
task is to manage the preparation, approval, and implementation o f plans and strategies for
the economic development o f Mindanao. It served as a coordinating and umbrella
organisation for regional development in Mindanao. Then on 5 July 2000, the Estrada
Administration created the Mindanao Coordinating Council (MCC) to replace M EDCo —a
coordinating body that will integrate, synchronise and accelerate the implementation o f all
plans and programs pertaining to M indanao.29 The MCC was given considerable power
within the limits of the executive mandate to overrule any government agencies in
Mindanao, especially in conflict-affected areas (Jayme 2002).

Finally, during the Arroyo Administration the Mindanao Development Authority (MinDA)
was established by virtue o f the Republic Act 9996 on 17 February 2010. It replaced all
previous agencies tasked for the coordinated socio-economic development o f Mindanao.
The MinDA was first proposed in 1960. During the Cory Aquino administration, a similar
bill was approved by Congress but subsequently vetoed by Pres. Cory Aquino due to
strong objection from the National Econom ic Development Authority (NEDA). Unlike
previous agencies, MinDA is unique. It is created by law and, thus has a sense of
permanence. MinDA was given comprehensive powers and functions to achieve its stated
objectives

o f accelerating

socio-economic

growth,

increasing

trade,

tourism,

and

investment, encouraging private enterprise, and advancing efforts towards peace and
development. Mindanao stakeholders hailed the creation o f MinDA as a sign of seriousness
on the part o f the central government to address the socio-economic problems and
economic imbalances in the region. O ther agencies like the Southern Council for Peace and
Development

(SPCPD), a product o f the peace agreement between

secessionist

movements and the central government, also exist in Mindanao and focus primarily on
conflict areas like ARMM and integrating the Moro population into the Filipino nation.
The 1996 Final Peace Agreement between the Moro National Liberation Front (MNLF)
and the G overnm ent of the Philippines provided for the creation of SPCPD. President
Ramos issued Executive O rder No. 371 on 2 O ctober 1996 formally establishing the
SPCPD.
29 President Estrada issued Executive Order 261 on July 5, 2000 creating MCC appointing himself
Chairman with the Executive Secretary as Vice-Chairman and various Cabinet Secretaries as
members. Majority of the members of MMC were from Luzon with little representation from
Mindanao.
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Demographics

From 1990 to 2010, the population growth rate of Mindanao was similar to the nation’s
average of 2.4 percent. The reported population density of the Philippines in 2010 was
around 312 (people per square kilometres) while Mindanao has 210 (World Bank 2013).
Mindanao has a median age of 20 years with an average literacy rate of around 90 percent.
On average of 57 percent of the population of Mindanao belongs to productive ages —
between 15 to 64 years old. Around 32 percent of Mindanao’s population reside in the
urban areas. Northern Mindanao has the biggest urban population of about 40.5 percent
while ARMM has the lowest with 21.2 percent residing in urban residents.

At the beginning of the American period in the early 20th century, the Mindanao islands
were barely populated. Table 2.4 shows the population share of indigenous tribes in
Mindanao prior to the land-settlement program of the central government. The Moros
dominated the population at around 74 percent followed by the Subanos at 7 percent. There
were a few non-indigenous settlements in some areas of Mindanao (e.g. Agusan, Davao,
and Zamboanga). Most were pioneering settlers from the north seeking to capitalise on the
rich natural resources of the region. However, they were confined within a few kilometres
of the military garrison established by the Spaniards. In Moro dominated areas, for
example, the settlers’ influence was restricted to a handful of coastal garrisons (Abinales
and Amoroso 2009).

Table 2.4 Population o f Indigenous Tribes in Mindanao in 1903
Tribes

Census o f 1903

Ata

Percentage
Share o f Population

2,941

0.8

14,149

3.8

6,756

1.8

Mandaya

21,642

5.8

M anobo

20,635

5.5

277,547

74.1

Subanos

25,768

6.9

T agabili

909

0.2

Tiruray

3,993

1.1

374,340

100.0

Bagobo
Bilan

Moro (total in archipelago)

Total

Source: Census o f the Philippine Islands, Volume II on Population, United States Bureau
o f the Census (Sanger 1905)

41

Migration plays a pivotal role in the demographics, political, and economic history of
Mindanao. ’" The central government’s land-settlement program started in 1913 and within
four years seven colonies were established (Tai 1974). The outpouring of settlers from the
northern part of the Philippines into Mindanao had intensified the competition for
resources. Indigenous tribes lost most of their traditional grazing grounds and ancestral
lands to government sponsored settlements and an influx of commercial logging and
mining that partly contributed and fuelled the existing conflict in the region.

The heavy internal migration episodes of the 1950s and 1960s were primarily people from
populated areas of the northern Philippines moving to lightly populated areas in Mindanao.
These migrations were encouraged and sponsored by the national government by
providing settlers security assistance, legal help for securing land titles, logistics, and
financial aid. From 1913 to 1917, six extensive agricultural colonies were established in
various parts of Mindanao. The primär)7 reason for the migration was to exploit the vast
natural resources of Mindanao through the formation of large-scale agricultural colonies.
Moreover, the central government in Manila wanted to dilute the indigenous population to
reduce their political influence and make them a minority in Mindanao (George 1980). By
2000, the Moro population comprising 74 percent of the population in 1903 was reduced
to less than 20 percent; thus, indigenous tribes like the Moros are now a minority7 in
Mindanao —a region they once owned almost exclusively (Ferrer 2010).

Policies o f Successive Adm inistrations

There have been many attempts by successive administrations to equitably distribute
economic activity and to develop the primarily agricultural economy of Mindanao through
the promotion of industrialisation in various forms (Concepcion et al. 2003). Different
administrations have different approaches to the development challenges. Some focus on
socio-economic development and hope that with increased prosperity7 the conflict will
subside. Some centre their strategy on resolving the conflict first before pursuing a
development agenda while others apply a mixture of both. Since 1986, ever)7administration
has prepared a six year Medium-Term Philippine Development Plan (MTPDP), coinciding
with the term of the president, that gives special attention to the development challenges of
Mindanao.
30 See Wernstedt and Simkins (1965) for an accessible discussion on migration and settlement in
Mindanao during the American Colonial Period up to early 1960s.
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During Ferdinand Marcos’ presidency (1965-1986) the secessionist movement in Mindanao
was born in reaction to the Jabidah Massacre and to the long brewing discontent among
the Moro population. The ensuing armed conflicts have dealt considerable damage to the
economy, infrastructures, and diverted substantial government resources as well as loss of
human lives and millions o f people displaced in Mindanao. After a peace mediation in
Libya with the help of the Organization o f Islamic Countries, the Marcos Administration
and the Moro National Liberation Front (MNLF) agreed to the cessation of hostilities and
signing of the Tripoli Agreement in 1976. Unfortunately, peace did not last as non
implementation o f the agreement soon gave birth to renewed fighting and fragmentation of
the secessionist movement into various groups. Some demanded nothing less than absolute
independence from the Philippines because they were disillusioned with the sincerity of the
government to provide a meaningful solution to the Moro problem.

The development policy of the Marcos Administration largely sidelined Mindanao not only
because of the conflict but also because national policymakers had little interest in the
region.’1 Most o f the massive spending in infrastructure and economic development were
funnelled to Luzon, especially in the National Capital Region and the Ilocos Region (the
home region o f Marcos). The main thrust of the central government in Mindanao was
extractive in nature relying mostly on logging and mining followed by large-scale
agricultural ventures in the Davao and Northern Mindanao regions. During the Marcos Era,
Mindanao remained impervious to state regulation and became a haven for tax evaders
such as most smuggling being channelled through the region (Vellema, Borras, and Lara
2011). Nevertheless, relief and welfare projects were undertaken in conflict-affected areas
devastated by armed violence through the Presidential Task Force for the Reconstruction
and Development o f Mindanao (Gutierrez et al. 2000). O ther notable actions by Marcos
were the creation o f the Philippine Amanah Bank in 1973 to cater to the financial needs of
Muslims and the passage of the Code of Muslim Personal Laws o f the Philippines that will
govern civil relationship among Muslims.32

31 Most of the cabinet secretaries in the Marcos Administration and various national leaders such as
senators and ministers were from Luzon, especially the Ilocos Region, and from Visayas.
32 The Philippine Amanah Bank, later changed to Al-Amanah Islamic Investment Bank of the
Philippines, was created by virtue of Presidential Decree No. 264 while the Code of Muslim
Personal Laws of the Philippines was created by Presidential Decree No. 1083 in 1977. These laws
were created to promote and accelerate the socio-economic growth and development of Mindanao
as well as to recognise the special needs of the Muslims in the country. In addition, Marcos also
wanted to portray to the international communities, especially the Organization of Islamic
Countries (QIC), that he was doing something to alleviate the plight of Muslims. During that
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The Cory Aquino Administration (1986-1992) endeavoured to reduce poverty, promote
equity and social justice, generate productive employment, and sustainable growth.33
Government performance was benchmarked on its ability to improve the standard of living
of the Filipinos and reduce poverty incidence. These goals were pursued through structural
economic reforms, greater economic deregulations, and market liberalisation (Mercado
2002). In order to increase rural employment the government supported small and
medium-size cities as regional agro-industrial centres as a way of increasing economic
activity between rural areas and urban centres (Manasan and Chatterjee 2003). The power
and autonomy of local government was expanded and strengthened through the passage of
the Local Government Code of 1991. Moreover, the government also actively promoted
the engagement of civil society in policymaking processes.

The Cory Aquino administration’s policy on the equitable distribution of growth provided
Fiscal incentives to companies establishing in less developed areas in Mindanao. They
implemented major investment in infrastructures and rural development programs such as
the Comprehensive Agrarian Reform (CARP) and the establishment of the Cooperative
Development Authority to cater to the needs of small- and medium-scale enterprises. The
Board of Investment was also decentralised, giving Mindanao its own offices in Cagayan de
Oro and Davao cities. It was also during this period that ARMM was established —as a
solution to the conflict in Mindanao and to give the Moro greater autonomy and self-rule
to manage their affairs.

The Ramos Administradon (1992-1998) continued the programs of Cory Aquino and
implemented strategies to place the Philippines among the newly industrialised countries.
The main development thrust was international competitiveness and poverty reduction.
Development of growth networks between regions was vigorously pursued for example the
creation of the Cagayan de Oro-Iligan Industrial Growth Corridor. The Mindanao
Development Framework for 1994-1998 was set up to bring integrated socio-economic
development in Mindanao and urge government institutions and the civil society7 to lend a
hand. In

1994, the Brunei-Darussalam-Indonesia-Malaysia-Philippines-East ASEAN

Growth Area (BIMP-EAGA) was established to foster trade, investment, tourism, and
other economic cooperation. Mindanao was to play a major role in BIMP-EAGA due to its
period members of the OIC imposed an oil embargo on the U.S. and some of its allies and the
country was reeling from the effect of the oil shocks.
33 May (1987) provides an accessible discussion of the Aquino Administration from Mindanao’s
perspective.
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close proximity with member countries. Since the creation o f BIMP-EAGA there has been
increased investment, trade, and tourism in the major cities o f Mindanao, except for the
Autonomous Region in Muslim Mindanao. However, the BIMP-EAGA was only active
during the Ramos Administration and never recovered after the 1997 Asian Financial Crisis.

Moreover, the Ramos Administration was successful in signing a peace accord with the
MNLF in September 1996. As part of the peace agreement the Southern Philippine
Council for Peace and Development (SPCPD) was created to coordinate and supervise
development projects for 14 provinces and 10 cities in Mindanao designated as Special
Zone for Peace and Development Mindanao (SZO PA D ).34 One of the objectives of
SZOPAD was to provide livelihood and infrastructure projects to MNLF rebel returnees
and conflict-affected communities.’3 Aside from development and bringing socio-economic
growth to conflict-affected areas, these agencies were also tasked to integrate the Moros
into the Filipino nation. Agencies created for development in Mindanao were incapable of
making an impact due to very limited funding from government, no police powers, no
control over national projects and programs, and no jurisdiction over the cities and
provinces (Guderrez and Borras 2004). Most of the funds for the projects were provided
by the Overseas Development Assistance, World Bank, OIC, USAid, AusAID, and other
international donors.

The short-lived Estrada Administration (1998-2001) that won through pro-poor campaign
promises hinged its strategy on sustainable development and rapid economic growth with
social equity. However, there was no specific regional development policy during the
period, especially on Mindanao, although efforts to continue the programs o f the previous
administration were given some consideration (Mercado 2002). N or was there a clear policy
on handling the conflict in Mindanao other than a belligerent approach against the
secessionist movement (Gutierrez and Borras 2004).

34 SZOPAD was created by virtue of Executive Order No. 445 dated October 1, 1997. It includes
the provinces of Tawi-Tawi, Sulu, Lanao del Sur, Maguindanao, Palawan, Zamboanga del Norte,
Zamboanga del Sur, Basilan, Sultan Kudarat, South Cotabato, Davao del Sur, Sarangani, Lanao del
Norte, Cotabato City, and North Cotabato. The cities of Kidapawan, Puerto Princesa, General
Santos, Dipolog, Dapitan, Pagadian, Zamboanga, Iligan, and Marawi are also part of SZOPAD.
35 As an informal part of the deal Nur Misuari, the chairman of the MNLF, also sat as regional
governor of ARJMM. He run under the Ramos Administration ticket virtually unopposed and won
the regional election via landslide.
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Estrada did not follow through the peace gains of the Ramos Administration and instead
took a hard-line stance in the peace negotiations with the remaining secessionist group —
the Moro Islamic Liberation Front (MILE). W ithout clear understanding of the peace
initiative of the previous administrations, Estrada declared on April 2000 an “ All-Out War
policy” against the MILF in retaliation for their alleged atrocities in Mindanao, which the
MILE vehemently denied (Schavio-Campo and Judd 2005). The ensuing war resulted in
considerable damage to properties, loss of human lives, and massive internal displacement
of people. It also diverted large resources to military use and halted infrastructure and
development projects. Mindanao experienced its worst economic performance during the
Estrada Administration due to a lack o f clear economic policy, the lingering effects o f the
1997 Asian Financial Crisis, and the intensified conflict in the region.

The Arroyo Administration’s (2001-2010) main development thrust was to reduce income
inequality', strengthen urban and rural economic linkages, promote tourism, secure peace,
and promote development in Mindanao. Investments on infrastructures that would lower
transportation costs and encourage greater mobility o f goods and people were vigorously
pursued. The Roll-on/Roll-off System (RORO), a flagship project o f the Arroyo
Administration, strengthened Mindanao’s link with the rest o f the country.>(l The system
substantially reduced the usual travel time to the different key cities, enhanced the
accessibility of the prime tourist destinations, and minimised the handling expenses of
goods, all over the country (Basilio 2011). The RORO System also provided economic
benefits and opportunities to Mindanao, as agricultural crops and perishable products
could now be easily transported and delivered on time. Moreover, tourism in Mindanao
significantly increased after the RORO System became operational. For example, in 2010
about 23.2 million Filipinos travelled within the country for tourism, up by 11 percent from
the previous year (D O T 2013). O n average Mindanao receives around 3.6 million tourists
annually —most o f them visiting N orthern Mindanao and Davao Region (MINDA 2012).

The Arroyo Administration pursued an “ All-Out Peace” policy by engaging the MILF into
meaningful peace negotiations (Schiavo-Campo and |udd 2005). In addition, rehabilitation
o f conflict-affected areas was undertaken in earnest, while consultations with civil society
groups in Mindanao were held to better address socio-economic problems. The peace
negotiation between the MILF and the government led to the Memorandum o f Agreement
36 The infrastructure system is called the Strong Republic Nautical Highway (SRNH) that integrates
sets of highways connected with fern,' routes throughout the country. See Appendix A.5.
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on Ancestral Domain (MoA-AD). Under the MoA-AD, a Bangsamoro Juridical Entity
(BJE) will be established in Mindanao - giving greater autonomy and allowing further
expansion o f the ARMM.3 The MoA-AD faced intense objection from Christian settlers in
Mindanao and the political elites opposed to Arroyo. Both saw the MoA-AD as a ploy to
extend the term of the Arroyo Administration. The constitutionality o f the agreement was
challenged

in

the

Supreme

Court.

Eventually,

the

Supreme

Court

declared

it

unconstitutional because the government signed without prior consultations with
stakeholders from affected communities.’*

The policy thrust of the administradon of Benigno Aquino III (2010-2016) is based on a
stringent anti-corruption campaign, pursuit of inclusive growth through the reduction of
poverty and creation o f jobs, private-public partnerships, emphasis on investment in the
energy sector (e.g. oil and gas exploration), and a final resolution to the conflict in
Mindanao. So far, the Aquino Administration has managed to accomplish gains in
improved governance and reducing corruption. The economy is gaining strength and
growth is inching upward. The country’s credit rating has also been upgraded to investment
grade, reflecting greater business confidence in the country. However, there is much to be
desired in bringing inclusive growth and reducing poverty. The dividends of higher
economic growth are still unevenly distributed and do not trickle down to the poor masses.
The signing of the Framework Agreement on the Bangsamoro (FAB) between the MILF
and the government on 15 O ctober 2012 is a major breakthrough in the peace negotiations
— aimed at establishing lasting peace in Mindanao. Currently, the MILF and the
Government Panel are working on the implementing guidelines and annexes to the Basic
Law for the new framework that will replace ARMM.

2.6 The ARMM

Many writers interchangeably use Muslim Mindanao and the ARMM to mean the same
thing. However, there is a fine distinction between the two. The former refers to areas in
Mindanao where the majority o f residents are Muslim while the latter refers to areas that

37 In the agreement, the BJE shall be empowered to build, develop and maintain its own institutions
necessary for developing a progressive Bangsamoro society. It is inclusive of civil service, electoral,
financial and banking, education, legislation, legal, economic, police, and internal security force,
judicial system and correctional institutions. However, the BJE will still be under the Republic of
the Philippines. In essence, the BJE is more like a federal system of government.
38 A good discussion on the MoA-AD debacle is found in Williams (2010).
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voted to be included in the autonomous region. One is defined based on religious and
ethnic affiliation of the dominant residents and the other based on a legal requirement (i.e.
a plebiscite was held and majority of the voters chose to be includeci in ARMM). In terms
of scope, Muslim Mindanao is larger; many areas dominated by Muslims are not part of
ARMM such as the municipalities of Balo-i, Pantar, Kabacan, and Pikit. There are also
areas within ARMM where the Muslims are a minority. The Municipality of Wao in Lanao
del Sur, for example, is a Christian dominated area.

A series of institutional arrangements were previously established to administer and govern
Muslim Mindanao that served as the precursors to the ARMM. The late President
Ferdinand Marcos, in order to appease the secessionist movement, created the Regional
Autonomous Government in Western and Central Mindanao on 25 July 1979 through
Batas Pambansa No. 20. Most of these institutions lacked permanence because they were
established through administrative order or presidential decree. Lack of support from
secessionist groups and some of the local elites made previous institutions unsuccessful in
fulfilling its mandate. In addition, there were no prior consultations or inputs from
stakeholders in Mindanao before they were created.

The creation of ARMM was the central government’s answer to the demands of the
Muslims and the Bangsamoro to have their own independent state. President Cory Aquino
vigorously engaged stakeholders and secessionist group for a peaceful solution to the
conflict in Mindanao. On 3 February 1987, the Jeddah Accord was signed between the
MNLF and the Government of the Philippines that committed both parties to continue
the negotiation and implement more meaningful regional autonomy. As enshrined in the
1987 Constitution and pursuant to various peace agreements, President Cory Aquino
convened a Regional Consultative Council to formulate a draft of the Organic Act that will
govern an autonomous Muslim Mindanao. When the Organic Act was completed, it is
submitted to the Philippine Congress for approval. On 1 August 1989, President Corazon
Aquino signed the Republic Act 6734 formally establishing the ARMM. By November
1989, a plebiscite was held in Mindanao where only 4 out of 13 provinces joined the
autonomous region.

The main objective of ARMM was to provide development, economic prosperity, and
stability in the region. It has the power to create its own sources of revenues and to levy
taxes, fees, and other charges, subject to the limits set by the Constitution and existing
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national laws. A new law, Republic Act 9054, was introduced on 31 March 2001 and
further expanded the scope and powers of ARMM. A new plebiscite was held and the
province of Basilan, except the city of Isabela, was added to the autonomous region.

Figure 2.7 shows a map of the ARMM. It is composed of the five provinces of Basilan
(excluding Isabela City), Lanao del Sur, Maguindanao, Sulu, and Tawi-tawi, and has two
component cities (Lamitan and Marawi), eight congressional districts, 116 municipalities,
and 2,490 barangajs. ARMM has a total area of 26,974 kms2, roughly 9 percent of total land
area of the Philippines, with a population of 3.3 million as of 2010 representing around 3.6
percent of the country’s population. ARMM is headed by a Regional Governor, Regional
Vice-Governor, and Regional Legislative Assembly (composed of 27 members from
districts and sectoral representatives). These officials are elected directly by the people with
three years terms of office. The regional executive branch has ten cabinet members
appointed by the regional governor subject to confirmation by the Regional Legislative
Assembly.
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Although the ARMM is autonomous in nature the com ponent LG Us enjoy more financial
autonomy and independence than the regional government. The region’s budget is subject
to review by Congress like any other government department, where ARMM Officials are
required to appear before a Congressional Committee to justify their budget proposal. In
contrast, the budgets for LGUs are automatically appropriated without Congressional
hearing or the need for local government executives to defend it in Congress. Since its
creadon the ARMM has remained dependent on the national government for its budgetary
needs. Almost all its funding needs are subsidised by government, and without this the
regional government could not function (Diaz 2003). It does have the power to create its
own sources of revenues through taxes and levying of fees; however, it must be over and
above the existing tax already imposed by the national government. And even if ARMM
passed regional laws to increase taxes, it is doubtful it can raise revenues due to scarcity of
commercial activities in the region.

Most o f the line agencies o f the national government were devolved to ARMM, including
education, agriculture, public works and highways, social welfare, health, and environment.
However, the devolution o f powers to the regional government was not as clear-cut and
problems arise as to who is responsible for what.39 For example, the regional governor
exercises general supervisory power over LGUs in ARMM; however, he does not have
control over the budget or the actions o f local executives. The multiplicity o f institutions,
overlapping functions and lack o f clarity in jurisdictional boundaries resulted in more
problems and an absence o f a cohesive strategy to manage the resources of the regional
government (World Bank 2005). Moreover, the devolution mandated by the 1991 Local
Governm ent Code to LGUs and the regional government in ARMM were not being fully
implemented because o f neglect and lack o f understanding by local officials o f the laws and
rules governing those mandate.

Sadly, ARMM failed to achieve its stated goals and objectives o f bringing socio-economic
development and lasting peace in Mindanao. Gutierrez and Vitug (2000:186) observed that
“ARMM is widely perceived as corrupt, wasteful and riven by internal wrangling with
oversized, demoralised and mostly inept bureaucracy” . The bureaucracy of ARMM has
turned into another source of opportunities and privilege for Moro politicians to exploit
and place their relatives and supporters (Concepcion, et al 2003). Central government
meddling in the affairs o f the region and a lack o f genuine support, in terms o f providing
39 See Parcasio (2011) for a detailed discussion of the unresolved issues of devolution in ARMM.
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all the necessary needs, and building the capacity of the region, also contributes to
ARMM’s failure. In 2012, for example, almost 90 percent of ARMM’s budget went on
personnel salaries, maintenance and other operating expenses; only a small amount remains
for

capital

outlay

and

development projects.

Corruption,

mismanagement,

and

incompetence in the regional and the local government are major contributors in the
region’s inability to achieve its mandate (Ferrer 2010).

2.7 Summary
“I would rather have a country run like hell by Filipinos than a country run like heaven by
the Americans, because however bad a Filipino government might be, we can always
change it” said Manuel L. Quezon, the First Commonwealth President (1935-1944) during
the American Colonial Period. Quezon’s words seem self-fulfilling as the economic
performance of the Philippines since independence followed a hellish roller-coaster ride of
unpredictability closely mimicking the country’s political upheavals.

Various policies implemented by successive administrations, notably the importsubstitution industrialisation and protectionist policy, were economically detrimental to the
country’s growth. These policies served well the interest of the oligarchy, which is strongly
embedded in the Philippine polity and held sway in the political and economic arena. Most
often economic policies were adapted because of political expediency rather than economic
necessity, resulting in the country’s inability to post a better economic performance and
adapt to the changing global economy.

The task of undoing the inimical policies started at the end of the Marcos Era and the
return to democracy in 1986. Commenced by late Cory Aquino and implemented in earnest
by her successor, Fidel Ramos, the country entered a period of liberalisadon of foreign
trade and investment, deregulation of industries, privatisation, decentralisation, and fiscal
reforms, among others. These reforms started to bear fruit until the 1997 Asian Financial
Crisis and series of natural calamities muffled the gains.

Then in 1998, Joseph Estrada was elected to the presidency, without a clear economic
policy and with a belligerent approach to the conflict in Mindanao, and the country’s
economy slowed down. Soon Estrada was implicated in plunder and corruption cases that
led to his impeachment. Disappointment in the impeachment proceedings led to a popular
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revolt that removed him from office by 20 January 2001. He was later found guilty of
plunder by Sandigan Bajan and quickly given a presidential pardon by his successor.

Gloria Arroyo assumed the presidency and began pursuing reforms and further
liberalisation. However, Arroyo’s ability to govern was overshadowed by allegations of
corruption and legitimacy —she was accused of winning her second term in office through
massive electoral cheating. An uncooperative Congress that blocked not only her budget
proposals but also most of her policy choices also hampered Arroyo. Nevertheless, the
Philippines posted good economic performance and may have entered a period of catching
up with the rest of its neighbours. Moreover, with the election of Benigno Aquino III a
breath of fresh air and economic optimism blew into the country’s political and economic
landscape. His stringent anti-corruption campaign and reform-oriented policies further
facilitated the country’s transition to better economic performance.

The economic landscape of the Philippines is marked by wide spatial disparity, where
economic activity are mostly concentrated in urban areas, especially Metro Manila and its
neighbouring provinces. Distribution of income is also highly uneven while the economic
growth among regions varies considerably. Some of the contributors to this observed
diversity are historical legacies, geography, and the industrialisation policies adopted by the
country. Although the government has been trying to disperse development and achieve a
more inclusive growth since the early 1970s, spatial disparity, a large gap in income
distribution, and high poverty incidence persist.

Political power in the country7has generally been centralised. The passage of the 1991 Local
Government Code brought decentralisation and greater autonomy to local government.
However, the central government still holds considerable influence over local government
through the provisioning of national projects, access to central government resources, and
priority7 in the budget. Thus, it is common practice among local government executives to
ally themselves with the incumbent president.

The results of decentralisation have been mixed; it has been neither a notable success nor a
disappointing failure (Balisacan, Hill, and Piza 2008). Differences in the level of
development, local institutions, competence of local bureaucracy, and the socio-economic
conditions of the areas cause some local government units to perform better than others.
Some local governments become more experimental and innovative under decentralisation;
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these good traits of local governments were influenced by financial capacity, competence of
local executive, quality of the electorates, participation of civic society, and socio-economic
conditions of the local population (Capuno 2011). The quality and type of policies in the
national level also influenced the success of decentralisation in the local government.

Mindanao holds a lot of promise for the overall economic development of the Philippines.
The region has wide expanse of land and that is rich natural resources, which can sustain
decades of high economic growth. It is considered the country’s food basket, supplying
over 40 percent of the country’s food requirements and contributing more than 30 percent
to national food exports as well as contribute more than 20 percent of the total mining
output of the Philippines (NEDA 2010). However, Mindanao remains one of the major
development hurdles of the country and its potential has not been translated to sustained
socio-economic development. Poorly designed policies of the government and the
successive influx of settlers have further exacerbated the problem. Prolonged conflict and
marginalisation has also resulted in poor development outcomes especially in conflictaffected areas.

The establishment of ARMM as a way of bringing economic development and peace in
Mindanao failed partly due to lack of substantial support from the national government as
well as corruption and mismanagement of regional and local executives. In addition, the
existing conflict, weak institutions, insufficient human capital, deficient infrastructure, and
security problems remain as major obstacles in achieving lasting peace and socio-economic
development in ARMM.
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A b stract o f C h a p te r 3

This chapter focuses on the per capita income growth and dynamics of the 73 provinces of
the Philippines from 1985 to 2009. It answers the following questions. First, is there a
provincial income convergence? Second, what are the dynamics of provincial income
inequality? Third, is there a polarisation or “club convergence” among the provinces of the
country? Results show that from 1985 to 1997 there was an absolute convergence and
declining income inequality. However, from 1997 onwards, the provinces experienced
increasing growth divergence and income disparity. Evidence also suggests the formation
of three convergence clubs: some provinces converge at 75 percent of the average
provincial income for all provinces; another group at 125 percent higher than average; and
the majority of the provinces cluster around the average. There is also evidence of
economic polarisation where some provinces stagnate while others grow rapidly. And the
income gap between fast growing provinces and lagging provinces are increasing over time.

55

C h a p ter 3

Provincial Income Dynamics

A n imbalance between rich and poor is the oldest and most
fa ta l ailment o f all republics.

-Plutarch (Greek Historian, 4 6 - 120 AD)

3.1 Introduction
Since 1986 successive Philippine administrations have tried to usher in wide-ranging
economic and social policy reforms aimed at sustaining income growth, increasing
employment, eradicating poverty, providing stable prices, liberalising the economy,
improving wealth distribution, and achieving more inclusive growth (Canlas, Khan, and
Zhuang 2009). These reforms have led to a modest 4.1 percent annual growth rate in GDP
from 1986 to 2012. However, the country’s improved economic performance has not
translated to substantial progress in poverty reduction and reducing spatial income disparity
among provinces —suggesting that growth has not been sufficiently inclusive (World Bank
2010).

The current president, Benigno Aquino III, has pursued further reforms to strengthen the
economy, improve governance, and achieve growth that is more inclusive. His stringent
anti-corruption campaign, have earned praise from various institutions and have translated
to better business confidence. For instance, the International Monetär}7 Fund Chief
Christine Lagarde praised the Philippine Government for its reforms and good
management of the economy, citing a GDP growth rate of 6.6 percent in 2012 —one of the
highest in Asia - amidst global economic slowdown (Martin 2012). The country may have
reached a turning point of better economic performance but it is too early to tell since
there is still a need to address various issues such as fiscal and civil reform as well as
adequate investment in infrastructure (Bird and Hill 2008).
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If the country is indeed transitioning to better economic performance in the years to come;
then it matters to explore how the anticipated growth will trickle down to individual
provinces. Will the benefits accrue mostly to relatively open and well-connected provinces
with higher levels of development, and bypass others? Or will lagging provinces hitch a ride
and achieve faster growth too?

Historically, economic growth since independence has been unevenly distributed, usually
falling to those who already command sizeable infrastructure, financial, commercial, and
informational resources (Ranis Report 1974; Pernia, Paderanga, and Hermoso 1983;
Bautista 1997; Krinks 2002; Balisacan and Hill 2007). From a household perspective,
Balisacan (2011) found that although the country has been economically growing in recent
years this has largely bypassed the poor. Balisacan further adds that the estimates of income
poverty show that the proportion of the population deemed poor has remained largely
unchanged since 2000, even as the economy grew at an average of about 4.6% a year. Reyes
and Tabuga (2011) observed that from 2003 to 2009, the economy consistently grew but
the number of poor Filipinos actually increased from 19.8 million to 23.1 million — a
significant portion of the economic gain went to private corporations of around 3 trillion
pesos ($0,063 trillion) and to the households of around 2.4 trillion pesos ($0.05 trillion).
Thus, economic growth mostly benefits private corporations, owned by upper classes of
society and better-off families further deepening the gap between the rich and the poor
(Shahani 2011).

If history is any indication most of the growth in the country has primarily accrued and will
continue benefit mostly the National Capital Region (i.e. Metro Manila), its neighbouring
regions, select provinces, and highly urbanised areas such as Cebu and Davao. The
consequence of this is likely to be higher spatial inequality in the future, as some provinces
benefit more than others do in the anticipated higher economic performance of the
country.

As previously mentioned, spatial disparities and uneven development across the regions
and provinces of the Philippines is well documented.1" According to Pernia, Paderanga, and
Hermoso (1983) historical legacy and government policies have influenced the unequal
40 See Ranis Report 1974, Pernia, Paderanga, and Hermoso (1983), Krinks (2002), Balisacan and
Hill (2007), Canlas, Khan and Zhuang (2009).
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distribution of economic activity and uneven development. First, during the colonial period
the placement of industrial, commercial, and agricultural establishments favoured regions
with existing infrastructure and access to export markets. Second, the Import Substitution
Period (1948-1960) saw most industrial and commercial establishments being located in
Metro Manila, neighbouring provinces, and highly urbanised areas. Third, the Decontrol
and Devaluation Period (1960-1968) did not alter the choice for investment —firms still
chose Metro Manila, Southern Tagalog, Central Luzon, and other urban centres like Cebu
and Davao cities. Fourth, during the Regional Awareness Period of the 1970s that ushered
in decentralisation of administrative functions, investment and export incentives did not
substantially change the existing spatial disparity in economic activities.

In the 1980s, solving the fiscal problem of the country became the dominant issue and little
concern was given to address regional inequalities (Sicat 2011). Balisacan, Hill, and Piza
(2009) found that the government’s allocadon of scarce infrastructure funds has had
implications for regional development patterns and the new driver of spatial development
has been the location decisions of export zones. Finally, Hill (2002) noted that regional
economic disparities hamper economic growth and those countries with relatively even
spadal distribution of income are likely to grow faster than others.

If spatial income disparity is the core of poverty and inequality problems in the country,
then policy reforms aimed at reducing these disparities would have to be central elements
in poverty reduction programs and inclusive growth policy (Balisacan and Fuwa 2004).
Moreover, considering that the country could be heading towards better economic
performance, it is, therefore, interesting to investigate the income dynamics and
distribution of growth across the provinces of the Philippines.

This chapter will focus on answering the following questions. First, is there an absolute
convergence in income across the provinces of the Philippines? Second, what are the
dynamics of provincial income inequality? Third, is there evidence of polarisation or “club
convergence” among the provinces?

This chapter will contribute to the literature by

examining a longer time period (i.e. from 1985 to 2009), decomposing the performance of
provinces into major island groups (Luzon, Visayas, and Mindanao), and giving a detailed
trend of spatial income disparides. In addition, a mapping of income dynamic distribution
will be undertaken to see whether there is polarisation or “club convergence” among the
provinces of the country. Understanding whether there is income convergence and
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whether spatial disparities are increasing across the provinces have certain policy
implications. If large disparities exist, one would be to prioritise those provinces that lag
behind in terms of provisioning public goods and sendees, infrastructure, and other
development programs of the central government.

The chapter is organised as follows. Section 3.2 discusses previous studies related to the
key questions and provides a brief literature review. Section 3.3 presents theories and
methodologies used in the study. Section 3.4 explains the data and their sources. Section
3.5 provides the results of absolute convergence tests and some discussion. Section 3.6
presents the analyses of income inequality and its characteristics from 1985 to 2009.
Section 3.7 deals with income distribution dynamics and Secdon 3.8 summarises the
findings.

3.2 In c o m e In eq u a lity , C onvergence, an d D istrib u tio n

Income Inequality

Provincial inequality —the different level of per capita income across provinces —matters in
the Philippines not only because of its moral dimension but also because highly unequal
society tends to affect policies, poverty7, and the economic performance. For example,
Metro Manila and Cebu are major economic hubs in the country and relatively welldeveloped with large population size and these give them considerable influence in the
policies and provisioning of government resources. They tend to receive a larger share of
investment in infrastructure and funding from the central government and Overseas
Development Aid (ODA). In addition, Reyes and Tabuga (2011) argue that in the
Philippines, income distribution plays a vital role in whether poverty7 increases or decreases
- that is, areas with lower levels of inequality tend to reduce poverty7 at a faster rate
compared to other areas with higher levels of inequality. Moreover, provinces that lagged
behind happen to have large poor constituents and are unable to contribute to the
country’s economic growth (HDN 2005; HDN 2013).

From a national perspective of inequality7, Kuznets (1955) was the first to hypothesise that
a natural cycle of economic inequality happens as a country develops, wherein inequality7
tends to increase during the early stages of development and subsequently decline when a
certain income threshold is reached. This is often referred to as the Kuznets Curve. Todaro
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and Smith (2011) observed that higher inequality in developing countries is not a good
condition for self-sustaining economic growth.

Benabou (1996) made a strong case about the Philippines and South Korea: during the
early 1960s both countries had the same economic aggregates in terms o f G D P per capita,
population, level of urbanisation, primary and secondary enrolment except in the area of
inequality. Benabou argues that the stark difference in inequality between the two countries
may have played a role in their divergent growth. During the 1960s, the income share of
the top 20% to the bottom 40% o f the population in the Philippines was twice as large as
South Korea. During the succeeding decades South Korea managed to achieve a fivefold
increase in output while the Philippines barely doubled its output. A study by Easterly
(2007) found that high structural inequality can be a severe hindrance in creating a
mechanism by which economic development can be achieved —meaning inequality causes
underdevelopment.41

Williamson (1965) was one o f the first to investigate regional inequality and its relation to a
country’s stage of development. Williamson observed a systematic pattern o f increasing
disparities followed by subsequent decline in inequality as a country proceeds along a
development path. This provides some empirical evidence for the existence of Kuznets
curve. One reason for the increase in inequality can be attributed to economic
agglomeration, where urban centres tend to grow rapidly by attracting capital and skilled
labour leaving the periphery to lag behind. Eventually, at a certain level o f economic
development the growth will trickle down to the periphery7 and result in a decline in
inequality.

O n the other hand, Myrdal (1957) argued that inequality can persist and widen as the gap
between poor and rich region are reinforced by a “circular and cumulative causation
process” that a small initial change magnified over time to become substantial. Myrdal
suggested that two forces are at play to create divergence: external economies in the rich
regions and “backwash effects” that retard growth among poor regions. Backwash effects
41 Engerman and Sokoloff (1997) hypothesised that the elite in Latin America opposed democracy
and investment in education among the poor because they wanted to maintain the existing
inequality to keep themselves in power. Easterly (2007) tested and found evidence on the said
hypothesis. He argued that the local elite are afraid that with better education the poor, who are the
majority, will be more politically active and discerning and may threaten the elite’s control of power
and redistribute income. Put simply, the local elite, who control political and economic power, want
to maintain the existing high inequality so they can continue to rule over the poor majority.
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happen when the economic growth of a certain region adversely affects the growth of
another and usually arise from the movement of capital and skilled labour from the lagging
region toward the most prosperous region as well as an increase in production efficiency
associated with the geographical concentration of economic activities in rich regions.

Evidence from the literature on the relationships between inequality and economic growth
is mixed. Other studies show that high income inequality tends to inhibit future overall
income growth (Alesina 1998; Deininger and Squire 1998; Berg and Ostray 2011). Others
argue that inequality can be a catalyst for higher economic growth (Forbes 2000; Li and
Zou 1998). Forbes (2000) found a positive relationship between inequality7 and economic
growth in the short and medium term: an increase in a country’s level of income inequality7
has significant positive effects on subsequent economic growth.

Berg and Ostray (2011) also found that increasing the length of a growth momentum (i.e.
prolonged and sustained growth in GDP) is critical in achieving income equality over the
long run. Berg and Ostray confirmed that countries with more equal income distribution
tend to have significantly longer growth spells. As Aghion and Williamson (1999:33)
concluded that “overall, inequality actually proves bad for growth in several circumstances”
and redistribution creates opportunities, improves borrowers’ incentives and reduces
macroeconomic volatility, thereby, enhancing growth. Barro (2008) found that the
relationship between inequality and growth disappears when the effects of education,
fertility, and investment were controlled, suggesting that inequality does not have a direct
effect on growth beyond its impact on other variables (i.e. through education, fertility, and
investment).

In the Philippines, however, the high levels of inequality appear to hamper better economic
performance (Shahani 2012). Balisacan and Pernia (2002) observed that concentration of
economic power and control in a few hands leads to higher income inequality7 and
subsequently inhibits growth in the local economy. Mapa, Balisacan, and Briones (2006;
2009) found that higher level of inequality has detrimental effect on provincial per capita
income growth.

One plausible reason why higher inequality hinders growth is through its effect on human
capital and uneven access to resources. Provinces with high level of inequality will tend to
have uneven distribution of human capital accumulation, usually falling on the upper
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classes of society. Moreover, access to capital and other means of increasing productivity
are often available only to better-off members of society. Perotti (1996) found that one
channel through which inequality may affect economic growth is through higher savings
since more equal society tend to save more and, consequently, invest more than highly
unequal ones. Put another way, a province with relatively even income distribution would
have a broader access to education, resulting to more people being trained and educated.

Income Convergence

There are a limited number of studies in the Philippines investigating income convergence
from a provincial or regional level. One of the first studies on provincial income
convergence in the Philippines was conducted by Balisacan and Fuwa (2003). They used
provincial per capita expenditures and found that absolute convergence was around 10.7
percent during the period 1988 to 1997. However, a succeeding study by Balisacan (2007)
using provincial per capita income suggests a much lower convergence rate of 2.2 percent
during the period 1988 to 2003.

On a regional level, Manasan and Mercado (1999), using regional per capita income data
from 1975 to 1997, found that absolute convergence among the regions of the Philippines
is at around 2 percent a year. Subsequently, a study by Manasan and Chatterji (2003) based
on a data for 1975-2000 showed convergence to be 0.67 percent and not statisdcally
significant — meaning no income convergence was found. Toya, Hosono, and Makino
(2004) also found that from 1980 to 2000 there is no evidence to suggest regional
convergence. This is further confirmed by Mapa, Sandoval, and Yap (2009) who concluded
that from 1988 to 2007 seven out of fourteen regions of the country converged towards
the national average income while six regions lagged behind.

It should be noted that provincial and regional analyses of convergence are not comparable
due to differences in the unit of analysis. Regional study is more general in scope because it
considers all provinces within a region as single unit. In contrast, provincial study is more
detailed since it takes individual provinces as unique. The number of unit for analysis in
regional study is also smaller compared to provincial study. As of June 2012, there are only
17 regions in the Philippines compared to 80 provinces. Moreover, region serves merely as
an administradve division to organise provinces without any political power.
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Income Distribution

A convergence club is simply the phenomenon where economies tend to group together in
terms of income per capita, productivity, education, and other measurable groupings such
as dividing the world economies into developed and developing countries (Baumöl 1986;
Ben-David 1994; Quah 1995; Galor 1996). It explains why some economies tend to
converge into higher income groups while others clump together at a lower income level.
OECD countries, for example, tend to converge to a higher income per capita than do
countries in Africa. One of the first to empirically test this phenomenon is Baumöl (1986),
who used data for 1870-1979 and found that 16 industrialised economies (i.e. market
oriented countries) tend to form a convergence club with a higher income per capita while
those centrally planned economies (i.e. communist countries) tend to form a club of their
own with lower income per capita.

Subsequent studies have refined and proposed various methodologies to measure and test
for club convergence among economies (Friedman 1992; Ben-David 1994; Bianchi 1995;
Quah 1996: Canova 2001; Henderson and Russel 2001; Postiglione, Benedetti, and Lafratta
2010). Generally, the findings of most cross-country empirical studies point to the
existence of club convergence among the economies of the world, where developed
economies tend to achieve higher per capita income followed by a middle group of
countries with average income levels while others, notably poor African countries, cluster
at a very low income group. Dowrick and DeLong (2003) provided a detailed historical and
descriptive account of club convergence among the economies of the world and the effect
of globalisation on growth convergence.

Many studies have also been conducted on analysing the income distribution across regions
or states within a country. Barro and Sala-i-Martin (1992b) found clear evidence of income
convergence in the 47 Prefectures of japan and 48 States of the United States —meaning
poor prefectures or states are growing faster than rich ones and the income inequalities
between prefectures or states are declining over time. While Johnson and Takeyama (2003)
found that in the United States there are three convergence clubs among states where
population, infrastructure, initial densities of post offices, and number of telephone cables
are some of the determinants of club membership.
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In China, Hao (2008) found two convergence clubs am ong the regions that exhibit
strikingly different behaviours, which they attributed primarily to differences in hum an
capital and infrastructure; where regions in the coastal areas achieved higher incom e levels
than those within inner China. M aasoum i and W ang (2008) also found convergence clubs
and rejected the notion that regions o f China are converging on the same incom e level. The
convergence o f regions into high and low-incom e clubs becam e prom inent during the post
reform in the country. M ost empirical studies have found that divergence betw een coastal
provinces and interior provinces o f China have been due to differences in hum an capital
and infrastructure as well as the rate o f technological progress (Weeksa and Yaoa 2003).

In India, Bandyopadhyay (2004) found the existence o f two incom e groups brought about
by the disparate distribution o f infrastructure and to an extent by a num ber o f factors such
as capital expenditure and fiscal deficits am ong states. Kalra and Sodsriw iboon (2010) also
reported strong evidence o f club convergence am ong high and low-incom e states in India.
Kar, Jha, and Kate ja (2010) found that there is incom e polarisation in India - poor states
are being left behind while rich states are growing faster. This situation increases the
possibility o f conflict due to unequal gains from econom ic growth.

In A SEA N , there is also evidence o f spatial disparities or “club convergence” within the
provinces or states o f m em ber countries.42 In Indonesia, Yidyattama (2008) found the
existence o f club convergence where m ineral rich provinces (e.g. Aceh, Riau, and East
Kalimatan) can have large differences in hum an capital level, infrastructure, and natural
resources com pared to p o o r provinces (e.g. W est N usa Tenggara, Southeast Sulawesi, and
Maluku) resulting in different incom e levels. Basri and Hill (2011) observed that there is a
great sub-national diversity within Indonesia, where the richest provinces have m ore than
12 times the per capita G D P o f the poorest provinces. In addition, Hill, Resosudarm o, and
Vidyattama (2008) found no significant changes in the concentration o f econom ic activity
across the m ajor island groupings in Indonesia — it still clusters around key regional
econom ies, notably that o f java.

In Malaysia, as observed by Krimi, Yusop, and H ook (2010), wide disparities in
developm ent also exist. They point to the existence o f club convergence where states like
Sabah and Sarawak are being left behind in term s o f developm ent. T he Malaysian

42 See Hill (2002) for detailed survey of spatial disparities in the developing economies of East Asia.
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Government recognised the widening inequality across states and added inclusive growth
as one of the major objectives of the National Development Plan (Habibullah et al., 2012).

In Thailand, there is also an income convergence club among provinces into high and low
income groups. Potipiti (2009) found that provinces diverged in per capita output during
the period 1981 to 2005, which was primarily driven by the difference in production
structure. According to Kittiprapas (1999), the major causes of unbalanced growth across
provinces in Thailand are the severe differences in infrastructure development, natural
endowments, and productivity.

In the Philippines, aside from the study of Balisacan and Fuwa (2003a; 2003b), not much
study has been undertaken to investigate the income distribution dynamics or income
convergence club among provinces. Balisacan and Fuwa found no indication of “twin
peakedness” or club convergence among the provinces of the Philippines during the period
1988 to 1997. Some studies on provincial income imply the existence of club convergence
(HDN 2005; Mapa, Balisacan, and Briones 2009). These studies mention the persistent low
incomes among the provinces of ARMM, CARAGA, and Eastern Visayas while provinces
close to Metro Manila and other highly urbanised areas to have higher income. From a
regional unit of analysis, Mapa, Sandoval, and Yap (2009) suggest that there is evidence of
club convergence, where some regions converge to a higher level of income while others
lag behind.

3.3 T h eo ry an d M e th o d s

The neoclassical growth model introduced by Solow (1956) and Swan (1956) predicts that
given the same access to technology and behavioural parameters economies will eventually
converge into their steady-state growth. This is based on the assumption of marginal
diminishing return on capital where poor economies with scarce capital will grow at a faster
rate compared to rich economies that have abundant capital. Since poor economies, due to
scarcity of capital, tend to provide higher returns and, thus attract capital to move from
rich to poor economies. Eventually the income between rich and poor economies will
converge over time. This is more likely to happen within countries where there is a free
flow of capital, technology, and labour.
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The convergence hypothesis (also known as catch-up effect) can be summarised as a
progressive decline over time of the difference in incomes per capita between rich and
poor economies. The hypothesis has two cases namely absolute and conditional
convergence. Absolute convergence (also referred to as Absolute Beta-convergence) occurs
when the parameters that characterise the steady states of groups of economies are
identical and they only differ in their initial level of per capita income.

This is most likely to happen among regions inside a country where the economic
landscape and policies are more homogenous. Conditional convergence takes account of
the heterogeneity across economies by dropping the assumption that all economies have
the same steady-state and consider each economy to converge to its own steady-state. In
analysing the conditional convergence among economies, aside from the initial level of per
capita income, various determinants of steady-state level are included such as education,
population growth, savings, investments, and infrastructure.

Absolute Convergence

The seminal paper by Barro and Sala-i-Martin (1990) introduced the methodology to
measure absolute convergence, which generally involves estimating a growth equation in
the following form:

Yu ,c+t = a - ß l og(yic) + £it

where

(3.1)

annualised per capita income growth rate of

different economies during the study period and

is the initial income of i’s economy at

time /, if the estimated ß is negative it follows that the economies under study exhibit
absolute convergence, namely, there is a negative relationship between per capita income
growth and initial income level. This suggests that poor economies are growing faster and
may be catching-up with rich economies. The estimated value of ß also indicates the speed
of convergence and the rate at which economies approach their steady-state. It also
provides a way to compute the half-life, or the time required for current income disparities
to be halved.
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Most studies have found evidence of convergence across economies of the world especially
if they have the same characteristics (Mankiw, Römer, and Weil 1992; Barro and Sala-iMartin 1992b; Islam 1997; Evans and Karras 1997). Sala-i-Martin (1996:1326), surveying
the literature on convergence, observed that “the estimated speeds of convergence are so
surprisingly similar across cross-sectional datasets, that we can use a mnemonic rule:
economies converge at a speed of 2 percent per year”. However, others have observed that
the central tendency of convergence to cluster around 2 percent could arise from reasons
unrelated to the dynamics of economic growth (De Long 1988; Friedman 1992; Quah 1995;
Bernard and Durlauf 1996). They point to the validity of the assumption that all economies
under study obey the same linear model, which is highly unlikely. Another criticism was the
choice of sample economies and the study period affected the results — meaning the
analysis can have “selection bias”. Moreover, Quah (1995) argued that convergence tests
could be susceptible to Galton’s fallacy or regression toward the mean and, hence, the
observed 2 percent per year convergence in most studies.

Related to absolute convergence is the concept of sigma-convergence. The focus of sigmaconvergence is on the disparities or income gap across economies over time. It is a process
whereby the income gap between poor economies and rich economies declines over time.
For sigma-convergence to happen it is essential that absolute convergence take place —
meaning poor economies are growing faster while rich economies are slowing down (Barro
and Sala-i-Mardn 1992b). Put another way, when the dispersion of income across
economies falls over time, there is sigma-convergence and when the partial correlation
between growth in income over time and its initial level is negative, there is absolute
convergence (Young, Higgins, and Levy 2008).

Figure 3.1 illustrates the relationship between absolute convergence and sigma-convergence.
Graph A highlights the existence of absolute convergence where the relationship between
initial income and growth is negative. It follows in Graph B that income dispersion declines
over time. As a result in Graph C the income gap between two economies A and B
decreases and they will eventually reach the same income steady-state level. The opposite is
shown in Graph D where there is a positive relationship between initial income and growth.
This means that rich economies are growing faster than poor ones, resulting in increases in
income dispersion — shown in Graph E. Thus, in Graph F the income between two
economies A and B widens over time resulting in divergence.
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Figure 3.1 Relationship between Absolute beta-convergence and sigma-convergence
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Sigma-convergence

Nearly all measures of sigma-convergence rely on measuring the level of inequality or the
coefficient of variation among economies using per capita income or expenditures. In most
examples the measure of sigma-convergence usually involves the use of two indices to
provide a better picture of income disparities over time. There are six most commonly used
sigma-convergence measures in the literature on growth, namely, Coefficient of Variation
(CV), Williamson Inequality Index, the Gini Coefficient, the Atkinson Index, the Theil
Index, and the Mean Logarithmic Deviation (MLD). Each of these measurements has its
own strengths and weaknesses. MLD is more sensitive to changes at the lower end of the
distribution. The CY is responsive to changes in the upper end of the distribution while the
Gini Coefficient is more sensitive to changes in inequality around the median (see Monfort
2008). The choice of a sigma-convergence test may sometimes provide different results.
Thus, it is generally recommended to use a mix of indices to describe the changes and
extent of income disparities over time.
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In this chapter, 1 will use three of the most commonly used measures of income dispersion,
namely, the CV, Weighted Williamson Inequality Index, and Theil Index. These three
methods taken together can provide a better picture of the income inequalities. Weighted
Williamson Inequality Index, for example, takes into account the population share of each
province while the Theil Index allows the decomposition of inequality to measure the
contribution of certain groups of provinces on the overall inequality7.

The CY is a normalised measure of dispersion of a probability distribution expressed as a
percentage. It is defined in the following equation:

(3.2)

where er is the standard deviation and y the mean, showing the extent of variability in
relation to the mean of the population. The measurement of CV only takes positive values.
It is often reported as a percentage by multiplying the above calculation by 100. The CY is
often preferred to the standard deviation, which has no interpretable meaning on its own
unless the mean value is reported.

Williamson’s (1965) seminal paper is one of the first to introduce a weighted and
unweighted index to measure income dispersion and inequality among different economies
or regions. He proposed two ways of measuring regional inequality: the weighted
coefficient of variation by a region’s share of population and the unweighted coefficient of
variation by region share of the population but weighted by the number of regions. This
chapter will use the Weighted Williamson Inequality Index computed based on the
following equation:

_

Kv =

\

li(yi-y)
( 3 .3 )

where ^w eig h ted coefficient of variation, y t-per capita income of region l, y national per
capita income, f{ population in region l, and n national population.

The Theil Index is a useful measure of sigma-convergence when disaggregating the
inequality across economies. It is a special case of a generalised entropy index with
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coefficient 1 that measures not only inequality but also redundancy, lack of diversity,
isolation, and segregation, among others (see Cowell 1980; Concei^ao and Ferreira 2000).
The Theil index is considered an appropriate measure in dealing with data with some
degree of aggregation or hierarchy such as high and low income regions (Concek^ao,
Galbraith, and Bradford 2000). One reason for the suitability of the Theil index in
measuring sigma-convergence is due to its decomposability, namely, it can account for the
group’s inequality' and each subgroup’s contributions to overall inequality7 (Alasia 2002).
The following equadon is used to compute the Theil Index:

where n is the number of regions in the country,J/^, is the per capita income of the region
indexed b y ^ (subgroup of region), and pi is the country’s average per capita income. If
every region has exactly the same income, T will be zero. This represents perfect equality
and is the minimum value of Theil’s index. If one province has all of the income, T will
equal In(n)\ this represents utmost inequality7and is the maximum value of Theil’s index. In
order to normalise the equadon to range from 0 to 1, I is divided by \n{n).

To decompose the population into mutually exclusive and completely exhaustive groups
(e.g. grouping regions into high and low income levels), the Theil Index is reformulated
based on the following equation:

T = Tg +
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(3.5)

Based on Equadon 3.5 the Theil index is made up of two components, the between group
element Tg and the within group element T^ . When aggregated data are available instead
of individual data, 7^, can be used as the lower bound for the populations’ value of Theil
index. The between group element of the Theil index can be written as:

r, =

(© . © . In©)

M
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where I indexes the groups, p i is the population of group /, P is the total population, jy is
the average income in group /, and p is the average income across the entire population. Tg
is bounded above by

the natural logarithm of the total population is divided by

the size of the smallest group. This is attained when the smallest group holds all the
resources. When the data are hierarchically nested the Theil index must increase or stay the
same as the level of aggregation becomes smaller (e.g. Tcountry > Testates) —
Tg (county) — Tg(town))- The Theil index for the population equals the limit of the between
group Theil component as the number of groups approaches the size of the population.

Income Distribution Dynamics

There are many methodologies to verify the existence of club convergence within regions
of a country. Quah (1995; 1996) introduced the method of examining income distribution
dynamics over time to reveal the existence of club convergence. The method is as follows:
assuming that a region’s income, y n can take values inside distribution set D ( , which
denotes the distribution of incomes across provinces at time t, then the evolution of D r can
be described by a law of motion:

Dt+1

=

M ■D t ,

t>

1

where M is usually defined as the transition probability matrix of a Markov process that
maps and tracks where entities (e.g. region or country) in the starting period D t ends up in
the ending period D l+1. The dynamics of D t are similar to a first-order autoregressive
process but instead of using scalars or vectors of numbers it uses distributions as values.
Within M is some information on whether a certain region will move up, down, or remain
steady in its income level. According to Quah (1996), simply focusing on means or
standard deviations of the sequence D t is not enough because it does not provide
information on intra-distribution movement. Further, an iteration of Equation (3.7) yields a
predictor for future cross-section distribution as:

Dt+S = (M • M ■M ■ ... M ) ■Dt = M s ■Dt ;
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(3.8)

as s approaches infinity or as incom e approaches the steady-state level, one can likely
characterise the longrun distribution o f provincial incom es that will probably give rise to
certain group o f provinces having higher incom es than the rest while others remain stuck
in a lower incom e level. A lthough Q uah (1996) suggests the existence o f a “ tw in-peak” or
bimodal distribution o f incom e across countries, there is no reason to believe that this will
also be the case for regions within a country. T here could be m ore than two peaks or a
m ultim odal distribution.

3.4 Data

The main sources o f data for this chapter are the various issues o f the Family Incom e and
Expenditure Survey (FIES) published every three years by the N ational Statistics Office
(NSO).4' The FIES is a nationwide survey o f households aimed at gathering data on family
incom e and expenditure. It includes, am ong others, levels o f consum ption by item o f
expenditure as well as sources o f incom e in cash and in kind. It also discusses the living
standards, disparities in incom e, and spending patterns o f families belonging to different
income groups. Related inform ation on family em ploym ent, occupation, age, educational
attainm ent, and other housing characteristics are also included in the survey. The statistics
provided by FIES are used to estim ate poverty thresholds and incidences. It also provides
insights into socio-econom ic status as well as consum ptions patterns in the country. In
addition, the data gathered by FIES are vital to planning the evaluation o f econom ic
developm ent and form ulation o f w elfare-oriented policies.44

This chapter makes use o f time series data on real incom e per capita o f the 73 provinces o f
the Philippines from 1985 to 2009. Provincial per capita incom e is based on 1997 prices
and indexed based on the provincial cost-of-living allowances developed by Balisacan
(2001). Indexing o f per capita incom e will address the inherent price differences across
provinces. The N ational Capital Region (i.e. M etro Manila) is the reference point, m eaning
the cost-of-living index for M etro Manila is 100. T he rest o f the provinces can either be
43 The legal basis for the FIES is provided by Commonwealth Act No. 591 (enacted in 19 August
1940) that tasks the Bureau of the Census and Statistics (now called National Statistics Office)
under Section 2 (d) “to conduct by enumeration, sampling or other methods, for statistical
purposes, studies of social and economic problems of the country”.
44 Beginning in 1957, there have been 16 FIES surveys, namely, 1957, 1961, 1965, 1971, 1975, 1979,
1985, 1988, 1991, 1994, 1997, 2000, 2003, 2006* 2009, and 2012. Prior to 1985, FIES was
conducted on a five year interval. Different methodologies were also employed on FIES before
1985. Ericta and Fabian (2009) provide a detailed historical account of FIES documentations and
methodologies.
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greater, equal, or lower than 100 based on the cost of living in that particular province. The
Regional Consumer Price Indices are applied to the provincial cost-of-living indices for
time consistency in the data —meaning to arrive at the real provincial per capita income
using 1997 as base year.

Table 3.1 provides a summary of statistics from various issues of TIES. It shows that the
mean and maximum per capita income have been increasing over the years. The standard
deviation has a tendency to oscillate but is increasing over time. In contrast, the minimum
per capita income oscillates over time from a high of 9,584 in 1988 to a low of 6,664 in
2006. By 2009, the minimum per capita income is almost identical with 1985. It belongs to
the province of Sulu —a province that hardly experienced any growth during the entire
period.

Table 3.1 Summary Statistics o f Real Provincial Per Capita Incom e (In Pesos)
Y ea r

O b se r v a tio n s

M ean

S td . D e v .

M in

M ax

1985

73

17,326

5,063

8,693

32,722

1988

73

19,781

5,072

9,584

35,521

1991

73

19,913

4,855

8,108

30,133

1994

73

20,255

4,882

8,210

30,276

1997

73

24,652

5,922

8,994

39,327

2000

73

23,461

6,015

7,848

39,784

2003

73

24,053

6,447

8,587

45,133

2006

73

21,786

5,808

6,664

36,355

2009

73

25,769

7,236

8,908

42,342

Figure 3.2 shows the provincial map of the Philippines. The country has a total land area
of 298, 170 square kilometres with a coastline of 36,289 kilometres. The two largest islands
are Luzon (105,000 square kilometres) and Mindanao (95,000 square kilometres). The total
agricultural land of the country is 9.67 million hectares and the mean annual rainfall ranges
from 965 to 4,064 millimetres. Every year around 19 tropical cyclones enters the country’s
area of responsibility resulting in considerable damage to properties, loss of lives, and
economic disruption that affects mostly the Bicol and Western Yisayas regions (PAGASA
2010).
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Figure 3.2 Provincial Map of the Philippines
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The year 1985 was used as the start of the analysis for the following reasons. First, it is very
difficult get data before 1985. For example, I was unable to find FIES for 1975 and 1979.'"
Although older issues of FIES were available such as 1957, 1961, 1965, and 1971,
harmonising them with 1985 FIES and later issues was seen to be extremely difficult if not
impossible not only in terms of differences in methodologies but also from a statistical
treatment. For instance, real income per capita had to be adjusted all the way back to 1971
and the cost-of-living indices for individual provinces had to be collected as well. These are
not available as far as I know. Second, the survey methodologies used in 1985 and later
issues are relatively comparable and consistent with current methods. Third, new provinces
were created and carved from old ones from time to time, thus using data earlier than 1985
would mean a lot of data reconstruction and assumptions that may weaken the results.
Finally, m ost empirical studies on provincial growth, income dynamics, poverty, and spatial
disparities chose 1985 as the beginning year. Thus, using 1985 as the starting period will
provide a basis for comparability with the existing literature.46

Provincial per capita income includes primary income and receipts from other sources
received by individuals during the calendar year, as participants in any economic activity or
as recipients o f transfers, pensions, or grants. Primary income includes salaries and wages
from

employment,

commissions,

transportation

and representation

compensation

and

net

receipts

tips,

bonuses,

allowance and
derived

from

family

and

clothing

honoraria, and
the

operation

of

other

allowance,
forms

of

family-operated

enterprises/activities, and the practice o f a profession or trade. Income from other sources
includes imputed rental values of owner-occupied dwelling units, interest earnings; rentals
including landowner’s share o f agricultural products, pensions, support, the value o f food
and non-food items received as gifts by the family (as well as the imputed value o f services
rendered free of charge to the family), and receipts from family sustenance activities, which
are not considered a family-operated enterprise.

There were seven new provinces created from 1985 to 2009. The new provinces and the
year they were created are Apayao (1995), Biliran (1992), Compostela Valley (1998),
Guimaras (1992), Kalinga (1995), Sarangani (1992), and Zamboanga Sibugay (2001). For
45 When I visited the National Statistics Office, they were unable to produce consistent data of
FIES for 1975 and 1979. This is due to the fire that burned the archive section of NSO Building on
4 October 2006 - resulting in the loss of some statistical records.
46 It should be noted that the provincial data used in the analysis is based on Prof. Arsenio
Balisacan’s dataset, which was constructed using the actual survey results of the National Statistics
Office.
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consistency in the data, geographical boundaries of provinces have been kept constant
based on the 1985 subdivision. A newly created province has been treated as if it still
belongs to its mother province. Reasonable adjustment was made in the computation,
namely by using population as a base to compute the weighted average of provincial per
capita income of the divided province. As with provinces, the boundary and composition
of regions also evolved from 14 administrative regions in 1985 to 17 by 2010. Thus, for
major island groupings (i.e. Luzon, Visayas, and Mindanao) the 1985 demarcation was used
— those provinces transferred to Luzon (e.g. Masbate and Romblon) due to regional
restructuring were assumed to be still part o f the Visayas group in 1985.'

3.5 R esu lts o f A bsolute C onvergence

Table 3.2 shows the results o f absolute convergence for all provinces and for major island
groupings. For all the provinces, the speed o f convergence is 1.4 percent per year. This
means that it will take 50 years for half o f the differences in income among provinces to
disappear. The provinces o f Visayas have a faster convergence at 2.8 percent compared to
the Luzon group o f around 2.3 percent a year. Results suggest that in Luzon it will take 31
years to cut in half the differences in income among provinces while Visayas have a shorter
half-life o f 25 years. Mindanao shows lack of convergence in per capita income —implying
that provinces with higher initial income may also be experiencing faster growth while poor
provinces are lagging behind.

The result o f 1.4 percent convergence rate for all provinces is lower compared to the
previously reported income convergence rate of 2.2 percent by Balisacan (2007). This could
be due to the difference in the numbers o f years used in the study. Balisacan used a period
from 1988 to 2003 and this study used 1985 to 2009 —a nine years difference.48 The results
are also lower compared with the general finding in the literature where the rate of absolute
convergence among countries or within regions of the country to be around 2 percent per
annum (Barro and Sala-i-Martin 1991). The grouping o f provinces is similar to Zhang, Liu,
and Yao’s (2001) approach on the regions o f China. They divided China’s provinces into
East, West, and Central China. Their findings show that provinces in East China are
diverging while the provinces o f West and Central China are converging.
47 A detailed association of provinces according to major island group is presented in Appendices
A.2 and A.3.
48 Note that the dataset used in this chapter is an extended version of the same dataset used by
Balisacan (2007).
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Table 3.2 Absolute Convergence for the entire Philippines and Major Island Groups
_____ Dependent Variable: Provincial per capita income growth (1985-2009)_____
V a r ia b le s

A ll
P r o v in c e s

L u zon
G roup

V is a y a s
G ro u p

_2 3 ***

2 g***

0.2

(0.50)

(0.56)

(0.64)

(0.97)

15.3***

24.2***

28.9***

-0.3

73

31

20

22

0.11

0.38

0.37

0.01

50 years

31 years

25 years

-

Log of Initial Income, 1985

Constant
Number of Provinces
R-squared
Half-life

M in d a n a o
G ro u p

Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. Major island grouping
is based on 1985 map and log is based on natural logarithm. The variables are scaled (i.e.
multiplying by 100) so that one percentage point is equal to 1.0 and not 0.01. The formula for
half-life in years is HL=log(l/2)/log(l-ß).

Balisacan and Fuwa (2003a) found a higher convergence rate of 10.7 percent per year.
However, Balisacan and Fuwa’s result may not be comparable with the result in this
chapter. First, the data they used was per capita expenditures and not per capita income
used in this study. Second, their study used shorter period from 1988 to 1997 while this
chapter used longer period from 1985 to 2009. The longer period could have led to the
lower absolute convergence that was usually seen in most cross-country studies. Third, the
study period of Balisacan and Fuwa did not capture the effect of various events that
happened after 1997. For example, the 1997 Asian Financial Crisis, the E l Nino
Phenomenon, the increased economic trade openness of the countries, and the
establishment of many economic zones. These events may have led some better-off
provinces to grow faster than poor ones resulting to lower convergence rate. Another
plausible explanadon is on average there could be little variation in per capita expenditure
across provinces of the Philippines since Filipino families relatively has the same food diet,
living expenses, cost of schooling for children, and other expenditure items.

As shown in Figure 3.3 there are many outlying provinces that are far from the fitted lines.
The province of Batanes (BTS) shows the highest growth rate among the provinces.
Batanes is the northernmost province of the Philippines composed of island chain with a
very small population of 15,974 as of the May 2010 census.4J Thus, development projects

49 In perspective, the average population among provinces of the Philippines in May 2010 is around

870,000. Batanes’ population is the lowest among the provinces in the country at 16,604 in 2010. It
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such as the commissioning of a wind diesel generating plant in 2004 has substantial impact
to the small population of the province. Most occupations are agricultural based and
educated residents usually migrate to urban centres or work abroad. The provinces of
Tawi-tawi (TWI), Zambales (ZAM), and Zamboanga del Norte (ZDN) have the slowest
rates of per capita income growth. A simple observation of Figure 3.1 shows that most
provinces cluster around the 2 percent growth rate during the period 1985 to 2009 with log
initial income roughly equal to 9.7 or 17,700 pesos per capita income.

Figure 3.3 Average Growth Rate (In Percentage) versus Initial Income 1985
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The result of absolute convergence for the Philippines in comparison with other
developing countries is relatively similar. As shown in Table 3.3, most countries have an
absolute convergence that clusters around 2 percent per annum. For example, the result of
Hill, Resosudarmo, and Vidyattama (2008) on absolute beta-convergence in Indonesia
during the period 1975 to 2002 is around 1.5 percent; almost identical to the results in this
study at 1.4 percent. Both studies have similar period of observations of around 24 years
for the Philippines and 27 years for Indonesia. The two countries are often compared, both
being archipelagic and exhibiting great sub-national diversity and then adopted similar

is roughly equivalent to a single municipality within a province. The province with the highest
population is Cavite with 2,856,765 - a province adjacent to Metro Manila.
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decentralisation programs (Hill 2008).30 These results are also comparable to those of
Thailand of around 2 percent during the period 1988 to 2008. Thailand also has a wide
disparity in per capita income where economic activities are mostly concentrated on select
provinces that have higher levels of industrialisation (Limpanonda 2012).

Table 3.3 Survey o f Absolute Convergence am ong Developing Countries

Countries

Year

Authors

Absolute
2.2

Philippines (73)

Balisacan (2007)

1 9 8 8 -2 0 0 3

Indonesia (26)

Hill, Resosudarmo, and Vidyattama
(2008)

1 9 7 5 -2 0 0 2

1.5

1 9 7 5 - 1981

2.0

1981 - 1986

2.8

1 9 8 6 - 1992

1.7

1 9 9 2 - 1997

1.0

Vietnam (61)

Klump and Nguyen (2004)

1 9 9 5 -2 0 0 0

0.3

Malaysia (13)

Hooi, Nguyen, and Su (2011)

1 9 7 2 -2 0 0 3

0.9

Thailand (72)

Limpanonda (2012)

1 9 8 8 -2 0 0 8

2.0

1 9 9 6 - 1998

6.2

1980 - 2006

4.1

India (25)

Aggarwalla and Pangotra (2011)

-1.2
1 9 9 4 -2 0 0 3
East China (12)
-0.2
Zhang, Liu, and Yao (2001)
China (30)
1 9 5 2 - 1997
Central China (9)
0.3
1 9 5 2 - 1997)
West China (9)
0.5
1 9 5 2 - 1997
Sources: Cited from Hill, Resosudarmo and Vidyattama (2008) and from various authors.
Note:
N um bers in parentheses refer to num ber o f regions or provinces in a country. A positive
value for absolute convergence means convergence and a negative value signifies
divergence. F or simplicity, the reported convergence rate is in percentage instead o f the
usual decimal num ber (i.e. 0.022 would mean 2.2).
China (28)

Sha, Naude, and Viviers (2007)

Detailed examination of the absolute convergence among the provinces of Luzon shows
that, indeed, provinces with higher incomes exhibit slower growth. Figure 3.4 illustrates a
good fit where provinces with low initial income grow faster and high-income provinces
grow slower, indicating the presence of convergence. The growth rates of the provinces in
Luzon clusters around 1 to 3 percent annually, from 1985 to 2009, while the log initial
income level ranges from 9.5 to 10, which indicates some sense of uniformity within the
group.

One interesting province in Luzon is Zambales (ZAM). In 1985, Zambales had a very high
initial income but its economy stagnated throughout the study period. There are two

50 See Hill (2008) for detailed discussions and com parisons betw een Indonesia and the Philippines
in term s o f inequality and regional dynamics.
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plausible explanations. First, in 1985 the province was buoyed by the presence of the
United States Military Base (i.e. Subic Naval Base)/1The economic activity and demand
generated by the Subic Naval Base has a substantial positive impact on the livelihood of the
residents and many business establishments. However, the Philippine Senate did not renew
the treaty authorising the US Militär}7 Base presence in the country on 13 September 1991
resulting in the closure of many business and commercial establishments. Second likely
explanation for the poor economic performance of Zambales was the explosion of Mount
Pinatubo in 12 June 1991 located in the province. Not only did the volcanic eruption
devastated the economic and public infrastructure of Zambales but it also rendered most
of its arable lands useless due to lahar flow that buried many villages and farmland/2
Figure 3.4 Luzon: Average Growth Rate (In Percent) versus Initial Income
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Pampanga another province in Luzon gravely affected by Mt. Pinatubo eruption and host a
US Base fared better than Zambales. Many things could explain this difference in growth.
First is the difference in topography. Zambales is flatter and low-lying than Pampanga and
51 In 14 March 1947, the Philippines recognising its own vulnerability from international security
threats, entered into an agreement with the United States granting the latter the right to retain
military bases and administer the town of Olongapo, Zambales. On 24 November 1992, the US
Flag was lowered signalling the closure of the US Military Bases.
52 Labar is a type of mudflow or debris flow made of slurry pyroclastic materials from volcano,
which is extremely destructive especially during rainy season. It accumulates and gets dumped for
years and has effects that could last for several decades.
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becomes the main tributary of the usual floods that carry lahar flow. Thus, its farmland and
infrastructure received more damage than Pampanga. Second, although both provinces
host US Bases Zambales hosts the naval base, which is the largest base outside of the
United State, and has more US Servicemen compared to the US Air Base in Clark.
Moreover, during the presidency of Gloria Arroyo she has been favouring Pampanga in
many infrastructure projects and funding from the central government.

Figure 3.5 Visayas: Average Growth Rate (In Percent) versus Initial Income
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In the case of the provinces of Visayas, as shown in Figure 3.5, most of the provinces
cluster around the same growth rate of about 2 to 3 percent and log initial income level of
9.5 —also providing evidence of income convergence. One province, Occidental Mindoro
(OCM) started with high initial income but suffered low growth during the period.
Anecdotal evidence suggests that the province suffered from dismal agricultural
performance due to the high cost of farm inputs and the inadequacy of irrigation. In the
case of Siquijor (SQR), it is an island province with a population of 91,006 in 2010 and a
land area of 318 square kilometres. Around 58 percent of its land is devoted to agriculture
planted with coconut, corn, and root crops. However, the agricultural activities in the
province are marginal in nature based on small-scale farming while fishing is on a
subsistence basis. There are also no major industries or large-scale commercial acdvities.
Thus, the growth of the Siquijor is sluggish compared to other provinces in Visayas. On
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Eastern Samar (ESR), one of the major reasons is the adverse weather conditions (i.e.
typhoons) that hit the provinces almost every year with ravaging effects to the local
economy, especially the agricultural sector.

In the case of Mindanao, as shown in Figure 3.6, there is no distinct relationship between
initial income and growth. The result of absolute convergence is positive and not
significant - indicating that provinces in Mindanao may be diverging. Notably, the
provinces of ARMM (e.g. Sulu and Tawi-tawi) have the lowest growth in Mindanao while
provinces in Davao and Northern Mindanao (e.g. Davao del Sur and Camiguin) regions
show a much higher growth rate. This is the first indication that something is wrong with
Mindanao: provinces with lower income level are not experiencing faster growth rates and
that they are falling behind further in terms of per capita income levels.

Figure 3.6 Mindanao: Average Growth Rate (In Percent) versus Initial Income
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In Zamboanga del Norte (ZDN), the slow growth of the province can be attributed to the
lack of opportunities in the province where most of the people rely on subsistence farming,
fishing, quarrying, and mining. The topography of the province, which is predominantly
hilly and mountainous covering around 85 percent of the total land area, also contributes to
the high-cost of farming and low agricultural productivity. The incidence of poverty at 50.3
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percent in 2012 is also very high comparable to those in ARJVLM. Moreover, the
introduction of foreign mining companies in early 2000s did not benefit most residents. It
even caused the dislocation of indigenous people —the Subanon. The foregoing evidences
suggest that, while provinces in Luzon and Yisayas are converging, the provinces of
Mindanao are diverging from each other. It is the first indication that something is wrong
with Mindanao, indicating that some provinces with higher income level are also the one
experiencing faster growth rate leaving others behind.

Table 3.4 shows the results when absolute convergence analyses are split to fit the term of
successive administrations since 1986.33 The Aquino Administradon shows the highest
rates of absolute convergence at 5.9 percent per year followed by the Ramos
Administration at 2.4 percent annually. However, during the Estrada Administration
divergence in per capita occurred at a rate of 7.1 percent per year. This implies that
provinces with high levels of income also experiences more rapid growth. In the Arroyo
Administradon, the result is not stadstically significant; suggesting that per capita income
among provinces is not converging.

Table 3.4 Absolute Convergence across Successive Administradons
Dependent Variable: Provincial per capita income growth (1985—2009)
V a ria b le s

A q u in o
1 9 8 5 -1991

Log Initial Income
in 1985

_5 g***

R am os
1 9 9 1 -1 9 9 7

E s tr a d a
1 9 9 7 -2 0 0 0

A rroyo
2 0 0 0 -2 0 0 9

(1.60)
in 1991

-2.4*
(1.26)
7

in 1997

I* * *

(2.44)
-1.2
(0.76)

in 2000

Constant

59.79***

27.30**

-73.04***

13.16*

73
73
73
Observations
73
0.22
0.18
0.05
R-squared
0.05
Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. The major island grouping
is based on 1985 classification. Graphical representation between average growth and initial income
among the different administrations are found in Appendix A.4.

53 The partitioning o f the years does not perfectly coincide with the term o f the president due to the
nature o f LIES being reported triennially. For instance, the late Cory Aquino assumed the
presidency in 25 February 1986 but there was no FIES report in 1986, thus, FIES 1985 is used as
the starting period. However, the partitioning is made as close to the terms o f the president as
possible.
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3.6 Results o f Incom e D ispersion and Sigm a-C onvergence

Figure 3.7 shows the results of coefficients of variation and Weighted Williamson
Inequality Index. The results are consistent with Table 3.4 and the theoretical expectations
that absolute convergence leads to decreases in income dispersion. During the Aquino and
the Ramos administrations, the disparity in income declined while in the succeeding
administrations of Estrada and Arroyo, there was an increase in income inequality among
provinces.

Figure 3.7 Income Dispersion from 1985 to 2009
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A contributing factor to the higher income convergence during the Aquino Administration
was the implementation of agrarian reform —a flagship project of Cory Aquino —wherein
lands were distributed to poor and deserving farmers. This land distribution happened
mostly in poor provinces, thus, more equitable land ownership could have triggered higher
income growth. This is consistent with Balisacan’s (2007) who found that land distribution
is good for equity and overall economic growth in the local economy of provinces.
Deininger, Maertens, and Olinto (2000) also found that land reform in the Philippines
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resulted in higher investment in physical capital, a greater increase in the intergenerational
transmission o f human capital, and greater household welfare and productivity. While
Borras (2007) argued that for land reform in the country to be, truly successful it has to
change the pre-existing agrarian structure, ownership, and control over land resources,
wherein change flows strictly from the landed to the landless and land-poor classes or from
the rich landlords to poor peasants and rural workers.

The Aquino Administration also established the Cooperative Development Authority
(CDA) to provide assistance and encourage economic activity among small-and-mediumscale enterprises. Aside from CDA, various other incentives were given to small businesses
such as tax breaks, financial assistance, grants, and specialised training. Ease of doing
business among cooperatives and small businesses also improved. This reason may have
contributed to higher growth in poor provinces, consequently resulting in declining income
dispersion from 1987 to 1991.

The Ramos Administration continued the policies and development programs of Cory
Aquino - being Aquino’s anointed choice for the presidency.’4 The Ramos Administration
is characterised by better economic performance, good fiscal position, liberalisation of
industries especially telecommunications, technological development, political stability, and
efficient delivery o f basic sendees. ” The high growth during the Ramos Administration has
certainly resulted in improved per capita incomes for all provinces. It is also a period of
rapid growth among ASEAN countries positively influencing the economic performance
of the Philippines.

The Estrada Administration shows divergence in per capita income by 7.1 percent annually
and increased income dispersion. One o f the contributing factors was the 1997 Asian
Financial Crisis, which happened during the period resulting to lower economic growth.
54 It is rare in the Philippine politics to have two presidents succeeding each other in good terms.
Most often, a new president is from a different party or an antagonist of the previous one, resulting
to discontinuity in policies, development programs, or abandonment of projects. For example,
Joseph Estrada succeeded Fidel Ramos and Benigno Aquino III succeeded Gloria Arroyo; the
successors are from different political parties and accused their predecessors of mismanagement
and corruption. This often led filing of charges as well as different economic policies or approach
in managing the country.
55 For example, the telecommunication sector was liberalised effectively breaking the monopoly of
the Philippine Long Distance and Telephone Company. Fidel Ramos issued the Executive Order
109 to improve the provisioning of telecommunication services followed by the passage of
Republic Act 7925 on 1 March 1995 allowing the entry of new firms into the telecommunication
sector, effectively liberalising and de-monopolising the industry.
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The country’s growth declined but not as worse compared to other ASEAN countries like
Thailand and Indonesia.36 Another misfortune was the adverse weather phenom enon E l
Nino that happened in 1998, resulting in drought and a massive decline in agricultural
output. It also resulted in huge losses in agriculture as well as large tracts o f farmland
remaining idle. The different institutional capacities in each province as well as unequal
support from the Central Governm ent could result to the some provinces coping better
than others.

Low-income provinces that rely mainly on agriculture were adversely affected compared to
well-to-do provinces whose economies were largely based on industry and sendees. Datt
and Hoogeveen (2003) assessed the impact o f economic crisis and E l Nino during the
period and found that it led to a 5% reduction in average living standards and a 9%
increase in the incidence o f poverty. They also observed that E l Nino has had a far greater
impact on the poor than the economic crisis.3

In terms o f governance, the Estrada

Administration had no clear economic policy on helping lagging regions or provinces, and
was besieged by various scandals such as the reported “midnight drinking sessions” with
some of his cabinet members, illegal gambling, and stock market manipulation. s These
events may have contributed to an increase in income inequality and growth divergence
during the Estrada Administration.

During the Arroyo Administration, there had also been non-convergence in provincial per
capita income. Some contributing factors to income divergence are the unequal access of
provinces to expanding opportunities in the local and global economy. Provinces with
higher income also tend to be more open and connected. For example, the provinces of
Cavite, Cebu, Misamis Oriental, and Davao del Sur all have better access than others to
both domestic and global trade and these provinces also happen to have higher income too.

56 According to Noland (2000:412) one of the reasons why the Philippine “merely caught cold
instead of pneumonia” during the height of the crisis is due to the policy reform initiated since
1986 especially on financial sector reforms that helped the country to weather the storm.
57 Adriano and Adriano (2001:1) observed that in Mindanao alone “the drought affected at least 500
thousand families, mostly upland dwellers from Maguindanao, Cotabato Province, Sultan Kudarat,
Davao del Sur, Sarangani, and South Cotabato”.
58 A popular movie star, former President Joseph Estrada won by an overwhelming margin due to
his pro-poor campaign rhetoric and popularity among the masses. He was removed by popular
revolt in 20 January 2001 and subsequently convicted of plunder in 12 September 2007. However,
on 25 October 2007, then President Gloria Macapagal-Arroyo granted executive clemency to
Estrada. Although Estrada promised not to seek office once a free man, nevertheless, he ran for the
presidency in the 2010 Election and garnered the second highest votes among the list of nine
candidates.
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Another contributing factor is the unequal benefits and access of provinces to the central
government’s resources and development projects. The Roll-on Roll-off Infrastructure
project of the Arroyo Administration has been implemented in select provinces due to
their strategic location. Moreover, there was also favouritism in the Arroyo Administration
towards those provinces whose local executives are aligned to her party or areas that will
give her political gain. Pampanga, for instance, received considerable amounts of funding
from the central government because Arroyo planned to run as a district representative in
the area after her presidency, which she actually did and won by an overwhelming margin.
This is the first time in the history of country where a former president runs for the lower
office after the end of her term. The second time is when Joseph Estrada runs for mayor
and won in the city of Manila.

Decomposition of Provincial Income

Figure 3.8 provides a decomposition of income inequality among provinces using the Theil
Index. The provinces are divided into four groups based on the average income growth
rate during the study period, namely, high-growth (growth rate of 3 percent or more), middlehigh (growth rate of 2 to 2.9 percent), middle-low (growth rate of 1 to 1.9 percent), and lowgrowth (growth rate of less than 1 percent). The use of the Theil Index to measure income
inequalities within the sub-grouping of provinces provides some insights into the dynamics
of inequality and the equitable distribution of income across the provinces. A negative
value in the Theil Index implies that the sub-group of provinces have a lower share of
income relative to its population. A positive value indicates that the sub-group of provinces
has a larger share of income relative to its population while a value close to zero means that
the sub-group of provinces has a “fair” share of total income in relation to its population.

During the period, overall income inequality increased as measured by the Total Theil
Index. The high-growth group of provinces registered a lower share of overall income at the
start of the period; however, by the end of the period they managed to gain a substantial
share of the income. The low-growth group started with a larger income share in 1985 and
this declined over time; by 2009, its share of income was relatively smaller in relation to its
population size. The middle-high group gained a modest income share while those in the
middle-low group share of income remained stable throughout the study period.
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Figure 3.8 Theil Inequality D ecom position G rouped Based on Average G row th Rate
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Table 3.5 shows the respective population and income share of different groups of
provinces using the same grouping as before. In 1985, the high-growth provinces had a 29
percent share of population with only 29 percent share of income. However, by 2009 the
high-growth provinces have 29 percent of income and 24 percent of the population — a
reversal of fortune. On the other hand, low-growth provinces have a higher share of income
in 1985 in relation to its population but by 2009, its share of population is 18 percent while
its share of income is only 13 percent.

Table 3.5 Population and Income Shares o f Different G row th G roups in 1985—2009 and
__________ Theil Index between groups and their contribution to Theil Index__________
2009

1985

Population
Share

Income
Share

Contribution
to the Theil
Index

Population
Share

Incom e
Share

Contribution
to the Theil
Index

High G row th

0.29

0.24

-0.03

0.24

0.29

0.07

Middle High

0.28

0.25

-0.02

0.28

0.27

0.02

Middle Low

0.27

0.31

0.05

0.30

0.31

0.05

Low G row th

0.16

0.20

0.03

0.18

0.13

-0.03

T h e il I n d e x

0 .0 3
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0.11

This finding could suggest that low-growth provinces were experiencing rapid population
growth without the corresponding increases in per capita income. This is consistent with
previous studies on the negative relationship between rapid population growth and lower
per capita income (Orbeta and Pernia 1999; Mapa, Balisacan, and Briones 2009). Alonzo et
al. (2004) argued that the detrimental effect of unchecked population growth on per capita
income and economic development is one of the most robust findings in income growth
studies in the Philippines.

Figure 3.9 Theil Inequality D eco m p o sitio n Based on M ajor Island G ro u p s
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A decomposition of income inequality based on main island groupings (i.e. Luzon, Visayas
and Mindanao) provides another view of inter-island population and income distribution.
As shown in Figure 3.9, most of the income is concentrated in Luzon while the provinces
belonging to Mindanao and Visayas have had lower share of income in relation to their
population size. Visayas has the smallest share of income relative to its population but it is
slowly increasing through the years. In the case of Mindanao, its income share relative to its
population is closer to the average. However, it started declining beginning in 1988 only to
rise up again by 2009. The observed overall income share of the main island groups in the
country is due to a preference for Luzon both in the location of economic zones and
government policies. As Balisacan, Hill, and Piza (2007) have observed, economic activity
in the Philippines is unevenly distributed and mostly concentrated in Metro Manila, Central
Luzon, Southern Luzon, and other urban areas.
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Figure 3.10 Mapping o f Average Provincial Income Growth Rate (1985—2009)
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Figure 3.10 provides a mapping of per capita income growth from 1985 to 2009 and gives
better insights on provincial income dynamics. The provinces with large agricultural
farmlands such as Quezon, Nueva Vizcaya, and Davao del Sur stand out as one of the
fastest growing provinces and having one of the highest incomes per capita in the country.
Significant improvement in the agricultural sector of these provinces is one common
denominator that drives higher growth rate.

The high growth provinces in Figure 3.10 are consistently the top agricultural producers
and often referred to as the food basket of the country. The presence of favourable
geography and vast tracts of arable land in these provinces made it ideal for agricultural
production. And in the country where half of the labour force is engaged in agricultural
activities, it plays a major role in economic stability and growth (Intal and Ranit 2004).
Other provinces that have gained higher growth during the period are Bataan, Catanduanes,
and Capiz. In the case of Bataan, the higher growth performance may be due to the special
economic zone in the province —the Bataan Export Procession Zone located in Mariveles.
As Balisacan, Hill, and Piza (2009) have observed, one of the new drivers of spatial
development patterns has been the location decisions of export zones.

Mapping the provincial per capita income level in 2009, as shown in Figure 3.11, reveals a
distinct pattern appears wherein those provinces that are close to Metro Manila and highly
urbanised have higher per capita income. For example, provinces of Bulacan, Rizal, Laguna,
and Cavite being adjacent to Metro Manila, exhibit higher per capita income compared to
far away provinces. The same is also true with Davao del Sur and South Cotabato that are
neighbours to two highly urbanised commercial centres namely the cities of Davao and
General Santos This clearly suggests the trickle-down effect of highly urbanised areas to
neighbouring provinces.
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Figure 3.11 Provincial Per Capita Income Level in the Philippines (2009)
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Another contributing factor is the unequal access of provinces on major infrastructure
projects of the central government. For example, the flagship project of the Arroyo
Administration is the Strong Republic Nautical Highway based on enhancing the road
system and nautical networks o f the country thereby lowering transportation costs. The
policy is based on Executive Order No. 170 issued on 22 January 2003 entitled “Promoting
Private Sector Participation and Investment in the Development and Operation o f the
Road Roll-on/Roll-Off Terminal System. The major objectives are to reduce the cost o f
inter-island transportation cost and time, enhance commerce, promote tourism, and
facilitate economic growth and development. This focused mainly on provinces that have
links to strategic locations or viable ports. Thus, provinces that are well-positioned to gain
benefits from the projects like Misamis Oriental and Camiguin experienced higher growth
compared to provinces like Tawi-tawi or Sulu that were sidelined.

The benefits brought by the RO-RO (Roll-on Roll-off) transportation system also
enhanced foreign and local tourism. Agricultural production also increased as some
provinces were able to transport their products faster, cheaper, and more efficiently to
larger markets. Moreover, there was an increase in investment in shipping and
transportation from the private sector to capitalise on the improved RO-RO network,
consequently leading to a more dynamic and competitive transport system. 1This resulted
in the reduction of transportation cost, thus producers, especially farmers, could send their
produce to larger markets that were previously inaccessible. In addition, local government
units that were strategically located within the transportation network experienced a
substantial increase in local revenue. For instance, the Municipality o f Pilar in Bohol posted
a 100 percent increase annually in port related revenues from 2006 to 2008 because o f the
RO-RO network.6"

The benefits o f huge investment in infrastructure are part of the public-private partnership
between the government and private sector to bring about higher economic growth and
rapid development. Detailed discussion o f the impact of RO-RO network is found in
Basilio (2011:35) who concludes that:

59 For example, 2GO Express of Aboitiz, one of the biggest shipping companies in the country, has
started phasing out its container ships and ventured into RO-RO ships and delivery system. This
move has eliminated many of the middle steps in the supply chain, minimised warehousing, and
expedited the delivery of passengers and cargo.
60 A detailed map of the RO-RO network is presented in Appendix A.5.
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In sum, the economic impact o f RO-RO is truly far reaching. First, the
Philippine RO-RC) experience showed that the real driver o f growth,
investment, employment, and poverty reduction is the private sector.
Secondly, it can also be seen that the correct policy environment with
relatively small public investments can yield large benefits. Thirdly, the
Philippine RO-RO experience showed the value o f a connected
network. N ot only does it have a high impact on local economies
despite minimal economic activities prior to RO-RO, but because of it,
new growth centers also unexpectedly emerged. Finally, the network
effects o f RO-RO broadened the scope of its impact.

Major infrastructure by the central government such as the RO-RO Project, where some
provinces benefit more than others may result to higher spatial disparity long into the
future, if no concrete steps are taken to help-out bypassed and lagging provinces. Put
another way, the central government should have compensating projects for those
provinces (e.g. ARMM) that did not directly benefit from major development programs.

Many interlinking factors can contribute to further increasing the current income disparities
among the provinces. First, forces o f agglomeration can cause fast-growth and highincome provinces to attract more investment from the private sector. Second, higher
investment from the private sector will boost the domestic economy o f these provinces as
well as create and enhance employment opportunities. Third, better employment
opportunities from high-income and fast-growing provinces will draw skilled workers and
professionals to migrate, subsequently increasing labour productivity. Fourth, higher
economic activity7will also lead to a larger tax and revenue base for local government units.
The improved fiscal capacity o f local government units enable them to provide better
public goods and services as well as invest more on infrastructure projects. Lastly, the
central government will augment the situation by providing priority infrastructure and
development projects to high-income and fast-growing provinces to further enhance the
economic performance o f these provinces.61

This is hardly surprising since some policies o f the central government puts greater
emphasis on economic growth over equity in most development plans it implements. The
exacerbating income gap among the provinces of the Philippines is worrying not only

61 For instance, Misamis Oriental has a relatively high-income level and the fastest growing province
in Mindanao. On 10 January 2006, the National Government started the construction of
Laguindingan International Airport in Misamis Oriental to further boost the commercial activities
and make the provinces as a major transportation and trade hub in Mindanao.
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because of its socio-economic implications but also because provinces that are left behind
tend to foment problems for the rest of the country. This is exemplified by the case of the
provinces of ARMM, which lags behind the rest of the country in terms of various socio
economic indicators, consequently, its peace and order as well as political problems spills
over to neighbouring areas.

Comparison with Other Countries

In comparison to other countries the Philippines has higher overall inequality" —measured
in terms of the entire population and not based on provincial or regional inequality7. Table
3.6 shows that the Philippines has one of the highest inequality at 0.43, second only to
Malaysia at 0.462 based on the latest reported Gini coefficient. Indonesia, similar in many
ways with the Philippines, has lower inequality7of 0.381 while Thailand has an inequality7of
0.394. China, the most populous country in the group, has the lowest income inequality7of
0.425. The lowest inequality among the group is India with only 0.339 followed by Vietnam
at 0.356.

Table 3.6 Incom e Inequality Summary o f Select Countries

C o u n tr ie s

I n c o m e R a tio o f H ig h e s t 20%
to L o w e s t 20%

G in i C o e ffic ie n t

1995

L a te s t Y ea r

1995

L a te s t Y e a r

Philippines

8.3 (1994)

8.3 (2009)

0.429 (1994)

0.430 (2009)

China3

6.0 (1996)

9.6 (2005)

0.357 (1996)

0.425 (2005)

India3

4.4 (1994)

5.0 (2010)

0.314 (1994)

0.339 (2010)

Indonesia3

4.5 (1996)

6.3 (2011)

0.326 (1996)

0.381 (2011)

Malaysia

12.0 (1995)

11.3 (2009)

0.485 (1995)

0.462 (2009)

Singapore

••

9.7 (1998)

••

0.425 (1998)

Thailand

8.1 (1996)

6.9 (2010)

0.429 (1996)

0.394 (2010)

Vietnam

5.5 (1998)

5.9 (2008)

0.355 (1998)

0.356 (2008)

Sources:
Notes:

W orld Bank D evelopm ent Indicators, ADB Key Indicators (ADB 2013)
Gini coefficient measure the degree to which an econom y’s income distribution diverges
from perfect equal distribution. A value o f zero (0) implies perfect equality while a value
o f one (1) implies perfect inequality, a) Values are weighted averages o f urban and rural.

Some of the factors affecting income inequality dynamics are demographic changes, trade
and industrial policies, labour markets, taxation on assets, socio-economic programs of the
government, and the prevailing culture (e.g. caste system in India) of some Asian countries
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(Balisacan and Ducanes 2006). In the case of the Philippines, the increase in inequality can
be attributed to an unequal level of birth rates between the poor and the upper classes of
society — the poor tend to have bigger families than rich ones (Virola 2008). Moreover,
unequal access to land, physical, and human capital for the poor majority impede their
ability to contribute to the development of the country and improve their socio-economic
standing.

3.7 Results o f Incom e Distribution D ynam ics

In Table 3.7 provinces have been sorted according to the percentage change in income
during the study period, namely, the dismal group of provinces are those that manage to
attain less than a 25 percent increase in income; the moderate group are those that gain an
increase between 25 to 50 percent; tho, good group are those that gain 51 to 75 percent; and
the outstanding provinces are those that garnered more than 75 increase during the period
1985 to 2009. More than a third of the provinces managed to increase their per capita
income levels by more than 75 percent.

Table 3.7 Percentage Change in Income across Provinces from 1985 to 2009
Province
Group

M em bers*

M ean Incom e
C hange (%)

Standard
D eviation (%)

M inim um
(%)

M axim um
(%)

High G row th

24 (33%)

94.1

15.2

75.9

138.7

Middle High

17 (23%)

60.2

7.3

51.0

72.5

Middle Low

16 (22%)

36.9

8.0

25.4

48.3

Low G row th

16 (22%)

-0 .7

14.7

-28.1

23.8

Note:

* N um ber in parentheses represents the group percentage share o f the total provinces.

On average, the provinces in the outstanding group doubled their income during the
period. Sadly, the dismal group of provinces, on average, had their real income relatively
unchanged during the 24 years period. Some provinces even experienced a decline in
income —the worst performing posted a decline of 28 percent in per capita income —while
the middle high and middle low groups of provinces, representing 44 percent of the all
provinces, managed an average gain in income of 60.2 and 36.6 percent respectively. These
observations illustrate the aberrant changes in income levels among the provinces of the
Philippines, where others are moving ahead and some are left behind.
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Figure 3.12 traces the per capita income movements of provinces. Since 1985, the median
income of the provinces moved from 15,000 pesos to around 25,000 pesos and the
distance between the median incomes to the lowest income is around 5,000 pesos in 1985.
However, by 2009, the distance increased by roughly 15,000 pesos in absolute term. Aside
from other factors previously mentioned, one reason for the income polarisation could be
due to the differences in labour participation and productivity. Williamson (1965) found
that differences in labour productivity have significant influence on regional disparities.
Unfortunately, only regional data are available since the National Wages and Productivity
Commission of the Philippines do not report provincial labour productivity7.

Figure 3.12 Mapping of Income Distribution in 1985 and 2009
Income (in Pesos)

Davao del Sur

40,000

35,000

30,000

Zambales
25,000

Camiguin
20,000

15,000

Siquijor
10,000
Income Distribution in 1985

Income Distribution in 2009

Note: Kernel function uses biweight kernel function. A detail income distribution for 1985 and
2009 is presented in Appendix A.6.

Examining the movement of five provinces can provide some insights on why income
dynamics are not uniform. As previously discussed in the case of Zambales, the decline in
income from top performers in 1985 to average performer in 2009 is primarily due to the
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withdrawal of US Militär}7 Bases and the natural calamity brought by the Mount Pinatubo
explosion. Davao del Sur started at a comparatively very low-income level in 1985 but by
2009 became one of the provinces with the highest income.

On Davao del Sur there are many contributing factors that propel it to higher income
growth. First is the presence of two commercial centres: Davao and Digos cities. These
cides provide the market and pull effect to neighbouring municipalities. They also serve as
a gateway for exports of the province’s agricultural produce. Second, the province is
endowed with large agricultural farmland allowing the establishment of commercial
farming such as rubber plantations, pineapples, and bananas. Third, in terms of peace and
security it is relatively safe compared to other provinces in Mindanao. Lastly, the incidence
of poverty7in the province is among the lowest in the country at around 19.2% as of 2009.

The rapid income growth in the province of Camiguin can be attributed to its success in
tourism. Substantial tourist promotion sponsored by the central government in the local
and international media through the Department of Tourism includes Camiguin as one of
the major tourist destinations in the country. As a result, tourist arrivals in the province
grew phenomenally, boosting the local economy and increasing employment and business
opportunities among residents.

In contrast, Siquijor, also an island province, roughly the size of Camiguin and adjacent to
it, posted a gloomy economic performance. In 1985, the province was within the average
income group but by 2009 it is in the lower tail of the distribution. Both Siquijor and
Camiguin have almost the same topography and natural endowments. The question is why
did Siquijor fail to capitalise on tourism just like its neighbouring province of Camiguin?
One culprit is the eerie reputation of the province that frightens many visitors away.
According to Bolido (2004), the province of Siquijor has all the potential of becoming a
major tourist attraction; however, due to its reputation for being a place of sorcery, black
magic, and generally strange people and rituals, many travellers are discouraged from
venturing into the province. Tales of visitors behaving differently, as if possessed, upon
visiting the island province abound throughout the country. This is one case where the
economic success and failure of identical provinces depends mostly on the reputation and
stories built through the years that policy intervention might offer little remedy. Put
another way, people’s perception or biases is difficult to remedy using policy tools.
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In the case of the province of Sulu (a province of ARMM), it started out as the province
with the lowest income level in 1985 and was stuck in that position up to 2009. After 24
years, the income of the province remains virtually unchanged. This result can be attributed
mainly to a lack of peace and security. For many years, Sulu has been besieged not only by
secessionist conflict but also by many criminal elements such as the Abu Sayyaf and other
lawless elements. These circumstances not only scare investors but also disrupt the
economic well being of most of the residents. During military operations against criminal
elements, entire municipalities or villages have to be evacuated at times, creating large
streams of internally displaced people who have to be cared for not only by local
government but also by NGOs, by putting considerable strain on public resources.
Moreover, livestock and farmland are lost and remain unattended during periods of military
operations, further aggravating the socio-economic problems in the province.

Although the previous sections address absolute convergence and the changing level of
income inequality across provinces it is silent in capturing patterns of stratification or
polarisation. Looking into the tendencies of provinces to move between income groups
can provide better insights and clarity on whether poor provinces are catching up with the
rest. Adopting the approach introduced by Quah (1993; 1996) allows for a cross section
examination of the income growth mobility among provinces. This can be done by dividing
the provinces into five groups using the average income in 1985 as benchmark. The first
group of provinces are those with incomes 50 percent lower than the overall average
income for all provinces. The second group represents provinces that are 75 percent of the
average. The third group of provinces are those found in the average income. The fourth
group are those that have 125 percent of the average, and the fifth group of provinces are
those that have more than 150 percent of income relative to the overall average income.

As shown in Table 3.8, around 29 provinces fall within the average year 1985 income group
representing 40% of all provinces in the Philippines while the low-income group only has 5
provinces representing 7% of total provinces. The table can be thought of as a 5 x 5
Markov chain transition probability matrix that maps the probability of whether or not a
province from one income level will transit to a lower or higher income level. The diagonal
greyed area represents the probability that a province will remain in the same income group
over a 24 years period.
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One notable observation is the slow mobility within Group A (i.e. provinces with half the
income as the average) —about 40 percent of the provinces remain in the same income
group while 60 percent move one step higher. The biggest gains were in Group B, where
50 percent of the provinces gained one step higher, 9 percent gain two-steps higher, and 23
percent remained at the same income level. Groups C, D, and E were relatively stable since
most of the provinces either remained at the same income levels or moved one-step higher
or lower.

Table 3.8 Transition Probability for 24-year period (1985 —2009)
P erio d t + 24
(2009)
Group

M em ber
Provinces

P erio d t
(1985)

0.50

0.75

1.00

1.25

1.50

A

5

(7%)

0.50

0.40

0.60

0

0

0

B

22

(30%)

0.75

0.18

0.23

0.50

0.09

0

C

29

(40%)

1.00

0.03

0.28

0.38

0.24

0.07

D

8

(11%)

1.25

0

0.13

0.25

0.50

0.12

E

9

(12%)

1.50

0

0

0.22

0.44

0.34

Note: N um ber in parentheses in Column 2 represents the percentage share o f provinces in that
incom e group from the total num ber o f 73 provinces.

One way of examining the stability of the transition probability matrix (i.e. whether a
province will remain at the same income level or move up or down) is to use the Pellegrini
(2002) formula based on the following equation:

~

S

Trace ( P)
= --------------

(3.9)

n

where Trace (P) is the trace of the transition matrix, namely, the sum of the elements of the
main diagonal in Table 3.7, and n is the number of rows or columns. A high value of S
indicates a stable process, which signifies that the movement from one income group to
another is small.

100

The result shows 0.37, meaning there is a 37 percent probability that a province will remain
in the same income group throughout the period. According to Pellegrini (2002), if the
transition probability matrix is stable then we can assume that in the future income
disparities among provinces will be relatively unchanged. This would suggest too that most
poor provinces would probably remain poor while some of the provinces with higher
income levels will have a greater tendency to move upwards.

Figure 3.13 presents the surface and contour plots of the transition probability matrix. The
figures exhibit three distinct peaks: a group of provinces that are 125 percent of the average
income, provinces clustering around the average income, and the rest of the provinces
grouping toward 75 percent of the average. This result provides evidence for the existence
of “club convergence” among the provinces of the Philippines. Provinces are converging
into three distinct clubs of below average, average, and above average.

Figure 3.13 Surfaces Plot of Transition Probability Matrix for Relative Per Capita Income

Density
0 .7 r

It should be noted that “club convergence” or multi-modality in income distribution does
not necessarily mean that provinces are grouping together in equal numbers to a specific
income level. But rather, what is being observed is the tendency of provinces to stay within
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the same income level throughout the period, thereby creating multi-modality. There is also
evidence of an increasing income polarisation between provinces. For example, the
difference between the province with the lowest income and the province with the highest
income in 1985 was around 24,000 pesos; however, by 2009 the income difference was
34,000 pesos.62
Figure 3.14 Contour Plot of Transition Probability Matrix

Period t + 24

Figure 3.14 a contour plot showing three distinct peaks. Most of the provinces included in
the 125 percent of the provincial income average are from Luzon or close to highly
urbanised areas. For example, Cavite, Laguna, Davao del Sur, Cebu, Bataan, and Misamis
Oriental are on the 125 percent of the average. While all the provinces in ARMM belong to
the 75 percent of the average. Provinces belong to the averages are mostly in Yisayas and
areas in Luzon that are far from Metro Manila.

62 Tables for the movement of provinces on different income level from 1985 to 2009 are presented
in Appendix A.7.
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3.8 Summary
This chapter investigates the income dynamics of the provinces of the Philippines from
1985 to 2009 using three related and complementary methods. First, it uses absolute
convergence analysis to examine whether or not poor provinces are catching up with highincome provinces. Second, it examines the income inequality to see if the income gap
between poor and high-income provinces is changing over time. Third, it explores the
income distribution dynamics to assess whether provinces are clustering into groups and
assess the income mobility of provinces over time.

Results show that during the period 1985 to 1997 there was absolute convergence, wherein
poor provinces were catching up with high-income provinces. This period corresponded
with the presidencies of the late Cory Aquino and Fidel Ramos. Thus, it can be said that
during their tenure the economic performance of the Philippines was accompanied by
greater equity and inclusive growth. In contrast, the period 1997 to 2009 was marked by
divergence in growth: poor provinces stagnated and high-income provinces grew faster.
The period coincided with the Estrada and the Arroyo administrations —a period marked
by non-convergence and increasing income inequality" among provinces. The central
government has a role to play in observed unequal income growth among provinces. Most
major development and infrastructure projects are usually given to already developed and
prosperous provinces.

This chapter also finds that the major island groupings exhibited different convergence
rates. Provinces in Luzon and Yisayas exhibited income convergence and declining
inequality. In Mindanao, the incomes of provinces are not converging and inequality is
increasing overtime - implying that high-income provinces are growing faster than poor
ones. Most probably, the different access to market, infrastructure, and government
resources played a role in the growth dichotomy.

Another reason is the presence of

conflict and security problems in poor provinces such as those in ARMM and CARAGA.

An analysis of income distribution dynamics shows the existence of three convergence
clubs corresponding to low-income, average-income, and high-income groups. In terms of
transition probability those provinces in the low-income group are less mobile and unlikely
to move to a higher income level. Other income groups, such as those in the middle of the
distribution, have higher mobility and probability to transition to high-income level.
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The Philippines experienced modest economic growth from 1985 to 2009. However,
growth was not equitably distributed across provinces. Some benefited more than others
did. If the central government will not intervene to help lagging provinces to catch up, this
could lead to higher spatial inequality across the provinces over time with dire
consequences. As Balisacan (2009) notes, if provincial income disparities endure and the
spatial dimension of poverty are not addressed, it could unhinge social cohesion and
impede long-run economic growth for the country.
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Abstract of Chapter 4
To contribute in understanding the uneven pattern of growth among provinces, this
chapter investigates the role of infrastructure, fertility rate, and Overseas Filipino Workers
(OFW) on per capita income growth. Quantile regression is used to assess the varying
effect of these variables on fast growing and lagging provinces. Model averaging is applied
to test the robustness of the coefficients and their magnitude as well as address model
uncertainty. The results show increases in infrastructure provides higher benefits to lagging
provinces compared to fast growing provinces while OFW has a uniform positive
contribution to per capita income growth. Higher fertility rates have a larger detrimental
effect on lagging provinces. These findings suggest that the central government should
prioritise lagging provinces in infrastructure projects and in the implementation of the
Reproductive Health Law. On OFW, the biggest challenge is how to maximise the gains
from remittances and skill-transfers to sending provinces.

C hapter 4

D eterm inants o f Provincial Incom e Growth

W hen the gap between the haves and have-nots widens, it is only
natural fo r the people to clamour fo r change. Thus , economic
growth should not be the only strategic goal o f government; fo r
this growth to be sustainable— fo r it to be insulated from social
disruptions— it m ust also be inclusive.

- President Benigno Aquino III
Republic of the Philippines

4.1 Introduction

It is encouraging to note that the Philippine economy has been performing well in recent
years and this probably may continue well into the future. The policy reforms and
economic agenda of the current administration o f Benigno Aquino III are gaining
momentum and earning praise from many observers.63 But the anticipated better economic
performance may not be equally distributed across the provinces o f the country, as seen in
the previous chapter, where some provinces have managed to grow faster while others
have lagged behind.

The purpose o f this chapter is to investigate the determinants o f provincial per capita
income growth. It will adopt growth methodologies and implement them in an intra
country analysis o f the provinces o f the Philippines. The main objectives of the study is to
focus on three variables and how they impact provincial per capita income, particularly,
infrastructure, fertility rate, and the number of Overseas Filipino Workers. There are two
main questions that will be addressed: first, what is the impact o f infrastructure, fertility
63 Many observers such as HSBC Bank, the World Bank, and the International Monetary Fund laud
the strong economic performance of the Philippines under the presidency of Benigno Aquino III
(Mallard 2012).
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rate, and Overseas Filipino Workers on provincial per capita income growth; and, second,
do the effects o f these key variables vary between fast-growing and lagging provinces?

Results from examining the effect of these variables have some policy implications. For
example, do fast-growing provinces benefit the same way as slow-growing provinces from
a given amount of investment in infrastructure? If lagging provinces benefit more, then it
follows that the central government should give priority to lagging provinces in order to
achieve more inclusive growth.

O n the issue o f fertility rates, there has been long debate among policymakers, academics,
and the Catholic Church as to whether to adopt a policy that will reduce population growth.
The debate culminated in the passage o f the Reproductive Health Law.64 One implied
objective of the law is to control rapid population growth by broadly implementing the law
throughout the country. This study will analyse whether it would be more efficient to focus
on slow-growing provinces, given the scarce resources o f the state, to achieve that
objective.

How do large number o f Overseas Filipino Workers (OFW) affects provincial per capita
income growth in the sending province is an issue less studied. One unique characteristic of
the Philippines is the high percentage o f the labour force working overseas that sends
substantial remittance and drains local skills and talents. Most empirical studies address the
impact of remittances either on national economic growth or household level; rarely is
OFW used as a variable in those studies (Ang 2007; Yang 2008; Zosa and Orbeta 2009;
Samson 2011). OFW is a good variable to investigate since it captures not only the
monetär}7effect (i.e. remittances) but also other effects such as brain drain or skill transfers.

Labour migration (i.e. OFW) can have either a positive or a negative impact on the sending
province. O n the negative side, sending provinces are losing skilled-workers that may lead
to declines in productivity and loss o f managerial skills —since most OFWs are experienced
and highly skilled professionals. It may lower the savings o f the home province because

64 On 21 December 2012 the Responsible Parenthood and Reproductive Health Act of 2012
(Republic Act No. 10354), also known as the Reproductive Health (RH) Law, was signed into law.
It guarantees universal access to methods of contraception, fertility control, sexual education, and
maternal health care. In adherence to law the Department of Health proposed a budget for 2013 of
13.7 billion pesos (roughly equivalent to $340 million). However, opponents of the law petitioned
the Supreme Court to stop the implementation. To date the RH Law is still pending resolution.
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OFWs usually save the remainder o f their salary in their host country.6" On the positive
side, remittance sent by OFW to their families can be used to invest in education, business,
or other productive activities. This chapter will analyse which o f the two effects dominate.

Almost all previous studies on provincial income growth assume homogeneity; that is, all
provinces are assumed to react the same way to growth determinants irrespective of
whether they are fast or lagging behind.66 This study will be one o f the first to take into
account the varying effects o f key variables on growth by using quantile regression. Use of
quantile regression allows the measurement o f the varying effects of explanatory variables
on the dependent variable instead of providing a single coefficient (Koenker and Bassett
1978). Moreover, this method also addresses the issue of outliers and heterogeneity that are
common in most growth regressions.

This chapter is structured as follows. Secdon 4.2 discusses the growth theories and
empirical studies on intra-country growth. Section 4.3 reviews literature on growth
determinants. Section 4.4 presents the data, its sources, and definitions. Section 4.5
provides the estimation strategies and methods used. Section 4.6 presents the results of
analysis and robustness checks. Section 4.7 discusses the results and their implication.
Secdon 4.8 summarises the chapter.

4.2 Theory
Growth Theory

The theoretical foundation for almost all study on growth determinants is based on the
Solow (1956) and Swan (1956) neoclassical growth model and its various augmented forms.
In the basic model, aside from technology, there are two main inputs of production: capital
and labour, which are paid at their marginal products. The theory attempts to explain longrun economic growth by looking at productivity, capital accumuladon, population growth,
and technological progress. It suggests that varying amounts o f labour and capital in the
production function will soon lead to a steady state rate o f growth. And as new technology
is developed, the amount o f labour and capital adjusts to maintain the new steady state

65 For example, Morton, Panday, and Kula (2010) found a strongly negative relation between
remittances and domestic savings among top 20 remittance recipient countries.
66 See Balisacan and Fuwa (2003a; 2004), Mapa, Balisacan, and Briones (2006; 2009), Balisacan
(2007) for previous studies on determinants of provincial per capita income growth.
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output level. Mankiw, Römer and Wiel (1992) extended the model to include human capital
as one of the main determinants of growth/’ They linearise the Solow-Swan Model by
introducing the logarithm of income per capita at the initial growth period as a measure of
distance from steady state. Their empirical specification of the Solow-Swan Model has been
the basis of numerous subsequent studies on economic growth (Dowrick and Rogers 2002).

Further exposition of the model by Barro and Sala-i-Martin (1995) includes other variables
that affect growth. Based on Durlauf (2003) the canonical model for linear growth
regression can be presented as follow:

9 iT

~ ßo + ßl ln Tit + Xirßi +

where y u =

(4.1)

Z iT n i + s iT

In ( ^ ~ j measures the annualised growth rate per capita from period T (end

period) to / (beginning period) of economy i and yit is the log of initial income at time /.

The value of ß, is assumed to be negatively related with

—suggesting that lower initial

income leads to a higher growth rate. Thus, poor economies are predicted to grow faster
and said to be catching-up with rich economies. The estimated value of ß, also indicates the
rate at which economies approach their steady state. This is called the speed of
convergence and provides a way to compute the half-life (i.e. the time required to halve
income disparity).

The X lT are vectors of variables implied in the Solow-Swan Model that includes
technological change, physical and human capital, population growth, and savings rates. In
the absence of X lT and Z[T or ‘conditioning variables’ the value of ß, measures the absolute
convergence of various economies to a given steady-state. The model implies that the
lower the starting output of an economy the higher the growth rate for a given value of X lT.

The Z u represents a vector of all other variables suggested by new growth theories and £u
is the unobserved error term. It is important to distinguish between X(T and Z(T. Most
empirical studies of convergence have variables included in X u , however, the choices of
variables for Z;T significantly differs from study to study (Durlauf 2003). Some empirical
work on convergence include in

regional dummies such as Latin America and Saharan

67 A detailed derivation of the basic growth model is presented in Appendix A.8.
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Africa or a dummy for religious affiliation such as percentage of Muslim population,
Protestant, or Confucian. However, it is challenging to provide a clear economic
interpretation of these dummy variables other than a justification and rational narrative
behind their inclusion. One reason for including regional dummies or cultural and religious
distinctions (e.g. Muslim or Catholic dominated region) could be that these are factors
indicating that convergence is not happening in an economic sense (Durlauf 2003).

The Solow-Swan model predicts that the differences in income growth among economies
can be explained by variation in investments, human capital, physical capital, and other
variables that affect growth. Many empirical growth studies estimate Equation (4.1) using a
variety of econometric techniques. Basically, there are two main strategies for explaining
per capita income growth: one involves the incremental increase in the explanatory
variables to account for unexplained variance in the growth performance of economies;
and the other involves looking into the deep structural features of the economy as causes
of economic growth, often called the “deep determinants of growth” approach (Sachs and
Warner 1997). The growth literature has various results as to what causes some economies
to grow faster than others as well as what really are the key determinants of economic
growth (Temple 1999).

Using conventional methodologies Durlauf, Johnson, and Temple (2005) have identified
145 different explanatory variables that are statistically significant in explaining economic
growth. It seems that the search for variables that influence economic growth and
development is limited only by the available data. Moreover, growth theories and
methodologies that are applied to cross-country studies have also been used in studying
growth across regions within a country. These theories and methodologies are equally valid
when applied to cross-country or intra-country studies (Barro and Sala-i-Martin 1991). It is
even more pertinent in an intra-country study where regions are more or less homogenous
and less restrictions exist in the flow of capital and labour.

Fernandez, Ley, and Steel (2001) applied the Bayesian model averaging on cross-country'
regression of economic growth. They identified useful explanatory' variables that affect
growth such as life expectancy, investment, a country’s philosophical and religious outlook,
level of capitalism, democratisation, and the rule of law. Sala-i-Martin (1997) found, after
running two million regressions, that among the 59 identified variables that affect growth,
22 of them are shown to be significant. These variables were grouped into regional
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variables, political variables, religious variables, market distortion and performance, types of
investment, primary sector production, trade openness, types of economic organisation,
and former Spanish colonies.

Intra-country G rowth Studies

The theoretical framework used to study cross-sections of countries have also been applied
to growth dynamics within regions or provinces in a country. Barro and Sala-i-Martin
(1991; 1992b) used the neoclassical growth models as an analytical framework to study the
regional growth in the various states of the United States and the prefectures of Japan.
They found evidence that poor states and prefectures are growing faster than rich ones,
signifying the presence of income convergence. Barro and Sali-i-Martin also tested the
growth model in a number of countries such as Germany, Canada, and other OECD
countries and found clear evidence of long-run growth convergence among different
regions within the said countries. In terms of absolute convergence their result is strikingly
similar, at about 2 percent per annum. Rey and Janikas (2005) noted that the methodology
of the Solow-Swan model and its different augmentations have been applied to more than
30 intra-country studies of growth convergence and inequality.

There are many reasons why the neoclassical growth model tits well in an intra-country
growth study. First, the free flow of capital and labour is less restricted within a country;
unlike international movements that are subject to various rules or legal requirements.
Second, provinces or regions within a country share almost identical policies, legislation,
system of governance, and institutions. Third, conditions such as weather pattern,
geography, cultures, and history have less variation in an intra-country growth study.
Finally, technology, human capital endowments, and natural resources within a country are
similar to making the prediction of growth theories on income convergence more likely to
take place. Thus, the economic integration among regions inside a country provides an
even stronger case for the income gap to narrow over time and apply the neoclassical
growth model (Sala-i-Martin 1996).

Intra-country growth research in the Philippines is divided into regional and provincial
studies. Both approaches use similar theoretical models but the results are not comparable
due to differences in the unit of analysis. On the one hand, provincial studies provide
better insights and deeper understanding of spatial growth dynamics and can also be used
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to assess the performance of provincial governments. On the other hand, regional studies
tend to aggregate fast growing provinces with their lagging neighbours providing results
that are difficult to act on. For example, if a region is lagging and the central government
wants to reduce spatial inequality it will be difficult to identify which provinces needs the
most help. Regional study cannot identify which of the provinces within it is growing faster
or slower —it simply takes the aggregate performance of all provinces. Moreover, the lack
of political power in a region makes it difficult to implement policy recommendations from
a local governance perspective. Nevertheless, one advantage of regional growth studies is
the availability of data and ease of analysis.

Most provincial growth studies in the Philippines look at the various determinants of per
capita income growth. Balisacan and Fuwa (2003a) used provincial data to show that
literacy rate, child dependency ratio, and access to infrastructure are the main causes of
provincial income disparity. The study also found agricultural terms of trade and
distribution of agricultural lands influence provincial income growth. Balisacan and Fuwa
noted that political dynasties have detrimental effects on provincial income growth.
However, a subsequent study by Balisacan (2007) found that political dynasty7 is not
significant, explaining that the data as constructed may not be suitable in capturing the
effects of political dynasty in the long run. Other studies by Mapa, Balisacan, and Briones
(2006; 2009) found that a higher population growth rate and a larger young dependency
ratio are key culprits for the dismal growth performance of some provinces over the years.
Moreover, they found provinces in ARMM suffering from low growth and that education,
changes in electricity, roads, and infrastructure are ‘marginally’ robust determinants of per
capita income growth.

4.3 D e te rm in a n ts o f G row th

One issue confronting research using growth regressions is that theories do not
categorically state which among the diverse explanatory variables should be included in the
model (Sala-i-Martin 1997). Extensive studies using various theoretical framework and
methodologies have examined the determinants of economic growth. There are some
agreement on what variables influence economic growth. Foremost among them are
institutions, investment, infrastructure, human capital, technology, level of democratisation,
economic openness, and innovations. In addition, demographic conditions, geography,
natural resources, system of beliefs, and social capital are also recognised to play a role in
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economic growth. However, there are still issues on how variables affect individual
economies. For example, does investment in human capital have the same effect in
developing countries compared to developed countries. Or what may have caused one
economy to grow faster may not necessarily be true if applied to another economy. In
other words, there seems to be no “one size fits all” determinants of economic growth for
all economies.

Infrastructure

Growth theories have identified the vital role of infrastructure in economic growth. One of
the central question is whether growth generates investment in infrastructure or is it the
other way around (Sala-i-Martin 1994). Barro and Sala-i-Martin (1990) found that there was
little relationship between growth with the quantity of infrastructure investment among the
98 countries they examined in the period 1960-1985. Levine and Renelt (1992), however,
found a positive and robust correlation between average growth rates and the average share
of investment in infrastructure. Some found that investment in infrastructure contributes
to economic growth only when advanced technologies are present and the country
possesses adequate capability (Borensztein 1998). Intra-country studies also show mixed
results, where the relationship between investment in infrastructure and economic growth
is difficult to disentangle given that causality goes both ways (Ferriera 1999; Resosudarmo
and Vidyattama 2006).

In the Philippines, the positive effects of infrastructure on economic growth are well
documented (Balisacan and Hill 2003; Llanto 2007; Paderanga 2007). The rate of
investment in infrastructure in the country has remained low for the past decades and has
shrunk as a share of GDP. Llanto (2004) observed that the Philippines has lagged behind
during the 1980s and 1990s compared to neighbouring countries due to a lack of efficient
infrastructure that hampered the country’s economic performance. Llanto added that the
weak fiscal position of the government and boom-bust cycles in the economy have
contributed to the problem where investment in infrastructure as a ratio of GDP stands
only at around 3 percent.

Bocchi (2008) offered three reasons why the Philippines has poor infrastructure: first,
public sector investment cannot keep up with the GDP growth rates; second, capitalintensive private sectors are reluctant to increase investment; and third, firms are enjoying
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rising profits even in the absence of further investment. In addition, the Philippines lags
behind in attracting foreign direct investment compared to neighbouring countries (Balboa
and Medalla 2006).

Fertility Kate

More than two centuries ago, Reverend Thomas Mai thus recognised the key role of
demographic changes in the economic well-being of a country. Malthus developed a formal
model, often called the Malthusian Kopulation Trap, where each country converges toward a
certain level of income - a steady-state level where food supply and a population’s demand
for food are balanced. In this model, death rates fall and fertility rises when the income is
greater than the steady-state level; otherwise, the opposite happens when incomes are less
than the steady-state level (Becker, Murphy, and Tamura 1994). The model postulates that
population grows geometrically while food supplies grow only arithmedcally; eventually, if
the trend persists it will lead to widespread misery for the majority of people as demand for
food outstrips supply and, consequently, population will decline.

There are various transmission mechanisms via which high fertility rates negatively affect
per capita income growth. One is the dilution of capital where rapid growth in a population
can outstrip the increase in capital formation —meaning there will be less capital for every
person in the economy. A further mechanism is through lower investment in human capital.
From a micro perspective, a household with a higher fertility7 rate will be hard pressed to
invest in the education of their children compared to a household with a lower fertility rate
given the same level of income. Another mechanism where a higher fertility7 rate impinges
on per capita income growth is when the production and rearing of children are very time
intensive - namely parents have to devote time away from productive activities into the
care of their children.

In the growth literature, many studies have used various models and theoretical
specifications that provide empirical links between fertility7 rates and economic growth.
These studies found that high fertility7has a negative effect on economic growth (Hazledine
and Moreland 1977; McNicoll 1984; Barro and Lee 1994).

The seminal work of Barro (1991) provided a theoretical framework that incorporates
fertility in the growth model. Barro tested his model using panel data covering 100
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countries for the period between 1960 to 1990 and found that fertility reduces productive
output. This, he argued, is due to expenditure being diverted away from production and
into child-rearing. Moreover, Barro argues that an exogenous drop in the fertility rate will
tend to increase productive output in the long run. Similar findings are also reported by
Brander and Dowrick (1993). Their study found that high birth rates appear to reduce
economic growth through capital dilution.

The relationship between demographic trends and economic performance remains
controversial. Mankiw, Römer, and Weil (1992) included population trend in their growth
model and found that it has a weak negative correlation with economic growth. This is
further confirmed by subsequent studies arguing that a high population growth rate has a
detrimental impact on economic growth since it creates a high dependency ratio and
lessens the quality of human capital (Kelley and Schmidt 1995; Bloom and Williamson
1998).

Other studies suggest that the relationship between population growth and increases in per
capita income is not clear cut —the reason why conflicting claims in the literature abound
(Kelly 1988).

According to Blanchet (1991), most studies prior to 1980 found no

relationship between rapid population growth and economic performance; however, recent
findings suggest that there could be a negative relation between the two. On the other hand,
recent study by Day (2012) found that fertility and per capita income across most high
income OECD countries are now positively related.

Some studies have suggested that population growth can have substantial benefits to
economic growth due to a lower cost of labour, abundant manpower, and huge domestic
demand (Simon 1976). For example, the rapid economic growth of the past few decades in
China and India may partly be attributed to its large population size. Moreover, high
population density7 may also increase specialisation and knowledge diffusion. The age
distribution of a population also impact economic growth. A large working-age group is
more conducive to growth while an aging population, like in Japan, may experience
contraction in economic performance in the future. The widely held view in the literature
was high fertility rates tend to have a negative effect on economic growth (Barro 2001).

In the Philippines, empirical studies have found that higher dependency ratio negatively
affects economic growth. However, it also has a substantial negative effect due to dilution
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o f capital and lower investment in human capital (Mapa, Balisacan, and Briones 2006).
Intuitively, having many dependents means greater competition for household resources,
public sendees, access to safe water, education, and environment. This higher dependency
will result in an overall decline in the quality o f life among the citizens, consequently
lowering productivity in the country. Alonzo et al. (2004) argued that rapid population
growth not only hampers economic growth but tends to contribute to higher poverty
incidence. Similar findings have been also reported by Tolo (2011) who found that high
population growth rates in the Philippines hamper economic growth. However, there is no
local literature that specifically considers the effect o f fertility rate on provincial per capita
income growth.

Overseas Filipino Workers

Over the past decades, labour emigration has been steadily increasing in developing
countries. This phenom enon can impact the growth dynamics of a source country: either
by positive feedback through skill transfers and increases in foreign currency earnings due
to remittances or negatively through the loss o f skilled workers and managerial talent —
often called the Brain Drain.6* Jongwanich (2007) has found that remittances sent by
overseas workers to their home country have an impact on poverty reduction through
increasing the income, smoothing the consumption, and easing the capital constraints of
the poor. Its positive impact on economic growth was through an increase in domestic
investment and human capital development. The same result was found by Javid, Arif, and
Qayyum (2012) in the case o f Pakistan, where remittances have a positive and statistically
significant impact on economic growth and poverty reduction.

The Philippines is unique among developing countries due to the existence o f a large
labour force working abroad —almost a quarter o f the total workforce. A study by Zosa
and Orbeta (2009) highlighted a research gap on the causes and effects o f international
labour migration and remittances on the social and economic well being o f the country.
They suggest that understanding the social and economic impact o f international labour
migration and remittances is complex and requires an interdisciplinary approach. They
noted the need for in-depth analysis using better theories and specifications, as well as
estimation procedures requiring new datasets and methodologies. Ducanes and Abella
(2007) found that households with migrant workers move up the income ladder faster than

68 See Ozden and Schiff (2006) for detailed discussion of immigration, remittances, and brain drain.
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households without a migrant worker. However, little research has been undertaken on
understanding the relationship between Overseas Filipino Workers and the per capita
income growth of sending provinces.

Recent study by Clemens and Tiongson (2012) found that migrant workers from the
Philippines has important effects on their households such as greater private schooling for
children and more expenditure on health. They also noted that there is no substantial
increase in entrepreneurial activity of sending household since often the breadwinner of the
family is the one migrating to work abroad. Moreover, Clemens and Tiongson found no
significant increase in household saving, but causes borrowing to markedly decrease. Yang
(2008) explored the impact of exchange rate shocks on Philippine migrants and found that
positive shocks —appreciation of migrant’s currency against the Philippine peso —leads to
increase in household remittances received from overseas, to enhanced human capital
accumulation and entrepreneurship of sending household. While Ducanes (2012) found no
evidence to support that international migration of household member(s) leads to laziness
or lack of economic initiatives from receiving households.

The hypothesis put forward in this chapter is that Overseas Filipino Workers have a
positive effect on per capita income growth. One reason for predicting this is that
remittances increase investment in human capital and business opportunities for receiving
families. In addition, remittances can also stimulate the local economy through the
increased purchasing power of receiving households. Some evidence suggests that
households with OFW members tend to use remittances for the education of their children.
A survey by the Bangko Sentral ng Pilipinas (BSP 2012) revealed that households that receive
remittances mostly use it for food, payment of debt, medical expenses, and education.69
The BSP survey indicates that spending on education has been increasing over time and
that only a small portion of remittances are used to start up businesses or engage in
productive enterprises.
Human Capital

Human capital refers to the stock of knowledge, technical know-how, skills, competencies,
and creativity in the work force of the economy. Many conceptual approaches have been
69 Survey is available from Bangko Sentral ng Pilipinas website as Consumer Expectations Survey, 2nd
Quarter 2012 conducted by Department of Economics and Statistics available at
<http://www.bsp.gov.ph/downloads/Publications/2012/CES_2qtr2012.pdf> accessed on 10
December 2012.
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used to explore the link between human capital and growth. The seminal works of Becker
(1964) and Mincer (1974) laid the groundwork for succeeding studies based on
microeconomic approach on the impact of investment in human capital (i.e. education and
training) on the economic performance of households.

Macroeconomic models such as the endogenous growth model consider human capital as
one of the main sources of economic growth. Various empirical studies have confirmed a
strong positive impact of human capital on economic growth (Barro 1991; Mankiw, Römer,
and Weil 1992). This is one of the reasons why many developing countries spend
substantial resources on education and other human capital development (Alderman et al.
1996). In contrast, there are studies that suggest a relationship between human capital and
economic growth to be rather tenuous and exaggerated (Levine and Renelt 1992; Topel
1999; Pritchett 2001).

Ferreira (2000) carried out an intra-country study using data from Brazil and found a
posidve effect of human capital on economic performance. Higgins et al. (2003) found
using data from the United States also found that investment in education substantially
contributes to an individual state’s economic growth. In addition, Oketch (2006) also
concluded that human resource development has a significant positive influence on per
capita income growth among African countries.

In the Philippines, the preference of Filipino workers to work abroad, especially educated
and highly skilled professionals, may have contributed to the low impact of human capital
on economic growth. In addition, the policy of the government to encourage Filipinos to
work abroad resulted to reduction of available professionals and skilled workers in the local
labour market. The country has a comparadve advantage over its neighbours owing to
better English-language skills and high quality education. Thus, it is not surprising that the
country is a global exporter of professionals especially in health care and IT (Manning and
Sidorenko 2007). As early as the 1970s, Pernia (1976) argued that there is prima facie
evidence that the Philippines suffers from a general problem of “Brain Drain” stemming
from the basic inability of the economy to absorb the increasing supply of professionals
produced by many academic institutions in the country.
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Inequality

The literature shows mixed results on the relationship between inequality and economic
growth. Ravallion and Chen (1997) and Dollar and Kraay (2002) found that growth does
not have an impact on inequality, which means that on average a typical pro-growth
strategy would not be useful in addressing high levels of inequality and there are no
feedback mechanisms between higher growth and decreasing levels of inequality. Benabou
(1996) argued that initial inequality is detrimental to long-run growth. Alesina and Rodrick
(1994) also found that countries with more equal income distribution tend to grow faster.
Berg and Ostry (2011) have argued that a more equal distribution of income is associated
with a longer and sustained economic growth. In addition, Easterly (2007) found that
higher levels of inequality generally cause lower overall per capita income within a country;
further, high inequality also negatively impacts other development outcomes such as
institutions and human capital formation. In contrast, other studies find that inequality is
positively related to economic growth (Li and Zou 1998). Forbes (2000) also found that an
increase in inequality in the present tends to generate high growth in subsequent period.

A careful examination of the various mechanisms on how inequality influences economic
growth has also been undertaken by Perotti (1996). He found that income distribution
affects socio-political stability, education and fertility decisions, and investment in human
capital. Perotti has also shown that more equal societies have lower fertility rates and higher
rates of investment in education leading to better economic performance while highly
unequal societies tend to be politically and socially unstable. Aghion, Caroli, and GarciaPenalosa (1999) showed that wealth inequality may be bad for growth, in particular when
capital markets are imperfect and agents are heterogeneous, or when some agents suffer
from institutional limitations in the access to investment.

A survey of theoretical and empirical literature on the effect of inequality on growth by
Ehrhart (2009) concluded that, from a theoretical perspective, countries that were more
equal tend to experience longer and higher economic growth. From an empirical point of
view, however, results were mixed with no evidence to definitively conclude an exact
relationship between inequality and economic growth. Earhart adds that although lower
inequality suggests better economic performance, it does not mean a redistribution of
wealth will subsequently increase future economic growth.
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Institutions

Institutions matter in determining the growth trajectories of countries (Acemoglu and
Robinson 2012). North (1990) has defined “institutions” as referring to the formal rules,
informal constraints, and their enforcement characteristics that together shape human
interaction. Institutional capabilities that lend credibility and effectiveness to government
policy substantially impact the development process and economic performance (Esfahani
and Ramirez 2003). Acemoglu, Johnson, and Robinson (2005) found the importance of
institutions not only in shaping the economic prospect of the country but also in
influencing all other aspects of the country such as policymaking, distribution of wealth,
and access to resources.

Acemoglu, Johnson, and Robinson (2001) argued that during the colonial period in Africa,
European colonialists that could not settle in a colony due to high mortality rates are more
likely to set up extractive institutions. These institutions continued to this day and
influenced the growth trajectory7 of former African colonies. The literature identified five
key institutional structures (property rights, regulator}7 institutions, institutions for
macroeconomic stabilisation, institutions for social insurance and institutions of conflict
management), which not only exert direct influence on economic growth, but also affect
other determinants of growth such as physical and human capital, investment decisions,
and technological developments (Rodrik 2011). In addition, Easterly (2001) found that
none of the traditional factors would have an impact on economic performance if there
were no stable and trustworthy institudonal environments to sustain the economy.

Many sub-national studies show that a credible and efficient institution has a positive
impact on economic growth and development. For example, Cavalcanti et al. (2008)
investigated the effects of institutional reform in Brazil and showed that output per capita
is augmented by reducing the number of procedures to open a business; decreasing the
average time involved in insolvency proceedings; increasing labour market flexibility; and
increasing effective creditor protection.

location

Franpois Perroux (1950) was one of the first to introduce the concept of economic growth
poles and emphasise the important economic role it plays in the surrounding areas. Many
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studies have documented the strong positive relationship between economic growth and
geographic agglomeration of economic activities (Hohenberg and Lees 1985). Fujita and
Thisse (2003) has found that additional growth spurred by agglomeration would lead to
dispersion of economic growth to the periphery. Baldwin and Martin (2004) have also
shown that the relation between economic growth and agglomeration depends crucially on
the mobility of human and physical capital between regions and its absence will tend to
slow down the process of development.

The seminal work of Krugman (1991) on New Economic Geography has shown that those
regions with the most production —as the outcome of the interaction of increasing returns,
trade costs, and factor price differences - will be more profitable and, therefore, attract
even more investment and firms. Felkner and Townsend (2011) observed that a nation's
economic geography can have an enormous impact on its development. They analysed the
case of Thailand and showed that a high concentration of enterprise in geographically
strategic areas results in higher subsequent growth, leaving other areas of the country7 to
stagnate. One unifying theme of the literature is on the presence of an economic core or
growth pole, which serves as an engine for growth for the periphery7. There is a spatial
dimension to economic growth wherein neighbouring areas close to the core or growth
poles tend to prosper compared to those in far flung areas.

Conflict and Social Culture

Conflict pose as a considerable obstacle to economic growth and development not only
because of its damaging impact to society but also it creates an atmosphere not conducive
to investment and the formation of human and physical capital. Collier (1999; 2004)
presented a theoretical model and details the way conflict leads to vicious cycles of
underdevelopment and a lack of economic growth. Humphreys (2003) provided a detailed
review of recent research on the relationship between economies and violent conflict.
Some of the significant findings are high levels of poverty7 makes violent conflict more
likely, investment collapses, and infrastructure worsens.

Many empirical studies have also identified the key role played by socio-cultural factors in
economic growth. Weber (1930) was one of the first to recognise the role of religious
practices and beliefs on economic development in his book “The Protestant Ethic and the
Spirit of Capitalism”. Barro and McCleary (2003) found a beneficial influence of religion on
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economic growth among a broad panel of countries. They found that it has a positive
impact on growth since religious belief, especially in Protestant countries, influences
individual traits and enhance their economic performance and be productive members of
society. Partly due the Protestant work ethics of dignifying worldly work as a duty which
benefits both individual and society as whole.

Intangible attributes like social capital, which is defined as the expected collective or
economic benefits derived from the preferential treatment and cooperation between
individuals and groups, is also an important contributor to economic growth. Dasgupta
(2011) demonstrated that an increase in trust among people tends to result in an increase in
total factor productivity and higher economic growth. Likewise, trust also plays a role
because a trustworthy relationship and honest dealing provides stronger incentives to
innovate, accumulate physical capital, and improve goodwill, which are all conducive to
economic growth (Knack and Keefer 1997).

Other Detemjinants o f Income Growth

The Philippines, like many developing countries, has a long legacy of colonial rule. Grier
(1999) has found that the identity of colonising powers has a significant and permanent
effect on subsequent growth and development of the colony. He argued that colonies that
were held for longer periods tend to perform better, on average, after independence.
Detailed investigations of various determinants of growth have been undertaken by many
including such as Temple (1999) and Ciccone and |arocinski (2010). One interesting work
is Petrakos, Arvanitidis, and Sotiris (2007), who surveyed a range of leading experts from
different fields ranging from economists, policymakers, corporate managers, businessmen,
and academics on what they think are the main determinants of growth among developed
and developing countries. Investments, quality of institutions, human capital, innovations,
and openness to trade were some of the most common replies among experts.

4.4 E stim a tio n M eth o d s

Empirical Growth Estimation

Growth econometrics is not without sceptics. One of the main issues confronting empirical
growth regressions is their tendency to provide single value coefficients for each
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explanatory variable, which is usually interpreted to mean that these are the same effects
for all regions or countries under investigation. Durlauf (2000) argued that the econometric
component of the growth literature has not really addressed the main growth questions
concerning the varying impact of explanatory variables - both in the cross-section and the
panel estimation technique. Ordinär}7 Least Squares (OLS) or panel estimates simply
provide a grand summary7 of the effect of explanatory7variables on growth and assumes it
to be the same for all economies (Mosteller and Tukey 1997). For instance, it assumes that
the impact of investment in human capital is the same for OECD countries as it is in
developing countries (e.g. poor African states).

De Long (1988) also pointed out there are some problems with selection and measurement
errors in using OLS in growth convergence. While Friedman (1992) and Quah (1993)
argued that the results of growth regressions may not actually indicate negative relations
between initial income and growth but could rather be measuring regression towards the
mean —also known as Gallon’s Fallacy.

Mello and Novo (2001) argued that it is highly unlikely that explanatory variables will have
the same impact for all economies because the interaction between variables and growth
rates are more complex than can be provided by average correlation. Moreover, standard
cross-country regression cannot identify groupings of economies and thus will not take
into account economies that are converging and those that are not. In short, growth
regression cannot identify the existence of club convergence (Bernard and Durlauf 1996;
Quah 1996).

Some studies have addressed the issues through these inclusion of more explanatory
variables which take into account of the inherent differences among economies. An
alternative method is through the classification of economies based on common traits.
Durlauf and Johnson (1995) used algorithms to classify economies and build a regression
tree. They then divide economies according to certain statistical traits based on a set of
control variables. Canova (2001) proposed a technique to jointly test for the groupings of
economies through the use of predictive density7 of the data conditional on the parameters
of the model.

Koenker and Hallock (2001) suggested the use of quantile regression to surpass some
limitations of the current approach to growth estimations. Following the same principle of
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grouping economies into common statistical traits, Mello and Perrelli (2003) have applied
quantile regression on growth and found that the effect of control variables significantly
differs between poor and rich economies, suggesting that quantile regression provides
more information on understanding growth dynamics between poor and rich economies.

In a similar study, Barreto and Hughes (2004: 31) found that “quantile regression allows us
to investigate the behaviour of under performers and over achievers”. Barreto and Hughes
argued that determinants of growth differ widely between under-performing economies
and over-achieving countries, that traditional growth oriented policies that are designed to
boost trade or investment will be ineffective in under-performing countries without
addressing first the underlying institutional quality. The existence of some outliers can also
result in a bias estimate of the OLS regression. Through the use of quantile regression
these issues can be somehow remedied, since it will use different quantiles for each group
of provinces, to classify them into fast and lagging provinces. Moreover, Petrakos,
Arvanitidis, and Sotiris (2007:11) have argued that “growth determinants influence at a
different degree each economy depending on the level of development achieved, as such,
there are clear indications that policy priorities should be different between developed and
developing countries”.

Q uantile Regression

Koenker and Bassett (1978) introduced quantile regression as a possible solution to the
issue for data that does not follow a normal distribution or is embedded with outliers.
According to Andrade (2002), compared to OLS the quantile regression approach increases
the explanatory7 powers of the result and mitigates the influence of outliers in the analysis.
The quantile regression can be seen as an extension of standard regression. In OLS, it tries
to solve the following minimisation problem:

(4 -2)
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This equation results in the conditional mean function £(Y |x), which is similar to quantile
regression with the following optimisation problem:
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The p represents a “loss function” that can be calculated conditioned to each selected
quantile

T,

where

T

E (0, 1). This loss function is defined as pT(u) = u ( r — /( u < 0)),

where I (.) is an indicator function, and u represents the difference between actual value
and an estimated one for each observation. These differences may take positive or negative
values. The indicator function assumes the value 1 when the u is negative, and zero
otherwise. As a result, the loss function assumes a negative value for all of these
observations. This occurs because

T

is between 0 and 1, while the indicator function

assumes a value of 1 when u is negative. The characteristic of the function pT(li) allows
both the weighting and the optimisation of the differences between the estimated and
actual values of observations for each quantile.

The minimisation of the loss function given by (4.3) results in estimators for /?( t), through
the expectations of pT(y; —tyß('O ) for each ß (t), allowing estimators for the conditional
quantiles, including the sample median as a specific case. For example, suppose that the
dependent variable is the average per capita income growth and the explanatory variable is
the fertility rate. The coefficient of fertility rate at

T

— 0.2 gives the marginal change in

average GDP growth rate associated with a marginal change in fertility rate for provinces
that are in the bottom 20% of the conditional distribution of the average per capita income
growth (i.e. slow-growth provinces). Thus, we can reformulate the functional form of the
basic growth regression model to take into account conditional quantiles as:
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According to Barreto and Hughes (2004), quantile regression can be thought of as a special
case of generalised methods of moments (GMM). GMM is a standard method for
estimating parameters in the context of semi-parametric models, where the parameter of
interest is finite-dimensional and the full shape of the distribution function of the data is
unknown. In such cases, maximum likelihood estimation may not be an appropriate
method. GMM estimators are considered consistent, efficient, and asymptotically normal
among the class of estimators and do not require additional information aside from what is
contained in the moment conditions. In addition, Wooldridge (2001) notes that GMM can
be used to obtain parameter estimators that are consistent under weak distributional
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assumptions and improve over standard estimators when some assumptions like
homoskedasticity do not hold. "

Model Specification
Based on Equation (4.1) there are two sets of variables to be included in the model: those
directly implied in the Solow-Swan Model and other sets of variables based on the
empirical studies that are said to influence growth. The study period is from 1985 to 2009
while the model specification used to estimate provincial per capita income growth is as
follows:

growthi = ß 0 + f t In ( infra) t + ß 2 ln (/e r t)£ + ß 3 ln (o/w)* + y 1 ln(y1985) £ + y 2 In(enrol) t
+ y 3\n(gini)i + y 4(po/)i + y 5(loca)i + y 6(armm)i + £t

where,
growthi

is the average annual growth rate of per capita income of province i using
1997 as the base year for the real per capita income computation;

yi, 1985

is the log of initial per capita income in 1985 of province i\

infrai

is the infrastructure index as equally measured by length of paved road, area
under irrigation in square kilometres, level of electrification, and farmland
in square kilometres in province i\

pert,

total fertility rate (number of children per woman) in 1985 of province i;

ofw,

the proportion of the province i population that are overseas Filipino
workers;

enrol,

is average enrolment rate in primary in secondary school in province i ;

ginii

measure of expenditure inequality during the initial period 1985;

poli

proportion of provincial officials related by blood or affinity;

loco

dummy variables for provinces adjacent to highly urbanised cities (i.e. 1 if a
province is close to highly urbanised area otherwise zero);

armm

dummy variable for the provinces of ARMM (i.e. 1 for the provinces of
Basilan, Lanao del Sur, Maguindanao, Sulu, and Tawi-Tawi); and

ßi - f t

are coefficients for focus variables that we are trying to investigate; and

yi - ye

are coefficients for our control variables based on growth theories.

70 A detailed discussion of why quantile regression is a form of GMM as derived by Buchinsky
(1998) is presented in Appendix A.9.
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Previous studies on provincial growth in the Philippines include Metro Manila as one of
the provinces (see Balisacan and Fuwa 2003a; Mapa, Balisacan, and Briones 2009). 1 In this
chapter, Metro Manila is excluded from the analysis for the following reasons: first, it is not
a province as defined by law; second, some explanatory variables do not apply to Metro
Manila such as farmland and irrigation; third, economic activity is heavily concentrated in
Metro Manila, it also has the highest per capita income, literacy rate, and level of
development; and lastly, it has the largest population and is defined as a region composed
o f many cities. Thus, to include Metro Manila in the analysis would be mixing regional and
provincial data. Moreover, it is difficult to justify putting the poor provinces of
Maguindanao or Tawi-tawi on an equal footing with Metro Manila in the regression.

Where possible other control variables in the analyses such as natural disaster affecting
provinces (i.e. number of typhoons), presence o f economic zones, number o f academic
degree holders in the provinces, and number of financial institudons have been included.
However, the results on these variables do not conform with theoredcal expectadons and
most are not statistically significant. For example, the number o f typhoons affecdng the
province annually as expected to have a negative impact on per capita income growth but
the result is not significant. One reason could be due to measurement issues since data only
measures the frequency of typhoons but not the economic damages. Unfortunately, no
data are available on the economic damages caused by typhoons. The same is also true for
the number o f academic degree holders in the province. It is expected that provinces with a
higher number o f academic degree holders will lead to higher per capita income growth
even though preliminary results show otherwise. This could be due to out-migration of
graduates where they tend to move to cities and urban areas to find jobs, thus, the return to
education does not accrue to the provinces.

O n the number o f financial institutions, results also did not conform with theoretical
expectations and are not statistically significant. This is consistent with Lamberte’s (2008)
findings that during the period 1993 to 2005 the total number of banking offices in the
country grew by 65 percent. However, the relative increase in banks between fast-growing
areas and those economically lagging are more or less the same. Another control variable
that was used in the preliminary analysis is the initial savings o f provinces. If initial savings

71 The definition of province is provided in under Republic Act 7610 otherwise known as the Local
Government Code of 1991. Under Section 461 of the said law, a province must have an average
income of not less than P20 million and a population of not less than 250,000 inhabitants, or a
contiguous territory of at least 2,000 square kilometres.
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in 1985 is used as a proxy for investment in the beginning period it should provide a
positive result but preliminary analyses revealed it was not statistically significant.

Addressing Endogeneity

Addressing endogeneity issues in cross-sectional data is quite difficult due to a lack o f valid
instruments (Temple 1999). One of the challenges in the analysis of provincial income
growth in the Philippines is the availability o f province level data. The scarcity o f data limits
both the number o f control and instrumental variables that can be used.

Infrastructure

index is suspected to be endogenous and land area of the province was used as an
instrumental variable for infrastructure. Land area affects infrastructure (e.g. large
provinces are more likely to have longer paved roads or bigger irrigation) but not per capita
income growth.

Fertility rates can also be considered endogenous since increasing income usually results in
a lower birth rate. Thus, regressing changing fertility rate that are simultaneously affected
by changes in per capita income may be problematic. However, according to Blanchet
(1991), fertility seems to be closely related with the level o f income rather than income
growth, thus, if the level o f income is the determining factor, regressing income growth on
fertility may not pose any issue and the results are still valid. In the regression the fertility
rate in 1985 was used to avoid endogeneity issues. According to Barro (1996) using fertility
rates from the preceding period or its lagged values in the growth regression is likely to
capture the impact o f fertility on income growth and not the other way around, since the
feedback mechanism for income to affect fertility no longer exists In addition, Brander and
Dowrick (1993) have argued that using fertility rates instead o f population growth as
explanatory variables for income growth tend to give stronger results. 2

The OFW variable was primarily driven by exogenous factors such as demand for Filipino
workers, opportunities to emigrate abroad, the prevailing exchange rate, and the global
economy.

Moreover, even if OFW is endogenous the lack o f suitable instrumental

variables makes it difficult to address. Political dynasty may be endogenous but there is also
no meaningful variable to use as an instrument. To avoid the problem o f endogeneity

72 There are other demographic variables such as population growth that can be used in the
analysis. However, these not reliable due to its political nature, especially in ARMM. Preliminary
analyses using population growth rates as explanatory variables were mixed and the results were not
statistically significant.
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issues concerning inequality (i.e. Gini coefficient) the initial value in 1985 was also used.
School enrolment could also have been endogenous. Preliminary analyses using numbers of
schools and then the number o f private and public teachers within a province as an
instrument variable (and various combinations o f them) did not yield meaningful results.
Model Uncertainty and Robustness Check,

One of the challenges in determining what variables to include or exclude in the growth
regression is that this decision involves some arbitrary selection in what is called the “openendedness” o f growth theory (Brock and Durlauf 2001). According to Sala-i-Martin (2004),
one issue faced in empirical analysis o f the determinants o f growth is that theories are not
explicit enough as to what explanatory variables should be included in the “true” regression.
Thus, it is important to take into account model uncertainty in growth regressions.

In order to overcome variable selection and model uncertainty Fernandez, Ley, and Steel
(2001) and Sala-i-Martin, Doppelhofer, and Miller 2004 (2004) suggested the use of the
Bayesian Model Averaging (BMA) and the Bayesian Averaging of Classical Estimates
(BACE). Basically, these methods examine the robustness o f explanatory variables by
running all possible permutations and model specifications o f explanatory variables then
constructing estimates by averaging the coefficients across the different models. Magnus,
Powell, and Prüfer (2010) introduced the Weighted-Average Least Squares (WALS) which
they claim can be theoretically and practically superior to Bayesian averaging because its
computational burden is easy and it is based on a transparent definition o f prior ignorance
of model specification. 3

Model averaging such as WALS and the BMA addresses the issue of the “open-endedness”
o f growth regressions. It also verifies the robustness o f explanatory variables and the
stability o f coefficients. According to Fernandez, Ley, and Steel (2001) model averaging is
the usual procedure suggested in the growth literature and addresses model uncertainty and
robustness o f explanatory variables. The rationale for model averaging is the belief that
more than one specification could exist that fits the data and that different specifications
may lead to different coefficients and standard errors. Taking the weighted averages o f the
various model specifications is far superior to choosing just one model and discarding all
the information provided by different models (Hoeting et al. 1999).
73 See Magnus, Powell, and Pmfer (2010) for a good discussion on the comparison between WALS
and BMA, and Hoeting et al. (1999) for a detail discussion of the Bayesian model averaging
technique.
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4.5 Data
This chapter uses cross-sectional data for the 73 provinces o f the Philippines. The analysis
uses 1985 as the starting year and the 2009 as ending year - the latest reported TIES by
NSO. 1The data are adjusted for time and spatial consistency. Provincial real per capita
income are adjusted based on 1997 prices indexed using Balisacan’s (2001) reported
provincial cost-of-living, which uses the National Capital Region as a reference point.
Regional Consumer Price Indices are applied to the provincial cost-of-living for time
consistency in the data. Geographical boundaries o f provinces are kept constant based on
the 1985 map — assuming that newly created provinces are still part o f their mother
provinces.

Since 1985 to 2009 seven new provinces were created. In 1992 the provinces o f Baliran and
Guimaras were carved out o f Leyte and Iloilo, respectively. The province o f Sarangani was
created from South Cotabato while Kalinga-Apayao was split into separate provinces in
1995. Compostela \ alley was taken from Davao del N orte in 1998 and Zamboanga
Sibugay was carved from Zamboanga del Sur.

Table 4.1 presents the variable definitions and sources. All sources are based on official
reported statistics o f the government. Provincial level data in the Philippines are scarce.
Thus, the variables that can be included are limited only by available data. From 1985 to
1994 the National Statistics Office (NSO) reported official statistics based on provincial
level data. However, NSO started reporting data mostly on a regional basis since 1997 to
save time and cost. 3 To get the value for individual provinces the regional data have to be
deconstructed based on N SO ’s main data sources. Moreover, some provincial data is only
available for later years. For example, data on the Good Governance Index is only available
from 2000 onwards.

74 FIES for 2012 is not yet available as of this writing. It usually takes a year and a half before the
results of FIES are officially published, namely, FIES 2012 is more likely to be available by 2014.
75 This is based on an interview I conducted with employees of the National Statistics Office during
fieldwork.
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Table 4.1 Variables Definitions and Sources
V a r ia b le N a m e

S o u r c e s o f D a ta

D e fin itio n
Dependent \'ariable

Income per capita
growth rate
(growth)

Average growth rate of provincial per capita
income from 1985 to 2009; income is
measured in 1997 pesos and adjusted for
price differences in the provinces.

Various issues of Family Income
and Expenditures Survey (FIES) of
National Statistics Office (NSO)

Focus Variables

Infrastructure
Index
(Injinfra)

Fertility Rate
(In je rt)

Overseas Filipino
Workers
(,Injofiv)

Measured by percentage of paved road from
total road length in the province, irrigation,
level of electrification, and farmland
(Average of 1990, 1995, 2000, and 2005)
Total fertility rate (number of children per
woman) in 1985
Total number of Overseas Filipino workers
as a ratio o f provincial population (Average
of 1995, 2000, and 2005)

Department of Public Works and
Highway (DPWH), NSO, National
Statistical Coordination Board
(NSCB), National Electrification
Administration, Census of
Agriculture
National Demographic Survey,
Census on Population and Housing
NSO
Census on Population and Housing
(CPH)

Control Variables

Income 1985
(ln_1985)

Schooling
(ln_enro!)

Gini Coefficient
(ln_gini)

Political Dynasty
{pot)

Location
(joca)

ARMM Dummy
(armm)

Log o f initial income in 1985

FIES 1985

Percentage of children enrolled in primary
and secondary education (Average of 1995,
2000, and 2005)
Measure of expenditure inequality, 1985

Census of Population and Housing
(CPH)
FIES 1985

Proportion of provincial officials related by
blood or affinity (Average 1988 and 1997)

Commission on Election

For provinces adjacent to highly urbanized
areas - 1, otherwise = 0

Department of Interior and Local
Government

Variable for the provinces of ARMM ( 1 for
Basilan, Lanao del Sur, Maguindanao, Sulu,
and Tawi-Tawi)

Department of Interior and Local
Government

Instrumental 1 'ariable

Land Area
(ln_area)

Official reported land area of the province
in square kilometres

Department of Interior and Local
Government

Table 4.2 presents summary statistics of the variables used in the analysis. Most of the
explanatory variables, including the dependent variable, are in natural logarithms except for
political dynast}7, location, and the ARMM. The reason why political dynasty is not in the
natural logarithm is because some provinces have zero value while the location and the
ARMM are dummy variables.
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Tabic 4.2 Summary Statistics of the Variables in the Analysis
V ariables

O b s.

M ean

Std.
D ev .

M in

M ax

C orrelation
w ith G row th

Dependent I 'ariable

73

1.70

1.16

-1.43

3.78

1.00

Log of Infrastructure Index

73

3.49

0.43

2.19

4.22

0.36

Log of Fertility Rate

73

1.29

0.19

0.93

1.65

-0.43

Log of Overseas Workers

73

0.89

0.67

-0.58

2.19

0.16

Log of Initial Income 1985

73

9.72

0.28

9.07

10.39

-0.33

Log of School Enrolment

73

4.46

0.07

4.26

4.56

0.32

Log of Gini Coefficient

73

3.62

0.13

3.01

3.88

0.32

Political Dynasty

73

0.24

0.19

0

0.79

-0.23

Location Dummy

73

0.30

0.46

0

1

0.19

ARMM Dummy

73

0.07

0.25

0

1

-0.41

73

8.12

0.82

5.39

9.74

-0.11

Average Growth Rate
Focus Variables

Control \ 'ariables

Instrumental Variable

Log of Province area

Infrastructure index is a combination of the percentage length of paved road (i.e. concrete
and asphalt roads) over the total road length in the province, the percentage area of arable
lands with irrigation, level of barangay electrification in the province, and the percentage of
farmland over the total area of the province. Length of paved road is measured in
percentage, referring to the length of existing paved road (concrete and asphalt) in each of
the provinces over the total road length that includes highways, national, provincial, and
rural roads. Irrigation is measured also in percentage, which is the square kilometres of area
within a province that is irrigated over the square kilometres of total arable land.
Electrification is measured as the level of electrification in terms of percentage of barangay£
that have access to electricity. Farmland is measured as percentage of the square kilometres
of agricultural land existing in the province over the total land area of the province.

In the computation of the infrastructure index, each of the four variables are given equal
weights of 25 percent share in the index. For example, if the values for Zamboanga del Sur
on percentage of paved road is 27 percent, irrigation is 33 percent, electrification is 95
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percent, and farmland 23 percent; each o f these values are multiplied by 25 percent. Then,
added together to provide an infrastructure index for Zamboanga del Sur o f around 44.5. 6

The need to construct an index for infrastructure is due to the presence o f multicollinearity. Preliminary analysis shows that the length o f paved road, irrigation,
electrification, and farmland are highly correlated. Provinces with better roads also tend to
have higher levels of electrification. Additionally, those with higher levels of irrigation also
tend to have more agricultural land.

Some researchers suggest to simply ignoring the issue o f multi-collinearity (Blanchard
1967). Others, such as Gujarati and Porter (2009), recommend various ways of combining
the variables into meaningful and reasonable way by constructing an index. This chapter
subscribes to the latter’s suggestion o f combining infrastructure variables into a single
index. Each individual variable included in the infrastructure index gives valuable
information. Taken together, these variables provide a better picture o f the level of
infrastructural development in a province.

Political dynasty is used as a proxy to measure the quality o f local institutions and political
competitiveness. It is measured using the proportion of key provincial officials, namely,
governors,

vice-governors,

and

district-level

representatives

to

the

House

of

Representatives that are related to each other by blood or affinity. The rationale is that a
province without a political dynasty is more likely to have robust political competition,
democracy, and better institutions. Thus, the higher the level o f political dynasty in the
province, the more likely the province suffers from weak institutions and, consequently,
poor economic performance. Undeniably, the quantitative measure o f political dynasty7 is
not without flaw. For example, political dynasty may not exist in the provincial level but it
may be well entrenched in the municipal or congressional level. Unfortunately, no database
exist on the political dynasty7on the municipal and congressional level.

In measuring the effect o f location or geography, a dummy variable was used to represent
those provinces adjacent to highly urbanised areas. As previously mentioned, provinces
close to industrial centres are more likely to experience rapid growth than those that are far
away (Perroux 1950; Monsted 1974). If the province is adjacent to a highly urbanised area a

76 The computation is as follows: (0.27 x 0.25) + (0.33 x 0.25) + (0.95 x 0.25) + (0.23 x 0.25) =
0.445. This is then multiplied by 100, resulting to an infrastructure index of 44.5 for Zamboanga del
Sur. Then, the natural logarithm of the infrastructure index is used in the analysis, in this case 3.795.
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value of 1 was assigned to serve as dummy, otherwise the value is zero. For example, the
provinces of Misamis Oriental and Davao del Sur are both close to the highly urbanised
cities of Cagayan de Oro and Davao City, respectively. These provinces are then given a
value of 1 in the data while the provinces of Tawi-tawi or Lanao del Sur are given a value
of zero being far from highly urbanised area.

The inclusion of the regional dummy variable for the Autonomous Region in Muslim
Mindanao (ARMM) is consistent with the existing literature, as it takes into account the
unique features of the provinces of ARMM, especially the existence of conflict. First,
ARMM is the only region in the country with its own regional government. Second, it is
dominated by Muslims whose culture, traits, and ways of life are quite different from the
Christian majority. Third, it has a long history of secessionism and conflict. Finally, the
region has the worst socio-economic levels of development in the country.

4.6 Results

The coefficients in a quantile regression can be interpreted the same way as standard
regression coefficients. In a quantile regression, however, the coefficients measure the
marginal effect of changes in the independent variables for representadve under and overperforming provinces. The lower quantile represents the lagging provinces while the higher
quantile represents the fast growing provinces. In contrast, standard regression coefficients
consider the average behaviour of all provinces. Moreover, quantile regression can address
relevant statistical issues concerning growth since it recognises outliers in the sample data
which contain significant amounts of information concerning the properties of intra
country economic growth analysis.

Table 4.3 shows results of OLS, Two-Stage Least Squares (2SLS), and quantile regressions.
The results of conditional convergence, coefficient of log initial income, is consistent with
previous studies. Balisacan (2007) and Mapa, Balisacan, and Briones (2009) reported a
conditional convergence of 2.28 and 2.46 percent, respectively. This study finds a
conditional convergence of 2.51 percent per year. In the OLS, most variables, except
school enrolment and political dynasty, are statistically significant. In the 2SLS,
infrastructure index and the location dummy are no longer significant. In the quantile
regression, the results show that the infrastructure index and fertility are significant only in
the lower quantile but not in the upper quantile while OFW is significant in all quantiles.
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Table 4.3 Results o f OLS, 2SLS, and Quantile Regressions
D ependent Variable: Average Provincial Per Capita Income G row th Rate (1985—2009)
Provincial Per Capita Income G row th Mean = 1 .7 Percent, Observations = 73
E x p la n a to r y
V a ria b le s

Q u a n tile R e g r e s s io n
OLS

?CT

0 .2

0 .4

0.6

0.8

Focus Variables
0.61**

0.28

1.06**

0.28

0.27

0.20

(0.28)

(0.43)

(0.49)

(0.44)

(0.29)

(0.29)

-1.31*

-1.54**

-2.09*

-0.77

-0.73

-0.01

(0.78)

(0.72)

(1.06)

(0.89)

(0.88)

(0.98)

0.55***

0.54***

0.53**

0.56***

0.57***

0.56***

(0.17)

(0.18)

(0.21)

(0.17)

(0.15)

(0.16)

-2.51***

-2.48***

-3.18***

-2.63***

-2.50***

-2.07***

(0.35)

(0.36)

(0.55)

(0.41)

(0.36)

(0.45)

-1.81

-2.16

-2.91

-1.40

-3.34

-1.28

(2.38)

(2.61)

(5.08)

(5.79)

(2.72)

(2.22)

1.84*

1.74*

1.37

2.34

2.81**

3.24***

(1.08)

(1.04)

(1.56)

(1.70)

(1.09)

-0.32

-0.39

-0.27

-0.12

-0.60

(L I 4)
0.16

(0.50)

(0.56)

(0.94)

(0.60)

(0.47)

(0.49)

0.22*

0.32

0.12

0.40*

0.19*

0.33*

(0.15)

(0.26)

(0.31)

(0.21)

(0.10)

(0.20)

ARMM Dummy

-1.41**

-1.56**

-1.29

-1.58

-1.52**

-1.59**

(0.63)
26.82**

(0.76)

Constant

29.81**

(1.12)
38.87

(2.16)
24.65

(0.73)
30.65*

(0.61)
15.17

(11.72)

(13.50)

(24.22)

(34.89)

(16.05)

(11.86)

Infrastructure Index
Fertility' Rate
Overseas Workers
Control Variables
Initial Income
School Enrolm ent
Gini Coefficient
Political Dynasty
Location Dummy

Observations
R-squared/Pseudo-R

73

73

73

73

73

73

0.61

0.61

0.59

0.54

0.56

0.52

Note: Robust standard error are in parentheses *** p<0.01, ** p<0.05, and * p<0.1
The standard errors for quantile regressions are robust using the Machado-Silva Procedures (Machado
and Silva 2013). The M achado-Santos Silva procedure reports a valid standard error and /-statistic that
are asymptotically valid under heteroscedasticitv and misspecification o f the quantile regression function.
For simplicity, the dependent variable is multiplied by 100 so that one percentage point o f growth equals
one and not 0.01. Except Political Dynasty, Location Dummy, and ARMM Dummy all variables are
measured in natural logarithms. Detailed results o f 2SLS and diagnostic tests are presented in Appendix
A. 10.

Quantile regression provides revealing results of the focus variables. Infrastructure is
positive and significant only in the lower quantile. This implies that lagging provinces have
more to gain from improvement in infrastructure compared to fast growing provinces. As
shown in the coefficients, lagging provinces (i.e. 0.2 quantile) have a coefficient of 1.06 and
statistically significant while on fast growing provinces (i.e. 0.8 quantile) the coefficient is
only 0.2 and not statistically significant.

One reason could be due to a diminishing
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marginal return on infrastructure —meaning fast growing provinces may already have better
infrastructure compared to lagging provinces. Thus, for the same am ount o f investment in
infrastructure the benefits to lagging provinces are far greater than for fast growing
provinces.

O n fertility rates, the detrimental effect is only seen in the lower quantile and statistically
significant. The coefficients for lagging provinces is -2.09 and statistically significant. In
contrast, fast growing provinces have a coefficient o f -0.01 and not significant. One
explanation is that poor and lagging provinces still have a higher fertility rate than fast
growing provinces. This suggests that lagging provinces, all else constant, will gain higher
benefits from reduction in fertility rates compared to fast growing provinces.

O n Overseas Filipino Workers had consistently positive effects on all quantiles even in the
OLS and the 2SLS. Implying OFW positively influence per capita income growth
regardless o f whether the province is fast growing or lagging behind.

Among the control variables, school enrolm ent (a proxy for human capital) shows a
negative sign and is not statistically significant in all estimation techniques. The same is
also true for political dynasty; it has the expected negative value but not significant. In a
related study by Balisacan and Pernia (2002), functional literacy (proxy for human capital)
was also found to be negative and not statistically significant in affecting the incidence of
poverty. Balisacan and Pernia note that data limitations particularly the quality o f data could
have affected the results.

The Gini Coefficient, a measure o f inequality7, shows a positive effect and statistically
significant. In the quantile regression, its impact was mostly on the fast growing provinces.
Location dummy, a measure o f nearness to growth pole, shows the expected positive sign
and statistically significant —its effect mostly on fast growing provinces.

The result for the ARMM dummy is negative and significant. This is consistent with
previous findings on provincial income growth including for the ARMM dummy. Mapa,

In the preliminary analysis other measure of human capital were tried such as number of
university degree holders in the province, literacy rate, and years of schooling. However, all of them
did not yield meaningful results and at times the sign of the coefficients are different from
theoretical expectation. For example, the number of university degree holders has negative sign
instead of positive. In so far as finding the most appropriate proxy for human capital, school
enrolment seems to be the most promising and consistent with theoretical expectation.

136

Balisacan, and Briones (2009) found that provinces in ARMM are experiencing around 2
percentage point lower growth compared to other provinces in the country.

The use of model averaging allows one to rule out whether a variable significantly
contributes to per capita income growth or not. Madigan and Raftery (1994) observed that
averaging all other combinations of models provides better predictive ability than using any
specific model. Table 4.4 is a summary of the results of model averaging. Both BMA and
WALS run around 512 models (i.e. all possible combinations of explanatory variables) to
arrive at the average coefficients and standard error. The results can be considered as a
sensitivity analysis and check of the stability of the coefficients of the explanatory variables.

Table 4.4 Model Averaging Results o f BMA and WALS
Dependent Variable: Average Provincial Per Capita Income Growth Rate (1985—2009)
Provincial Per Capita Income Growth Mean = 1 .7 Percent, Observations = 73
BMA

WALS

Explanatory Variables

R obustness

CoefGcient

Std. Err.

CoefGcient

Std. Err.

Infrastructure Index

0.65

0.39

0.54

0.23

Robust

Fertility Rate

-1.22

1.04

-1.27

0.59

Marginal

Overseas Workers

0.38

0.26

0.39

0.17

Robust

Initial Income 1985

-2.37

0.37

-2.17

0.35

Robust

School Enrolment

-0.08

1.17

-0.45

2.21

N ot Robust

Gini Coefficient

1.01

1.38

1.36

0.91

Marginal

Political Dynasty

-0.07

0.28

-0.32

0.50

N ot Robust

Location Dummy

0.06

0.17

0.22

0.19

Marginal

ARMM Dummy

-1.36

0.84

-1.41

0.63

Robust

Constant

20.64

9.028

26.82

11.72

Focus I Enables

Control I 'ariables

Note: The BMA and WALS coefficients and standard error are averages from 512 models using all
the combinations of explanatory variables. Robustness is based on criteria proposed by Fernandez,
Ley, and Steel (2001) in combination with Masanjala and Papageorgiou (2008). Except Political
Dynasty, Location Dummy, and ARMM Dummy all variables were in natural logarithm. Detailed
presentations o f results from the various models averaging methods are provided in Appendix A .ll.

In the model averaging technique, there is no consensus on specific values or thresholds
that indicate whether or not an explanatory variable is a robust determinant of growth.
According to Fernandez, Ley, and Steel (2001), when a variable has a posterior probability
of inclusion (PIP) greater than 0.1 it is considered to be a good determinant of growth. The
PIP is the sum of the posterior probabilities of all of the regressions that include that
variable (Barro and Sala-i-Martin 2004). Rafter}7 (1995) suggested the threshold for
inclusion in the growth determinants to be around 0.5 while Masanjala and Papageorgiou
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(2008) suggested that the absolute value of the ratio of the posterior mean to its standard
deviation provides a better measure than the PIP. Masanjala and Papageorgiou contended
that a variable can be considered significant if the ratio of the posterior mean to its
standard deviation passes a threshold of 1.3 meaning it is equivalent to a 10% level of
significance in the hypothesis test. The foregoing criteria was applied to judge whether an
explanatory variable was robust or not

Revised estimates that exclude non-robust determinants, namely, school enrolment and
political dynasty, are presented in Appendix A. 12. The results are almost identical with
the previous estimates in terms of sign and magnitude of the coefficients.

4.7 D iscu ssio n

This section provides a qualitative discussion as well as insights on the relationship between
per capita income growth and the explanatory variables. Quantitative analyses only provide
half the picture; the results can be better understood by looking into the story7 behind the
numbers. As Durlauf, Johnson, and Temple (2005:650) aptly advised “we once again
emphasise that empirical progress on the major growth questions requires attention to the
evidence found in qualitative sources such as historical narratives and studies by country
experts.”

Infrastructure on Provincial Income Growth

Infrastructure as a major determinant of economic growth is one of the robust findings in
studies of the Philippine economy (Balisacan and Pernia 2002; Balisacan and Hill 2003;
Mapa, Balisacan, and Briones 2009). Llanto (2007) observes that infrastructure plays a
substantial role in economic performance not only from a regional basis but also from a
national perspective. However, Paderanga and Cayetano (2007) using national data, find
that capital stock investments have yielded insignificant effects on the country’s output
based on a dataset of 1955 to 2001. They argues that this is due to poor management of the
government that has severely curtailed the effectiveness of resource mobilisation, thereby,
reducing the return on investment in infrastructure.

Figure 4.1 shows a positive relationship between infrastructure and per capita income
growth. There are some outliers like the province of Tawi-tawi on the low side and Batanes
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on the higher side. These island provinces represent the southernmost part of the country
and the northernmost, respectively. Most of the provinces that have higher infrastructure
and growth rates are close to highly urbanised areas such as Metro Manila, Cebu City, or
Cagayan de Oro.

Figure 4.1 Infrastructure Index and Per Capita Income Growth Rate
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There are many reasons why infrastructure is not uniformly distributed among the
provinces. First, the country has a weak fiscal position, a large portion of the budget goes
to debt servicing, making it unable to provide uniform and equitable investments in
infrastructure for all provinces. Most often the ruling administration provision investment
in infrastructure to provinces that are politically allied to them. For example, when the a
president won a landslide vote or the local executives in the provinces are well connected
with the ruling administration, the province usually receive preferential treatment and
priority in development projects. Moreover, allocation of investment in infrastructure
requires technocratic challenges as well as political manoeuvring, resulting in investment
decisions being influenced by political expediency (World Bank 2005).

Every presidential aspirant depends heavily on the support of local leaders and voters in his
or her own home province and, thus, numerous development projects and huge
investment in infrastructure are poured into these provinces (Lande 1996). For example,
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President Marcos invested heavily in the infrastructure needs of his home province in
Ilocos Norte. The same is also true for former President Gloria Arroyo, who assigned
numerous development projects to Pampanga as a way of endearing herself to the people.
After her term as president, she subsequently ran in the House of Representative in the
Second District of Pampanga and won in a landslide.

Second, decentralisation may have played a role in the disparity of infrastructure between
slow-growth and fast-growth provinces. When the allocation of public goods and services
such as infrastructure was devolved to local government some were in a better position
both institutionally and economically than others. Fast growing provinces that have higher
economic activity7 generate more local revenue and invest in infrastructure, while lagging
provinces with little growth in the economy were unable to do the same.

Third, from a national perspective there is a widely held view of bias allocation of
infrastructure projects favouring mostly the island of Luzon over Visayas and especially
Mindanao (Balisacan and Hill 2003). The National Economic and Development Authority7
(NEDA 2010:7) reports that:

While the percentage share of Mindanao to national government
expenditure has increased from 2003 to 2007, it is still lower compared
with that of Luzon. This deficiency in allocation could have been
counterbalanced by other sources such as the official development
assistance (ODA). However, Mindanao’s share in ODA is also low. O f the
US$4,110 million country’s ODA commitments in 2009 that are not
nationwide or multiregional in coverage, Mindanao accounts for only 11
percent. ODA commitment was heavily skewed in favour of Luzon with its
share of 81 percent.
Lastly, Balisacan, Hill, and Piza (2009) noted that the Philippines suffers from enormous
spatial disparity7 in economic performance and development and the allocation of scarce
infrastructure funds impacts patterns of development. They add that the new driver of
spatial development patterns has been the location of export zones and international
oriented infrastructure. The locations of these export zones and internationally oriented
infrastructure is usually decided by central government based on its contribution to the
overall growth of the economy with little consideration of its impact in increasing spatial
disparities.
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Fertility Rate on Provincial Income Growth

Figure 4.2 illustrates the relationship between fertility rate and per capita income growth. It
indicates that higher fertility7 rate has a negative effect on per capita income growth. This
relationship is consistent with many cross-country studies that have found a negative
relationship between fertility7 rate and income growth (Brander and Dowrick 2003; Barro
1997; Headey and Hodge 2009). Related local studies by Mapa, Balisacan, and Briones
(2009) have also found that a higher young dependency ratio is significant and negatively
related to provincial income growth. From a national perspective, the Philippines is paying
a high price for its unchecked population growth rate (Alonzo et al. 2004).

Figure 4.2 Fertility Rate and Per Capita Income Growth Rate
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Results of quantile regression in the previous secdons indicate that ferdlity rate affects only
lagging provinces. Most probably lagging provinces tend to have higher fertility7 rates and
the majority7 of its population are poor and unable to access contraceptives. For example,
the poor and slow growing province of Maguindanao has a fertility7 rate of 4.13 compared
to a high income and fast growing province of Davao del Sur with a fertility rate of only
2.83 for the period 2000 to 2005.
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One reason why higher fertility rates result in lower income growth is the decline in labour
supply due to parents devoting time to providing care for their children. A study by
Tiefenthaler (1997) found a negative relationship between fertility and labour supply in the
Philippines. She also found that Filipino mothers are the primary caregivers for their
children and, consequendy, decrease their labour market participation immediately after
birth. Fathers do not significantly increase their labour market time to compensate for the
loss of income of their spouse. Another effect of high fertility rates on income growth is
through human capital investment in the form of schooling outcomes, since large and poor
households are generally unable to equally invest in the education of children (Lloyd 2005).
Most empirical studies have found that children from large families attain less schooling as
they compete for the limited financial resources and time investment of the household
(Kelley 1996).
Figure 4.3 Total Fertility Rate (births per woman) of select ASEAN Countries
8
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Figure 4.2 shows that the Philippines has a higher fertility rate compared to its neighbours.
There is a consistent decline in fertility rates across ASEAN countries. For example,
Vietnam and the Philippines started at roughly the same fertility rate in 1960 of about 7.1,
however, by 2010 the fertility rate of Vietnam was 1.82 while the Philippines was 3.14
births per woman. Lack of government policies supporting family planning, as well as
cultural and religious sensitivities play a role in the slow decline of total fertility rate. In
addition, being a predominantly Catholic country, the Catholic Church vehemently objects
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to any use of artificial contraception and adamantly opposes any policy to implement birth
control.

Table 4.5 presents the contraceptive prevalence among women of the age 15 to 49 from
select ASEAN countries. It shows that from a cross-country perspective the Philippines
had the lowest prevalence of contraceptive use throughout the period from start to end. In
addition, it also had the slowest increase in the use of contraceptives —on average it has
only increased by 1.34% per year from 1978 to 2008. Lower contraceptive use in the
Philippines can be attributed to the reluctance of the government to pursue population
control and the Catholic Church’s objections against any form of artificial birth control.

Table 4.5 Contraceptive Prevalence (% o f women ages 15-49) o f select ASEAN Countries
A rou nd
1970s

A rou nd
1980s

A rou nd
1990s

A rou nd
2000s

A verage
in c r e a s e p er
y ea r* (% )

Philippines

36.2
(1978)

36.2
(1988)

40.0
(1993)

50.7
(2008)

1.34

Indonesia

31.2
(1979)

47.7
(1987)

54.7
(1994)

55.9
(2010)

2.55

Malaysia

33.0
(1974)

50.1
(1989)

54.5
(1994)

••

3.26

Thailand

53.4
(1979)

66.2
(1989)

73.9
(1993)

79.6
(2009)

1.64

Vietnam

••

53.2
(1988)

65.0
(1994)

79.5
(2008)

2.47

C o u n tr y

Source: W orld Bank Database Indicators
Notes: * com puted based on the beginning available data to end o f m ost recent data. Two dots ( .. )
indicates that data are not available during the decade. Data are based on censuses, surveys, and
registrations o f specific countries and to each country’s year o f data gathering do not exactly coincide. In
some decades there are more than one report; for comparability', observations are selected as close as
possible in a given decade.

There is really a need to control the Philippines’ rapid population growth rate. A simple
observation of the data reveals that lagging provinces tend to have a higher fertility rate
than fast growing provinces. This implies programs to control population growth, such as
the Reproductive Health Law, will be more effective if they target poor provinces instead
of being implemented equally across all provinces. Moreover, from a household level
Orbeta (2006) shows that poor families tend to have a higher fertility rate and have less
access to modern contraceptives and health care compared to their richer counterparts. In
summary, a government program that assists the poor and lagging provinces and
households with easy access to contraceptives and health care can help reduce high fertility7
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rates among slow-growth provinces and, subsequently, foster higher growth in the future.
As Barro (1997) concludes, an exogenous drop in fertility raises productive output in the
long run.

Overseas Filipino W orkers on Provincial Income Growth

Figure 4.4 shows a positive relationship between OFW and per capita income growth.
Results of quantile regression show that OFW has a stronger impact on fast growing
provinces. One probable reason is that OFWs from lagging provinces are from poor
households and their remittances are mainly used for consumption such as for food or
payments of debts instead of education or starting up businesses. Another plausible
explanation is that OFW from fast-growing provinces are more skilled while those from
migrant workers from lagging provinces are employed as manual labour or household help.
This would suggest that OFWs from fast growing provinces have higher salaries and send
bigger remittances. Unfortunately, there are no studies nor data to confirm this conjecture
since surveys and research are conducted either on a national or household basis rather
than on a provincial level.

In reviewing the literature, Baggio (2008) observed that there is mixed to minimal evidence
to suggest that the massive numbers of Filipinos working abroad for the last 40 years have
contributed to development in the Philippines judging from their effect on the various
indicators of HDI, poverty, and the attainment of Millennium Development Goals.
Tenorio (2002) has found that the overseas deployment of Filipino workers has a marginal
effect on reducing domestic unemployment. Moreover, Clemens and Tiongson (2012) also
found that household of migrant workers do not increase their entrepreneurial activities
and savings as a result of remittances.

On the other hand, Ang (2007) argued that the effect of remittances in the overall
economic growth of the Philippines is positive since it spurs consumption and human
capital investments. For example, OFWs purchase of condominiums have triggered a
boom in constructions in the country. Yang (2008) found that rich households with OFW
tend to have higher investment in education compared to poor households. In addition,
Ducanes and Abella (2007) found that families with OFWs are able to climb up the income
ladder quite rapidly, considering that most of them were previously poor.
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However, Orbeta (2008) notes there is still a gap in the literature on the ‘actual impacts’ of
OFW and remittances to the overall economic performance of the country. While Zosa
and Orbeta (2009:24) recommend further research on the multifaceted effects of OFW:

Understanding the social and economic impact of international labour
migration and remittances is complex and an interdisciplinary research
is needed to appropriately define the scope of its impact. To move our
understanding of the issues forward, in depth analyses using better
specifications, estimation procedures and data are necessary.
Nevertheless, as much as the results of the analysis in this chapter are concerned, there is
enough evidence to suggest that OFW does play a positive role in per capita income
growth among the provinces. The biggest challenge then, from a policy point of view, is
how to maximise the positive effect through the productive use of remittances of OFW
and the transfer of skills they gain from abroad once they return home to the Philippines.

Figure 4.4 Overseas Filipino Workers and Per Capita Income Growth Rate
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• Provinces

• ILS

Other I 'ariahies on Provincial Income Growth

School Enrolment

The result on school enrolment, a proxy for human capital, is statistically not significant.
Although growth literature has found a consistent positive impact of human capital on
income growth the results in this chapter are ambiguous. For example, Mankiw, Römer,
and Weil (1992) used the school enrolment rate as a proxy for accumulation of human
capital and found that school enrolment is positively and significantly associated with
economic growth. This study tried using other variables capital such as number of
academic degree holders, functional literacy, and numbers of years of schooling as proxy
for human capital but the results were the same —they were not statistically significant.

This is not surprising since previous studies have also found it difficult to capture human
capital based on reported educational indicators. For example, Balisacan and Pernia (2002)
found functional literacy to be an insignificant determinant of poverty incidence, while
Mapa, Balisacan, and Briones (2009) found educational attainment of the head of the
household to be not a significant determinant of per capita income growth. Aside from
limited available data, one possible explanation why school enrolment is not a significant
determinant of per capital income growth could be due to minimal variation across
provinces.

In the Philippines the government provides free primary and secondary education. This is
enshrined in the 1987 Constitution of the Philippines in Sec. 1 of Article XIV, which
provides that “Establish and maintain, a system of free public education in the elementar}7
and high school levels. Without limiting the natural rights of parents to rear their children,
elementar}7 education is compulsory for all children of school age.” The enabling law was
passed on May 26, 1988, when the Congress of the Philippines enacted the Republic Act
6655, the Free Public Secondary Education Act of 1988, which mandated free public
secondary education. Primary Education was long established even during the Spanish time
based on the Education Decree of 1863 providing free primary education to ever}7Filipino.
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Inequality

Figure 4.5 provides a relationship between Gini coefficient and per capita income growth.
Provinces cluster around a 0.4 level of inequality with some outliers. Most of the outliers
are from ARMM such as Lanao del Sur, Sulu, and Tawi-tawi. These are poor and lagging
provinces. The lower inequality in these provinces could be due to the case of most
residents being equally poor since wealthy residents have already migrated. Busran-Lao
(2005) reported that in Lanao del Sur most of the rich families have migrated to other parts
of the country to avoid the conflict, leaving poorer residents in the provinces.

Figure 4.5 Inequality and Per Capita Income Growth Rate
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Mapa, Balisacan, and Briones (2009) found that high income inequality within provinces
has a negative and statistically significant impact on per capita income growth. Same results
of positive relationship between inequality and income across provinces in the Philippines
is also reported by Pede, Sparks, and McKinley (2012). Many studies like that of Banerjee
and Duflo (2003) have also found in a cross-country regression that high regional income
inequality hinders higher economic growth. Results of quantile regression reveal that the
positive impact of higher inequality is only felt in fast growing provinces. One possible
explanation is that provinces with higher inequality imply there are residents who are
wealthy that invest and engage in various commercial activities in their area contributing to
growth. In more equal provinces, like the case of ARMM, residents are mostly poor and
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unable to invest in the province. Another could be due to uneven intervention by the
Central Government in poor provinces where programs or development project are poorly
designed and residents benefits unevenly. For example, if the Central Government plans to
build major infrastructure project like market not all residents of the province will benefits.
Usually, only the recipient locality will reap the gain from such project.

Based on the result of quantile regression higher inequality only affects the fast growing
provinces. The result is consistent with Pede, Sparks, and McKinley (2012) who found that
income inequality has a positive effect on provincial per capita income growth in the
Philippines over the period of 1991-2000. This could be due to the existence of wealthy
families or rich individuals within the fast-growing provinces that invest or establish
commercial enterprises in their province that in turn creates employment and livelihood to
residents. Another possibility is that fast-growing provinces could be in the stage of
increasing inequality and higher growth as predicted by Kuznets Curve. For example, the
provinces of ARMM have a very low level of inequality compared to fast growing
provinces close to Metro Manila and other highly urbanised areas.

Political Dynasty

Political dynasties in the Philippines is often viewed with a predatory nature associated with
rent-seeking, state-capture, corruption, and ineffective and poorly designed policies
(Anderson 1988; Hutchcroft and Rocamora 2003). One implication of this view is that it
assumes all political dynasdes to be homogenous and equally detrimental to economic
growth. Political dynasty have been increasing through the years (Querubin 2011; Mendoza
et al. 2012). If it is detrimental and increasing, this suggests that democracy as practiced in
the Philippines suffers a fundamental flaw because the electoral process cannot remove
erring executives or predatory7 political dynasties. Many hold the view that the country
suffers from a democratic deficit (Hutchcroft and Rocamora 2003; de Dios 2007; Capuno
2007; Carlos et al. 2010).

The results in this study show that political dynasty7 does not seem to influence per capita
income growth. One plausible explanation is due to measurement issue. In the analysis,
political dynasty is used as a proxy for political competition and the quality of local
institutions. However, the political dynasty is measured based on the number of elected
local government executives that are related by blood. It may measure the level of political
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capture by a ruling political dynasty on specific provinces but not the actual quality of local
institutions.

The conventional thing to do is to simply drop it but doing so would result in missing a
very interesting story. Moreover, the reality on the ground provides some indications that,
indeed, political and economic institutions within the provinces do play a pivotal role on
economic growth. For example, Mendoza et al. (2012) observe that areas under dynastic
control exhibit a lower standard of living as measured by average income, lower HDI,
higher incidence of poverty, and other measures of deprivation.

All political dynasties are equal, but some political dynasties are more equal than others.
This is probably the reason why it is not significant in the analysis. It can be argued that
there are bad and good political dynasties. For example, the Aquino-Cojuangco Dynasty in
the province of Tarlac may be considered as a good political dynasty for having strong
popular support. In contrast, the Ampatuan Dynasty in the province of Maguindanao,
whose patriarch and leaders are faced with multiple murder charges for the alleged killing
of 57 individuals in an election related violence on 23 November 2009. Thus, it is rather
untenable to categorise all political dynasties as equally the same and behaving similarly.

A question that arise with this possibility is how to identify good political dynasties from
bad ones or what criteria should they be judged? Perhaps one way of doing it is by looking
into how political dynasties perpetuate themselves in power. For example, bad political
dynasties are those that rely on vote buying, intimidation, use of private army, and other
illegal means to stay in power. On the other hand, good political dynasties are those that
promote reform, provide good public sendees, and bring development to their localities as
a way of endearing themselves to the people and keep their hold on power.

One benefit of a good dynasty is it brings political stability to the province. Similar to what
is observed in cross-country studies, where politically stable countries like Singapore
attracts investments and tend to grow faster. Thus, with stable local politics and less
divisiveness in the province a political dynasty7can create a more conducive atmosphere for
economic activity. Moreover, Solon, Fabella, and Capuno (2009) found that some
governors belonging to a political dynasty will spend more on economic development
sendees to improve their chances of winning re-election if they are faced with a rival clan.
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The case o f the provinces o f Lanao provides an illustration as to why the link between
political dynasty and economic growth is vague. 8 In 1959, by virtue o f Republic Act No.
2228, Lanao was divided into two provinces: Lanao del N orte and Lanao del Sur. In 1965,
Sultan Ali Dimaporo ran as a governor o f Lanao del Norte and won by a margin o f 265
votes. Since then, the Dimaporo clan has controlled most o f the provincial positions in the
province to this day (Bentley 2009). In contrast, the province o f Lanao del Sur has been
governed by different political families, and elected positions in the province have changed
hands from time to time.

Put simply, there is no political dynasty7 in the province o f Lanao del Sur that has
established a hegemony, unlike in Lanao del N orte where the Dimaporos have a virtual
monopoly o f provincial offices. However, if we look at the average income growth o f the
two provinces from 1985 to 2009 it shows that the provincial income growth rate of the
province o f Lanao del N orte shows a positive 2.2 percent growth while Lanao del Sur is
almost stagnant at -0.1 percent. If we look at the per capita income in 2009, Lanao del
Norte has 39,063 pesos per capita ($925) compared to Lanao del Sur o f 30,744 pesos ($728)
—a difference o f 8,319 pesos ($197). The HDIs o f both provinces are also highly unequal;
Lanao del Norte has 0.558 and Lanao del Sur has 0.432. All else being constant, if political
dynasty poses a detrimental effect on growth or development outcomes we would expect
Lanao del Norte to have a slower growth rate and a lower development outcomes. The
opposite is actually true, where the province o f Lanao del N orte has strong political dynasty
and manages to achieve a higher per capita income growth compared to the province of
Lanao del Sur where no single family has established political hegemony.

Overall, the effect o f Political Dynasty on provincial income growth can be treated as
indeterminate and subject to further investigation. As de Dios (2007:204) argued that “the
link between political dynasty and economic performance is fairly tenuous and that it is
possible to connect political dynasty with either side of the local development spectrum.”
Hill (2008) has pointed out that diverse efforts to measure the effect o f local governance
and institutional quality do not seem to be strictly associated with local incomes and growth
rates.

78 See de Dios (2007) pages 177-184 for excellent examples on how different bases of local power
have specific consequences for local development.
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location Dummy

The justification for including a location dummy is motivated by the theories (e.g. Growth
Pole Theory and the New Economic Geogrpahy) that suggest economic prosperity in
urban areas, which tend to spill over to its neighbours. Results for the location dummy is
consistent with the previous chapter that shows highly urbanised areas exert a significant
pull effect on the neighbouring provinces to grow faster. Trying to improve the results
through the use of other measurements of spatial effects such as the road distance of the
provincial capital to the nearest highly urbanised areas do not significantly provide better
estimates.

A previous study by Mapa, Balisacan, and Briones (2006) uses different measurements such
as whether or not a province is landlocked, which proved to be non-significant too.
However, when they used a neighbourhood effect (based on a contiguity measure) they
found it to be negatively significant and argued that this could be due to the competition
among provinces in terms of investment and market access. It should be noted that their
result is not comparable with the result in this chapter, even though it is based on the same
principle of spatial effect. This is because Mapa, Balisacan, and Briones used a contiguity
measure while this chapter measured the effect of highly urbanised areas through the use of
dummy variable.

There are many channels via which provinces adjacent to highly urbanised areas grow
faster. First is the improvement in infrastructure. Highly urbanised areas have larger
budgets to spend on road networks and other public facilities that neighbouring provinces
can benefit from. In other words, good infrastructure tend to radiate outside to
neighbouring provinces. For example, provinces adjacent to Metro Manila enjoy a higher
level of infrastructure compared to provinces in Central Luzon. Second, provinces close to
highly urbanised areas have access to bigger markets and more demand for their products.
Agricultural products and raw materials from neighbouring provinces can easily be sold to
highly urbanised areas. Third is employment where residents from neighbouring provinces
are afforded the opportunity to work in highly urbanised areas, thus contributing to higher
per capita income of their home province.
ARM M

151

The ARMM Dummy, which represents the unique and inherent attributes o f the provinces
in the region including perennial conflict, weak institutions, political instability, and
secessionism. The result was consistent with previous studies that found the coefficient for
ARMM Dummy to be around negative 2.3 percentage points —suggesting that provinces in
the regions experience lower growth compared to all other provinces in the country (Mapa,
Balisacan, and Briones 2006). The case of the provinces in ARMM will be addressed in the
succeeding chapters.

There are other variables that may affect provincial income growth such as the allocation
of the government budget, national projects, and Overseas Development Aid (ODA). As
previously mentioned, there is an inherent tendency o f prevailing national officials (i.e.
president and vice president) to bestow favours to their home provinces and in areas where
they won the majority o f votes during election. The same also applies to most senators o f
the country: since the majority o f the senators are from Luzon it comes as no surprise that
most o f their development funds are concentrated in their home provinces. This is one of
the reasons why people from Visayas and Mindanao are advocating for a more equal
distribution o f seats in the senate, based on island groups instead o f the status quo where
senators are elected nationally. 1

4.8 Summary
This chapter investigates the determinants of provincial per capita income growth in order
to explain why some provinces grow faster than others. It focuses on the role of
infrastructure, fertility rate, and Overseas Filipino Workers. Different estimation techniques
are used to understand the impact o f these variables on per capita income growth on fast
growing and lagging provinces.

The results show that explanatory variables have varying effects on income growth,
depending on whether a province is fast growing or not. The positive effects of
infrastructure is substantial on poor and lagging provinces. This suggests that in terms o f
provisioning o f infrastructure projects from the central government priority should be
given to poor and lagging provinces where the greatest benefit can be achieved.
79 The Philippines has 24 senators elected nationwide, while the proposal called for the equitable
distribution of senate seats so that each island groups Luzon, Visayas, and Mindanao will elect their
own 8 senators. The current 16th Congress Senators is dominated by residents from Luzon. O f the
twenty four senators, only two senators are from Mindanao, namely, Sen. Teofisto Guingona III
and Sen. Aquilino Pimentel III.
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On fertility rates, the results demonstrate the need for government policy to rein in
unchecked population growth. Although the Philippines has been experiencing an overall
decline in fertility it should be noted that the decline is mostly from high-income provinces
as well as wealthy and educated households while struggling provinces and poor
households still exhibit higher fertility rates. A national policy providing maternal
healthcare and artificial contraception such as Reproductive Health Law will have the
highest impact if the implementation focuses on poor and lagging provinces, where
majority of the residents are poor and have little access to artificial contraceptives and
maternal health care.

On Overseas Filipino Worker, the overall impact on per capita income growth is positive
regardless of whether the province is fast growing or lagging behind. How to amplify the
positive effects of OFW such as remittances and skills-transfer is an area worthy of further
investigation. From an analytical perspective, a household level of analysis may provide
more insights than provincial or regional analysis because of the difficulty in disaggregating
the multifaceted effect of international labour migration.

Results on other variables show that higher level of inequality tends to have positive effect
on fast growing provinces only. This could be due to the existence of wealthy families or
rich individuals within fast-growing provinces that invest and establish commercial
enterprises that in turn creates employment and livelihood to residents. Another possibility
is that fast-growing provinces could be in the stage of increasing inequality and higher
growth as predicted by the Kuznets Curve. The effect of political dynasties on growth is
still difficult to assess because it has varying characteristics from province to province.
Moreover, data limitations and measurement issues also made it hard to pin down the
actual effect of political dynasty. Result on location dummy further reinforces observation
from the previous chapter —that highly urbanized areas do exert substantial pull effect on
neighbouring provinces. The results on ARMM show that provinces in the region are
experiencing the lowest growth rate in the country.

Undeniably, there are province-specific factors that influence per capita income growth.
Benguet, for example, has favourable geography making it an ideal place for tourism and
for agriculture. It is often called the Salad Bowl of the Philippines because it produces the
best and high-valued crops in the country7. Benguet is also considered to be one of the
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country’s leading gold producers. In Laguna, there are many contributor)' factors such as
proximity to Metro Manila, good infrastructure, higher level human capital, presence of
large manufacturing companies, and economic zones, made it grow faster than others.
Palawan, another high performing province, substantially benefitted from its share of
revenue from the Malampaya Natural Gas Project and increased tourism. So too, is the
province of Camiguin that registered phenomenal growth, boosted by increased tourism
and various infrastructure projects from the central government and many development
agencies.
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A b stract o f C h a p te r 5

The purpose of this chapter is to explain the divergent economic development across the
provinces of Mindanao. I find that conflict explains much of the observed differences in
economic development because of its pervasive and lasting impact in disrupting economic
activities, creating an atmosphere of insecurity and lawlessness, and damaging social
cohesion. The better-performing provinces of Mindanao that are less affected by conflict,
like those in Northern Mindanao and the Davao Region, have better infrastructure, higher
levels of commercial activities, and are more connected with both the domestic and the
global markets. Conflict affected provinces in ARMM and CARAGA exhibit dismal
economic development. Geography also plays a role since some provinces are endowed
with vast arable land and rich natural resources that enable them to attract more
investments. Moreover, the strategic location of some provinces made them capitalise on
the national development plan of the central government, as they become major
beneficiaries of infrastructure projects and special economic zones. Lastly, provinces that
manage to improve local governance have also posted better development outcomes.
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C h ap ter 5

T h e D e v elo p m en t D ic h o to m y in M in d a n ao

The relation between inequality and rebellion is indeed a close
one, and it runs both ways. That a perceived sense of inequity is
a common ingredient of rebellion in societies is clear enough, but
it is also important to recognise that the perception of inequity,
and indeed the content of that elusive concept, depends
substantially on possibilities of actual rebellion.
—Amartya Sen (1973:1)
On Economic Inequality

5.1 In tro d u c tio n

Corner, a farmer in the Municipality7of Maramag in Bukidnon, started farming in a rented
one hectare of land in 1991. By 2012, Comer owned 66 hectares that he plants with cash
crops and high-yield varieties. He also rents 34 hectares of additional land to plant other
variety of crops. He now owns a hauling truck and other agricultural equipment that
further enhance his productivity. Each year, on average, Comer produces 6.4 tonnes of
dried grains per hectare. His annual net income for each hectares of land that he owned is
roughly 40,000 pesos or US$915.

|ust around the provincial border in the Municipality of Butig in Lanao del Sur is Abdul,
another farmer with five hectares of land. Being close to the Camp Busra, one of the
biggest camps of the Moro Islamic Liberation Front (MILF), made Abdul hesitant to
improve his farm. Experiences have taught him that a breakout of fighting between the
MILF and Government troops could wipe out all his hard work and investments.
Moreover, weak protection of property rights discourages Abdul from investing in his own
farm as he dreads that some local elites may take an interest and forcibly acquire his
property. The lack of farm-to-market roads also impedes Abdul from selling his agricultural
produce to wider markets and limits his economic opportunities for growth. Usually
Abdul’s family consumes most of what they produce and trades the rest for sugar and
other basic commodities with the grocer in the nearby village. Clan conflicts or rido in
Abdul’s hometown further add to the insecurity and lawlessness. There are times Abdul
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cannot work on his farm due to armed confrontation between warring clans. Thus, from
the time Abdul inherited his farm back in the late 1980s until now, there has been no
significant improvement in the socio-economic standing o f his family. They remained as
before, poor with limited economic opportunities.

These residents of Mindanao, Corner and Abdul, separated by a thin provincial boundary,
living in the same country and yet their socio-economic standing is a world apart.80 This is
the focus o f this chapter. My main objective is to explain the growth dichotomy in
Mindanao where provinces in Northern Mindanao and Davao regions have grown faster
economically while those in the regions o f CARAGA and especially ARMM remain mired
in poverty and underdevelopment. A substantial part of the narrative of this chapter is
devoted to the role of conflict. In addition, infrastructure, commercial activities, geography,
and local governance will also be investigated to shed light on the observed divergence in
economic development in Mindanao.

Using interviews, salient observations gathered from my field study, and secondary sources,
this chapter will address the following questions. What role does conflict play in the
observed divergence in economic development across provinces o f Mindanao? Answering
this question is quite important considering that the national government, especially the
current Benigno Aquino Administration (2010-2016), is putting a greater emphasis on
more inclusive growth for all provinces o f the country.81 The main approach o f the chapter
will be qualitative and descriptive in nature due to data limitations, especially for the poor
provinces in ARMM and CARAGA. I believe that local knowledge and practical insights
from the field can bring a richer picture in explaining the development puzzle in Mindanao
that otherwise cannot be captured solely by econometric analysis.

Conflict plays a major role in explaining the divergence in economic development in
Mindanao. The multifaceted and widespread impact o f conflict has not stunted economic
growth but also caused incalculable suffering on the lives o f residents in afflicted provinces.
Collateral damages caused by conflict not only directly destroys infrastructure but also
makes it difficult to improve and maintain. The persistent conflict disrupts development
80 The story of Gomer and that of Abdul are based on interviews I conducted during my fieldwork.
They are actual people with a story to tell and currently living in Mindanao.
81 See Balisacan and Hill (2007) for detailed analysis of the regional development in the Philippines
and Canlas, Khan, and Zhuang (2009) for a diagnosis of the critical constraints in the Philippine
economy that impede it from achieving a more inclusive growth.
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and anti-poverty programs (from both international donors and the government),
discourages investments, and stymies commercial activities, thus limits the economic
opportunities available to residents in conflict-affected areas. Conflict has also resulted,
among others, in poor development outcomes, the sporadic displacement o f residents, and
the out-migration of well-to-do and the educated. Aside from conflict, geography and the
quality of local governance has also affected the economic development o f provinces.
Some provinces that are strategically located and endowed with rich natural resources
attract major infrastructure projects from the national government and sizeable private
investments into the local economy, which, along with an improved quality o f local
governance, leads to better development outcomes.

The chapter is organised as follows. Section 5.2 provides a brief background on the
economic situation in Mindanao. Section 5.3 discusses the history and impact o f conflict
while Section 5.4 investigates the varying level o f infrastructure. Section 5.5 reviews the
commercial activities among provinces in Mindanao. Section 5.6 discusses the informal
sector in Mindanao. Section 5.7 discusses the contribution o f geography in observed
differences in economic development. Section 5.8 presents a brief account of the existing
cultural and ethnic polarisation. Section 5.9 presents a discussion on fiscal capacity and
local governance. Section 5.10 summarises the chapter.

5.2 B a c k g ro u n d

Mindanao has huge potential for economic development and is often called the hand of
Promise due to the presence o f rich natural resources and favourable geography (Figure 5.1).
It is situated in the southern part o f the Philippines and occupies one-third o f the country’s
total land area and composed of six regions made up of 25 provinces. It is considered one
of the major food baskets o f the country. Mindanao is close to Malaysia, Indonesia, and
Brunei Darussalam, giving it a trade distance advantage compared to the rest o f the
country. In spite o f its favourable geography and abundant natural resources, some
provinces in Mindanao languish in poverty and underdevelopment, while others enjoy
rapid economic development. Put another way, the promises of the hand of Promise are true
only for some provinces o f Mindanao but not for others.82

82 See Turner, May, and Turner (1992) for an accessible study of Mindanao as “Land of Unfulfilled
Promise”.
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Figure 5.1 Administrative Regions and Provincial Map o f M indanao
N
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Source: D epartm ent o f Interior and Local G overnm ent
Note: Highly Urbanised Areas, as defined by the Local G overnm ent Code o f 1991, are cities with a
minimum population o f two hundred thousand (200,000) inhabitants, as certified by the National
Statistics Office, and with the latest annual income o f at least 50 million pesos (P50,000,000)
based on 1991 constant prices, as certified by the city treasurer.
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On average from 2000 to 2009, Mindanao contributed 18 percent o f the country’s gross
domestic product, while Luzon and Visayas contributed 65 percent and 17 percent,
respectively (NEDA 2010). Mindanao has a tropical climate that is consistent all through
the year making it an ideal place for year-round crop production. This gives the islands a
comparative advantage in agriculture. It produces 25 percent o f the Philippines’ rice harvest
and 32 percent o f its fishery products. Mindanao accounts for over 40 percent o f the
country’s food production and contributes more than 60 percent o f the country’s total
agricultural exports in 2012 (Lacorte 2013). It provides 100 percent o f national rubber
production, pineapple, and banana exports; 90 percent of cacao, seaweeds, and coffee; 60
percent of corn; and over 50 percent of coconut production (MINDA 2011).

Until recently, agriculture has been the driving force behind Mindanao's economy. Close to
a third of Mindanao’s land area is devoted to agriculture. More than one-third o f the
island's labour force is employed in the agriculture, fishery, and forestry sectors. However,
as shown in Table 5.1, the share o f the agricultural sector has declined by 29.3 percent
while industry and sendee sectors have gained prominence with an increase o f 8.8 percent
and 30.8 percent, respeedvely. These structural changes in the economy o f Mindanao were
brought about by heavy investment in the sendees and manufacturing sectors especially in
food processing and business process outsourcing. Most o f these investments poured into
commercial centres

in Northern

Mindanao,

Davao,

and

the

SOCCSKSARGEN

particularly in the cities o f Cagayan de Oro, Davao, and General Santos.

The waning share o f agriculture, from 42.3 percent in 1990 to 29.9 percent in 2012, was
due to the more rapid increase in the other sectors o f the economy —notably the sendee
sector. The biggest decline in agriculture has been in forestry. This is due to stringent
regulations on logging concessions combined with more environmentally inclined policies
such as declaration of nature reserves, watersheds, and protected a r e a s . T h e increased
growth in mining and quarrying can be attributed to policies implemented by the
government to attract more investment in the sector and by the Supreme Court decision
allowing foreign ownership in mining firms in the country.84

83 Various environmental protection laws were also passed during the period namely: Philippine
Plant Variety Protection Act of 2002, Wildlife Resources Conservation and Protection Act,
National Caves and Cave Resources Management and Protection Act, and Philippine Clean Air Act
of 1999.
84 In January 2004 the Philippine Supreme Court nullified some provisions in the Philippine Mining
Act of 1999 that allows 100 percent foreign equity7in large mining projects and declared as null and
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Tabic 5.1 Breakdown Share of Gross Domestic Product of Mindanao (In Percent)
1990

1995

200 0

2005

2012

C hange
(1 9 9 0 -2 0 1 2 )

42.3

3 7 .4

3 2 .5

31.4

29 .9

-2 9 .3

40.7

35.9

32.1

26.6

25.6

-37.1

Fishing

1.6

2.5

1.3

4.8

4.4

175.0

In d u stry

24 .9

27 .3

2 7 .9

2 8.0

27.1

8.8

Mining and Quarrying

1.6

1.8

1.7

2.4

1.7

6.2

Manufacturing

16.8

17.9

18.8

15.9

15.6

-7.1

Construction

4.7

5.5

5.1

6.8

6.8

44.7

Electricity, Gas, Water

1.8

2.1

2.3

2.9

3.0

66.7

32 .8

3 5 .3

39. 7

40 .6

4 2 .9

3 0 .8

Trans., Storage, Comm.

3.2

3.7

4.3

6.6

6.9

115.6

Trade

15.8

17.3

15.1

12.4

13.3

-15.8

Finance

0.8

0.9

0.7

4.1

4.5

462.5

Dwellings & R. Estate

6.0

5.6

6.5

5.4

5.9

-1.7

Government services

3.8

4.3

7.6

3.7

4.0

5.3

8.4

154.5

S ecto r a l S hare

A g ric u ltu re

Agriculture & Forestry?

S erv ice s

3.3
3.6
5.5
8.4
Others services
Sources: National Statistics Office and National Statistical Coordination Board

In the industry sector, the prominence of manufacturing can be attributed to a number of
factors. First, there are many large to small scale firms in Mindanao that are engaged in
metal work, plastic fabrication, and production of other durable goods. These firms take
advantage of affordable labour and the presence of cheap raw materials. For example,
companies engaged in metal works can have ready and cheap supply of raw materials from
the Global Steel Philippines (formerly National Steel Corporation) in Iligan City. Second,
there are numerous food-processing and manufacturing plants in Mindanao, which convert
agricultural and aqua-products into processed food for exports. For example, General
Santos City produces most of the canned tuna exports of the country and Zamboanga City
is the sardine capital while Davao del Sur manufactures most of the processed fruits and
crops for exports. Third, there are many cottage industries in Mindanao such as furniture
makers, traditional weavers, makers of apparels, and handicraft producers that, when taken
together, substantially contribute to the manufacturing sector.

Share of transportation, storage, and telecommunication has more than doubled from 3.2
percent in 1990 to 6.9 percent in 2012. The boost was the result of RO-RO infrastructure,

void. However, by Decem ber o f the same year the Supreme Court reversed its decision and
declared the same provisions constitutional. See Ciencia (2006) for a detailed account o f the issues
surrounding the ruling.
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Investment from big telecom companies like Globe and Smart to expand the reach of their
mobile phone coverage. Other sendees and financial intermediation experienced substantial
increase. One reason for the increase share of other sendees is due to the establishment of
business process outsourcing firms in Cagayan de Oro and Davao cities. The cheaper cost
of operation, low wages compared to the National Capital Region, well-established
information technology infrastructure, and presence of educated workforce attracts
companies to branch out in highly urbanised cities in Mindanao.

In comparison with the overall sectoral breakdown for the Philippines, as shown in Table
5.2, Mindanao is more reliant on the agricultural sector at 29.9 percent while the country
has 12.3 percent in 2012. From 1990 to 2012, Mindanao’s agricultural sector shares
declined by 29.3 while the country’s agriculture decline by 20.1 percent. Industry in the
Philippines has declined as a share of GDP by 9.2 percent; in contrast, Mindanao
experienced an increase of 8.8 percent. The biggest contributor to the country’s GDP
during the period was manufacturing with an average share of 23.6 percent annually. In
contrast, the biggest contributor in Mindanao is still the agricultural sector with an annual
average of 32.2 percent.

Table 5.2 Breakdown Share o f G ross D om estic Product o f the Philippines (In Percent)
1990

1995

200 0

2005

2012

C hange
(1990-2012)

15.4

14.8

14.0

12.7

12.3

-20.1

Agriculture & Forestry

15.3

14.7

13.8

12.6

12.2

-19.6

Fishing

0.1

0.1

0.1

0.1

0.1

0.0

3 5 .9

3 4 .4

3 4 .5

3 3 .8

3 2 .6

-9 .2

Mining and Quarrying

0.8

0.8

0.6

1.2

1.4

75.0

M anufacturing

24.5

23.5

24.5

24.1

21.4

-12.7

Construction

6.7

6.4

5.7

4.7

6.1

-9.0

S e c to r a l S hare
A g r ic u ltu r e

In d u str y

3.9

3.7

3.7

3.8

3.6

-7.7

48 .8

5 0.8

51.6

53 .5

55.1

12.9

Trans., Storage, Comm.

5.2

5.4

6.1

7.8

6.5

25.0

Trade

14.1

14.7

15.8

16.4

17.4

23.4

Finance

5.2

5.4

5.2

5.9

6.9

32.7

Dwellings & Real Estate

9.3

9.7

9.3

9.9

10.9

17.2

G overnm ent services

9.7

10.1

10.0

9.4

9.3

-4.1

O thers sendees

5.4

5.6

5.2

4.1

4.1

-24.1

Electricity', Gas, W ater
S e r v ic e s

Sources: National Statistics Office and National Statistical Coordination Board

162

The declining share of the agricultural and industry sectors coupled with an increased share
of the service sector suggests that there are structural changes in the country’s economy.
Indeed, Magtibay-Ramos, Estrada, and Felipe (2011) found that the economic landscape of
the Philippines shows structural changes have taken place since the late 1980s. However,
they caution that the country cannot leapfrog and abandon the potential contribution of
the manufacturing in economic growth and rely heavily on service-oriented economy.

Since the 1990s, the economic performance of the six regions of Mindanao, comprising of
25 provinces has been highly uneven. Areas like Northern Mindanao and Davao regions
have managed to achieve rapid economic growth while the ARMM and CARAGA are
being left behind.

Table 5.3 Percentage Regional Contributions to the Gross Domestic Product o f Mindanao
% C hange

R e g io n s /S e c to r s

1997

2000

2003

2007

2009

2012

Z a m b o a n g a P e n in s u la

1 3 .6

1 3 .9

1 3 .9

1 3.8

1 4 .4

1 3 .8

1.5

Agriculture

5.2

5.3

5.4

5.3

4.4

3.6

-30.8

Industry Sector

2.7

2.7

2.6

2.8

4.2

4.3

59.3

Service Sector

5.8

6

6

5.8

5.7

5.9

1.7

2 1.5

2 2 .1

2 7 .2

2 7 .5

2 5 .5

2 6 .2

2 1 .9

N o r t h e r n M in d a n a o

(1 9 9 0 -2 0 1 2 )

Agriculture

5.1

5.2

7.3

7.2

7.4

7.1

39.2

Industry Sector

7.6

7.8

9

9.1

7.8

8.1

6.6

Service Sector

8.9

9.1

10.9

11.2

10.3

10.9

22.5

D a v a o R e g io n

3 6 .6

3 4 .7

2 5 .8

2 5 .8

2 8 .4

2 7 .1

-2 6 .0

Agriculture

13.7

10.8

5.9

5.8

6.9

6.3

-54.0

9

9.2

7.7

7.8

8.7

7.0

-22.2

Industry Sector
Service Sector
SO CCSK SARG EN

Agriculture

14

14.7

12.2

12.2

12.9

13.8

-1.4

1 4.6

15.1

19.7

2 0 .2

1 8 .4

19.1

3 0 .8

4.3

4.4

7.3

7.6

6.5

7.2

67.4

Industry Sector

5.7

5.8

6.2

6.7

5.5

5.3

-7.0

Service Sector

4.6

4.9

6.2

5.9

6.5

6.6

43.5

7 .9

8 .7

8.1

7 .8

7 .4

7 .8

-1 .3

Agriculture

2.7

2.8

2.7

2.4

2.3

1.8

-33.3

Industry Sector

2.1

2.8

2.2

2.4

1.6

2.2

4.8

Service Sector

3.1

3.1

3.2

2.9

3.4

3.8

22.6

5 .7

5 .6

5 .2

5

5 .9

6 .0

5 .3

Agriculture

2.7

2.9

2.5

2.6

3.9

3.9

44.4

Industry Sector

0.9

0.7

0.6

0.6

0.3

0.3

-66.7

Service Sector

2.1

2.1

2.1

1.9

1.8

1.8

-14.3

CARAGA

ARMM

Sources: National Statistics Office and National Statistical Coordination Board

As shown in Table 5.3, the combined contribution of Northern Mindanao and Davao
regions to total GDP of Mindanao is 54.3 percent while ARMM and CARAGA regions
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add only 13.8 percent in 2012. SOCCSKSARGEN managed to increase its share of GDP
from

14.6 percent in 1997 to 19.1 percent in 2012. The increased share of

SOCCSKSARGEN was due to massive investment in agriculture, establishment of agri
industrial economic zones, increased trade, and commercial activities in General Santos
City that served as a growth pole for neighbouring provinces. General Santos City is
considered the tuna capital of the country and has grown progressively by taking advantage
of the trade benefits offered by BIMP-EAGA.
Northern Mindanao was able to catch up with Davao Region primarily due to increased
investment, especially in mining, improvement in infrastructure, and higher regional trade.
The declining contribution of Davao Region in agriculture is due to increased competition
from other regions such as Northern Mindanao and SOCCSKSAGEN. This implies that
industrial and agricultural outputs in other regions were increasing at a faster rate than the
Davao Region. The regions of Zamboanga Peninsula and CARAGA remained unchanged,
while the ARMM’s overall contribution to Mindanao’s GDP declined during the period.
Table 5.4 shows that Northern Mindanao is the fastest growing region with an average
growth rate of 6.3 percent followed by Davao Region at 5.4 percent. Northern Mindanao is
buoyed by improvements in infrastructure and higher investment in mining and sendee
sector resulting in better economic performance. Davao Region still manages to maintain
its competitiveness in exporting various agricultural products and semi-processed goods.
Zamboanga Peninsula’s modest growth can be attributed to consistent output in fishing (a
major industry in the region) and an expansion in construction. SOCCSKSARGEN’s
growth is supported by increased commercial activities especially in agriculture and
continuous growth in lending activity among farmers and businesses. The borrowed funds
were subsequently invested to productive use. Establishment of key agri-industrial
economic zones in SOCCSKSARGEN also contributed to its growth — a reflection of
increasing business confidence in the region.
In CARAGA, growth is primarily driven by mining. The relaxation of restrictive mining
laws such as foreign ownership of mining companies enables CARAGA to attract
substantial foreign direct investment in the mining industry. For example, in 2011
CARAGA received the highest investment in Mindanao amounting to almost 50 billion
pesos —most of it went to mining. Moreover, the higher prices of nickel and other metals,
notably in 2007, in the world market further boost the region’s growth. As expected,
ARMM is the slowest growing region from 2002 to 2012 not only in Mindanao but also in
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the entire country. The industry and service sectors were almost stagnant during the period.
The small-scale fishing industry is the major contributor to the growth in ARMM with
some contribution from agriculture. Most of the fish catch in the island provinces of
ARMM are destined for the canning industry in Zamboanga City, while some of its
agricultural products to food processing plant in Northern Mindanao and Davao Region.
This implies that ARMM cannot convert nor process its raw products into higher value
goods.
Table 5.4 G ross Regional Domestic Product G row th Rate (In Percent)
A verage
R e g io n s

2 0 0 2 -2 0 0 4

2 0 0 4 -2 0 0 6

2 0 0 6 -2 0 0 8

2 0 0 8 -2 0 1 0

2 0 1 0 -2 0 1 2

G r o w th
(2 0 0 2 -2 0 1 2 )

PH IL IPPIN E S

5.1

5.5

4.3

4.7

6.1

5.2

Zam boanga Peninsula

4.7

4.6

4.8

5.6

5.9

5.1

N orthern Mindanao

5.8

5.3

6.6

7.2

6.3

6.3

Davao Region

5.6

4.7

5.2

7.1

4.3

5.4

SOCCSKSARGEN

5.1

4.5

5.7

2.6

6.9

5.0

CARAGA

1.8

4.2

5.9

4.7

8.2

4.9

ARMM

2.0

3.8

2.6

1.9

3.8

2.8

Source: National Statistical Coordination Board
Note: G R D P growth rate is based on three-year simple averages. For consistency, only data after 2001
were reported due to regional re-organisation o f provinces in Mindanao that happened on 19 September
2001 by virtue o f Executive O rder No. 36.

As shown in Table 5.5, the regional share of Mindanao’s GDP closely follows the level of
investment in each region. There is also a high level of variability in the level of
investments from year to year. This is due to some major investment projects that required
substantial amount of capital outlay. For example, the large investments in Northern
Mindanao in 1997 and in CARAGA in 2011 were in the mining sector, which requires
considerable funds to set up equipment and machineries. Most of the investments in
Mindanao are focused on manufacturing, especially in food processing and mining. The
increasing dominance of Northern Mindanao and the decline of Davao Region may be due
to unequal amount of investment during the period. About 36.5 percent of all investments
in Mindanao went to Northern Mindanao while the Davao Region received just 25.0
percent, followed by CARAGA with 18.8 percent, and Zamboanga Peninsula with 10.4
percent, SOCCSKSARGEN with 8 percent, and the ARMM with only 1.3 percent o f all
investment in the region. The pattern of investments seen in Mindanao is consistent with
Pernia and Salas’ (2005) findings that investment is significantly influenced by export
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orientation, education, telecommunications, and a robust financial system —both Northern
Mindanao and the Davao Region possess these characteristics.

Table 5.5 Value o f Board o f Investm ent A pproved Projects in Mindanao (Billions ofPesos)
T o ta l

R e g io n s

1997

2000

2003

2006

2009

2011

Zamboanga Peninsula

11.2

5.3

15.1

1.0

1.4

0.6

10.4

N orthern Mindanao

82.4

14.5

3.0

7.5

11.2

2.6

36.5

Davao Region

11.3

19.4

1.7

2.3

9.9

38.5

25.0

SOCCSKSARGEN

15.6

3.7

0.3

2.2

4.0

0.8

8.0

CARAGA

4.1

2.2

2.3

1.7

2.4

49.6

18.8

ARMM

1.5

1.2

0.6

0.3

0.1

0.5

1.3

S h a r e (% )

Sources: D epartm ent o f Trade and Industry, Mindanao D evelopm ent Authority, Regional Board o f
Investm ent, A utonom ous Region in Muslim Mindanao
Note: The value o f total investments may be understated since there are some investments that are not
registered with the D epartm ent o f Trade and Industry (DTI) or with the Board o f Investm ent (BOI).
Moreover, some investments registered in D TI or BOI do not indicate which regions it will go.

The dismal investment in ARMM is primarily due to its low level of infrastructure, shortage
of other supporting industries, lack of skilled manpower, and to the long existing conflict
that has created an atmosphere of lawlessness and insecurity. Relatively large investments
in 1997 and 2000 can be attributed to the concerted effort of the national government,
international donors, and the private sector to jumpstart ARMM’s economy after the
signing of the 1996 Final Peace Agreement with the Moro National Liberation Front
(MNLF) during the Ramos Administration. Unfortunately, the peace gains were undone by
the succeeding Estrada Administration when an “All-Out War” was launched against
remaining secessionist groups, an action that consequently led to lower investment in the
following years. Inept management and lack of trust in the regional government of ARMM
also contributed to low investment in the region.85 The decline in investments also
coincided with the administration of the Ampatuan Clan, considered to be one of the most
corrupt and abusive political dynasdes in the country (HRW 2010).

85 See V itug and G utierrez (2000) on co rru p tio n in ARMM.
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5.3 Conflict in Mindanao

History

During the 17,h and up to the late 19th centuries some of the poorest provinces of
Mindanao today (i.e. Sulu and Maguindanao) were the richest and the major trading hubs
of the country.86 At that time, established sultanates and principalities in Mindanao had a
thriving economy based on maritime trade with neighbouring countries including China
(George 1980). Metro Manila and other metropolitan cities were still small and
unimportant settlements, while Sulu and Maguindanao were the centre o f commerce and
the wealthiest areas in the country (Saleeby 1963). Centuries o f persistent conflicts have
made what were once thriving commercial centres into the poorest and least developed
areas o f the country.

The conflict in Mindanao is one of the oldest running conflicts in the world and has
persisted for five centuries (Shiavo-Campo and }udd 2005). The root cause can be traced as
far back as the 16lh century7when the Spaniards arrived and colonised most of the country,
with the exception o f the Muslims o f Mindanao (jubair 1985). Spain managed to subjugate
most o f the country7 and convert it to Christianity but the Muslims o f Mindanao (or Moro
as they call themselves) refused to submit to the colonial powersT For centuries, the
Spanish colonial government enlisted the Christian converts from Luzon and Visayas to aid
in the fight against the Moros.

After the defeat o f Spain in the Spanish-American War, the Americans, through the Treaty
of Paris in 1898, took possession of the Philippines and included Mindanao as an integral
part of the country7. Thus, the tasks o f pacifying the Moros o f Mindanao fell in the hands

86 In Mindanao, Sulu and Palawan there are four established polities namely: the Sultanate of
Maguindanao, the Kingdom of Buayan, the Confederation of Ranao Sultanates, and the Sultanate
of Sulu. Each polity had its own territory, constituency, and form of government.
87 Moro is the generic name for the 13 ethno-linguistic Muslim tribes in the Philippines which
constitute a quarter of the population in Mindanao in the Southern Philippines. They number from
5-6 million and are found in every major island of the country. They share a distinct culture, speak
different dialects, and are varied in their social formation but share a common belief in Islam. This
is a uniting factor among the different groups. O f the 13 groups, there are four major groups on the
bases of population and former leadership. These are the Maguindanaons (the People of the
Flooded Plains), the Maranaos (the People of the Lake), the Tausugs (the People of the Current),
and the Yakans of Basilan. These major groups together with other indigenous tribes in Muslim
Mindanao comprise the Bangsamoro (Moro People).
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o f the Americans. They were more successful in subduing and colonising the Moros
through the use o f brute force coupled with benevolent assimilation (Byler 2005). Before
granting independence to the Philippines in 1946, the Americans incorporated Mindanao
into the Philippines state, subordinating the Moro people to political control from Manila
and passing laws that formally dispossessed them and other indigenous tribes o f their
ancestral lands. 88 Settlers from Luzon and Visayas migrated to Mindanao under
sponsorship and encouragement from the government. These new settlers occupied fertile
lands and established colonies in various parts o f Mindanao. By 1976, the Moros and other
indigenous tribes owned less than 17% o f the Mindanao land that they once owned almost
exclusively (Ahmad 1982; Rodil 1992).

The conflict continues to this day because the Moros feel that the government has not fully
addressed their grievances and their need for meaningful self-rule.8’ Gutierrez and Borras
(2004) argued that misdirected policies and lack of genuine desire on the part o f the
national government to address land issues further compounded the conflict in Mindanao.
Since 1903, various laws have been passed aimed at harnessing the agricultural potential of
Mindanao while at the same time excluding the Moros and other indigenous tribes. ’1’ Many
settlers were lured to the vast and untapped fertile land o f Mindanao. Competition for land
ownership and rivalry over resources eventually led to animosity7 and conflict between
settlers and the native inhabitants o f Mindanao. These historical injustices gave birth to the
secessionist movements and armed groups in Mindanao. The root causes are based on six

88 It is interesting to note that Congressman Robert L. Bacon (New York - Republican) of the US
Congress filed a bill that Mindanao should be separated from the Philippines citing that Mindanao
has never been part of the country and it is religiously and culturally different. However, the bill
failed as leaders of the Philippines vigorously oppose it. The primary motive behind the opposition
of Filipino leaders is due to the economic potential and vast natural resources of Mindanao.
89 On 9 September 2013 armed fighting broke out between a faction of the MNLF under Nur
Misuari and the government forces in Zamboanga City7that lasted for almost a month. Nur Misuari,
after proclaiming a separate Bangsamoro Republik for the Moros, ordered his followers to hoist
their flag in the City Hall of Zamboanga. They were met by government forces and armed
confrontation ensued resulting in the displacement of more than 100,000 people, large-scale
destruction of property, and major disruption in the economy. The government allotted 3.9 billion
pesos for the reconstruction of the ruins left by the fighting. See Medina (2013) for details.
90 In 1913, the government sponsored mass migration of settlers from Luzon and the Visayas to the
ancestral land of the Bangsamoro. Laws such as the Public Land Acts 2254 and 2874 allowed
settlers to own twice as much land as the Moro. In addition, the Commonwealth Act 141 of 1936
further reduced Moro land ownership to a mere four hectares while settlers were able to own 24
hectares. The Quirino-Recto Colonization Act of 1935 further declared Mindanao as a special
target for the building of settlements and promoted further influx of settlers, providing them with
military and financial support. As late as the early 1980s, the defunct Ministry of Agrarian Reform
managed to create 23 settlement projects in Mindanao and distribute land to 22,639 new settlers.
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key elements: economic dispossession and marginalisation; political domination and
manipulation; physical insecurity; threatened Moro and Islamic identity; a perception that
the government is the principal party7 to blame; and a sense o f hopelessness under the
present government structure (Jubair 1985; Concepcion et al. 2003; Quevedo 2004; H D N
2005).

Secessionist Movements and A rm e d Groups in M indanao

The first secessionist group was the Mindanao Independence Movement (MIM) founded
in 1968 in reaction to the Jabidah Massacre by Datu Udtog Matalam.91 According to Glang
(1971) some of the grounds for the creation o f MIM were: the land grabbing by Christian
settlers which infringed upon on the rights o f the indigenous people and their ancestral
lands; the imposition of new legal system that abrogates traditional laws resulting to a
breakdown in social order within Moro communities; the establishment o f new local
government that undermine the functions o f traditional leaders causing disunity and
disrupts social orders within the Moro society; and the education forced on Moro children
to learn new values alienating them from their Moro culture and society. However,
President Marcos managed to convince some MIM leaders to reconsider their cause and
instead join the government in helping Mindanao. In return, they were given lofty positions
in government and promised development funds and projects for their communities.

O ther members o f the MIM continued their resistance and later formed the Moro National
Liberation Front (MNLF) in 1969, claiming to represent all Moros in the Philippines
(Banlaoi 2007). The MNLF believe that Filipino colonialism, the oppression o f the Moros,
and the illegal occupation o f their lands are the root causes o f the problem in Mindanao
that only an independent state for the Moro can remedy. Members o f the MNLF came
from different strata o f Moro society7 including numbers related to the local elite. Majul
(1988:906) notes that “disappointment with the age-old rivalries and chronic disputes
between traditional Muslim leaders and politician but impressed by what appeared to be the
dedicadon, Islamic consciousness, and youth o f the MNLF leaders, many Muslim

91 The Jabidah Massacre took place on the island of Corregidor located 48 kilometres west of
Manila on 18 March 1968. The Armed Forces of the Philippines (AFP) executed at least 28 Moro
recruits under their supervision when they declined to follow orders and complete their mission.
Their mission was to conduct sabotage and destabilisation in Sabah, Malaysia for subsequent
annexation by the Philippines. The incident was the main catalyst that launched the secessionist
movements in Mindanao.
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diplomats and officials from abroad came to view the MNLF as the progressive vanguard
o f the Muslim struggle in the Philippines”.

When Martial Law was declared in 1972, the MNLF gained fame for its ability to protect
Moro communities and simultaneously attack different military and police outposts. Its
leader N ur Misuari managed to rally external support and recognition from the
Organization of Islamic Conference (now known as Organization of Islamic Cooperation).
Through the facilitation o f Libya and other Muslim countries, the MNLF reduced its
demand for an independent state to a genuine autonomy within the bounds o f the
Philippines’ Constitution. In 23 Decem ber 1976, the Tripoli Agreement was signed
between the MNLF and the government. And in 1996, during the presidency o f Fidel
Ramos, a final peace agreement was forged formally ending the MNLF secessionist
movement and leading the way for the integration o f its members to the armed sendees of
the government.

In 1977, there was a split in the MNLF organised by late Hashim Salamat and other
ranking officers. Due to N ur Misuari’s agreement to settle with meaningful autonomy
rather than independence and largely due to ideological differences, they formed the Moro
Islamic Liberation Front (MILL). N ur Misuari wanted a more secular form o f government
while Flashim Salamat preferred an Islamic State based on Shariah Law.92 According to
Kamlian (2003) some o f the reasons for MILL breaking up from MNLF were due to: the
MNLF leadership being manipulated away from Islamic ideology and towards a MarxistMaoist orientation; the Central Committee headed by N ur Misuari was exclusive, secretive,
and monolithic body whose policies, plans, and decisions were made without prior
consultation; and there was failure in leadership in the MNLF resulting to confusion,
suspicion, and disappointment among members. The MILF stands for the Islamisation of
the Moro society and demand complete independence from the Philippines or at least a
meaningful autonomy embracing the tenets o f Islam and encompassing lands with
substantial Moro population.

The fragmentation and slow progress in the struggle for independence led some former
members of M NLF to form a more radical group. The HarakatulIslamia commonly known

92 Detailed account of the birth of the Moro Islamic Liberation Front from an insider’s perspective
is found in Mastura (2012). Jubair (1985), the pen name of Mohagher Iqbal the Chief Negotiator of
the MILF, provides a more historic account of the Bangsamoro struggle for independence.
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as the Abu Sayyaf G roup (ASG), literally means the Bearer o f the Sword, and was founded
by Abdurajak Janjalani in the early 1990s. Leaders of the ASG, some o f whom fought in
Afghanistan, demanded no less than an Independent Islamic State in Mindanao and will
strive to achieve it through arm struggle, rather than negotiations with the government.
The ASG soon found notoriety for carrying out bombings, kidnappings, assassinations,
and extortion in Mindanao. For example, the ASG launched an occupation o f Ipil in
Zamboanga del Sur resulting to the burning of the town centre and hundreds of casualties.
They also gained international notoriety in the kidnapping o f foreign nationals, notably
tourists from the Sipadan Island in Sabah, Malaysia. These incidents made the ASG as an
international terrorist group with alleged links with the A1 Qaeda Network (Rogers 2004).

In 2011, a breakaway group, this time from the MILF, was founded by hardliner Umbra
Kato —the Bangsamoro Islamic Freedom Movement (BIFM). The BIFM demanded total
independence from the Philippines. They fought government forces on August 2012 and
on July 2013, but most of the fighting was confined to Maguindanao. Due to a lack of
grassroots

support

and

MILF

public

condemnation

of

the

fighting

as

being

counterproductive to the current peace negotiations, the BIFM offensives soon subsided
without achieving the goal o f creating wider conflict in Mindanao.93 There are other armed
groups in Mindanao, mostly in poor provinces, thriving on the existing discontent and
widespread poverty. For example, the New People’s Army o f the Communist Party o f the
Philippines (CPP) operates mostly in poor provinces of Davao and CARAGA such as
Compostela Valley and Surigao del Surf4

Government Approach

The Philippine government’s answer to the secessionist movements varies

from

accommodation to negotiation and, at times, brutal suppression. In the mid-1970s,
President Marcos was the first to offer autonomy to the Bangsamoro in lieu o f their
demand to have a separate independent state. This policy o f offering arrangement short of
independence continued through successive administrations.

Primarily because the

93 See George (1980) and Diaz (2003) for the history of the conflict and the various secessionist
groups fighting for independence.
94 A study by Santos and Santos (2010) presents a detailed analysis of the various armed groups in
the Philippines especially in Mindanao. It also provides first-hand knowledge of the conflict and
insider-informed group profiles that give a deeper understanding of the many armed groups in the
country.
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Philippines’ Constitution limits what any administration can offer to the secessionist
movement — at most, it can offer is autonomy or greater self-governance. In 1996, the
administration of former President Fidel Ramos signed a Final Peace Agreement with the
major rebel group, the Moro National Liberation Front (MNLF). Unfortunately, the short
lived presidency of Joseph Estrada squandered the peace gains of his predecessors by
launching an “All-Out-War” against the remaining rebel group — the Moro Islamic
Liberation Front (MILF). Succeeding President Gloria Macapagal-Arroyo reversed the
belligerent policy of Joseph Estrada and restarted negotiations with the MILF.

In 2008, the Government of the Philippine (GPH) and the MILF drafted a Memorandum
of Agreement on Ancestral Domain (MOA-AD) to put an end to the secessionist
movement and bring lasting peace to Mindanao. However, due to intense opposition the
agreement did not materialise. By 2012, under the leadership of President Benigno Aquino
III, a landmark peace deal was finally signed with the MILF that formally ended the
secessionist war in Mindanao. In 15 October 2012, the MILF and the government signed
the Framework Agreement on the Bangsamoro leading the way for the creation of the
Bangsamoro Political Entity (BPE) with greater autonomy and powers than ARMM. The
agreement with the MILF was seen by many as the culmination of all peace agreements
that will hopefully settle the Moro problem in Mindanao and bring lasting peace. Currently,
the basic laws that will govern BPE are being worked out by the MILF and the
government. If all went as planned, the BPE is scheduled to commence operation, after
approval from Congress and ratification by a plebiscite, on 2016.

Forms o f Conflict

The first form of conflict in Mindanao is contested governance, a struggle between armed
groups against the government. It includes secessionist movements fighting for an
independent state and the Communist Party of the Philippines who are struggling to
establish communist regime in the country. By far, this form of conflict is the bloodiest,
longest, and most cosdy. It involves hundreds and at times thousands of armed fighters
using ordnance for war battling the armed services of the Philippines.

The second form of conflict is between different tribal, ethnic, or religious groups (e.g.
between Christians and Muslims and between indigenous tribes and settlers). This kind of
conflict long existed even during Spanish colonial period. It intensified during the land
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Settlement of Mindanao by Christian settlers and after the declaration of Martial Law in
1972. The conflict is most often perpetrated by armed men belonging to one ethnic group
or religion against another. For example, the Ilaga (it means rat in Hiligaynon) is a Catholic
extremist militia group responsible for the many atrocities against the Muslim population,
notably the massacre of 65 civilians in a mosque in )une 1971. To counter this threat the
Muslim community also formed their owned armed groups —the Black Shirts and later the
Barracudas. However, these outlaws, officially regarded by the state as criminals, enjoy local
support from their own community and have performed useful roles for various state
actors like the military and local politicians (Gutierrez 2003).

The third form of conflict in Mindanao is between residents of the same ethnic affiliation.
This is commonly known as rido, which involves families or clans belonging to the same
tribal identity. It is usually confined to small geographic areas or few municipalities. b
Competitions among elites in local politics and for economic resources (e.g. land and
business) are common causes of rido. The conflicts that stem from political competition
among local elites tend to be the longest and bloodiest form of rido (Matuan 2007; Adriano
and Parks 2013). Perhaps, this type of conflict is most painful and divisive because it pits
people living in the same community going against each other. Most often rival families are
related by blood. It can last for many years and generations, as the cycles of killing and
vendetta between feuding families continue and the enmity and hatred runs even deeper.

Area Affected by Conflict

Figure 5.2 shows the distribution of conflict in Mindanao, mostly concentrated in ARMM
and its neighbouring provinces such as Lanao del Norte, North Cotabato, and Zamboanga
del Sur. In the Davao and CARAGA regions, the armed conflict is between the New
People’s Army and the government and is based on ideological struggle. Most of the
fighting occurs in Compostela Valley and Surigao del Sur. In ARMM, the provinces of
Basilan and Sulu are frequently affected by conflict emanating from the proliferation of
criminal syndicates and kidnap-for-ransom groups such as the Abu Sayyaf, while in Lanao
del Norte, Maguindanao and North Cotabato, the armed violence revolves around the
MILF, other rogue elements (e.g. BIFM), and government forces.

95 Torres III (2007) provides a detailed and very accessible discussion on rido and clan conflict in
Mindanao.
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Figure 5.2 Reported Conflict Incidents in Mindanao, Philippines (July 2008 - June 2010)
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One reason why armed violence is prevalent in Lanao del Norte is due to land disputes
between Christian settlers and the Moro population who happen to have members
belonging to the MILF.% Well known among them is Abdullah Macapaar who goes by the
nom de guerre Commander Bravo. In 2000, the land disputes between Commander Bravo
and Christian Settlers in the Municipality o f Kauswagan, Lanao del Norte resulted in armed
confrontation pitting the MILL forces against G overnm ent troops that soon spiralled out
o f control, engulfing neighbouring municipalities. The intensifying armed violence during
that time served as a pretext and justification by former president Joseph Estrada to launch
an “All-Out War” in Mindanao against the MILF.

In the provinces of Maguindanao and N orth Cotabato, the higher incidence of armed
confrontation can be attributed to the presence o f major camps of the MILF in the area
(e.g. Camp Abu Bakar and Camp Rajamuda). Occasional encounters between Government
troops and the MILF happen from time to time. Lately, however, the presence o f the
International Monitoring Team to supervise the ceasefire agreement between the MILF
and the Government has reduced the incidences o f chance encounters.9

Among the provinces that are fortunate to be spared from higher incidence o f conflict are
the provinces o f Camiguin, Misamis Oriental, Misamis Occidental, and Bukidnon —all are
located in Northern Mindanao. O ther provinces such as Saranggani, Sultan Kudarat,
Davao del Sur, and Zamboanga del N orte are also relatively free from conflict since the
end o f Martial Law in 1981. However, sporadic fighting, a spill over from neighbouring
conflict-affected provinces, do happen but its scope is limited and localised to small areas.
This enables these provinces to have a more peaceful environment, consequently, resulting
in better economic performance. For example, Camiguin, an island province in the north

96 See GRM (2009) for a survey mapping the conflict in Mindanao. As far as I know, there is no
consistent database that reports the number of conflicts or their prevalence in Mindanao. Most of
the data on conflict is either based on surveys or media reports, making it very difficult to construct
a consistent dataset or time series data.
97 The International Monitoring Team (IMT) is composed of more than 40 equally distinguished
military, police, and civilians officers from the Governments of Malaysia, Brunei, Libya, Japan,
Norway, and the European Union as well as hundreds civilian protection workers from non
government organisations such as the Belgium-based Nonviolent Peaceforce (NP), Mindanao
Human Rights Actions Center (MinHRAC), Mindanao Peoples Caucus (MPC), and the Moslem
Organization of Government Employees and Professionals (MOGOP). IMT is invited by both the
Government of the Philippines (GPH) and the MILF to monitor the implementation of all
agreements between the two parties with respect to the security, socio-economic, humanitarian,
rehabilitation, development, and civilian protection aspects of the GPH-MILF Peace Process.
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of Mindanao, is a favourite tourist attraction and one of the best performing provinces in
the region.

In ARMM, the province o f Tawi-tawi is the least affected by armed conflict. The active
role played by the local government, especially the governor, in pacifying and greasing the
palms’ of armed groups contributed to maintaining the peace and minimising conflicts. In
my interviews, local government officials said that N urbert Sahali, the G overnor o f Tawitawi, takes an active role in keeping the peace. According to the provincial administrator of
Tawi-tawi, whenever an armed group arrives in the province the governor will send an
emissary to talk with the group to convince them to leave the province and in exchange,
the armed group are given food and other supplies such as rice, fish, clothing, and some
monetary compensation. Existing armed groups already stationed in Tawi-tawi (e.g. rebels
in the satellite camps o f MNLF or MILE) maintain a harmonious relationship with the
local government and the armed servicemen. One reason is that some members of the
rebel groups are relatives o f government officials or armed servicemen and, therefore, have
a more peaceful coexistence.

The strategy o f pacifying armed groups in Mindanao by giving tributes is not unique to
Tawi-tawi. Sultan Ali Dimaporo who reigned in the province o f Lanao del Sur in the early
1980s, also gave supplies and pecuniary gifts to commanders o f the MNLF. )SThe same was
also true during the governorship o f Zacariah Candao in ARMM (1990-1993), who
occasionally provided food supplies to rebel camps. In the province o f Basilan Abdulgani
Salapuddin, a former commander o f the MNLF and the governor o f the province (19881998) also provided assistance to a rebel group to keep them peaceful. Even in the Davao
Region, Rodrigo “Rody” Duterte, the mayor o f Davao City, tried to establish a good
rapport with the New People’s Army by sending medical missions and relief goods to rebel
areas. Thus, it can be argued that active engagement and peace initiatives on the part of
local government executives, especially the governor of the province, can somehow help in
maintaining peace and minimise conflict in their area o f responsibilities.

98 From anecdotal evidence, it is interesting to note that the late Sultan Ali Dimaporo had to do a
balancing act in appeasing the commanders of the MNLF to keep the peace in Lanao del Sur, while
at the same time be seen as a staunch ally of President Ferdinand Marcos and intent on fighting the
secessionist group. One way he achieved this was by secretly giving supplies and monetary aid to
MNLF commanders and informing them in advance that they would be verbally attacked and
lambasted in public. Thus, he managed to project the image of a strongman in support of the
Marco Administration fight against the MNLF and at the same time be viewed by MNLF
commanders in Lanao del Sur as a benefactor.
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In Maguindanao, however, during the political hegemony of the Ampatuan Clan from 1998
to 2009, the strategy of pacifying and establishing good rapport with secessionist groups
was not pursued. This was owing to the fact that the patriarch of the clan, Andal Ampatuan
Sr., built his political career on being a strong supporter of campaigns against the rebel
groups, especially the MILF (HRW 2010). This was one o f the reasons why the Armed
Forces of the Philippines (AFP) provided substantial arms support to the Ampatuan Clan
through the Citizen Armed Force Geographical Unit (CAFGU), whose members were
loyal to the clan and served as its own private army. The CAFGUs also serve as an
augmentation force to supplement the AFP in its fight against secessionist groups in the
province. In addition, some elements o f the secessionist group such as Umbra Kato had an
existing rido (clan conflict) with the Ampatuan Clan stemming from land disputes, in which
the former accused the latter o f land grabbing.

CARAGA, the second poorest region in Mindanao after ARMM, is also affected by
conflict that revolves around access to resources." The parties involved are the indigenous
tribes (i.e. Manobo, Higaonon, Banwaon, Mamanwa, and Kamayo), migrant settlers from
Luzon and Visayas, and timber and mining companies. Consecutive laws and policies of
the government during the formative years o f the country infringed upon the rights and
ancestral lands o f the indigenous tribe in CARAGA. The American colonial administration,
for example, introduced Torrens Title as the basis o f land ownership but did not recognise
the customary and tribal land ownership of the indigenous people.

The entry of large-scale mining in the 1920s and extensive timber extraction in the 1960s,
at a time when the mechanisms for natural resource extraction, environmental protection,
and conservation were virtually non-existent, displaced many indigenous tribes from their
ancestral lands. When coupled with a massive influx of migrant settlers from the Luzon
and Visayas, this fuelled the conflict over land and access to resources. Then, in the late
1970s, the Communist Party o f the Philippines (CPP) established armed units in CARAGA
to side with the indigenous tribes such as the Pulang Bagani Unit, which was composed
mainly o f Higaonon tribesmen that opposed wanton extraction o f resources and demanded
compensation from timber and mining companies.111" As in ARMM, the prevailing conflict
99 See Quitoriano, Hilario, and Cruz (2009) for a detailed case study of the conflict in CARAGA
Region.
100 It should be noted that since 1991, a tactical alliance existed between the MILF and the CPPNew Peoples’ Army. They share intelligence, weapons, training, and come to the aid of each other
in the fight against the armed services of the Philippines (Jacinto 2008).
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and marginalisation of indigenous tribes contributed to the observed widespread poverty
and underdevelopment in CARAGA.

Cost o f Conflict

The cost of continuing conflict in Mindanao is staggering. Schavio-Campo and Judd (2005)
estimated that the direct output loss from the Mindanao conflict during 1970-2001 roughly
to be between US$2 and $3 billion. Another estimate of the annual cost of conflict was
around US$125 million to $250 million from 1975 to 2002 (HDN 2005). The human toll of
the conflict includes an estimated 100,000 to 120,000 deaths, thousands others who have
been injured or severely disabled for life, as well as the internal displacement of millions of
residents from their homes and sources of livelihood (World Bank 2003; Conception et al.
2003; Schiavo-Campo and judd 2005; HDN 2005; Adriano and Parks 2013).

Economic and social impacts of conflict, in terms of high incidence of poverty, increased
criminality, lower educational achievement, out-migration of educated and wealthy
residents, and lack of opportunities in employment or business are visibly damaging to
conflict-affected areas. However, the indirect cost of the conflict due to foregone
investments and output, especially in agriculture that employs most of people in Mindanao,
is the biggest contributor to why conflict-affected provinces lag behind in economic
prosperity compared to those provinces that are relatively peaceful.

Data from the National Statistic Office shows that conflict areas tend to have the highest
poverty incidence among families. The ARMM has the highest poverty incidence among
families at 46.9 percent while the country’s average stands at 22.3 percent in 2012 (NSO
2013)."" Lanao del Sur has the highest poverty incidence in the Philippine at 68.9 percent.
Maguindanao, another conflict zone in ARMM, posts a poverty incidence of 57.8 percent.
The relatively peaceful province of Tawi-tawi has the lowest poverty incidence in ARMM
at 20.8 percent. To put these figures into perspective, the poverty incidence among families
in Metro Manila (i.e. National Capital Region) is just 3.8 percent.

101 Poverty incidence may be underestimated due to survey methods and poverty lines may not
reflect the effect of inflation over time. Moreover, families without “official and permanent
residences” are not included in the poverty survey, thus, informal settlers and slum areas may not
be included in the sample (Balisacan 1994; ADB 2005).
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This observed phenomenon is consistent with findings in the literature. A study by Malapit,
Celemente, and Yunzal (2003) shows provinces in the Philippines that experience violent
conflict are more likely to suffer chronic poverty and a lower Human Development Index
(HDI) compared to more peaceful provinces. Moreover, out-migration of educated and
wealthy residents from conflict zones compounds chronic poverty since those who are left
behind are usually the poorest who cannot afford to migrate to peaceful areas.

The line of causality between poverty and conflict is difficult to disentangle since they tend
to form a self-reinforcing vicious cycle (Goodhand 2001). Some studies suggest that
poverty does cause conflict (Collier and Hoeffler 2004), while others argue that poverty has
little effect on conflict (Djankov and Reynal-Querol 2008). However, the most widely held
view is that poverty makes conflict more likely to happen (Fearon and Laitin 2003; Bohlken
and Sergenti 2010). In Mindanao, however, the conflict has long existed even during the
colonial periods, which has substantially inhibited development in conflict-affect areas and
resulted to high incidence of poverty and lower development outcomes. The feeling of
marginalisation and helplessness, especially among Moros, makes conflict in the region
intractable.

Table 5.5 shows the ranking oi provinces in Mindanao based on HDI. Most of the bottom
provinces are conflict-affected areas. The top five provinces with high HDIs are less
affected by conflict and close to a highly urbanised regional centre (i.e. Misamis Oriental
has Cagayan de Oro City, South Cotabato has General Santos City, Davao del Sur has
Davao City, Zamboanga del Sur has Zamboanga City, and Agusan del Norte has Butuan
City). Proximity to an urban centre contributes to higher economic activity, better
infrastructure, better job opportunities, and greater access to markets for these provinces.
However, this trickledown effect seems to be limited only to the province hosting the
urban centre. Neighbouring provinces do not enjoy the same higher development
outcomes. For instance, Misamis Oriental has an HDI of 0.65 and a per capita income of
46,726 pesos compared to its neighbour Lanao del Sur with and an HDI of 0.43 and per
capita income of 30,744 pesos. The same is also true for Agusan del Norte and Zamboanga
del Sur, both having a higher HDI and per capita income, compared to their neighbours
Agusan del Sur and Zamboanga Sibugay. One probable explanation, aside from conflict, is
the weak economic link or complementarities in economic activities - the economic
interests and requirements of one province are not matched with the production of
neighbouring provinces in terms of raw materials of agricultural crops.
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Tabic 5.6 Select Indicators o f Provinces in Mindanao (Ranked based on HDI 2009)

Province

H u m an
D evelopm ent
Index

Per capita incom e
(PPP US$)

M ean Years of
Schooling

Life expectancy at
birth (years)

2009

1997

2009

1997

2008

1998

2009

1997

PHILIPPINES

0.609

0.616

1,744

1,522

8.7

8.3

72.0

65.5

Misamis Oriental (10)

0.650

0.625

1,799

1,538

9.5

8.9

71.5

66.3

South Cotabato (12)

0.636

0.512

1,677

1,161

8.8

8.7

69.1

65.4

Davao del Sur (11)

0.626

0.607

1,651

1,442

8.8

8.6

70.2

67.4

Zamboanga del Sur (9)

0.613

0.544

1,440

1,114

8.1

7.6

69.3

64.7

Agusan del Norte (13)

0.562

0.480

1,359

929

8.9

8.2

64.2

61.9

Lanao del Norte (10)

0.558

0.520

1,326

1,104

8.8

8.2

66.2

60.5

Camiguin (10)

0.531

0.439

1,368

942

8.9

8.3

66.0

60.9

Davao del Norte (11)

0.526

0.435

1,352

972

8.1

7.6

68.3

61.8

North Cotabato (12)

0.518

0.415

1,179

851

7.4

7.7

70.5

64.4

Bukidnon (10)

0.514

0.466

1,211

988

7.7

7.1

72.2

62.9

Misamis Occidental (10)

0.496

0.625

1,015

921

8.6

7.9

75.4

63.3

Surigao del Sur (13)

0.481

0.458

1,130

924

8.2

7.6

65.5

59.7

Compostela Valley (11)

0.479

-

1,216

-

7.4

-

68.3

-

Basilan (14)

0.478

0.539

1,107

1,072

7.3

8.4

62.7

58.9

Sultan Kudarat (12)

0.466

0.480

1,050

1,043

7.7

8.1

67.1

62.5

Surigao del Norte (13)

0.460

0.449

1,130

915

8.4

7.3

64.4

59.7

Lanao del Sur (14)

0.432

0.429

952

746

6.9

8.5

59.7

53.8

Zamboanga Norte (9)

0.399

0.484

852

968

6.7

7.9

72.9

61.3

Sarangani (12)

0.386

0.378

842

824

5.8

6.7

71.3

64.2

Davao Oriental (11)

0.370

0.451

871

969

6.5

6.8

71.3

63.8

Agusan del Sur (13)

0.368

0.369

979

855

7.5

7.2

65.8

59.8

Zamboanga Sibugay (9)

0.367

-

1,027

-

7.3

-

69.3

-

Tawi-Tawi (14)

0.322

0.503

835

1,213

6.2

7.7

53.6

46.8

Maguindanao (14)

0.312

0.412

853

890

6.3

8.0

58.5

52.4

Sulu (14)

0.276

0.318

851

715

4.6

6.9

56.8

49.0

Sources: Hum an Developm ent Report (H D N 2013), Family Income and Expenditure Survey, National
Statistics Office, and Philippine Health Statistics (PHS 2009)
Notes: Real per capita income is based on 2009 National Capital Regions (Metro Manila) pesos, and infant
mortality rate is the probability o f dying between birth and one year o f age expressed per 1,000 live births. In
column 1, the num ber in parenthesis refers to the regions where the province belongs. It stands for Region 9
Zam boanga Peninsula. Region 10 is N orthern Mindanao. Region 11 is Davao Region. Region 12 is
SO CCSK SA RG EN . Region 13 is CARAGA. And Region 14 is ARMM. N o data is available for Compostela
Valley and Zam boanga Sibugay in 1997.
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Conflict-affected provinces show some of the lowest development outcomes in the
country. Life expectancies in conflict areas are shorter by many years compared to safer
provinces. On average, a resident of Misamis Oriental has a life expectancy o f 71.5 years
while in Lanao del Sur, a mere 3 hours drive away, residents have a life expectancy o f 59.7
years —more than a decade difference. The existing armed conflict in Lanao del Sur and the
prevailing lawlessness contribute to its shorter life expectancy. Deficient health care in the
province also plays a role. For example, infant mortality in Lanao del Sur is the highest in
Mindanao at 30 per 1,000 live births and this could be understated.1"" One reason for
understating health records in ARMM is due to a lack o f regular reporting on deaths,
sickness, diseases, malnutrition, and other health concerns. Another reason is that most
private health care providers (e.g. clinic and maternity hospitals) in ARMM do not report
statistics to health authorities. In Lanao del Sur, for instance, Amai Pak Pak Medical Center
- the biggest hospital that cater to most o f the residents in the province — is not under
ARMM but registered in N orthern Mindanao. Thus, the health statistics from Amai Pak
Pak Medical Center arc not counted under ARMM but included in N orthern Mindanao
statistics.

Mean years of schooling is negadvely affected by conflict.1"1The residents in the provinces
of ARMM have an average schooling in 2008 of 6.26 years while for the provinces in
Northern Mindanao have a mean of 8.7 years (HDN 2013). Recurrent displacement and
evacuations o f residents due to armed conflict contribute to the lower years o f schooling in
ARMM. During conflict, many schools are closed and parents are unwilling to send their
children to school for fear o f being caught in the crossfire. Moreover, school facilides in
conflict zones are poorly staffed, dilapidated, and hardly maintained, further contributing to
lower school attendance.

Conflict also results in the erosion of local governments’ capacity to govern and maintain
peace and order, especially the protection o f property rights. Most often, it is the local elites
who become the primary source of protection and not the agencies or instrumentalities of
the government in conflict-affected areas (Adriano and Parks 2013). The inability of
102 It is customary among residents in the ARMM not to report deaths, apply for marriage
contracts, or carry other civil registradons like births and divorces. Most of the time infant deaths in
rural areas in ARMM go unreported. For example, Tawi-tawi reported zero infant mortality in 2009
—a figure that is highly improbable.
103 Mean years of schooling is a calculation of the average number of years of educadon received by
people ages 25 and older in their lifetime; based on educadon attainment levels of the population
converted into years of schooling (Barro and Lee 2010).

181

government to enforce its police power in conflict areas has resulted in the prevalence of
extrajudicial means to redress injustice and this, coupled with the proliferation o f illegal
firearms, makes armed violence more likely. For example, a clan feud or rido is usually
associated with bloody confrontations involving automatic rifles and high calibre guns
resulting in multiple deaths, injuries, and substantial destruction o f property.""

There are many reasons why rido appears to be a permanent fixture in conflict areas,
especially in ARMM. First, local authorities do not want to be involved in clan feuds. For
example, a police officer will not respond to shootings or crimes brought about by rido for
fear of retaliation or getting caught in the crossfire. Traditional leaders such as sultans,
datus, or clan elders are the usual authority figure that pacify and intervene between warring
clans. Second, the armed sendees of the government like the military have an unwritten
policy o f not interfering with clan feuds as long as they are contained within a specific area
and do not endanger the lives o f armed sendeemen. Third, local judges are afraid to take
cognisance or jurisdiction of cases involving rido. Thus, cases are usually heard outside of
conflict areas — mostly in Metro Manila. For example, the case o f the Maguindanao
Massacre that caused the death o f 58 people was transferred to Metro Manila where a
special court was constructed inside a military camp because local judges in Mindanao were
afraid to get involved. Fourth, taking the law into one’s own hands seems to be the fastest
and most viable option for people seeking redress in an area where institudons are weak
and the judicial system is ailing. Finally, maratabat —defending family honor and pride in the
community —also plays a significant role in explaining why rido persists in the region."" For
instance, maratabat is the most frequent cause o f rido in the province o f Lanao del Sur
(Matuan 2007).

104 For example, a rido broke out between the Capal and Macugar clans in Bayang, Lanao del Sur in
July 2013 that resulted in the death of at least 10 people and dozens of injuries. Many houses and
private properties were burned and destroyed. The armed confrontation between the two clans also
led to displacement of hundreds of residents. One trigger of the conflict was the long existing
animosity between the two clans due to rivalry in local politics, which was rekindled during the May
2013 local election. Armed violence like this is a recurring event in most areas of ARMM due to
prevailing general lawlessness —this is a region where the military generally does most of the police
work.
105 Maratabat pertains to self-respect, sense of pride, dignity and honor as well as standing in the
community that is embodied in the customs and tradition of the Moro tribes in Mindanao. It entails
the protection of the honor and pride of the family or clan with any means possible including
sacrificing one’s life. A detail discussion of maratabat can be found in Matuan, Burton, and Doro
(2007).
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Although ARMM is well known for its lawlessness and proliferation of crimes and clan
feuds, the region consistently report the lowest crime rate o f all regions o f the country.
ARMM registered a crime rate o f only 19 and 37 crimes per 100,000 populations in 2010
and 2012, respectively. On the other hand, the country’s average during the same period
showed 350 crimes and 227 crimes per 100,000 population. When I interviewed several
police officers in ARMM as to why they are reluctant to interfere in rido; they provide two
major reasons: first, they joined the police force to earn a living for their family; second, in
an environment where everyone possesses firearms it is a risky undertaking to interfere in
armed conflict like rido. Moreover, tradition and customs dictate that outsiders, including
armed authorities, should not involve themselves in rido to avoid retaliation or risking his
or her own clan getting embroiled in the armed conflict. According to former Philippine
National Police Chief Hermogenes Ebdane, the low crime rate in ARMM can be attributed
to residents solving crimes - particularly those against property - among themselves rather
than reporting these to the nearest police station (Burgonio 2002). Moreover, the police
officers in the ARMM tend to underreport crimes to projecl an image that they are an
effective and a successful police force to gain commendation from higher authorities.

5.4 Infrastructure
Infrastructure is vital in provincial development. Many studies point to the positive and
significant impact o f infrastructure such as road networks on regional incomes in the
Philippines: regions with better infrastructure have higher growth rates (Canlas, Khan, and
Zhuang 2009; Llanto 2010). Lack of adequate infrastructure in poor areas serves as a
binding constraint for economic development (ADB 2009). Llanto (2007) finds that
investing in road improvements and the construction o f high-quality roads at the regional
(local) level, particularly in provinces, municipalities, and barangays is more beneficial to
the region than investment in the national road network alone."10This is primarily because
the integration o f peripheral areas with rapidly growing urban centres depends substantially
on an efficient road network, which also affects the mobility o f people, goods, and sendees.
In addition, the quality7 of road networks influences economic activity, the prices o f raw
materials, agricultural products, and the delivery o f services.

106 See Llanto (2004; 2009) for the impact of infrastructure not only road networks but also ports,
telecommunications, and power generation on regional growth and development.
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Table 5.6 shows the road networks in Mindanao. Northern Mindanao, the fastest growing
region in the country, has the highest road density with 9.4 percent while the lagging
ARMM has the lowest road density with 3.6 percent — implying a positive association
between higher road density and economic growth. Among the provinces of ARMM,
Lanao del Sur and Tawi-tawi have the lowest road density7. The low road density7in ARMM
can be attributed to a weak local government capacity7 to augment infrastructure needs.
Most local government units in the region are still highly dependent on the national
government because of their inability7 to generate enough local revenues owing to their
weak economies.

R egion /P rovin ce

Table 5.7 M indanao Road Netw ork in 2011
Total
Asphalt
Road
Concrete
Gravel
L ength
(km s)
(km s)
(km s)
(km s)

Land Area
km 2

Road
D ensity

24,516

13,620

16,344

54,481

299,404

0.182

Zam boanga Peninsula

678

345

425

1,448

16,823

0.086

N orthern Mindanao

897

454

547

1,898

20,132

0.094

Davao Region

871

279

513

1,662

20,244

0.082

SOCCSKSARGEN

709

287

518

1,514

22,466

0.067

CARAGA

885

155

419

1,459

21,471

0.068

ARMM

803

10

180

993

27,517

0.036

Basilan

125

1

28

154

2,240

0.069

Lanao del Sur

263

-

44

307

12,052

0.025

Maguindanao

255

9

18

282

7,547

0.037

Sulu

107

-

28

135

2,251

0.060

Tawi-Tawi

53

-

62

115

3,427

0.034

PH ILIPPIN E S

Sources: D epartm ent o f Public Works and Highways, Land Management Bureau
Note: Road density is measured by the ratio o f total length o f concrete, asphalt, and gravel roads
over land area. Regional road densides are the simple average for all provinces belonging to the
region.

The Department of Public Works and Highways (DPWH) is responsible for planning and
maintaining national roads and bridges. However, key arterial roads (i.e. provincial, rural,
and local roads) are under the control and supervision of local government units. These
arterial roads are vital infrastructure linking farms to markets. Regions like Northern
Mindanao and Davao that can generate substantial local revenue due to higher economic
activities can also invest heavily in local infrastructure; however, ARMM has little revenue
and is unable to do the same. Further, DPWH has been devolved to the regional
government in ARMM and, thus, susceptible to the same poor performance and
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corruption. Interviews with officers from DPW H-ARMM reveal that due to the limited
budget, most work is devoted to maintaining existing roads and little effort is made to
expand or link the existing road network. This suggests that it may take a considerable time
before ARMM can improve its road network. With non-performing local government units
having been given the task of improving and maintaining arterial road networks, the result
is a road network considered the worst in the country.

Nonetheless, help from Overseas Development Funds (ODA) from donor countries can
expedite ARMM’s infrastructure development and shorten the period. For example, Saudi
Arabia has provided a soft loan of US$120 million to the region for various road projects
while Japan through its J-BIRD Program (japan-Bangsamoro Initiatives for Reconstruction
and Development) planned various socio-economic infrastructure to strengthen the
region’s capacity. In addition, various donor agencies such as Aus AID, US Aid, Europe Aid,
among others,

have given

preferential assistance

to ARMM.

Unfortunately,

the

effectiveness o f aid is substantially reduced due to elite capture and the existing conflict in
the region.10

f igure 5.3 shows a positive relationship between road density and per capita income across
the provinces of Mindanao.108 The province o f Camiguin stands out as one with the highest
road density for two reasons: first, the province is a recipient of many infrastructure
projects both from international donors and the government is promoting it as a major
tourist destination; and second, the higher revenue generated from tourism enables the
province to invest in local infrastructure needs. Moreover, given the small land area of
Camiguin it is much faster and cost lower to concrete roads resulting to higher road
density.

O ther provinces with higher road density (e.g. Lanao del N orte and Misamis Occidental)
have a highly urbanised city in their territory. This could be due to the tendency of
infrastmeture to radiate from urban areas to neighbouring provinces, as both local and
central government attempt to strengthen urban-rural economic linkages. On the other
107 See Adriano and Parks (2013) for discussion of aid in conflict areas focusing on ARMM.
108 See Llanto (2012a) and Llanto et al. (2012) for a Mindanao case study on the critical role played
by infrastructure on interregional trade and consequently the economic opportunities available to
farmers in terms of reaching wider markets. The authors focus on high-value fruits and vegetables
in Mindanao and how farmers with access to better infrastructure benefit most and, thus, generate
higher income due to lower transportation costs, faster transfer, and wider distribution of
agricultural products.
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hand, provinces of ARMM that are without any highly urbanised cities and with low levels
of local revenue have the lowest road densities.

Figure 5.3 Mindanao: Correlation between Road Density and Per Capita Income
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The existing security problem and conflict in ARMM also contributes to the poor state of
the road network and its lack of sufficient interconnections with neighbouring regions. For
example, private contractors rarely venture to take part in infrastructure projects in the
region. Private contractors often report incidents of harassment and extortion from armed
groups. For example, some Australian Agency for International Development (AusAID)
infrastructure projects in Mindanao under the Provincial Road Management Facility
Program were terminated by private contractors because of alleged extortion from lawless
elements (Balane 2012). Most often, it is the Engineering Battalion or Army Engineers of
the Armed Forces of the Philippines that build roads and infrastructure in conflict-affected
areas because they have armed personnel to secure heavy machinery and equipment.

There are also problems of non-completion and non-implementation of development
projects in conflict-affected areas. The budget for most projects is often released in
tranches. Some local executives or coordinators from recipient communities tend to
implement only the first budget tranche to show that the project is being undertaken.
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However, subsequent budget releases are no longer used to complete the project. There are
also times when the succeeding budgets for development projects are never released and
“lost” somewhere in the bureaucracy. Although the Commission on Audit (COA) or other
external auditors review and verify whether or not the projects are completed or not, their
reports seems to have no effect in changing or improving project completion. Anecdotal
evidence even suggests collusion between auditors and project implementers. These are
some o f the reasons why in conflict-affected areas, notably provinces in ARMM, are
littered with many unfinished multi-purpose hall, roads, water project, school building and
other development projects.

The province of Lanao del Sur, for example, has only two roads connecting it to the rest of
Mindanao. One is in the north leading to Iligan City, Lanao del Norte, and the other in the
south leading to Maguindanao and other northern areas like Davao City and General
Santos. Both roads are so narrow that large vehicles have difficulty navigating them. The
road leading to Maguindanao is marred with security problem (i.e. there is higher incidence
of armed robbery, extortion, and kidnapping). Most travellers from Lanao del Sur going to
Davao City or the southern provinces o f Mindanao prefer to take the long route of going
all the way to Cagayan de O ro in the north (travelling almost twice as far) rather than take
the direct and shorter route for fear o f being targeted by lawless elements.1" ’

O ther infrastructure in ARMM is also severely inadequate. In terms of electrification, as
measured by the number o f barangays that have access to electricity, the ARMM has the
lowest in the country (Navarro 2013). Regular power interruptions and the high cost per
kilowatt are also common fixtures in electricity supply in ARMM.11" Non-remittance of
payments to the National Power Corporation and mismanagement by the electric
cooperatives in ARMM are partly to blame for the incessant brownouts - saddled by huge
debts and deteriorating equipment, they are unable to provide continuous sendee.111 All

109 Various military and police detachments are strategically positioned along the highway; however,
they can only minimise the incidence of crimes and not totally secure the area for travellers.
Incidents of kidnappings, armed robbery, and extortion regularly happen in the guarded part of the
highway between Maguindanao and Lanao del Sur.
110 The island provinces of Basilan, Sulu and Tawi-tawi pay the highest per kilowatt cost for
electricity in the Philippines. In 2013 based on data from National Electrification Administration,
residential users in three provinces pay on average 12.5 pesos per kilowatt and commercial users
pay twice that amount. In comparison, the average per kilowatt cost in mainland Mindanao is
around 6 pesos per kilowatt.
111 Electricity is generated by power plants owned by the National Power Corporation and then
distributed to provincial electric cooperatives. As of June 2013, the outstanding obligations of
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electric cooperatives in ARMM are operating at a net loss even in the presence of
government subsidies. For example, Maguindanao province has a net loss o f 87.4 million
pesos and receives a subsidy of 293.6 million pesos from government. Conflict is a
contributing factor, since many transmission lines and electric equipment have often been
destroyed whenever there is fighting between secessionist groups and the government. In
fact, in some provinces in ARMM the power sendees were far better in the early 1980s
than they are now.

Telecommunication infrastructure in ARMM is the worst in Mindanao. Internet
connection in the region still relies on slow satellites and wireless transmission due to the
absence o f landlines or cable links. Residents and businesses in ARMM depend on mobile
phones and two-way radio for communication due to the absence o f a landline telephone
system. One reason why telecommunication companies do not invest or thrive in ARMM
is due to the difficulty o f enforcing simple contracts such as collection o f payments from
users. For example, in the mid-1990s a landline based Telephone Company in the city of
Marawi declared bankruptcy because majority o f its subscribers were not paying their
bills.112

5.5 C om m ercial Activities

Table 5.7 shows that around 70 percent o f the workforce in ARMM is devoted to
agriculture —the biggest in Mindanao. ARMM has the largest land area among the regions
o f Mindanao but its agricultural land area is small relative to its size. It also has the highest
cost o f rice production per kilogram at 12.25 pesos and the lowest net return on rice
production per hectare at 9,206 pesos. In N orthern Mindanao, the net return on rice
production per hectare is 23,670 pesos — 2.6 times higher than for ARMM. The almost
non-existent farm-to-market roads and limited infrastructure in the region played a major
role in the higher cost of farm inputs and the lower returns in agriculture. Farmers in
electric cooperatives in Mindanao stand at 4.43 billion pesos most of it owed by electric
cooperatives in ARMM. Around 3.43 billion pesos or 77 percent of outstanding obligations
consists of receivables from electric cooperatives in Basilan, Sulu, and Tawi-tawi (GMA 2013).
112 Partly to blame is to the consumer’s habit of not paying their dues. Consumers usually pass the
bill to their local executives (i.e. mayor or barangay chairman). During campaign period, local
executives are willing to pay. However, once the election is over local executives no longer pays the
bills. In Lanao del Sur, for example, the local electric cooperative there will cut the power
connection to 27 municipalities (70 percent of the total municipalities in the province comprising of
more than 20,000 household consumers) by September 2013 due to delinquency and non-payment.
The arrears started to accumulate just after the election in May 2013 (Gonzales 2013).
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ARMM have limited market access and, generally, sell their produce in their locality at
lower prices relative to urban areas. Senator Richard Gordon, for example, once sent a
Philippine Air Force C-130 plane to Sulu with representatives from major supermarkets of
the country to pick up various fruits and agricultural produce of the province. The project
was called “Fruits of Hope” aimed in providing market access to the farmers of Sulu and
giving them higher returns for their produce, as well as increased employment
opportunities. The initiative is aimed in opening up the province of Sulu for trade and gives
its farmers a chance to access to wider market. It is more of a media or personal relation
stunt to showcase what the province of Sulu can offer to the rest of the country. However,
the project was discontinued because it was not institutionalised and the central
government failed to support it as well as the failure of the private corporations to establish
permanent market link with the province.

Table 5.8 Agricultural Data in ARMM in 2011

A g r ic u ltu r a l
R e g io n

L a n d A rea
(h e c ta r e )

S h a re o f
E m p lo y m e n t
in A g r ic u ltu r e

R ic e
P r o d u c tio n

C o s t o f rice
P r o d u c tio n
per

N e t R e tu r n s
o n rice

(m e tr ic to n )

K ilo g r a m (in
p eso s)

P r o d u c tio n
p e r h e c ta r e
(in p e s o s )

<%)
12,180,000

33.0

16,684,062

10.88

15,792

Zam boanga Peninsula

785,294

49.0

602,203

9.16

22,191

N orthern Mindanao

746,901

43.1

610,990

9.32

23,670

Davao Region

758,335

40.9

416,543

11.00

13,763

SOCCSKSARGEN

775,309

49.5

1,244,148

10.25

18,420

CARAGA

523,407

38.6

416,997

10.69

10,510

ARMM

533,410

69.8

376,873

12.25

9,206

PH IL IPPIN E S

Sources: Bureau o f Agricultural Statistics, National Statistical Coordination Board, Land Management
Bureau, and National Statistics Office
Notes: Cost o f production per kilograms o f rice and net returns on rice production per hectare are
based on the Bureau o f Agriculture Statistics’ survey and computations.

Moreover, the fragile property rights existing in ARMM contribute to dismal agricultural
performance. Interviews with farmers asking them why they are not maximising the use of
their agricultural land show they have little incentive to do so. Farmers are afraid that if
they invest and make their land holdings productive this will attract the attention of local

189

elites (e.g. datus or local politicians) who will then forcibly acquire the land." ’ Thus, farmers
in ARMM do not feel secure in their landholdings due to weak property rights and are not
motivated to be productive.

The prevailing climate o f lawlessness in ARMM has also affected its ability to connect
commercially with the rest o f the country. Transport utility companies, like the Rural
Transit Mindanao Inc., the biggest provider in Mindanao, ply most routes in Mindanao
except ARMM. Commercial establishments are also afraid to venture into ARMM due to
the perceived law and order problems. For instance, while commercial establishments such
as nationwide food chains (e.g. Jollibee and McDonalds) or universal banks are present in
almost all provinces o f Mindanao, they have no branches in A R M M .114 Forwarding
companies also avoid servicing ARMM areas."3 Balikbayan Boxes (i.e. packages sent by
Overseas Filipino Workers), remittances, and other parcels are generally not delivered to
ARMM areas. Thus, residents from ARMM have to receive their shipments outside the
region. For example, residents from Lanao del Sur have to go to Iligan City to pick up their
packages while residents from Maguindanao have to drive all the way to Cotabato City,
Gen. Santos, or Davao City.

Commercial data for 2009, shown in Table 5.8, reveals that ARMM lags behind in all
indicators. The domestic trade in ARMM is only 1.43 billion pesos while its neighbour,
N orthern Mindanao, has 53.57 billion pesos. Strategic location and the presence o f airports
and seaports contribute significantly to the higher level o f domestic trade o f N orthern
Mindanao and Davao Region. Both serve as gateways to the rest o f the country. For
example, N orthern Mindanao has two key industrial cities (Cagayan de O ro and Iligan)
with major port areas and domestic airports that can cater to higher level of domestic trade.

113 The practice of not improving one’s farm for fear of being forcibly acquired by someone
powerful (e.g. local elites or datus) is common in ARMM. For example, Human Rights Watch
(HRW 2010:16) reported that a patriarch of the ruling political dynasty in Maguindanao “would
give the landowner two options: allow him to buy the land for 10,000 pesos (US$220) or choose
the bullet”.
114 Only a few banks exist in ARMM. Most of the banks were rural banks while some are
government owned bank like the Land Bank of the Philippines or are previously owned by the
government like the Philippine National Bank and the Al-Amanah Islamic Investment Bank.
115 A major reason for non-delivery of shipments to ARMM areas is due to security concern. When
I interviewed a staff from a cargo forwarding company in Mindanao he said that his company used
to deliver shipments to ARMM areas. However, after some of their deliver}’ trucks were robbed of
all shipments while delivering cargoes to ARMM areas they stop servicing the region. The losses
from the armed robbery and complaints from customers were causing the company more harm
than good.
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Southern regions like Zamboanga Peninsula and SOCCSKSARGEN show lower domestic
trade. Most traders in Mindanao prefer to transport their products to northern regions for
a lower cost and faster deliver}'. The strengthening of the Roll-on/Roll-off infrastructure
(inter-island shipping projects aimed to facilitate transfer of agricultural and other goods
across islands of the Philippines) has increased the comparative advantage of northern
parts of Mindanao.

Table 5.9 Commercial Data for M indanao in 2011

Region

D om estic
T rade (millions
of pesos)

C om m ercial
Firm s

Com m ercial
Floor Area
(square
m eters)

N u m b er
o fb a n k
branches

Total Bank
D eposits
(millions
pesos)

26,057

5,376,445

501,360

820,225

22,144,087

3,782

24,288

49,663

140

36,916

N orthern Mindanao

53,571

28,553

240,967

277

53,006

Davao Region

44,163

36,828

1,165,003

316

84,453

6,832

24,980

262,586

185

40,970

20,550

12,300

112,695

172

22,288

1,429

7,991

7,371

24

4,283

PH IL IPPIN E S
Zam boanga Peninsula

SOCCSKSARGEN
CARAGA
ARMM

Sources: National Statistics Office, Census o f Philippine Business and Industry, Bangko Sentral ng
Pilipinas, D epartm ent o f Trade and Industry
Notes: The trade data pertain to the flow o f goods through airports, seaports and railway stations in
the region, w hether for governm ent or private use, or for commercial purposes as reported the
D epartm ent o f Trade and Industry7. N um ber o f banks includes head office and branches in the region.

The ARMM has the lowest number of registered private firms with 7,991. O f the 3,080
large firms that employ more than 200 people existing in the country', only 12 are located in
ARMM. Davao Region has the most commercial firms in Mindanao followed by Northern
Mindanao and SOCCSKSARGEN. The size of commercial areas, a reflection of the
buoyancy of economic activities and the size of the private sector, varies considerably from
region to region. Northern Mindanao and SOCCSKSARGEN almost have the same
commercial floor area while CARAGA has around 112,695 square meters followed by
Zamboanga Peninsula with 49,663 square meters. The commercial floor area in ARMM
stands at 7,371 square meters, the lowest in the country'. It is almost negligible when
compared to Davao Region (Davao Region) which has more than a million square meters.
Size of the commercial area in each region is positively related to the number of banks and
total deposits. Those regions that have large commercial areas tend to have a higher
191

number of banks and total deposits. Vibrant commercial activities tend to attract financial
institutions that then generate large deposits available to business to further expand their
operations. Thus, it can be argued that a virtuous cycle exists that further enhances
economic activities in some regions like Northern Mindanao.

The meagre level of bank deposits in ARMM is partly due to residents putting their money
in safer areas —usually found in highly urbanised cities outside the region. For example, in
Maguindanao the reported total deposits for the entire province in 2009 is only 17 million
pesos (roughly equivalent to US$39,000) —miniscule when compared to Davao del Sur
bank deposits of 72,575 million pesos (around US$1.67 billion). This is because residents in
Maguindanao, fearing the lawlessness and conflict prevailing in their area, would rather
keep their money outside of the province for safekeeping. The same is also true for the
residents of Lanao del Sur who uses the financial services offered in Iligan and Cagayan de
Oro cities. The low level of deposits indicates how little money is circulating in the local
economy. This contributes to the dismal level of commercial activities across the ARMM,
since meagre funds are available to support entrepreneurs and local businesses.

The lack of commercial activities in ARMM is not due to a deficiency in entrepreneurial
spirit among residents. In fact, residents from ARMM can be found in almost all
commercial centres in the country, engaged in various trades. These entrepreneurs from
ARMM are mostly migrants who fled to avoid conflict. Some flee their hometown to
establish residency in other parts of the country to avoid getting involved in clan feuds
while others simply seek greener pastures outside of the conflict zones. Busran-Lao (2006)
documents the cost of conflict in Lanao del Sur both from secessionists conflict and clan
feuds. Busran-Lao found that aside from substantially eroding commercial activity in the
province it has also resulted in a substantial out-migration of entrepreneurs and educated
residents. The meagre income in ARMM and the widespread poverty further contribute to
the dismal commercial activities since low demand causes business to be unsustainable.

Another reason why ARMM performs dismally in commercial activities is due to the
preference of residents to patronise businesses outside of their province. This could be due
to lack of suppliers, distributors, adequate stocks and variety of goods, and higher prices
within ARMM. For example, residents of Lanao del Sur tend to drive all the way to Iligan
and Cagayan de Oro cities for their shopping, groceries, and other commercial needs, even
if the products or sendees they need are available in their home province. This is the same
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with Maguindanao residents who travel to Cotabato, Gen. Santos, or Davao cities; and so,
too, the residents from Basilan, Sulu, and Tawi-tawi who frequent Zamboanga City to fulfil
their commercial needs.

Local elites and politicians, such as wealthy residents, also shy away from investing or even
residing in ARMM. Anecdotal evidence and interviews with local residents reveal that most
local executives own villas or mansions outside their home provinces and it is in these that
they frequently reside. For example, some mayors in Lanao del Sur tend to reside in Iligan
or Cagayan de Oro cities while those in the island provinces of Basilan and Sulu live in
Zamboanga City, so too do some local executives from Maguindanao who stay away from
their locality to reside in Cotabato City, Gen. Santos, or Davao. Informants confide that
local government executives tend to avoid the day-to-day hassle of running the affairs of
government, especially in attending to the needs of their constituents asking for pecuniary
help such as payment of medical bills, payment of dowry, or contribution for blood money.
Absenteeism is quite common among local executives in ARMM. For example, during the
governorship of Nur Misuari in ARMM, he spent most of his time outside of the region
and delegated most of the management to his subordinates (Abubakar 2000). He has been
labelled the “absentee governor” as he spent only a couple of months in the SPCPD
(Southern Philippines Council for Peace and Development) and in the ARMM Region
Office in Cotabato City during his almost six year in office as governor (Riiland 2006).

Nevertheless, there are private firms who invested in ARMM and succeeded in spite of the
many challenges they faced. They are more of an exception rather than the rule. Habito
(2012) provides case studies that examine the experiences of six private companies who
invested in ARMM and reap benefits from doing so. The success of these private ventures
can be attributed to many factors including partnership with influential local elites or
politicians, establishing a good rapport with local communities, transparency in the
operation of the firms, dedication and perseverance to face challenges, and employment of
local people. A crucial ingredient that makes private ventures in ARMM succeed is the
guarantee of security of investment. For example, Unifrutti Philippines Inc. (UPI) in Datu
Paglas of Maguindanao, one of the biggest banana exporters in the Philippines, succeeded
because Datu Ibrahim “Toto” Paglas III, the town mayor and a local partner of foreign
investors, obtained cooperation from MILF Chairman Hashim Salamat and the traditional
leaders. Top military officials assigned to the area, promised to protect the investment
venture and the banana plantations, also support it. In addition, an endorsement of support
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from then President Fidel Ramos accorded the much-needed boost in security and
recognition to the private venture.

Conflict affects tourism in Mindanao. As shown in Table 5.9, relatively peaceful areas such
as Northern Mindanao and Davao regions attract most of the tourists in Mindanao. Better
peace and order situations, good infrastructures, and the presence of many tourist
attractions, as well as numerous accommodations and facilities, enable the two regions to
attract more tourists compared to other regions in Mindanao. However, the overall share
of Mindanao in the total number of travellers in the country averaged at 16 percent from
2001 to 2011, while Luzon has 49 percent and Visayas around 35 percent (DOT 2013).

Table 5.10 Distribution of Regional Travellers in the Philippines (in thousands)
R e g io n s

20 0 1

2003

2005

2007

2009

2011

PHILIPPINES

15,392

18,121

20,284

24,428

19,159

26,233

MINDANAO

2,001

2,229

2,681

4,693

3,298

4,479

Zamboanga Peninsula

264

213

438

534

238

454

Northern Mindanao

499

589

708

2,502

1,049

1,710

Davao Region

643

596

573

641

903

957

SOCCSKS ARGEN

315

546

597

636

659

682

CARAGA

280

285

365

380

449

676

ARMM

••
••
••
••
••
••
Source: Department of Tourism and Mindanao Development Authority
Note: Travellers includes foreign tourists, overseas Filipinos, and domestic travellers. There are no
data available for ARMM. The Department of Tourism-ARMM is a devolved agency of the government
and does not report and have no available data for travellers in the region.

One reason that hampers the tourism industry in Mindanao is the inadequacies of
infrastructure, limited investment in related sendees (golf, health and wellness, cruises,
yachting, marinas, conference, and museums), and insufficient accommodation facilities
(NEDA 2010). Another reason is the perceived insecurity and lawlessness, since a spate of
violence, such as the bombings Cagayan de Oro and Cotabato as well as the siege of the
city of Zamboanga by MNLF forces under Nur Misuari, led many embassies to advise their
citizens not to visit Mindanao.116 No area in the country is more severely affected by

116 The Cagayan de O ro City bom bing occurred on 26 July 2013 killing eight people and injuring 46
others. In Cotabato City, a car bom b exploded on 5 August 2013 that left eight people dead and
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Standing ban on travel than ARMM. The lack o f security and the high incidence of
kidnappings, especially among foreign nationals, caused almost all foreign embassies in the
Philippines to issue a ban on travel in ARMM, except for urgent government sponsored or
official functions, and only with sufficient security detail and guards to ensure the safety7of
the travellers.

Conflict also affects the establishment of economic zones: most are located in more
peaceful and secure areas of Mindanao. The location of export and special economic zones,
the new driver o f spatial development pattern in the country are unevenly distributed
(Balisacan, Hill, and Piza 2009). O f the six economic zones operating in Mindanao two are
located in Cagayan de O ro City, two in South Cotabato, one in General Santos City, and
one in Davao City (NEDA 2010). The planned development of more economic zones in
Mindanao is allotted to peaceful areas like Bukidnon, Davao City, and South Cotabato.
None of these economic zones — planned or existing — are found in conflict-affected
regions like ARMM and CARAGA.

5.6 Informal Sector

In Mindanao, the informal sector plays an important part in the economy since the colonial
period and endured to the present day.11 Lara and Schoofs (2013) argued that the
continuity of the informal sector, especially in Muslim Mindanao, can be traced back during
the colonial period where agreements were entered into by American colonisers with the
local elites to accept the colonial presence, and, in exchange, the local elites will have free
reign on their lands, assets, and engage in the shadow economy (i.e. informal sector). Lara
and Schoofs also observed that the post-colonial period did not change the institutional
arrangement; the central government still negotiates with the local elites and that these

injured more than 30 others. The Zamboanga Siege lasted for two weeks and six days (9-28
September 2013) and took the lives 220 people and injured more than 500. The conflict paralysed
the economic activity of Zamboanga City and will cost the government around 3.89 billion pesos to
rebuild the damages (Parerio and Laude 2013).
117 The National Statistical Coordination Board (NSCB) has defined the informal sector as
consisting of “units” engaged in the production of goods and services with the primary aim of
generating employment and incomes (Lao and Incian 2007). These units typically operate at a low
level of organisation, with little or no division between labour and capital as factors of production.
It consists of household unincorporated enterprises that are market and non-market producers of
goods as well as market producers of services. Labour relations, where they exist, are based on
casual employment, kinship or personal and social relations rather than formal contractual
arrangements.
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alliances guaranteed the opening up of the Mindanao’s rich resources to capitalist
expansion and strengthened the informal sector.

Figure 5.4 shows that the informal sector of Mindanao has a larger share of the economy
compared to the rest of the country. It shows that the share of the informal sector have
been in declining through the years. From 1988 to 2009, the average size of the informal
sector in Mindanao is around 62.1 percent compared to Luzon at 46.7 percent, Visayas at
56.8 percent, and the country’s average at 52.4 percent.

Figure 5.4 Size o f the Informal Sector (1988-2009)

1988

1994
—♦ —PHILIPPINES

2000
—• — Luzon

—dr—Visayas

2003

2006
)(

2009

Mindanao

Sources: Labor Force Survey, National Statistics Office and cited from Lara de la Rosa (2013)

As shown in Figure 5.5, the ARMM has the highest share of workers engaged in the
informal sectors with an estimated share of 82.7 percent of total work force. Conflictaffected regions such as ARMM, CARAGA, and Zamboanga Peninsula have the highest
share of informal sector in the economy. The weak institutions coupled with infirm
enforcement of regulatory framework made the informal sector flourish in those regions.
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Figure 5.5 Employments in the Informal Sector in 2009
90

PHILIPPINES

Metro Manila

Zamboanga
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Mindanao

Davao Region

SOCCSKSARGEN

CARAGA

ARMM

Sources: Labor Force Survey, National Statistics Office

Some problems with the informal sector are the lack of formal agreement, legal
enforcement of contracts, or system of mediation in the informal sector often result to
misunderstanding, clan feud, and violent conflict that further aggravates the security
problems in Mindanao (Lara and Schoofs 2013). For example, a case study by Gulane
(2013) on the informal land market in Maguindanao found that it is thriving, even though it
can often trigger violent conflict between parties. It thrives because of the failure of the
government to create the conditions for a formal system of land transfer, administration,
and registration. Gulane adds that the informal land market serves as an efficient
mechanism for rendering untitled and unused land to productive use. While Quitoriano
(2013) argues that the illicit guns trade in the conflict-affected areas threaten the political
legitimacy and the authority of the government. In addition, the illegal drug trade in
Muslim Mindanao is tightly intertwined with local institutions in the regions in an elaborate
protection rackets, targeted corruption, and control over local-level political offices that, at
times, result in violent conflict over territory (Guiam and Schoofs 2013).

As previously mentioned the scarcity of financial institutions in ARMM has led some
residents to seek the financial intermediation by moneylenders and sometimes loan sharks.
In Lanao del Sur, for example, the system of lending called “Five-Six” is a common means

197

for residents to acquire loan. “Five-Six” is called such because the debtor borrows say 500
pesos and he or she has to pay 600 pesos after a certain period usually within a month - an
effective interest rate payment of 20 percent per month. The usurious lending practice has
no religious or tribal limits. Meaning there are times Muslims lends to Christian and vice
versa. Sometimes lender is a Maranao or Hiligaynon and the borrower could either be nonMaranao or not. This lending practice is also common in most rural or slum areas of the
Philippines. Such usurious lending further depresses the status of poor borrowers since
borrowed money is often expended for non-productive use such as medical emergency,
hospitalisation, or traditional festivals.

In Sulu, the Pagsanda Credit System is also popular among residents. Pagsanda is a traditional
form of credit practiced by the Tausug, which typically involves the offering of collateral to
a traditional moneylender in exchange for a loan. Most often, it is based on a verbal
agreement without legal documentation or a means of enforcement. Sometimes creditors
simply confiscate the properties of debtors who cannot pay. There are also instances where
creditors threatened to “harm” non-paying borrowers. Kamlian (2013) observed that the
insufficient financial institutions and failure of the formal credit market in Sulu led Pagsanda
credit system to thrive in the province fulfilling the financial needs of majority of
borrowers. Sadly, the informal nature of pagsanda often leads to the impoverishment of
borrowers due to exuberant interest payments and, at times, misunderstanding, conflict, or
clan feuds.

The cross-border smuggling in Sulu and Tawi-tawi is also rampant due to the porous
border that exists between the Philippines and its neighbouring countries of Malaysia and
Indonesia. Traders from the two provinces frequent the Malaysian ports of Kudat, Labuan,
Sandakan, and Tawao to purchase goods ranging from rice, sugar, flour, biscuits, palm oil,
and petroleum products (Geronimo and Samaco 2006). In a case study by Villanueva
(2013) on the illicit cross-border trade in Sulu and Tawi-tawi, revealed that it expanded to a
point that it is larger than the formal economy in the two provinces. And most of the
benefits of the illicit trade accrue to rent-seeking local official that uses their position and
power to coerce traders to pay tributes. Villanueva adds that the weakness of the state to
impose border control or implement regulatory powers led to the flourishing of illicit trade
in the area.
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During my visit to Tawi-tawi where I interviewed some residents and local executives some
of the most common reasons why smuggling persist is because it is good for everyone
(except the government who is losing tariff revenues from smuggling) and has always been
there since most people could remember. Further, the benefit can be seen in the availability
of many consumer products and basic goods at affordable prices. For instance, oil prices in
the province are at least 30 percent cheaper compared to prices in mainland Mindanao
likewise rice shortages that sometimes affect the country never happen in the island
provinces o f ARMM because locals can buy rice from Malaysia and Indonesia.

Lara and Schoofs (2013) noted that Mindanao’s informal sector provides critical
employment and livelihood opportunities to marginalised communities, especially in
conflict-affected areas like ARMM. However, they argued that it needs to be incorporated
in the formal economy as it often induces violent conflict among actors that could
undermine the state-building and peace efforts in Mindanao.

5.7 G eo g raphy

The varying geography and natural endowments partly explain the uneven spatial
distribution o f economic activities in Mindanao.11* The provinces in N orthern Mindanao
and Davao Region are strategically located to become a trade centres.11’ The two regions
managed to exploit the economic opportunities presented by the BIMP-EAGA (Dent and
Richter 2011).120 They are major agro-industrial centres in Mindanao that export products
worldwide. Favourable endowments, such as wide expanse o f agriculture land and the
118 In the latest issue of the Philippine Human Development Report (HDN 2013) emphasis is given
to the role of geography on human development. Gallup, Sachs, and Mellinger (1999) provide an
accessible study on the effect of geography on the observed differences in income levels and
growth across countries because of the large influence of location and climate on transportation
costs, disease burden, agricultural productivity, and economic policy choices.
119 Hill, Resosudarmo, and Vidyattama (2008) found that regions most connected with the global
economy perform better in Indonesia. Similarly, in China coastal provinces are growing faster than
regions because of a favourable location that enable them to have greater access to international
trade and attract more investments. See Demurger et al. (2002) for a good discussion on the effect
of location in China’s regional disparity.
120 The Brunei Darussalam, Indonesia, Malaysia, and the Philippines East ASEAN Growth Area
(BIMP-EAGA) is a subregional economic cooperation to increase trade, tourism, and investment.
It comprises the whole of Brunei Darussalam; the provinces of Kalimantan, Sulawesi, Maluku,
West Papua and Papua in Indonesia; the states of Sabah, Sarawak, Labuan in Malaysia; and the
entire Mindanao including Palawan in the Philippines. The main objective is to accelerate economic
development among regions involved that are strategically close to each other but far from their
own national capital. Recently, however, the BIMP-EAGA is not as robust as compared to its
performance prior to 1997 Asian Financial Crisis.
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presence of natural resources, enable the provinces in the two regions to grow faster than
others.121 In contrast, the regions of Zamboanga Peninsula, CARAGA, and to some extent
SOCCSKSARGEN regions are all rather mountainous with uneven terrain making largescale agricultural ventures uncompetitive.

The success of the provinces in Northern Mindanao can be partially attributed to rich
natural resources and the presence of complementary7infrastructure. First, the region is rich
in mineral deposits, which attract huge investment in mining. Second, the presence of the
Agus System of Hydroelectric Plants, which supplies more than half of Mindanao’s
electricity requirements, meant that large firms could have a steady supply of electricity.
Third, the presence of abundant water is more than sufficient to supply the needs of any
industry7.122 Fourth, deep harbours enable firms located in the region to efficiently send
their products to market —most manufacturing companies in the region have their own
port. Fifth, strong agricultural production in Bukidnon and Misamis Occidental can supply
raw materials such as corn, copra, cassava, hemp, and the like that are needed in the
manufacturing hub of the region. Finally, national economic policy choices from the
central government have given preferential treatment to the region to further boost
economic development. For example, the Cagayan-Iligan Industrial Corridor was
established to further enhance growth; this was followed by substantial investments in
infrastructure such as improved road network, the building of a new international airport,
and upgrading telecommunication facilities. This is also true in the case of Davao Region
where a conglomeration of rich natural resources, wide expanse of agricultural land, good
supply of electricity7 and water, strategic location, and a deep harbor enables the region to
achieve rapid economic development.

The forces of agglomeration may have played a role in the observed phenomenon in
Mindanao where two growth poles have emerged —one in the north, at Cagayan de Oro
City in Northern Mindanao, and one in the south, at Davao City7 in Davao Region. The
121 For example, Escobal and Torero (2005) attributed the spatial divergence in welfare and
development in Peru largely to difference in geography where some regions have better location
and rich endowments than others.
122 One of the biggest steel and cement companies in the country —the Global Steel Holdings
(previously National Steel Corp.) and the Holcim Philippines - are located in Northern Mindanao.
Other large companies in the regions are Mabuhay Vinyl Corporation, Granexport Manufacturing
Corporation, Petronas Energy Philippines, Inc.,Pilmico Foods Corp., Pilmico Iligan Feedmill,
Platinum Group Metals Corp., San Miguel Corporation-Iligan Coconut Oil Plant, Refractories
Corporation of the Philippines, Iligan Cement Corp., Mindanao Portland Cement Corp., Holcim
Philippines, Iligan Bar and Rod Mill, Fort Steel and Cargo, and Global Steelworks Inc.
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improved infrastructure led to lower cost while the presence o f complementary industries
and other support structures set the stage for self-reinforcing growth that further attracts
more firms to relocate to these two areas.12’ Industrial agglomerations in the Philippines
depend in large part on the ability of a region to attract investments from both local and
foreign sources and the ability to link firm production with an international network (PIDS
2008). This, in turn, is contingent on government policies and the economic fundamentals
o f the country that contribute to an environment conducive to growth such as investment
incentives, infrastructure support, availability7 of skilled and low-cost labour force, firm
linkages, and robust financial institutions.124 These factors are both present in highly
urbanised areas of N orthern Mindanao and the Davao Region. The same attributes that
also found in higher degree in Metro Manila. This observation is consistent with Capuno
(2012) who finds spatial clustering among cities in Metro Manila, which is an indication of
further agglomeration economies.

O n the other hand, the absence of good infrastructure, support facilities, firm linkages, and
robust financial institutions across the provinces o f ARMM do not allow agglomeration to
happen. Combes, Mayer, and Thisse (2008:371) observed that “improvements in transport
infrastructure may be harmful to some regions” since it could trigger a relocation o f firms
to the prosperous region at the expense of poor r e g io n s .T h is may partly explain why
Northern Mindanao, which is adjacent to ARMM, is growing faster at the expense of the
latter. Moreover, the dispersed geography and the location of the provinces o f ARMM
make it difficult to establish a growth pole in the region. N ote that ARMM is the only
region in the country7 organised on the basis o f ethnic and religious affiliation rather than
on close geographic proximity (i.e. three are island provinces and two provinces are in
central Mindanao).

123 The process is consistent with the theory proposed by Krugman (1991) called New Economic
Geography, which explains the impact of geography and the circular causation that sets in when
encouraging factors exist such as good infrastructure that lead to lower transport costs, and firm
linkages resulting to economies of scale, and support facilities that increase productivity. See Fujita
and Thisse (2003) and Combes, Mayer, and Thisse (2008) for detailed discussions of theories and
empirical studies.
124 See Reyes-Macasaquit (2008) for a detailed study of industrial agglomeration and industrial
policies based on the Philippine experience while specific case study of agglomeration in
CALABARZON Area is found Reyes-Macasaquit et al. (2010).
125 Combes, Mayer, and Thisse (2008) provide empirical evidence based on the experiences of
France and Italy during the 1960s where construction of large highways resulted in uneven
economic growth and development at the expense of poor regions that did not benefit from
improvement in infrastructure.
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The close proximity o f the island provinces o f ARMM to Sabah, Malaysia, has influenced
trade patterns. For example, Tawi-tawi is more connected economically with Sabah, as a
result, most o f the products in the province are from Malaysia. The porous border has
made smuggling a flourishing business. Local authorities and politicians tolerate this activity
not only because it lowers the prices o f commodities in the provinces but it also would be
political suicide to do otherwise. Besides some politicians are themselves engaged in the
business of smuggling. And historically, the free flow of trade between island provinces of
ARMM and neighbouring countries has long existed even before the Philippine State was
founded.126

5.8 P o la risatio n

The centuries o f conflict have created a deep-seated animosity in the minds o f the
predominantly Roman Catholic nation against the Muslims in M in d a n a o .T h is creeping
bias and mistrust is a Spanish colonial legacy that portrayed the Muslims as morally corrupt
and uncivilised because o f their adamant resistance against Spanish colonial rule and
conversion to Christianity (Angeles 2010). The advent o f American colonial rule did little
to change the existing atmosphere o f hostility, but rather contributed to setting the stage
for violent conflict to come by labelling groups, changing land ownership laws,
encouraging settlers to Mindanao, and marginalising indigenous people through mandatory
English education (Mondel, Rodil, and Guzman 2012). To this day, continued conflict
further reinforces the existing bias against Muslims.I_s

Recent Census o f Population and Housing (CPH 2010) reveals that the Philippines is
predominantly a Christian country with Roman Catholic 80.9 percent, Protestant 5.4
126 See Warren (1981) for historical account of the dynamics of external trade in the region.
127 For example, a popular play during the Spanish colonial period was the Moro-Moro. It was a
play that depicts battles between the Christians and the Moros - the Muslims in Mindanao demonstrating the savagery and villainy of the Moros and ending with the Christians finally
defeating the Moros. The play is popularly staged during fiestas and celebrations in churches and
village squares throughout the Christianised areas of the country.
128 The fighting between secessionist groups —the MILF and the MNLF —and the government
troops is seen by many as a continuation of the colonial wars. Note that almost all members of
secessionists groups are Muslims while the Government troops are composed mostly of Christians.
Thus, death and injuries in both groups further inflames existing animosity. For example, the
Muslim population in Zamboanga City were targeted for backlash and ethnic profiling due to the
latest spate of violence in September 2013 when armed MNLF rebels under Nur Misuari occupied
the city.
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percent, Evangelical 2.8 percent, Iglesia ni Kristo 2.3 percent, Aglipayan 2.6 percent, others
unspecified 0.6 percent, atheist 0.5 percent, and Muslims with only 4.9 percent. In
Mindanao, 60.9 percent are Roman Catholic while 24.4 percent are Muslims. O ther
religious groups were Evangelical 5.3 percent, Aglipaya 2.2 percent, Iglesia ni Cristo 1.7
percent, Seventh Day Adventist 1.7 percent, and others 3.8 percent. Islam was the
dominant religious affiliation in ARMM (90.1%) while Davao Region had the highest
proportion of Roman Catholics (76.7 percent), followed by N orthern Mindanao (75.3
percent), Caraga (74.2 percent), Zamboanga Peninsula (69.9 percent), and Central
Mindanao (58.6 percent).

Muslims in the Philippines, most of them residents o f ARMM, find it difficult to link
commercially or economically with the rest o f the country due to polarisation that can be
largely attributed to conflict. These negative sentiments further limit the economic
opportunities available to them. For example, Muslims tend to find it difficult to establish
business networks or even find employment in the private sector. Most usually work
abroad or join the government. A study conducted by the Philippine Institute of
Development Studies (PIDS 2006) shows an alarming picture o f apparent discrimination
against Muslims. The majority o f Muslims experience discrimination in business,
employment, and study opportunities. This prejudice is exemplified in the following
examples from the study:

“I earn more than P20,000 and a member of my staff earns
PI 4,000. When we both applied for a loan, hers was approved,
mine was rejected. I asked the IN C O R management. ‘Why are you
doing this, when in fact, I am the one signing because as her
department head, I am her collateral?” (PIDS 2006:3)
N ot only are Muslims marginalised in business and employment opportunities but they are
also less likely to get residences or rent houses in areas dominated by Chrisdans. Some
Muslims even go to the extent of changing their names into a more Christian sounding
name in order to obtain employment, rent an apartment, or lease commercial space.129

129 Two bills were passed in both houses of Congress (House Bill 1483 and Senate Bill 647) to
address existing discrimination in the country. Currently, the bills are still pending approval from
Congress. If passed into law the Anti-Discrimination Bill will penalise any individual or legal entity
that discriminated on the basis of ethnicity, religion, gender, sexual orientation, and others.
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The polarisation o f the Muslims goes beyond mere economic opportunities and, at times,
spills over to infrastructure projects. Lanao del Sur, for example, has built road networks
that are intended to link it with the neighbouring provinces o f Bukidnon and Misamis
Oriental. Although the road networks are completed within the territory o f Lanao del Sur
they cannot continue any farther because the road that is supposed to link it to other
provinces remains incomplete. In the case o f the road linking to Bukidnon, the local
officials and residents o f the province are reluctant to complete the road project on their
territory. They are afraid that conflict or lawless elements in the province o f Lanao del Sur
may spill over or threaten peace in their area.

5.9 Fiscal Capacity and Local Governance
Fiscal capacity7, in terms o f the ability o f the province to supplement its Internal Revenue
Allotment (IRA) varies across regions o f M indanao.130 Fiscal capacity can be thought of as
the strength o f a local government unit to generate local revenue that in turn is dependent
on the economic activities and the level of development o f the province. Provinces that
have a higher economic activity have a greater tax base and tend to become less dependent
on IRA, while poor provinces like those in ARMM with little economic base still depend
largely on the IRA for their funding needs.

Table 5.10 shows that the percentage share o f IRA to total financial resources o f the
province is decreasing —this suggests that some provinces are becoming less dependent on
the central government transfers for their funding needs. As expected, N orthern Mindanao
and Davao Region have enjoyed the greatest improvement mainly due to higher economic
activity in the regions, while the poor regions o f ARMM and CARAGA are still heavily
dependent on the national government for funding public goods and sendees. Stronger
fiscal capacity may lead to a virtuous cycle wherein more funds are available to spend for
local infrastructure (e.g. arterial roads), public sendees, and other development projects.

130 The Internal Revenue Allotment (IRA) is the share of LGU from the revenues of national
government. It is calculated based on a formula set forth by Sections 284 to 288 of the Local
Government Code of 1991 (Republic Act 7160) that includes population and land area. Other
sources of funds for LGU aside from IRA are real property taxes, local government fees, business
permits, special levies, community taxes, etc. See Diokno (2009) for a detailed discussion of the
revenue sharing in the Philippines while a study by the National Tax Research Center (NTRC 2008)
provides an analysis of the impact of Internal Revenue Allotment on Philippine Provinces.
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Higher public spending can in turn enhance economic activities resulting in an increase in
the tax base of the province that further strengthens fiscal capacity.

The declining percentages of IRA to total financial resources do not mean the level of
funding is getting smaller. It simply means that the share of IRA to total financial resources
of the province is diminishing. From 2000 to 2009, the amount of IRA for most provinces
in Mindanao has more than doubled. Provinces in Zamboanga Peninsula had the lowest
average increase of about 52 percent during the period 2000 to 2009 partly due to the
creation of a new province in 2001 (Zamboanga Sibugay). On average, the provinces in
ARMM experienced the highest increase in the amount of IRA of around 150 percent. For
example, in 2003 the IRA of Tawi-tawi was 160 million pesos by 2009 that amount had
increased more than threefold to 503 million pesos.
Table 5.11 Percentage Share o f Internal Revenue Allotment to Total Financial Resources
2000

2003

2006

2009

PH IL IPPIN E S

85.5

80.6

77.8

75.3

Zamboanga Peninsula

88.2

80.8

74.5

68.3

N orthern Mindanao

82.2

69.7

69.4

66.1

Davao Region

82.0

84.7

77.1

63.4

SOCCSKSARGEN

88.7

86.6

81.3

81.9

CARAGA

86.0

88.4

89.6

85.4

ARMM

97.2

93.0

94.2

92.9

Basilan

89.5

94.1

99.1

84.3

Lanao del Sur

97.7

93.2

89.8

93.2

Maguindanao

99.3

92.7

87.5

93.9

Sulu

99.7

93.7

98.7

94.7

Tawi-Tawi

99.8

91.5

96.0

98.4

R e g io n /P r o v in c e

Source: D epartm ent o f Budget and Management, National Statistics Coordination Board
Note: Values are unweighted averages o f all provinces within a region. Values for the Philippines are
the simple average for all provinces in the country.

Part of the explanation for the substantial growth in IRA amount in ARMM is the rapid
increase in population —one of the components in computing the IRA share. During the
period 2000 to 2007 the region posted a population growth rate of 5.5 percent —almost
triple the national average of only 2.1 percent. In Maguindanao, the population growth rate
is 6.6 percent followed by Basilan at 6.4 percent. However, the National Statistics Office
(NSO) revalidated the figure and uncovered a 1.08 million discrepancy in the reported
population data, subsequently reducing ARMM’s population of 4.1 million in 2007 to 3.2
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million by 2010 (Legaspi 2012). 131 Anecdotal evidence reveals that local executives
influence and bribe census enumerators and local statistics offices to report a higher
population growth so their local government units can have a larger IRA allocation. In
addition, it is common practice among local executives in ARMM to align with the current
president of the country; namely, if they belong to another party they will desert it and join
the ruling party. The objective of this political manoeuvre is to allow local executives in
ARMM to have a more favourable access to central government’s resources or
development projects. In addition, siding with the ruling administration also promises the
timely and regular release of fund from the Departm ent o f Budget in Management.
Table 5.11 shows that the quality of local governance, as measured by the G ood
Governance Index (GGI), varies from region to region.1,2 It measures the exercise of
political and administrative authority o f local government to promote the collective
responsibility o f the government, civil society and private sector in order to improve the
lives of all Filipinos, especially the poor. The G G I is based on three interrelated
frameworks. The first, Economic Governance, measures the sustainable management of
natural,

financial, and

human

resources as well as enhancing local government

responsiveness to the needs of the poor. Second, Political Governance deals with the
improvement o f internal and external security as well as the enforcement o f law and the
administration of justice, and the elimination of graft and corruption. Third, Administrative
Governance covers the efficiency o f public sendee deliver)7, improvement in transparency and
accountability, continuous capacity building effort, and enhancement in the use of
information and communication technology.

131 This is one reason why it is quite difficult to explain or investigate the economic and political
environment in Mindanao; notably in ARMM, where reported data from government agencies
tends not to reflect the real situation on the ground. Thus, research on Mindanao has to be
supplemented with local knowledge gathered from interviews and discussions with the people in
the region.
132 The GGI has been developed by the National Statistical Coordination Board (NSCB) that
measures how local government units manage the economic and social resources for development.
GGI data are only available beginning 2000 and usually published every three years. See Yirola et al.
(2004; 2010) for a detailed discussion of the Good Governance Index.
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Table 5.12 G ood G overnance Index from 2000-2009
2000

2003

2006

2009

PH IL IPPIN E S

102.3

101.5

98.7

109.8

Zam boanga Peninsula

116.7

94.3

99.6

113.2

N orthern Mindanao

106.9

106.9

112.3

127.5

Davao Region

107.7

109.3

114.8

137.5

SOCCSKSARGEN

100.8

102.3

104.9

106.8

CARAGA

91.5

93.6

103.2

110.3

ARMM

97.9

98.3

98.6

102.3

Basilan

78.6

97.8

97.0

104.4

Lanao del Sur

108.9

117.2

121.1

112.1

Maguindanao

81.5

75.6

75.3

79.1

Sulu

102.3

99.8

97.3

107.0

Tawi-Tawi

118.2

101.2

102.2

108.7

R e g io n /P r o v in c e

Source: National Statistical Coordination Board, Yirola et al. (2004; 2010)
Note: Higher values o f G G I mean better quality o f local governance. Values are unweighted
average o f provinces within a region. Values for the Philippines are the simple average for all
provinces in the country.

The regions of Northern Mindanao and Davao have the highest GGI while ARMM and
CARAGA, the poorest regions in Mindanao, have the lowest average for the period 2000
to 2009 suggesting that the quality of local governance may have had a role to play in
economic development. Only Zamboanga Region experienced a decline in GGI, and this
can be attributed to the creation of a new province called Zamboanga Sibugay. Being a new
province the political, administrative, and local capabilities are not yet in place. This
explains the decline in GGI around 2003 and 2006 for Zamboanga Region. However, by
2009 the region’s GGI managed to improve. In ARMM, Lanao del Sur had the highest
improvement in GGI while Maguindanao and Tawi-tawi experienced a decline. The decline
in GGI from 2000 to 2003 in Maguindanao, Sulu, and Tawi-tawi can be attributed to the
increase in violent conflict in the provinces during the Estrada Administration that affected
some provinces more than others. For example, most of the fighting between the rebels
and the government troops was confined to Maguindanao and Sulu.

As far as provinces in Mindanao are concerned, does a change in IRA per capita or
improvement in GGI have an impact on development outcomes as measured by HDI and
poverty incidence? As simple analysis, using the following equation is used to answer the
question.

outcome^ — a + ßilRAi + ß2GGh +

(5.1)
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where outcome refers to percentage change in HDI and poverty incidence in province /, IRA
refers to percentage change in per capita IRA in province /, and GGI refers to percentage
change in GGI in province i. The time period for analysis is from 2000 to 2009 since GGI
data is only available for that period. Table 5.12 presents the summary7statistics used in the
analysis. Note that HDI has a high positive correlation with GGI but a negative correlation
with poverty7incidence and an almost negligible correlation with IRA per capita.

Table 5.13 Descriptive Statistics of Variables Used in the Analysis (2000-2009)
V a r ia b le s

O b s.

M ean

S td .
D ev.

M in

M ax

C o r r e la tio n
w ith H D I

% A in HDI

25

0.27

15.77

-35.11

19.32

1.00

% A in Poverty Incidence

25

8.22

41.23

-31.04

29.35

-0.42

% A in IRA per capita

25

73.15

37.79

-3.69

185.55

-0.09

% A in GGI

25

14.48

20.33

-8.03

64.43

0.56

Sources: Department of Budget and Management, National Statistics Coordination Board, Human
Development Report (HDN 2013)
Note: Only provinces in Mindanao are included in the analysis.

Table 5.13 shows that increasing the amount of IRA per capita has had little impact on
development outcomes (i.e. HDI and poverty incidence) while an increase in GGI has as
positive and significant effect.1,1 The results suggest that for every7 1 percentage point
increase in GGI there is a corresponding improvement in development outcomes by
almost half a percentage point. It also implies that increasing the transfer of funds from the
national government in the form of IRA does not necessarily translate to better HDI or a
lower incidence of poverty7. These suggest that an improvement in the quality of local
governance is more important than a mere increase in funds. This is consistent with the
observation by Diokno (2012) that poor local government units, like those in ARMM, have
become even more dependent on the IRA over the last 20 years but have no significant
improvement in local public service delivery. And as discussed previously, provinces in
Northern Mindanao and Davao Region that have managed to improve local governance
but also deliver better development outcomes.

133 An accessible study by Capuno (2007) investigated the relationship between the quality of local
governance and development while a related study by de Dios (2007) investigated the relationship
between local politics and local economies.
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Table 5.14 Results of OLS Estimates on the Effect of IRA and GG1 (2000-2009)
D e p e n d e n t V a r ia b le s

% A in IRA per capita

% A Good Governance Index

Constant
Observations
R-squared

% A in HDI

% A in Poverty Incidence

0.01

0.24

(0.08)

(0.19)

0 /pj***

-0.49**

(0.13)

(0.25)

-6.51

-2.15

25

25

0.32

0.12

Note: Robust standard errors are in parenthesis and ***p<0.01 and **p<0.05.

Unfortunately, due to limited observations (i.e. only 25 provinces), the results in Table 5.12
may not be conclusive. There could also be an endogeneity issue or missing variables
problem and other issues that needs addressing to make a robust and conclusive analysis.
Nevertheless, the results are consistent with previous studies that show GGI has a positive
impact on development outcomes. For example, de Dios (2009) found that corruption and
political instability" to be the most critical constraints to foreign investments, and, hence, to
sustained and equitable growth. Similarly, Capuno (2007) argued that the quality7 of local
governance as measured by GGI has substantial positive influence on human development
and economic growth. Thus, it is reasonable to say that, indeed, the quality of local
governance is more important in improving development outcomes than a mere increase in
IRA from the central government.

Lack of competence in local bureaucracy substantially contributes in the inability7 of local
government to convert public funds to productive use. This is largely due to nepotism and
political patronage where local executives usually employ their families and supporters in
government offices even if they are not qualified —this is particularly true in the case of
ARMM. In addidon, out-migration of the best and brightest away from ARMM also limits
the ability7of local government to hire competent public employees. Lack of opportunities,
violent conflict, and a sense of insecurity in ARMM prompt many professionals from the
region to seek external employment. Most college graduates, except those who graduate in
the field of education, from the 66 institutions of higher education in ARMM work outside
the region - either abroad or in a peaceful area of the country.
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One reason why most graduates in the field o f education stay in ARMM is due to the
availability o f work as public school teachers. This is primarily because the regional
government in ARMM puts greater emphasis on education; more than half o f the region’s
annual budget goes to education, as a way out o f poverty and underdevelopment.
Unfortunately, the effectiveness of this policy can be undermined if a large proportion o f
those educated in the ARMM chooses to migrate out o f the region. Thus, the return on
education may not accrue to ARMM but rather to other areas, that employs them.
Nevertheless, one likely benefit from education is the remittances sent home by those who
work outside o f ARMM to their families still living in the region.

Undeniably, corruption and mismanagement at the local level are the major contributors to
why IRA does not translate to higher socio-economic development in some provinces.134
For example, the recent expose of misuse o f public funds by some senators and
congressmen caused a stir and massive protests.'1" The proliferation o f political dynasties in
the country7 also creates a condition that weakens the state’s capability to curb corruption
or implement reform s.'16 N ot only because political dynasties centralise political power in
the hands o f a few local elites but it also enables them to influence and appoint their
relatives or supporters to key positions in government. And these key positions are often
the ones tasked to check and monitor the behaviour o f local executives such as the
Commission on Audit or the Office o f the Ombudsman. Thus, established checks and
balances in government are circumvented.

Political dynasties also tend to help one another in times o f need and close ranks when
their colleagues are in trouble. For example, more than a hundred lawmakers backed a
resolution in Congress allowing their colleague, who is facing corruption charges, to post

134 Coronel (2000) gives an investigative report on corruption in the Philippines that includes the
misuse of the IRA. Hutchcroft (2012) provides an excellent review of how the IRA is used for
patronage politics.
135 The furore against the ‘culture of impunity’ among public officials in the corruption of
government funds was sparked by revelations that a certain Janet Napoles, who operated various
NGOs and bogus companies, allegedly connived with legislators in bilking around 10 billion pesos
of pork-barrel funds (i.e. Priority Development Assistance Fund). According to the Commission on
Audit an estimated 70 billion pesos in pork-barrel releases were still unaccounted for. Many other
instances of corruption involving billions of pesos, like the fertilisers fund scams, the NBN-ZTE
deal, the North Luzon Railways projects, seem to be a constant feature of the Philippine polity.
136 See Gutierrez, Torrente, and Narca (1992) and Querubin (2010, 2011) for discussions of political
dynasties in the Philippines.
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bail (Salaverria 2013). Likewise, some congressmen called for the resignation of Grace
Pulido Tan, Chief of the Commission on Audit (COA), for “destroying” the image of
Congress because of a report by COA allegedly linking many congressmen to pork-barrel
corruption (Chiu 2013).

The failure of the electoral processes to weed out erring public officials is the main
contributor to the continuing corruption and the persistence of political dynasties (Capuno
2007, Querubin 2010, Diokno 2012). Weak institutions, gullible voters, pandemic poverty,
a lack of strong political parties based on advocacy rather than on personality, are among
other the factors contributing to undermine democratic processes. It can be argued that the
lack of electoral accountability among public officials can lead to corruption and,
consequently, to poor development outcomes. Political clientelism, a quid pro quo
relationship between politicians and voters, and its many consequences such as corruption,
mismanagement, patronage, and nepotism is perhaps the most effective means by which
politicians or political dynasties defeat the electoral process and perpetuate their hold on
power. Thus, in the succeeding chapter the focus will be on political clientelism and its
effects on socio-economic development. The case study area is the ARMM because it is the
poorest and most underdeveloped region and the most politically intractable area in the
Philippines.

5.10 Summary

This chapter set out to contribute in explaining why some provinces in Mindanao,
particularly those in ARMM, lag behind in economic development, while others such as
those in Northern Mindanao and the Davao Region achieved faster economic growth and
better development outcomes.

Provinces in ARMM and, to some extent, CARAGA are afflicted with recurrent violent
conflicts resulting to dismal economic growth and poor development outcomes. The
perennial conflict created an atmosphere of insecurity7and lawlessness that is not conducive
to economic growth and development. It also discourages investment and stifles
commercial activities. Farmers and local entrepreneurs in conflict-affected areas are
reluctant to improve their farms and businesses because of the uncertain environment,
sense of lawlessness, and fear of forceful acquisition by local elites. Weak protection of
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property rights and the presence of rido or clan feuds, especially in ARMM, further
exacerbate the problem. Consequently, the meagre economic activity and scarce
opportunities available to residents in conflict-affected areas led to poor socio-economic
outcomes.

Essential infrastructure required for economic growth and development, such as farm-tomarket roads and steady supply of electricity, are severely deficient in conflict-affected areas
like ARMM. The recurring warfare not only damages existing infrastructure but also makes
it difficult to maintain or improve. Vital infrastructure such as electricity and
telecommunications are also in poor conditions in conflict-affected areas. Difficulty in
enforcing simple contracts such as payment of bills, along with lack of sufficient consumer
base, mismanagement by local cooperatives, and major problems in maintaining
infrastructure due to security concerns have further contributed to the poor state of public
utilities. Moreover, consumers in conflict areas are predominantly poor and use their
meagre income to purchase basic necessities such as food and clothing rather than avail
themselves of electricity or telecommunication sendees. Thus, most public utilities in
ARMM are operating at a loss and unable to provide continued sendees.

The lack of crucial infrastructure significantly diminishes the ability of poor provinces like
those in ARMM to connect commercially with the rest of the country. As a result, the
commercial activities in the region do not thrive and, consequently, local government units
are unable to generate enough local revenue to augment fund transfers from the central
government. This result to weak fiscal capacity and adversely affects the ability of local
government to provide better and more public goods and sendees. Provincial and rural
roads under the care of local government units are in bad shape and severely inadequate in
conflict-affected areas. The insufficient road networks serves as major obstacles for local
farmers and businesses in their attempt to send their products to wider markets. Moreover,
poor road networks also led to higher cost of inputs and transportation reducing the profit
margin of farmers and businesses in conflict-affected areas.

On the other hand, fast growing provinces like those in Northern Mindanao and Davao
Region seem to have all the good attributes achieve higher economic growth and
development. They are relatively peaceful, strategically located, and recipients of major
infrastructure projects from the central government, which strengthen their economic link
to domestic and global markets. The higher level of commercial activities in these
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provinces enables them to generate bigger local revenue, which they can then invest in
infrastructure and provide more public goods and sendees. This in turn stimulates private
investment and economic opportunities leading to higher economic growth and better
socio-economic outcomes - creating a virtuous cycle of development.

Favourable geography and strategic location have also played a role in the observed
differences in economic development in Mindanao. Northern Mindanao and Davao
Region endowed with rich natural resources, vast expanse of agricultural land, and
strategically located to become a trade hub, further boost their ability to develop rapidly. It
also caused industrial agglomeration to happen in the highly urbanised areas of the two
regions. On the other hand, ARMM and CARA.GA have unfavourable geography. ARMM
is composed of scattered islands and two provinces in Central Mindanao, where the
topography is mountainous, hilly, or composed mainly of lakes and marshland. Prolonged
conflict in Mindanao also left a legacy of polarisation and deep-seated bias against Muslims
who comprise most of ARMM’s population. This curtails their prospects to engage in
business and establish economic ties with the predominantly Roman Catholic population
of the country. In CARAGA, the geography is mountainous and hilly making large-scale
agriculture plantation difficult. Moreover, the existence of conflict between indigenous
tribes and settlers together with mining companies contributed to poor development
outcomes in the region.

The weakness of the central government to impose a regulatory framework in conflictaffected areas also led to a thriving informal sector or shadow economy (Lara and Schoofs
2013). In ARMM, most of the residents rely on the informal sector for livelihood,
employment, and economic exchanges. However, the lack of proper and legal
documentations, enforcement of contracts, and system of mediation often results to
misunderstanding and violent conflict. This further aggravates the peace and security
problem in Mindanao and undermines peace efforts as well as led to lower local tax
revenues among local government in the region.

The uneven quality of local governance has further contributed to the disparity in
economic development in Mindanao. Provinces that have managed to improve their quality
of local governance also achieve an improvement in Human Development Index and
reduce the incidence of poverty. This is probably because provinces with better quality of
governance strive to improve local governance, utilise public resources efficiently, target
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deserving recipients of government programs, promote transparency, provide better public
sendee, and institute reforms. Consequently, these actions of the local government
promote business confidence and create an atmosphere conducive to commercial activities
and private investments.

Pulling all these strands together reveals a picture where conflict plays a central role in
explaining the growth dichotomy in Mindanao. Its pervasive effect is not only detrimental
to economic growth and development but also unhinges social cohesion in affected
communities. This partly explains why Corner and Abdul with almost identical resources
and endowments few decades ago, end up world apart in socio-economic standing in less
than a generation. Thus, policy interventions aimed at allowing conflict-affected provinces
to catch up with the rest of the country have to address the existing conflict and establish
lasting peace. The steps undertaken by the current Benigno Aquino III Administration in
forging a final peace agreement with the Moro Islamic Liberation Front constitute a big
leap forward in that direction.
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Abstract of Chapter 6

This chapter investigates the role of political clientelism — the exchange of goods and
sendees for political support —in the continuing underdevelopment of the Autonomous
Region in Muslim Mindanao (ARMM). Using region-wide survey data, this chapter
examines the existence of clientelism in ARMM. Results show that respondents who
supported incumbent local government executives are more likely to receive higher
benefits, access, responsiveness, and greater levels of satisfaction from local government.
Key informant interviews and focus group discussions reveal that local executives tend to
keep their area impoverished and use government resources to sustain clientelistic
relationships.

215

C h ap ter 6

P olitical Clientelism in M uslim M indanao

Political and economic institutions, which are ultimately the
choice o f society, can be inclusive and encourage economic growth.
O r they can be extractive and become impediments to economic
growth. N ations fa il when they have extractive economic
institutions, supported by extractive political institutions that
impede or even block economic growth.

- Acemoglu and Robinson (2012:83)
Why Nations Fail: The Origins of
Power, Prosperity, and Poverty7

6.1 Introduction

The goal o f this chapter is to examine the widely held view that there is no electoral
accountability7 in the Philippines - meaning election cannot weed out corrupt executives
and replace them with good ones. There were studies that looked into the politics o f the
country, so far, little empirical evidences, especially on political clientelism, were
presented.116 The focus of this chapter is on the Autonomous Region in Muslim Mindanao
(ARJV1M), considered the most politically intractable and economically depressed region in
the country. To the best o f my knowledge, this is the first empirical study on electoral
accountability7 in the ARMM. The main argument of this chapter is that political clientelism
and its many consequences cause electoral accountability to fail that in turn leads to poor
socio-economic development.

136 See Aquino (1987), Hutchcroft (1991), Gutierrez, Torrente, and Narca (1992), Boyce (1993),
Gutierrez (2000a), Vitug and Gutierrez (2000) Capuno (2007), Hutchcroft and Rocamora (2003), de
Dios and Hutchcroft (2003), De Dios (2007) Solon, Fabella, and Capuno (2009), Ferrer (2010),
Querubin (2010; 2011), and Capuno et al., (2012), among others.

216

The ARMM is very much a story of a failed development —a failure not only of the central
government but also of local institutions and international donors as well. O n 1 August
1989, the ARMM was established through Republic Act No. 6734 as mandated by the 1987
Constitution that “an autonomous region shall be created in Muslim dominated areas in
Mindanao”. The ARMM seeks to fulfil the following objectives: development, economic
prosperity, and lasting peace in Mindanao. Unfortunately, after more than two decades of
existence, the ARMM is still the most impoverished and underdeveloped region in the
country.

Data from the National Statistics Office shows that in 2009, the Human Development
Index (HDI) in ARMM was the lowest at 0.364 in the Philippines, almost half compared to
the country’s average of 0.633 and that of the National Capital Region o f 0.837. Life
expectancy in the region is 14 years shorter than the nation’s average. Prior to the creation
o f ARMM, the average poverty incidence in 1988 was 23.4 percent; however, by 2009 it
worsened to 61.8 percent.'1 In addition, the per capita income in ARMM is smaller by
19,000 pesos in 2009 (current prices) compared to the nation’s average per capita income.
Thus, on 15 February 2010, President Benigno Aquino III declared, “the ARMM is a failed
experiment because it did not achieve its mandate o f bringing development, economic
prosperity and peace in the region.” 1"

There are many reasons why ARMM failed. Undeniably, the perennial conflicts and
security problems in the region have exacted a high price on the region’s development,
economy and resources (HDN 2005). Historical injustices and marginalisation have also
significantly contributed to the underdevelopment of the region (Jubair 1985). Misdirected
state policies such as failure of the Central government to address the widespread
landlessness of the Bangsamoro (Moro Nation) are also partly to blame (Gutierrez and
Borras 2004).139 A lack o f genuine autonomy and the meddling o f the central government
137 Data on 1988, prior to the creation of ARMM, is based on the average poverty incidence of the
five provinces of ARMM (i.e. Basilan, Lanao del Sur, Maguindanao, Sulu, and Tawi-tawi) as
reported by the National Statistics Office (NSO) while the data for 2009 is based on the reported
regional poverty incidence for ARMM, also from NSO.
138 The declaration of President Benigno Aquino III was in line with the plan of the Executive
Branch to suspend the election in ARMM and, instead, appoint regional officials, which is also in
concordance with the on-going peace negotiations with the Moro Islamic Liberation Front. The
election was supposed to be held on the First Monday of August 2011. However, the Aquino
Administration managed to convince Congress to pass a law (Republic Act 10153) synchronising
ARMM election with the May 2013 Mid-term election.
139 Bangsamoro is the generic term for the 13 ethno-linguistic indigenous tribes in Mindanao
comprising about 6 percent of the Philippines population. The term is composed of two words:

217

in the affairs of the ARMM have resulted in patronage politics. Ferrer (2010:35) argued that
“the autonomous structure in itself has not provided the resources nor mechanism to
address factors like centralised power and politicking at the centre, lack of capacity, bad
governance practices, patronage and the continuing armed conflicts in the region, all of
which sustain impoverishment”. Some scholars point to corruption, mismanagement, rentseeking behaviour and factionalism, as other reasons why ARMM did not prosper (Tanggol
1992, Bertrand 2000, Quimpo 2001).

Most studies on ARMM focus on historical injustices and marginalisation, ineffective
government policies, conflict and the existing secessionist movements in the region as the
major contributors to underdevelopment. The role o f local politics and its influences on
development outcomes are less studied. This study will try to fill this gap by investigating
the role of local politics; specifically the role o f political clientelism and its contribudon to
the continuing underdevelopment o f ARMM.""

The main argument of this chapter is that —aside from those mentioned in the literature
such as conflict and historical marginalisation — clientelism and its consequences
substantially inhibit development and economic growth because it distorts the provision of
public goods and sendees, and erodes the quality o f local institutions (both formal and
informal). ITere, ‘informal institution’ is broadly defined as “socially shared rules, usually
unwritten, that are created, communicated, and enforced outside o f officially sanctioned
channels” (Helmke and Levitsky 2006:5). While clientelism can be understood as an
exchange o f goods and sendees for political support where an asymmetric relationship
exists between the political actors sendng as a patron to clients (Eisenstadt and
Lemarchand 1981, Piattoni 2001).

bangsa means nation, people or race while Moro refers to the people of Mindanao prior to
colonisation. It is defined as those who at the time of conquest and colonisation (Spanish
Colonisation in the 16th century) were considered natives or original inhabitants of Mindanao and
the Sulu archipelago and its adjacent islands including Palawan, and their descendants whether of
mixed or of full blood shall have the right to identify themselves as Bangsamoro by ascription or
self-ascription (FAB 2012). According to Noble (1976), Jubair (1985), and Lingga (2007) the Moro
National Liberation Front (MNLF) and the Moro Islamic Liberation Front (MILF) pledged to this
identity as means of promoting their advocacy for an independent bangsamoro state.
140 For simplicity, clientelism will be used in the chapter to specifically mean political clientelism;
broadly defined as the exchange of goods and services for political support between patron and
clients.

218

This chapter addresses two main questions. First, is there clientelism between citizens and
local government executives, wherein elected officials only serve and help those who have
supported them during the election in the ARMM?141 Second, how does clientelism erodes
the quality of institutions and inhibits development and economic growth? Survey data is
used to answer the former while information gathered from key informant interviews and
focus group discussions will be the basis in addressing the latter.

Why do these questions matter? First, most observers believe that clientelism is rampant in
ARMM; however, little empirical evidence exists to support this observation. Second, the
consequences of clientelism affect development and socio-economic activities or projects.
For instance, local executives usually reward their supporters on major infrastructure
projects or business undertakings even though their supporters may provide the most
inefficient or onerous service. Likewise, programs of the central government that involve
partnerships with local government units are often unjustly implemented by local
executives based on clientelistic relationships, which favours their supporters and relatives.

Third, clientelism causes divisiveness that erodes social capital and results in rival political
groups in the community not cooperating on development projects or undertakings.
Fourth, the private sector in the ARMM is almost non-existent. There are no large scale
industrial bases, manufacturing firms or prominent sendee companies. The region’s
economy is dominated by medium to small-scale agricultural activities — usually familyowned homestead and cooperatives. Most of the productive activities in the region are part
of the underground economy, small-scale, and on a subsistence basis that do not pay taxes,
nor are they officially registered with the government (see Lara and Schoofs 2013).

As one of the local executive of the region put it “there are hardly any significant presence
of the private sector in ARMM, the public sector dominates the region’s entire economy,
which in turn depends heavily on fund transfers from the Central government”. Thus, a
standard economic approach to studying economic growth and development in ARMM
will provide little insights into the causes of underdevelopment. Lastly, clientelism is one of
the most prominent attribute of the political landscape of the region where development
and socio-economic activities revolve. Thus, understanding how it operates and in the

141 For brevity, throughout the chapter local executive(s) is used in lieu of local government
executive(s).
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region will provide insights and some policy options that can be implemented to extract
ARMM from its sorry7 state of massive underdevelopment and pandemic poverty7.

The evidence in this study reveals that clientelism is deeply embedded in the political
landscape o f ARMM and its consequences obstruct economic development. I have applied
an Ordered Logit Model to survey data and the results show that those respondents who
have supported elected local executives are more likely to get higher benefits, access,
responsiveness, and satisfaction from local government units. In addition, key informant
interviews and focus group discussions reveal that the practice of clientelism hinders
development in ARMM since it taints local governance, mocks electoral and democratic
processes, breeds corruption and rent-seeking behaviour, and divisiveness within the
community. Moreover, findings suggest that the virulent local institutions that permeate
within ARMM, largely attributed to clientelism, not only hamper economic growth but
have caused the provinces in the region to further deteriorate.

The chapter is organised as follows. Section 6.2 provides the historical background of
ARMM and Section 6.3 reviews relevant studies pertaining to the region and presents
theories on clientelism and how it affects development outcomes. Section 6.4 discusses the
survey data, hypotheses to be tested and the methods used while Section 6.5 shows the
result of the analysis. This is followed by Secdon 6.6 that discusses the results of Key
Informant Interviews and

Focus

G roup

Discussions. While the discussions and

implications o f the findings as well as policy recommendation are presented in Section 6.7
and Section 6.8 summarises the findings.

6.2 Social C o rrelates, R ela te d S tudies a n d T h eo ry

Socio-economic Correlates

Provinces o f ARMM lag behind in almost all socio-economic indicators compared to the
other provinces o f the Philippines. As shown in Table 6.1, the ARMM suffers one o f the
lowest levels o f Human D evelopm ent Index (HDI) in the Philippines.142 The H DI o f
142 The Human Development Index (HDI) is a composite statistic of life expectancy, education,
and income indices to rank countries into four tiers of human development. A HDI below 0.5 is
considered to represent a “low level of development” while 0.8 or higher is considered to represent
“high level of development.” Detailed social and economic assessments of ARMM are found in
World Bank (2003) and Philippines Human Development Report (HDN 2005).
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ARMM is just half of the country’s average and around a third of Metro Manila. These
HDI values are comparable to poor African countries such as Liberia, Chad and Burundi
(HDN 2005). Within ARMM the provinces of Maguindanao, Sulu and Tawi-tawi have the
worst HDI with 0.312, 0.276 and 0.322, respectively, in the year 2009. Some contributors to
the low HDI in these provinces are the persistent fighting and lack of security in the areas.
For instance, Sulu has been plagued by the kidnap-for-ransom forays of Abu Sayyaf and
other lawless elements.

Table 6.1 Human Developm ent Index
R e g io n /P r o v in c e s

1997

2003

2009

PH IL IPPIN E S

0.625

0.721

0.633

M etro Manila

0.842

0.777

0.837

ARMM

0.401

0.547

0.322

Basilan

0.453

0.578

0.478

Lanao del Sur

0.418

0.601

0.432

Maguindanao

0.438

0.498

0.312

Sulu

0.299

0.540

0.276

Tawi-Tawi

0.401

0.518

0.322

Sources: National Statistical Coordination Hoard, National Statistics Office and
Philippines Human Developm ent Report 2008/2009
Note: Values for the ARMM are the unweighted average for all provinces.

In almost two decades of existence, ARMM has not made a significant dent in alleviating
poverty. Table 6.2 shows how the incidence of poverty7 has worsened through the years.
From 1997 to 2009, there has been sharp increase in the incidence of poverty in ARMM by
at least 20 percent for all provinces. The worst increase in the incidence of poverty has
been in Basilan and Maguindanao, which have both experienced an almost twofold increase.
The “All-Out-Warv policy of former president Joseph Estrada against the secessionist
movements substantially contributed to the rapid increase in poverty since 2000. This
policy resulted in the destruction of infrastructure, loss of private property, and disruption
of economic activities. Residents in conflict areas were internally displaced, forcing them to
abandon their livelihood and properties. To flee the fighting, most of them became poor
overnight as they lost their livelihoods, homes, livestock, and farms. Some of the displaced
people have not returned to their homes and are still in need of humanitarian assistance as
their productive assets were destroyed and they accumulated significant debts as a result of
displacement (WRITENET 2009, IDMC 2011).
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Tabic 6.2 Poverty Incidence in ARMM
R e g io n /P r o v in c e

1997

2000

2003

2006

2009

25.2

26.4

25.6

27.4

26.5

3.5

5.5

4.9

8.5

5.7

46.8

60.8

60.8

69.6

65.8

Basilan

30.2

65.2

61.3

60.0

58.2

Lanao del Sur

36.8

43.2

39.4

57.0

60.9

Maguindanao

27.5

31.9

47.3

45.3

50.3

Sulu

87.5

91.5

89.0

93.8

79.7

Tawi-Tawi

52.1

72.2

67.2

92.1

80.1

P H IL IPPIN E S
Metro Manila
ARMM

Sources: National Statistical Coordination Board (NSCB), National Statistics Office and
Philippines Human D evelopm ent Report 2008/2009
Notes: Poverty incidence refers to the percentage o f the population with per capita annual
income less than the per capita poverty threshold.

The sudden increase in the incidence of poverty in the province of Basilan from 1997 to
2000 has largely been due to a spike in criminal activities notably that of kidnap for ransom
by the Abu Sayyaf Group (ASG). Massive military actions were undertaken by the
Government to fight the ASG resulting in large damage to property, infrastructure, and an
increase in internally displaced persons (IDPs). Many of the evacuees lost their means of
livelihood and became poor overnight. In addition, the period also coincided with adverse
weather condition caused by E l Nino since most of the residents rely on agriculture as
sources of income — residents experienced a sharp drop in agricultural output. While in
Lanao del Sur, the substantial increase in poverty7during the period 2003 to 2006 was partly
due also to the intensified fighting between the MILF and the Government in Buliok
Complex close to the province. The fighting resulted in large numbers of IDPs and
destruction of public and private properties. It also caused insecurity and a perception of
uncertainty, which reduce the economic activity in the province as many farmers and
businesses waited for the fighting to subside before they engaged in entrepreneurial
pursuits.

As shown in Table 6.3, other socio-economic indicators also reveal how worse off the
provinces of ARMM are compared to the country’s average and especially that of Metro
Manila. In 2006, the per capita income in ARMM was only half the nation’s average and
about a third of Metro Manila. For example, the island provinces of Sulu and the Lanao del
Sur had a per capita income (in Metro Manila pesos base year 2009) of 25,330 and 14,452,
respectively — the lowest in the whole country. The level of education has also been

222

deficient. In 2009, the functional literacy rate in the Philippines was 86.4 percent and in
Metro Manila it was 94.0 percent while ARMM only had 71.6 percent functional literary.
The secondary education completion rate was also mediocre in the ARMM with a mere
59.5 percent compared to the national average of 75.1 percent.

Table 6.3 Select Socio-economic Indicators in ARMM (1997 and 2009)
2009

1997

Per capita
Income
(in pesos)

% High
School
Grad.

Life
Expect.
(years)

Per capita
Income
(in pesos)

% High
School
Grad.

Life
Expect.
(years)

Philippines

45,192

46.8

68.0

46,135

52.1

72.0

M etro Manila

72,876

73.2

68.4

73,738

75.7

72.8

ARMM

27,142

31.7

54.3

27,156

37.0

57.5

Basilan

31,891

30.1

59.8

33,891

38.9

62.7

Lanao del Sur

25,330

39.2

56.0

30,742

44.9

59.7

Maguindanao

34,713

33.8

53.2

23,742

40.6

58.5

Sulu

14,321

22.4

51.9

22,636

23.1

56.8

Tawi-Tawi

29,452

32.9

50.4

24,771

37.4

53.6

R e g io n /P r o v in c e

Sources: National Statistical Coordination Board (NSCB), National Statistics Office, and Philippines
Hum an D evelopm ent Report 2008/2009
Note: Provincial per capita income is measured in M etro Manila pesos using 2009 as base year.

Life expectancy in ARMM is considerably shorter by 10 years when compared to the
national average, which could be a reflection of the poor health care system in the region.
For instance, less than half of all infants are fully immunised in the region, compared to 70
percent for the country, while the national average for health professional-assisted
childbirth is 88 percent, and in the ARMM, it is only 55 percent (Fernandez and Perla
2004). Vitamin deficiencies are most severe in ARMM, where only 51 percent of children
receive vitamin supplements against the nation’s average of 76 percent. Moreover, the
existing conflicts and general lawlessness, as mentioned in the previous chapter, have
substantially contributed to the shorter lifespan among residents of the region.

Studies on A R M M ’s Underdevelopment

Most studies focusing on the region have identified historical injustices and marginalisation,
conflict, misdirected policies, institutional land grabbing, mismanagement, and political and
economic exclusion as the main contributors why ARMM has been unsuccessful in
providing development and uplifting the living condidons of its people. The Philippines
Human Development Keport (HDN 2005) notes some of the reasons why the region has failed:
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the central government’s lack of commitment to provide full financial support, the limited
financial and revenue autonomy provided by the law, and political and administrative
shortcomings. Moreover, the protracted struggle for a separate independence by
secessionist groups has created a barrier between the Bangsamoro and the rest of the country
that erodes the institutional, human, and social capital essential to human development
(World Bank 2003). In terms of basic education and health indicators, the ARMM lags
substantially compared to the rest of the country due to extreme poverty, conflict, and
historical disadvantage, as well as a lack of resources to enhance human development.

Economic and political marginalisation has also contributed significantly to this
underdevelopment in the ARMM (Tuazon 2008). The advent of large-scale commercial
agricultural ventures in Mindanao that infringed upon the ancestral lands of the Moro
resulted in the loss of their traditional source of livelihoods such as farming, fishing, and
husbandry; Moro land was taken without just compensation or provisions for alternative
sources of income (Tan 2010). A steady stream of settlers from Luzon and Yisayas into the
region also changed the demographics and political landscape of Mindanao; what was once
76 percent Moro population in 1903 was reduced to 20 percent by 2000 resulting in
diminished political power for the Moro (Jubair 1985; Costello 1992; Ferrer 2012).

While Lara and Champaign (2009:4) argue “that the region’s underdevelopment can no
longer be ascribed solely to the colonial and post-colonial exploitation of the region and
discrimination towards Muslims and indigenous people, but must be connected to the
shifting balance of economic and political power within the Bangsamoro society itself’. Their
argument is supported by the increased incidences of local clan feuds (rido), weakness of
the regional government, growth in the underground economy (e.g. proliferation of illegal
drugs, unlicensed firearms, illegal mining activities and smuggling) providing revenue for
local clans, and the exclusion of the region from national economic growth.14’

Some studies point to the roles of local politics and the quality of local governance in
development —not only in ARMM but in the entire country as well. For example, de Dios
(2007) has examined the impact of local politics on the local economy and its consequences
on development outcomes. The study found political rivalry among local elites for control

143 “RJdo refers to a state of recurring hostilities between families and kinship groups characterised
by a series of retaliatory acts of violence carried out to avenge a perceived affront or injustice”
(Torres III 2007:8). See Torres III (2007) for detail on rido or local clan feuds in Mindanao.
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of local government undermines development and economic growth. Likewise, Capuno
(2007) has observed the quality o f local governance is closely linked with the level of
development in the Philippines under decentralisation; those provinces that achieve better
quality of local governance also exhibit a higher level of development outcomes.

In the case of ARMM, Ferrer (2010) argues that the existing political patronage —not only
between the Central government and the Regional Executives, but also among citizens and
local executives — erodes regional governance resulting in a lack o f socio-economic
development in the region. Ferrer further notes that decentralisation, brought about by the
1991 Local Governm ent Code, gave more political power to local executives to carve out
their own fiefdoms and appoint various family members to government offices. Lara and
School's (2013) highlight the role of “strong m en” in local politics and “winner-takes-all”
nature of local electoral struggles in the region as another cause o f the continuing
underdevelopment in region as they corrupt government institutions.

The detrimental impact o f “strong-man” rule, clientelism, bossism, and political patronage
on the economy, not only on ARMM but also on the whole country, is well docum ented.144
For example, Aquino (1987) has documented the widespread corruption and cronyism that
has existed during the presidency of late Ferdinand Marcos (1965 to 1986) and how this
ravaged the economy and government institutions. Even after the removal o f Marcos from
office the patrimonial features o f the country’s politics has persisted and continues to
inhibit economic growth (Hutchcroft 1991). This is due to the persistent presence of
clientelism and political patronage that permeates the political landscape o f the country. As
Kerkvliet (1995:401) notes “Philippines politics revolves around interpersonal relationships
—especially familial and patron-client ones —and factions composed o f personal alliances.”

The widespread clientelism and political patronage existing in the whole country is also
present and even more pronounced in ARMM

(Neher 1985; Ferrer 2010). Its

consequences in terms of increased corruption, lack o f transparency, nepotism, and overall
failure o f leadership have contributed significantly to the continuing underdevelopment of
the region. Even during the early years o f ARMM, it was besieged by nepotism,
appointment of unqualified officers to regional posts, poor implementation of projects,
unnecessary and costly travel abroad by regional executives, graft, corruption, and
144 See Aquino (1987), Anderson (1988), Hutchcroft (1991), Gutierrez, Torrente and Narca (1992),
Kerkvliet (1995) and Teehankee (2012).
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centralisation of functions (Tanggol 1992). The dire situation in ARMM is further
compounded by what Lara (2012) referred to as ‘Ruthless Political Entrepreneurs’ whose
aims are to control local government units in order to access government resources (e.g.
Internal Revenue Allotment) and dominate the vast illegal shadow economy in the region.

In reviewing the literature, there is a shortage o f micro-level or empirical work linking how
the existing political landscape in the region affects development. To my knowledge, this is
the first study that empirically investigates the existence o f clientelism and how it impacts
development and economic growth in ARMM. The availability of unique survey data
conducted in the five provinces of ARMM as well as extensive key informant interviews
and focus group discussions has made this study possible.

Using clientelism as an analytical framework to explain why ARMM is poor and
underdeveloped has certain novelty. First, many theoretical and empirical studies point to a
close and robust association between levels o f development and political clientelism,
namely, as income rises clientelistic reladonships tend to diminish (Wantchenkon 2003;
Keefer 2006; Kitschelt and Wilkinson 2007; Hicken 2011). Clientelism could therefore be
self-reinforcing and could worsen economic and other forms o f inequality7, whereby it
reinforces the existing status quo and weakens democratic institutions, leading to poor
economic outcomes. Second, clientelism is closely linked to political corruption, nepotism,
mismanagement o f public resources, and erosion o f government institutions. Thus,
investigating its existence in the region will provide us with valuable insights on how to
design policy that will address and mitigate its consequences.

Third, clientelistic relationships have a substantial bearing on how local executives
distribute publicly funded goods and sendees in their locality. Consequently, these
considerably impact programs and projects o f the government aimed in developing local
community as well as assisting the poor. Put another way, clientelism can thwart the
development agenda. Fourth, aid programs or projects from international donors such as
AusAid, USAid, World Bank, and the like can also be affected by clientelistic relationships
since most o f these aid programs are channelled through local government units.14 Thus,

145 See Angeles and Neanidis (2009) who found that the capture by local elites affect aid
effectiveness. They argue that aid is prone to misuse and abuse by local elites if they have extensive
economic and political power with little concern for social groups besides themselves and their
supporters. This usually happens because the local elite serve as an intermediär)7 between aid
donors and aid recipients.
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aid effectiveness and other outside interventions to economically develop ARMM and help
its residents may be gravely affected since local executives can interfere in its
implementation and misappropriate such programs or projects to benefit their clients at the
expense of more deserving residents.

Finally, most studies glosses over the key role played by clientelism and its consequences in
the continuing underdevelopment o f ARMM. For example, clientelistic relationships often
result in divisiveness among residents, since clients of a different patron tend not to
cooperate with the clients of others, often resulting in community welfare enhancing
projects or development programs not to succeed.

Theory

Theories suggest and empirical evidences indicate that democracies are more robust and
predominant in developed countries where the citizenry is more affluent, educated and
informed. According to Bilson (1982) democracy is more o f a luxury good demanded by
citizens once they reach a higher level of development and economic prosperity. Lipset
(1981) found that the quality o f democracy and its institutions in a country are determined
by the degree o f industrialisation, average wealth, and the education level of its citizens.
Democracy, economic growth, and poverty alleviation go hand in hand: any increase in
democratic participation without prior economic development and poverty reduction tends
to be short-lived (Barro 1999). Democracy in a country with a per capita income o f less
than 4,000 U.S. dollars is less likely to survive; the country faces grave risk of falling into a
dictatorship or a distorted form o f democracy (Przeworski, et al. 2000, Przeworski 2005).146

These observations imply that a region such as ARMM, where the majority of the people
are poor and uneducated, is more likely to suffer a democratic deficit and to have weak
institutions. Clientelism also ensues, as the wealthy local elite exploit the poor and
uneducated by establishing patron-client relationships so they can entrench themselves in
local politics and build a political dynasty.14 Lande (2002:124) argues “that clientelism is a
146 Przeworski, et al. (2000) uses data from Penn World Tables (Release 5.6) for the dollar figures
based on 1985 purchasing power parity (PPP) dollars. In relative term the estimated per capita
income in ARMM is around 550 U.S. dollars (based on 1985 PPP).
147 See Stokes (2009) and Stokes, Dunning, Nazareno, and Brusco (2013) for a thorough treatment
and theoretical underpinnings of clientelism. For regional perspective, Piattoni (2001) provides a
comparative and historical account of clientelism among European countries while Hilgers (2012)
presents the experiences of Latin American countries.
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function of the economic dependency of the poor, and will become less widespread as an
economy becomes more productive and the poor become less dependent on personal or
governmental patrons.”

Other define clientelism as “instrumental friendship in which an individual of higher socio
economic status (patron) uses his own influence and resources to provide protection or
benefits, or both, for a person of lower status (client) who, for his part, reciprocates by
offering general support and assistance, including personal sendees, to the patron” (Scott
1972:92). According to Kaufman (1974) it has the following characteristics: the relationship
occurs between actors of unequal power and status, it is based on the principle of
reciprocity (i.e. self-regulating form of interpersonal exchange based on mutual benefits),
and the relationship is particularistic and private, anchored only loosely in public law or
community norms.

According to Weingrod (1977:42), “patrons are powerful since they can tap and distribute
tangibles —government contracts, jobs loans and the like —and it is through the shrewd
investment of these resources that they build and maintain their personal clientele.”
Lemarchand and Legg (1972) argue that the definition of clientelism is liable to vary at any
given stage of political development. Political, technological, and economic changes may
merely serve to reinforce the position of pre-existent patrons —the existing relationship
between patrons and clients remain unaltered —and local patrons can transform as brokers
and middlemen serving as crucial linkages between centre (central government) and
periphery (local population). These changes imply that patrons expand their resources of
manipulations over their clients to include policy outputs and other resources of the
government.

This definition of clientelism based on economic theory removes the traditional personal
and emotional attachment prevalent in rural societies or landlord-peasant links. It focuses
more on the clients’ self-interest in maximising the exchange of their votes and other forms
of political support for pecuniary gain and other benefits from their patron, actions that
strengthens with each repetition (Piattoni 2001, Kitschelt and Wilkinson 2007). There are
two categories of clientelism: “authoritarian clientelism” — a relationship marked by
asymmetrical power, in which the subordination o f clients is maintained through coercion,
either threatened or real; and “semi-clientelism” in which the elites do not have the capacity
to enforce subordination but attempt to ensure compliance by threatening benefit removal
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(Fox 1994). In less developed areas with security problems such as the ARMM, clientelism
is sometimes enforced through coercion especially in the delivery o f bloc votes or mass
support (e.g. street protests, political rally or mobilisation).

Clientelism usually exists in areas where there is low political credibility, lack o f voter
information, weak institutions, massive poverty, and high levels o f inequality. Scott and
Kerkvliet (1977:442) identify “three structural conditions that promote clientelism:
persistence o f marked inequalities in wealth, status, and power which is accorded some
legitimacy; the relative absence (or collapse) o f effective, impersonal guarantees such as
public law for physical security, property, and position —often accompanied by the growth
of semi-autonomous local centres of personal power; and the inability o f either kinship
units or traditional village to serve as effective vehicles o f personal security or
advancement.” Roniger (1994) believes that the pattern o f clientelism significantly depends
on the level of development. For example, within a country the level o f clientelism is more
pronounced in rural areas, which arc less developed compared to urban areas.148

Most studies view clientelism as exploitative and a mechanism o f elite control over the
poor masses (Scott and Kerkvliet 1977). It perpetuates economic inequality by inhibiting
the emergence of a collective organisation working for com mon good, limits democratic
processes and civil society, suppresses political freedom and participation and hampers the
efficient production and allocation of resources (Flynn 1975; Kurer 1993). Although
reciprocity and mutual benefit are inherent in clientelistic relationships, the benefits for the
patron from capturing political or government office through the support o f the clients is
far greater than that which the clients receive in return.

According to Legg (1975), the uneven gain between patron and clients implies a value
differential, wherein the resources controlled by the powerful patron outweigh the
resources controlled by the low-status client, since the patron controls a higher-value
resource allowing him to negotiate in a position o f power and, consequently, gain more
benefits from the relationship. Legg argues that the benefits gained by patron and client are
subjective in nature and not comparable. He believes that these benefits depend on the
significance attributed to them by the receiving party7. Thus, the exchange o f benefits does
not have to be equivalent as long as both parties fulfil the expectations required of them by
148 See Lemarchand and Legg (1972) for a detail discussion on the typology of clientage systems in
relation with the region’s level of development.
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the others. As Clapham (1982:4) observed that “the key elements of inequality’ and
exchange is that the patron has a superior position in relation to the client —whether it is in
regard of power, money or status —however, the patron could not exist or maintain its
hold on power without offering what the client needs.”

Clientelism is considered to have a detrimental and negative effect on development and
economic growth because it erodes the quality7of institutions, make checks and balances in
government inoperative; promotes corruption, distorts the efficient allocation of public
goods and services, and reinforces existing inequality7 (Keefer 2005; Kitschelt and
Wilkinson 2007; Acemoglu, Robinson, and Torvik 2011; Robinson and Yerdier 2013). For
instance, the patron’s need to provide resources to their clients is a major cause of
corruption throughout Philippines society7, where public office is used for private gain and
for support of clients (Neher 1985). General trusts in the rule of law and security7 of
property7 rights also diminishes in an environment where clientelism exists since patrons,
who control political powers, provide preferential treatment to their clients, sometimes at
the expense of others not aligned to them. Platforms of governance and policies that aim
to promote general welfare are forsaken and replaced by a program of cultivating personal
relationships, and invest public resources to enhancing the existing clientelistic
relationships. For instance, patrons often transform existing public spending — on
education, health care and poverty7 alleviation programs —into private good allocation that
are offered mostly to their clients.

Clientelism is also self-enforcing even in the presence of ballot secrecy or other forms of
institutional prohibitions (Gallego and Wantchekon 2012). The client’s feeling of obligation
to return favours to their patrons reinforces the clientelistic relationship. Patrons also use
intermediaries such as political operatives, precinct captain, or a “village boss” to
strengthen clientelism. These intermediaries are intimately acquainted with clients and can
either reward or sanction them, based on the client’s level of support or performance
during elections or political activities. Using game theory, Stokes (2005) explains why
clients honour their agreement with their patron, even in the presence of secret balloting.
She found that a patron’s ability to punish clients by withdrawing benefits compels the
clients to comply with the clientelistic agreement. This happens because the patron through
the intermediaries has deep knowledge of the client’s social networks, enabling the patron
to monitor the client’s political behaviour. Moreover, Robinson and Yerdier (2013) observe
that countries with low incomes, high inequality7, weak institutions, and poor technology
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clientelism can be self-enforcing. Since cultivating clientelistic relationship may be a more
efficient and attractive way of obtaining votes than universal provisioning of public goods
and sendees, especially in areas with low level of productivity or under poor conditions.

The analytical framework of this chapter is illustrated in Figure 6.1, which shows a quid pro
quo relationship between patron (local executive at the top) and their clients (residents and
voters at the bottom). The local patron provides benefits to their clients in the form of
gifts, employment, and other rewards such as being given priority to government programs
(e.g. conditional cash transfers, aid distribution, and medical assistance). In exchange, the
clients provide political support in the form of voting, campaigning, and joining political
rallies or other activities required by the patron. Some of the most often studied aspects of
clientelism are vote buying and political patronage (see Schaffer 2007; Kitschelt and
Wilkinson 2007). However, there is an inherent difficulty in trying to measure or even
survey the existence of vote buying or political patronage. One reason is that respondents
sometimes are unwilling to cooperate truthfully whether they are selling their votes or they
are engage in political patronage. In this chapter, I will try to capture the existence of
clientelistic relationships by measuring how the level of support by the clients translates to
benefits and other rewards from their patron.

Figure 6.1 Clientelistic Relationship

Patron
(Local Government Executive)
Assorted
Benefits
(Money, Gifts,
Employment,
Other
Rewards)

Political
Support
(Vote,
Campaigning,
Political Rally)

Clients
(Voters and Residents)

Many causes and determinants encourage clientelism to exist and continue. Among them is
the presence of underlying socio-economic inequality such as the wide disparity in the
ownership of resources, education, social status, and widespread poverty. The level of
political and economic development of the area also matters. History also plays an
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important role in shaping clientelistic relationships; so too, is the pervading environmental
conditions in society such as the existence of conflict or landlessness among the majority of
the population. Finally, the institutions and electoral rules play a vital role in the existence
of clientelism. For example, electoral systems that encourage the personal vote also
encourage clientelism (Hicken 2007). Moreover, Kitschelt (2000:859) argues that
“politicians’ incentives to pursue clientelism further increase when the votes that different
candidates for the same party receive individually are not pooled or calculate the seats won
by the entire party7 and/or when the party7 leadership does not control the nomination of
list candidates”.

In the analyses, different control variables were also included such as the income of the
respondent, whether poor or not (self-rated poverty), gender, educational attainment,
employment and other indicators that may provide insights on the nature of clientelism in
ARMM. Most of the variables included in the analyses are suggested by theories and
empirical studies. It is interesting to know, for example, whether income affects clientelistic
relationships or whether being poor makes one a likely target of clientelism. Another
important variable is educational attainment since theory suggests that as a person’s
education increases there is a corresponding decline in clientelism.

6.3 Data, H yp oth eses, and M ethod

This section discusses the source and treatment of data. It also presents the hypotheses and
method used to test them. The section also provides a brief description of key informant
interviews and focus group discussions.

Data

The source of data and information of this chapter are from a project entitled Assessment of
the State of Local Democratcy in the Autonomous Region in Muslim Mindanao by the Philippines
Center for Islam and Democracy (PCID) and the National College of Public
Administration and Governance, University7of the Philippines (UP-NCPAG) together with
the International Institute for Democracy and Electoral Assistance (IDEA).149 It is a
comprehensive project aimed at examining the state of local democracy in ARMM. The
149 The study is available in IDEA website at <http://www.idea.int/publications/sold-armm/>
accessed on 13 October 2013.
232

objectives of the project are to provide a holistic picture of the political, economic, and
development challenges faced by the ARMM. One component of the project is to
investigate the state of local politics in the region and how it impact development outcomes.
There are four components in data gathering for the project: secondary data collection and
review of existing literature; key informant interviews; focus group discussions; and survey
interviews. It was undertaken from July 2011 and February 2013. To the best of my
knowledge, the project is one of the most comprehensive assessments on the state of local
democracy and politics in the ARMM and I am fortunate to be invited to contribute in its
success.

I have personally participated as one of the researchers in the project, contributing in the
design survey of questions, the selection and interview of key informants, and in facilitating
the focus group discussions. I spent ten months in the field visiting all the five provinces of
ARMM talking to local people, interviewing key informants, and participating in group
discussions. Although I was born and raised in one of the province of ARMM (i.e. Lanao
del Sur) I still need to learn a lot from other provinces, not only in terms of varying socio
economic conditions of the people but also of geography, language, customs and traditions.

Key Informant Interviews and Focus Group Discussions

Key informant interviews (KII) involve discussions with local executives, public officials,
academics, rebel groups, NGOs, and other resource persons such as retired public
employees of the ARMM. Around 60 key informants were interviewed with an average
interview time of 90 minutes. The focus group discussions (FGD) are divided into three
levels (i.e. provincial, municipal, and barangay level). Each province has seven FGDs —one
provincial level, two municipal, and four barangay level —for a total of 35 group discussions.
Figure 6.2 shows the localities included that were included in the project.
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Figure 6.2 Localities Represented in the Focus Group Discussions
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The level of engagement of key informants varies depending on their background and
institutional affiliation. Academics are usually the most vocal and critical of the current
political situation in ARMM. Key informants from the public sendee sector such as medical
professional and social workers provide a more woeful assessment of the situation in the
region. Interestingly, retired local executives respond more candidly to questions and admit
the flaws in the political systems of ARMM compared to those local executives that are
currently holding office. For example, retired officials will hint on the existing corruption in
the region while incumbent local executives tend to dismiss the issue.

Core sets of questions about the state of democracy and local politics in ARMM were
asked to all key informants. These questions range from the key informants’ concept of
democracy, to election related issues, to regional autonomy, clientelism and political
patronage and the like. In addition, there are sets of specific questions that were asked to
key informants affiliated with certain institutions or have a specialisation on certain issues.
For example, key informants from the armed sendees (i.e. military and police) are usually
asked about security issues pertaining to the region while key informants from religious
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sectors are asked about the compatibility between Islam and democracy as well as the
implementation of Shariah lunv among Muslims in ARMM. The length of KII interviews
varies from one hour to more than three hours depending on the availability of the key
informant. There are times that key informant asked for the questions in writing so he or
she can simply fill in the answers and return it back at a later time.

The FGD is a half-day event lasting about three and a half hours. It is composed of around
15 individuals selected from various sectors (e.g. from the women, youth, poor and
religious sectors). The format of group discussion is free flowing; where a question is
thrown into the group and participants are given a chance to answers, comments and
opinion. Sometimes if a question is specific to certain sector of society like women, priority
is given to women participant. FGD is moderated by coordinators (including myself) to
keep the discussion running and preventing it from veering away from the main issues.

The quality of inputs from FGD participants depend on the tier of government (i.e.
provincial, municipal or barangay ) they belong to. Participants in the provincial level
provide broader perspectives of democracy and the political landscape of ARMM. They
also are well acquainted with many of the concepts of democracy, autonomy, local
governance, Shariah, etc. Municipal participants in the FGD give inputs relating more to the
day-to-day working of municipal government. Their opinion on some of the concepts like
democracy, Islamic law, and autonomy discussed in the FGD are insular in nature. For
example, some of them see election as a mere contest between competing political families
within the municipality rather than a medium for change (e.g. removing non-performing
local executives from office). Participants from the barangay level provide a rather micro
and more personal view of democracy, local governance, and other concepts. They
epitomise the view of the ‘common man’ with limited understanding of the working of
government, of autonomy, and other concepts of democracy. Most held a more pragmatic
view of things. For instance, some of them express the view that as long as they can benefit
from the local government it does not matter if the current local executives are corrupt or
not.

One interesting observation in the FGD is that some participants tend to be timid and
uncommunicative whenever am official or a representative of local government unit is
present. For example, in one FGD the current provincial administrator is present and
participants rarely talk about the state of democracy and local politics in the province.
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However, when the provincial administrator is asked to participate in the KII instead of the
FGD (i.e. he is removed from the FGD) the participants suddenly become lively and
started sharing their experiences and opinions. The foregoing example shows some of the
challenges faced in soliciting information from the people of ARMM.

Survey Data

The survey data are gathered through dyadic format because most of the respondents are
illiterate. Dyadic interaction is a questions and answers exchange between the enumerator
and the respondent. The enumerator reads the question and the choices to choose from in
the local dialect and explains it whenever necessary to the respondent. Sometimes
clarification and follow-up questions are also given to attain more detailed answer from the
respondent. The average time for the survey interview is around 30 minutes. Eight hundred
respondents are randomly selected for each of the five provinces of ARMM for a total of
4,000 survey interviews.

Before the survey is conducted, enumerators are trained and screened by professionals.
These professionals — tasked to train the enumerators —are survey specialists from the
University of the Philippines (UP) with years of experience in survey data collection. The
UP National College of Public Administration and Governance (UP-NCPAG) facilitated
the selection of survey specialists. Enumerators are chosen to participate in the project if
they are native resident of the area, speak the local language, and pass the required skills for
survey interviews. In addition, enumerators are also required to do a real-life survey
interviews in the field and their competence assessed before they are finally accepted to
participate in the project. Most of the enumerators are public school teachers. Each of the
five provinces of ARMM has 20 enumerators that are selected from different municipalities.
At least no more than two of enumerators are chosen in specific locality. A total of 100
enumerators are hired and each is required to conduct at least 40 survey interviews for a
total of 4,000 survey responses. Due to limited budget and resources of the project not all
municipalities in ARMM can be represented in the survey. However, it is made sure that
each congressional district in ever}7 provinces of ARMM are given due representation. A
corresponding remuneration is provided for the enumerators services. These measures are
put in place to assure that the data collected from the survey are truthful and reliable.
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As much as possible enumerators are required to randomly select respondents from the
official list of voters within their locality. The average age of respondents is 40 years old
and majority of those surveyed are women, comprising roughly 70% of the total
respondents. One possibility why women are over represented in the survey is due to the
fact that most enumerators are female. Thus, they are most likely to survey women than
men considering cultural and religious sensitivity in the region, where interaction between
sexes are rare due to Islamic influences.

It should be noted that survey interviews are conducted in local languages. There are six
different languages in ARMM: in Maguindanao, the language is based on Maguindanaon; in
Lanao del Sur, the language is based on Meranao; in Basilan, it is in Yakan; in Sulu, the
languages are mostly Tausug with some Banguingui; and in Tawi-tawi the languages are
partly Tausug and Sama. These languages are unique and different from one other that
residents from different provinces, who do not share a common language, will find it
difficult to communicate. Thus, there are also some difficulties in translating the questions
and responses to English. However, due diligence and care were taken to guarantee that the
English translations faithfully adhere to the true meaning of the local languages. For
example, two native speakers of local language and conversant with English are asked to
review the translations.

Survey samples are computed as is and unweighted, namely, each respondent is given equal
weights in the survey. Although it is tempting to give more weight to samples taken from
provinces with larger population, however, after due consideration and preliminary analysis
such weighing did not significantly affects the results. Moreover, it is difficult to justify
giving uneven weight to respondents in the survey since this could lead to one province
dominating the results. For example, if the survey samples are weighted based on
population this would mean respondents from Maguindanao, the province with the largest
population, will have more voice in the result and, consequently, the analysis will reflect
mostly the Maguindanaoans’ view rather than the whole of ARMM. Put simply, the survey
is based on the idea of equal representation, meaning “one-respondent given one-voice”.

Table 6.4 shows the categories of the respondents in the survey interviews. The
respondents are asked which of the following five categories they most likely belong to. It
is possible for a respondent to belong to more than one category. For example, a
respondent can belong to ‘Youth — Out of School’ and at the same time consider
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herself/him self to be from the ‘Marginalised and Poor’ in such case the respondent is given
a choice to choose which one o f the two categories she/he prefers. Around 63 percent of
the respondents choose the marginalised and poor sector. These are respondents who
consider themselves to be below the poverty line with little education or access to formal
education.

Table 6.4 Categories of Respondents
Sector

Frequency

Percent

Religious Sector

472

11.8

Professionals/Business

519

13.0

Youth —Student

315

7.9

Youth - Out of School

176

4.4

Marginalised and Poor

2,518

63.0

4,000

100.0

Total

An attempt to directly measure clientelism by asking respondents whether they receive
money or benefits in exchange for their votes and political support did not provide any
meaningful results. A trial survey shows that respondent never admit to exchanging their
votes or political support for pecuniar}' benefits. Although, the final survey results shows
that 52 percent o f respondents personally witness or have knowledge o f vote-buying in
their area nobody wants to admit they engage in selling or buying votes. For obvious
reasons, respondents are reluctant to acknowledge that they sell their votes to candidates
since it is illegal and they can be prosecuted for doing so. Moreover, asking respondents
whether they sell their votes or not can be demeaning and may result in their non
participation in the survey. Thus, this line o f enquiry on clientelism based on vote-buying
or direct exchange o f political support for pecuniary benefits was not pursued because it is
difficult to extract truthful and reliable responses.
Figure 6.3 shows the age distributions o f respondents with the median age o f around 40
years old. In 2010, the median age o f the country’s population was 23.4 years and ARMM
had the lowest median age o f 18.1 years for the entire population (NSO 2012). The higher
median age (39 years old) in the survey was due to the exclusion o f the age bracket below
the legal voting age o f 18 years old. A nother reason is the tendency among enumerators to
survey older people. This is because respondents who are in the latter stages of life had a
better outlook and a more informed opinion of the various issues presented in the survey
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com pared to their younger counterparts w ho arc m ore carefree and less involved with
problem s and issues concerning their comm unities.

f igure 6.3 Age Distribution of Respondents

Age of Respondents (in years)

Likert scale is used in assigning numerical values to som e o f the variables (e.g. level o f
support, degree o f benefits, responsiveness, etc.) in the analysis.150 A Likert scale is
com m only used in survey research where the answers involved ordinal scaling o f responses
—usually from a scale o f 1 to 5 depending on the num ber o f responses. F or example, w hen
a question has to be answered in responses ranging from Strongly Disagree up to Strongly
Agree; the Likert scale will assign a num erical value o f 1 to Strongly Disagree, 2 for
Som ewhat Disagree, and so on up to 5 for Strongly Agree. T he Likert scale is the m ost
appropriate approach in the statistical analysis o f survey data especially when the data
collected are ordinal in nature (Allen and Seaman 2007). O rdinal data simply m eans the
sequence or inherent order o f the responses m atters bu t no assum ption is made as to the
difference betw een categories. In other w ords, one cannot assume that the difference
betw een agreeing and strongly agreeing is the same as betw een agreeing and being
undecided.

150 See Carifio and Perla (2007) and Norman (2010) for detailed discussion of Likert scale method.
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Table 6.5 presents the descriptive statistics of the variables used in the study. The variables
are trom the survey. Ordinal or categorical variables are ranked using the Likert scale while
nominal variables like age, years of education, and income are presented without any
adjustment. The lower level of education among residents of ARMM at 5.48 less than
elementar}7 schooling is not unusual in war-torn areas. Due to the constant movement of
people, destruction of educational facilities, suspension of classes, and the like during
armed conflict residents in ARMM are unable to have continuous education and usually
have to stop their formal education from time to time. It should be noted that all of the
respondents are from Muslim Mindanao besieged by constant warfare, rido, and insecurities
without inadequate educational facilities. Some respondents have not gone to school at all
while others barely finish their elementary schooling. The survey questions, which serve as
the definition of the variables in the analysis, are provided in the Appendix A. 13.

Table 6.5 Summary Statistics of the Variables used in the Analysis
V ariables in the A n alysis

O b s.

M ean

Std. D ev .

M in

M ax

Benefits

3965

2.15

0.85

1

4

Responsiveness

3984

3.35

1.08

1

5

Access

3992

3.53

1.03

1

5

Satisfaction

3988

3.68

1.00

1

5

4000

3.93

1.14

1

5

Promotion of Democracy

3990

3.66

1.04

1

5

Practice o f Democracy

3992

3.55

1.02

1

5

Dependent I 'ariables

Focus 1 triable

Support During Election
Democracy Control l'a r t able

Comparison of Democracy

3987

3.87

1.01

1

5

Perception of Corruption

3977

2.09

0.88

1

3

Age

3634

39.6

13.4

18

90

Gender (Male=l)

4000

0.30

0.46

0

1

Status (Married=l)

3950

0.69

0.46

0

1

Income (thousands of pesos)

3284

4.44

6.69

0.1

170

Self-rated Poverty (Poor=l)

3982

0.47

0.50

0

1

0.49

0

1

Respondent-specific Control

Employment (Employed=l)

3689

0.61

Years of Education (Years)

3898

5.48

5.26

0

16

Overseas Filipino Workers

3541

0.15

0.37

0

6

Members of Household

3625

6.88

3.83

0

41

House Ownership (Owned=l)

3938

0.91

0.29

0

1

Household Head (Male=l)

3800

0.78

0.41

0

1
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The main question in the analysis is how the level of support given by the respondent to
the elected local executives during the last Philippine General Election in 10 May 2010
translates to higher benefits and gains. Local executives refer to the city or municipal mayor,
vice-mayor, councillors, barangay officials, and the provincial governor. The format of the
survey and interview questions are more general in categorising local executives, however,
emphasis is more on municipal mayors and barangay chairmen because they are the ‘closest’
and most visible elected officials to the respondents.

Level of support is divided into five categories and coded on a Likert scale of 1 to 5: Not
Supported A t A ll (1) means the respondent voted and supported other candidates instead of
the elected local executives; Did Not Participate (2) means the respondent did not vote nor
participate in the last election; Supported Little (3) means the respondent voted for the
elected local executives but did nothing else; Somewhat Supported (4) means the respondent
campaigned, voted, and supported the elected local executives; and Strongly Supported (5)
means the respondent campaigned, voted, supported and used additional resources at
his/her disposal such as money, family ties, and connecdons to support the elected officials.
This categorisation is simply indicative as individual respondents may have differing
perceptions or understanding of how they interpret their level of support. Nevertheless,
this classification provides some insights into how respondents are rewarded by their
patron depending on the intensity of their support.

Perception of Democracy (i.e. Democracy Control Variables) is a set of questions aimed at
evaluating

the

respondent’s opinion

regarding

democratic

practices

in ARMM.

Respondents are asked whether they think democracy is being promoted and practiced in
ARMM and how it is different compare to other part of the Philippines. It also includes a
perception of corruption, where respondents are asked whether they consider giving
money and gifts to government officials to expedite processing of government transaction
can be considered as form of corruption.

Other control variables in the analysis provide specific details pertaining to the respondents
such as age, gender, educational attainment, employment, and self-rated poverty. These
control variables are included in the analysis because they can provide some insights on the
level of benefits, access, responsiveness, and satisfaction that a respondent receives from
local government. For example, it is interesting to know if men have more access and
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responsiveness from local government or whether those who rate themselves as poor
receives more benefits from local government than those who do not.

These clearly illustrate that respondents who lend the highest level of support during the
last election are also the ones who benefit most from local government. The local
executives they helped are also more responsive and provide the respondents with greater
access to documents and the decision-making process. Consequently, the level of
satisfaction of those respondents who support elected local executives is higher compared
to those who provide minimal support. This simple description of the survey results
indicates the presence of clientelism in ARMM.

Statement of the Hypotheses

In addressing the main question of the study, the following four related hypotheses are to
be tested. These hypotheses will attempt to capture the level of clientelism and political
patronage between citizens and elected local executives. The hypotheses can also be stated
in their null form; for example, the null of the benefit Hypothesis is “Respondents who
supported the elected local executives during election get same help and assistance from
local government unit as those respondents who did not support”. For simplicity and in
line with the way question are presented in the survey, the hypotheses are presented in its
alternative form.

In the Benefit Hypothesis the main issue to be investigated is whether those respondents who
supported the current local executive during the last election are more likely to benefit in
return for their support.

Benefit Hypothesis: Respondents who supported the elected local
government executives during election are more likely to get more help and
assistance from the local government unit.

There are four categories under which respondents can reply: None at all, Somewhat Little,
Somewhat Substantial,’ and Quite Substantial that are assigned a value of 1 to 4 respectively —
based on a Likert scale. These benefits include pecuniary rewards, employment, and
priority7 in receiving government goods and services. Pecuniar}7 rewards include wedding
gifts, monetär}7assistance for hospitalisation, monthly allowances, and the like. In terms of
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employment, it refers to permanent, temporary', casual, or part-time jobs being offered to
supporters of the elected local executives. Provisioning of public goods and sendees refers
to giving priority to areas where the elected local executives won during the last election.
For instance, a barangay that ovenvhelmingly supports the elected local executives will most
likely receive more development projects and public works.

The level of benefits received by respondents is difficult to quantify in terms of monetär)'
values or other forms o f quantifiable measures. Respondents somehow have different
appreciation of benefits. For example, a poor respondent may make a higher valuation of
1,000 pesos received from local executives compared to a wealthy respondent. In this
regard, enumerators are tasked to ask follow up questions from respondents to clarify how
respondents perceived benefits. From these follow up questions and answers, a qualitative
description or a ballpark estimates of benefits can be made.

The response 'None at alt refers to those respondents who believe that local government
officials have not provided them with any help or assistance whatsoever. ‘Somewhat 'Little''
means respondents who receive benefits intermittently either in the form of money or
goods (e.g. food, clothing or medicine). This means respondents who answered “Somewhat
Little’ receive benefits once or twice a year. cSomewhat Substantial1 refers respondents who
replied that they are receiving goods and sendees regularly (usually on a monthly basis)
from local executives. While ‘Quite Substantial means that respondents, in addition, to
receiving regular benefits from local executives are also employed or member(s) o f their
families are working as a contractual, part-time, or regular basis in the local government
unit.

The benefit Hypothesis also examines the distribution poverty alleviation programs o f the
central government such as the conditional cash transfer (i.e. 4Ps or Pantaivid Pamilyang
Pilipino Program). Local executives are tapped by the central government through the
Departm ent of Social Welfare and Development (DSWD) to identify poor and deserving
citizens in their locality. Thus, it is o f interest to investigate whether local executives only
identify and nominate those citizens who support them and exclude others who did not
support them during the last election.
151 barangay is a Tagalog word meaning village, ward, or district. In urban areas, it usually referred to
a city neighbourhood or suburban areas. It is the smallest political and administrative division in the
Philippines. A chairperson and seven barangay Kagawad (i.e. village councillors) serve as the officials
of the barangay.
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Table 6.6 shows a cross-tabulation of benefits vis-a-vis the level of political support during
the last election. There is a clear indication that those who strongly supported the elected
local executives are more likely to reply they receive higher benefits. However, there are
few respondents who did not support the elected local executives but receive some benefits.
For example, five respondents who did not support the elected local executives also
answered they received quite substantial benefits from local government.

Table 6.6 Cross-tabulation o f Benefits and Level o f Support
T o w h a t e x te n t d id
y o u r e c e iv e h e lp or
a s s is ta n c e fro m th e
cu rren t lo c a l
g o v e r n m e n t o ffic ia ls ?

Not
Supported

Did Not
Participate

1attle
Support

Somewhat
Supported

Strongly
Supported

N one at all

95

118

163

317

263

Somewhat Little

105

130

276

679

522

Somewhat Substantial

17

38

59

451

490

Quite Substantial

5

1

8

36

192

T o ta l

T o w h a t e x te n t d id y o u s u p p o r t in th e la st e le c t io n th e
cu rr en t lo c a l g o v e r n m e n t o ffic ia ls?

T o ta l
956

(24%)
1,712

(43%)
1,055

(27%)
242

(6%)

222

287

506

1,483

1,467

3 ,9 6 5

(6%)

(7%)

(13%)

(37%)

(37%)

(100%)

The Responsiveness Hypothesis pertains to how local executives address the demands,
problems, or needs of their constituents. Here, the respondents are asked how responsive
government officials are on issues and problems brought to them. They have to choose
from the following: Never Responsive; Rarely Responsive; Sometimes Responsive; Often Responsive; or
Always Responsive. These are also numbered as 1 to 5 based on the Likert scale where 1
represents Never Responsive and 5 means Always Responsive. The following is the hypothesis to
be tested:

Responsiveness Hypothesis: Local government executives are more
responsive to the issues and problems brought to them by respondents
who supported them during the last elecdon.
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Table 6.7 provides a summary of the level of responsiveness and cross-tabulated with the
level of support. More than half of the respondents replied within Sometimes Responsive and
Often Responsive. The table indicates some evidence that those respondents who supported
the elected local executives are more likely to receive higher level of responsiveness.
However, around 42 respondents who strongly supported the elected local executives and
replied that local executives are never responsive. Some possible explanations for this are:
respondents may have migrated to other areas; have fallen out of grace from the local
executives; respondents may have never brought issues or problems to local executives; or
it could simply be outliers from the survey dataset.

Table 6.7 Cross-tabulation o f Responsiveness and Level o f Support
H o w r e s p o n s iv e are

T o w h a t e x te n t d id y o u s u p p o r t in th e la st e le c tio n th e
cu rr en t lo c a l g o v e r n m e n t o ffic ia ls?

th e lo c a l g o v e r n m e n t
e x e c u t iv e s to is s u e s
a n d p r o b le m s b r o u g h t
to th e m b y c itiz e n s ?

Not
Supported

Did Not
Participate

Little
Support

Somewhat
Supported

Strongly
Supported

N ever Responsive

32

26

41

42

42

Rarely Responsive

75

94

155

220

124

Sometimes Responsive

71

110

225

590

354

O ften Responsive

36

41

71

526

446

Always Responsive

9

17

18

117

502

T o ta l

T o ta l
183

(5%)
668

(17%)
1,350

(34%)
1,120

(28%)
663

(17%)

222

287

506

1,483

1,467

3 ,9 8 4

(6%)

(7%)

(13%)

(37%)

(37%)

(100%)

Qualitative definition of the level of responsiveness can be made on each category (i.e.
Never Responsive; Rarely Responsive; Sometimes Responsive; Often Responsive; or Always Responsive)
based on descriptions made by respondents.

‘Never Responsive’ is an answer from respondents who perceive that local execudves never
assist nor help them and other citizens as well. Meaning issues and problems brought by
respondents to the attention of local executives are always ignored and disregarded.

‘Rarely Responsive’ pertains to respondents who believe that local executives took
considerable amount of time before responding to their needs. Some respondents, who
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selected the category, clarifies that it takes three months or more before they receive any
help or assistance.

4Sometimes Responsive’ pertains to answer of respondents who believe that local executives
may help them at times and on a selective manner. Some respondents who choose this
reply explain that not all of the issues they brought to local executives are addressed.

While ‘Often Responsive’ is an answer from respondents who believe that those local
executives attend to most of the issues and problems brought to them in a reasonable
amount of time. On the highest category,

4Always Responsive’, is chosen by respondents who feel that local executives attend to their
needs and that of other residents in their area almost immediately. According to some
respondents who choose this category, feel that they are being prioritised and given special
privilege by local executives (e.i. patrons).

For the Access Hypothesis the respondents are asked their opinion as to whether or not they
agree on the following statement “Do you and other citizens have an easy and open access to public
documents and localgovernment proceedings and decision-making process

The respondents are given

the following choices: Strongly Disagree, Somewhat Disagree, Undecided, Somewhat Agree, or
Strongly Agree. The word ‘citizens’ in the question includes the respondents and other
residents known to the respondents (e.g. families, relatives, and friends). The purpose of
the question is to elicit a broader perspective from the respondents since the issues
involved requires wider participations from the community. For example, local government
proceedings and decision-making processes call for a wider citizen’s participation.

Access Hypothesis: Respondents who supported local government
executives during the last election have easy and open-access to public
documents, local government proceedings and decision-making process
and believe that other citizens enjoy it too.

The main rationale for this hypothesis is that in a free and democratic society, every citizen
has free access to public documents and be able to participate in government proceedings
and decision-making processes that allow public participation such as Council Meetings.
This hypothesis answers whether or not there is political exclusion of citizens who do not
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support the elected local executives. Put another way, this hypothesis tests whether or not
respondents who do not support the elected local executives are barred from participating
in democratic process and decision-makings as well as access to government documents
and proceedings. This is important since under decentralised settings civic participations
contribute has a role to play in the success of government development programs. For
example, Capuno and Garcia (2010) found that greater transparency on local governance
deepen

citizenship

and

induce

civic participation

leading

to

better design

or

implementation of public projects.

Table 6.8 Cross-tabulation o f Access and Level o f Support
D o y o u an d o th e r
c itiz e n s h a v e an e a s y
a n d o p e n - a c c e s s to
p u b lic d o c u m e n t s a n d
p a r tic ip a tio n in
d e c is io n - m a k in g
p rocesses?

T o w h a t e x te n t d id y o u s u p p o r t in th e la st e le c tio n th e
cu rren t lo c a l g o v e r n m e n t o ffic ia ls?

Not
Supported

Did Not
Participate

Little
Support

Somewhat
Supported

Strongly
Supported

Strongly Disagree

20

17

52

40

45

Somewhat Disagree

46

42

87

170

86

Undecided

72

147

209

398

310

Somewhat Agree

62

61

139

761

580

Strongly Agree

23

22

22

128

453

T o ta l

222

287

506

1,483

1,467

(6%)

(7%)

(13%)

(37%)

(37%)

T o ta l

174

(4%)
431

(11%)
1,136

(28%)
1,603

(40%)
648

(16%)
3 ,9 9 2
(100% )

Table 6.8 shows a cross tabulation of access with the level of support. The table indicates
(the last column) that most respondents replied that they Somewhat Agree (40 percent) and
Strongly Agree (16 percent) that they and other citizens have open-access to public
documents and can participate in the decision making process in their local government.
However, around 28 percent replied that they are Undecided, while 11 percent say they
Somewhat Disagree that they and other citizens have access to local government. Only 4
percent of respondents answered that they strongly disagree with the statement. In terms
of the level of support (the last row) around 38 percent of respondents claim that they
Somewhat Supported and 37 percent Strongly Supported the elected local government officials.
Only 6 percent did Not Support and 7 percent of the respondents Did Not Participate in the
election.
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To assess the overall performance of the local executives, a hypothesis on the level of
satisfaction on the part of the respondents is included. Here the respondents arc asked
whether they are dissatisfied or satisfied with the present administration of their local
government unit. They are given a choice to select whether they are l Try Dissatisfied,
Somewhat Satisfied, Undecided, Somewhat Satisfied, or 1Try Satisfied. This provides a broader
assessment on what the respondent feels with regards to how the local executives are
running the local government unit. The aim of this hypothesis is to capture other attributes
of clientelism that may not be present in the previous hypotheses since the level of
respondent satisfaction, although self-assessed, can provide insights on clientelistic
relationships existing in ARMM. For example, it is more likely that respondent who
supported local executives receive other benefits and gains that cannot be easily captured
such as invitations to celebrations, ceremonies, or traditional gathering.

Satisfaction Hypothesis: Respondents who supported local government
executives during election are more satisfied and content with the overall
performance of their local government unit.

As shown in Table 6.9 the level of satisfaction among respondents are quite high (i.e. 43
percent answered they are Somewhat Satisfied while 20 percent say they are Very Satisfied).
Only 10 percent states that they are Somewhat Dissatisfied with the performance of local
government unit and 3 percent say they are Very Dissatisfied while 24 percent of the
respondents say they are Undecided. It should be noted that level of satisfaction is based on
respondents’ individual belief or opinion and defining it, even qualitatively, is rather
difficult. Nevertheless, the different levels of satisfaction provide scaling of the preference
or degree of agreement among respondents.

Analysis of the previously discussed hypotheses can provide evidence in the existence of
clientelism and political patronage in ARMM. For example, do respondents who strongly
support their patrons (i.e. local executives) also receive more benefits than people who do
not? If this is the case, then there is an indication that clientelistic relationships exist in
ARMM. The analysis also offers valuable insights on how certain attributes (e.g. education,
employment, gender, etc.) of the respondents affect their level of benefits, access,
responsiveness and satisfaction from local government in their locality7. Moreover, the
results paint a picture of the political dynamics in ARMM and identify who benefits most
from the goods and services provided by local government units.
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Table 6.9 Cross-tabulation of Satisfaction and Level of Support
H o w s a tis fie d are y o u
w ith th e p r e s e n t
a d m in is tr a tio n o f th e
lo c a l g o v e r n m e n t u n it?

T o w h a t e x te n t d id y o u su p p o r t in th e la st e le c tio n th e
cu rren t lo c a l g o v e r n m e n t o ffic ia ls?

Not
Supported

Did Not
Participate

Little
Support

Somewhat
Supported

Strongly
Supported

Very Dissatisfied

18

23

21

24

28

Somewhat Dissatisfied

59

42

116

114

67

Undecided

81

118

222

324

193

Somewhat Satisfied

44

90

121

872

597

Very Satisfied

20

16

29

162

587

T o ta l

T o ta l
114

(3%)
398

(10%)
938

(24%)
1,724

(43%)
814

(20%)

222

287

506

1,483

1,467

3 ,9 8 8

(6%)

(7%)

(13%)

(37%)

(37%)

(100%)

Method ofAnalysis

Ordered Logit Model (OLM) is used in the econometric analysis of survey data —a type of
ordinal regression model commonly used in social sciences, management research, and
biometric studies. OLM is generally utilised when the analysis involves categorical variables
such as level of agreement ranging from strongly disagree up to strongly agree. It is the
most appropriate statistical technique since many of the variables used in the analysis are
ordinal in nature or ranked from low to high, and where the distance between adjacent
categories is ambiguous but the order of the categories is important.132 OLM is an
extension of the basic logistic regression.

McKelvey and Zaviona (1975) and McCullagh (1980) were the first to introduce the ordinal
regression model —also called proportional odds model,\ the parallel regression model, or the grouped
continuous model — to address variables involving categories or whose order or ranking is
important to the analysis. The OLM is normally employed in analysis of survey data where
respondents are asked to rate certain statements saying whether they strongly agree, agree,
are undecided, disagree, or strongly disagree. These replies are then ranked from 1 to 5
using the Likert scales, where 1 corresponds to strongly disagree and 5 to strongly agree.
Following Long (1997) the OLM can be derived from a measurement of latent variable y *
152 Detailed discussions and treatment o f the methodology are found in Long (1997) and Tutz
(2012).
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ranging from —go and +°o that is subsequently mapped into an observed variable y. Since y
provides incomplete information about the underlying y * it can be expressed in the
following equation:

y i = m ifr m_! < y* < rmfor m = 1 to ]

(6.1)

where t 's are called the cut points or thresholds and the categories 1 and / are defined by openended intervals with T0 = —00 and Ty = +°o. If J = 2, the OLM is identical to the binary
regression model. The mapping of latent variable y * into the observed variable y can is
illustrated in the following figure:

T3

t2

+1

-0 0

+00

<r

<

*

>y

The first line indicates the latent variables y * that cannot be observed, while the dashed
second line is the observable y taken from survey or other measurements that require
ranking or where the order of the variables have an intrinsic meaning, while

T1 ,T2

and T3

are the cutpoints. The following model is applied in testing the hypotheses. I;or example,
in the Benefit Hypothesis answers range from None at all,’ Somewhat Little, Somewhat
Substantial,, and Quite Substantial\ and is represented by the following model:

r 1 = None at all

^1

if r 0 = —go < y* < t1

2 = Somewhat Little
if t1 < y* < r 2
3 = Somewhat Substantial if r 2 < y f < r 3
^ 4 = Quite Substantial
if r 3 < y- < r 4 =

+ go

Here the unobserved latent variable y * is proxied from the observed y that usually
represents the answers of the respondents or some other measurements that are ordinal in
nature. To test the hypotheses the following equation is used using OLM:

benefitsi
indicator f = ^ c e s s ^ 1

\
[ = ßo + ß^upporti + X |5 + £t

satisfactionJ
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(6.3)

where indicator;, represents a vector of four variables used to measure clientelism and
political patronage: benefits, responsiveness, access, and satisfaction. The snpportt represents
the level or intensity of support rendered by respondents during the last election. The
f

vector X j represents a set o f control variables. The control variables have two categories:
one deal with the perception of democracy and corruption, and the other provides details
o f specific characteristics such as the respondent’s age, income, status, and education. Thus,
the four OLM is run using the same explanatory1 variables representing each of the
indicators.

One important assumption of OLM is the proportional odds assumption also known as the
parallel regression assumption. This method assumes that the explanatory variables have the
same effect on the odds, regardless o f the different consecutive splits to the data, for each
category of the model (O’Connell 2006). In the analysis, for example, a change in the level
of support has the same effect on the odds o f getting Somewhat Little benefit versus other
categories of benefits. Brant Test, Score Test and Wald Test are some of the available tools
designed to detect the violation o f parallel regression assumption. In the case where the parallel
regression assumption is violated this implies that the explanatory variables have varying effects
on each category of the dependent variables.

The Brant Test is applied, based on Long and Freese’s (2006) suggestion to check if the
parallel regression assumption is violated. According to Long and Freese, if the assumption does
not hold, then alternative models that do not impose the constraints o f parallel regression
should be considered. They advise that violation of parallel regression assumption is not a
rationale for using ordinär)' least squares regression since the assumptions implied by the
application of OLM to ordinal data are even stronger. In case the parallel regression assumption
is violated, the analysis is supplemented by using the Generalised Ordered Logit Model
(G OLOGIT) that specifically addresses the problem .1” The result o f G O L O G IT analysis
is less restrictive and can be interpreted similarly to that of the binary' logistic model. Put
another way, G O L O G IT model is simply a series o f binar)' logistic model.

153 Williams’ (2006) formulation of GOLOGIT model is used. It is computable and implemented in
STATA statistical application. The GOLOGIT model is similar to a series of binary logistic
regression where each category of the dependent variables is contrasted with every other category.
For instance, if M=4, then for /= 1 category 1 is contrasted with categories 2, 3 and 4; for J—2 the
contrast is between categories 1 and 2 versus 3 and 4; and for /=3, it is categories 1, 2 and 3 versus
category 4.
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Alternative models such as the Ordered Probit Model (OPM) are also viable methods to test
the hypotheses. However, robustness checks such as testing whether the parallel regression
assumption is violated or not, are only available in the OLM. In addition, OLM is supported
by many statistical packages and easily computable compared to the OPM. Nevertheless,
whether or not the OPM or OLM model is used, the results are more or less similar.

6.4 Results

Baseline Results

Before presenting the results, there are some points that need clarification. There are some
missing observations from some variables that are listwise deleted from the estimation. For
example, the Benefits variable had only 35 missing values out of 4,000 responses while the
Revel oj Support variable has no missing value. Most of the missing values are on the control
variables; notably income variable with 18 percent (716 out of 4,000) followed by OFW
variable with 12 percent (459 out of 4,000) missing values. Although this reduces the
number of observation there are still around 2,200 observations for each model, which is
sufficient for the analyses.154 The result of the Likelihood Ratio (LR)

which tests

whether or not at least one of the explanatory variables’ coefficients is not equal to zero in
the model shows that all explanatory variables are statistically different from zero. The
Pseudo R' (i.e. McFadder’s Pseudo R~) is not equivalent with the R' found in OLS regression.
The Pseudo R', also known as “likelihood-ratio index”, simply compares alternative models
with varying numbers of explanatory variables on their predictive powers (Long and Freese
2006). As a rule of thumb, “a McFadder’s Pseudo R~ value between 0.20 up to 0.40 suggest
that the model is an excellent tit” (McFadden 1979:307).

Endogeneity may also affect the results since respondents who support local executives
may have already received prior benefits or there is a pre-existing clientelistic relationship.
However, a lack of instrumental variables to take into account endogeneity may arise,
making it difficult to address the issue. Besides the models simply want to capture whether
a respondent’s support of local executives during election translates to higher benefits and
other personal gains. It should be noted that the level of support happened first (i.e. during
154 In comparison with some studies on related topics using survey data, the number of
observations is less than 1,009. For example, Lindberg and Morrison (2008) had observations of
around 700 while Finan and Schechter (2012) had 200 observations.
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the campaign period and election time) prior to the obtaining of benefits (i.e. after election
when the local executives are elected in office). Put another way, the level of support is the
independent variable that determines whether a respondent obtains higher benefits and not
the other way around. Moreover, control variables are introduced in the analysis to take
into account some omitted variable bias or at least to partially address the endogeneity
problem.

Table 6.10 presents the results of the estimation using the OLM excluding control variables.
The results are presented in odds ratio (OR), which measure the association between
variable of interest (i.e. level of support) and an outcome (i.e. benefits, access,
responsiveness, and satisfaction). It can be interpreted to indicate that an OR = 1 means
the level of support does not affect the odds of an outcome (e.g. level of benefits); an OR >
1 means the level of support is associated with higher odds of an outcome; and an OR < 1
means level of support is associated with odds of an outcome. If the results are presented
in the log-odds format, an OR > 1 is equivalent to a positive log-odds coefficients and an
OR < 1 indicates a negative log-odds coefficients. While OR = 1 signifies a log-odds
coefficient that is almost close to zero.

The cut points (also known as threshold parameters) in the results — analogous to the
constant in standard regression like OLS or panel estimation —are used to differentiate the
adjacent levels of the response variable (i.e. dependent variable). A cut points refer to the
threshold on the latent variable (continuous unobservable phenomena) that results in the
different observed values on the levels of dependent variable used to measure the latent
variable. For example, there are four possible values for Yi (i.e. M = 4) in the benefits Model
- meaning None at all' Somewhat Little, Somewhat Substantial,’ and Quite Substantial —and the cut
points are 0.65, 2.64, and 4.75. Then the following are the values of Y based on the
results: Yt = 1 i f Y* < 0.65; Yt = 2 i f 0.65 < Y* < 2.64; Yt = 3 i f 2.64 < Y* < 4.75; and
Yi = 4 i f Y* > 4.75. At any rate, as Liu and Agresti (2005:3), suggest that the cut points
“are usually nuisance parameters of little interest”.
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Tabic 6.10 Baseline Results o f O rdered Logit Model without Control Variables
D e p e n d e n t V ariables

explanatory vanaDies

Benefits
M odel

R esponse
M odel

A ccess
M odel

Satisfaction
M odel

Focus l Suable
Level o f Support

1

1.62***

***

2.09***

(0.04)

(0. .05)

(0.04)

(0.06)

0.65***

-0.64***

-1.23***

-0 99***

(0.11)

(0.12)

(0.12)

(0.13)

2.64***

1.22***

0.17*

0.72***

(0.12)

(0.11)
2 gy***

(0.11)
I y4***

(0.11)
2.27***

(0.13)

(0.12)

(0.11)

(0.11)

-

4 47***

3.76***

4.45***

(0.13)

(0.12)

(0.13)

N one

N one

N one

N one

Cut Points
1
2
3
4
Control Variables

4.73***

Observations

3,965

3,984

3,992

3,988

Likelihood Ratio f

328.4

649.9

382.2

734.1

Pseudo R2

0.034

0.056

0.034

0.067

Note: Coefficients are reported as odds ratios, *** p<0.01, ** p<0.05, * p<0.1 denotes level o f
significance, and standard errors are in parentheses. For com parison OLS estimations are
presented in the Appendix A.15. The numbers o f observations in the estimations do not add up
to 4,000 due to some missing values.

Results suggest evidence of the existence of clientelistic relationships in ARMM. As
expected, the focus variable (i.e. Level of Support) is positive and statistically significant even
at the 1% level in all four models. Showing that the intensity of support provided by
respondents during the election are rewarded accordingly (i.e. the stronger the level of
support the higher the gains to the respondents). For example, in the Benefits Model the level
of support is associated with higher benefits. Meaning there is an odds ratio of 1.62 in
getting a higher level of benefits if the respondent supported the elected local executives
during the election.

Put another way, respondents who supported the incumbent local executives have 62
percent increase in the odds of getting higher benefits from local government compared to
non-support. The Satisfaction Model has the highest odds ratio of 2.09, signifying that
respondents who supported the elected local executives have a higher level of satisfaction
compared to those respondents that did not. While the Kesponse and the Access Models show
that respondents who supported the elected local executives have a 98 percent increase in
the odds of getting a higher level of responsiveness and a 67 percent increase odds in the
level of access to local government unit.
254

One way of looking at the results in Table 6.10 is to think of it as increasing gains for
respondents depending on the intensity of their support for local executives. For instance,
the Benefits Model indicates that for one unit increase in the level of support (e.g. going from
Somewhat Supported to Strongly Supported) there is an expected increase in the odds ratio of
1.62 of being in a higher level of benefits, given all other variables in the model are held
constant. The Response Model shows this tendency with a higher odds ratio of 1.98, meaning
the higher the level of support the more responsive the local executives have been to the
respondent. The same is also true with the Access Model’ which shows that for every onecategory increase in the level of support the odds ratio of having a higher access increases
by 1.67, all other variables held constant.

Table 6.11 presents the results with the control variables included in the estimations. The
Democracy Control Variables are proxies to measure of the democratic perception of the
respondents. It is based on the agreement or disagreement of respondents to the following
statements:
1. Promotion ofiDemocracy: Is democracy being promoted in ARMM?
2. Practice of Democracy:
Is democracy being practiced in ARMM?
3. Comparison of Democracy: Is the democracy in ARMM different from the rest of the
country?
4. Perception of Corruption: Do you agree or disagree that giving money, things, gifts,
among others to any government official or employee to speed up the processing
of any government transaction is considered as corruption?
In Questions 1, 2, and 3 the respondents are asked to choose whether they Strongly Disagree,
Disagree, Undecided, Somewhat Agree, and Strongly Agree, while in Question 4 the respondents
choose between Disagree, Do Not Know, and Agree. These questions, when taken together,
can provide insights on the respondents’ behaviour or opinion towards democracy and
aversion to corruption. For example, do perceptions of corruption matters in the level of
benefits that respondent receive from local executives? Put another way, do respondents
who consider giving money or gifts to local government officials as a form of corruption
also tend to receive lower benefits?
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Tabic 6.11 Baseline Results o f O rdered Logit Model with Control Variables
D e p e n d e n t Variables
B enefits
M o d el

R esp o n se
M odel

A ccess
M odel

S atisfaction
M odel

Focus I 'ariable
Level o f Support

\ 4 .4 ***

1.70***

1.42***

1 82***

ip***

1.35***

1.50***

1.35***

1.28***

1 21

Democracy Control 1 'ariables
Prom otion o f Democracy

1

Practice o f Democracy

1 .2 0

Comparison o f Democracy

0.91**

0.92*

0.95

0.97

Perception o f Corruption

0.81***

0.93*

1.03

0.93

Age

1 .0 0

1 .0 0

1 .0 0

1 .0 0

G ender (M ale=l)

0.98

1 29***

1.03

Status (M arried=l)

1.09

1.05***
1 13***

1.52***

1.13

Income

1 .0 0

0.98*

0.98***

0.98***

Self-rated Poverty (P o o r= l)

0 .6 6

0.77*

***

***

1 .2 2

***

Respondent-specific Control

***

0 .8 8

0 .8 8

***

0.99

1.05

***

1 .0 2

Em ploym ent (Em ployed=l)

1 .1 0

1 21

Years o f Education

1 .0 1

1 .0 0

Overseas Filipino W orkers

0.90

1.17*

1.18

Members o f H ousehold

1 .0 2

1 .0 2

1 .0 2

*

1.04***

House Ownership (O w n= l)

0.37***

1.40***

2 .0 2

***

1.33**

Household Head (M ale=l)

0.84

0.79***

0.76**

0 .8 6

Lanao del Sur

0.51***

1.42**

0.74**

1.05

Basilan

0.76**

1.08

1 .0 2

0.91

Sulu

0.65***

0.62***

1.04

Tawi-tawi

1.26*

3.19***
1 g7***

0.90

1.08

1

0.63*

0.76**

0.60*

2

2.89***

2.83***

2.27***

0.13
1 91***

3

5.15***

4.63***

3.86***

3.47***

4

-

6.28***

6.09***

5.67***

*

*

*

0.98**
1.15

Provincial Dummy 1

Cut Points

Observations

2,239

2,248

2,250

2,248

Likelihood Ratio y2

363.9

531.8

482.8

525.4

Pseudo R2

0.067

0.082

0.078

0.087

Note: Coefficients are reported as odds ratios and *** p<0.01, ** p<0.05, * p<0.1 denotes level
o f significance. For brevity only the coefficients are presented; the full results in log odds
coefficients that include standard errors can be found in the appendix. For comparison OLS
estimations are presented in the appendix. The num ber o f observations in the estimations does
not add up to 4,000 due to listwise deletion o f missing values.
1 The base province is Maguindanao since it has the biggest land area and the largest population
among the provinces o f ARMM.
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The results show in all models that respondents who believe that democracy are being
promoted and practiced in ARMM tend to get higher benefits, responsiveness, access and
satisfaction from local government. In comparison to the rest o f the country, the kind of
democracy being practiced in ARMM is only significant in the benefits and the Response
Models. This suggests that although respondents believe that democracy is being promoted
and practiced in ARMM. However, it is a kind of democracy that is “quite different” from
the rest o f the country. One explanation for this finding is that people in ARMM may have
a very different perception o f democracy that is detached from the rest o f the country.
Most probably, the respondents perceive a kind o f democracy that is rooted in a traditional
system of government such as Datuism or sultanate.1:0

In the variable Perception of Corruption (i.e. those respondents who believe that giving gifts or
money to public officials is a form o f corruption) the odds ratios is less than one (i.e.
negative log odds) and statistically significant on the Benefits and the Response Models. The
results suggest that those respondents who are more averse to corruption or disagree with
giving gifts to public officials are less likely to get benefits or responses from elected local
executives. That is, in the Benefits Model, an increase in aversion to corruption (e.g. from
Agreeing to Strongly Disagree that giving gifts to public officials to expedite government
transaction are a form of corruption) leads to 19 percent less likely to get benefits keeping
all other variables in the model constant.

The results on respondent-specific control variables vary depending on the model. The age
variable is not significant in all models, suggesting that age does not play any role in
whether a respondent gets higher benefits, and a higher level o f access, receives better
responses, and is more satisfied in the performance of local public officials. It should be
noted that all respondents are o f legal voting age (i.e. 18 years old or more). Put simply, age
is not a determinant whether a person receives more benefits or not —suggesting that age
does not matter in clientelistic relationships.

In the Benefits and the Satisfaction Models, the gender and the status (whether married or
single) o f the respondents are not significant. Interestingly, in the Response and the Access
155 Datuism is a system of traditional governance, introduced in Mindanao in the later part of the
15th century by Shariff Kabunsuan, a Muslim missionary who later ruled a major area of Southern
Mindanao (i.e. present day provinces of Maguindanao, Sultan Kudarat, North Cotabato, South
Cotabato, and Sarangani) and with his descendants established the Sultanate of Maguindanao.
Under Datuism, the Datu (Chief) is deemed the absolute leader and lawgiver. The Datu is akin to a
feudal lord or monarch in Medieval Europe (Mercado 1995).
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Models, gender and status are positive and statistically significant. In the Response Model, men
have higher odds of getting a higher level of responsiveness from local government than
women. The same is also true with married individuals.

In the Access Model, married respondents have higher odds of about 52 percent more likely
to get higher access and level of participation in local governance. These findings suggest
that while gender and status does not matter in the level of benefits and satisfaction, they
are quite important in the responsiveness of local government units as well as the degree of
access to public documents and local decision-making process. This implies that local
governance in ARMM has a gender and status bias with giving preferential treatment to
men and/or married individuals. One possible explanation could be due to cultural
sensitivities where men remain dominant in most public activities as traditions in the region
dictates. In addition, Islamic religion may have played a role too since men and women are
discouraged to mix in most public gathering.

The income variable, as measured by the monthly income of the respondents in pesos, is
not significant in the benefits Model. The result implies that income do not matter in terms
of the amount of benefits respondents receive —meaning whether respondents earn less
than a dollar or a hundred dollar a day have no bearing on the level of benefits they derive
from government.

In the Response, Access, and Satisfaction Models, the income variable is statistically significant
but the odds ratio is less than 1. This suggests that income matters and respondent with
larger incomes tend to have lower odds of getting a higher level of responsiveness, access
and level of satisfaction. Meaning as the respondent’s income increases there is a tendency
for the individual to disengage in clientelism and, consequently, have a lower appreciation
of the performance of local executives. Viewed another way this finding is consistent with
the theory that individuals with larger income are less likely to engage in clientelistic
relationships.

Another plausible reason is that respondent with larger incomes may have higher standard
or demand more from local executives in terms of responsiveness, access, and the delivery
of public goods and sendees. This implies that given the same amount of sendee offered by
local government, wealthy individual will provide a lower rating while poor people will give
higher appreciation. This explanation is consistent with the literature that says as people’s
258

economic standing improves their expectations and demands for a better quality of public
sendee also increases (Lipset 1981; Bilson 1982; Przeworski 2005).

One interesting result is on the variable Self-rated Poverty. It is significant only on the Benefits
and the Response Models with an odds ratio of 0.66 and 0.77, respectively. The results suggest
that respondents, who consider themselves poor, are less likely to get benefits and response
from local government. This is contrary to a common perception that the poor receive
more benefits or obtain preferential treatment by local executives. Instead, the results show
that those respondents, who considered themselves poor, felt being marginalised or
excluded. This is most probably due also to the poor’s lack of capacity to articulate
themselves (i.e. most are illiterate and do not understand government workings) and their
timidity to seek help and assistance from local government that consequently leads to lower
benefits and response. It could also be due to politicians “abandoning” the poor after the
election and then “buy” them back during election time. Evidences from Focus Group
Discussion and from Key Informant Interview tend to support this view. As one key
informant puts it “politician tends to forget the people who voted them in office except for
some influential individual with large followers, usually the elder or leader of large clan, that
politician they regularly compensate to keep their loyalty”.

Another possible explanation could be because the poor live in less accessible areas or farflung places and are out of reach of their local executives. It could simply be that the poor
are really being marginalised and left to fend for themselves in ARMM. There is a caveat in
interpreting these results since poverty is self-rated —meaning given the same amount of
income respondents may rate differently. For example, one respondent may earn a salary of
10,000 pesos and think that he is poor while another respondent earns the same amount
may answer that he is not. A check on the simple relation between Self-rated Poverty and
Income shows a negative correlation of 0.23, suggesting that respondent who rated himself
or herself poor also have a relatively lower income.

The Employment variable (i.e. a dummy whether a respondent is employed or not) matters
only in the Response Model with an odds rado of 1.22, namely, that employed respondents
are more likely to receive higher level of response from local executives than the
unemployed. The same is also true for the Education variable. This indicate that respondent
with more years of schooling get more attention and access to local government. However,
in the Satisfaction Model the Education variable has an odds ratio of 0.98 suggesting that
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respondents with higher education are less likely to be satisfied with the performance of
local executives. The finding implies that respondents with higher education tend to have
higher criterion in judging the performance of local executives.

Another interesting result is on House Ownership that serves as proxy whether the
respondent is a native or long-term resident. The variable intends to capture whether
clientelistic relationships are more prevalent among native residents, since respondent who
owns his or her own house is likely, to be a long-term resident of the area The results show
in all models that respondents who owned their house are more likely to enjoy higher
benefits, responses, access and satisfaction from local government units. This implies that
clientelistic relationship is more pronounced with native residents. This finding supports
the widely held view that clientelistic relationships in ARMM are drawn along existing ties,
usually with permanent residents, which have been established through the years.

The coefficients of the Provincial Dummy, which represents the five provinces of ARMM,
can be thought of as the ranking of the response variables (i.e. benefits, responsiveness, access,
and satisfaction) when all other variables in the models are set to zero. This simply means
that on average, what the respondent receives in terms of benefits, responsiveness, access, and
satisfaction if the respondent belongs to that province. Maguindanao is the base or reference
province (i.e. it has an odds ratio value of 1). For example, in the Benefits Model the
estimated coefficient for the first provincial dummy variable (i.e. Lanao del Sur province) is
0.51 and statistically significant. This indicates that on average the benefits in the province
of Lanao del Sur smaller compared to all other provinces in ARMM. The ranking of the
provinces in terms of average benefits received by the respondent can be presented as
follows:

T a w i - t a w i s Maguindanao
Basilan s
(OR = 1.26) ^
(0/? = 1.00) ^ (OR = 0.76) ^

Sulu ^ L a n a o del Sur
(OR = 0.65) ^
(OR = 0.51) ■

The ranking implies that, controlling for all other variables, a respondent in Tawi-tawi
derives more benefits from local executives compared to other provinces in ARMM. It also
suggests that respondent from Lanao del Sur is worst-off in terms of benefits from local
executives. This lower average benefit from local government units of respondent from
Lanao del Sur may partly explain why the province has the highest incidence of poverty7in
the country in 2012. Note that that survey was conducted in 2012 and on the same year,
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the province of Lanao del Sur posted the highest poverty incidence of 68.9 percent
compared to the country’s 27.9 percent (Arguillas 2012). Interestingly, the province of
Tawi-tawi, where residents received the highest benefits from local executives on average,
also shows the lowest poverty incidence in ARMM at 20.8 percent.

In the Response Model the order was different as shown in the following ranking:

Suhl ^ T a w i - t a w i ^
(OK=3.19) ^ (OR = 1.87) ^

Lanao del Sur ^
Basilan ^ Maguindanao
(0R = 1A2) ^ (OR = 1.08) ^
(OR = 1.00) '

This suggests that, on average after controlling for all other variables, respondents in the
province of Sulu have a more responsive local executives compared to other provinces.
While the respondents in Maguindanao experience the lowest levels of responsiveness
from local government.

In terms of respondents’ access, as shown in the Access Model, the order of ranking among
provinces differs, namely:

Basilan s Maguindanao
(OR = 1.02) ^
(0R = 1.00) ^

Tawi-tawi s
(OR = 0.90) ^

Lanao del Sur s
Sulu
(OR= 0.74) ^ (0/? = 0.62) ■

Here the province of Basilan provides the highest access while the province of Sulu has the
lowest. While in the Satisfaction Model the results show that respondents in Tawi-tawi have
the highest level of satisfaction while the province of Basilan has the lowest.

The foregoing results reflect certain peculiarities in the local governance and clientelistic
relationships across the five provinces of ARMM that are related to the traits and norms of
each province. As previously mentioned, ARMM is not a homogenous society but rather it
is composed of various tribes with their own language and culture. For example, the result
on the province of Lanao del Sur, shows that respondents in the province tends to exhibit
the lowest benefits, could be due to local executives like mayors and barangay chairperson
who rarely report to their duties and offices. In Lanao del Sur, absenteeism and local
executives residing outside of their area of responsibility7 is very prevalent. Likewise, the
result on the Response Model, where respondents from Sulu have the highest level of
responsiveness from local executives, could be due to Tausug’s characteristic of preserving
and valuing filial ties and coming to each other’s aid in times of need.
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Robustness Check und Sensitivity Analysis

One important assumption of OLM is the proportional odds assumption (POA) also known as
parallel regression assumption. It assumes that the coefficients that describe the relationship
between categories are all the same. For example, in the Benefits Model the relationship
between None A t A ll versus all higher categories are the same as those that describe
Somewhat Little versus all other higher categories. The POA implies that the relationships
between categories are statistically equal, thus, it can be represented by a single set
coefficient (i.e. one model). Violation of the PAO will provide imprecise estimates of the
true relationship between categories of the independent variable(s) and the dependent
variable(s). According to Long and Freese (2006), the parallel regression assumption is
frequently violated. They suggest the use of Generalised Ordered iwgit Model to address the
problem.

There are two statistical tests to determine if the POA is violated. First, the Approximate LR
Test by Wolfe and Gould (1998), which simply compares the log likelihood from different
OLM with those obtained by pooling / —1 binar}7model fitted with Logit Models, making an
adjustment for the correlation between the binar}7 outcomes. The approximate L R test is an
omnibus test that cannot determine whether the coefficients for some variables are
identical across the binar}7 equations while the coefficients for other variables differ (Long
and Freese 2006). Second, the Brant Test (also called Wald test) remedies the shortcoming
of Approximate LR Test by testing the POA for each variable (Brant 1990). The Brant test
calculates a series of binar}7 models for each category and compares the coefficients of
individual variables to determine whether they are different across different models. Then
identifies which among the variables violate the POA.

This study uses the Brant test to detect if the parallel odds assumption is violated and then
implement the Generalised Ordered Logit Model. The Brant test is easily computed for OLM
using a user-written program in Stata (i.e. brant command - a part of the SPost program
written by Long and Freese, 2006).136 In the Generalised Ordered Logit Model, a STATA
command-program written by Williams (2006) called gologit2 is used. The gologit2 is
desirable because it can fit three special cases of a generalized model, namely: the
proportional odds model; the partial proportional odds model; and the logistic regression
156 Details of the SPost package are found in <http://www.indiana.edu/~jslsoc/spost.htm>
(accessed 14 February 2013].
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model. According to Williams, it is less restrictive compared to other models such as the
parallel-lines model and multinomial logistic regression. Moreover, the autofit option
greatly simplifies the process of identifying partial proportional odds models that fit the
data. The results of gologit2 are similar to the series of binary logistic regression and can be
interpreted the same way.

Table 6.12 presents the results of the Brant test showing that the parallel odds assumption is
violated in all models at 1 percent level of significance. These results indicate that there are
varying relationships (i.e. different coefficients) in each category for the response variable —
meaning the coefficients between categories are not statistically the same. For example, the
level of support variable in the Benefits M odeled different coefficients, namely, the coefficient
in the None at A ll versus higher level categories and the coefficient Somewhat Little and all
other categories are not the same. The focus variable (i.e. level of support) violated the parallel
odds assumption and is more pronounced in the Benefits and the Response Models. Other
variables that have violated the assumption are income, promotion of democracy, years of
education, and members of household.

Table 6.12 Results o f B rant T est for Parallel O dds A ssum ption

Dependent Variables
Explanatory Variables

Level o f Support
All Variables

Benefits
Model

Response
Model

Access
Model

Satisfaction
Model

X2

X?

X?

X2

34.71

35.74

12.69

13.26

214.29

256.60

248.80

223.28

Note: For brevity, only the results on the focus variable (i.e. level o f support) are presented.
Full details o f results including all variables are found in the appendix. The Brant test follows
a fi2 distribution and the results are statistically significant at the 1 percent level.

Table 6.13 presents the Benefits Model that shows that increasing level of support is
associated with increasing level of benefits. That is, the stronger the level of support (e.g.
from Somewhat Supported to Strongly Supported) the higher the levels of benefits. This is shown
in the second column j > 1 (i.e. None at All) when contrasted with categories 2, 3, and 4 (i.e.
Somewhat Little, Somewhat Substantial, and Quite Substantial). The third column j > 2 means
categories 1 and 2 are contrasted with categories 3 and 4, and so on. The increasing
coefficients suggest that the higher the values of the focus variables (i.e. Level of Support) the
more likely the respondent will be in a higher category of benefits. Put another way, the
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stronger the support o f the respondent for the elected local executives, the m ore benefits
the respondent obtains from local governm ent.

Table 6.13 GO LOGIT Results for the Benefits Model
Dependent Variable: Level of Benefits

None at all

Somewhat Uttle

Somewhat Substantial

(y > i )

(y > 2 )

(y>3)

1.25***

| yy***

2 .47***

(0.06)

(0.10)

(0.39)

1.01

0.0 2 * * *

0.0 1 * * *

(0.47)

(0.01)

(0.0 0 1 )

Control Variables

YES

YES

YES

Observations

2239

Likelihood Ratio

5 8 6 .9

Focus Variable

Level of Support
Constant

Pseudo R2
0 .1 0
Notes: Coefficients are reported as odds ratios and *** p<0.01, ** p<0.05, * p<0.1 denotes level of
significance and standard errors are in parentheses. For brevity, only the coefficients and standard
error of the focus variable are presented. Numbers of observations in the estimations do not add up
to 4,000 due to listwise deletion of missing values.

Table 6.14 presents G O L O G IT results for the Response Model The results also indicate
increasing odds ratios for every7 higher level o f outcom e. This m eans the higher your level
o f support the greater the response you receive from local executives. O ne probable
explanation, as to why elected local executives (i.e. patron) tend to provide higher level o f
response to those respondents (i.e. clients) w ho supported them , is due to the wellestablished netw orks and m eans o f reaching each other. F or example, client can visit their
patron at hom e or reach them by phone in times o f needs.

In ARMM, im portant m atters are usually discussed in the hom es o f local executives. This is
why m ost politicians in the region have large houses so they can accom m odate many
people. Regular office hours, where residents can visit their public officials in governm ent
offices, are often seen in relatively urban areas like Marawi, Lamitan, and Jolo. Even in
these places, im portant m atters are often discussed in the hom es o f local executives. In
other w ords, if you w ant to get things done in ARM M you have to visit the hom e o f public
officials to show your respect to his or her authority. This practice is a continuation o f old
tradition, wherein if residents need som ething from the traditional leaders they have to visit
the hom es o f the Sultan or Datu.
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Table 6.14 GO LOGIT Results for the Response Model
____ Dependent Variable: Level of Responsiveness
Never
Responsive

Rarely
Responsive

Sometimes
Responsive

Often
Responsive

(y > i)

(y>2)

(y>3)

(y > 4)

1.25***

1.54***

i gj***

2.38***

(0.13)

(0.07)

(0.09)

(0.22)

6.49

0.05***

0.01***

0.01***

(6.93)

(0.02)

(0.004)

(0.001)

Control Variables

YES

YES

YES

YES

Observations

2,248

Likelihood Ratio %2

769.4

Focus Variable

Level of Support
Constant

0.118
Pseudo R2
Notes: Coefficients are reported as odds ratios and *** p<0.01, ** p<0.05, * p<0.1 denotes level of
significance and standard errors are in parentheses. Numbers of observations in the estimations do
not add up to 4,000 due to listwise deletion of missing values.

Table 6.15 presents the results o f Access Model, which closely resem ble previous m odels but
the increase in the m agnitude o f the coefficients is not as big. The smaller increase in the
coefficients in each level o f categories could be due to the nature o f the dependent variable,
which measures the absence or presence o f access to governm ent docum ents and decision
making activities. Unlike in the previous m odels that can be m easured to certain degrees in
the Access Model it simply evaluates the level o f agreement.

Table 6.15 GOLOGIT Results for the Access Model
Dependent Variable: Level of Access

Focus Variable

Strongly
Disagree

Somewhat
Disagree

Undecided

Somewhat
Agree

(y>i)

(y > 2)

(y>3)

(y > 4)

1.35***
1.46***
1.56***
1.04***
(0.12)
(0.07)
(0.06)
(0.12)
Constant
0.91
0.14*
0.04***
0.01***
(0.02)
(0.001)
(0.94)
(0.07)
YES
YES
YES
YES
Control Variables
2,250
Observations
724.9
Likelihood Ratio x 2
0.117
Pseudo R2
Notes: Coefficients are reported as odds ratios and *** p<0.01, ** p<0.05, * p<0.1 denotes level of
significance and standard errors are in parentheses. Numbers of observations in the estimations do
not add up to 4,000 due to listwise deletion of missing values.
Level of Support
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Table 6.16 provides the results for the Satisfaction Model also indicating an increasing odds
ratio for each higher category. This implies that as level of support increases, so too, does
the level of satisfaction derived by the respondent. However, the increase in magnitude of
the coefficients is slightly lower compared to previous models, namely, from 1.46 to 1.94.

Table 6.16 G O L O G IT Results for the Satisfaction M odel
D ep en d en t Variable: Level o f Satisfaction
Focus Variable

Very
D issatisfied

Som ew hat
D issatisfied

U ndecided

Som ew hat
Satisfied

(y>i)

( y > 2)

(y>3)

(y > 4)

1 9 4 ***
1.46***
1.65***
(0.09)
(0.18)
(0.10)
(0.13)
C onstant
3.17
0.18
0.01***
0.001***
(4.29)
(0.11)
(0.008)
(0.0001)
C ontrol Variables
YES
YES
YES
YES
O bservations
2,248
Likelihood Ratio f
756.5
Pseudo R2
0.125
Notes: *** p<0.01, ** p<0.05, * p<0.1 denotes level o f significance and standard error are in
parentheses. N um bers o f observations in the estimations do not add up to 4,000 due to listwise
deletion o f missing values.

Level o f Support

Figure 6.4 provides a summary of the results in previous tables. The analyses clearly
indicate that level of support is associated with an increasing odds ratio in getting higher
level of outcome (i.e. higher benefits, responsiveness, access, and satisfaction). These
results are in line with the theoretical expectation that as the level of support of the
respondent intensifies; the likelihood that respondent will be getting a higher level of gain
also increases. The four models are interrelated and tend to measure the same clientelistic
relationships that exist between local executives and the respondents. Thus, the results
could also be similar with minor variation in the magnitude of the coefficients.

The biggest jump in odds ratios is in the benefits Model from 1.25 to 2.47 that almost double
the likelihood of getting substantial benefits for an increase level of support. This suggests
local executives compensate their supporters according to their efforts. Those respondents
who spent resources are more likely to receive reimbursement and additional from their
patrons. Comparable increase is also seen in the Response Model from 1.25 to 2.38;
suggesting that local executives are quite responsive to respondents who strongly
supported them during election. In the Access and the Satisfaction Models, the increases in the
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odds ratios are also noticeable, namely, from 1.04 to 1.56 and from 1.46 to 1.94,
respectively.

Figure 6.4 Estimated Odds Ratios of the Four Models
3
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Figure 6.5 shows most of the respondents replied that they supported the elected local
execudves. Around 36.8 percent of the respondents answered they Strongly Supported, 37.5
percent answered they Somewhat Supported, and 12.8 percent said they Supported a Little, while
those who Did N ot Support at A ll and Did Not Participate make up only 12.9 percent of the
total survey respondents. Since the survey was conducted two years into the term of the
elected local executives, it raises the possibility that respondents may have overstated their
level of support. It could be that majority of respondents are poor and probably receiving
benefits from local executives, hence, they will exaggerate their level support and answered
that they strongly supported the elected local executives even if it may not be true.

Another reason could be that the enumerator is related to the local executives. Thus, in
order to avoid offending the enumerator they answered that they did support the elected
local executives. However, the fact that elected local executives won the election means
that majority of the respondents voted them in office. Thus, the result of the survey
showing a majority of respondents supporting the elected local executives is a mere
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reflection of that fact. Nevertheless, the likely over-representation of those who supported
the elected is an issue worth addressing to see if the results are sensitive if the level of
support are given equal representation in the analysis.

Figure 6.5 Frequency Responses on the Different Level of Support

To what extent did you support the elected local government executives in tha last election?

Legend: 1 —Did No/ Support at A ll, 2 = Did No/ Participate; 3 = Supported a \Jttle\
4 — Somewhat Supported', and 5 = Strongly Supported.

To address the issue of skewness of the dataset and to establish the robustness of the
previous results, the survey data is randomised. This is done in such a way that all response
categories of the explanatory variable (i.e. Level of Support) are equally represented. Two
hundred samples are randomly selected from each response category. This reduces the
sample size to 1,000 respondents. However, it removes the skewness of the data and puts
all the response categories on an equal footing (i.e. 200 randomly selected samples for Did
Not Support at All, 200 randomly selected samples for Did Not Participate, and so on). In a
way, randomising the survey data addresses the doubt or inherent bias that respondents
may have exaggerated their level of support.

Table 6.17 shows the estimation results of the OLM using randomly selected samples from
the survey dataset. It shows the coefficients of Level of Support are positive and statistically
significant at the 1% level in all models. Table 6.18 shows the results of the Generalised
Ordered Logit Model, which also indicates a posidve and statistically significant relationship
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for the Level of Support in all models. In terms of the magnitude of the coefficients, the
results of the randomised samples are almost identical with the full model using all
observations in the survey. Such findings remove uncertainty or suspected likely over
representation in the dataset (i.e. large respondents answering they strongly supported
elected local executives). It also reinforce previous findings that even in smaller and
randomised samples the results are robust, thus, providing strong evidence for the
existence of clientelism in ARMM.

Table 6.17 Results o f Ordered Logit Models with Randomised Sample
D ependent Variables
F ocus Variable

Benefits
M odel

R esponse
M odel

A ccess
M odel

Satisfaction
M odel

1.53***

\ A f ***

1.32***

1.51***

(0.09)

(0.09)

(0.08)

(0.09)

Control Variables

YES

YES

YES

YES

Observations

531

532

532

533

Likelihood Ratio f

101.20

126.21

155.22

140.45

Pseudo R2

0.081

0.082

0.101

0.091

Level of Support

Note: Coefficients are reported as odds ratios and *** p<0.01, ** p<0.05, * p<0.1 denotes level of
significance.

Different randomisation of the numbers observation such as selecting 100 or 150 samples
for each response categories of variable of interest (i.e. the level of support) yield the
similar results. These analyses provide strong evidences in the existence of clientelism in
ARMM, where respondents who strongly supported local executives are rewarded
accordingly based on the intensity of their support. These respondents also enjoy higher
level of access and responsiveness from local government, which in turn translates to
greater satisfaction in appraising the performance of local executives.
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Tabic 6.18 Results o f Generalized O rdered Logit Model with Randomised Sample
D e p e n d e n t V a r ia b le s
F o c u s V a ria b le

(Level of Support)

(y>i)

(y>2)

(y>3)

B e n e fits
M od el

R esp on se
M od el

A ccess
M od el

S a tis fa c tio n
M od el

None at all

Never Responsive

Strongly Disagree

Very
Dissatisfied

1.32***

1.11

0.71

0.86

(0.11)

(0.20)

(0.19)

(0.20)

Somewhat brittle

Rarely Responsive

Somewhat
Disagree

Somewhat
Dissatisfied

1.82***

1.37***

1.32***

(0.17)

(0.11)

(0.13)

1.45***
(0.102)

Somewhat
Substantial

Sometimes
Responsive

Undecided

Undecided

3.48***

1.48***
(0.12)

1.46***
(0.10)

(0.0768)

Often
Responsive

Somewhat
Agree

Somewhat Satisfied

1.72***

1.16*

(0.22)

(0.11)

1.35***
(0.0900)

YES

YES

YES

YES

531

532

532

533

(1.13)

--

(y > 4)

Control
Variables
Observations
Likelihood Ratio f

191.74

245.12

304.91

264.58

d f= 60

d f — 80

d f — 80

d f — 80

0.154

0.159

0.198

0.171

Pseudo R2

Notes: Coefficients are reported as odds ratios and *** p<0.01, ** p<0.05, * p<0.1 denotes level of
significance.

6.5 Key Informant Interviews and Focus Group D iscu ssion s

The focus of this section is to seek evidences on how clientelistic relationships contribute
to the continuing underdevelopment in ARMM. Most of the evidence and discussion is
based on key informant interviews (KI1) and focus group discussions (FGD). In addition,
salient observations on the historical, political, institutions, and cultural landscape of the
provinces of the region are discussed.

H istorical Roots o f Clientelism

Before the introduction of democracy, there is already a deeply embedded system of
clientelistic relationship based on traditional form of governance in the region. During the
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pre-colonial period, the government in the Muslim Mindanao was based on the sultanate
and the datuism system (i.e. feudal system). The traditional system divided society into the
ruling class and the masses or viewed another way into patrons and clients. For example, in
Maguindanao the immutable bond between datu (local chieftain) and the endatuan (subjects
of the local chieftain) is well-established in their culture. The datu (i.e. patron) provides land
and resources to his endatuan (i.e. clients), who are usually tenants and farmers. In return,
the endatuan pay rent and render political support to the datu. In this relationship, the
endatuan is always beholden to the datu and provides political support whenever the datu
requires it. Similar forms of governance also exist in the rest of the country, prior to the
advent of Spanish Colonial Rule from 1521 to 1898. It was soon replaced by another
clientelistic relationship based on land ownership where the landed elite became the patron
and the peasant population, who are mostly farmers, the clients (Tan 2009).

The introduction of democracy did little to alter the existing clientelisdc relationships in the
region. During the American Colonial Period (1998-1946), when democracy was slowly
being introduced in the Mindanao, the Americans still dealt with powerful sultans and datus.
They did little to change the status quo and political positions were given to influential
families or the local elite. Even after the Americans granted full independence to the
Philippine on 4 july 1946, the habit of dealing and appointing local elite to political position
persisted (Gutierrez et al. 1992; McCoy et al. 1993). For example, in the early 1950s mayors
in Lanao del Sur were still being appointed the ranks of influential families by the president
from (Bentley 1993). Not until the mid-1960s that local elections were actually held in the
province. This policy of dealing with local elites on political matters in the ARMM remains
well entrenched to the present day.

One policy of the American during their occupation of Mindanao was to provide
preferential treatment and avenues for the local elite to further entrench themselves in local
power. When the Americans introduced Western Education, they gave priority to the
children of sultans, datus, and influential families. Thus, most of those who acquired
education were members of the existing local elites. The idea behind this policy was to keep
the traditional leadership intact and to make sure that the local elites will cooperate and
participate in local governance. That once democracy is introduced the Western educated
children of local elites can continue to rule and transition into the modern way of
governing.
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One key informant echoed this sentiment stating, “little had changed since the introduction
of democracy. It was simply a mere change of name, before they were called sultans or
datus, now they are referred to as governors or mayor. But the same system of patronage
and clientelistic relationships exist as before.” Previously, the patron used land, royal
lineage, and wealth as an inducement to establish a clientelistic relationship. With the
advent of democracy, the patron (i.e. local executives) now employs state resources and the
distribution of publicly funded goods and sendees to sustain clientelistic relationship.

The abject poverty and disproportionate distribution of wealth in ARMM also plays a vital
role, not only in strengthening clientelistic relationships but also in making residents more
susceptible to it. By its very nature, clientelism points toward the poverty of the client.
Residents who are poor and uneducated discount their future: they rely on short and
instant gains from clientelistic exchanges instead of more indirect and programmatic
linkages promising uncertain and distant rewards (Kitschelt 2000). According to Stokes
(2009:618), the literature provides two distinct explanations for the link between clientelism
and poverty:

In the first and more common account, poor people value a
handout more highly than do wealthy people; hence, if one is
going to hand out goodies, one will target the poor. In the second
account, the poor are risk averse and hence value more highly a
bag of goodies in hand today than the promise of redistributive
public policy tomorrow.

Promises of good governance and better infrastructure have little appeal to poor residents.
As one key informant puts it, most poor residents are not interested in concrete roads, nice
buildings, and public infrastructure since most of them do not have cars nor have the time
to enjoy these amenities. Only few wealthy people, who have vehicles, time and resources
can enjoy it. To the majority of the poor the most important consideration is to survive
from day to day. Thus, quick monetary gifts and dole out by patrons are always preferred
to future public works and development projects.

Use of State Resources and Internal Revenue Allotmentfor Clientelism

The use of state resources and publicly funded goods and sendees by local executives to
strengthen and sustain clientelistic relationships breeds widespread corruption, misuse of
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local government resources consequently resulting to poor development outcomes. During
the

focus group

discussion, some participants complained about the inequitable

provisioning o f government resources. They report that most projects and development
goes to communities that are close ally o f incumbent local executives.

The poverty alleviation program (i.e. conditional cash transfer called the Pantamd Pamilyang
Filipino Program or 4Ps) ol the central government has also been affected because it is being
used for clientelistic purposes.1" Many participants accuse local executives o f favouritism
as they nominate only the people that are close to them as recipients of the 4Ps program.
As one o f the F G D participant from Maguindanao laments:
There were many qualified and deserving 4Ps recipients but
because they are not close to the local executives that is why they
are excluded from the program. Residents who are better off and
employed are included in the program only because they are
supporters or relatives of local executives. (Translated from Local
Language)
There are stringent checking and verification procedures put in place nationally by the
Departm ent o f Social Welfare and Development (DSWD) to safeguard the 4Ps program
from being misused and abused bv local politicians for their own selfish interest (Dadap
2011; Chaudhury, Friedman, and Onishi 2013). In the case of ARMM, DSWD is a
devolved agency o f the government and the application 41V safeguards are not as stringent
compared to the rest o f the country. Thus, there are more abuses in the program, where
some non-deserving residents managed to be included in the 4Ps Program because o f their
close ties with local executives.

The Internal Revenue Allotment (IRA) further expanded the resources available to local
executives in order to engage in clientelistic relationships.1"8 The 1991 Local Governm ent
Code mandates the sharing of 40 percent o f national internal revenue to local government
units (i.e. provinces, cities, municipalities, and barangays). Its goal is to strengthen local

157 The Pantamd Pamilyang Filipino Program (4Ps) aimed at breaking the vicious cycle of poverty by
providing cash assistance to the poor to alleviate their immediate needs has become a political tool
in most areas in ARMM —the barangay chairman, under the influence of the mayor, is tasked to help
identify and nominate who are deserving recipients of 4Ps. Generally, the barangay chairman will
nominate residents that are closely linked or relatives of the mayor at the expense of poor and
deserving residents.
158 See Hutchcroft (2012) for detailed discussion and analysis of IRA and its impact on Philippines
local politics.
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governance, based on the principle that local executives know more about their area than
the Central government. Thus, they can provide a “more efficient” use of state resources
and tailor the provisioning of public goods and sendees to the needs of their locality.
Unfortunately, weak institutions and a lack of checks and balances in ARMM allow local
executives to use the IRA to further their own political ambitions instead of using it for its
intended purpose. As Hutchcroft (2012:113) observed “For all the celebrated talk of
promoting local autonomy and instituting fiscal decentralisation, the IRA is also very much
a story about the enhanced access of local politicians to patronage resources.”

The IRA is intended for public goods and services and economic development instead it is
being abused and misused by some local executives in ARMM to further their own selfinterest. Results of interviews from KII and FGD in this study reveal that the IRA is being
used for personal aggrandisement and to establish strong clientelistic relationships. For
instance, in the building of a new municipal hall or public infrastructure (e.g. community
hall or basketball court) local executives usually build it on their own land or near their
house. The idea is once their term of office is complete they take possession of the public
infrastructure as their own personal property. This is why multiple municipal halls are
common site in many areas in ARMM. The former local executives who built the municipal
hall often converted it into homes once they are no longer in office. In Maguindanao, for
example, the provincial capitol has moved six times, usually in an area close to the
residence of the newly elected governor. Local executives also use the money from IRA as
dole out to their relatives or supporters in events like weddings, enthronement ceremonies,
and other public functions. It is also common knowledge in the region that local executives
saves IRA funds to be later used during election to buy votes, bribe election officers, and
other illegal acts aimed in influencing the outcome of the electoral process.

Some devolved functions of national line agencies, such as provision of health care or
infrastructure, to local government degenerate due to clientelism. For instance, the Doctor to
the Barrios (Public Rural Doctor), a program by the Department of Flealth (DOH) to assign
doctors to remote and rural areas in the Philippines has little presence in ARMM. Scarcity
of Doctors, security problems, lack of health and medical facilities, remoteness of the areas,
and notably the lack of support from the local government are some of the reasons why
the program rarely reach ARMM. The salaries and expenses of the rural doctors are
supposed to be equally funded by the DOH and the recipient LGU. Sadly, most local
executives do not want to give their share of the funding. Consequently, many doctors —
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including local doctors — avoid working in ARMM. One rural doctor in Lanao del Sur
recounts her experience:

For a year, I did not receive any assistance or funds from the
municipal government, which is supposed to shoulder half of my
salary and expenses. Contributions from the D epartm ent of Health
are not enough and 1 have to spend my own money just to provide
medical care to the residents. I have to solicit from the Philippine
Charity Sweepstakes Office and other charitable institutions to
help donate medicines and health materials. When help finally
arrived, the municipal mayor demanded that he should be the one
to distribute the medicines and health materials, so he can give
them to his supporters and relatives.iy)

Another instance where state resources are used for clientelism is in the distribution o f the
Philhealth Indigent Program (PIP).1611Local executives are tasked to identify deserving poor
residents in their communities for public health insurance. These local executives only
nominate their supporters and relatives to the program, leaving indigent residents without
any means of accessing health care.

Although Philhealth is aware of the modus operandi o f using the PIP Cards for political ends,
they find it difficult to intervene on behalf of the deserving indigent. A key informant tells
a distressing story where Philhealth took charge o f PIP Cards distribution in one
municipality, bypassing the local executive. The local executive in the area vehemently
objected to this, but Philhealth insisted that they should be the one to distribute the PIP
Cards so that deserving families would have their fair share o f public health insurance.
Then the local executive ordered his private army to stage a mock rido and gunfight in the
municipality. The local executive then requested Philhealth officers to leave the
municipality for their safety and to avoid being caught in the crossfire. When Philhealth
officers heard the on-going shooting they had no choice but to run for safety, leaving the
PIP cards to the local executive.

159 This practice is not unique to ARMM. In the province of Bohol, for example, after the
devastating earthquake on 15 October 2013, some local officials insist on taking over the relief
goods brought by NGOs so they can distribute it themselves. See the detail of the story in Matus
and Santos (2013).
160 The Philhealth Indigent Programs is major project of the Philippines Health Insurance
(Philhealth) —a government owned corporation. Its aim is to provide health insurance coverage to
qualified indigents belonging to the lowest 25 percent of the population. It covers hospitalisation
and special packages for facility-based deliveries and newborn screening as well as treatment of
illnesses such as tuberculosis, SARS, avian flu, and A (H1N1).

275

It comes as no surprise, then, that the health indicators in ARMM are the lowest in the
country. The devolution of the local functions of DOH to LGU have resulted in the
deterioration of the health indicators in the region, not only because LGU lacks the
expertise to implement health care programs but they are also reluctant to use their IRA on
activities that do not yield political gains. For example, in 1991 ARMM’s average infant
mortality7 rate was 3.8 percent while the maternal death rate was 1.23 percent; however, by
2009 the average infant mortality was 16.48 percent while the maternal death rate increased
to 3.98 percent (PHS 1991 and 2009).

The consequences of clientelism, such as political patronage and nepodsm, greatly erode
the quality7 and effectiveness of LGUs to deliver reforms or purvey public goods and
services. Since public employees are selected based on their political connection with the
local executive and not on their competence or qualifications, this leads to an inept and
bloated bureaucracy. Many people connected to local executives are appointed to
temporary7 or contractual positions within the government offices. A problem soon arises
on how to pay the salaries of these temporary and contractual workers. Local executives
solve the problem by re-aligning funds intended for other uses to pay the salaries (Tanggol
1992). The devoludon of functions further compounds the problem in the region.
According to Ferrer (2010:22), “the devoludon of more powers to local governments
(provinces, municipalities and cities), has also allowed more room for elected local officials
to undertake their own projects and build mini-fiefdoms where the different posts are
occupied by various family members like musical chairs”.

Aside from weak institutions and lack of checks and balances in ARMM, these incidents
occurred due to lack of government ownership among the citizenry7. In most developed
countries, there is an implied responsibility7 as well as a sense of government ownership
among cidzens to protect government institudons from corruption and abuse, thus making
it difficult for erring public officials to stay in office. In ARMM, this is not the case.
Residents in ARMM do not see the existing system of government as their own and,
therefore, it is not their responsibility7 to improve or protect it. As one key informant
shared “people in ARMM still refer to government institutions as Gobemo a Santang (i.e.
Foreign Government), which has usurped the traditional form of government (i.e. sultanate
or datu system). They feel that it is an externally imposed system of government that does
not reflect their ways of life, religion and culture”. It follows that they are not beholden to
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defend or protect government institutions from corruption and abuse. Public officials
abusing and treating government institution like their own personal property is not
something they should be indignant about and see it as perfectly normal. This statement by
a key informant explains why public protest or actions against corruption and abuse of
government institutions in the region are virtually non-existent.

As Gutierrez and Vitug (1996:203) observed “concept of the state is not well-developed in
these areas. That is why people find more security in their clan or in their datus. Thus,
government becomes an alien structure imposed from Manila. Using public funds and
equipment for public use may be seen not as criminal acts, but as the normal and logical
exercise of the authority of the datu or politician in dealing with an alien authority.”

A key informant described how local executives justify their corrupt practices as being the
norm. Some local executives believe that: “they have already purchased voters during the
election and therefore are not bound to serve them; everyone else is doing it; they deserve
to be rewarded for their position; they need to recoup their investment and save some for
future elections; and nobody have ever been punished for corruption charges in ARMM”.
Moreover, even if a local executive wants to come clean, it is difficult to do so because his
or her relatives and supporters want to keep the status quo. A local executive is expected to
dole out cash and provide help lawful or unlawful to his or her relatives and supporters.
Financial gain and maintaining oneself in power is probably one of the most powerful
motivator why local executives behave the way they do.

Grim Political Landscape due to Clientelism

One salient finding that emerged in the KII and FGD is that the malevolent political
landscape in ARMM is partly due to clientelism. First, local political rivalries are usually
drawn

along

clientelistic

relationship

(often

within

close-knit

relations

through

intermarriage and personal relationships, clan and family lines) and not on advocacy or a
platform of governance. Thus, a candidate represents not only himself, but his entire clan
as well. A defeat during election would mean the defeat of the clan he leads. Clan pride and
standing in the community is therefore at stake every election. In a place where words and
honour are valued dearly, it is like a powder keg waiting to explode when rivalries between
political families face-off every time there is an election.
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Second, the defeat of one clan and the proclamation of the winner do not end the contest.
The winning candidate is now empowered by a monthly cash flow (i.e. IRA) and has
political influence. The winner will do everything at his disposal to make sure that the
losing candidates never pose a political threat again. Put simply, he will eliminate,
extinguish and if possible remove any political influence of the losing clan.161 Usually, the
losing candidate leaves town and his supporters or clients can join either the winner or left
to fend for themselves.

Electoral contests in the region go beyond mere voting. What is at stake in every7election is
not only the privilege to hold office for three years but the future of the entire clan, their
honour, and their prosperity. It is neither hard nor far-fetched to imagine then that
candidates are willing to sacrifice lives, massacre their opponents, bribe their way into
office, or use any means at their disposal to win office. This is a perfectly rational decision
since the loss of a few lives would lead to the enjoyment of many. Intimidadon, violence,
and the use of force is the norm in some political contests. Consequently, the need for a
standing private army becomes an essential tool among politicians in the region so they can
perpetuate themselves in power and execute the above-mentioned acts.

As candidates’ face-off during election, violence happens resulting to deaths or bodily harm.
This gives birth to rido or family feud —one of most dreaded curses any clan can endure.
Perhaps no other calamity7 can befall a family worse than rido. A curse that can go on for
generations as one clan is pitted against another in an endless cycle of vendettas and killing.
Rido caused by polidcal rivalry are the most violent and active (Torres III 2007). It has
diverted personal and state resources from productive use and into the purchase of
firearms and other instruments of violence. Rido caused by political rivalries have more
casualties compared to any other form of rido or clan feud. It is often rekindled every7three
years as old wounds begin to resurface during elections and old scores are settled.

Once a community7 is afflicted with rido, most economic activities are affected. Rido
sometimes forced many residents to migrate out of their communities and into various
places in the Philippines - to avoid the fighting and to earn a living (Busran-Lao 2005 and
2006). Future generations are affected too since as they can no longer pursue their
education for fear of retaliation. Men who are usually the breadwinners of the household
161 A good example is the case of political rivalry in the province of Maguindanao between the
Candao Clan and the Ampatuan Clan, see Human Rights Watch (HRW 2010) for details.
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become unemployed and stay at home since men are the target of retaliation while women
assume the role of earning a living for the family (Concepcion et al. 2003). This is one
reason why most arable land in ARMM remains unproductive since farmers are afraid of
tilling their land for fear of being caught in the crossfire between warring clans. Lack of
opportunities and pandemic poverty in ARMM drives local elites to compete over local
elective positions and thereby control a steady source of wealth and power. In most areas
in ARMM, state resources and public employment seems to be the only sources of steady
income and ticket to riches. With the increasing amount of IRA and greater devolution of
powers to LGUs, the squabble among local elites to control local elective positions
intensifies.

Prior to the introduction of IRA in the barangay level, election is peaceful and orderly.
Voting rarely occurs in most villages since nobody is keen on being an official of the
barangay —a government position that does not provide any pecuniar}7 benefits. Generally,
barangay officials arc nominated by village elders chosen from among the most active
residents of the village without any controversy. Regrettably, the introduction of IRA
shattered the peaceful nature of the electoral process in the barangay level. It is now one of
most contested and violent elections in ARMM. Some key informants and FGD
participants shared stories of violent confrontations during a barangay election. The sad part
is most of those who compete know each other or are related by blood since they live in
the same neighbourhood. Sometimes the electoral contest in the barangay is between
cousins, brothers, and even husband and wife —eroding family relations and social fabric of
the community making cooperation for the common good difficult.
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B ox 1. Illustrative C ase o f the M unicipality o f T ugaya, Lanao del Sur

The municipality o f Tugaya is an idyllic town situated between the foot of M ount Gurain and the
resplendent Lake Lanao with a land area of 4,028 hectares. It has a population o f 22,235 based
on 2010 census spread across 23 barangays. The inhabitants o f the town are mostly artisans of
various talents and pursuits. Each barangay of Tugaya specialises in some form of art or craft:
tapestry weaving; metal works; brass and bronze; woodcarving; furniture making; and other
cottage industry that are unique to the place. The products of Tugaya are well known throughout
the country and exported around the world. In 2006, the Philippine Governm ent nominated the
town o f Tugaya to UNESCO as a World Heritage Site because of the skilled craftsmanship of
the people and the beauty o f their indigenous design called Okir (UNESCO 2012).
Unfortunately, the political rivalry to control local government unit brought irreparable damage
and disruption to the town’s socio-economic environment. During the Philippine General
Election of May 2010, the face o f local politics reared its ugly head when violence broke between
competing political families vying for the control the town’s local government. As previously
mentioned that local politics in ARMM are drawn along clan and blood relations (i.e. clientelistic
relationships); supporters fought in an armed confrontation during the election resulting to the
death o f one woman and injuring ten others. Due to the violence, the Commission declared a
failure o f election of election and voting were slated for later date.
However, before the election was held the incumbent mayor and his escorts were ambushed and
killed —allegedly by his political rival (GMA 2010). The aftermath o f the killing resulted to rido or
clan war. Sensing increase violence and armed fighting between rival political families; many
artisans and residents o f Tugaya evacuated to safer areas - some o f them permanently. Some
neighbourhood turned into a ghost town as people migrated, disrupting their livelihood and
leaving behind some o f their properties.
Through violence and intimidation, the alleged mastermind o f the crime won the election and
served as the mayor of Tugaya. Although criminal charges were filed in court against him and his
conspirators, no punitive sanctions or suspension was ever issued by higher authorities.
Empowered by government resources and monthly funds from IRA, the new mayor managed to
fend o ff criminal charges and maintain himself in power. In the recent 13 May 2013 Mid-term
Election, the mayor is again re-elected for a second term in office. To date the municipality of
Tugaya is still under an uneasy atmosphere o f fear and insecurity. The idyllic atmosphere that
once existed is gone, so too are the livelihood o f some residents. Violence could erupt at any
mom ent as aggrieved parties bid their time to take revenge for the death o f their relatives —all in
the name of politics and the control o f local government resources.16“

162 Readers are encouraged to read a documentary report and watch the corresponding video by
foreign observers (KODAO Production) that were present during the election in Tugaya, Lanao del
Sur to appreciate the extent of violence and the problems of local politics in ARMM. Available at
< http:// www.kodao.org/ video/foreign-observers-kodao-reporter-witness-gunfight-tugava-lanaodel-sur> and < https://www.youtube.com/watch?v=yufgKrUwjas> [Accessed 20 May 2013].
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6.6 D isc u ssio n

Unique Politics in A R M M

The kind of clientelistic relationship in ARMM creates a political landscape that is different
from the rest of the country. Culturally, the region was never fully integrated into
mainstream Filipino Society because it was not colonised by Spain. This enables the people
in ARMM to maintain their ways of life, religion, culture, and tradition. Moreover, in a
predominantly Christian country like the Philippines the Muslims o f ARMM find it difficult
to fit into with the rest o f the country. Only after independence in 1946 did the region
became a part o f the national polity. Even then, a special political arrangement is in place to
govern the Muslim Mindanao.

Evidence from the survey reveals that local politics in ARMM is unique. Figure 6.6 shows
that most respondents agree that democracy in the region is different compared to the rest
of the country. When asked whether they agree or disagree that democracy in ARMM is
different compared to the rest o f the country around 34 percent states that they Somewhat
Agree and 32 percent Strongly Agree. Only a minority of 2 percent of respondents reply they
Strongly Disagree while 7 percent say they Disagree, these respondents believe that the kind of
democracy in ARMM is similar to the Philippine. The remaining 25 percent of the
respondents are Undedded.
Figure 6.6 Perception of Democracy in ARMM
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There are various reasons why one fourth of all respondents are undecided on whether
democracy is different or not compared to the rest of the country. One possible reason is
that some respondents have remained all their life within ARMM and, therefore, cannot
compare how democracy is being practiced in other areas of the country7. Another reason
could be because some respondents do not have a firm grasp of the concept of democracy
owing to their lack of formal education, access to media, and public information (e.g. in
some respondents do not have TV, radio, or means of communicating with the outside
word nor do they have access to newspapers or mass media). For instance, during the FGD
some participants, especially those at the barangay level, could not relate to the concept of
autonomy nor do they have a firm grasp of the workings of democracy and local
government.

Information gathered from KII and FGD reveals stringent form of clientelism compared
to the rest of the country. Clientelism exists in one form or another in the country.
However, the kind of clientelistic relationships in ARMM is noticeably more pronounced
and strict. The patron requires strong obedience and loyalty7 from their clients especially
during election or face stern punishment and retribution. Participants of KII and FGD
from different province of ARMM confide that if a resident is receiving benefits and
money from certain politician that resident must make sure to vote and support that
politician. Betrayal of the deal with the politician would mean certain bodily harm that
sometimes results to death.

One participant in Lanao del Sur shared a story7 about a resident who did not vote his
patron, in spite of the fact that he is receiving money, and as a retribution the patron
retaliated by punishing the resident. The resident fled to a safer area outside of the province,
thus, the politician simply took the personal properties and burned the house of the
resident. This kind of sanction is rarely observed in other regions of the Philippines but
quite common in ARMM, particularly in rural areas where the rule of law and security are
lacking.

Elections in ARMM are also markedly different compared to the rest of the country. The
region is often considered by many as the “electoral cheating capital” of the Philippines
because of the widespread and rampant irregularities committed during election (Ager
2012). For example, during the 2004 and 2007 elections the governor of Maguindanao,
Andal Ampatuan Sr., guaranteed the former President Gloria Macapagal Arroyo and her
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senate line-up a m agnificent electoral win, w herein some tow n the form er president w on all
votes cast while her party mates w on via landslide margin. As a reward, the Arroyo
A dm inistration tolerates the illegal activities and wrongdoings o f the A m patuans (Lingao
2013).

In the recent 13 May 2013 M id-term Election, the voting turnout in ARMM was incredibly
higher com pared to the national average. For example, m ost precincts in the region have
m ore than 95 percent voters’ turnout com pared to the national average o f only 77 percent.
A round seventy clustered precincts in ARMM even reported a 100 percent voters’ turnout.
O f the T op 500 precincts with the highest turnout, 74 percent were found in ARMM
(G ozalo 2013).

The region is also considered as an “election h o tsp o t” and the only place in the country
where arm ed personnel from the Philippine N ational Police and the Arm ed Forces o f the
Philippines are deputised to serve as Board o f Election Inspectors instead o f the regular
public school teachers in other areas o f the country (Tandoc and Z am ora 2007). This is to
minimise election related violence and stem failure o f election. Election related violence is a
form o f political violence associated with intim idation, coercion, and physical and
em otional form o f harassm ent that restricts the freedom o f the citizen to express their
political rights during an election.

A nother distinguishing characteristic o f ARM M is the prevalence o f political violence as
epitom ised by the M aguindanao M assacre.163 Political violence takes various forms such as
killings, abductions, terrorism , physical attacks on rallies, hom es, offices and vehicles o f
candidates and their supporters and m any other acts that result to deaths, physical injuries,
and damage to properties (Patino and Velasco 2006). T he num erous private armies being
m aintained by local politicians make potential for political violence m ore likely. A lthough
political violence and private armies exists in other areas o f the Philippines, it is not as
ram pant in ARMM. Pantino and Velasco observed that ARM M consistently register the
highest rate o f political and election related violence in the country. They argue that the
existing political culture in the region coupled with low level o f developm ent coupled with
endem ic poverty is likely contributor to the high level o f violence in the region.

163 See Gutierrez (2000b) for a good discussion on the violence in the region.
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Other contributing factors in higher incidence of violence in the region are the lack of
peace and order, proliferation of loose firearms, a cultural affinity for gun ownership, the
existing conflict, and increasing numbers of entrepreneurs of violence. Gutierrez (2000b)
observed that “entrepreneurs of violence” use coercion, intimidation, assassinations, piracy,
kidnappings, and other forms of violence as a form of social capital to gain money and
respect as well as to allow them to form alliances with other groups and the political
families in the region.

One limitation of this study is the lack of comparable survey data or studies investigating
the same questions from non-ARMM provinces. Thus, it is quite difficult to make a
definitive statement that indeed the kind of politics and clientelistic practices in ARMM is
quite different compared to the rest of the country. There are some studies documenting
the existence of clientelism and political patronage in the country. 164 However, the
approaches of these studies are more analytical in nature and look into the overall politics
in the Philippines and not on specific provinces or regions making direct comparisons
rather difficult.

behaviour o f L o ca l E xecutives

One of the salient finding of the study that keep appearing in almost all KII and FGD is
“why local executives are not keen or motivated to improve and develop their locality”.
This finding somehow relates with the prevailing political landscape in conflict-affected and
poor countries of the world. A casual observation of most poor countries in Africa, Latin
American and even newly democratic states like Iraq and the Afghanistan shows some
evidence that local executives in these countries are not keen in developing their area
(Alence 2004, Looney 2008, UNODC 2012). This question is one of the development
puzzles that can contribute in understanding why poor region like ARMM are difficult to
develop.

With respect to ARMM, the information gathered from KII and FGD suggest many
reasons why local executives are not interested in developing their locality. First, it seems
that local executives can get away with it, namely, they still manage to win the election even
in the absence of reform and development agenda for their locality. This observation is
164 For example, studies by Neher (1985), Lande (2002), Sidel (2004), Quimpo (2005), and
Hutchcroft (2012), among others focus on the overall national politics in the Philippines.
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consistent with Capuno (2007:221) who argued that “elections may not be an effective
accountability measure to promote long-term or possibly even medium-term development
programs”. Put another way, if local executives can get elected under the current system,
then there is no reason to reform or develop the community when there is no need to do
so, namely, why fix something that perfectly works. This implies that the democratic
process designed to weed out non-performing local executives in ARMM is inoperative.

Second, since local executives in ARMM practice clientelistic relationships and it is the one
of the main strategies they use to be elected, then the need for a development platform
may no longer be necessary. In other words, the current strategy based on clientelism is
working perfectly well under the present conditions, so why does it need to be changed.

Third, from a local executive’s point of view it is easier to maintain clientelism under a
poor and underdeveloped society rather than a rich and prosperous one. Thus, if he wants
to continue using clientelistic relationships as strategy to win election, he must maintain
conducive environment for clientelism to exist. That is a poor, uneducated, and
impoverished voter is much more malleable than an educated and affluent one.

Fourth, self-enrichment (e.g. corruption) also plays a major role since local executives have
already expended money and resources during the campaign period and during election
that they need to recoup their investments through siphoning public funds into their own
personal account. For example, one of the key informant states that “politicians already
purchased the votes and bribed their way into office and consequently they are no longer
bound to provide development; to most politicians, local politics is more like business
venture that they invest into during election and reap profits after winning office”.

Fifth, poor electorates do not seem to mind whether local executives are involved with
graft, corruption, or crimes. For example, in the recently concluded Mid-Term Election last
13 May 2013 around 256 poll winners are facing graft and crime cases and 17 already
convicted (PCIJ 2013). Sixth, weak institutions and check and balances may also play a role
why local executives behave the way they do since punitive sanctions rarely prosper. Finally,
there is lack of concerted effort from the constituents to demand good performance and
better delivery of public goods and sendees from their local executives. For example, the
citizens in ARMM lack the sense of ownership of local institutions and, therefore, not keen
on its proper management. Most citizens see the behaviour of local executives in their areas
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as the norm and do not see anything wrong with it. These, among others, are some o f the
reasons why local executives in ARMM are not behaving in the interest o f their
constituents but rather on their own self-interest.

The behaviour of local executives goes against democratic ideals; they are supposed to
work for the welfare and benefit o f the people who elected them in office by delivering
public sendees and developing their area o f responsibility. Explaining this phenom enon
and relating it to the general literature is beyond the scope o f this chapter.165 Thus, it cannot
fully address the question nor provide rigorous treatment o f the issues involved. What
follows is an analytical discussion o f why local executives in ARMM choose one strategy
over another.

Figure 6.7 describes what is happening in the local politics in ARMM. To a local executive
the overriding goal is to stay in power — a goal that trumps all other consideration.
Assuming that there are two strategies available to local executive to stay in power: one is
to reform and develop his locality; and the other to keep the status quo without doing any
reform and development. The former can be called the Ideal Strategy because in a
democratic system a local executive who serves and promotes the welfare o f the majority
will usually get elected in office. The latter can be called the Direct Strateg since it is the
strategy most often used by local executives in ARMM —the one they used to get elected in
office in the first place. Under the Direct Strateg, the local executive simply engages in
clientelism and its various forms such as political patronage and vote buying.

These two strategies can be thought o f as the end o f two extremes. O n one end, the ideal
Strateg, the local executive uses the resources o f the government (e.g. IRA) for reform and
development. O n the other, the Direct Strateg, the local executive uses the government
resources for clientelism, maintains a private army to strengthen his or her hold o f the local
populace, engages in self-enrichment, and keep the status quo. A mixture of both in
varying degrees could exist; for example, a local executive can provide token gestures of
reform and development, while at the same time not strive enough to change the status
quo and make sure to keep his constituents poor and dependent. At this point, two related
165 In the literature, there are various political agency models of electoral accountability and analyses
of political behaviour, for example, Barro (1973), Rogoff (1990), Persson and Tabellini (2002),
Padro-i-Miquel (2007), and Robinson and Verdier (2013). In the Philippines, the work of Capuno et
al., (2012) on the effects of yardstick competition on local government fiscal behaviour and that of
Solon, Fabella and Capuno (2009) on whether local development is good politics relevant to the
issue being discussed.
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questions arise: first, what motivates a local executive to choose one strategy over the other;
and second, under what local conditions is a given strategy most likely to occur.

Figure 6.7 Strategies to Stay in Power
( ^ L o c a l E x ecu tive^ )

GOAL: TO STAY IN POWER

Top Policy Intervention:

d

How to design rules that
will motivate local

Ideal Strategy

executive to choose the
ideal strategy?

Help and serve the people
(Reform and developm ent)

Clientelism and Patronage
(Keep the Status Quo)

Other Motivations:
Recognitions and
Idealism

Self-enrichm ent and keep

G ood C o n d itio n s

Other Motivations:
family in pow er

P o o r C o n d itio n s

1. Strong local institutions

1. Weak local institutions

2. High HDI

2. Low HDI

3. Large Middle Class

3. High Incidence of Poverty

4. Well Educated Voters

4. Low education

5. High per capita income

5. Low per capita income

6. Peaceful

6. Conflict area

Bottom Policy
Intervention: How to
elect local executive that
will choose the ideal
strategy under poor
conditions?

The two strategies all occur under democratic system.
IDEAL DEMOCRACY

DEMOCRATIC DEFICIT

The reasons why a local executive will choose one strategy over the other may depend on
the resources available to him and the existing social conditions that he operates. In the
case o f the Philippines, Direct Strategy seems to be often associated with traditional
politicians, referred to as Trapos (literally means dirty rags). These Trapos generally belong to
political dynasty and local elites who have already entrenched themselves in local politics
for many years. They already have the well-established network o f political agents and
intermediaries to sustain clientelistic relationships with voters that they rely on to win
election. This implies that use of Direct Strategy to stay in power or get public elected in
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office could be path-dependent. Thus, aspiring local executive, belonging to a political
dynasty, is most likely to use the political infrastructure of his families and pursue
clientelistic relationship. This is a logical course of action, besides it is time tested and a
winning strategy for his families. Moreover, if a local executive is risk-adverse and given a
choice between the Ideal Strategy, of which he is unsure whether it will work or not, and that
of the Direct Strategy, which proven to be effective in being elected in public office, he is
most likely to chose the latter.

In addition, a local executive, who uses the Direct Strategy, may be motivated by other
considerations. Foremost among them is keeping public offices within the family and self
enrichment. Once a local executive chooses this strategy, he is unlikely to implement
neither reform nor develop his locality. First, government resources are limited. Either he
can use public funds (e.g. IRA) to help his constituents and develop his locality or he can
use the same to establish clientelistic relationship and enrich himself. Flowever, he cannot
have both —meaning a local executive “can’t have his cake and eat it too”.

Second, it takes money, family connections, and lots of effort to establish clientelistic
relationships and network of political agents. It also requires the local executive and his
family to invest substantial resources in establishing political machineries that may take
several years to build. To recoup their investments they turn to public funds and embezzle
government resources. For them to sustain their political machineries they need to keep
using the same strategies repeatedly.

The use of Ideal Strategy, in contrast, is associated with local executives who are often not
member of any political dynasty. For example, Jesse Robredo of Naga City, Grace Padaca
of Isabela Province, and Eddie Panlilio of Pampanga Province were known reformers of
their respective communities and have earned recognitions for good governance. Local
executives who reform and develop their locality are often referred to in Philippine politics
as Guapos (literally means handsome) — a short acronym for Genuine Politicians. These
local executive are often highly educated, young, and idealistic with working experience
from the private sector and usually not member of political dynasty (Capuno 2007). In the
absence of data or empirical evidence it is difficult know what really motivates local
executives to adopt the Ideal Strategy other than these local executive are genuinely dedicated
to public sendee and improving the lives of their constituents.
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Most o f the Guapos are found in urban areas or well-developed localities where the income
per capita is high and majority o f the residents have higher education. Anecdotal evidence
suggests that the qualifications o f local executives in urban areas in term o f experiences,
technical skills, and education are much better than in rural areas. For example, most local
executives in Metro Manila, Cebu, and Davao are well educated and with many years of
working experience, some are lawyers, doctors, and former managers o f corporation while
those in rural areas do not possess the same level of qualifications. This observation is
consistent with finding in the literature that modernisation, increasing level of development,
and higher education tends to inhibit clientelism (Kitschelt and Wilkinson 2007; Hicken

2011).

The existing local conditions exert considerable influence on the choice o f strategy for local
executive in his attempt to stay in power. In a society7 where good conditions exist (i.e.
there are strong local institutions, H DI are high, there is a well educated middle class, per
capita income is high, and relatively peaceful) the Ideal Strategy is the most appropriate
course of action for local execudve. For one, strong institutions in place in such a society
deter would be local executive to engage in irregularities (i.e. adopt the Direct Strategy)
because he is most likely to be held accountable and will be prosecuted for it.

Another reason is that an educated and relatively prosperous resident is less susceptible to
clientelistic relationships or vote buying. These attributes are normally found in developed
countries or in urban areas o f developing countries. However, in areas with poor
conditions (e.g. those that exist in ARMM) the Direct Strategy seems to be best course of
action. With majority7 o f the citizens being poor and less educated, they are more amenable
to clientelism. In addition, the weak institutions enable local executive to act with impunity7
without fear of being punished.

It can be argued that the choice of strategy by local executive is endogenous to the
conditions o f society.166 A local executive will select a strategy that is most appropriate
given the existing realities in his community. It so happen that in poor and underdeveloped
areas like ARMM the Direct Strategy may be the most logical course o f action. Such
behaviour creates a vicious cycles of underdevelopment, wherein local executive who is
supposed to improve the lives o f his constituents are not motivated to do so.
166 This relates to finding by Hall and )ones (1999) and Acemoglu, Johnson, and Robinson (2001)
that factor accumulation and policy as endogenous to the institutional structure of society.
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This could be one o f the reasons why political dynasties, underdevelopment, inequality, and
clientelism goes hand in hand and so persistent in poor areas like ARMM. This observation
is consistent with Robinson and Verdier (2013) who found that clientelism and inefficient
distribution becomes relatively attractive political strategy in areas with high inequality and
low level o f productivity. Lande (2002) observed that in the Philippines political clientelism
is a function o f poverty and underdevelopment. Keefer (2005) found evidence that in
younger democracies politicians have less time to establish reputations o f credible public
good delivery, and are therefore more likely to engage in clientelistic voter targeting. Even
the term limits prescribed by the 1987 Constitution to curb political dynasties in the
country proved ineffective because it did not change the underlying source o f dynastic
power (Querubin 2010; 2011).

Bustikova and Corduneanu-Huci (2011) investigated the cross-national variation o f political
clientelism and found that economic wealth is a strong predictor o f clientelism, especially in
developing countries. They observed that at a certain threshold income (i.e. 14,000 USD
per capita at 1990 prices), clientelistic relationship becomes a relatively unattractive
undertaking and a lower G D P per capita income is associated with higher levels of
clientelism.16 Moreover, Przeworski (2005) found that poor areas with less educated voters
suffer from democratic deficit and face a grave risk o f elite capture.

Therefore, the first challenge o f developing areas like ARMM, given that local executive in
poor areas is most likely to engage in clientelistic relationship than develop their locality, is
how to create an environment or conditions that will force or at least convince local
executive to choose the Ideal Strategy. The second challenge is how to ensure that residents
or voters will elect a local executive that will implement the Ideal Strategy. Clearly, the
existing democratic process and institutional arrangements in ARMM is not enough to
force local executives to choose the Ideal Strategy. Although there are many laws and
regulations that promote good governance and stop local executive from engaging in
corruption or irregularities, most of them are ineffective. Partly due to weak institutions
and lack o f political will from people tasked to implement those laws.

167 This does not mean, however, that political clientelism and patronage cannot exist in developed
economies - to certain extent it does in one form or another. For example, according to Scheiner
(2006:64) the dominance of the Liberal Democratic Party in Japan is due primarily to clientelism;
that is “clientelism plays front and centre in the Japanese political system, and clientelism lies at the
core of Japanese opposition failure”.

290

Ensuring or convincing voters in ARMM to elect local executives that will implement
reform and development (i.e. choose the Ideal Strategy) is quite difficult. Eor one, the
existence of deeply embedded clientelistic relationships and polidcal patronage makes
electoral reforms or voters’ education ineffective. Ever}' elecdon there are many NGOs
such as the Parish Pastoral Council for Responsible Voting (PPCRV) and the Citizens
Consortium on ARMM Reforms in Election (C-CARE) advocating electoral reform, voters’
education, and responsible voting. Unfortunately, their efforts made little gain in changing
the political landscape of the region. The same old local executives that were in power
before election are still the same people that hold offices after election.

Perhaps only when the voters in ARMM reached a certain level of income, educadon, and
political maturity, comparable to those exisdng in developed countries, can they truly elect
local execudves that will implement reform and development. Unfortunately, under the
current institutional arrangement most development agenda or programs in ARMM have
to involve the existing local execudves. It is their job as a representative of the people to
deliver socio-economic development in their respective communities. However, as found
in the key informant interviews and the focus group discussions, local execudves in ARMM
are not motivated to develop their communities. This led to the realisation why socio
economic development in ARMM is an intractable problem and why the region remained
poor. Because the very people tasked to develop ARMM are, also the same people who will
be under threat once the region becomes prosperous and its residents achieve a higher
socio-economic standing. Logically, local executives in the region do not want that to
happen.

This realisation relates to Robinson’s (2008) argument that the equilibrium institutions of
society are the outcome of political process that may be highly persistent and path
dependent. That in spite of interventions by external actors, such as aid agencies, World
Bank, IMF, and others, would seem to have little effective in addressing underdevelopment
or improving institutions. Since such interventions do not change nor alter the existing
distribution of power within society. The elites still hold most of the polidcal power and
can manipulate reforms and development programs to further their own political interest.

Are the pre-existing poor conditions in society the root cause of clientelism or was it
clientelism that created the poor conditions in society? It is quite difficult to disentangle the
line of causality between the two. In the case of ARMM, as previously discussed, prior to
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the introduction of democracy and local elections in the early 1960s the region was
relatively poor and underdeveloped. The traditional form of governance based on sultanate
and datuism, which is clientelistic in nature, persisted under democracy. Moreover, the poor
conditions during those times provide a contributor)7 environment for clientelism to
flourish and allowed local elites another mechanism of control and layer of legitimacy. In
fact, most of the political dynasties existing in ARMM during the early days of democracy
that continued to these days are descendants of sultans and datus. It can be argued that
clientelistic practices long existed in ARMM even before the introduction of democracy.
Thus, the clientelism was there all along and the poor conditions in ARMM was an
enabling factor that allow local executives and political dynasties to further entrench
themselves in power. And once they are strongly established in local politics, they want to
maintain the poor conditions of society to maintain their hold on power and keep their
poor constituents dependent to them.

Policy Implications

In ARMM, the existing paradigm among stakeholders (e.g. central government, civic
societies, and foreign donors) is to strengthen democracy through electoral reforms and
stringent accountability of local government units. This approach is based on the principle
that people will elect local executives who are more responsive to their needs and get rid of
those who are not. Since people have the power to remove corrupt and non-performing
local executives, every election this will lead to better polity7 and more responsive local
government unit, eventually to development and economic prosperity.168

Unfortunately, this approach is rather untenable considering the existing clientelism and
weak institutions in the region. It is highly unlikely that the problem of damaged polity can
be cured by the very7 system that brought it to existence in the first place. Put simply, the
electoral system in the region elects the current local executives into office. To assume that
the same electoral system will be able to remove them in office is rather an exercise in
futility. Since ARMM was established, eight local, seven regional, and six barangay elections
were held. No other place in the country7 have more elections than ARMM. And ever)7

168 Ross (2006) found that democracy might not be good for the poor. Although democracies
spend more money on education and health than non-democracies, the benefits seem to accrue to
middle- and upper-income groups largely bypassing the poor.
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election civic societies and reform groups are vigorously campaigning for responsible
voting and voter’s education, but still the political landscape of ARMM remains the same.
The existing conflict and lawlessness in the region further compounds the problem as
competing candidates use violence and intimidation to influence the outcome of the
election. A phenomenon similar to what is seen in poor African countries, where
democracy does not enhance the prospect of internal peace, but rather increases political
violence when weak states does not produce accountable and legitimate government
(Collier 2009; Norris 2012).

The findings of this study suggest that electoral reforms such as ‘cleaning’ the list of voters,
automation of election and voters’ education are less likely to be effective in curbing
clientelism nor will it result in an improved polity. First, electoral reforms do not
fundamentally change the existing relationship between patrons and clients. Poor clients
are still dependent and beholden to their patron. Second, automation of election may
reduce the incidence of cheating. The majority of poor voters will still prefer instant
pecuniar)7benefits from their patron rather than vote based on the platform of governance.
In some instance, it makes cheating even quicker. During the 2013 automated local
elections in ARMM, for example, some of the ballots were pre-shaded by dominant
candidate before they hand it over to voters. According to C-CARE, poll fraud in the
ARMM is shifting from the counting, where tally of votes are being manipulated, to voting,
where ballots are already pre-shaded by candidate (PCIJ 2013).

Third, almost all candidates in the region still rely on the four Gs of power (i.e. Gold, Guns,
Goons, and Genealogy) for political success. As key informant relates, even in a clean
election, the kind of local politics in the region will not significantly improve since there are
neither alternatives nor progressive candidates who are brave and politically strong enough
to challenge the ruling traditional politicians. Finally, if electoral reforms, that were
religiously being promoted by NGOs (e.g. by Parish Pastoral Council for Responsible
Voting and NAMFREL) ever)7election, were effective in bringing political change, curbing
clientelism, or decreasing political dynasties in ARMM it would have already made some
advancement. However, the opposite seems to happen political dynasties: proliferate,
clientelism continues, and the political landscape in ARMM remains the same.

Secret balloting or voting touted to cure clientelism is also ineffective. As Stokes (2005)
observes, a patron’s operatives (i.e. political brokers) are deeply embedded in the client’s
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social networks and can infer individual vote effectively circumventing the secrecy o f the
ballot. In the case of ARMM, the monitoring of the voting behaviour o f electors is more
flagrant. As revealed by in the FGD s, in some areas voters are asked to form a queue at the
polling station, each line representing the candidate they support, and then the ballot will
be distributed accordingly.

Another modus operandi is for political brokers to place “watchers” in the voting precinct.
Their job is to represent their candidates, observe the conduct o f the election, and report
any illegal activities among others.169 These “watchers” literally check every single ballot of
voters (i.e. clients) under their payroll. Sometimes the voter will bring the ballot to the
candidate’s intermediary, who will fill up the ballot and then release the money to the voter.
In some places, where the patron has political hegemony, the election is conducted in the
municipal hall or house o f the politician. The ballots are filled in and proclamation papers
are completed signed by designated authorities.

Ensuring accountability and transparency o f public officials in ARMM is an intractable
problem .1 " First, corruption charges against erring public officials rarely succeed. Second,
government institutions tasked to curb corruption, such as the Office o f the Ombudsman
and the Commission on Audit (COA), are passive actors and do not rigorously pursue
corruption charges. In addition, some o f the officers in these anti-graft institutions are
afraid o f retaliation from public officials (Guderrez 2000a).

Andal Ampatuan Sr., for example, was almost untouchable during his time as political
kingpin of Maguindanao from 1998 to 2009 because o f his large private army and close ties
with national leaders, especially with the Arroyo Administration. N ot until his arrest, for
allegedly masterminding the Maguindanao Massacre in 23 N ovem ber 2009 that resulted to
the death o f 58 people, was he ever brought to court.1 1 During Andal z\mpatuan Sr. reign,
anti-graft officers are afraid to file corruption charges against him. Auditors from COA are
also reluctant to report graft and corruption or misappropriation of public funds for fear of
retaliation while others simply collude with Amptuan Sr. Corruption in some COA, led
some key informants to suggest that the Commission on Audit should be renamed
169 Election Watchers are allowed under the Omnibus Election Code that provides in Article XV,
Sec. 178. “Official watchers of candidates - Every registered political party, coalition of political
parties and every independent candidate shall each be entitled to one watcher in every polling
place.”
170 See Coronel (1998; 2000) and Reyes (2009) for some accounts of corruption cases in ARMM.
171 See Human Rights Watch Report (HRW 2010) for details.
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Com m ission “O R ” Audit. These key inform ants are alluding to the fact that some auditors
will approach public officials as to w hether they w ant to give “com m ission” (i.e. share o f
the loot) or do they want to be “audited” .

Breaking the vicious cycle o f clientelism in the region is probably a good step to jum p-start
developm ent and econom ic prosperity. O ne prom inent suggestion from K II and F G D
participants is that local executives can engage and sustain clientelistic relationships because
o f their access and control o f local governm ent resources (e.g. IRA). They recom m end that
severing the control o f local executives to IRA is m ore likely to put an end to clientelistic
practices, eradicate political violence, and rido or clan conflict. T he IRA is akin to a
“resource curse” where funds that are supposed to bring developm ent and econom ic
prosperity instead becom e a source o f poverty and underdevelopm ent. As key inform ant
poignantly states:

If there is no internal revenue allotm ent in elected position, there will
be no killings, no private armies, no violence, no corruption, and no
divisiveness in the com m unity. T he root o f the problem in the region is
the m oney from IRA where local elites will light each other to gain
control. Remove it and all the maladies it brings to the region will cease
to exist.

U nfortunately, rem oving IRA or re-aligning the funds to line agencies o f the governm ent in
ARMM will require amending the existing laws, specifically the 1991 Local G overnm ent
Code. This is unlikely to happen since politicians in m ost part o f the country also rely on
governm ent coffers to sustain their ow n clientelistic netw ork and political patronage.1 2
They will not pass a law that will be detrim ental to their political career. For instance, the
A nti-D ynasty Bill (i.e. Senate Bill N o. 2649) introduced by Senator Miriam Sandago never
passed in the Senate Com m ittee due to lack o f support from fellow senators.1 3 However,
on 20 N ovem ber 2013 a similar and-political dynasty bill passed the C om m ittee on
Suffrage and Fdectoral Reform in the House o f Representative. F or the first time in alm ost
two decades, the anti-political dynasty bill passed the first step toward becom ing a law in a
Congress controlled mostly by political dynasties. It rem ains to be seen w hether it will ever
becom e a law in the near future.

172 See Coronel (1998), Hutchcroft and Rocamora (2003) and Coronel, Chua, and Cruz (2004) for
discussion on political patronage and clientelism in the Philippines.
173 Full details of Senate Bill No. 2649 are available in the official website of the Philippine Senate at
< http://senate.gov.ph/lisdata/1061690911.pdf> [Accessed 20 June 2013).
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However, ARMM can have a different institutional arrangement to suit and address the
existing political and cultural landscape of the region. First, it is an autonomous region with
a charter of its own allowing it to pass laws applicable within its jurisdiction. Second, the
peace agreement between the MILF and the Government allows for the creation of the
Bangsamoro Basic Law that shall govern the new autonomous entity that will replace
ARMM.
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6.7 Summary
This study explores the existence of clientelism in ARMM and its effects on development
outcomes. Robust procedures are utilised to produce conclusive evidences of clientelism.
This is by triangulating information from region wide survey, key informant interviews, and
focus group discussions.

The evidences suggest the existence of clientelism, namely, respondents who supported
local executives either through voting, campaigning, or mobilising resources are well
compensated for their efforts. Statistical analysis using survey data shows that respondents
who lend support to incumbent local executives during elections are more likely to get
higher benefits, access, and response from local government. They also exhibit a higher
level of satisfaction from the performance of local executives. Moreover, the stronger the
level of support by respondents the greater benefits and gains they enjoy from local
government. In contrast, respondents who did not support the incumbent local executives
seem to be neglected and marginalised in local governance.

There is consensus from KIIs and FGDs indicating the exploitative nature and debilitating
effect of clientelism in the development of ARMM. Local executives’ use of state resources
and public funds to sustain clientelistic relationships to stay in power substantially
contributed to poor development outcomes. This perverse relationship resulted not only in
the distorted provisioning of public goods and sendees but also allowed local elites to
further entrench themselves in local politics. The persistence of clientelism in ARMM is
partly due to endemic poverty, historical legacy, culture, and traditions. The weak
institutions and existence of conflict in the region also contributed in perpetuating
clientelistic relationships. Electoral reforms to curb clientelism such as automation of
elections, voter education, and civil society monitoring are ineffective because it does not
fundamentally change the existing relationship between local executives (patrons) and their
supporters (clients).

There were high hopes for ARMM in 1996 when the Government of the Philippines
signed the final peace agreement with the MNLF headed by Nur Misuari. In the 1996 Final
Peace Agreement, the MNLF assumed leadership of ARMM and implemented reforms and
development. The central government and many donor agencies, such as World Bank, OIC,
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AusAID, and USAid, promised numerous development projects and substantial financial
support.

Unfortunately, in spite of the concerted efforts from all stakeholders the desired peace
dividends and development did not materialise. Partly due to elite capture of development
funds and projects that are often used to further political interest. The governorship of Nur
Misuari in ARMM from 1996 to 2002 was beleaguered by traditional politicians, rendering
him unable to implement reforms and improve the socio-economic conditions of the
people. He spent most of his time outside of ARMM and soon assimilated in the corrupt
practices in the region. The high hopes and promised “peace dividends” of the 1996 Final
Peace Agreement were doused by the reality7 that nothing has really changed. Things are as
they were, before and after the peace agreement.

On 15 October 2012, the Framework Agreement on the Bangsamoro (FAB) was signed
between the M1LF and the Government. Hopes are high again, promises of peace
dividends, and faster development in ARMM is in the air. The current mindset of the
negotiating panels (the MILF and the Government), once the peace agreement is finally
concluded, is to have an all-inclusive election to select the new sets of local and regional
executives for the new Bangsamoro Political Entity7 that will replace ARMM. With the
thriving clientelism and existing machineries of political dynasties in the region, the result
of such election is almost predictable. Traditional politicians and political dynasties will
dominate the election and probably occupy most of the elective posts in the new political
entity. Put another way, it is akin to the MILF handing on a silver platter whatever powers
or concessions they received from the central government to the existing political dynasties
in ARMM. And this is legally done through the electoral process which political dynasties
have clear and distinct advantage.

If such occur the peace agreement with the MILF and the Government will succumb to
the same failures suffered by the 1996 Final Peace Agreement with the MNLF. The MILF
will fall into the same trap of elite capture that caused the MNLF to be unsuccessful - its
history repeating itself all over again. No amount of political tweaking can change the fact
that in an election, political dynasties always prevail since the basis of their power remained
intact. Thus, there must be a period of transition, after the conclusion of the peace
agreement with the MILF, to strengthen local institutions, empower people, fortify
democratic processes, and weaken political dynasties. Otherwise, in due time conflict and
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discontent will rise again to fuel future conflicts. A new cycle will start all over again. Just
like, it did after the 1996 Final Peace Agreement.

The main finding being put forward by this study is succinctly summarised by a key
informant, who has more than 20 years of experience in local government sendee in
various capacities —many years as provincial administrator. The key informant states:

What is happening in ARMM is “capdve democracy.” The overriding
objective of local oligarchs in ARMM is to perpetuate themselves in
power. The politico-economic structure and poor stage of development
in the region allows local oligarchs to monopolise political power. They
would not let people to progress or be economically stable because this
will loosen their control over them. It is in their best interest to keep
their community poor and underdeveloped. The poorer and more
uneducated the residents in their locality' the easier they are to control
and manipulate. There's a saying, the best way to control people is to
make them poor. This is exactly the case of ARMM. It is more like a
predatory state where the local oligarch is on the top of the food chain
and the rest of the residents are languishing in poverty.
To a certain extent, the foregoing statement explains why ARMM has the lowest level of
development and abject poverty' is widespread. Clientelism and its many symptoms
continue to gnaw through the very' institutions that are tasked to bring development. It also
induces local elites to maintain the status quo and keep the citizens in abject poverty' so
they can perpetuate themselves in power. In the context of extreme material deprivation
and socio-cultural destitution, residents in ARMM are fettered by the existing political
landscape that they are somehow unable to break free.

Using Acemoglu and Robinson’s (2012) paradigm on extractive political institutions, the
following statement, a rewording of Abraham Lincoln’s famous quote, encapsulates the
kind of local governance in the region. “It is a government off the people, buy the people,
and poor the people, shall not perish from the ARMM.” Therefore, it is imperative that any
policy reform aimed at addressing the underdevelopment and widespread poverty' in the
region have to take into account the pervading extractive local politics in ARMM.
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C hapter 7

Conclusion, Policy Implications, and Further Study

The link between peace and stability on the one hand, and social
and economic growth on the other, is dialectic.
and backwardness cannot m ix in one region.
-

Peace, poverty,

King Hussein I of Jordan

7.1 Key Findings

This study seeks to explain unequal development in the Philippines. It explores the
dynamics of provincial per capita income growth during the period 1985 to 2009 and
investigates its determinants. The study also examines the development dichotomy in
Mindanao where provinces adjacent to each other such as those in Northern Mindanao
achieved rapid socio-economic development, while those in ARMM have languished in
underdevelopment and poverty. Finally, the study probes the role of political clientelism
and its effect on the socio-economic development in ARMM.

Evidence suggests that in recent years spatial income disparities across provinces in the
Philippines are increasing over time and may persist well into the future. From 1985 to
1997, there is evidence of provincial income convergence across provinces. However, from
1997 to 2009, there is no evidence of income convergence while the income dispersions
across provinces are increasing. There is also evidence of income club convergence where
provinces are clustering into high, middle, and low-income groups. And the income gap
between groups is also increasing over time. These differences in income growth translate
to unequal development outcomes across provinces of the Philippines. Some provinces like
those in ARMM are almost economically stagnant with little improvement in per capita
income and socio-economic outcomes. On the other hand, provinces in Northern
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Mindanao achieved rapid income growth resulting in declines in poverty incidence and
better socio-economic outcomes.

Many variables influence provincial per capita income growth in the Philippines. This study
focuses on the role of infrastructure, fertility, and Overseas Filipino Workers (OFW). The
results suggest a varying effect of these variables, depending on whether a province is fast
growing or lagging behind. This means that for a given the same amount of increase in
infrastructure and drop in fertility, lagging provinces tend to benefit more than fast
growing provinces while the effect of OFW’s on per capita income is positive across all
provinces. This indicates that the central government should prioritise lagging provinces in
the provisioning of infrastructure projects. Moreover, the implementation of the
Reproductive Health Law, aimed at providing maternal care and childcare as well as
reducing the rapid population growth of the country, should focus on lagging provinces.
Since poor and lagging provinces in the Philippines have high fertility rate as well as poor
health indicators compared to fast growing and relatively better-off provinces. Thus, by
focusing the scarce resources of the central government on poor and lagging provinces the
objective of the Reproductive Health Law can be maximised and achieved efficiently. On
OFW, the main challenge is still how to convert remittances and skill transfer to sending
provinces in order to promote higher economic growth.

Other variables that have positive influences on per capita income growth are access to
domestic and global markets, the existence of special economic zones, and close proximity
to a highly urbanised area. However, provincial income inequality tends to have a positive
influence only on fast-growing provinces. This could be due to the existence of wealthy
families or rich individuals within the fast-growing provinces that invest and establish
commercial enterprises, which in turn creates employment and livelihood to residents.
Another possibility is that fast-growing provinces could be in the stage of increasing
inequality and higher growth as predicted by the Kuznets Curve. The effect of political
dynasties on economic growth for the most part is negative. Although it is not statistically
significant, which could be a reflection of the diverse nature of political dynasties —where
some are good for growth and others bad. Put simply, it is possible that good and bad
political dynasties tend to cancel out each other in the analysis resulting to being not
statistically significant.
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There are also province-specific stories of economic success. Some provinces manage to
grow faster due to the presence of favourable attributes such as by becoming a major
tourist destination or rich endowment of natural resources that enable a province to
generate substantial local revenues. Natural calamities and geography also have some role
to play. Every year an average of 19 tropical cyclones enter the country’s area of
responsibility. These typhoons often hit the Bicol Region and Eastern Yisayas resulting in
considerable damages to properties, loss of lives, and economic disruption. This in turn
contributes to higher poverty incidence and poor socio-economic outcomes in affected
provinces. On 3 November 2013, for example, Super Typhoon Haiyan (called Typhoon
Yolanda in the Philippines) devastated Eastern Yisayas, notably the province of Leyte and
Tacloban City7. The estimated damage of the typhoon was around 30.8 billion pesos
(around SO.7 billion) with a death toll of more than five thousand people (Peralta 2013).
Incidentally, in 26 November 1912, more than a century ago, Tacloban City was similarly
obliterated by a super typhoon that killed almost half of the city’s population (Diola 2013).
On geography, provinces that are strategically located seem to benefit more than others
from major infrastructure projects of the central government. In addition, provinces that is
mountainous and hilly, such as Zamboanga del Norte and those in CARAGA, are unable
to generate enough employment and higher production in the agricultural sector.

In Mindanao, the observed development dichotomy can be partly attributed to the
recurrent conflict and security problem.

The multifaceted effects of the conflict have

resulted in curtailment of economic activity7 and the marginalisation of indigenous
populations, contributing to dismal socio-economic outcomes in conflict-affected areas.
Scarcity of opportunities and deficient infrastructure in conflict-affected areas further
contributes to the high incidence of poverty and poor socio-economic conditions. The
failure of the central government implement existing regulatory framework and effective
development policies in conflict-affected areas caused the informal sector to flourish. In
ARMM, for example, the majority7 of residents rely on the informal sector or “shadow
economy” for employment and livelihood. Unfortunately, the lack of formal or legal
documentation, legal system of enforcement, or mediation and legal arbitration in the
informal sector often give rise to misunderstanding, misjudgement, and at times violent
conflict.

Moreover, the poor quality of local governance in conflict-affected areas, such as in
ARMM, also diminishes the effectiveness of government programs to provide better
303

development outcomes and reduce the incidence of poverty. Consequently, the sum of all
these concerns feeds into the on-going secessionist movement and insurgencies in
Mindanao, further exacerbating the problem and creating vicious a cycle of conflict,
underdevelopment, and poverty. As a result, conflict-affected areas, especially the
provinces of ARMM, exhibit the worst socio-economic conditions in the entire country.

The lack of continuity in the policies of the central government, usually limited within the
7

six-year term of the president, in addressing the conflict further complicates the search for
a lasting soludon to the conflict in Mindanao.

Major development programs are also

affected since they are often discontinued by succeeding administration. Historically, the
incumbent president negotiates with secessionist groups within his or her term in office in
the hope that the next president will continue the negotiation or fulfil the terms of the
peace agreement. Secessionist groups like the MILF view this myopic approach to the
Bangsamoro problem as a reflection of the central government’s lack of sincerity and
political will to definitively address the problem in Mindanao.

In the ARMM, aside from conflict, marginalisation, and lawlessness, the presence of
strongly embedded local elites in the political and economic landscape compounds the
difficulty of bringing socio-economic development. These local elites control most of the
7

local government units in the region. Moreover, through political clientelism they manage
to circumvent democratic processes and perpetuate themselves in power. They thrive in
the existing depravation and poverty of the masses and are unwilling to improve the status
7

quo. As a result, socio-economic development in ARMM is difficult to achieve, since the
very people tasked with spearheading improvements in socio-economic conditions and
ushering development are not interested to do so. The reluctance of local government
executives to improve the living conditions of their constituents is based on the fear that
once an educated and prosperous citizenry emerges they may not be able to continue their
hold on power. Put simply, one of the biggest obstacles to socio-economic development in
ARMM is the existing extractive local politics.

7.2 Policy Implications
To achieve better economic performance and inclusive growth is the “Holy Grail” to
which successive administrations in the Philippines aspire.

Like any other aspiration it

requires dedication and political will on the part of the central government to make it
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happen. In recent times, better economic performance is probably within reach. However,
the pursuit for more equitable and inclusive growth leaves a lot to be desired. One of the
biggest challenges for central government is to bring economic prosperity to the poor
masses and reduce spatial disparities across provinces. Based on the findings o f this study
the following recommendations are worth considering in addressing the unequal
development in the country.

First, development planning should take into account the weaknesses and needs of lagging
provinces instead of narrowly focusing on the competitive advantages of the provinces in
each regions. Most often development plans are geared toward expediting economic
growth by focusing on strategic locations, key infrastructures, or sectors o f the economy.
This approach may even increase spatial disparities as some provinces receive more
attention than others.

For example, progressive areas with relatively higher levels of

development also have competitive advantages and, thus, attract more projects and
investment in infrastructure from the central government, further exacerbating spadal
inequality.

Moreover, decisions about key infrastructure projects are also influenced by

political considerations rather than economic necessities. Usually local executives that are
strongly allied with the incumbent president receive preferential treatment. For instance,
one provincial administrator confided during an interview that they have to lobby the
central government so that their province will be included as a recipient o f major
infrastructure projects funded by overseas development funds.

Second, there is a need to re-evaluate revenue sharing schemes between the central
government and local government units.

Current computation o f Internal Revenue

Allotment (IRA) share based on population size, land area, and equal sharing has some
unintended consequences. The formula led some local government units (LGUs), notably
in ARMM, to fudge their population data to increase IRA allotments. It has also lured
some municipalities to convert into dues to acquire bigger allotm ent.1 1 The existing

174 The celebrated case of the Ixague of Cities of the Philippines (LCP) vs. Commission on Elections
exemplified the squabble among local government units for a higher IRA share. The LCP
intervened and disputed the validity of converting 16 municipalities into cities. They asserted that it
would violate their right as existing cities to a just and equitable share in the national revenues;
namely, creation of more cities will effectively dilute their IRA share. The Supreme Court of the
Philippines (SC) took six years and flip-flopped three times on the case. On 18 November 2009, the
SC declared as unconstitutional the conversion of the 16 municipalities to cities. A year later, on 21
December 2009, the SC overturned its previous decision and reinstated the 16 municipalities to
cities. By 24 August 2010, the SC backflipped again and followed its earliest decision that the
conversion of 16 municipalities into cities were unconstitutional. Finally, on 15 February 2011, the
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revenue sharing also tends to increase inequality since areas with higher levels o f economic
development also have bigger populations and thus have larger IRA shares. Poor and
conflict-affected areas not only suffer from outmigration of the best and brightest but also
have smaller populations and receive relatively meagre IRA transfers.

Moreover, moneyed LGUs such as those in Metro Manila are spending their IRA allotment
on projects that have little economic benefits or social impacts.

One mayor in Metro

Manila, for example, spent hundreds o f millions in beautification projects only for these to
be demolished and remodelled by the next mayor, who also wants to implement his own
version of beautification.

The substantial public funds used in these frivolous projects

could have been better used if re-aligned to poor and lagging provinces that need it most.
In short, the current IRA scheme tends to favour already well-off local government units,
which further exacerbates the unequal development in the country.

Third, a reformulation o f the IRA formula to include economic rationale, social impact,
and measures that are advantageous to lagging areas is needed in order to achieve a more
inclusive growth.

One way o f reformulating the IRA and development funds from the

government is to assess the overall infrastructure requirements or development needs of
each province and allocate the funds to areas that need it most. A Road Network Index, for
example, can be designed to measure the level o f road in each province and those that fall
below a certain threshold should be given priority by the central government in
infrastructure projects.

Fourth, there is a need to evaluate institutional arrangements in lagging provinces,
especially conflict-affected areas. The current arrangement treats local government units
the same irrespective o f whether they are in relatively better areas or in conflict zones. Both
are given the same mandate and tasks.

For example, local governments in relatively

peaceful areas such as Davao del Sur and Misamis Oriental are mandated to build and
maintain provincial and rural roads. This same mandate is given to poor provinces like
Maguindanao, Sulu, and Lanao del Sur. The problem lies in the fact that Davao del Sur
and Misamis Oriental can generate substantial local revenues due to higher commercial
activity in their areas and can invest in development projects. In contrast, Maguindanao,

SC decided that the 16 municipalities were, indeed, cities. At last, the LCP conceded and accepted
the decision of the SC and recognised the 16 municipalities as new cities on 19 July 2013. See
Santos (2011) for detailed review of the legislative, executive, and judicial decisions on IRA.
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Sulu, and Lanao del Sur have almost negligible local revenues and are unable to do the
same. Consequently, poor provinces will be unable to improve their local road network.

By analogy, the existing institutional arrangements are akin to giving a goat and a mule the
same burden to carry. Take the case o f Marawi and Iligan; two cities in Mindanao that are
close to each other. In 2012, the IRA funded 88 percent o f the total expenditure of Marawi
while in Iligan it was only 65 percent. The local government unit in Iligan spends 3,445
pesos per resident while Marawi can only muster 2,214 pesos —a difference o f 1,231 pesos.
In the same year, the local tax collection in Iligan is around 237 million pesos and in
Marawi it is only 4 million pesos. In reladve terms, that is equivalent to 713 pesos tax
payment for every resident of Iligan while in Marawi each resident pays an average of 21
pesos. Put another way, on average resident in Iligan pays 34 more times in local taxes than
a resident in Marawi. In addition, the share of national wealth (e.g. share from revenues of
the National Power Corporation who operates in both cities) of Marawi is only 6 million
pesos while Iligan’s share is around 32 million pesos.1° All else constant, it is highly
unlikely that Marawi City will grow and develop as fast as Iligan —let alone catch up with it.
This observation suggests that in the absence of interventions, most probably the gap
between the two cities will further widen in years to come.

It would be better if certain mandates or tasks of local government units in poor and
lagging provinces are given to specialised regional agencies. In ARMM, for instance, the
Departm ent of Public Works and Highway (DPWH)-ARMM is in a better position, with
the technical expertise, resources, and capability7 to provide better infrastructure than
individual local government units. Thus, building, improving, and maintaining provincial
and rural roads should be given to the DPWH-ARMM. Provisioning of health sendees are
also better returned to the DOH-ARMM instead o f leaving it in the hands of local
government executives. Although this would mean centralisation, and runs counter to the
prevailing paradigm o f decentralisation in the country, I believe this is not the case since
the mandate is not being transferred back to the central government but rather to the
regional government. And in the regional government they still possess the local knowledge

175 People in Marawi City feel it is unfair to receive a lower share of national wealth from the
National Power Corporation (NPC) since Lake Lanao, the source of water that powers the
hydroelectric plants of NPC, is located in Lanao del Sur and its main river flows through the city of
Marawi. They argue that Marawi and Lanao del Sur bear most of the effects of environmental
degradation and lower water level in Lake Lanao. And it is just right and lawful that they should be
compensated and given a higher share of national wealth from NPC.
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and in-dcpth understanding o f the needs o f each locality, which is the main rationale for
decentralisation.

On A R M M

The ARMM is a failed experiment in development. This is in spite o f its autonomous status
and the numerous development projects, foreign aid, humanitarian assistance, and socio
economic programs spent on the region. It has remained the poorest and most
underdeveloped region o f the Philippines. Recurrent conflicts, weak institutions, and the
existing extractive politics in the region have all contributed to its failure. As Lara and
Schoofs (2013:248) observed in ARMM, “the local elites continued to capture the
rehabilitation, reconstruction, and development assistance from the central State that
accompanied overseas development aid”. Any plan to bring socio-economic development
to ARMM should take into account the prevailing conflict and political landscape,
especially the extractive local politics. The signing of the Framework Agreement on the
Bangsamoro (FAB) between the MILF and the G overnm ent on 15 O ctober 2012 may
bring the possibility o f lasting peace and address the root causes o f conflict.

However,

peace does not guarantee an improvement in local institutions nor will it expunge the
extractive local politics in ARMM.

In this regard, the following recommendations are proposed to mitigate the problem of
extractive local politics in ARMM. The feasibility o f these proposals hinges on two things:
first, ARMM is an autonomous region, allowing it to create its own laws and institutional
arrangements; and second, under the FAB a new charter, the Bangsamoro Basic Law, shall
govern the new political entity that will replace ARMM.

Currently, the MILF, the

Government, and various stakeholders are drafting the Bangsamoro Basic Law. It is
scheduled to be submitted to Congress for approval before 2016.

First, the less control elective officials have on public funds the better it is for ARMM.1 6
This is true at least in the short-term, lasting three years or more, until such time that the
extractive local politics are curbed or minimised and would imply re-aligning some o f the
funds away from local government units and into the line agencies o f the regional
176 This policy recommendation is not without precedent. On November 2013, the Supreme Court
of the Philippines ruled that the Priority Development Assistance Fund (PDAF), also known as
Pork Barrel, is unconstitutional. In the Philippines, the Pork Barrel is a major source of corruption
and often used for political patronage by some legislators.
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government. It does not mean, however, that once funds are re-aligned to regional line
agencies the mismanagement and corruption will subside. It could persist. However, it is
much easier to m onitor and to remove a few appointed public officials than numerous
elected ones.

The issue then is who will be appointing those public officials.

One

suggestion is to allow the Regional Legislative Assembly in ARMM or other elected bodies
to select among qualified and experienced candidates endorsed and nominated by a “search
committee” .

Previously, a barangay election in ARMM was a peaceful and uncontroversial event. Elders
or traditional leaders simply nominated barangay officials chosen among the most active
members of the community7without even having an election. However, since public funds
(i.e. IRA) were introduced at the barangay level it has became the deadliest and most
contested elections in ARMM. Village residents, usually related by blood, are pitted against
each other most often resulting to rido or enmity7that lasts for years, tearing the social fabric
that binds the community. The fight to win elective posidon in ARMM is primarily
motivated by the need to control public funds. In a region where there is a scarcity of
opportunities for improvement, steady sources o f income from elective positions are worth
fighting for and in some instances worth dying for. As one local execudve puts it during an
interview, “I know of no other businesses or sources of livelihood other than being a
mayor o f my municipality and I am willing to sacrifice a lot to keep the position within my
family”.

Like any policy recommendation, temporar)7 removal of public funds from elected
positions may cause some unintended consequences. One likely scenario is a short-term
increase in organised crimes. This will be the result o f the disbandment of many private
armies in ARMM that are being maintained by local politicians for the sole purpose o f
controlling the populace, influencing the election, and maintaining their hold on power.
With the removal of public funds from elected positions, these local politicians will not be
able to pay nor maintain their private armies.1 As a result, these armed men will either

177 There are two bills introduced in both House of Congress to dismantle private armies, namely,
Senate Bill No. 2620 authored by Sen. Antonio Trillanes IV and House Bill No. 2111 submitted by
Cong. Rufus Rodrigue2 and Cong. Maximo Rodriguez, Jr. Unfortunately, the bills are still pending
in Congress. If the central government is really intent in curbing private armies in ARMM and have
the political will to go beyond lip service, then, re-aligning IRA away from elective positions to
appointed offices will effectively and efficiently achieve that intention. This is akin to cutting the
artery that supplies blood to a cancerous flesh and, consequently, private armies will die a natural
death in ARMM.
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retire peacefully or seek other sources o f livelihood, and judging from their background,
they are more likely to engage in illegal activities.

O n the brighter side, the policy

recommendation will put an end to the perennial violence, killings, and other maladies
associated with elections in ARMM. If elected positions no longer bring riches and power
to local elites, it is no longer worth fighting or dying for. A nother impact would be the end
o f the divisiveness that has plagued many communities in ARMM, eroding social capital
and obstructing development programs that need community efforts.

Second, there is a need to minimise the occurrence o f elections in ARMM by extending the
terms o f elective posts from the current three years to a six-year term. ARMM is the only
region in the country that has so many elections. In its 24 years of existence, 16 years have
been election years.

A typical resident in ARMM votes during barangay, local, national,

presidential, and regional elections. All these elections requires huge am ount of funds, time,
and resources from the government: funds and resources that could have been better used
for socio-economic development or improving the region’s infrastructure.18 Moreover,
these elections did not change the existing composition o f local executives nor did they
improve the political landscape o f the region. The same old local elites who control elected
positions before are still the same people who control local government after the election.

Third, there is a need for a transition period in ARMM to allow for the rebuilding of
infrastructure and the strengthening o f local institutions.

The reconstruction plan for

conflict-affected areas, referred to as Mini-Marshall Plan for Mindanao, has been on the
drawing board since the Ramos Administration after the signing o f the 1996 Final Peace
Agreement with the MNLF. However, it was never carried out in earnest. Infrastructure
projects, humanitarian aid, and other socio-economic development programs are often
implemented through local government units making them susceptible to elite capture,
non-implementation, and corruption.

Strengthening local institutions require competent

and experienced public servants. One way o f doing this is through stringent application of
anti-nepotism law (i.e. Republic Act No. 2260) and hiring fresh entries o f competent and
qualified professionals into the bureaucracy. The usual practice among local executives in
the region is to hire relatives and supporters. And if there are training programs sponsored
by development agencies they usually send their relatives or supporters to attend.

178 For example, according to the Commission on Elections the postponement and synchronisation
of the 2011 ARMM Election with the 2013 midterm elections saved the government about 2 billion
pesos.
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An alternative proposition to improve governance and economic management in ARMM is
to create an independent development agency insulated from politics and tasked to control
as well as implement the proper use of government resources and overseas development
assistance. The development agency should be given a limited duration o f three years or
more to do its task. A good model for such an agency is the Governance and Economic
Management Assistance Program (GEMAP) in Eiberia.1 1 The GEM AP is a response by
the international community to address the mismanagement o f public finances in postconflict Liberia. It was an attempt to rebuild the state, improve governance and economic
management, foster sustainable development, and maintain an environment of peace and
stability; and GEM AP was largely successful in meeting most of its objectives in Liberia
(Hope 2010). Like ARMM, violent conflict, mismanagement, and corruption left Liberia
economically destroyed

and

impoverished.

By coincidence, in 2009

the

Human

Development Index (HDI) in Liberia was 0.367 almost identical with ARMM’s HD1 of
0.364. The question now is whether a similar arrangement is feasible in ARM M .ls" This
will all depend on the political will and sincerity o f all stakeholders, especially the central
government, and whether they are willing to “push the envelope” and make drastic change
to alter the course o f ARMM.

Finally, there is a need to jumpstart ARMM’s economy.

One suggestion is by giving

preferential treatment such as tax breaks, security details, or direct subsidies to all private
companies relocating in ARMM’s territory. Establishment o f special agricultural economic
zones may also help invigorate the region’s economy. Moreover, donor countries should
also provide trade preference to products produced in the region. For example, Muslim
countries like Saudi Arabia can give special access to ARMM’s agricultural products.
Moreover, enabling environment such as good infrastructure, efficient road-to-market
roads, enough electricity, access to financial services, and secure business atmosphere are
required for private investment and local entrepreneurship to thrive. The long-term
economic development o f the ARMM can only be sustained through private sector
participation. The government and its instrumentalities together with foreign donors can

179 See Dwan and Bailey (2006) for a detailed history and institutional arrangement of Liberia’s
Governance and Economic Management Assistance Programme (GEMAP).
180 On similar policy of tackling development challenges in ARMM, President Benigno Aquino III
issued Administrative Order No. 37 on the 13th day of February 2013 creating a Task Force on
Bangsamoro Development whose powers and functions involves the development and
implementation of programs and projects in ARMM. However, the Task Force merely supplement
the existing role of LGUs. The objectives of the Task Force are to help MILF combatants, their
families, internally displaced persons, and poverty-stricken communities in Mindanao.
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only do so much. Eventually it is the private sector and the entrepreneurial spirit and
resourcefulness of the residents of the region that will bring economic prosperity.

7.3 Further Study

Growth versus Equity

One limitation of this study is it does not take into account what will be the unintended
consequences of prioritising lagging provinces of the country. The study did not address
whether there is a trade-off between higher economic performance and more equitable
growth that requires prioritising lagging provinces. In other words, can the country achieve
faster growth with equity given the limited resources at its disposal. Or will it be better to
continue the existing policy of supporting and enhancing the competitive advantages of
select areas (e.g. establishing special economic zones) for faster growth at the expense of
increasing spatial inequality. The general literature suggests that no conflict between higher
economic performance and equitable growth as long as policies take into account the
complementarities between provinces. Besides, a more equitable distribution of economic
activity can help sustain the long-run economic growth of the country and bring social and
political stability.

Amoeba Complex

The country seems to be suffering from amoebiasis —the tendency of local government
unit to divide like amoeba. In the early 1960s there were 52 provinces in the country, but
by 2012 it reached 80. On 28 October 2013, a plebiscite was held asking voters of Davao
del Sur whether they agree to the carving up of their province to create the new province
of Davao Occidental. The affirmative vote won and Davao Occidental was officially
recognised as the 8T' province of the Philippines. In the House of Representatives, a bill
(House Bill 000333) was submitted to push for the creation of Maranaw province, that will
be carved out of Lanao del Sur. If this trend continues, then in a few decades the country
may end up having more than 100 provinces. This will correspond with the 107 influential
political families operating in the country7(Ederic and Vallarta 2007).

In ARMM alone, the Regional Legislative Assembly (RLA) is prolific in creating new local
government units and another layer of bureaucracy. Since the RLA was created in 1990 up
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to 2004, of the 158 laws that were enacted around 54 pertain to the creation of new
barangays, 12 forming new municipalities, one establishing a new engineering district, 16
renaming towns, barangays, and streets (Bagayaua 2004).

Some of these new local

government units do not even have a town hall or public infrastructure, and hardly any
budget to function. In 2006, the RLA created the new province of Shariff Kabunsuan
carved out of Maguindanao and Lanao del Sur. It lasted until 2008 when the Supreme
Court of the Philippines nullified its existence because only the national Congress can
create provinces.

Is creation of new local government units really necessary, does it bring better socio
economic development, and are the reasons for their creation being justified? According
to proponents the creation of new local government units (i.e. provinces, cities,
municipalities, and barangays) is for the “good of the people”: so that local government can
serve them better and provide for their needs. O f course almost all policies of the
government are couched on the premise of “for the good of the people”. However,
whether it is really “for the good of the people” or not is an issue worthy of further
investigation. Perhaps only rigorous research can provide clear answers to these question to
the good people who will read it.

Anecdotal evidence, however, reveals that new local government units are created to put an
end to political rivalries, give fiefdom to local elites, and provide source of income and
employment for political dynasties and their supporters. For example, the bitter political
rivalry between the Bautista and the Cagas families in Davao del Sur led to creation of
Davao Occidental - so that each family will have its own fiefdom. Dinagat Islands, a new
province carved out of Surigao del Norte in 2011, was created to give the Ecleo Family
their own “kingdom”. The Philippine Benevolent Missionaries Association (PBMA) is
estimated to have a membership of a million people, and it serves as the support base of
the Ecleo Family. It was founded by Ruben Ecleo Sr., the spiritual and political leader of
the group and also considered by followers to be a reincarnation of Jesus Christ.

In

ARMM, the fecundity of local government units is motivated by the need of the ruling
local elites to reward their relatives and supporters with a steady source of income and
stable employment.
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Social Capital in AR M M

The role of social capital —the networks of relationship within a community that enable
people to work together and function effectively for the common good — in socio
economic development is a research area worth pursuing.

It is widely recognised that

social capital is one of the enabling resources that the poor can access for better
development outcomes and yet its accumulation is not well understood (Fox and
Gershman 2001). Development projects, aid, and socio-economic programs of the central
government affect local dynamics and the network of relationships within the community.
These intervention programs aimed in alleviating socio-economic conditions can either
work for the common good or marginalise members of the community. Although Adriano
and Parks (2013) address the context of aid in conflict-affected areas, they have not fully
examined the role of social capital in maximising the benefits of intervention. So far, little
study has been conducted in this area, especially in ARMM where numerous intervention
programs are being undertaken.

In the case of ARMM, I am convinced that enhancing social capital is one key element in
promoting socio-economic development. It is not a well-researched area nor is it given due
importance by donor agencies. The political rivalries in ARMM erode social capital and
hinder communities to work for the common good.

In Lanao del Sur, for example, a

mayor planned to build water tanks in a barangay controlled by the rival political family,
but was stopped by his rival even though it would benefit his rival’s supporters. Moreover,
considering that a peace framework (i.e. the Framework Agreement for the Bangsamoro) is
underway aimed at finally settling the conflict, it is necessary7to investigate the role of social
capital and how it can contribute to lasdng peace in Mindanao.

How do we enhance social capital in conflict-affected areas like ARMM? How can we help
stakeholders work for peace and community building? Are there any existing mechanisms
or institutions that can be tapped to make people work together for the benefit of the
region?

One institution that can be tapped is the religious sector. I believe the religious sector can
contribute a lot in enhancing social capital, building peace, and creating an environment
conducive to socio-economic development. First, they are everywhere in ARMM. Almost
all areas, urban or rural, have a mosque where an ustad\ or imam leads the community in
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congregational prayer. These religious leaders often officiate at marriages and other Islamic
rites as well as settle conflicts or misunderstandings within their communities.

Second,

ever }7 Friday the community gathers in the mosque to hear the preaching of religious
scholars about Islam and issues confronting society. This is an institutionalised behaviour
that almost everyone attends. If religious scholars can be asked to preach about the need to
strengthen relationships, work for the common good, and support socio-economic
programs o f donor agencies and the government, I believe they can make a lot of
difference. Third, the ulamas, imam, and Muslim scholars, are the most trusted and highly
esteemed members of society (Co et al. 2013). Their words in the community carry more
weight and moral persuasion than local executives or officers o f the government. Finally,
the religious sector, as called for by Islam, should play a major role in community building.
It is their task and duty that the community is peaceful, progressive, and that no members
are marginalised.

So far, researchers and development practitioners in Mindanao have overlooked the
significant role that the religious sector can contribute to building social capital and
enhancing socio-economic development. Many questions remain unanswered. Such as
what institutional arrangement can allow the active participation o f the religious sector in
community building in ARMM? O r what incentives should be given to the ulamas, ustad\ 5
imam, and Muslim scholars so they will facilitate through their preaching and teaching a
more tolerant, peaceful, and inclusive society?

The White Elephant in the Room

This is with regards with the on-going negotiation between the MILF and the Government.
The two parties are completing the annexes to the Bangsamoro Basic Law —the governing
law o f the new political entity that will replace ARMM . 181

However, they seem to be

oblivious or do not take into account how the Bangsamoro Political Entity will fit into the
existing political landscape in ARMM. My impression is that both the MILF and the

181 There are four annexes to the Bangsamoro Basic Law, namely, Annex on Transitional
Arrangement and Modalities (signed on 27 February 2013), Annex on Revenue Generation and
Wealth Sharing (signed on 13 July 2013), Annex on Power Sharing, and Annex on Normalisation.
On 8 December 2013, the MILF and the Government of the Philippines in Kuala Lumpur,
Malaysia signed the Annex on Power Sharing. Only one annexes remain, the Annex on
Normalisation. These annexes will serve as references in framing the Bangsamoro Basic Law.
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Government assume that the local elites and traditional politicians in ARMM will simply
“move over” and impart power to the MILF or their chosen representatives.

During a presentation by the MILF Negotiating Panel, 1 asked them how they will deal
with existing politics in ARMM. They replied that as soon as the Philippine Congress
approves the Bangsamoro Basic Law, a plebiscite will be held and followed by an election
for local and regional executives for the region. If such an election takes place then it is
highly likely that the same people occupying government positions in ARMM now will be
the same people who occupy government positions once the Bangsamoro Political Endty
comes into being. In other words, if things are the way they are now, and given the people
who will be in charge again, chances are things will also be the same.

There has to be better a transition mechanism that will allow reconstruction and
development to happen in Muslim Mindanao. As far as I know, there is no study on what
transition mechanism should be adopted once the peace process between the MILF and
the government is concluded. This question is important, as seen in the previous peace
agreement between the MNLF and the Ramos Administradon, as the 1996 Final Peace
Agreement did not deliver its purported peace dividends. One of the reasons is that there
was no change in existing political landscape.

Nur Misuari did serve as the regional

governor in ARMM but local elective positions remained at the hand of traditional
politicians. Nur Misuari was relatively unsuccessful in his governorship and there was no
improvement in the socio-economic conditions in ARMM before and after the 1996 Final
Peace Agreement.

Agriculture in A R M M

After the signing of the Framework Agreement for the Bangsamoro (FAB), the Chairman
of the MILF, Al-Hajj Murad Ebrahim, declared that agriculture is the key to Bangsamoro’s
economic prosperity. Indeed, he was right. Most residents in ARMM rely on agriculture
for their livelihood and sustenance, especially the poor majority. Thus, any policy that will
enhance agricultural productivity will consequently lower poverty incidence and improve
socio-economic standing.

If agriculture is the key to ARMM’s development then it

necessitates a comprehensive study and mapping of the sector. How do we strengthen the
connection between the region’s agriculture sector and the rest of the country? Are there
market failures in the region? What policy intervention is needed to address such market
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failures?

These questions need to be answered if ARMM is to achieve better socio

economic development in the future.

Lara and Schoofs’s (2013) study on the informal economy in Mindanao fills a literature gap
and contributes to an understanding the dynamics of the shadow economy in the region
and its impact on violent conflict. However, there is no specific research that deals with
the agricultural sector nor has there been a survey or study on the challenges faced by local
farmers. During my fieldwork some farmers in the municipality of Balabagan, Lanao del
Sur complained low prices for their produce. These farmers sell copra (dried coconut meat)
to middlemen who then deliver it to food manufacturers in Davao or General Santos cities.
These middlemen buy copra at a very cheap price, leaving farmers with little profit. Corn
farmers also face the same scenario where the middlemen get the lion’s share of the profits.
Unfortunately, aside from anecdotal evidence there are no studies on in trying to
understand the agricultural sector of ARMM.

Security problems, conflict, and a lack of reliable data make research difficult to undertake.
Usually, donor agencies tend to have a “hit-and-run” attitude in their intervention
programs. They come, they give, and they leave. And often leave it to the local elites who,
then, use programs and projects for their own political interest. There is little by way of
assessing how the intervention program fared. Did it achieve its objects? Was it sustainable?
Did it improve the lives of recipients; and did it change local dynamics? Answers to these
questions are still wanting.
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Appendix
A .l R eg io n s and C o m p o n e n t L ocal G o v ern m en t U n its
As of June 2010, there are 17 administrative regions in the country composed of 80
provinces. These regions are geographically combined into the three island groups of
Luzon, Visayas, and Mindanao. The regions of CALABARZON, MIMAROPA, and
SOCCSKSARGEN are capitalised because they are acronyms that stand for their
component provinces and cities. The name of CARAGA is based on the old name of the
region, Provincia de Caraga, during Spanish Colonial Period. It is derived from the word
Ka/ag, which means spirit or soul.
Table A.l Regions and Com ponent Local G overnm ent Units (2010)

R e g io n

N a t io n a l C a p ita l
R e g io n

Isla n d
G rou p

R e g io n a l
c e n te r

(Region I)

C a g a y a n V a lle y

(Region II)

P o p u la tio n
(2010)

P o p u la tio n
D e n s it y
(p e r k m 2)

636

11,855,975

18641.5

Manila

18,294

1,616,867

88.4

Luzon

Baguio

Abra
Apayao
Baguio
Benguet
Ifugao
Kalinga
Mountain
Province
Ilocos N orte
Ilocos Sur
La Union
Pangasinan

12,840

4,748,372

369.8

Luzon

San
Fernando,
La Union

Batanes
Cagayan
Isabela
Nueva Vizcaya
Quirino

26,838

3,229,163

120.3

Luzon

(CAR)

I lo c o s R e g io n

A rea
(k m 2)

Caloocan
Las Pinas
Makati
Malabon
Mandaluyong
Manila
Marikina
Muntinlupa
N avotas
Paranaque
Pasay
Pasig
Pateros
Q uezon City
San Juan
Taguig
Valenzuela

(NCR)

C o rd illera
A d m in istr a tiv e
R e g io n

C om ponent
L ocal
G overn m ent
U n its

Luzon

Tuguegarao
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R e g io n

Isla n d
G ro u p

C om ponent
L ocal
G overn m ent
U n its

P o p u la tio n
(2010)

P o p u la tio n
D e n s it y
(p e r k m 2)
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7 ,1 02,438

351.2

14,951

6 ,8 00,180
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R e g io n
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G rou p

R e g io n a l
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C om ponent
L ocal
G overn m ent
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(k m 2)
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(2010)
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Samar
Southern Leyte
Tacloban

Z am boanga
P e n in s u la
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3,407,353

230.1
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Isabela City
Zamboanga City
Zam boanga del
N orte
Zam boanga del
Sur
Zamboanga
Sibugay

17,125

4,297,323

250.9

Cagayan de
O ro

Bukidnon
Cagayan de O ro
Camiguin
Iligan
Lanao del N orte
Misamis
Occidental
Misamis Oriental

20,244

4,468,563

220.7

Mindanao Davao City

Compostela
Valley
Davao City
Davao del N orte
Davao del Sur
Davao Oriental

18,433

4,109,571

222.9

Mindanao Koronadal

Cotabato
Cotabato City
General Santos
Sarangani
South Cotabato
Sultan Kudarat

18,847

2,429,224

128.9

Mindanao

Agusan del
N orte
Agusan del Sur
Butuan
Dinagat Islands
Surigao del
N orte
Surigao del Sur

Basilan(excluding 12,695
Isabela City)
Lanao del Sur
Maguindanao
Sulu
Tawi-Tawi

3,256,140

256.5

Mindanao

(Region IX)

N o r th e r n
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Mindanao

(Region X)

D a v a o R e g io n

(Region XI)

SO CCSK SARG EN
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C a ra g a

(Region XIII)
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R e g io n in M u s lim
M in d a n a o

(ARMM)

Mindanao

Butuan

Cotabato
City

Source: D epartm ent o f Interior and Local G overnm ent and National Statistics Office
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A.2 Provinces included in the analysis
The subdivision is based on 1985 former groupings of the islands in the Philippine. The
main island groups of Luzon, Visayas and Mindanao are not political or administrative
entities. They are usual reference in terms of the ethnic or tribal origin of Filipino. For
examples, residents from Visayas are often referred to as Bisaya, while those from Luzon
are Tagalog or Ilocano. Recent regional re-organisation of provinces made Marinduque,
Mindoro Occidental, Mindoro Oriental, Palawan and Romblon part of MIMAROPA to be
classified under Luzon. In addition, Masbate province became part of Bicol Region and,
consequently, grouped under Luzon. By far, Luzon group is the biggest island groups
containing eight of the 17 administrative regions of the country.

Table A2.1 Provinces included in the Analysis with Acronym
Provinces o f Luzon

Provinces o f Visay as

Abra

ABR

Aklan

AKT

Albay
Aurora
Bataan

ALN

Antique
Bohol
Capiz

ANT
BHL
CPZ

Cebu
Eastern Samar

Siquijor

CBU
ESR
1LO
LYT
M RQ
MST
NGC
NGR
NSM
OCM
ORM
PAL
RML
SMR
SQR

Southern Leyte

SET

Batanes
Batangas
Benguet
Bulacan
Cagayan
Camarines N orte
Camarines Sur
Catanduanes
Cavite
Ifugao
Ilocos N orte
Ilocos Sur
Isabela
Kalinga Apayao
La Union
Laguna
Mt. Province
Nueva Ecija
Nueva Vizcaya
Pampanga
Pangasinan
Q uezon
Q uirino
Rizal
Tarlac
Sorsogon
Zambales

AUR
BTN
BTS
BTG
BG T
BLC
CAG
CMN
CMS
CTD
CVT
IFG
ILN
ILS
ISB
KAP
LUN
LAG
M TP

Iloilo
Leyte
Marinduque
Masbate
N egros Occidental
Negros Oriental
N orthern Samar
Occidental M indoro
Oriental Mindoro
Palawan
Romblon
Samar

Provinces o f M indanao
Agusan del N orte
Agusan del Sur
Basilan
Bukidnon

AG N

Camiguin

CMG
COT
DAV

Cotabato
Davao
Davao del Sur
Davao Oriental
Lanao del N orte
Lanao del Sur
Maguindanao
Misamis Occidental
Misamis Oriental
South Cotabato
Sultan Kudarat
Sulu
Surigao del N orte
Surigao del Sur
Tawi - Tawi
Zamboanga del N orte
Zamboanga del Sur

NUE
NU V
PMG
PNS
QZN
Q RN
RZL
TRC
SRS
ZAM
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AGS
BAS
BKD

DVS
DVO
LD N
EDS
M GN
MSC
MSO
SCT
SKD
SUL
SDN
SDS
TWI
ZDN
ZDS

A.3 Major Island Groupings in the Philippines
Previously, Palawan is grouped under Mindanao, as part of MINSUPALA (i.e. Mindanao,
Sulu, and Palawan), then it was later added to Yisayas, and now identified under Luzon. In
the analyses, the old island groupings were used (Figure A.3). The major island groupings
have no specific administrative or political function. It usually serves as principal
geographical division of the different island groups in the Philippines. However, there is
distinct difference among these island groups in terms of linguistic, ethnic, and cultural
composition. The common language in Visayas is Hiligaynon while in Luzon Tagalog is the
dominant language. Mindanao has a distinct cultural and ethnic background compared to
Luzon and Visayas. Most of the Muslims in the country is located in Mindanao — also
referred to as the Moros comprising of 13 ethnic groups (i.e. Bajau, Balanguingui, Iranon,
Kalagan, Kalibugan, Maranao, Maguindanaoan, Tausug, Tiduray, Samal people, Sama,
Sangir, and Yakan).
Figure A.3.1 Major Island Group in the Philippines
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A.4 S catterp lo t from Successive A d m in istra tio n s
The steeper fitted-line during the Aquino presidency indicates faster rate of absolute betaconvergence as shown in Figure A3.1 while the Ramos presidency shows a more flatter line
indicating lower rate of convergence. Both presidencies show an absolute beta-convergence
among the province of the Philippines.
Figure A4.1 Aquino Presidency: Average Growth vs. Initial Income 1985
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Figure A4.2 Ramos Presidency: Average Growth vs. Initial Income 1991
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During the time of Estrada there is absolute income divergence among the provinces and it
is highly significant as shown by the fitted-line in Figure A3.3 while the presidency of
Arroyo shows a negative relationship between initial income and growth but it is not
significant. It can be summarised that since 1997 up to 2009 the provinces of the
Philippines have been diverging where rich provinces grows faster and poor ones are left
behind causing a widening gap in income inequality.
Figure A4.3 Estrada Presidency: Average Growth vs. Initial Income 1997

• ILO

• SQR
• LYT

• SCT

• ESR
«BLN

• RZL

• LDS

• SUL

• MS'
• MGQ
% ^§ *Z D S

• TWI

• MSO
• BTS

• TRC

• BAS

Log Initial Income in 1997
- Fitted values

• Growth Rate

Figure A4.4 Arroyo Presidency: Average Growth vs. Initial Income 2000
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A.5 Key Infrastructure Project of the Arroyo Administration
As shown in Figure A3.5 the flagship projects called the Strong Republic Nautical Highway
(i.e. RO-RO Infrastructure) of the Arroyo Administration that aim to connect the entire
country; it benefitted some provinces and bypassing others.
Figure A3.5 Flagship Project of President Arroyo (2001 —2010)
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A.6 M a p p in g o f T ra n sitio n P ro b ab ility o f P rovinces
Both Figure A6.1 and A6.2 uses bimight (quartic) kernel function to provide a detailed contour
of the income distribution. Simple observation of both figures reveals the existence of
some leading and lagging provinces almost in identical numbers while most of the
provinces cluster around the average. Another observation is the bulk of the provinces are
moving to higher income level but some provinces are being left behind suggesting the
presence of income polarisation.
Figure A6.1 Income Distribution in 1985
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Figure A6.2 Income Distribution in 2009
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A.7 Real Income Level Grouping
When provinces are group according to Low, Middle-Low, Middle-High, and High Income
groups based on 1985 income a distinct pattern emerges. As shown in tables A7.1 and
A7.2, most of the provinces falls within the income bracket of 8 to 19.9 thousand pesos —
roughly around 80% of all provinces. However, by 2009 the situation was reversed when
most of the provinces move to more than 20 thousand pesos income level corresponding
to 80% of all provinces. These corroborate previous findings on the existence of
polarisation where some provinces are stuck in lower income group. Moreover, the
differences within each income group are very low as seen in coefficient of variation
especially on the middle income groups. It is only in the lower and upper tail that some
within-group inequality exist, in the middle income within-group inequality is very low.
Table A7.1 Level per capita income 1985 (in thousands o f pesos)
Real income based on 1997 prices and average per capita income is 17.33
N um ber

G roup*

P r o v in c e s

M ean

S ta n d a r d

C o e ffic ie n t o f

D e v ia tio n

V a r ia tio n

M in .

M ax.

Low Incom e
(8 .0 -1 4 .9 )

26

12.78

1.67

0.13

8.69

14.97

Middle Low
(1 5 .0 -1 9 .9 )

32

17.24

1.55

0.09

15.06

19.74

Middle High
(20.0 - 24.9)

9

23.00

1.24

0.05

21.19

24.27

High Incom e
(25.0 or more)

6

25.27

3.19

0.12

25.27

32.72

Note: N um bers in bracket are income range measured in thousands o f pesos.

Table A7.2 Level per capita income 2009 (in thousands o f pesos)
Real income based on 1997 prices and average per capita income is 25.83
G ro u p

N um ber
P r o v in c e s

M ean

S ta n d a r d

C o e ffic ie n t o f

D e v ia tio n

V a r ia tio n

M in .

M ax.

Low Incom e
(8 .0 -1 4 .9 )

5

11.43

2.10

0.18

8.91

13.79

Middle Low
(1 5 .0 -1 9 .9 )

10

18.03

1.44

0.08

15.51

19.44

16

23.00

1.76

0.07

20.01

24.78

42

30.72

4.76

0.15

25.16

44.57

Middle High
(20.0 - 24.9)
High Incom e
(25.0 or more)
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A.8 B asic G row th M odel
In investigating the various determinants that affect provincial growth, I start with the basic
neoclassical growth model. Following Mankiw, Römer, and Weil (1992) model based on
the Solow (1956) and Swan (1956) that uses the Cobb-Douglas production function to
explain the production of a certain economy at time t. In the basic model there are two
main inputs of production namely capital and labour, which are paid at their marginal
products. The basic model on growth takes the rates of savings, population growth, and
technological progress as exogenous.

co

Y(t) =

where 0 < a < 1, Y is output, K is capital, L is labour, and A represents the level of
technology. The t indicates that variables Y, K, L, and A are all a function of time that can
possibly vary over the period. In the basic model JL and A are assume to be constant and
grow at exogenous rates.
L(t) - L(0)ent
A(t) = A(0)egt

(2)

(3)

where n is the growth rate of labour force and g is the rate of technological progress. L(0)
is the initial state of the labour force and A(0) the initial level of technology. If J ( t ) =
no as output
... . per effective
cc
unit off labor andj /c(t) = no as the capital per effective

nouo

A(t)L(t)

unit of labor then

y(0

= /

= /c(t)oc . The evolution of capital then is given by

/c(t)s£a (t) —/c(t)(n + g + 8)

(4)

where s is the saving rate and S is the depreciation rate of capital. Capital is subject to
diminishing marginal returns such that

> 0 and

^ 0- The steady-state

capital stock, k*, can be determined by setting equation (4) equal to zero

fc'(o = (n + g +- SYj

(5 )

by substituting (5) into the production function y ( 0 = /c(t)a , the steady-state output per
effective unit of labor can be derived, which in logarithmic form may be written as
( 6)

lny* = ( w t ) tln s “ ln(n + 9 + 8 )]

Around the steady-state, the rate of convergence, X, denoting the rate at which output per
effective unit of labour approaches its steady-state value, is given by
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d lny( t)
=
dt

Uln(y*) - lny(t)]

(V )

where X —(1- a)(n + t + 8). The solution of the differential equation (7) is then
ln y( t2) = (1 - y) ln y * + (1 - k) In y (tx)

( 8)

where y = e^T. The can be thought of as partial adjustment process where the dependent
variable optimum value is affected by the explanatory variables in the current period. In
the present, y*is determined by j- and n, which are assumed to be constant for the entire
intervening time period t 1 and t2 and hence represent the values for the current year as well.
Equation (8) can be written as measured by per capital effective unit of labour as

ln 9 (0 = '<*

= ln (J

ko)

P)
( 10)

ln y (t) = ln ( ^ ) - In 4(0) - gt

Substituting the expression for l n y ( 0 into equation (8) and subtracting ln y ( t i) from
both sides will give
ln y (t2) - ln y (ti) = - ( 1 - y) In y (ti) + (1 - y ) l n 4 ( 0 ) + g ( t 2 - y tx) + (1 + y)z (11)
oc

where z = p-^ ln(s) — (1 —y) ln
output

oc

^ (n + g + <5) denotes the log steady-state per capita

Y(t )

and y (t) = —— stands for per capita output.

measuring the parameter on income at
In (/?-!)

t,

Assuming that ß = —(1 —y)

then the speed of convergence can be measured

(t2- t i )

Mankiw, Römer, and Weil (MRW7) extend the Equation (1) to include human capital and
used the following function
Y(t) = /f(t)0C//(t)^ (/l(t)L (t))1- 0C-^

(12)

where H now takes into account the human capital while the rest of the variables are
defined. Assuming sk is the portion of income invested in physical capital and sh the portion
of income that are invested in human capital then the economy will evolve based on the
following
K t ) = sky(t) - (n + g + S)k(t)

(13)

K t ) = shy ( t ) - (n + g + S)h(t)

(14)
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where the measurement of y — — , k = — and h = — are now based on quantities per
effective unit of labor. MRW assumes that physical capital, and consumption follows the
same production function that is a unit of consumption can be transformed into either a
unit of physical capital or human capital without any cost involved. Moreover, the human
capital is assumed to depreciate at the same level as physical capital. If there is a decreasing
returns on all capital, that is a + ß < 1, it follows that the economy will converge to a
steady-state at k = h = 0 and the long run stead-state values of per capita output, physical
capital, and human capital is defined by the following state

y

=

44
( n + g + 8 ) a~P

i 1 /(1 ~ a ~ w

k .

’

= (± !A \^ 'a' n
\n +,g+5/

and

h. =

(

1-CC\1 /(1 —
a~ß)

«

(15)

\n+g+6j

The Cobb-Douglas production function ensures that there is a unique steady-state and we
can derive the expression for economy / as follows:
(16)

9ir ~ ßo + ßi 1° Vit + Xirßi

where 9iT = —In f — ") measures the annualised growth rate per capita from period T to t
of economy i and yit is the log of initial income at time /. The X lT are vectors of variables
implied in the Solow-Swan Growth Model. It is also important to note that in the absence
of X lT or “conditioning variables” the value of ß1 measure the absolute convergence of the
various economies to a given steady-state. It implies that the lower the starting output of
an economy the higher the growth rate for a given value of X lT. Thus, the value of ß, is
assumed to be negatively related with yir that is the lower the initial starting income the
higher the growth rate of the economy. This is what Barro and Sala-i-Martin (1990) called
in the “absolute beta-convergence”. Thus, poor economies are growing faster and said to
be catching up with rich economies. The estimated value of ß, also indicates the rate at
which economies approach their steady state and the speed of convergence. It also
provides a way to compute the half-life or the time required to for current income
disparities to be halved.
Succeeding modification of growth theories expanded the scope of Equation (16) to
include other determinants of growth to take into account various heterogeneities that exist
among countries. To take into account the various features of economies Equation (16) is
often written in regression form as
(17)

9ir — ßo+ ßi In yit + X iTßi + ZijTii + eiT

where S[T is the unobserved error terms and X u are the same as before, which include
technological change, physical and human capital, population growth, and savings rates. All
other variables suggested by new growth theories are included in Z\j. The model predicts
the differences in income growth among economies can be explain by variation in
investments, human capital, physical capital, and other variables that affects growth.
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Many empirical growth studies estimate Equation (17) using variety econometric
techniques. There are two main regression strategies: one involves the incremental
increase in the explanatory variables to account for the unexplained variance in the growth
performance of economies; and the other involves looking into the deep structural features
of the economy as the causes of economic growth, often called the “deep determinants of
growth” approach (Sachs and Warner 1997).

A.9 Q u a n tile R eg ressio n as G en eralised M e th o d s o f M o m e n ts (G M M )

Barreto and Hughes (2004) notes that Quantile regression can be thought of as a special
case of generalised methods of moments (GMM)- This discussion is based on Buchinsky
(1998) who points out that the form and construction of the quantile regression is similar
to the GMM framework. Given the following equation:

ypniße —ß e )

N (0» ^ e )

Estimation of Q 0can be done through various means such as application of non-parametric
bootstrap to obtain Qg, which involves the computation of the following equation, where
Ä

, 1

, I

ßgj is the 6 l quantile estimator based on the data contained in the j

bootstrap sample

and B is the number of bootstrap replications employed.

ßei - ße Kße
7= 1

The design matrix bootstrap allows the replacement of the original sample (yj, xf) with
the bootstrap sample (y *, x\ ) this will allow a consistent estimate of the variancecovariance matrix Qg. Buchinsky considers the performance of different estimators of Q 0
and finds that the design matrix bootstrap is most effective method and works acceptably
well despite small sample. If we want to estimate the a model across different quantiles m,
for example, ( 6
^
the quantile parameters can be stacked into a vector ß* =
(/?10l,

...,ßligm, ...,ßk gm) , it follows that the test hypotheses can be presented

in the form H0\ Rß* = r and the H1: Rß* ^ r the Wald test follows as
i r .. ( R ß * - r ) ' ( R £ R ' y \ R ß * - r )

R

d
_
where, W —» F (t/,n —k — 1) under the H0 and X is the estimated variance-covariance
matrix for ß *, q is the number of restrictions being tested, R is q x m k matrix and ris the
q x 1 vector expressing the restrictions of interest.

370

A.10 O n E n d o g e n e ity
Table A I0.1 provides the result of the First-Stage Regression of the Two-Stage Least
Squares (2SLS) from Chapter 4.
Table A10.1 First-Stage Regression o f Two-Stage Least Squares (2SLS)
__________ D ependent Variable: Log o f Infrastructure Index__________

Variables

Coef.

Std. Err.

t

P>|t|

Tog o f Tand Area

0.328

0.048

6.74

0.000

0.231

0.425

Log of Initial Income
1985

-0.093

0.129

-0.73

0.470

-0.351

0.163

Log of Fertility Rate

-0.719

0.224

-3.21

0.002

-1.167

-0.271

Log o f Overseas Workers

0.064

0.066

0.98

0.332

-0.067

0.196

Log of School Enrolment

1.404

0.954

1.47

0.146

-0.504

3.312

Log of Gini Coefficient

-0.063

0.356

-0.18

0.858

-0.774

0.647

Political Dynasty

0.077

0.195

0.39

0.695

-0.314

0.467

Location Dummy

0.181

0.080

2.26

0.027

0.021

0.341

ARMM Dummy

-0.252

0.254

-0.99

0.327

-0.761

0.257

Constant

-3.529

4.806

-0.73

0.465

-13.13

6.074

Stock-Yogo weak ID test critical values for
K l = l and LI = 1:
10% maximal IV size = 16.38
20% maximal IV size = 6.66

[95% Conf. Interval]

F test of excluded instruments:
Cargg-Donald Wald F-stat
F( 1, 63) = 45.45
Prob > F
= 0.0000

Diagnostic 'Testsfor Endogeneity
Step /: In the Wu version of the Hausman test we run the following regression on the
suspected endogenous variables (i.e. infrastructure index) and use the instrumental variables
together with the rest of the exogenous variables, then save the residuals.
ln( infrd)i = 90 4-91 In(area)* + 02 In (/e r t)i + 93 ln (o/w )i + 94 ln(y1985)i
4- 9S In(enrol)i 4- 96\n(gini)i 4- 97poli 4- 08/ocaj 4- 99armmi 4- residualt

where infra refers to infrastructure index, area is the official land area of the province as
measured by square kilometers, fert is total fertility rate, ofw is the total number of Overseas
Filipino workers as a ratio of provincial population, j im is log of initial income in 1985,
enro/is the percentage of children enrolled in primary and secondary education,^//// refers to
the measured expenditure inequality, pol is the proportion of provincial officials related by
blood or affinity7, loca is the dummy for provinces adjacent to highly urbanised cities = 1,
otherwise = 0, and armm is the dummy variables for the provinces of ARMM namely
Basilan, Lanao del Sur, Maguindanao, Sulu, and Tawi-Tawi.
Step 2\ Use the residuals in the first estimation on the following model under the null
hypothesis Ö - 0, where growth refers to the average growth rate of per capita income.
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g r o w t h = ß0 + ßßn (infra) + ß2 ln (fert)i 4- ß3 ln (o fw ) t + ß4 ln(y1985); + ßs ln (enrol)i
+ ß6\n(gini)i 4- /?7po/j 4- ß8locai 4- ß9armmi 4- Sresiduaf 4- ty
If the /-ratio on the coefficient of 6 is statistically significant then we say that infra is
exogenous. However, if the result shows that 6 is not significant there is no need for 2SLS;
OLS provides a more efficient estimate. Regression result shows that Ö is not statistically
significant with a /-statistics of -1.01. However, it indicates that infra as we suspect is not
endogenous and use of 2SLS may not provide a consistent estimate of the coefficients.
Table A10.2 W u Version o f Hausman Test o f Exogeneity
D ependent Variable: Average per Capita Incom e G row th (1985 —2009)
C o e f.

S td . E rr.

t

P > [t]

RE SID U A LS

-0.567

0.562

-1.010

0.316

-1.690

0.555

Log of Initial Income 1985

0.846

0.364

2.330

0.023

0.120

1.573

Log of Fertility Rate

-1.546

0.712

-2.170

0.034

-2.969

-0.123

Log o f Overseas Workers

0.547

0.187

2.920

0.005

0.173

0.921

Log o f Initial Income 1985

-2.480

0.364

-6.810

0.000

-3.208

-1.752

Log of School Enrolment

-2.165

2.584

-0.840

0.405

-7.331

3.001

Log o f Gini Coefficient

1.746

1.029

1.700

0.095

-0.312

3.804

Political Dynasty

-0.394

0.558

-0.710

0.482

-1.509

0.721

Location Dummy

0.327

0.261

1.260

0.214

-0.193

0.848

ARMM Dummy

-1.561

0.755

-2.070

0.043

-3.070

-0.053

Constant

29.809

13.353

2.230

0.029

3.117

56.502

V a r ia b le s

[95% C o n f. In terv a l]

Alternatively, the general version of the Hausman test uses a different method
specification testing between OLS and 2SLS coefficients. Under the test H0: the OIA
estimator is efficient and Ha: the eßieient estimator is not consistent. If we reject the null hypothesis
we favour the result of 2SLS otherwise OLS estimate is better because it is more efficient.
When deciding whether to use OLS or 2SLS, there is always a trade-off because OLS has a
smaller variance and is efficient while 2SLS is consistent. Hausman tests decide whether or
not the difference between the two estimators is statistically significant. If it is, that is
evidence that more restricted, or “efficient”, one is not consistent. The result shows a pvalue of 0.316 > 0.05, thus we cannot reject the null hypothesis and OLS coefficients are
better estimator than 2SLS. Both the Wu version and the general Hausman test provide
the same results suggesting that the OLS may provide better estimates than 2SLS in our
case.
In testing for endogeneity whether it is a problem or not the Heckman Test were used,
which closely resemble the Wu version of the Hausman Test. The main difference is
instead of using the residuals of the first stage regression we use the predicted values. First,
we compute the predicted value of infrastructure index using the instrumental variable and
all exogenous variables. Second, we include the predicted value of infrastructure index
together with all other variables in the main regression model. If the coefficient of the
predicted value of infrastructure index is significant, then we have an endogeneity problem
provided that the instrument meets relevant criteria.
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A .ll D etailed Results o f M odels Averaging
All explanatory variables are treated equally as auxiliary variables without imposing prior
model selection, which means running 2k models (i.e. 2<} or 512 regressions) and then
averaging the coefficients and standard error of those models. Results of BMA and WALS
analysis are almost identical; this suggests that the coefficients of the explanatory variables
are robust and stable under various model permutations.
Table A l l . l Detailed Result o f Bayesian Model Averaging (BMA)
D ependent Variable: Average Provincial Per Capita Incom e G row th Rate
E x p la n a to r y
V a r ia b le s

C o e ffic ie n ts

S td . Err.

t

p ip

[1-S td . Err. B a n d s ]

Constant

20.64

9.02

2.29

1.00

11.61

29.67

Log o f Infrastructure

0.645

0.386

1.67

0.83

0.258

1.031

Log o f Fertility Rate

-1.226

1.037

-1.18

0.69

-2.263

-0.189

0.377

0.263

1.43

0.77

0.114

0.640

Log o f Initial Incom e 1985

-2.386

0.374

-6.34

1.00

-2.751

-2.001

Log o f School Enrolm ent

-0.081

1.175

-0.07

0.14

-1.256

1.093

Log o f Gini Coefficient

1.009

1.383

0.73

0.44

-0.374

2.391

Political Dynasty

-0.073

0.287

-0.25

0.15

-0.360

0.214

Location Dummy

0.060

0.168

0.36

0.20

-0.108

0.229

-1.363

0.836

-1.63

0.82

-2.199

-0.527

Log o f Overseas W orkers

ARMM Dummy
Note:

pip stands for posterior inclusion probability and / stands for the t-statistic. Among the control
variables that are highly relevant for growth are location and ARMM dummies while enrolm ent
rate and political dvnastv are marginallv significant. All variables exhibit the correct sign.
Table A 11.2 Detailed Result o f Weighted Average Lease Square (WALS)
D ependent Variable: Average Provincial Per Capita Incom e G row th Rate
E x p la n a to r y

C o e ffic ie n ts

S td . Err.

t

Constant

19.424

11.530

1.64

7.894

30.954

Log o f Infrastructure

0.536

0.229

2.34

0.307

0.765

Log o f Fertility Rate

-1.273

0.593

-2.15

-1.866

-0.679

Log o f Overseas Workers

0.396

0.167

2.38

0.229

0.431

Log o f Initial Incom e 1985

-2.170

0.355

-6.10

-2.526

-1.814

Log o f School Enrolm ent

-0.457

2.206

-0.21

-2.663

1.749

Log o f Gini Coefficient

1.360

0.910

1.49

0.449

2.271

Political Dynasty

-0.236

0.534

-0.44

-0.771

0.298

Location Dummy

0.229

0.192

1.19

0.037

0.422

ARMM Dummy

-1.037

0.652

-1.59

-1.689

-0.384

V a r ia b le s
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[1-S td . Err. B a n d s ]

According to Fernandez et al (2001) when a variable has, a posterior probability of
inclusion (pip) greater than 0.1, it is considered to be a good determinant of growth.
Raftery (1995) threshold for inclusion in the growth determinants is around 0.5 while
Masanjala and Papageorgiou (2008) suggest that the absolute value of the ratio of the
posterior mean to its standard deviation provides a better measure than the posterior
inclusion probability in order to measure whether an explanatory variable achieves
economic and statistical significance in the model. Masanjala and Papageorgiou contends
that a variable can be considered significant if the rado of the posterior mean to its
standard deviation passes a threshold of 1.3 meaning it is equivalent to the 10% level of
significance in the hypothesis test. In the growth literature there is no rule or consensus on
what the specific values or threshold to indicate whether a variables is a significant
determinant of growth.
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A.12 Revised Provincial Growth Model
Table A12.1 provides the results of the new estimates where school enrolment and political
dynasty are excluded. It is almost identical with previous results in magnitude and sign of
the coefficients. Only the variable fertility rate changed, which was no longer significant in
the OLS.

In terms of ¥ -statistic for joint significance test of explanatory variables, the

revised model showed a higher value of 22.46 compared to the baseline model of 18.25.
The Adjusted R-squared in the revised model is slightly higher. For example, the OLS value
was around 0.61 while the baseline model was 0.65. This suggests a little improvement in
explaining the changes in per capita income.

Table A 12.1 Revised Model OLS, 2SLS, and Quantile Regressions
D ependent Variable: Average Provincial Per Capita Income G row th Rate (1985—2009)
Provincial Per Capita Incom e G row th Mean = 1 .7 Percent, Observations —73
Explanatory
Variables

Q uantile R egression
OLS
0.2

0.4

0.6

0.8

Focus 1 'ariables
Infrastructure Index
Fertility Rate
Overseas W orkers

0.65**

0.50

1 17***

0.33

0.40

0.12

(0.28)

(0.42)

(0.32)

(0.36)

(0.28)

(0 .22 )

- 1.21

-1.31*

-2.17**

-0.52

-0.26

0.33

(0.77)

(0.69)

(0.90)

0.51***

0.50***

0.36*

(0.62)
0.59***

(0.76)
0.50***

(0.78)
0.62***

(0.16)

(0.17)

(0 .20 )

(0 .20 )

(0.18)

(0 . 12 )

-2.51***

-2.49***

-2 9 3 ***

-2.65***

-2.40***

-2.06***

(0.34)

(0.36)

(0.47)

(0.36)

(0.37)

(0.28)

1.91*

1.87*

1.84

2.87***

2.76***

3.31***

(1.06)

(1 .02 )

(1.26)

(1 .01 )

(0.95)

(0.90)

0.23*

0.27

0.081

0.42**

0.27*

0.26*

(0.14)
-1 15***

-1.43***

Control Variables
Initial Incom e 1985
Gini Coefficient
Location Dummy
ARMM Dum m y
Constant

Observations
R-squared/Pseudo-R

(0.15)

(0.26)

(0.27)

(0.17)

-1 19***

-1.24**

-0.22

- 1.11

(0 . 10 )

(0.41)
1g 1 ***

(0.54)

(0.43)

(0.74)

(0.41)

(0.41)

18.7***

2 i 4***

16.1**

13.7***

8 .8 **

(5.29)

(5.59)

(5.74)

(6 . 10 )

(4.99)

(3.84)

73

73

73

73

73

73

0.65

0.61

0.55

0.57

0.56

0.48

Note: Robust standard error are in parenthesis *** p < 0 .0 1 , ** p<0.05, and * p < 0.1 while the standard
errors for quantile regressions are robust using the Machado-Santos Silva procedures. The MachadoSantos Silva procedure reports a valid standard errors and t statistics that are asymptotically valid under
heteroscedasticity and misspecification o f the quantile regression function.
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Table A l2.2 shows the results of the revised model averaging excluding non-robust
explanatory variables. The results verify the consistency of the results in terms of the
magnitude and stability of the coefficients.

For instance, the BMA shows an average

coefficient of 0.66 and WALS 0.57 for infrastructure index close to the OLS results at 0.65.
From the foregoing sensitivity and robustness tests, it can be reasonably argued that the
remaining explanatory variables partially explain the movement of provincial per capita
income growth.
Table A12.2 Revised BMA and WALS Results
Dependent Variable: Average Provincial Per Capita Income Growth Rate (1985—2009)
Provincial Per Capita Income Growth Mean = 1 .7 Percent, Observations = 73
BM A

W ALS

E x p la n a to r y V a r ia b le s

R o b u stn e ss

Coefficient

Std. Err.

Coefficient

Std. Err.

Infrastructure Index

0.66

0.38

0.57

0.22

Robust

Fertility Rate

-1.17

1.02

-1.34

0.61

Robust

Overseas Workers

0.38

0.26

0.41

0.15

Robust

Initial Income 1985

-2.38

0.37

-2.27

0.35

Robust

Gini Coefficient

1.02

1.39

1.45

0.81

Robust

Location Dummy

0.06

0.17

0.20

0.19

Marginal

ARMM Dummy

-1.38

0.78

-0.93

0.42

Robust

Constant

20.14

6.96

17.92

4.74

-

Focus I Variables

Control Variables
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A.13 Survey Q u e s tio n s
The following survey questions included in the statistical analysis were selected from the
main survey questionnaires undertaken by PCID, NCPAG, and IDEA in the ARMM. It is
presented here in no particular order, in the main survey questionnaires they are arranged
differently. For instance, in the actual survey the question on the level of support to elected
local executives during the election is given in the early part of the main survey, while
questions on benefits, responsiveness, access, and satisfaction follow much later and each
of them is separated by at least three other questions. This is to solicit more truthful
answers from the respondent. Often when series of questions are related to each other, a
respondent will select answer closely resembling their previous answer without much
thought. However, when the sequence of questions is unrelated respondents are more
likely to think over it before answering. The number the below the answer represents the
Likert scale used in the analysis. The Likert scale is a psychometric scale commonly used in
sociology, medicine, or political science studies that involves questions whose answer
depend on certain rating scale, usually in a 3, 5 or 7 point scale (e.g. Strongly Disagree,
Disagree, Undecided, Agree, Strongly Agree).
The survey was implemented based on a dyadic question and answer format, where
interviewer asks each question and seek clarification if necessary. The dyadic format is
needed since some of the respondents are unable to read or write and have to be assisted to
fully understand the meaning of the questions. The average interview and survey time was
around 20 minutes. Eight hundred respondents were randomly selected in each province of
the Autonomous Region in Muslim Mindanao (ARMM).

Dependent Variables

1. Benefit: To what extent do you receive help or assistance from the current LGU
Officials in your areas?

None at all
1

Somewhat
substantial
3

Somewhat
Little
2

Quite
Substantial
4

2. Responsiveness: Based on your personal experience, what is the extent of responsiveness
of the local government to the issues and problems brought to its attention by citizens?
Never
Responsive
1

Rarely
Responsive
2

Sometimes
Responsive
3
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Often
Responsive
4

Always
Responsive
5

3. Access: To what degree do you agree or disagree with the following statement: “Do you
and other citizens have an easy and open access to public documents and local government proceedings and
decision-making p rocesses’’?

Disagree

Somewhat
Disagree

Undecided

Somewhat
Agree

Strongly
Agree

1

2

3

4

5

Strongly

4. Satisfaction: How satisfied you are with the present administration of the local
government unit in your area?

Dissatisfied

Somewhat
Dissatisfied

Undecided

Somewhat
Satisfied

Very
Satisfied

1

2

3

4

5

Very

Focus Variable
5. Support: To what extent did you support in the last election the current local
government officials in your area?
Did N ot
Support at all
1

Did not
Participate
2

Supported
a Little
3

Somewhat
Supported

Strongly
Supported

4

5

Questions on Democracy and Corruption Perception
6. Promotion o f Democracy: Is democracy being promoted in ARMM?
Strongly
Disagree

Disagree

Undecided

Somewhat
Agree

Strongly
Agree

1

2

3

4

5

7. Practice o f Democracy: Is democracy being practiced in ARMM?
Strongly
Disagree
1

Disagree

Undecided

Somewhat
Agree

Strongly

2

3

4

5

Agree

8. Comparison o f Democracy: Is the democracy being practiced in ARMM different from
the rest of the country?
Strongly
Disagree
1

Disagree

Undecided

Somewhat
Agree

Strongly
Agree

2

3

4

5
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9. Perception of Corruption: Do you agree or disagree that giving money, things, gifts,
among others to any government official or employee to speed up the processing of any
government transaction is considered as corruption?
Disagree
1

Do not know
2

Agree
3

Q uestions on the Characteristics o f the Respondent

10. Age: How old are you?
11. Gender: Respondent’s Gender
Female
0

Male
1

12. Status: What is your current status; are you married or not?
Not Married
Married
0
1
13. Income: What is your monthly household income (in thousand pesos)?
14. Self-rated Poverty: Do you consider yourself poor or not?
Not Poor
Poor
0
1
15. Employment: Are you currently employed?
No
0

Yes
1

16. Years of Education: How many years of formal education have you completed?
17. Overseas Filipino Workers: How many members of your household are working as an
Overseas Filipino Worker?
18. Members of Household: How many members are there in your household(s)?
19. House Ownership: Do you own or rent your current house/home?
Rented
Owned
0
1
20. Household Head: What is the gender of the household head?
Female
Male
0
1
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A.14 D etailed R egression Results from Chapter 6
Table A14.1 Results o f Ordinary Least Squares with N o Control Variables
D ependent Variables
Explanatory
Variable

Benefits
M odel

R esponse
M odel

A ccess
M odel

Satisfaction
M odel

Level o f Support

0.216***

0.366***

0.262***

0.349***

(0.011)

(0.014)

(0.014)

(0.013)

1.299***

1.918***

2.501***

2.313***

(0.047)

(0.057)

(0.056)

(0.052)

3,965

3,984

3,992

3,988

0.082

0.146

0.084

0.157

Constant

Observations
R-squared

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
__________ Table A14.2 Results o f Ordinary Least Squares with Control Variables______________
D ependent Variables
Explanatory Variables
Focus Variable
Level o f Support
Democracy Control l triable
Prom otion o f Democracy
Practice o f Democracy
Com parison o f Democracy
Perception o f Corruption
Respondent-specific Control
Age
G ender (Male=T)
Status (Married or Single)
Incom e
Self-rated Poverty (P o o r= l)
Em ploym ent (E m ployed=l)
Years o f Education
Overseas Filipino W orkers
Members o f Household
House O w nership (O w ned= l)

Benefits
M odel

R esponse
M odel

A ccess
M odel

Satisfaction
M odel

0.154***
(0.0157)

0.267***
(0.019)

0.163***
(0.018)

0.264***
(0.018)

0.079***
(0.024)
0.071***
(0.025)
-0.041**
(0.018)
-0.075***
(0.019)

0.149***
(0.029)
0.137***
(0.030)
-0.035
(0.0222)
-0.040*
(0.023)

0.201***
(0.028)
0.093***
(0.029)
-0.029
(0.0214)
0.003
(0.022)

0.157***
(0.027)
0.096***
(0.028)
-0.015
(0.0207)
-0.048**
(0.022)

0.001
(0.002)
0.001
(0.039)
0.032
(0.041)
-0.001
(0.002)
-0.180***
(0.034)
0.040
(0.037)
0.004
(0.004)
-0.044
(0.044)
0.007*
(0.004)
0.164***
(0.059)

-0.001
(0.002)
-0.002
(0.048)
0.073
(0.051)
-0.007**
(0.003)
-0.134***
(0.042)
0.111**
(0.046)
0.003
(0.005)
0.072
(0.054)
0.011**
(0.005)
0.169**
(0.073)

0.001
(0.002)
0.093**
(0.046)
0.216***
(0.049)
-0.010***
(0.003)
-0.0484
(0.041)
0.004
(0.044)
0.007*
(0.004)
0.063
(0.052)
0.009*
(0.005)
0.372***
(0.070)

-0.001
(0.002)
-0.010
(0.045)
0.072
(0.048)
-0.008***
(0.002)
-0.070*
(0.039)
0.028
(0.043)
-0.009**
(0.004)
0.053
(0.051)
0.015***
(0.005)
0.130*
(0.068)
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Household Head (M ale=l)
Provincial Dummy
Lanao del Sur
Basilan
Sulu
Tawi-tawi
Constant
Observations
R-squared

-0.116**
(0.057)

-0.070
(0.046)

0.213***
-0.258***
(0.074)
(0.060)
0.074
-0.103*
(0.068)
(0.055)
0.602***
-0.169***
(0.068)
(0.055)
0.105**
0.358***
(0.062)
(0.050)
1.263***
1.094***
(0.172)
(0.139)
2,239
2,248
0.207
0.151
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

-0.146***
(0.055)

-0.0691
(0.053)

-0.138*
(0.071)
0.010
(0.065)
-0.215***
(0.065)
-0.052
(0.059)
1.569***
(0.165)
2,250
0.192

0.0227
(0.069)
-0.054
(0.063)
0.018
(0.063)
0.050
(0.058)
1.834***
(0.160)
2,248
0.206

Table A l 4.3 Detailed Results o f O rdered Logit Model with Control Variables (In Log Odds)_____
Explanatory Variables
r
J
Focus I triable
Level o f Support
Democracy Control Variable
Prom otion of Democracy
Practice o f Democracy
Com parison o f Democracy
Perception o f Corruption
Respondent-specific Control
Age
G ender (M ale=l)
Status (M arried=l)
Incom e
Self-rated Poverty' (P o o r= l)
Em ploym ent (Em ployed=l)
Years o f Education
Overseas Filipino W orkers
M embers o f H ousehold

D ependent Variables
----- —----- - ------------- —------------------------ r--------------------—— ---:----B enefits
R esponse
A ccess
Satisfaction
M odel
M odel
M odel
M odel
0.365***
(0.038)

0.532***
(0.039)

0.351***
(0.038)

0.600***
(0.040)

0.178***
(0.059)
0.186***
(0.062)
-0.098**
(0.044)
-0.214***
(0.047)

0.298***
(0.057)
0.250***
(0.060)
-0.081*
(0.043)
-0.0749*
(0.045)

0.409***
(0.059)
0.193***
(0.061)
-0.051
(0.044)
0.032
(0.045)

0.303***
(0.060)
0.198***
(0.062)
-0.028
(0.044)
-0.074
(0.046)

0.001
(0.002)
-0.017
(0.096)
0.091
(0.102)
0.001
(0.006)
-0.415***
(0.085)
0.097
(0.091)
0.014
(0.009)
-0.101
(0.107)
0.021*
(0.011)

0.001
(0.003)
0.298***
(0.057)
0.250***
(0.0600)
-0.081*
(0.043)
-0.074*
(0.045)
0.298***
(0.057)
0.250***
(0.060)
-0.081*
(0.043)
-0.074*
(0.045)

0.001
(0.003)
0.253***
(0.094)
0.420***
(0.100)
-0.022***
(0.006)
-0.128
(0.083)
-0.006
(0.090)
0.016*
(0.009)
0.166
(0.108)
0.020*
(0.011)

0.001
(0.003)
0.024
(0.095)
0.122
(0.100)
-0.020***
(0.006)
-0.126
(0.084)
0.051
(0.091)
-0.022**
(0.009)
0.139
(0.111)
0.040***
(0.011)
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House Ownership (O w ned= l)

0.372***
(0.142)
-0.172
(0.114)

H ousehold Head (M ale=l)

0.298***
(0.0577)
0.250***
(0.0600)

0.702***
(0.143)
-0.267**
(0.111)

0.285**
(0.139)
-0.141
(0.112)

Provincial D um my

Lanao del Sur

-0.672***
0.356**
-0.298**
0.0500
(0.149)
(0.139)
(0.143)
(0.143)
Basilan
0.076
0.018
-0.089
-0.270**
(0.136)
(0.130)
(0.132)
(0.133)
1.160***
-0.482***
0.0429
Sulu
-0.436***
(0.133)
(0.133)
(0.133)
(0.133)
T awi-tawi
0.229*
0.625***
-0.100
0.081
(0.119)
(0.119)
(0.121)
(0.120)
Observations
2,239
2,248
2,250
2,248
363.87
531.78
482.79
525.37
Likelihood Ratio ^ (df=20)
Pseudo R2
0.067
0.082
0.078
0.087
Results are presented in log odds and standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1

Table A14.4 Results o f Brant T est for Parallel O dds Assum ption (In Log Odds)
D ependent Variables
.
Explanatory Vanables

Benefits
M odel

R esponse
M odel

A ccess
M odel

Satisfaction
M odel

X2

P >X2

X2

P >X2

X2

P>X2

X2

P > X2

214.29

0.00

256.60

0.00

248.80

0.00

223.28

0.00

34.71

0.00

35.74

0.00

12.69

0.01

13.26

0.00

Prom otion of Democracy

3.40

0.18

3.24

0.36

7.17

0.07

15.89

0.00

Practice o f Democracy

1.11

0.57

11.28

0.01

4.82

0.19

2.73

0.44

Com parison o f Democracy

3.52

0.17

5.35

0.15

13.48

0.00

1.25

0.74

Perception o f Corruption

41.28

0.00

9.86

0.02

31.43

0.00

1.05

0.79

Age

0.74

0.69

9.36

0.03

0.71

0.87

5.67

0.13

G ender

2.28

0.32

12.84

0.01

21.29

0.00

8.40

0.04

Status

3.54

0.17

1.44

0.70

6.12

0.11

1.22

0.75

Income

20.86

0.00

13.84

0.00

11.71

0.01

10.76

0.01

Self-rated Poverty

5.17

0.08

0.93

0.82

6.63

0.09

4.71

0.19

Em ploym ent

1.52

0.47

1.75

0.63

0.45

0.93

2.99

0.39

Years o f Education

0.55

0.76

10.73

0.01

5.22

0.16

4.12

0.25

Overseas Filipino W orkers

3.15

0.21

23.02

0.00

4.61

0.20

6.15

0.11

Members o f H ousehold

0.13

0.94

14.44

0.00

1.70

0.64

13.97

0.00

House Ownership

14.36

0.00

1.77

0.62

17.96

0.00

4.97

0.17

Household Head

8.06

0.02

0.61

0.89

0.59

0.90

3.83

0.28

All Variables
Focus 1 'ariable

Level o f Support
Democraty Control I 'ariable

Respondent-specific Control
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Table Al 4.5 Results o f G O L O G IT (In Log Odds)
Estimation: Level o f Benefits as the D ependent Variable
E x p la n a to r y V a r ia b le s

Som ew hat
L ittle

Som ew hat
S u b sta n tia l

(y>i)

( y > 2)

(y > 3)

0 .2 2 2 * * *

(0.0489)

0.570***
(0.057)

0.903***
(0.160)

0.283***
(0.077)
0.158**
(0.0803)
-0.0645
(0.056)
-0.0483
(0.064)

0.086
(0.072)
0.233***
(0.0764)
-0 . 1 2 0 **
(0.055)
-0.385***
(0.055)

0.158
(0.147)
0.092
(0.151)
-0.324***
(0.117)
0.094
(0.105)

0.003
(0.004)
-0.077
(0.133)
-0.045
(0.140)
-0.005
(0.006)
-0.292**
(0.117)
0.204
(0.124)
0.008
(0 .0 1 2 )
-0.146
(0.140)
0.0235
(0.015)
-0.108
(0.196)
0.0127
(0.152)

-0 .0 0 1
(0.004)
-0.053
(0.116)
0.174
(0 . 1 2 1 )
0 .0 2 2 ***
(0.007)
-0.496***
(0.103)
0.114
(0 . 1 1 0 )
0.018*
(0 .0 1 1 )
-0.026
(0.124)
0.0218
(0.013)
0.755***
(0.203)
-0.225*
(0.135)

0.006
(0.007)
0.277
(0.227)
0.344
(0.232)
-0.066**
(0.028)
-0.516***
(0 .2 0 0 )
-0.131
(0.216)
0.025
(0 .0 2 1 )
-0.207
(0.283)
0.00996
(0.025)
1.082*
(0.597)
-0.747***
(0.240)

N o n e at all

Focus I d m able

Level o f Support
Democracy C ontrol I Variable

Prom otion o f Democracy
Practice o f Democracy
Com parison o f Democracy
Perception o f Corruption
Respondent-specific C ontrol

Age
G ender (M ale=l)
Status (M arried=l)
Income
Self-rated Poverty (P o o r= l)
Em ploym ent (Em ploycd=l)
Years o f Education
Overseas Filipino W orkers
M embers o f Household
House Ownership (O w ned=l)
H ousehold Head (M ale=l)
Provincial D u m m y

-1 3 7 9 ***

0.214
-0.326*
(0 .2 1 0 )
(0.181)
(0.438)
-1 147***
Basilan
0.0647
0.738**
(0.204)
(0.160)
(0.353)
Sulu
-0.734***
-0.592***
0.369
(0.397)
(0.204)
(0.174)
Tawi-tawi
-0.566***
0.476***
0 .8 6 8 ***
(0.327)
(0 .2 0 0 )
(0.142)
-0.0499
-7.881***
Constant
-3.738***
(0.472)
(0.440)
(1.074)
2,239
2,239
Observations
2,239
Likelihood Ratio y2 (df=60)
586.99
Results are presented in log odds and standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
Lanao del Sur
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Table A l4.6 Results o f G O L O G IT (In Log Odds)
Estimation: Level o f Responsiveness as the D ependent Variable
Explanatory Variables
Focus loanable
Level o f Support
Democracy Control I ranable
Prom otion o f Democracy
Practice o f Democracy
Com parison o f Democracy
Perception o f Corruption
Respondent-specific Control
Age
G ender (M ale=l)
Status (M arried=l)
Incom e
Self-rated Poverty
(P o o r= l)
Em ploym ent (E m ployed=l)
Years o f Education
Overseas Filipino W orkers
Members o f Household
House Ownership
(O w ncd= l)
Household Head (M ale=l)
Provincial Dummy
Lanao del Sur
Basilan
Sulu
Tawi-tawi
Constant

N ever
R esponsive

Rarely
R esponsive

Som etim es
R esponsive

Often
R esponsive

(y > i)

(y > 2)

(y > 3)

(y > 4)

0.221**
(0.108)

0.432***
(0.050)

0.593***
(0.051)

0.865***
(0.091)

0.250
(0.169)
0.306*
(0.181)
-0.036
(0.115)
-0.030
(0.143)

0.271***
(0.082)
0.402***
(0.084)
-0.019
(0.059)
-0.080
(0.068)

0.346***
(0.068)
0.148**
(0.071)
-0.138***
(0.051)
-0.146***
(0.053)

0.230***
(0.089)
0.282***
(0.092)
-0.090
(0.065)
0.050
(0.068)

-0.023**
(0.009)
-0.868***
(0.282)
0.246
(0.294)
0.039
(0.0317)
-0.481*

-0.007
(0.004)
-0.015
(0.136)
0.0739
(0.148)
-0.001
(0.008)
-0.310***

0.004
(0.003)
0.065
(0.111)
0.124
(0.121)
-0.035***
(0.009)
-0.331***

0.004
(0.005)
0.186
(0.149)
0.260*
(0.157)
-0.0528***
(0.016)
-0.238*

(0.248)
0.385
(0.287)
0.013
(0.028)
-0.585**
(0.271)
-0.053
(0.035)
0.101

(0.118)
0.255**
(0.127)
0.040***
(0.013)
0.0323
(0.164)
0.032**
(0.016)
0.286

(0.0979)
0.233**
(0.106)
0.003
(0.010)
0.351***
(0.132)
0.040***
(0.012)
0.387**

(0.127)
0.0859
(0.139)
-0.004
(0.014)
0.149
(0.154)
-0.008
(0.016)
0.402

(0.464)
-0.122
(0.334)

(0.187)
-0.164
(0.166)

(0.172)
-0.293**
(0.135)

(0.247)
-0.179
(0.169)

0.632
(0.428)
0.157
(0.376)
0.329
(0.366)
0.514
(0.406)
1.881*
(1.079)
2,248
769.40

0.422**
(0.203)
0.262
(0.191)
0.635***
(0.186)
0.279
(0.173)
-2.964***
(0.479)
2,248

0.188
(0.170)
-0.049
(0.157)
1.207***
(0.159)
0.647***
(0.142)
-4.549***
(0.415)
2,248

0.807***
(0.272)
0.318
(0.255)
1 871***
(0.246)
1.031***
(0.229)
-8.269***
(0.653)
2,248

Observations
Likelihood Ratio y 2 (df=80)
Results are presented in log odds and standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table A14.7 Results o f G O L O G IT (In Log Odds)
Estimation: Level o f Access as the D ependent Variable

E x p la n a to r y V a r ia b le s

Focus Variable
Level o f Support
Democracy Control 1 'anable
Prom otion o f Democracy
Practice o f Democracy
Com parison o f Democracy
Perception o f Corruption
Respondent-specific Control
Age
G ender (M ale=l)
Status (M arried=l)
Incom e
Self-rated Poverty (P o o r= l)
Em ploym ent (E m ployed=l)
Years o f Education
Overseas Filipino W orkers
Members o f Household
House Ownership
(O w ned= l)
H ousehold Head (Male—1)

U n d e c id e d

Som ew hat

(y > i )

(y > 2 )

(y > 3 )

(y > 4)

0.047
(0.115)

0.302***
(0.055)

0.381***
(0.045)

0.441***
(0.074)

0.683***
(0.178)
0.339**
(0.170)
0.0882
(0.116)
-0.271*
(0.163)

0.530***
(0.092)
0.205**
(0.094)
-0.162**
(0.066)
-0.057
(0.075)

0.332***
(0.069)
0.227***
(0.0716)
-0.093*
(0.052)
-0.078
(0.053)

0.441***
(0.092)
0.087
(0.092)
0.069
(0.070)
0.291***
(0.068)

-0.011
(0.010)
-0.450*
(0.266)
0.844***
(0.299)
-0.023*
(0.012)
0.003
(0.240)
0.230
(0.268)
0.053**
(0.025)
-0.079
(0.318)
-0.015
(0.033)
0.826**

-0.001
(0.005)
-0.027
(0.145)
0.269*
(0.158)
-0.009
(0.010)
0.058
(0.133)
0.058
(0.141)
0.013
(0.014)
0.184
(0.186)
0.006
(0.018)
1.071***

0.003
(0.004)
0.250**
(0.112)
0.376***
(0.118)
-0.012
(0.008)
-0.119
(0.0990)
-0.039
(0.106)
0.028***
(0.011)
0.317**
(0.136)
0.031**
(0.013)
0.484***

0.001
(0.005)
0.548***
(0.146)
0.469***
(0.156)
-0.065***
(0.016)
-0.265**
(0.124)
-0.051
(0.139)
-0.001
(0.014)
0.055
(0.150)
0.016
(0.016)
0.642**

(0.367)
-0.203
(0.341)

(0.182)
-0.272
(0.180)

(0.166)
-0.224*
(0.132)

(0.265)
-0.325*
(0.167)

-0.552***
(0.168)
-0.021
(0.164)
-0.891***
(0.155)
-0.344**
(0.143)
-3.275***
(0.409)
2,250

0.036
(0.245)
0.224
(0.201)
0.535**
(0.216)
0.332*
(0.188)
-7.252***
(0.611)
2,250

S tr o n g ly
D is a g r e e

S om ew hat

A gree

D is a g r e e

Provincial Dummy
Lanao del Sur

-0.082
-1.211**
(0.507)
(0.242)
-0.246
Basilan
0.522
(0.232)
(0.717)
-0.940**
-0.479**
Sulu
(0.207)
(0.476)
-0.146
-0.299
Tawi-tawi
(0.538)
(0.203)
0.020
-1.900***
Constant
(1.046)
(0.538)
2,250
2,250
Observations
724.99
Likelihood Ratio y2 (df= 80)
Results are presented in log odds and standard errors
*** p<0.01, ** p<0.05, * p<0.1
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in parentheses

Table A14.8 Results o f G O L O G IT (In Log Odds)
Estimation: Level o f Satisfaction as the D ependent Variable
V ery
E x p la n a to r y V a r ia b le s

Focus l rariable
Level o f Support
Democracy Control I triable
Prom otion o f Democracy
Practice o f Democracy
Com parison o f Democracy
Perception o f Corruption
Respondent-specific Control
Age
G ender (M ale=l)
Status (M arried^l)
Incom e
Self-rated Poverty (P o o r= l)
Em ploym ent (Em ployed=l)
Years o f Education
Overseas Filipino W orkers
Members o f Household
House Ownership
(O w ned= l)
Household Head (M ale=l)

S om ew hat
D is s a t is f ie d

U n d e c id e d

D is s a t is f ie d

Som ew hat
S a tis fie d

(y> i)

(y>2)

<y>3)

(y > 4)

0.367***
(0.124)

0.499***
(0.059)

0.665***
(0.048)

0.648***
(0.068)

0.969***
(0.203)
0.278
(0.195)
-0.185
(0.138)
-0.229
(0.187)

0.511***
(0.102)
0.315***
(0.104)
-0.055
(0.070)
-0.058
(0.086)

0.360***
(0.074)
0.215***
(0.077)
0.019
(0.053)
-0.088
(0.057)

0.107
(0.080)
0.147*
(0.0831)
-0.027
(0.058)
-0.042
(0.060)

-0.014
(0.011)
-0.568*
(0.322)
0.323
(0.374)
-0.004
(0.011)
-0.259
(0.313)
0.006
(0.335)
0.010
(0.034)
-0.139
(0.352)
-0.077*
(0.043)
-0.638

-0.013
(0.066)
-0.037
(0.162)
0.299
(0.183)
-0.020*
(0.010)
-0.283*
(0.149)
0.165
(0.162)
-0.025
(0.019)
-0.230
(0.189)
0.009
(0.019)
0.0109

-0.001
(0.004)
-0.069
(0.118)
0.094
(0.126)
-0.015
(0.009)
-0.301***
(0.105)
0.163
(0.114)
-0.012
(0.015)
0.186
(0.137)
0.058***
(0.014)
0.370**

0.006
(0.004)
0.238*
(0.133)
0.150
(0.135)
-0.068***
(0.016)
0.004
(0.110)
-0.107
(0.122)
-0.026**
(0.010)
0.323**
(0.136)
0.044***
(0.013)
0.282

(0.620)
0.205
(0.416)

(0.242)
-0.339
(0.209)

(0.169)
-0.155
(0.142)

(0.218)
-0.064
(0.149)

Provincial Dummy
Lanao del Sur

-0.099
-0.144
0.673**
(0.577)
(0.182)
(0.265)
Basilan
0.594
0.112
-0.295*
(0.620)
(0.243)
(0.173)
0.359*
-0.362**
Sulu
0.684
(0.507)
(0.215)
(0.165)
Tawi-tawi
-0.066
0.400*
-0.484***
(0.489)
(0.223)
(0.156)
-1.662***
Constant
1.243
-3.958***
(1.364)
(0.575)
(0.424)
2,248
Observations
2,248
2,248
Likelihood Ratio y2 (df=80)
756.54
Results are presented in log odds and standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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0.087
(0.207)
0.113
(0.181)
0.439**
(0.188)
0.457***
(0.164)
-5.455***
(0.509)
2,248

Tabic A 14.9 Results of Ordered Logit Model with Randomised Sample (In Log Odds)
D ep en d en t Variables
Explanatory Variables

Benefits
M odel

R esponse
M odel

A ccess
M odel

Satisfaction
M odel

0.429***
(0.064)

0.385***
(0.062)

0.276***
(0.060)

0.417***
(0.062)

0.048
(0.120)
0.145
(0.123)
0.090
(0.098)
-0.314***
(0.102)

0.176
(0.114)
0.350***
(0.118)
-0.027
(0.092)
-0.232**
(0.097)

0.566***
(0.118)
0.134
(0.117)
-0.163*
(0.094)
-0.00878
(0.097)

0.180
(0.116)
0.361***
(0.118)
0.177*
(0.094)
-0.116
(0.096)

0.012
(0.076)
0.035
(0.197)
-0.325
(0.222)
-0.001
(0.009)
-0.496***
(0.178)
0.040
(0.188)
-0.002
(0.020)
-0.135
(0.247)
-0.006
(0.024)
0.095

0.003
(0.007)
-0.090
(0.187)
0.117
(0.216)
-0.013
(0.009)
-0.461***
(0.171)
0.042
(0.182)
0.031
(0.019)
0.001
(0.235)
0.018
(0.023)
0.299

0.006
(0.007)
0.042
(0.189)
0.613***
(0.214)
-0.021*
(0.011)
-0.377**
(0.172)
-0.26
(0.182)
0.020
(0.019)
-0.095
(0.246)
0.026
(0.024)
0.932***

0.002
(0.007)
-0.085
(0.186)
0.0921
(0.213)
-0.022**
(0.010)
-0.204
(0.170)
0.089
(0.181)
-0.029
(0.019)
0.115
(0.244)
0.033
(0.023)
0.110

(0.289)
0.118
(0.244)

(0.280)
-0.523**
(0.235)

(0.280)
-0.654***
(0.235)

(0.274)
0.090
(0.226)

Focus Variable

Level of Support
Democracy Control I 'ariable

Promotion of Democracy
Practice of Democracy
Comparison o f Democracy
Perception of Corruption
Respondent-specific Control

Age
Gender (Male=l)
Status (Married=l)
Income
Self-rated Poverty (Poor=l)
Employment (Employed=l)
Years of Education
Overseas Filipino Workers
Members o f Household
House Ownership
(Owned=l)
Household Head (Male=l)
Provincial Dummy

Lanao del Sur

0.035
-0.794**
(0.289)
(0.310)
Basilan
-0.353
0.280
(0.286)
(0.273)
Sulu
0.904***
-0.703**
(0.272)
(0.274)
Tawi-tawi
-0.174
0.510**
(0.252)
(0.254)
Observations
531
532
101.20
126.21
Likelihood Ratio y 2 (df= 20)
Pseudo R2
0.081
0.082
Results are presented in log odds and standard errors in
*** p<0.01, ** p<0.05, * p<0.1
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-0.318
(0.288)
0.265
(0.273)
-0.369
(0.264)
-0.145
(0.244)
532
155.22
0.101
parentheses

0.369
(0.285)
0.380
(0.271)
0.368
(0.264)
0.342
(0.250)
533
140.45
0.091

