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Unitary vs. Federal 

Source: Gozler (2003: 75).  



Fiscal Federalism 

• financial relations between units of governments 
in a federal government system 

• public finance discipline that deals with the 
division of governmental functions and financial 
relations among levels of government (can apply 
to unitary multi-level government) 

• Musgrave (1959): federal or central government 
should be responsible for the economic 
stabilization and income redistribution but the 
allocation of resources should be the 
responsibility of state and local governments 
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Decentralization vs Federalism 

Note: Federal countries are not necessarily more decentralized 
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Common objectives of 
decentralization and federalism  

• Empower local communities and bring 
democracy and political accountability closer 
to the citizen,  

• Provide avenue for non-majoritarian 
democratic arrangement 

• Promote good governance and efficiency by 
catering to local concerns, and allowing 
experimentation and search for best practice 

• Manage diversity (unity in diversity) 
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High Poverty 

Lack of  Productive 
Employment Opportunities 

Due to Low Economic 
Growth 

Unequal Access to 
Opportunities 

Inadequate 
 Social Safety nets 

Low Levels of Private 
Investment and 

Entrepreneurship  
(allow the Growth Diagnostic 

Framework) 

Weak Human Capabilities 
Unequal Access to 
- Education 
- Health 
- Other Social Services 

Uneven Playing Field 
- Unequal Access to    
Infrastructure and Other 
Productive Assets (credit and 
land) 
- Poor Governance, Weak 
Institutions,  
and Deficient Policy 

Diagnostic Framework for Poverty 

SOURCE: Asian Development Bank (2007). Philippines: Critical Development Constraints 
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SOURCE: World Economic Forum 2017 
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SOURCE: World Economic Forum 2017 
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Commission on Audit, Audit Performance Summary Report  
For Calendar Year 2011 
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Economic growth and living condition in the Philippines are highly uneven across regions. 
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National Government and Local Government shares in total  
Government Expenditures, Philippines, 2009, 2011, 2013, and 2015  

PAGBA 2019 1st Quarter Seminar & Meeting 

February 13-16, 2019 

Crowne Plaza Hotel, Ortigas, Quezon City 



National government and local government shares in total government revenues, 
Philippines, 1990, 2000, 2010, and 2015  
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Common Pool Resource (CPR) 

A common resource pool is a resource that is 

available for the joint use of numerous individuals 

(property of non-excludability) but where the 

consumption of the resource by an individual or 

group reduces the amount available to others 

(property of rivalry in use). Individuals or groups 

are thus inclined to use more of these resources 

but to invest less in their upkeep. The result is the 

overuse of common pool resources or a condition 
called “tragedy of commons” (Grossman, 2010).   
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Common Pool Resource Problem 

• Each sector/locality/group/individual would try to minimize its 

contribution to the CPR or its share of the tax burden.  

• A major reason for the Philippines’ weak tax effort relative to 

its regional peers is the numerous tax exemptions given to 

various sectors and groups, e.g., senior citizens, persons 

with disabilities, boy scouts and girl scouts, cooperatives, 

economic zones, etc.  

• The Philippines’ value added tax system, for instance, has 

the highest number of line exemptions at 143 compared to 

Indonesia’s 37, Thailand’s 35, Vietnam’s 25, and Malaysia’s 
14 (Department of Finance, 2017).  
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Common Pool Resource Problem 

• Fiscal illusion and weak fiscal discipline 
• Patronage politics and political 

dynasties  
• Tolerance of corruption 
• Weak allocative and operational 

efficiency   
        (“Divide by N” – Fragmentation) 
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Highly Fragmented Local Government 
System 

NOTE: As of 2017, the Philippines has 81 provinces and 145 cities (except for Isabela City and 
Cotabato City, all cities are highly urbanized and independent cities). 



Fragmented local government units + patronage politics  

= Fragmented government services 

 

 

Highly 
Urbanized 
Cities          

Component Cities 

National Government 

         Provinces  
               

Municipalities 

Barangays 

Population/voters 

Barangays Barangays 

 

Number of LGUs 
 
Provinces:                81 
Cities:                     145 
Municipalities:    1,489 
Barangays:        42,036 

Notes: 
• National Government 

deals directly with all 
local government levels 

• Provinces are fiscally, the 
weakest. 

• Cities are fiscally, the 
strongest. 



Autonomy and Coordination 

• Based on international experiences, autonomy, by itself, 
is not sufficient guarantee of improved governance and 
service delivery. Government services are diverse and 
complicated; they have both national and local 
dimensions that require coordination and cooperation 
among players at all levels (Australia DFAT and The World 
Bank, 2015) .  

• Effective coordination among government tiers requires 
clear division of responsibilities, adequate funding, and 
bureaucratic capacity at all government levels. As a 
whole, the Philippines falls short of these requirements 
(Balisacan, Hill, Piza, 2006)  

 



Common Structural Characteristics of 
Federations 

• two levels of government, i.e., national and 
subnational that directly govern their constituents,  

• executive and legislative authorities formally defined 
in the country’s Constitution,  

• provision of autonomy for the levels of government 
through proper assignment of revenue resources,  

• representation of subnational governments in 
federal policy making institutions,  

• mandated bodies (courts) or mechanisms 
(referendums), to settle disputes among 
governments,  

• institutions tasked to facilitate intergovernmental 
collaboration for services with shared 
responsibilities.  

20 -- Watts, 1996 



Shift to Federal Government 

 



Critical Aspects of 
(Fiscal)Federalism: 

• Proper and Clear Assignment of Functions (exclusive vs 
shared) 

• Vertical Fiscal Balance: Expenditure functions of the 
different levels of government should be matched with 
corresponding revenue raising powers 

• Horizontal Fiscal Balance: Each unit within a particular level 
of government (or each state in a federal system) has the 
capacity to provide services at a comparable standard. 

• Well designed intergovernmental relation and institutions 
that facilitate self-rule and shared-rule (e.g. state 
representation in federal policy making, intergovernmental 
fiscal institutions to facilitate tax harmonization and fiscal 
equalization, government borrowings, etc.)  
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DIVISION OF POWERS 

• Federal Power - concerns the entire nation 

• Regional Power - basic service to the people 

• Shared Power - basic service that is best 
provided under a national standard 

• All residual powers are retained by the Federal 
Government but may be delegated to the 
regional governments 
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Expenditure by functions across gov’t. levels 
(% of general government expenditure) 

PAGBA 2019 1st Quarter Seminar & Meeting 

February 13-16, 2019 

Crowne Plaza Hotel, Ortigas, Quezon City 









Tax Assignment: Principles  

• Tax system should lower administrative and 
compliance cost (tax harmonization) 

• Redistribution can be performed better by central 
government, thus progressive taxes and mobile 
tax bases are better assigned to central 
government 

• Taxes with bases that are not mobile are 
appropriate for middle and lower-level 
governments 

• User charges are appropriate for all levels of 
government 
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Tax Assignment: Principles (Moore, 2007) 

Fiscal Sociology: Fiscal (social) contract 

• If the state is dependent on broad taxation, 
it is likely to be more responsive and 
accountable to its citizens.  

• At the other end, citizen-taxpayers who 
shoulder the burden of taxation are likely to 
be more vigilant about the taxes that they 
have to pay and how their government 
spends the money.  
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Tax Assignment: Dimensions 

• Tax base definition covers the procedures for the 
computation of the tax base, including the rules for 
definition of income and expenditures, deductions and 
exemptions, formulation of the tax schedule, and 
attribution or apportionment of the tax base to different 
jurisdictions.  

• Tax rate determination refers to the simple decision or 
choice about the rates to impose on the tax base to 
determine the liabilities of taxpayers.  

• Tax administration and enforcement consist of the various 
activities in assessing, collecting, and auditing tax 
payments, and providing assistance to taxpayers to achieve 
compliance.  

• Tax revenue allocation refers to the sharing of proceeds 
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Joint Taxation vs. Tax Sharing 

• Joint taxation – power to tax (tax rate 
setting, tax base definition, and tax 
administration) is granted to more than 
one level of government 

• Tax sharing or revenue sharing – power to 
tax is exclusively assigned to one 
government level, usually the national 
government, which then shares the tax 
proceeds with other government levels. 
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Vertical Fiscal Balance 



Horizontal Fiscal Imbalance and Fiscal Equalization 



Fiscal gap model 



 
 

Subnational Government Borrowing 
 
 • Golden rule – limit SG borrowing for financing 

of capital investments only 

• Firm commitment regarding “no bail-out” of 
SG loans  

• Need for bankruptcy policy and mechanisms 
for SGs  

 

R. G. Manasan, To Pursue Federalism (or Not) and Why?, 13 February 2018 



Fiscal-Related Provisions of the Draft 
Federal Constitution 

Consultative Committee created to review 

the 1987 Constitution  
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Article XII, Sec 1: Exclusive powers of Federal Gov’t. 
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Article XII, Sec 2: Exclusive powers of Federated Regions 
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Article XIII: Fiscal Powers and Financial Administration 
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Article XIII: Fiscal Powers and Financial Administration 
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Fiscal-Related Provisions of the Draft 
Federal Constitution 

Resolution of Both Houses No. 15 

Passed by the House of Representatives  
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ARTICLE XII: Local Governments and Federal States 

• Section 1. The territorial and political subdivisions 
of the Republic of the Philippines are the 
provinces, cities, municipalities, and barangays. 
There shall be federal states in the country as 
provided in this article. 

• Sec. 3. Congress shall strengthen the existing 
Local Government Code to provide for a more 
responsive and accountable local government 
structure x x x, allocate among the different local 
government units their powers, responsibilities, 
and resources. 
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ARTICLE XII: Local Governments and Federal States 
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ARTICLE XII: Local Governments and Federal States 

• Sec. 5. Each local government and federal states shall 
have the power to create its own sources of revenue 
and to levy taxes, fees, and charges subject to such 
guidelines and limitations as Congress may provide. x x  

• Sec. 6. The National Government is mandated to 
provide local governments their just share, as 
determined by law, in the national taxes, which shall be 
automatically released to them. 

• Sec. 7. Local governments shall be entitled to an 
equitable share in the proceeds of the utilization and 
development of the national wealth within their 
respective areas, x x x 
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Will Proposed Changes Solve the 
Problems? 

Common Resource 
Pool 

No 

Fragmented 
Government 
structure 

No 

Patronage and 
Political Dynasties 

No 
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Thank you. 
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