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We held today a meeting of the Working Group on Economic and Fiscal Reforms under the Philippines Development Forum,
 comprising Government, civil society, business sector, academe, and international development partners. In this meeting, the partners affirmed their support to the Philippines. They acknowledged the country’s potential for rapid development and poverty reduction given the large pool of talented people, rich natural resources, active private sector, and strategic location in a fast-growing region. 

The members of the Working Group emphasized that a restoration of the financial strength of the state is essential to realize the potential for rapid development in the Philippines.  Sustained implementation of decisive fiscal reforms can move the country from its vulnerable position to the long-awaited economic take-off that would trigger a virtuous cycle - a cycle that would reduce fiscal deficits, attract more investments, create more jobs, lower poverty, and allow for increased spending for much needed infrastructure, health, education, and other basic social services for the poor.  

The members of the Working Group acknowledged recent progress on fiscal reforms, including the following measures: 

· passage and legal clearance of the EVAT law as the most significant revenue measure;

· improvements in revenue collections resulting from ongoing measures in the Bureau of Internal Revenue and the Bureau of Customs;

· significant reduction in the power sector deficit as the result of generation tariff adjustments and operational efficiency improvements; and 
· a national government deficit through September 2005 of 108.5 Billion Pesos, about 60 percent of the annual target and well below the 142 Billion Pesos recorded in the first nine months of 2004.

The Meeting supported the strong continuing commitment of the Government to the fiscal reforms, including the administrative and legislative measures for 2006 proposed by the Government.  In particular, the Working Group expressed strong support for the full, effective, and efficient implementation of the EVAT Law , including widening the base on November 1 and raising the rates in January 2006.  This will be an important milestone for fiscal recovery and credibility of the country. The meeting took note of estimates showing that 83% of VAT is paid by the wealthier half of the Philippine population, compared to 17% paid by the poorest 50% of families, and that poor Filipinos have the most to gain from a stronger state able to provide better services.

But while the EVAT is considered the biggest single item for improving the fiscal health of the country, it is only one step in the sustained reform effort that is needed over several years.  The Working Group also expressed support for identifying credible measures to achieve the medium-term balanced budget target. 

Improving tax collection and ensuring that taxes are collected efficiently, fairly, and transparently will not only help increase revenues but also build public support for adequate taxation. Credible and effective enforcement of tax laws would need to be part of this effort. The Group noted the need to maintain the Government’s earlier momentum on pursuing tax evaders.  
The Meeting also agreed that improvements in the efficiency and transparency of public expenditures are an important part of the agenda.  Improved expenditure management would increase the benefits of additional revenues for Filipinos, especially the poor.  More and better schools and health centers, immunization against diseases, better roads, cleaner environment, and other services for the poor would reduce poverty.  More Filipinos would be able to participate in economic growth. This would address a major source of disaffection among the poor, thereby contributing to greater social stability.

Maintaining momentum of power sector reforms is a key component of the economic agenda.  Participants confirmed support for the Government’s priorities for privatization, enhanced competition, and improved regulation.  

The Meeting acknowledged the complex political situation in the Philippines and the challenges of the external environment, such as the increase of oil prices. Participants were pleased to note that improvements in fiscal policy had been maintained in this context. They emphasized the importance of strengthening a “firewall” that protects crucial economic and fiscal reforms as well as effective revenue administration from the political events in order to ensure better social and economic outcomes for the country.

� The PDF is a forum consisting of Government, international development partner members of the Consultative Group of the Philippines and other stakeholders from various sectors such as Congress, academe, business, local government and civil society. This working group is one of five working groups that was formed to help prepare the content for the PDF early this year, and to continue the dialogue between the annual PDF meetings. (The other four working groups focused on social progress; growth and investment climate; anti-corruption and governance; and decentralization and local government.)
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