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ABSTRACT

Financing local development projects has been a perennial problem for local
government units (LGUs). Traditionally, LGUs have depended on three sources of
revenue: (1) the Internal Revenue Allotment (IRA) from the national government;
(2) local tax revenues; and (3) non-tax sources such as grants. These three sources,
however, have proven to be inadequate in satisfying the financing needs of LGU-initiated
development projects in particular and bridging the “funding gap” in general. The latter
arises when infrastructure development projects and delivery of services are imperiled
and could be put on hold because traditional sources of financing (local taxes, user
charges, central government transfers, and so forth) cannot adequately meet the capital

requirements of the said project.

Bond flotation is an innovative borrowing alternative. Its purpose is to fund
revenue-generating projects which would eventually lessen the LGUs’ reliance on the
IRA. Moreover, it applies the theory of governance by uniting the purpose of the
government (public sector) with that of civil society and the business sector (private

sector).

It has long been a favored way of raising funds in developed countries like the
United States. More recently, developing countries (e.g. Poland, South Affica,
Zimbabwe) have chosen to pursue this financing alternative. In Asia, countries like

China, Pakistan, Sri Lanka, Malaysia, India, Indonesia, Thailand and the Philippines have
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had bond flotation experiences which were developed with the assistance from the United
States Agency for International Development (USAID).

In the Philippines, the enactment of the Local Government Code of 1991
solidified the government’s decentralization efforts. Under Article 200 of the Code, local
government units were encouraged to venture into credit-financing, build-operate-transfer
schemes, bond flotation and other innovative means to finance local development
projects. Making use of this provision, sixteen Philippine LGUs floated local

government bonds in the capital market.

Despite being a promising financing alternative however, only a limited number
of LGUs have ventured into bond-financing because of the perceived complexity of the
process. Thus, the thrust of the paper is to explore the bond flotation process and extract
valuable lessons from the bond flotation experiences of selected LGUs. This will
facilitate the bridging of the funding gap so as to enhance LGU’s capacity to finance

development projects through partnerships between and among the sectors of the society.

Chronicling the success in bond flotation of some Philippine LGUs could serve as
an inspiration and encouragement for other LGUs whose development projects are in
need of funding aid. At the same time, a perusal of the less successful ones could also
benefit LGUs and policymakers by alerting and guiding them on what should be avoided

when floating bonds.

This study is envisioned to significantly contribute to the current literature on
bond flotation by studying the Philippine experience and evaluating its overall

applicability in the Philippine local government scenario. To achieve this aim, the study
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used both quantitative and qualitative research methods. This generated a comprehensive
view of the implementation process in the Philippine setting. It used two major
approaches: (1) the case study method, which includes financial ratio analysis, documents
review and analysis, on-site ocular inspection, and semi-structured interview; and (2) a

comparative analysis of the different scenarios presented in the case studies.

The study focuses on five different LGUs that have undertaken bond flotation:
(1) Tagaytay City, (2) Puerto Princesa City in Palawan, (3) Urdaneta City in Pangasinan,
(4) Victorias Municipality in Negros Occidental, and (5) Aklan Province. These sites
were selected on the basis of three criteria in order to ensure sample diversity.
These are: (1) LGU-level (e.g. municipality, city or province); (2) type of project
financed (e.g. abattoir, convention centers for tourism, public housing projects); and

(3) degree of success.

The case study method generated information on the bond flotation
implementation, the strategies that were adopted, the stakeholders involved, and the
reasons for bond flotation. The similarities and differences in experiences yielded an
array of generalized strengths, weaknesses and lessons learned such as: (1) the need for
accuracy in feasibility studies and other pre-flotation procedure, (2) ways on how to
engender business and civil sector involvement, (3) and the need for national-to-local

government linkages.

The study concludes by laying out recommendations to improve the bond
flotation process and procedures particularly in the preparation, execution and evaluation

phases. These recommendations suggest that floating of bonds, although an attractive
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funding alternative, is still a debt instrument that requires the building of investor-
confidence through prompt payment and good/sound financial management. It is also
laden with bottlenecks and challenges which when ironed out and addressed could pave
the way for more development projects. In the long run, it could possibly contribute to

the fiscal sustainability of the LGUs.
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