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Chapter 1
TNTRCDUCTION

The decline of agriculture's share {n gross domeatic product
and total employment has been the moat coneistent sttu?:ural
tange obsorved in the economic history of daveloped countrias
“and in cross-section compariaon; between poor and rich cﬁunt;iea
(Cheﬁery and $yrquin, 1977). This trend is frequently explained
in terms of the decline in income_elasticity of food as incomes
rise (Engel's Law), digcovery of synthetic substitutea for asri-
cultural products, and rapid technological change in agriculiure
in response to growing scarcity of land. Both external and in—
ternal economic policies, however, may have unduly hastened }he

declining importance of the agricultural ¢conomy among less ,

Paper presented at the workshop on the Impact of Econumic
Policies on Agricultural Development sponsored jointly by the
Philippine Institute for Development Studies (PILS) and the:
Philippine Council for Agriculture and Resources Regearch and
Development (PCARRD) oft.March 25-26, 1983, Tagaytay City. This
is 8 preliminary draft of the incegrative report drawing on-cthe
various studies written for the resezrch project with the same
title and sponsors as the workshop (see reference list A).

The substantive comments and assistance of John H. Powev and
Gerald A. Nelson are gratefully acknuwledged
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Research Fellow, PIDS.
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devel pesy cowatcies, Firsy, che genecaily heavy protection of
’the dgircaitara. svéLn: in developed wvountries iimits the pofen:iai
exya}t marﬁcl for agricuiteral prodacis of WC'y,  Second, domestic
~evenpmic policivs pursued by LNC's are typically dexigned to
acceierate whis process of siructural transformation by favering
the s ulustr.as sector.

The focus unAprnmoz4n_ saduntrialisaiion via protection of
_Lhe Ve hic markei—in—thQ rhjiﬁppinv postwar developeent strategy,
for example, may he interpreted as such an aopreach.  Agrizulilsre
wss simply vicwed fnla supaurting reie, Lo supply foreign exchange,

vhivap food, and capital resources for ihiy effort,

dy the (ate 1980UGs, it hec;qn ciear that this wnbalavced growth
Qar;~vgylwhich neglecied Lhe development of tue apgriceltural sector
hund ﬁu:‘lvd o sustained, overail u¢0n;ﬁic progress. Morvover, ihe
yddustrial promotibn Folicies encouragnd industries which were rela-
lzvf}y.xnuffimiént, capiral intensive, }dcatéd‘mostly near large
urhl arens and serving primariiy démands‘from the'dnmosyic market,
_ﬁn the other Lind, as the land frontier was approacted, rhe capital
ivestnent s needed to proviuce rhe focd and foreign exchange to
support furtier industrialization ¢”forts had insreased. <Chrenic
balance of pavaents difiicultics, pwrigdgcifood.crises, slow growtl

el employment, and uneven Jistribution of incoma over the past two

Qeis dey hAve doen probicoms asseciated with this development strategy..

[ ‘ . ) N



The growing concern for equity and ezployment, the bleak balance
of payments prospects, the serious food grain crises in 1973, and
the promise-of substantive gains in productivity with the new rice

technology have led to what sesms to have been a stronger explicit

focus con agricultural devzalopment 1z ths IQ?C@_coﬁéatéd to the past
two decades. At the same time, howzver, thagévarnment policies
affecting iﬁcentives to investment and sutpet have still stroagly
favored industry over agriculiure.

At the start of':ﬁe 1980'3, the lqag-rﬁn program of structural

adjustmear adopted to meet the challenge of a changing world

economic environment, as well as a changing domestic resource
astructure, has been mainly directed towards the industrial ard
enefgy sectors. Although the tariff reform and other measures
to liberalize imports vill lower q#efall protection of manufac-
turing‘and hence donestic currency'overvaluation, indirectly
benefiting the agriscultural seccior, the rolé.of agriculture and
reﬁiew of policies affecting the secicr has f=1s] far been'lirgely
‘overlocked in these efforts.

The socio-economic disparities between the urban and rural
sectors remains substantial. Average income of rural families
is half that of urban families. The proportion of rural families

with incomes less than the accepted minimum subsistence level is

' much greater than of urban families.  Not surprisingly, rural

levels of health, nutrition, education, and housing are covsist-

-
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ently lower dﬁe partly te lewer incomes but also to smail publie
gocial sérviées expenditures in these aresas (Mangahas, 1976).

- Admittedly, an important reason why the Philippines is poor
is because of limited capital and, in the rural sector, of limited
land resourcés. But precisely because these resources are especially
scarce, the efficiency by which they are utilized should be a primary
coﬁcern of any develdpment styategy. The central gquestion is the
dégfée to ﬁhich_ﬁe_are approéching the best pessible vee of these
reséurces to improve ecoﬁomic walfare, especially that of the rural
pepulation. This tresearch therefcre asks: whether and to what
extent thé Philippines has a compafative advantage in various
agiicultu:al activities, and to wha£ extent economic p&licies have
aided or thwarted the reslization of that comparativa advantage.

Our analysis of economic policies is cowprehensive and differs
substantially in its approach from previous'studieé of agricultural
policies in two major respects; First, moét policy studies are crop-
spééific and frequently pertain only to the tice economy. This"
scudy encompagses the eantire agricuiturul sector in order to gyglpate
the overall agricultural policy strategy and the differential impact
of policy across agricultural commodities and betwsen agriculture
and nnn—agticqltural sectors. Second, mﬁst policy studies cover
‘ronly.those specific to agricultﬁre and-egch subsector. This study

-atiempts to inc}ude, as well, thé impé?tégt effects of the broad

' 'macroeconomic policies -~ exchange rate

[

and protection policies,



fiscal and monetary policies. Past znalysis of macrowcosomic
policies citan have been conducted from the perspective of the
.1udustria;'aector neglecting cheir pervasive effects on the
silocation of resources and distribution of income with respect to the
agricultural sector.

Aftar a brief historical review of tha agriculture’s performance
ic the cconomy in Chapter 2, the next three chapters are daveoted to
an analysié of economic policies affecting agriculture. The emphagis
is on zeomomde policies directly impinging con price relatianships,vv.h_“
f.e., price intervention policies, toibe covered in Chapter 3. I
Chaptex 4; credir poli;ies are evaluated in terms of how thaae might
chunge the direction of imcentives genevated by price interventica
policies, A&n Attempt is made in Cﬁgpter 5 to examine public expaaditures
for agriculture particularly thoaa.fér irrigaticr, research and
extension which affect agricultural prices by raising produécivity.
ﬂThe purpoese, however, is te Infer the pattern of government prierities
rather than to quentify their Impact., Although the focus of the
anaiysis'is on the impact of policy on the efficiency of rescurce
allocation, the indirect impact on income distripution will alsc be
discuéseﬂ.

"To iufer to what extent economic policies have premoted of reduced
economic efficioncy, Chapter 6 preséﬁts‘estimates oL domestic resource
" eost Lo evaluate the comparstive adiaﬁtage'of selected major agzricultural
”cn;sbd;tiea._ Chapter 7 exanmipes the-imééct of price intervention policies

"f;bn intersectoral capital flows. Ihe'final chapter provides a summary and
g » ‘A .

‘aydiéCuasion of the policy implicat;bﬁs.



Chapier 2

HISTORICAL PERFORMANCE  OF
PRILIVPINE AGRICULTURE

Despite the strong industrialization bias in the postwar
developmeat stratey, agrivuliore stili deminates the teotal erﬁnnmy.
“Seventy percent of the population are Jaratesd in the Tural areas.
Agrivalture employs abeoat 50 pereest af the total Jalior foree and
contributes m*.'lr;_'y :3!1 percent of the et domestic product,  Woen
all Ccronnmi e “'(‘I fvities tetated 1o agricoaltural processing 2wl
supply of nml-lnrlm agriveltural iaputs arse included, the spricual-

tural sector brogdly defined accounts foe at dleast twe-thivdzs of

the labor ferese and half of the net domestic product in the eccanomy,

-

Abour half of total export receipts are alse zareed {rom raw and
i

-

processed agriculeural prodeces.
Patirerns of Stroctura) Chanpe .

The relative size of the agricultural econnmy (i.e., including
tishing and (nrvstry) hiss clianged oﬂ)y pradoally during the posiwat
pericd except for its shiae in total export (Table 13, Between
195% and YURD, gricoiture's share (0 net value added in cpnstant
terms deciined Jrom }ﬁ Lo 29‘pvrrpni,r-Thg‘annnnl Erowty rate jn‘

agriculture was ahout 4 percent, similar 1o other ASEAN countries

‘fbuc Ligher thap other middl. inceme crountries {(Yahie 2). The 6 to



Tatle 1, .Selecced economic indicators In the Thilippines, 1355-80,

o i . Sy
195627 1961 i9ce 1871 1876 1979

Share of gopularion iw

rural area’ 70 74 73 72 71 70
Share of NDP B,

Agriculiure-’ 36 15 Iy 19 21 29

Tadustrys/ - 24 21 24 25 21 33 )

Secvvices S a2 &3 42 42 41 44

Mannfacturing .16 i 15 ¢ 2 20
Stare of ﬁahor‘?crce

Agriculiure : 4l £1 55 46 56 5]

Fovdust ¢y : 15 15 15 15 16

Services 24 24 an 3 34 34
Agracultyre's ghave

’ - . .

of exportads Ha 837 &4 73 A3 plt]
Agricn]turn'a!share

of lamporgad’ 22 22 22 )4 13 10

“Exports to CNP ratio

al ' : '
'~ Three ycar average centered at the yvear shown,

b . . . oo
"/Agrlculture includez cropg, livestock and poultry, fishery,
and forextry. :

< . . e ..
—(lndnscry includes manufacturing, mining. construction, elect-
ricity pas and water.

w—-"M;r:cultuwz is defined broadly te include agricuitural products
which have some mitoufacturing rontent such as processed food, cocosut
vil, plyvood, and so forth. '

Sources: Philippine Statistira; Yearhook, Narional Economic and

Deveicpmenc Board, 1480 and 1961,
¥rreipn Trade Sratistics, Rational Census and Statietics
Oifice. R ‘ _ -




Tabie 2. bGoettoral growrh rates of value added in the Philippines,
1955 to 1980, -{percent).

19563 196i- 19h6- 1971~ 1576- 1956-
I Yehh 127} 1576 1874 1979
Industry 4.7 5.8 5.2 6.9 6.8 s.2
Manufacturing  £.3 5.2 5.6 7.1 5.8 .0
Services 4.3 A 4.6 5.2 4.8 6,8
Agricullure 3.8 b1 3.5 4.2 4.7 4.0
. , ’ b/ b/ 5 ph/
Forestry 9.8 5.9 4.0 -4, b -1.0- 2.5
Fishery 2.9 4.9 1.7 &6 1.1 “.8
Livestock &
Poultry : ~2.6 fro Loy 1.7 4,2 2.1
Crops ok 3.3 5.0 1.7 .5 5.3

al L : .
= tnd years are threu yoar avarages cengerea 4t the yexy shown.

*/This low yrouth rate was duse in part to aandevreporting of
lag exports (Power and Tumaoeng).

Source: Philippine Sratiaticil Yearbock, “itjonal Erenomic and

Developmient Authority.




‘7 percent anauai g;owth-nf che manufacturing sector was below that
experienced by erner ASEAN czountries and much belqu tthat of the
rapid.y growing Fast Asian countries.

The performance of the agriculiural sector hns improved over
time whereas a marked slowdown of manufacturing growth occurred
beginning the mid-seventies. The growth rate of agricultural crops
vose from the mid-1960's, surpassing the growth rate of manufac-
turing in the !é?ﬂ}s. Thé agricoltural sector al=zo svems te have
performed remarkably well in recent years, ar Ieast relative to the
mnnufacturinngEctor; despite the setond o1l price shock and the
worlouwide recession which caused a sharp drop in world prices of
tLe thj0r agricultural expert commndities. Data for 1980 and 1981
'indiﬁate an even fastet growth rate of tie agirvcultural sertor as
a whole =~ 5.0 and 3.6 percent combared to only 4.2 and 3.4 percent,
respectively, for manufacturing,

Agricﬁlture's share in émploymnnl fell from 6} percent in 1956
to about 30 percent by the mid-1970"s and has chauged very litile
sincs then. This decline wis campéusniod by an equivalent increase
in the gervice sector rather than in industry vhare the employment
share remained comstant at 15 percent throughout the whole period.
Thus . the higher growth rate of iqdnstriai aulpul was not accompanied
hy‘a similar pattern in sectoral Inhﬁr:ahsnfp;ion. an indicatjnn of
the éxcesaivo}s capital jintensive ﬁn{ﬁréléf induntrialization.

Instoad, the growing labor force has been nominally emploved in the



service and agriculturat sectors where wages are more flexible and
self-empicyment ie move provalent, but in the process constraining
Browth in the iahor prodacts ity In fhese 5e4L0YE.

The ioward-laoking craracter of dgevelopment policies is vef-

lectey in the siow growth ~i export to gross naticnmal preduct ratio
‘(13 to 20 percent over 25 yuafs), which apain is currentiy lowest
in the ASEAN rugiﬁn.' o countries whefo a move cypori-crieunted
industrial strategy has beoer adopted such aec South Korea, the ratio
inrroaund:ij foli within & span of 16 years (Anderson, 19823,

The shift in the seciuval sonree of exports, bas hoen more
sipgnificant than those of value dded and omploymene, Frive to the
mid-1960"s, agriculture’s shave 1o total exports waz about 86 per-
cent and imports was akoul 22 pereceni: by 1930, ihere shaves declined

sharply tu 50 cercent and 10 percent, respectiveiy.

Growth and Composition of Agricultural Preduction

Waile the agriculturai secter in genersl perfcrmed moderately
weld is the postwar period, grewth of gross value added of the
mijor fnmmndity-grnnpﬁ has been uneven (Table 2). Livestock and
poultry show the lowest prewth rntv'(2;iiperrent), even Jjess than

Cthe raze of increase of popuintion, ﬂfler-ﬁxpnnding rapidly in

the 1450%'s and 19h0's, forest prndnrtinnfdata indicate & matrked
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decline as a result of the log export quota instituted in 1375
to consérve forest reeources.lj

The higher growth rates of agricultural crops raised their
share relaiive to the otier commodities -- 50 percent to 65 percent
of grass value added in sgriculture (Fig. 1). Though average
growth rate of fighery is relatively high, its share 4id not change.
Livesfack and poultry accounted for about 25 percent in the 1950's
but ics share has fallen to 15 perc;nt in 198b. The contribution
of forestry also decreascd from 18 percent st its highest in 1963
to on'y 5 percent in 1980,

tice, caconuts, sugarcane, and corn are historically the four
leading crops comprising 70 te Bs;ﬁercent of gross vélue added for
agricultural ereps and of harvested crocp area. Rice still is the
most important single crop in terms‘of valﬁe (25%) and hectarage
(36%). Growth of rice production has accelerated since 1966 when
the wodern seed-fertilizer technology was introduced and irrigated
aresa cxpanded (Table 3). .

Cotn rontributes tlie smallest share to crop value added (ahout
10 percent) among the princ;pal crops. However, it is a ciose second

to rice in terms of hectarage since it occupiege mostly low yielding

1 , . s ces
-*lDaLu on torestry output is slso efignificantly understated
. in later years dJue to underreporting of log exports.
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Fig. 1. Distribution of apricultural pross value added in constant 1972
prives by cowmodity groups in the Philippines, 1955-1980.
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Table 3. Annual growih races oi main: agricnlturil creps io the Philippines, 1955-1980.

T B ST S WL TN AR Y e RS A VAL Y, P e o P o e Lian W i - e 4 e AR, SR RNy TV T L e - Y ey

1956~ 1961- 1966- 1971~ 1976- 1956-
1967 1264 1071 1976 Cl9rr 1979

Rice 1.9 1.4 5.7 3.1 5.7 3.5

Sumr 8. 1.7 : 6.7 Sk -0

" Coconuts, -0.2 5.3

LTy ¥ X L ki

morn, Nt e S DR T
al, o | s
="End vearfare three year averages centered at the vear shown.

‘Source: ghiljggipgm§£gtistical_Ega:bogg. National Ecomomic and Developnent Authority.

tt
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nﬂnrgin:& areas, 1% growris rate is also relatively high especially

in receat years Joe mainiy to ihcrcnsing demand for corn as feeds.
'Z';cw'mujnr CeXport crops, coconut and sugar, account for 15

to 25 percent, redpectively, of crop value added. While cocanat

output expanded tore rapidlv in the 1970"s than inthe previous

periad, this was not true for supiar. The prowth rate of ﬁugnr

' Hu.-.: mach Jower ompared ta ihu previnus perind (5.6 poercent) whon

virtudlly all sugar expmits went to the highly protected US sugar
zzurl'wt; There ww 7.'1]::4! ax ;'”'t in land “':w {rom graing Lo export-
able erops after the 1962 devaluation (Treadgold and Heoley, [967):
This cxplains .in parl- thwe teparkable increane of other foml crops
from the mi'd-l‘)hﬂ':s, mainly bananas aod pionvapples, and in recent

veuars coliee and mangoes for export. The production effect on

cocon.i wits pot velt until the 1970's.
Chang np Pattern of Agricnl ural Exporrs

tup to ilw end of 1560, Amnrv- thin 80 pereent of export
1eceints wits earned by apricvuelture (Table 6). Coconut, supar,
and fevest products comtribated tllf;'('ff()llrtllﬂ of the export
trade Abaca and, to a lessoer uxlvnl) tqhncvd were also signi-
ficant in the carlier year<.  The share of coconats and sugar
declined during this period Bt t.‘x;l-'iut%iO[:y{V)f forest progucts
sustpined the predominance ot agric-ultu_;e— in the export Lrade.‘
Sirmilvﬁﬂ_\ « tne sharp drop in l,lm'repor't:tr‘d ' share of forestry cexports
since 1970, wias o major factor :n ;}h:u. deélining export share'of

3

.é«gri:-ull-uru in the 1970%s,



‘Table 4. Vaiuevof Philippine agrigculrural exports bv leadihg Eomﬁodities. 1955-~1980
D (FOB million USS). .

196527 1966 1971 1976 1979

Agricultural exports. O 369.2 680. 4 800.2 . 1,681.6 - 2,259.3
Caconut products 167.0 217.7 230.3  589.0 919.0
_ _ (45.2)~ (32.0) {28.8) (35.0) (40.7)

Sugar products 162.0 1467 S 211.3 - 535.7 359.7
, (27.6) (21.6) {26.4) (31.9) (15.9)

Forestry products 48.3 228.0 264.7 311.3 475,13
| : (:3.1) {13.5) (33.1) (18.5) (21.0)

Fruits and vegetables ' 8.7 13.7 42.3 141.0 214.0
, . | ' (2.4) (2.0) (5.3) (8.4) {9.5)

~ Abaca S L CL2LT, _16.0 26.0 35.7
. ) ' o (5.7) (3.2 (2.0 (1.5) (1.6)

© "Tobacco S 38.0 16.0 31.0 31.0
A - ALY {5.6) 2.0) (1.8) (1.4)

. Fish : 0.1 0.5 5.6 . 28.5 98.5
. ; ' {0.023) (0.1) (0.7 (1.7) (4.4)
Others ‘ 2.7 i4.1 16.0 15.1 126.1
. o (0.7 (2.1) (1.7) (1.1) (5.6)

" Total exports . 428.3 806.0 1,101.2 2,673.0 4,604.6

. %.,of agriuelcural to .
, . total exports 86.2 - 84.4 72.7 62.9 49,1

. a .
r'f/Three vear averages centered on the vear shown

'AE!Figdres in parenthesis avre percentage of agriculrural expoTts.

‘Source: Foreign Trade Statistics, National Census and Statistical Qifice,

St
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Nevertiweless, the growth rate of agricuitural exports in the
l970'srw35 actually higher ;hun in the previous period because of
Lhe fns; growth of new apgricultural exports, specifically banianas
and pineapples under fruits and vegetables, shrimps and tuna under
fish and fish preparations, and coffee under the category, others,
The importance of agriculture in cxport trade, houeQer, began to
decline, with the mare rnpiq increase of non~traditional manufac-

turing ‘.,;l,‘,',“; from the l-'.l!l‘ 1960"y,
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Chapter 111

PRICE INTERVENTION. POLICIES

The overall effects of government polfcies on agricultuval
product and input prices or economic¢ incentives have not received
adequate attenfion in the Philippines. The fact that small farwmers
are rational and price-responsive is already swply demonstrataed in
the licerature (Schultz,1964), lence, prive re]ntionshiﬁs Rmong,
créps:'between AQ}iJBI{ure and non-agriculture, and between product
and input,prices.have important conkequences on agricultural in-
centivey and Lhé allovation of resources. A complex set ﬁf aovern-
ment mnrkeé interventions intgnded to achisve many diffnreﬁt and
cnn}lirting cbiectives, e.a.; food s§11~sufficianvy, Yow food prices,

stable prices, higher farm income, more government révenues, and

promotion of agricultural processing, influence these price relations.

&

.Price controls, export taxes, trade quotas, import tarif{fsr aund

pricing policies of national mérkéting aéencies are commodity speri-~
fic bnlicy instruments directly affecting relative prices, It
shculd,be emphasized, however, that macro-economic policices affect-
ing féreign e#chanﬂe rate anb credit or interest rates may be as
impartant in determining rela:ive‘profitﬁbiiity in agriculture.

In analyzing the impact of hoth these types of policies, it was

also useful to distinguish betwcen their effects on domestic opri-

i+ _cultural incentives in relation to the wbrld_and those in relatijon



i8

to the non-agricultural secior with whom agriculture competes

for resources,
Impact of Commodi:y Specific Policies

To evaluate the impact of economic policies on domestic
agricuitural incentives, actual domestic prices‘of agricultural
outputs and inpdts are compared to those prices which would have
prevaiied without ~ pgire_interVention policies, Since most
agricultural qohmoditie; are tradeubledénd the Philippines can
generally be congidered a éma]l country relative to the inter-
national markuet, this undistorted price can be approximated by
the ﬁcrld or border price, i.e., FOB unit value for exportables
and CIF unit value for importables gnﬁverted st the official
gxrhange rate¢2-
| Three summary indicators have been used} hnminal protection
rates (NPR) and implicit tariff (IT) measure fhe percentége differ-
_ence between domestic and border prices of sgricultural output and

inpuls, respective]y.g' Care was taken to define these prices at &

Elworld prices are not affected by changes in imports or exportis
in the smol?rgnuntr" case, ’

¥ 11‘5 ?
NPR s j— -1 x 100% 1T -
P2 J
b L
‘horder price, P, it domestic price and the superscripts o and i
‘trefer to output and inputs, respectively. A distinction is made
" "between the concept of nominal protection and implicit tarrif because
‘. _Philippine government policies often create a difference in the domes-
tic price from the point of view of the producer and that of the user
of the same product. This is, of course, not true for border price.

f~ N2

i

-~ 1{x 100; where Py denotes

T



comparable point in ‘the markzating cpuin te insure that the observed
diverucncé in prices are caused by government market interventions
and not by veal markering costs. The third indicater is the effect-
ive protection rate which provides a net wmeasure of the impact of
governmeﬁt‘intervontinns on hbuth antpnt and intermediate input
prices by taking the pervcentage differcnce hetween value gdded at
domestic and at border prices. All border prices arp couveried af
thé otfivial exchange ratss in these measuvres,

Amonyg the commodity specific policies, tarifie, import controls
tirwoueh dua:ns or litencing, and cther forms of jwpart }nntrirtinun
fhise domestie aver border vai&es resulting in positive RPR's and
IT's. On the other hand, p}ice controls, production tax, esport tnx,
expori quotas and sther types of exporr restrictions redure domestic
relative to border price. Without these gavernment interventions,
NPR's for exportables sre zero becausejthey have te competz in the
intornﬁtinual market and policiea, }hgrefore, which restrict exports
Tead to negative NPR's and IT's.. A negative implicit tariff on
ngriruiturai inputs provides sn incentive while a negative nominal

.

protevtion rate, a disincentive to aurifg}turnl production. The act vffees
or the effective protection rate (EFR) Qill depend gn the relative

va}ue ¢f NPR and 1T for agricult;r;}'produrts and inputs, respece-
;“ively,nnd‘the value added rntio. lA h;gﬁ_(1ow) EPR promotes. {dis-

-

coupages) expansion of a sector,

»
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Neminal Prorection.on  Agricultural Qutput

" The policy instruments driving a wedge between domestic and
border prices in agriculture geagrally differ from those in
manufacturing where the tariff structure and indirect sales tax
.nfe vhe main tools of policy. Aside from forest products, the
only tax on sales are a one percent tax on agricultural output
frpm witich smﬁ}] {ﬁrms © are exenpt and a one percent miller's -
tax. The protective effert of import tariffs which.do exist
for most agricultural products applies only to ¢ limited segment
of dﬁmes;ic apriculture, Trade protection on percent ol
Agricultural preducts which are e%portahle ia redundant., Because
of probibitive marketing cﬁst, anotlier percent ave eséentia]ly
Vnon~traded such as roots and tubérs, some fruits amnd vegetables,
frésh fish,and gso forth. Wheat, soybeans, sorghum, milk products
and a.few'others which are not locally produced in'any-signifitant
aﬁonnts have relatively low tariffs.!Murynver, guantitative trade rest-
rictions, direct government invn]dvmvpt in mdrkcting, exp&rt taxes,
price rontrols and other t;pes of policy instruments tend to be
the mest important instruments of price interVentiOns iﬁ Philippine
agriculture especially during the past éééade.

Except for rice, corn, and suéar;'there were few commodity
‘spebificvpulicies in the 1950's apﬁ i96ﬂ';;‘ Import contrels in

the 1950's and tariffs in the‘lQﬁﬂ'S'Qay have potential]y provided
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pfctection_to a limited nuwbey of winor import-competing agri-
cultﬁral produéts. %here were fow attempts to intervene in the
p;éduction and trade of export croups except in the special case
of sugar and briefly by an implicit export tax through restrict-
ions in foreign currency conversion for export receipts as a stab-
ilization measure after the 1967 devaluation.

Government regulation of the agricultural gector has notice-
-ably iﬁcreased-iﬁ“thé }9?0’3.- While some policies were motivated
.parfly by the intcnf'télﬁtémote apricultural development and
balanced sectoral ecenomic gfduth, many policies vere institured

at least :ﬂifially to cushion the impact on consumer prices of
the‘flnating exchange rate in 1970 5ﬁﬁ the o0il and foed prsin criges
Tin 1973,

Rice and corn, being staple food graing, have historicalily
lbcen the objects of direct price intefventions. The government's
short-run impact on domestic price levels has been principally
lhrough moncpoly control of their internavional tradefL/ Main-
tainiop. low prices of grzins for cohsﬁmers‘as well as assuring

adequate price incentives [cr producers are the twin objectives

of rive price policy. 1In 1972, the functibns of the Rice and Corm

4 .

, = (Over the long-run, publir expenditures on irrigation, re-
- search, and extension affert domestic prices by shifting the

C supply function rightward. et *

«£ -
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Administration which administerad the government marketing opera-~
tions wérg‘brnadenedyto cover all grains under a new nawe, the
National Grains Authority., Since 1981, marketing of all focd
crﬁps is theufetically supposed to dbe repulated by the Narienal
“Food Authority (NFA), In additicn to influencing rice and corn
_prices,the NFA now directly determines domestic pricing of wheat grains
; fcgdsxuffﬁ-yéljnu corqﬁﬂyhcaﬂ meal, and sorghum for which it
has mouopoly contrel -on imports. NFA's markering activities S
in other food crops, through the Fund{Terminal, Ine., and Kadiwa
Centers, héve been mainly aimed at providing jow food prices to
‘ vtnrget poor families.

. Government interventior in sugér was initially motivated by
the need to administer the IS sugariquotn. A domoatic guota system
wné'estab]ished for an orderly distribution among the domestic
érnducers of the Philippine export quota to the hjgh]y protected
ﬁs market. 1In the 1360's, this vas also &gsigned to reduce the
‘burden on dgmastic consumers ol the higﬁef export prices resulting
from the 1962 devaluation and the greatervUS;quota gllocation
 faffnrdeﬁ by the Cuban crisis. With the énd of the US sugar quota
;~po]icy in 1973, sugar trading was effectively nationalized, first
“uander the Philippine Exchanpge, Inc. (PHI}FX) and currently under
the National Sugar Trading Assoriationi(NASﬁTRA)i which has become
"; the so]g‘uholesale buyervand seller ofmé;éaf in both the domestic

. and international market. Under this system, producers are paid a

¥ -



compogite price which is derived as & weighted average of the

export price, the domestic wholessle price, and a domestic

!
reserve price,
With the floating of the exchange rate in 1970, export taxes

“from 4 to 6 percent were imposed a6 a stabilization measure hut

since then have been continued a8 a convenient meana of taxing

agrié;ltﬁre. A ﬁigher rate ié levied on traditicnal exports of
copra and .centrifugal supar (87%) and lops (10%) to promote new
and preater processing of apricultural exports. Most of the other
' are 5
agricul:ural comnodities/subject to & 4 pevrent export tax.-
acr;ccn 1973 and 1975, additional export premium duties were tem-
poravrily levied to siphon off part of the gains {rom higher world
prices. |
- in the case of coconuts, the problem of protecting domestie
consumers from the sharp rise.iﬁ coconut o0il prices in the world
markét provided the inmediate reason for the Coconut COnsumers.
Stahil_izatiﬁn Fund (CCSF) levied in 1:973.: The implicit tax rate

. of this Jevy varied with the world price of copra but on the averape

represented just less than (wenty{(20Y percent of border prices.

L4

5

, = These are processed coconut pruducts molasses, abaca, hananas,
pineapple products, tobacco products, molasses, shrimps and prawns,

~_lTumber, plywood and veneer, T
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Aithough the tax is cpllected at the miller's level, the incidence
. . v\ hl' :

of tie tax is clearly at the farm level,-’

fﬁ addiiinn to the levy, Unicom's control of more than two-
thirds bf copra trade further lowered the farm price ofvvopra.
Ironically, the estabiishmeni of UNICOM in 1679 was funded mainly
By‘che levy receipts and was tne policy responée to the over-
capacity which existed in rhe coconut oil milling industry that
was. partly a result of inveétﬁent incéntives of fered by the Board
of Tnvestments. With the drop in world prices of cocenut oil in
1982, the Jevy wars (ipally lifted only to be replaced shortly by
a polivy of banning copra exports to protect coconut oil mills,.
anothar exampie of a common pclicy response that sacrifices the
farm in favor of the industrial se?tor.

wogping is the other exﬁortnhle éommudit? where the govern-

ment has increasingly intervened during the 1970's. The government

. o
:,About 20 percent af the revenues from the tax supports the
direct subsidy on domestic consumption of coconut 0il products,
The remainder is supposed to finance development programs in the
coconur industry such as réplanting, vertical integration and
‘scholarships. Research to date shows that only a small segment

of the coconat industry actually receives the benefits from these
programs {David, V.1927).0n the other hand, the gains from thie
replanting program are uncertain. It is.not known how well hybrid
seeds will perform under diverse Philippine conditions. Further-
more, small coconut farmers with no alternative source of income
have been hesitant tn face the prospect of waiting fer three years
. to harvegt a2 first crop. - At least for the short-run, the CCSF
:'and Cocvofund levies may be considered a:tax on the indust>+ .



‘should of course, repuiate the forestry sector because forest is

anwd by socivty and uaregulated cutting of forest has adyerse
environmental conseguences to the total econemy. Because of the

growing ¢oncern for conserving forest resources, the geneval

 push for greater processing of raw materials in the 1970°s has

coincidentally been strongest in the forestry sector, Aside
from the di[feréniia} export taxation of forest products {i.€.¢,
Q% én logs and 4% on iumber and plywood3'aﬁ increasingly stringent
iog expnrf ban which further lowered the domestic price of lcga
has heen in effect since (975,

| Three gene?ﬂ} patterns émerge.frcm the estimatee of nominal
prq:ertion rares (Table 5 ). First, average nominal protection

rates in agriculture are wuch lower than the 1874 estimates by

Medalla and Power for msnufacturing {excluding the major proceased

agrjcultural‘products). This is ex?]afned partly Ey ithe latpe
ghare of exportable and non-traded agricuitural cammadatleq.
Other CTpr and fishery were assumed to be non-traded. AJthnﬁgh
legal tariff rates are as high as 100 pergent for {: sh and some
other crops, fragmcnlary'é§idence indicates that these relatively

hlgh protection rates are not fully real:zed. Some items in

theso two categpories are in fact exported und penalized by the

,& percent expnrt tax. Puultrv has benn the most favored nhrxcnl—

*‘tural rnnmcn)ty through tariff prote(tlun._ Nomxnal protectann
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Cfable 5, Trende 1o pominal protection races of epricuvliural
commad i ties, 196G-198G,

T Tt { AT TR S TS S ETAST L TSN 2 I TR R SO

. ST L SN S— E )
1660-54 1965-69 1870-74 1275-80
Lice 21 15 7 1
CoCorn {(yeliow) ) : ae 19 32
(vhice) - 22 20 5 . 4
{lopra ¢ 0 -12 -2l
Coconut ofl .9 0 , -4 -4 -
tyonicated coconut 0 o 0o . -4 -4
Sunar 32 124 ' 36 -15
otton ) a/ e/ 3/ , -7
other crops 0 ] G 0
Pork 54 50 18 =3
Chicken 87 ' 1z2 55 . 57
v 80 4B X 18 ‘ 11
Jishing 1] 0 0 G
1onn G v} -6 -29
tambe, 0 G YA &
Plywn and vyeneer 0 o -4 A
af

There wazs very Jittic domestic production Juring this pericd;
also, no aveilusble pri-e of raw cotton.



rééea>fnr manu,«ﬁtufﬁag s e (rom iefo for expﬁr:a such as
ceme . aﬁd RATLC TS Lo mre Than 200 ﬁnrfent for toi]ér and
coémciiﬁ prepari..ions.
Second, export commud.ties as enpected receiva less protec:idn
than impo%f compet ing prndufﬁs. What 1t perhaps not well recopnized

is the extent by which exports especaaily sugar, coconut, and logs

have oeen peunalized by price iuntervenition policies. Cotton, an

i

import substiture is also ronforred a negative mpominal protection.-

finafly; price protection has declined cver iige and indeed
for export rnmmudiLiag bave in effect beeﬁ.nﬁgntive in the 1370%=.
This trend baz 1.t been snlely due'gn fhnnges,in povernment pelicy.
In ri - prodactivity gainﬂ since fhé»iate sixtiey havé transfommed
i‘ .- lippines “rom being a net iﬁpcrter to a net experier of rice
by the scceond half of the 19470%s, Gngcrnment'invuﬁzmcntq in irri-
gbtinn and exteriion servives to diﬁéeminatp,tho new fertiiizer -

respoasive rice varieties ceveloped in the inte national and nationnl

research cenrters were instrumental in the lowering of domestiec price

[ -

-
_f/Thnnuh ce.tion is still a relatively miner crop, it‘providusl
# clear example of the government's tepdency to discriminate agains?
asrtceclture in Javor of provesaing, Trice protection to cotton liar,
the tradeable coamodity, iz actually positive (2#%) but is only
‘receised by Phiz.ppine Cotton Corporation, the povernment ngency
which has a monanoly of volton Lint proceseing. The farn sector
even ~ontrith ces additionaliy to this"prbtcc;ion by rerciving a
. prive iower thar the border price of raw c¢atton, The domestie-
S price is controiied by the poverament. -

o -



reiative te¢ the world without reducing profitadility of rice ar
| 8/ . cyq
the farm level.— he povernment's Tailure or unwillingness te
export enough has actually permitted the domestic price to fall
below world prices in recent years,
The high proiection of supar before 1972 was not due to

domestic economic pulicies but by the US policy of protecting
their sugar industry. Nominal protcction rate turned negative

(-23«) after the end of our’ preferent;al actess to the US sugar
market in i973. The excess of the expert to producer price of
supar was used ta finance consumer subsidies which was felt
necessary”especially when waorld prices of sugar peaked in 1974
anh 1GRG, |

riffs, the main source ¢f pretecrion, for livestock
ﬁroducts hove not significantly changed up to 1980, Tarifis
for eggs and chicken are 100 pﬂrcenc and 70 percent, respectively,
Tariffs for meat of other anxmals changed only from 15 to 10 per~
cenf. The spparent deciine in nominal pretection rates based on
price comparison indicates the growing efficisncy of these enter~

prisen., The shift to commercial type of producticn and the vertical .

Ef?his process was somewhat delayed bty a series of disease
problems, droughrs in 1972-1974, and the ¢il cirses which sign-
Jificantly raised the fertilizer~rice price ratio but the Masagana
99 Credit Program facilitated the rapld recovery with the rice

'z‘secror f rom these asetback. S ’
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intepration o. fegémilling anﬁ livestock preéurtion {e.g., cantract
farming in ﬁr iie} produrliqn) gehornxed economies of scale asnd
facilitated international technology transfer (Cabanilla). These
lowered unit cost of production and hence domestic price turning
a significant part of the tariff protectiun redundant.

| The implicit taxation of many exporzablé comodities was a
consequence qf the choice of poliny instruments to raise povern-
ment revenuag; sﬁﬁsidiZe'dnmosric cansumers, protect agro processing’
and, conserve natural resources —gpovernmont objuctives which bocame
telatively impprtaﬁi in the 1970's, The {loating of exchanpe rates
and'rhe‘éommodity boom which cavsed the dramatic improvement in
th- agricuiteral terms of trade Qp.tn the mid 1970%'s (Fig., 2, p. 362)
or;arcd both a felt need to reduce food and raw material pricesg
in the dnmeﬁtic market and an Opphrtunity-for generating revenuves
from agriculfura] experts via export and other quasi-taxes. The
caconut Iévy {or examp)e,-wﬂs ostensibly to_devnlop tﬂe coconuf

industry., These taxes, hawever, hiave not heen withdrawn as soon

as world prices dropped,
Implicit Tariffs on Apricultural Inputs

Recause low food and raw material prices tend to dowinate
agricultural product price policy, government interventions in
;h@ agricultural input markets may try to of fset this., The

imput structure in agrivulture i§ §1i11 fé1ﬂtivE]y simple with
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many cf the inputs common across agriculrural commodities.
'Tabie 6 indicate, that except for the substantive subsidy in
~ the use of gravity irrigstion appliicable only to about 44 percent
of rice area, government poiicies tend to raise gndera:ely
domestic above border prices ofragricultural iuputs. Based on
the official irrigation fee, the rate of gebsidy is close to
60 percent. In ﬁractice, iz feachee alrwost 90 perceant dua to
© the loﬁﬂcollection rate. Implieit tariffs on pumps for irxigaticn
’anﬁ hand fractors are higher fhan,those for larger scale machine-
fies which are clearly more labor displaciag to encourage their
dcaestic produ::ion;gl

Thé welghted average of.implicit tééiff on mixed feeds based
on legal tariff and tax rates was about 33 percent im 1974 (Medalia
énd Power 1979). Since there is hardly any imports of mixed feeds
and there are rany non-taritf berriers én wixed feeds and ingre-
diec:s, weighted éverage implicititariff of fged iegrediente was
eetiﬁa;ed and these vary from 7 to 23'peréé;tﬂd§pending on the‘
'ﬁype of feed mix. | .
_ Despite pricze controls, tsax frée importations, and direct
.:subsidies to fertilizer companies, the average iwplicit tariff
.jibecween 1973 to 1981 wher the feftilizet inﬁdst;y was almost

: completely :egulated was still 10 percent. This was varied

Lt 'éylf the impact of subsidized interest rate and overvaluation
" of domestic .currency are included, there sctually has been a net
subsidy to user's cost of these capital equipment and therefore a
- tendency for governmment policy to promote farm mechanization,
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Table 6. Implicit Tariff (IT) on Agricultural Inmputs (Z).

Inputs IT

Irrigation (NIA gravity)éj -86

(NIA communal) _ =92

Irrigs;{pn‘pumpahf 30

Hand Eractorséf a3

Four-wheeled traCtorséj 10
. ,

Arimal feeds (hog grower maah}sf _ 7

(cattle feeds) 17

(layer mash)._ 20

{(broiler mash) 23

Agricultural chemicalsg/ 23

'Fertilizerﬁf 10

E/Includes subsidy due to low irrigation fee and low
repayment rate. ‘ :

‘ BjBaséd on tariff rate;.

-ElBased on weighted average foplicit tariff on feed

Ingredients.
df

— Based on tariff réte; ‘

e/

— Based on price compaiison of urea, ammonium sulphate,
mixed fertilizer and phosphates from 1973~1980.
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through time, being somowhati lower in 1980-1981, and has also
véried acrass diffcrent types ué fertilizer, frequently higher
. for those used mainly in plantation crﬁps such as sugar, baﬁanas,
énd pineapptes. It appears, therefore, that the protection of
} domestic manufacturing of these agricultural inputa,:which‘is
actually significantly higher for fertilizer because of direct

subsidies, has been an important consideration of policy.

Efféﬁtive Protection Raie ia Agriculture
Relative to Manufacturing

The direction and rate of resource flows betwean agriculture
ard ndn-agriculture is influenced not only by the effective rate
c: protection in agriculturg but also by the nature of incentives
in the non-agricultural sectors. The overall price affect of govern-
- munt policy as indicated by the.e!féctive protaction rates seams to

have cz"ated an incentive structure that is sxgnxflcaatly b1ased

L PR )

~ S ame s - LECE b A

agaznst agrzcul?uﬂf (Table 7 ). This is consiatent with the con-
‘c1u51uns of two earlier Philippine s*udxes (Powe;?;Lnd Bautista
and Power, 1979). While value addaed in manufacturing has been
artificially raised by 44 percent, price intervention hae been
artificially .raised by 644 percanc,.pxi;g'in:ervection policies
hive undervaluved agricuitural production during the last decade
both throuph lower product prices and h:.gher input prices. Tradi-

-;txonal and even new agricultural exports have been heavily penal-~

ized*by ‘negative prote-tion EPR ‘for chlckcn, whzle expected to
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Z2ffective protection rates of major agricultural preducts
: 4 P

Tabhle 7,
and average EPR fer manufacturing. '
Sectors Reference Year ¥ EFR
Agriculture
Rice 1979 - =0.4
Rainfed 197¢ -4.,7
Irrigated : 1370 3.6
urn Co . '
Copra (with export tax, CCSF o
- levy) 1973-79 ' =24
{(with export tax. .
CCSF levy. UNICOM) 188081 o -29
Coconut oil 1873-79 . - -2.C
o - 1580-81 42.0
. Desgicated coconut 1873-79 -4.3
1980-81 18.4
Sugar 1974-80 =23 (NER)
Cotton _ 1975-81 -12
Swine (commercizl) o , o =29 to 17
Catrtle (commercial) _ ~16 to 7
Chicken (commercizl) . " 155 to 278
Eggs (commercizl) : - . . =-9 to 19
‘Logs 1979-8¢ . . -46 {NPR)
1974 o ‘ -1i¢
Lumber 1874 - 16
Plywood and veneer 1974 - 5

Al

Manufacturing 1974 - 44




hauz a gk, EFR  thua mrayfe e .7 ‘
- beshigh-prebebly overstated because ehi® pertains to broiler

end of production (excluding the production of chicks) with

a very small value added.’ Rice is essentially not

protected. Farms covered by naticnal gravity irrvigations
are compensated for the policy iaduced higher price tﬁey ﬁay
for their manufactured inpﬁ:s. Rainfed farms, however,
comqrising 54 gercent of rice area continue EQ have & small
negative protection.

Lumber, piywood and veneer, dessicated coconut received
a4 modest EFR and cocénut oil a relatively high EPR. These |
pPSitive protection, huwevér,,cnmea from substantially depressing
pricgs of the raw matarial inputs because NPR's for these
products are negative on accounr.luf the & percent export tax.
The cost of protecting these agro—p¥ucessink sectors therefore
is shouldered by farmers directly Sy lower farm prices in contrast
to most manufacturing industries enjoying tariff protcétion
where dumestic congumoers (ypically ‘béar;-; this burden in terms
of higher product prices. This policy structure may be less harm-
ful to the Jorestry Su;lnr wiiere the policy might be achicving
partly the Jdesired goal of forestry cgnservation. in the

coconut industry, however, the negative lbng-run consequence

A /ﬁlmvc_r;‘ lezﬂ’;q pruport i o[ 1&, commerdia bro]'/l\lg'
':hﬁnhn1'o }Rgf‘:SQE} vuhgfnu{ grdwin' where thgre is explicit
‘i Y the

nterdediate” foputs-chicks,




on prodi-tiva is probabiy notoiatended and the negative income

Jintrihut ion impget witl he much mere imporiant.
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Impact of Exchange Rate Folicy

.Macrneconcmic policies affécting exchange rates also need to
be considered n assessing the overa:l magnitude of bies against
'agr1cqlture thn the efficial exchange rate‘does not reﬁlect its
true social o;;orzaniﬁy st or ity shadow exchange rate. ﬁet
'effeccive ;:czcctionrrate mcnsure# the proportional difference he-
tween value adued gt.dOﬂcatju_Erices and border prices valuéd at
the shadow ckuhahge taty instcud ﬁfﬁche official exchange rate.
Al1hough’ the ew-~hange rate hus been aitlowed to float since 1970,
the struc;gre ui tnr{{ts. indirect sales tax, oxport lﬂth, and
nghur trade resirictions have reduch import demand more than expoert
snpp}y, thereby undervalaing thq'uOSt of foreign exchange or con-
versely overvaluing the dowmestic currency. For the mid-1970's,
Medaila eutlmdted that the qystem of prchegt1un resul ted 1; a 20 to
'su percent 'dtu of peso uvervdludtlnu, dependlnb cn -the assumptions
\ _ S b '
reiating to the alternative trade rngime;*
Foreign Exchange Rate and et
Cfre five Protection Rate
ihe generaliy high level oy proiqccionlreceived by manufnc:uring'

wore than offsets the disincentive effect of the peso over-

s ———

\

-=-The high figure assumes f:co trnde and the low figure assumes
“n opiimal trade regime, e .



calwat ion, Its average act effective protectioh being still
'pasilive at 9 pcrécnt. In vuuLtnSt, the apricultural sector had
tu hear most of the penalty igposad on expores and unprotectead
import substitutes, as averape net effective protection rate is
reduced to a sﬁbstnntially.nvgntive rate. Tariff protection is

redundant For expurtables and cxport promotion pelicies pursued

in recent years have heen moure available to induatry.

s

PFareign Exchange Rate and Interscctoral Incentives

By implicitly assuminsyg that distortions {u the exchange rate

have a uniform effect on apricnlture and manufacturing,the analytieal

‘ )

approach above does not allow us to examine the effects of exchange
rate p#]icy chaupges on iute sectoral incentives. Horéuver, exchaupe
rates ﬂisturtiuna due o dinuquilihrium in balance of paymeuia

Which are addiribnally adverse tn agfipulture are not t;kuﬁ into
avcount,  The serious deficils in current. account prior to the 1962
and 1970 devaluations were defended mninly by drawing on internstionai
reserves,  On Lhe other hamd, Lhe chironic and growing deficit which

“bupaa in the mid-i970's bas been iinanced by heavy foreign borrowing.

Devaluations faver prices of traded over non-traded gouds and

.serviuee. Apricultural cuﬁMudities,hgiﬂg primarily tr.adeable arc

expected Lo benefit relatively more than nun-agricnlture which in-

m"fludvs a large component «f non-tradeables like services. Agei-

Cculturdl Tocentives are aiso likely to improve relative to manufac-

i
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.turing because some manufacturing activities with very high protect-
ion have beén virtualiy isolé:ed‘fram.the internationel market making
then effective;y non-traded, Additional protection afferded bty the
higher co§t of foreign exchange will be redundant for these industries.
"The rise in avefage domestic prices of manufactured ptodﬁcts‘will then
be relatively less than of agricultural products'which are either
- _exportable eor réceive very little trade protection., In fact, manuface
;curing profits gaj-éeuerally'be-squeezgd as prices of intermediate
'inpth typically characterized by low protection increase at a higher
ra}e than pfoduct prices. Thus, devaluations correct distorfions due

to disequilibrium in balance of payments as well as part of the inter-

sectoral distortions due to the protcction syatem.

¢

. .Trénds in domestic terms of trade'betyeeﬁ agriculture and non-
uuriculturg prdvide.an overall s@mmary'meaéure of what is happening
-0vér time to economic incentives in.agriculture vis a vie the other
sectors in the cvonomy.  Huveweuts in Ehe égticultural terms of
.erde>depicted in Figure 2 are influenced 5y’§omestic and inter-
national demand and supply factors as well as domestic economic
policies. The secular Jdecline in ngr;cniturqi termg of trade pre-
dfvted»by H;ge]'s Law nerd not be a logical necesaity with

Suearcn Vamd,  inoan open ecenoey,  or with countervailing goveran*
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"Fip. 2. Treads in agricultural terms of trade in
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ment interventions. Both éommodity specific and macro pﬁlicies

directly change teiative price§: ‘Other-policy instruments may

" also have.an important, alhiet} indirect impact by shifting demand
and supply functions.

. Even discounting for the very faverable agricultural terms

of trade at Qﬁe start of the 1950'c which still reflacts the
postwar adjua;ments and the }fiect of Kozgan War, 8 gradually

worsening trend can bé observed up to 1961, The dismantling of
excha;ge-Eon::ola-le;ding to the 1962 devaluation reversed this"

‘ trcn&.. The full impact of this'pclicy change waa felt only when
ghe retention scheme for export receipts wag lifted after 1965. This
was again reinforced by thie Floating pf the exchange rate in 1970
auddthe commodity boom of 1973-75, - .

‘The dramatic improvemount of agricultural terms of trade,
heﬁuecn 1962 and 1975, at an avetagc‘faté of 3 percent, haz now
'becn‘m;tcﬂed‘by a sharply deteriorating ﬁgend gince 1975. Two oil
vriba shiocka And the subsequent prqloﬁg§d r§céssion in many of
'thé Philippine trading partners sévgféiy &ampened demand
~lor the countzy's major agricultutai éxpurt producta. The drcp
—in re1ative or real price of agricultu?al.ptoducta in the late
19708 was most pronounced for rice. The gains in productivity
from the new peed-fertilizer té;hnology_énd irrigation developmant
‘ﬁroduged record export gurplusea which the governmeut';as not able
f§; c6upete1y 5:11 on to the Qo:ld markég;k?fhelggouiﬁg peso over~

valuation in the second half of the 1970's may also be partly
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responsible for the unfavorable price treads -for agriculture.

'The‘impact qf-ccmmodity specific poiicies and exchange rate
policies on changees in terms of trade may be quantified economet-
rically. Domestic agriculfural terms of trade depends on the
international terms of trade, dcmestié economic policies vepresented
by the official foréign exchange rate. and the ;aminal.prciectitn rate
in agriculture relative to nen—-agriculture, and technicsl change ig
agricglture celative to non-agriculture.

Preliminary results of cur analysis baseds.on data from 1950 te
1380 reveal the crucial role of foreign exchange policy in determining
agricultural incentive§

1 2

« 98.8 - 0.076 T+ ®* = 0.012
(~0.60)

)T

A

() T = 43.7 + ©.2237° + 5.11 FX, R* = 0.881

(2.71) {7.85)

“‘International terms of trade (T") by itself is not correlated %o
domeatic terms of trade (Td); R2 is almost zero and the t-value
s . s e Y .18/ . 5
in parenthesis iz not sigmificant{eguatien 1).— Whex beth ths fster-
national terms of trade and the offieial exchange rate ara sp2cified more

than two-thirds of the variation in domestic terms of trade is

explaired. International terms of trade becomes significaut but

. 2/ The definition of nop-agricultural sector was limited to

. manufacturing because only the index of internaticnal prices for
manufacturing is available. Wnile equaticn (2) is not yet completely
_gpecified, the subsequent inclusion of the other relevant independent
variables is not expected to substantially change this conclusion.
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the foreign exchange rate appear to te 2 more important
explanatory variabie. Failure, therefore, to maintain an equil-
ibrium exchange rate stromngly discriminate againét agricuiture.
Devaluations, by correcting a major source of distortion in the
macTo price of foreign exchange, have significantly reduce this
discrimination. It should be stressed, héwevet, that devalustioms

have only belatedly corrected thia discrimication.
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Chapter &
FINANCIAL POLICIES

Cradit has been a major instrument of agricultural development
in the Philippines. 1In the early 1950s, the Rural Bank Law was
passed to promote rurzl private banks and th?, Agricuirural Credirt
aﬁd Cooperative Farmers® Association {ACCFA) was also established
to promote cbnperative financial isstituticnsg catering especiallj
o ine rural gector. There are currant}y mora than a thousand -
ruzral banks dpetating'in about 60 percent of municipalities.

Thef have becope ;he priacipal distzibutors of government spon-
sored supervised c¢redit. The ACCFA was supposed to develop farm
cooperatives providing production aad marketinmg credit, but because
of serious default problems, it . was reorgaaized and renamed

the Agricultural Credit Administration (ACA) to adminisier sxall
supervised credit programs mainly for land reform beneficiaries.

In early 1982, it was substmed in the Land Bank of the
Philippines which is supposed to be the primary source of financing
Teform program.

The govérnment's objective of increésing the credit flow to
agricultura has been hampered by lowlinterest rates policies.
Up until the 1981 interest rate reform, interest rates and
other financial charges wéie- %ggulatéd by the Honetary
.Board to conform with the 16 percan;rcgiling stipulated by the

_ Usury Law of '1916. During the past decade, allowable interest
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rates of formal agricuitural credit ranged 5;0m 12 to 16 percent
and additional-ioan charges from 2 to 3 percent depending on the
security and other terms of the loans. Supervised credit Lears
a lower interest rate of 10 percent with additiomal charges not
exceeding 3 percent. For savings deposits, the interest rates
were about 6 perceat. .
Since the late 1960s, official interest rates on agricultural
rcrédit have béén lower than the scarcity value of loanable funds
with negative consaquence on the rate cof savings, investmsnts in
agriculture, and factor intemsities. . Because of rapid

inflation of aroumd 29 percent during the 1970s, incerest rarzes

were negative in rezl terms. This price structure rewarded
borrowers and penalized savers. This also created excess loan
demand that limited the flow of leozns to agricul;ﬁre,'especially
to small farmers, Qhere cests of transactions and risks for lenders
are inherently higher. |

To increase agricuitural credit, the government required a3
certain proportion of lenders' portfolic of loans go to credit
for agriculture and ipitiated a number of supervised agricultural
credit programs. In 1§7&, tne Monetary Board directed all lending
institutions to allocate 25 percent of ﬁheir loanable funds to
agriculture anc at.least 10 percent of the total to agrarian
feférm>benafi§iaries. Private commercial banks, however, have

strongly resisted this rule and have simply purchased certificates
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of indebtedness aﬁd other governmbni securities issued by the
Central Bank to comply with the regnlation hecause of the high.
cost of directly lending 1o farmers.

Tacle & 1lists the various special agricultural credit
programs (SCPs) and their correspondisg toral loans granted
during the period 1973-1%80, Most of chese progrowms linked low
interest, nouffcl?ateral 1oaps with axtension, Berween 1573
and 1875, this was aiso ﬁied to a fertilizer price subsidy.
Financial institutions were provﬁéed preferential rediscount
raiee, lcan puarautees, and assistanée iz lean adpinistration
within thece programs. This was financed, im part, by forelgn
loans.

Hasaguna 92 accountzd for al;ost SC percest of rtotal loans
granted by S5CPs. Since the immediéte objective of Masagana 99
was to recover froi serious orop losgses ir 1373, priority was
given to irrigated areus where the potenmtial for rapid expansion
cf rice productioun in the short-run was greatest. Pregrams after
Masagana %9, although much smallar in scéie, atrvempted to extend
the supervised credit concept to nan—;i:e, rainfed aieas.

Problems associated with these programs znd policizs are now well-
documented (David, 1979). Over the pa§t tvc decades, growth in
agricultural lcans came mainly from the Central Bank rediscount
ﬁindﬁw rather then from additional équity capital or savings

d - M R - - - - -
deposits. This is evidenced by the increase in the share of

Tt



Table §. Supervised agricultural credit prograns in the
Phitippines from 1573 to 1220,
Pregros Comnedity | Lleass Grani i
;P ]'l'i]‘i'?ﬁi'l} .
- | ;
1. Masagana 25 N Rice 4,554 i
:
2. ilasaganang %aisan and i
Masagana 77 Lorn : 521 i
_ e ' . ;
3. Gulayan sz Xalysugan : Vegetables - 22
4. Cotten Financing Progress Cotton - i
5. Integrated Aoricultural
Financigg for ¥irginia
Tobacco= Tohacco - 24
4 » a s
&. Rico-Tehacen Supervised - {
Credit Program Tobaceo 3 !
7. Philippine Tobacco Sdminisiration _
{PTA)Farn Credit Asst, Program Tobacco 3
8. PTA Facility Loans ~ Tobacca 1
9. Bakahang Barangay Cattie 255
10. Biyayang Dagat " Fish 35
Total : 5,530

*/&s of December 31, i%u5.
b/
As v 1979, .

Source: Unpublished files. Tecanical Board of Acriculturai
Credit, Central Bank of the Philippinos.
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borrowings Zrow tha Central Bank in total.resources of rural
banks frem 3 percént in 1581 to 54 sercent in 1975, Low repay-
ment rates, winich have flagneud alwmoszt all suporvised credit prog-
rams, threatened the viability of rural credit ianstitutioas,

and further deomaged credit discipline zmong borrowersz. The
impact of thesa prograﬁs on praduction at_thé farm level as well
~as at am aggregate level has rerained unclezr. While Masagana 39

was instrumental in the rapid recovery of Philipgpine rice product-

ion from the global feod grain crisis in 1373, the growth trend ia

4]

ice nroducticon and adeption of the new rice technclogy =zince the
late gixties coonot be sélely attrituted to this program (Herdt
and Gonzales, 19381).

Despits thes2 government interventicns, the real and relative.
levels of agriculturzl productién soane {APL) granted have declined
gince the latsr iS6Q's (Tzble 2). ALE zrew in real tarms but mest
af this growth tcok plzce in the 1286Gfs. The lewvel of APL in 1979
was still far below that of 1983, APL 4as a percent of both net
valua addéd in agriculture and of-tstal loans granted declined from
22 percent and 20 perceat in 1955-1969 to 19 percent and 11 per-
cent in the 1970's.

These trends are perhaps n~t surprieing since techaology
and relative orices across géctoré, comnedi;ies, and between
inputs and outputs are wore inporfaﬁt determinants of relative
pr&fitability and hence direction 6£:;230urce allocation. Larson

and Végel and others have already argued that the use of credit

Fl
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Table S. Selected indicators of trends in loans granted for
“agricultural production by bank and non-bank
financial institutions, 1951-1579.

1 Value of Acricuitural Loans as a Percent oféf i
Year Agricuitural Loans Agricultural Total Loans

(P Hillien in Value Added Granted §

1979 Prices) d
1951 - 376 213 - 40
{ 1955 534 ’ -1 24
1960 2,757 14 20
1961 . 3,536 19 22
1962 4,022 21 20
1963 4,461 24 20
1964 - 4,803 25 19
1965 4,420 23 19
1966 4,582 - 24 15
1967 5,E86 27 20
{ 1968 5,565 , 25 16
1969 £, 7570 : 22 16
1970 4,557 : 22 15
1971 3,943 21 13
1972 3,424 20 12
1973 2,550 18 . 10
1974 1,725 : 22 12
1675 , 1,718 21 0s
1976 6e2 13 -
1977 1,096 - 06 08
1978 2,534 13 -
4 1979 , 3,378 15 -

]

EjFor later years, data on total loans granted have not been reported.

Sources: Unpublished reports by the Technocal Board of
Agricultural Credit, Central Bank of the Philippines,
and the Mational Economic and Development Authority.
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policies to compensate for the effects of policies that turn
‘terms of trade against food and agricultural exports will have
limitedieffects, It is toc often overlooked that pre—

' ferential interest rates do not affect relative profitability
and, becanse credit is fungibie,‘additional liquidity snpplied
by credit will he.allocatad to the most profitable enterprise
or to consumption, whichever provides the greatest utility.

To compare the quantitative impact;of credit policies %o
price policiés; the efféﬁtiva subsidy rate (ESR) which expresses
the amount of interest rate subsidy as a percent of net value
added in agriculiure at border prices has been estimated. Sub-
sidy is defined in terms of the diffefence in the cost of borrow-
ing between agricultural and aon—agric;ltural loans muitiplied
bf the value.of agricultural loans granted. Another method is
t; estimate the amount nf.subsidy:accruing to the sector due to
the difference between the nominal interest rate and the rate af
inflation.

Differences in interest rates, between agricultural and non-
, égricultural loans from formal finanecial institutions are small,
at most, 2 percent. Moreover, interest represents only part of

the coets of borrowing. Typically nom-agricultural lcans entail
less transactions cost than agficultural lbans for torrowers.
.f i ";Assuming that interest rate policy'hésxmeant a cost of

, .. | - .
borrowing differential of & percent in favor of agriculture,



the effective subsidy rate smounts to cnly | percent. Svem

if the interest rate differential is increased twe or three
times im mégnitude,it is clear that the interegt rate subsidy
will not alter siguificantly the uwafavorabl incentive structure
in sgriculture vis-a-vis non~agriculture created by price pelicies
On the other hand, . the low interest rate policy seriously
impairs the ability of rural financial markets to e*flcwantly
perfcm “the finaucial intermediatiocn DTOCRSS. It does not
provide incentives for mobilizing financial saviags znd induces
an allocation of cradit that is based on size of collateral ané
wealth rather than on productivity qf credit use.

The impsct of the loﬁ inte:eﬁt ratz pulicy has been generaliy
regressive. The subsidy is shouldered by the iower-income popula~
tion, i.e., holders of carrency bank deposits, and taxpayers
thtough inflation, low interest rates on saviags, and direct
government outlay. Only about 10 perceu* of the tocal implicit
interest rate subsidy is received by agricuiture. wWithin agri-
cuiture, éfedit allocation is also not comsistont with employment
and equity objectives. Low-cost ciadit for agricultural machinery .
ghifts the incentive system against use of labor without any sign-
ificant impact on yield. Less than ls‘percent of the vélue of
loans in the World Bank Credit Mechanization Program in the
Ph11 ppines was used for pcwerutilleis of small farmers. Four-

-

'ubeeled tractors andother larger farm equipment were purchased
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with the bulk of the loans by‘sugar farmers with 50 hectares
or morTe who.constituted less than 10 percent of total mumber
of farmera.

In supervised_credi: programs, ouiy farm cparators are
usualiy ectitled to institutional credit despite the significant
numbers of landlese households in the rural arees, Rice has heen
the emphésis but rice farmers are asctually better off than average
farmers in tort, toconutis, tobagco, and other crops. Within tihe - -
rice sector,-priority-was given to irrigated areaz close to
primary markets, i.e., relatively prograsaive locations with
the greatesnlpotEntial for rapid increases in production in the
shorf-run, The procedure of setting loan limits on a per hectare
basis means a higher credit ceiling for larger faras. Perhaps an
even more important dimension of inequity in distributiom of the
implicit subsidies involved in these programs was reported by
Esguerra in a recent analysis of Masagama 59, The study
estimated that two-thirds of the implict subsidies have been
received by participating finanéi#l institutions as incentives
in lend ﬁo smell farmers and only ome~third by the farmer borrowers
mainly frowm non-repayment of loans. Fgrthermere, the distributionA
of the subsidies accruing':o farper borrowers has been biased in
faver of larger farmers. The guﬁsidy to farmers can be increased
-through higher default rates bu; §hés.wnuld simply transforr super-

vised credit into a costly vehicle for effecting inmcome trausfers.
) . ’ ]
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Chapter 5

PURBLIC EXPENDITURE 2POLICIES

Thus far; our discussion has focused on policies affecting
economic incentives. Aszide frem their impact on rasource allo-
cation, price and financial policies alscaffect technological
development and income distribution which are also major concerms
of agricu;tural development. However, public expenditure policy
has been a more direct instrument of promoting technological
change and-iﬁﬁroving inceme distribucion in agriculture.

In this section, the changes in the level and distribution
of public agricultural develspéent expenditure by policy tcols from
1955 to 1980 sre exami{ned. The analysis sriempts te infer prior-
ities pursued by the governmenr from the allcc#tic: 5% the budget
over time rather than to quantify the economic effects of the
different types of public expenditures such as reseszch, extan-
sign and so forth.

The basic source of data is the national budget published
by the Miniatry of the Budget. These have been compiled and class-
ified earlier by Capule,

. Public expenditure is
the sum of current operating expendi:ufés and capital outlays.
In this analysis, only national government expenditures which
comprised about 80 percenr of the total bgdget from 1955-1975

and gbout 30 percent thereafter aré:éovered becauge the expend-
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itures of local government cannot be broken down accordiag to

our classification of policy imstruments. Furthermore, class;
ification of public expenditures by sector and by policy imstru-
mentz for agriculture was limited to economic davelopment expand-
itures whiéh formed about 15 percent in 1965 to 40 percent by

1980 of thé total budget. Even within economic development, it

was not possible to divide the infrastructure budget sectorally.
And likewise, thers were measurenent preblems in allocating expend-
itures for thé other government functione: gemeral administration,

defense, eduscaticn, health, and other social services.

Trends and Relative Size of Public
Agriculture Zxpeaditure

The size of public allocation to agriculture provides a
clear indication orf governﬁent’s cormitment to that sector.
In Tahle 10 the trends and relative importance of economic
development expenditures on agriculture are presented. Public
e#penditures for agriculitural development rose almost tem times
between 1955 and 1980 or an average annual rate of 12 percent -
in real terms. This high growth rate is comsistent with the
general acceleration of total govérnment outlay especially for
economic development during the past decade.  The increased

emphagis on infrastructure and non-agricultural development in
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Table 10. Selecied indicators of trends and relative importance of
national public economic development expenditures on

agricuylture.

Public expenditure Public economic development expenditure in
in agriculture agriculture as percent of
(Pmiilion, 1972

prices) , Net vValue Public ecpnpmic  Total

added in development public
- Year agriculture expenditures expenditures

1965 122 1.5, - 15.0 5.3
1956 176 2.1 1%.4 6.9
1957 205 2.4 22.3 7.5
12858 167 1,94 21.0 6.8
1959 . 166 1.8, 12.8 6.6
1960 179 1.9 18.2 6.3
1961 182 1.6 15.0 6.1
1962 . 206 2.0 16.3 6.4
1963 355 3.2 30.C 9.9
1864 306 2.8 27.1 8.4
1965 265 2.2 26.1 7.3
1966 264 - 2.2 26.0 7.1
1967 296 2.4 23.5 7.2
1968 416 3.1 27.6 8.8
1969 435 3.2 25.8 8.3
1970 361 . 2.6 23.5 7.1
1971 452 - 3.1 26.7 8.5
1972 567 3.8 20.7 8.9
1973 767 4.9 - 18,0 2.0
1974 1,061 6.8 20.4 1G.4
1975 1,308 7.7 24 .4 11.4
1976 1,018 5.7 19.8 8.3
1977 1,110 6.0 29.2 9.7
1978 1,648 2.5 32.4 L212.5
1979 1,394 6.6 26.2 10.1
1980 1,242 5.6 17.7 3.0




the later period is apparent frem the éhafp rise in annual
growth rare sf the total eccnomic'development budget froi 5
percent to 19 percent tefore and éfte* 1870
coupared to agriculture which grew at 10 percent and 13 percaunt,
respectively.
Between 1955 and 1980 public expenditures in agricuiture
as petceﬁt 0f agricultural value added increased much faster
than the shiie‘of total government expenditures to gross national —
iproduct (from 2 percent to 7 percent in agriculiture compared to

8 percent to 14 percent for the total). It should be noted
that this was not due to any dramatic sactoral shift ia gevern-
ment priorities with respect to expenditures policy hut rather
due to the decline in the share of value added in agriculture,
The share of agriculture o total government axpenditures
increased only slightly cover time. However, im terms cf the
public economic development expenditures, agricultare's chare
while varying from year to year remained at sbout 23 percent
over the whole pericd with infrést;uctute receiving the greatest
allocation (from 6C to 70 percent).

Table 11 presents the trends ia public expenditure in
agriculture by pelicy tools while Table 2 shows the same
changes in terms of the percentage gompos'tion of expenditures.
As noted in the foocnotes, some{iigitations exist in the avail-

aple, breakdown of data but these would not significantly affect



'Table 11; Distribucion of directlon national government ~xpeuditu
| ' 1nstruments, 1955~ 1980—j (? niliion,

Priciqgﬁand Harkegggg irrigggion Rﬁsearc? and Extension N Eﬂ
Pric Input Credit d - e gra
eb/ . Subsiziea Subsidy T tal—l , Reserach— Excension Total Ref
Suppert—" ‘

- . - - - 43 9 23 .31 3
- - - - 86 10 33 43 5
- - - - 92 10 35 45 20
- 14 - 15 50 10 . 38 48 21
- : 28 - 29 - 20 12 43 - 80 10
- ' 22 - 24 24 13 52 &5 15
- 14 - 16 27 : 15 55 70 14
83 14 - 97 36 17 63 80 13
143 12 - 155 32 17 ‘ 70 87 19
97 9 - 106 18 17 76 93 - 24
41 ' 13 - 54 21 18 80 33 33
24 -1 - 34 25 17 7 94 %
25 .6 2 i3 40 ¥7 ~ 72 B9 il
24 .3 10 37 .35 21 13 94 as
27 .2 12 28 k3] 22 75 97 38
20 2 6 25 i20 19 A 85 38
t4 3 8 30 187 19 71 920 45
13 4 13 68 171 24 104 128 67
kYl 9 21 83 411 44 1¢8 242 107
45 18 20 60 633 55 202 257 128
kY] 22 - 46 382 56 175 23} 135
33 13 - 43 381 b4 167 231 95
a9 4 - 35 864 77 170 247 103
29 6 - 35 565 . 102 249 351 110
30 5 ~ 27 417 108 - 274 332 143
21 6 - 92 261 353 130
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Footnotes -.Tables 11 and 12.

a/FTOT 1275, ungar a oow format, the national budret nrosonts
ugport to gOVﬁYﬂﬁCﬂ*COT“O“&T‘Q ender a separate chapier. This is
'ﬁcludmd in our data far the.1575-1720 peried. The 1972 and 1820
figures are estimstes. :

-

E-/It has not been possible to obtain the ccmplete figures for 186%
1551 based on the level of disaggregaticn of cur data. It shouid be
noted, however, that durine this period the 4ational u3C° and Corn
Corporatlor (HARIC) was aIfu&d} angaged in price stapitization activi-
ties, mainly in the form of rice procurement and di :Lrwb tien. Qur
working table shows cxpenditures for the adainistration of sugar and |
other gqueta preducts. These are relativaly smaia and have been omitied.
here although these are inciuded in the totals., cote glso inat 2 major
part of the total uatiay for prica support is accvunfaa for by experd1-
tures of the Rice and Corn Administration, later the #“ational Grains
Authority 1263-1880;.

- . 3

4 . R . . :

L axpla;red in the text, the data under this policy refer only
to expenn1 tures «elated to the administration of the Agricuitural
fuarantee and Loan Fund {AGLF: and are availatle on1J for 1957-

1974, ~ ’

-/The 1383-1862 totals include Lhe omitied expenditures of the
Sugar Quota Adminisiraticn (see footnote b abovel.

gfixcludes research exponditures of state colleges and universities.

/A larae part of cxp:ndxtures orn: ccrmunity developncqt weru
a1iocated for the construction and maintenasnce of roads and bridges.

Source: de Leon 10;.
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the general patrern indicated in the tables. . It is cbvious thac
public expenditgré policies nave been aimed primarily at raising
productivity through irrigation, extension, and research and
imptoving income distribution through agrarian reform.and rural
commmity development. Budgets for environmental management and
conservatiocn may be viewed both as a tool foé enhancing long-
run preductivity in natural resources and the economy as a whole
and improving iqcome distribution between present aud future
generations. |

Trends in public expenditure for price and marketing policies
reported here do not feflect government's changing priorities be-
cause these figures grossly understate the cost of operating the
national agencies involved in the marketing of
rice, ceorn, sugar, fertilizer, andro:her agriculrural commodities.
A significant and increasing part of their expenditure originate
from cheap lcans from the Central Bank via govermment financial
institutions but data for these are difficult to cbtain. Intarest
rates are at a highly subsidized raté of 6 percent and account-
ability for non-repavment has not been strictly enforced.

Extension received the highest allocation prior to the
1970a (27 percent), even.higher than irrigation from 1359 to
 to-..1971. -Extension's shsre-has declined except during the
" peak of Masagana 99 in 1973-1974 while expenditures for research

T have steadily increased but the latter is still only about one-

¥ -
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fourth of extensioh. Expenditures for social development nay

o
alsc have been as significant as extension in th=s early period

because for the vears with avaiiable data their share averaged

bgrariar reform activities comsistzd mainly of
Rural

22 percent.
land resettiement projects in the pre-martial law period aud
administration of land reform in rice and corn after 1972,

compunity development progrvams included grants—in-aid, seli-help

projects and cooperatives development.
Irrvigation investment has been subiect to ghort-run fluct-

uationa; it was high in the late 1950s and this picked up agsin
1ﬁ.FhE 1970s. Bayami and Kikughi feund a'strung correlation
between shifts in investment and short-run changes in the worlid
price of rice.The increase of iriigé¥ion investment in the 1970s
may also ke rzlated to other factors.‘ Studies at IRRI in 1976.
indiéate that irrigation investment has a higher social bemnefit-
cost rgtio than price supporr and fertilizer subsidy except when

a high discount rate is used for-large-scalé high cost projects

{ Bayami, et. ai., 1977),

Policy thrusts of internatiocnal financial institutions such
as the World Bank and Asian Development Bapk which have financed

a major part of rehabilitation and construction of new irrigation
gystema may have influenced the governmeht's own choice of policy
priorities. Changes in the sectoral distributicn of official

develogment loans reported in Table 13  indicate thit this way
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Table 13. Distribution of official development loans by sectors,
: 1954-1979 {percent).

3
1952-1965 1670-1974 1375-197¢ 1579-1579 %

1. Agriculture 22.0% 22.5 3.1 31.1
a. Agriculturegl 18.3 6.5 11.7
b. Irrigation 5.8 17.5 13.6 ]
c. Integrated Area : -
Development 1.0 5.1 4.1
d. Rural Infrastructure - 1.0 v j
2. Industry 2%.0 18.0 15.3 16.0 |
3. 'Power and Energy 36.0 22.8 15.7 18.2 4
4. Transportation 11.0 ; 22.2 16.1 19.2 ‘
5. Others - 2.0 . 1.9 15.8  14.8
1.

E-/No breakdewn is available.

l—’-/szuziudes education, population and water supply loans.

Source: MNational Economic and Development Authority.
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be the case. The growth in the share of agriculture from 22 per-
cent to over 30 percent in the 197Q%s was due primarily'to expan-

sion of irrigatioco imvestment.

Agricultural Research

With the growing land constraint, technological change
through research and extension will inc¢reasingly be an important
means of augmenting agricultﬁtal productien. However, the pIo-
ductivity of Tesearch énd extension depends not culy on their
total budget but also in the way these budgets are ugilized.

The following discussion essentially summarizes previous analysis
of Evenson on the nature and direction of research and extension
in the Philippines.

Although the agriculiursl research sfstem in the Philippines
is generally regarded as one of the mbre advanced in Asia, expend-
itures foi both research and extension which amounted to only 0745
percent and 0,91 percent of value added of agricultural production,
respectively, are iow by international and even by Southeast Asian
gtandards. As in other developing countries, extenslon PTrOgrams
have been emphasized to a much greater extent than research. More-
over, except for sugar, most of agticultﬁral research and extension
is supported by the public seckor with some assistance from exter-
;'nal'ageﬁcies.

) -



Economic benefits from research will be highaét in areas/
commodities whare potzmtial improvements'in technclogy and size
of market are. great. In practice, allocation of research hes
beee influenced by the supply of scientific macpower and nther
social objectives such as improving aﬁtriticn~levels and équi—
table geog:aphic distribution of research expenditure. In fertms
of congruwencs netween distribution of research snd aize of
markets whic_hmie'presently thé only quaatifiable wvarisble,
Table . 14 indicates that relarively mora resesrch ilnvestnmeats
heve been directed to commedities of mincr economic iupeTrtacce,
neglecting some wajor commedities as shewn by the ratio of Te-
'sear:h spending to gress value of the commodity. The incor-
sistency between distribution of research hudget zad comzodity
value seems to have worsened petween 1973 and 1580; their corre—
lations decreased from 0.91 to 0.23. EThus the ipncrease in real
research investment over this period has not baen accompanied
by a closer matching of research spéﬁding with economic import-—
ance.

Sugar, pineapples; bananas, citTus, fruits, and coffee,
which are all jmportant exXport CICPS appear to have very little
research budget. Cotton, legumes,_Cbbaccc, root crops, vegetables,
and poultry which are of 1essef economic importance receive
_relétively high research attention.- A relatively low priozity

is given to corn, an important“crap and the staple food and
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. Table 14, Ibaszxes ofmpartmceofmmlumalresearch
aq:endmtures, by comodities

>

Py g

Fesesrch spending (‘amn&tyresearch G::mnd:.tyshare

as % of gross share in total in gross value
Coommodities va.lnedgy commo - resegrch spending  of all comodities
- — T DT80 T
s 440 A48 592 Ncral
125 072 058 ,084% .087
Com and Sorghuas® 132a/ .060 030 085 L0685
Fiber creps 094E/ .0A0 .04 007
Fruit crops® 037" 040 .026 .070 072
Remema e ) %
Mango 070
Citrus 046
". Others 250
legures* 1.29 Q30 051 .007 . 008
Omarental horticulture 002 014
Plantatien crops 006 (B Qa2
Fubber 130
Cacan .206
Coffee 004 037
&IE&]—S a%? '¢%0 cM? ’
Hee .034 .187 160
Foot cxrops . . 04 072 .Q30
Sugar cane 01 .058 ‘ 011 .050 .053
Tobacco .59 020 0 034 .005
. Vegetables 430 o040 D44 .019
Fisheries* 150 .080 .158 113 A74
Farestxy* .190 A32 Jd4a 11N 192
Livestodd* .080 . .170 067 177 112
" Pork .070 02 .007 052
- Poultyy* 400 ' .04 005 .o047 261 |
Tairy 008
Pastuxe .03% 021
Socio-econamics .050 101
Soil and warer resources . 067 .072-

" "% The eorrelation between shares in the research budget used in the value of
_,allemdinesms091in1973/74a:d0731n1980 'Iherﬁ.necmdiues
.cnrrelamdareidmu.ﬂedby“*"

a/Fotcm,thisﬁgueiaOQS‘Z

T l_:j‘z"m:m th:sﬂgn'eia . 163%. ’merelativelyhigha:researdta@m-
~'~diun:eis&renttm

‘o d,

- ‘f’mﬂ---l Frrm Yoonere  Wasermer and Blocm



major scurce of income of the poorer fsrmers. Alse, judging

from our veryllow yields cnméarad to Thailand which has a
simiiar resource zndowment and hae only recently become 2 major
experter of corm, fhere seems to be a strong

potentiai for expanding corm production in the Philippines.
Research in coconut and forestryry is comparatively amall and
funded mainly from taxes directly lewvied on their producera for
this purpose in éontrast tc other commoiities where the cost of
fesearch is shouldered by the taxpsyer in general.

In rice ruzsesrch which has primarily been c¢onductes at the

Internsational Rice Research Institute {IRRI) since 1982, the newiy-

vdevaloped technology has been generally regarded 2s more suitable
tuvirrigated conditions. The fact that modern varieties have been
adopted in 70 pexcent of rainfed éreaz, however, deﬁonstratss the
pofential of technology develeopment in rainfed areas, It has

been estimated that if the cost of irrigation development is in-
ciuded, increasing production thrpugh investment ia rainfed rice
may have a benefit-cost ratis greater than for irrigated rice,

In recent years, IRRY has devoted more rescurnes to develop rTice

varieties especizlly guited to rainfed areas.

Agricultural Extension

" Although the commodity breakdown of extersicn expenditures

is mct-.available, the emphasis of extecsion on rice is guite

«



evident. The Masagana 399 Program caused the jum§ in extension
expendifuresAin 1973-1974 as‘axten;ion agents asesumed the role
¢f loan administrators. En-Tahle 15, the regional hrgakdawu'
of extension shows ﬁhe ratio of extansion expenditures to value
added in agriculture to be higher in the major rice-producing
regions of Central Luzoa and Southern Tsgalog especially when
the budgets of the U.P. College of Agriculture and the govern-
mect agencies in Manila are allocated to these regions. The
rélativgly intensive exteumsisn in Ilocos is consistent with
the high research expenditures sad numerous supervised credit
programes in tobsacco and cotton reported earlier.

Most assessments of extension services ip the Pnilippines
stress the probiems of orgamization and gquality of personnel.
Evenson, on the other hand, raises z more funéamental isgue as he
tries to explain the much aeavier investment in extension compared
te research in Philippine agticuliure. ‘Part of the reason
ie clearly the cheaper cost of manpower for extension versus re-
search. But perhaps more important, there seems to be 2 general
belief among policymakers that agricuitural technology is highly
transferable from regioms with high research focus to regions
with a high extension emphasis. It is not clear, however,
whether suitsble technology exists or is being produced by other
nations. It should’be stressed thereﬁore that the value of
extgpsipn dépénds~easentially on avgiiébility of appropriate

w

' technology.



Table 15. Public expenditures for agricultural extension by region, 15

Extension !
Expenditures
Relative to
Agricultural Value Added Acricultural
Extension in Agriculture Value Added
Region (P million) (f million) {percent)
Ilocos 9.8 2,687 0.33
Cagayan Valley 5.5 3,069 0.18
Central Luzon 13.2 4,248 0.31
Southern Tacalog 17.6 8,039 0.2
Bicol ‘ 4.4 3,725 0.12
§ Hestern Visayas - 9.9 6,238 g.16
Eastern and Yestern ]
Visayas 5.5 5,153 0.11
Central and Morthern
iiindanac 6.5 7,278 53.09
South & liastern
indanao 8.9 11,978 0.G8
UPCA
Fanila 27.5 - -
: !
?.

A ~3/DUe to data constraints, the figures for agricultural extension are
based on 1975 proportions by region.

Sourcas: Evenson, Waggoner, and Bloom and NEDA.
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Recent analyses of supervised .credit programs and the nature
of ipefficiencies cn rice farms lead us to question comnventioual
spproaches of current extensgion pregrams. First, techmical

inefficiencies tend to be more important than allccative ineffi-

. 1% 7
. . . - . s . . =/
ciencies in explaing low productivity of rice famms {Hendac, 1878).

Thic is consistent with empirical studies which overwhelmingly
ghow that farmers in legs—developed countries maximize expected profits
{Scnultz, 1264), Thus an effective extension program should focus
on teaching principles of new farm te&hnolcgy or faym practice
rather than emphasiée the applicatioz of “ecommended input
levels. Extension workers cannot be expected to make berter
decizions than farmera given the greaé heterogeneiry of physical
and market condifions acrcss farmé, Hore often than noct, uniform
levels of fertilizer and agricultural cnewmicals ere simply recom
mended over z wide geographic arza without due consideration to
individual farmers' rescurce conditioms.

Second, the common belief thst.extensic:‘would be more effect-
jve if tried with low-cost credit and vice versa is not clearly
bporne ont by empirical 2vidence. In the case of rice, the modern

varieties introduced in 1967 have already been rapidly adopted in

+
B pechnical jmefficiency refers to the inability of farmsrs
to achieve potential maximum ocutput for every level of input.
 Allccative inefficiency refers to the inability of farmers to
use the optimm level of inputs given their tesources and level
of knowledge.
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67 percent of irrigated areas amd in 45 percemt of rainfed areas
prioz to the Masagana 99 Program. .The fact that the rate of
sdoption has increased to 85 percent and 71 percent, respectively,
in 1979 cannct be aitributed ts the Masageznpa 9% Program but rather
should be viewed as a4 coﬁtinuation of the 1ong~rﬁn adoption process
of the new technology. ‘

T the case of corn, there has-been iittle dissemination of
aew varieties developed in the eafiy 1570s despite the Maisan 77
and Maéaganang Maisan programs because the new techrology apparentiy
did not offer higher profitsbility for the Ifzrmer. "Extension and
develicpment of financial markets are indeed importact compenents
of rural development but the strategy of iinking the two should
guard against dissipating the effoxts of scarce competent tech-
aicians ip loan administraticn because this has not sigrificantly

raised repayment rates im gsupervised credit programs.



. Chapterx &

DOMESTIC RESOURCE COST AND
COMPARATIVE ADVANTAGE

Economic policiss particularly those which distort relative
prices have been shown to have geserally di;ﬁriminated against ~
agriculture. An exrremely important question to ask,tharefﬁres
is whether or net this policy structure leads to a more {less)
efficient resource allocation thereby increasing (decreasing)m
national output, Do government policies encourage resources O
shift toward more socially profitable sconomic activitias? An
attexpr is made to answer this questisn by evaluating if the
?hilippines hes a coaparative advantage in varicuz agricultural
activities based on estimates of domestic resource cost of foreigm
exchange. Domestic resource cost {DRC) represents the sﬁcial cost
of.converting Philippine resourcss into foreign exchange through
production for exporfr and import substitution. A DRC lower tham .
the shadow exchange rate (SER) indicatzs comparative advantage,
since the SER represents the social value of foreign exchange.
Moreovey, selecting activities with lqwer DRCs meaus reducing the
social cost of balancing the foreign exchange buaget.

Induetries characterized by high effective protection Tates
rare likely to heve high excess profit§ or a high level of ineffi-

- ciency or both. Bauvrista snd Power's analysis of the manufacturiag



sector imdicatas that DRC;S are higher for industries with bigher
EPR's aﬁd lower for ;xports which ff;quently have n2gative yrotact- /
ion. “Competition in export markets forces firms to be cest cons-
cicus, while the highiy protected domesiic market induces complacerncy
in domestic resource use among inward-oriented industries.”

The fact that agriculture survives and ind;ed grows despite
negative protecticn indicates an inherent comparative advantage that 7
is generally confirmed by our estimates .of DRC's (Takle 16 }. DRC's
are generally below the shadow exchange rate of ?8.BS}§ The only
exceptisn is broiler production. <Cabanilla, nowever, has argued that thera
will likely be a favorable change in comparative advantage in the
near future given the peultry sector’'s historical recerd of product-
ivity growth 25 a resuit of eifective international transfer of new
production technology, iocal management efficiency. and the natisn’s
imperding breakthrough in corn production. TPouliry may represent
a successful case of an infant industry where initial growth uvas
induced by high levels of protecticn.

Culrivated iand per worker has started to decline in the 1960's
and thus expansion af agricultural production means ipcreasing

1

competition for land use (David sand Barker,579). For evaluating

1Y i ' -
—=' Based on the assumption that the Jdegrese of pesc overvaluation

is 20 percemt, a rather conservative assumption givem the growing
deficit in balance of paymente financed by neavy foreign borrowing
. since the mid-197Q's. )

¥ - ) R



Table 16. Tomestic rescurce cost of asiected agricultural products

(?!S)',

REFERENCE YEAR - © DEC
Rice 1279 6.3-5.987
Corn - 1979, 1980 - 8-9
Copra * 1576 5.9-6.2
Sugai , n.id. - ﬁ.a;L;
Cotton 18753-1681 7.2%
Swines’ 1978, 1980 6-8
Cottie 1978, 1980 58
Chicken . 1878, 1980 11~20
Egzs 1978, 1980 1=3
~Logs | 1974, 1877~157%2 3,4=3,5
Lumber 1974, 1977-1975 6.2-6.9
Plywood & Veneer 1974, 197?—1979 4.7-6.0

a . -
—/The range represents aifferences across techmolicgy, locstilonm,
time, and/or source of dsta.

E/Nat yet available.

</

; — Estimates Ior livestock and pOulfry are bagsed on cempercial
- type of production. ' : -

3 -
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comparative advﬁntage across agricﬁltural commodities, land might

be a more reicvant limiting factor to consider than foreign exchange.
It might s2em useful; tharefore, to examine closely not only the
ranking of DRC's between agriculture and non-agriculture but with-
in agriculture, across the different commoditi;s.

Althcugh the latter is of course an inkeresting and important
iséue, it ma§_nct be pcssibie to provide conclusive interpretatiohé;
ﬁifference in DRC's across agricuitural commedities is wuch, narrower
than between agriculrure and non—agriculture and given the usual
measurement error involved in the empirical escimation of DRC's,
it would be more prudent to interpret .the catterns we find as indi-
cative rather than as basis fory recomménding which crop to ?romoté.
In any case, one basic assumptian.we wish to strese is that the 7
private sector will generzily make op;imal allocation decisicns
if the government permits price signals that conforms to real
resource scarcities.

The moét important conclusion from these estimates of DRC's
is that almost without exception the major agricultural activities
demonstrate comparative advantage. Given the good overall perform-
ance of agriculture ia the 1970's in the féca of what we have
found to be adverse government policies, this resulr is not
surprising.

4 -
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Chapter 7

PRICE INTERVENTION POLICIES AND DNTER-
SECTORAL CAPITAL FLOWS

In the introduction, 1t Was nypothesized that the sacular
decline in the share of the agricultural sector in the Philippine
economy has been accelerated by domestic ecoucmic policies whick
discriminated against agriculture, In this chapter, the role of
price intervention policies in affecting shis process of structural
change is examined by meaguring their impact o inte:sectcralrcaQim
tal flows. The impiications of these policies on income distribuzion‘
is also amalyzed first by ccmparing the rate of taxation between agri-
~culture and non—agriculture, taking into account the implicit taxes
from these price interventian policies and second by relating the rate
of iptarsectoral capitai flows df capital to that of labor.

There are two types of capital that {s extracted or tranferred
from sgriculture to industry as development proceeds. The first
comes from the intersectoral movement of fimancial zagources. I
real terms, these are, of course, iv the ¢orm of the excess of the
gobds agricuiture sells at tome end abrozd over the goods it purchases
from domestic non-agriculture snd che world. The second is the
intersectoral mcvement of human cspital, i.z., labor Tesources in
the rural sector wigrating to the‘ufban areas to seek DoTre productive
employment. The cost of rearing énd-;raining this labor supply is

a form of capital investiment borne'b' the agricultural sector. As
P °4

Fl -
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a residuval employer, the agricultural sector also besrs the cost of

supporting surplus labor in the rural areas umtil tbey can be
productively employed in the non-agricultural sector (Yotopoulos
and Nugent,l976). Therc is, them, a bemefit te agriculture from

the transfer of this labor.
Trends in Ret Capitzl Flcows

This analysis foecuses on the net bapital flow in real
" terms. Thia can be exprassed iz both physical (left hend side) and
financial (right hand sida) terms and can be divided into private

and goverament net capital flews.
QF = IF = €, = (Sg -~ Ia) + (TIg - CaJ

Outflows (OF) comsist of the amount of total goods agriculture
sells to nom—agriculture and to the world; inflows (IF), the amcuat
. of intermediate and comsuzer goods, agriculture purchases from non—
agriculture and the werid. Thé difference between OF and IF is
equiv#lent ia fiwencial teims to savingsﬁsa) minus investment (Ig)
in agriculture plus taX revenues from agriculture (Tg). The term
(54 ~.Ia) msy be interpretend as neﬁ private lending, i.e., the
amouat of private investible funds from the agricultural sector
available for capital formntion in the rest of the ecomouwy. The
government through its sectorai'source of Tevenues (Ta) 8ad allo-
cation,offexpenditutea.(Ga} also accouﬁts for part of the net

.'capita% flaws;



The dizac ir.m.--:n:i raza of intr»_zrseczcral v;apital flows is
detexmineé by both uarket forocs =ad governzent soeliecies via
their iupacts on relstive profirability. Yat private capital
flows racpead essentially tc the secteral #ztta%n oi private
profitability. There is also some evidence that aven public
investmants are aifected by profitabilicy considerations
{(Bzyami znd ";kuchi,1973q |

In Fig. 3, , Teauw's tize ssries estimates of net private
capital ov._xtfloﬁ ‘rem zoriculture from 1950-1555 are depicted
écgethet '.;r:',th. e Lecn's estimates baced on data frem the input-out-

- i& . .
put table for 5 years butween 1561-1978.~j Cespite the diffesz~

ence in mathods and <ata sources, the twoe 3ecz of catimetes
for the overlepplng vears (31261-190653) are reuwerkansly close.

Az axpectad, tha.e Lias been a substantisl net private capital
outflow from agrizu'tire throughout the whole period (Tablel6 ).
This has visen fioz :1U30-1365, gveraging about 21 pazcent of agri-
cultural groas vsina alded. Detween the 0id-1%860"s and mid-1973's,
net private capital ci.tflows were g:aérally lowar, and as a propor-

tion of agrieulturzl velue zldnd only half those of earlier yeara.

14 o
—INet private capi:al £low is =zasured empirically as OF-IF
which is equal to Sy - *g + Ta. Tz wag mnot ~ subtracted hecause

‘time series data are act available. aAn gtteémpl was however, made to
estimate in a xough wa: T, sud Gy, The gereral magnitude are The
 discugded.in the next d:ctiom.. . .. - ' .
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agriculture, billion ® at 1972 prices.
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Fig. 3. Trends in net ptivate‘ capital outflows from Philippine
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16 . Trends in net private capital outflows from agricul~
ture and agricultural value addad, million pesgos,
1972 prices.

- ——

Agriculiural Het Capital (2)
GVA , Gutilows i
ay . S A2)
Paauwi! )
1950 5,828 ' 1,296 .22
£951-1955 ' 7,215 } 1,560 22
- 1956-1960 9,410 1,674 Y 2!
1961-1965 1i,121 2,373 21
de Leongl
1961 10,643 | 2,454 .23
1945 11,861 : 2,669 .22
1969 14,412 : 1,772 .12
1974 17,465 7 2,232 .13
1978 21,502 4,590 21
e — -=...—:=: — =
1/

Estimates from Paauw, D. $., "The. Philippines: Estimates

of Flows in the (Qpen, Dralistic Econﬂmy Tramework," U. P, School
of Economics, 1968.

-2/

Flows and Price Intervention Policies in Philipoine Agriculture,

Estimates from de Leon, M. S. J., Intersectoral Capital

Unpublished Ph.D. dissertation, Enlver51ty of the Philippines
at Los Baidos, November 1982.



Agricultu:al terms of trade imfroved significancly during this
pexiod {Fig.2). AS igricultural terns of trade dr0pped after
1975, net private capital ourflow in (978 rose to rwice the
levels in the 1960'z and was agaiz about 21 percent of agricul;
tural velue addad. is imnverse relation between net private
capital ouﬁflaw and agricultural terms of trade iz a clear in-
dication cf the latter's lwpertance in affecting Intersectoral
incentive structure.
Price Intervenficn Policies an¢ et Private
Cepital Flows

There atre three ways by which c&#ital can be transfevred
from agricuituyre to non~agriculture. Two have hzen noted already,
namely, net privare lending (S, -.i&} and net government revenuas
X, - G.). Taking these two asz given, a third way is through price d
intervention policies. These can require agriculture to trade wore
in real geods and sevvices for less in veturn by distorting the
texms of trade. Custems duties, fefréiamgle, aske manufactured
goods more expensive to buy, whether dumestically or internaticnally;
witile export taxes reducs the net price agricultnre raceives for /
it3 sales both at home and abroad.

With respect to trade with the worid, thesa panslties show
up explicitly in tax revenuer(éiport raxes and custom duties), In
_cnu;iast, they are implict taxes involving transfers throughk

markdt price distortions in the case of domestic trade. If the
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price iﬁtervenfion pclicies were eliminated, the impiicit taxzes -
would disappear. We assume however, that the government would
impose 3cme other taxation measures on agriculrure to make up
for the loss in revemue from explicit taxes. The correspondence
might not be exzact, but this seems to be preferable to aszuming
that T, would decline. |

Jur main interest then, is in measuring the proportion of
tetal net private capital outflows that ecould be attributed to
price intervention poliéies. To do this, we take net private
lending and ner government revenues a3 given and ask simply what
is the difference in real resources that would be required to
aczomplish this financial transfer under. distoried and undistorted
prices. The difference, then, would represent the implicit tax /
in real terms.

It is not likely, of course, thaf the financial transfier
would be exactly the same urder the two sets of prices. Absence
of p;ice iatervention policies might mean more investment in
agriEuICu:e. It might also mean more saving, however, as agricul-
ture's real income improved. Likewise, it is difficultvto pradict
the direction of change of Ty - Gg. In any case our assumption of

a constant financial transfer enables us te gauge the general
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msgnitude and importgnce of the effects of price interventien
15
policies.—

Table 17 shows the resuits of this exerciss. It is evident that
most of the implicit tax is attributed %o protection of the goods
agriculture buys. This is partly due to the fact that oanly
domestic tfade enteys ints the calculations so that the effect
of zxport tanzs oo agriculture's sales is not present. The other
important factor is the high averaée ﬁrotection of usnufactured
consumef goods .

The implicit tax in 1974 turns out to be considerzbly greater
than the estimated explicit tazes égriaultuie pays (81,275 nillicn)

based ou Macaranag estimste of the tax revenue contribuced by

13
/To do this we take sach componeut c¢f the net private capital
flow and decompose it into a corresponding real flow at undistorted
prices and a measure of the implicit tax. Let x represent one of
thesa components and v and p, be distorted and undistorted prices,
respectively., Then

This can salso be written as

P 4 +L€—“S

P op @ P! )
This is more comvenieut because the second term in parentheses
corresponds to a nominal rate of protection, ot implicit tariff.
The implicit taxes from each component, then are aggregated to get
ehe totml. It is evident that some represent negative protectian
on agriculture's sales, while vihers represent positive protection
on agriculture's purchases. . :

4 -
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Table 17. Estimates of net private capital filow frcm domestic
' trade basad on undistorted prices and levels of
implicit tax due to price intervention policies.
{in million of pesas at 1372 prices)

HDISTORIED DBLELICET
FLOW CAPITAL FLOWS T TAX
. ‘ Y
Tetal Outflows 13,135 61 (1.7}
Agric'l sales of con-
‘sumer & intermediate
goods to non—agricul-
ture 13,135 61
Agric’l exports coi con=
sumer & intermadizte
goods
Total Inflows - 15,279 3,452 (98.3)
Agric'l purchases from
aon—agriculture oi: :
consumer goads 13,144 3,045 (86.7)
intemediate goods 2,089 402 (11.4)
investment zouods 46 -6 0.2}

Agric'l imports of:
consumey goods
intermediate goods
investment goods

¥et Private Gapital Outflow -2,144 3,514 (100.0)

Boe———— Vo ———

g

a/_. . . ’ . .. . -
—'Figures in psrentheses are percentage distribution of implicic
tax among different comwponents of outflows and inflows.
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agricultura'ta the fotal tax collectioﬁs {72) at start of the
1970's which will reach 13 percent if exﬁort taxes were included.gy
The explicit'tax including the export taxes as a ratio of agricul-
tural value added amount to 7 percent while the same ratio for
non-ggriculture is about 18 percemc. Implicit.tax {rom price /
inﬁe:ventibn policies on domegtic trade is conservatively estimated
-at 20 percent and'hgnce rotal effective tax paid by agriculture

is nearly 30 percent of>agriuultural value added. The implicit

tax paid byjagriuulture.is a direct resource transfer to consumexs
of agricultural products and producers of non-agriculcural commo-
dities purchased by the agficultutal secrey. It is thersfore an
impiicit subsidy From the point of vie% of non-agriculture. The
total effective tax (net of this implicit subgidy) as a ratio of
Yglue added in acn—agriculturs is then on the average only about

8 percent, though this may be quite different across the various
non-agricultural sub-gector. Compargd to rhis then, the agricul-’
tural. sector is excessively taxed especially when we comsider the
ﬁuch loﬁer per éapita income in agriculture compared to nom-agri-

culture.

16
. —'This exzcludes the part of the negative protection on expoerts
of coconut, sugar, and loge due to the ccconut levy, pricing on
sugar, log expnrt ban where no revenues accrue to the government
 but are nevertheless implicit taxes paid by producers that are not
included in the estimate of implicit tax on domestic trade.

o4 -
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-Cn the otner hand, 1t iaz éoasible that the agricultural

- sector has received the benefits from proporrnicnately more qf
'public expend{iuvres. Rough estimsres indicate this posaibility
when sactoral aliccztors for wajor general axpenditures such as 7
defense,‘educatidn. héélth and infrastructgre sre based on
agriculrure’s share in employment zvd income. This procedure
may, however, overstate the benefits received by agriculture.

. Moreover, evem benefits comsidered to be directly received by
agriéulturé such as irrigation, extension znd resszarch do nct
fully accrue to agricuiture. By raising productivity they nelp
to keep agricultura prices 10&, because of telatively inelastic

demand, and thereby bszns=fit non-zgricultural comsumers.

In eny case, when we add the implicit tax from price inter-
fentinn policies the result remains a positive met capitazl out-
flow frow agriculzural eveﬁ ii we treat de Leon's govermment
é;penditure estimstes as ao adﬂiti&n&l inflow. This can be seen
f:om Table 1%, whers the expenditure éatimatéa are in columm (2)
and the net carital flews before copeideraticn of the impliicit
tax are showo in the last column. The implicit tax was estimated
for 1974 st about $3.5 billion,_which eiceeds the highest valne
of capital inflow (a;so for 1974) caiculated without the implicit
tax. Since the price intervention'aysﬁem becama even wore adverse
tg agzicuitﬁre.after'IB?A, end the a$aoluta value of the figures

in the laat coluzn decline rapidly after that year, we can

+



conclude that the net cutflow including both expenditure estimates 4

and implicit tax was substantial In the 1970s.
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Table 19 Net public and private capital outflows from agricui-
ture. 4953—1978 {in million pesos &t constant 1572
pricec) &

Gov't., . Gov't. Net Public Het Private Net Total

TEAR Taxes Expend- Fiows Tlews Flows
{Tal itures (T, ~ Ga) (Sg - 1a)

(Ga) ] v
(1> (2) (3) ) (43+(3)

Average g

1957-1966€ 213 1,927 — 1,714 2,032 318

1967 282 2,520 -2,238 _ 1,950 -288*

1363 248 2,766 -2,478 1,714 ~764%

1969 289 3,130 -2,841 1,483 -1,353

1 197¢ 302 2,982 -2,680 1,362 ~-1,118%

ig71 771 3,059 -2,288 1,135 -1,103%

1872 858 3,779 -2,921 1,190 -1,731=*

1973 1,049 4,791 -3,742 1,090 ~2,651%

1974 1,275 5,222 -3,347 957 -2996C

197 1,471 5,328 -3,857 1,351 ~2,506%

1976 1,443 5,539 -4,096 1,968 -2,128*%

1977 1,382 5,02 -3,638 2,618 -1,020%

1978 1,448 5,367 ~4,119 3, 142 -977

a . . e s . - .
~jThe egtimate for inbetween 1-0 years indicated by an asterisk
are obtained by straightline interpolation of F'.

Sources of hasic data: National budget reports of the Budget
Commission (Ministry of the Budget) and GAQ (COA), Macaranas
1875), Worlid Bank (1976) and NEDA, Philippine Statistical
Yearbook (Manila).
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Intersactoral Capital Flowa vs Labor F1

A rspid transfer »f caéital out 0i agriculiuvre may be economic-
2lly efficient if this dizection is towards more sccially orofitable
investments. It may also not have serious lemg-run negative conse-— /
gquence on income distribution if the rate of dgpital‘autfluw is at
least matched by an equivalent rate cf labor outflow. What has been
the rate of labor outflows? ”

By comparing the aztual number of agricultural werkers wich
what the nurber would be without sectoral labor shif:s (i.e., the
ngtural 1eve13~ & crude estimate of laber cutflsws from agricalture
has been darived for selected years shown in Table 19 . Cumulative
zet labor inflows to agriculture were experienced before 1960, and
in the early 1970's. From th vieﬁ@cint of agriculturzl demand,
this pattzrn is consistent w;th the sources of agricultural growth
during thié period., In the early postwar years, growth in agricul-
ture was explained mcstly be expansicn of land under cultivation

' of
which required svbstantial amounts/iabor (David and Barker, 1979).

With the closing of the land frontier by the 1950's, agricultural /

growth had to depend weinly on yield increases which implied a much

17, : »
-jTha "maturzl" level is defined as the aucber of workers

resulting only from births and deasliths and in the labor force
participation rate. This turned out to be about 2.8% in the
rurzl sector between 1957-i974,. Latex years wegce zot copgidered
becatuse of the significant changes in the survey procedures after
1974, : -
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Table 20 , Net labor flows and ast privates capital flows between
agricpltura and nen-agriculzure, 1957-1%74.

AGRICULTURAL NET L NET PRIVALE

¥ FLOWS
YEAR EMPLOYMENT - _FLOWS® X FLewsd
Natural? Ac:ualb Cumulative Cumulative L FLOWS
(1000} (1000) {1000} - {Million %
: ' 1972 Prices)
1837 4,675 - 4,397 ~322 1,873 -
1960 5,079 5,224 ~145 7,481 -
1965 - 3,831 5,725 106 18,277 18z°
1971 6,882 6,321 561 7,873 52%
1974 7,476 7,684 -208 31,191 -

< a

MNatural 2rowWth rate is assuﬁed to be 2.8 per cant (see¢ de Leon,
1982b), '

bThe reference month i3 Octobsr excevt for 1971 which is
Hovember apd 1974 (4tn quarter).

“Derived as naturai minus actual exployment in agriculluxe.

dNote that the annual flows are twe-year averages to account
for the timing problem (labor surveys are done sometime im the
year). - :

®Labor outflow egstimates are adjusted for portion absorbed by
the goverument sector. Adjustment factor is the proportiom of
private employment to tatal empioywent. Note that anet labor in—
flows sre nect adjusted =ince the government sectcr falles under non-
agriculture (see text and footnoie 32 for additioual notes).

Sources of basic data: NEDA, Philippine Statistical Yearbook,
Manila, 1980) and MCSO, Integrated Survey of Houweholds
(Manila, 19 ) for employmenc data.
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lower labor abserg;ion than in the pre#ious periad. Laber had to
sbift out cf agriculture in the decade of the 1960°s. Though
agricultural growth ccntinuad to be hHased on increasing product-
ivity on a limited land base, irrigation developuent by doubling
and gometimes tripling cropping intensity together with the new
seed fertilizer technolegy raised lzbor demand in rice. The
generaily wore favorable prites of major export crops &t least
in the early 1970’s must have also concriouted to the apparently-
higher labor dewand.

it should be emphasized, however, that labor dewand in the
noa—-agricultural sector would be a more important determinant of
intergectoral labor outflows because’ the level of labot pto-//
ductivity, average wage, and average family income is still much
higher in this sector. Labor will voluntarily gransfer o industry
if there are job opportumities. The fact that a2 significant part
of the growing lsbor force remains i agriculture indicates a

limited demand for labor in industry. Previous studies havs al-

~ ready documented the relatively capital intensive nature of in-

dustrialization that was promoted by the structure of government
policies (TLG, 1974). An estimate of the 1973 1ILO Misaion
put the capital-labor ratio in all manufacturing at about 223

thousand per worker in 1969 prices. Our data show that even in

. years when the net lsber outflow was pogitive the private capital

outflcw was far greater tham encugh to match this capital labor

ratio.
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It is obvious then that the objective of accelerating the 4
industrializatioc process by artificially depressing agricultural
incentives will increase the factor share of capital relacive to

labor in the total aconowy and hence worsen income distribution.



CHAPTER VII1

Summary and Conclusions

Price intervention policies in the broad seuse, including s
industrial protection and exchange rate policies, hava creatad
an incentivé structure that is significantly blased ageinst
ggricuiture.” 3efore the 1970'3.Athie vias waqlﬁga'maialy tc the
poilcy objective of §¥0mocihg industziziization via tariff
protection. During the 1970's, however, the agricultural sector
becsme jtcreasingly regulated léading. perhaps inadvertently, to
an undervalustion of exportable prdducts, egpecially sugar,
coconuts, and logs, through export taxes, export guotas, special
ievizs, and government monopoly of marketing. While pricea of
other agriecultural products may uot be substantlally distorred,

protection of manufactured ilaputs has introduced scme measure cf
digincentive effect on their production. In contrast there are
examples of substantial penaities on agricultural raw materials,
depresainé their prices more than emough to cffset* the

penalty imposed by economic policies om agricultursl processing.

¥

n“ﬂﬁwhileﬂgenalty imposed on agriculture by the overvaluatiom of /
the peso has also been shown to be substantial snd even a partial
cdrzection:gﬁis by foreign exchange adjustments have had a dramatic

isipact on agricultural temms of trade. Distortions in the price of
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foreign exchamge have been due both to the overall protectiocn
system and the tandeacy to delay feoreign exchange adjustments -

to correct balance of payments disequiiibrium.

Credit policies mainly throughk interest raté subsidies have 4
net sigmwificantly altered the unfa%orable economic incentivas in
agticulfure caused by price interventior policies, Credit quotag /
and special credit programs have not prevented the decline in real
loacable funds to agriéulture in the 1970's. Borrowers aliocate
additionsl liquidity to activities where marginal profitz er
utility are highest, and cheap cfe&it cannot overcome the dis—‘/

advantage of depressed prices and prefitability.

Public expenditure policiés. however have tended te promote
-agricultute, particularly through axtension, research, and irriga-
tion dgvelopment, all of which incresse sgricultural productivity.
Expenditures on infrastructare in generai will alsc benefit agri-
culture by expanding markets. .fhough these public expenditures
have been concentrated in rice im the past, the emphasis in recent

years has shifted to nox-vice agricultural scctors.

The policy structure affecting agriculture is primarily
influenced by the gereral objective of promoting industrialization.
The basic problem is not ir the objective but in the set of policy

justruments used to attain this»objactive. Artifirially depressing
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agricultural prices to raise the profitability of the industtial'/
sector will have negative long-run consequences on agricultural
preduction and thus ¢n the objectives of food self-sufflciency,
increaging exports, snd improving income distributiom. Farmers /
are price respongive. Other atudies have inéi:ated that publle
investments and technologicsal developments in agriculture have

in psrt been induced by higher agricultural prices.

Constraining the ércwth of agricultare will also limit the 4
apead of industziaiizafian gince the ;gricultural sector by its
gheer size will costinue fo be sn impertent source of capital,

' foreign exchanee, and food for this effort, as well as a potential
source of matket dezmand for itvs products. Indeed, the analysis

of comparative advsatsge ludicates that agriculture in gemeral
offers socizily profirable opporrunities for providing these
resources. This camparatiﬁe sdvsntage would be ncre effective in
the absence of these policy bilases. Price intervention policies, 4
therefore, have led to inefficiant resource aliocation and hence
lower economic growth. Morsovzsr, while we have made no attempt

to quantify the income distribution effect of these policies, it 7
is perhaps fair to comment that subsidizing industrialization and
erbaz consumption through implicit texation of agriculture repre-
aenﬁs an additionzl buzden un & sector that is characterized by

relatively low per capita income.
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The policy 1;plicatian of our aﬁalysis 1s not simply to
increase protection in agriculture but to reduce distortions
created by econonmic pelicies in gemerzl. The trcad reforms in
the tariff and iaterest rate policies currently being instituted
have a potentially favorzble impact on the aéricultural sectar.
The general reduction in tariff protection im manufacturiag
coupled with the policy of letting the pese float will reduce
~ somewhat the excent of the bias égainst agriculiture., Reforms .in
the fipancial system, including a more flexible interest rate-¢/
pelicy may a2llow more finamcial resources to Elﬁw ingo agricultura.
These reforms will imprcve the glcbal eccmomic policy climate fox

agriculture,

Turning to cector specific price jatervention policies, we //
note that these have often been directed toward aims that, i
themeselves, are commendable. Ameng these are the promotion of
proéessing or other use of raw agriculrural products, the provision
of food and other necessities to the poor at relatively low and
stable prices, and the strengtheningyof the czuntry's bargaining
pogition in intermational trade. To these ends the government has
imposed export taxes and quotas, varisus pfice control medsures
and, in some cases, government monopoly of marketing. The effect /
has generally been to depress agricultural prices, thereby harming

ipce?tivés.to production and reducing incoxes of a large proportion



of the nation’s poor fawmilies. What needs to be emphasized is that

there are more efficieant and wore equitable ways ¢f pursuing these

objectives,

Consider first the processing or use in manufacture oi Taw
agricultural products —- e.g., converting copra inte coconut oil,
corn intoc meat products, or raw cotton into textiles. These
wanufacturing activitises can be gubsgidized directly through fiscal_
incentives of the BOI sort, instead of by depressing prices to
farme%s. Thera are two principal advantagss of this alternative
peclicy. PFirst, the disincentive to production of the raw product
is elimipated; and, second, the burden of the subsidy is bome by
the general tax payex, rather than bv poor farmers. There is a

gain in both efficiency and equity.

With regard to the aims of providing chesp focd and aay,
cook;ng oll, again it is not clear why the burden of snbeidizing
the urban poor should be bornme by the rutzl poor. Furthermore,
the urban rich gain along with the poor uﬂder the pressnt systen.
A preferable alteynative pcolicy would emphasize subsidies to agri- s
cultural preduction to keep food supplies abundant, thereby bene-
fitring both rural and urban poor, again at the expense of the

general taxpayer, though the latter would also gs8in as consumer.

¢~ Strengthening the comtry's position in international trade

is ancther policy objective thet hag led to mora goverrment inter-



ventions, specifically in directly taking over marketing though
this may not be the only motive for its control of marketing.-

The case for this 1s, we.think, rather weak. The Philippines 4

ie pot in a position to influence world prices for even its major
exports in the long run. To the extent that‘scme degree of
moncpoly power exists, the ideal policy would be an export tax
equal to the reciprocal of the egtimated world demand elasticity
for the‘product. An uﬁfortunate by-product of the governmént’s
attempt to attain monopoly power in,world_parkeﬁs has in some cases
beén the attaipment of very substantial moncpsony power. Ja dwmganui
and cotsem, tmere 1s ravealed a very atrong inddcaciam that this

power has been used to depress prices to the farmer.

In the case of the governﬁent mazketing of rice and corm
two ef the mos: importaat agricultural prodzcts in agriculture,
our sﬁudies jndicate that in recent years domestic prices have
been near border for both food grainms. 4 key determinant of the
domestic g{ice of rice 1is the governﬁeut's decision abouk the
level of expozts, while its 1m§ort decision plays a xey role
i{n determining the domestic price of corm. Evidently, however,
the government does not take into account in making these
decisions the undervaluation of foreign exchange that is due to
‘both igdqsttial protection and ﬁglance of payments disequilibrium.

'Thié ghould seem surprising, since the government elsewhere in
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its decision making is perfectly willing to place a premivam
on aazniag or saving foreign excaange. This is seer in the
set of BOI incentives, in the priece 2iffurentizl allowance for
domestic components in the automchbile indus;ry, and i1 Deny
other instances where the government indicates that it under-
stands the real social value of foreign sxchange. That it does
nct apply this in its own decisicns in its monopoly control of
rice and co:ﬁ exports and impo!t8>iz indicative of the govern-
=2 a&aat ' s unwillingness to tréas agriculture on par with

] manufaczuring, tourism and sﬁi@ping, as forelgn exchange <arners

2nd savarg.

What would be a similar policy toward rice and corm, taking
into account the premium that should be attached to foreigen
exchange? Rice exporis should be expsnded and corn imports 7
reduced {gradually, of ccurse, as supply responds to price) umtil
both domesgtic prices are 20 percent above border prices, this
being the mimirum estimate of the proportion by which the peso is
overvalued. Failure to do this means <eeping the domestic prices /
of rice and corn below their social values. We hasten to add that
these domestic prices are prices to producers, which could be
accompanied by subsidies to consumers to keep prices at present

"levels. Again, as above, the argﬁmant is the szme. It is better /s
from the stand point of incentives. to production and equity in income

4 .

distribution to keep food and feed cheap in this way, rather than

. . by deprassing prices to fameré."
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This apprsaéh, of course, simpiy tries to correct the
distortioﬁary impact of economic pniizies an domestic pro~
duction of food staples and to sauzsfy the oblective of keeping
focd and feed ckeap. wnile a 20 percent protecticn rats 1o
conservative compared to industrial proraciion, the zbsolutae
amount of the subsidy required te wsintaln a cheap stzaple
policy'would te tremendous up te about one Ifouwrth of the govern-
ment budgeil. Limicieg this Bubaiay to tie poor 5egment.§£ 3oLty
(g.g., only corn for food and not far feeds) ; 11 reduce this suat
thers may be difficult problems of enforezment., Tha gsovarmment
has to some limited extent reduce this pemalty by input zubsi-~
dies but whether through 4inputs or output subsidies. it is not
likely that tae govermment can,manag& ta gffset the pemalties
due to foreign exchange rate distoriiomns. It i3 ther=fore neces-
sary to adjuet guickly fo Zalamce of vparments diseauilibriym and
tcrfeduce tariff protection cn manufzcturing tc minimize the heavy

penalty received by agticnlture from an over%alued PEED,

There are other impnrtant_iégues ralﬁted to the growing
asticnalization of marketing of agricuitural crops that vas gone
beyond staple foods. This typicaliy kas redueed fnstead of -
increased competition. ﬁitﬁ'less incective to minimize the unit
cost of marketing, service ro buyers and sellers will likely be
iess efficient. The priﬁutt sectﬁr has alsc expressed concern
abouﬁ the nncerta%ntias intfoduced by this aystem since it is

~easjer to arbitrarily change prices. It has also pravidedﬁa
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means for raising implicir taxes that are difficult to account

for and ave mcre arbitrarily sllocated. Government marketing -

" monopolies may zisc hamper market adjustments to new aconomic

opportunities. For example, govermment monopoly in rice exper-
ting prevents the qualiry premiums in world prices from being
reflected in the domestic market. Rice farmers an& wnillers,
therefore, have no incentive to produce rice with low pexcentage
of brokers, Iimiting grofitable exports. Domestic prices do not
differentiate cuality by this standzrd. The marginal cost of
achisving better quality tice wmay be lowered by simply ailowing

private traders o export.-

Finally, 1f the altermative policy approach set ocut above
were adcpted, the totgl taxation of agriculture, bhoth explicit
and Loplicit would be comsiderably reduced, This is beneficial
insofar as disincentives to efficient produetion are reduced and
cbvicus inequities are mitigated. Agriculture should, however,
pay 1irs share of the cost of governmemt services and this is
iikﬂly ta fequire some strengthéning cf income and land tax
collection as part of an o&etall reform. In other words, the
above arguments ha#e not intended to imply that agriculture was
overtaxed per se: but rather that the means by which agricuiture
was taxed were ipefficimnt and ineqﬁitable. Our study did oot
extend iﬁté the ares of tax reforgs;rbut this wouwld represect one

4 *

of the logical extend lon of this research. '
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