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INTRODUCTION

One of the established generalizations in econcmics relates to
the phenomenon of secular decline of agriculture in the course of
development and consequent increasing role of the industrial and services
sectors ‘Thas 1s referred to as the process of structural transformation
and 1s based on emparical ovidence that chows the share of agriculture
i the gross national product and total employmnent declining as ancame
levels rise ! Tt 1 attributed mainly to the fact that the incane
elasticity of food decreases with rising incomes (Engel's ILaw) whach
tends to limit effectively the market for agraicultural goods As a
consecuence, the profitability of resources in agriculture falls and
are drawn away toward more produciive employment in other sectors As
nore resources flow out of agraculture to nocn-agriculture, the latter's

share 1n GNP and employment grows while that of agriculture daminishes

Acting Assistant Director, Agriculture Staff, MDA  Paper for the
PIDS-PCARRD research project in the Impact of Econamic Policies on Agri-
cultural Development' — Thas i1s based on the author's Ph D thesis
submitted to the JP Tos Bafios College in November 198«

1r‘or a review article, see Johnston (1970Q)



Structural transformation occurs through intersectoral rescurce
transfers and the <peed of this transformaticn is determined by the
rate of resource flow A country adopting an indu triali.ation policy
1s concerned with accelerating thaic flow This 1s made possible because
the rate of resource flow between agriculture and non-agriculture is
a function not only of market forces but also of government intervention
For instance, the government may implement policies designed darectly
or indarectly to increase the rate of flow vaa induced changes in relative
prices of agricultural and non-agricultural goods (1 e , the torms of

trade), and consequently, on relative profitability

Under a free market system, the price mecharism determines the
meentive structure that will achieve an optumal allocation of resources
intersectorally Covermmeni intervention in terms of price-distorting
policies that artificially depress agricultural pricer vis-a-vis those
of non-agriculture tends to hasten resource flows out of agriculture
which has became a less profitable sector Such in event will have
adverse consequences on balanced growth between agriculture and non-
agriculture and, in the long run, on the nationa. abjectives of food

self-gufficiency, increasing exports, and irproving incame dastribution
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An added dumension to the oroblem is to vhal extent labor flows
out of agriculture have occurred As indicated earlier structural
transformation wnvolves also the declinarg share of agriculture in
total erployment A masmatch between physical and human capatal flows
will have a noyative consequence on long run productivity levels and

thus, on growth and equity objectives

This paper attempts, first, to estimate the magnitude and direction
of capital flows between agriculture and non agriculture and second,
to measure the extent to whach govermment price intervention policies
may have accounted for these flows Fram the results, sane umplications
for the strategy of balanced agro-industrial development, and conse-

cquently, for the country's development goals, are presented

TRENDS IN NET CAPI1AL FLOWS

The estumation of intersectoral capital flows 1s based on an
accounting model where the economy 1s divided into the agricultural
and non-agricultural sectors Agraiculture i1s defined to encampass
all econcmic activaities relating to crops, livestock ana poultry,
fisheries, forestry, and other agricultural activitics 2 Non-agriculture

consists of the rest of the econany

z'Il’u_s correosponds to Division 1 of the Philappine Standard Industrial
Classafication (PSIC)



The government anu foreign trade sectore are disaggregated into thear

agraicultural ana non-agricultural components

Under the model, two kinds of flous may be measured  The first 1s
expressed in temms of the value of goods, while the second 1s its
financial counterpart Thus, from the vaewpoint of agriculture, the
dirfference between the amount of goods agriculture sells to non-
agraiculture and the world (outflows, OF) and the amount of goods 1t
buys fram non-agriculture and the world {(inflows IF) constatutes the

net agricultural trade surplus Eoth flows involve consumer anc inter—

mediate goods, while capital goods appear only as an inflow

The financial counterpart of this surplus includes goverrment
tagZes paid by the agricultural sector (T_i) Ta repregsents the claims
of the govermment on part of the produce of the cconamy which are used
to finance public sector operations and capital outlays  But agri-
culture receives back a part the whole, or rore than its contriabution
to government revemues in the form of public expenciture cutlays (C‘a)
Thus, the net agricultural trade surplus has to be corrected for this

faclor to arrive at the net capital ocutflow fror agriculture (F)

Summarizing, the goods flow side of the model may be stated symbolically

as



(1) F=Cor-1r C
a

where the terms are defined as above

The financial counterpart to this goods flow defines the net
capital cutflow fram agriculture (k) as being equal to saving minus
mvestment in agriculture (.‘?.‘_:1 - Ia) plus government tax revenues manus
govermment expenditures on agriculture ('1‘a - Ga) In equation form,

this 1s shown as 3

(2) F= (Sa - Ia) + (Ta - C‘a)

The first temm (Sa - Ia) may be interpreted a= net pravate lending, 1 e ,
the amount of pravate investible funds from the agricultural sector
available for capital formmation in the rest of the ecconamy The second

term (Ta - C‘a) represents net public capital outflow

3For a detailed derivation, including the goods flow side, see
de Ieon (1982b)



This paper focuses mainly on the estumation of I fram the (goods)
flow sade 4 The results are shown graphically in Figure 1 The estamates
of net agricultural trade surplus for the 1950s up to the middle of
the 1960s are based on an earlier study done by Paauw (1968) Those
fram the second half of the 1960s to 1978 are derived from input-
cutput data Despite same differences in methods and data sources, the
net two sets of estimates for the overlapping years (1961-1965) are

ramarkably close

Expectedly, 1t 1s found that the direction of goods flows has
been oul of agriculture to the rest of the econay The magnitudes,
moreover, have been substantial The net agricultural trade surplus
in real temms (1972 = 100) averaged about 21 percent of gross value
added (GVA) in agriculture fram 1950-1965 (Takle 1) Fram the late
1960°s to mud-1970's, the outflows have been generally lower and, as

a proportion of agricultural GVA, only half of those of earlier years

It will be noted also in Figure 1 that the agricultural terms of
trade improved sigmificantly during this period The reversal in 1975

and general decline since appear to have been accanpamied by the rise

4In de Leon (1982a), a crude attampt 1s madc to measure the financial

flow side Given F fram the physical flow side and estimating (T, - G)
empairaically, (., -I ) can be derived residually
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Table £ Trends in net agracultural “r3xde ~urplug and
agqricultural gross valwe ded, 19501978
{(in million pesos at amstant 1972 praces)

AGRIC'L MFT AGRIC'L {2)
PERIOD e/ TRADE SURPLUS [$}]
1 (2)
Pasuew data
1950 5,838 1,290 22
1951 - 19%5 7,215 1,560 72
1956 - 1960 9,410 1,5/4 21
1961 ~ 1905 13,17 2,173 21
Inpat~caatput data
1964 10,643 2 454 23
1965 11,891 2 669 22
1559 14,417 1,742 iz
1974 17 4b% 2,232 13
1978 21,502 4,580 21

i ™

——— bt e s

sources of bapic data NEC, e Statisti.al Ropowtor,
Vol 13 No } {Janwary-March 1969) for the I550-1966 ogr rouliural
GVA, NEDR, Phalippine Statistical Yearbook {(*fanils, 1980) and
Manila, 19817 for othar GVA daia, Paam 11968; and 1 tables
for nct agricultural trade surclus




in et capatal outflows from agriculture Thus, in 1978, the outflow
rose again to about 21 percent of agracultural GVvA This inverse
relation between the net agricultural terms of trade indicates the
importance of changes in relative prices 1n determining the intersectoral

incentave structure

The picture is different when government expenditures on agriculture
(Ga) are taken into accouni (Table 2) Pecall that net capital ocutflow
from agriculture (F) 1s derived by subtracting ( from net agricultural
trade surplus > The direction of nct capital flow 1s still out of
agraculture but the magnmitude i1s significantly lecss for the period prior
to 1970 In the 1370’'s the flow has been dramatically reversed with
agriculture benefattang fram net capatal inflows This reflects the
greater emphasis given by the govermment on agricultural development
an the last decade 'There 1s same evidence, however, that the amount

of govermment resources going into agriculture in real terms appears

to be declining in recent years, at least for the economic development

expendlture portion 6

Me estumation procedure for G, 1s discussed tully in de Leon (13582b)
®See de Ieon (1982a)
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Table 2 Tremds in net capital outflow from agraculture
1956-1978 (1n mallion pescs at constant 1972 prioes)

BT AGRIC'L GWN'T EXP ON NFT CAPITAL

PERIOD TRADE SURPLIS HORICILINRE QOTETON
(1) 2} {1} - (&)
Paasw data
1956 - 1960 1,971 1,581 393
1961 - 1965 2,373 2.114 259

Irput-outout data

1961 2,454 1,818 636
1965 2,669 2 237 432
1963 1,772 3 130 -~1,358
1974 2,232 5,224 ~2,530
1878 4,59 5,5n7 -977

it i

sourves of bagic data Table 1 t; net agricultural trade
surplus, Office of Budget and Management and Cammisision on Faxivt
for govermment, cxpenditures
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LPACT OF PRICE INTLRVENTION POLICIECS

There arc various factors that may affuct resource flows between
agriculture and non-agriculture In general, they are market-related
ones and those resulting from government int.rvention (see Table 3)
The relevance of each depends on what kind of flow is being considered
For the purpose here, price intervention policies are examned more
closely The rclevant issue 1s how much of th2 net capital flow may

be attributed to such policies !

Theore are three ways by which capital can be transferred inter-
sectorally, in thas casc, from agriculture to non-agriculture The
first two are reflected in the financaal flow side, 1 ¢ , through
net pravate lending (S, - Ia) and net govermmont: expenditures
(Ta - Ga) Taking these two as given, the third way is through orice
intcrvention policics These policies tend to distort relative prices
of camodaities (temms of trade) A policy such as price control or
export tax artificially reduces the net price agriculture recelves
for 1ts sales Agriculturc now has to trad. more 1n rcal goods and
services for less in return In torms of capital flows, the net
outflow fram agriculturc wall bc greater with the policy than waithout

the policy

7Pol:l.cn.es affecting the quantity variable influence prices also in
an indirect way, 1 ¢ , by shifting the supply curve right-ward in the
long run  Their effect 1s not measured hore



Table 3 Factors affecting the net capatal outflow fram agriculture

FACTORGS

Gov't Policy

FLOW
Market
Goods Flow
aF - IF - G_1 costs of inputs
N technology

incae lew ls
output prices

S, - Ia profitabilaity
of altermative
1nvestrents

T, -G -

nuantity gov't
expenditures on
rescarch, extension,
and infrastructurcs

Price tariffs,
trade quotas,
Xport taxes,
input subsidies,
and price control

Monctary policics
(c g anterest
rates, credit
allocation)

Fiscal policics
(taxes and

axpenditures)

qhe factors listed include only major oncs affecting resource
flows Notc also that govermment services are gencrally not marketed

and therefore, have no market valuc



13

The penalty actually cames 1n two forms First, with respect

to trade with the world, 1t shows up explicitly in tax reverue (export
taxes and custams duties) Second, in the case of damstic trade, the
penalty 1s an amplicit tax involving transfers through market price
dastortions If price intervention policies werc el:.mfnated, there
would then b no amplicit taxes In the case of explicit taxes, how-
ever, it 1s assumed that the goverrment will impose same other taxecs
on agriculture to make up for the loss in revenuc 8 This 1s necessary
since the model used to measurc the mmpact of price policies on capital
flows requires holding the financial flow constant while asking what 1s
the difference in real resources that would be needed to effect this

financial transfer under distorted and undistorted prices 9

8 The correspondence maght not be exact but this seems to be
preferable to assumang '1‘a would decline

9']11@ model is due to Prof John I Power The financial transfer
may not be the samz under the two sots of prices In any case, thc
samplifying assumption of a constant financial transfer provades an
indication of the significance of price intervention policies
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The model may be outlined bricfly as follows

(3) = Fy4 +Ff

where met capital outflow consists of the domestic trade and forcign
trade camponents, Fd and Ff, respoctavely  All these are the actual
flows or those under distorted prices Now, since distortions due to

price intervention policies arise only in damestic trade, then

'I-\‘d is the flow that would hawve occured if therc had been no such policies
(or the flow undor undistorted praces) 'I’l is the umplicit tax or
the portion of F g dttributable to price distortions  Substituting

oquation (4) into equation (3) yields

(5) F=TFg+1 +F,

To estimate equation (5), each camponent of I in real terms at
undistorted prices 1s decamposed into a corresponding real flow at
dastorted prices and a measure of implicit tax ILet X be 1 camponcnt
and p and P be the distorted and undistorted priccs, respectively

Then, the real valuc of x under undistorted prices can be expressed as

(6)

'U)ﬁU
TN

1+p-—§ ‘
~n
P

X
P

e |4
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Not«. that the sccond teorm in parenthesus corresponds to the nominal
rate of protection (NPR) or irplicit tariff (IT) The NPR and IT are
measures of the wedge betweon damestic (distorted) prices and border
prices, or the nrice dastortion duc to policy 10 The mmplicit tax

1s then x/p multiplied by NPR or IT This 1s aggregated for all

camponents to arrave at the total amount of amplicat taxes ('1‘1)

Estimataon 1s done only for 1974 using average NPR's for 1970-
1980 taken fram Davad (1982a) and 1974 IT's from Medalla and Power (1979)
The former are deraved by direct price comparison while the latter are
based on the structure of tariffs and indirect taxes which has not
changed sagmificantly during the 1970's Thus, the estimates may be
takon as indicative of the conditions during this period It should
be noted also that the relevant flow used 1 n t agracultural trade
surplus since govermment expenditures on agriculture (Ga) are not

marketed and thercfore have no praces

The results of thc exercise are shown in Table 4 It appears

that the distortion created by price intervention policies measured

loln NPR and IT estimation, the border (world) pricc is used to
approxumate the undistorted price () NPR 1s used in the case of
agricultural sales and IT for agricultural purchases fram non—agriculture
For further discussion, see Appendix and also Davad (1982b)
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Table 4 Estimates of the levels ot wuglieit taxes due to price
intervention policies, 1974 ( 1a mallaon pesos at constant
1972 prices)

PLOW UNDISTORTED IMELICIT PERCENT
CAPITAL TLOAS TAX DISTRIBULION
A Total Outflows 13,135 61 17

xric'l sales of

consumer and

wntermediate

goods to non-

agriculture 13,135 61

Xjric'l exports
of consumer and
intermediate
goorl,

B Total Inflows 15,279 3,453 95 3

Agric'l purchases
from mon-
agriculture of
- consumer gouds 13,144 3,045 86 7
- intermiiate

goods 2,088 402 11 4
- 1nwestment

goods 46 & 02z

Agrac'l imports of

~ consuner goods

- intermediate
goods

~ 1nvestment guods

Net Outflow ~-2,144 3,514 100 0

%Based on capital flows net of govermment expend,tures on agriculture
G.)

a

Sources of basic datzx NEDA 1974 Inler-Industyry {Input-Cutput)
Accounts of the Phalippines (Manila, 19768) wd canputer print out of
the 1974 umport matrix
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in tems of the umplicat tax has been quate sigmificant In fact, the
estimates indicate that agriculture would have bencfitted fram private
capital 1.nflc1vwxs;11 had there been no such price-distorting policics

It 18 also observed that almost all of thce dastortions cane from the
hagh protection of goods that agriculture buys (98 percent of total
amplicait taxes) Thas is mostly accounted for by manufactured consumer
goods In general, thercfore, agriculture 1s found to receive negative
protection, 1 ¢ , 1t was bcang amplicatly taxed in terms of lower
agriculture prices relative to those of non-agriculture The net
effect has been to increase the flow of capital out of the sector
relative to what the condition woula have baen in the absence of these

policies

Recall that thc net capital ocutflow for 1974, calculated above
at distorted prices, was -2,990 million pesos —= 1 @ , a capital
inflow The mplicit tax, measuring the real burden of the price
distortions, exceeds this, however, by more than 500 million pesos,
indicating a real capaital outflow instcad of the measured capital
inflow Sance the measurcd inflows for 1969 and 1978 are much smaller,
we can be certain that they also would be swarped by the implicit
taxes for those years Moreover, the measured ocutflows for the

earlier years would have been much greater

111 e , the net capital flow minus Ga
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SOME TMPLICATIONS ON LALANCED
AGRO~INDUSTRIAL DEVELOPMENT

Under the standard model of economic dovelopment, agriculture's
rolc 18 scen as provading resaurces (agricultural surplus) for capital
formation in the rest of the econamy 12 s view has becn challenged
on the grounds that agriculturc based on modern (chemical-biological)

13 Provading a synthesis,

technologies reguire massave capital inflows
Mellor (1967) argues that although the decline of agriculture and growth
of non~agriculturc is inevitablc in dewelopment, maxamizing short-run
capital ocutflows fram agriculture does not necessarily lead to maxirmam
econamic growth  Agriculture must be seen as an umportant source of
growth requaring a major inflow of certain forms of capital Wwhat

seems to be implicd herc is that, in the long run, hagh levels of
econamic growth camnot be sustained wathout first, or at the same tame,

modernizing agriculture Put what has been the Phalippine experience?

Philippaine postwar development has boen centered on an unbalanced
growth stratogy This involved promoting industrialization vaa
protection of the damestic market Accordingly, among the policies
adopted to mmplement this strategy were quantitative import controls,
an overvalued currency, low long term interest rates, and specialized
ncentives to foreign investors — Agraiculturc; then, was relegated to
a supporting role, 1 ¢ to supplying foriign cxchange, ¢heap food, and

capital resources

12Agrn.culturc's othcr "contraibutions anclude provadang food for
an wcreasing hon-agricultural labor force, carming foreign cxchangc,
and serving as an expanding market for damestic manufacturing (see
Johnston and Mellor, 1961)

Ve, fpr example, Ishikawa (1967) and Ruttan (1968)
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While hagh rates of industrial growth averaging about 10 percent
were recorded during 1950-1960, 1t became apparent that such rates could
not be sustained and the strategy led to several imbalances in the
econcmy  The latter included chronic balance of payments difficulties,
periodic food crises, slow employment growth and uneven incame distribution
Thus, by the 1960°s the goverrment started to dismantle the elaborate
structure of econamc controls 14 The basic structure of tariffs,

ancentives, subsidies, and other price dastorting factors, however,

ramains

The apparent neglect of agriculture during this period is
reflected in the uneven growth of the sector (sec Table 5) The relative
high growth rates in the carly 1950°s averaging about 7 percent were
due largely to the postwar expansion of the U § market and the Korean

War which increased aemand for export crops 15

The rate of praivate
capital outflow was manamal The nd of the Korean War and the gradual
wposition of tariffs and marketing guotas by the U S on certain

previcusly favored exports showed more clearly the adverse ampact

14Restructurmg included relaxing exchange controls (decontrol)

ard devaluation in 1960-~1962, further devaluation in 1970, and tariff
realignment in 1972 For a morc detailed discussion, see for instance,
Baldwin (1975) and Power and Sicat (1971)

15See David and Barker (1979)
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Table 5 Average anhual real growth rates of agrieultural gross value
added and net agricultural trade surplus, 1951-1974 (in percent)

PERIOD AGRIC'T NET AGRIC'La

GVA TRADE SURPTUS
1951-1955 71 01
1956~1960 38 4 7
1961-1965 28 51
1565~1974 44 -2 0
1975-1980 543 -

®ue to the prelimanary nature of the I1-O table for 1978,
the estimate of net trade surplus for this year has been
amtted Thus, the growth rates cover only the period 1951-1974

Source of bhasic data Same as Table 1
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of protoction measures employed to speed up industrialization  Resource
flows out of agriculture increased significantly and overall growth of
the sector was at much lower levels The effects of efforts to move
away fram import-substituting policies, the introduction of new rice
technology, and the general improvement in the agricultural temms of
trade during 1965-1975 contributed to a decline in capital cutflows and

consequent attainment of respectable growth rates in agriculture

The sagnifacant magnitude of net capatal flows cut of agraculture
may have long run consequences also on incame distribution This wall
be the case if the rate of capital cutflow i1s not at least matched by
an equivalent rate of labor cutflow Using a crude measure, estimates

of labor cutflows fram agriculture are shown in Table 6 16

Agriculture experienced camilative net labor inflows before 1960
and in the early 1970s This pattcrn is consistent with the sources

of agricultural growth during these periods In the early postwar

16'I‘he method anvolves camparing the actual mumber of agricultural
workers with what the number would be 1f there were no sectoral transfers
The latter 1s defined to be the 'matural levcl, 1 e , the mmber
resulting only from changes in barths and deaths and in the labor
force participation rate The natural growth rate was estimated at 2 8
percent for 1957-1974 later years wire not considered because of sigmificant
changes 1n the survey procedures after 1974 (sec dc Leon, 1982h)
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Table 6 DNet labor flows and net private capirtal flows between
agriculture and non~agraiculture, 1957-1974

AGRICULTURRL -
NET LABOR NFT PRIVATE K FLOWS
AR }QEEFMMENT = FLOWS CRPTTAL FIOWES T IO
Matural Actual Curmlatiwe Camlative {(¥1.0092
{1000) {1000) {1000} (Mrllicen P, per
1972 Prices) workar)
1957 4,675 4,997 -322 1,873 -
1960 5,079 5,224 -145 7,481 ~
1965 5,831 5,725 106 18,277 182°
1871 6,882 6,321 561 27,873 54°
1974 7,478 7,68 -208 31,191 -

T Natural growth rate is assumed to be 2 8 percent (see
de Leon, 1982b)

b The reference month a8 Cctoboer oxcept for 1971 wiunch is
Noverber and 1974 (ith quarter)

© Derived as natural minus actual coployment an agriculture

d Note that the annual flows are two-year averages to
account for the tirung problem (labor swrveys are done samctime
in the year) They refer to the (sa - Ia) pertion of the
fainancral transfers

¢ Labor cutflow estimates are adjusted for portion absorbed
by the govermment sector Adjastment factor is the proportion of
private employmont to total ewployment  Noto that net labor
inflows are not adjusted since the govermnment sector falls under
non-agriculture

Sources of basic data NFDW, Phulippinc Statistical
Yearhook (Manala, 1980) and NCSO  Intograted of Houscholds
» 19 ) for coployment data, e Leon (1982D) for net
private capital flows
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years, agricultural growth was explained mostly by crpansion of land

whaich required substantial amounts of labor 17

By the 1950s, the main
source of growth was increases in yield with the land frontier closing
and this meant a relatively lower labor absorption Accordingly, labor
shifts out of agriculture were experienced in the 1960's 'The reversal
of labor flows in the last decade may be attributed to irrigation
investments whach increased cropping antensity, the new-seed fertilizer
technology, and generally, more favorable prices of export crops at least

in the early period

But apart fram these, i1t may be surmised that the limted l-bor
absorption in non-agriculture, particularly industry, was a major factor
in keepang the growing labor force in agriculture One of the conse-
quences arasing out of the amport substatution in manufacturing
behand hoavy protection in the 1950's and 1960's was the overemphasis
on large-scale capital-intensive technology 2An ILO study estimated
the capatal-labor ratio in all manuficturing at P23 thousand per worker
in 1969 prices 'The estimates in Table 6 show that even in years when
the net labor outflow was positive, the net private capital cutflow
per worker transferred was far greater than this average

Ysee pavad and Barker (1979)
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Another view of this apparent imbalance in the economy 1s in
terms of the resource burden shouldered by agriculture vis-a-vis that
of non-agriculbure The conventional wisdam 1s that agriculture is a
laghtly taxed sector This seams to be the case if only explicat taxes
are cansidered Table 7 shows that the explicit taxes paid by agriculture
in 1974 amounted to only 7 percent of agricultural gross value added 18
The comparative figure for non-agriculture i1s 18 percent But, as shown
earlicr, agriculture 1s also being implicitly taxed via the effects of
price antervention policies on domestic trade This is estamated
conservatavely at 20 percent of agricultural gross value added 19
Thus, total effective tax paid by agriculture is almost 30 percent of

its GVA

18Estmates of explicat taxes on agriculture including export
taxes are based on a study by Macaranas (1975) and updated in de Leon
(1982b)

19'111.1.5 excludes the portion of the negative protection due to
the coconut levy, sugar pricing, and log export ban where no reverues
accrue to the govermment but are nevertheless implicit taxes paid by
producers They are not included 1n the estimate of amplicit tax an
damestic trade ‘'The ratio 1s consistent with the 10-20 percent ar more
cited in the studies of Lattle, Scitovsky, and Scott and 10-15 percent
an studies on Pakistan (see Lewis, 1973)



Table 7 Slected indaicators of the ol rescgaree barden of
acricultur- end pneagrica’ture 137 {in perconl)

INDICATOR RATIO

1  Implicit tax on agriculture to gross
value added in agriculture 2 i

2 TImplacat subsidy tO non-agriculture o
gross value added in non-agriculture H

1%

3 Explacit taxes mm Agriculture o
gross value added un agriculture r 3

4 Txplicit taxes on non-agriculiturce te
ross vilue added in non—agriculturo 18 3

Sourcos of bagsic data Tablos 1 and 4, lacaranas (1975)
and de Icon (19820
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The wmplicat taxes paid by agriculture irc dircct rosource trans-
fers to consumers of agricultural products and producers of non—-agricultural
camodities purchased by agriculture They arc in cffect, amplicit
subsidies form the viewpoint of non-agraculture As a proportion of
non-agricultural GVA, these would mount to over 7 percent Thus, the
total cffective tax (net of these mmplicit subsidies) of non-agricul ture

as a ratio of 1ts GVA 1s only about 11 percent

SUMMARY AND CQONCLUSION

The fandings presented above indicate that over the past two
decades, agriculture provided nct capital flows to the rost of the
econamy  While the direction is consistent with the standard developmant
model as borne out 1lso by experiences of other countries (c g , Japan
and Taiwan), the magnitude of th¢ flows may have been quite substantial
considering the stage of growth the Phalippines 1s in It was suggested
that the price intervention policics adopted prior to the 1970s to
prawtc industrialization via protection and the increasing regulition
of the agricultural sector in the last decade have unduly accelerated
these flows The latter includes undervaluation of cxportable sroducts
(¢ g , sugar, coconuts, and logs) through esport taxes, <xport cuotas,

and special levies, and goverrment monopoly of marketing
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The gencral incentive structure resulting fram the significant
bias against agriculture may not have been conducive to optamal growth
Moreover, the maamatch in labor and capital flows due largely to
excessively capital-intensive investments in the industrial sector has
forced agriculture to absorb more than its natural growth of labor
This has had adverse effects on agricultural productivaty and resl

ncanes

In recent years, of course, the goverrment has tried to adopt
a more balanced growth strategy as reflected in the past and current
national development plans Accordingly, policies have been directed
towards export promotion, develogmnent of small-scale labor-intensive
industries, regionalization, tariff and interest rate reforms, and
increasing government cxpenditures on agraculture, particularly, for
irrigation, agricultural credat, rural roads and rural electraification
These expenditure programs may bc viewed as compensating agraculture
for the advarse effects resulting from price intervention policies
Two points may be raised in this regard The first i1s the observation
that govermment oxpenditures on agraiculture in real terms may have
been declining in recent years 'The second 1s to cuestion whether
these compensatory policics neutralize the dasincentive effects of the

distortions due to govermment price policies

2OSeae,, for instance, de Leon (1982a)
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The general dbjective of promoting industrialization is not the
prablem What 1s at issue 1s the sct of policy instruments used to
achieve this objective Fram the viewpoint of adopting a strategy of
balanced agro-industrial development, the need to reduce price dis-
tortrions in the econamy should be an umportant consideration in
determaming an effacient policy framework for the overall resource

allocation actavities of the public sector
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APPENDITX

efimtaon of Se.cctod Toom Usoed

ACRICUL TURAL TCRMS OF TRADF 1s the ratio of the agricultural
price index to the irdex of non-sgriculioral prices
Bprrically, the wplicit prioe deflator for net
damestic product of agriculture, fishery, and forestry
15 used for the tormer  For the latter, the value-
waeighted awrage of the umplicit price defistor for
net domestic product of the industrral an® scxvaces

sectors iz employed

EXPLICIT THKES are those ocollectea by the gow neent through
tho formal tax system Examploy ar., .aoom. taxes,
export taxes, and customs duties

IMPLICI™ TRXES are divect resource trwonsfers boiwan sectors
that result from a distortion of noletave praces due
to price intervention policios For .nstance, A o
particular policy such as price omtrm. artifimally
reduces prices of egricuitural gxads v latave to
thoge of non~agricultwre, aariculture wi:l, in effect,
necd to trade more in real goods and wexvicer for a
certain amount of —won-agricaltaral joods ™ non-
agriculvace, this will bu egquvalent 10 an wplicat
subsidy These taxes are not, therefore the same as
explicit taxes in the sense that they are not lovied
ard collocted by the governrent

NOMINAL PROTFCTION RATE (NPR) ard IMPLICIT "ARIFF (IT) are
moasures of the wedge created botween dom stic and
world {border) prices due to prace intervention
policies  They are expressed symolically as

O i 1 ‘a
{?d {-P 3 |
NPR = -—6- - L % 100 IT = ’—'—i" - 1 x 106

where P 4 and Pb denote. domestac wd border prices,
respectively, “and subscripts o and 1 yefer to output
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and rpute A distainction s made between NPR and TT
because govermment policres often crate a ditferconoe
1 the domestic price from the viewpoint of the
producer and that of the user of the same produwet
Thig is not the case fur bordey price

Tariffs amd other forms of wwport contross (& « ,
quotas and licensing) raise domestic over border
prices resulting in positive NPR's ana IT's  On the
other hand, export taxes and quotas, price contrnls
and other export restrictionz reduce domestic relative
to border price ard therefore, NPR and TT will be
negatave A negative NPR 1s a disamneentive to
agraicultiral production while 1 regative IT on
agraultural input provides an inoentive
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