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EVALUATION OF THE SELF-HELP MEASURES UNDER THE
BILATERAL FOOD AGREEMENTS iN THE PRILIPPINES
(ORDER NO. 492-0432-0-00-9105-00)

FINAL REPORT

I. EXECUTIVE SUMMARY

OBJECTIVES OF THE EVALUATION

The overall objective of the Evaluation is to conduct a
critical review of the performance of the GOP in achieving
the policy self-help measures under the PL480 Title I and II
and Section 416 commodity assistance programs from 1985 up to
1988 and make recommendations for future self-help measures.
GOP performance is related to the cbjectives cf the self-help
measures. Finally, achievement of the measures' desired

developmental impact is assessed whenever feasibile.

SUMMARY EVALUAT1ON

1. Liberalization of Fertilizer Trading and Deregulation of

Fertilizer Prices

The self-help measures of liberalized fertilizer

trading and deregulation of prices were implemented. The

objective of enabling farmers to obtain fertilizer at

competitive world market prices was well-achieved. This

favorable evaluation is based on market and institutional
assessments conducted in this Project. Fertilizer prices
are shown to have moved toward competitive world prices
as a consequence of the self-help measures. Farm costs
have gone down, contributing to increased farm

profitability. There were consistent reductions 1in
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tariff, to a current level of only 5 per cent. The
number of importers, traders and distributors of
fertilizers have increased over the period. With regard
to the institutional role of the Fertilizer and Pesticide
Authority (FPA) it has divested its traditional
interventionist role in the fertilizer market. FPA's
role has also been redirected towards various service
functions in support of the Department of Agriculture.
The remaining points for possible future self-help
measures or policy dialogues are in the remaining five
per cent tariff protection (if necessary) and the GOP's
continuing involvement in two corporate entities:
Philphos and Planters Products, Inc. (PPI). Such role in
corporate operations might lead to potential ambiguity in
a market-oriented policy currently pursued by the GOP in

the fertilizer sector.

Privatization of Wheat Importation and Flour Distribution

The measure to divest the National Food Authority
(NFA) of its role in wheat importation and flour

distribution was implemented. However, the underlying

objective of ensuring that competitive/efficiency
conditions shall prevail in this industry was not

necessarily achieved. There are remaining questions

about the ‘'cartel-like" behavior of the flour millers,
the continuing existence of tariffs and vulnerability of
direct importers to retaliation by the flour millers

acting in cartel. NFA is currently incapable and unable



to take a constructive policy posture partly in view of
the divestment of its role and its ineffectual monitoring
of the industry.

There remain some potential residual issues for
future policy dialogues. The Guingona Committee at the
Senate recently recommended the creation of a Regulatory
Board, with a strong NFA lobby. This amounts to a
regulatory layer with no obvious and compelling prospect
for influence on competitive market conditions. Removing
tariffs offer better policy support for competitiveness.
However, the transportation and handling costs of flour
cause natural barriers to trade, 1limiting the effects of
tariff reduction measures. Allowing free entry and exit
of flour millers possibly offers the more long-term
advantage in terms of market efficiency. But this might
lead to short-term dislocation and/or realignment of the
flour millers. The situation can then be described as a
crossroad, with policy options for regulatory, direct
government involvement (NFA can import flour), tariff-

induced competition and an industry shake--out scenario.

Grains Stabilization Policy and Deregulation of Price for

Rice

The measures of deregulating the ceiling price for
rice and requirement for the announcement of a price
range for NFA to act as a "buyer or seller of last

resort"” were implemented. On the other hand, the measure

requiring a statement of a grains price stabilization



policy was not implemented. The overall objectives of

the self-help measures were not achieved. An evaluatjon

of some aggregate indicators show evidence inconsistent
with the objectives of increased farmer profits,
stabilized consumer rice prices and relegating the role
of NFA in the market to a buyer or seller of last resort.

The remaining issues for policy dialogue in this

area are 4quite fundamental. There 1is an obvious
remaining measure to be implemented: the policy
statement on grains price stabilization. However, the

underlying basis for such a policy, rather than the
statement itself, should be where the Mission should
focus. Available studies show that historical policy

directions taken by DA were beneficiary-oriented and

cost~based. In contrast, truly market-oriented policy
would be  opportunity cost-based. Policies were also
saddled by dual, opposing objectives, Policy dialogues

should be conducted prior to the announcement of the

grains stabilization policy.

Privatization of NFA/DA Corporations

Divestments of the corporations under NFA and DA
were initiated and are in process and could be considered

implemented. While there have been delays, advanced

stages of privatization has been achieved as follows:
a) KADIWA - fully divested

b) Food Terminal, Inc. - for bidding



c) Philippine Cotton Corporation — with the Assets
Privatization Trust (APT)
d) Philippine Dairy Corporation — divestment plan

completed, assets leased out

e) Tabangao Loading Facility - with APT
f) Digos and Northern Grains Compelexes - up for
approval

There are very little further gains to be made in
pursuing the privatization process for these corporate
entities from a markets efficiency viewpoint. Given that
these corporations are no longer in operation, these
organizations have no impact on the market. For the
Mission, what is left 1is merely the issue of
encouraging/divesting the GOP to disposing of its
nonperforming assets. There are already considerable
attention exerted by various sectors on the GOP on this

aspect.

CONCLUSIONS AND LESSONS LEARNED

A pattern can be derived from associating achievements
of the self-help measures, the objectives of these measures
and the performance of GOP.

When the self-help measures are clearly identified and
set, they were wusually implemented. An exception is the
"policy statement" on grains stabilization. But as pointed
out, such a statement needs to be underpinned by a complex

set of basic policy choices.



When the objectives of the self-help measures are clear
and simple as in the liberalization of the fertilizer sector
and the privatization of corporations, they were well-
achieved. Privatization was delayed due to legal and
institutional (APT) impediments.

When these objectives were clear but follow-on effects
could not be readily foreseen as in the flour milling case,
the measures led to short-term achievements, conditional on
longer-term questions. In this case, competitive efficiency
conditions may have remained weak and the set of future
policy options is reduced to one: the self-help measure just
taken (NFA's direct market intervention). In cases like
this, studies should be conducted to outline the long-term
consequences of the measures relative to the stated
objectives.

When the objectives are fairly complex as in grains

stabilization program, they are not achieved through the

self-help measures. Looking back, this should not come as a
disappointment or surprise. There is no clear tie—up of the
self-help measures with the objectives. It may also be seen

as a limitation of these self-help measures as a single tool
in face of a global result area ("grains stabilization"). 1In
such cases, self-help measures, an essentially short-—term
tool, should be integrated with other policy instruments

directed at the larger objectives.



RECOMMENDATIONS

One question concerns commodity areas that the Mission
should consider in future PL 480 self-help measures.

Rice, corn and wheat remain as the most viable
commodities for the USPL 480 programs in the Philippines.
Rice and corn are the major food staples but domestic supply
remains subject to production shortfalls. Meanwhile, wheat
remains to have a strong commercial value although US
dominance as a supplier could be eroded by competitive
pricing by other country sources.

What the Mission necds is some capability to project
medium—term.commodity needs of the cooperating sponsor. For
rice and corn, this should ensure that PL 480 commodities
will not cause disruptions in domesticvsupplies as happened
with the FY 1985 rice shipments. For wheat, Philippine flour
millers will be assured of quantities which can be programmed
into their future needs, thus, assuring US wheat growers of a
market for their produce. Of course, this arrangement
assumes that the Mission has some knowledge of the
availability of PL 480 commodities. This means that the
Mission has to seek more information from Washington and US
Department of Agriculture on the availability of supplies and
potential supply problems in order to allow for contingency
planning.

A second question concerns recommendation for changes in
planning for future policy reform measures.

If the long-term goal is to achieve a more viable and

stronger agricultural sector as defined in the Mission's



agricultural strategy, a comprehensive approach would involve
a series of policy reform measures and productivity
enhancement steps directed towards the general policy
objective. This means that the Mission should consider
moving out of single-year programs if it is to achieve longer
term policy objectives more effectively. Impact and leverage
for the Mission would be enhanced if self-help measures are
incorporated in multi-year agreements. With a multi-year
Program, provision of commodity resources in the succeeding
years could be made contingent on the cooperating sponsor's
compliance with the terms of the agreement, particularly
those for implementation during the preceding years.

If multi-year agreements cannot be achieved, a weaker
alternative is to prepare joint (with GOP) multi-vear
-indicative programs, 1i.e., joint plans that fall short of
agreements. These documents will enable both GOP and the
Mission to signal self-help measures indicated for longer-
term implementations. The advantage is in the facilitation
of the next single-vear agreement from the viewpoint of both
parties. In this sense, the start—-up and negotiation aspects
of policy reform measures associated with each agreement can

be minimized.



LIST OF ABBREVIATIONS

The following acronyms for names of government' agencies and

other institutions are uzed in thiz report.

AAPP Accelerated Agricultural Prodcution Project
AID Agency for International Developmen

APT Assets Privatization Trust

CcCC Commodity Credit Corporation

DA Department of Agriculture

FPA Fertilizer and Pesticide Authority

FTI Food Terminal, Inc.

GOP Government of the Philippines

IFDC International Fertilizer Development Center
NFDA National Food Authority

PAFMIL Philippine Association of Flour Millers
PHILBAKE Philippine Bakers, Inc.

PCC Philippine Cotton Corporation

PDC Philippine Dairy Corporation

PHILPOS Philippine Phosphatic Fertilizer

PHILRICE Philippine Rice Research Institute

USsG Urea Suprogranules

USDA US Department of Agriculture

USG United States Government



II. SCOPE OF WORK

OBJECTIVES

The overall objective of this Evaluation is to conduct a
critical review of the performance of the GOP in achieving
the policy self-help measures under the PL 480 Title I, Title
II (Section 406), and the Section 416) commodity assistance
programs. The main focus shall be on the GOP with analysis
to include the role of the Mission in the formulation and
monitoring‘of the self-help measures.

The specific objectives are to evaluate the program in

terms of the foilowing areas:

1) OSpecific program objectives

2) Policy reforms related to the self-help measures of
PL 480 program. Effectiveness in, and progress of
implementation.

3) Achievement of the desired developmental impact.
Identification and attribution of any unintended
consequence or impact of the policy measures.

A final specific objective is to recommend the direction

of AID's future PL 480 Program in terms of introducing policy
self-help measures and possible support of other AID

agricultural initiatives.

REPORT
The Evaluation requires the preparation of the report
"Evaluation of the Self-Help Measures under the Bilateral

Food Agreements in the Philippines" with the following main

10



components:

1) Documentation of the process and accomplishments of
the PL 480 1in respect to the policy self-help
measures for the period around 1985 through 1988.

2) Evaluation of the pace of implementation and impact
of the self-help measures, including possible
determinants of such performance.

3) Recommendations for future PL 480 self-help

measures.

METHOD

The methodology which was employed in this Evaluation
consisted of standard post—-evaluation procedures as
prescribed in current USAID Manuals, which included the
following steps:

1) Documentation. Prepared a detailed schedule of
events related to the PL 480 Program including the
formulation, implementation and monitoring of self-
help measures and key source documents associated

with each event.

2) Milestones. OQut of the preceding documented PL 480
Program events, identified significant.events, or
milestones, relative to the policy self-help

measures.

3) Before-and-After Analysis. The milestones were
classified into those which happened before the

specific PL 480 Program (e.g., 1985 Title 1) and

11



4)

3)

those which happened after the specific program.
This approach indicated .circumstantial relationships

between the policy measure and GOP actions but not
necessarily causal ones. The latter were

established in the next steps.

Attribution. Identified roles played by each GOP
institution and the Mission 1in the preceding
events/milestones.

With=and=Without and Impact Analysis, Evaluated
whether the milestones would have been. achieved
after the specific PL 480 Agreement (on self-help
measures) even without the self-help policy
measures. If not, then the event was associated

with the self-help measure.



ITI. LIBERALIZATION AND DEREGULATION OF FERTILIZER TRADE

EXECUTIVE SUMMARY

For vears, the Government of the Philippines has pursued a
fertilizer policy having apparently two conflicting objectives
to: lower the domestic prices of fertilizers and to develop the
local fertilizer industry. Interventionist policy instruments
failed to achieve these goals simultaneously as evidenced by the
soaring domestic fertilizer prices until the mid-1980s and the
continued high-cost operations of local fertilizer firms, all to
the detriment of the Filipino farmer. The 1985, 1986 and 1988
PL 480 Title I Agreements provided for a number of self-help
meaéures aimed towards vital reforms in the country's fertilizer
sector and sustaining any progress made thereafter. These self-
help measures dealt with the liberalization of fertilizer
importation and deregulation of its distribution, the removal of
direct and indirect subsidies, the consideration of various
measures intended to lower fertilizer prices and increase its
use, and the broadening of the service functions of the
Fertilizer and Pesticide Authority.

Significant changes have occurred and continue to occur in
the fertilizer sector since the 1985 PL 480 Title I Agreement.
Following the fertilizer trade liberalization in that vear, a
more competitive atmosphere has dominated the sector resulting in
a larger number of fertilizer importers-distributors, impressive
reductions in fertilizer prices despite the continued devaluation
of the peso, and growing fertilizer demand. Likewise, the GOP

has implemented ‘some of the recommendations of the Fertilizer
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Sectof Study, including the reduction of nominal tariff on all
fertilizer grades from 20 per cent to 5 per cent, the creation of
a Standing Committee to develop measures regarding fertilizer use
and research, and the expansion of FPA's service roles in the
areas of research coordination, fertilizer quality standard
enforcement and data monitoring and dissemination. Currently,
research on urea supergranules (USG) is on-going and the farm-
level survey on fertilizer use is about to be contracted out.
Furthermore, in a move to cut fertilizer subsidy expenditures,
the FPA has proposed the withdrawal of all customs duties on
fertilizers that are not locally produced.

To the extent, therefore,., that the GOP has instituted
fundamental reforms in the fertilizer sector and continues to
demonstrate a real concern towards achieving the objectives of.
the fertilizer self-help measures, compliance to these self-help

measures has been achieved.

A. BACKGROUND

The PL 480 Title I Agreements in 1985 and 1986 were
intended to assist the efforts of the GOP at
structural adjustment; provide balance of payments support;
and help in the policy reforms being undertaken that would
encourage efficiency.in important agricultural markets in the
country. In furtherance of these objectives, the intentions
of the 1988 PL 480 Title I agreement were the lowering of
subsidies being granted to various domestic agricultural
marketing activities and ‘the removal of the remaining

government interventionist policies in these areas to enhance
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their effiency. In this regard, the focus of several of the
self-help measures was on the fertilizer sector which has
been of critical importance in the country's food production

pProgram.

OBJECTIVES OF THE SELF-HELP MEASURES ON FERTILIZER

The specific objective on fertilizer of the 1985
agreement was to make more competitive the then existing
fertilizer importation and distribution systems with the view
of reducing domestic fertilizer pricés. To realize this, the
Fertilizer and Pesticide Authority will issue on or before
15 July 1985 guidelines which will let any private firm or
group to import fertilizer; allow FPA to intervene in the
market Dby directly importing fertilizer on its own account
but only in the situation where prices are unreasonably high;
and restrict FPA from subsidizing -- through unfair taxes,
surcharges, tariffs and duties on imported fertilizer —- the
local fertilizer industry.

The self-help measure to be undertaken under this
agreement, thus, is the adoption of the policy of
liberalizing fertilizer importation and distribution to all
interested parties including the immediate removal of the
direct and indirect fertilizer subsidies.

For the 1986 agreement, the goal of the self-help
measure on fertilizer was to prepare the grounds for fair
competition by fertilizer importers and traders thereby
bringing domestic fertilizer prices as close to world prices

as possible. In this connection, the GOP would consider for



implementation the recommendations of the fertilizer sector
study that would be financed by USAID and due for completion
by 31 December 1987.

Even as no explicit specific objectives on fertilizer
were contained in the 1985 agreement, the felevant self-help
measures which the GOP would undertake were to review and
consider by 31 December 1988, measures which would lower
domestic fertilizer prices to farmers that is at par with
world market prices and broaden by 31 January 1989 the
service functions of the FPA. To achieve the latter, the FPA
would a) coordinate its activities with other reiated
government agencies and the research and extension community
and b) monitor current developments on fertilizer trade as
well as provide such information to the domestic fertilizer

sector.

C. IMPLEMENTATION
1. Significant Events
a. The GOP's commitment to open up fertilizer trading to

include other firms in addition to the four (4)

1/
existing ones (Letter of Instruction No. 1419,
August 1984).
1/
These included Planters Products, Inc. (PPI), Atlas
Fertilizer Corporation (AFC), Maria Cristina Fertilizer

Corporation (MCFC) and Fertilizer Marketing Company of the
Philippines (PHILPOS). Philphos, a state-controlled firm, started
operations in 1985,

16



The GOP commitment to undertake sectoral reforms,
including the deregulation in the production and
trading of agricultural outputs and inputs (Executive
Order No. 1028, 31 May 1985).

Issuance by the FPA of the implementing guidelines
for the liberalization of fertilizer importation
which 1is open to all interested entities (FPA
Memorandum Circular No. 85-01, 14 June 1985).
Declaration by the FPA of full liberalization of the
importation and distribution of all fertilizer grades
in the country and setting forth the information
needed from each prospective importer/distributor
(FPA Memorandum Circular No. 85-02, 14 June 1985).
Signing of the 1985 Title I Agreement on 8 July 1985.
Exclusion of imported phosphatic-based fertilizers
from the privilege of availing the 20 per cent
subsidy being granted to imported fertilizer grades
which were not being produced domestically (FPA Board
Resolution, 20 May 1986).

The FPA relinquished its control over fertilizer
procurement but maintained existing fertilizer price
ceilings (FPA Memorandum Circular No. 1 Series of
1986, 20 May 1986).

Signing of the 1986 Title 1 Agreement on June 20,
1986.

The 10 'per cent advance sales tax on fertilizer

imports which were locally produced (phosphate-based)

17



was ended co-terminus with the adoption of the value
added tax system effective 1 January 1988.
Agriculture and Food Secretary Carlos Dominguez, in
his letter to the Tariff Commission Chairman,
appealed for the immediate reduction in the tariff of
fertilizer imports to bring domestic fertilizer
prices down to world fertilizer prices (20 January
1988).

The FPA issued guidelines on the enforcement of
quality control standards for fertilizers (FPA
Memorandum Circular No. 1 Series of 1988, 3 May
1988).

Signing of the 1988 Title I agreement on 23 May 1988.
The effective tariff of locally-produced fertilizer
imports was reduced from 20 per cent to 5 per cent,
with the 15 percentage point-reduction granted as an
indirect subsidy to local-producers. (NEDA Board
ResqQlution No. 70 series of 1988, 12 October 1988 and
which was approved by the FPA Board on 14 October
1988).

The nominal tariff rates on all fertilizer grades
were reduced to 5 percent effective 30 August 1989

(Executive Order No. 364, 30 July 1989).

Evaluation

Since the 1970s the twin policy objectives of the

Government of the Philippines for the domestic fertilizer

sector have been to develop the local fertilizer industry

18



and to lower the domestic prices of fertilizers. To
achieve these goals, the government used a combination of
policy instruments in the forms of price and direct cash
subsidies, tax exemptions and protective tariff. A more
coordinated interventionist stance was taken with the
creation in 1977 of the Fertilizer and Pesticide
Authority (FPA) through Presidential Decree No. 1144
which was expressedly tasked to regulate, control and
develop the local fertilizer industry. By preventing the
entry of new firms in the sector, granting tax exemption
privileges to certain fertilizer grades and determining,
inter _alia, the level and schedule of domestic fertilizer
production, the volume and grades of imports and the
wholesale and retail prices of all fertilizer grades, the
government succeeded in transforming the local fertilizer
industry into one wherein the protected firms produced
inefficiently and fertilizer prices were no lower than
the preceding years.

Between 1977 and 1984, although domestic fertilizer
demand was rising, local production (mainly posphate-
based grades) actually declined principally because of
the shutdown of the plants of MCFC in 1977 and of Atlas
and PPl in 1982, The larger supply gap was filled in by
importations (especially of urea, which is not locally
produced) . In fact, the share of imports to actual
domestic demand was so great that during this period, the
import-domestic production ratio averaged 2.6 to 1.0 (see

Table 1).
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The attempt to make domestic fertilizers affordable
was initially done through a price subsidy scheme, which
failed and withdrawn in 1976. The direct cash subsidy
scheme likewise failed and was discontinued in 21 May
1982, after the government incurred around P2.02 billion
on the scheme since 1973 (see Table 2).

The indirect subsidy (equivalent to the 20 per cent

customs duty plus 10 per cent advance sales tax) on

fertilizer grades not locally produced (e.g., urea and
ammonium suplhate), including raw materials used for
local production, which were imported by the four

domestic fertilize firms likewise failed to lower
domestic prices of these fertilizer grades. As of the
end of 1985, the indirect subsidy already amounted to
around P4 billion (see Table 2). From FPA data, domestic
retail prices of urea, the most widely used source of
nitrogen, exceeded import and world prices by an average
of 30 per cent and 36 per cent, respectively, in 1980.
By 1985, the figures climbed to more than 60 per cent and
100 per cent, respectively (see Table 3) despite falling
world prices of urea.

Compounding the above-mentioned situation was the
government's other policy of developing the local
fertilizer industry. Protection was given to the
inefficient domestic fertilizer producers by imposing
tariff and advance sales taxes on phosphate—based

fertilizer imports which effectively reached as high as
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35 per cent. This contributed to higher domestic prices
of those fertilizer grades, 1like ammonium phosphate and
NPK, which averaged more than 50 per cent of their import
prices during the period 1980-1985 (see Table 4).

The liberalization and deregulation of fertilizer
importation and distribution commenced one month before
the signing of the 1985 PL 480 Title 1 agreement.
Through FPA Memorandum Circular Nos. 85-01 and 85-02
issued in 14 June 1985, all qualified entities were
allowed to import and distribute all fertilizer grades
but domestic sales should not exceed the ex-warehouse and
retail prices set by FPA. The immediate impact of this
policy was that by the end of 1985 the number of
chemical-grade (traditional) fertilizer importers/
distributors rose to 24 from only 4 in 1984 (see Table
5)

In spite of the agreement's specific self-help
measure on fertilizer that subsidies be removed as soon
as possible, the FPA Board Resolution on 20 May 1986
(which excluded imported phosphatic-based fertilizers
from availing of the subsidy being granted to fertilizer
grades not produced domestically) remained in force in an
apparent move to continue the government's support of
local manufacturers, particularly PHILPHOS. PHILPHOS is
majority—-owned by the government and started production

operations in 1985.
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Fertilizer import costs and domestic prices were
substantially affected by the weakening peso in 1984 as
the exchange rate increased to an average of P16.70 to
the dollar from the average of P11.11 the previous year.
In 1985, however, even as the exchange rate rose by an
average of 11.4 per cent, import prices of urea declined
by a mean of 3 per cent, ammonium phosphate by around 1.2
per cent and ammonium sulfate by less than 1 per cent
compared to their 1984 levels (see Table 6). On the
other hand, NPK import prices went up by around 6 per
cent. Consequently, and after a generally continuing
rise since the late 1970's, retail prices in 1985
experienced reductions —— urea by 5 per cent; ammonium
phosphate by 0.8 per cent; NPK by 2.4 per cent and
ammonium sulfate by 2.3 per cent (see Table 6). Thus,
even as the prevailing customs duties and advance sales
tax on the protected fertilizer grades continued to be
imposed and though the exchange rate further deteriorated
in 1985, the deregulation of the local fertilizer trade
resulted in the reduction, albeit moderate, of domestic
fertilizer prices. But still, the difference between
domestic retail and import prices remained large.

More significant changes occurred in 1986, As the
number of fertilizer importers-distributors more than
doubled compared to the previous year (see Table 5) the
import prices of urea and ammonium phosphate declined by

around 27 per cent and 26 per cent, respectively. These
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were translated into decreases in their respective
average retail prices: 40 per cent for urea and 26 per
cent for ammonium sulfate. Despite the increases in the
import prices for ammonium sulphate and NPK, their
domestic retail prices also went down by an average of
almost 17 per cent for the former and 16 per cent for the
latter (see Table 6). Curiously, the FPA, although it
encouraged the private procurement of fertilizers,
maintained the set fertilizer price ceilings even as
their domestic retail prices were falling. In their
view, the price ceilings were retained to serve as
guideposts in case prices suddenly fluctuate.

In 1987, domestic fertilizer prices especially those
of urea and ammonium sulfate continued to go down (see
Table 6) notwithstanding the almost 10 per cent
depreciation of the peso against the dollar and the non-
compliance of the GOP in the 1985 self-help measure of
removing the fertilizer subsidies. The difference
between domestic retail and import prices (of the four
fertilizer grades cited above) also went down from around
35 per cent in 1986 to 32 per cent in 1987. Also during
the year number of traditional fertilizer importers-
distributors totalled 67, up from 49 the previous year.

The completion of the Philippine fertilizer sector
study (1986 self-help measure) in March 1988 paved the
way to more decisive actions on the sector. After the

Department of Agriculture recommended to the President
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and the Cabinet Cluster for Rural Development the
immediate removal of protection on 1local fertilizer
manufacturers and the signing of the 1988 PL 480 Title 1
agreement in May, the effective tariff on imported
phosphatic-based fertilizer was reduced to 5% (imported
fertilizers of all grades were exempted from paying the
value added tax which replaced sales tax in January 1988)
in October 1988. However, the FPA continued to provide
limited protection to local producers by granting the 15
percentage point reduction of tariff as a subsidy to
them. During this year, fertilizer import prices climbed
and so with domestic retail prices (Table 6) but retail
prices came nearer to import prices by around 23.5 per
cent compared to the 1987 levels.

Relative to the other recommendations of the
fertilizer sector study and of the 1988 fertilizer self-
help measure, a Standing Committee on Fertilizer Use was
created to review and develop measures regarding
fertilizer use and research. Research efforts have been
directed on the use and possible domestic production of
urea supergranules (USG) which is a cooperative effort of
FPA, Philippine Rice Research Institute (Philrice) and
International Fertilizer Development Center (IFDC). An
FPA . proposal to conduct a farm level fertilizer-
consumption survey has been made and being considered for
funding under the Accelerated Agricultural Production

Project (AAPP). In the process of expanding its service
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functions to the local fertilizer sector, the FPA issued
the guidelines in the enforcement of quality control
standards for all fertilizer grades effective June 1988
and started to strengthen its data monitoring and
dissemination activities.

More recent (1989) developments on the fertilizer
sector, relative to the 1986 and 1988 self-help measures
include the reduction of nominal tariff of all imported
fertilizer grades to 5 per cent effective August 30,
1989; the FPA proposal of totélly withdrawing the 5 per
cent customs duty on fertilizers grades not locally
produced; the contracting out by FPA of the farm-level
survey on fertilizer use (August, 1989); and the positive
research results of the effectiveness of USG at certain
nitrogen levels.

Although the GOP, prior to the PL-480 Title I
agreements had contemplated, (through LOI No. 1419 and EO
No. 1028), complete fertilizer deregulation it was
apparent that the government, at the same time, wanted
to maintain its original policy of protecting the local
fertilizer producers, particularly PHILPHOS whose
operation just came on stream in 1985. Hence, the tariff
and advance sales tax imposed ‘on locally available
fertilizer grades were preserved even after the 1985 PL
480 agreement. The same policy perspective appeared to
have prevailea in the next administration. The FPA,

through its board resolution on 20 May 1986 continued to
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exclude phosphatic-based fertilizers from availing of the
subsidy Dbeing granted to other fertilizer grades.
Government reluctance on this issue is further evident
when, following the reduction of effective tariff from 20
per cent to 5 per cent in October 1988, it assumed the
payment of three-fourths of the nominal tariff. Nominal
tariff was only lowered to 5 per cent in July 1989 and
effective protection was likewise reduced to 5 per cent.
Based on the above, it is clear that even with the three
PL 480 Title I Agreements, the government has bided its
time in scrapping the protective tariff owing to its
large exposure on PHILPHOS.

Import liberalization and deregulated distribution
as enunciated in EO No. 1028 could have had the same
impact on domestic fertilizer prices and the number of
importers—distributors as that of the self-help measures.
The 1985 self-help measure seemed to have, however,
prodded the GOP in implementing these particular reforms
in the domestic fertilizer sector. On domestic
fertilizer prices, one can also attribute the effect of
falling world prices of some fertilizer grades,
particularly urea. But without the fertilizer self-help
measure in the 1988 PL 480 Title I agreement providing
for a fertilize sector study, important short- and long-
term policy considerations relevant to the sector could
have not been immediately arrived at. In summary, the

self-help measures of the PL 480 agreements brought about
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D,

significant changes in the domestic fertilizer sector

even if there were delays in their accomplishment.

ACHIEVEMENTS

Table 7 summarizes the achievements made relative to the
fertilizer self-help measures contained in the 1985, 1986 and
1988 PL-480 Title I Agreements. Based on the results, the
impact of the compliance with the self-help measures,
particularly the opening up of fertilizer importation and
distribution and the prompt consideration of the fertilizer
sector study recommendations have been immediate. The more
significant and readily tangible effects were the quick
increase in the number of fertilizer importers—-distributors
and the decline of domestic retail prices of fertilizers
beginning in 1985. In 1986, the decrease in domestic retail
Prices was more felt, notwithstanding the deterioration of
the exchange rate and the continued protective tariff on
phospatic-based fertilizers. Fertilizer import liberaliza-
tion 1is not vyet cbmplete since the FPA still issues import
permits to prevent the entry of "fly-by-night operators" and
safeguard fertilizer quality standards, and a limited
protective tariff of 5 per cent is still imposed on locally-
produced fertilizers. However, a more competitive atmosphere
in the domestic fertilizer trade has set in. Fertilizer
demand is up and imports have continued to increase (see
Table 1).

Except for the delay in the removal of indirect

fertilizer subsidies, the speed of the implementation of the
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other fertilizer self-help measures were relatively
expeditiously done. A number of reasons may be attributed to
this. First, the self-help measures, especially those of the
1985 and 1986 agreements were more specific -and the
achievements could easily be observed and monitored.
Secondly, the completion of the USAID-financed fertilizer
sector study resulted in recommendations which helped in the
implementation of decisive measures affecting the domestic
fertilizer sector (e.g., elimination of protective tariff,
improved fertilizer use and research, etc.). Thirdly, the
GOP itself, acting on the loan rescheduling conditionalities
set by the World Bank and the International Monetary Fund was
already set on deregulating the production and trading of
agricultural inputs. In this manner, the relevant fertilizer
self-help measures benefically supported this contemplated
policy.

The reason for the GOP's non-compliance with the self-
help measure of totally withdrawing the direct and indirect
fertilizer subsidy stems from its twin but actually conflic-
ting objectives of protecting local fertilizer manufactuers
and lowering domestic fertilizer prices. The GOP has a
substantial investment in PHILPHOS which, understandably, it
wanted to protect. By continuing to impose the whole tariff
rate and sales tax (effectively at 35 per cent) on
phosphatic-based fertilizer imports (which PHILPHOS
produces), PHILPHOS is shielded from full foreign

competition. The recent reduction of the nominal tariff rate
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to 5 per cent on all fertilizer grades still affords domestic

producers a limited protection.

OTHER ISSUES

The other issues relevant to the fertilizer self-help
measures are the following:

1. The FPA continues to maintain the ex-warehouse and
retail price ceilings of fertilizers even as actual
pPrices are way below these ceilings;

2. the continued low fertilizer use in the country; and

3. the continued government direct involvement in
fertilizer production.

While the domestic fertilizer marketing has been freed
from any direct government involvement, the fertilizer price
ceilings set by FPA in 1986 have not been withdrawn. These
are being maintained, according to FPA, to deter distributors
from making uncreasonable profits in the event of a sudden
market price increase. In this regard, the government should
decide whether Protection for farmers is needed at the retail
market; domestic prices are solely determined by market
forces; or domestic prices should be related with those of
important crops.

The continued low level of fertilizer use in the country
has been attributed to the lack of an efficient and
dependable fertilizer supply and the previously tight
regulation of and government involvement in the local
fertilizer industry. The equally important tasks of

promoting efficient fertilizer use, research and development
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to reduce fertilizer costs and prices and the like have been
inordinately neglected. In connection with this, the
government should consider fertilizer supply sources
(domestic and foreign) in terms of prices relative to
nutrient content and the importance of each fertilizer grade
relative to increasing agricultural Productivity; conduct
research to come up with better and less costly fertilizer
blends; and improve transport facilities to further help
lower marketing costs.

The GOP owns 60 percent of PHILPHOS with the remaining
40 per cent owned by the government of Nauru. The firm
exports about 80 per cent of its production and sells the
rest domestically. Currently, production is high~cost. The
protection afforded to PHILPHOS shows “hat the government, in
the process of protecting its investment, tolerated the
inefficiency of the firm. More impor:antly since PHILPHOS'
exports of selected fertilizer grades (to Thailand and China)
were at times priced lower than the same grades sold locally,
Filipino farmers have been implicitly subsidizing the foreign
users of PiliLPHOS products. Relative to these developments,
the GOP should resolve whether to divest and privatize
PHILPHOS or continue its protection until the firm can
Produce efficiently. Again, this can be an issue for policy

discussions for the Manila Mission.
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Table 1

Fertilizer Imports and Domestic Production, All Grades
(in Thousand Metric Tons)

1975-1988
Import-
Domesatic Domestic Prod'n

Year Imports Preduction Ratio
1975 233.6 291.7 0.80
1976 193.0 306.2 0.63
1977 448.1 228.0 1.96
1978 549.6 289.7 1.89
1979 734.6 233.7 3.14
1980 745.2 230.0 3.24
1981 426.9 265.3 1.61
1982 765.4 125.8 6.08
1983 613.4 164.2 3.74
1984 626.3 103.4 6.06
1985 557.5 499.8 1.12
1986 875.8 697.5 1.25
1987 975.1 757.1 1.28
1988 1066.1 808.5 1.32

Source: FPA
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Table 2

Fertilizer Subsidy Claims (Million Pesos)

1973-1988
Cash Subsidy Indirect Subsidy
Year Claims Filed (estimated)
1973 46.5 51.2
1974 68.4 231.7
1975 1 332.7 66.8
1976 108.3 25.1
1977 55.2 106.5
1978 117.0 150.0
1979 15.0 259.9
1980 283.0 368.7
1981 551.0 545.0
a/
1982 443.3 656.0
1983 - 426.5
1984 - 600.0
1985 - 600.0
1986 - 642.0
1987 - 630.0
1988 - 817.0
a/

For this year, the cash subsidy covered fertilizer sales
from 1 January to 21 May, including the high-cost stocks
sold after 21 May which were imported/manufactured prior
to this date.

Source. FPA
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Table 3

Comparative Estimated Prices of Urea, Peso per 50-kilogram bag
1980, 1985, 1986 - 1989

Year World Price Import Price Retail Price
1980 83.38 87.27 114.04
1985 126.53 155.15 263.34
1986 109.06 113.42 156.84
Jan n.a. 14¢.37 186.20
Feb n.a. 124.02 195.19
Mar n.a. 135.00 180.92
Apr n.a. 130.98 176.00
May n.a. 128.14 159.31
Jun n.a. 110.27 163.82
Jul n.a. 104.14 162.07
Aug n.a. 100.05 148.39
Sep n.a. 98.44 130.87
Oct n.a. 97.14 129.93
Nov n.a. 95.46 127.00
Dec n.a. 88.91 123.38
1987 120.31 112.18 146.02
Jan 99.45 111.49 120.68
Feb 105.70 95.87 114.39
Mar 110.22 96.39 139.06
Apr 114.62 96.44 147.00
May 124.68 105.56 150.41
Jun 127.85 113.25 149.84
Jul 124.34 114.72 155.65
Aug 125.49 112.82 147 .47
Sep 130.20 121.80 157.95
Oct 127.76 126.46 154,76
Nov 129.27 123.40 159.88
Dec 130.30 123.39 155.67
1988 156.10 166.27 196.83
Jan 133.42 124.78 166.86
Feb 148 .41 145.08 177.63
Mar 155.18 166.01 181.50
Apr 164.87 163.00 185.88
May 166.79 139.32 193.82
Jun 169.47 164.11 201.27
Jul 206.04 165.53 207 .49
Aug 172.68 182.98 210.37
Sep 173.18 185.64 209.28
Oct 171.96 180.83 208.95
Nov 172.51 181.17 209.96
Dec 173.84 178.26 209.00
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TABLE

ton were as follows:

$107; 1987 - $117;

1988
Jan 173.94
Feb 178.12
Mar 177.54
Apr 177.09
May 163.79
Jun n.a.
Notes: 1.
2.
were as follows:
1986 - P20.3857;
3.
Source: FPA

For the annual figures,
1980 - P7.5114;
1987 — P20.5662;

n.a. = not available.
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174,
170.
168.
177.
165.
162.

3 (Continued)

26
86
04
73
44
73

211.
.30
211.

211
211

1985

10

93

.22
215.
217.

79
96

1985 - $136;

The average world prices of urea in U.S5.%$ per metric
1980 - $222;
and 1988 - $148 (est.)

1986 -

the P-$ conversion rates used
- P18.6073;
and 1988 — P21.0947.



Table 4
Average Import and Retail Prices

Selected Fertilizers Grades
1980 - 1988

A. Average Import Price, U.S.$ per metric ton (C & F)

Urea Ammon. Sulf. Ammon. Phosp. NPK
Year (45-0-0) (21-0-0) (16-20-0) (14-14-14)
1980 232.36 136.68 259.63 263.19
1981 275.08 153.14 225.37 235.97
1982 195.07 99.76 168.14 179.79
1983 159.97 88.73 162.83, 169.16
1984 191.59 107.71 180.19 179.79
1985 166.76 97.00 163.64 171.20
1986 111.27 65.63 180.31 170.41
1987 109.09 72.03 154.41 162.00
1988 157.64 94.75 176.41 184.52

B. Average Retail Price, Peso per 50-kilogram bag

Year (45-0-0) (21-0-0) (16-20-0) (14-14-14)
1980 114.04 84.83 104.98 98.64
1981 130.61 99.23 123.10 115.04
1982 128.75 96.52 123.84 125.12
1983 171.72 120.20 169.50 168.83
1984 277 .30 156.20 . 251.60 260.19
1985 263.35 154.82 245.78 253.92
1986 156.84 114.19 204.67 212.52
1987 146.02 107.54 205.26 212.19
1988 196.83 134.84 225.53 233.32

Source: FPA
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Table §

Licensed Fertilizer Handlers

1978-1988
Manufacturer/Processor- Importer~Distributor/
Distributor/Exporter Indentor/Bulk Handler
Traditional Traditional
(Chemical) Non-traditional (Chemical) Non-tradition Area
Year Grade Grade Grade Grade Distributor
1978 2 40 6 7 6
1979 2 34 6 18 26
1980 2 42 6 16 55
1981 3 46 4 22 60
1982 3 37 4 22 79
1983 3 35 4 25 90
19684 3 40 4 28 92
1985 3 68 24 21 125
1986 2 68 49 22 108
1987 3 70 67 20 111
1968 3 71 67 20 112
Source: FPA
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Table 6

Average Price Increase (Decrease) of Selected Fertilizer Grades
Peso/50 kilograms bag

1981-1988
Urea Ammonium Sulphate Ammonium Phosphate NPK

Year Import Retail Import Retail Import Retail Import Retail
1981 24.4 14.5 17.7 17.0 (18.7) 17.3 (5.7) 16.6
1982 (23.3) (1.4) (29.6) (2.7) (19.3) 0.1 (17.6) 8.8
1983 6.7 33.5 15.7 24.5 25.6 36.9 22.4 34.9
1984 80.0 61.5 82.4 29.9 66.7 48, 59.7 54.1
1985 (3.0) (5.0) (0.0) (0.8) (1.2) (2.3) 6.1 (2.4)
1986 (26.9) (40.4) (25.9) (26.2) 20,7  (16.7) 9.0 (16.3)
1987 (0.0) (6.9) (10.7) (5.8) 13.6 (0.3) 4.1) (0.0)
1988 48.2 34.8 34.9 25.4 17.2 9.9 16.8 9.9
Note: Exchange rates used were those indicated in Table 3.
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Table 7

Summary of Results, Fertilizer Self-Help Heasures
1985, 1984, 1988

Self Help Measures

1985 PL-460 Title I Agreeaent

1. Liberalization and deregulation of fertil-
izer trade by 15 July 1985, including the
reaoval of indirect and direct fertilizer
subsidies,

1986 PL-480 Title I Agreeaent

1. The 6OP would consider for ispleaentation
the recoamendations of the fertilizer sector
‘'study which would be completed by 31 Deceaber
1987 (actual submission was in March 1988).
The recoasendations included the following:

a, The reaoval of the 30 percent duty and
advance sales tax of imported phosphatic
fertilizer;

b. teaporary subsidies on all fertilizer

grades may be considered only when

fertilizer prices are exceptionally high
relative to those for crops;

expanded analysis of relevant inforaation

regarding the fertilizer sector and the

dissemination of such analyses for farasers
and to the fertilizer industry;

d. the encourageaent of bulk-blending and

the isprovesent of transport facilities

to lower the domestic price of fertilizer;
the promotion of the use of fertilizer
grades with higher nutrient content and
according to soil need; and

f. the expansion .of the service functions
of FPA covering a wide variety of work
intended to support the efficient
operation of a liberalized fertilizer,
trade sector.

c

e

I,

3'

3
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Results

buidelines for the full liberalization of
tertilizer isportation and distribution are
issued by FPA on 14 June 1985,

The number of traditional (chemical) importers-
distributors increased from 4 in 1984 to 24 by
the end of 1985 (See Table 5.

Iaport and dosestic retail prices of fertil-
izers declined soderately despite the continued
devaluation of the peso against the dollar (see
Table 6},

Effective tariff on imported phosphatic-based
fertilizers was reduced from 20% to 5% (but the
B6OP pays the 15% percentage point reduction as

an indirect subsidy to local producers) in October
1988. The advance sales tax of 107 was dis-
continued beginning January 1988,

Domestic fertilizer prices substantially dec-
lined; iaporters-distributors grew in nuaber
to 49.

A Standing Committee on Fertilizer Use was
created to develop and review measures regarding
fertilizer use and research; a fara-level

survey on fertilizer use was proposed; research
on area supergranules (USB) was undertaken and
the data monitoring and dissemination capability
of FPA is being iaproved.

BEST AVAILABLE DOCUMENT



Table 7 (Continued)

C. 1988 PL-480 Title I Agreement

’l

2

The 60P, through NEDA, would review and fe
consider by 31 Deceaber 1988 measures which

would lower domestic fertilizer prices at par

with world market prices.

The 60P would broaden by 31 January 1989 the 2,
service functions of FPA to include coordination

of its activities with other government

institutions and the research and extension 3
comaunity, and monitoring current developments

on fertilizer trade and disseminating these to

the local fertilizer sector. 4,

39

The noainal tariff rate on all fertilizer
grades was reduced to 5 per cent effective
30 August 1989, thereby limiting the pro-
tection to local manufactuers.

On-going research by FPA, Philrice and IFDC
on US6 yielded limited positive results.

The fare-level survey on fertilizer use was
contracted out in August 1989,

The FPA is proposing that imported fertilizers
not locally produced not levied any customs
duty while the 5 percent noainal tariff on
phospatic-based grades be retained.

IEST AVAILABLE DOCUMENT



IV. LIBERALIZATION OF WHEAT IMPORTS AND FLOUR DISTRIBUTION

EXECUTIVE SUMMARY

Between 1975 and 1985, the GOP through the National Food
Authority (NFA) exercised monopoly control on wheat imports.
From 1983 to 1985 NFA likewise took over domestic flow
distribution. Such policy actions of the GOP resulted in higher
marketing costs, higher prices to consumers, lower quality flour
and less availability to consumers. Meanwhile, USAID/Manila's
policy thrust involved the removal of impediments to market
efficiency and competitiveness, particularly in the agriculture
and food sector. In the FY 1985 PL 480 program, two of the five
specific self-help measures were designed to lift controls on
wheat and flour trade and encourage full participation by the,

private sector.

Through a series of events, import controls and full market
deregulation of wheat/flour .trade finally took effect on March
11, 1986 after the removal of the import licensing requirement.
Wheat importation and domestic flour distribution activities
reverted Dback to private sector control. Prior to complete
liberalization of the wheat/flour trade, GOP compliance during
the Marcos period (1985 to early 1986) was uneven. The change in
government in February 1986 hastened full compliance of the
policy reform measures provided in the FY 1985 PL 480 Title I

Agreement.
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BACKGROUND

The FY 1985 PL 480 program was a key instrument in the
policy dialogue efforts of the USAID/Manila mission in 1984
and 1985. The FY 1985 agreement contained specific policy
reforms intended to deregulate the importation and trading of
food grains and related agricultural inputs as a means of
promoting increased production and lower cost of critical
food commodities. Two of the five specific measures in the
FY 1985 agreements were designed to lift controls on wheat
and flour trade and encourage full participation by the

private sector.

OBJECTIVES OF THE SELF-HELP MEASURES

1. Policy Objectives

In terms of wheat importation, the objective of
the policy reform measure was to introduce competitive
conditions for wheat importation. The GOP was to
establish reasonable conditions for private access to and
utilization of credit for financing wheat imports. With
the domestic flour trade, the SHM was designed to
encourage increased efficiency and competitiveness in the

marketing orf flour.
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2. Specific Self-Help Measures

a. Opening the importation of wheat to the full

participation of the private sector.

b. Opening the distribution of flour to the full

participation of the private sector.

To achieve both objectives, NFA was set to issue
implementing regulations by July 15, 1985. The NFA was

to institute the following measures:

a. phaseout within two months of all NFA involvement in

flour distribution;

b. removal of licensing requirements for private flour

distribution;

c. refraining from instituting procedures for setting

flour prices; and

d. provision for a degree of GOP monitoring so as to
permit NFA to institute corrective actions when

serious shortages or disruptions are apparent.

C. IMPLEMENTATION

1. Significant Events Related to the SHM

a. Changing the scope of NFA operations. The changes
include the opening of wheat importation and flour
distribution to the private sector. E.0. 1028 (May

31, 19895).
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Signing of the FY 1985 PL 480 Title I Agreement.

Grant Agreement (July 8, 1985).

Granting of all allocation of dollar exchange
covering wheat and wheat flour imports for the
Philippines to the Philippine Federation of Bakers
Association, Inc. through their marketing arm, the
Phil. Bakers, Inc. (PhilBake) pending the issuance of
an executive order covering importation of wheat and
wheat flour products. This issuance was directed to
the Central Bank. This directive was withdrawn in
mid-September because of strong opposition from the

millers. Presidential Directive (released August 23,

1985 - unnumbered).

Tariff rate on flour lowered from 30 percent to 20

percent effective immediately. E.O. 1062-A (November

9, 1985).

Issuance of guidelines on new wheat and wheat flour
trade. This circular removed the import permit
requirement for each importation. Consequently, the
import permit was no longer needed in the opening of
the import letters of credit or in the release of
imported commodities from the Bureau of Customs.

NFA Circular_No. 1 (March 11, 1986).

Renewed commitment by the GOP not to reimpose the
import.permit requirement for wheat and wheat flour

imports or use the annual business license
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requirement for restricting access to wheat/wheat
flour importation by the private sector. This move
was intended to continue the progress towards full
participation of the private sector in wheat/wheat

flour trade. FY 1986 PL 480 Title I Agreement (June

20, 1986).

g. Reimposition of the 30 percent tariff on wheat flour

imports. (October 1986).

Evaluation

From June 1975 to May 1985, the National Food
Authority (NFA) exercised monopoly control over wheat
imports. This was made possible through P.D. 726 which
authorized NFA to take over the importation of all wheat
requirements of the country after world prices of wheat
increased sharply. The takeover also involved NFA
control over the scheduling of wheat shipments and fixing

of wheat grain selling prices to the millers.

The NFA took over domestic flour distribution in
December 1983 as a result of three major developments:
(a) the delay in the shipment of U.S. wheat after the GOP
declared a debt moratorium in October 1983; (b) the
USDA's decision to include wheat flour in the import
guarantee to be provided by CCC; and (c) the soaring

retail prices of wheat flour towards late 1983.
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With the debt crisis and the subscquent
difficulties in dollar transactions, the NFA sought a
commodity lcan and credit guarantee from the USDA. This
was granted in November 1983 and the $250 million loan
was used to finance the importation of wheat, wheat flour
and feedgrains. The inclusion of wheat flour allowed the
NFA to stabilize flour prices whenever there was a

production slowdown.

According to the analysis by Mission staff, GOP
control on wheat imports and flour distribution resulted
in higher marketing costs, higher prices to consumers,
lower quality flour and less availability to consumers.
While world market prices did not substantially increase,
domestic flour prices were significantly higher.Z/ The
NFA generated monopoly profits which were used to support
other NFA operations including rice and corn procurement,
and subsidies to NFAs subsidiaries including Kadiwa
operations and the FTI. A paper on the Philippine PL 480
Programs 1in 1985 and 1986 (August, 1986) cites that 1in
1983, NFA profits on grain import and distribution
operations were estimated at around P532 million. Also,
newspaper estimates show that, from 19,5 to 1982, NFA
realized gross profit of P2.5 billion from the wheat
import monopoly.

2/
ORAD, "Policy Analysis of the Philippine Wheat Flour
Industry," (19887)
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The import control had varying impact on the
various agents involved in wheat/wheat flour trade. The
end users (i.e., consumers and bakers) found inadequate
supplies and higher flour prices. For the millers, they
benefited from the arrangement as long as world prices
were high. NFA may have had to assume the impact of
price fluctuations in order to maintain domestic supply
levels. On the other hand, the arrangement would have
affected production processes/scheduling, which had
implications on domestic supply conditions. The private
millers were dependent on how efficiently NFA responded
to import needs. The prolonged NFA control on
wheat/wheat flour trade could have contributed
significantly to the reported lower capacity utilization
by the millers. However, it may be noted that the low
capacity utilization may not be solely attributed to NFAs
control on imports. Since the November 1985 guidelines
allowed the inflow of wheat flour from other sources, the
millers faced competition in supplying flour to the
domestic market. Moreover, with the difficulties in
importing wheat, it could be expected that milling

capacity would be stalled.

Since NFA had the sole import rights for wheat,
the agency shouldered all foreign exchange risks
associated with wheat importation. In 1983, NFA
shouldered the 12.6 percent additional cost of wheat

imports when the peso depreciated in value. However,
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the agency still generated large revenues from its sole
import rights. From 1983 to 1985, NFA earned an average
of P236.01 per metric ton of wheat import. In 1984, the
margin rose to its highest level (P581.55 per metric ton)
but fell to only P11.47 per ton in 1985, the last year of
import control (see Table 8). According to NFA sources,
its income from the import control was used to offset the
huge loss incurred in maintaining the subsidy on other

cereals.

Sometime 1in late 1983, the retail price of flour
rose above the government ceiling price of P130.30 per 25
kg. bag. Dealers were charged with hoarding and
overpricing. On the other, flour millers charged NFA of
manipulating the market by direct price setting and
reduction 1in import volume of wheat. As the retail
prices of flour continued to increase, NFA, with strong
lobbies from the bakers group, took over domestic flour
distribution. Flour milllers were required to sell flour

only to the NFA at NFA—determined prices.

A USAID draft report observed that the system
spawned serious flour allocation problems. NFA sold
wheat flour through regional offices, warehouses and
Kadiwa centers only. Flour users were required licenses
and their quotas were fixed based on stated requirements.
Bakers later complained of inadequate supplies and
questionable allocation patterns. A number of bakeries

closed shop-in 1984.
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However, flour prices did not decline with NFA's
takeover of flour distribution (see Table 9). The
licensing process required considerable time and expense,
such that Dblack market flour sales ensued,. Moreover,
credit became a problem. As a result of the flour
distribution monopoly, flour mills stopped operating for
long periods of time because of large flour inventories
at NFA. Milling capacity was reported to have declined
to 65 percent, causing huge losses through lower sales
volume, disruptions in the flour millers' cash flow and

reduced employment.

Actual decontrol started after the issuance of the
new guidelines in March 1986. The Philippine Association
of Flour Millers (PAFMIL) by then had complete control of
all industry operations from wheat importations to flour
distribution. This 1is indicated by the fact that NFA
since then, could not monitor the activities of the flour
millers and distributors. NFA reported that PAFMIL has
refused to provide information on the latter's import
activity and domestic flour situation. The view from NFA
is that PAFMIL appears wary of any government involvement
and monitoring as this could lead to another takeover.
It may be noted that E.O. 1028, which mandated the
removal of import controls on wheat, did not entirely
eliminate the possibility of future government
intervention in the industry. The executive order still

allows the government to step in '"whenever necessary" to
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import wheat to stabilize supplies and prices. Thus, by
witholding wvital information to NFA, PAFMIL denies the
government any potential basis for intervention. No
legislation or mandate currently exists for PAFMIL to

report to NFA, even on pure monitoring basis.

Despite the wheat import liberalization, the
domestic price of wheat flour did not follow the decrease
in the world market price. During the 1986/1987 crop
vear, global wheat production rose by 6 percent, reaching
a record level. Consequently, export prices weakened.
Thus, the average import prices for hard wheat dropped
from $171.06 a ton to $150.50 a ton between 1985 and
1986. Average import prices for soft wheat likewise
declined. However, wholesale prices for flour increased.
during the same period. Wholesale price for hard wheat
increased to P227.74 per bag (25 kilograms) from P196.66
per bag in 1985, while that for soft wheat rose from
P187.96 per bag to P221.60 per bag. In 1987 and 1988,
wholesale flour prices followed the trend for import

prices. (See Tables 9 and 10).

A draft Mission report on the FY 1985 PL 480
program observed that there was "tremendous controversy
surrounding the implemention of the wheat import
liberalization provisions." Before the issuance of NFA
Circular No. 1 (dated March 11, 1986), NFA continued to

regulate and limit imports through licensing. At that
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time, two powerful groups were competing for import
permits. The bakers group was led by Eduardo Cojuangco,
a Marcos crony, while the millers were led by Jose

Concepcion, a prominent Marcos opponent.

When the NFA agreed to liberalize the wheat/wheat
flour trade, the agency opened wheat importation not only
to existing flour millers, but also other business
interests which were qualified based on their milling
capacity and their business arrangement with flour
millers. It was reported that Cojuangco was suspected to
have simultaneously set up more than a dozen wheat
trading companies in an apparent bid to counter the
monopoly powers of the wheat milling industry. However,
while the private sector was then allowed to import.
wheat, NFA still determined the volume of wheat import
requirement and allocated quotas to individual millers.
The NFA drew up the following schemes for wheat

importation:

a. NFA will continue to import the country's
wheat requirement and sell the cereal to the

millers at NFA prices;

b. Flour millers will be allowed to import wheat
through NFA, which will advance all costs up
to the port of destination, in which case, the
NFA transfers the wheat to flour millers at

CIF wvalue plus all direct costs, duties and
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taxes, actual cost of money and a five percent
service fee. However, a Central Bank
directive required NFA to deposit with the
Central Bank the full peso equivalent of the
foreign exchange liability involved before the
shipments, would be released. This prompted
the NFA to withdraw the 45-day credit which
was previously extended to flour millers.
Thus, the millers were required to pay in cash
the peso equivalent of all imports two days

before the arrival of shipment.

c. The private sector will import wheat directly
without any form - of assistance from NFA.
There were initial difficulties in reopening
bank 1line and sourcing of credit funds.
However, this problem eased up when the
Central Bank allowed millers to use the $3

billion trade facility in August 1985,

At one point, the NFA suspended the issuance of
licenses wuntil the bakers and millers group could reach
agreement on how to allocate wheat imports. There was an
agreement reached with each side getting half of the
total import requirement. The suspension of licenses, as
well as the licensing procedure itself caused many flour
users to complain about delays and shortages of flour

supplies. The NFA was charged of arbitrarily setting the
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annual import requirement for wheat at low levels which
millers claimed would hurt the industry. The annual
import requirement was set at around 700,000 metric tons
as compared to historic levels of 850,000 to 900,000
metric tohs. The millers had been indicating that
delays, low imports and the decision of the bakers group
to import flour instead of wheat would cause a sharp drop
in capacity utilization of the milling industry. This
event could cause retrenchment and other negative effects
on the feedmill and livestock industries which depend on

wheat by-products.

On the operational side, NFA had the following
view. The full liberalization of wheat/wheat flour trade
was delayed for about a year from the time the GOP (as
well as NFA) agreed to leave importations to the private
sector since NFA had already placed orders for the
country's wheat import requirements in advance. Thus, in
the view of NFA, it still had the responsibility of

handling all the import arrangements during that period.

A draft analysis done by Mission staff reported
that the opening of wheat importation and flour
distribution to the private sector raised apprehensions
among US wheat growers/suppliers. Opening of imports to
private sector could encourage the domestic millers to
find better quality and cheaper sources of wheat. In

short, US suppliers became wary of competition.
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In November 1985, the GOP lowered the tariff on
wheat flour imports from 30 percent to 20 percent as part
of the overall industry restructuring program. However,
PAFMIL requested the GOP to raise the tariff back to 30
percent in order to protect the industry from "dumping."
In October 1986, the tariff on wheat flour imports was
restored to 30 percent. PAFMIL likewise suggested that
the tariff differential between wheat and wheat flour be
narrowed down in an apparent move to discourage direct
flour imports. This was contrary to reports that PAFMIL
did not object to direct importations by the bakers
group as long as these imports were not bought at prices

lezs than the fair wvalue.

USAID's view concerning these developments was
that the GOP actions constituted non-compliance. A draft
letter from USAID (dated February 21, 1986) expressed
USAID's concern of the GOP's apparent unwillingness to
comply fully with the terms of the 1985 PL 480 Agreement.
However, USAID's notice informing the Agency's views on
GOP actions were overtaken by the events in February
1986. By March 11, 1986, the GOP issued the new
guidelines on wheat importations. This issuance
fulfilled the provisions of the self-help measures in the

1985 agreement.
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D. ACHIEVEMENTS

1. Summary

A summary table on GOPs compliance of the policy
reform measures for the wheat/flour trade is provided
below.

Summary of Results, Wheat/Flour Sector
Self-Help Measures

Self-Help Measure Results

Liberalization of wheat

importation and flour
distribution.

1.

Issue implementing
guidelines for open
importation.

NFA Issued guidelines
through Circular No.
3 in June 1985 which
were subsequently re-
vised in October 1985,
NFA had not done any
importation of wheat/
flour since the
issuance of the guide-
lines.

2. Phase out of NFA NFA transferred flour
distribution of flour. distribution to the
Provide no restrictions private sector through
on the number of local E.0. 1028, issued on
distributors. May 31, 1985.

3. NFA not to set prices. NFA had no basis for

intervention.

4. Removal of import Requirement was lifted
permit requirement. through NFA Circular

No. 1, dated March
11, 1986.
5. Desist from using GOP had not used

annual business

license to restrict
private sector access
to wheat/flour imports.

54

licensing to restrict
private trade in.
wheat/flour.



6. Tariffs No policy <condition
was imposed with
respect to tariffs.
GOP increased wheat
flour tariff in
October 1986 from 20
to 30 percent ad

valorem. Advanced
sales tax of 10
percent already
removed.

The policy reforms incorporated in the 1985 PL 480
Self-Help measures involving wheat/wheat flour trade were
designed to simply remove impediments to market forces
and public intervention which were unwarranted. It may
be noted, however, that these reforms were not identified
through an in-depth study of the problem. While the
policy dialogue process appears to have been quite
limited to broad measures of reform, the end result was
relatively successful as far as wheat/wheat flour trade
liberalization was concerned. It is important to note
that the discussions on program elements did not include
implementation matters inasmuch as NFA was not directly
involved or did not involve itself in the negotiations.
Implementation was admittedly difficult especially
because the implementing agency (i.e. NFA) had
"substantial vested interests in maintaining thé
arrangements and controls which the reforms were intended

3/
to eliminate."

P.

3/

13.

"Philippines — PL 480 Paper," Draft. August 11, 1986,
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Attribution

The policy dialogue associated with the 1985 PL
480 program was instrumental in the liberalization of
wheat imports and domestic flour distribution in 1985
through 1986. A draft USAID report on the 1985/1986 PL
480 programs cites that while the ADB financed a study
which was critical of NFAs direct participation in
wheat/flour trade, ADB did not provide assistance for
policy reforms. Before an agreement betweem the USG and
the GOP was reached regarding issues on the food and
agriculture sector, the NFA did not want to relinguish
its role as an exclusive importer of wheat. By April 17,
the former president approved a list of policy reforms
recommended by the Planning Minister and Minister of Food
and Agriculture. The list was comprehensive and included
the reforms intended for the wheat sector. Subsequently,
shortly before the formal signing of the FY 1985
Agreement, NFA agreed to the policy changes incorporated

in the self-help measures of the agreement.

In the FY 1986 Title I Agreement, the GOP further
signified its commitment to continue the process of
deregulation of wheat importation and domestic flour
trading. The issue on wheat imports and flour
distribution did not surface again in subsequent PL 480

programs.
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On the other hand, it is important to consider
thta under the Marcos regime, GOP compliance with the
self-help measures regarding liberalization of wheat
imports was uneven. Were it not for the unexpected turn
of events, . i.e., the change in government in February
1986, USAID had already decided to declare the GOP to be
in violation of the FY 1985 PL 480 Title I Agreement.
The new government readily appreciated the importance of
the policy measures such that full compliance of the
wheat provisions was satisfied = immediately after

assumption of office in 1986.

Other Issues

Complete private sector control of wheat
importation and wheat flour trading may have spawned
problems which did not appear to have been considered
during the identification of policy reform areas and the
policy dialogue process. Recent developments in the
industry have created the question of whether complete
control of wheat/wheat flour trade should have been left
to the private sector without appropriate government
regulation and monitoring. For instance, domestic prices
of flour increased sharply in 1988, which did not appear
in tandem with developments in the world wheat market.
While PAFMIL insisted that the situation was mainly
caused by the drought in wheat growing areas in the US

and the alleged unfair trade practices (hoarding and
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overpricing) by traders, the sudden surge of flour prices
led to some legislative involvement and executive
concern. The situation was temporarily alleviated when
the millers relented to a price reduction. However,
these concerns are 1likely to surface whenever flour

prices move up.

The price question opened the milling industry to
more serious allegations of creating/maintaining a market
situation which is clearly to their advantage. In
addition to the millers' market advantage, the prevailing
view 1is that millers are involved in unfair trade
practices. Aside from the regular manufacturing profits,
flour millers derive other forms of income from the same
operations. The most notable methods employed to extract

higher profits include the following:

— use of an in-house trading arm with practically
no additional overhead expenses to capture

large marketing profits;

~ use of cheaper plastic bags instead of the more
durable cotton bags for commercial packaging of

flour;
— mixing of inferior ingredients as extenders;

~ -use of higher extraction rate to produce lower

quality flour soid under new brand names.

58



The industry's low capacity utilization rate has
likewise been an interesting issue. The industry has
always reported wunderutilization such that during the
Marcos vyears, the industry was declared as overcrowded.
However, in spite of the reported underutilization, three
new flour milling interests were reported last vyear to
have already ordered equipment for new mills. Another
milling concern was reported as being on its planning
stage. Moreover, the largest firm in the industry is
expanding its milling capacity. 1If the industry is in
fact overcrowded with underutilized capacity, expansion
and establishment of new mills betrays the claim that the
industry 1s not profitable. One can thus infer from the
situation that millers might be deliberately
underutilizing their capacity to project unprofitable

operations and in order to discourage entrvy.

On the claims that PAFMIL is being unduly assisted
by the PL 480 programs, the industry has countered that
PAFMIL does not want to purchase wheat under these
programs. The industry has only utilized the facility
because of the request from the GOP (since the GOP wants
to monetize the commodity and generate pesos for budget
support). PAPMIL further claims that the PL 480 grants
would again be forced on flour millers. The US is still
the primary source of wheat imports, although Canada,
Australia, Japan and the EEC are actively competing for

shares in the domestic market.
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Table 8

Total Government Profit/Loss from Purchase and
Sale of Imported Foodgrain — Wheat
1983-1985
(P/metric ton)

Import Cost (C/F) P 1,931.09 P 3,165.00 P 4,017.39

Marketing Cost 100.95 471.81 519.91
Total Cost 2,032.04 3,636.96 4,537.30
Sale Price 2,256.99 4,218.51 4,548.77

Profit (Loss) 224 .95 581.55 11.47

Estimated

Total Profits¥* P 184.3 P 466.5 P 7.7

(P million)

*Based on import levels reported in Table 4.

Source of Basic Data: National Food Authority
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Table 9

Wheat and Flour Prices

(F/Metric Ton).
1975-1987

Average Wheat
Import Prices

Wholesale

Year Hard Soft Flour Prices
1975 1286.43 1037.84 2440
19746 1212.40 964,48 24460
1977 935.96 837.49 25590
1978 1082.07 1038.99 2590
1979 1301.75 1173.2 2550
1980 1505. 16 1271.88 2720
1981 1531.60 1280. 38 3100
1982 1437.36 1280.673 3690
1983 1548.96 1392.59 3940
1984 1991.61 1610.3 4110
1988 2856.70 2411.98 bL670
172846 2820.37 2319.07 7860
1987 2749.92 2789. 45 8520

Sources: FAFMIL Members

NFA
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Table 10

Wholesale Flouw Frices
(F/bag of 25 kq)

Year Hard Soft
1975 57.75 S57.75
1976 63.65 63.65
1977 53.93 63.33
1978 64.83 65.11
1979 F.02 73. 2
1980 77 .59 77.95
1981 B6.34 86.70
1982 88.99 89.33
1983 3,70 93,69
1984 120.00 180,00
1985 196.66 187.96
1984 227.74 221.60
1987 213.50 210,02
1988 2159.30 210.78

Sources: FAFMIL. Members
NFA
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Table 11

Philippine Wheat Imports
and Domestic Flour Froduction
fTn Long Tons)

1975-1988
Wheat Domestic

Year Imports Flour Prodn
1979 456645 292661
1976 710150 470052
1977 6181773 S335196
1978 753914 o98249
1979 858128 o20043
1980 7468294 284105
1281 827704 626704
1982 T203181 682195
1983 80&447 691942
1984 789563 o64421
1985 He2755% S23069
1984 1015740

1987 10071460

1988

Sources: PFAFMIL Members

NFA
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V. GRAINS PRICE STABILIZATION PROGRAM

EXECUTIVE SUMMARY

The stated objectives of the self-help measures on grains
price stabilization under the PL 480 Title I program for FY 1985
and FY 1986 are to ensure appropriate production incentives for
rice and corn farmers; that adequate supplies of rice and corn
are available to consumers; and that seasonal price fluctuations
for both producers and consumers are not excessive. Accordingly,
the FY 1985 Agreement bound the GOP to deregulate and free all
Price controls on milled rice by 21 October 1985, and to announce
its buying and selling prices before the start of each cropping
season. The FY 1986 Agreement sought to have GOP announce a
price stabilization program for rice and corn by 30 September
1986.

GOP was able to comply with the FY 1985 self-help measures
only as it apparently lacked the political will to pursue a
proposed program for rice and corn in the face of farmers'
resistance to the then proposed reduction in support prices.
Moreover, it is shown that the implemented self-help measures did
not suffice to make the GOP's grains price stabilization
effective in (a) improving farmers' incentives; (b) stabilizing
consumer prices; and (c) implementing the "buyer and seller of
last resort" policy.

Future efforts must therefore address whether the present
pricing scheme is apprbpriate vis—-a-vis other options which are
less costly in terms of the required budgetary support and

"opportunity cost" -~ wise, e.g., the University of the
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Philippines at Los Banos proposal to use a reference
price/variable tariff scheme. This shall have. important
implications on the future role of GOP's procurement and

distribution operations.

A. BACKGROUND
The formulation of a grains price stabilizaticn policy
and program were among the self-help provisions under the PL
480 Title I programs for FY 1985 and FY 1986. Both programs
were launched in the context of severe economic crisis, thus
the self-help measures weré key vehicles in demonstrating
U.5. support for the GOP's initial set of policy reforms in

the agricultural sector.

B. OBJECTIVES OF SELF-HELP MEASURES
The objectives of establishing an effective grain price
stabilization program are '"to ensure that there are (1)
appropriate production incentives for rice and corn farmers;
(2) adequate supplies of rice and corn are available to
consumers; and (3) that seasonal price fluctuations for both
producers and consumers are not excessive.”ﬁj
In support of the abovementioned objectives, the PL 480
Title 1 Agreement signed in 1985 required the GOP to pursue
the following self-help measures:

1. to deregulate and free all price controls of

milled rice by 31 October 1985; and

4/
T FY 1985 PL 480 Title I Agreement.
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2. for the National Food Authority (NFA), the rice
procurement and distribution arm of GOP, to
maintain a rice stabilization program under which it
will purchase palay and sell milled rice at pre-
announced prices. Accordingly, NFA should announce
its initial buying and selling price by 31 October
1985.

In addition, the FY 1986 Title I.Agreement sought to
have GOP announce'an "effective grain stabilization program"
for rice and corn by 30 September 1986. The Agreement did
not include explicit activities on how such a program will be
formulated by GOP. Nevertheless, the following policy
guidelines were emphasized:

1. “that such program shall be established and
implemented in a way that limits the intervention of
GOP in the market, and primarily depends on the
Private sector for the marketing of both grains";

2. "that the stabilization program will be based on
clearly stated conditions and announced prices under
which GOP would intervene in the rice and corn
markets to either purchase from producers, sell to
consumers -or enter into external trade agreements";

3. "“that GOP intervention would occur only when price
movements fall below announced procurement prices for
producers and rise above announced price for
consumers. Thus, intervention by government would
not Dbe on a continuous basis but only as a buyer or

seller of last resort, or when stocks must be rotated
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to avoid spoilage’.
It should be noted that while the FY 1986 Agreement

- wanted a.grain price stabilization program, the above policy

guidelines refer only to a grain price stabilization program

since they cxcluded policies to promote self-sufficiency in
grains; policies on buffer stock requirements for the entire
economy and how this will be '"divided" between GOP and the
private sector; and other elements of a national grains

policy.

IMPLEMENTATION
1. Significant Events

a. Initial request by GOP to avail of PL 480 Title
program in November 1984,

b. Submission of 'non-paper' on possible policy reforms
by Manila Mission to GOP in first quarter of 1985.

c. Approval of policy reforms to revitalize the
agricultural sector, by then President Marcos on 17
April 1985. (See Annex I).

d. Signing of Executive Order 1028 by then President
Marcos on 31 May 1985. (See Annex 1II). The EO
legislated the approved policy reforms, thus paving
the way for implementation.

e. Signing of the FY 1985 PL 480 Title I Agreement by
Ambassadors Bosworth and Romualdez on 8 July 1985.

f. Deregulation of prices of palay and milled rice
effective 1 October 1985, per provisions in EO

1028 (S5ee Annex III).
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g. Signing of the FY 1986 PL 480 Title I Agreement on
20 June 1986.

h. Announcement of palay and milled rice prices before
the croppﬁng season in 1987 (See Annex III).

i. Postponement of announcement of GOP's grains price
stabilization program from September 1986 to June
30, 1987.

j. Conduct of Grains Price Stabilization Study under
the Accelerated Agricultural Production Program in
1989. The study will be the basis of a GOP policy

announcement expected to be made in December 1989.

Evaluation

Prior to 1985

The socioeconomic objectives of the self-help
measures on grain price stabilization have been the
stated objectives of the GOP's marketing operations in
grains even prior to 1985. However, the strategy of GOP
then was to set rice ceiling and floor prices, and to buy
and sell domestically at these prices. The effect of the
self-help measures was to suspend the former strategy
while clarifying the role of NFA under the latter -~ NFA
will now only be a buyer and seller of last resort.
However, NFA's monopoly in rice and corn importation is
maintained.

Several studies on NFA's operations prior to 1985
concluded that these were not successful at stabilizing

prices at either the farmgate or retail levels, and
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instead led to misallocation of resources as they were
disincentives to private sector investment. Failure to
stabilize farmgate and retail prices were traced by
Lantican and Unnevehr (1985) to (a) the inadequacy of the
official margin to cover marketing costs; (b) government
delays in contracting and disbursing imports; and (c)
deficit in national budgetary support for the marketing
programfé/
1985-1988

This section will briefly discuss the present grains
price stabilization program of GOP, which already
incorporates the self-help measures in the FY 1985
Agreement and will attempt to evaluate these against the
stated objectives of (a) improving farmers income as
incentives; (b) stabilizing consumer prices; and (c)
limiting GOP intervention to "buyer and seller of last

resort."

Present grain price stabilization program

The present program of GOP on grains price
stabilization has the following features:

o0 Procurement - involves buying of rice and corn

to stabilize ex-farm gate prices and maintain a

4

Lantican and Unnevehr, "Rice Pricing and Marketing
Policy," Policy Issues on the Philippine Rice Economy and
Agricultural Trade, University of the Philippines at Los Banos,
1987.
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30-day buffer stock requirement at the following
prices:
o Procurement from individual farmers:
- P3.50 per kilo for palay; and
- P2.90 per kilo for corngrain

o Procurement from accredited farmers' organizations

with the following incentives:

- P0.03 per kilo as Cooperative
Incentive Fee (CIF)

— P0.02 per kilo as Farmers Group
Insurance Incentive (FGII)

o Distribution — sale either through cash, or
credit to licensed retailers and wholesalers at
the following prices:

~ P6.07 per kilo for regular milled
rice
- P3.89 per kilo for vyellow
corngrains
- P3.57 per kilo for white
corngrains
- P4.82 per kilo for white corngrits
The procurement prices were arrived at based on the
cost of production; the return to investment
(historically at 40 percent); the consumer price index;
and the nitrogen-palay ratio. Distribution prices were
determined by the support price; marketing costs, e.g.
transportation, drying, milling, etc; and a "reasonable"

return to investment. Note, however, that because of
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NFA's high quality requirements, the support price is
discounted at farmgate.

The present level of direct market intervention is
supposed to be governed by the policy of “buyer and
seller of last resort." To pursue this, NFA has adopted
a trigger price strategy: massive procurements are
undertaken when the prevailing farm prices are below
P2.90 per Kkilo.

At vpresent, the GOP's Executive Branch is seeking
from Congress an increase in the national subsidy for
rice price stabilization from the current level of only
Pl billion to P2 billion. NFA has estimated that this
would allow an increase in its market share from 2.9 per
cent in 1988 to 5.4 per cent of annual production, given
a support price for palay of P4.00 per kilo or an

increase of P0.50 from the current price.

Evaluation of present program

An evaluation of the present GOP program (which
already incorporates the implemented self-help measures)
against the stated objectives of grains price
stabilization is expected to show the following:

o impact on farm profits: an improvement

in the average farm profit due to the
deregulation in prices and the GOP's price

"support scheme;
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o ' impact on consumer price of rice: stabilization

of retail prices of rice around the NFA release
price;

o impact of NFA's "buyer of last resort” policy: a

direct relationship between NFA's share in the
palay procurement market and the ‘'"downward"
deviation of market prices from NFA support
price, 1i.e. the lower the market prices fall
below the NFA support price, it is expected that
NFA's market share should be higher.

o impact of NFA's "seller of last resort" policy:

an inverse relationship between NFA's share in
the rice distribution market and the ‘upward"
deviation of market prices from the NFA release
price, i.e. the higher the market prices rise
above the NFA price, NFA's market share should be
higher.

Due to time constraints, data presented in
this report are highly aggregative. Also,
average market prices are not distinguished
whether they are before or after intervention

prices.

o lImpact on average farm profit

Available data show that rice production

during the period 1978-1982 has vyielded real
losses on the average of up to P0.10 per kilo of

palay. This trend was, however, reversed
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starting 1983 when a real profit of P0.07 per
kilo of palay was recorded. Moreover, this level
rose to P0.13 in 1985. Since then, average real
profit did not fall below P0.10 per kilo of
palay (See Table 12-a).

The remarkable improvement in the
profitability of rice production in 1985 is,
however, attributable to the steady decline in
the cost of production rather than to an upward
trend of the real price of palay. It must Dbe
noted that cost of fertilizer has been
dramatically Qoing down while real palay prices
‘has remained relatively stable, ranging from
P0.37 to P0.46 before the period of agricultural
policy reforms, and from P0.38 to P0.44 since
1985.

Were the NFA's price stabilization been
effective, higher real profits would have been
obtained by farmers. Nevertheless, ‘a similar
trend, i.e. losses in the earlier years due to
high cost of production, would have still emerged
(See Table 12-b).

Impact on consumer price of rice

Prior to 1985, GOP set ceilings on retail
prices of rice to cushion consumers from the
impact of erratic increases. With the advent of
deregulation, however, retail pPrices have
consistently exceeded the release price of NFA,
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starting in 1985 (See Table 13).
Nevertheless, it may be noted that domestic
retail prices of rice continued to be recorded
below' world prices even after 1985. Thus,
deregulation did not adversely affect the
consumers in relation to fluctuations in world
Prices.

Impact of NFA's "buyer of last resort"

policy

If the NFA has conscientiously followed the
stated policy of buying massively from the market
only when farmgate prices offered by private
traders fall below its support price, data should
show the NFA's share in the palay procurement
market moving in the same direction as that of
fhe NFA-market price deviation.

The abovementioned scenario is not shown by
available data, except in 1988. For example,
NFA's market share in 1985 and 1986 stood at
about the same level, or 4.6 per cent of the
market, despite the fact that the average market
price 1in 1985 did not deviate from NFA's support
price whereas the 1986 market price was lower by
P0.54 per kilo (See Tables l4-a and 1l4-b).

With regard to corn, NFA's share has been
insignificant, ranging from 0.46 per cent in 1984
to 2.84 per cent in 1985 (the goal being 3 per

cent of annual production). Support prices for
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corn have also been lower than market prices (See
Table 14-¢).

An examination of the NFA's market share
prior to the announcement of the "buyer of last
resort" policy in 1985 will actually show that
NFA's marketing strategy did not seem to change
at all. Interviews with NFA officials point out
that budgetary considerations rather than this
policy have been the binding constraint in their
marketing operations. 1In addition, NFA officials
also emphasize the difficulty of operationalizing
this policy in the strictest sense: they could
not reject voluntary offers of farmers to sell to
NFA stationary stations even if actual market
prices are at par or even above the NFA support
pPrice.

The implication of NFA's failure in
effectively carrying out the ‘"buyer of last
resort" policy is shown in the trend of farmgate
prices which were consistently below the NFA
support pPrices. Corollarily, this is an
indication of GOP's failure to achieve the stated
objective of assuring farmers a '"reasonable'" rate
of return.

Impact of "seller of last resort" policy

The GOP's policy pronouncement in 1985 of
increasing its rice sales volume when market

retail prices are higher than its release prices
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(i.e. NFA should be a seller of last resort) had
mixed results.

NFA sales volume was highest in 1987 when it
provided 7.9 per cent of the total rice
requirement of the domestic market.
Consequently, the average market price went above
the NFA price by only P0.11 per kilo,
notwithstanding the fact that domestic production
during the vear was below the total rice
requirement. In contrast, NFA limited itself to
1.9 per cent of the market in 1986 due to the
rice surplus situation then prevailing, which
showed in the average market rising above the
NFA's by only P0.06 per kilo (See Table 15).

While NFA's marketing operations were
effective in 1986 and 1987, the results in 1985
and 1988 went in the opposite direction.
Although- a rice surplus was achieved in 1985,
average market price actually went above the NFA
price by P0.50 per Kkilo, primarily due to
speculations on the first months of the vyear
triggered by the low beginning inventory of NFA,
(good for only six days). GOP's uncartainty on
the rice situation was also evident in the number
of times GOP changed decisions on the commodity
mix of the FY 1985 PL 480 program, from all-rice
to 50-50 rice and wheat, then finally, to all-

rice.
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NFA's operations in 1988 was also
ineffective, with the average market price
soaring at P1.00 per kilo above the official
price. Two factors were behind this: (1) NFA's
beginning stock inventory which went below the
30-day requirement; and (2) the deficit in rice

production during the vyear.

D. ACHIEVEMENTS

1. Summary
A summary table on the state of GOP compliance to

the self-help measures is given below:

Summary of Results, Grain Stabilization

Self-Help Measures

Self-help Measures Results
1. Deregulation and freeing GOP compliance.
All price controls on Deregulation was
milled rice, by 31 made effective
October 1985. 1 October 1985.
2. Pre-—-announcement of Implemented in
palay and milled rice 1987.

prices before cropping
season (May and

October) .
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3. Announcement of a grains Implementation of

price stabilization then proposed prog-
program by 30 September ram which involved
1986. reduction in support

price did not push
through due to
farmers' opposition
and budgeting prob-
lems. GOP requested
extension of dead-—
line to 30 June
1987. A policy
announcement is
expected on

December 1989 after
GOP's review of

the Grains Stabili-
zation Program study
under the Accelera-
ted Agricultural

Production Project.

Attribution

GOP commitment to the first two measures were
actually made on 31 May 1985, upon signing of Executive
Order 1028 by then President Marcos , or a month before
the PL 480 Title I Agreement was signed. Although the

measures cannot be categorically attributed to the
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Agreement, it may be noted that the policy paper which
triggered EO 1028, i.e. NEDA-MAF Joint Memorandum on
agricultural policy reforms, was made while negotiations
with the Manila Mission were on-going.

While GOP complied with the FY 1985 measures,
implementation of the FY 1986 measure, i.e. the third
measure, was problematic due to the apparent lack of
political will to carry out the then proposeed program.
The proposed program had the following features:

a. targeted procurement volume of 10.5 per cent of
palay and 3 per cent of corn production;

b. reduction of procurement prices for palay from
P3.50 to P3.00 per kilo; and for corn, from P2.90
per Kilo to P2.50.

C. release price for milled rice of P6.50 per kilo;
for corn grits, P4.50 per kilo; and for corn
grains, P3.50 per Kkilo;

d. open buying system where any farmer will be able
to sell to NFA against only farmer passbook
holders; and

e. focus on in-warehouse buying and reduction

of procurement through mobile stations,

Farmer organizations strongly resisted the proposal
to reduce the support prices, which was then justified by
the declining cost of production inputs. Another factor
which went against the implementation of the proposal was
its funding requirement of over P3 billion, implying a

total annual subsidy of P2.3 billion from the national
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treasury. In view of these developments, the Mission
granted GOP's request for an extension of the deadline to
30 June 1987. The GOP is expected to announce its grain
price stabilization policy in December 1989 as an
offshoot of the Grain Price Stabilization Study under the

Accelerated Agricultural Production Project (AAPP).

3. Related issues

Earlier parts of this report have indicated that the
implemented self-help measures were not sufficient in
making the GOP's grains price stabilization effective in
(a) improving farmers incentive, (b) stabilizing
consumer prices; and (c) implementing the “buyer and
seller of last resort" policy. Efforts to address the
problem must therefore include discussion of the
following policy issues:

a. appropriateness of the present pricing scheme
vis—a-vis other proposals which are less costly
in terms of the required budgetary support and
"opportunity cost-wise", e.qg. the UPLB
proposa1;6/

b. the role of NFA; and

c. long-term measures to improve agricultural
productivity.

6/

Ibid.
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The UPLB - proposed pricing séheme

The present pricing scheme is based on the
domestic costs of production which are not
necessarily the true economic or opportunity costs
due to the distortions existing in the agricultural
and industrial domestic markets. The opportunity
cost of producing or consuming rice domestically is
given by the world price of rice. As shown earlier,
retail prices of rice in the domestic market have
been lower than world prices since 1982 suggesting
that domestic consumers have been subsidized at the
expense of producers.

Agricultural economists from the University of
the Philippines at Los Banos (UPLB) have repeatedly
recommended that the domestic price of rice follow
the trends in the world price of rice or border price
of rice. The UPLB proposal entails the following:

(1) setting the domestic price goal for rice to
reach the moving average of the border price of
rice.

(2) setting the above price goal for Manila (i.e.
the Manila reference rate) while prices on other
parts of the country will based on this Manila
price plus marketing costs.

(3) maintaining the Manila reference price through
the use of variable import or export taxes which

would be equal to the difference between the
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domestic price goal and the actual, current

world price.

The Manila Mission may consider a study on the
feasibility of the concept as a self-help measure in
future agreements; since its implementation, is
argued to minimize the cost of government
intervention. 1In addition, it is supposed to be less
ambiguous and more equitable than the current method.
(Note that the AAPP terms of reference does not
explicitly state whether this pricing strategy shall

be considered).

The role of NFA

Under the UPLB proposal, the role of NFA would
consequently be reduced to emergency reserve
functions or importer of rice stocks to keep consumer
prices from rising in case of shortfalls, The NFA
Council would be in charge of setting the Manila
reference price. However, the need for keeping NFA
may no longer arise if the private sector can
adequately fill the role of grain importer.

Such a change in policy direction must, however,
be carefully studied in order to avoid the unintended
consequence of developing a private sector

monopoly/oligopoly on grain jimportation.
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c’

Long—-term measures

A price stabilization policy is essentially a
second best solution to the problem of improving
productivity in rice and corn production. In this
regard, future bilateral agreements may consider
supporting the following activities which have been
recommended by the Agriculture Staff of the NEDA
Secretariat (1989):

(1) programs to increase investments in the
rehabilitation of existing irrigation
systems in view of the high complementarity
between the use of fertilizer and the
availability of water; and

(2) increased investments in post-harvest
facilities and R & D, in view of post-
harvest losses which were estimated to
range from 10 to 31 per cent of total
harvest.

As partially discussed in this report, measures
to reduce the cost of production appear to have more
bearing on directly increasing farmers' income
compared to direct pricing policies and government

intervention in markets.
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Table 1Z2~a

Average Farm Frofit in 1972 Frices
(Fesos per kilogram of p&lay)

i978-1988
Market Farmgate Average Cost of
Year Frice Froduction Average Frofit
1978 0.46 0,595 (0.09)
1979 0.41 0.50 (Q0.09)
1980 0.329 0.47 (0,08)
1981 Q.39 0.49 (0. 10)
1982 Q.37 0.47 (0.10)
178Z 0.3Z8 0.3%1 0.07
1984 0.41 0.34 0.07
1985 Q.44 0.31 0.13
1986 0.38 0.27 0.11
1987 0.38 0.28 0.10
1988 0.40 0,28 0.12
Source: BAS, NFA, NEDA
Table 12-b

Expected Farm Frofit from Effective NFA Operations, in 1972 Prices
(Fesos per kilogram of palay)

1978--1988
Year Support Price Projected Frofit
1978 0.51 (0.04)
1979 0.52 (0.02)
1980 0.47 0.00
1981 Q.47 (0.02)
1982 0.49 0.02
1983 0.52 0.21
1984 0.48 0.14
1985 0.47 0.16
1986 0.47 0.20
1987 Q.45 0.17
1988 0.41 0,13

Source: BAS, NFA, NEDA 84



Retail Frices of Rice
(Fesos per kilogram)

Table 13

1978-1988

Average NFA Ceiling/ World Frice
Year Market Price Release Frice (FOR; 357 brokens)
1978 2.09 2.10 N.a.
1979 2.29 2.45 n.a.
1980 2.45 2.60 n.a.
1981 2.72 2.85 n.a.
1982 2.96 3.10 2.07
1983 3.19 .80 2.67
1984 S.10 S5.35 3.89
19835 7.00 6. 50 3.468
1986 b.56 6.50 J.62
1987 6.61 6.50 4.19
1968 7.50 6.50 S. 44
Source: BAS, NFA, NEDA
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Table 14-a

NFA Rice PFProcurement

(In Thousand MT)

1978-1980
Total Palay NFA
Year Froduction Frocurement NFA Share (%)
1978 7,212 918.9 7.2
1979 7,685 797 .7 9.8
1980 7,646 591.1 7.2
1981 7,911 a280.6 7.3
1982 8,324 649.2 7.8
1983 7,295 934.,0 7.3
1984 7.829 298.0 5.8
1985 8,806 401.2 4.6
1986 9,247 422, 4.6
1987 8,540 S72.0 6.7
1988 8,271 263.9 2.9
Source: BAS, NA
Table 14-b
NFA Vs. Market Frice for Falay
(Fesos Fer Kilogram)
1978--1988
NFA Support Excess of NFA Price
Year Frice Market Frice Over Market FPrice
1978 1.10 0.98 0,12
1979 1.320 1.04 0,26
19280 1.40 1.15 0.25
1981 1.85 1.30 0.29
1982 1.80 1.37 0.43
198% 2.10 1.82 Q.58
1984 2.90 2.69 0.12
1985 .90 .90 0,00
1986 .80 2.98 0.52
1987 .90 .19 0.31
1968 .90 3.50 0.00
Source: NFA, BAS
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Table 14-c

NFA Frocurement of Corn and Support Frice vs. Market

1984-1988
NFA NFA Support Average
Frocurement 7% of Total Frice Ex~Farm Price

Year (In Thousand MT) (F/kilo) (F/kilo)
1984 14.941 0.46 2.07 2.41
1985 109,799 2.84 2.81 2.98
1986 34.08B4 0.83 2.90 2.82
1987 26.951 Q.63 2.90 3.26
1988 122.273 2.746 2.90 J.01

Source: NFA
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Table 15

NFA Rice Distribution
1984-19868

NFA Sales
Excess of Market

Total Rice Frice Over NFA

Demand Volume Fercent of Retail Price
Year (in Thousand MT) (in Thousand MT) Total Demand (F/kilo)
1984 5,653.8 504.746 8.9 (.29)
1985 5,689.7 364.902 6.4 0.50
1986 5,787.0 112.514 1.9 0.06
1987 9,916.2 466.542 7.9 0.11
1988 6,105.9 405.226 6.6 1.00

Source: NFA
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A.

VI. DIVESTITURE/PRIVATIZATION OF NFA/DA CORPORATE INTERESTS

BACKGROUND

The divestiture by NFA of its corporate interests has
been a major objective of USAID policy initiatives since
1984. This has been a major focus of both policy dialogue
efforts and privatization objectives. Policy reform
initiatives involving operations of the National Food
Authority which were unrelated to grains stabilization and
trading activities were formally included among the self-help
measures in the FY 1985 Agreement. The same objectives were

likewise contained in the FY 1986 and FY 1987 agreements.

OBJECTIVES OF THE SELF-HELP MEASURES

In the FY'1985 program, the objectives of the policy

reform measures related to divestiture were as follows:

1. to reduce the need for public subsidies of food

marketing activities;

2. to increase the efficiency of food marketing

activities; and

3. to reduce public sector involvement in activities

traditionally reserved for the private sector.
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These objectives were to be accomplished through the
divestiture by the National Food Authority of all of its non-
grain stabilization and trading activities. NFA was to "take
steps, 1initially to effect (a) the transfer of all KADIWA
and other non-grain operations of NFA to the Food Termiunal,
Incorporated, and subsequently, (b) the transfer or
divestment of the operations of Food Terminal, Inc.,
including the KADIWA operations, as a joint venture between
the GOP and the private sector, and eventual transfer to full

private sector control.

The objectives of the self-help measures involving
NFA's operations in the FY 1986 agreement were basically a
restatement of the language in the FY 1985 program. At that
time, the GOP had already commenced a divestment program for
the National Food Authority involving closure of
approximately sixty percent of the KADIWA outlets (FY 1986
Grant Agreement, page 12). The grant agreement language
likewise committed NFA to divest itself of activities which
were determined to be not necessary for the implementation of

an effective rice and corn stabilization program.

IMPLEMENTATION

1. Significant Events

a. Approval by then President Marcos of the adoption
of policy reforms in the agricultural sector,
including the divestment nf all NFAs non-grain

related activities. April 17, 1985 (See Annex I).
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Signing of E.O0. 1028 by then President Marcos. May

31, 1985 (See Annex II).

Signing of FY 1985 PL 480 Title I Agreement. July
8, 1985. This Agreement committed the NFA to
divest 1itself of non-grains operations, including

KADIWA operation.

Signing of the FY 1986 PL 480 Title I Agreement.
June 20, 1986. The PY 1986 Agreement further
committed the GOP to continue with the self-help

measures provided for in the FY 1985 agreement.

Closure of all KADIWA units in 1987.

Conduct of study in divestiture strategies for the
Department of Agriculture's privatization program

in 1987.

Signing of the FY 1987 PL 480 Title II Section 206
Agreement. June 5, 1987. This Agreement committed
the GOP to divestiture actions on two subsidiaries
of the Department of Agriculture - the Philippine
Cotton Corporation and Philippine Dairy

Corporation.

Signing of the FY 1988 PL 480 Title I Agreement.
April 19, 1988, This Agreement expanded coverage
of divestiture actions to include three NFA

peripherals.
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Evaluation

The KADIWA program was initiated in 1981 to
provide a check on the rising cost of commodities brought
about by worldwide inflation. The KADIWA system
comprised of a network of government operated retail
stores which "offer consumers a range of food and other
commodities at prices which are equal to or lower than
the lowest prevailing prices in the area in which the
KADIWA is located.”" 1In effect, the KADIWAs were outlets
for commodities subject to retail price controls. The
number of outlets increased to a‘high of 300 stores but

decreased to 178 after rationalization in May 1984. The

'KADIWA program reportedly operated at close to break-

even. Although positive net profits were reported,
interest and other unreported expenses pulled down the

system's performance.

The Food Terminal, Inc. (FTI) started operations
in 1974. The terminal became a subsidiary of NFA in
September 1984. FTI comprised of marketing, facilities
management and corporate services operations. The
marketing arm operated the Kadiwa stores not directly
operated by NFA. The facilities management operation
included a slaughterhouse, a chicken processing piant, a
refrigerated warehouse and other similar facilities.
According to the draft report on PL 480 (August 1986},
accounting information of FTI was incomplete although the

total loss in 1983 may have reached P81 miliion.
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The thrust of the FY PL 480 Title II program was
to further reduce subsidies in agricultural marketing
activities and eliminate government intervention in
agriculture. The agreement required the Department of
Agriculture to divest itself of two subsidiaries - the
Philippine Cotton Corporation (PCC) and the Philippine
Dairy Corporation (PDC). In particular, DA was to
develop definitive divestiture program for PCC and PDC by
March 15, 1987 and initiate the divestiture process by

1989.

The FY 1988 PL 480 Title I program expanded the
scope of divestiture actions. NFA peripherals were
identified for divestiture. The entities included were
the Tabangao Loading Facility, the Digos Agro-Industrial
Complex and the Northern Grains Complex. The objectives
of these divestiture operations were basically adopted

from the FY 1987 Title II agreement..

Divestiture of KADIWA operations was completed in
June 1987. All provincial Kadiwas were closed/sold as of
that date. With respect to FTI operations, the study on
the subject was completed only on February 1987, or over
a year from the previous deadline which was January 1986.
In view of the GOPs reorganization during that period and
the delayed issuance of privatization policy directives,
this particular self-help measure, i.e., divestiture of
NFA non-grains operations, was carried over to the 1986

PL 480 Self-Help Measures.



Privatization wof FTIs operations has been slow
because of the following reasons: (a) legal question on
FTI land title; (b) privatization plan has to take into
account the needs of existing lessees; and, (c)
"difficulty in leasing the entire complex. Meanwhile, a
catalog of FTIs assets has been completed. The specific
bidding rules and contract to sell have been finalized.
Pre-bidding conference is scheduled for the third quarter
of 1989.

With respect to the FY 1987 self-help measures
involving DAs subsidiaries, the privatization plan for
PCC has been completed. PCC's major assets have been
turned over to the Asset Privatization Trust (APT). APT
has conducted two biddings so far, but there have been no
interested parties. The third bidding (for the
ginneries) is scheduled for the third quarter of 1989.
For PDC, the divestiture plan has also been completed.
All PDC facilities have been leased out. An
inventory/registration of working stocks/animals is still
on—going.

GOP budgetary support to PCC and PDC from 1985 to
1989 is shown in Table 16. Of the two, PDC has received
the larger financial support, about P95 million between
1985 and 1987. PCC has received subsidies of about P18
million for 1985 to 1989. Evidence indicated no further

budgetary support to be given to both corporations.
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Table 16

Budgetary Support to Philippine Cotton Corporation (PCC)
and Philippine Dairy Corporation (PDC)
1985-1989
(In Thousand Pesos)

PCC PDC
Equity ) Equity
Investment Subsidy Total Investment Subsidy Total
1985 - 9,354 9,354 26,176 - 26,176
1986 - ~ - 43, 360 - 43,360
1987 - - - 24,853* - 24,853
1988 - 3,000 3,000 - - -

1989 - 6,000 6,000 - - -

*
Capital OQOutlay

Source: Department of Budget and Management

With respect to NFA's peripherals, the disposition
of TLF has been turned over to APT. All TLF assets have
been appraised and a pre-bid conference is scheduled for
the third quarter of 1989. Meanwhile, evaluation for the
Digos Complex and the Northern Grains Complex has been
completed. Both entities have been recommended for
privatization. The recommendation is up for approval by

the NFA Council.
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D. ACHIEVEMENTS

Summary Table

Self—-Help Measure Result

1. NFA to take steps to

effect:

a. transfer of all KADIWA Closure of all
and other non-grain KADIWA units as
operations of NFA to of June 1987.

the Food Terminal, Inc.,
and subsequently

b. transfer or divestment
of the operations of
Food Terminal, Inc.,
including KADIWA, as a
joint venture betwwen
GOP and the private

sector.
2. Completion of divestiture a. Included 1in
study by 31 January 1986 FY 1986 Title

1 Agreement,
with deadline
extended to 15
February 1987.
Study was com-
pleted in
February 1987.
As of August
1989, the fol-
lowing prepara-
tory steps have
been done:

i) appraisal
of FTI
assets

ii) preparation

of FTI asset
catalog
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Design of a divestment
program for the dairy

and cotton corporations
by 15 March 1988, with
the objective of starting
the divestment program
during 1988.

Submission by Department
of Agriculture to the
Committee on Privatization
of formal recommendation
of the following NFA
peripherals, by

31 December 1988:

a. Tabangao Loading
Facility (TLF)

b. Digos Agro—-Industrial
Complex; and

¢c. Northern Philippines
Grains Complex (NPGC)
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iii) finalization
of specific
biddding
rules and
contract to
sell. Pre-
bidding
conference
in scheduled
for third
quarter of 1989.

iv) declaration
by the Depart-
ment of Energy
and Natural
Resources that
FTI is a public
land. This
will pave the
way for
privatization.

Final report on dives-—
titure strategies for
the Philippine Cotton
Corporation and
Philippine Dairy Corp.
completed January 1988.

a. TLF disposition
turned over to
APT; TLF assets
appraised; and
pre-bid conference
scheduled for third
quarter of 1989.

b. Evaluations for

disposition of

Digos and NFEGC
completed.
Recommendation

for privatization
submitted to NFA
Council for approval.



’

¢ e g e e
P

v//-'r" orp AT YT

s \$/7} b

ANNEX T e ..-.-.+~.:-.—-J..:....«us:!':i};g:(x\':a

g
g
it y (&
u.‘r§f§~f~‘-* ’v S‘Iﬂ'f}

LA 3

s

+, - POLICY STATEMENT OF GOP ON AGRICULTURAL SECTOR . SY
bl 15 APRIL 1985

) "
LY
‘ Cable AdQdress: NEDAPH!
M ﬂ P.QO Box 419, Greenhi

. LQ Tels. 673.50-31 10

FOR ¢+ His EXCELLENCY -
PrResIDENT FERDINAND E 0S
FROM : MinIisTER SaLvapor H, Es RO

MINISTER VIceNTE B, VaLDEP
SUBJECT . REVITALIZATION OF THE AGRICUCTURAL SECTOR
DATE 15 ApriL 1985

1, THE PROSPECTS FOR THE EARLIEST AND STRONGER RECOVERY
OF THE PHILIPPINE ECONOMY HINGES MAINLY ON INTERNAL
EFFORTS ESPECIALLY THE REVITALIZATION OF AGRICULTURE,
WITH A MORE OPEN., LIBERAL AND LESS REGULATED POLICY
CLIMATE, THE FULL POTENTIALS OF AGRICULTURE CAN BE
UNLEASHED FOR THE BENEFIT OF THE PEOPLE AND SMALL
FARMERS,

2, SEVERAL POLICIES TO REINVIGORATE AGRICULTURE HAVE
ALREADY BEEN TAKEN, INCLUDING:

A) ALL PRICE CONTROLS EXCEPT ON RICE HAVE BEEN
LIFTED:

B) FANCY-RICE VARIETIES ARE NO LONGER SUBJECT TO
PRICE CONTROL AND A MULTI-TIERED RICE PRICE
CEILING SYSTEM IS IN PLACE:

C) COCONUT EXPORTS AND DOMESTIC SUGAR TRADING HAVE
BEEN OPENED UP TO PRIVATE ENTERPRISE:

D) INSTITUTIONAL ARRANGEMENTS HAVE BEEN IMPROVED
FOR A MORE BROADLY BASED REPRESENTATION OF ALL
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Page 2 of 3~

SECTORS IN THE COCONUT AND SUGAR INDUSTRIES: AND.
E) FEEDGRAIN IMPORTATION IS NO LONGER LiMITED To NFA,

3, HOWEVER, IT IS VERY CRITICAL THAT THESE RECENT ACTIONS
BE REINFORCED TO FURTHER IMPROVE INCENTIVES TO FARMERS.
TO STABILIZE PRICES., AND TO RAISE THE EFFICIENCY OF THE
AGRICULTURAL SECTOR AS SOURCE OF FOOD AND EXPORTS, A
MORE PROFITABLE INVESTMENT CLIMATE IN AGRICULTURE WILL
ALSO ACCELERATE RURAL DEVELOPMENT AND REDUCE SUCH
THREATS TO NATIONAL SECURITY AS INSURGENCY IN THE
COUNTRYSIDE,

4, THE FOLLOWING RECOMMENDATIONS ARE THEREFORE RESPECT-
FULLY PRESENTEL FOR PRESIDENTIAL APPROVAL:

A) COMPLETE DEREGULATION OF RICE PRICES, THIS CAN BE
ANNOUNCED IN MAY (START OF PLANTING) AND IMPLEMENTED
IN OcToBER (START OF HARVESTING), THIS ACTION WILL
GREATLY IMPROVE INCENTIVES TO FARMERS FOR MORE RICE
PRODUCTION,

COMPLEMENTARY TO THIS ARE STEPS TO ENSURE PRICE AND
SUPPLY STABILITY, SUPPORT PRICES SHOULD BE ADJUSTED
UPWARDS IN PROPORTION TO INCREASED PRODUCTION COSTS,
AND NFA BUFFER STOCK OPERATIONS SHOULD BE STRENGTHENED,

B) 0NPENING UP OF WHEAT IMPORTATION AND FLOUR DISTRIBU-
TION TO THE PRIVATE SECTOR, I|HE EXISTENCE OF AT
LEAST THREE LARGE FLOUR MILLS AND THE ENTRY OF OTHER
ELIGIBLE PARTICIPANTS WILL RESULT IN A MORE COM-
PETITIVE SYSTEM AND ENSURE THE AVATLABILITY OF RICE
SUBSTITUTES LIKE WHEAT,
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¢) DetamiTing NFA'S STABILIZATION FUNCTLONS ONLY TO
RICE _AND CORN AND DIVESTMENT OF ALl I1TS NON-GRALN
RELATED ACTIVITIES., THIs wiLL 1mprove NFA’s
OPERATIONAL EFFICIENCY AND RAISE INCENTIVES “TO THE
PRIVATE SECTOR TO ENGAGE IN TRADING OF OTHER GRAINS,
WITH ITS FOCUSED AND CONCENTRATED EFFORTS IN THESE
AREAS., THE GOVERNMENT THROUGH NFA CAN POSITIVELY AND
BETTER INFLUENCE THE RICE AND CORN SITUATION, THE
PRIVATIZATION OF FTI Anp KADIWA OPERATIONS WILL ALSO
REDUCE GOVERNMENT COSTS,

D) EULL IMPLEMENTATION OF THE POLICY TO ALLOW ALL
SECTORS TO IMPORT AND DISTRIBUTE FERTILIZER, THIS
WILL ENCOURAGE MORE COMPANIES/END-USERS TO IMPORT
AND DISTRIBUTE FERTILIZER,

E) GRADUAL REMOVAL OF SUBSIDIES TO FARM INPUTS. E.G..,
CREDIT AND IRRIGATION., THIS MAY BE DONE GRADUALLY
WITHIN A PERIOD OF AT LEAST ONE YEAR, SUCH POLICY
ACTION WILL FURTHER REDUCE GOVERNMENT COSTS, |MPROVE
THE PROFITABILITY OF INDUSTRIES PROVIDING SUCH INPUTS,
AND STABILIZE PRICES OVER THE MEDIUM-TERM, MOREOVER,
PROGRAMS TO DEVELOP SUCH CHEAPER INPUTS AS AZOLLA AND
MORE EFFICIENT TECHNOLOGY AND FARMING SYSTEMS SHOULD
BE ACCELERATED,

5, FAVORABLE ACTION ON THE ABOVE RECOMMENDATIONS WILL IMPROVE
THE POLICY ENVIRONMENT AND ENCOURAGE MORE EXTERNAL SOURCES
OF FUNDING SUCH AS FOREIGN INVESTMENTS AND .OFFICIAL DEVELOP-~-
MENT ASSISTANCE (DDA) To THE counTrY, 0D/ 1S CRITICALLY
NEEDED DUE TO THE DELAY IN THE NORMALTZATION QF ACCESS
TO COMMERCIAL CREDIT,

el

O Y/ "dx,
/é él/CENTE 5. ‘VALDEPENAS., (R,

SAUVADOR W, ESCUDERD 111
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ANNEX II

EXECUTIVE ORDER NO,1028

—

PROVIDING FOR FURTHER DEREGULATION IN THE PRODUCTION AND
TRADING OF FOOD GRAINS AND RELATED AGRICULTURAL INPUTS

WHEREAS, under the New Republic, national development shall be
pursued with renewed dedication and greater determination through a
more efficient, effective and economical govermment ;

WHEREAS, it would be desirable, as a general policy, to
encourage the participation of the private sector in the development
of the country and to rely as much as feasible on the free interplay
of campetitive market forces in the production and trading of food
grains and related agricultural inputs;

WHEREAS, for this purpose, it would also be desirable to libe-
ralize.the governmental Tegulatory framework in support of the above-
stated national policy; and

WHEREAS, under Presidentiual Decree No. 1416, as amended, the
President is empowered to undertake such organizational und related
Lmprovenents as may be appropriate in the light of changing circums-
tances and new developnents;

NOW, THEREFORE, 1, FERDINAND E. MARCOS, President of the
Pnilippines, by virtue of the powers vested in me by the Constitution
snd the authority vested in me by Presidential Decree No. 1416 as
amended, do hereby order and ordain:

SECTION 1. It is the policy of the State to achieve and
m.intain an adequate supply of food grains at mutually satisfactory
price levels for both farmers and consumers, primarily through
reliance upon the market nechanism and by encouraging the participa-
tion of competitive private enterprise in the production and trading
of food grains as well ac of related azgricultural inputs, such as
fertilizers, seeds and pesticides.

SECTICN 2. The price of milled rice is hereby dereguiated,
and shall no longer be subject to price controls: Proviacd, however,
That in order to ensure price and supply stability, the government,
through the National Focd Authority, shall, whenever necessary, engage
in the procurement of palay from famer-producers at such floor or
SUPpOrt prices as it may be determine, for the purpose of stabilizing
the. price of palay or of maintaining a desirable buffer stock level:
Provided, further, That the National Food Authority shall continue to
have the exciusive authority to import rice when necessary and when
authorized by the President: and Provided, rinally, That the asregu-
lation of the price of millad rice shall Tuke 6LIcCL-6n October 1,
1885,

BEST AVAILABLE DOCUMENT
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SECTICK 3. ‘lhe stabilization functions of the National Food
Authority shall henceforth be limited to rice and corn, and where
necessary, wheat: Provided, however, That the President may, for
stabilization purposes, authorize the intervention of the appropriate
government entity in the trading of other food items if so warranted
by conditions as may exist from time to time.

Accordingly, the National Food Authority proper shall relinquish
or transfer to another government entity or to the private sector, as
appropriate, all its non-grain stabilization and trading activities,
Steps shall accordingly be taken initially to effect (a) the transfer
of all KADIWA and other non-grain operations of the National Food
Authority te the Food Terminal, Incorporated, and subsequent ly
(b} the transfer or divestment of the operations of Food Terminal,
Incorporated, including the KADIWA operations, as a joint venture
between the govermment and the private sector, without prejudice to the
possibility of a full transfer to the private sector immediately or
ultimately.

SECTION 4. The importation of wheat and the distribution of flour
shall henceforth be open to the participation of and undertaken by the
private sector: Provided, however, That the government through the
National Food Authority may import wheat and distribute f{lour under com-
petitive conditions with the private sector, whencver deemed necessary
to maintain the domestic selling prices of flour within reasonable
levels,

SECTION 5. The policy of open importation and distribution of
fertilizer by all interested private parties, including distributors
and end-users thereor, shall be fully implemented. All remaining
subsidies, whether direct or indirect, for fertilizers shall be removed
as soon as possible to accelerate the development of less expensive
similar inputs, such as azolla and other organic fertilizers, in order
to eventually reduce the cost of food production.

SECTION 6. The National Food AuthoTity shall issue the necessary
guidelines for the implementation of the policies set forth under
Sections 2, 3, and 4 and the Fertilizer and Pesticide Authority for
Section § hereof.

SECTION 7. All laws, decrees, orders, proclamations, rules,
regulations or parts thereof which are inconsistent with any of the
provisions of this Lxecutive Order are hereby repealed or modified

accordingly,
Y

-
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SECTION §. ‘This Executive Order shall take. effect immediately
except as provided in Section 2 hereof.

DONE in the City of Manila, this 31sc day of May , in
the Year of Qur Lord, Nineteen Hundred and Eighty-Five,

By the President:

/////////;%esidential Executive Assistant

(

. —
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ANNEX III
STATUS REPORT BY GOP ON SELF-HELP MEASURES
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23 September 1987

Mr. Frederick W. Schieck

Director

U.S. Agency for International Development
Ramon Magsaysay Center Bldg.
poxas Blvd., Manila

RE: PL 480 SELF-HELP MEASURES

Dear Mr. Schieck:

3|

L~

P
. =
T

<&

TD

PZR

CSI3

LOG

GSQO

TRV

cO

PR,

ech

Q32T

opi AL
ey e VI ]
TC,{I.'. __J

TC/T1)

|

e
|

l » v
vy

DUE_DATE

102 X= K7

VT A v

%y

- ACTIOH

Olier baz b

I EYAS

We are pleased to inform you of the status of our self-help
measures as follows:

1.

(&8

For your information and reference.

A1l the NFA Provincial Kadiwa Centers have been closed.
The Tast unit was closed in June 1987.

NFA has begun announcing its buying price for corn and
rice (palay) before the start of each crop season; this
is done in May and October of each year.

The implementation of Privatization Program for the Food
Terminal Incorporated is already on-going. In fact, a
study team from USAID is now at Department of Agriculture
to validate the Privatization Program previously prepared
by MFA.

The ceiling prices for grains including rice and corn have
been deregulated or Tifted since late 1985.

Effective March 11, 1986, the importation of wheat grains
and wheat flour and feedgrains has been opened to the
private sector.

Very trul ours, . o
Y i Clearance/Action Loz 5l

T
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Deputy Administrator and

Cha1r§§n, Executive Committee
\
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ANNEX IV

Chronology of Events on FY 1985 FL 480 - 1

Location of

Data Event/s Document/s Document
AGREEMENT
8 July 1983 I. Signing of Agreement. 1983 FL 480-1 Frogram
Agreed self-help measures with definite timetable: Agreement
(85, A-D)

1) dereculation of milled rice prices by 31 Oct. 19835

2) issuance of implementating requlztions by NFA re:
opening of wheat importation to private cectar by
15 July 1985;

3) iszuance of implementing requlations re: opening of
flour distribution ta private sector participation

by 15 July 1955

4) progranmed phase-out of all NFA distribution of flour
within 2 aonths;

5) study on divestiture plan for MFA subsidiaries
(KRDIWA, FTI) by 31 Jan. 1984

&) regulations on the following to b2 iszued by FFA by
15 July 1985;

a) permitting the private sector to import fertilizer;

B) peraitting FFA intervention if prices are
unraazonably high;

¢} policy of non-subzidy on damastic fertilizer
production and distribution.

Aug, 1985 I1. Developments affecting GOP compliance to agresd Mentioned in Program
s2lf=halp neasures: “USALD view
cancerning
A) Fres, Marcos’ order to C§ that all allocations of compliance"

foraign exchange far wheat and wheat floup products be (B3, A-2)
given to the Fhil, Fed. of Bakers Association, Inc.

Sept.- Dec, 5) lssuance of import license to the Fhil, Eakers, Inc, Mantioned in Frogram
1985 for importation of 329,000 MT of wheat and “USAID view
whaat flour products concerning
complianca"
Sept,. 1969 C) BFA reallocation of shipments of 80,000 KT of wheat (€3, A-2)

orcered prior to the FL 480 agreeent among the aills
(These actions lead to ragional market distortions)

BEST AVAILABLE DOCUMENT
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Date Event/s

8 Sept. 1983 D) Agreed phase-out of wheat flour inventories of NFA

$ July 19683 II1. Utilization of FL 4B80-1
Approval by Pres. Ferdinand E. Marcos of the rice impart-
ation fron U.S. using FL 480 Title I Facility

IV.Anendment to 1985 Agreemsnt

14 fpril 1988 A. Clearance by USAID officials of Amendment No 1 of 3555
Title I, FL 450 Agreement. Amendment pertains to pur-
poses for which proczeds accruing to GOP are io be

used, and on uses ‘of lacal currency (F)

13 April 1983 B, GOP and USG negotiatars reached final agreement on the
text of Anendment 1

12 Agril 1988  C. GO complies with Amencment I, i.e., to depasit approx.
F709 M in a spacial account. Said amount is P 2quiv-
alent of $ dishursenents of USG under 1985 FL 480

Annex IV
Page 2 of 11

Location of
Documant/s Document

Mentioned in Progran
“"USAID view

cancerning

compliance”

(€5, A-2)

Joint Hemo- Frogram
randum of Min-
isters Valde-
penas {(NEDA),
Escudero (MA),
and Tanchanca
(WFR) dated

1 July 1925
seaking appro-~
val of sama
matter

{85, A-3)

fction Memaran-  Program
dum for the

Director re:

Anendment No. 1

to 19685 FL 489

Title 1 Agree-

ment

(€3, A-4) -

Action Memoran-  Program
dun for the

Director re:

Amendment No. 1

to 1989 FL 489

Title I Agree-

ment

(83, A-4)

Action lemoran-  Program
dum for the

Directar re:

Amendment No. 1

to 1985 FL 480

Title I Agree-

ment

(€5, A-4)

BEST AVAILABLE DOCUMENT
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Date

14 June 1985

30 July 1985

31 Kay 1995

Hid 1985

SELF-HELP MEASURES

A. Issuance of FPA Memo Circular No. B3-01 for qualified

B

Cl

entities to import fertilizers pursuant to LOI No. 1419
and EQ No. 1028. The FFA Memo Circular libaralizes the
importation and distribution of fertilizers; and states
pricing policy tor fertilizer, i.e., retail price must
nat excezd the FFA ex-warehouse price plus any transport
cost or othar cost allowed by the Provincial Price Stab-
ilizaticn Council. To foster competition in the industry,
viable antities with a national distribution network
shall be given first option to offtake their fertilizer
needs froa iaportations.

Inplementing guicalines iszuad by NFA and FFA on wheat
importation and flour diztribution

E.0. Mo. 1023 was issued, providing for further derequla-
tion in the production and trading of food grains and
related agricultural inputs, "The E.O.

1) ceregulatas price of milled rice (to take effect
1 Oct, 1963) but NFA shall continue to have exclusive
autharity to import rica;

2

—~—

limits stabilization functions of A to rice and corn;
3) orders KFA $o relinquish all non-grain stabilization
and trading activities, e.q., divestment of FTI and
KADIWA;

4

—

ogens importation of wheat and the diztribution of
flour to private sector participation.

Fhil, Bakers, Inc. ("Fhilbaks") was orcanized and is
intendad to operate as the trading arm of the Fhil, Fed-
2ration of Bakers Asso., Inc. for commodities and ingred-
ients required, necessary and/or incidental to the baking
indusiry

Annex IV
Page 3 of 11

Location of

Document/s Document

FFA Memg Circ-
ular siyned by
M. losa

(85, SHit-1)

Frogran

Lettar to USAID
Director from
NEDA D. G.
Valdepenas

(83, SHM-21)

E.0. 1028
(E5, SHi-2)

Program

27 Aug, 1985
letter of Bart-
olome T. Harmo-
sura, Jr., Fhil,
Fed, of Bakers
Rzsa., Inc.
precident to
Fhil. fsso. of
riour Millers,
Inz,

{33, 5HM-2)

Program

BEST AVAILABLE DOCUMENT
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Date

30 Aug. 1983

i Dct. 1985

BEST AVAILABLE DOCUMENT

Event/s

Recent actions of GOF which shut down further
wheat imports

D. NFA announces deregulation of milled rice prices. [Also,

NFA is injecting 3,000 T at curvent pariod of milled
ricz into the market vs. 6,000 MT i has historically
injectedl,

CORRESFGNDENCE

29 April -
8 June 1985

§ Junz 1965

27 June 19335

20 Aua. 1983 E.

17 Sept. 1965 F.

27 Oct. 1985 B,

10 Get, 1985 H.

BOP request re: commodity mix for FL 480-I

itla. Uission reply o MEDA request for 7L 480-I

Hanila Mission report on BOP negotiations

Fres, F. E. Marcos signed E] assigning all wheat impori-
aticns to PailBakers  ( allegedly backed by Eduardo
Cojuanca )

Fres. F.E.Marcos rescinded EQ assigning all wheat import-
ations {o PhilBakers

USAID Repional Advisor suggests remedies if GOP fails to
carry out self-help measures: US3 has a sound leoal basis
for terminating FL 420 Agreement and demand immediate
repayment of the entire principal snount if GOP has
either breached or aupressly or implicitly repudiated the
ooligation to carry out tha self-help program.

USAID's Mr. Goodwin reparted thai PhilBaker is rumored to

have crdared 12,500 MT of flour which will place it in an.

advantageaus market position with peak demand in December
and low supply (i.2,, no orders for wheat importation had
been reportec for past 2 months). This could then be used
to rationalize a return of NFA intervenion in the wheat
and floue masbet,

108

Annex IV

Page 4 of 11
Location of
Document/s Document
Manila 26474
(85, C-23)
Manila 31570 Progran

(85, SH-22)

Letters from

NEDA to USALD

& USAID Memo

from Dir. Schieck
(63, €-32)

Letter to NEDA
0.6. from
USAID Dir.
(83, €-33)

Manila 18714
(83, C-31)

Mentioned in Memo
to Mr. Schieck
dated 10 Oct,
1983 rescurrent
status of wheat
inputs,FL 480-1
(B3, SH1-4)

Y¥ientioned in Memo
to Mr. Schieck
dated 10 Oct,
{9E3 rescurrent
status of whect
inputs,FL 480-[
(85, SHM-4)

Information Me-
morandum for the
Director from
Regional Legal
Advisor B.Miller
(83, SHM-13)

lientionad in Memo
to Mr. Schieck
dated 10 Oct.
1989 rescurrent
ctatus of wheat
inputs,FL 480-1
(85, SHM-4)



Annex IV
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Location of
Date Event/s Document/s Document

22 Nav, 1983 l. NEDA forwarded that NFA had favared one group of importers NEDA Report to
(the bakers) by giving them, in effect-veta power over USAID re: luple-
the right of other potential importers to obtain import mentation of

licenses. Hence, it suggested that NFA should be directed Self-Help

to issue import licenses for future wheat and flour Measures
imports as individual firms so request. {83, SHM-3)

21 Jan. 1986 .J. Carrespondence Re: PL~480) Self-Help Repart. Memarandum of
UEAID viewed compliance to FL-4E0 as “questionable® while
GOP maintained they are in ‘substantial compliance® (Bet. USAID and

NEDA officials)
{83, SHM~14)

21 Jan, 1984 K. Carresp, from then it Virata informing USAID of DOF Letter of USAID
endorsensnt of a request for grant funding of NFA‘s Dir. from exPM
rationalization plan, Virata

(635, SRH-17)

22 Jan, 1936 L. USAID concern on non-compliance of GOP on FL 480-1 Agenda Items for

conditions Anbassadors’

leeting with
the Prime Hin.

{85, SHM-3)
3! Jan, 1984 M. Revision of FL 480 Title I/1II allocztion table for United States
FY 1986 as of Jan, 1, 1986, Fhil. is allocated $35 M Denartnent of

north of wheat and rice Agriculture

Dffice of Info.
(85, SHI-16)

HFA Divestitura Plan Technical Ass~
istance for Faod
Terainal Inc,
and KADIWA Prog.
{83, SHY-18)

31 Jan, 1985 N

D. Evaluation of FL 480 Info. Memorandum
for the Admin-
istrator [from
AA Greenleaf]

(85, SHI-9)

14 Feb. 19856 F. Honitoring of developments re: leao to U3AID
Dir. from ORAD
a) changes in duties and taxes affecting flour milling re: wheat/flour
and distribution (per 0 1062-R cigned 9 Nov. 1985; update
FD 1991 signed 31 Oct. 1985; FD 2006 signed 31 Dec. {83, SHY-10)
1963; PD 2031 signed 5 Feb, 1985)
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Date

21 Feb. 1964

21 foril 1935

28 April 1986

14 May 1965

Event/s

. USAID evaluation of GDP compliance ta FL 480 [ self-help
conditionalities, viz.:

a) anonalies in the opening of wheat importation and the
delay in NFA divestment plang

B) failure to make prompt remittance of the Currency Use
Faymznts; and

¢} submission of a less than satisfactary Self-Help Report

Fhil. Flour Millers Rsso. position re: opposition to wheat

importation under FL 450 by NFA

R+ USAID “Reminder* to new GOF administration re: status of
1985 FL 480-1; the possibility of a 1985 agrezment and
recomsendations regarding thereon. USAID recommended

1) submission of a letter of request for 1986 Title |
Frogram

2) deposit by GOP of P counterpart in a special account
as required undar 1985 agreement;

3) joint review regarding GOP's intentions with rezpact to

neasures still open under 1983 agreement

41 jeint egreement on self-halp measures far possible 1984
agreement through sale of the imported food commadities

s

S, GIP (Aquino-Adminisiration) ‘maintzined it has complied

1985 U3 FL 4B0 agrezments except a delay in the implement-
ation of NFA divestiture pragram. The latter will be based

on a study 7unded by ADB Technical Assistance. New dzad-
line for divestmant is 31 Jan, 1987

—

Status report of NFA re: compliance to 1985 FL 480 self-
help measures viz,:

1) closure of all KADIWA units by June 1987

2) deregul&tion of ceiling prices of grains

3) opening of wheat and wheat product importation to priv-

ate sector effective 11 March 1984

4) announcement by NFA of its buying prices

Annex IV
Page 6 of 11

Location of

Document/s Document

Letter to NEDA
Dir, Gen, from
USAID Director
(NOT SENT due ta
EDEA Revolution)
(85, EHi-11)

Letter to Hr.
Echieck from
FAFKIL

(B3, EH-12)

Letter to Minis-
tar Ongpin from
USAID Director
with Annex re:
Policy Reforas
Under PL 480
Title [ Agres-
ment

(€3, SHM-13)

Letter of then
Nin. Ongpin to
USAID Director
{83, ShN-14)

Letter to USAID
Director from
NFA Administra-
tar

(B3, SHM-19)
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Date

20 Sept, 1963

74 May 1505

20 April 1983

Jupa 1985

Juna 1985

Event/s

9) on-going implementation of NFA privatizaticn program.

U. USAID accepted full closura of self-help measures re: NFA

divestiture p

CORRESFUNDENCE

1'ogram

A. Framework for Monitcring FL 480 Agreement Main points:

8

D

1. Monitaring

corpliance but in troader and more programmatic context

of progres
ment assis

2. Five categ
- formal p

should not be zeen in audit-based sense of

s in an ongoing policy dialogue and davalop-
taice program

cries of monitoring are identified:
elicy agreement .

= progress” in policy implementation

- impacts
objectiv

= changes

- aodifica

Cash Statuz o

Certification

1. Fecilities and Conditions (in the Phil.) for Receiving,

Storaga an

of policy implementation on reform goals and
3

in the reform environment

tions of reform strateqy

f U3 FL 480-Title I a5 of June 20, 1985

by U.8, Mission Re:

d Distribution of FL 48D Rice without

spoilaga or waste

2. Agricultur

rice short

al couns2lar estimates that there is current
age in tha Fhil,

Timing Requirements cof Rice for Delivery undar

FY 1985 FL 4

80

Unzigned note re: $20 million loan and Cojuangco’s moves

{0 take aver

« Timing of Tit

aquest for u

the U.S. rL 4
Fund

wheat importstion
le I thilippine Rice Frogran

g ¢t F 10 aillion from the peso proceeds of
0 Title I loan to augment FIDS Endowmant

3
£}
o)
]

Annex IV
Page 7 of 11

Lacation of
Document/s Document

Letter from
USAID to NFA
(B3, SHM-20)

Internal USAID
Memo dated

20 Sept, 1983
(To Chief, ORAD
fram Koppel Con~
sultant

(83, C-1)

USAIQ internal
document
(83, C-2)

Manila 15311
(83, C-14)

State 119664
(85, C-15)

“$heat/Flour"
{85, €-22)

Gtate 18522
(85, C-30)

Letter to U5-
AID Director
from NEDA DG
{63, C-3)
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Date

18 July 1985

23 Aug. 1959

15 Aug. 1925

13 Aug, 19c3

30 Dct. 1967

25 Nav, 1987

El

Event/s

Issues re: monitoring of FL 480 Title'l Sz1f-Help
Measures

Request for use of local proceads for Low Income Communi-

~ Yy Rssistance Project (LICAP) [Comments of USAID‘s ORAD

6

as

on LICAP atiached but NEDA's concept paper aiszingl

Arrangaments Re: Monitoring of 1955 L 480 1 Agresmants:
a) Progress Repart by GIF due 15 KovesSer 1683

b) Financizl report on tha generation znd uze of sales
procesds on a qusrterly basis

0fi-loading arrangaments perceived to be “less than
desirebiz""by USAID du= to contrecting by NFA of a bulk
unloading company (ownzd oy a relative of Ms. 1. Marcos)
with no bazging on board vessal,

GCF requast for conversion of Rice Loan availed by the
NFA"in 1925 under FL 480 into grant for the following
reasonz:

a) NF& procured the rica at $300 / WT compared to that
from Thailard which thza cost $175 / WT, {Fart of rice

Arocuremant was cistributed during 1984 snap elections).

0) Senator Helms' verbal concurrence of the sare requazt
by tren Szcratary titra of DA,

GIF-USAID discuszion on outstanding issues re:
2L O&EU-1:

1) deposit of sales proceads in accordanca with the erms

and canditionz of agreement [GOP indicated Title I rice

formed part of G0P's buffer stock within its grain
stabilization programl;

2) BOP's preblem re: 2bave becauze purchase price of rice
was much highzr than the domestic zales price, hence
GOP nzads to alleceie budget resources to make up
difference betwzen sales praceads and loan amount in
order to fund agread purposes of loan procesds.

3) WFA had ta remill Title I rice ceveral times thus
incurring lossez; and

BEST AVAILABLE DOCUMENT.
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Location of

Document/s Document

USAID Internal
Memo
(83, C-4)

Letter from
USAID Directar
to MEDA DG

85, C-5)

Letter to NEDA
D6 from USAID
(83, C-&)

Manila 24770 1/2
(85, C-7)

Manila 035194
(B3, C-27

Manila 038223/01
(89, C-8)
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Location of
Date Event/s Document/s Document

- -

4) the question of when US rice lost its identity, i.e.,
upan arrival in the Fhilippines, the rice was then
co~mingled with Fhilippine milled rice so it now has
“accounting" character rather han "physical" char~
acter, For FY 1985, "utilization" should be radafined
to include stockbuilding ~- the act of placing the
Title I commodity in stock in the act of utilization.

21 March 1968 J. Disposal of rice uncer 1955 FL 420 Rice Lozn. Letter of NFA
‘Admin. to DOF
Secratary
(83, C-7
21 March 1983 K, Notice of 20P campliance to section D of article 11 of Letter of DOF
1985 L 480-1 (i.e., full disposal of rice imported Undarsec, Leung
under the agreement) to USAID Dir.
(83, C-10)
23 Harch 1988 L. Propezed Uses of the Local Currency Proceeds for the Manila 010027/02
FY 1955 and preposed FY 1988 agreements: measures that (cee B2-1, C-14)

will reinforce the dual chjectives of stability and
aconcnic recovery, i.e., budget allecations o agricul ture,
resource cevelopment and rural development

i Zvabus of FY 1955 FL 439 rice; USAID internal
document
1) since BOP entered into rice agresments with other Asian (83, C-11)
suppliz=rs and at the same time it requested rice from
USG, these led to net surplus of rice in the Fhil-
ippines. Thuz,

10 fpril 1987

2) Actual peso zales of the rice is less than $ value of
rice sold at GOP. Since G607 has to pay USG for $ value
of rice, the Aquino administration will pay the price
vor Marcos administration mismanagement,

20 July 1937 Status of 7Y 1585 PL 450-] Rice Frogram Attachment to
letter to USAID
Dir. Schieck
from Robart
Hechtnan (chief,

FVA/FFP/ANE)
(83, C-19i.
19 May 136 Request for clarification re; FY 1965 Title I Letter from
Rice Problzm Food for Feace.

Deputy Asst., Adm,
Reese to USAID
Director Schieck

BEST AVAILABLE DOCUMENT (85, £-20)
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Date

3 June 1987

13 fpr. 1989

{4 Apr. 1988

13 fApril 1988

15 S=pt. 1983

20 Feb, 1983

14 Yay 1933

25 June 1785

i6 Oct. 1983

Event/s

USAID request to GOP ta submit report of receiat

and expenditure of sales proceeds of the 1985 FL-460

rice. USAID acknowledges that said rice was ultimately .
rot required to supplemsnt Fhiligpina domestic production.

Dollar disburzments under 1983 Title I, from 8/27/85
to 10/29/85

foencnent Mo, 1 to 1985 Title I Agreemsnt

N. Acknenledgrent by USALD of GOP cespliance of Section I of
1983 PL 480 Agresment (establishment of the' 1985 Title I
Proczads fccount, and the deposit of peso proceeds) and
suthorization for 637 to transfer procaeds ta General Fund
Account {pursrant to Section 4 of Asendmznt 1 of 1985
Agreeaent)

0. USAID Netice to GGP of 50P noncompliance of agreement res
submiszion of 1922 first quarter unaudited quarterly rep-
art due 30 June 1583

FROCEEDS

Schedule of Hard & Soft Shipaent for the Remainder of
1985 Based on Quantities Indicated =3 Qutstanding Ealances

GOF requests for UEAID concurrence rer zllocation of
local procescs to Froject Development Fund

USAID concurrence to GIP rzquest re: allocation of
sone local proczads of FY 1985 FL 460-1 to Froject
Dzvelopnent Fund

Research Froject on the State of the Art of Bakeries by
R« K. Davis - Research

NEDA endorsement of FIDS' request for use of local
proceeds of the FY 1985 FL 480-]

wheat and Wheat Flour Situation, a5 of Dct. 1985

BEST AVAILABLE DOCUMENT
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Location of

Document/s Document

Latter of USAID Dir.
Schieck tn DOF Sec.
Cngpin

(83, C-21)

Manila 011478
{83, C-17)

Msnila 011639
(€3, C-18)

USAID letter to
DOF Undersec.
Leung

{55, C-25)

Letter to DOF
Undersec. Leung
from USAID

(53, C-29)

(85, S/T1)

Latter from NEDA
D.G, Valdenenas to
USAID Dir. Schieck
{85, F-7)

Letter to NEDA D.G.
Valdepenas from USAID
Dir, Schieck

(€3, P-8)

(85, §/12)

Lettzr to USAID

Dir. SChieck from
NEDA D.G. Valdepenas
(83, P-9)

Memo from AGR to
the Anb.
(83, S/1%)



Date

8 Nov. 1983

22 Nov. 1985

Dacember 1985

16 Jan. 1984

12 Get, 1967

28 Merch 1958

13 fioril 1633

14 April 1762

21 April 198

11 Aaril 1589

Al

B.

o)
-

EI

Supporting Papers to Evaluate Froposed Use of P10 N pesa
proceeds from FL 450-1 loan for FIDS’ Endowment Fund

USAID concurrence in B0P's request for use of

P 10 million peso proceeds for PIDS’ Endowment Fund. Out
of earnings of said proceeds to Endownent Fund, at least
30 % should be usad for research on poverty and basic
neads of the poory e.g., poverty and incone distribution,
pcpulation and human rescurces, agriculture and rural
cevelopment, and urbanization and regicnzl developrent,

onetization of 180,000 T of rice worth $ 40 million
expected to start in Warch 1985, Also, NEDA concurs with
with model for recording USAID/NEDA acresments on
utilization of zales proceeds

fodel format.far recording USAID/NEDA 2greements on
the utilization of sales proceeds

607 report on raceipts and expenditures of rice import-
+ations undsr PL 480 Title I Agreement and reiteration
on request of ‘conversion of 1923 rice loan into grant

EOF rzport on 1933 firzt quarter funding warrant
releases for 1983 FL 480 Title I

Renort Re: Disbursemanis of FY 1995 FL-430

. Establishment of 1985 Title I Proceeds Account and the

deposit of peso proceeds $o the account

Computation of Deposits ta the Special Account Required
Under FY 1985 PL-430

Outstanding GOP actions on FY 1985 FL-480: disbursement
of P 4.0 M against P 7.1 M deposited,

Annex IV
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Location of
Document/s Document

Attachments to
letter.of NEDA
External Assist-
ance Staft to
SAID

(B3, P-ba)

Latter to NEDA
DG from USAID;
and Project
Aareement

(83, P-9)

Letter to USAID
from NEDA
(BS, F-4b)

Letter of USAID Program
Office Chief, W. Oliver
to NEDA Asst. D.G. Romea
Reyes

{83, P-10)

Letter to USAID
from DOF Under-
sec. Leung

(B3, P-1)

Attachment to
letter of DEN
to DOF

(23, P-2)

Manila 011478

Letter to USAID
Controller from
DOF

USAID internal
memo
(83, F-3)

USAID internal
mamo
(85, F-4)

BEST AVAILABLE DOCUMENT
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ANNEX V

PL 480 1986 TITLE AGREEMENT
CHRONOLOGY OF EVENTS

AGREEMENT

Date

(58]

vents

20 Jun 8 Signing of PL 430 1986 Title I Agreement {wheat)

24 Jct 85 Sigaing of Sales Proceeds Acreement

Z4 Jul 86 Arendsents to the agreed minutes of negotiations re:
"exchange rate grovisions*; denies request of GOP
deletec from Fart [, Art. II, Sec, F and Fart |
Art. 111, Sec, 5.

no date  Agreerent for the cpaning of L/C bet. ifetrodank
and PAFHIL to fund the iaportation of wheat in
the aficunt cf P 35,0  under FL 530

CORRESPONDENCE

Date cvents
17 0ct 35 Reguest to G0F Treasurer Y, Macalincag to deposit by 22
(ref:86C-1) Oct 85 the peso equivaient amount of 3 524,974,05 as
partiai payment of the CUF under PL 430 1985 Titie
I agrezaent; per #ash. offica, the CUF available for
coliection as of !4 Oet 1985 g ¢ {,217,754,86.
13 Oct B5  Inforas dashington cn the request madz to G5OP (thru

the Bureau of Treasury) to depesit to USHID's account
the peso equivalent of § 524,974.05 under the FL 480
Title I 1985 acreement and anticipates S0F requiring
dacuments supaorting CCC cisbursements,
23 Dct BE First indorsement of the 17 Oct 35 letter of USAID
lrefi86C-2) Controllzr to V. Hacalincag res CUF of 3 !,217,754.88

83 FRequest to GOP Treasurer ¥, Macalincan to make acd’l
C-3) peso equivalent deposit of § 897,740

Kov 83

13 Hov 83 Informs GOF Treasurer V. ifacalincag on the Currency

iref:86C-4) Use Payment (CUP) under PL 430 agreement dated 7 Jul §S
and asks abaut the status of the two earlier requests
to deposit & portion of the CUP

116

Docunents

PL 480 1985 Agreement
{86-A-1)

Sales Froceeds Agreement
{B6-A-2)

{36-A-3)

Opening of L/C Agreement
with annexes

Documents

Letter of B. ECkersley,
USAID Controlier, to
Y, Macalincap

Mia U5 emb cable
to SecState, Wash,

Letter of B, Difuntorum
to the NFA Admstr,

Letter of Eckersley
to Macalincag

Letter of B, Eckersley,
USAID Controller to
V. Macalincag

(86-C-4)

Location
USAID Prog. 0#4,
_do-

'dO'

'dD'

Location

UASID Prog. Of{,

USAID Prog, if,

-do-

'dO'

-do-

BEST AVAILABLE DOCUMENT


http:692,780.81

13 Nov 85

Dates

{3 Nov 85

22 Nov 35

23 Nov 83

26 Nov 85
(rai:86C~5)

27 Nov BE
{ref:84C-6)

10 Dec 83
1& Dec 85
7 Jan 84

{ref:86C-7)

8 Jan 86
{ref:86C-8)

27 Jan 86
{ref;8eC-9}

11 Feb B4

Release of craft operational reporting system for PL-480

Fvants

Request by [CC working graup re: 91 Aug 34 due dates of
FL 480 {586 agreements & amendments to satisfy on time
the food needs of recipient countries

USAID’s zoncurrence to the then NEDA’s request for
an additional F10,0 M out of the FL 48¢ Titla 1 1939
sales proceeds for the Phil. Inst, of Devt. tudies.

Informs CUF under PL 480 Title I 1985 available for

------

Letter informing 50° re: CUP collections due

Transaittal of 1! Nov 85 latter of NFA Dep. Admstr. re:
23 Cct 85 indorsement od CUP

Lo

Inforns &!l rice shipeentz to the Phils. under 1785
Title I progra# completed

solicits advice ret programming Title I sales proceeds
fer private enterprize development,

larification on the supporting docunents from the Coa-
rodity Credit Corp. and the schedule of CUP nayments.

Frovision of biiling scheduie (as of 31 Dec ES) to the GOFLetter of Eckersley

G607 on the CUP uncer FL 4B0 19S5 agreesent

Request response to earlier requests re: payment of CUPs. Letter of Eckersley to

Frovision of billing and collection

{ref:B6C-10) Mar 65) re: CUF under PL 480 1935 agreement,

Dates

flso gives remincer of the foliowing CUP billings:

Date Due' Doilar Aat, femarks
M0-22-85 524,974,035 112 days overdue
11-4-85 672,760,281 %8 days averdue
2-28-36 765,518,463
3-31-86 16,547.2¢6

Events

117

schedule (as of 71 Har
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Cable from Secstata
Documents Location
‘dO'
Letter of W.T, Oliver, ~do-
USAIL Actg. Dep.Dir.
to NEDA DG V.B.
Valdepenas
Cable from SecState -do-
to Hla US Eab.
Letter of Eckersley -do-
to Macalincag
Letter of F. Jandusay, -do-
Sp. Asst. to the GOF
Treasurer to ECkersley
Cable from Mla US -do-
Emb. to USDA, Wash,
Internal Hemo from
4, Dliver, 0D -do-
tetter of Eckersley to -do-
Hacalincag (B&-C-7)
‘dO'
Hacalincag (86-C-6)
'dO'
Macalincag {56-C-9)
-do- -go-

REST AVAILABLE DOCUMENT

Document Location


http:765,518.63
http:524,974.05
http:230,097.93

14 Har B4

16 Apr B
(raf:BeC-11)

21 fpr 85
(ref:86C-12)

14 May BS
(ref:g6C~
12a}

20 Hay 86
(ref:Bo-

137

{3

21 May 3b
{ref:Bs-
14)

27 May Bb

30 May 86
(ref:f4l-
15}

3 Jup 86
{ref:S4C-
16)

3 Jun 3§
{ref:86C-
{tal

9 Jun 84
{ref:;g5C-
17}

14 Jun Bs
{ref:86C-

Internal memo from
3. Ciark, Chiet ORAD
to F. Schieck.

Inforas of ADB T. Walsh’c advice that the ADB study

on NFA divestrent is on hold and that "inforaally”

it has bean concluded at his level that the study is
unnecessary b/c osf the recent pronouncements on FTI
and KADIWA by the GOF; ADS will wait & few weeks before

reaching a final decision,

Then Finance Ministar J. Ongpin 15 requested that the GOP Letter of PAFMIL
renegotiate the availment of PL 460 for 1986 Pres, Maramba

1585 Legislative
Sutmary

Washington’s view onthe new FL 480/Sec. 415

Upgate on BOF eiforts to comply with 1985 self-help
measuresyand the intention of the OCF to avail itself
of the FL 430 for 1984

Letter of Min. Ongpin
to F. Schieck

Cable from Hla. US Emb,
to SecState (84-C-11}

Inforas letter of Win. J. Ongpin re: GOP's efforts to
comply on the cutstanding seli-help measures and the
G6OF's intenticn of choosing wheat for the FL 480 1986;
letter aisc includes issces on cosmodity prices arising
out of the iabbies nade by the aillerc and issues on the
delivery dates,

Cable from SecState
to U5 Emb Mla (BS&-C-12)

Instruction (part !) for negotiating the proposed 1986
FL 480 Titie [ Sales Agreement with the G0P.

Letter of NEDA DIC
F. Pante to F. Schieck,
USAID Director

The GCF, thru NEDA, signifies interest to avail itself
of US PL 480 Title I for FY 1956,

Inforns that the Fhils, has the cepacity to receive, Cable from US Esb, Mla.
handle & storz approx, 267,000 at of wheat wic danger of to SecState

spoilage 1f delivered to US ports bet. July X Sept., 1984;

advises that no improvenent in bulk grain handling in

tie Fort of Masila,

nelsy of NELA’s formal request for the 1934 -do-
avaiinent

Issuance of authority to nzgotiate 1986 FL 430 SecState to US Enb

Issuance of Cperational fieporting Cable for the U5 Enb to SecState

1985 PL 480-1

Washington approves the 196b FL4B0O-] SecState to US Enb

Annex V
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-do-

~do-

-do-

'dO'

-do-

'dO'

~-do-

-do-

-do-

-do-

'dO'

~do-
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Dates Events Document
14 Nar 86  Inforas of ADB 1. Malsh’s advice that the ADB study Internal neao froa
(refigoc- 0N NFA divestment is on hold and that *inforsally® D. Clark, Chief ORAD
18) it has been concluded at his level that the study is to F. Schieck,
unnecessary because of the recent pronouncesents on FTI1
and KADIWA by the GOP; ADB will wait a few weeks before
reaching a final decisian,
10 Apr B&  Then Finance Minister J. Ongpin is requested that the GOP Letter of PAFMIL
{ref:B6C-11) renegotiate the availaent of FL 480 for 1985 Pres, Marasba
21 Apr B6  Mashington’s view onthe new FL 480/Sec. 413 1983 Legislative
{ref:B4C-12) Sumaary
4 Hay B5 Update on GOF efforts to coaply with 1983 self-help Letter of Min. Ongpin
{ref:B6C-  eeasuresjand the intention of the GOP to avail itself to F, Schieck
12a) of the PL 480 for 1986
20 Hay B6 Informs letter of Min. J. Ongpin re: 60P's efforts to Cable from Mla. US Eab.
(ref:86- coaply on the outstanding self-help measures and the to SecState (86-C-11)
13} 6O0F's intention of choosing wheat fer the FL 460 1986;
letter also includes issues on cossodity prices arising
out of the lobbies aade by the millers and issues on the
delivery dates.
23 May 86 Instruction (part I} for negotiating the proposed 1986  Cable from SecState
(ref:B6- PL 480 Title I Sales Agreement with the GOP. to US Eab Mla (86-C-12)
14)
27 Hay 86  The 60P, thru NEDA signifies interest to avail itself  Letter of NEDA 0IC
of US PL 480 Title I for FY 1984, F. Pante to F. Schieck,
USAID Director
30 May 86 Informs that the Phils. has the capacity to receive, Cable froa US Eab, Mla.
{ret:B6C-  handle & store approx. 267,000 nt of wheat w/o danger of to SecState
13) spoilage if delivered to US ports bet. July % Sept., 1984;
advises that no improvement in bulk grain handling in-
the Port of Manila,
3 Jun 86 FRelay of HEDA’s formal request for the 1986 -do-
(ref:B4C-  availment
16)
3 Jun 86  Issuance of authority to negotiate 1986 PL 480 SecState to US Esb
(refiB6C-
16a)
3 Jun B6  Issuance of Operational Reporting Cable for the US Emb to SecState
{ref:BSC- 1986 PL 480-1
17
14 Jun 86 Washington approves the 1984 PL480-1 SecState to US Eab
{ref:B86C-
18)

Location

-do-

_do_

-do-

-do-

-do-

-dD-

-dD-

-do-

-do-

-do-

-do-

-do-
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18)

15 Jul 8%
(ref:86C-
19)

21 Jul 88
{ref:586C-
20}

22 Jul B4

.3
cn

[
(=

—
c
cr-

31 Jui 38
{ref:84C-
21)

It Aug £b

Dates
12 Aug Bb
{ref:86C-

22}

25 Aug 84

29 Aug Eb
(ref:94C-

Request advice on PL-480 Title. 1 wheat tender US Emd to USDA
Informs amendments to Hinutes of 1986 PL4BO-] Hemo from Schieck to
negotiations J. Hark

Intorns the difficulty of providing an exact peso equi- Let'er of J, Tambanillo,
valeat of the PL 480 Title I loan because it was enrller Chief, Flanning Services,
agreed that the exchange rate to be usad would & tioF ta . boodwin,Chief,
the rate prevailing at the time of the drawdown, Folicy & Flanning Div,

containg attachsents cn the summary of expenditeres by  ORAD.
NFA and NLH:

intorn that new PL 480 legislation eaphasizes 1msuni- Cable from Secstate

zation programs under Titles | & II1 health self-help  to Mla US Esb.
measures, anc said lejislation alsc adds health prog-

rems ang projects, including imsunization for Titie [il

sec:7) Z06 currency support.

shieck inforas Min. Ongzin re: $1.9% counterpart Letter
deposit by the 607 should really be a CUF;-reminds hia

af tha deadlinz for the cudmiscicn of prograss reports

of the s2lf-help measures

Inforas Hashingtos of FAFWIL's Fres. Maramba’s letter to Cable fros US Emb, Mla.

Kin. J. Ongpin requesting that the GOF make rapresentatin  to SecSiate
dith the USG icr 3 50,0 r1‘11n1 in wheat under PL 480

gxport enharc.nq pruqraﬂ {Eei) fo. r\ 1987; such

request constitute one full year’s reat. of wheat of

the Phils,

cvents Document

Informs G0F’s request for debt rescheduling re; reconci- Cable from US Emb, to
liation of paysents on CCC and PL 480 {see xeroxed copy) USDA Wash (B4-C-13)

Idea broached ra: the possidility ot USAID funding (thru aletter of F. Schieck

a pesd loan), maybe via the FL 487 Sec.108 provision to to Hr. Joseph Sagesse,
a proposed Pail. davelopmert bank for agri-business Fhil-American Chamber
finanzing, of Commerce Fresident,

Letter advice to'Min, Ongpih to make a request to Y.E, Latter of V.E. ianier to
F

Lenier, US Agric. Counselicr in the Fhils., re: GOF’s  Min, ONgpin

Annex V

~-do-

~-do-

-do-

-do-

-do-

_do-

Location

-do-

-do-

-do-
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22a) plan tec esport rice so as to reduce current NFA stocks.
Such exports, as per the 1985 FL 480 Title [ agreement
requires a watver from the Usa,

3 Dec 85  Re: Unsolicited proposal on the alternstive use of FL Latter of W, Oliver ~do-
{ref:86C~ 480 Title I sales proceeds (see seroxed copy) to Paul Bundick,
2 Asia Program Director
{34-C-14)
3 Mer 87 Informs of the cifficulty/delay encountered by the ves- Cable of US Emb. to -do-
sel Ming Hai in discharging wheat under 1986 FL 480 U504 Hash,
Title I resulting in infestaticn anc the worzening
quslity of the remaining cergo; unloading still going on
{c initially, the vessel’s cranes were not werking and
after theze ware repaired {after Z nonths during wic
PAFNIL borrowed vacuvators to unioad about 3,000 at)
the cranes couid oniy Lift 1,5 tons each time vis-a-vis
the agreed nininun of 7.5 tons, Unloading the remaining
1,000 nt for Marila is thru slings with the remaining
3,000 at to te discharged in liigan,
Recause of the delay, about F 1.5 million in charges is
being charged by the Port of Manila and woulc nat allow
the vessel to leave for Iiigsn unless these are paid.
T.J. Stevenscn which time-chertersd the vessel refuses
to pay the rines b/c 1t clains it oif-hired the vessel
to COSC0. Despite messages from PAFNIL and its shipping
agent, Universal Shipping, T.J, Stevenson refused to
respond. FAFHIL has filed dazage clains agains Stevenson.
FAFMIL claims that the infestation was triggered erther
by the ineffectivenzss of the HMalathon treatment or the
vessel’z hatches were opened along the way to the Phils,
Requests action that a review of the backaround of the
case with the Universal Shipping,
All because of these, the GOP is unable tc complete the
shipaent and arrival report under the FY 1934 agresment,

dates cvents Document Location

21 Apr 37 Yemcrandum on the private sector (Phil, Chamber of Internal Memo from -do-
Conmerce and Industry - Food, Agriculture and Forestry W, Goodwin to
Committee) incentives on agricultural policy; with J. Brady
attachmentz {see teroxed copy)

23 hpr €7 Confirsation of agreed-upon pricing of tre FL 480 and Letter of Karanba to ~do-
Section 416 (wheat) Undersec, Leung

16 Jun 87 Inforss receipt or "Shigment & Arrivsl deport” and Letter of V., Lanier -do-
fref:86C-  "Report af Usual Msrketing Export Liaitations, Utilizatio  to Leung
24) b Fuslicaty Requiresents” with a portien of the iatter
¥
onitied; requestz scie ciarificetion an "Discharge Forts"
for the vescel 'Hing Hai'jraquests that GOP review the a

Cate Discharge Completed and Ouantity Discharged BEST AVA,LABLE DOCUMENT

feceived; furhter requests tast 2 stetement should be
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added under Sec. I that the GOF is pursuing the stated
losses/danages against the concerned shipping ccapany
18 Jun 87  Clarification on the issue on PAFHMIL, in importing wheat Letter of W. Oliver, Chief, -do-
and seliing it within the Fhils., is acting as a cartel, USAID Program Office to
Related to this is the 60F's nead to nonetise the FL 480 H, Crosswell,Chief Economist,
salec proceeds at the highest pessible price in order to USAID Bureau of Asia
mexinize itz bugdpet support, ' % the Near East
26 June B7 FRequest for tne canceilation of the schzduled July 15-30 Letter of Haramba to -do-
shipsent of 25,000 ot of Hestern Bhite (W) but replaced B.Bever, Actg. Chief,
With 23,000 at of Norther: Spring/Dark Northern Spring  Frogram Office, USAID Mla.
{NS/ONS) tor Sept. 15-30 b/c of the bunching of two
vessels with 25,3090 nt of ¥ purchased from Cargill and
due to be shippeo in July 1987,
3¢ Jure B7 Request to cancel the Aug. 10-25th 25,000 st of W w/c  Letter of PAFMIL Actg. ~-do-
will be replaced with 23,000 at of KS/DNS shipped in Fres, 0. Martinez to
the July 15-30th shiprent was not rsceived on time & that . Beyer
USAID is shipping 25,000 mt of AW in July 15-30 as
originally scheculed.
23 Dec 87  Submizsicn as zer Sac, 9.2 of the 19 8& FL 480 Title ! Letter of £, Leung
Sales Proceeds Agreement, of, the final dishursenent to W, Oliver -do-
reports of NFA and HiA for the pen cd Jul/ 1985 to
5! Dec 1936, =xcluding that of the DNR due the delays
For DR, the deadlinz of submicsion is reguested to be
extended froa 31 Dec &7 to 31 Jan 87,
5 Feb 88 Cencurrence of the request to extand the dzadline for Letter of D, D’Antanio, -do-
{refsB50-  the subaission of the DNR aucited reports to -- becsuse Actq. Chief, Progran Difice
25) of the delay of USRID's response -- 29 FEb 87; aiso
gives resincer that the Certification as required in Sec.
3.2 has not besn received,
b Sep &8 FReminder cf the 6-nath delay of the sudmissicn of the Letter of ¥, Oliver to ~do-
{ref:860-  COA-audited DHR disbursement report and a second reninder E. Leung
P! of the submissicn of the raquirad Caertification,
9 Sep 88 Gummary of Self-Help Measures -do-
{ret:obC-  for the 1986 PL 430-1
28)

BEST AVAILABLE DOCUMENT
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SELF HELF HEASURES

Annex V

30 April 1984

05 May 86

~ Proposed self help measures:
ai grain stabilization
o) fertilizer
o} wheat/flour

- Compliance by the Marcos Adminis-
tration under the FY 1935 agreemsnt
was marginai and approached cefault;
Oiscussions with the Finance dinister
15 gotng on to bring the 1983 agree-
ment into dll cospiiarce Sefore
conplating sn agreenent for 1984,
Surficizsnt grogress/copnitaent will
be made to bring the 19E5-self help
feasures inte full compliance.

- lozal currency fundz generated for
the 173t agrezment will be used for
seiected agricultural sector budget
support purpeses that compliments
the budget support program of the
FY 1935 EZF {funding,

Transmits praoposed 3HN & use of lozal
turrency proceeds of the Agreement,
Self-help measures further reinforces
and refines the self-help measures

in the 1985 agreesent. The 1985 self-
help measure requiring the phaseout

of all NFA flour distribution hac

teen totally achieved proposed S.H.
neasures for the 1986 agreement:

&l qrain stebilization - to establish
an effective grain stabilization
arogrdm for rice and corn 50 as to

ensure that adequate suppiies of rice

are available to cansumers ond that
zeastnal price fluctuations for
aroducers at consumers are not exes-

sive, The grain stabilization program

snould be free from governnant
intervention in the grains merket,
and instesd should cepend primarily

Page 7 of 14
Documents Location
Cable US Embassy Us AID

Hemila 14204 to Sec Progran Otfic

. State Washington DC

{ret:86 SHA-1)

Cable Maniia 18225/01
(US Emb to Sec State)
{ref: 36 SHM-2

BEST AVAILABLE DOCUMENT

on the private sactor on this aspect,

The governsent can only act as a grains _ /C;z :f; -
buyer or seiler of last resort, The
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14 Hay 1986

stabilization program will beestablished
and announces by 30 Septenber 1936,

The prices for both .rice and corn will
reazin free from controls, [Frice
controls on rice were ramovad on

{ Dctober 1933; on corn - 20 October
1964]

) Open importation of wheat/wheat flour,

- purpose: to establish competitive
coordination for these commodities’
inportations by the private sector,

To accomplish this, there wiil be

no reimposition of the inport

pernit requirenent for wheat and

wheat fiour which was renoved on

it March 1986, and the annuel buziness
license requirement be not uced to
restrict access to sech iaportation,

¢} NFA divestiture - NFA's divesizent
of all its activities that are un-
rejated to the i1mplementation of a rice
and corn stabilization program, Divesti-
ture plan wili be conplzted by 13
February 1987,

o) Fertiiizer - GOF wiil agree to consider
for isplementation the recoamencations
of a study on the fertilizer sector of
the Philippines which will be completed
by 31 Decemher 1987,

Reply letter to then Finance Hinister (ref: 86 SHM-3)
J. Ongpin to'F. Schieck re: purchase of

rice by the GOP under PL 480 Title |

Agreeaent in July 1988 and the prospertive

availaent in the purchase of wheat cader

FL 420 1n 1536,

Infermed that the policy reforms
emboaied in the 1583 FL 480 Title !
Agreenent have been conplizd with except
the divestiture of the NFA's non-grain
stabilization and tradirg policjes; that
a final report an the study of NFA organ-
izations and sysieds under sn ADB Technical
Assistance is used a3 basis in reviewing

Annex V
Page 8 of 14

'dO"

WEE functions, BEST AVAILABLE DOCUMENT

noted that USAIG extended the study
on the NFh divestment effort was extended
from 31 Janwary 1985 to 31 January 1987

eclosed a suimary of the status of g4



{7 Nov 1634

17 Nov 1966

5 Nov 1986

(6 Nov 19864

the irplenentstion of the seli-help
RR&SUres concerning NFfh,

informed that o date, a total of
U3#1,795,820.87 i;i pesc counterpart under
frticle I of tha July (785 agreement has
teen ¢eposited,

inforned that the G0F intends o avail
itselt of the 1986 PL 460 Title I or Title
111 Agreesent to purchase wheat grovided
that private sillers te consultec as to
quality, the schedule of wheat shipment
and price (which zhould not be more than
the grice i1 the sheat were directly
inported by theal.

lemo frea K,€. BROWN, CHIEF, OCO

RE: Responsibilities, mechanisas, con-
clusions and recommendations oa the
privatization of NFA,

Hemo from J5 BLACKTON .to P. DEUSTER %
B, 6OODWIN

Deals on the 1ssue that zfter one year

of bringing about a chenge in which the
lacai #lour riiling industry accessed sheat
imports, it seems that such flour millders
nerely replaced the NFR and Phiibake in
controlling the domestic wheat trade.

Letter of then Food & Agric. Dep. Hinister
Ong to Acting Minister A, de Soda requesting
for the repcstponenent from 3i Decesber 11984
to 31 December 31 1987 of the stabilization
progras for grains as required by the 1984

FL 480 agreeaent (Ites 5, self-help aeasures)
due to uncontrolladie factors, The leiter
also cites ibut with no anneiesi NFA's
sttempts to put into piace a grains stabili-
zaticn pragram and the reasons of its non-
inplenentation (with znnes: “Fhilippine
Grains Stabilization Progran®),

Letter of Acting Minister de Soda to
F. SCHIECK USAID Director

- transaits the regort of Ong on the Drogress
of the grain stabilization progras; requests
that the steps taken.so far regerding this
procram “be concidered as substantial con-
plisnce” with this selt-help measure; asks
that the implenentation of the grains
125

Annex V

Page 9 of 14
Intarnal AID -do-
Hemorandun
{ref: 86 SHM-4)
Internal AID -do-
Hemorandum
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Undated

28 Jan {987

30 Jan 14997

4 Feb 1997

stabilization program be maved to 31 December

1587,
Note from W, OLIVER, FRO

Confirms that the operative reguest for

the implementation of th2 grains stabilization

program is an extension to 3! Deceaber 1997,
Column regort that lacal flour sillerz are
again-t massive .. iom of tlour st a
time when they are or 'ng st 304 ievel

of capacity.

on cigims by baber's federation that
tariff on imported flour rose “rom 20 to
30 to 50%, the actusl increase to 30% was
a mere restorztion of the old rate under
Harcgs,
30 July 1964, there is no hint that sales
tar froa i to 204, Lecel millers are
paying a 10% saies tan,

reports that thie increasing laportation

of tlour is a source of concern for local
millers,

reports the observation by key leaders
of the baker’s federation that the 8 iocal
flour aillers have upwillingly created a
cartel,
Letter of F.W. SCHIECK to WIN, J. CRGPIN

sites the fsctors which inkitited the
establisiment of the grains stabilization
progran {as described in the earlier ietier
to Ongpin te Schischl and the porposed
actions/decisions on the part of S0P that
are needed to establish zuch a prooraa.
Unturtunately, Schieck pointed out that no
tiactadle was set to reach these decisions
or completing such acticns. Fresumably,
the would be i1n place &y 31 December 1987,
the requested deacline for the progran’s
impiesentation,

reluctantly grants the request of
extending the 1nniementation date to 30
June 1987,

Letter of Finance Dep, Minister £, LEUNG
to F. SCHIECK re NFA divestment plan;
submits the Divestiture Plan for NFA Fetall
store ano fFood Terainal, Inc.

fis per caecutive Croer No, 36 dated
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Halaya, column by
by J. Macasaet
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17 Feb 1987

23 Sept 1987

2 Dec 1987

Letter of F. MARAMEA tc DM E. LEUNG (ref: B6 SHN-11)
re; wheat flour prices

Letter of then KFA Administrator Ong to {ref:s Bb SAN-12)
F.W. SCHIECK re: PL 48O Seif-Help Measures

all NFA provincial KADINY centers have
been closed as of June 1987,

NFA hes startac announcing its buying
price of corn and peiay before the start
of each rrap seasen (Hay and October),

! Y

the privatizsticn pragram of the Food
Terainal, Inc., 15 on-going. A USAID study
tean 15 validating the Frivatization Frogram
prepares by HFA.

price ceilings for rice and corn have
been 11fted since 1985,

effective 11 March 1985, wheat and
wheat flour imports have been opened to
the private sector,

Letter of D. D'Antonic to Finance Under- {ref; 85 SHM-13)
secretary £, LEUKG. re FL 480 1986 Title
! Selt-Help measures

noted that of the 4 self-help neasures,
only one has beer fuily satisfied -- the
open inportation of wheat and wheat ilour;
that, even with Congressional pressure to-
return the iaportations bncl to NFA,
governnent statements reaffiraing its
connitsent to maintain the importation by the
private sectar,

admitted the delay in the implementat- -
ion of a fertiiizer sector study on pricing,
iaportation, distribution ano comestic
procuction, The study commenced in Octcber
1987 and a draft report is due by 22 December
1987, Clasure i3 by 31 December 1967,

noted that the HFA divestiture plan
has been outstanding since 15 February
1967, Arcnur vaung & Co. has preparec a
package of recaonmendations for the divest-
sent, It is hoped that an acceptable
divestiture plan by the Departaent of Aori-
culture Se forned by 1S Februry 1988, thus
extending the closure date by & year,

on the grain stability progran adaitted
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in an earlier letter (30 January 1987) to
Departmant of Finance the difficulties

the GOF was facing in establishing in
effective grice stabilization program for
rice angd corn resciting 1n the extension

ot the cdeadiine from 3G September 1966 to
30 June 1987, The status report fron Ada,
Ong is being awaited, following the Hudget
Support Frogran pelicy dialogue held on

{0 October 1987, USAID 15 wilitng to fund
{uncer the Accelerated Apricultural
froduction Frofact} 3 study aimed to
analyze and reconmend variaus orain stabili-
zatien sirategizs and progras options to

be conducted by the NFR and Department of
agriculture, Apprapriately, the closure
deadline is extended to 30 Jume 1988,
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P.L. 480 TITLE I 1986 SALES PROCEEDS

Date Events " Docuaent

Il Nov B6  Subaission of the Statements of Eligible Budget Cateqories Letter of J. Tambanillo to

and Estimated Disbursements by Eligible Entities for the W. Oliver
period 1 July 1986 to 31 March 1987, and the Iapleaentation(B&-SP-1)
Plan of the PL 480 Sales Proceeds Agreement (see xeroxj

Note: The estisated disbursement of MNR for the st quarter

1987 is not included in the Statesent b/c the 1987 Budget

is still pending.

08 Dec B6 Informs the revision of the heading of the table on eligible ~do~
budget categories of NFA and NIA to indicate that this also
refers to estimated disbursements; such revisions fulfill
the Mission's requirements to facilitate the imaediate
transfer of PL 480 proceeds from the Special Fund to the
General Fund,

Il Dec B6  Agreenent on USAID’s end to the transfer of up to P 712,328,Letter of F, Schieck to
000.00 froa the Sales Proceeds Account of the 1986 PL 480 E.Leung
Title I Sales Proceeds Agreement to the Gen. Fund of the
GOF after the Implementation Plan, Statement of Eligible
Budget Categories and the Statement of Estimated Disburse-
ments by Eligible Budget Category for the period 1 July -
31 Dec 1984 were reviewed,
Also aakes request that an advice re: date and amount
transterred be provided to USAID immediately after the
completion of the transfer,

18 Dec 1986 Request to charge the amount of P 634,895,335.50 against theLetter of the GOP Asst.
Bureau of Treasury Special Acct.- !986 PL 480 Title I SalesTreasurer F. Puno to the
Proceeds Budget Support Program and credit the Treasury’'s CB Governor
Regular Demand Deposit Acct. in compliance with the clear-
ance given by USAID to the Lransfer of P 712,328,000.00
to the Gen. Fund of the GOP (copy furnished to USAID)

24 Dec B6  Submission of the disbursement report of the MNR to comply Letter of E, Leung to
with the Implenentation Plan of the Sales Proceeds Agree- WM. Dliver
pent of the 1986 PL 480 Title I. The equity transfer fros
the sales proceeds of the PL 480 Title I to NIA and NFA
are still being processed so that an extension on the
deadline for the submission on their disbursement reports is
is requested -- from 31 Dec 1986 to 31 Jan 1967

21 Jan 87  Granting the deferment of the submission of the unaudited Letter of F. Schieck to
quarterly reports for NIA and NFA to 31 Jan 1987. £, Leung (B4-5P-2)

28 Jan 87  Subaission of the 3rd grtr (1 July - 30 Sept) 1986 dis- Letter of J. Tanbanillo
bursement report of NIA and NFA on the sales proceeds of Chief. Planning Service
the 1986 PL 480 Title I agreement DoF, to Oliver (B&~GP-3)
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Dates

31 Mar 87

2 fipr 87

2 Nay 87

23 Dec B7

3 Feb @8

12 Dec 88

{1 fpr 89

Events

Submission of the unaudited disbursements reports of DNR, Letter of Leung to
NFA & NIA for the period 1 Oct - 31 Dec 63 as well as Schieck
a revised unaudited 3rd disbursement report of DNR.
Also provides inforaation that the entire 1984 Sales
Proceeds totalling P 34,9 B had been fully expended since
cunulative dishursements on eligible budget categories for
the Znd semester of 1986 have totalled P736.09 M.

Inforas that the 1986 sales proceeds is $31,986,831.95 Letter of Leung
b that the peso equivalent of P654,895,335.50 has been full to Schieck
deposited at the Special Acct. with the CB & cosequently
transferred to the GOP Gen. Fund upon the receipt of USAID's
approval dated {1 Dec 86.

Agreeeaent on USAID'a end that the unaudited Ird & 4th grtr.Letter of Blackton to Leung
disbursement reports for HNR, NIA & NFA confora to the (846-5P-4)

Sales Proceeds figreement; also reminds that htis part:- - :rzount

cannot be closed until a final audited report as specitied

in the Sales Proceeds Agreement Sec, 5.2 #/c is aue by

31 Dec 1987
Submission of final laudited) disbursement reports of NFA & Letter of Leung
except that of DNR; requests that the deadline for the to Oliver
submission of the DNR report be moved from 3l Dec 87

to 31 Jan 88

Concurrence with the DoF request to extend the deadline Letter of D'Antonio
for submitting the audited report of DNR -- the deadline to Leung (B5-5P-5)
is further soved to 29 FEb 6.

However the CERTIFICATION as required in Sec. 5.2 has
yet to be received.

Submission of the audited disbursement report of DNR and  Letter of R, de Leon (DoF)

the Ist gqrtr. 1987 report of NFA, to Oliver
Presentation of the Summary of Outstanding GOP Actions Internal USAID Memo
on Past (since 1985) Bilateral Food Aid Prograns. trom A, Davis
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ANNEX VI

FY 1987
PL 480 Title II
Section 206

Chronology of Events

Dates : Events : Documents
June 5, 1987 : Program Approval Date : U. S. Intl Devt Cooperation
i (Original) i Agency, A. I. D.
: ¢ *Transfer Authorization
June 16, 1987 : Grant signing : Agricultural Commodity
i XFeatures i Grant Agreement between
: - cooperating sponsor shall ¢ the USG and GOP

¢ maintain a Special Account in :
: which it shall deposit the proceeds :
i generated from the sale of :
! commodities

¢ - quarterly reports on receipt of

¢ commodities and disbursements

: from the Special Account

¢ - suspension or termination

: clause :
: - ~ absence of storage faci- ;
i lities :
: - ~ if distribution of the

¢ commodity in the recipient country

¢ Will result in a substantial

: disincentive to or interference

i with domestic production

Nov 8, 1986 : Approval of Regular PVO Title II ; State 351320
i Programe for FY 1987 i Subject: PL 480 Title II
¢ Supplemental Programming
for FY 1987
March 11, 1987 : Letter of T. Tauras (CRS) to : CRS letter dated

FWSchieck, re:budgetary allocation : March 11, 1987
: for MSSD to cover in-country costs :
: for PL 480 food programs

April 6, 1987 : Notice to AID/W that GOP reprec- i Manila 10288
: sentatives have requested that USG :
! meet additional 1987 wheat import
¢ requirements through a combination
¢ of Title II, Sections 206/416 and
P 9Q-2
June 11, 1987 : Notice of AID/W approval of ¢ State 178488

Transfer Authorization for PL 480
Title II

BEST AVAILABLE DOCUMENT



FY 1987
PL 480 Title II -
Section 206

Annex VI
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Dates

Events

Documents

Aug 13, 1987

June 16, 1987

Sept 25, 1987

¢ Inil r-Agency meeting on issues

rertaining to Title II Inland
Transport ..d Program Costs
Supported by GOP

i Memo (WTOliver)

Subject: Budget Allocation of
Sales Proceeds from Section 416
and Section 206 Programs

: MOF Letter (de Leon) to USAID

(WTOliver)
- submission of documents ful-

: filling conditions precedents to
i initial transfer of funds from the
! 1987 Section 206 Sales Proceeds

Oct 29, 1987

- = implementation plan

- - statement of eligible budget
categories

- - statement of estimated
quarterly disbursements

: USAID approval of documents (CPs)

and approval of release of
P574,354,000 from the Section 206

¢ Sales Proceeds Account to the GOPs
¢ Gen Fund Account, equivalent to

¢ reported disbursements from

¢ January 1, 1987 through June 30,
;1987

Nov §, 1987

Dec 2, 1987

: Notice from BTr informing transfer

of P322,563,264.50 to the BIr
Regular Demand Deposit Account,
with balance amounting to
P251,790,735.50 to be transferred
as soon as deposits are made to
the Special Account

! Submission of unaudited disburse-

ment reports on eligible budget
categories

132

: Memcon (ADavis)
. dept 3, 1987

¢ Memo dated June 16, 1987

i MOF letter of the same date

¢ WIOliver letter to MOF

dated Oct 29, 1987

: BTr letter to USAID

(WI'Oliver) dated Nov 11, 1987

: DOF letter to WIOliver

dated Dec 2, 1987

BEST AVAILABLE DOCUMENT
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Section 206
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Dates

Events

Documents

Dec 3, 1987

Jan 4, 1988

Jan 15, 1988

April 25, 1988 :

Sept 30, 1988 :

: Notice from DBM informing USAID

of actual disbursements for the

period Jan 1 through June 30, 1987 :
amounting to P508.2 million, which :

was charged against the P574.4
million initial transfer from the

PL 480 Section 206 Special Account :

: USAID response to DOF letter

stating satisfaction of Section

8.1 of the Grant Agreement except, :

as provided for in Section 6.4(b)

actual disbursements fell short of :

transfer of P258,313,000 to the

! General Fund, representing planned

disbursements for the third and
fourth quarters less the noted
short.fall

: DBM certification of actual

cumulative disbursements for the

period Jan 1 through Sept 30, 1987 :
for the eligible budget categories :
under the PL 480 Title II Program, :

amounting to P682.95 million, in
which P641.1 million of such
amount was sourced from the total
transfer of pesos, to date, from
the PL 480 Title II Special
Account to the General Fund

Submission of unaudited disburse-
ment reports on the eligible
categories, with expenditures
amounting to P812.6 million in
actual cumulative disbursements
for the period Jan 1 through
Dec 31, 1987

Expected submission of COA audit
report and central COA office/
DBM certifications for this
program

: DBM certification

dated Dec 3, 1987

: USAID letter to DOF

dated Jan 4, 1988

i DBM certification

dated Jan 15, 1988

: DOF letter dated

April 25, 1988

¢ (with attachments)

¢ Cited in agreement

and other documents

BEST AVAILABLE DOCUMENT
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FY 1987
PL 480 Title II -
Section 206

Dates : Events : Documents

March 25, 1987 : Proposed monetized Title II program : Manila 09240
i - background on discussions with :
i GOP on programming local currency
i proceeds under a Title II
i monetization program

April 4, 1987 : Gulidance for implementation of : State 100679
: Section 206 Government to :
Government Development Programs

May 12, 1987 : PL 480 Title II, Section 202/206 i Manila 13998

: 1987 Self-Help Measures :
i - contains proposal by Country :
i Team that the 1987 PL 480 Title II, :
i Sectlon 202/206 be used to assist
: the GOP to complete the divestiture :
: of state-owned corporations in :
: the agricultural sector

May 29, 1987 : PL 480 Title II, Section 202/206 : State 163584
i Status of Agreement :
: - contains approval by the DCC
: Sub-Committee on Food Aid of the
: language for a self-help measure

Feb 27, 1987 : Examples of ways in which A.I.D. i Letter of Administrator
i has worked with recipient i McPherson to Dir Schieck
countries to encourage significant :
policy changes using food aid as :
an instrument

June 15, 1987 : Letter of acceptance of donated i Letter of DOF(Leung) to
: 234,800 metric tons of wheat and : FWSchieck dated June 15, 1987
request the USG undertake all :
expenses to be incurred for ocean
transport; notice that PAFMIL had :
certified that domestic ports have :
capacity to handle shipments; :
assurance that wheat shipments
shall not be disruptive of
domestic grains production

BEST AVAILABLE DOCUMENT
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FY 1987
PL 480 Title II -
Section 206
Dates : Events : Documents
Aug 3, 1988 : Suggested adjustments on GOP final : USAID (Blackton) letter
¢ unaudited quarterly disbursement ¢ to DOF (Leung) dated
report for 1987 under the 1987 ¢ Aug 3, 1987
Section 206 Sales Proceeds :
Agreement
Sept 2, 1988 : Status Report on FY 1987 PL 480 : Internal memo from
: Title II, Section 206 Program , : BBeyer, PRO
Sept 14, 1988 : Clarification from DOF regarding : DOF letter (Leung) to USAID
¢ the Aug 3 letter from USAID, : (Blackton) dated Sept 9, 1988

Re: adjustments on final unaudited
disbursement report
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FY 1988
PL, 480 Title II
Section 206
Dates Events Documents
May 23, 1988 : Transfer Authorization

April 23, 1988

April 30, 1988

May 4, 1988

May 12, 1988

: Program Approval Date

i PL 480 Title II: Transfer of

Additional US $20 million from
Title I to Title II Program for
the Philippines

- informing USAID/Manila of DCC

: Title I Working Group consent to
¢ transfer $20 million for the Phil :
: program from the budget reserves of :
: Title I to Title II; said allo- :
: cation will cover both the cost of
¢ rice and ocean freight charges

: PL 480 Title II: Approval of

Section 206
- informing USAID/Manila of

: Title II DCC approval (April 28) of :
: U5 $20 million from Title 1II for :
¢ Section 206 Program; DCC agreed :
: that there is no need for self-help :
! measures different from those :
: contained under the Title I

¢ agreement between USG and GOP;

i existing ones will apply equally
: well to the Section 206 Agreement

: PLL 480 Title II: Bilateral

Negotiations - Round One:
Technical Issues
- clarification on the following

¢ major issues: UMR relief, shipping
i arrangements, payments of bags,

! needles and twine (BNT) and

: commodity losses

: PL 480 Title II: Transfer

Authorization
- notice that GOP would assume

: (US Intl Devt Cooperation

Agency, AID)

i Grant Agreement between
: the USG through USAID and GOP

: State 127835

1 State 137566

: Manila 14087

¢ Manila 15085

*EST AVAILABLE DOCUMENT
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FY 1988
PL 480 Title II
Section 206

Dates : Events ; Documents

: responsibility for bagging the

i bulk rice upon arrival, on the ;
;. assumption that ocean freight costs :
i will be kept to a minimaum :

May 20, 1988 : PL 480 Title II: Proposed Docu- i State 162152
: mentation for FY 1988 Section 206 :
Program

May 23, 1988 : 1. FY 1988 PL 480 Section 206 ¢ Manila 16198
: Agreement :
: 2. Amendment to FY 1988 PL 480
: Title I Agreement

June 23, 1988 : PL 480 Title II: FY 1988 : State 201780
. Section 206 :
: - notice of completion of
: contracting arrangements for first
: shipment
i = combined commodity and freight
¢ costs to date total $7.6 million

July 29, 19588 i letter from USATD (Blackton) to i Undated draft
: DOF (Leung) :
Re: 1988 Pl 480 Title II
Section 206 Program :
MV Korean Peace Rice Consignment :

Aug 3, 1988 : Internal memo on Section 416/206 : BBeyer to WIQliver memo
i correspondence problems i dated Aug 3, 1988

Sept 2, 1988 i Status Report on Self-Help Measures : Internal memo from BBeyer
¢ PL 480 Title II, Section 206 :

Aug 9, 1988 : PL 480 Title II, Section 206 i Manila 27779
: (TA-8617) :
¢ - USAID info for the GOP on the
: dollar disbursement made by USG
: In connection with the program

Sept 12, 1988 ¢ Memo on USG Dollar Disbursements : Memo from ADavis, FYPVC
Under Subject Agreement (TA-8617) : dated Sept 12, 1988
Rice :
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PL 480 Title II
Section 206
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Dates

Events

Documents

Sept 27, 1988

Oct 1, 1988

Nov 9, 1988

Nov 14, 1988

Nov 15, 1988

Dec 2, 1988

: Memo on 1988 Title II Section 206
i CPs and Eligible Budget Categories :

: Letter from USAID (WTOliver) to

DOF (CSoriano)

: - acknowledging receipt of Sept 22 :
: 1988 letter from DOF transmitting :
: documents required to satisfy the :
¢ conditions precedents and informing :
: DOF that said documents satisfy :
i conditions precedent reguirements

: PL 480 Title II Section 206/416

Bilateral Wheat Programs: AID

: Regulation Eleven, Section 211.8:
i Disposition of Unfit Commodities

¢ Unaudited Quarterly Disbursement

Reports: 1988 PL, 480 Title II
Section 206
- acknowledging receipt of un-

¢ audited disbursement reports for

: the first and second quarters of

: 1988; DBM certifications stating

! taht such disbursements have not

: been reported against other exter-
! nal assistance to GOP

: Letter from DOF (De Leon) to USAID

(WTOliver)
~ submission of credit advises

i amounting to P376,097,060.42 under
¢ the 1988 Section 206 Program; :
: amount of peso equivalent of dollar :
: disbursements in connection with :
: the delivery of rice grant on

¢ board MV Missouri and MV Korean
: Peace

: GOP Quarterly Report on the 1988
Bilateral Section 206 Rice Program :

138

: Memo from ADavis, FFPVC

dated Sept 27, 1988

: Letter from Oliver to Soriano

dated Oct 1, 1988

¢ Manila 35948

. USAID (WTOliver) letter to

DOF (De Leon) dated
Nov 14, 1988

: Leter from DOF to USAID

dated Nov 10, 1988

¢ Memo from ADavis, FFPVC/Manila

to George Wood, FVA/FFP/ANE
dated Dec 2, 1988
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FY 1988
PL 480 Title II
Section 206
Dates Events Documents
Feb 2, 1989 : Letter from USAID (ADavis) to

April 11, 1989

May 24, 1989

: Unaudited Quarterly Reports:

1988 FL 480 Title II Section 206

: - acknowledging receipt of De Leon :
: Oliver letter of Jan 20, 1989 which :
¢ transmitted unaudited disbursement
: report for the third quarter of
¢ 1988 and DBM certificate dated ;
: Jan 11, 1989: approved disbursement :
: for the first three quarters of :
¢ 1988 amounting to P414,805,000

¢ Outstanding GOP Actions on Past

Bilateral Food Aid Programs
- update on outstanding GOP

: actions/reports needed on past
! programs as reference for FY 89 :
! bilateral rice program negotiations :

¢ GOP Peso Disbursements: 1988

Title I and Title II Section 206
Programs
- letter clarifying disbursement

: figures under both programs

139

DOF (De Leon) dated Feb 2, 1989

: Internal memo from ADavis, FFPVC

: Letter from USAID (ADavis)

to DOF (De Leon)
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ANNEX VII

Chronology of Events For Fiscal Year 1988 FL 48) - |

Location of

Date Event/s Documents Document
AGREEMENT
19 Apr B8 Signing of Agreement providing Agreement betwsen the USG Program
for $ 30 million worth of rice and the GOF for sales of
loans. Agricultural Commodities
Agreed self-help measures:
1. NFA divestiture
2. Access to fertilizer at
competitive world market
prices
J. Fertilizer marketing services
19 Apr 88 Signing of Froceeds Agreement. 1988 PL 480 Title I Frogram
Proceeds Agreement
19 Apr 68 Signing of Agread Minutes of 1988 FL 480 Title I
Negotiations. Agreed Minutes
of Negotiations
23 May 66 Signing of Amendment No. 1 to Amendment Mo, 1 to the
Agricultural Commodities Sales Agrcement between the
Agreement. USG and the GOF for Sales
of Agricultural Commodities
FROCEEDS
07 tay 88 Submission of GOP implementation Letter to USAID from
alan far Froceeds Agreament, DOF (with attachments)
against which disbursement shall
be reported {These are documents
required to facilitate the transfer
of sales proceeds to the Beneral
Fund of GOF).
046 Jun 88 USAID advise to GOP re: USAID letter to DOF

revisions suggested by USAID

on th2 statement of eligible
oudget categories incleding 1988
quarterly progran for expenditures,
i.e. GOP must state "minimum total
amount 5f pesos agreed to be
disbursed by GOP in those budget
categories” per Section 3.2 (b)

of Praceeds Agreement,

BEST AVAILABLE DOCUMENT
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Location of

Date Event/s Documents Document

13 Jun 88 USAID and GOP agreement that 1. USAID 1nternal memo
“minimum total amount of pesos 2. USAID Program Difice
agreed to be disbursed by GOP letter to DOF staff
1., " shall be at least the 3. Letter of DOF Under-
amount of pasos required to be secretary Leung to
deposited in the 1988 Title | USAID Frogram Dffice
Fraceeds Account, with attachments

12 Jul €8 USAID advise to GOP that funds Letter to DOF Under-
in the 1988 Title [ Proceeds secretary Leung from USAID
Account may be transferved to GOP
General Fund.

05 Oct 88 USAID advise to EOF re: Letter from USAID to
transfer of up to F 1.7 DOF staff
billion from 1988 Froceeds
Account to the General Fund.

11 Oct €8 GOP depasit of peso eguivalent Letter to USAID from

: (F 1.6 billion) of rice shipment DOF staff

under 1986 FL 480 Title 1,
equivalent to 240,919 MT,

11 0ct 82 GOF notice to USAID on transfer Letter to USAID from

27 Oct €3

14 Nov B8

20 Jan 89

of F 387.4 aillion from Froceeds
ountta General Fund, out of

.7 aillion as advised by USAID
on 15 September 1988,

C
1

v I

USAID request to DOF .or
clarification re conflicting
statamenis on peso amount which
have been: (a) deposited to

Froceeds Account; and (b) transferred

to Goneral Fund.

USAID notice to GOP re:
disallowing (by USAID) of

reported disbursements of P .9 million
which is equal to excess in agreed

budget for 4 DENR budget iiens.

GOP submission of unaudited
disbursements report on eligible
budget items under {968 FL 480

Title I Proceeds Agreement.
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DOF staff

Letter to DOF staff
from USAID

Letter from USAID ta
DOF staff
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Location of

Date Event/s Dacuments Document
21 Feb €9 USAID reconciliation of 1968 USAID internal mema
FL 480 Title I dollar disbursements.
Concludes GOP has complied with
provisional deposit requirement of
agreement.
07 Mar 89 USAID notice/advise to GOF to USAID letter to DOF
deposit F .3 million in 1968 staft
Froceeds Account.
30 Mar B9 USAID policy paper re: USAID internal memo
possible availment of GOP of
rice under FL 4E0.
11 Apr 89 USAID-1isted outstandina issues USAID internal memo
on FL 480 programs:
most of issues pertain to
submission of reports.
24 May 89 USAID findings on GOF peso USAID letters to DOF
disbursements. staff
BENERAL CORRESFONDENCE
Oct 87  Philippine Congress investigation Malaya, 30 Oct 87
on wheat 1mportation by PAFMIL, Philippine Star, 8 Oct 87
HFA abolition, Fhilippine Star, Oct 87
Bulletin Today, 24 Oct 87
Business Warld, 20 Oct 97
Manila 034269
21 Oct 87 USAID guidance on programming Manila (34269
local proceeds. State 070833
28 Jan EB Folicy issue paper re: USAID 1nternal memo from

positioning of US interests in
connection with visit of Canadian
Wheat Eoard 1n the Fhilippines,

vicit of Secretary Lyng and inguiries
from GOF officials on appiication faor
food aid programs. Regarding the
latter, USAID-Manila feels that
Washington 15 responding too slowly
re request for 3 ¢ 30 million

Title [ orogram,

142

Ron Maas to Nelson
Denlinger
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28 Jan 88

02 Feb 86

29 Fsb BB

04 Mar 88
and
12 Har 68

10 Mar B8

Denlinger response to Maas’ memo.

Main points:

1. US officials led to believe
GOP prefer loans (Title I} over
grants (Title) due to red tape
involved in latter;

2, Lust rice shipment (date not
mentionad) arrived too late,
1., at sam= time of Fhilippine
harvest. Fault of USG more
than GOF,

U3AID e economic justification

for Philippine FL 480 Title I
allotment viz,, financing of
public sector deficit, balance of
payments situation and cpportunity
to support and further structural
adjustments, USAID-Manila requests
for USAID-Washington actian.

5O0F (BOF} request to USE for FL
480 Title I loan for rice
impartation to eileviate BOF and
national government deficit and
impending rice shortage,

BOF (D4) requests for 114,000 MT
of rice under FL 480 Title I for
shipment in Jun2 1988, This amount
shortage nat of 86,000 MT ta be
suppiied by FL 480 Title I.

Status of negotiations re GOP

requests

1. Although Secretary Lyng
"announced" availability of
$ 30 million of 1988 Title I
with the commodity to be selected
by the GOF, the various members
of the DCC must first approve
the 4 amount;

2. Issue re: need for GOF to deposit
lacal currency equivalent to the
% disbursement of 1955 FL 1
have to be settled as requisite
1n finalization of 1958 program.
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Hemo to Maas (USW/Manila)
from Denlinger

Manila 004EH2

(From Manila Embassy to
Secretary of State,
Washingtan)

Letter to Ambassador
Platt from DOF Acting
Secretary Macalincag

Letter to Ambassador Flatt
from DA Secretary Dominguez;
and Letter to Ambassador
Flatt from DOF Secretary
Jayme

USAID internal memo
from Alan Davis (OFFFVE)
to USAID Director thru
Blackton (OD) and

B. Hiller

BEST AVAILABLE DOCUMENT
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11 Mar 83 USAID-Manila’s concern re: timely Manila 008374
approval from USAID-Washington of From Embassy, Manila
GOP's request for delivery of rice to Secretary of State,
under 1988 FL 480-1. Rice pust be Washington
delivered between 15 May to 15 June
to allow NFA the necessary time to
transport and posifion their stacks.
14 Mar E8 USAID-GOF officials agreed in Manila 008518

29 Mar 88

25 tar €8

principle on resolution of 1983 FL
480 I issues. Manila mission
reiterates reguest for negotiating
instructions from Washington.

Negotiating instructions from
vashington. Main points:

1,

b,

DEC raquasts that a schedule of
paymsnts be provided for local
currancy deposits (under 1983

FL £30 I) into the special accaunt.
Sa1d schedule should provide for

& 20% downpayment and payment

af tha balance within one year

of signing 1986 agreement.

1923 agreement is for supply of

$ 30 miliion worth of only no. S
mediun grain rice, 204 brokens,
Arrearagas of 3 67,343 nust be
paid before zigniny of agreement.
Must remind President to “take
steos to assure that US obtains
fair share of any increase in
commzrcial purchase of agricultural
coneodities by the purchasing
cauntry,”

Ta the maximum extent feasible,
seli-help maasures agreed to are

to be aoditional to the measures
that GOF otherwise would have
andertaken irrespective of this
agresment,

USAID-Manila confirms to USAID-
Wazhington thet NFA stock operations
in 19856-1987 were in excess of rice
provided under FY 1983 FL 480 1.
Since 7Y 1985 rice went into NFA's
buffer stock operations, it was
therefore utilized in a manner
consistent with FY 1935 agreement,
USAID-fianila requests authority to
negotiate an amendment to FY 1983
agreement to permit a different set
of activities to be funded from

From Embassy, Manila to
Secratary of State,
Washington

Manila 010027/01
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31 Mar 88

05 fpr EB

07 Apr BB

09 Jun Eg

14 Jun 33

01 Aug 88

04 Aug 68

31 Aug 88

2 Sep 88

Washington authorizes Manila
mission to open negotiations

for the FY 1988 agreement but GOP
must settle arrearages amounting
to $ 67,343 before signing.

USAID Report on negotiations with

GOF officials, Main points:

1. GOP: total amount of the local
proceeds must equal only
the amount of pesos actually
raalized by tha NFA

2. USAID-Manila: local proceeds
mist 2qual at least the
local currency equivalent
of the 3 disbursenent of
the lean,

USAID asks far Kashington advice.

USAID-Washington advises USAID-
fianila that lacal currency
proceeds oust equal CCC commodity
values at date of disburzement.

Reports on: Over/Short shipment
under Section 416, Titles | and I
of FL 480 (from FAFMIL).

Alleged losses, short-shipments
and damaged Title I, Il and
Cection 414 wheat.

G0F submits credit advice
evidencing depasit of P 16.7
million of rice shipment from

USG TO NFA arrived 8 July 88,
(Requireemnt for transfer of funds
to General Fund).

Quezon City Regional Trial Court
Gtopped NFA from 1mplementing service
contract for bagging service on rice
donations from US due to awarding

of contract other than to the lowest
bidding party.

Fil-Asia, hFR wharf up for bidding.

Status of 1988 PL 480 I self-help
measures (descriptive, no analysis),
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State 099615 from
Secretary Schultz to
Embassy Manila

State 108206 from
Whitehead to Embassy
Manila

Attachments to letters
to USAID from PAFMIL
Director Wilfredo Reyes

Internal USAID memo from
Regional Legal Advisor

B, Miller to Mr. W. Oliver,
)]

Letter to Mr. W. Oliver,

USAID from Ms, Dz Leon,
OOF

Malaya, 4 Aug 88

Manila Chronicle, 31 Aug 88

USAID internal briefing

paper by B Beyer ™ RT AVAILAR'E nOcY MIENT
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(4 Jul 88 GOP submits credit advice dated 21 Letter to Mr. W, Dliver,
June B8 evidencing deposit of USAID from Ms, De Leon,
P 68.7 million of initial rice DOF
shipment (10,300 MT) which arrived
15 June BB,

14 Jul €8 GOF submits credit advice dated Latter to Mr. W, Oliver,
& July 88 of P 6.9 aillion for USAID from Ms, De lean,
rice shipment of 1,006.35 MI. DOF

28 Jul 68 GOP submits credit advice of Letter to Ur, W, Dliver,
7 92.8 million for rice shipment USAID from Ms. De leon,
last 4 July 88 equal to DOF
13,959,122 M1,

10 Aug 88 GOP submits credit advice dated Letter to Mr. W. Dliver,

23 fug B8

15 Sep 68

2 August B3 for rice shipment
amounting to F 200,35 million or
33,667,669 M1, arrived 8 July B8,

GOF submits credit advice far rice
shipment amounting tp P 112.4
millien or 16,4bu.188 MT, arrived
i1 July 88,

USAID-Manila {c/o Mr. Oliver)
notifies/clears GOP (c/o DOF) to
trannsfer up to F 1.7 billion from
1968 Title I procceds Account to
General Fund Account.,
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USAID from Ms. De lean,

DoF

Letter to Mr. W. Oliver,
USAID from Ms. De Leon,

DOF

Letter to Ms. De Leon,
DOF from Mr. K, Oliver,

USAID
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