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SWUARY AND RECOM4ENDATIONS 

1. PROGRAM TITLE AND NUMBER: Agribusiness System Assistance Program
 
(492-0445).
 

2. 	GRANTEE: The Government of the Philippines (GOP).
 

3. 	IMPLEMENTING AGENCY: The Department of Agriculture (DA).
 

4. 	FUNDING LEVEL AND TERMS: U.S. $80 million grant from Economic Support
 
Funds (ESF). with $23.654 million to be obligated In FY 1991.
 

5. 	LIFE OF PROGRAM: September 1991 to September 30. 1996.
 

6. 	PROGRAM PURPOSE: To improve the policy environment for private investment
 
in agribusiness activity, linked to a fore efficient small farm production
 
sub-sector.
 

7. 	".QRAN_ DESCRIPTIO!1: The program will provide $80 million ingrant funds
 
ovrr f6ve years to support policy reform; related support services; and
 
monitoring, evaluation and audit. The program is designed to provide
 
$55 millicn inperformance-based disbursements for the implementation of
 
specified policy changes; $24.582 million to finance support services such
 
as technical assistance, research and training to aid policy
 
implementation; and $418,000 for monitoring, evaluation and audit.
 
Disbursements for program assistance are expected in three tranches, with
 
the first tranche to be released in late 1991.
 

8. 	GRANTEE CCN TRIEYT:C!: Th'e G%?'s contribution t the project will consist
 
of an increased budget to the DA for agribusiness-related activities, as
 
identified in the program's policy matrix. In addition, the GOP will
 
provide logistical support for the technical services contractor employees
 
to be located in the CA.
 

9. 	STATUTORY REOUIREMENTS: All statutory criteria have been met (Annex 1).
 

10. 	RESOLUTION OF PROGRAM ISSUES: All program issues have been satisfactorily
 
resolved; these are detailed in the Action i4emorandum requesting Program
 
Authorization.
 

11. 	RECOMiENDATION: Authorization of a grant of U.S. $80 million, if
 
negotiations do not significantly alter the Program in form or substance.
 

12. 	USAID/PHILIPPINES PROGRAM TEAM MEMBERS:
 

ONRAD:BPriwtm DR: (;Imhoff
 
ONRAD:RDGarner OF1:SDarea
 
ONRAD:LJensen CSO:HEReynolds
 
OLA:LChiles OPE:GDy-Liacco
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SECTION ONE 

THE SETTING 

A. RECENT MACROECONOHIC PERFORMANCE 

In the closing years of the Marcos Era, 1984-85, the Philippines exper
ienced the most severe economic and financial crisis in its postwar history.

GNP dropped by 6 percent in 1984 and 4 percent in 1985. Inflation accelerated
 
to 50 percent and 23 percent in 1984 and 1985 respectively. In 1985, imports

dropped by 23 percent and exports dropped by 8 percent. As a result of econ
omic reforms begun in 1985 and continued in 1986 under the Aquino administrat-

Ion. 1986 showed modest growth and the economy experienced a sustained recov
ery over the 1986-1989 period before entering a period of reduced growth in
 
1990. Key macroeconomic indicators for the past five years are shown below.
 

TABLE 1: KEY MACROECONOMIC INDICATORS
 

Annual Percentage Change:
 
GNP 1.5 4.6 6.4 5.6 3.1
 
Agriculture 3.3 -1.0 3.6 4.3 2.2
 
Industry -2.1 7.4 9.0 6.9 4.6
 
Imports 12.9 26.5 33.5 22.4 8.0
 
Exports 21.8 -1.3 15.9 11.7 6.0
 
Inflation 0.8 3.8 8.8 10.6 12.7
 

Consolidatel fis:01
 
deficit -4.8 -2.7 -3.1 -4.0 -5.2
 

Current account BOP
 
deficit 3.1 -1.3 -1.1 -3.3 -5.8
 

S:%ist: ~r l and G:7 (sS'9) 

The decline in world prices for Philippine exports accompanied by price
 
increases inoil and other imports are the major external causes of the
 
economic slowdown. This was followed by the Middle East crisis in 1990
 
leading to further Increases inoil prices.- Internally, there has been a
 
steady rise in domestically-financed GOP debt leading to rapidly increasing

real interest rates. Certain domesr1 c exogenous events have also had a
 
negative impact on overall economic performance, specifically the drought in
 
the winter of 1989-90, the coup atteapt inDecember 1989, the earthquake in
 
July 1990. and the major volcanic eruption in Luzon in June 1991.
 

These negative developmerts caused severe balance of payments and
 
budgetary resource gaps, which are hampering the achievement of important GDP
 
stabilization and structural adjustment objectives. Government policies have
 
tended to aggravate the situation. Populist measures, such as the minimum
 
wage increase in 1989. and consumer subsidies on petroleum products (just
 
recently removed) had an important impact on inflation. Both the budget
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deficit and the current account balance of payments deficits are rising, and
 
inflation is remaining in the double digits. High inflation caused by large
 
budget deficits are resulting in high interest rates, which in turn are
 
putting upward pressure on the exchange rate.
 

This overall situation, if not vigorously addressed by the GOP, has
 
serious negative implications for the international competitiveness and
 
medium-term prospects of the Philippine economy. The ability of the GOP to
 
manage their overall economic situation will also condition the willingness of
 
donors to extend aid and refinance debt.
 

B. GOP DEVELOPMENT STRATEGY AND MEDIUM-TERM ECONOMIC PROSPECTS
 

The latest statement of GOP development strategy is the Progress Report
 
on the Philippine Agenda for Sustained Growth and Develooment, dated January
 
1991. This document presents the GOP strategy and programs in terms of two
 
overall objectives: increased economic efficiency/productivity and poverty
 
alleviation. The main thrust of the strategy is to create an improved
 
macrocconomic and regulatory climate for private sector-led growth. This
 
includes all of the standard structural adjustment measures including:
 

1. 	a market-determined exchange rate;
 

2. 	reduced tariffs and non-tariff barriers;
 

3. 	reduced market distortions resulting from GOP regulations and
 
various incentives for investment, industrialization and exports;
 

4. 	increased efficiency and effectiveness in the financial sector; and
 

S. 	s-:,e =:netary :: as riezti in low an mana;able budget anc 
balance of payments (BOP) deficits. 

Measures carried out over the past five years have had some positive
 
impact on the overall competitiveness of the Philippine economy. althcugh not
 
enough to pri int the country from falling behind with respect to its major
 
competitors. Although the exchange rate is adjusted more frequently and
 
promptly in response to market forces it is still heavily managed by the
 
Central Bank. The average effective rate of import protection, including both
 
tariffs and NTBs, dropped from 49 percent in 1985 to 36 percent in 1988. and
 
additional reductions in tariffs and non-tariff barriers occurred in 1989 and
 
1990. A major overall reduction which was to have taken effect in September
 
1990 (Executive Order 413) will soon be reissued with revisions. A negative
 
bL't temrporary devalopment with respect to import liberalization is the
 
decision in January 1991 to add a 9 percent import surcharge as a revenue
 
raising measure.
 

The GOP has also initiated changes recently in the investment incentive
 
system to remove the biases against agriculture and small- and medium-sized
 
enterprises, and convert the Board of Investments (BOI) from a regulatory to
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an investment promotion body. Due to the complexity of the incentive system

and the wide ranging political ramifications, it is uncertain when a complete

overhaul of the system can be put into effect. 
Within the context of the
 
existing system, steps have been taken to expedite investment approvals and
 
facilitate foreign investments in selected industries. A related set of
 
measures involves the privatization of government-owned or controlled
 
corporations (GOCCs). GOCCs accounting for 15 percent of the total book value
 
of GOCCs have been approved for privatization. Actual sales however have been
 
delayed by legal problems, valuation work, and bureaucratic resistance.
 

At the same time that it is improving the policy framework for the
 
private sector, the GOP proposes to improve efficiency/effectiveness in the
 
public sector. At the overall level this involves improved revenue
 
collection. strict controls on current expenditures, especially salaries.
 
increased cost recovery in the corporate sector (electricity, oil, and water).

and increased decentralization of government services. At the sectoral 
level.
 
the GOP is undertaking new initiatives with respect to rice production,

agro-industry in rural areas, transportation (shipping and air).

telecra.unications, and the management of natural 
resources.
 

With respect to its poverty alleviation objective, the GOP's major

initiative Is the Comprehensive Agrarian Reform Program (CARP). Associated
 
with the transfer of land to small farmers, it encompasses a wide range of
 
activities designed to increase farmer productivity and to strengthen linkages

to viable markets. In addition to the CARP initiative, the GOP seeks to
 
expand and increase the effectiveness of its ongoing social services in the
 
areas of health, education, housing, and social welfare.
 

A key factor in the achievement of GOP development objectives is the
 
availability of public sector resources. Between 1985 and 1989, a period of
relatively r pi e:cn:7n!: grcat,t ca~ re;injes increased from ;1 
percent cf GNI to 16 percent. During this same period, non-interest
 
government expenditures went from 11 percent of GNP tc 12 percent, and the
 
consolidated deficit rerained at about 5 percent. Virtually all of the
 
increased revenue effort went into servicing the public debt. The
 
stac;ization program proposed for the Multilateral Aid Initiative (HAl) calls
 
for the budget deficit to drop from P36.6 billion in 1990 to P26.6 billion in
 
1991 and PO.2 billion in 1992. This will be achieved through greater revenue
 
generation efforts and virtually no increase in non-interest government
 
expenditures. 
 In this regard, GOP debt service payments will continue to
 
increase rapidly even after 1992.
 

Under these circumstances, the key to the success of the GOP's
 
development strategy will be the economic stabilization program and m3asures
 
aimed at increasing international competitiveness. This will translate
 
directly into higher private sector-led growth. With little likelihood of
 
increased government services in te short run, increased incomes resulting

from private sector investment/growth are the only meaningful way to address
 
the poverty alleviation objective. As increase' economic activity leads to
 
in-, eased GOP revenues, increased household incomes will be accompanied by

impr-ments in social service delivery aimed specifically at the poorest
 
;egments o! the population.
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There are strong indications that the GOP will carry out the key elements
 
of the stabilization program recently negotiated with the IMF. These measures
 
cannot be avoided if the country is to meet its short-term liquidity needs.
 
Of greater concern at this time iswhether the GOP will be politically able to
 
proceed on schedule with the structural adjustment measures that are at the
 
heart of the GOP development strategy and are critical to achieving sustained
 
economic growth over the medium term. It is clear that there is a strong
 
high-level commitment within the Government to carry out these measures.
 
However, the accompanying disruptions have political costs that are
 
particularly high during difficult economic times. In the Philippines, the
 
situation is further exacerbated by the upcoming national elections. Several
 
measures have already been postponed or abandoned, including E.O. 413 which
 
would have lowered/rationalized the tariff regime. Thus, at the very time
 
when structural adjustment measures are most urgently needed to regain the
 
momentum of the late 1980s, there is a growing fear that the political will to
 
carry them out may be lacking.
 

C. THE USAID DEVELOPMENT ASSISTANCE STRATEGY AND PROGRAH 

The overall goal of the USAID development assistance strategy is broad
based sustainable economic growth through active partnership of the private 
and public sectors in fostering open and efficient private sector markets. 
This goal is directly supportive of the GOP development strategy as pursued 
since the mid-1980s. The GOP is continuing to move in this direction with the 
support not only of the U.S. but also the other major bilateral & multilateral 
donors. In the context of this overall goal, USAID has five development 
objectives: 

1. a policy and institutional framework stimulating market-based private
 
sector growth;
 

2. open and competitive markets;
 

3. infrastructure that facilitates expanded private sector activity;
 

4. the efficient delivery of essential government services; and 

5. effective and sustainable management of natural resources.
 

Three comon and cross-cutting themes are applied in the pursuit of these 
objectives: 

e 	 Policy Oia!oQue. The key to the achievement of the above objectives 
is the GOP'S own policies/programs. A.I.D. and other donors can only 
be supportive of programs that are initiated and carried out by the 
Philippine Government with their own resources. For this reason, the
 
overall A.I.D. program is based on policy dialogue. USAID technical
 
assistance isprovided to support policy analysis, and non-project
 
assistance isprovided, when appropriate, in support of basic, far
reaching policy reforms.
 

It
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a 	The Private Sector. The underlying premise of the USAID development
 
strategy is that sustained broad-based economic growth must be private

sector-led. This means that the USAID program is designed to provide

maximum support to the private sector, and the private sector is s2en
 
as playing a key role in the achievement of USAID's overall goal as
 
stated above.
 

e 	Decentralization. The USAID strategy reflects the view that when the
 
provision of essential government services is decentralized, those
 
services are provided more efficiently and are more responsive to the
 
needs of the population. The need for decentralization is built into
 
the design of the programs and projects that support the Mission's
 
five development objectives.
 

The Agribusiness System Assistance Program (ASAP) consistent with the
 
Mission's Agriculture and Natural Resources (ANR) Strategy and its proposed

Private Sector Development Strategy. The overall goal of the former, which is
 
administered by the Mission Office of Natural Resources, Agriculture and
 
Decentralization (ONRAD). is to accelerate private sector-led economic growth

and improve national food security through increased reliance on open market
 
mechanisms, agribusiness development and participation, and financial and
 
natural resource sustainability. The overall goal of the latter, which will
 
be administered by the Private Enterprise Support Office (PESO), is to promote

greater economic efficiency in all segments of the private sector enabling

them to compete more effectively in open markets.
 

In addition to ASAP, the current ONRAD program includes the Local
 
Development Assistance Program (LCAP) and the Natural Resource Management

Prcgran (NRXP). Two activities approaching cc,rpletion are the Accelerated
 

Program (ARSP). The Hission sees the ASAP, with its focus on market driven
 
growth and increased value-added in agriculture, as the natural follow-on to
 
past and existing USAID-funded programs and projects. As discussed inSection
 
Three, ASAP is also seen as an impor 'nt complementary activity to other
 
X'ss~:c. l,,,azive: inpriva:e sector development.
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SECTION ThO
 

THE AGRIBUSINESS SYSTEM
 

A. DESCRIPTION
 

Most broadly defined, the agribusiness system encompasses agricultural
 
production, all of the inputs/services that are used in on-farm production,
 
apd all of the processing, manufacturing, transportation and services that are
 
involved in transforming raw agricultural produce into finished products for
 
domestic consumption or export. Defined in this way. Philippine agribusiness
 
is estimated to account for about 50 percent of GDP. The share of on-farm
 
production in the agribusiness system declines as countries develop. In
 
developed countries, on-farm production accounts for only a small part of
 
total agribusiness activity. Table 2 shows that. in the Philippines, off-farm
 
activities account for slightly more than half of agribusiness production.
 

TABLE 2: CONTRIBUTION OF AGRIBUSINESS TO GOP - 1989
 

Category Percentage
 

Agriculture 23.5 
Crops 13.4 
Livestock 1.8 
Poultry 2.3 
Fish 4.6 
Forest products

;-rcrL~lct-~n;11.8 
1.3 

Fertilizer & pesticide manuf. 0.7 
Elect.. gas, water 0.7 a/ 
Transportation & conrsun. 2.5 b/ 
Trade 7.8 c/ 
Otthr services 3.1 d/ 

Total Agribusiness 50.1 
a/ 30 percent of total 
b/ 50 percent of total 
c/ 40 percent of total 
d/ 40 percent of total 

Source: Allen and Dy. 1990
 

The food manufacturing sector accounted for about 24 percent of total
 
manufacturing in 1986, with cigarette, wood products, pulp and paper, and
 
fertilizer production accounting for another 14 percent. Sugar. coconut, and
 
vegetable oil production accounted for almost half of food manufacturing (GDP
 
National Statistics Office. 1987).
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The contribution of agribusiness to exports is sumarized in Table 3.
 
Fruit and vegetable exports consist mostly of pineapples and bananas, and most
 
of the non-specified agro-based exports are marine products (prawns, tuna, and
 
seaweed). It should be noted that these figures underestimate the contribut
ion of agribusiness to foreign exchange earnings because agriculture based
 
products have a very low impurt content. For example, the import content of
 
electronics/garments, the two largest categories of manufactured exports. has
 
been estimated at 56 percent and 80 percent, respectively (World Bank, 1990).
 

TABLE 3: 1989 PHILIPPINE EXPORT EARNINGS ($millions)
 

1985 1989
 

Aariculture Based Products:
 
Coconut prodlct: 459 541
 
Sugar products 185 213
 
Fruits and vegetatles 136 319
 
Other agro-based products M5 4
 
Sub-total 1,330 1,427
 

Electronics 1,056 1,751
 
Garments 623 1.575
 
Processed foods and beverages 106 206
 
Other manufactures L80
1ilQ 
Subtotal 2,765 5,192
 

Eyo9ts ,ther1U4L= 
Total Exports 4,629 7,821
 

Source: World Bank, 1990.
 

A measure of the economic importance of the agribusiness system is its
 
linkages to the rest of the economy. These can be "backward" linkages through
 
Inputs that go into production or "forward" link?ges through further trans
formation, transportation and other services needed before the products con
cerned reach final domestic or export markets. NEDA's 1983 input-output model
 
shows that the food-feed processing and livestock-poultry subsectors have some
 

1
of the strongest linkages to the rest of the economy. Most agricultural
 
production feeds Into these subsecors, which means that an efficient. marl et
oriented food-feed processing and livestock-poultry subsectors lead directly
 
to demand-drivrn growth inon-farm production. Both subsectors have
 

1 Because thp structure of economies change slowly over time, the 1983
 
model is still generally representative of the national economy. An analysis
 
of the 1-0 model to identify the inter-industry linkages of Agribusiness to
 
other sectors was carried out by Dr. Larry Morgan of Chemonics Intl. and was
 
presented inAnnex C of the PAIP.
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strong backward/forward linkages to the manufacturing and service sectors.
 
There Isalso a strong backward link to the household sector In the form of
 
salaries that are paid to employees.
 

An additional consideration is that increased activity in either
 
subsector and the increased activity resulting from backward/forward linkages
 
generates strong demand for domestic goods/services and relatively low demand
 
for imports. .oth food/feed processing and agricultural production have
 
extremely low Import content. Also, the consumption patterns of households in
 
agriculture and related service sectors who earn more as a result of growth in
 
food, feed, fruit and vegetable production/processing have a lower import
 
content then their counterparts in other sectors. This combination of factors
 
Indicates that development activities focussed on the food/feed processing
 
sector are one of the most effective ways to achieve broad-based growth tn the'
 
Philippines.
 

B. RECENT PERFORMANCE
 

The Philippines experienced exceptional'y strong sector-wide agricultural

growth during the 1970s. Growth was related to the introduction of green

revolution technologies combined with high producer prices and substantial
 
subsidies on modern agricultural inputs. The new technologies brought

Increased yields and the htigh returns to agriculture resulted in increased
 
area planted for almost all major crops. Food prices were at favorable
 
levels relative to the rest of the economy and generally kept pace with
 
inflati.: during this period.
 

The strong agricultural performance had a dramatic impact on living

conditions and overall economic performance. Per capita food consumption was
 
18.5 percent higher in 1980 than in 1970. Food energy in the average diet 
4ncreise! ty atovt 10 ;ercent. Tt. vc:j~e cf a;ricult..; ax;orts increased 
by more than 50 percent in constant prices while agricultural imports 
increased by about 13 percent. 

Agriculture growth began tapering off in the late 1970s and trended
 
sliiht:y dchnard prior to a srarp drop as a resuit of tne orougnt in 1983.
 
There was some post drought recovery, but as can be seen from Table 4. the
 
1980s were a period of slow growth for agriculture. The difference was
 
particularly striking for crops which grew by only 1.5 percent per year in the
 
1980s compared to 6.9 percent per year in the 1970s. Although part of the
 
reason was poor growing conditions, the urban-biased economic policies of the
 
1970s. including price ceilings on food. eventually reduced the returns to
 
agriculture. This led inevitably to reduced allocation of capital/labor to
 
the sector. The strongest performance was in livestock and poultry in
 
response to strong urban demand and increasing low-cost feed supplies, mostly
 
corn.
 

The strong export performers during the 1970s were sugar, fresh
 
pineapples and pineapple concentrate, fresh bananas, and prawns. In the 1980s
 
the only strong performers were coconut oil. preserved tuna. and seaweed.
 
Sugar exports peaked in 1975. then dropped sharply and steadily until the
 
recent strengthening in 1990 and 1991. Other declining agricultural exports

include coconut products, tobacco products, and logs and lumber. Overall,
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TABLE 4: 	ANNUAL GROITH RATES IN AGRICULTURAL 
GROSS VALUE ADDED 

-- -1980s----
Category 1970s Ea~ly Late Whole
 

Crops:
 
Palay 4.3 0.4 2.8 2.0
 
Corn 6.2 0.1 5.5 3.6
 
Coconut 6.3 -4.8 8.7 3.2 
Sugarcane 4.6 -1.3 -6.7 -6.8 
Banana 0.0 4.6 -1.5 1.7 
Other 	 14.2 3.9 0.3 1.8
 

Sub-Total 6.9 1.5 1.5 1.5
 

Livestock: 0.5 3.0 6.6 4.2
 
Poultry 7.5 13.7 5.5 7.8
 
Fish 4.4 3.4 3.1 2.7
 

TOTAL AGRIC. 5.9 3.0 2.6 2.6 

Source: Allen and Dy. 1990.
 

agriculture based products have not contributed significantly to growth in
 
Philippine exports for some time, although, net of imported intermediate
 
goods, they continue to be the major foreign exchange earner.
 

Approximately 75 percent of agricultural prcduzt'.r inthe Philippines is
 
f:r the d:7st!c nret. That :arkat is grcing at the ;aplatlon grcwth rate 
plus growth in per capita incomes. This indicates growth in domestic demand 
of about 3.5 to 4 percent per year with somewhat faster growth for the income 
elastic goods, e.g.. livestock products, selected fish products and fruits and 
vegetables.
 

The export situation is even more complex. Markets are declining for many

of the Philippines traditional agriculture-based exports. World demand for
 
coconut products is declining. Prospects for coffee/cocoa are not promising

because of competition from neighboring countries and abundant world market
 
supplies. Exports of forest products are expected to virtually disappear

because of the severe denuding of Philippine forests. Sugar exports will
 
continue their downward trend, mainly because of low productivity combined
 
with strong d.mestic demand. The situation is more promising for bananas and.
 
pineapples. The Japanese markets seem to be saturated, but new markets may be
 
opening up in South Korea, Singapore, and Hong Kong. (Allen and Dy, 1990).
 

There is a 9rcing world market for fruits and vegetables, both fresh and 
processed, but opportunities are cormnodity and country-specific, requiring 
constant efforts to identify and develop market niches. Constant efforts are 
also needed to maintain or increase existing market shares for the country's
traditional agricultural exports under conditions of stagnant on declining 
markets.
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C. CONSTRAINTS TO AGRIBUSINESS GROIWTH
 

The potential for agribusiness to increase farm and off-farm employment 
and incomes, expand rural markets for agricultural and industrial goods and 
services, and promote broad-based and sustainable economic growth, will remain 
largely unfulfilled in the absence of a policy framework that fosters open 
markets, economic efficiency and international competitiveness. Also, 
agribusiness will not expand rapidly unless there is improved vertical 
integration and/or coordination within the agribusiness system and expanded 
support for infrastructure and technology development and transfer. The major 
constraints to private sector agribusiness growth include the following: 

1. Biased Price and Investment Incentives 

The investment incentive system in the Philippines has traditionally
 
favored capital-intensive urban-based manufacturing. This not only draws
 
scarce capital funds away from agriculture, but some of the incentives
 
increase the costs of production and the processing/transport of agricultural
 
products. Although progress is being made overall inremoving these biases,
 
many remain that negatively impact on private sector agribusiness investment.
 
The most important are overvalued locally-produced agricultural connodities
 
and undervalued agricultural Imports brought about by an overvalued peso, a
 
higher level of import protection for urban manufacturers tI.in for agricultur
al producers or rural-tased small and medium agribusinesses, and the apparent 
misapplication of certain GOP taxes on agro-processors. 

a. Exchange Rate Policy
 

A necessary condition for an internationally competitive Philippine 
agribusiness sector isan exchange rate that is market determined or, failing
 
that, ur-:selully une-va id. I-rfortLnztely, the rig-tizi pc icy z. the
 
GOP has been to maintain a stable exchange rate as part of an 'mport
 
substitution-based development strategy. Despite public announcements since
 
the mid-1970s to make the economy more export oriented, there is still a 
policy of trying to maintain a stable and exchange rate in the face of 
in lizicna.rj increasis inaggregate spenoing. As a resuir, the exchange rate
 
tends to be constantly overvalued.
 

If the exchange rate were to be determined by the market, agri-based 
imports would become more expensive and would be substituted for by 
locally-made products, and Philippine agri-based exports would be more 
competitive on world markets. On the other hand, most key import substitution 
industries would argue for a higher level of protection because their imported
 
raw materials and intermediate goods would beceme more expensive.
 

b. Trade Policy
 

Beginning in 1981. the GOP has taken measures to reduce the level of 
import protection as part of its structural adjustment program to increase the 
efficiency of the Philippine economy and improve its international
 
competitiveness. In 1981, the average tariff rate was cut from 48 percent
 
down to 28 percent. Since 1982, NTBs were removed on over 2,000 products.
 

http:lizicna.rj
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For the agribusiness system, the main trade policy issue is that there is
 
a strong anti-agriculture bias in the tariff structure. Prior to 1981. the
 
average rates of protection for agricultural and manufactured goods were 9
 
percent and 44 percent, respectively. Since 1981, the reduced levels of
 
protection have been applied more to agricultural than to non-agricultural
 
goods. Most importable agricultural goods are in the 0 to 10 percent tariff
 
category while most manufactures are in the 40 to 50 percent category. The
 
result is that the anti-agriculture biases are even stronger now than they
 
were in the early 1980s.
 

The latest tariff reform measure is E.O. 413 which was to have taken
 
effect in September 1990. The main purpose of E.O. 413 is to reduce the
 
overall rate of tariff protection. It also reduces the range of tariffs from
 
the existing 0 to 50 percent, to a narrower range of 3 to 30 percent. Hhile
 
raw materials and semi-processed goods continue to be accorded the lowest
 
protection rates (between 3 and 10 percent), the difference in protection for
 
agriculture-based products relative to manufactures is significantly reduced
 
because the maximu-n rate is lowered by 20 percent. The net effect of E.O. 413
 
is to in:rease profitability and investments inagriculture and agribusiness

relative to non-agriculture based manufacturing.
 

At present, the issuance of a revised E.O. 413 is expected. Although tte
 
final decision on E.O. 413 has important implications for the agribusiness
 
system, the decision will he made in the context of macroeconomic objectives

and the GOP's structural adjustment program. An important succeeding step is
 
a proposal to eliminate most non-tariff barriers and replace them with
 
tariffs. This would have the effect of substantially reducing the effective
 
protection rate on hundreds of manufactured goods. The poli .ydialogue
 
between donors and the GOP on these matters is taking place under the overall
 
umbrella of the IMF stabilization program and the Multilateral Assistance
 
In'tiat've.
 

In the meantime, the GOP has reduced tariffs on agricultural goods and
 
transportation equipment and spare parts under National Emergency Memorandum
 
Order No. 8. This is a temporary measure that will become pernmanent only when
 
the reysiw E.G. 4;3 goes into efoecz. These reauceo tariffs wiil result in
 
lower pro- duction costs for certain agricultural and agribusiress activities,
 
but the overall effect on the agribusiness system is lower thin if the overall
 
anti- agriculture trade bias were to be corrected. Moreover, implementation

of E.O. 413 in its current form would actually increase disincentives to
 
private sector investment in the feed-livestock industry by enacting higher

uties on live feeder animals than on imports of processed meat products,

maintaining quotas on imports of feed cattle and continuing the existing high

tariff levels on imports of other key inputs for livestock production that are
 
not locally available inadequate quality or quantity.
 

c. The Value Added Tax (VAT) on Agro-Proressors
 

The GOP introduced a 10 percent VAT on January 1, 1988 in a comprehensive
 
way. The tax is e4ual to ten percent tax on the total value of products sold
 
minus the ten percent tax that was previously paid by the producers of the
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inputs that went into the products sold. When properly implemented the tax
 
returns of all of the businesses subject to the tax provide an auditable means
 
of assuring that all VATs have been paid.
 

The issue for agribusinesses is that primary products, including

agricultural products, are exempt from the VAT. This means that when
 
agro-processors calculate their VAT, they are unable to claim credit for the
 
VAT paid on their inputs, because the tax was not paid. The result is that
 
agro-processors pay the VAT on agricultural products as well a! . their value
 
added. Consequently, the average effective VAT rate on agroproLessing amounts
 
to 22 percent instead of the intended ten percent.
 

There are two main objections to correcting this problem. The first is
 
that it would reduce tax revenues thereby aggravating the country's budget

deficit problems. Taxing agro-processors is seen by DOF as an inexpensive way

of collecting taxes from the primary sector. The second is that the VAT is
 
experiencing implementation problems, and there is resistance to complicating

the process further by starting to change the rules before the existing ones
 
are in place and running well. Nonetheless, there iscurrently a bill in
 
committee in the lower house to remove the requirement that agro-processors
 
pay the VAT on primary products.
 

The key policy question is the reason for the VAT exemption. Is it
 
because the tax would be too difficult to collect or is it because the GOP
 
wishes to reduce the tax burden on primary producers for social or political
 
reasons. 
 If the latter, the case for reducing the VAT on agro-processors is
 
strong. If the former, the issue then becomes whether or not the processor is
 
able to pass the tax backward to the farmer. The analysis to date seems to
 
indicate that the agro-nrocessor absorbs most of the cost of this tax. If
 
this is the case, the tax constitutes an additional cost for the
 
agro-processor and isa disincentive to increased value added in the
 
agribusiness system.
 

2. Restrictions on Open Markets
 

The nunerous GOP interventions/controls in the agribusiness system have
 
the effect of increasing production costs and discouraging private

investment. These include inappropriate GOP: interventions in grain Ind
 
agricultural asset/input markets; price and regulatory control of the
 
transport sector (particularly interisland shipping); and licensing

requirements that restrict new investments and re,"ice competition. bore
 
specifically, the role of the GOP's National Food Authority (NFA) in 
corn
 
marketing and imports; regulations of the Comprehensive Agrarian kefo.;
 
Program (CARP) that have virtually destroyed the collateral value of
 
agricultural land; the regulation of interisland tranip-irt inways that
 
increase the costs of shipping agricultural products; and the unfair
 
advantage/influence of other parastatals have created major entry/exit

barriers and other disincentives to private sector agribusiness investment,
 
particularly in the feed-livestoc4 and fruit-vegetable sectors.
 

a. Corn Marketing Policy
 

Of the 73 provinces in the Philippines, only 19 produce corn on a 
significant basis. Of the 19 corn growing areas, only six provinces are 
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consistently classified by the GOP as "surplus" (i.e*i producing more than
 
they consume) with the remaining seven being "marginal or deficit." These
 
surplus corn growing areas include the provinces of: Lanao del Sur, Maguin
danao, Bukidnon and North & South Cotabato, all of which are on the island of
 
Hindanao, and finally Isabela in Luzon. 
 These six provinces have consistently

accounted for 60 percent of the nation's annual corn production. Although

white corn is a staple food for a small portion of the population, about
 
two-thirds of the corn produced in the Philippines is used for animal feed.
 

Corn is one of the crops covered by the GOP's grain stabilization
 
program. The objectives of the program are to assure adequate supplies of
 
affordable staple grains for the population, support minimum farmgate prices

for farmers. and maintain buffer stocks for years of shortages. The problem

is that the National Food Authority (NFA), which is responsible for
 
administering the program, constantly lacks the resources necessary to
 
guarantee minimum prices and maintain buffer stocks. 
 Consequently, NFA is not
 
ab;i to achieve its grain stabilization objectives despite massive GOP
 
subsidies to cover its operating losses.
 

The corn market is characterized by relatively steady demand from
 
feedmillers and hog and poultry producers, but there are sharp seasonal
 
fluctuations in supply. One important NFA role in this market is to make
 
recommendations on the issuance of corn import licenses. 
 There is strong
 
pressure from hog and poultry producers to allow imports during the lean
 
months. The DA usually allows these imports. But delays in the approval
 
process and in shipping often result in corn imports arriving when they are
 
least needed. Under these circumstances, there isan ongoing demand from
 
feedmillers for the complete liberalization of corn imports.
 

A numter of changes are required before corn imports can be liberalized.
 
The otjective should te tc install a 1omesti: roducticn/.arketing system that
 
assures a steady supply cf high quality corn at competitive prices. The main
 
reasons why this is not now possible are: 1) the lack of private sector
 
shelling, drying and storage facilities; 2) high transportation cost from the
 
production area to the feedmills; and 3) a price system that does not
 
Jfirintlate adequately betwein iom and hign quaitty corn.
 

A major obstacle to private sector investment incorn drying, shelling

and storage facilities is the involvement of NFA inmarketing. The private

sector can never be assured that the NFA will not enter the market and pay a
 
higher farmgate price or sell to mills at below market prices. For corn, the
 
main political concern is to provide suppoet for producer prices. 
 The task at

hand is for the GOP to convince th? farmers that a well functioning private

sector marketing system will do more to stabilize prices than a chronically
 
underfunded NFA.
 

The GOP has already begun moving in this direction. The DA plans to
 
begin the process by undertaking programs to encourage increased private

sector investment and participation in corn processing/trading and eventually

eliminating the need for NFA participation in corn marketing. One important

part of this effort will be for the hog and poultry producers to experiment

with contract relationships that provide price incentives to farmers and, on
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the other hand, traders and livestock producers with consistently high quality
 
corn. This has started on a very small scale under the auspices of PCCI.
 

b. The Cost of Inter-island Shipping
 

The nation's inefficient interisland shipping industry and its high rate
 
structure are a major constraint to agribusiness development in general, and
 
for the feed-livestock complex in particular. Port access and the high port
 
charges are another major factor cited by private agribusiness firms and
 
groups for increasing shipping costs. The inefficiencies stem from antiquated
 
equipment and regulations/practices relating to port charges. The health of
 
the interisland shipping industry has also been impaired by restrictions on
 
the import of ships and spare parts.
 

Until recently, agricultural products ware subject to "basic class"
 
rates, which are only 40 to 55 percent of Class C rates. As a result, these
 
products had the lowest priority in the allocation of shipping space.
 
Following the Presidential Task Force Study on Inter-island Shipping (which
 
was partially !inanced by USAID), shipping rates for agricultural products
 
have been upgraded to Class C equivalent. Pursuant to the same study, imports
 
of ships and spare parts were temporarily liberalized under Emergency
 
Memorandum No. 8. The next step is to codify the new tariff and NTB structure
 
and liberalize further as neces:ary. Other significant re:ommendations of the
 
Task Force Study, which are yet to be implemented, include: partial
 
deregulation of the rate structure, periodical update of the basis for fare
 
determination, deregulate entry into particular routes, demonopolize port
 
cargo handling services, rationalize cargo handling rates and accelerate the
 
privatization of ports.
 

c. The Comprehensive Agrarian Reform Law (CARL)
 

Regulations associated with the implementation of CARL have created
 
great uncertainties in private sector. These uncertainties have essentially
 
frozen private investment in agriculture and agribusiness.
 

Tte f'rs. !; thi .z.k :' a c.is.po,;7 on converting agricuitural lanos 
to other uses. Present procedures call for all changes in land use to be
 
approved by the DAR. The main problem is that there are few guidelines for
 
approving requests. The resulting long delays in approvals have had a
 
negative effect on new agro-industrial investment. These investments create
 
jobs and increase demand for agricultural products. The administrative order
 
covering changes in land use needs to be rewritten to expedite the
 
decision-makin, process. Both DAR and DA agree that this is necessary.
 

A second issue is that agricultural lands can no lor.ger be used as
 
collateral for loans. Inorder to prevent the reconsolidation of these lands
 
into large holdings, their resale is prnhitted without DAR approval. This
 
renders the land useless as collateral for loans from financial institutions.
 
Land is usually the only asset that small farmers can use as loan collateral.
 
Restoration of the collateral value of agricultural land brought about through
 
a functioning land market is a necessary condition to continued growth and
 
development of the sector,
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d. Government-Owned and Controlled Corporations (GOCCs) 

The GOCC privatization program is underway in the agribusiness system as
 
in other sectors of the economy, and is facing the same delays. These are
 
mainly due to the difficulty of selling the corporations at prices set by the
 
GOP COA. In the agribusiness system, six corporatior, have been sold. two
 
have been turned over to the Asset Privatization Trust for negotiated sale and
 
nine remain to be privatized. The latter includes the: Food Terminal, Inc.,

National Sugar Refineries Corp., So. Philippines Grain Complex, No. Philippine

Grains Complex, Bicol Seeds. Inc.. Republic Transport and Shipyard Corp.,

Animal Industry Vaccine Laboratory and Iloilo Thermal Plant. In addition, the
 
GOP continues to operate (at A major loss) the Philippine Phosphate, Inc. 
(PhilPhos) which is the country's major phosphate fertilizer plant/supplier.
 

With the exception of PhilPhos and the NFA, the other !.',e cirporations
 
are not having a significant impact on the private agriLusiness system, but
 
they continue to drain the GOP of budgetary resources. The GOP agrees that
 
the privatizdtion process needs to be accelerated. 
For these nine parastatals

the issue is being adressed in the context of efforts to control government

spending and reduce the consolidated budgetary deficit and is not included in
 
the ASAP policy agenda. However, given an operating loss of $230 million last
 
year (the largest of all GOCCs), PhilPhos is a prime target for divestiture.
 

3. Inadequate Transport/Coevnunications Infrastructure
 

The main constraint is transportation, especially the lack of rural
 
roads. This has a particularly negative impact on perishable goods like
 
fruits and vegetables which must be transported and processed quickly to avoid
 
spoilage. A second, but at times critical constraint is the lack of corvnun
ications. The poor infrastructure increases costs, contributes to unreliable
 
ap::ess to and~ rtve're.t cf c~-:ties 1.ir; :s 1.o.tp ts % an fTEqjenfl)prevents timely response to new opportunities or changing market conditions.
 
The lack of roads, ports and cormunication. is a major disincentive to private

sector investment grain storage and handling facilities in growing areas as
 
well as near ports.
 

4. Inadequate Rural Financial Systems
 

Despite numerous donor interventions in the past, credit continues to not
 
be readily available to small/medium scale enterprises in the rural areas.
 
Production credit for small farmers isavailable for some crops in
some
 
p;'ces, but medium or long-term credit for permanent crops, livestock or farm
 
facilities isminimal. 
 Clear land titles, which are extremely difficult to
 
acquire since CARL, are usually required for colliteral.
 

5. Weak Vertical Market Linkages
 

The lack of market linkages shows up in different ways. First, there are

weak links between agribusinesses and small farmers, mainly because, prior to
 
the CARL, major Philippinc agribusinesses obtained their agricultwal raw
 
materials from large landholdings. Second, Philippine agribusitesses have
 
difficu)ty obtaining access to the agricultural and agro-processing technol-


S2, 
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ogles that they need to supply domestic markets efficiently and compete
 
successfully in export markets. Inmost cases required technology exists, but
 
local firms need assistance to link up with foreign firms which could provide
 
the technologies, as well as support in adaptive research, through joint
 
ventures or licensing arrangements.
 

Third, Philippine agribusinesses lack marketing knowledge and expertise.
 
This prevents them from first identifying potential markets, then developing
 
them. A related problem is the general lack of basic market information,
 
especially current data on market conditions for specific commodities. In
 
short, effective linkages in the agribusiness system are lacking from farm
 
production through to final markets. The private and public sector can both
 
play an important role in creating/strengthening these linkages, particularly
 
in providing international market data as well as data on local, regional and
 
national markets. Steps have only recently been taken to address the former
 
under the Private Investment Trade Opportunities - Philippines Project
 
(PITO-P) and the latter under USAID's AAPP. and there is an urgent need for
 
continued donor support.
 

6. GDP Budget Support for Agribusiness Development
 

The main issue of budget suFport for agribusiness deve.ipment is
 
expenditures on rural infrastructure. This is recognized as one of the major
 
constraints to sustained growth and international competitiveness for the
 
agribusiness system. Other budget support issues include expenditures on
 
agricul'ural technology development and transfer and programs to increase the
 
availability of credit in rural areas. The GOP is currently facing severe
 
constraints and new initiatives that require large increases in expenditures
 
are extremely unlikely. However. relatively small increases in expenditures
 
in such areas as data collection, analysis and dissenination will pay very
 
la- e dvide-d! in terms cf rore kn:wle!;i!ble and s-:tainable private sector
 
investment inagribusiness consistent with the nation's comparative advantage
 
inagriculture.
 

An; reduction in the above constraints would increase the ability of
 
? " a; =s1 ss t ri;pond to dorestic ana. to a lesser extent,
 
foreign market opportunities. To become fully competitive internationally,
 
all of these constraints need to be addressed to the fullest extent possible.
 
The objective of policy reforms and programs in suppor. of agribusiness should
 
be to level the playing field with respect to the Philippines' major
 
competitors: Thailand, Malaysia, and Indonesia. The most obvious and direct
 
impact will be sustained long-tem growth in agriculture-based exports. A
 
less obvious, but perhaps economically more important, result will be a more
 
efficient agribusiness system able to provide larger quantities of lower cost,
 
higher quality processed agricultural products for the domestic market.
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SECTION THREE
 

ASSISTANCE RATIONALE AND COORDINATION
 

A. SELECTION OF THE AGRIBUSINESS SYSTEM 

The analysis in the previous section identifies the agribusiness system as
 
accounting for over half of the Philippine GOP. The system has strong

comparative advantages as evidenced by the low level of trade protection,

esperlally the negative rate of protection of agricultural exportables. Also,

the NEDA input-output (1-0) model of the Philippine economy demonstrates that
 
the agribusiness system has strong linkages to the rest of the economy, so
 
that growth in this system causes increased production and employment in other
 
sectors. The strongest linkages with the rest of the economy are in the feed
food processing and livestock-poultry sub-sectors. As noted in the previous

section, the 1-0 model also shows that most agribusiness sub-sectors have a
 
relatively low im;ort content which means 
that primary and intermediate goods
 
are purchased domestically, not imported from abroad.
 

The system is also of critical importance for broaa-based development.

Agricultural production and agro-processing are labor intensive. More
 
important, it is through agricultural production and value added in rural
 
based processing activities that incomes and employment can be increased in
 
the rural areas, where 60 percent of the population resides. The rural
 
population moreover contains 80 percent of the Philippine households that fall
 
below the GOP's poverty line.
 

The particular ASAP focus will be on agrc-processing and a;ricultural
 
mtrketlr7. Sust!4ne. In:rese; !ns.!Il farmr ;rou:tioa will be possible

only when their increased production isdemand driven. As agro-processors and
 
other buyers of agri.:ultural products become responsive to market forces they

will generate the demand for tne marketable surpluses of small farmers.
 

B. CONSTRAINTS TO BE ADDRESSED
 

Of the constraints discussed in the previous section, exchange rate policy

and transport/communications infrastructure will not be addressed by ASAP.
 
The first is being addressed by macroeconomic reform programs of the multi
laterals and USAID's Support for Development Program. The second is being

addressed through GOP and donor-funded infrastructure investment projects.

The issue of sustained increases inGOP expenditures on rural infrastructure
 
cannot be effectively addressed until the macroeconomic structural adjustments
 
are completed and the GOP budget deficits are at a more manageable level.
 
Regarding trade policy, ASAP will focus only on those tariffs and ncn-tariff
 
barriers affecting selected subsectors of agribusiness such as the feed
livestock complex. Broad based (multisectoral) trade policy reform will be
 
pursued by USAID anJ other donors under the context of the HAI.
 

Three sets of constraints to agribusiness growth will be addressed under
 
ASAP:
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1.Restrictions on competition and open markets, especially those
 
that are specific to agribusiness. The effect of these restrictions is to
 
increase production costs and reduce incentives to invest in agricultural
 
production, marketing and processing. The areas of concern include: GOP
 
involvement in agricultural marketing, CARP implementation, and tax and
 
investment regulations that are more onerous to agribusiness than to other
 
sector:. Removing these constraints will increase profitability in
 
agribusiness, leading to increased investment and increased incomes/employment.
 

2. The lack of government suDporting services. The DA budget has
 
been dp:lining in real terms and as a percent of the total GOP budget since
 
the rjid-lg9Os. As a result, the Department has been unable to provide
 
cr'tical services in the areas of data gathering, policy analysis and
 
advocacy, technology development and transfer, and market development. Some
 
of these services were supported and strengthened under the USAID-funded AAPP,
 
but much of what was gained is now threatened because of the lack of GOP
 
budgetary support. ASAP will continue to support some of these services, but
 
only in the context of an ongoing policy dialogue aimed at identifying ways of
 
assuring sustainable GOP budgetary support.
 

3. The lack of vertical market linkages, This constraint is closely
 
related to important structural changes that are currently occurring in the
 
agribusiness system and must be continued if sustained rapid sector growth is
 
to be achieved. At present, the agribusiness system is dominated by large
 
firms in the traditional, but stagnant, coconut and sugar subsectors, and in
 
the highly protected food and feed processing sub-sector producing for the
 
domestic market. Many of these agribusinesses are not internationally
 
competitive and are surviving largely either because their productive base has
 
been in the family for generations or.they are benefitting from government
 
protection against foreign and, in sore cases, domestic competition.
 

The remainder of the system is made up of small- and medium-sized 
entrepreneurs and, more recently, agricultural enterprises owned and managed 
by farmer groups. This segment of the agribusiness system has received little 
protection from the govern-ment and their survival/growth has occurred largely 
! an c;Er --, t .in .t. Grot strategies of tnis group are baseo on 
competition and efficiency rather than on finding ways of obtaining special 
treatment from the government. Therefore. this group is most responsive to, 
and will benefit the most from, open market policy refcrms. However, in 
addition to facing all the same constraints as the larger firms, this segment
 
is also hampered by non-policy constraints which consists of weak marketing
 
linkages and expertise, from the primary producer through to the final
 
consumer.
 

C. CORDINATION
 

1.USAID
 

The program and support services components of ASAP will build upon,
 
reinforce and/or be complemented by the planned and ongoing program/project
 
portfolios of the Mission's Office of the Program Economist (OPE) and the
 
Private Enterprise Support Office (PESO) as discussed below.
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a. Private Enterprise Policy Support (PEPS) Program - PEPS is a
proposed multi-year balance of payments (BOP) program supporting the implemen
tation of significant GOP policy reforms essential to private sector led
 
sustainable growth. The first tranche will be predicated on the GOP's attain
ing by a specified date, investment liberalization through the recently signed

Foreign Investments Law and issuance of its implementing rules and regulations

(IRRs); or tariff reduction and restruituring through issuance of a revised
 
Executive Order No. 413. A second tranche of the 
same amount will be provided

for GOP fulfillment of the remaining policy action also by a certain date. 
As
 
the Foreign Investments Law has just been signed and the IRRs are being

drafted which are expected to significantly liberalize the foreign

investment/equity policy environment, ASAP is advantageously positioned to
 
expand private investment in agribusiness by addressing sector specific policy

constraints, supporting joint ventures between U.S. and Philippine agribusi
ness firms, and encouraging vertical integration between end markets, agropro
cessors and small farmers (particularly CARP beneficiaries). To complement

the overall restructuring/simplification of the tariff structure, ASAP will
 
focus on tariff reductions and the elimination of quotas on critical inputs to
 
the feed-livestock sector which are not available locally in sufficient
 
quantity or quality.
 

b. Support for Development Program (SDP) II -- Also a multi-ye.r BOP
 program, the proposed objective of SDP II is to remove policy constraints to
 
increased export competitiveness of the Philippines in areas of comparative

advantage. Policy areas under SDP II include foreign exchange market liberal
ization, access to inputs at world prices through further reform of the trade

regime, efficient provision of interisland shipping services and public and
 
private sector financial resource robilization. Policy refcrms leading to
 
ccnpetitive pricing fcr exports and their inputs will complement ASAP

!n ti•e . n .. .. ..... t.. -Jcei ,Y .vzs w t" 7E 
regulation and elimination of tax biases against agribusiness, and sustained
 
private sector investment ingrain trading. For interisland shipping. SDP II
 
and ASAP will complement each other as the former will 
focus on the deregu
lation of rate and route franchising while the latter targets the denonopoliz
tl;,-:f carg- handiing sirices at ports. SL II's planneo support for
financial resource mobilization will complement ASAP initiatives in facilitat
ing private agribusiness planning and inves.ment (through reducd uncertainty

about CARL implementation), privatization of GOP fertilizer pioduction

facilities, and adequate DA support for the agribusiness system.
 

c. Privatization Project (PP) -- The'ongoing privatization project is

in support of the GOP's efforts on divestiture of selected government owned
 
and ccntrolled corporations (GDCCs), cnd of assets acquired by government

institutions as a result of default on loans. Primarily, the project supports

technical assistance in the development of company specific priv+ization

strategies and implementation of privatization activities. 
 In this regard,

the performance based disbursements of ASAP to hasten the divestiture of

PfILPIOS are directly complementary to the purpose and activities of PP. For
 
example, the analysis to identify viable alternatives for privatizing PHILPIOS
 
will be financed by 
". 
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d. Pre-Investment Facility (PIF) - The purpose of PIF is to assist 
the private sector '-:developing and implementing high priority development 
projects outside of the National Capital Region (NCR) using resources from the 
Philippine Assistance Program (PAP/MAI). PIF funds are available on a cost 
sharing basis to private sector firms for conducting feasibility studies to 
determine the viability of a potential investment isexpected to be a major 
input which will be tapped by small/medium sized agribusiness entrepreneurs. 
The results of such studies can be incorporated into private sector proposals 
for cost sharing arrangements under ASAP to carry out applied research and/or 
organizing and training small farmers as reliable raw material suppliers. 

e. Private Investment & Trade Opportunities - Philippines (PITO-P) 
Project - The purpose of PITO-P is to stimulate trade between the 
Philippines and the U.S. through provision of: trade and investment promotion 
services, analyses of policies/regulations facing Philippine traders and 
investors, and related training and technical assistance. While PITO-P 
focuses on direct trading (exports/imports) by Philippine and U.S. firms, ASAP 
will focus on the forging of joint agroprocessing ventures not neczssarily 
focused cn exports. :n this regard. it's anticipated that ASA? activities 
will augment the private sector demand (clientele) for the regional trade 
brokerage service centers that PITO-P will establish inManila, Cebu, and 
Davao. Conversely. PITO-P's promotional assistance will facilitate the 
identification of potential areas for joint ventures under ASAP. 

2. Other Donors
 

Aside from A.I.D., there are other bilateral/muitilakeral agencies 
providing assistance to the agriculture sector in the Philippines. These 
include the ADS, the IBRD, the European Economic Cowunity (EEC). the United 
Nations Development Programrie (UNDP) and the governments of Australia, Canada, 
Germanw. Ja-an, Net-erlands, New Zela-a', .,-the ,.rle. Kin; . A itaile, 
description of the activities of each donor in this sector was provided in the 
PAIP and is still relevant at this time. That description demonstrated that 
other donor activities in agriculture have a specific cowodity group or 
subsector focus. Donor initiatives in the industrial sector, on the other 
6a,. i,& ten ;gneric innature and have not focuseo, uer ,. on agriousi
ness as a special development topic. It is concluded that ASAP will not 
duplicate, or undermine the progress of, the planned/ongoing donor activities 
in agriculture and in most cases will be complementary.
 

Regarding the future, the Mission will continue to maintain its almost
 
constant conunication/coordination with the other donors on major policy
 
issues such as private sector investment, open markets and trade reform. This
 
has been necessitated by USAID's already heavy reliance on programmatic wodes
 
of assistance predicated on performance based disbursemernts for major policy
 
reforms in other sectors of the economy as well as at the macroeconomic
 
level. As discussed in the Support Services Component of Section Four, ASAP
 
will increase overall coordination of national development efforts with the
 
private sector by financing its involvement/advocacy in establishing GOP and
 
donor priorities in such areas as infrastructure affecting agribusiness.
 
privatization of GOCCs. decentralization. etc.
 

-1 
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SECTION FOUR 

PROGRAM DESCRIPTION
 

A. GOAL AND PURPOSE
 

The development aoal to which ASAP will contribute is: sustained private

sector-led growth in the agribusiness system. This is expected to lead to a
more efficient agribusiness system with a significantly higher annual growth
rate in value added. 
 Given the strong need for policy reform and structural
 
adjustment within the system, non-project assistance in support of policy
reform has been identified as the appropriate assistance modality. The

iprogra M is to: improve the policy environment for private investment
in agribusiness activity linked to a more efficient small 
farm production

sub-sector.
 

The policy reforms introduced under ASAP will be complemented and
reinforced by a Support Services Comrcnent consistin; of two elements. 
 The
 
fLrtjwill develop private/public secto:- advocacy for open market policy
reforms, to identify new policy reforms for introduction in the out-years of
the program, as well 
as to monitor the impact of recently introduced reforms.
The second will increase the responsiveness of the private sector,

particularly small- and medium-sized firms, 
to the improved agribusiness

policy environment and increase the efficiency of the small farm production

subsector through improved vertical coordination and integration.
 

It should be recognized that the second element of the Support Services
Component does not directly link with the ASAP policy reform efforts envision
ed. It was 
felt. however, that the desion and implementation of ASAP presented an opzo-tunity to encourage private sector parti:1lation in stl:%lati;
agribusiness investment  an opportunity which could net be overlooked. The
indirect links to reinforcing the policy reform effort4 through the increased

responsiveness of small- and medium-sized firms would argue for its inclusion

into the overall program. 
 The program would have an "economic barometer" to
;,.;s the !- , 
 t" ;:!Icy .ei...s ined.a: H3,evir. thi second e;ement

will increase the ironitoring and administrative burden to the Mission in the
Implementation of ASAF. 
But that burden, when evaluated against the time and

effort required in designing a complementary project to carry out these
 
planned interventions appears justified at this time.
 

The policy reform and the support services components of ASAP are a direct
 response to the broad A.I.D. initiatives in private sector development and

democratic pluralism; and more specifically to the Mission's Agriculture and
Natural Resources (ANR) Strategy, Private Sector Development Strategy, and the-

Philippine Assistance Strategy Statement (PASS).
 

By the end of the program: 

1. The NFA role in grain trading (particularly the procurement, storage
and distribution of corn) will be reduced; and the GOP corn importpolicy reformed to promote efficiency in the domestic feed-livestock
 
sector.
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2. Explicit CARL implementation guidelines/schedule issued to facilitate
 
the conversion of agricultural land to other economic uses; private
 
sector planning of agribusiness investments; and the restoration of the
 
collateral of agricultural land for medium-term agricultural loans.
 

3. PhilPhos, the major supplier of phosphatic fertilizers, will have been
 
privatized. If no private sector buyers can be found, then the assets
 
will transferred to the GOP's Asset Privatization Trust (APT) for final
 
disposition.
 

4. Retail price ceilings on rice. pork and chicken will have been removed
 
and will not be reimposed except in areas suffering from a natural
 
disaster.
 

5. GOP over-regulation of private sector investment in agribusiness will
 
have been reduced (e.g.. the hectarage limits on bananas produced for
 
export).
 

6. Increased efficiency in the interisland transport of agricultural
 
products resulting from the demonopolization of cargo handling services
 
inthe major ports.
 

7. The GOP will have increased its budget allocation by P69 million in
 
real terms over 1991 for DA programs in support of the agribusiness
 
system, including data gathering, policy analysis, technology
 
development and transfer, and market development.
 

8. The technical capability of the BAS and PAD inDA to analyze policy
 
issues affecting agribusiness will have been strengthened, and the DA
 
will have used the analyses to influence the policy making process as
 
it affects agribusiness.
 

9. A total of 15 agribusiness trade associations and other private sector
 
groups will have a strengthened policy analysis/dialogue capacity and
 
will be strr;1y a'v::Itn; key GCP ;ollcy racr:s that su;port private
 
sector led agribusiness growth.
 

10. Growth in agribusiness will have become more broad-based and sustain
able as 100 agro-processors benefit from stronger linkages with
 
agricultural producers, sources of technology, and consumer markets.
 

These EOPS indicators are based on the assumption that all external
 
factors remain equal. The large number of external variables that can affect
 
agribusiness performance (e.g., weather, macroeconomic policy environment,
 
world market conditions) will make it difficult to measure the changes
 
attributable to ASAP. An early task of the general contractor will be to
 
develop an 11 cetZrls caribu methodology for evaluating ASAP's impact, and
 
establishing the required baseline data, on the indicators of purpost
 
achievement.
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B. THE POLICY REFORM POHENT 

This component of ASAP will improve the agribusiness investment environment through increased competition, open markets, removal of key impediments
to vertical coordination/integration, and expanded GOP support services for
the private sector. The specific objectives and the indicators of change in
the agribusiness environment are described below and summarized in Table 5.
 

1. Establish a policy environment conducive to sustained private sector

investment in grain trading; particularly for corn.
 

The first action is to reduce and gradually eliminate NFA participation in
domestic corn marketing. At present, NFA sporadically purchases from farmers
at abnve market prices and sells to feedmills and integrators at below market
prices. Its interventions are unpredictable, so that the private sector can
 never be assured that trading margins will be sufficient to cover storage.

transport and other marketing costs. 
 The result is that the corn marketing

system is undependable and inefficient.
 

Prior to the first tranche, NFA Council (made up of representatives of
DTI, DOF, NEDA, DBM and chaired by the DA Secretary) and the affected
provincial governor will approve/endorse a plan to terminate NFA grain trading
in at least one corn surplus province. Prior to the secon' tranche the NFA
will have terminated corn trading in 
at least three corn surplus provinces,

and by the end of the program a policy will be inplace privatizing NFA corn
 
marketing operations inall 
corn surplus provinces.
 

The second, and more important, set of actions has to do with more

strongly linking the domestic feed-livestock sector to 
the world market.
Present dcesti: corn price, are significantly higher than world prices, but
the corn orolucers are )-otectel thrcvch .qt.! -- ! at:n "f
 
the quotas is arbitrary and i: based on competing requests from feed users to
allow imports and from corn producers to ban imports. Hhen imports are
allowed, windfall prof;ts from low cost imports accrue to feed users. 
 These

conditions are not conducive to international competitiveness in either the
 

Prior to the first tranche, the GOP will agree to a scope of work (SOW)

for analyzing options for increasing the international competitiveness of the
feed and livestock sub-sector. 
 This will build upon the body of ongoing

analysis already being carried out under .APP 
on the same subsector and
national food security. The analysis will define a 
market-based policy reform
package that assures trading margins are wide enough to cover the costs of
private sector procurement, storage, transport and processino. 
 Replacement of
import quotas with a variable import levy could be used as a transitional step
to keep the delivered cost of feed in line with border prices. This policy

package will be put into effect prior to the third tranche.
 

2. Remove uncertainty surrounding CARL implementation to facilitate

private sector agribusiness planning and investment
 

Uncertainties related to the implementation of CARL has brought
investments in agricultural areas to a virtual halt. 
Three areas of
 

30*"
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uncertainty are to be clarified under ASAP. The first is the status of lands
 
used fcr livestock production. This issue was brought before the Supreme

Court which ruled in late January 1991 that livestock lands are not subject to
 
redistribution under CARL.
 

The second i:sue concerns the use of agricultural land as collateral for
 
loans. Under CARL, agricultural land cannot be transferred without DAR
 
approval. A mechanism administered by the Land Bank has been establi;hed to
 
assure that agricultural land can be used as collateral for loans, but lending
 
institutions remain unwilling to accept land subject to CARL as collateral.
 
Prior to the second tranche, DA and DAR will approve a scope of work to study
 
options for restoring the collateral value of agricultural lands. The
 
findings of the study will be put into effect prior to the third tranche.
 

The third issue deals with the conversion of agricultural lands to non
agricultural uses. DAR and DA are actively working on a new administrative
 
ordpr dealing with this issue. A new administrative order (AO) will be issued
 
prior to the second tranche clarifying and expediting the procedure for
 
obtaining approval for land use conversions.
 

The fourth is the reduced collateral value of agricultural land. One
 
important cause of reduced credit and lower private agribusiness investment is
 
the uncertain status of lands covered by CARL. Banks are unwilling to accept

land as collateral when its status is likely to be unclarified for many 
years. A scope of work for establishing clear guidelines/schedule for the 
acquisition and transfer of productive lands will be approved before the first 
tranche and its recomendations will be implemented by the third tranche. 

3. Privatize GOP fertilizer production facilities
 

Prior to the first tranho *h. C will1 IYe, .... Z. 
alternative schemes for disposing of its shares in PHILPHOS, the major
producer/supplier of phosphatic fertilizers. PHILPHOS operations currently 
under review by a DTI. COA, and private sector task force. APT and COP have
 
initiated a valuation of its assets. PHILPHOS will have been put into 
. .?- ta t L.' sse:s ,i. , L either nave 
been sold or transferred to APT before the third tranche. This is the last 
remaining GOCC having a significant negative impact on private agribusiness. 

4. Rt.nove excessive GOP regulation of private agribusiness and eliminate
 
the tax bias against the sector.
 

Retail price controls on rice. pork and chicken will be removed prior to
 
the first tranche. This action was covere! in Executive Order (EO) 451 issued
 
in April 1991. A major factor leading to this decision was the support

provided by AAPP for improved statistics and economic analysis on domestic
 
rice stocks, animal numbers, and grain/meat consumption.
 

In the area of fruit and vegetables, the coun~ry has a strong comparative
 
advantage in the production of bananas. Approximately 25 percent of the
 
annual production is exported, mostly to Japan. Despite the ability to
 
substantially increase production, the Philippine private sector has been
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unable to exploit the recently opened Korean market for bananas because GOP
rules/regulations limit the area planted to bananas for export to 25,000
hectares. 
 Prior to the second ASAP tranche, congressional approval will have
been obtained to remove this area limitation.
 

Finally. GOP will hold public hearings on removing over-regulation of; and
GOP competition with, the private agribusiness system. These hearings will be
followed by studies of issues raised. 
Prior to the third tranche, the GOP
will implement mutually agreed upon private sector recommendations for
reducing over-regulation and government competition.
 

Hith respect to tax biases, one of the taxes to be studied is the

requirement that agro-processors pay the value added tax on primary
agricultural products that they purchase. 
Agricultural products that are sold
directly to ronsumers or are processed by cottage industries in the informal
sector do not pay the value added tax, thereby putting agro-processors in the
formal sector at a 
significant competitive disadvantage. The decision whether
to remove this lay will 
be made in the context of the overall arti-agribusiness bias in the tax system. In this regard, a scope of work for a study of

existing biases will be approved prior to the first tranche and completed
prior to the second tranche. Implementation of the recormendations will have

been completed before the third tranche.
 

5. Establish an efficient interisland shipping industry for the movement
 
of agricultural commodities.
 

Until recently, a 
major constraint to the movement of agricultural goods
was 
the rate structure that gave agricultural products a low priority in the

allocation of ship;ng space. This has 
now been resolved with the decontrol
of shio ing rates for carqy. a rc-ani ls !! te. Ile. 
handling due to lack of competition at port. 
Under ASAP, cargo handling in

the major ports (throughput of over 300,000 MT per year) will be privatized
and demonopolized. 
 Prior to the first tranche, the Philippine Port Authority
(PPA) will conduct an open bidding of cargo handlin; franchises for at least
tvo f 4 -r: t :-s . Ore. zr"c;".-.- --. t.i ;acc c trichi., ?FA ,ii 
demonopolize cargo handling services at 10 or more major ports. Prior to the
third tranche, cargo handling in the remaining major ports, including in
 
Manila, will have been demonopolized.
 

6. Ensure adequate access of the feed-livestock sector to inputs

unavailable doostically in sufficient quantity or quality.
 

There are several livesto:k inputs w!ith effective rates of protection that 
are higher than the protection on the finished meat products. 
 This
constitutes a disincentive to value added in the livestock and meat processing
industry. Prior to the first tranche. the import duty on: soybean meal (SBN)
b!.l 
ba droppid frcm 1G to 3 percent, veterinary medicine and animal biologics
from 20 to 10 percent, and feeder cattle from 30 (under E.O. 413) to 10
 
percent. Prior to the second tranche, procedures for importing feeder cattle
will be liberalized, such as the removal of the minimum import license size of

800 animals and the import quota of 4,800 head per month.
 



TABLE 5
 

AGRIBUSINESS SYSTEM ASSISTANCr FROG,..
 
INDICATORS OF CHANGE IN THE AGRIBUSINESS INVESTHENT ENVIRONMENT 

P ERFO RMANC E I ND ICATOR S 
Objectives 

A policy environment 
conducive to sustained 
private sector investment 
in grain trading. 

Disbursement I 

A program developed to 
privatize NIA corn trading
 
operations In at least one
 
corn surplus area (NFA).
 

A program approvel to 

privatize NFA's corn 
trading operations in at 
least one (1) corn surplus 
area (DA MNCOM). 

Implementation plan of the
 
privatization pregram 
described above approved 
(NFA Council). 

An agreemnt covering 
activities "elated to the 
privatization program for 
at least one (1) corn 
surplus area signed by the 
DA/NFA and private sector 
representatives (DA/HFA). 

Disbursement 2 

NFA corn trading operations 

privatized in at least one 

(1) corn surplus area 

(NFA).
 

Agreements covering 
activities related to the 
privatization program for 
two (2) more corn surplus 
arcis signed by the DA/NFA 
and private sector 

representatives, 


Dialogues held between the 

DA/NFA and representatives 

of corn preducers and corn 

consumers to arrive at a 

set of corn prices for at
 
least one (1) cropping
 
season (DA/NFA).
 

Disbursement 3 

NFA corn trading operations
 
privatized in two (2) more
 
corn surplus areas (NFA).
 

Agreementa covering
 
activities related to the
 
privatization program for
 
two (?) more corn surplus 
areas signed by the DA/NFA
 
and private sector
 
representatives.
 

A mech-anism established and 
operating for private
 
sector-DA/NFAconsultations
 
on corn prices (DA/NFA).
 



FABLE S (cont)
 

Objectives 

The pol ictes on 
agricultural land use 

clarified to facilitate 
private agribusiness 
planning and investmJnt. 

PERFORHANCE INDICATOR S
Disbursement I Disbursement 2 Disbursement 3 

The legal status under CARL 
of land utilized for
 
comerci l poultry and
 
livestock produLtion

clarified. 

A policy statement on
 
agricultural land use 
drafted by a Hulti-sectoral 
Task Force (DA). 

Policy statement on

agricultural land use
issued (DA).
 

Public con'.iltations and AO issued specifying
hearings completed on procedures for timely
agricultural land use issuance or non-Issuance of 
policy statement and on CEC to convert agricultural
DA's AO on the issuance of land to non-agricultural
Certificate!. of Eligibility use (DA).
for Conversion (CEC) (DA). 

SOW for studly of options Study completed and public Based upon public hearings,to improve c)llateral value hearings hel d on recomendations to improve
of agricultural lands recomendations (DA/DAR). collateral value ofagreed upon (DA/DAR). 
 agricultural lands aoree 

and acted upon (DA/DA:,).
 

V 3 



TABLE S (cont) 

PERF0RHANCE INDICATOR S
 
Objectives 


Domestic fertilizer prices 

more competitive with 

international suppliers, 


Reduce excessive government 

regulation of private 

agribusiness and tax bias 
against the sector. 


Adequate Interisland 

transport services for 

agricultural commodities. 


Disburs,-


Five (5)percent .f" o;
 
non-phosphatic fer:iliiers
 
eliminated.
 

Valuation study which 

includes review of alter-
native schemes for disposi
tion of GOP share. in 
Philphos initiated (NI)C). 

By executive issuance
 
chicken, rice and pork 

retail price ceilings
 
refoved.*
 

Set of analyses initiated 
by DA to determine the 
effect of taxes/ 
regulations on private
 
sector agribusiness
 
includihn banana hectArage
 
restriction, cattle
 
quotas, etc.
 

Improved ctmpetition in 
cargo handling in five (5) 
ports with al. least 300,000 
MT/YR thrusut, provided 
there are no legal 
impediments which remain 
unresolved dlespite action 
by the Grante (PPA). 

Disbursement 2 


Philphos study completed 

(NOC). 


Public hearings held on 

recolendations (DA). 


Improved competition in 
cargo handling In three (3) 
ports with at least 300,000 
NT/YR thruput, provided 
there are no legal 
impediments which remain 
unresolved despite action 
by the Grantee (PPA). 

Disbursement 3
 

Study recomendations acted 
upon (NDC).
 

S 

Based upon public hearings,
 
recommendations agreed and 
acted upon (DA).
 

Improved competition in 
cargo handling at two (2) 
ports of: Manila North and 
South Harbors, Batangas and 
Cebu, provided there are no 
legal impediments which 
remain unresolved despite 
action by the Grantee 
(PPA). 

C 



rABLE 5 (cont) 

PERFORMANCE INDICATOR S
Objectives 	 Disbursement I Disbursement 2 Disbursement 3 

Agreement to study Study initiated and public Based upon public hearings,
interisland agro-tran:.port hearings held (DA). recowmendations agreed and
 
issues (DA). 
 acted upon (DA).
 

Improved access of feed-	 EO is;ued tot lower tariff
livestock sector to inputs 	 on defatted :BN to 10%; and 
unu.vailable domestically in 	 vet medicine!, feeder and 
sufficient quantity/ 	 breeder cattle, and animal
 
quality. 	 biologics to 3%. 

Adequate DA support DA CY92 budget proposal DA CY93 budget submitted to DA CY94 budget submitted to
services for the -submitted to D13, and CY92 DBl, and CY93 budget DB, ar,d CY94 budgetagribusiness system. budget stilimitted to submitted to Congress by submitted to Congress by

Congress by liON for these 	 DBN for these services is DBM 	 for these services is 
services is P69 million 	 expected to at least expected to 
 at 	 least
 
above CY91 lvel. 	 maintain in real terms the maintain in real terms the 

CY92 level. CY92 level. 

Note: ag. - agriculture, AO - Admin. Order, APT - Asset Privatization Trust, CARL - Comprehensive Agrarian Reform Law,
CEC - Certificate of Eligibility for Conversion, CY - tOP fiscal year, DA - Dept. of Ag., DAR - Dept. of Agrarian Reform,
DB0 - Department of Budget and Management, EU,- Executive Orler, MANCOM - DA Management Committee, KT/YR -	 Metric Tons Per

\K 	 Year, N)C . National Development Corporation. NFA - National Food Authority, PhilPhos - Philippine Phosphate Corp.,PPA - Philippine Ports Authority, SBN - Soybe.,m meal, SOW - Scope of Work, vet. - veterinary, * - will not be reimposed with
the possible exception of periods during whiih areas are officially declared to be under a state of emergency.
Agencies or departments shown within parenthi-ses will take the lead in implementing the specific action. 
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7. Adequate DA support services for the agribusiness system
 

Important programs related to data gathering, policy analysis/advocacy
 
and market development were started under AAPP and need to be internalized
 
(absorbed) into the DA's recurrent budget. These programs will begin to be
 
incorporated into the DA recurrent budget in PFY 1992. Prior to the second
 
tranche, a budgetary increase of P 69 million above that of PFY 1992 for DA
 
will be submitted for congressional approval to assume expanded financial
 
support of programs previously funded under AAP? and ASAP. The budgets
 
submitted to the Philippine Congress for PFYs 1993 and 1994 will be expected
 
to at least maintain in real terms the PFY 1992 level for the same services.
 

C. SUPPORT SERVICES COMPONENT
 

The support services component introduces activities that will directly
 
impact upon private sector firms and support the policy reforms initiated
 
under the program component of ASAP. As discussed in Section 3. its object
ives are to: mobilize/increase the effectivity of private sector-led policy
 
analysis/advocacy in the areas identified above, seek new private sector
 
solutions to mitigate selected non-policy constraints to agribusiness, and
 
increase the resporisiveness of the private sector to a liberalized policy
 
environment for agribusiness investment. The support services component of
 
ASAP will be categorized into two major sets of activities:
 

* policy analysis, formulation, and advocacy; and
 
* market development.
 

The first set of activities obviously responds to the need to strengthen
 
the policy formulation process as it relates to agribusiness. Efforts in
 

and private sector sLpport required for the implementation of needed reforms,
 
monitoring the impact of ASAP sponsored policy reforms, and identifying and
 
specifying new reforms to be introduced in the out-years of the program. This
 
will require direct assistance to the private sector to improve its policy
 

,:.a..zzaas ~*;i ; as ;co tne &,;s epartment of Agriculture 
(DA) for the same purpose. 

The market development activities are aimed at improving the ability of
 
the private sector to respond more quickly and effectively to the improved
 
agribusiness investment environment, to accelerate the needed restructuring of
 
the agribusiness system, and to increase the vertical integration and coordi
nation of small- and medium-sized agribusiness firms with producers and end
 
r!rkets. !?caue s-a.11- a ' : -".ze f~r.ri arc the most likei) to respond
 
to, and benefit from, the proposed policy reforms, strengthening the vertical
 
integration/coordination of this segment of the agribusiness system will lead
 
to a more efficient small farm production subsector which is an explicit part
 
of the program purpose.
 

As discussed in detail in Annex E, support activities will include both 
long and short-term technical assistance as well as workshops, conferences, 
seminars, observation tours and long/short-term training. A general 
contractor will be hired to carry out many of the activities under the support 
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services component (see Section 6. Implementation Plan). As needed the firm
 
will sub-contract to other private sector firms and institutions to implement

the various coaponent activities. Also. grants will be made to local
 
non-profit org.nizations. Sbme of these grantees may in turn make subgrants

to other private trade and industry associations, regional chambers of
 
commerce, universities and colleges, and other NGOs to conduct policy analysis

and advocacy, as well as market development activities.
 

1. Policy Analysis. Formulation and Advocacy
 

The first priority of the support services component is to mobilize the
 
private agribusiness community and GOP capacity for: data collection and
 
policy analysis, planning, formulation and advocacy; and identification of
 
environmental and/or social issues related to the proposed policy reforms.
 

Data collection and economic studies will constitute a major part of this
 
effort as eftective policy formulation and implementation is a continuous
 
process that must be responsive to changes indomestic/external conditions.
 
As ;ccd factual data is essential for policy analysis, as well as for policy

reform implementation and monitoring, assistance will be given to improve

both private and public sector data collection, analysis, and dissemination.
 
This will include, for instance, the adoption/expansion of the Agricultural

Marketing Information System (AGMARIS) which is in the final stages of design

under AAPP. AGMARIS will improve private sector utilization of, and linkages

with, existing GOP institutions, especially DA's Bureau of Agricultural

Statistics (BAS), inestablishing a more sustainable/relevant information
 
system for private agribusiness as well as for policy analysts/makers.
 

Equally important, however, is support for the advocacy of various private

sector grcups for implementing policy reforms. Although the performance-based
 

arc a- i :lt"%e t a
!rS.-! f e I., e a ' pa:!lzy"din.recms, tu' 
local private sector constituency to support GOP implementation of, and 
monitor its adherence to, policy reform is critical to the long-term success 
of ASAP. Fostering private sector groups' active participation in policy
research/advocacy will moreover le% to identification of additional future
 
7.%.. ,oCz", necessary in attaining ASAP'S overall purpose.
 

Because the agribusiness system is affected by issues of an industrial.
 
trade and environmental nature, :here is a need to strengthen the linkages
 
among the responsible departments (e.g.. DTI, DAR and DENR) with the executive
 
and congressional branches of the GOP on the. subject of agribusiness

development. Besides workshops, seminars and consultations, the support

services component will provide, at the request of the DA, technical
 

.... .. PCI'f~c to the agribusiness policy concerns of tne
C ! 

Philippine Congress. DTI. DAR and DENR. This will facilitate the passage of
 
environmentally sound legislation needed for structural adjustment of the
 
sector; promote nationwide advocacy for new open market policy reforms that
 
will benefit the agribusiness system; and strengthen the working relationship

between the private sector agribusiness groups, the DA and other concerned GOP
 
agencies, and the Philippine congress.
 

This element will also support increased private sector involvement in
 
establishing GOP priorities in such areas as infrastructure affecting
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agribusiness. This includes the location, phasing in.and potential

environmental impact of infrastructure investments inroads, shipping, ports,

transpcrtation, communication, power and irrigation. Assistance will also be
 
provided to private sector groups for: organizing inTormation services to
 
other concerned private sector groups on policy issues, monitoring and
 
coordinating the implementation of GOP policies affecting agribusiness, and
 
addressing other issues such as the environment.
 

Fund:ng will be made available to selected grantees to administer
 
sub-grants to other private sector groups such as Chambers of Commerce and
 
Industry, trade and commodity associations, academe, etc. It is expected that
 
ASAP funds will be granted to at least 15 private sector groups and four
 
regional universities to become involved inpolicy related activities. Grant
 
funds will finance data collection, research studies, analysis, workshops.and

seminars to present research findings, and other advocacy activities as
 
needed. In order to strengthen the capacity of these groups to carry out
 
these functions, funds may be used for staff hiring, training, technical
 
assistance and commodities. The general contractor hired under this program

w!l1 provils tec.Ical assistance and training to grantees inUSAID grant
 
regulations and responsibilities, as well as technical areas related to policy

analysis, advocacy and related environmental issues.
 

2.Market Development
 

The activities of this sub-component will increase the responsiveness of
 
the private sector to a liberalized policy environment for agribusiness

investment and increase the level of vertical integration and coordination
 
within the agribusiness system. Towards this end, ASAP assistance will focus
 
on following non-policy constraints to agribusiness investment: weak linkages

between farners and agribus!ness firms; lack of access to agro-processing

tecln-Icgics" and lcv c'naet.; .... Th-i-si c..stra :
 
were identified by the PAAD analyses and private sector feedback obtained from
 
a series of meetings with agribusiness representatives from the Philippine

Chamber of Conwerce, the Hanagement Association of the Philippines and the
 
American Chamber of Conimerce inManila. The following ASAP funded activities
 

a. Creating and Strengthening Market Linkages between Agribusiness and
 
Primary Producers.
 

As an alternative to public supported extension services and to offset
 
part of the associated costs and risks, ASAP funds will be matched with
 
contributions from private businesses to organize and/or train farmer groups

to res:,n! to rrrkst drlvan deand for agricu;tural produce. In particuar,
 
U.S./Philippine joint ventures will be a major target group. Firms may

provide these services themselves or may chose to hire an NGO or other
 
independent training organization. Through the general contractor, cost
 
sharing mechanisms will be established, for instancv, to offset the risks
 
associated with private agribusinesses dealing with and/or organizing and
 
training CARP beneficiaries. The mechanism will allow firms or farmer groups

to submit proposals for a cost sharing arrangement for up to three years. The
 
proposals would be reviewed by the general contractor and then ranked
 
according to technical and business merit for ASAP funding consideration.
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b. Increased Private Sector Access to Agroprocessing Technologies
 

Innumerous fora, local and U.S. agribusiness firms operating in the
 
Philippines have repeatedly stated the need to identify/adopt appropriate

technologies, particularly in fruit/vegetable processing, inorder to exploit
 
a domestic or export market opportunity. Cost sharing mechanisms similar to
 
those mentioned above will be established under ASAP to increase private

sector access to improved technologies inprocessing, packaging, etc. and as
 
needed to carry out applied research. Through this mechanism the general
 
contractor and/or grantees will assist private agribusinesses in identifying
 
sources of non-proprietary information and technology and provide technical
 
assistance for technology transfer/adaptation. Program funds will also be
 
used to partially finance travel of agribusiness representatives to view the
 
operation of the technology and/or be trained inits usage.
 

c. Improved Marketing Knowledge and Expertise
 

i.More Timely Market Data Collection and Dissemination: This
 
component will support the aJoptio., and expansion of the Philippine Chamber of
 
Commerce and Industry's (PCCI) newly introdiced Marketing Information Dissem
ination (MARID) system which has already demonstrated the feasibility of
 
private sector data collection, analysis and dissemination of market informat
ion. ASAP support will further develop MARID's capability to carry out timely

market analysis and enable PCCI to proviee market advisory services on a
 
national, regional and subregional level.
 

ii.Increased number of joint ventures initiated: Through the
 
general contractor and/or grantees, ASAP resources will encourage joint

agribusiness ventures between U.S. and Philippine private sector firms. This
 
subcomponent will promote private sector market development through the
 
r.s'D c I f:- t e :;art.:!;Lt!cr of cxnzerle. farr 
groups and local and U.S. agribusiness-en, intrade fairs and exhibitions.
 
Besides promoting Philippine agribusiness products locally and abroad and
 
widening the domestic marketing cycle, such activities will open up

opportunities for new foreign capital agribusiness investment and create even
 

::r 
; ; fza- fa~ers %no can ce rappie as ran material suppiiers.
 

0. MONITORING, EVALUATION AND AUDIT COMPONENT
 

Program implementation will be the responsibility of the USAID Office of
 
Natural Resources, Agriculture and Decentralization (ONRAD). Inconsultation
 
with other USAID Offices, ONRAD will provide routine monitoring of GOP policy

reform implementation as well as implementation of ASAP's support services
 

.c::c=;ent; .n ah.aa:e~ a to t"'ii mentation schedule, ,anagement and
 
monitoring of technical assistance, progress reviews, and evaluations.
 

To the extent possible/feasible the r4nitoring and impact evaluations of
 
the market development element of the Support Services Component will be
 
disaggregated to include some characterization of the environmental components

of the various systems it is impacting upon through enterprise level
 
interventions (the farm or factory and their input and waste streams). Per
 
Annex F,this will not require separate ASAP studies but will be made integral
 

q&_
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to periodic program monitoring or inapplied research and extension
 
activities, including those organized by participating agribusiness firms
 
themselves.
 

1.Monitoring
 

a.Outputs/Inputs
 

The monitoring of program Implementation will focus on the policy reform
 
and support services components. For policy reform implementation, the
 
outputs to be monitored will be the actions called for inthe policy reform
 
matrix. For the policy analysis and advocacy activities carried out by

grantees, output targets will be set annually by AID/GOP and the General
 
Contractor (GC) along with selected Grantees ano presented inthe form of a

workplan. Annual output targets for the market development sub-component will
 
be set by the GC and selected Grantees inconsultation with the DTI, DA and
 
USAID, and submitted to USAID/ONRAD in annual workplans.
 

The first wcrkplans will be submitted to USAID within one month of the
 
GC's arrival and the signing of a grants between USAID and grantees. The
 
vorkplans will specify output-level objectives for the year and the schedule
 
of actions needed to achieve them. The objectives will cover: 1)policy

reforms, 2) institutional strengthening inboth the private/public sectors, 3)

actions to address specific market development objectives, and 4) the status
 
of any related environmental and Homen inDevelopment (HID) issues.
 

The GC and the Grantees will prepare Annual Reports which will discuss
 
achievements/shortfalls with respect to the workplan, mea;r! progress in
 
achieving an improved policy environment, assess the impact of mar..ot
 
development activities and propose targets for the following year.
, . ke4sons
f~r sk.rtf 0411 te !*;:-.sszl --I e ,.~i .,"I e mad for correct
lye actions, including the possible redesign of certain activ!ties or restate
ment of objectives. The Annual Reports will be reviewed jointly by USAID and
 
the DA. Corrective actions will be agreed on as appropriate, and ihe next
 
year's targets will be set and approved by USAID/DA.
 

b.Financial
 

Prior to the release of the second and subsequent performance-based

disbursements, the GOP through the Central Bank of the Philippines (CB), shall
 
submit to USAID periodic reports oi, the utilization of the special ASAP dollar
 
account. The periodic reports of a program-funded financial monitor may form
 
part of ASAP's reporting requirements. The financial monitor may cover GOP
 
- a.!. !t!Cn Z: .!rtc. thi '.::y rWform agnra and thi special oo;lar
 

accounts. dne disbursements from the different elements of the support

services compenent.
 

2. Evaluation
 

The Parties to the Agreement will establish an evaluation program. As
 
part of this program, assessments will be conducted prior to the release of
 
each tranche. These assessments wifl review progress made toward meeting the
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policy reform indicators. Further, assessments will 'it conducted on an h 
basis to determine the effectiveness of selected actions planned to encourage

policy analysis/advocacy and market development.
 

Program impact will be evaluated at both the goal/purpose levels.
 
Regarding ASAP's overall goal of sustained economic growth based on increased
 
growth inthe agribusiness system, the key measures of goal achievement will
 
be: investment, production of major agri-based products, on and off-farm
 
employment, and exports. The specific purpose level indicators of an imoroved
 
policy environment for private investment inagribusiness activity linked to a
 
more efficient small farm production sub-sector include:
 

@ 	an improved economic and regulatory policy framework as provided for
 
in the ASAP policy matrix;
 

@ 	stronger and more active institutions inthe private agribusiness
 
system as measured by successful private sector policy advocacy

initiatives; and
 

# more effective government supporting services in the context of a
 
stronger agribusiness-government partnership having led to
 
successful joint efforts inmarket development.
 

Information on each of these indicators will be gathered oy the GC ard
 
included in the ASAP annual reports. The GC will include a Monitoring and
 
Evaluation Unit (MEU) under the supervision of the senior policy advisor. The
 
unit will be respcnsible for developing base line data. monlto-.ing program

implementation and measuring the impact of ASAP policy reforms and project

activities on agribusiness performance. One of the first activities of the GC
 
will be to collect relevant base line information, and dev.lop a program for
 
assessing any changes wrought by agribusiness develcpment on women. The KU
 
Ail have a Iczal staft to gather and assemble the data and produce periodic

reports for ASAP management.
 

The MEU will develop a cost-effective methodology for gathering data on

the meisroc of a- 1 I ovo- s 4e4#- e--1-- -? - - ...- -.1- - ,.--

techniques, then relating changes in these indicators to ASAP-supported
reforms and support services activities. More specifically, an information
 
system will be set up that will link desired changes inagribusiness

performance to each of %he purpose-level indicators of impro ed environment.
 
The objective will be to document as well as possible the i...'1'nship between
 
the ASAP measures to improve the environment for private sector-led growth and
 
the performance of the agribusiness system: Regarding HID issues, the MEU
 
will establish a gender disaogregated emolovment imoact monitoring system

during the first phase of iiwplementation.2
 

There will be tw #external ASAP evaluations planned. The first
 
evaluation, s.he~u1rd for YEAR 3 of the program, will concentrate on ASAP
 
impact at the purpose level, i.e., the impact on the policy environment for
 
private sector-led agribusiness growth. By the third year, it isunlikely
 
that the ASAP reforms and activities will have had much impact on investment,

production, or employment. Itwill, therefore be too soon to measure changes
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ingoal-level indicators that would be attributable to ASAP. The first
 
eva uation will re-owend changes in program design and priorities. if
 
appropriate. The evaluation wll also assess the performance of selected
 
Grantees. the GC. DA. DTI, and other organizations involved inprogram

implementation.
 

The second external evaluation will be at the end of the program and will
 
focus on both the policy environment for private agribusiness investment and
 
agribusiness performance. including production, employment, investments and
 
exports. Its purpose will be to measure the lasting impact of ASAP and draw

lessons on how donors and government can most effectively support agribusiness

development. Oune particular issue to be addressed by this evaluation will be
 
the relative roles of policy reforms and support service activities in improv
ing the environment for private agribusiness. Another will be the usefulness
 
and advisability of addressing selected constraints to agribusiness growth in
 
the absence of assurances that other, more critical, constraints will also be
 
addressed.
 

3. Audit Arrangements
 

The services of independent public accounting firms may be procured by the

A.I.D. Inspector General for Audit to conduct non-federal audits of program

disbursements. Including procedural reviews or surveys. The purpose of the
 
audit examination isto identify/report any issues or problems that may

adversely affect the orderly progress and achievement of program objectives.
 

2 Per the recommendations of "A Preliminary Report on Gender Issues at the
 
Program Assistance Identification Paper Stage of Agritusiness Sector
 
Assistance Progran", prepared by Ernst & Young for USAID and PPC/1lID under
 
AID/N's Friv~te Sector Enterprise Development Support Project ii,Oct. 1990.
 



- 37 -

SECTION FIVE 

PROGRAM COSTS AND FINANCIAL PLAN 

A. COST ESTIMATES AND FINANCIAL PLAN 

ASAP will provide approxioatoy $80 million in o-ant funds to the GOP overthe five-year life of the program, subject to the availability of funds.Approximately $55 million dollars of program assistance is being provided in
support of specifie, policy reforms related 
u agribusiness development; $24.6million will be allocated for support services (policy analysis, formulationand advocacy, and market development); and $0.4 million will be made available
to cover the costs of monitoring, evaluation and non-federal audit. 
Table 6
shows the program's summary cost estimates and financial plan.
 

As the $55 million program component of ASAP provides SOP support for
implementation of policy reform, there is
no need for peso generation or
reflows. The estimated $24.6 million identified for the support services
 component will 
finance an AID-direct contract with a U.S. organization to
provide long- and short-term advisory services inpolicy analysis and
advocacy; 
 grants for policy analysis and advocacy identified by the private
sector and the GOP; farmer training and organization; domestic and
international market development; and operating costs of the grantees.
 

An additional $0.4 million has been set aside for monitoring, evaluation
reviews, and non-federal audits. If necessary, the program will fund the
services of a financial monitor to assist in the monitoring of the program and
generation of required reports. 
 Approximately $25,000 has been set aside for
this purpose. 
Any unused funds set aside for the above activities will be
used to supple-Tent the Progran co=:rnent.
 

A summary of planned obligations and expenditures for each year is shown
in Table 7. Details of the planned expenditures for each element are in Table
8. Table 9 presents planned expenditures by local/foreign currency costs.
 

B. PROGRAM DISBURSEENTS AND CONTROLS
 

1. Dollars
 

a. Disbursement by A.I.D.
 

Upon completion of agreed upon policy actions or attainment of results endlegal, administrative and other conditions precedent to disbursement ofdollars to the GOP, A.I.D. will disburse in three tranches for deposit in theseparate account or accounts with the bank or banks specified by the GOP.Disbursement will be effected through the electronic funds transfer system.
 

b. The ASAP Dollar Special Account
 

The separate bank accounts into which disbursed dollars are deposited will
 
be referred to collectively as 
the "ASAP Dollar Special Account". Funds
 

(4<
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TABLE 6. Sumrmwy Cost Esfiiates wW Fhinicl Plan 
(in $'0o) 

A. L D. GRANT 

FY Future 

PROGRAM ELEMENTS Curren( Yews Total 
t . ot . cost 

1. Pocy Reform Component 	 15,000 40.000 551000 

2. SuWpW Servies Co nn 	 6.654 15,928 24,512 

2.A Polcy Marysls, Foremidon & Advocacy 4,100 6,045 12145 

2A1. 	 Private Sector Poacy 2500 4,167 6.667 
Analysis and Advocacy 

400 2,104 25042.A.2. 	 Govemment Policy Analysis 
& Advocacy 

2.A.3. 	 SAS Market D ita Gatthering & 1,200 1,774 2.974 

Dissemination 	 (AGMARIS) 

4,554 7,883 12.4372.B. Marfket Development 

2.8.1. 	 Intematlonal Market Development 1,700 2.946 4,646 

2.8.2. 	 Domestic Market Development 1,154 3.773 4,927 

2.6.3. 	 Joint Ventures 1,700 1,164 2864 

3. 	 Monto.ng. EvaJuation ad Audit 0 418 418 

23,64 56.346 80.000PROGRAM TOTAL 

-U-U6 

http:Monto.ng
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Table 7. Summary of PlMnned Annual Obigabns and Enrentures 
(In$'000) 

FISCAL YEAR 
1991 1992 1993 1994 1995 

LOP Fundn 

PlWww Oblgations 20,403 27.000 18.000 6.000 5.000 

Planned Expenitures 19.966 24.493 25.065 5.005 

Pro, Mortgage 
(LOP - CuniasUve Oblogtlons) 59.597 32,597 14.597 8.597 3.597 

Mortgage /LOP 74 ' 41% 181, 11N 4%4 

Projected Pipeilne 
(Cure. Obilgatlons - Cur. Expendltwes) 20.403 27.437 20.944 1.879 1.874 

Popeline IObligations 100 58 ' 32 3% 2-) 

GRAND 
1996 TOTAL 

80.000 

3.597 80.000 

5.471 80.000 

0 

o 

0 

0%j 
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TABLE 8. Planned Expenxtures by Fiscal Year and Program Component 

(i S$000) 

PROGRAM ELEMENTS IM 

1992 

FISCAL YEAR
19 194195196TOTAL 

1993 1994 1995 1996 

1. Poky Reform Componhn 15.000 20,000 20,000 0 0 55.000 

2. Support Sefvlce Coonent 4,966 4493 4,657 5005 5,261 24,582 

2A. PocyAnaIs. Formiduon a Advocacy 2,767 2.222 2401 2,355 2,400 12,145 

2.A1. Private Secdor Polcy 1.105 1,193 1.289 1,391 1,502 6.480 

2-A.2. 
Ara;sis bnd Advocacy 
Government Policy Analysis 458 443 478 516 558 2,453 

2-A.3. 
& Advocac' 
BAS Market Data Gathering & 1,204 586 634 448 340 3.212 

Dissemination (AGMARIS) 

2.B. Market Development 2,199 2,271 2,458 2,650 2861 12,437 

2.B.1. 
2.8.2. 
2.B.3. 

International Market Development 
Domestic Market Development 
Joint Ventures 

847 
837 
515 

845 
904 
522 

913 
978 
565 

985 
1.056 

609 

1,065 
1,140 

656 

4,655 
4,915 
2,867 

3.Mon,itng. E-iaJ!a;cn an! Aud"t 0 0 2c8 21C 418 

IPROGRAM TOTAL 19,966 24,493 125.065 J5.00515.471 80OO 



TdI. & Plumed ,mu, E, w w by Loe wmnwy ,Id Odla 
(In $000) 

FY 1662 F IM FYYY194 FY 195 FT 1$94 OP.JD TOTAL 
lROOPMM JMa' LC X IxSWd4 LC FX 'U""b LC IFX &% LC FX &M"_ LC FX &Abmhd LC FX USAI 

1. Pdcy Roftm Ca"~4 	 16000 I.O0n 2000 20.000 20,00 20.000 0 * 0 5.000 11000 

2. 	 V Spmo4mi-. C ww5 0S5 2.41 4.9n 2.6 1.C* 4.403 2.4 2.00 4.7 .0 1.37 500S 3113 2.144 S.26 14.117 10,40S 24.S2 

2A Pt7dMy . Fawwka A AM ,y 1.43 IlS 2.71 .4e2 74n 2= 1.902 73 2.401 1.673 66W 2.M 1.63 7J7 Z400 7.6 , 4.M M11S 

2.A. 1. usedw puy an 27 1.10, 2t)6 1.03 967 2'2 1.2W 1.043 346 1.39t 1.126 376 I.M 4.60 1.$20 6.480 
- ~d -w"P 

2.. 	 owM W po" AkI'* 1Ss 30 41A IS? 2m 443 16 301 478 192 334 361 60 .e93 

2A3. 	 LAS M.9*4 D O .* q A 446 716 1.20 430 - 5W 404 166 O4 446 0 44 340 0 340 2.122 1.000 3.212 
Ok-" (AM*AARS) 

iI 	 197 no M 2.4S3 

2.L 	 Mm4 Owepmwi .  1.72 I1.12 2.1 3 I.IfI 1.12n 2.271 1.2 1.216 2.45 1341 1.36 2.1 1.450 1.411 2.M1 I " 6.17 11.437 

"5I. VmmW mw*9d O pw4 56 731 647 S9 704 64S 64 049 913 69 il 74 Wo 1.05 322 43 4.SS1 
.L&. Omees muk ouedn-w o I1 r27 17") 904 M4 14 973 847 200 1.056 914 229 1.140 3.941 974 4.915 a67 
ILn3. %&*Vmw 344 149 £I 367 Is'; Sn 36 167 5" 42 I0 60 462 194 041 7.002 s 2.067 

t___d m_ 0 

PROGRAM TOTAL 	 17.461 11.96 ., 21. 24.462 2.1 22.130 1 3.011 1.967 &M 17 2.274 I.471 I14.23S I6.71S 0.0 

_ A _ _ _ 	 0 0 ..0 0 04 1241 We 61. 0412 210i 166 20 416 

oQ 
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deposited in this Account will not be commingled with funds from any other
 
source. The Account will include and will be credited for any interest earned
 
from funds held in this Ac:ount and any GOP refunds for unacceptable disburse
ments from the Account including interest on such GOP refunds. The Account
 
will be used for the payment of official debt obligation including official
 
non-military debt obligations of the GOP to the USG. IBRD, IMF and ADB in
 
accordance with mutually agreed upon implementation plans for ASAP or for such
 
other purposes as A.I.D. may agree to in writing. The GOP will disburse
 
dollars in the ASAP Dollar Special Account in accordance with the Dollar
 
Implementation Plan. All dollar disbursements will be drawn directly from the
 
Account and paid directly to the payees listed in the implementation plan for
 
the amounts specified on the given due dates.
 

2. GOP Counterpart Contribution
 

Since this program is funded under ESF, a host country 251 contribution is
 
not required by Section 110 of the FAA. Therefore, USAID will not require
 
counterpart contribition reports nor track counterpart. However, the program
 
does require the GOP to provide budgetary support for GOP agribusiness
 
services, through a provision in the policy matrix which USAID believes is
 
important for program success.
 

C. FINANCIAL REPORTING AND MONITORING SYSTEMS
 

ASAP financial implementation will be monitored through GOP/Private Sector
 
periodic financial reports, duly certified by the Agency Accountant. In
 
addition, reports, reviews and assessments of a financial monitor may form
 
part of the reporting requirements for this program.. These reports will
 
contfin at least the followin; infc-mation:
 

1. ASAP Dollar Special Account: Quarterly and annual reports for ASAP 
Dollar Special Account will detail each disbursement from the dollar special 
account with specification for each disbursement of the payee and the amount 
t :ti :! Itl a certl Na;Io that tne GC' has ootaineo 
and ismaintaining documentation for each disbursement. Quarterly reports for 
the program component will be due by the end of the following quarter for 
which disbursement was realized. Annual reports for the program component 
will be due no later than September 30 of the next calendar year. or on any 
other date stipulated by A.I.D. These reports will contain, at a minimum, the 
following information: evidence satisfactory to AID that the agreed upon 
payments to US official debt or to multilateral institutions have been or are
 
being made from the Dollar Special Account prior to disbursemant of the
 
subsequent tranches of dollars.
 

2. G P Financial Reports for the Projectized Components: Quarterly
 
financial reports for the program's projectized components implemented by the
 
GOP will include financial data for each quarter as well as cumulative since
 
inception data showing the current financial status of each project element.
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3. ASAP Private Sector Financial Reports for the Projectized Components:

Quarterly financial reports for the program's projectized components

implemented by the Private Sector (PVOs. NGOs and other private institutions)

will include financial data for each quarter as well as cumulative since
 
inception data showing the current financial status of each project element.
 

4. Other Financial Reports: This refers to reports on financial reviews
 
and/or assessments conducted either by OFM financial analysts or independent

consultants which may be used to complement the above stated reports.
 

D. METHOD OF IMPLEXENTATION AND FINANCING 

Table 10 below summarizes the methods of implementation and financing that 
will be utilized under the program: 

TABLE 10: IMPLEMENTATION AND FINANCING METHODS
 

Method of Method of Amount 
Program Element Implementation Financing ($1000) 

1. Policy Reform Tranche Release Direct Payment 
(Electronic 
Funds Transfer) $55,000 

2. Support Services AID Direct Contract Direct Payment 
Direct Reim

bursement 10,135 

AID Direct Grants 
and/or Cooperative
Agreements. Direct Payment 14,447 

3. Monitoring, oval- AID Direct Contracts 
uation and audit 10C or 8(a) Contracts Direct Payment 419 

4. TOTAL $80.000 

E. RECJRRENT COSTS
 

The procurement of a limited amount of comodities (i.e., computer
hardware, software and other office equipment included under the GC's 
contract) will necessitate a recurrent cost obligation in the form of
maintenance expenses to the GOP participating agencies. However, it Is 
anticipated that, given the small amount of funds to bq budgeted for these 
items, these costs can bi provided through the regular GOP budgetary process. 

!5o"
 



F. AUDITS 

Primary responsibility for audits of AID-financed projects lies with the
 
Regional Inspector General for Audit (RIG/A). However. an external auditing
 
firm may be contracted for this purpose. In the event external audit services
 
are used, $50,000 has been budgeted for non-federal audit services for the
 
mid-point and final audit reviews. It is anticipated that these reviews will
 
cover the financial and compliance aspects of the program.
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SECTION SIX
 

IMPLEMENTATION PLAN
 

A. PROGRAMHANAGr'ENT 

1.Overview
 

The four major participants in program implementation and monitoring:

USAID. the GOP. GC and private sector organizations will coordinate closely at
 
all stages of the program. Collaboration is essential because each will have
 
a related role to play as dictated by agreements and contracts which govern

their relationships. Therefore, a coordinated mechanism, such as regular

meetings to assess progress, identify and address constraints. will be
 
adopted. Within this collaborative framework, the roles of the four major

participants are discussed below.
 

2. USAID
 

Overall. ASAP will be managed on a day-to-day basis by USAID's Office of

Natural Resources, Agriculture and Decentralization (ONRAD). The Chief of the
 
Agriculture, Policy and Planning Division (APPO), or his/her designee, will be
 
the ASAP program officer. The ASAP program officer will be assisted by

foreign service national (FSN) program specialists and will carry out all

pre-obligation actions, and be directly responsible for monitoring program
 
progress, contractor and grantee performance and the administration of
 
centrally funded activities financed under ASAP.
 

Other USAID offices. including the offices of Development Resources
 
i., .... C.trac:t Services :CS3). the
,,FM), 


Program Economist (OPE), Private Enterprise Support (PESO) and the Legal

Advisor, will constitute a program team and will be called upon as needed to
 
assist with implementation issues. The ASAP program team. chaired by ONRAD,

will also periodically review program progress by tracking achievements.
 
,.,, ano ricoruzena actions to remeoy gaps ano siippage, facilitate
 

documentation of conditions precedent (CPs) or other program milestones and
 
review contractor/grantee monitoring reports. In addition, OFH will review
 
and authorize all payments made under the program and CSO will execute all
 
planned contracts and grants envisioned under ASAP.
 

3. The GOP
 

The ASAP reform age'Ada Involves the direct Input of several GO
 
departments, many al h" comittees and, in those cases where there exists a
 
legislative requirement, the Philippine Congress. The primary GOP counterpart

will be the DA. specifically the Office of the Undersecretary for Policy and
 
Planning (PMS/PAO). DA will have primary responsibility for monitoring the
 
program progress and providing reports to USAID. It is envisioned that the
 
Department of Finance (0F)and the National Economic and Development

Authority (NEDA) will provide coordinative support to the program. Besides
 
DA, DOF and NEDA, other key GOP Departments include Trade and Industry;
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Agrarian Reform; Budget and Management; and Transportation & Comunications.
 
The main activities to be implemented by the GOP include:
 

e 	data gathering and dissemination, by the Bureau of Agricultural
 
Statistics (BAS);
 

* 	studies and other actions related to the implementation of ASAP
 
policy reforms, and ongoing policy studies for decision making and
 
advocacy, by PMS/PAD; and
 

* 	trade missions and other market development activities by the Ceister
 
for International Trade and Expositions/Missions (CITEM) and other
 
DTI implementing units and, to a lesser extent, the DA agribusiness
 
group.
 

4. Private Sector Organizations
 

The Philippine private sector will have the primary responsibility for
 
Implementing policy analysis and advocacy funded under ASAP. It is envisioned
 
that between five and seven grants will be executed with trade associations.
 
academic institutions and NGOs for policy analysis and advocacy. The key
 
private sector organizations, and their roles are:
 

a.Trade Associations
 

The two major broad based organizations who have been most influential in
 
policy formulation/advocacy as itaffects agribusiness are the Philippine
 
Chamber of Commerce and Industry (PCCI) and the Management Association of the
 
Philippines (HAP). PCCI and HAP will work with industry-level trade associat
ions, as well as regional private sector organizations. Sone of these are
 
list~d in tt prcsra- pticn. The ra!a c ecttve wi1 L to .rentI.en
 
these organizations to 1)become effective advocates for policy reforms in
 
support of their members, and 2) gather/disseminate production, market and
 
other data needed by their members to make investment decisions and take
 
advantage of market opportunities.
 

b. Private Consulting Firms and Agribusinesses
 

For market studies/development initiatives, applied agricultural research,
 
and organizing/t-dining farmers as reliable suppliers of produce, the most
 
a;propriate imp'ementing organization will often be the interested agribusi
nesses themselhes (including processors, traders and wholesalers) or special
ized private sector consulting firms. Activities of this type will generally
 
be suppcrted by ASAP cn a ..tching fund basis. The short-term objective wili
 
be to share the risks/costs of moving into new markets or undertaking new
 
endeavors. The longer term objective will be to identify models of GOP and
 
private sector partnership that can be continued after the end of the program.
 

c.Non-Government Organizations and Academic Institutions
 

A number of NGOs will be involved in training farmers to work with
 
agribusinesses under subgrant arrangements. Others, e.g., the Center for
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Research and Ccmunications (CRC) have the expertise to carry out policy and
 
market studies. Based upon experience gained under AAPP. the key cooperating

academic institutions are expected to include the University of the
 
Philippines. Asian Institute of Management (AIM), and Xavier University in
 
Mindanao.
 

5. GC
 

As approved by USAID, day-to-day management r'sponsibilities with regard
 
to the implementation of the support services :c.ponent will reside with a GC
 
under contract to USAID. and an ASAP special assistant, assigned to the office
 
of the DA Undersecretary for Policy and Planning. The implementing units and
 
their roles and responsibilities are described below.
 

The GC will have three areas of responsibility. The first is to provide

technical assistance in policy analysis to the DA and the private sector
 
grantees referred to above. This includes monitoring and conducting policy

dialogue with the GOP on matters related to the policy reform progran
 
supported by the program assistance component.
 

The second, and larger, task will be to implement most of the ASAP market
 
development activities. This will include market development activities in
 
the regions, the organizing, with CITEM, of trade fairs and missions, and
 
organizing investmei.t missions leading to joint U.S. Philippine ventures. The
 
GC will also be required to have an office in the U.S. to backstop market and
 
investment promotion activities.
 

The third area of GC responsibility will be to provide technical 
assistance to monitcr the environmental impact of the program with particular
9erh~sis on t~e erterise lemsl lrterventicn.s p41-: ~ the Farket 
Oevelopment element of tle Support Services Component.
 

6. AID/W Assistance
 

.casi.., proir." 

centrally funded projects. in particular those dealing with policy analysis
 
and market support.
 

ts.i "i ;use is services of a number of 

a. The APAP Buy-In
 

The Agricultural Policy Assistance Project (APAP) is an AID/N contract to
 
provide agricultural policy services using'Mission funds. The key
 
ftplementing orgsnizations are HIID, IFPRI, and Abt Associates. APAP was used
effectively to provide policy analysis services to DA under AAPP. This
 
arrangement may continue under ASAP.
 

b. The AMIS Buy-In
 

The Agricultural Marketing Improvement Support (AHIS) project is similar
 
to APAP and was utilized under AAPP to initiate the AGMARIS program. The
 
AG4ARIS arrangement will continue under ASAP.
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B. REPORTING AND CfORDINATION 

1. Reports 

There will be three basic types of reports required under ASAP: reports
 
dealing with assessments of policy reforms undertaken, reports on implemen
tation progress realized under the support services component, and financial
 
reports focussing on the tracking of US dollars disbursed under the program.
 

The GC and the Grantees will submit annual workplans to USAID for
 
approval, as well as annual reports specifying accomplishments. Inaddition,
 
the GC and epch Grantee shall, separately, provide semi-annual progress
 
repcrts to USAID and the DA. These reports shall include an assessment of
 
progress to date, objectives for the next reporting period, status of
 
personnel, problems inmeeting oblectives, Identifying and defining new
 
agribusiness policy reforms for GOP and USAID consideration, and
 
reco.nendations for actions to e laken. qe.:!ar "''!0 Quarterly Progress
 
Status Reports (QPSRs) on the progress of the program shall be provided by
 
USAID to the GC. Grantees and the DA. Inaddition. USAID will distribute all
 
completed/approved policy analyses, reports and studies financed under ASAP to
 
appropriate GOP entities, the GC and appropriate Grantees.
 

Prior to anticipated tranche releases, the DA Oall prepare reports
 
related to progress inmeeting policy reform indicators. At a minimum, these
 
reports will be submitted at least three months prior to the time at which the
 
disbursement of funds is desired by the GOP. These reports will be reviewed
 
by the USAID program team inconjunction with the DA to ascertain which
 
benchmarks have been met; the reasons why any benchmarks have not been met;
 
Joint recownendations: and any nodificatlons inthe program, ifneedel. !f
 
required, a Hission Review would be held to consider the release, the possible
 
size of the release and overall program status.
 

Although designed to minimize administrative effort, the reporting
 

reporting responsibility, however, it is believed that this requirement should
 
not be an undue administrative burden to the DA at this time. Financial
 
monitoring and reporting systems are reflected InSection Five.
 

2. Coordination
 

The GC. along with USAID, 1he DA/DOFKEDA and selected Grantees shall
 
convene quarterly progress reviews where issues related to program progress
 
and coordination will be discussed. Further. regular meetings to discuss
 
program progress and focus will be scheduled between the DA. the GC and
 
appropriate Grantees. Meetings with other GOP concerned entities will be
 

hd.-"ed o tn "as naedzd" basis during I1cple.itation.
 

C. CONTRACTING AND PROOJRDE]NT 

1. General 

There will be several procurement actions to be undertaken In connection 
vith this proposed program dealing with technical services procurement in the 



- 49 

implementation/evaluation of ASAP. Procurement of the general contract will
 
follow standard AID competitive contracting procedures. All contracting and
 
grant actions will be undertaken by the Mission Contract Services Office.
 

2. Buy America
 

Hithin the ASAP Support Services Component, approximately 56 percent of
 
the funding will be in the form of local currency to finance the expected

technical assistance, training and comodities to be procured locally. The
 
remaining $11 million will finance technical assistance and limited
 
training/commodities sourced from the U.S. Much of the technical assistance
 
to be procured locally relates to the analysis of the Philippine private
 
sector policy environment. local market data gathering, domestic market
 
development and encouragement of U.S./Filipino joint ventures. By its nature
 
therefore, these technical service ceeds are best met by local consultants who
 
are Inherently more aware of the Filipino marketplace and its distinctive
 
characteristics. Most of the expected training under ASAP will be
 
locally-based. Again, given the perspective and anticipated profiles of the
 
participants (farmers, local entrepreneurs), it is believed that these
 
services can best be provided by local sources which are familiar with
 
training techniques and programs that are appropriate and achieve desired
 
results.
 

Of the $14.5 million identified for local procurement, less than $2
 
million will finance commodities. The limited coaodities envisioned under
 
the ASAP program will basically be in the form of computer hardware/software
 
needed for data gathering and analysis. Although such hardware/software is
 
available from the U.S., the need for serv!cing and maintenance is paramount.

As U.S. conputer manufacturers have not as yet established a reliable 
rit a,:e ca;a 4iity ! t e l~p1es, th.e c p ,'ers and related softhare 
will be procured locally. Halvers to authorize other than U. S. procurement 
of goods and !ervices will be documented and approved as appropriate during
 
the life of the Program.
 

3. Tecnnical Service
 

A significant portion of program technical assistance (long- and
 
short-term), as well as training, will be procured under one direct AID
 
contract to be signed with a firm or institution of U.S. source and origin.

with possible joint ventures with U.S. and/or Philippine firm(s). This
 
approach would provide continuity to the prdgram process and minimize USAID
 
staff time required for contract administration. Also. it is envisioned that
 
a "cluster" concept will be used to minimize the number and administrative
 
burden of grants under the program. Tasks to be performed by NGOs vii be
 
clusteree into identifiable, related activities which should not strain the
 
administrative capabilities of the selected NGOs.
 

Buy-ins to centrally funded projects will be executed through the issuance
 
of PIO/Ts initiated by the ASAP program officer, cleared by appropriate USAID
 
offices and bilaterally approved. Technical services related to the
 
evaluation of the program will be procured either by means of personal
 
services contracts, 8(a) contracting, or through an Indefinite Quantity
 
Contractor (IOC) mechanism.
 

5_V
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Finally. there may be need to procure financial review services. These
 
services would be needed in the monitoring of financial disbursements made
 
under the program. It is anticipated that these services would be contracted
 
locally and cost approximately $25.000.
 

(91
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SECTION SEVEN
 

SUIARY OF ANALYSES 

A. ECONOMIC ANALYSIS 

The economic analysis, as detailed in Annex D. consists of: an analysis CF 
selected ASAP policy measures having the greatest potential impact on the
 
agribusiness system, including growth in investment/production, and net impact
 
on the overall economy using a general equilibrium model; a cost benefit
 
analysis relating benefits attributable to ASAP to the program cost; and a
 
sensitivity analysis to measure the impact on the IRR should the benefits
 
deviate from the projected levels.
 

1. Economic Benefits
 

Since the ASAP measures do not have a direct impact on production the way
 
a production project would, it is not possible to make definitive projections

of economic benefits. Host of the measures have the effect of increasing the
 
economic incentives to invest in the agribusiness system by removing

policy-based market distortions. How the private sector responds to these
 
increased incentives depends on the overall investment climate as well 
as
 
developments within specific sectors. Investment and production increases are
 
therefore necessarily based on hypothetical assumptions.
 

Increased investment in agribusiness generates two types of economic
 
benefits: 1) a reallocation of the economy's resources from less efficient to
 
more efficient sectors, resulting in a net increase in total Gross Value Added
 
(GVA), and 2) an increase in the productivity of land/labor in agribusiness as
 
a result of technology enhancing investments. The first type of benefit is
 
measured using a general equilibrium model. The second requires an under
standing of how the private sector will respond at the sub-sector level, based
 
on an analysis of the sub-sectors involved. Based upon available data and
 
analyses, the following estimates the benefits expected from the ASAP measures
 
666ch are ixpictEd to have the greatest impact on tne sector.
 

a. Eliminate GOP interventions that discourage private sector
 
investments in corn production amd trading.
 

The problems facing the corn-livestock complex can be broadly summarized
 
as a lack of vertical coordination. As a result, farmers, feedmillers, and
 
livestock producers face great uncertainty in ascertaining the potential

returns to corn production, storage, processing and livestock production.

Vertical coordination is difficult because, on one hand. the domestic
 
availability (supply) of the primary feed input (corn) for livestock producers

is seasonal in nature and very susceptible to random weather factors whereas
 
the consumption of meat and meat products follows a relatively stable pattern

through the year. Corn prices tend to fluctuate, being high particularly in
 
the first quarter and low in the third quarter of the year.
 

This problem in turn discourages investments in the industry. Farmers
 
lack the profit incentive to improve farm yield through better technology and
 

-5 8"J 
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post-harvest handling. On the part of users, livestock production fails to
 
grn'q up to its full potential because of the risk that the supply of corn may
 
be inadequate for their requirements. The country is in a chicken-egg
 
situation: corn farmers do not grow as much corn as the market could absorb
 
because of possible losses and livestock producers do not raise the animal
 
numbers that corn producers could support.
 

The problem is further complicated by NFA participation in the marketing
 
system. As far as promoting a cost-effective stabilization program in corn is
 
concerned, the NFA is a bad form of government assistance for the following
 
reasons. First, its operations are subsidized, private storage is not, and it
 
cannot obtain enough resources from the Conoress to carry out its task effect
ively. Second, it does not have a comparative advantage over the private
 
sector in storing corn. Third, its decisions on timing, volume and prices for
 
the procurement/release of the commodity are highly unpredictable and indermine
 
private sector incentives to investment in corn trading (especially storage).
 

Other important factors are the high transport cost for corn from farmers
 
to livestock producers users and a restrictive corn import policy. The former
 
problem is complicated, involving the lack of basic infrastructure facilities
 
in the rural areas, vessel inadequacy, relatively non-competitive interisland
 
shipping sector and cargo handling service sector in the country's ports. The
 
latter deals with the GOP's licensing of corn inorder to promote domestic
 
corn production. Analysis points out however that the way this policy is
 
implemented is too susceptible to political lobbying every year from both
 
sides of the issue. It is not uncommon to hear that the lobbying process ends
 
up hurting the corn and livestock industry more than promoting the farm sector.
 

The proposed reforms of ASAP to address problems in the corn-livestock
 
sector consist of the follcding: eliminating or greatly r~ducing the NFA role 
in ccrn trading; imn:lemetin~ a ;rice b~rd scheme for st tl!zir; !:nestc 
corn supply/prices as a transitional step towards an open market; ond 
reducing the transportation cost by demonopolizing cargo handling services in
 
public ports.
 

,.° ;rl: tn 4.;1. ; pr'.ati s-oraie, oifinded primar
ily by imports or exports, as the case may be, rather than public sector 
buffer stocking activities, and reflect an equitable sharing of the burden of 
the temporarily high transportation cost as a result of th4 lack of 
fundamental public infrastructure in the Philippines. 

The thrust of these interventions is to encourage the private sector to go
 
into corn trading, particularly storage. The present set of policies results
 
in the following pattern of feed use of corn in the country. Fifty five
 
percent ot the total feed use occurs in the period from July-December based on
 
the data f.om 1987 to 1989 or this pattern can be represented by a standard
 
deviation of feed use through the two semesters equal to .05 This need not
 
be since the pattern of meat demand through the year is fairly stable. Corn
 
storage helps inmaking an otherwise seasonal supply conform more to the
 
pattern of use of meat products.
 

Our analysis of the benefits of the proposed refors .starts out with a 
target of narrowing down the disparity in corn use through the year from 55 
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percent during the July-December season to 53 percent during the same period.
This requires that an additional 90,000 MT of corn will have to be stored for 
release in the first semester of the calendar year. Hith this additional

demand during main harvest period, farmgate corn prices will go up by about S
 
percent. Using Intal and Power's 
corn supply elasticity of .3, corn output

will go up by 1.62 percent per year. The demand elasticity is assumed to be

1. The 90.000 HT will help reduce the upward fluctuation in corn prices

during the lean months and encourage livestock producers to increase their use
 
of corn during these months.
 

The three year average of the country's annual corn production was 4.48

million HTs. There are two measures of benefits depending upon where the
 
resources used to grow the additional corn is coming from. Under the first
 
assumption which states these resources come from other sectors in the
 
economy, then the benefit to the economy of these specific reforms is equal 
to
 
$7.66 million. Under the second assumption which states that these were
otherwise unemployed resources, then the total benefit to the economy is

estimated at about $11 million per year.
 

b. Exempt land used for livestock production from CARL.
 

The application of CARL to livestock production would have required that

land holdings used for livestock would have had to be divided into parcels of

less than five hectares. The major impact of this measure would have been on

hog raisers which had average holdings of 15 hectares. The consensus of the

industry was that economies of scale require land holdings of over five

hectares. Some hog raisers would have discontinued operations and many would
 
have experienced increased costs and reduced earnings. 
 Several major

investments were in fact canceled imediately after CARL came 
into effect.
 
The policy dialogue on the issue resulted in a broad consensus that the

1ivstock i-r"stry, with tts ey:?;ti-rs cf extn'ive ar4 1-r;e scile cattla 
grazing operations on haciendas or public lands, 
 should be exempted. For

political reasons, however, the private sector was obliged to take the lead in
 
advocating for the exemption. 
 The end result was a recent Supreme Court
 
decision that the livestock industry is exempt from CARL.
 

The benefits of this measure are difficult to quantify, but industry

representatives and outside observers have maintained that pork production

could have declined by 10 to 20 percent if livestock lands had been subject to

CARL, and some adverse effects would also have been felt in the poultry
industry. If it is assumed that the impact of the law would have been to
reduce hog production by ;0 percent in the short run and reduced the long-term
growth rate by I pprcent due to lost economies of scale, the annual loss of 
hog production would have amounted to at least P300 million ($11 million).
The net loss to the economy would have been less than this because of the
 
transfer of productive resources to other economic sectors.
 

An alternative measure of benefits is the impact of not imposing the tax 
associated with the CARL provisions. If livestock holdings had been subject
to CARL, the owners would have had to pay 3 percent of gross earnings and 10 
percent of profits to their workers during the 10-year grace period. Using
the general equilibrium model, the estimated cost of this tax to the economy
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would have been P240 million ($8 million) per year. Since it is reasonable to
 
expect that this scheme will be imperfectly enforced, the rates were halved.
 
Consequently, only 25 percent (or $2 million/year) of the estimated cost of
 
the tax to the economy were used in calculating the IRR for ASAP.
 

c. Establish a means of restoring the collateral value of agricultural
 
land under CARL.
 

The CARL is likely to have a major impact on agricultural credit for many
 
years unless concrete action is taken to address the land collateral issue in
 
the near future. At present, the loss of collateral value is caused mainly by

the uncertainty related to the transfer of holdings of over five hectares from
 
their present owners to tenant farmers and employees. This process will be
 
fraught with uncertainty as long as the OAR does not have the resources to
 
purchase the lands and does not establish a clear schedule for the transfer of
 
the lands. Under these circumstances, lending institutions are unwilling to
 
accept these larger holdings as collateral.
 

Even after this issue is resolved, the value of land as collateral will be
 
greatly diminished under present CARL provisions. The first reason is that
 
land under default can only be sold to DAR at a value determined by DAR and
 
subject to the availability of funds. Lxperience with DAR thus far has
 
convinced lending institutions that agricultural land is no longer suitable
 
collateral for loans. The second reason is that many of the land holdings
 
over five hectares are under plantation crops and their value will be retained
 
only if the smaller holdings are subject to the same central management that
 
made the larger holding viable. There is little indication at this time that
 
the new owners of these five hectare parcels have the management ability to
 
maintain the value of these lands and even if they do some system needs to be
 
in place to assure that subsequent owners will maintain the necessary
 
continuity.
 

Annex D contains an impact analysis of the loss of collateral value of
 
agricultural land on credit availability for the sector. This analysis
 
focuses only on the loss of collateral value. At present, credit to agri

. i:zaia 06 the co .4uras issue 
but also because owners of holdings of over five hectares have been unwilling
 
to invest until the many uncertainties related to CARL have been resolved.
 

The analysis shows that the loss of collateral value alone, other things

remaining equal, will result in a permanent reduction of 10 percent in the
 
amount of credit provided for agricultural production. This does not court
 
credit that would have been provided for associated activities such as the
 
handling/processing of agricultural products. This loss of credit amounts to
 
P3.5 billion per year. Using a general equilibrium model for the Philippine
 
economy, the analysis shows that the production losses in the agriculture
 
sector are accompanied by increases in other sectors as credit funds are
 
realocated, but that the net effect on the economy is to reduce total
 
economic value added by P2 billion ($70 million) per year.
 

The after effects of CARL are extremely complicated and it will take many 
years before the collateral value of agricultural land is fully recovered. A 

QQ'
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reasonable target for the ASAP time frame Is 
to recover 50 percent of the
 
value of those holdings that had been over five hectares, yielding economic

benefits of $35 million per year. 
Of this benefit stream only 20 percent will
be utilized in the calculation of the economic benefits derived from ASAP.
 

d. Removal of Banana Hectarage Limitation
 

The area devoted to banana production for export continues be limited by
the GOP. Under Letter of Instruction (LO) No. 58 in 1973 the limit was set
 
at 21,000 ha. and was subsequently increased to 25.000 ha. by LO No. 790.
 
Since these regulations were instituted. the Philippine share in the world
 
export market has been steadily declining. Table 21 inAnnex D shows that

during the period 1980-90 the Philippine share the world export market for
 
bananas dropped from 13.4 to 9.4 percent. Moreover. the situation seems to be

worsening given the apparent inability of Philippine producers to take
 
advantage of the recently opened Korean market for bananas. 
 Given the large

investments in banana production in Indonesia, the Philippine comparative

advantage in the area (itis still the largest exporter of bananas in the Asia
 
region) may be effectively challenged.
 

According to ptivate sector representatives of the banana industry, the

regulation limiting the area devoted to banana export production hinders the
 
country's ability to respond to new export market opportunities as recently

demonstrated by the removal of restrictions to the import of tropical fruit.

Hhile the Philippines has a comparative advantage in transportation over other
 
exporting countries in the Korean market, it likely that the country will 
lose
 
this new market opportunity unless the hectarage limitations are removed.
 

Lifting the hectarage limitation will provide the private sector the

rccuired flexibility to res:cd to ch,-;es in t'e ex;crt nrrket for ban:ras
 
and allow the Philippines to at least defend its ten year average world market

share of 11 percent. To determine how much the country will gain from such a
 
development, the world exports of bananas were projected for a five year

period using a simple regression method. The additional revenues which the
:U-ry t . .. ;; . if te additionai,*Er- !.-. ti r;i f 73-46 r.-
area used for banana exports simply comes from the current area used to
produce bananas for domestic consumption (i.e., the production is at no
 
expense to other sectors in the economy) then the additional revenues would
 
constitute a net benefit to the entire economy.
 

Only ten percent of the benefits are claimed for purposes of this analysis

in consideration of the possible opportunity cost of the additional hectarage

used to sustain the country's targetted market share. Another reason is that
 
the forecasting model does not take into consideration the possible recessions

in the economies of the developed countries which will have a negative Impact
 
on their demand !n:- tropical fruit (bananas). Given other factors that may

coze Into pay ,,er time that the forecasting model does not adjust fore.
 
only five years if benefits (starting in 1992) are claimed as being attribut
able to ASAP. 
 Per Table 26 in Annex 0, the annual benefit stream would be
 
$7. $8,$8. $9 and $10 million, respectively.
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e. Strengthen market linkages within the agribusiness system.
 

The main agribusiness subsectors that could be affected by this action are:
 

1. The traditional crops: rice, coconuts, and sugar, and less
 
important plantation crops such as coffee, rubber and cacao. These have been
 
grown in the Philippines for generations and have been stagnant or declining
 
for some time. World demand for these products is growing at a very slow
 
rate. If growth occurs, it will only be when the Philippine economy becomes
 
internationally competitive and the long-term environment is conducive to
 
major investments in agriculture. Given, the country's overvalued exchange
 
rate, CARP. and the poor state of rural infrastructure, this will not be in
 
the near future. In any event, these inoustries are well established in this
 
region of the world and are not constrained by weak market linkages.
 

ii.Recently develoDed export oroducts: pineapples, bananas,
 
prawns, and tuna. The production, processing and marketing of these products
 
is in the hands of large multinational and domestic agribusinesses that are
 
vertically integrated. These sub-sectors of the agribusiness system will
 
respond to the improved policy environment without market development
 
assistance from government or donors.
 

iii. The imoort-substitutjon agro-Drocessing sector: This sector
 
is dominated by large family-owned agribusinesses benefitting from high rates
 
of protection from import competition. A large part of this sector, notably

dairy products and flour milling, utilizes imported agricultural products and
 
is therefore not closely linked to domestic agriculture. However, most of the
 
agro-processing industry is based on domestic agricultural products, including
 
rice, refined sugar, cigarettes, pork and poultry products, fruit purees, and
 
cooking oil. The large, established agro-processors do not need rarket
 
deveo- t s p:rt bit the sill- redi-m-sized enterprises do.
r 

iv. The rest of the agribusiness system: This includes a wide
 
range of products in the fruit, vegetable, fiber, and fishing sectors. Much
 
of the production, processing and marketing of these product- occurs in the
 
Wnrrza; sector, bur cne processing ano marKeting activities for comestic and
 
export markets is not insignificant.
 

It can be expected that the benefits of ASAP market development activities
 
will be concentrated in the last two categories of agribusinesses. The focus
 
will be on agro-processing for domestic and export markets. The initial
 
impact is likely to be on the domestic markets. Much of the fruit, vegetables
 
and fish consumed in the Philippines is sold fresh to consumers. A marketing

effort is needed to determine how to go about increasing demand for higher

quality products requiring value added processing.
 

These efforts on the domestic front will be accompanied by the
 
Identification of export markets for processed agricultural gcods. Increases
 
in exports would start from a very small base but could increase at a rapid
 
rate if the right joint ventures could be established. The key is
 
international competitiveness. Virtually all of what can be produced in the
 
Philippines can also be produced inother countries. Exports from the
 
Philippines will increase only if they are competitive on the world market.
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Small market niches may be identified inthe short run, but in the long

run growth will have to be based on an efficient domestic agroprocessing

industry. 
This will be achieved by gradually reducing protection on
production for the domestic market. 
As the domestic industry is forced to
 
become internationally competitive due to competition from imports, its

ability to export increases. When the industry becomes export-driven,

sustained high growth rates should be possible. The domestic market alone

will not be able to sustain more than a four percent growth rate over the
 
long-run.
 

For purposes of this analysis. Itis assumed that ASAP market development

efforts will result in 100 new or expanded ventures in agro-processing

involving an average of $1 million innew investment per venture. Assuming a
20 percent rate of return on these investments and an opportunity cost of

capital of 15 percent, the annual benefits would be $5 million per year

starting inthe sixth year when the full impact of the market development
 
measures isfelt.
 

2.Cost-Benefit Analysis
 

The basic cost-benefit calculation ispresented inTable 13. 
 The cost

figures attribute ASAP's policy-related costs, i.e., program assistance ($50
million) plus policy formulation assistance to the public and private sectors

($15 million). The total cost stream is $65 million. 
The remaining $15

million is for transactional assistance to the private sector. The benefits
 
of this component occur through increase6 production resulting from ASAP
 
market development interventions.
 

The benefits resulting from the policy reforms are based on the economic
 
analysis presented inAnnex D, and summarized on the next page. The
 
assu~ptions r'~rding the ..re of benefits attri-table to ASAP support are
shown at the bottomn of Table 11. The benefit stream assumes that ASAP will

have its greatest influence on measures related to corn marketing and banana
 
export and will be only one of several factors affecting CARL. Based on the

economic analysis and these assumptions the ASAP IRR is estimated to be 23
 
;Z7:Z:,t ;iir a f ftZa iFr 1. t e ; ziiiion transacctona; market

development assistance to the private sector component, the assumptions

discussed above yields an IRR of 24 percent.
 

Itbears restating that most of the benefits attributable to these
 
selected 
 policy reforms are calculated using a general equilibrium model of

the PhilippinL economy. Benefits identified by this model are due entirely to
 a reallocation of resources from relatively inefficient sectors to relatively

efficient sectors in response to changing market signals. 
 The model assumes
 no net increase in investment and no change in the productivity of factors of
production in the sectors to which resources are reallocated.
 

The above approach to the economic analysis has been taken to provide a

conservative estimate of benefits. 
 It can be safely assumed that increased

investments into the agribusiness system will result in productivity increases
 
at the sub-sector level over and above the benefits of simple resource
 
reallocations. The benefits of these productivity increases very likely

outweigh the benefits identified by the general equilibrium model. The reason
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they are not included here is that there isa lack of data on production
 
systems and productivity at the sub-sector level. As productivity data is
 
generated for the corn, livestock, fruits and vegetables sub-sectors under
 
ASAP, better estimates of these benefits should become possible.
 

Table 11: ASAP Internal Rate of Return ($millions)1 

VARL 8&nIna4Year Costs Benefits Corn 

Total Net Marketing Livcstockz Collatera13 Exports
 

1992 23 1.6 -21.4 1.6
 
93 23 7.4 -15.6 1.6 5.8
 
94 13 8.2 - 4.8 1.6 6.6
 
95 3 8.2 - 5.2 1.6 6.6
 
96 3 21.4 18.4 6.6 1.6 5.8 7.4
 
97 22.2 22.2 6.6 1.6 5.8 8.2
 
98 14 14 6.6 1.6 5.8
 
99 14 14 6.6 1.6 5.8
 

2000 14 14 6.6 1.6 5.8 
01 14 14 6.6 1.6 5.8 
02 14 14 6.6 1.6 5.8 
03 14 14 6.6 1.6 5.8 
04 14 14 6.6 1.6 5.8 
05 14 14 6.6 1.6 5.8 
06 14 14 6.6 1.6 5.8 

IRR - 23% 

1 Benefits adjusted for shadow price of FX by multiplying benefits
 
with the factor (28/34). SER - 34.
 

2 Twenty-five percent of the benefits from CARL exemption.
 
3 Twenty percent of the benefits from restoration of collateral value
 

of agricultural land to 50 percent of pre-CARL level.
 
4 Ten percent of benefits from removal of the limitation on hectarage
 

.e;.....t? .tn!.! 1X :t ;r .. Z... 

3.Sensitivity
 

The sensitivity analysis will consider two alternatives to the basic
 
cost-benefit calculation presented above. The first recognizes that the
 
percentage of benefits from the policy reforms attributable to ASAP is
 
subjective. The benefit stream istherefore cut by 75 percent below the base
 
calculation presented in Table 11. This isto take account of the possibility
 
that the policy formulation process supported by ASAP could have been less of
 
a factor insome of the reforms than isassumed in the base calculations.
 
Vaking this adjustment yields an IRR of 15 percent for the full 15 year period.
 

The second alternative isto increase the impact of ASAP on key reforms by
 
increasing the size of the program. This increases both the cost and benefit
 
streams. It is arguable that the benefits of three measures alone: increased
 
private sector investment in corn marketing (benefits of $8 million per year). 
the return of the collateral value of agricultural lands to one half of 
pre-CARL levels (benefits of $35 million per year) and removal of the 



- 59 

hectarage limitations on banana production for export ($73-96 million per

ear); would justify a much larger level of program assistance. For example.

f all of the benefits from these measures were attributel to a $200 million
 

ASAP (disbursed in two tranches under the program component), the IRR would
 
jump to 38 percent.
 

B. SUSTAINABILITY ANALYSIS
 

Questions regarding the long-term sustainability of the improved environ
ment for private agribusiness growth that will result from ASAP interventions
 
focus inmain on the financial feasibility issue. The analysis isbast

presented interms of each aspect of the improved environment: an improved

policy framework as provided for inthe ASAP policy reform agenda; the
 
increased capacity ingovernment and the private agribusiness sector for
 
policy analysis/advocacy; and a more effective GOP-private sector partnership

in support of agribusiness growth and development.
 

1.An Improved Policy Framework
 

By the end of the program, it is intended that all of the policy reforms
 
called for In the ASAP policy reform agenda will have been carried out. The

financial feasibility issue iswhether the cost of these reforms to the GOP
 
are adequately provided for in the ASAP design. Sev2ral measures have revenue
 
implications.
 

The ASAP policy reforms for reducing the NFA role in corn trading will

lead to a reduction inGOP subsidies t- NFA. 
The key reform will be a wider
 
price stabilization band. meaning that the NFA will buy corn at a lower
 
support price and sell the corn at a higher wholesale price than isnow the
 
case. This will result in sharply reduced NFA corn marketing losses which
 
must be covered by the GOP. If these reforms are also applied to rice. the
 
budget savings will be even greater. The largest savings from reduced
 
subsidies will come from the privatization of PHILPHOS. These savin2s alone
 
will assure that the net impact of ASAP-supported policy reforms will be
 

A second potentially revenue reducing measure is the reduction of tariffs
 
on imported inputs for livestock production and meat processing. The
 
financial analysis shows this not to be a problem. The purpose of existing

tariffs and NTBs on these products isto protect domestic industry, not
 
generate revenue. Consequently. imports are currently very low. Removing the
 
protective tariffs and NTBs would increast imports of these products which
 
would still be subject to the basic revenue generating import tax (currently

10 percent ad valorem but scheduled to drop to 3 percent). The net result
 
would likely be an increase in budget revenues.
 

The policy reforms related to CARP and inter-island shipping involve
 
government regulations that have little or no revenue or expenditure

mplications. Policy studies associated with the implementation of these
 
reforms will be funded directly out of the ASAP budget and will not constitute
 
a financial burden for the GOP.
 



-60 -

The present ASAP design calls for completion of a study of the tax bias
 
against the sector prior to the disbursement of the second tranche and the
 
implementation of the study recommendations before the third tranche is
 
disbursed. Among other things, the study may confirm private sector
 
complaints that application of VAT to agro-processors in a manner that results
 
in an effective tax rate of 22 percent rather than 10 percent is an unintended
 
distortion and leads to a misallocation of investment resources away from
 
agribusiness into other less efficient sectors. If so. there would be a need
 
to reduce the VAT rate on agro-processors to remove the unintended distortion.
 

Of all potential ASAP reforms, a possible reduction in the VAT on agropro
cessors would have the most negative affect on GOP tax revenues. The economic
 
analysis (Annex D) concludes that the annual revenue loss from this measure
 
could reach $20 million. Ideally. the measure would be enacted as part of an
 
overall VAT revision aimed at expanding the tax base, improving collection
 
efficiency, and removing economic distortions. The need for a comprehensive
 
revision of this type has been identified in several GOP and donor studies.
 
In this context, the revenue loss from the reduced tax on agro-processors
 
would be more than compensated for by the increased taxes from other measures.
 

2. Increased Capacity for Policy Analysis and Advocacy
 

ASAP will increase policy analysis capacity in both the government and
 
private sectors. In the GOP the focus will be on strengthening BAS data 
gathering and increasing policy analysis capacity in PHS/PAD. The annual 
operating costs of the increased activity are estimated at about $1 million 
for BAS and $500,000 for PMS/PAD. These are very small amounts relative to 
the total DA budget, but traditionally, policy analysis has been assigned a 
low priority in DBM anJ the Congressional appropriation cornittees. The 
pc1 1vy dialog-.-e between ''.. a-! VA ts's lss2 LeaS sln:e thetE:. 

start of the AAPP. There is support for increased funding of these activities
 
at the highest levels of DA. and concrete measures have been included in the
 
ASAP policy reform agenda. The disbursement of ASAP program assistance will
 
be linked to increased GOP funding for policy analysis in DA.
 

ASAP will also support policy analysis and advocacy activities in the
 
private sector (approx. $1 million per year for the entire agribusiness
 
system). For these activities to be continued, they will have to be supported
 
largely by private agribusinesses. The level of effort that will be initiated
 
by ASAP is easily sustainable by the private sector, if the results are
 
perceived as meeting their needs. The issues to be addressed under ASAP will
 
be identified by the private sector, and the studies will be at least partly
 
funded by private businesses or private sector trade associations from the
 
outset. The ASAP share will decline gradually over the life of the program to
 
help assure that what is funded reflects the priorities of those who will be
 
required to continue them after the program is completed.
 

3. A More Effective Government-Private Sector Partnership
 

ASAP will support the strengthening of four government services that are 
important to this partnership: market data generation/dissemination. 
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technology development and transfer, farmer training and organization. and
 
market development.
 

The first, market data generation/dissemination, is an ongoing GOP pro
gram. Ithas been strengthened under the AGHARIS component of AAPP. but
 
suffers from underfunding. BAS isrecognized to be seriously underfunded with
 
the result that the Philippines has an inadequate agricultural data base.
 
BAS's priorities are necessarily the country's major crops -- rice. corn,
 
coconuts, and sugar --and the focus ison production. ASAP will fund a major

portion of the market data gathering/dissemination activity during the early
 
years of the program. This will yield concrete benefits for the private

agribusiness system, but the activity will not be sustainable if it isnot
 
incorporated into the GOP-funded BAS recurrent budget. A top-level policy

decisic, will be needed before the end of ASAP recognizing agribusiness's

needs for market data as a high BAS priority. For this to happen, the data
 
generated under ASAP will have to be demonstrably valuable to private

agribusiness and will have to be effectively advocated for by the private

agribusiness system itself.
 

The remaining three services are subsidies to the private agribusiness
 
system. As such they should be administered by an Agribusiness Support Unit
 
in DA or. alternatively, by DTI. Support for technology access is the least
 
expensive in terms of recurrent costs. Basic agricultural research isan
 
ongoing GOP program. The activity supported under ASAP consists mostly of the
 
adaptation of existing technology by individual agribusinesses. This
 
adaptation islargely funded by private businesses. Government subsidies are
 
needed for new initiatives that entail higher costs and more risk than can
 
.ormally be expected from these businesses. Financial constraints are not
 
likely to be a major factor In the continuation of the service.
 

The farmer organization activity will train and organize about 10,000 
farmers over the life of the program. The new agribusiness ventures that will 
result from this effort will justify the expense, but there will be continuing
need to provide similar training to millions of other small farmers. This 
,,46aS iari EA ic._tur .,,pi,cations. AS private agriousinesses become 
familiar with the process of training and organizing small farmers to become 
viable commercial entities and dependable business partners (suppliers), it is 
expected that an increasing portion of the costs will be borne by them. The
 
key isthat subsidy support for such activities be provided to private

agribusinessis rather than through the regular public agricultural extension
 
service. The former has the strongest interest inmaking the enterprise

financially sustainable and entails much lower recurrent costs.
 

The market development activity will be ASAP-funded for the five years of
 
the program. This isseen as a high priority by the DA and OTI and will
 
continue at some level after the end of the program. The funding requirements

will vary, depending on the priority given to market development in the budget

setting process. The ASAP objective isto demonstrate cost-effective models
 
for joint private sector-government initiatives. The level of effort
 
following the end of ASAP will depend on the results of ASAP funded efforts,

GOP budget constraints, and DA and OTI priorities.
 

(61L 
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C. INSTIUTIONAL ANALYSIS
 

Institutional feasibility issues. both inthe public and private sector.
 
affect ASAP iiaplementation as well as the sustainability of ASAP benefits.
 

1. Governent 

One important Issue isthe technical capacity of the implementing units.
 
Most of the ASAP activities inthe public sector will be implemented inDA:
 
policy analysis and advocacy in PMSIPAD; data gathering/dissemination inBAS,
 
and market development ctivities in the Agribusiness Support Unit (ASU).

Each of these units has received support under AAPP. The strongest in terms
 
of technical expertise isBAS. Its main constraint is the lack of personnel

and equipment for data processing and dissemiration. Itmust, therefore
 
concentrate on the priority concerns of DA, wLIch are the country's main
 
crops, especially rice, corn, and coconut. With financial support from ASAP,

BAS will be able to hire staff and purchase the equipment needed to carry out
 
the intended activities.
 

PAD and AS', however, have serious implementation constraints due to a
 
chronic shortage of policy analysis and market development expertise. Neither
 
of these units has been institutionalized after several years of AAPP
 
support. The country is lacking expertise inboth these areas. Policy
 
analysis capacity tends to be concentrated inthe universities, while market
 
development capacity is in the private sector. The best approach to this
 
problem isto keep both organizations lean. The DA should have a small staff
 
of high quality people who manaqe activities contracted out to academia and
 
the private sector. Routine monitoring activities needed for DA decision
 
making will be carried out by DA staff in these two units, but these
 
activities will not have the analytical content needed for high level policy

fo rmuIa On .
 

The othzr key institutional issue ishow much iEpact increased policy 
analysis and advocacy capacity inDA can be expected to have on policies 
affecting the agribusiness system. The discussion of policy issues inSection 
Fc.a sh;'s that z;st of Iri ror issues are tne pricary responsiolity of 
departments other than DA. The departments whose activities most directly 
affect agribusiness are: DA, OAR, DTI. and OENR. In addition. DOF. 0BM, DOTC, 
and NEDA deal with matters that can significantly affect the agribusiness 
system. Of these departments, DA has the strongest comitment to promoting
agribusiness growth. DTI I:responsible for industry regulationf and 
incentives, across the board; OAR is responsible for social equity concerns; 
and DENR is responsible for resource conservation. 

There will always be competing objectives inpolicy formulation. Even if
 
private sector agribusiness growth isnow seen as a priority concern by many.
 
in the final analysis, each department has its own constituency and mandate.
 
Further, there isno interagency mechanism at present to coordinate issues
 
related to agribusiness, and itdoes not appear thit there is support for such
 
a mechanism, except inthe DA. The DA isonly one voice but, over the long
 
run, is the department with the strongest commitment to promoting agribusiness

growth. If the DA cannot advocate effectively for agribusiness, it is
 
unlikely that GOP policies will adequately reflect the concerns of that system.
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Itmust be recognized, however, that the most that can be expected from
ASAP policy analysis and advocacy activities isthat agribusiness concerns
 
will be given their proper weight inthe GOP policy formulation process.
 

2.The Private Sector
 

The key institutional issue inthe private sector has to do with the trade
 
associations. 
A major ASAP objective is to strengthen trade associations to

gather and disseminate data and provide policy analysis and advocacy support

for agribusiness. Based on experience gained inAAPP implementation, PCCI and
 
MAP have the strongest track records inpursuing agribusiness policy reform
 
and are the organizations that ASAP expects to work with most closely. They

have commissioned important policy studies. and lobby effectively on behalf or
 
the private sector. These organizations, however, have limited capacity, so

they tend to concentrate on the most important issues at any given time. For
 
example, over the past year. CARL implementation has been a major area of
 
concern. 
There isalso no assurance that the position of these organizations
will reflect agribusiness interests. The lack of progress on E.0'. 413, which
affects highly protected. urban-based manufacturers, isan example.
 

The situation iseven more problematic at the industry level. Most of the
 
industry trade organizations have not been effective in gathering and
 
disseminating data to their members, and most do not have the funds to
 
commission studies of policy issues affecting their industries. A related
 
issue is the level of interest in receiving these services among agribusiness
as. 
 Indesigning ASAP itwas recognized that expressions of interest are not
 
the same as commitments to continue ASAP-initiated activities after the end of
 
the program.
 

An important assumption for ASAP isthat by concentrating data collection
 

and combining these activities with complementary policy advocacy and market
 
development initiatives over a five year period, their value will be
 
sufficiently demonstrated to assure their continuation. A key requirement

here is that the private sector be involved as much as possible in the
 

J.t! f8. : zt I ii . so to;a z te-n theend o 

program these activities are seen as their own and not simply something

conceived of and funded by government. Through numerous meetings and reviw
 
of pertinent documents. Philippine and American businessmen have made inputs

Into the design of ASAP activities from the outset and joint private sector-

ASAP funding of activities will be phased inas rapidly as possible during
 
program implementation.
 

A unre imple"nentation-related issue is the availability of data gathering,

market analysis, and policy analysis capacity inthe private sector. ASAP
 
aims at significantly increasing the level of effort in these areas over the
 
next five years. The magnitude of the problem isreduced by focussing on only

two sectors. it isalso likely tnat, at least initially, ASAP activities will

be concentrated intwo or three regions. Several highly qualified academic
 
institutions, NGOs, and private sector consulting firms have been identified
 
and have expressed interest incarrying out ASAP-funded activities. It is
 
unclear, however, how much excess capacity these institutions have. The ASAP
 

DO4
)
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gneral contractor and USAID program managers will Nave to be aware of
 
possible absorptive capacity problems, especially with respect to policy and
 
market analysis.
 

D. ENVIRONHENTAL ANALYSIS 

1. Priority Issues for ASAP
 

The environmental analysis, presented In Annex F. identified four major
 
environmental and natural resource issues of concern for ASAP.
 

a. Land use/area or spacial planning. along with good resource maps

and databases by sub-region. For the most part, these needs will be address
ed by USAID's LOAP Project and within ASAP through discussions with the GOP on
 
the implementation of its CARL progrdm. In this regard, the General Contractor
 
should have the capability to respond to requests for technical guidance on
 
environmental aspects of agroprocessi,,g operations, e.g. siting of plants

(groundwater or waste disposal impacts, etc.) and other related concerns.
 

b. Farmer-lead research on sustainable forms of intensification of
 
upland mixed agro-ecosystems, preferably on rainfed lands. This is addressed
 
directly by the program design, in which agribusinesses will work directly

with farmers on agronomy/processing requirements for specific commodities. As
 
part of its normal program monitoring, USAID (or the G) will review
 
periodically such agribusiness guidance for its environmental or
 
socio-economic sustainability.
 

c. Agro-processing plant environmental audits. Technical assistance
 
in carrying out such audits is available through the Horld Environment Center
 

'
( C), vith which the Asia Bureau h~s a coo;erat ve agreement, presently.

Opportunities for linking up with the WEC should be explored during program

implementation for this purpose.
 

d. Development of effective en,4ronmental policy analysis, technical 
!!~!7.4~ :~~ 16-s 'I. Z:;; ;A Z,; ta %';a speci ficai iy Ili t 

ASAP concerns. As noted above, many of the proposed changes/improvements in
 
database management, extension, etc., in these depart- ments, will entail
 
and/or benefit from inclusion of environmental variables and issues.
 

2. Scopi of USAID Action in the Framework of ASAP
 

The principal environmental/resource management role of USAID in relat
ion to this program will be to monitor eccnomic policy reforms in the GOP and
 
how these reforms relate to the development of the sector. Although the PAAD
 
has identified a number of critical structural/legulatory barriers to develop
ment of this :ector, it is reasonable to assume that other, as yet not clearly

known barriers tot opportunities) may arise during the :course of the program

which will need to be considered. Thus the program implementation plan must
 
be a flexible one and that the monitoring elements of the Suppcr Services
 
Component will be proactive and visible from the start of the prcgram. This
 
is especially relevant to the natural resources sector, given the intimate
 
connection with environmental impact of agribusiness activities.
 

'71
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A second mandatory role for the USAID Mission and the ASAP Program (as

represented by the MEO. in this case) is to continue to monitor carefully the
 
use of pesticides and other hazardous agro-chemicals (herbicides. fungicides.

etc.) as specified in Section 216.3 (10) (b)of 22 CFR 216 (A.I.D. Environ
mental Procedures) since the proposed intensification of commercial agricult
ural production, storage a.id distribution in densely populated areas poses a
 
potentially serious health/pollution problem. Similarly. opportunities for
 
incorporating known integrated pest management (IPM) techniques in applied

research or technology dissemination efforts should be taker up.
 

ASAP primarily focuses on policy reform with a secondary consideration
 
being support services for agribusiness. The program will consequently

maintain a close coordination consultative role. not only with other relevant
 
Mission programs/projects but also with other donor activities. 
Other
 
relevant Mission activities include the NRHP, LOAP. the Mindanao Development

Project (HOP), Local Government Infrastructure Fund (LGIF). Philippines

Capital Infrastructure Project, the Pre-Investment Facility (PIF) Project. and
 
the Private Investment & Trade Opportunities - Philippines (PITO-P) Project
 

With regard to the concerns raised in the environmental analysis (Annex

F). 
two components of the ASAP program will be used for USAID environmental
 
action. These are the Support Services Component and the Monitoring &
 
Evaluation Component. The following will be integrated directly into the
 
proposed program rather than as stand alone measures. This will ensure
 
compliance v th the intent of A.I.D.'s environmental procedures which are for
 
them to be integrated into planning, design and monitoring.
 

3. Technical Assistance
 

Most of the following takes the form of technical assistance and research
 
recomm.endation!. The environmental analysis d2es not attem;t tc specify, in
 
detail, the implementation arrangements which might be used.
 

a. 
ASAP contains a strong effort to remove licensing and permit

restrictions on agribusiness subsectors which unnecessarily limit private
 
se:t:r ity C.7 Et a. ; ara;ta&t&is or priv %.e monopoiies ano
 
oligopolies. In this respect, the General Contractor and Grantees will work

with DENR's Environmental Management Bureau to review their environmental
 
licensing procedures (EIS and ECC) with respect to agribusinesses so that
 
appropriate standards and realistic certification requirements are developed

which reflect the nature, scale and scope of potential resource and
 
environmental impacts and which serve to enhance resource and plant efficiency

rather than acf as a disincentive to investment. Ideally, this review process

be in the form of government-industry dialogue and be lccated in the
 
appropriate line agency (DA or DTI). 
 Under present GOP arrangements, however,

this is not yet the case. This could be the focus of further policy dialogue

and institutional development, though probably not directly through ASAP.
 

b. Even though ASAP is not financing plant construction or equipment,
 
as conditions warrant or opportunities arise, the General Contractor will take 
advantage of the special expertise of the World Environment Center (NEC), an 
American PVO which provides high-level industrial expertise on a pro bono 
basis to Third World industries. NEC is especially good at waste minimiz
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ation and pollution prevention programs utilizing plant audits, specialized
 
training and short-term technical assistance. These services may be accessed
 
directly by ASAP, the General Contractor or may be itcluded in the design of
 
the forthcoming Urban/Industrial Environmental Management Project.
 

c.DA lacks expertise in integrated pest management, poly-cultural 
cropping systems, farmer-lead research and other areas. This is because 
horticultural managr.ent, for example, often demands greater farmer management 
inputs and sophistication than does much cereal production. While at least 
some of the proposed fruit-vegetable sub-sectors are well-known to Filipino 
farmers, the demands for quality/sustained production will require substantial 
technology transfer to small producers. Much of this will be addressed 
through private, NGO and public sector research with participating farmers 
under ASAP. The General Contractor will, nevertheless, monitor technology 
development/transfer financed under ASAP to ensure that environmentally 
sustainable technologies and support systems are tested/transferred. 

d. Given the focus on cost-sharing in the implementation of selected
 
com;cnents of private sector enterprise proposals, technical assistance will
 
also be made available under ASAP for identifying environmental measures which
 
require relatively low capital and operating costs, reduce contingent liabil
ity risks, require relatively little sophisticated training and which could
 
improve resource productivity, including plant profitability. As noted above,
 
for many industries, such economies can be obtained through smart plant design
 
(e.g. the reuse of process water, location of waste facilities. etc.) and
 
housekeeping and other management measures.
 

As the need arises. ASAP assistance will provide information via publica
tions and manuals. and the sponsoring of short-term environmental training 
courses for selected personnel of industries by subsector or other relevant 
criteria. Cpcrttnities for 2-vircnnental intervention that lie in the 
selection of proposals which reduce input burdens (e.g. artificial fertilizers 
and pesticides) or promote sustainable forms of intensification will be 
pursued. Finally. ASAP will monitor the effects of the reforms it is 
introducing and that would include monitoring/evaluating the impact of the
 
;r;;r" c,. ari j; c oninrts of tne agriousiness sectors, farmers,
 
processors, marketers, etc.
 

4. Special Studies and Research
 

rome evidence exists which suggests that the Initial impact of the CARL on
 
ag. productivity and sustainable intensification has been somewhat negative,
 
due partly to sub-optimal landholding size. particularly in the uplands.

Further access to needed inputs and markets will require some degree of
 
resource pooling and grcup organization, as has been the case inmost other
 
countries. Inthis respect, the Monitoring and Evaluation Component will
 
collect sample survey data required to conduct a "before and after" study of
 
participating farmers to determine whether vertical integration, brought about
 
by ASAP. actually improved the livelihood of participating farmer groups on a
 
sustainable and environmentally sound basis and whether other kinds of reforms
 
or support services were needed as well.
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S. Training
 

Under the proposed procedures for accepting proposals for cost sharing,
described in this PAAD, ASAP would share the costs of applied research and/or
farmer organizdtion/training costs of acceptable proposals. 
Many proposals
will probably not entail any investments inmajor agroprocessing facilities.
For those that do, applied research and selection of agroprocessing technology
will include those technologies/processes which result inminimal 
or reduced
waste discharges and have relatively safe operations. Other training support
could then focus on plant "housekeeping" and other resource-saving. pollution

avoiding management (and cost saving) measures.
 

E. SOCIAL SOUNDNESS ANALYSIS 

This section sumarizes the major findings and conclusions of the analyses
on social soundness and gender-related issues for the Agribusiness System
Assistance Program. A summary of the gender-related concerns study is
attached as Annex G. Complete copies of these reports are available from
 
ONRAD.
 

1.Beneficiaries
 

The Philippine agribusinest fnvironment has been shaped by six major
agriculture-based economic g;oups. ech of which can fit into any of three
categories: commercial/corporate agribusiness; entrepreneurial agribusiness;
and cooperative agribusiness. 
These econoamic groups may be considered the
primary beneficiaries of the proposed progra,.
 

The first category includes transnational corporations, large local

a&ribusinpss processcr: ard integrators. and the bacenderos who can large
agricultural estates. Entrepreneurial agribusin.ss refers to small and
medium-sized agribusiness entrepreneurs. Cooperative agribusiness includes
small 
farm workers or producers who work formally or informally as a group

according to cooperative principles.
 

The presence and collective activities of these groups have made

agribusiness not only viable and profitable, but a 
vital component of the
country's economy and cultural life. Agribusiness plays an important role in

the country's proximate and medium-term economic outlook, despite past
government policy which can be characterized as biased in favor of industry.
Thus, any improvement inthe ptlicy environment surrounding the sector will
indirectly benefit the people OIrectly dependent on the sector for their
 
livelihood.
 

2. Socio-Political Acceptability of Proposed Interventions
 

The GOP's major concerns for livelihood generation, poverty alleviation.

and countryside development make the proposed interventions highly feasible,
as well as timely and desirable. Aring the major factors particularly

conducive to ASAP are the proven resiliency of small and medium-scale
entrepreneurs and the optimistic stance of big business, despite a 
recent
series of natural and man-made disasters; the restoration and strengthening of
democratic institutions, as evidenced by the rapid growth and vitality of
development-oriented NGOs and people's organizations; the GOP's thrust toward
 

http:agribusin.ss
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decentralization and privatization; increased technical and credit support to
 
farmers' groups, rural cooperatives, and consumers; a broad multi-sectoral
 
sensitivity toward gender-related issues; and finally, government's
 
willingness and ability to listen and respond indue time.
 

Factors that might delay but not impede ASAP implementation are the slow
 
and inefficient bureaucracy; overlapping functions of GOP agencies involved in
 
ASAP implementation and the inherent difficulties of coordination; the
 
stereotype of agribusiness as being "big business," whose interests are not
 
congenial to small and medium-sized entrepreneurs; the vestiges of past
 
government policies that are biased in favor of industry; and undue
 
governmentsl intervention inrice, corn, feeds and livestock industries.
 

On 	the whole, the analysis shows that factors favoring ASAP Implementation.
 

outweigh the negative factors, thus making specific interventions feasible.
 

3. Feasibility of Proposed Interventions
 

The following assertions, in particular, can be made with some degree of
 
confidence:
 

The ASAP proposal to gradually shift corn trading into a largely

private undertaking will meet with Winm resistance, considering not
 
only the limited capability of the National Food Authority (NFA) but
 
also the GOP's privatization policy, which encompasses government
 
assets as well as functions. If the first two years' phased

privatization of corn trading meets with moderate success, then the
 
eventual expansion of private sector participation in corn trading can
 
be realized within the life of the ASAP program.
 

Improving the access of the feel-livestock industry to key inputs not
 
adequately available locally by modifying the tariff schedule will be
 
most feasible, due to current multisectoral clamor to reduce or remove
 
the 91. import levy and due to the scrious plight of the cattle
 
industry, which isexperiencing an acute shortage of breeder stock.
 

In line with the overall effort to upgrade the feed-livestock industry,
 
two interrelated ASAP objectives are deemed feasible, namely, to study
 
ways of linking sector prices to the world market and to enhance access
 
of the private sector to interisland shipping for the movement of farm
 
products.
 

* 	 Because of their potential impact on other sectors, two areas are being 
prcpased for study by ASAP. namely, the barriers to entry/exit in 
selected agribusiness subsectors by the private sector, and how to 
remove the tax bias against agribusiness. These proposed studies to 
improve the investment climate of agribusiness have a high degree of 
feasibility and acceptability because both GOP and the private sector 
recognize the existence of these problems. 

A current concern with proximate consequences on private sector
 
Investment in agribusiness is the issuance of clear guidelines and
 
procedures for land ronversion or transfer under the GOP's agrarian
 
reform program. As this issue is a priority concern of the Department
 
of Agrarian Reform (OAR). the ASAP objective for the early issuance of
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a clear formula for land conversion or acquisition for agribusiness
 
purposes, particularly in the processing subsector, ish ghly feasible.
 
A related issue that may require further study, however, Is for the GOP
 
to identify options on the restoration of the collateral value of
 
agricultural lands under the Comprehensive Agrarian Reform Law (CARL).
 

DA has repeatedly expressed the importance if improving its capability

in data collection, policy analysis and advocacy, technological

development and extension. and market development. Thus. the ASAP
 
objective to appreciably increase budgetary outlay for these functions
 
over ASAP's three-year program life wil1 generally find strong support.
 

4. Potential Implementation Constraints
 

No major difficulty or obstacle is foresaen in the implementation of the
 
ASAP strategy and objectives. The two main GOP agencies involved in ASAP
 
implementation. DA and the Department of Trade and Industry (DTI), have both
 
the mandate and organizational capability, especially regional mechanisms, to
 
push ASAP objectives. Horeover, the top management (i.e.. Secretary and
 
Undersecretary levels) of both agencies have people who share similar
 
educational and occupational backgrounds (in the private sector).
 

The private sector (especially the Philippine Chamber of Comerce and the
 
Industry and Hanagement Association of the Philippines) and NGOs also have the
 
organizational capability and networks in almost all regions of the country to
 
significantly assist the GOP inpursuing ASAP goals.
 

5. The Role of Women inAgribusiness
 

With the formulation in 1989 of a parallel Philippine Development Plan for
 
Women (PDPH). public awareness of gender issues and concerns has been raised.
 
Thus. the traditional male bias of agriculture and agribusiness has been
 
Identified and analyzed. 
Women's concerns are gradually being integrated into
 
the development process, and the participation of woren in the planning and

implementation of programs is being enhanced. 
For ASAP to contribute to
 
;..4r a4&1tj. tai dislinr mst incuoe women-s participation intne
 
different phases of the program as planners, implementers and beneficiaries.
 

6. Extraneous Factors Affecting the Program
 

The outcomes of other events now unfolding that may affect ASAP
 
Implementation include: the RP-US treaty agreement beyond 1991; the 1992
 
presidential elections; and the country's political stability, both actual and
 
perceived. The cutcowes of these three situations will greatly determine the.
 
investment climate for agribusiness, as well as for other sectors of the
 
economy. Recent developments in these areas tend to indicate that current and
 
foreseeable conditions for ASAP implementation are quite auspicious.
 

7. Social Soundness Statement
 

Current conditions and on-going trends as reflected in the Incumbent
 
administration's policy tend to firmly support this report's conclusion that
 
the overall outlook for agribus:iess in general, and ASAP in particular, is
 
not only favorable, but very promising under certain conditions.
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SECTION EIGQT 

CONDITIONS PRECEDENT, COVENANTS. HAIVERS AND STATUS OF NEGOTIATIONS 

A. CONDITIONS PRECEDENT TO DISBURSEMENTS 

1. First Dollar Disbursement 

Except as A.I.D. may otherwise agree in writing, prior to any disbursement 
or the issuance of any documentation pursuant to which disbursement will be 
made, the Cooperating Country shall furnish, in form and substance 
satisfactory to A.I.D.: 

a. receipt of counsel acceptable to A.I.D. that this Agreement has*
 
been duly authorized or ratified by, and executed on behalf of, the Grantee
 
and that it constitutes a valid and legally binding obligation of the Grantee
 
in accordance with its terms and
 

b. a statement identifying the various agencies and offices of the
 
Cooperating Country responsible for implementation of tho Progran and
 
designating individuals in each such agency or office responsible for
 
coordinating Program components.
 

2. Each Dollar Disbursement
 

Prior to each dollar disbursement from the ASAP Dollar Special Account,
 
the GOP will. except as A.I.D. may otherwise agree in writing, furnish to
 
A.I.D., in form ans substance satisfactory to A.I.D., evidence that:
 

a. The GOP is in substantial compliance with all of the tercs and 
conditions of the Grant; 

b. a schedule of payments, identifying payees, amounts and due dates 
roposed to be made by the GOP using dollars and any interest earned on funds 
ild 'n the ASAP CDoli&r Specia; Account; 

c. a statement of the name, branch and U.S. Federal Reserve Bank
 
Branch number of each bank with which the dollars are to be disbursed; and
 

d. evidence that payments in connection with any prior disbursement of
 
U.S. dollars have been made from the ASAP Dollar Special Account.
 

B. COVENANTS
 

The Cooperating Country shall covenant that it shall ensure that each
 
agency and office of the Cooperating Country responsible for carrying out the
 
Program will cooperate to the maximum extent possible with the Department of
 
Agriculture in carrying out the Program.
 

Along with the general covenants covering taxation, refunds, publicity,
 
comunications, termination and representatives, the Parties agree on the
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importance of periodic consultations to discuss progress under the Program and
 
agree to meet whenever either Party considers consultation with the other
 
necessary with respect to the program.
 

C. SPECIAL COVENANTS
 

Proaram Evaluation. The Parties agree to establish an evaluation program
 
as part of the Program. Except as the Parties otherwise agree in writing, the
 
program will include, during the implementation of the Program and at one or
 
more points thereafter:
 

1. Evaluation of progress toward attainment of the objectives of the
 
Program;
 

2. Identification and evaluation of problem areas or constraints which
 
may inhibit such attainment;
 

3.Assessment of how such information may be used to help overcome such
 
problems; and
 

4. Evaluation, to the degree feasible, of the overall development impact

of the Program.
 

D. WAIVERS 

Except with relevance to "Buy America" requirements as outlined earlier.
 
at this time it is not anticipated that waiver(s) are required under the
 
program.
 

E. NEGOTIATING STATUS
 

The above conditions and covenants have been discussed with and agreed 
upon b thi Department of Agricuiture. During Program Agreement negotiations.
the USAID representatives will incorporate into the Agreement, appropriate
language to cover their terms and conditions. 
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GOP LETTER OF REQUEST
 



REPUBLIC OF THE PHILIPPINES
 
NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY
 

NEDA sa Pasig, Amber Avenue Pasig. Metro Manila
 

Cable Addes: NEDAPHIL 
P.O. Box 419. Gteenh It 
Tel$. 6309O 5 to" 

JUL2 15QI cc 

Mr. Halcolm Butler 
 0C co
Mission Director 

U. S. Agency for International Develo'mht. . 

. r 
'
Ramon Magsaysay Center 
 • -Roxas Blvd., Metro Manila 
 ..
 

Dear Director Butler: 
 .
 

We would like 
to convey the request of the Government of the
Philippines (GOP) for grant assistance in 
the amount of $80-$120
million to 
finance the proposed Agribusiness Systems 
Assistance
Program (ASAP). 
Of te amount being requested, $25 million 
will
be allocated to the Support Services Component and the 
 remainder

will be allocated to 
the Program Component.
 

The proposed 
 Program will support the following priority
operational concerns of 
the Department of Agriculture (DA)
enunciated in as

the Philippine Agricultural Devolopment 
Plan for
 

1991-1995:
 

a. Inprove=ent of the DA's capability for service delivery

to farmers and fishermen;
 

b. Creation of an 
 economic environment conducive to

increased agricultural productivity Pnd incomes; and,
 

C. Facilitation 
 of access to markets and promotion of

efficient markets and marketing syst-cms.
 

While the 
 Program is envisioned to be implemented over a
period of five years, the GOP will endeavor to accelerate program
implementation* to 
 facilitate quick,disbursement 
of the grant
assistance within the first three years.
 

The DA, the Department of Finance (DOF) and NEDA he.ve
conducting extensive discurrions with USAID in 
been
 

the formulacion of
the details of the prograj design, including the propose' policy
implo~eentation actions f"or 
the performairte-based component of the
Program. We look 
 fors;ard to the finalization of 
 the Program
design at 
the soonest time possible to facilitate presentation of
the proposed 
 Program to the Investment Coordination Committee

(ICC) and 
the VEDA Board for reviet and approval.
 

9;1 !-I
,'6 -o .-..  - _ -. - -. ..n ).:,p 



In anticipation 
 of the proposed Program's significant

contribution 
 to the attainment of the objectives of the
Philippine Agricultural Development Plan, the GOP 
would highly
appreciate USAID's favorable consideration of this request for
 
grant assistance.
 

Thank you and best regards.
 

Very 	truly yours,
 

CAY 	 W~l W PAD G, JR.
Secretary of Socio-Economic Planning
 

and Director-General
 

oc: 	 Secretary Senen C. Bacani, DA
 
Secretary Jesus P. EstanislaoDOF
 
Undersecretary Bruce Tolentino, DA
 
Undersecretary Roneo Bernardo, DO?
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NCLASSI 1% TATE 27'3
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T UER - -43 2351.F29 24-AUOF-91 TOE: 74:3P 
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R 2211823Z AUS 91 "T* I
USAIO/C&R
TM SECSTATZ '4SRDC 
TO A._E!A.ST MA..LA 1M9
 
3T
 
UNCLAS STATE 

279443
 

-I'UCAM 6 c1,91
FOR USAID
 

" PD/ONRAD
E.O. 1215e: N/A 
TAGS:
 
SUBJECT: AGEIBUSI.EES STSTEM ASSISTANCI PROGRAM
 
p445) PcI4iCT-NAT2II APPROVAL 

STATE"1111.41
,RE: ....


1. AA/APRE APPROVES TEE POLICY IATRIX FOR TEE AGMIUSINESS
 
SYSTEM ASSISTANCE PROGEA... COi"ENTS VERY PROYIDED TO B.
 
PRIMm DrJRIRN.' IS RICE'T TDT 3T kPR!/DR ANlD APR/TPM.
 

2. POLICTAS1D ASSISTANCE IS AN ItNT.G?AL AND INCR-ASINGLT
 
LARGE PART OF US!.ID/PEILIPP!NES PRO:RAw. ?T.rZL, PA.RA.
 
2A, REQUESTED A' APPRAISAL 01 SUCE PROC?.A! ASSISTANCE AND
 
ITS ETFEC.IVEIESS SINCE 193.. Ta EpOr, 9E P?.OPOSS TEAT
 
A P.EVIEW TEAM 0? 2' SINIOR STAFF FROM Tr 3UREAU VISIT V
 
MMEILA IN NO'.'./rEC. TEE P-?.?O.E OF TEE VISIT 'OULD 3E TO 0 

REVIEW ?RO3-ESS ?0 DATE WITH TE ON-30,Ni .MISSION POLICI 
ASE.TA, A. E- O: A GEN-'-. L DI .C?'IC,% ;.:D SCCPE TOR .UTUS.! 
POLICY .r.=O?. .. SiSTA!, AD D-CIDE ON .ET FUTURE ROLE 0: 
AID/V iN .EVI.WI'G/AROTING POLICT -r0....AG-NDAS.
 
'REQUEST SA..US 0- APPRAISAL AND ITS RECO010MNDATIONS. ALSO
 
07 IN"ERES? IC T=E T'AM fiLL 7-F1O-.TS AN---RO RESS TO
 

3. WE 3ELIEVE TEIS WOULD BE A 11TTE?. WAY TO WORK TOGET3ER
 
TEAN TRTIKG TO PEVIEW EACH POLICT MATRIX SEPARATELT
 
WIT3OUT A CLEA. PICTURE OF BOW TEE PIECES FIT TOSZTREER.
 
IT IS ALSO Ir'ORTANT ?OR US TO GET A SENSE OF THE
 
REALITIES AND ISSUES IN TEE FIELD. AND TO SHARE VITH YOU
 
SOME OT OUR VIEWS AND CONCERNS. LET US KNOW 'IFTEv IDEA
 
AND TEE APPO.I'AT! TIING APE YP0KA1.E. rA!.?UisEE
 
ZT
 
*9443 

NCLASSITIED $TATZ 279443 

~4-Y z 

http:STATE"1111.41
http:A._E!A.ST


-. U.CLASSIFIZD' STATE 111141/01 
-'A . A.. , 

ACTIOt.:.AItD-3 INTO: AmS? DCM A/. -_Cox R-t~iI n 
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RR RUE!KL
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t S-CSTATE '.S.DC USAID/C'IAHD-
TO AMr BASSY MAILA 819e 
BT 
UNCLAS SECTION 01 OF 02 STAT! 111141 

AIDAC
 

r..O. 12355: tl/A 
TAGS:
 
SUBJECT: AGRIBUSINESS SYSTEM ASSISTANCE ?ROGRAM (ASAP)
 
(492-0445) - PAIP APPROVAL
 

I. SUMMARTUECISION: AA/EHS APPROVES THE ?MOGRA,. 
ASEIS7ANr. INITIAL P..C.OSAL (PAIP) FOR DOLS ej tILLIC1 
1.ITE OF PROGRA'I E3? FUNDING OF THE ASAP PROGRAM AND 
DELEGATES AUTEORITY TO THE DIRECTOR, USAID/PHILIPPINES 
TO AUTFORIZE THE ,OGRAM. FRIOR TO ODLIGATION, THEMISS|ON4 '-*ju1: ADVISE ENE BUREAU 07" ME'.AA,?* PI-I&I 

EM1olr ArrND A,;D mNCIS AND 7'ROVIDE THE POGRktlr 
ASS§ STAIICZ. APPRAISAL OUTLINED ?ELO4. END" SUMMARY. 

2. BUEZAU P.EVIrt': THE ENZ UREAU PROJECT REVIE 
COMMIT'IEZ (?Rc) RVIZ..D THE .AI? TZBRUARY 11. VZ 
AGREED '!T)1 TH: ?AIP TiAT RZFORMS TO FNCOIIRAG7 
AGP.IIUSI?. SS "*"r;LOtZ.NT A.r VIIALLY tI:-EDED . OUF. ISSUTS 
'ERE: z..Z' E CAN1 DEFEND TEE .TESC IVESS OF .ECENTI7 

;.;,D ,b :"'7* POLICY 
CAR 3-- D-SIGIJI-D FOR TU!S SICTOR. WE ALSO APPROVED 
F.C .'-.-A.; ASSS7A:.C A A,4 TI7T. AERDA 

ZtiZ./TR GiIDAIlCl FOR PAAD DESIGN. 

c.C- A. --Y"E"lVZI7SS OF PRGGRA.M ASSISTAiCOZ: R OF 

OUR ASSISTANCE TO TH' PHILIPPINES SINCE 1966 3AS 3EN 
POLICY R~rORh RELATir vRORAM ASSISTANCE AND TRREE 
PLANNED ?T 1991 NZ'Y STARTS ARZ IN THIS MODE. VS MAT BE 
AS!D TC SHO'i T31 TZNETITS OF REC.NT PCGPAM ASSISTANCE 
VHZN SERDItIJV FOR*ARD CO!GRESSIONAL NOTI-FICATIONS (CN'S) 
FOR THIS "EAR'S CROP.
 

:'E ARE ALSC' CON ERNED IiAT EC'NOIC SETBACKS SINCE THE 
DSCEMiER 1989 COUP ATTEM1PT AID TS.q APPROACH OF THE 1992 
ELECTIONS LOM.R THE PROSPECTS FOR ACIIE7ING FURTHER 
P.EFORMS. 

VT UNDIRST.;ID All ZVALUATION OF THE SUPPORT FOP. 
DEVLI0?l!7NT PROGRA.M (SDP) IS TO START SOON AND THAT TRH 
MISSION IS STUDTIMG '%TS TO 43ASURi PROGRA'1 ASSISTANCE 
IMPACTS. 14ASED ON AVAILkSLY INFORr.ATICN AND ANALYSIS
 
"tHEN YOU ASK FOR A COGRESSIONAL NOTIFICATION OR 
COICURRENCE IN THE POLICY A,0DA FOR ASAP, E AS. THAT 
YOU SE11D US AN APPRAI3AL OF E.?ECTIVLKESS OF PRO"T...E 

1/2R UNCLASSIFTED STARE "111141/01 

ANNEX B 

• •d ".. 
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UNCLASSIFIED STATE 111141/01"
 

.. SISTAK Z.ICE SC S196. 'TIS ??:PPAISAL SHOULD PRESENT A 
•3ihTroALE 	 TO.REXPECTING TEE PROPOSZD ASAP RETORr.S TO .E 
EFFECTIVE ll"THE CURR.,T CLI;.AT£. 

- 5. ASAF POLICY AGSIEDA: THE ?AIP rENU OF POSSIBLE 
TrorMS (PAGES 17-19) RA:;C- S "'IDELY. SO E REFORi;S 'OULD 

STEM TO HAVE rACROZCONCrIC FCOPS OS TO APPLY TC OTR9E 
SE.CTORS AS WYLL AS AGRI3USIIJESS, OTHERS ARE MORE 
OCt'$Er. SOME ITEl,S A 'JDER TpE DEPARTMENT OF 

AG?.iCULTURE'S CONTROL BUT KANY AE NT. 

T'-1 PRC DEIATED THE MERITS OF LFAVING REFORMS WITH 
rAC.OECOKOtIC OR KULTISFCTORAL SCOPE TO SDP I OR T3E
 
PRIVATE FRTERPRISE POLICY svIrFORT PROGRA. (PEDS). WE
 
.T-COGNIZE, O•EVYP., TIAT TR AR- TAX, TARITF,
 
1INTER-ISLAND SHIP?I.G ANP CTSER POLICILS OF GENRAL
 
ImPCT WHiCH .RZ MAJOR COXSTRAITS ON AGRIBUSINESS
 
DEVELOPMENT. TM!Y ARE ALSO TIE HARDER POlICIES TO
 
REFO., . Its PARTICJLAR, jr QUESTION "BFT.ER WE CAN It
 

!FFECTIVE IN THE AGRARIAN REFOR AREA.
 

w-f!C0-ItU*--AT *IAPSiOUtl) OUS ITS' RsFORr.- AGINDA.ON* 
rAYS£'tSzCTOr-'SPECIFIC RrFCR'iS. WITH LIMITED, BUT 

.CE._: . .O_J..CTIVF. H1.S FOCUS IS P.itFERALE TO AW 
OVER AMBiTIOUS AGENDA W.ICS WCULr RUN INTO MAJOR 
RISISTANC7 OP. "'HICH .IGfT NOT 3E IMPLEMENTTED EFFECT!VELY. 

-.-LrAV. IT TO TEE PAAD rESIGN PROCMSS TO DTTERMINE A
 
RI:O.R. AGEN'DA "H~I',I TMA.-_'S INTO ACCOUN1T THESE ISSUES AND
 
TECSE THE PAl? ITSELF IDENTIFIES (PAGZS 3E-37).
 

- . L -SIGN GUIDANrCE: THE ?Rc CONCLUDEP THAT THE 
ISSU-wc FAPR PROVIDED ZY EN!E/7R SHOULD BE TFANSMITTED TO 
T._ .ISSICN FOR PROGRAM LESIGN GUIDANCE AS STATED IN'THZ 
R.ICO1:EXDATIONS 07 THAT P.PER. 

It) -RI37, TEE PAkD S!OUL. TAKE FULL ADVANTAGE OF RELATED 
"L* 71- N A R CJuL.R ION..J,, 

PHOJECTS; T!lt IANPEAALTSIS MUST ?Z CA.UDS IFULLY
 
.CONS7RUCTED IN LlGPT OF THE. !;CONO!,ICQ'N.TURN ;bAD TDE
 
POLICT.(DA SHOULD E O.LTD_FO.MONITORING. THE 

YVr.TICAL IK?.GRATIO'NOF'PR1-OVjCTION COMPOK.NT SHOULD HELP 
PROVIDE FOR AGRI BUST NESSES TO CONTPACT 
DIRECTLY 'WITH FA'M.RS, AN'D SHCUL-i UST CARE #IN.. DZVYLOFINP 
THE COOPERA7IVE OR FARMER GROUP AMPOACR. 'T.E. PAAD 

SDE.SIG qr SHOULD IRCLUD, CONSULTATIONS 'ITH TAS PRIVATE 
C, 0R. ,, 

4. ElJVIRO!er.ZNT: WT RECO.-I%,HD T;iAT "3T INITIAL 
IT
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ASSISTANCE SINCE 1966. THIS ;P?:vAISAL SHOULD PRESENT A 
.ATIOIIAL.E T7 EXPECTING T.Et PROPOSED ASAP RETOR.S TO PE 
EFFECT!VE IN* TiE CUR.EI:T CLIM'ATE. 

- 5. ASAP POLICY AGrNDA: THE PAIP rENU OF POSSIBLE 
?-'rOTMS (PACES 17-19) .A,C-S "VIDELY. SOME REFORMS WOULD 
S't; TO *^AY rACROICONC.IC FCOPE ON TO APPLY TC OT9ER 
SECTORS AS WFLL AS AGR1.JSIIIESS, OTHERS ARE MORE 

TOC'SED. SOME ITE, S A . 'J!UDER TyE DEPARTMENT OF
 
AGRICULTURE'S CONTROL PUT KAI'Y ARE NOT.
 

TME'DC DELATED THE MERITS OF L.AVIG 7EFORMS WITH
 
r.AC.OECONMOIC OR .ULTISYCTORAL SCCPI TO SDP II OR TRE
 
P'IVATE F.RTI*RPRISE POLICY SUPfORT PROGRA. (PEDS). WE
 
.CONiZr, HO'IVYR, THA? T 3EI ARE TAX, TARI.F.
 
I,:TEP-ISLAND SHIP?ING A D CTSER.POLICILS OF GENERAL
 

IMPCT WHICH A~RE MAJOR CONSTRAIN~TS ON AGRISUSINESS 
DEVELOPMENT. TR.Y ARE ALSO T.r HARDER POTICILS TO
 
REYO3.".. It, PARTICULAR. Wr QUSTION "3ETHR lE CAN BE
 
EFFCTIVE IN THE AGR.ARIAN REFORM AREA.
 
S!-ON'C'T DZD-T!. ATS^P"SHOJL'D.F IfS' R3FORe.'AG'DA..
 

,i' f4.SZCTO.'-SPECIFIC 3!YO:R S.. 'I TH LI.ITD, BUT -. 

... E1LVA ?Ll.. OA.J.CTI VX. SEIS FOCJS iS PRIFRATLE "TO AN 
OVER .i, .T'IOUSAGENODA VC3 WCUL! RUN INTO MAJOR 
RISSTANC7 OR "'iiCH .ICGT NOT BE IMPLEMENTED EF,-CT!VELY. 

'- LEAVE IT TO TEE PAAD PtSIGN P.OCESS TO DT.TERMINE A 
RITORM ACEtNDA WHICH~ TAKES INKTC ACCOUN~T THISS ISSUES AND 
TSCSE THE PAI? ITS,.. IDrtTIFIEZrS (?AGES 3E-37). 

C,. DESIGNJ GUIDANCE: TBF ?RC CONCLjDED THAT THE 
ISSUES5 TATR FROVIDED lY ENF/I SHOULD BE TP.ANSMITTED TO 
orE ,.ssIC. FOR -AsIGsAS STATED IT.ZP1O.Rr GUIrA.CE 
.. 7COMMIZNDATIO"S O~t THAT ?.A?ZH. 

Il 2RI.F, TEE PA. SrO'JLD TAKE FULL ADVANTAGE OF RELATED 
- O,,,.ci-i -3 lK AG!CULUR Z P cODVCTIO
 

P.OJECTS ; TItI"-DfEi'H"9ATS15 MU'JST. ?E CAREFULLY
 
-CONSTRUCTED INL1GPT. OE.TS-:. !CONOM I.C.. D.ONTURN ;oAND TH1E
 

'OL1CT.,.. E. DA SiOULD RE.70P.JATED..JOR..lTORING. THE 
YMRTICAL INT' AGRTION OF-P_.OfCTION ,OMPON.NT SHOULD HELP
PRO\IDt . LEG.ALFR.DTOR FOR ArRIEUSINESSES TO CONTPACT 

DIRECTLY WITI FAPEERS,'AD SHOULD US! CAP- IN DEVELOFIN; 
THE COOPeRATIVE 0R ARMER G3OUP APPROACP.. (TEE PAAD" 

[DESIG~r SHOULD INCLUDE CONS'JLTATIOS WITH.TdS PRIVATZ 
.S!CIOR: . 

4. ENVIRCHr'ENT: Vt RZCO'Y.E.D TM.T "HT INITIAL 
IT
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UfNCLAS SECTION e2 0? e2 STATE 111141 

ENVIRONMNTAL ZXAMINATION (IM3) SE r-ODIFIZD TO A I 
A

PARAGRAPH UND-R SECTION B RECOMMENDED .ENlVIRONMENTAL 
ACTION- TO RSCCt,.END TSAT A SECTOR ENYI.ONME'TAL REVIEW 
BE ADDED TO THE PAAD TO SUMMARIZE THE POTrNTIAL 
ENVIRONMENTAL AND ?.ZSOURC MANAGIMZNT IMPACTS RESULTING 
FROM INVESTMENTS I4 INTZNSITICATION. SPECIALIZATION, 
?OC-"SSIt:G TRANSPORT ASD STORAGE, I&C. STISULATED BT T3E 

?OLICY RYFORKS TFE PROGRAM *i'CULD SUPPORT IN T.- TiO 
SUB-SECTORS. SIrILAREZNVI.ON1'Z£TAL REVIW ANN!Y.ES HAV3 
,BEEtIPRIEPARED*FOR"AGRIBUSINESS SECTOR ASSISTANCE .
 
'.CTIVIJTIZS IN ,OROCCO'A'D TUNISIA. 
SUGGESTIO.S-TOR THIS
 
P.vft" ?AVEEitN FATED TO THE MISSION. WITa TMIS
 
C.ANG,, THE BUREAU ENVIRONMENTAL COORDINATOR COULD
 
APPROVE THE IEL. 

5. ,.VOrZN-IN DEVELOPr,3NT (VID): AID/V IS PLEASED WITH
 
V.ISIONPROGRESS AND ?LANS TO INTEGRATE GENDER ISSUES
 
APPROPRIATELY INTO TEE ASAP DESIN. PLEASE INTORM
 
IP'C/WID. TULIN PULLEY'; W'HAT IS TSE APPROXIMATE TIMING
 
(AND.DUA'. ION' OF) TOUR TECHNICAL ASSISTANCE-NEEDS OIl THEPP.AD DSIGN. .. "

6. GRAY ArMNDMENT: 'IECOMM1END TH'-PAI? INITIATIVE IN
 
SEEKING OPPU.,TONITIZ5 FOR GR'Y AmENDmENT PPOCUREMErtIT.
 

'dE HAVE SENT THE MISSION CAP..PILITT STATEMENTS OF
 
POSSIBLE SECTION 8(A) CONTRACTORS. BAKER
 
BT 
11141 
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MISSION RESPONSE TO AID/H PAAD DESIGN GUIDANCE AS CONTAINED
 
IN PAIP APPROVAL CABLE STATE 111141 DATED 8 APRIL 1991.
 

1. Per the 1st phrase of the 2nd sentence of paragraph 3.C. quote: ....the
 
PAAD should take full advartage of related development activities In
 
agricultural production projects.... :unquote.
 

Experiences with past/nngoing ag. production projects were throughly re
viewed In the design of ASAP. The major lesson learned Is that project In
terventions rarely have a major Impact If the macreeconomic and sectoral
 
policy environment is biased against private sector led economic growth. Nith
 
the advent of the Aquino government and with support from the donors, many of
 
the macro policy constraints are gr:,dually being addresseJ. ASAP can be
 
expected to have a substantially larger impact than earlier ag. production
 
Initiatives because it complements an Improved macroeconomic policy
 
environment with a) sector level policy reforms favoring open markets and
 
private Investment; and b) support services will reduce the time lag normally
 
associated with obtaining a private sector response (in terms of investment)
 
to the new sector policy environment.
 

2. Pe- the 2nd phrase of the 2nd sentence of paragraph 3.C. quote: ....the
 
demand analysis (SIC: for the selected subsectors) must be carefully
 
constructed In light of the economic downturn.... :unquote.
 

As a vehicle for pursuing policy reform, ASAP will not have a direct impact on
 
production levels or on the costs of production as would a regulat production
 
project. Rather. ASAP Interventions will increase the economic incentives to
 
invest In the agribusiness system by removing policy-based market distort-

Ions. The increased investment in agribusiness generates two types of bene
fits: 1) a reallocation of the economy's resources from less efficient to more
 
efficient sectors, resulting In a net increase in GVA; and ;, an increase in
 
the productivity of land/labor in agribusiness (supply) as a result of tech
nology enhancing investments and growing Income-consumption levels (demand).
 

The second type of benefits require an In depth understanding of how the
 
private sector will respond at the subsector level, of which the demand
 
analysis Is a key component. Unfortunately, the dearth of time series and
 
cross sectional data on the domestic feed-livestock and fruit-vegetable
 
subsectors makes it impossible at this time to carry out a6 Independent and
 
more rigorous demand analysis. The demand estimates for calculating the
 
economic benefits were consequently based upon existing data and the best
 
available analyses (please rerer to the bibliography for Annex D) which can be
 
provided for review upon recuest. In this regard, It shnuld be noted that one
 
of the specific objectives of the Support Services Cor4wpoent Is to address
 
this data constraint.
 



H4owever. thru the use of a general equilibrium model of the Philippine economy 
(described In Appendix A of Annex D) It was discovered that the first type of 
benefits can more than justify Implementation of ASAP. Benefits identified by 
this mode are due entirely to a reallocation of resources from relatively 
Inefficient sectors to relatively efficient sectors In response to changing 
market signals. The model assumes no net Increase in invjstment and no change 
In the productivity of factors of production In the sectors to which resources 
are allocated. Thus the validity of the demand analysis for the selected 
subsectors Is of lessor concern In justifying ASAP. 

Moreover, the current/anticipated weakness of the Philippine economy, stag
nating consumer purchasing power, and the consequent retarding effect on the
 
growth In demand for meat and fruit-vegetables mentioned In the PAIP approval
 
Is viewed as a temporary (short term) phenomena. The Impact of ASAP on
 
production/productivity In the affected subsectors would only come into effect
 
In the mid-term after the economy has recovered, per capita purchasing power
 
begins to grow rapidly once again, and the well documented tendency for
 
households with increasing incomes to increase the amount of meat. fruit and
 
vegetables In their diets relative to cereals reasserts Itself.
 

3. Per the 3rd phrase of the 2nd sentence of paragraph 3.C. quote: ....the
 
policy agenda should be formulated for monitoring. :unquote.
 

The policy reform objectives for ASAP are: a policy environiknt conducive to
 
sustained private sector investment in grain trading, removal of the uncer
tainty surrounding Implementation the Comprehensive Agrarian Reform Law to
 

facilitate private sector agribusiness planning/investment, privatization of
 
GOP fertilizer production facilities, removal of eAcessive GOP regulatitP of
 
private sector agribusiness and the tax bias against the sector, an efficient
 
Interisland shipping industry for the movement of ag. commodities, adequate
 
access of the feed-livestock sector to inputs unavailable domestically in
 
sufficient qunatity/quattty, and adequate Department of Agriculture svpport
 
for the agribusiness system.
 

The indicators of change In the agribusiness investment environment as
 
presented In Table 5 of the PAAD are specifically formulated for monitoring
 

under the support services and monitoting/evaluation components of the
 
program. These indicators are listed as benchmarks that must be et for each
 
of ASAP's three tranches.
 

4. Per the 3rd sentence of paragraph.3.C. quote: The vertical Integration of 
production component should help provide a legal framework for agribusinesses 
to c7ntract directly with farmers .... :unquote. 

There is a long history of f %-farmercontracting In the country, 
particularly by multinatio&a jribusiness firms, along with a supporting 
legal framework. In the vast majority of cases, however, these firms have been 

contracting with large land owners. With tne advent of CARP the same firms 

will have to now deal with a multitude of small, Independent and relatively
 



untrained/unsphisticated growers. In this regard, the support services
 
comonent of ASAP has the flexibility to address problems of applying the
 
existing legal framework for subcontracting to small farmers. However, private
 
sector representatives have repeatedly emphasized In the PAAD design that tho
 
real constraint In this area Is not the legal framework but the cost/risk
 
associated with training/organizing small growers. Its anticipated that much
 
of the resources devoted to vertical Integration under the project component
 
will be focused on this problem.
 

4. Per the 4th sentence of paragraph 3.C. quote: The PAAD design should
 
Include consultations with the private sector :unquote.
 

Over the past two years, the Agricultural, Policy and Planning Division
 
(APPD). within the Mission's Office of Natural Resources. Agriculture and
 
Decentralization (ONRAD). has on the average met twice a month with
 
agribusiness representatives from the Philippine Chamber of Commerce and
 
Industry (PCCI) and the American Chamber of Commerce (AHCtI,) to discuss the
 
proposed ASAP Interventions at the policy and project levels. Both organiz
ations have reviewed/comented on the PAIP and relevant sections of the PAAD.
 
In addition, the Mission has repeatedly met with many representatives from
 
lcal and U.S. firms who have. or are interested Inmaking agribusiness
 
Investments In the Philippines. to discuss policy and non-policy constraints
 
to thi :ector.
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ANNEX C
 

CERTIFICATION PURSUANT TO UTILIZATION OF GRAY AMENDMENT ORGNIZATION
 

I, MALCOLH BUTLER, Director of the Agency for International Development
 
In the Philippines, having taken Into account the potential involvement of
 
small and/or economically and socially disadvantaged enterprises, do hereby
 
certify that in my judgment the technical assistance required under this
 
program can best be procured through open competition. All other things being
 
equal however, preference will be given to firms which submit joint proposals
 
with Gray Amendment-satisfying firms. Furthermore, for the scheduled external
 
evaluations, joint efforts Involving both local expertise and Gray
 
Amendment-satisfying organizations are anticipated. My judgment is based on
 
the recommendations of the Program and Mission Review Committees.
 

Malcolm Butler
 
Director, USAID/Philippines
 

AUG 3 0 1991 
Date
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ANNEX D 

AN ECONOMIC ANALYSIS OF SELECIED POUCY REFORMS PROPOSED
 

UNDER THE AGRIBUSINESS SYSTEMS ASSISTANCE PROGRAM (ASAP)
 

by 

Ramo L Cfffde 

The purpose of this report Is to calculate the economic impacts of selected policy reforms 

as proposed by the Agribusiness Sector Assistance Program
in the agribusiness sector 

compare the policy reforms' net benefits with the proposed investment to be
(ASAP) and 

made under the program.
 

are grouped into three categories namely price-related reforms,
The proposed reforms role into encourage a dominant private sector
rationalization of GOP regulations 

for the agribusiness sector
markets and increased budgetary supportagribusiness 

development. The proposed price-related reforms include the lowering of taiff rates on 

intermediate inputs of the livestock sector, the lifting of price controls in rice and semi

processcd pork, and a modification of the implementation of the value added tax in order 

to remove the unintended over-taxation of the value added from agroprocessing activities. 

The regulatory reforms focus on encouraging the p-ivate sector to invest in post-harvest, 

trading and storage activities for corn and reducing the role of the National Food Authority
 

in these activities in the major corn surplus provinces of the country. A second set of specific
 

policy changes is aimed at improving the implementation of the comprehensive agrarian
 

reform program in order to reverse the slide of agribusiness investments induced by it. A
 

better reg6latory environment also requires the elimination of unnecessary restrict-ions on
 

entry and competition.within the agribusiness sector as well as in inter-island shipping.' 

The third category of reforms consists of improving the DA's capability to collect, analyze
 

and disseminate agribusiness data, conduct economic policy analysis, advocate economic
 

policy reforns benefiting the sector, work for improvements in multilateral and/er bilateral 

trade relations with trading partners for the purpose of improving market access for the 

country's agribusiness products. 

Of the above policy reforms, only the following will be analyzed quantitative-ly in this
 

report.: trade policy reforms, VAT reforms, the impact of CARL on investments and
 

productivity in the agribusiness sector, and the impact of allowing the private sector assume 

a dominant role over the government in corn trading. storage and post-harvest activities. 

inlowe-Wlad Whpping which paztculady obstri
1 The pmgpa isony owied with thos iregubtios 

set. The dr r ssues am so
 
ths fOw of apbusness producs from and apies of inputs to thea 


coomy, e.& tariff proe.d; c shbudi and pr
addreued Aa they ino s ohao of the 

of port fcits.
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The CGE model that is used here consists of twenty sectors and is designed for analyzing 
taff policies. The benchmark year of the model is1989. It assumes that imported and local 
goods are imperfect substitutes with each other. The implication of this assumption is that 
the results obtained tend to be conservative compared to those of models which otherwise 

*assume that both goods are identical in quality. 

Table C4 in Appendix C illustrates the correspondence between the Philippine 127 input

output table and the 20-sector CGE model as well as the average tariff ratcs used in the 
Given the20-sector CGE model now and under the proposed tariff reforms of the ASAP. 

way the various sectors are aggregated, only three of the 20 sectors of the model experience 

a reduction in their respective tariff rates. They are the livestock sector (sector 2), animal 

feeds (sector 9) and chemicals (sector 11). Respectively, the percentage ots in the tariff 

rates are .05, .58 and .05 percent. The results of the simulations involving tariff reforms are 

reported in Tables C5 and C6 also reported under Appendix C. 

Table 1 shows the effects on real income arising from the proposed tariff reforms. The 

government's tariff ievenues appear to go down as a result of these reforms by .026 billion 

pesos. Despite these losses, the entire economy stands to gain by only .001 billion pesos. 

The tariff reforms thus appear to be beneficial to the Philippine economy. Table 2 shows 

the changes in trade flows arising from these reforms. 

The gain of 1million pesos is relatively small; prices, production and consumption hardly 

change; and trade flows grow at about less than five percent. The reason for this is that the 

inputs whose tariffs ASAP isproposing to lower cover only a small proportion to total costs 
in livestock production. But there is no argument that the direction the program istaking 

is in the right direction of minimizing the tariff distortions inthe Phi!ippine economy. This 

is supported by the overall net impact on economic efficiency. 

Based on the above figures, it is clear that ASAP's selection of tariff reforms does not 

substantially alter the policy environment, which is in turn determined by the sectoral nature 

In order to make an important impact on the country's tariff structure, theof the program. 

program would have to undertake a reform such as lowering down the dparity in nominal
 

Being a major change in the tarifftariff protection rates in the Philippine economy. 
structure, this initiative would have to taken up in a much larger program than ASAP. 

To give the readers the dimension of benefits a reform like this will providc the Philippine 

economy, we performed a simulation involving a uniform tariff rate. A uniform tariff rate 

is obviously politically u'l'ikely. But this is the direction which should guide policy makers 

in moving t6wardt a sector-neutral tariff structure. The weighted average tariff rate in he 

We used this number as our uniform tariff rate.
Philippine economy is roughly 16 percent. 

The overall benefit we obtained from introducing this 16 percent uniform tariff rate was
 

about a billion pesos in 1989 prices. Appendix C lists down all the results oi the uniform
 

tariff simulations.
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B. Value Added Tax (VA) Reforms 

1. VAT Colecton Mwchnw and Effmde Rates 

The argument made in this report is that the implementation of the VAT 
inadvertently taxes the value added in agro-processing at a rate higher than the rate 
prescribed under the law. This Isdue to the feature in the VAT law which exempts primary 

aagricultural sector from the tax and the way the VAT is collected. Such feature 
discourages investments in agro-processirg and thus the policy reform in this area must 
strive to correct this inadvertent bias of the VAT against agro-processng. 

In this we "uLmally lay down the basic argument that the present VAT collection method 
combined with the exemption of the primary agricultural sector causes a bias against 
agricultural processing. The VAT becomes non- neutral despite the fact that it Imposes a 
uniform rate across the VAT-liable sectors in the economy. 

Let X be the volume of processed agricultural product, aj be the amount of intei mediate 
input i required to peoduce a unit of output J,p,w be the VAT-inclusive prices of output X 
and inputs, respectively. 

The value added (V) net of the value added tax is computed as: 

N 
V pX - (v.1) 

I,-1 

p' and w'are VAT-deflated prices. Let us assume that there are no other indirect taxes to 
slimlify the discussion. 

If the VAT has a uniform rate (t) and allows no exemptions, then the amount of !evenues 
the government collects this tax is calculated as follows: 
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-wpz VAT - Ln VAT 

This ;s what Tait calls as the subtractive indirect and alternatively the invoice or credit 
method of collecting the VAT? This method corresponds to the original EEC model for 
collecting the VAT and is the one that is used in many countries. 

Tho effective VAT (t) rate is easily calculated by dividing (2) with (1). That is, t"is equal 
to the book rate t? 

Suppose now that intermediate input N was VAT-exempt. Then the VAT which auser of 
input N pays to the government is: 

R - I.1 

Note that the sum operator is running from input 1 to n-1 rather than from 1 to n. 

The effective VAT rate in this case is now equal to: 

2 See Tait, A. (1988) Value Added Tax: International Practice and Problems& Washington, D.C.: 

memational Moneay Fund. In this, Tait meatioms three other ways of colectinl the VAT, namelyr the 
add.ive.direct or accounts method or 't(factor payments); th: additive-indirect method or (t(wages) + t(profits) 
+ t(payments to other (actors); aw the sbractive dmci wethod also cafled an acacots method or t(ouWzp
'DPW costs). 

3 If the VAT revenue is dided by the value added g=s of the VAT, thea the effective VAT rae would 

han to equal to t/(I+t). 
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t.R 
V 

t N (V.4) 

where 

all Xw~ >. 

V 

The non-neutrality of the VAT is more serious the larger C.Is. 

This point Isat the heart of the argument why the present method of collecting the VAT
combined with the exemption granted to primary agricultural products provides adisincentive to agricultural processors. The primary agriculture content of agricultural
processing activities is substantially high. 

Table 3 shows the effective VAT rates for some 126 sectors of the economy. The basic data
used in these computations is the 1983 input-output data of the Philippine economy
consisting of 126 sectors. The assumption made in this computation is that the VAT exempt
sectors are the primary sectors including farming, fishing, logging, fertilizers, pesticides,
herbicides and petroleum products. 

Table 4 shows the effective VAT rates for the key sectors in the economy. Agricultural
processing has the highest effective VAT rate, 22.28 percent, followed by the services sector.
While VAT-liable sectors other than agro-processing may also use VAT-eUempt
intermediate inputs, the inadvertent bias against them are aot as serious as in the case of agro-processors. The effective VAT rate for the non-agricultural processing sectors are not.
substantially higher thaz 10 percent. The explanation for this is Z-ecause the proportion ofVAT-exempt intermediate inputs in these other sectors is small compared to the same
proportion in the case of agricultural processing. 

4 There:are more VAT-exempt products aecortdng to Sectin 04 of the NatkxWl Internal Aa C 

but the aboe would constitute the significant exemptos i the VAT syetm. 
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I Do Effective VAT Rate Matter? 

Critics to the argument that the VAT is biased against agricultural processing argue
that while indeed effective VAT rates in agricultural processing are higher than those in 
other VAT-liable sectors this problem hds no resource allocation effects. This 
counter-argument may be iustrated by the following numerical example. 

Consider two producerswith identi," transactions before the VAT was imposed. Producers 
A and B have the following input-output transactions. The VAT in this illustration is 
Imposed at ten percent and the procedure of collecting is the credit method. The sales of 
producers A and B are both set at 100 pesos;. intermediate costs at 70 pesos; and value 
added at 30 .esos. That is, the two producers have identical cost structure although they 
may be prod,,cing quite different products. If the VAT is at 10 percent, then the respective 
effective tax rates for each of the two sectors are equal at 10 percent. 

Producer A Producer B 

Sales 100 100 
Intermediate Cost 70 70 
Value Added 30 30 

Suppose now that Producer A's intermediate inputs are exempted from the VAT but B's are 
not. The transactions table will thus become: 

Producer A Producer B 

Sales 10 . 100 
Intermediate Cost 70 70 
VAT 10 3 

output VAT 10 10 
input VAT 0 7 

Value Added 
net of VAT 30 30 

Effective VAT rate 1/3 1/10 

The argument continues that the profit positions of the two producers will remain identical 
after the VAT is imposed as illustrated in the preceding table. Let us for simplicity's sake 
assume that the two respective production activities utilize as inputs fixed capital and the 
intermediate inputs so that the value added becomes profits going to the respective
producers. The two producers have identical profits (30 pesos) before and after the VAT. 
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In the case of producer A, profits equal to 110 less seventy less 10; for producer B it is
equal to 110 less 77 less 3. 

Based on this apparent neutrality of the VAT with respect to profits critics argue that 
resources would not be reallocated among sectors despite the discrepancy in effective VAT 
rates among the sectors. 

The criticism seems to run counter to basic propositions in both international trade and
public finr.nce literature. In trade, the concept of effective protection rate exactly parallelsthat of the cnncept of effective VAT rate. Effective protection rate (EPRs) is the rate ofprotection on value added provided by tax or other policies at the border while the effectiveVAT rate is the rate of the tax on value added. In his seminal work on this topic, Codens 
has argued that resources would tend to flow from sectors with lower EPRs to those with
higher EPRs. Following Cbrden's line of argument, resources would tend to flow from 
sectors with high effective VAT rate to sectors with relatively lower VAT rates. 

One has of course to stretch the definition of EPR and not be confined with comparing thedomestic with world value added since clearly there is no discrepancy in the treatmentbetween domestic and imported products. An appropiiate comparison would have involve
the value added with the present VAT and that without it. 

In public finance, the concept of the efficiency cost of government tax or other policies
places this deadweight loss as directly related to the effective tax rate on a given productionactivity as Harberger 6 has argued. The higher this tax rate is the larger is the deadweight
loss. A large loss would indicate that resources would have been re-allocated away from the 
taxed sector in substantial amounts. 

The weakness of the criticism above to the argument of the bias against the agriculturalprocessing sector of the VAT boils down to the following: it fails to consider the output andprice effects of the introduction of the VAT. The profit function of the producti i activity
subjected to the VATIs: 

3 Corden write 
"-if four ac ivites produing trad goods can be ordered along a scale A, B, , D i ascedordcr of effective rates, we can say tha output ofA must faul ad of D must rise and that rourcew!U be pulled from A to B and from A and B to C_.(pp. L12-1.. 

For more see Cordcn, W.(1966), 'the Strutre of A Tariff Sysem ad the Efective Protecton Rae,"Joinal 
of PnIlal Economy voL 74. 

Lera 
Sec ILHabergm,A. 'rhra 

voL 9. 
Bask Postulates for APPied Welfare Ecoomics," JounalofEonom c 
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w -p'X (V-5) 

where again we are assuming that the only resource here is the fixed capital so that profits 
are equal to value added. The question whether profits change because of the VAT is 
answered by taking the derivative of profits with respect to p and W since X is a function 
of p and a, may be asmuned as a constant technological parameter. Thus: 

ay aj (V.6) 

-Z dt
 

where Z is quantity inside the brackets or simply the price effects of the VAT. 

For the argument that the present VAT is neuLal to be correct despite the discrepancy in 
the effective VAT rates, any one of the following conditions must be fulfilled: 

Z a dt1 

ZA dt: 
(V.7) 

or 

ZA - Za - 0. 

This paper is arguing that any of the above conditions s difficult to fulfill given plausible 

.characterizations of any given economy. 

3 Incidence of the Addi'onal VA T on Ago.Phcezsov 

Mother criticism against the argument that the VAT In the Philippines Is non-neutral 
is that while the agricultural processors pay a higher VAT than other VAT-liable producers
the additional VAT that they pay is passed backwards to the farmers. In this way, the 
design of the VAT is simply excellent in that the government collects a neutral tax covering 

9
 



the primary agricultural sector without spending a centavo on enforcing this tax in the 
primary sector. 

To illustrate this argument consider the following. In this we insert a row called "passed
backward VAT" signifying .the amount of the VAT which producer A is able to pass
backwards to the farmer. As the illustration shows, the bias of the VAT disappears once
the additional VAT is passed backward to the farmer by the agricultural processor. The 
effective VAT rate is now equalized across all three producers. This paper's argument
therefore with respect to the VAT critically rests on the assertion that the agricultural 
processor is unable to pass backward to the farmer the additional VAT he pays to the 
government. 

Farmer Producer A Producer B 
Sales 70 100 100 
Intermediate Cost 0 70 70 
VAT 7 3 3 

output VAT 0 10 10 
input VAT 0 0 7 
"passed backward 

VAT' 7 -7 0 

Value Added 
Net of VAT 70 30 30 

Effective Rate 1/10 1/10 1/10 

To evaluate the validity of this argument one should investigate the extent to which the
added VAT can be passed backwards to the farmers. This question on the economic 
incidence of the additional VAT which agricultural processors pay to the government can
be analyzed in three separate cases. Case one Is for a product that is an importable. Case 
two is for a product that is an exportable and case three is for a homegood. 

If the product is an importable, then the burden of these added revenues will fall on the 
agro-processors. The reason for this is that imported primary agricultural product are also 
exempted from the VAT like its local substitute. Assuming that the country is a price taker 
in world markets, the world price gross of the customs duty and other border measures will 
become the binding domestic price of the product. Thus the additional VAT is effectively
paid by agro-processors. 

For the sake of discussion, the government has to subsidize imports equal to the VAT rate 
in order to enable the agro-processors to pass backward the additional VAT to the primazy 
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producers. If the world price of an imported agricultural product is 100 and the VAT rate 
is 10 percent. Then the domestic price of the substitute will also go down by the rate of the 
VAT. Thus the agro-processors will have been able to pass backwards the additional VAT 
to the farmers. 

If the primary agricultural product is an exportable, then the same argument that the burden 
of the added VAT will fall on agro-processors holds. Exports are exempted from the VAT 
and thus domestic prices of primary agricultural exportables are equal to the going world 
prices of the primary products. So in order to enable agro-processors to pass backwards the 
added VAT, exports would have to be covered by the VAT. Without including primary
agricultural exports in the VAT the additional VAT would again be left for agro-processors 
to pay. 

If the primary agricultural product is not traded (and there is hardly any of these), then the 
ability of agro- processors to pass the added VAT to farmers depends upon the elasticity of 
supply of farm products. The less elastic this supply the more able the agro-processors to 
pass this tax backwards. Most empirical estimates of farm products are definitely non-zero. 
Therefore the argument made here is that only part of the added VAT tax can be passed
backwards by agro-processors to farmers. 

In summary, it is argued that the incidence of the additional VAT revenues collected by the 
government from agro-processors are likely to be paid ultimately by them. 

40. The Automatic Input VAT Oedit (AIVC) Proposal 

The suggested policy measure to correct the discrepancy in effective VAT rates due 
to VAT collection mechanics and the exemption o" the primary sector is to provide all 
agricultural processors, i.e. producers who purchase primary agricultural products as raw 
materials a credit equal to 10 percent of the cost of VAT-exempt raw materials. According
to this proposal, the VAT is computed as the difference between the output VAT less input
VAT and less the input VAT credit. 

The AIVC is a tax credit granted in order to offset the bias against producers who use 
VAT-exempt inputs. Formally, the proposal to correct the bias against the agro-processors 
Is to compute the VAT as: 

R - outputVAt - bnp VAT - A eVC (V) 

The AIVC s a note which tells the BIR tax collector to deduct from the tax liability of the 
agro-processor (or any other producer in the same situation as the former) an amount equal 
to: 
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"JC- tw,,aX (V.9) 

where Nrefers to the intermediate Input which Isexempted from the VAT. If Incorporated,
the AIVC will equalize the effective VAT rate Inall VAT-i/able sectors and equates thisto the legal rate. Since a's are observable then the proposal can be operationalized. 

I.Economic Impact of the AIVC 

The estimated effective VAT rates were then used in the CGE analysis. In this CGEsimulation, a seven-sector CGE model of the Philippine economy was used since this was
designed to analyze value added taxes. A description of this model appears inAppendix A 
of this study. 

Table 5 shows the production and price effects of ntioducing the input VAT creditcalculated using the CGE model. Except milling and food and beverages, all sectors reducetheir respective production. Production of food and beverages increases by 3.25 percentwhile that of milling activities rises by 1.38 percent Production declines are howevermarginal ranging from 0.08 inthe case of other primary and other industry sectors to 0.34 
in the case of services. 

Prices do not change as a result of the policy reform. This result provides an evidence tothe argument made regarding the incidence of the additional VAT taxes collected by thegovernment from the agro-processors. In contrast to the official line which states that suchadditional VAT revenues are shifted backwards by agro- processors to primary agricultural
producers, the argument in this paper is that agro-processors are in fact prevented bycompetition vith imports from doing so. The over-taxation of value added in agroprocess
ing does not change the prices of the primary products concerned, these being determined
by the given world prices and the import taxes that apply. 

Since all primary agricultural products a:e importables in this model, the result obtainedwith respect to prices is consistent with the argument in the preceding paragraph that thebinding policy defining producer prices of importables will be the import restrictions. Since
these did not change in the simulation no changes in prices were thus observed. 

Since agro-processors are prevented from shifting backward the additional VAT revenuescollected from them by the government, then such additional VAT revenues will certainlybe at the expense of factor earnings and inparticular on any fixed factors in agro-processing.
Table 11 shows the effects on factor prices of introducing the input VAT credit. Asexpected, the unit profits going to fixed factors In the two agro-processing sectors of the
model increased by 2.48 and 4.38 percent respectively. 
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The numbers in Table 6confirm the argument that if left uncorrected the inadvertent bias 
in the implementation of the VAT against agro-processors will distort the pattern of 
investments in the economy away from the agroprocessing activities. It is therefore 
Imperative that this distortion in the VAT must be corrected in order to encourage 
investments to move to the agribusiness sector. 

Table 7 shows the net effect on real income resulting from the introduction of the'input
VAT credit. A reallocation of resources infavor of agnibusiness sectors will come at the 
expense of other sectors in the economy. The policy reform will also mean a loss in tax 
revenues of the government. This attempts to compute the net change in real income inthe 
economy resulting from the policy reform. 

Consumers stand to gain a real income equal to 989.85 million pesos while the government 
stand to lose 602.36 million pesos. This loss in tax revenues amounted to about 11 percent 
of the total VAT yield in 1988 or .09 percent of the benchmark national income. The net 
effect is that the national real income increases by 387.49 million pesos or .05 percent of the 
base case national income. 

IL CARL AND THE AGRIBUSINESS SECTOR 

A. Erosion of the Collateral Value of Farm Lands 

The Management Association of the Philippines (MAP) has argued that the CARL 
has inadverter, :y reduced the amount of production loans which go to the agricultural 
sector. Citing results of the su~rvey it carried out among its membership, the MAP said that: 

"Apprarimatelyhalf of the erspondentr stoted that lie owdaen mf'npvVom had hinderdor 
prmvnited Owein to obtoin loans using tdir land as colla'u' 7 

A reduction in age arount of agriculural production loans has a cleariy negative impact on 
productivity. This issue thus merits a careful look by policy makers in order to reverse 
whatever indirect effect the agrarian reform program induces on agricultural credit markets. 

The problem seems to thrive on the erosion of the collateral value of agricultural lands. 
Under CARL, the agricultural land market seems to be impaired by its prohibition of 
re-selling lands re-distributed by the agrarian reform program in order to avoid a 
reconsolidation of land ownership. Unable to sell farm lands, formal credit institutions has 
therefore lost interest in accepting land which has long since been an important piece of 
collateral accepted by creditors to secure agricultural production loans. 

7S"e the pasimo paper of he NWAP k "Mam*% 7U Comprebeaah Agaraa Reform Propam
Fr Maimum Ecoooaic Developmeag Icoit (Decmber 20, I9M0. 
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Another side of this pertains to lands due for redisutibution under the agrarian reform 
program. There is lack of information as to when such lands are to be actually broken down
for distribution to tenant-farmers or to farm workers. Under this cloud of uncertainty,
formal credit institutions are reluctant to extend loans with lands due to be transferred as 
collateral. 

In this part of the report, we will try to measure the impact of CARL on agricultural 
production loans and the implication of this on farm productivity. 

1. A Rural Credi Make Modd 

Consider the following farmer who grows crop j using primary factors and 
intermediate inputs. His profit (w) in this production activity is given by:. 

Wjr -p X - a, X, pj
1-1 

where the p's stand for prices, X denotes output, %'s the respective amounts of input i
required to produce a unit of X, There are N suchinputs ,id to save space in the paper
this includes both primary and intermediate inputs. 

The amount of production loans which the farmerrill borrow from creditors is equal to the 
costs of production. This isreally to simplify the exposition. The farmer can clearly finance 
part of his production costs from his own savings. But we will regard the farmer as needing
credit to finance production costs. Using L as the amount of production loans, 

oa
L- E£a, Xp, (C.2) 

The decision to borrow is determined by whether oi not his expected revenues will be at
least tqual to the cost of repaying the loan plus interest. If the loan is good for one season 
and tb: notation i stands for the interest rate on the loan per season then the farmer will 
borrow if the following relation is true: 
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P, Xj - 0l.I)L 1 ? 0.(C) 

Given (C.2), this relation translates into: 

W1 . (C,4)L,
 

That is,
ffthe farmer's profit perpeso of the loan he plans to borrow 1 at least equal to the 
rate of interest then he will borrow money to cover his production costs. 

Given sufficient competition inboth output and credit markets, it is reasonable to expect
that whatever profits a farmer will obtain would only be enough to cover the interest cost 
on the loan. If this is true, then the inequality (C.3) becomes an equality. This then 
becomes the basis of a demand for production loans. Thus: 

Ll . PI . (C.5)(1. 

The problem with this specification for the demand of farmer j for production loans is that 
the risk inhe-rent in farming due to weather and other stochastic factors is not included in
(C.5). To improve this, let X be a random variable which has some probability distribution.
If X is a random variable then p would have to be a random variable, this being the 
equilibrium price inthe X market. But there isno loss inanalytical result if we assume that
the prices are exogenous. We can rationalize this assumption by assuming that all these 
commodities are traded freely at fed world prices (pj"). 
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2 Risk ofLan Default and Colaterl 

The farmer faces the prospect of being unable to repay the loan at the end of the
cropping season. His involuntary default function' is the proportion of his cash shortage
for servicing his loan. Denoting by p), the involuntazy default function is given by:. 

PimJ 1 P i 'i p1 Xj < (.)L 1 

As a form of insurance against the possibility of default, a collateral is agreed upon to 
secure the loan. The value of this collateral from the viewpoint of the borrower-farmer is 
given by K' and KL from the viewpoint of the lender. Borrower's valuation of the collateral 
would of course be higher than that of the lender. It is the argument of some authors that 
some equilibrium price of the collateral K will arise if and when the part of the loan is 
defaulted and the part or the entire collateral is transferred to the creditor. 

The farmer's actual probability of defau' is given by:. 

I L1(1+0 >KA 
U"pj if LI(I.+ sK 

The creditor's earnings function from lending to farmer J (F) is shown by the following
equation: 

mT discussion on collateral price formation is based on Iasu (1984) which in his own words is "a
generalization and formalization of the works of Bahduri (1977), Rao (1980), Borooah (1980) and Prasad (1974),
hati, after ironing some flaws." See Basu (19S4) The LtstDeylored Econom). A Citc-u. of Cenmnoar

Te New Ycrk: Basil Btackwefl; Rao, J.M. (1980),-Interest rates in Backward Agrikuure" in CambidJournal of Economics vol. 4; Bhaduri, A. (1977),"On the Formation of Usurious Interest Rates inBackwad 
Agriculture" in Cambridge Journal of Economi vol. 1; Bo,.oak, V.(1980) "High latcrest Rates inBackward
Agricultural Communitics: An examination o the Default Hypothess" inCambridge Journal of Economic VOL
4; Prasad, P.H."Reactionary Role of Usurers Capital in Rural India" in Economic and Political Weekly voL 9. 
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'F, - (1 0(1-u1 , u, (K - L - Lj (1-u, ). (C9) 

Clearly the decision to lend to the farmer will be dictated by whether or not the following 
relation is true: 

L1 (s1(- Js 1 K16' (CIO)1 

If (C-10) h true then the creditor lends to the farmer. 

Given that we have incorporated the uncertainty on cash receipts and the requirement of 
securing loans with collaterals, equation (C3) is now modified as follows: 

P, X, - (10(1-U1 )Lj - u, (K - Lj.) ? O. (C0.) 

Again given that there is adequate competition, the inequality (CIl) will become an 
equality. That is whatever profit the farmer obtains from farming is exactly sufficient to 
cover for h;s probable interest payments less his perceived gains in giving up part or the 
whole collateral in exchangc for the amount of the loan that is defaulted. 

L - LC 

This implies that the demand for production loans in the presence of uncertainty and the 
requirement of a collateral to secure production loans is: 
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L- PJ 1X - 1 Ij (C13)
1 + 1(1-u 1 ) 

The impact on the amount of loans demanded by the market with respect to the variables 
as the borrower's valuation of the collateral (K), interest rate (i), price of the output (p),
and production (X) are respectively given by the following order of magnitudes: 

f UL - ,-.'0
<0 u>O 

L, < 0 (C14) 
L, >0 

The lender's supply of loans to farmers depends upon the opportunity cost of loans 
elsewhere in the economy. Dividing equation (C.9) by , equating this to d the opportunity 
cost of loans and solving for i, we obtain: 

d+u, -u I ILJ (CI5) 

(l-uj). 

We assume that d is given, i.e. the lender is an interest rate taker In credit markets. If we 
substitute i into (C.13), then we can determine the amount of loans that farmers will 
demand and lenders will supply. TIbis is indeed the equilibrium interest rate for agricultural
production loans. 

3. Erosion of CollateralValue 

What happens in this model if from the viewpoint of lenders the collateral value is 
inadvertently reduced by government policy to zero? Tbe equilibrium interest rate in (C.15) 
then becomes: 
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(d, u,) (C16) 
( -U)I 

Clearly i" > L Since L, < 0 by virtue of equation (C.14), the equilibrium amount of 
agricultural production loans will go down. Thus the policy which reduces the lender's 
valuation of the collateral has a negative impact on the amount of production loans which 
go to the agricultural sector. 

In the following we will estimate the demand for production loans in agricult-ure and use 

this to quantity how much agricultural loans are reduced by the CARL 

A. Econometric Model 

The following regression model is derived from equation (C.13): 

InL Pa. In 01+Y1 1* (C.17) 

B, = c being the interest rate elasticitywhere a . constant term, Qj -"unu y t ,(1-uj), 
of demand; and -n error term.We re interested i knowing the magnitude of e in order 
for us to estimate the impact on investments of CARL Based on (C.13) our a-priori rznge 
estimate for y is that y < 0. 

Q,may be proxied by either production or value added. There is reason to believe that the 
borrower's valuation of the collateral (which in this case is the farm land) depends upon the 
following. For a given season, land fetches a rent equivalent to some number say Ht where 
the*subscript t refers to the crop season. If the depreciation of such land is negligible, then 
the present value of this stream of rents discounted at the rate r will be the borrower's 
valuation of the collateral. That is: 

KA (CIS) 
r 

'Equazo (15) Isnone othe than the aoailed leaders risk h~jpotlwis eala foe why the laterest 

mie Inarahure kL hoger than in the orpiztd wban credit markets (wee Ton W&L, 1958, Bottoaily. 1IM5 
Rj 19M). This agues that creditos inagricure face a poitive risk of deft and ooce this h taken Io 

account, the effcive rue of hiterest hu to be hier than that Inie uban credit market. 
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But H, is a function of the level of output in crop period t. Thus, Qj is indeed a function 
of either production or value added. 

There is of course reason to believe that the actual loan default is a random variable since 
by construction this is a function of output anid prices. But in this model we are assuming
that this default is a constant. We will tr,.at the situation as if the farmer has some 
flexibility with regards to his wealth so :.., to maintain a given probabiity of defaul. 

The data we use here in estimating this model are shown in Tables 8 through 10. The 
results of the regression analysis are shown In Table 11. The interpretation of the results 
follows. 

Not all of the regression equations we tried to estimate yielded significant estimates of the 
elasticity of demand for loans. This is true in the case of aggregate groups of agricultural
products including other crops, fisheries, and livestock. However the sign of the coefficient 
with respect to interest rate is negative as expected. Forestry is an exception to this where 
the sign of the elasticity is positive. 

The estimated coefficients of the logarithm of the interest rate for specific products
including palay, corn, sugar, and coconut are negative and significant. It is interesting to 
note that the estimates cluster around the value of -1.0. 

B. Empirical Results and Implications 

The key result of the above econometric analysL - h,wn in Table 12. In this,
simulations involving the demand for agricultural production loans and key assumed 
parameters are done. The average elasticity of the demand for loans to interest rate for the 
r.ectors palay, corn, coconut, and sugar is used in these calculations. Since no-apriori
information was obtained for such parameters as the average loan default, sensitivity of the 
percent decline in the amount of loans demanded by agricultural prodpcers with respect to 
these assumed parameters is also shown in this table. 

The steps taken in doing these calculations are as follows. The effective interest rate was 
first computed using equation (C.15) above except that the erosion of the lender's valuation 
of the collateral is partial in contrast to what is specified under the so-called lender's risk 
hypothesis or equation (C.16). The collateral premium over loans or (K1L/.1) is assumed 
at 25 percent and the default parameter is also assumed at 10 percent. This number may
be conse'vativ:. Based on the performance of loans granted to the farm sector through
various government credit progra.uu, the default parameter is in the neighborhood of 20 
percent. Having computed the effective interest rate, its percentage increase is then 
calculated and the corresponding result multiplied by the estimated rate elasticity of loan 
demands. 
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The key prameter is of course the rate elasticity of loan demands which is slightly over 1 
percent. Given the above assumptions and model, we find that the amount of loans 
demanded in agriculture will decline by close to 10 percent as a result of the erosion of 
collateral values due to the comprehensive agrarian reform program. 

These are simulations done under the usual ceteris panbus assumption. That is everything 
else remaining the same, agricultural credit flow will slow down to close to ten percent of 
its level if collateral values were not eroded by the impairment of the agricultural land 
market under the comprehensive agrarian reform law. 

If we take the aggregate amount of loans going to the agricultural sector of 35,390 million 
pesos, then we are looking at an absolute decline in credit by say 3478.84 million pesos. 

C. Implication on Production and Real Income 

We then used the reduction in credit loans in the CGE model in order to obtain a 
magnitude of its impact on productivity and real income. The result of the computation is 
shown in Table 13. All except the two primary agricultural sector; in the 7-sector CGE 
model registered an increase in production. Farming and other primary sectors productivity 
decline by 4.73 and 3.79 percent respectively. The increase in production in other sectors 
is because credit diverted away from primary sectors due to the erosion in collateral land 
values goes to such other sectors in the economy. However net effect of these movements 
is that the real income of the entire economy declines by close to two billion pesos. 

Not reported in this model is the result that fixed factors in primary agriculture stand to 
suffer cuts in real returns as a result of the decline in productivity. Wabes of labor likewise 
fall as a result. Based on this result, it is ironic that the very measure which aims to boost 
the income of owner-cultivators especially including the new CARL beneficiaries ends up 
delivering lower returns to land as a result of the impairment of agricultural land markets. 

B. Production and Profit Sharing in the livestock Sector 

Two provisions in the CARL (Sec. 32) require livestock farms to transfer 3 percent 
of gross sales and 10 percent of profits to regular and other farmworkers over and above 
the compensation these workers currently receive. These are respectively the production 
and profit-sharing schemes of the law while awaiting the final transfer of such lands to the 
said workers as provided for by the CARL 

These provisions constitute an important distortion in the agribusiness system. Only the 
livestock and other commercial farms are subjected to these provisions; other sectors in the 
economy are not. 

An analysis of the possible impacts of these provisions was made using the 20-sector CGE 
modeL These sharing schemes are analytically treated as taxes on production and profits 
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in the livestock sector and the revenues of such taxes given to the workers. Since it isreasonable to expect that this scheme will be imperfectly enforced, the rates were halved.
Thus the production sharing scheme analyzed in the model only provides a 1.5 percent ofsales transfer to the workers and the profit sharing is only implemented at 5 percent ofprofit instead of 10 percent. Another important reason for adjusting downward these ratesis that these apply to livestock farms with gross sales amounting to over 5million pesos. 

Table 14 shows the key results of such an analysis. Appendix E lists down all the results of
the analysis. 

m. ENCOURAGING PRIVATE DNESThENT IN CORN STORAGE 

A key problem encountered by farmers, feedmillers, and livestock producers is theuncertain profit-s in corn farming, storage, and trading, animal feedmilling and livastoek.
production. In addition to the fact that corn is very susceptible to random weather facto-.s,
this problem can also be explained by the seasonal nature of corn production and the sia'3lepattern of consumption of meat and meat products through the year, the production ofwhich requires corn as a very important input. Corn prices tend to fluctuate, being high
particularly in the first quarter and low in the third quarter of the year. Profits become .esspredictable than in other ventures since the particular na.ure of this price fluctuation in any
given year is generally less understood by the various producers ir. the corn-livestock 
indust-j. 

This problem in turn discourages investments in the industry. Farmers lack the profit
incentive to improve farm yield through better technology and post-harvest handling. On
the part of users, livestock production fails to grow up to its full potential because of the riskthat the supply of corn may be inadequate for their requirements. Thus the country is in a chicken-egg situation: corn farmers do not grow as much corn as the market could absorl.because of possible production losses and livestock producers do not raisr,as much livestock
heads as the available corn iarms could support. 

A. A Seasonal Model of The Corn Market 

In the following a partial equilibrium model of the corn market is specified in orderto formally describe the implications of the problems encountered by the farmers, traders,and livestock producers in the industry. The pattern of corn production is clearly seasonal.There are two seasons inevery year namely the harvest (tu- 1)and the lean (t-2) seasons.Corn is abundant during the harvest season and inadequate during the lean season. 

The corn output (X) in season t Isgiven by the following 
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- eA8tfl4 h) t - 1,2 (1.1) 

where H, In, Z, and M14 are the amounts of land, labor, fixed factors and intermediate 
input I used in season t. The latter include such inputs as seeds and - .dlizers. y, is a 
seasonal variable which takes value greater than one during harvest and less than one during 
the off-harvest season.. 

The profit of corn producers is 

,,.PA - r - WA - N (AIVI
WA - (M.2) 

where p, is the price of corn they receive and r,, w, and vk are the prices that they paid for 
land and labor services and intermediate Inputs in season L 

Storing corn involves procring corn in the harvest season (i.e. t= 1) and selling the product 
in the lean season (i.e. tn2). The amount of stored corn available for sale in the lean 
season (S is: 

(M.3)S2 - X3(I -5) 

where 6 is the rate of depreciation of corn stock in between the two seasons. Xb is the 
amount of corn procured by corn traders for storage purposes in season 1. 

The profit function in storage services is 

W,-PI, - X;,P*0+- C)
 

-X1 (p2 (1-5)-p,(14I) -c) 
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where I is the rate of interest per season and c is the constant average physical cost of corn 
storage. In order for storage to be profitable, the following condition must be satisfied: 

a] (10(M.5) 

p, (1-) 

That is the seasonal fluctuations in corn prices expressed by the relative corn prices during
the lean and harvest seasons must be at least sufficient to cover the perunit cost of physical
storage and money discounted by the rate of stock depredation. Otherwise corn storage is 
not a worthwhile undertaking. 

The demand for corn in season t is derived from the demand for livestock products
Suppose that the demand for corn in livestock production is given by the following: 

X" - bQ (M.6) 

where b Is the amount of corn required to grow a unit of a livestock product and Q is the" 
amount of livestock product grown in season t. The total demand for corn in period t is 
therefore:
 

Xt .-
X1 Q (M.7) 

The equilibrium condition of this model is that the market for corn is cleared or 

x -X- .M8) 

The equation Is solved for the price of corn In season t. 

. The Effect of the NFA 

The government's grains stabilization activity is Implemented by the National Food 
Authority (NFA). The government's intervention through the NFA Isbad at least as far as 

24
 



promoting private corn storage is concerned for at least three reasons. One is that the 
NFA's corn storage activities is subsidized, private storage activities are not and there is not 
enough money in the NFA to make it accomplish its task effectively. Two, storage by the 
public sector is usually more costly for the country than by the private sector. The third 
reason is that the agency's decisions when and how much to buy and sell corn are less 
predictable adding additional uncertainty into the system. 

The role of the NFA in stabilizing corn prices at the farm is substantially smaller compared 
to its role in supporting rice prices. One expert puts the corn operations of the agency at 
10 percent of its rice operations."0 The NFA's lack of budgetary resources particularly in 
corn does not necessarily diminish its key role in the in ustry. This is because the NFA's 
procurement and release decisions are themselves vulnerable to lobbying by both users and 
producers of corn. The political pressures on the agency from vested interests appear to 
weigh heavily in shaping the agency's trading operations, more so than the concern to 
encourage private storage activities and promote an efficient stabilization program. As a 
result the timing when corn is procured at the farm and sold to corn users is less 
predictable. The spread of release and buying prices is not wide enough to allow private 
storage nor are the agency's target release prices of corn linked to the long run trend of 
corn prices in the world market. 

These less predictable release and timing decisions of the agency are transmitted down to 
the industry by traders who use the agency's prices as benchmark levels on which they apply 
their standard mark ups for their services to arrive at their own release or procurement 
prices. Thus additional uncertainty with respect to prices is further injected into the corn
livestock sector and clearly provides disincentives for private investments into corn storage. 

One may argue that the problem in corn are due to the limited resources which NFA has 
to make its presence in corn more significant and thus the key policy measure required is 
to increase the agency's corn allocation. Given the growing size of the corn market, the 
NFA will need billions of pesos in order to stabilize corn prices. It is politically infeasible 
to increase these resources for corn without doing the same for rice which despite the 
present focus of the agency on rice could use a great deal more of budgetary resources. 
Moreover if increased, government money put into the corn stabilization effort becomes 
more difficult to control since the government does not have the comparative advantage in 
storage and marketing of corn. 

Larger government resources into the corn stabilization effort will certainly put out any. 
private sector initiatives in post harvest and corn storage. Public and private sector storage 

0 But evn inthe cm of rim the agercfs Impact an prces iscg ralned by a g W thinp its lack 
of resources &d adminrai d in dlas rin g such mouru to the qey. At prest, the NFA twias 
oaly 6%of ptoduca. Accordin to ooe NFA of"rd, the promrtment perform&n of the agec hs 

TuorcaUy been 70% of Its target pro rme. 
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compete with each other for the available corn output. If *.egovernment increases tL-.subsidy to the former, then this will definitely drive the private sector out of the corn 
market. 

While stabilization of prices and supply is a legitimate policy concern, it does not necessarilyfollow that the government has the comparative advantage over the private sector inaddressing this concern. A more cost-effective way of stabilizing corn prices and supply maybe to mobilize the private sector to do this task. The picture that one gets is that the NFAhas taken up an extremely complex and large task of stabilizing corr p, icc,. 'ipon itself with 
a very limited amount of budgetary resources and in the process of im ,lementing itsmandate has discouraged the private sector to help store corn and stabilize the pricethrough the season. On the contrary the government more than ever needs the private
sector to stabilize corn prices. 

The NFA's profit in trading may be described by the following 

XMP~*
11. -S _C +.UB 
-XI (pIj(l-SF) -pl(1,0 -c) + SUBS 

where the superscript N refers to the NFA and the SUBS Is the amount of subsidy going to
the agency. Ex post, the agency's profit Isequal to zero with the subsidy making up for the
 
agency's losses.
 

The NFA's buying price may be known with certainty. However the volume and timing ofthe procurement is assumed to be random with some probability distribution. Given thisuncertain factor in the system, the actual market clearing price is a stochastic variable for
the. added reason oi NFA's unpredictable trading activities. 

The NFA's mandate isof course to stabilize prices but in addition to this the agency stuives"to narrow down the disparity between the high and low price levels through the lean andharvest seasons. Thus the ratio, pjpi tends to go down inthe presence of the NFA. Thusif private storage activities are in equilibrium, i.e. equation (C.5) is satisfied, then the
NFA's role would tend to discourage such activities. 
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It is reasonable to assume that the physical cost of storage of the NFA, c", Ishigher than 
that of the private sector, c. Furthermore that the rate of stock depreciation, pN,is higher
than that of the private sector, p. These assumptions would tend to support the argument
that with a subsidized NFA trading operations, policy in effect is promoting an inefficient 
storage agent at the expense of at lep.st as efficient or better private storage agents. 

2 Import Liensin PoLy 

One more piece ofgovernment intervention in corn has to do with requiring permits
to import corn. The government through the Department ofAgriculture decides on whether 
the country should import corn in a given season and if so onthe volume and timing of such 
imports. During the lean months of the year, feedmillers and livestock producers request
permission to import corn from nearby Thailand. This application sets up a debate between 
these users and producers of corn. The latter argue that there is no need to import corn 
even during the lean months. 

If a decision to import is made (and this is usually the case), the policy debate would have
taken up tq much time such that the imported corn will arrive just as farmers may be 
harvesting their corn. This feature isbrought up into the discussion to highlight the fact that 
the lobbying process adds another dimension of uncertainty in the market prices prevailing
during the lean and harvest periods. 

The import licensing policy tends to increase domestic prices during the lean months. 
Higher prices should encourage private storage. But the problem appears to lean more 
heavily on the unpredictable nature of such prices. It would seem to be the case that 
private businessmen perceive that the expected, domestic price of corn during the lean 
months is not high enough to remunerate private storage effort. 

3.Transportation Cost 

Another problem in the industry is that the land t,'nsportation and inter-island 
shipping services are costly. Corn farms are not close to the feed nulls. The crop is largely 
grown in the rural areas of Southern and Central Mindanao, Central Visayas, the Cagayan
Valley and Pangasinan in Luzon while the majority of the feedrnillers are located in Metro 
Manila. Corn is first transported from the farms to the sea ports through largely
underdevel-oped roads and bridges in the rural areas. The rural road system is generally
impassable by large trucks and slows down the movement of corn to the feed mills. 
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Another bottleneck in corn marketing is inter-island shipping. Inter-sland vessels areinadequate for the volume of cargoes which ply the country's sea lanes. High cost offinancing, high tariffs, inappropriate regulations and the relatively low profits in theinter-island shipping industry explain why the number of vessels is inadequate for thegrow'ng volume of passengers and cargo moving from island to another in the country.Most of the existing shipping companies carnct finance vessel acquisition or replacement
nter-nally. Loans are available at current market rates but the problem is that these loans 
are delayed by bureaucratic red tape and onerous loan conditions. 

Imported vessels are taxed at the rate of from 0 to 10 percent depending upon whether thecountry is capable (not actually) of producing a local substitute or not. There is duplication
in the technical evaluation a-ad vessel valuation by the Central Bank and MARINA resulting
in delays. Such delays are critical because the second-hand /essel market which is wherelocal shipping companies go to acquire vessels is regarded by experts as inherently volatile.Repairs of existing vessels are likewise costly. Imported spare parts have a tariff rate of 20percent. Other problems which explain the high cost of interisland shipping are not
discussed here. These problems include poor port facilities, port cargo handling, vesselturnaround time, collection of cargo handling fees for work not performed, pilotage
regulations, and vessel voyage clearances. 

Economic policy is hardly designed to alleviate the adverse implications of these problems
on the profit 1-vels of the corn farmers and traders, feed millers and livestock producers.The various pieces of government intervent-ion measures in the corn-livestock industryappear disjointed. To an analyst, the impression is that the government is trying hnrd topromote productivity in both ends of the corn-livestock sector but is doing little to widenthe bottlenecks through which the corn output has to go through to reach its users. 

These bottlenecks in marketing corn would tend to prolong the duration of both extremes
of corn prices in any given season. The difficulty of moving corn from surplus to deficitareas slows down the process which would tend to equalize the prices of corn in the country.
[tin the ;ong run, the govern- ment is able to improve the infrastructure situation in therural areas then the length of time when corn prices differ from their seasonal average
would be shorter. This in turn helps to reduce the uncertainty with respect to profit levels 
in the corn-livestock industry. 

B. ASAFs Proposed Intervention 

The proposed reforms to address these problems in the corn-livestock sector consists 
of the following: 

getting the NFA out of rn trading 

Implementing a price band scheme for stbilig corn supply and prices In 
the couny; and 
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reduce partly the transportation cost by demonopolizing cargo handling 
services in the country's public ports. 

The prke band should be able to encourage private storage, defended primarily by imports 
or exports as the case may be rather than public sector buffer stocking activities, and reflect 
oh.equitable sharing of the burden of the temporarily high transportation cost as a result 
of the lck of fundamental public infrastructure. 

1. A Measwe ofBenefit 

Figure 1illustrates the possible economic effects when inter-island shipping costs are 
reduced. The vertical distance between the faringate and milgate supply curves measures 
the transportation costs of corn from the farm to the users. A reduction in such transport 
cost causes the millgate supply curve of corn to shift downward to S'. This causes the price
of corn to fall encouraging demand for corn. Such added demand for corn then provides
incentives to farmers to plant more of the product. Thus the farmgate price has to rise in 
order to induce additional supply which isthe horizontal distance between QI and QO. The 
latter being the supply before transport cost is reduced. 

Figure 2 illustrates the effects of the removal of the NFA and the introduction of the price
band in corn. These reforms reduce the uncertainty hovering above the private sector who 
could invest in corn storage. With a more certain environment in corn marketing, the 
private sector is expected to ircrease storage activities during the harvest season with the 
aim of selling the same during the lean months. 

Panel A of the Figure illustrates the market during the harvest season. The starting
equilibrium is described by the price PfO and the quantities sold and bought is equal to 
CO=QO. Again the vertical distance between millgate and farmgate supplies is the cost of 
the transportation. Upon the implementation of the reforms, the private sector increases 
the demand for corn during the season. This is shown by the rightward shift of the demand 
curve. This then increases the price and along with this the farmgate price from HO to Pil. 
Output then rises to Q1 while use falls to CI because of the higher price. 

Panel B of the Figure shows the same market during the lean season. The starting
equilibrium is described by the price PfO and the quantities 00 and CO. With the reforms,
the supply of corn during the lean season rises and this is shown by the rightward shift of 
the supply curve in the diagram. This then causes prices to go down from f0 to Pfl. As 
a result corn production falls from Q0 to 01 while corn use rises from CO to C1. 

Th.. joint effect isthat the utilization of corn between the two seasons in any given calendar 
year issmoothened out. Generally farmgate price rises which then provides the farmers to 
plant more corn. On the other the millgate price also falls and this encourages use of the 

.. product. 
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An attempt is made to obtain an idea about how much benefits are actually involved withthese reforms. Tables CI to C5 are useful tools in explaining the method used in obtaining
the benefits. 

Table 15 lays down the basic data that is used in this exercise. Panel A illustrates how cornis used through the seasons in three different years. There three identifiable use of cornnamely for feeds, for food and other uses, and storage. In percentage terms, feed mill rsconstitute the top uscrs of corn in the country. Storage as a proportion to total use is about28 percent during the high or harvest season and 6 percent during the lean season. 

There are three sources of supply namely production, imports and the co'rp stock stored inthe preceding season. Clearly it is the current output during the season which constitutes
practically all of the available supply of corn during the season. Imports of corn are
controlled; their proportion to total supply ranges from 1.19 to 7.80 percent. 

Table 16 shows selected patterns of corn use and supply. For example, about 55 percentof total use (feed, food and others except storage) occurs during the harvest season. Thestandard deviation of the shares (5545) is about 5 percent. The share of storage to the useof corn during the season is about 40 percent during harvest st ..son and 7 percent duringthe lean season. Imports are typically zero during the harvest season and about .5 to 4percent of annual requirements during the lean months. Another pattern which is useful
in the modelling exercise which is done below is the incremental use of corn between two
low seasons. The average incremental use is roughly 30,000 metric tons. 

Table 17 attempts to construct a benchmark equilibrium configuration of tbe corn market.The'numbers are three-year averages of the same data that is reported in Table 15. These
data is consistent with the market clearing condition. The particular step done to arrive atthis configuration is the determination of the amount of corn that is stored. For example,
the amount 982.10 is the difference between the actual supply of corn during the harvest season and the feed and other uses of corn for the same period. The reported beginningstock oi corn during the harvest season is computed by multipiying the amount of corn usedin the lean season during the preceding year with the factor .07. This factor is of course one
of the selected patterns which are highlighted in Table 16. 

Table 18 shows the assumptions, equations and methodology used to compute the economic
impact of the reforms. The equations (5) and (6). constitute a two-equation system for thetwo unknowns which are the percentage changes in farmgate prices during the harvest andlean seasons. The system is then solved using an algorithm called MPS/GE. 

How the above equations are obtained depends upon the critical partial equilibriumassumption that the intervention of ASAP will require additional storage and which thenallows a smoothening out of corn use through the seasons. As Table 16 shows, the standarddeviation of the seasonal uses of corn in any given year is about 5. I made the assumptionthat the ASA~s reforms will cause such a standard deviation to fall to 3. This then implies 
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that 53 percent of total corn use in any given year occurs during the harvest season instead 
of the observed 55 percent. This is the factor which then disturbs the original equilibrium. 

The solution to the exercise is that farmgate prices during the harvest season rises .by 4 
percent while those during the lean months will. fall by 5 percent. 

Table 19 shows a counterfactual equilibrium once the marketing reforms proposed by ASAP
is fully implemented. These values are to be compared with those n Table 17 to get the 
changes in the corn system as a result of the reforms. 

Table 20 summarizes such changes. On an annual basis, production rises by 0.43 percent 
or an increment of 19.05 thousand metric tons. This is the net impact after deducting the
decline in produc'.ion during the lean season as a result of the decline in farmgate prices.
Storage rises by 19.68 percent. Imports rises by 4.90 percent. This increase is due to the
fact that the model assumes imports to equal to 2 percent of the total corn requirements
durirg any given year. Since corn use have risen imports have increased as well. Total 
available supply grows by 4.26 percent. 

There are two measures of benefits depending upon where the resources used to grow the
additional corn is coming from. Under the first assumption which states these resources 
come from other sectors in the economy, then the benefit to the economy of the reforms 
is equal to 7.66 million US dollars. Under the second assumption which states that these 
were otherwise unemployed resources, then the total benefit to the economy is 11.06 million 
US dollars. 

These numbers obtained from the above partial equilibrium exercise sugge : that the
reforms proposed by the ASAP constitute an improvement to the policy environnent for the 
agn'business system. What is exclijed in this quantifi-cation is the benefit obtained from
the reduced inter-island shipping cost. Thus the net benefit which is obtained here is only
indicative of the possibly larger benefit which these reforms entail. 

2. Poau-Harvat Loser 

A related analysis done by Daly makes the same point that with increased certainty
in corn marketing, more of the product will be made available to the livestock sector. The 
argument is based on the fact that a significant proportion of output, 20 percent, appears
to be wasted through inadequate handling of the output after harvest activities." Daly 

11 The figure is astribum'd to NAPHIRE. There are few studies homver which validates the amount of 
post harvest losses either by crop or by region. While the actual loss may differ by crop, region, season or post
harves activity, there is unanimity within policy circles inagricture that little incentive isthere to encourge
farm to use better post harvest handling of the crop and thus reduce the wage o output. Twenty perccat
Isan often cited estimate and until chai'cnged by more recent studies this number may probably consti e the 
accepted loss estimate incorn. 
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argues that if the uncertainty In corn marketing is removed much of this waste will be saved.He estimates that 10 percent of the wet-season crop will be saved and 5 percent in the caseof the dry-season harvest. With a yearly crop of 4.5 nullion, three fourths of which isharvested in the wet-season, the ASAP can save as much as 395,000 MT. This will increasethe supply initially by about 8.8 percent. 

The estimate of the final impacts on the industry is arrived at by disturbing the corn marketequilibrium on an annual basis with the 8.8 percent gain in supply as a result of the postharvest savings. This tends to reduce corn prices which would then discourage additionalplantings in subsequent seasons. The larger supply of corn will increase however livestockproduction and reduce prices of livestock products. Three iterations were made to themulti-n'.. -ket model set up by Daly before a new equilibrium was reached. The followingare the results of his anelysis. The net gain in supply was 3 percent, the net price reductionis 7 percent, the net gain in livestock demand is 2.5 percent and livestock prices fall by 2.5 
percent. 

Given all these effects, Daly estimates the following benefits to the economy. The valuesof the post-harvest losses is P1.8 billion;.and of the output reduced due to a decline indemand, P.8 billion. The savings in livestock feed costs amount to P1.6 billion while consumer gains totals P2.9 billion. 

3. Impact on Inveamtu inthe Livestock Sector 

The analysis clone by Daly seems to suggest an even larger amount of benefits to theeconomy as a result of the ASAr's reforms in corn marketing. What is also worth pointingout is the interaction of such reforms on the livestocksector. In the analysis done in thisreport, the mechanism of the feed back of the reforms on the livestock sector is through thereduction in corn prices which then encourages demand and thus increase user surpluses. 

But the more likely larger impacts of the reforms which unfortunately both this and Daly'sanalyses fail to capture is the impact of the reforms on the investments in the livestocksector particularly the swine and poultry sub-sectors. In many developing countries, theseactivities are particularly leading the agribusiness system in terms of economic performance.This is also true in the Philippines. For a long th,¢e now, developments in the corn industryare closely tied to what is happening in the livestock sectors. Growth in these typically arein the range of 9 to 10 percent. As a result corn output is also growing but at a slightlylower rate of about 6 percent. But nonetheless this performance in the primary sector isalready an exception to an otherwise slow growth in other primary crop growing activities. 

These: achievements have been made despite the problems In the corn marketing whichASAP proposes to solve. The perception in the livestock and meat industries is that the 
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demand or these products locally is large and there is still a room for e.x'panding
investments in these industries to satisfy that demand. Other experts tell us that the country 
can be competitive in these livestock products in the world market. 

What holds down investments in the livestock sector is, in addition to the negative impacts
of the CARL on credit and other factors, of course the uncertainty that is eng,:ndered by
the corn marketing problem. If much of this problem is removed then the ground is opened
for additional investments to be made in the swine and poultry sub-sectors. 

IV. BANANA HECTARAGE LIMITATION 

The banana export hectarage in the country is subject to a 26,000 hectare linit as 
provided for by L.Ii No. 790. The regulation dates back to an earlier LOI No. 58 issued
in 1973 which then stipulated the limit at 21,000 hectares: The rationale of such regulations 
was to protect the investments in the banana export industry. 

Since these regulations were in place thecountry's share in the world export market Ow or"" o., ,. ,,. W.,, 

of bananas have been declining. In 1990
 
the country's share was about 9 percent of
 
the world's total banana exports. This
 
indicates that the country is less able to
 
take the opportunity given by the world a 
P-!: -:. Data show that the country's 
growth performance in banana exports is 
low relative to the world's total export
growth performance. The situation appears 
to be worsening in view of the opening up t
of the Korean market for bananas. The 
Phi-ippines is presently the largest exporter F4e 3 
of bananas in Asia. But this may not be for 
a long time since investments in Indonesia appear to be growing. Once Indonesia will have 
developed its banana industry, the Philippine comparative advantage in banana in the
Japanese and Korean markets is going to be effectively challenged. Majority of these 
exports of the country goes to Japan and Saudi Arabia at present. Both countries account 
for 80 percent of the country's exports. The Korean market is clearly another opportunity
for the country to expand its production in exportable bananas and generate additional 
economic growth in the economy. 

The problem among other factors is rooted in the regulation which limit hectarage of the
product. At present there are 25 firms which receive hectarage allocation from the 
government. Five of these have allocations over authorized1,000 hectares. The total 
allocation which is 24,259 hectares is even lower than the maximum total hectares allowed 
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by law. But of this number, the utilization
of these hectarage isonly about 94 percent. F,, . begone Leprt S,.vtht IS00.,,, 

The regulation in effect hinders the country
to respond effectively to opportunities in
 
the export market as unfolded for instance
 
by Korea opening up its market for I
 
bananas. The Philippines has the
 
comparative advantage in transportation

over other exporting countries in the
 
Korean market. B4t if the regulation is not
 
lifted, it is likely that the country may be 
 . . 
end up losing this paro5cular market 
opportunity. Figure 4 

The lifting of the hectarage limitation can provide the flexibility required to supply bananasin the world market. In our opinion, this will enable the country to reach and maintain its average world market share of 11 percent and perhaps even more. The country could then 
penetrate the Kcrean market to about 11 percent as well. 

The lifting of the hectarage limitation does not necessarily mean that the amount ofhectarage will go up as a result of the policy. In fact we computed the total hectaragerequired to sustain the additional production required to maintain the 11 percent marketshare in the world market for bananas. The land required is even less than the 26,000 total 
hectares allowed by law. 

The policy reform however is the necessary environment for an aggressive export activityrequired to defend or increase the country's market share. It may even be the case that theproducers/exporters of bananas are the same ones who are going to produce and exportbananas to the world. But clearly some of these are less efficient and dynamic than others.The former will thereiore find it to their benefit to buy out or rent existing hectarage fromexisting producers who may not be up to par with the growing market opportunity in theworld. The hectarage limitation will unnecessarily constrain the more efficient and dynamicproducers from seizing potential new markets for bananas. The reform has therefore to beundertaken in order to encourage exportable banana production in this country. 

If the country can obtain and defend an average market share of 11 percent, how much doesit gain from this development? We projected the world exports of bananas for five yearsusing a simple regression method. The additional revenues which the country gets everyyear are in the range of 73 to close to 100 million dollars. If this production is at noexpense to other sectors In the economy, then this constitutes a net benefit to the entire 
economy. 
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The total hectarage used for the 11 percent market share ranges from 23,000 to 24,500 
hectares. These numbers are clearly below the 26,000 limit allowed by law. But this should 
not be taken to arguc that the restriction should not be lifted. The argument in favor of 
deregulation is in the flexibility given to the existing and poter'l producers in the industry
when market opportunities arise as in the Korean market. 

Only ten percent of the benefits is claim in consideration of the opportunity cost of the 
additional hectar.ge used to sustain the country's targetted market share. Another reason 
is'that the forecasting model does not take into consideration the possible recessions in the 
developed economies which will have a negative impact on their demands fo, bananas. The 
number of years we are claiming benefits for is only five years starting at 1992. We would 
be stretching unproductively the predictive capability of the forecasting model if the forecast 
is done for a longer period of time. 
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Table IREAL INCOME EFFECTS OF LOWERING THE TARIFF RATES OF

A FEW AGRIBUSINESS INTERMEDIATE INPUTS
 

(in biUion pesos. I8 prices) 

Consuer Bse case Proposed Chang 

Privae Cosumer .262 865U-us 0.025Government I.49 109.925 -0.024Tariffs 38320 38293 -0.026Exdse 29.449 29A47 4002Other Income 3LS04 3L504 0.000Caw 68o 1o.68o 0.000 

Net Rwa knom Ga&a 0.001

36 

13



Table 2 
EFFEMT ON TRADE FLOWS OF A" TARIFF REFORMS 

(in thousand pesos) 

COE AddionalA o~ 

CoeDalto uiports Expot 

I ros40D.00 50 
2Livtock -,d poultry
3 Fishery 
4 Forestry and loging 
5Mining 

34.00 
-2600 
-1300 

.110.00 

4.30 
420.00 

6.0 
500.00 

6 Coconut & veg oil manuf 
7 A-ima feeds manufacturin" 
8 Food, beverages & tobacco 
9 Textile1 apparel, ftwear & leather 

10 Wood. paper & rubber 
11 Chemicals 
12 Petrolcum rcfineris 
13 Nonametallic mineral pre,ducts 
14 Basic metal industrizs 
15 Fabric.t'd metal p.'oducu 
16 Machinery ei,-tr,, -lectrical 
17 Elccricalmc" :ry 
18 Transports e t 
19 MiscelL.. . .,ac5ures 
20 SeMcc., 

-34.00 
1.960.00 

-420.00 
-200.00 
-400.00 
3900.00 

.1100.00 
-70.00 

0.00 
-90.00 

.600.00 
-300.00 
-500.00 
-00.00 

-1800.o 

400.00 
-300.00 
1100.00
1000.00 
800.00 
340.00 
13.00 
30.00 

300.00 
6.00 

90.00 
1300.00 

30.00 
70.00 

2000.00 

Total 
Percent Change 

9MD00 
3.69 

8726.00 
3-19 

This is in 1989 exchange rate (-27) and prce. 
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Table 3
EFFECTIVE VALUE ADDED TAX RATES (%) 

Code Description Effe tive Rate 
1 Palsy, in. 0.002 Palay, non-ir'. 0.00 
3 Corn 0.00 
4 Coconut, copra made in farms 
5 Sugarcane 

0.00 
0.006 Banana 0.007 Other fruits & nuts 0.008 Vegtabke 0.009 Rootcrops 0.0010 Tobacco 0.0011 Fiber crops 0.0012 Coffee and caco 0.0013 Other comm. cops, n.e.€. 0.0014 Hogs 

15 Other livestock & it prods 
0.3 
ax

16 Chicken for meat 0.0017 Other poulty & its prods 0.0018 Agricl services 0.0019 Comm. fishing, off and coast 0.0020 In'd fishing &others 0.0021 Logging 0.0022 Other forestry act. 0.0023 Gold &other precious metals IL12
24 Copper ore 
 115325 Other metallic mining 
26 Sand, stone & clay quazrying 

1L36 
10.9827 Other non-metallic m & q 12.1628 Rice & corn milling 36.2829 Sugar millitg & rcfiing 39.41M ilk -rc.,; 
!4.
31 Other dairy products 1.09

32 Crude cocoveg./anml oils/fat 27.1233 Refined (ckg) oU &margAw

34 Slaught'g & meat pack'g plants 

IM!
 
3.0335 Meat processing 32.1036 Flour & other grain milW 431137 Animal feeds 

38 Fruit &veg. preserves 292 

39 Fiuh preparations 2297 
30.8640 Bakery prods. ind. noodles 14.20
41 Cocoa prods. &confec oncry 19.154. Cofe, ground o: 02i91a43 Dessicated coconut 16.95 
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Ta 3 (coa't) 

Code Description 

44 Ice, except dry ice 
45 Misc. food mrs., n.e.c. 
46 Wine & 5quor 
47 Brewery & malt prods. 
48 Soft drinks & ciubonated water 
49 Cigars & cigarettes 
50 Tobacco leaf processing 
51 Textile mil prods. 
52 Knitting mill prods. 
53 Other made-up texil goods 
54 Wearing apparel
55 Foorese not rubber/plast/wood 
56 Lumber, rough or worked 
57 Veneer and plywood 
58 Other wood, cork & cane prods. 
59 Pulp, paper & paperboard 
60 Converted ppr & pprbrd prods.. 
61 Publishing and printing 
62 Leather & leather prods. 
63 Rubber tires & tubes 
64 Rubber footwear 
65 Other rubber prods. 
66 Fabricated plastic prods. 
67 Drugs & medicines 
68 Basic indust'l chemicals 
69 Fertilizer 
70 Plastic ma-erials 
71 Pesticides, insecticide-, etc. 
72 Paints, varnish rerl'd cpd 
73 Soap & synthetic deterg:nts 
74 Coscctks & toilet prep'tn 
75 Other che,-cal prod. 

76 Prods. of petrol, coke & coal 

77 Cement 

78 Glass & glass prods. 

79 Other non-metal minrl prod. 

80 Primary iron & steel prodL

81 Non-ferrous basic metal prods. 

82 Fabricated metal prods. 

83 Mach & equip no electl 

84 Electric ind'l mach & equip 

85 lectl appins & hwarn 


.86 Batteries 

Effectv Rate 

11.63 
19.74 
10.75 
10.64 
10.73 
10.17 
17.32 
15.12 
1M 
12.77 
10.28 
10.13 
35.54 
27A5 
16.18 
16.91 
10.97 
9W 
10.31 
1927 
21.92 
19.12 
10.35 
10.31 
11.14 
0.00 

11.35 
0.00 

1162 
10.28 
10.26 
11.27 
000 
20A
 
12.M 
12.00 
1=22 
12 
U03 
10.70 
10.13 
10A9 
11.01 
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Table 3 (ow') 

Code Description 

67 Wires & wiring devices 
88 Semi-conductor devices 
89 ,!. e.Opctl equip, supp, aces 
90 Motor vehices 
91 Othr trans ecqJ/sup/ac/rep'scrv
92 Fun ltres & fixtures.wood .'09 
93 Furnitures & fixtures.metal 
94 Musical instruments 
95 Artists' & office supplies 
96 Misc. Mfts, n.e.c., scrap 

97 Construction 

98 Electricity 

99 Gas mfts & dist'n no LP 


100 Water services 

101 Bus line operation 

102 P.U. cs & taxicabs 
103 Jeepy, calesas, tricycles 
104 Rail & other road paus trAnspo
105 Road freight transport 

106 Ocean (overseas) shipping 

107 lnter-island shippping 

108 Air transprt, dom. & int'l 

109 Services incidental to transpo

110 Communkation services 

111 Storage & warehousing 

112 Wholesale trade 
113 Retail trade 
114 F. inLs (b &nb)
115 Insu-ance, le & nlek 
116 Real estate 
117 Ownership of dwellin 
118 Govcenet services 
119 Private education services 
120 Private health services 
121 Hotels & other lodging places
122 Restaurants & fun places
123 Business services 
124 Recreat'l & cuit'l services 
125 Personal & household services 
126 Other social/commts nices 

Effectiv Rate 

10.75 
10.17 
11.02 
10.49 
10.26 

10.63 

10.63 
1S23 
10-52 
2606 
23.03 
10.58 
16.46 
14.13 
14.67 
13.04 
138 
14.64 
15m 
12.17 
10.67 
10.28 
11.29 
10.7 
10.13 
10.02 
10.03 

10.00 
10.00 
10.11 
10.49 
10.47 
16.04 
10.40 
10.24 
10.58 
10.76. 
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TAW 4SIMPLE AVERAGE VAT RATES BY KEY SECTORS (%) 

Book Rate Effectve Percent
Rate Deviation 

Prim y Sectors 2.12 2A3
ApickW'a Prowuslag 10.00 22.28 12281Ind"sz 9.35 12.34 2.92Services i0.00 12.55 25A9 
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Tb5PRODUCTION AND PRICE EFFECTS OF THE INPUT VAT CREDIT (%) 

Sctor 

Fulling
Other Primary 
N4Wing
Food, BCve 
Mmnufacuring 
Oth Indutry 
scecs 

Production 

4010 
-0 

138 

3.2S 

0.M 
4w 
-034 

Prices 

0.00 
0.00 
0am 
0.00 
0.00 
0.00 
0.00 
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Table 6 

EFFECTS ON FACTOR PRICES OP THE INPUT VAT CREDIT (%) 

Factor 

Labor 0.01 
VAabMe Capie .09 
Fixed Factors 

Farming 4M
 
Othe Primary 4.06
 
Mling 248
 
P6o4 Beverages 4.38
 
Manufacturing 020
 
Other Ind"su 40wSevcs-0.34 

Ta" 7 

REAL INCOME CHANGE ASSOCIATED WITH THE INU 
VAT CREDrT 

(inmillon pes. 198 PAMc) 

Agent Benchmark Pec en Income 

Consumers 969.85 0.14 

Net Effect 387A9 005 
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Tab 8 

AGRICULTI JRAL PRODUCTION LOANS- 19L99 

Sector. 1961 1M. I M1 1964 1M 11967 1i 1989 Toaw 

paby 
cor 

O w 

Otber Crei 
Uwock 
F6" 
Foagry 

1566 
147.1 

194546 
7602.4 
4256.8 
281&4 
1012.1 
1607.4 

164L7 
202.9 

29W.8 
623 
6563. 
3482.0 
1644.8 
2420A 

16229 
250.8 

2153.3 
892'7 
4256.8 
4116.9 
1819.9 
25)O4 

1884.3 
207.3 

2134.9 
82003 

563.0 
,1270.1 

397.1 
2428.7 

1085I9 
177.5 

15732 
60689 

10027.1 
3897.3 
1654.6 
3(5.7 

1223.5 
182. 

5107. 
5048.5 
6563.0 
2403.3 
13192 
1733.3 

1393.1 
226.7 

30072 
4142.8 

10027.1 
2359.0 
2533.3 
1667.2 

212&5 
546.3 

3055A 
5512.9 

10027.1 
2423-9 
2698.4 
1200.2 

3064.4 
47L9 

3633.0 
5963.3 
6563.0 
3559.4 
4576.5 
168. 

3679.0 
655.2 
527.5 

6536.6 
8452.2 
4619.9 
4222.7 
1512.8 

19299.9 
3D67.8 

2738.7 
64524.5 
73299.1 
339502 
23878.6 
19837.0 

Total 2094&4 25376.6 25648 2A085.7 27570.1 23580.5 2S356.4 27592. 29532.5 31259 

Sow= Awal CM Po Coun
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Table 9
AORICUITLURAL VALUE ADDED: 1.- 9 

pa* 
Corn 
coo 
SM269 
Othwe m 
Liftstod 
Folloy 
Foooby 

TOW 

im____ 

gm 
3481 
3036 

18035 
7486 
U99 
6743 

6177 

198 

i01 
4044 
3066 
3182 

19193 
93 

13821 
6151 

6391 

11944 
4563 
3053 
4053 
20585 
10394 
14777 
7351 

767D 

1m 

12225 
4272 
5221 
3286 

22775 
12436 
16790 
7541 

84546 

1994 

21417 
7710 

10975 
5329 
38039 
20876 
23116 
143 

39505 

1395 

29251 
10687 
8837 
3358 

46686 
24851 
27984 
10865 

62519 

1936 

21012 
9477 
7460 
3171 

46456 
25B34 
32705 

9874 

1559 

1997 

24M 
11551 
8582 
40 

47325 
29028 
36319 
10907 

170 

193 

226 
11646 

9554 
5098 

52266 
32730 
37227 
13121 

18938 

139 

355M 
=3 

11396 
6189 

60964 
39830 
44546 
12342 

226 

Sowm Cfud by Agriulmtwl Cr& Poky Cm4 
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Table 10

AVERAGE ANNUAL INTEREST RATES: 980S
 

Year 

1980
 
.L"! 
192 

1983 

1984 


1986 

1987

1968 


198 


So= Asim Devopment Bank 

Rate 

0.152 
0.182 
0.193 
0.26, 

0.173 
0.133
0.160 

0-M9 
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Table 11 
REGRESSION RESULTS 

Panel A-Palay
Constant 
Sid Err of Y Est 
R Squared 
No. of Observation 
Degrees of Freedom 

0.656312 
0304291 
0.516899 

10 
7 

X CoErcent(s) 
td Err of Coed. 

t-statistic 

laVA 
O.521067 
0.230635 
2.259269 

laeate 
-L00717 
0.433937 
-232102 

Pal B: Cocmaut 
Constant 
SdEr ofY Est 
R Squared 
No. of Observatio 
Degrees of Freedom 

5.736M 
0.284326 
0.69294 

10 
5 

X Coefficent(s) 
Std Err of CoeL 
t-stadsc 

laVA 
0.009668 
0.248314 
0.038937 

IcRae 
-1.13388 
0542501 
-2.09010 

DVI 
.024482 
0331638 
-0.73821 

DV2 
L278363 
0 1 
3330272 

.Pawl a Other Crop$
Constant 
Sid Err of Y Est 
R Squared 
No. of Observations 
Degrees of Freedom 

3831915 
0.259023 
0.497376 

10 
7 

X Coefficient(s) 
Sid En of CoeL 
t-sttsc 

0.482M77 
0.1 
2511074 

o.06471 
03538M 
0186 

Panel D Fsuhey
Cotant 
Sid E rof Y Est 
RSquared
No. of Observatoos 
Degrees of Freedom 

-139612 
0319254 
06suo 

10 
7 

X Coefficient(s) 
Std Err of Coef. 
t-*U* itie 

laVA 
o807456 
0.223424 
3,UM 

I~t 
40M4 
O.42381 
.1318 
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Table 11 (cooaz) ___ 

Panc. E. Corn
 
Constant 
 -3.47234
Std Err of Y Est 0.296632 
R Squared 0.751759 
No. of Observations 10
Degrees of Freedom 7 

laVA InRateX Coeflicicnt(s) 0.821340 L M02723Std Err of Co. 0.1886 O.400960t-stadstic 4355479 -2.56194 

Pajel P: Sugar
Co, zaw 8.319149
 
&dEr of Y Est 0.59354

R Squared 0.679814
 
No. of Obse ations 
 10 
Degrees of Freedom 6 

JaVA laste DV1X coeffcient(s) -. 13441 -1.07788 "L95Std Err of Coef. 0.211322 034268 -0.170424t-suati -u0.63608 -3.15107 -3.49440 

Panel G: ULVetock
 
Constant 
 9.192554 
Std Err of Y Es 0283984 
R Squared 0.056163 
No. of Observations 20 
Degrees of Freedom 7 

laVA laRateX Coeficient(s) -0.07196 0.225803
S:d E.-. of-Co:. 0.267571 03 •
t-tatist 4429429 0.5837267 

Pod H: Foresby

Comtant 
 14.75864
Sid Err of Y Est 0.223960 
R Squared 0.538391 
No. of Observations 10
Degrees of Freedom 7 

laVA hastsX Coefficient(s) 4.63652 0.810492
Std Err of Cod 0.292384 0317594
t-statislic -2.17699 2=W51975 

NHoW INVA a Wn fopt&m o(,,)e e44e; kbie , ofww p inem DYR - I h"wame,p."aw Dv2I I w' MS newm hrhrulue ,L 

48 



Table 12
SIMULATIONS ON THE DEMAND FOR AGRICULTURAL 

PRODUCTION LOANS
 

Panl A. Sensitiity to Eroaso 
CAllacra Value 


Rate Eastcity of Demand for .ans 

Default Parameter 

Collateral Premium Over Loans 
Percen of Pre-CARL Collateral Value 
Percent Increase in Rate 
Percent Change in Loan Demand 

Pawl B: Sensitivity to Loan Detan 
Paramctcr 

Rate Elasticity of Demand for Loans 
Default Parameter 
Collateral Premium Over Loans 
Percent of Pre-CARL Collateral Value 
Percent Increase in Rate 
Percent Change in Loan Demand 

Panel 0 Sensitivity to ColatcraJ 
Prcmium vis-v avs 

Rate Elasticity of Demand for Loans 
Default Parameter 
Collateral Premium Over Loans 
Percent of Pre-CARL Collateral Value 
Percent Increase in Rate 
Percent Change in Loan Demand 

-L06 -I.06 -L06 
0.1 0.1 0.1 
125 125 12 
0.9 0.8 0.7 
9.26 182 27.78 
,983 .19.66 -29A9 

L06 1.06 -1.06 
0.1 0.2 03 
1.25 1.25 1.25 
0.9 0.9 0.9 
9.26 22.73 44.12 

-9.83 -43 46 

-1.06 -1.06 -1.06 
0.1 0.1 0.1 
1.25 1.1 1 
0.9 0.9 0.9 
9.26 733 6.25 

-9.83 -7.78 _6M 

Note: Benchmark formal sector intimrst rate Is16%. The benchmark production loans to ap'icultul sector 
su29= cdl3a pesosinUS ThM anber ecudes the !oas prazed by avings ad loas instiiadons.On the basis of the amount of loans panted by instutions the amount rached 35,290.0 million pesos in 18 

axeding to the ACPC, 
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Table 13PRODUCTION AND REAL INCOME EFFECTS OF A
DECLINE IN AGRICULTURAL CREDIT (%)
 

Percent Cange 

Farumlag 4.70
Oter Primay Sectors -3.79MilliUw 0.40Food. Beerages 0.68Manufacturing 1.02 
Resto ImNdstuy 03'.
Servces 1.97 

Reg IncomChange 
(mon pesos, 1988 prices) .1906-26 

i.Q7
 

so 



Table 14
EFFECTS OF PRODUCTION AND PROFIT SHARING SCHEMES 

Book Case CARL 
Sec. 32 

Change 

Real Income 
-0.097 

(billif 199 pesos)
Private 

65.26 
109.5 

86S.24 
109,8 

-0.027 
-70 

Govermmenw 

Produaton 
 Chanc 
~op "-0.001 

ILveaock 1264 

Forestry. LoP .0.W 
y ning -0.107
Coconut Oil -0.172Feeds L083
Food, Bevenges, Tob 0359
Tekik,Apparel -0246Wood Products -0.149 
Chemicals -0.137Petro!eum -0.093
Non-metallic prods. -0.117
Metallic prods. -0.048
Fabricated metals -0.102Machineries -0.181
Ectric Machinery -0.187
Transport equip. -0186

Otber manufacturing -0205
 

S4131 
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Table 15
 
CORN USE ATD SUPPLY: 1987.1989
 

(to thousand metric to) 

Panel A.Use
Year Season Feed Use Other Use 

987 1323.00 4 0 

1988 
Low 
Hi 

1082.00 
1460.00 

a96.20 
1005.10 

1LW
•Low 

Low 1194.00 
ILO

2237.00 

80730 
997.60
799.90 

Low 51.71 42.83 
198 High 42.20 29.05 

1989 
Low 
H's)
Low 

56.96 
4O9 
54.80 

38.51 
28.45 
35.43 

Panel B: Supply
Year Season Production Imports 

187 High 3299.00 0.0 

8 
Low 
High 

1083.00 
3345.00 

56.0 
0.00 

1989 
Low 
Hish 

1077.00 
3412.00 

25.00 
0.00 

Low 1083.00 176.00 

(In Percent)
1987 High 97.28 0.00 

S 
Low 
H;69 

5.L75 2.63 
C0 

1989 
Low 
H. 

5138 
97.29 

1.19 
.00 

Low 47.9 7.0 

Source o(Bask: Da"u Daly (199)
~BAS 

Storage TOW 

953.60 
114.40 
99430 
95.00 

98.40
220.q 

3391.40 
2092.60 
3459.,0 
209630 
3507.O0225q7.40 

5.47 - 100.00 
28.74 
4.53 

2S.47 
9.77 

. 

100.00 
100.00 
100.00 
0000 

Bei'S Stock Total 

92.4 
95 
114.4 
9943 
95.0 
99.4 

339140 
2092.6 
3459.40 
209630 
3507.00 
2257.40 

2.72 
45.57 
331 

47.43 
2.71 

44.23 

100.00 
100.00 
l0..tO 
100.00 
100.00 
200. 
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Tablc 16
 
SELECTED PATTERNS OF COP - USE/SUPPLY
 

Year Scam 

1987 High 
Low 

1988 High 
Low 

1969 igi 
Low 

Average 
C2 or 3 low 
sasons) 

(in percent) 

Seasonal Distribution 
of Corn Use 

Shut STD 

55.01 5.01 
44.99 
55.01 5.01 
44.99 
54.99 4.99 
45.01 

Shares of Incrmt 
alLow 

Storag to Imporu Sew 
Season to Annual us

Use Use 

39.12 0.00 
5.78 1.27
 

4034 0.00
 
4.75 056 23.10 
39.o 0.00 
10.83 3.87 35.60 

7.12 190 2935 

53
 



Table 17
3-YEAR AVERAGE PATrERN OF CORN USE AND SUPPLY 

(in thousand metric tons) 

Panel Au Use
Year 

1997-198 

(in Percent) 

Season 

High 
Low 
Year 

HIgb 
Low 

Feed Use 

143133 
1171.00 
260233 

41.46 
54.50 

Other Use 

1039.17 
834.47 
8733 

30.10 
38.83 

Stag 

92.10 
14330 

1125.40 

28.45 
6,67 

Total 

34.60 
2148.77 
560137 

100.00 
100.00 

Panel B: Supply
Year 

19-7-9 

Season 

H0 
Low 
Year 

Production 

'3352.00 
101.00 
4433.00 

Imports 

0.00 
85.67 
85.7 

Bc-lng Stock 

100.60 
962.10 

1082.70 

Total 

3452.60 
2148.77 
560L37 

(in Percent) 
High 
Low 

97. 
5031 

0.00 
3.99 

2.91 
45.71 

100.00 
100.00 
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Table 18
 
COMPUTATION OF PRICE AND OUTPUT EFFECTS
 

A: Assumptions 

L Demnnd Elasticiy (ETA). .. 00 
2. Supply Elasticity (EPS) - 0.3G 
3. Storage to use during the low seaso - 7.00 
4. Imports to annual use w4hout storage 2.00 
5. Incremental low season corn use - 30.00
 

(see Table C2 for the above shares (%) and io,=MeDn use
 
6. World Corn Price - 5000/ton; exchange rate a P28 to US$ 

B: Notations, Structural Equations and Equilbrium Conditions 

x1- change in the farmgate price highsesoa 
x2 - change in the farmgate price low seaso 
C1 - corn use high season 
C2 a corn use low season 
01- corn production high season 
02 - corn production low season 
del - change ig 
M1 - corn imports high season 
M2 - corn imports low season 
Si - corn storage high season 
S2 - corn storage low season 

(1) S2 - .07C2 
(2) MI - 0 
(3) M2 - .02"(Cl+C2) 
(4) del C2 - 3') 

Equilibrium Conditions: 
(1) S2' +1+M1.C.Sl.0 
(2) S1 + 02+ M2-C2-S2 -0(3)Ca ..53-(Cl +C2). ao 
Adding equatio (1) and (2)- mm A 

(4) 01+02 M1+M2. (CC2). - S2 - 0 

Taking the total differentia ot (4) and (3), vobte a 

(5)OQlepsW'x + 'psZ'.98(Clea'x')+(c2eaM2))).:2L 
(6) .4 Clets*xl - .5eax2 + 9.6 - 0 

: Solution (Rate of Increase In Farmugte Prkes) 
Soving (5) and (6) for xl and a we obtan:
 
Hih Season a 0.04
 
Low Season - -0.05
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Table 19 
COUNTERFACTUAL VALUES WITH THE MARKEIING REFORMS 

Panel A-Use 
Year Season 

193749 High 
Low 
Year 

(In Percent) 
H*%h 
Low 

PAD-si B: Supply
Year Season 

1987-89 gh 
Low 
Year 

(In Pecent) 
High 
Low 

Feeds & Other 

38L43 
2111.84 
449327 

6739 
9.7 

Production 


3388 1 
1063,80 
4452.05 

95M8 

4613 

Imports 

0.00 
89.87 

89.87 

0.00 
3.90 


Stored Total 

11255 
19438 

1346.93 

3533A 
230622 
5840.2 

32.61 
&43 

100.00 
100.00 

Begin'g Stock 

145.73 
112.55 
12928 

Total 

3533.98 
2306.22 
84020 

4.12 
4936 

100.00 
100.00 
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Table 20 
SUMMARY OF EFFECTS 

Increments Rates (%) 

Production 
Use 
Storage 
Imports 

Supply 

19.05 
17.30 

22153 
4.20 
236 

0.43 
039 

1968 
4.90 
426 

Benefits (in million US dollars) 

Production 
Producer Surplus 

User Surplus 
Net Impacts

Addi corn output at other sectors! expense
Add'l corn output not at other seco's e3pens 

3.40 
1154 
-3.88 

7.66 
I.06 
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Tble 21 
PHILIPPflJE SHARE IN THE WORLD BANANA 

Year 
RP Exports 

(OO mt) 
World ExporUt 

(000 mt) 
RP Share 

()M 

190 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
18 
1989 
1990 

922.7 
868.6 
926.7 
643.4 
799.7 
789.3 
855.7 
775.0 
866.8 
851.0 
850.0 

69043 
70473 
7060.5 
6292.1 
7011.5 
713 
7514.8 
7974.6 
7882.0 
8167.7 
9026.0 

13.4 
123 
13.1 
10.2 
11.4 
11.1 
11.4 
9.7 

11.0 
10.4 
9.4 

Average 11.2 

Source: FAO - CC?: BA 91/6 
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Tabe22
 
BANANA IMPORTS, 1Y COUNTRIES
 

(000 tons) 

Other Sau" Other
Year EEC us Jan DCi Korea Ambia LDCg 

10 236 2147.1 72&G0 827.6 L5 133m3611 , 2375.5 224L 7079 767.5 5.0 138.0 59M
On 2302.9 2374.0 757.9 702.8 L.4 .145.7 455.401983 2178.6 2257.0 575.9 672.0 0.8 147.5 2!M001964 282.0 2375.0 6823 768.9 7.8 126.2 30.70S2335.5 2772.0 680.0 824.1 0.8 85 3370
18 2467.0 2815.7 764.6 794.3 3.7 58.1 376L7 2582.3 2735 774.8 912.0 9.5 1632 399.20
9 27S3.7 27M.0 760.4 8972 129 172.8 40O1m9 2957.7 2760.0 773.7 1074.3 21.2 156.3 416801990 3230.5 2M. 757.5 1155.8 60.0 169.0 421.00 

Sow= FAO - CCP. BA 91/6 
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Tabl 23 
PFHIM'INE MARKETS FOR BANANA 

(000 tons) 

Year Jqm 
Saudi 
Arabia Cina Hog Kong World 

0 
981 

16 
1984 
198 
19M6 
197 
1N 

19 

6.7 
327 
621.3 

4S.7 
392 
597.9 
647.5 
6M4 
639.1 
655.5 
645.0 

14&4 
124.9 
ll&l 

73.5 
M705 
783 
77.7 
64.3 
72.7 
5L8 

104.8 

17.2 
5.2 
13.5 
2.8 

50.4 
32,9 
34.9 
37.3 
31.0 

922.7 
868
920. 

643.4 
'M.7 
7893 
855.7 
775.0 
866.8 
8510 
850.0 

Saw= FAO - CCP- BA 91/6 
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T"bl 24
 
BANANA DPORT HECTARAGE (hectarn)
 

Arta Plante 
Authorind 

Tagum AgVl. Dcvt Co. 
Davo Fruits In.e 
Stanmrk:6 Smal Grower' 
H jo Plantabons Inc. 
Twin Rien 
Marsman Estate Plts 
AMS Farming Corp. 
Wadecor 
Checkered Farms. Inc. 
Evcr,,een Farms 
Golden Farms 
Daiood Farms 
Farmington Agpo-Dcvekpe 
Lpanday Agril. & Dew. 
F.S.Dizoa & Sots 
Guibing Agri & Dcv. 
Napunps 
Soriano Fruit 
Cadcco Agro-Dcv. 
Mi. Apo Fruis Corp. 
S.flU. Agri. DcvL 
Sarangni Agi.
Carman Fruit 
Nova Visa MIjt. & Dm. 
Eden Corp. 

Area 

5625.00 
3474.00 
3228.86 
1350.17 
1001.77 
944.00 
9U7.00 
907.00 
870.00 
840.00 
741.36 
629.58 
619.00 
575.2. 
58,00 
493.64 
245.43 
230.00 
194.28 
180.00 
17W9 
160.52 
1U0.00 
10800 
50.00 

1988 

5317.0 
1770.0 
32)0.0 

na. 
a. 

949.0 
907.0 

0.0 
810.0 
840.0 
741.0 
623.0 
523.0 
575.0 
520 

493.0 
0.0 

230.0 
171.0 

0.0 
176.0 
160. 

. 
0.0 

34.0 

1989 

5334.0 
1871.0 
3 . 
nAL 
DA. 
949.0. 
9M0 

0.0 
8.0 
840.0 
7410 
623.0 
523.0 

'575.0 
".0 

493.0 
0.0 

23O.0 
171.0 

0.0 
176.0 
1I0. 
2 

0.0 
28.0 

As of 6/30 

5334.0 
1887.0 
320.0 
Ua. 
naL 
949.0 
867.0 

0 
i10. 
840.0 
741.0 
6 
523.0 
575.0 
520.0" 
493.0 

0.0 
230.0 
171.0 

0.0 
176.0 
160. 
150.0 

0.0 
48.0 

Total 24259.57 182A9.00 
47.5 

183.M.00 
46.4 

1M.00 
463 
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T"bl 25
 
BANANA HECrARAGE UlUZA-TION 

Tapm Agi'L Devi Co. 

Davao Fruits. ic. 

Stanfiko SmaI Grows 
Hjo Plantat;ons, La. 

Twin Rivers 

Marsman Estate PlaM's 

AMS Farming Corp. 


W ccrC.O.

Checkered Farms, Inc. 

Evergreen Farms 

Goldcn Farms 

Diamond Farms 

Farmington Agro-DcVpa 

Lapmnday Agril & Dew Corp

F.S.Dizou & Socs 

Guihing Agril. & Dcv. 

Napungas 
Soriano Fruits 
Cadec: Agro-Dew. 

ML Apo Fruizi Corp. 

S.E.L Agi. Devi 

Saangaw ArL. 

Caiman Fruits 

Nov. Vista Mg. & Dev. 

Eden Cor 


Avrage 

ma. "data a avR b c.o.A ,Mudop'atiom 
Sour ]06 

1988 


94.52 
50.95 
99.u 

IIn. 
100.5 
100.00 

100.00 

10000 

99.95 

9895 

84.49 

100130 
93.19 
99.87 
C.o. 

lo.o 

88.02 
Co, 

99.47 
99S8 
10.0 

C.. 
600 

93-5 

1989 L90 

9483 943 
53.86 5432 
99.11 99.u 

W.n a+ 
uRn. uDa

100.53 100.53 
99.56 " 
C..CAL 

100.0 I00.0 
100.0 100.0 
99.95 99.95 
98.95 995 
84.49 84.49 

100.00 100.0 
93.19 93.19 
9987 99*7 
c.o. C.o. 

100.00 100.00 
8M am 
co. co. 

99.47 99.47 
99.A 99.6 

100.00 10000 
o. co. 

5&.O 9&
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Table2 
BENEPFrF OF MAINTAINING AN 11 PERCENTSHARE IN THE 

WORLD MARKET 

Projected Exports Additocal Hlctarfge Value NetYear Womld RP RP Share Used (mis ) 	 Bcmfits 
(MIRS) 

1992 10073.9. 1007.4.. 100.7. 23091.7 73.5 7.41993 1075L2 1075.1 107.5 23410.0 78.5 72
1994 11492.8 11493 .114.9 23758.6 83.9 &4
1995 122.7 1229.9 123.0 24137.4 89.8 9.0 
1996 131689 1316.9 13V7 24546.4 96.1 96 

L Prese Value at 15% d&scunt - 27.8 
2. The benchmark share of RP In the world marlet is9 persat
3. Tbe priceo abaana is730 US dolar per toe. 
4. Y'eld is 47 tons I= hectare. 
5.Projected world exports - 7123.942-LgL248"t +32.167t2 

(R-squarcd - 90%).
6. Bcnws claim is 10% of Wue of addioctal exports due to the opportunity ca of the addidocal bads plamed toemported banna. Also the forecast model use fail to capur the possible fluctuation an world demand for bananas due 
to basiam cycles. 
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APPENDDC A 

THE COMPUTABLE GENERAL EQULRIUM (CGE) MODEL 

ANALYTJCAL FRAMEWORK 

'the analytical framework that is used in "rnalyzing aiff and tax reforms was the computable generalequilibrium (CGE) model of the Philippine economy. The CGE models are approprite for analyzingsimultaneous policy changes such as the tariff reform. 

The version of the CGE methodology that is used here is due to Shoven and Whalley (1984). Underthis, "the general equilibrium structure  (is conved) from an abstract rcprescntation of a hypotheticaleconomy into realistic models of ..., the Philippine economy by specifying the economic functions of the modeland assigning values to their p.,.rameters in a manner which enables the model to replicate a benchmark generalequilibrium data set of the economy. The calibrated model can then be used to compute policy impacts. on aspectrum of concerns ranging from employment, capital use, productivity, economic efficiency to incomedistribution. An appropriate computer algorithm is used to solved for general equilibrium prices. Two sets ofgeneral equilibrium prices are calculated. One involves the basecase policies and the other equilibriumincorporates the changes in the prevailing policies. The two cquilibria arc then compared in order to calculate
the economic 	impacts of the policy changes. 

ANALY77CAL STRUCTURE 

the amount produced of the import substitutCe j

the amount produced of the exportable j


V~~ 	 thevalue added in sector j

the intermediate input requirement in sector j

the use of variable capital in sector j

the use of variable labor in sector j

the amount of f&xed factor in sector j

the amount of intermediate input i used in sectorj 

W. 	 the profit in sector j

the amount produced of the composite product of the import and the import substitute
 

- the amount of im.port used in producing the composite good
Oj the emount of the import substitute used in producing the composite good j
P - factor substitution parameter in sector j 
a - share of variable capitalto d etot value in orj 

a share of labor to total value added in sector j- the amount of intermediate input i per unit of output In secto j
- share of the import substitute in total cost of producing the composite good j

J'j - Amington sub.t*', .*'"h elasticity parameter 
a - the exchange rat 
Yo - the government's .ncome 
Tm - tariff revenues 
T o taxes 
?4[STG  net lumps sum income transfers to the government
1! 	 capital inflows 

the ariff rae on Importegood j 

See Shoveu and Whalley (1964), journal of Eolmk L.eratm v.. 
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V4* the world price of imported good j 
W, the prie of labor services 

V 	the world price of exported good j

the foreign exchange earnings of sector j
 
trade deficit
 

BP - balan..e of payments 
r - price of capital services 
PC - the price of the composte good 
NUT - net lump sum income transfers to persons 
L andPK - labor and capital endowments of the economy 

Emnionsof the Mode! 

L PADodon SWda 

7j-T.S S -IA .(A.1) 

-a Aij.s(1-aj-1j 	 (A.2) 

" " 	 .(A.3) 

. &,- .,, 	 (AA) 

N
 

(4.5))IPs~ 	 N0 
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TE- pa (A.,.,4) 

I FPorvi 7~dwndMUawdw Prprwnts 

(Al*S 

N.D-T (Alo6 

BP r-7 -) (A.-1 

4. c,t Equb(um Condi"u, 

The general equilibrium cnditions of the model am the follovAW 

(a) zero profit conditions in all acivit 
(b) market clearing conditions in all commodities and wsvkes 
(c) zero fiscal deficit; 
(d) balance of paymcnts condition. 

The model is syed usiq the MS/GE compxe algork= 

oo1 Modal Vcmdon 

Except for the simulations involving CARL-collaeral and VAT, the COE model ued Is fo a 2-sector 
Philippine economy. This model was developed by the authr for auyznM les U buse yar of thetarlff 
model Is19S9. It models the Philippl eS as a price taker Inworld markes. It feate Imperfect Au tiato 
between imported and domestic goods. 

For the CARL-€ollacera| and VAT simulations, the COE model used is that for a 7-wor COE model. 
The base year of the model is 1988. The Philipines is also a pdrc-tkcr inworld markets Howler Imported 
and domestic goods are perfect substutes tor eu ot er. 
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APPENDIX B
 
EFFECTIVE TARWF PROTECTION RATE
 

The effective tariff protection rates or ETPR are computed using the 1983 input output data and thevector of book tariff rates associated with the 127 input-output table. The following assumptions are made In
computing these rates. 

The only distortions prevailing are tariff policies.
2. The country is asmall-open economy.

3.- Thar¢are n1 traded goods and ,2home~ooAs nl+,2.n

4. Output effects impacts on marginal costs of homegoods of tariff policies are negligible. 

Using the following notations, we now formaly define the ETPR. 

o - the vector of domestic output produced
0'- the vector of output produced under a free trad regim
 
p - the vector of domestic producer prices

M - the vector of marginal costs for homegoods
 
z - the vector of exogenous world prices of traded goods

V a the vector of domestic value added
 
N" - the vector of world value added

A  the matrix of input-output transactions in producer prices dimension (n by n)a  the matrix of intermediate input requirements &erproduct unit; dimension (a by a)
t - the vector of tariffs; - 0 for homegoods
T - the set of traded goods 
H - the set of homegoods 

The distorted domestic value added equations are: 

rpa.,j - A'U V S-4,.,, 

J5 ""(4 V odI,vded 

Pi - Y5 leiV 

The free trIa value added equations are 
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where the variables with prime refer to their free trade values. 

The effective tariff protection rate is calcWlted as 

Ei - V

1 -1 VJr.t (T.3) 

Sic output effects and impacts on marginal costs of homegoods of taif poticies arc smna as ass ed, then 
the effective tariff protection rate can be approximated by equation (3)where we substitute the free-trade outputs
of goods and services and marginl costs of home goods with their corresponding auf-disto ted amounts. 
Equation (T.4) below is the formula that was used in computing ETPR.. 

ETPR -l v _-,, 

-iV 2 
(TA) 
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APPENDDC c: SDhfU1AMTON RESULTS -
ASA ECOANAL - 5/2/91 

Case: Beach Reforms 

YU.PRI .7E+08 8.7E+08 
YP-MITL 33052000 3352700 
YP-FABM 14845200 14845200 
YP-MACH 7644030 7644240 
YP-ELMA 3S329800 3533150 
YP-TRNS 4020080 4020120 
YP-OMAN 6589570 689630 
YP-SERV 7.6E+08 7.6E+08 
YC-CRPS 1.6E+08 16E+08 
YC-LIVE 71985900 71992200 
YCRSH 55409000 5409600 
YC-LOGS 18901600 18901700 
YC-MNE 21979200 21979300 
YC-COCO 36822700 36S22400 
YC-FEED 29633900 29632800 
YC-FDB'v 2.7E+08 2.7E+08 
YC-TXAP 89917300 89918400 
YC-VDPR 59699300 59698900 
YC-CHEM 70895300 70898000 
YC-PETL 87168700 87167700 
YC-NMMP 15532600 15532400 
YC-METL 47171000 47171400 
YC-FABM 191M4300 19154100 
YC-MACH 30601800 30601200 
YC-ELMA 34641100 34641200 
YC-TRNS 23607600 23607000 
YC-OMAN 23862800 23862100 
YC-SERV 7.0E+0S 7.OE.08 
M-CRPS 12319900 12319500 
M.LIVE 378492 37 
M-FISH 928982 928956 
M-LOGS 758891 7-%878 
M-MINE 8151720 8151610 
M-COCO 
M-FEED 

640593 
463090 

64M05 
464 0 

M-FDBV 9917360 9916940 
M.TXAP 139676W0 L967400 
M-VDPR 875540 8755340 
M-CHEM 30780100 30784000 
M-PETL 34684200 34683100 
M-NMMP 2167720 2167650 
M-METL 22045800 2204 
M-FABM 3896950 3M60 

;Ptrr 

Percent Change 

0.003 
0.002 
0.000
 
0.O02
 
0.005 
0.01 
0001
 

-. 001
 
-0.001
 
0.009 
0.001 
0.001 
0.000
 

-0.001
 
-0.004
 
0.002 
0.001
 

-0.001
 
0.004 

-0.001
 
-0.001
 
0.001
 

-0.001
 
-0.002
 
0.000 

-0.003 
-. 003
 
-. 002
 
000 
0.009 

-0.003 
-. 002 
-I01 
00 
0259 

-0.004 
-. 001 
4.0 
0.013 

-0003 
.0.003 
0.000 

4.02 
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APPENDIX C (Cocea) 

Cae: - Bench Reforms Prent Chue 

M-MACH 21653200 21652600 -0.003 
M-ELMA 16774000 167370 4002 
M-TRNS 17382600 17382100 -0.003 
MOMAN 14727500 14727 -0.003 
M-SERV 28694800 286000 .0.006 
X-CRPS 11410600 11411100 0.004 
X-LIVE 11I8.3 11512.6 0.037 
X-FISH 7640800 7641220 0.0O5 
X-LOOS 225923 225M9 0.003 
X-MINE 10786500 1078700 0.005 
X-COCO 10042400 10O42800 0.004 
X-FEED 1402100 1401800 -0.021 
X-FDBV 11361100 11362200 0.010 
X-TXAP 17562100 17563100 0.006 
X-WDPR 15919700 20500 0.005 
X-CHEM 7124640 7124980 0.005 
X-PETL 3013 3013780 0.004 
X-NMMP 1080 61350 0. 
X-METL 10453300 10453600 0.003 
X-FABM 422319 422325 0.001 
X-MACH 1656780 1656870 0.005 
X-ELMA 209?7300 20928600 0.006 
X-TRNS 1125930 112960 0 
X-OMAN 1933200 1933270 0.004 
X-SERV 1IE+08 LE+08 0.002 
FOREX I 1 0.000 
U-PRI 1 09994 0.005 
U-GOV 1 0.999956 .0.004 
VF-LABO 1 0.99997 -002 
VF-CAPI 1 0.9999"4 -0.oO3 
FF-CRPS 1 0.999984 -002 
FF-LIVE 1 0 0.015 
FF-FISH 1 1.00001 ' 0.001 
FT-LOGS  0.999994 0.99964 -001 
FF-MINE 0.999999 .10 . 

- F-COCO 1 0.999982 4002 
FF-FEED 1.. 0.986 0111 
FF-DBV 1 1.oooo5 o.oo5 
FF-TXAP 1 100 0.02 
FF-WDPR 1 1 0.000 
FF-CHEM 1 09991 -0.009 
FF.PETL 1 .10 01 0.001 
FF-NMMP 0.99999 O.99971 4003 
FF-METL 1 0.002 
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APEmDDC C (Ccoor) 

Case: Bench Reforns Percent Change 
tF-FABM 
FF-MACH 
FF-ELMA 
FF-TRNS 
FF-OMAN 
FF-SERV 
PG-CRPS 
PC-LIVE 
PG-FISH 
PG-LOGS 
PG-MINE 
PG-CO)CO 
PG-FEED 
PG-FDBV 
PG-TXAP 
PG-WDPR 
PG-CHEM 
PG-PETL 
PG-NMMP 
PG-METL 
PG-FABM 
PG-MACH 

1 
1 
1 
1 
1 
1 

L23789 
122578 
1.19562 
L13191 
1.0534 
124751 
L.1474S 
126733 
L2958 

23053 
L14496 
1.11149 
157 
1.1146 

L21413 
LD676 

0.99997 
1OO0O1 

0 
0.9999 

0999992 
0.999952 
L23784 
122542 
1.19557 
L131S 
1=1 
1.2474S 

L.147 
L26724 
L29583 
1.23047 
114485 
L11145 
1.4725 
L11459 
L21411 
13671 

-0.003 
0.001 
ooo5 
-0.01 
-0.001 
-0.ms 
.0.004 
-0.029 
-0.004 
.0.003 
0.3 
00 

-0.039 
-0.007 
-0.004 
-0.005 
_.0010 
-0.004 
-0.003 
-0.001 
-0.002 
.0.004 

PG-ELA 
PG-TRNS 
PG-OMAN 
PG-SERV 
PM-CRPS 
PM-LIVE 
PM-FISH 
PM-LOGS 
PM-MINE 
PM-COCO 
PM-FEED 
IM'.-FDBV 
PM-TXAP 
PM.WDPR 
PM.CHEM 
PM-PETL 
PM-NMMP 
PM-METL 
PM-FABM 
PM-MACH 
PM.ELMA 
PM-TRNS 

L2655 
L19162 
1.1965 

1 
123789 
1.22581 
1.19562 
1.3191 
L08534 
1.247S1 
L14745 
1.26733 
1.29588 
L23053 
1.144% 

"L11149 
157 
L1146 

L21413 
1.13676 
120655 

19162 

1.2065 
L19159 
LI.965 

0.999957 
1.23789 
1.22S$46 
L19562 
1.13191 
L534 
1.24751 
L14334 
1.26733 

2998 
L2303 
..14464 
111149 
117 
1.1146 

L21413 
3 

L20655 
119162 

-0.004 
-0.003 
.4004 
-0.004 
0.000 
-O29 
0.000 
000. 
0.000 
0.000 

-03M 
00 
0.000 
0.00 
0 
000 
0.000 
00 
0.000 
0.000 
0.000 
0.00 
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APENDDC C (Cos) 

Case. Beach Refoms Percent Change 

PM-OMAN 1.19658 L1.50 0.O00 
PM-SERV 1 1• 0.000 
PX-CRPS 1 1 0.000 
IXIJVE 1 1 000 
PX-FISH 1 1 0.000 
PX-LOGS 1 1 M0.00 
PX-MINE 1 1 0.000 
PX-COCO 1 1 0.000 
PX-FEED 1 1 0.000 
PX-FDBV 1 1 0.000 
PX-TXAP 1 1 0.000 
PX-WDPR 1 1 0.00 
PX-CHEM 1 1 0.000 
PX-PETL 1 1 0.000 
PX-NMMP 1 1. 0.000 
PX-METL 1 1 0.000 
PX-FABM 1 1 0.000 
PX-MACH 1 1 0.000 
PX-ELMA 1 1 0.000 
PX-TRNS 1 1 0.000 
PX-OMAN 1 1 0.000 
PX-SERV 1 1 0.00 
CG-CaPS 1 099 -0.03 
CO-LIVE 1 0.999713 -0.029 
CG.FISH 1 0.999 .0.004 
CO-LOGS 0999M 0.999977 .002 
CO-MINE 1 0.9999 1 .00O2 
CO-COCO 1 0.9999 .0.004 
CC-FEED 1 0.99935 0.096 
CG-FDBV 1 0.9,,$ -0.07 
CO-TXAP 1 0.99990 -0.003 
CG-WDPR 1 0.999959 .0004 
CO-CHEM 1 0999616 -0.018 
CO-PETL 1 0991 -0O2 
CO-NMMP 1 0.999974 -00 
CG-METL 1 0999994 -0.001 
CGFABM 1 0.9995 40001 
CO-MACH 1 C0999992 -. 001 
CG-ELMA 1 0.999983 -.002 
CG-TRNS 1 0.999997 400 
CO-OMAN 1 0.999993 -0.001 
CG-SERV 1099959 -0.04 
TrR-GOV 3832000 38292700 -0071 
STR-GOV 294400 2944720 0.005 
GTRANS 3.54300 31.4300 0,000 
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Table C1 
MODEL TRANSLATION OF ASAP TARIFF REFORMS FOR 

EFFECTIVE PROTECTION RATE ANALYSIS 

1O sector 

_ 

15 
37 

_ I__ 

Number oT 
HS Unei 

38 
24 

GauE 

-. 8421 
-2166 

? ea 

20.79 
2O.3 

New 

20.61 
20.25 

Tabl C2 
MODEL TRANSLATION OF ASAP TARIFF REFORMS FOR 

COMPUTABLE GENERAL EQUELMRiUM ANALYSIS 

COE Model 
Secor 

Number of 

10 s cors 

_____ ____ 

Cange 

Taif Rite (%) _ 

Present 

_ _ _ 

New 

_ 

* 2 
7 

U 

4 
1 
9 

,046 
0.2333-

4OAM 

31.90 
203. 
23: 

31 
2 
23 
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Tale C3 
EFFECTIVE TARIFF PROTECTION RATES (%) 

Code Description 

Primary Apicuhute, Foru A Mining 

1 Palsy, In. 

2 Palsy, non*Ifr. 

3 Corn 

4 Coconut, copra made In farms 

5 Sugarcane 

6 Banana 

7Other f,,its & nuts 

8 Vegetables 

9 R'-otcrops 


10 Tobacco 

11 Fiber crops 

12 Coffee and cacao 

13 Other comm. crops 

14 Hogs 

15 Otherbvyetc & its prods. 
16 Chicken for meat 
17 Other poultry & its prods 
18 Agc'l services 
19 Comm. fishing. off and coast 
20 In'd fishicg & others 
21 Logging 
22 Other forestry act. 
23 Gold & other precious metals 
24 Copper ore 
25 Other metallic mining 
26 Sand, sone & clay quarring 
27 Otber non-mctallicm & q 

Procecsd Aiculture 

28 Rice A corn miing 
29 Sugar miling &re ing 
10 Milk processing 
31 Other dairy products
32 Crude coco.vc&/anml ogs/fats 
33 Refued (ckg) oil & margarine 
34 S1augbtg & meat pack'g plants 
35 Meat processing
36 Flokr & oth rpainmill 
37 Animal feeds 
38 Fruit & veg e 

Crmeat Propo d 

54.295 
.030 -030 
23.16 23.16 
39A6 39.46 
65.04 65.04 
62.82 62.82 
54.14 54.14 
43.10 43.10 
423 42.35 
5436 -5436 
31.62 3162 

1"3.10 113.10 
33.4 33.45 
2802 29.17 
25.12 24.96 

147.04 148.23 
49.26 49.33 
-0.73 -0.73 
32A3 32.63 
32.51 32.51 

4.81 481 
3290 32.90 
9.61 961 
9.75 9.75 

10.04 1004 
17.29 17.29 
1633 163 

2751 275.1 
11184 1U 4 
301 3035 
39.16 39.16 

104,89 1049 
47,64 47,4 
2296 209lo 

29M 2M. 
4693 4693 
1497 12.60 

101.53 101.53 
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TAb C3 (Co 'a) 

Code Description 

39 Fish preparations 
40 Bakery prods. ind. noodles 
41 Cocoa prods. & confectionry
42 Coffee, ground or instant 
43 Desscated coconut 
44 Ice, except dry ice 
45 M c. food mfs., n.e.c. 
46 W'ne & liquor
47 Brewery & malt prods. 
48 Soft drinks & carbonated water 
49 Cigars & cigarettes864864
50 Tobacco leaf processing 

Indus"r 

Carent 

20L55 
91.02 
65.87 

156 
-162 
11368 
4821 
76.24 
4L% 
8283 

58. 

Proposed 

201.55 
91.02 
657 

156.55 
-1632 
113.68 
4821 
76.24 
4158 
82.83 

53 

51 Textile mill prods.
52 Knitting miU prods. 
53 Other made.up textile pods
54 Wearing apparel 
55 Footwear not rubber/plw/wood
56 Lumber, rough or worked 
57 Veneer and plywood 
58 Other wood, cork & cane prods.
59 Pulp, papes & paperboard 
60 Converted ppr & pprbrd prod
61 Publishing and printing
62 Leather & leather prods.
63 Rubber tires & tubes 
64 Rubber footwear 
65 Other rubber prods.
66 Fabricated plastic prods. 
67 Drugs & medicines 
68 Basic indust'l chemicals 
69 Fertilizer 
70 Plastic materials 
71 Pesticides, insec icdes, etc. 
72 Paints, varnish & rerd cpds.
73 Soap & synthetic detergents 
74 CosmcAics & toilet prcptns
75 Other chcmic.l prods.
76 Prods. of petrol, coke & coal 
77 Cement 
78 Glass & glass prods. 
79 O6e noo-metal ni prod 
0Primary iron & stel prods. 

37.84 
75.29 

U722 
86.19 

10164 
573.66 
2.4464 
63.61 

124,37 
78.20 
30. 
30.26 
62.94 

160.26 
50.Q4 

126.90 
10.63 
79 

-2.M0 
55.2 

-111.66 
25.95 
Sam 

143.92 
29.70 
255 

-17.92 
5700 
81.12 
25.47 

37.84 
75.29 

U7.82 
86.19 

10364 
573.66 
244.64 
63.61 

124.87 
78.20 
30M8 
30.26 
62.94 

160.26 
50.04 

126.90 
9A8 
7.9 

42.00 
55.26 
11.46 
25.95 
58 

143.92 
29.70 
25. 
17.92 
7.00 

2S.47 
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Tabe 0 (C') 

Code Descrip;.on Current Poosed 
81 Non-ferrous basic metal prods. 
82 Fabricated metal prods. 
83 Mach & equip no elect'l 
84 Electric ;,d'I mach &equip 
85 Elect'l appils & hwares 
86 Batteries 
87 Wires &wiring devices 
88 Scmi-conductor devices 
89 Misc €|cc equip, supp, sa 
90 Motor vehicles 
91 Othr trans ep/up/ac/rep sen 
92 Fumitu.s &ftaurcs.wood 
93 Furnitures & fixtures-metal 
94 Musical instrumeaos 
95 Artists' & office suppliecs 
96 Misc. mfts, n.e.c, map 

954 
93.41 
26.64 
4.96 

165.11 
8539 
45.75 
31.43 
59.15 

126.28 
2935 

101.21 
2374 
3380 
66.25 
4.99 

8.54 
93.41 
26.4 
45.96 

165.11 
8539 
45.75 
31.48 
59.15 

126 
29.35 

101.21 
23174 
338 
66.25 

4.99 

Sowce Curfent nomia rates wer 
Tariff CommissIo 1990. 

provde for by the 
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Tble C4
 
TARIFF RATES INTtM 20 SECTOR COE MODEL (%)
 

CGE Model Sector 
Co& Descrlpd 

1 Crops 

2 Itheock 

3 FWkrhes 

4 Foresty. Logging 

S Ming

6 Vegetable Oil& 

7 Anumal Feeds 

8 Food, Bcm*rap, Tobacco 

9Tcxtik, Appar. I ,at 
10 Wood, Paper, Pszk Rubber 

U Clemkals 
12 Peroleum Refining
P Non-metaii prods. 
14 Basic Metals 
15 Fabricated metal prods.
16 Machincrecxp. leel 
17 Ekctria 
18 Trnsporaton equipment 
19 Other manufacturing 
2 Serc 

12710
 
Sector 

1-138 

14-17 

19-20 

21-22 

2-27 

32-33 

37 

25-31,34-36
 
360384 

51-S.S 62 

5661,63"6
 
92.93 
67.75 
76 

77-79 

0-81 


82 

83 


%Mm 
94-96 

97126 


CWmz Proposed 

33AI 3361
 
390 390
 
2764 27.64
 
no6 18"6
 
12.06 12.06 
3497 26.67 
208 I= 

.44
 
40 4M 

SSAS 35A5 
327 22.71 

15.75 1.75 
22.22 	 2222
 
16.19 	 16.19 
30.25 30.25 
1932 19,32 
29.8 	 29.18
 

27
 
27.77 	 27.77 
000 00 
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Table CS
 
EMFCS ON SELECTED ECONOMIC MAGNITUDES OF LOWERING
 

THE TARIFF RATES OF A FEW AGRIBUSNE
 

Crops 
Livestock 
Fuhtries 
Forestry. LoSgn 
M g0.04 
Vegetable Oil 
Animal Feeds 
Food. Bvorages 
Textiles, Apparel
Wood, Paper, Plastics 
Chemicals 
Petroleum 
Noa-mctalic minerals 
Basic Metl 
Fabricated metal prods. 
Machineries 
Else. machineries 
Transport equipment 
Other Manufacturing 

TERMEDITE INK 

Pcoroduction 

0.000 
0.009 
0.0O2 
0.001 

0.000 
.059 
0.m 
O.003 
0.002 

4003 
0.001 
0000 
0.0020 

0 
0.002 
0.005 
0.001 
0.001 
4= 

S () 

Use 

001 
0.009 
0.001 
0001 
0.000 
40 
-004 
02 
0.01 
4001 
0.04 

4-001 
4 

. 
-04001 
4= 
0.0 
-. 003 
-. 003 
4.00 

Imot xot 

4003 4.04 
0.009 037 
4003 0005 
4.=O2 0.03 
-4001 O.5 
00 004 
0259 -021 

.0.0O4 00 
4001 .O06 
.00 0.005 
0.013 O.005 

-0.003 0.004 
-.003 0.003 
cam 0.003 

-0002 0.001 
-0 0.005 
-0.002 0.006 
4.003 
-0.003 0.004 
40006 0. 
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TabD C6 
EFFECTS ON SELECTED PRICES OF LOWERING THE TARIFF 

RATES OF A FEW AGRIBUSIES MTERUEDIATE
 

Sedw Prodoetos Use lupafl Ep" 

ctops
ILatock. 
larshegls 
Foru, Loggig 
Mihin 
vegetbl Oil 

4004 
.0M 
4004 
-0t03 
403 
405 

40M 
4029 
-004 
-0.002 
-.OO2 
0.04 

0.000 
-4"2 
0.000 
0000 
00 
o0o0 

400= 
0-M1 
•0.001 
-0.001 
O,03 

4M002 
Ani al Feeds 
Food. Beverages 

.0.39 

.O.X07 
-0.096 
0.007 

-358 
m 00 

111 

Textiles, App"r
Wood, Paper. Plasdca 
Cbemicals 
F "fnroum 

Non-metalic minerals 
Bask Metals 
Fabricated metal prods. 
Machinies 
Ekc machineries 
Tnnsport eqipmen 
Otber Manufaawin 
Serike. 

.0.f04 

.0 
400 
.0.0O4 
-003 
-0.001 

02 
4004 
-004 
-0.00 
4004 
4.004 

4003 
-0.004 
0.018 

-0,002 
003 

.0.001 
0.001 
4001 
-0.002 
40 
4.001 
.4.004 

OM 
0.000 
.O 
0 
0.000 
0,000 
00 
00 
0.000 
0.000 
0.000 
0.000 

0.00 
0.000 
-O.O09 
0U00 

400 
0002 

-0= 
0.001 
0.005 
4001 

.4001 
-0.005 

7,
 



APPMNDIX D - SIMUIATION RESUL13 
16% UNIFORM TARIFF RATE 06/10/91 

Caw: ASAP-B 16% Uniform Tariff Paceat Chang 

YU-PRI &7E+0 8.8E+08 138 
YU-OOV LIE+08 9913100 -9.8 
YP-CRPS LSE+e0 LSE+ 08 
YP-LIVE 71533400 71687000 0.21 
YP-FISH 61939100 6202000.23 
YP-LOOS 18268500 1294O0 0.11 
YP.-M rE 23349200 2377600 192 
YP-COCO 46066000 46677900 133 
YP-FEED 25722300 25762300 016 
YP-FDBV 26E.+0 26E+08 031 
YP-TXAP 89379 91029900 1as 
YP.WDPR 64844800 65107900 0Al 
YP-CHEM 42778100 42922800 034 
YP-PETL 4334 0 433672 0.06 
YP-NM)O 14105200 1458 .21 
YP.MI F 33052DOO 33363100 0.94 
YP-FABM 14845200 14621700 L1u 
YP-MAC I 7644080 7686080 055 
YP-ELMA 35329800 3709160 4.99 
YP.TRNS 4020080 400U60 447 
YP-OMAN 6589570 6461720 -1.94. 
YP-SERV 7AE+06 7AE+06 .. 4 
YC-CRPS L6E+08 L6!.8+ 0. 
YC-LIVE 719090 72178800 0.27 
YC-FISH 554090 55509100 0.8 
YC.LOGS 1801600 18925600 0.13 
YC-MINE 21979200 21969300 
YC-COCO 3682700 37191.500 1.00 
YC-FEED 29633900 29699600 0.22 
YC-FDBV 2.7E+08 17E+08 0.78 
YC-TXAP 89917300 9266400 
YC-WDPR 5969930 60147800 0.75 
YCCHEM 70695300 7106890 cm2 
YC-PETL 871670 866 0 -,7 
YC.NLMP 155326 s= 000 
YC-METL 47171000 47539900 0.78 
YC-FABM 19154300 19199600 024 
YC-MACH 30601800 3076250 0.53 
YC-ELMA 34641100 361823O 4.45 
YC-TRNS 23607600 24101600 29 
YCOMAN 2232500 3 00 .0 0.11 
YC.SERV 7.0E+06 6.9E+09 48m 
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AMWDC D (Co ,) 

Ca. ASAP.B 16% Unlform Taiff Pem-t Chang, 

M-CRPS 
M-UVE 

12319900 
378492 

134665 
4121=5 

931 
8 

M-FISH 92"82 986261 617 
M-LOGS 7891 764270 0.71 
M-MINE 8151720 792330 -206 
M-COCO 
M-FEED 

640593 
4630900 

707592 
468031O 

1D6 
1.07 

M.FDBV 9917360 11139000 1232 
M.TXAP 13967600 L5768200 
M-WDPR 8755740 9M1OM00 6.0 
M-CHEM 3GM010 3093410 
M-PETL 34684200 342600M -Lis 
M-NMMP 
M-METL 

2167720 
22045800 

2207770 
22207500 

IM 
0.73 

M-FABM 389695 41220 
M-MACH 21653200 21786000 0.61 
M-ELMA 167740OO 1 607 
M-TRNS 17380 17831100 28 
M-OMAN 14727500 14860 1 

- ISERV 
XCRPS 
X.LIVE 

28694800 
11410600 
115083 

27013100 
1572400 
117O15 

-A6 
YA2 
1.68 

X.FISH 
X-LOGS 

7640800 
225923 

774770 
228804 

1.40 
12 

X-MINE 10786500 11057100 P1 
X-COCO 
X.FEED 

10042400 
1402100 

103635O0 
1432610 

3;J 
248 

X-FDBV 1161100 158600 1.94 
X-TXAP 17562100 18489700 52 
X-WDPR 15919700 16400100 3.02 
X-CHEM 7124640 7290070 232 
X-PETL 
X-NMM 
X-METL 

3013650 
3 

10453300 

304970 
1097250 

105758C 

107 
147 
1.17 

X-FABM 422319 422090 
X-MACH 1656780 1688840 1.94 
X-ELMA 209273 6 6 
X-TRNS 11=.0 1145120 L70 
X-OMAN 1933) 1941490 .0 
X-SERV LIE+0 UIE OYJ 1.41 
FOREX 1 I O 
U-PRI 1 0.975 -247 

I1
 



APMMDX D (Cues) 

Case: ASAP-B 16% Ungorm Tariff Percent Change 

U.GOV 1 -2977228 
VF-LABOR 1 6 -1.11 
VF-CAPIT 1 G991354 ,086 
FF-CRPS 1 O.967392 -. 26 
FF.LIVE 1 0.99 -0.64 
FP-FISH 1 09386 .0.61 
FF.LOGS 0.999994 0.992577 -0.74 
FF-MINE 0399M999 102044 2.04 
FF-COCO 1 1.0178 L78 
FF-FEED 1 0.992417 -0.76 
FF-FDBV 1 099I,8 .037 
FF-TXAP I 115 Ls. 
FF.VDPR 1 0.996187 
FF-CHEM 1 0.996338 -037 
FF-PETL 1 0.99 0.73 
FF-N IP 0.999999 0.66107 .139 
FF-METL 1 1.01248 1.25 
FF-FABM 1 0 :96374 -3.62 
FF-MAOI! I 0.996968 .0.10 
FF-ELMA 1 L634 46 

FF-TRNS 1 0.9V,686 -L. ' 
FF-OMAN 1 O.9592 -4.10 
FF-SERV 1 0..A1fl4 -LOS 
PO-CRPS 123789 121 -1.60 
PG-LIVE 1227 I -14 
PG-FISH LIM UM -L. 
P0-LOGS 1.23191 LI176 -. 16 
PG-MINE L634 1.07372 -L07 
PG-COCO L.751 1.21L8 -2,32 
PG-FEED L14745 L12343 -2.09 
PG-FDBV 1.26733 42409 -US 
PO-TXAP 1.29588 1.24305 .4,0 
PO-WDPR 1-73M LIM -;37 
PG-CHEM L.4496 III -23 
FG-PETL 1.11149 1.09948 -1. 
PG-NMMF 1.15729 1136S2 -L7 
PG-METL 11146 111 -033 
PG-FABM 1.21413 LL997 ..-
PG-MACH 13676 1.117 -L74 
PO-ENIA I.265S 1.5 .435 -
Po-TRNS 1.LV'2 1 .V -2M96 
P0"MA4 _ _ _ _ _ L.1564445 
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APENDIX D (Cmin) 

Case.: ASAP-B 16% UIaorm Tuiff Pctt changm 

PG-SERV 3 0978716 -2.13 
PM-CRS L23'9 1i2 .10.17 
PM-LVE .,81 .L112 92 
PM-FISH A.1962 112 -6.9 
PM-LOGS 1.13191 LI2 -L76 
PM-MINE 1.0534 1.112 26 
PM-C'JCO 124751 1.112 -10.86 
PM-FEED L14745 L1 -309 
PM-FDBV 1.26733 1.12 -12.26 
PM-TXAP 1.29588 1.112 -14.19 
PM-WDPR L2303 112 -963 
PM-CHE.M 1.14496 1.112 -22M 
PM-PETIL 1.11149 L112 0.0S 
PM-NMMP 1.15729 LU2 -391 
PM-METL 146 .. 1.112 
PM-FABM 1.21413 1.112 441 
PM-MACH 1.13676 LU2 -2.18 
rM.ELMA 12065 L1 -784 
PM-TRNS 1.19162 1.112 
PM-OMAN L19658 1.112 -7.07 
PM-SERV 1 """ 1 0.00 
PX-CRPS 1 1 0.00 
PX-LIVE 1 1 0.00 
PX-FISH 1 1 0.00 
PX-LOGS 1 1 0.00 
PX-MINE 1 1 0.00 
PX.COCO 1 1 0.00 
PX-FEED 1 1 0.00 
PX-FDBV 1 1 .. 0.0 
PX-TXAP 1.. 1 0.00 
PX-WDPR 1 1 000 
PX-CHEM 1 000 
PX-PETL . 1 .00 
PX-NMM? 
PX.METL 

1 
1 

1 
1 

o00 
0.00 

PX-FABM . 1 0.00 
PX-MACH " 1 0.00 
PX-ELMA 1 " 1 000 
PX-TRNS 1 1 0.00 
PX-OMAN 1 1 0.00 
PX-SERV a0.00 
CO-CRPS 1 097m ., 446 
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APBDDC D (Coona) 

Casc ASAP.B 16% Unwform Tuff Petcat Chau 

CO-LIVE 1 0.9.5.1 -149 
CG-FISH 1 0.95627 -L44 
CO-LOGS 69i9 0 311. -1.19 
CG-MINE 1 - 00372 0.37 
cO-COCO 
CO-FEED 

1 
I 

0.7, 
osn72 

-2 
-227 

CO-FDBV 1- 0977943 2.21 
CO-TXAP 1 0.93"961 
Cc-WDpX 1 5402 .4.53 
CO-CHEM 1 073M -2.40 
CGoPETL 1 0.994685 .05 
CG-NMhI 1 0.978596 -2.14 
CG-METL 1 0.9971= 
CG-FABM 1 0.967488 -325 
CO-MA 1 0979077 -209 
CG-ELMA 1 O.935973 .. 40 
CG-TRS 1 0.93769 24 
CG-OM 0.93696 6.30 
CG-SERV 1 0.979599 204 
Ti'R-GOV 3 25901500 -32.41 
STR-GOV 294487O 28773900 -2.29 
O .ANS31504o 3143o0 0.00 
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APPENDIX E - SIMULATION RESULTS 
SECTION 32 CARL - LIVESTOCK 6.10-91 

Case: ASAP.B CARL Se€ 32 Perceat Change 

YU-PRI &7E+08 &7E.08 -0.003 
YU-GOV LIE+9 LIE+08 .064 
YP-CRPS LSE.08 LSE+0 4001 
YP-LUVE 
YP-FISH 

71533400 
619391 

72437800 
61863900 

L264 
4121 

YP-LOGS 1826&500 1824" -0.129 
YP-MJNE 2334920 23324100 -0.107 
YP-COCO 46066000 43960 0.172 
YP-FEED 25722300 2600060 L063 
YP-FDBV 2.5E+08 2.6E+08 0359 
YP-TXAP 89379M 89 90 -.0246 
YP.WDPR 64844800 64748300 -0149 
YP-CHEM 42778100 4271M -0.37 
YP-PETL 43342900 43302300 .093 
YP-NMMP 14105200 14088700 -=117 
YP-METL 33052000 33036000 048 
YP-FABM 14845200 14830000 
YP-MACH 7644060 7630230 -0181 
YP-ELMA 
YP-TRNS 

3S329800 
402O080 

35263600 
4012610 

-04187 
-1m 

YP-OMAN 
YP.SERV 

6589570 
7.6E+06 

6376090 
7.6E+08 

.05 
-0.131 

YC-CRPS L6E+016E,06 0.033 
YC.LIVE 7100 72876400 
YC-FISH 45409000 55343200 4.119 
YC-LOGS 180160f 18876300 -. 34 
YC-MINE 219"0 21956600 -am 
YC-COCO 368220 3676%0 -0.143 
YC-FEED 
YC-FDBV 

29633900 
2.7E+08 

2997100) 
2.7E4 06 

M138 
03U 

YC-TXAP 89917300 89716800 0.223 
YC.WDPR 59699300 ,9613.0 4143 -
Yc-70FM 
YC.PETL 

70895300 
87168700 

7090M 
87CM 

23 
.0117 

YCNMMP 532600 3600 .122 
YC-METL 
YC.FABM 

47171000 
19154300 

4711920 
19135500 

4110 
4.m 

YC-MACH 306010 3054 0.170 
YC-ELMA 34641100 3458 0 -0175 
YC-TRS 2367600 2!571M0 414 
YC-OMAN 8 0 238290 
YC-SERV 
M-CRPS 

7M+08 
12319900 

-7OE.0S 
1346400 

4129 
0 
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AP?!NDDC B (Coo&.) 

Cae: ASAP.B CARL Sec 32 Pceaz (hma 

M-LIVE 378492 368037 -2.762 
M-FISH 928982 928037 -0.102 
M-LOGS 758891 757324 -0.206 
M-MINE 8151720 8143570 -0.100 
M-COCO 640593 (40428 -0.026 
M-FEED 4630900 4(#92520 1.331 
M-FDBV 9917360 9898280 -0.192 
M-TXAP 13967600 13943100 -0.175 
M-WDPR 8755740 8744230 - -0.131 
M-CHEm 30780100 30745800 -0.111 
M-PETL 34684200 34636100 -0.139 
M-NMOcP 2167720 2164670 -0.141 
M-HETL 22045800 22013800 -0.145 
M-FABM 3896950 3893570 -0.087 
M-MACH 21653200 21617000 -0.167 
M-ELMA 16774000 16745400 -0.171 
M-TRNS 17382600 17356500 -0.150 
M-OMAN 14727500 14709100 -0.125 
M-SERV 28694800 28660500 -0.120 
X-CRPS 11410600 11389400 -0.186 
X-LIVE 11508.3 12136.2 5.456 
X-FISH 7640800 7630360 *-0.137 
X-LOGS 225923 225799 -0.055 
X-MINE 10786500 10774600 -0.110 
X-COCO 10042400 10015700 -0.266 
X-FEED 1402100 1414160 0.860 
X-FDBV 11361100 11459700 0.868 
X-TXAP 17562100 17510600 -0.293 
X-WDPR 15919700 15894400 -0.159 
X-CHEM 7124640 7113610 -0.155 
X-PETL 3013650 3012030 -0.054 
X-NMMP 1081320 1080280 -0.096 
X-METL 10453300 10453500 0.002 
X-FABH 422319 421820 -0.118 
X-MACH 1656780 1653630 -0.190 
X-ELMA 20927300 20887100 -0.192 
X-TRNS 1125930 1123610 -0.206 
X-OHkN 1933200 1928420 -0.247 
X-SERV 1.1E+08 1.1E+08 -0.140 
FOREX 1 1 0.000 
U-PRI 1 0.998207 -0.179 
U-GOV 1 0.999929 -0.007 
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APPENDIX E (Cwta) 

Cst: ASAP-B CARL Sec 32 Pcez-, Chang, 
VF-LABOR 
VF-CAPIT 
FF-CRPS 
FF-LIVE 

1 
1I 
1 

I S2 
O.997776 

l0218 
0.872328 

025 
-0.221 
0.218 

-12.767 
FF-FISH 0.999199 -
FF-LOS 
FF-MINE 

0.999994 
0999999 

0.997551 
O.99901 

244 
-. 099 

FF-COCO 1 9977 -0229 
FF-FEED 
.F-FDBV 

1 
1 

10215 
100996 

2 
0.9% 

F-T 
FF-%%*DPR 
FF-CHEM 
FF-PETL 
FF-NMMP 
FF-METL 

1 
1 
1 

0.999999 
1 

.9966 
3 

0.999515 
0.99577 

0.994 
... 

4..194 
4 
4148 
4423 
41 
4140 

FFABM 
FF-MACH 

1 
1 

0.999669 
.998365 

-o 
-0164 

-

FF-ELMA 
FF-TRNS 
FF.OMAN 

1 
1 
1 

0.99436 
0.996685 
09964364 

41 
-131 

FF-SERV 
PG-CRPS 
P0-LIVE 
PG-FISH 
PG-LOGS 

1 
1.23739 
122M578 
L9562 
1D191 

0.99919 
1.24037 
1.17704 

19583 
1306 

-06l 
0.2 

-3.976 
0.08 

-0.075 
PG-MINE 
PG.COCO 

1.08534 
1.24751 

1.0541 
1.24901 

0006 

PG-FEED 
PG-FDBV 
PG-TXAP 
PG-WDPR 
PG-CHfEM 
PG-PETL 

.14745 
1.26733 
L295 
123053 
1.14496 
1.11149 

1012 
126064 
L29664 
1-2307 

1.14M521 
LI02 

0233 
5 

0.59 
0.014 
0O21 
4042 

PG-NMMP 157 1-1 4= 
PG-METL 
PG-FABM 
P0-MACH 

1.1146 
1-21413 
113676 

11138 
1.21433 
1.13689 

-.0=2 
0.015 

P-ELMA 
PO-TRNS 

1.2065 
119162 

120667 
1.191%6 

0.010 

P0-OMAN 
PO-SERV 
PM-CRPS 

1.M 
1 

LIM 
1.M 
12789 

0.060 
0.01 
000 
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APPENDDC (cne) 

. Case: ASAP-B CARL Sec 32 Pezcet Changp 

PM-LIVE .22,81 L22581 0,000 
PM-FISH law LOW 0.000 
PM-LOGS 1.1.3191 1.13191 0.000 
PM-MINE Lamm L0834 0.100 
PM-COCO 124751 1.4751 0.000 
PM-FEED 1.14745 1.14745 0.00 
PM-FDBV 1.26733 1.26733 0.00 
PM-TXAP I 1 8 0,000 
PM-WDPR LZ$ I .0 
PM-CHEM 1.14496 1.14496 0.000 
PM-PETL 1.11149 1.11149 0,000 
PM-NMMP 1.S729 15729 0.000 
PM-METL L1146 1.11461 O.01 
PM-FABM 1.21413 1.21413 0.000 
PM-MACH L13676 L13676 0.000 
PM-ELMA 206 20654 -0.001 
PM-TRNS 1.1910 L19162 U,000 
PM-OMAN 19658 0.000 
PM.SERV I 1 0.00 

-PX-CRPS -.- I I 00 
PX-LIVE I I 0.000. 
PX-FISH 1 1 CA0 
PX-LOGS 1 1 0.00 
PX-MINE 1 1 00 
PX-COCO 1 1 0.000 
PX-FEED 1 0.00 
PX-FDBV 1 1 0.000 
PX-TXAP 1 1 0.000 
PX-WDPR 1 1 0.0O0 
PX-CHEM 1 1 000 
PX-PETL 1 10.000 
PX-NMMP 1 1 
PX-M TL 1 0.000 
PX-FABM 1 1 0.00 
PX-MACH 1 100 
PX-ELMA 1. 10 
PX-TRNS 1 10.000 
PX-OMAN 1 1 0.000 
PX-SERV 1 1 O00 
CG-CRPS I 1l0011 0.81 
MC-LIVE 1 0 4 

CO-FISH 1 1.0001 . 0.017 
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APPEDIX £ (Coses)
 

Case: ASAP-B CARL Sec 32 Percent Chang 
CO-LOGS 
CO-MINE 

0.999998 
1 

0.999277 
1OOO3 

-.072 
0.003 

CO-cOcO 
Co-FEED 
CO-FDBV 

1 
1 
1 

10U 
1,00191 

09949 

0.m 
0.291 

-0.5 
C(a-TXAP 1 l w 0.047 
CC -WDPR 
%Y;-CHEM 

1 
1 

1.00011 
.0011 

0.011 
0.0o1 

CG-PETL 1 0.99M783 .0.o 
CO-NMMP 1 0.99M17 
CO-METL 
CO-FABM 

1 
1 

09p9 
1.00012 

.003 
0.02 

CO-MACH I 100002 0002 
CO-ELMA 
CO-TRNS 

1 
I 

LM0004 
I 

0,004 
.0 

CG-OMAN 1 1.00013 0.013 
CO-SERV 1 1.001 O.O1O 
TTR.GOV 
STR-OOV 

3 n3 
29448"M0 

303m0 
2940M 

-0.099 

OTRANS 3150430 3504300 0.00 
GAM 0.123962 
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JNEX E 

SUPPORT SERVICES COfPOKET 

To mobilize privte sector-led 
support for the policy reforms identified 

above
 

and to seek private sector solutions 
to aitigate some of the non-policy
 

constraints to agribusiness development 
as specified inSection 2. this
 

component introduces activities 
that will directly Impact upon 

private sector
 

firms and support the policy reforms 
initiated under the program component.
 

The support services component 
of this program will be focused 

into two major
 

sets of activities:
 

(1) policy analysis. formulation, 
and advocacy; and
 

(2) the strengthening of vertical market 
linkages.
 

include both long and short-t*rm 
technical assistance as well
 

Activities will observation tours to support the
 

as training programs, workshops. 
seminars anu 

As described ingreater detail 
inSection
 

achievement of program objectives. 
single general contractor 	will be hired to carry 
out
 

6, Implementation Plan. a 	 The firm may
 
many of the activities under the 

support services component. 


sub-contract to private sector 
firms and other institutions to 

implement the
 

Also.,grants will be made 	to local non-profit
 
various component activities. 


Some grantees may serve as umbrella 
grantees which inturn may
 

organizations. 

make subgrants to other private 

trade and industry associations, 
regional
 

chambers of commerce, universities 
and colleges, and other NGOs to 

conduct
 

policy analysis and advocacy, as 
well as market development activities.
 

Efforts directed to policy analysis, 
data collection and advocacy are 

aimed at 
The 

increasing the long-term sustainability 
of the improved policy framework. 


market linkage activities are aimed at 
improving the ability of the private
 

agribusiness system to respond 
more effectively to the improved 

policy
 

environment, specifically 	the 
movement toward open markets and 

increased
 

c~cptition. 

an voasyi. 	 PlicyAnalil~ orlatio 

conducive agribusiness investment climate 
a moreObjective: To create 

thru increased private sector 
and GOP caparity for policy analysis. 

form

ulation and advocacy in support of open markets. 

The first priority isto mobilize the private agribusiness commnity and 
GOP 

capacity for economic analysis. 
policy planning, formulation 

and advocacy.
 
effective


major part of this effort 	as 
Economic studies will corstitute a 


continuous proLss that oust be 
policy formulation and implementation 

Isa 	
But equally
 

responsive to changes indomestic and external conditions. 


important issupport for the advocacy activities 
of various private sector
 

advocacy within the GP, for implementing policy reforms. 
groups, as well as 

an Incentive for the GOP to 
Although the performance-based 

disbursements are 
a local private sector constituency to 

support 
enact policy reforms building 
GP implementation of. and monitor its adherence to, policy reform 

is critical 



to the long-term success of ASAP. Fostering private sector groups' active
 

participation Inpolicy research and advocacy will moreover lead to identifi

cation of additional future reforms which may bocome necessary in attaining
 

ASAP's overall purpose and objectives.
 

This element will also support Increased private sector Involvement in
 

establishing GOP priorittes in !uch areas as infrastructure affecting
 

agribusiness. This inclutes the location/phasing of infrastructure investments
 

In roads, shipping, port, transportation, comiunication. irrigation. etc.
 

Assistance will also be provided for: organizing information services to
 

private sector groups on policy issues. coordinating the implementation of 
GOP
 

policies affecting agribusiness, and Identifying other policy issues as 
they
 

arise.
 

as for policy
Good factual data Is essential for policy analysis, as well 


reform implementation and monitoring. Assistance will be given to improve
 

both private and public sector data collection, analysis, and dissemination.
 

A. ProgWam Performnce Indicators:
 

1. Increased nmber of private sector groups vith improved capacity for 

policy analysis 

Under the Accelerated Agricultural Production Project (AAPP).
 

several private sector groups and two universities received USAID 
grants to
 

conduct policy research and analysisladvocacy activities. The activities have
 

had an important Impact on policy formulation and will be continued under
 

Other private sector groups have also indiLated their interest In
ASAP. 

becoming involved in these types of activities. The DA has Indicated that due
 

to private sector support in the policy arena, policy Issues have become
 

better understood, with greater progress toward consensus for desired changes.
 

Dollar funding will be made available to selected local organizations, some of 

whom may serve as umbrella grantees administering subgrants to other 
private 

sector groups such as Chambers of Comeerce and Industry. trade ano 
comodity 

It isenvisioned thai, at a minimum throughassociations, Academe, etc. 

direct grants or subgrants. ASAP funds will be granted to a 

total of 15
 

private sector groups and four regional universities to becom 
involved in
 

policy related activities.
 

ction. research studies, analysis,
Grant funds will finance data co' 

vorkshops and seminars to present research findings, and other advocacy
 

In order to strengthen the capacity of these groups to
 activities as needed. 

carry out these functions, funds may be used for staff hiring, trainihg,
 

technical assistance and commodities (suchIas computers, desk 
top publIshing,
 

etc.).
 

As approved by USAID, the general contractor (C) hired under 
this program
 

will provide technical assistance and training to granties In USAID grant
 

regulations and resporsibilities, as well In areas related to policy research.
 

analysis and advocacy.
 



2. Increased number of private sector groups participating inpolicy
 

advocacy
 

Some groups may choose to participate only inadvocacy activities.
 

Grants will be made available to these groups, since, due 
to success achieved
 

under AAPP. it Iswidely accepted by the private sector community 
that the
 

more groups involved inpolicy formulation, the bettor the overall 
results for
 

the Philippines as democratic processes are strengthened. 
The grants will be
 

used to finance workshops, seminars and publications dealing 
with policy
 

issues affecting the agribusiness system or specific agribusiness
 
All grantees and subgrantees will be provided with guidelines 

to
 
sub-sectors. 

assure that advocacy activities supported by ASAP will b consistent with
 

USAID regulations as well as ASAP objectives.
 

3.Strengthened DA Capacity to Conduct and Support FuIcy Aa lysis.
 

Formulation and Advocacy
 

This element will Inv(lve strengthening the information and
 

analytical bases for DA management decisions, planning and policy formulation
 

and program development. Considering previous DA projects funded by USAID
 

(esp. AAPP) and other donors. ASAP will not dwell on institution building at
 

1&, but rather. tocus on sustaining/enhancing the skills, resources, 
and
 

Itmight be stressed that various past projects
linkages already Inplace. 

have created a foundation on which to build, and provided lessons on what
 

ASAP wil1 build on
 
parameters constrain the DA's overall analytic capacity. 


The ensuing dis':ussions will be organized according to tasks
 these successes. 

listed above.
 

Data isthe basic ingredient for this capacity-building task. As such, a
 
major and priority
Census of Agriculture and Fisheries (CAF) will be a 


activity, and will be completed by the GOP using GOP funding as early as
 
The Census establishes the basis for
 possible during the life of the Program. 


subsequent statistical sampling activities. Reliable data isamong the basic
 

inputs Inanalyzing existing policies and advocating the policy 
impact and
 

changes needed for the Improvement of the agribusiness system. 
Without the
 

Census of-Agriculture and Fisheries. the country will continue using the 1980
 

Data users are already hampered by the unrellability of 
the statis-


Census. 

tical output based on the 1980 Census. The Census will also serve as the
 

basell.te survey by which measurement of progress inthe sector can be aisessed.
 

Primary responsibility for policy analysis, formulation, 
and advocacy within
 

the DA rests on the Policy Analysis Olvision (PAD) of the 
Planning and
 

Monitoring Service (PS). The AAPP has been vigorously supporting the PAD
 

with contractual staff, equipment, technical assistance, and training.
 

Despite this assistance, further financial and human resource 
developmnt
 

support Isnecessary to fully reach sustainability of 
this Important function
 

and to accelerate the policy reform process.
 

First. the PAD remains saddled with "quick response" tasks 
and therefore has
 

limited time fur in-depth economic analysis and monitoring 
of significant
 

ASAP funds will be used to provide policy
developments in.the sector. 

analysis technical assistance, either through the general contractor or
 

http:basell.te


through other USAID mechanisms svch as the Agricultural Policy Assistance Pro
gram (APAP). These funds will provide access to such organizations as HIID
 
and IFPRI. It Is also expected that a separate quick response group will be
 
institutionalized through ASAP assistance using GOP resources and funding.
his group can take various forms, including that of a Policy Analysis Assist
ance Office similar to what was set up.under AAPP, or a small "executive
 
staff" at the disposal of the Secretary and the Undersecretary for Policy and
 
Planning.
 

The second major constraint Isthe rapid staff turnover which has precluded
 
long-term sustainability of prior efforts to strengthen DA capacity for policy
 
analysis and formulation. PAD and other DA units have relied on project
 
contractual staff. The major factor for the rapid turnover, low salaries,
 
should be taken as a "given" rather than as a solvable "problem". Using the
 
Increased DA budgetary allocations stipulated under the program component,
 
ASAP will explore the feasibility of providing DA with an organization such as
 
the Philippine Institute for Development Studies (PIDS) which has worked well
 
for the National Economic and Development Authority (NEC). The PIDS-type
 
Institution should have the Institutional flexibility which DA itself does not
 
have. M1th the view that no new institutions should be created, candidates
 
will Include existing insitutions such as the Agricultural Credit Policy
 
Council (ACPC) and the National Agriculture and Fishery Council (NAFC).
 

The third major constraint to the effective functionina of PAD is the lack of
 
delineation and coordination between PHS/PAD and other DA ,inits %-hich h!wv key
 
roles In policy analysis, formulation, and advo:acy for agribusiness develop
ment. These other DA units Include the Agribusiness Group, the Bureau of
 
Agricultural Statistics (BAS), and regioialiprovincidl offices. As appl'oved
 
by USAID. the general contractor will provide technical assistance to help
 
delineate these various units' functions and help coordinate their roles in
 
policy analysis, formulation and advocacy.
 

Aside from delineating and expanding policy-related activities In DA.
 
strengthening of its linkages with other Institutions will further serve to
 
strengthen DA's overall capacity to conduct and support policy analysis.
 
ftrmulation, and advocacy. Tapping into external Institutions is necessary
 
because of the multi-faceted nature of agribusiness development which
 
transcends the Immediate bounds of the DA's mandate. Grants made to HGOs,
 
trade associations, regional chambers, etc. will foster linkages between the
 
private sector and DA to work more closely together in acheiving mutual
 
goals. For example, perhaps formal arrangements can be made for colleges and
 
universities to allow students to do research in the DA. Compared to past
 
USAID Interventions in the area of Policy analysis, advocacy, and reform,
 
linkages between private sector and GOP under ASAI' will be much more broadly
 
based in line with the principle of democratic pluralism.
 

Providing the human development resource requirements ih support of policy
 
efforts Isdifficult as already noted In connection with tie rapid turnover of
 
staff. Through Increased DA budget allocations, ASAP will further address
 
human resource development by building In-house training capability bean
 
under AAPP. Formal training will be focused on In-country institutions with
 
corresponding research to be done In DA.
 



4. Strengthening DA Linkages within the Public Sector 
to Promote Policy
 

Formulation and Advocacy for Agribusiness Development
 

The 	DA is particularly weak Inpolicy advocacy, with advocacy
 
Under AAPP.
 

activities having just begun only under AAPP 
funding. 


multisectoral workshops and conferences were 
held with success, including
 

DA linkages with the
 
those sponsored by DA as well as the private 

sector. 


Legislative and Executive Branches must also 
be strengthened to allow the DA
 

as to.
 
to have a greater in'luence on agriculture policy matters, 

as well 

As approved by USAID and as requested by
 foster discussions on policy issues. 


the DA Secretary and/or Undersecretary for 
Policy and Planning. the general
 

contractor will provide technical assistance 
and/or training to the Philippine
 

Legislature and other GOP Departuents.
 

Linkages with the Legislative Branch
a. 


Participation in policy formulation/advocacy by members from both
 

Congress and Senate would strengthen the position 
of the agribusiness system
 

At present, the DA has assigned one
 In attaining needed policy reforms. 


Undersecretary and one Assistant Secretary to 
act as liaison officers with
 

Their focus is on monitoring pending bills/is!ues affecting 
the
 

Congress. 

sector and to give DA the necessary feedback 

so that appropriate action could
 

be taken. However, efforts in this area have been minimal in the past with
 

In order to improve the effectiveness of the private 
sector
 

limited results. 

bnd the DA in influencing policy reform, at 

the direction of the DA Secretary
 

and as approved by USAID, the general contractor 
may provide technical
 

w the Legislature to conduct sector analysis on 
current and
 

assistance 

pending legislation. Such support directed towards the members 

of the
 

Legislature would be expected to:
 

i.facilitate the passage of bills needed for 
policy reforms;
 

Ii.	promote nationwide advocacy for policy reforms 
that will bene

fit the a-riculture sector bei.ng deliberated in Congress; ad
 

strengthen the working relationship between the 
Department and
 

III. 

the Legislature.
 

Sponsorship and passage of bills required 
to Institute policy reforms In the 

agribusiness sector sometimes need only a modest investment In technical 

assistance or training to make the legislators 
understand the Importance of
 

such bills and their impact on the economic development of the 
country.
 

Internal competition among the politicians 
and the desire to report certain
 

accomplishments to their constituents will 
facilitate sponsorship of such
 

he majority of Filipinos who live and work
 bills especially those benefitting 

The 	goal of providing such assistance to the
 In the agriculture sector. 


Philippine Congress is to get the legislators themselves to expound 
on the
 

need for such reforms and the subsequent 
economic benefits which the country
 

would then derive.
 

b. Linkages with Other Agencies Inthe Executive Branch 

Because of the broad and strategic Importance 
of the agribusiness
 

food and fiber system In the econoy, issues Involving the agribusiness 
sector
 



are often much broader than the role of DA alone. As a result, the manage
ment, analysis and policy and program development activities affecting the
 
sector are often highly fragmented among Departments and autonomous agencies.
 

This fragmentation In management often leads to policy biases that favor
 
non-agribusiness Industry at the expense of the farm/fishery/forestry sector
 
and the related agribusiness firms that support and depend on the sector.
 
Fragmentatlun In management also exacerbates frictions between farmer' and
 
such upstream Industries as the feed-livestock complex of Industries. food
 
processors, grain millers, oilseed crushers and other related and dependent
 
agribusiness industries.
 

The unification of the data base upon which analysts and researchers derive
 
their figures will help solve -his problem over the medium term. But the more
 
Immediate action that can be taken with regards to policy formulation and
 
advocacy would be the strengthening of linkages among the various agencies
 
within the Executive Branch of government.
 

The activities funded by ASAP to strengthen these inter-agency linkages will
 
be workshops, policy dialogues, and consultations among the policy analysts in
 
the various government agencies. Private sector consultations and dialogues
 
on policy issues will also be initiated by the Department of Agriculture with
 
the participation of the other agencirs. Jolit undertakings in policy
 
formulation and advocacy can also be funded as initiated by the Department of
 
Agriculture. This will be supported by technical assistance and consultancy
 
dialogues using the resources provided through the general contractor and
 
private sector grantees.
 

c. Funding
 

To Increase flexibility, responsiveness and timeliness, funding
 
for these activities shall be placed under the administration of the proposed
 
Gener:1 Contractor as approved by USAID and used to:
 

I. Allow the appropriate DA unit the resources and representation
 
capability to establish and strengthen their linkages with.Congress and the
 
agencies in the Executive Branch for the purposes enumerated above through:
 
technical assistance; conduct of workshops/dialogues; commissioning of
 
studies/drafting of proposed bills; printing of materials/production of
 
documentaries; limited purchase of comodities; and other expenses;
 

Ii.providing policy related technical assistance and training to
 
other departments and agencies in the executive branch and to the Agriculture
 
Committees in the legislature; and
 

M1t. funding site visits and regional dialogues with Interest
 
groups.
 

11. Market Develoment 

Objective: Encourage private sector Investment Inefficient vertical
 
coordination In the processing and marketing of selected agricultural
 
commodities with domestic and export market potential.
 



As the Investment climate Improves due to the policy reforms promoted by ASAP,

the private sector should respond by increasing Investments In agribusiness

activities. However, during th's transition, ASAP resources can be
 
effetively utilized to speed the transformation and restructuring of the
 
agribusiness system.
 

PAAD design analysis shoied that ASAP assistance should focus on three areas
 
cf 	nonpolicy constraints facing agribusiness investment: (1) weak linkages

between farters and agribusiness firms; (2)lack of access to agro-processing

technologies; and (3) lack of marketing knowledge and expertise. 
 The
 
following program performance Indicators and ASAP funded activities are
 
designed to Address these three constraints.
 

A. 	Program Performance Indicators:
 

1. 	Market linkages between agribusinesses and priary producers creatid 
or strengthened. 

In the past, agroprocessors controlled most of their raw materials
 
production by owning plantations or at least a nucleus estate. 
CARP is 
radically changing that system whereby firms will 
have to increasingly obtain
 
their raw materials from large numbers of small farmers. 
 As 	individual units,

many of these small farmers are economically unviable and unable to enter Into
 
satisfactory marketing contracts with agribusinesses. AAPP helped foster
 
succisSful models In which agribusiness firms organized and trained farmers

into more profitable production units under a wide variety of contract growing
 
or 	contract marketing arrangements. ASAP will build upon that base of
 
successful models and encourage the expansion thereof to many other businesses
 
and farmers.
 

Organized groups of farmers In the Philippines can secure Increased access to

Inputs and markets, as well as supply agribusiness with a more stable supply

of quality produce. However, given the uncertainties surrounding CARP

Implementation, agro-processors are hesitant to invest in the training and/or.

organization of small farmer groups. 
Many of these firms do not have the
 
skills or funds for such developmental activity.
 

Traditionally. agribusiness firms invest In marketing infrastructure,

processing plants, etc. and rarely engage in training farmrs to produce for
 
the firm. The government or NGOs have always shouldered the burden and costs
 
of training farmers, albeit with limited success. 
Desigr analy:Is has shown 
that firms are reluctant o Invest In farmer training since this Is an area

which they have little expertise and view the cost of such Investment as
 
outside of their normal business practices. However, many firms have
 
Indicated a willingness to become Involved In such treining If thosq

additional co;ts were to be lowered. 
Design analysis has also Indicated that
 
farmer training controlled by the agroprocessing firm would yield far better
 
results due to the strong incentives for the firm to ensure that the farmors

produce a quality and timely product as input into the agroprocessing plant.

Also. as the firms and farmers work more closely together, it will become
 
easier for the two sides to enter Into contract growing/marketing
 
arrangements. Thise contracts ensure a steady market for farmers' produce at
 

I 5e
 



predictable prices and assure the firm 
A steady flow of quality produce as
 

input into processing or marketing activities.
 

As an alternative to public supported extension 
services and to offset part of
 

these costs and risks. ASAP funds 
will be matched with business to organize
 

and/or train farmer groups to 
respond to market Iriven demand 

for farm
 

In particulr. U.S./Philippint 
joint ventures will be a major target
 

produce. 

Firms may provide tnese services 

themselves or may chose to hire 
an
 

group. 

NGO or other independent training 

organization.
 

Firms or the farmer groups themselves 
will make proposals for cost-sharing 

for
 

The ASAP general contractor (GC) 
will
 

a period of no more than three 
years. 


review and approve these proposals 
based on guidelines prepared 

at the
 

It Is envisioned at this time
 

beginning of the project and 
approved by USAID. 


that these proposals will be In the form of subcontracts 
to the GC with the GC
 

reimbursing the subcontractor 
(the proponent agribusiness 

firm) a percentage
 
Up to 75.
 

All subcontracts will be approved 
by USAID. 


of the training costs. i.e.. excluding overhead
 
of the direct organizational 

and training costs. 


costs, will be reimbursed as 
agreed upon under each cost-sharing 

arrangement.
 
a new
 

For example, if the firm makes 
a substantial investment In 


agroprocessing plant or other 
marketing infrastructure, ASAP 

funds would share
 

Ifthe firm chooses to train farmers
 
greater percent of the trbinitng costs. 


first before making investments 
in processinglmarketing. ASAP 

would share a
 

smaller percentage of the farmer 
training costs.
 

a 


2. Increased Private Agribusiness 
Access to Agro-processing"
 

Technologies
 

The objective of this activity 
is to help provide technical
 

processing information not 
readily available to agribusiness 

entrepreneurs.
 

When producing for export markets, 
the processing technology frequently 

comes
 

The purchasers of the products 
will provide the processing
 

with the market. be instances when a
 However. there dill 

technologiei to the producing firm. 


Philippine agro-processing 
firm needs to identify processing 

or other
 

technologies before pursuing 
markets, or certain fragmented 

markets will
 

require that the producer 
find and adapt the necessary 

technology.
 

This activity will focus on the handling and processing 
of fruits and
 

include
 
The technology adaptation will 


vegetables, grains and livestock. but c;i also
 
The GC will
farm-level trials to identify 

varieties that not only grow 
well 


consistent with the processing 
technology of the agribusiness. 


assist the agribusiness firm 
to Identify sources of such 

information and
 

Up to seventy-five percent 
of the costs of Pon-proprietary
 

technology. 

technology adaptation can 

be reimbursed by the GC. as 
approved by USAID.
 

As approved by USAID. technical 
assistance may also be provided 

by the GC to
 

agribusiness firms or associations 
of firms in the area of agro-processing
 

If firms require processing. 
packaging.
 

and/or marketing technologies. 

or other special technologies or information, to 

sarket products in 
marketing, 


domestic or export markets, ASAP 
funds may be used to acquire such 

technical
 

or other countries may be 
hired to train
 

Experts from the U.S. 
Travel funds will also be 

available for
assistance. 

the firms in the needed technology. 


Philippine firms to
 



travel to the U.S. to view the operation of the technology or be trained in
 
its usage. However, all other costs associated with acquiring technology,
 
i.e., costs of equipment, shipment of equipment to the Philippines, etc. will
 
be borne entirely by the firm itself.
 

Based apo'n experience already gained by Implementation of USAID's PITO/P
 
Proje(t inCebu, Oavao, and the National Capital Region, it has already become
 
evident that the demand for the services described above exceed the resources
 
avaliable under PITO/P. ASAP Implementors will work closely with the
 
USAID/PESO office to ensure that PTO/P resources will be utilized whenever
 
possible. If such resources are not available (i.e. If the firm Is outside of
 
those three geographic areas), then ASAP resources will be tapped.
 

3. Improved Marketing Knowledge and Expertise 

a. More Timely Market Data Collection and Dissemination 

Perfect Inforratlon Is one of the primary assumptions in a
 
dynamic open market society. However. lack of market information has been
 
Identified as a key nonpolicy constraint to agribusinsss Investment.
 

Building on the foundation laid by the activities of the SS currently being 
funded under AAPP, the proposed ASAP Agricultural Marketing Information System

(AG4ARIS) will build uoon improved utilization of existing public - ctor 
Institutions and programs, while forming stronger linkages with a-r, vnlisting 
the more active involvement of the private sector for a more sustainable and 
relevant marketing Information system. AGMARI: will address the needs of the
 
agribusiness community, Including farmers and other marketing participants,
 
while also assisting policy makers.
 

The activities will be carried out In three phases. The first is the design 
phase, which iscurrently underway and is expected to be completed under AAPP 
funding by the end of 1991. This consists of finalizing the AGMARIS Strategy

and Action Plan; finalizing the Manuals on Markqting Information Needs Assess
ment and AGMARIS Computer Operations; and prototyping of joint venture
 
arrangements.
 

Phase two Is the ASAP-funded initial 3 year implementation phase. Four
 
regional teams will be organized to set up the data gathering/dissemination
 
systems and procedures in seven provinces In three regions, Including Initiat-

Ion of joint venture arrangements, adaptation of computer programs and
 
training of implementation teams. This Is expected to be accomplished in the
 
first six months. Over the next 30 months the Market News Service and the
 
Price and Volume Monitoring Servico will be Implemented. These services will
 
provide provinclally/regionally disseminated information on prices and market
 
conditions for key agricultural products/Inputs In 40 commercially active 
provinces and all 13 regional centers. The same information will also be 
transmitted to national level for policy/planning purposes. During this 
period, the system will be refined as necessary to meet the needs of the 
users. AGHARIS will continue to work closely with market Information 
activities funded under PITO/P to avoid duplication of effort and to provide 
Information which'PITO/P does not address. 



(MARID)
Hhile the coordinated AKARIS 
is being designed and testeds

the Philippine
 

Chamber of Comerce and Industry's 
Marketing Information D semilatiol 


MARIO has successfully demonstrated
 
Project will receive support 

from ASAP. 


the feasibility of a private 
sector-public sector collaboration 

in the
 
Some parts
 

collection. analysis, and dissemination 
of marketing information. 

Therefore
 

of the MARIO Project will 
be self-sustaining by the end 

of CY 1991. 


ASAP activities will focus 
on expansion of tke content 

of information, and
 

comodity and area coverage 
of data collection and dissemination. 

including
 

feedback to the policy makers 
and legislators on market 

situation and outlook.
 

Phase three, which will be implemented during the last 
two years of the
 

program. will introduce the remaining two 
services at key locations: 

the
 
The Marketing
 

Marketing Analysis Service 
and Marketing Advisory Service. 


Analysis Service will provide 
information on weekly market 

developments at the
 

provincial, regional and national levels, and annual 
market analysis at 

Information materials for the 
GOP extension
 

regional and national levels. 


service and farmers aid recommendations 
for policy makers and planners 

will be 

provided by the Marketing Advisory 
Service. 

This sub-component will be implemented by the Agricultural 
Marketing Services
 

and Advisory Division of the 
BAS with joint venture arrangements 

with private
 

Based on the January 1991
 

sector groups and other public 
sector agencies. 


Asian regional planning workshop 
for the Philippine AGMARIS, 

the major groups
 
.ASAP will
 

expected to participate in
various ways. 


are
listed inTable I 


provide short-term technical 
assistance through a buy-in 

with the AID/H
 
Operational
 

Agricultural Marketing Information 
Systems project (AMIS). 


support will be provided by the DA.
 

partietnanti
Table 1: AARIS 


Directions and Feedback
 a. Farmers Associations 


Directions and Feedback
 

Data Collection
 
Data Processing
 
Data Analysis
 
Information Dissemination
 
Directions tnd Feedback
 

c. Provincial and Regional Information Dissemination
 
Agricultural and Fishery 


Councils. National Ag and
 

Fishery Council, Provitcial
 

and Regional Chambers of
 

Comerce. and People's
 
Economic Councils
 Data Collection
 

d. Philippine Ports Authority Directions and Feedback
 
a. Other Industry Associations 
 Data Collection
 

Information Dissemination
 
Data Analysis
 

f. DA Agribusiness Group. Information Dissemination
 
Planning and Monitoring 

Service, and Operations Group
 



b. Increased number of joint ventures initiated
 

Project funds will be used to encourage joint ventures between
 
The U.S. has long been recognized as
 U.S. and Philippine agribusiness firms. 


a largely untapped market for Philippine agricultural products. 
Also. many
 

U.S.-based agribusiness firms have expressed Interest in investing in
 
increase these types of agribusiness
.o
Philippine agriculture. In order 


joint ventures, grant funds will be made available to trade groups, NGO's,
 

Chambers of Commerce, etc. to host trade missions and consultations.
 

Transportation costs, per diems, workshops, seminars, and other direct costs
 

are eligible expenditures. Technical assistance and training will also be
 

funded inor,:er to Increase the capacity of.private sector groups to organize
 

and conduct activities which lead to increased opportunities for 
joint
 

ventures.
 

The general contractor (GC) will have a home base office in the U.S. which
 

will contact U.S. agribusinesses to solicit their interest in entering into
 
The GC will be able to provide support as
 joint ventures in the Philippines. 


needed to encourage U.S. agribusiness firms to travel to the Philippines 
to
 

develop contacts with Philippine agribusinesses who also wish 
to enter into
 

joint ventures with their U.S. counterparts. This support will include plane
 

as logistical support in the Philippines.
tickets and per diems, as well 
The
 

Manila officc of the GC will also work with Philippine agribusiness firms who
 

wish to set up meetings wi:h their U.S. counterparts. The GC will be able to
 

offer the same incentives a,;e logistical support in the U.S. for these
 

The GC will also coordinate closely with PITO/P funded
Philippine firms. 

activities to avoid duplication of effort and to lead to greater
 

complimentarity between the two efforts.
 

Working in conjunction with the U.S and Philippine agribusiness comunities,
 

the GC will also arrange for and sponsor trade missions between 
the U.S. and
 

the Philippines to encourage formulation of joint ventures.
 

Increased Number of Trade Fairs. Missions. Exhibitions and 
Market
 

c. 

Studies Conducted
 

Funding for the conduct and participation of farmers groups 
and
 

agribusinessmen in trade fairs and exhibitions together with funding for the
 

init'ation of trade missions can be classified under the general 
term of
 

Such
 
market promotion where awareness and opportunities can be 

created. 


activities will promote agribusiness products here and 
abroad, thereby
 

Such activities could also create opportunities
widening the marketing cycle. 

for increased investments in agribusiness giving additional market
 

opportunities for farmers who could be tapped 
for raw material requirements.
 

ASAP funds will be utilized for the activities under this 
sb-component. Such
 

funds will be administered by the General Contractor 
as approved by USAID.
 

Several activities could be considered for funding In
this sub-component:
 

I. Limited sponsorship by ASAP for local (or regional)
 

agribusiness fairs and exhibitions with the objective 
of promoting market
 

matches between farmers' groups and processors.
 



ii.Partial funding (up to 75% of cost to be refunded up by the General
 
Contractor) for participation of local agribusiness enterprises in
 
international trade fairs and exhibitions.
 

III. 	Trade missions which could be conducted under the auspices of the
 
Philippine Chamber of Commerce and/or the American Chamber of
 
Commerce which could invite potential American Investors to the
 
Philippines to explore agribusiness opportunities.
 

Iv.Promotion of Philippine agricultural products In the International
 
market utilizing the possible assistance of the various agriculturo
 
and commercial attaches.
 

One important activity under this sub-component will be support for the Center
 
for International Trade Expositions and Missions (CITEM) in undertaking
 
activities that will focus on the promotion of Philippine agricultural
 
products. CITEM Is the principal government agency given the mandate of
 
organizing and implementing International trade expositions, missions and
 
fairs. Philippine and foreign firms recognize the important role and
 
performance of CITEM. Despite this positive imp-ession, CITEM has not been
 
able to expand its services to as many private s,!ctor entities as needed and
 
has been selective in its participation and spon';orship of missions, fairs and
 
exhibitions primarily due to insufficient funds.
 

Increased GOP funding for CITEM will help finance agribusiness related
 
Philippine and International fairs, investment missions by foreign firms, and
 
selling missions by Philippine firms. Direct organizational and operational
 
costs such as communications, advertisements, brochures, posters, local and
 
International travel, per dlems, and other logistical support for buyers,
 
sellers, and Investors. and the cost of rental of booths should be made
 
eligible for funding.
 

ASAP will fund market studies to be carried out by Philippine as well a
 
foreign marketing and consulting firms or trade associations In coordination
 
with PCCI, CITEM and other appropriate organizations. Proposals for ASAP
supported marketing studies will be received and evaluated jointly by the GC
 
and CITE.- CITEM's primary responsibility will be to provide technical and
 
logistical support especially, Itinerary of travel, arrangements for visits
 
with appropriate public sector agencies and buyers or suppliers, as
 
appropriate. As approved by USAID, the GC will provide technical assistance
 
In market research. ASAP will also provide operational support for
 
publications, brochures, local and international travel, training of
 
suppliers/producers inmarket research, workshops/consultations, and
 
comodities for information collection, retrieval and transmission.
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EXAMINATION OF THE NATURE. SCOPE AND MAGNITUDE OF THE ENVIRONENTAL IMPACT 

A. Description of the Program: 

The purpose of the Agribusiness System Assistance Program (ASAP) is to

increase the volume and efficiency of private sector Investment in

agribusiness activity, with particular emphasis on the feed-livestock and the
fruit-vegetable complexes, closely linked to the small farm production

subsector.
 

The program will provide $80 million over the five-year life of the
 program to support policy reforms. ;mprove policy analysis capabilities.

encourage the use of appropriate technology and the dissemination of needed
information which should lead to greater investment in the agribusiness

subsector.
 

The program will provide an estimated $67 million in performance-based

disbursements for the implementation of specified policy changes; a $10
million for support services; and $3 million for monitoring, evaluation and

audit services. 
 The $80 million in A.ID. program assistance Is expected to

be released In annual tranches over the five-year life of the program, with
 
the first tranche to be released in late FY 1991.
 

The procurement of pesticides or fertilizer is not envisioned under the
 
proposed program.
 

B. Recommended Environmental Action:
 

According to A.I.D. Regulation 16. the function of the Initial

Environmental Examination is to provide a britf statement of the basis for a
threshold decision, which determines whether a proposed Agency action is a
major action significantly affecting the environment. 
With respect to effects
 
on the environment outside the United States. Section 216.1(c)(11) defines
 
Osignificant effect on the environment" as Nsignificant harm to the
environmeni.0
 

It is recommended that the Mission Environmental Officer monitor the

implementation of the project component of ASAP and encourage that appropriate

environmental impact assessments ire Included under all 
feasibility studies of
 new agro-industrial investment projects which have a 
potential negative

environmental impact. 
In this regard. it is further recommended that the
Project Officer informs the Mission Environmental Officer on a regular basis
 
of the proposed project activities. It isalso recommended that the scope of
work of the technical assistance for the project component includes provisions

for monitoring of environmental effects of new agribusiness investments and
the coordination with the Department cf Environment and Natural Resources inensuring that appropriate environmental impact assessments are conducted and
appropriate protective measures are Included in the engineering designs. 



ANNEX F 

ENVIROMHETAL ANALYSIS 

1. INTRODUCTION 

A. Rationale for the Analysis 

The purpose of this annex Is to Identify potential environmental and 
natural resource issues arising from implementation of ASAP policy reforms and
 
consequent developments In specific agribusiness subsectors. ASAP primarily

is aimed at Inducing policy reforms which currently constrain the development
 
of the agribusiness sector In the Philippines and to encourage a 
more con
structive government-private sector "partnership" In the sector.
 

As In the case in many countries, short-sighted or overly-ambitious GOP
 
economic and natural resource policies and regulations have had disastrous
 
effects on the sustainability of the process of economic development and have
 
distorted the natural development of open, competitive markets. Combined with
 
the private sector's own structural failings, this situation has lead to
 
stagnation and decline in sectoral growth and gross mismanagement of natural
 
resources. This is almost obvious in."extractive" industries like forestry

and fisheries but is also a serious problem for plantation and small-scale
 
commercial agriculture. Hence, it is likely that most of the reforms envis-

Ioned under ASAP will have some positive environmental and resources impacts,

if they are Implemented effectively. However, in the absence of an adequate

database on individual agribusiness subsectors, which is admitted by the PAIP,

and given the historically poor environmental and sustainable resource manage
ment record of the private sector inagriculture, liberalizing reforms may not
 
be a sufficient condition for sustainable agribusiness development.
 

The purpose of the environmental analysis of ASAP. then, is to discuss issues
 
of potential environmental concern, within the scope of the proposed reform
 
program and project assistance components in order to recoiwend specific
 
guidelines. These are aimed partllarly at the technical assistance
 
component of the program. In the evcnt applied research activities are
 
supported by USAID. particularly where these may involve significant field
 
activities or pesticides use, tliese procedures should be used. Finally.

suggestions for monitoring andevaluation are provided.
 

B. Scope and Organization of the Analysis
 

This environmental analysis focuses first on the possible environmental
 
and resource management implications of the propqsed reform program of ASAP,
 
to the extent that they can be foreseen at this stage of the program. Second,
 
the analysis will examine potential environmental concerns within the specific

agribusiness subsectors of corn and livestock feed and tropical fruits and
 
vegetables.
 



not attempt to provide empirical analyses/findings or
This analysis will 

describe quantitative models of the relationships between the proposed reforms
 

Neither the
and Impacts on resources and environmental/socioeconomic systems. 

The aim of the
database nor the time exists to attempt such an effort. 


analysis is to identify possible relationships and gaps in the knowledge 
base
 

which ASAP should address, primarily through its support services component.
 

Hence, the analysis begins with a discussion of environmental policy 
and
 

issues related to reform of the agribusiness sector. This is

Institutional 

followed by a discussion of possible environmental concerns in the two
 

subsectors addressed by ASAP and some recommendations for GOP and private
 

The analysis concludes with some suggestions for
 sector institutional roles. 

further research and study, and technical assistance and training under 

the
 

program.
 

11. PRINCIPAL ENVIROP4EKTAL AND RESOURCE MNAGDIENT ISSUES IN ASAP 

A. Policies for Sustainable Resource Management 

Within the vertical organization of the agribusiness sector, two
 

stages pose the greatest environmental risk from rapid expansion and
 

These are the production of "raw materials" and the
Intensification. 

In contrast
processing of these materials for intermediate and final markets. 


to these two. the marketing, the transport and distribution stages are 
of
 

Hence, this analysis focuses on the first
secondary environmental concern. 

two stages.
 

One aim of ASAD is to increase the quantity/quality of feed corn and 
tropical
 

fruits/vegetab.es (the "raw materials") available to livestock producers 
and
 

A second aim is to focus on downstream industries and
 agro-processors. 

services which transform agricultural production into processed goods for
 

domestic and export markets. The two agribusiness subsectors identified are
 

Analysis to date indicates that they
both well-established and widespread. 

both have promising domestic market potential. Fruits/vegetables are
 

Finally, the two subsectors are
furthermore thought to have export potential. 


dominated by many small producers. ASAP hypothesizes that both subsectors are, 

highly susceptible to downstream integration with a number of opportunities 

for increasing the value-added component along the way to final markets.
 

As noted above, a number of the ASAP policy reforms probably will have 
either
 

no net negative Impact or even a positive impact on the environment 
and
 

natural resource management. At a general level, proposed policy reforms can
 

be screened for their potential environmental Impact following Table 1, which
 

is based on the ASAP program strategy. The two most potentially important
 

policy actions for the environment concern the proposed stimulus to the
 

corn/livestock feed subsector (2.1), and the encouragement of agribusiness
 

These two issues will be addressed in bore
production/piocessing (2.4). 

detail along with the general analysis of environmental concerns.
 

The macroeconomic and regulatory reforms proposed along with expected 
changes
 

in microeconoamic behavior give rise to a number of questions about the
 
Specifically, if the
environmental implications of the reform program. 


assumption is accepted that the reforms proposed under ASAP would lead 
to an
 

http:fruits/vegetab.es


Table 1: Matrix of Potential ASAP Environmental Concerns Policy Watrix]l
 

Potential Summary of
 
Policy Reform Implementation Action Environmental Environmental


Objective Concern Concern 

1. Improve price and 
Incentive environ-

1.1 Lower VAT on agri-
cultural processing 

No 

ment for agribusiness 

2. Reduce GOP direct 
operations/obstruct-
lve regulation. 

2.1 Phase out KFA role 
in corn Increase all 

Yes Land use conver
sion;-waste 
disposal; 
monocultures; 
production Inputs 

2.2 Freer entry and No 
competition Inagri
business markets. 

2.3 Better access to 
Inter-island shipping 

Possibly Port congestion 
from Increase In 
cargoes 

2.4 Clarify CARL land Yes Land use conver
use conversion; titling sion; watershed 
and use of land as loan 
collateral 

management; 
water resources; 
waste disposal; 
& other 
pollution. 

3. Improve GOP 
budgetary support 
for agribusiness 

3.2 Improve DA Instl-
tutional i data manage-
ment capacity 

Yes Potential posi
tive Impacts on 
environment; bet
ter extension. I 
sustainable In
tensification. 

I/A.iP policy matrix drawn from Reference (1), pp 25-6 InAppendix 2.
 

Increase In the quantity/quality of production In the two target subsectors.

what are the implications for resource management or environmental carrying

capacity? 
 Is good arable land available to sustain such quantity Increases?

Are farm management systems and Inputs adequate or sustainable to support

Improvements in the quality of produqtlon in these two subsectors? 
What are
the Implications for land use policy In the principal growing regions? 
 Is
 
water availability and water quality a serious constraint? 
Will the proposed

reforms have negative socio-economic impacts on producers, workers or
 
consumers, includfng subsistence production? Nhat are the cumulative Impacts

of agro-processing Industry demands for large supplies of good quality water.
 



or the waste assimilative capacity of specific regions? Will development of
 
mining and other industry or land conversion from activities in other economic
 

sectors affect the viability of production and processing in these target
 
subsectors? Hhat other government agencies besides the Department of
 

Agriculture need to be involved in order to make ASAP work?
 

These questions, it should be noted, address potential concerns, not Inevi

table ones. Nor are they potential direct results of ASAP implementation.
 

Rather they address the current sustainability of the agribusiness systems
 

which ASAP is attempting to Improve. Experience In both developing and
 

developed countries indicates that removal of price and structural distortions
 

In agriculture. Including the development of open, unsubsidized markets and
 

farmer responsive input supply. information and technical extension systems
 

can introduce more rational resources utilization and stimulate capital
 

investments which increase the carrying capacity of the environment. But, as
 

even U. S. experience has shown, this kind of "win-win" solution Is by no
 

means easy to implement.
 

The challenge for both GOP and the private sector, in the Philippines. is to
 

find ways of Incorporating the full opportunity costs of the use of common
 
into the cost and price structures of agribusiresources like water and soil 


ness and small farmer operations. This includes evaluating the real or
 

economic costs of maintaining or increasing the quantity/quality of such
 

resources and the benefit streams from sustaining environmental carrying
 

capacity. By contrast, the prevailing emphasis of governments and private
 

sector management often has been to emphasize short-term production growth
 

over medium t long-term sustainability and profitability.
 

1. Land Resources and Land Use Planning
 

Issues of relevance to ASAP under this topic include agricultural
 

production Impacts, e.g. the lack of effective land use and spatial planning
 

at the local/regional levels; land tenure uncertainty; soil and water conser

vation. Including sustainable upland farming systems; the use of "pasture"
 

lands and viable forms of agroforestry and tree crop systems for environment

ally fragile lands. Agricultural processing operations Impacts on land
 

resources can be divided into two categories: the size and location of the
 

facility and the disposal of solid and liquid wastes from processing.
 

a. Production-related Issues
 

Many Filipino private farmers and private and state agricultural
 

enterprises have failed to manage common resources sustainably unless forced
 

to do so. usually after the resources are already in short supply or seriously
 

degraded in quality, at which point the costs of maintenance and reliable
 

supplies become very steep. This Is a common problem even In developed
 

countries. The usual alternative has been to abandon the land. The feasibil-


Ity of this strategy Is strongly Influenced by population pressure and avail

ability of alternative sites. The latter variable is Influenced. In turn. by
 

the edaphic and climatic requirements of the cropping system. Cassava. for
 

example, can be grown successfully on a wide variety of environmental
 

conditions whereas certain high value horticultural crops have very specific
 

requirements.
 



Attempts to meet Increased demands from either subsistence, commercial markets
 
or both usually take one of two routes: etither expanding the area of product-

Ion, i.e. bring new lands into production or find new sources of water, for
 
example, or Invest more 
labor, capital and other direct and embodied forms of
 
energy into explointing the existing resource. 
 In most cases, the Philippines

has already exhausted the former option, at least under traditional production
 
technology. Rapid population growth, deforestation and land conversion have
 
reduced the amount of new non-"marginal" lands which can be brought into
 
production to a few remnant areas, even In so-called "pioneer" regions such as
 
Palawan. "Marginal". It should be noted. Is a valued-laden term; land which
 
Is marginally productive for continuous cereal production, for ,xample, may

have a variety of other, even more profitable agricultural uses.
 

Throughout Southeast Asia, extensive, relatively low-intensity commercial
 
agriculture has been a characteristic of the plantation sector, whereas
 
Intensive polyculture has been characteristic of small-scale semi-commercial
 
producers. However, sustainable, Intensive polycultural systems In the
 
Philippines seem to be less developed In comparison to, for example, Indonesia
 
or Thailand, two other high population, humid tropical environments. Never
theless, there are clearly many opportunities for comparatively low cost
 
Intensification of existing lands which are relevant to the subsectors In this
 
project. A large proportion of agricultural land In the Philippines is given
 
over to coconut plantations, for example. One of the advantages of coconut,
 
as a tree crop, is Its high and relatively open canopy. This provides many

opportunities for Inter-cropping o' fruits and vegetables, corn or fodder
 
grasses for grazing livestock. Apparently. coconut estates are underutilized
 
In this fashion, in many parts of the Philippines. Is this because they tend
 
to be operated under tenancy arrangements. Are there local shortages of labor
 
and capital or an absence of technical Information or marketing arrangements

(including infrastructure) for appropriate understory crops? Pasture lands
 
are another underutilized resource in the Philippines. Most of these are, In
 
fact, Imperata (cojon); grasslands with very limited fodder potential. They

might serve a better function if they were reclassified by the GOP to encour
age secondary succession and the development of more productive agro-forestry
 
systems, for example.
 

Land use planning In the Philippines, particularly as It relates to the
 
development of the agribusiness sector, has been abused extensively by a
 
succession of governments. The enormous expansion of plantations for export
 
crops, partly a reflection of the mid-'70s commodity boom and the GOP's need
 
to finance debt repayments have lead to masive transformations of the
 
environment in some areas. 
 In Mindanao, for example, by 1980, agribusiness

firms were estimated to have planted up to 521, of the entire arable land
 
area. 
This land was acquired by either seizure of ancestral tribal lands or
 
forced Indebtedness with the result that thousands were driven Into the
 
uplands, further exacerbating environmental degradation and Ironically,
 
threatening the new lowland Infrastructure with sedimentation.and flood damage

(5:16-18). Overall extensive agribusiness, I.e. corporate plantations have
 
tended to provide less employment and Income per hectare, uhile entailing

serious social costs to the Philippine economy. To the extent that the
 
current proposal seeks to work with smallholders, In Intensive systems, the
 
strategy may yield more employment/environaental services. However, this Is,
 
as yet, unknown and snould be monitored during the program.
 



Still, smallholder Intensification of existing croplands for comercial
 
production also can have potential Impacts on land use and soil resources:
 

1. Intensification of crop land has the potential for raising
 
per hectare yields and returns to the owner-operator. Over time, this may
 
raise the value of the land. If tenants are operating the land, they may be
 
forced off due to higher rents or the desire of the owner to manage the land
 
himself. This phenomenon may be more pronounced If the land parcel Is near a
 
road, Irrigation outlet or other form of infrastructure.
 

Ii. Intensification may require greater applications of artifi
cial fertilizer and pesticides which. over time and at high application rates
have serious consequences for soil structure, erodibility and accumulation of
 
heavy metals. This Ismost comon in continuous, monoculture systems.
 

ItM. Soil is a semi-renewable resource. Under most circum
stances, if depleted beyond certain limits. whether -conomic or physical, It
 
requires an extremely long time to be restored, ifat all. For the individual
 
operator, however, the option value of conserving the resources is by no means
 
as obvious as itmight seem. For both the poor, subsistence farmer (typically
 
described as the main causal agent of land degradation) or the commercial
 
farmer growing high value temperate vegetables for the urban/export markets.
 
for example, the discounted net present valu ol' soil and water conservation'
 
investments or mulching and composting or crop rotations may be extremely
 
low. In various parts of SE Asia, for example, irtensive.commercial vegetable
 
cultivation is carried out by tenants of absentee owners. The relatively high
 
prices for these crops encourage continuous cultivation often on steep, upland
 
slopes; tremendous overuse of fertilizers and pesticides; contamination of
 
groundwater supplies and downstream sedimentation and flooding.
 

b. Processing-related Issues
 

Impacts on land use and soil resources from processing take two
 
forms: one is the location and scale of the facility ane other is the
 
disposal of wastes from the facility. Location and scale issues are partly
 
Inter-dependent and partly a matter of the technology employed. The larger
 
the agro-processing facility, inmany cases, the more severe the potential
 
Impacts. These Impacts include siting on steep and unstable land; across
 
aquifers or adjacent streams; near or In the midst of human settlements. The
 
main waste disposal problem for land use and soil resources concerns solid
 
waste: shells. skins and other inedible parts. However, for some
 
technologies, there Is also the risk of soil contamination from chemical
 
residues, waste oils and other contaminants. For a number of agribusinesses,
 
there are opportunities for reuse of processing by-products, for example, as
 
fuel for process heat requirements or further processing as mulch or compost.
 
The use of by-products depends partly on the existence or stimulation of
 
markets for them and the price of alternatives (e.g. fuel or fertilizer).
 
Government economic and resources policies are clearly very important to the
 
eco.omic viability of these alternatives. Impacts from the environment on
 
agribusiness processing can also be serious. This Is discussed In the section
 
on cross-sectoral impacts.
 



2. Water Resources
 

Water Is probably the single most Important constraint on agricult
ural production/productivity. In the Philippines, as Inmost other develkping

countries, it Is a scarce and valuable resource. 
 Reliable, relatively clean
 
water supplies are essential to both the production and processing stages of
 
most agribusinesses. Unfortinately, water regimes, Inmany parts of the
 
Philippines. have been seriously damaged by improper land use. particulary in
 
upland regions and by contaminjtion of groundwater supplies and, In
some
 
areas, salt water intrusion • Groundwater supplies have been most seriusly

affected In urban and per-urban regions but are also showing shortages In
 
rural areas, due mainly to disturbances of the hydrological regime, with
 
reduced Infiltration and recharge of aquifers.
 

To the extent that the crop subsectors which are the focus of this project can
 
rely on rainfed systems, they will be less directly affected by water short
ages. However, agribusiness processing, In some areas could be threated both
 
In terms of water supply/quality. Process water for many agro-processing

operations has to have a 
high level of purity which can be costly to achieve
 
in a polluted environment. Water supply problems can be partly addressed for
 
some types of operations through reuse and recycling of process water within
 
the plant.
 

Many agribusiness operations also will require some degree of pre-treatment of
 
wastewater before discharge Into waterways due to often high levels of chemic
al and biological oxygen demand (COO/BOD) and other pollutant levels of such
 
wastewaters. In the Philippines, agribusinesses are the seconJ largest pro
ducers of wastewaters with high BOO and nutrient loads. 
 Hhen combined with
 
domestic sewage and wastewater, such levels are very damaging. Some experi
mentation has been carried out In different parts of the Third World to
 
utilize discharged wastewater safely/productively, Including wastewater
 
Irrigation and wastewater aquaculture. These experiences could be documented
 
further by the ASAP Drogram's Support Services Componentand, if appropriate,

formulated Into general guidelines for private sector agribusinesses.
 

Howiver, reuse 
and recycling of water often Is perceived to be "economic" only

where appropritte water pricing, accounting and treatment policies by local or
 
national g6vernments exist and are enforced, otherwise private sector water
 
users (whet,er In agribusiness or not) will have few Incentives to Invest even
 
modest sums in conservation. Secondary Impacts on water resources from
 
agro-processing can be numerous due to the transport function of water. 
For
 
example, agricultral chemical runoff, particularly from high Intensity

tropical storms flows Into streams which. In turn. flow Into the seas.
 
damaging or destroying fisheries and coral reef systems.
 

3. Feed-Livestock
 

The Initial environmental concern with the corn subsector. In
 
particular, concerns the proposed Increases In production. What Is unclear Is

whether tht. Increase Isexpected to com 
from a few regions or whether the
 
articipating farmers are spread throughout the country. 
 The implications for 
and use. cropping systems, employment and pollution could 'e very different 

depending upon the ans-er to this question. 



A second potential Issue concerns the scaie ano technology or corn crying.
 
storage and milling facilities. The extent to which as many as possible of
 
the activities of the first two stages, in particular, can be maintained at
 
the farmer or farm cooperative level, the fewer major construction, transport
 
and waste disposal impacts there are likely to be generated. Milling
 
facilities may require transport infrastructure improvements, construction of
 
the facility and many possibly generate local air pollution from milling dust.
 

The livestock subsector Is suffering from relatively stagnant growth, because
 
of structural cost problems and macroeconomic reasons. One of the aims of
 
ASAP Is to make the livestock sector more competitive, Including the export
 
market. Growth of this sector will require greater numbers of abbatoirs and
 
dressing plants. These can generate potentially large amounts of solid/liquid
 
wastes. Fortunately with the right incentives. some of the solid waste can be
 
recycled (e.g. bone meal) and wastewater effluent also can be reduced.
 

4. Tropical Fruits and Vegetables
 

The range of potential cultivars in this subsector Is quite large.
 
It is not clear If the target products are strictly tropical in origin or if
 
they include some temperate crops which are widely grown now in the tropics as
 
well (e.g. potatoes, carrots, tomatoes, asparagul, etc.). As noted earlier In
 
the discussion on land use and soil resources some of these crops, when grown
 
without a. ention to environmental Impacts can be disastrous for local env'r
onments. ASAP should try to-address this concern directly, in the project
 
(see Section IV). Most tropical fruit tree crops are likely to have few
 
negative environmental impacts and a number of positive ones, to the extent
 
they replace continuous cultivation of erodible slopes, for example and to the
 
extent that they are part of diverse, uplnd smallholder cropping systems.
 

The processing of tropical fruit/vegetable products includes drying, canning,
 
juice concentrate and squash making and secondary or co-products such as oil.
 
Fruit processing can utilize considerable amounts of process heat and water
 
and can generate considerable amounts of wastewater. Much of the heat, water
 
and waste can be reused, recycled or minimized with good factory management
 
practices and relatively small capital investment and training (how "small"
 
depends partly on the scale of the plant). Again, as noted above, incentives
 
for waste minimization are most effective when the prices or penalties the GDP
 
Influences or sets provide a "level playing field" compelling all resource
 
users to focus on conservation and pollution avoidance.
 

B. Soclo-EconomIc Issues in ASAP
 

Plantation workers have been amongst the poorest paid workers In the
 
Philippines. Their plight, evidently was one of the reasons for the CARL.
 
Since the ASAP project will focus on smallholdqrs, Including those with new
 
land titles, the program could have a net positive social Impact. One of the
 
major Issues identified by the PAIP was the ability to use land as collateral,
 
provided guarAntees exist to avoid forfeiture of land in the case of loan
 
defaults. Anothers issue isthe organization/training of farmers In product
ion and initial post-harvest processing. If undertaken with appropriate
 
attention to environmental components these activities would also have
 
positive environmental impacts.
 



Socio-economic Impacts associated with alro-processIng are similar to other

Industrial development, Including possi b dislocation of residents on the
 
site, contamination of local water supplies by the plant or contamination of

the processing plant's surface or grounowater water supplies by illegal

settlements which have no proper sanitary systems. 
 Such settlements may

spring up in part because of employ, ;.i opportunities at the plant or the

provision of services for the plar.t and Its workers.
 

C. Cross-Sectoral Issues
 

A number of cross-sectoral Issues have been Identified already In the
previous discussion. Some of these are the Impacts of Internal operations of
 
the producer or processing plant on the environment and vice-versa and others
 
are the result of regulatory of economic policies. Examples of the first kind
 
of ctoss-sectoral impact Include:
 

1. Transport of pollutents off-site and their contmination of other
 
environmental systems or human activities. 
Examples Include mercury or other

leachate from gold mining and similar activities, contaminating surface or
 
groundwater supplies and coastal systems, including water used by agribusi
nesses. This has been Identified as a serious problem in parts of Hindanao
 
and Leyte, for example (6:F16-19). Air pollution from certain kinds of basic

industries: cement, smelting, refining, for example can have serious Impacts
 
on crops downwind. Some of these Industries exist In Mindanao as'well.
 
Hastewater from agro-processing activities, as noted, can contaminate water
 
supplies for human settlements and agriculture as well as coastal ecosystems.
 

2. Land use and cropping system changes ar;iir From contractual
 
relationships to agribusinesses Impacts can Include diversion of land from
 
food crops with consequent Impacts on nutrition and health; the spread of
 
environmentally unstable monocultural cropping systems; a concentration of

agricultural chemicals In the soil and water supply affecting on-site and
 
downstream residents. Examples of the second kind of Impact Include:
 

a. Subsidies of agricultural Inputs such as fertilizer and
 
pesticides (even credit. sometimes) which can lead to their wasteful and
 
environmentally-damaging use and encouragement of poor land husbandry

practices. This was also noted In the PAIP.
 

b. Inattention to siting or non-enforcement of spatial planning

and zoning regulations which can lead to unsafe, economically sub-optimal land
 
uses, and environmentally hazardous location of settlements or agroenterprises

which, as has been noted, Isa particular problem for contamination of scarce
 
water supplies.
 

III. INSTIUTXIONAL ISSUES OF ENIRONMEAL KVAGOIEENT RELEVANT TO ASAP 

A. The Role of Environmntal Policy and Management In ASAP 

A number of the potential Impacts and resource management Issues 
Identified In this analysis are the result of poor GOP policy and regulations 
or Inability to enforce these. Host environmental analysts, familiar with the 
Philippines. agree that the GOP has put Into place a fairly comprehensive and 



experleoce with lowland, uniform cereal commodity systems than with diverse
 
upland polycultural systems. In addition, because environmental, socio
economic and cultural conditions are so varied. it Isvery difficult to devise
 
a standard extension package for the producers. The PAIP recommended the
 
reform of the DA's extension system which could help considerably. However,
 
pilot activities with farmer-lead technology development/transfer, possibly
 
with the help of PVOs might be useful as well.
 

IV. Recomendations for Action. Training and Research
 

A. Priority Issues for A.A
 

The major environmental and resource priorities Identified by this 
analysis for ASAP are: 

1. Land use and area or spacial planning, along with good resource 
maps and databases by sub-region. For the most part, with these needs will 
be addressed by USAID's LDAP Project and within ASAP through discussions with 
the GOP on the implementation of its CARL program. In addition to these 
Initiatives. the ASAP technical assistance team should have th, capability to
 
respond to requests for tmchnical guidance on environmental aspects of
 
agroprocessing operations, e.g. siting of plants (groundwater or waste
 
disposal impacts. etc.) and other related concerns as discussed inSection 11
 
above.
 

2. Farmer-lead research on sustainable forms of Intensification of
 
upland mixed agro-ecosystems preferably on rainfed lands. This Is being
 
addressed directly by the project design, inwhich agribusinesses will work
 
directiy with farmers on agrono.'c and processing requirements fer specific
 
copaodities. As part of its normai project monitoring. USAID (or the
 
contractor) should review periodically such agribusiness guidance for its
 
environmental or socio-economic sustainability.
 

3. Agro-processing plant environmental audits. Technical assistance
 
incarrying out such audits isavailable through the World Environment Center.
 
with whtich the'Asia Bureau has a coopertive agreement, presently.
 

4. Development of effective environmental policy analysis, technical 
guidance and management units In DENR. DA and DTI to deal specifically with 
ASAP concerns and the targeted sub-sectors. As noted above, many of the 
proposed changes and improvements in database management, extension, etc., In 
these departments, either will entail or benefit from inclusion of 
environmental variables and issues. 

B. Scope of USAID Action In the Framework of ASAP 

The pripcipal environmental/resource management role of the USAID
 
HIssion Inrelation to this program will be to monitor economic policy reforms
 
in the GOP and how these reforms relate to the development of the agribusiness
 
sector. Although the PAAD has identified a number of critict1 structural and
 
regulatory barriers to development of,this sector. It is reasonable to assume
 
that other, as yet not clearly known barriers (or opportunities) may arise
 
during the course-of the program which will need to be considered. It Is
 



recommended that the program Implementation plan be a flexible one and that

the monitoring component of the support sevices section of the program be
pro-active and visible from the start of the project. 
This isparticularly

relevant to the natural 
resources sector, given the intimate connection with

environmental quality of agribusiness activities.
 

A second mandatory role for the USAID Mission and the ASAF Program (as repre
sented by the MEO. Inthis case) Isto continue to monitor carefully the use
of pesticides and other hazardous agro-chemicals (herbicides. fungicides,

etc.) as specified InSection 216.3 (10) (b)of 22 CFR 216 (A.I.D. Environmental Procedures) since the proposed Intensification of commercial agricult
ural production, storage and distribution Indensely populated areas poses a
potentially serious health/pollution problem. Similarly, opportunitiet for
Incorporating known integrated pest management techniques inapplied research
 or technology dissemination efforts should be taken up.
 

ASAP will focus on policy reform with support services for smallholders and

agribusinesses. It Isrecommended that ASAP maintain a 
close coordination &

consultation role, not only with other relevant Mission programs/projects but
also with other donor activites. Possibly relevant Mission activities incluel

the NRMP, LOAP. the Mindanao Development Project. Local Government Infrastruc
ture Project and Philippines Capital Infrastructure Project.
 

With regard to the concerns raised in the environmental analysis, three

components-of the ASAP program seem appropriate for USAID environmental actior
In the context of the program. These are: the Support Services Component,

Monitoring & Evaluation Component. and EAs for feasibility studies. Most of
what isrecommended below ismeant to be Integrated directly Into the proposed
program rather than stand alone measqres. This will ensure compliance with

the Intent of A.I.D.'s environmental procedures which are for them to be
 
Integrated Into planning, design an" monitoring.
 

C. Technical Assistance Recomvendations
 

Most of the recommendations below take the form of tectnical assist
ance and research recommendations. This envirorental analysis will 
not
 
attempt to specify, Indetail, the Implementation arrangements which might be
 
used. 
 -

1.The ASAP envisions a strong effort to remove licensing and permit

restrictions on agribusiness sub-sectors which unnecessarily limit private

sector entry or exit or which protect parastatal or private monopolies and

oligopolies. The PAIP and PAAD describe a 
web of Inefficient and selfdefeating policies and regulations. In this respect, It Isrecommended that
TA inthe Support Services Component work closely with DENR's Environmental

Management Bureau to review their environmental licensing procedure! (EIS and

ECC) with respect to agribusinesses so that appropriate standards and
realistic certification requirementsare developed which reflect the nature,

scale and scope of potential resource and environmental Impacts and which
 
serve to enhance resource and plant efficiency rather than act as a

disincentive to Investment. Ideally, this review process should take the form
of government-industry dialogue and would be located in the appropriate line
 



agency (DENR with DA or DTI) but under present GOP arrangements, this is not
 
yet the case. This could be the focus of further policy dialogue and insti
tutional development, though probably not directly through the ASAP program.
 

2. With respect to the design and operations of agro-proc Jing
 
plants, It Is recommended that the general contractor of ASAP try to take.
 
advantage of the special expertise of the World Environment Center (WEC), an
 
American PVC which provides high-level Industrial expertise on a pro bono
 
basis to Third World Industries. They are especially good at waste minimiz
ation and pollution prevention programs utilizing plant audits, specialized
 
training and short-term technical assistance. The Asia Bureau has a cooper
ative agreement with the WEC. These services may be accessed directly by ASAP
 
or may be included in the design of the forthcoming Urban and Industrial
 
Management Program.
 

3. It is clear from the ASAP analysis and that of the Sustainable
 
Natural Resources Assessment (4)that DA is lacking In expertise in Integrated
 
Pest Management, polycultural cropping systems, farmer-lead research and other
 
areas which will be vital to the success of ASAP. This Is because hcrticult
ural management often demands greater farmer management inputs and sophisti
cation than does much cereal production, for example. While at least some of
 
toie proposed fruit-vegetable sub-sectors are well-known to Filipino farmers,
 
the demands for quality and sustained production will require substantial
 
technology transfer to small producers. Much of this will be addressed
 
through private, NGO and 7.blic sector research with participating farmers
 
under ASAP. The general contractor, nevertheless, should monitor technology
 
development/transfer financed under ASAP to ensure that environmentally
 
sustainable technologies and support systems are tested and transferred.
 

D. Special Studies and Research
 

The main environmental and resource needs which Involve studies aid
 
research (not otherwise available through other programs and projects) a--e
 
partly the function of the ASAP monitoring system and partly independent
 
needs. As numerous analyses have noted, the existing agricultural database
 
relevant to agribusiness concerns (including production and resource u(! as
 
well as marketing information) isvery deficient. 1.e GOP should begin to put.
 
Into place a design for one or more GIS or other slml;ar database systen's
 
which provide the basis for assessing regional cumulative stress on resources
 
from unplanned or uncoordinated growth and development. Thit 1: rapidly
 
becoming a major Issue for Mindanao, for example, and could affect the
 
long-term viability of agribusiness development. The ASAP program lacks the
 
resources or design scope to tackle such a research project, although it could
 
provide a source of technical guidance to local governments or other research
 
projects which do inclvde such aims, e.g. the Hindanao Growth Plan.
 

Some evidence exists which suggests that the initial Jmpact of the CARL on
 
agricultural productivity anO sustainable Intensifica tion has been somewhat
 
negative, due partly to sub-optimal parcel sizes, particularly In the uplands.
 
Further access to needed inputs/markets will require some degree of resource
 
pooling and group organization, as has been the case in most other countries.
 
In this respect, itmight be useful to carry out a "before and after" study of
 
particloating farmers (a representative sample) to determine whether vertical
 



Integration. brought about by ASAP, actually Improved the livelihood of

participating farmer groups on a sustainable and environmentally sound basis

and whether other kinds of reforms or support services were needed as well.
 

E. Training
 

The principal area of training not otherwise captured In the design

concerns the training of agro-processing environmental and safety engineers

for agribusiness plants. Under the proposed procedures for accepting propos
als for cost sharing, described In this PAAD, ASAP would share the costs of

applied research and/or farmer organlzation/training costs of acceptable pro
posals. 
Many 	proposals will not entail any Investments Inmalor agroprocess-

Ing facilities. 
 For this reason, applied research and selection of agropro
cessing technology should Include those technologies/processes which result in

minimal or reduced waste discharges and have relatively safe operations.

Other training support could then focus on plant whousekeeping" and other
 
resource-saving, pollution avoiding management (and cost saving) measures.
 

In summary, given the focus for ASAP's cost-sharing of proposals on small to
medium-sized firms, applied research, technical assistance and training should
 
focus on environmental measures which require relatively low capital and

operating costs, reduce contingent liability risks, require relatively little

sophisticated training and which could Improve resource productivity,

including plant profitability. As noted above, for many industries, such
 
economies can be obtained through smart plant design (e.g. the reuse of
 process water, location-of waste facilities. etc.) and housekeeping and other
 
management measures. 
The role of ASAP could include the provision of Inform
ation via publications/manuals, and the sponsoring of short training courses

for selected personnel of industries by subsector or other relevant criteria.

The second opportunity for environmental intervention lies in the selection of

proposals which reduce input burdens (e.g. artificial fertilizers & pesticid
es) or promote sustiinable forms of Intensification should be encouraged by

ASAP. 
Clearly, the selection of any technical assistance team should include

Individuals with appropriate environmental and anthropological experience.
 

It is assumed that the ASAP Program will try to monitor the effects of the

reforms It Is encouraging and that would Include monitoring/evaluating the
 
Impact of the program on various components of the agribusiness sectors,

farmers, prccessors, marketers, etc. Further, It is assumed that ASAP
 
recognizes that the effects of such reforms will 
not necessarily be uniform or
 
neutral across categories of producers and processors.
 

V. 	 PROPOSED ENVIRONMENTAL PROCEDURES FOR ENVIRONMENTAL ASSESSSENT OF
AGRIBUSINESS INVESThENT FEASIBILITY STUDIES UNDER ASAP 

A. Suary of A.I.D. Environmental Procedures
 

A.I.D.'s einvironmental procedures are described In 22 CFR 2M. .The 
purpose of these procodures Is to Identify as early In thearotect's nlannlnW
and desian as possible, potential significant Impacts on natural resources,
environmental systems and Important soclo-economic groups and cultural 
resources. This Is, In fact, the reason for this envi-onmental analysis. The
 



Bureau Environmental Coordinator (BEC) must approve all major environmental
 
documents, prior to authorization of funds. Each environmental documentIs an
 
integral part of the project design process, IEE (PID/PAIP), Environmental
 
Analysis, EA Scoping Sessions and an Environmental Plan of Action (PP/PAAD).
 
The calculator of the oroaram or prolect budget should allow for any monitor
ing and mitigation measures identified In the "Environmental Plan of Action".
 

If ASAP disaggregates its monitoring/impact evaluations. It should not be
 
difficult to include some characterization of the environmental components cf
 
the various systems: the farm or factory and their input and waste streams.
 
This monitoring/evaluation system need not constitute separate ASAP studies
 
but can be Included In periodic project monitoring or in applied research and
 
extension activities. including those organized by agribusiness companies
 
themselves.
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B. SOCIAL ANALYSIS 

Appraisal of the social and gender issues inherent in ASAP
 
feasibility requires two types of analysis:
 

Population-level impacts of the reforms constituting the
 
policy component of the program;
 

Broad-based participation in and benefits from activities
 
of the support services component.
 

Full appreciation of the nature and riegree of gender-.
 
disaggregated impacts of 
ASAP can only be gained from special
 
tracking of program and projectized activities during the five-year
 
life of program. In consequence, monitoring and evaluation of
 
people-level employment and income impacts of' ASAP will 
 be
 
undertaken by the General Contractor, probably through a sub
contract with a 
specialized Filipino research institution. Such 
monitoring and evaluation will take care to distinguish between 
impacts on men and women; that is, It will be gender-disaggregated. 
People-level impact monitoring will focus on the corn-feed
livestock sub-sector and concern both.the effects of key policy
reforms and -elevant ASAP activities designed to relieve non-policy 
constraints i. tha vertical integration of this important sub-. 
sector. A second analysis of impacts in the fruits and vegetables
 
sub-sector will be undertaken, or% commissioned by the General
 
Contractor, when spacific commodities in addition to bananas have
 
been selected.
 

A. 	Social and Gender Issues in Population-level Impacts of
 
Key Policy Reforms
 

The purpose of policy reform objectives under ASAP is to
 
contribute to the creation of a legal-regulatory framework
 
conducive to increased private sector investment in the
 
agribusiness sector. Suqh investment will. lead- inevitably 
over
 
time to growth in value added generated by the agribusiness system.
 

Several policy reform objectives ae envisaged under ASAP. 'It 
the heart of these objectives are four reforms designed to promote
growth in* grain production, particularly corn, and in the feed
livestock sub-sector, through incre=ed efficiencies and lowered 
production costs. Government involvement in grain trading and 
fertilizer provision, tax and regulatory bias against the 
agribusiness sector, and restrictions on the importation of
 
stockraising inputs will* all be reduced or. eliminated during the 
life of program. 

Two reforms will further support the elficiencies generated by 
the removal or reduction of governmental control of the grain-feed
livestock sub-sector. The first of these targets the uncertainties 
surrounding the implementation of the Comprehensive Agrarian Reform
 
Law (CARL) of 1988, presently constraining the use of land as
 
collateral for investment credit, legal conversion of agricultural
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land to non-agricultural purposes, and the establishment of
 

effective producer-processor linkages. These constraints will be
 

addressed under ASAP by the development of realistic CARL land use
 
guidelines, and a CARP implementation schedule.
 

The second reform is designed to achieve "an efficient inter
the movement of agricultural commodities."
island industry for 


Since Mindanao is likely to produce a majority of the new value
 
added in corn and livestock; a reduction in costs of transport to
 
major markets in Manila will have significant impact in reducing
 
the price of final products. Demand for pig and poultry products
 
should respond accordingly, ultimately spurring smallholder corn
 
production.
 

Social and gender issues can be identified in two key reform
 
objectives under ASAP: liberalization of the corn-feed-livestock
 
sub-sector and removal of uncertainty over CARL implementation.
 

$ Establish a policy environment conducive to sustained 
private sector investment in corp and -livestock 
production and trading. 

-(1) The first action under- ASAP will be the reduction and 
eventual elimination of NFA participation in domestic corn 
marketing. The present unpredictability and inefficiency of its 
interventions introduces risk and distortions in the agribusiness 
system, thereby discouraging private sector investment. Farmers, 
feedmillers, and livestock producers all suffer the consequence of 
increased difficulty of gauging the real returns to the sustained 
production, storage, and processing of corn products and to 
investment in livestock and poultry production.
 

Corn production in the Philippines is a recognized potential 
source of economic growth; it is the second largest crop (20% of 
area *planted, 22% of all farms in 1980 Census), second only to 
rice. Demand-led growth in the livestock industry, particularly 
hogs and chickens, will continue to drive domestic demand for corn 
production. Pork, beef, and poultry consumption rises even faster 
with increase in income than wheat, the staple food with the 
highest income elarticity (IFPRI, 1991). Market linkages from the 
mass of smallholders, particularly in the Visayas and Mindanao (79% 
of total production in 1987), through feedmillers to hog and 
poultry raisers should generate significant multipliers--especially 
off-farm employment--in the Philippine economy. It, is the gender
ditaggregated nature of both on-farm and related off-farm 
employment and income impacts that will constitute the subject ofresearch under the Impact Monitoring Unit of the General
 
Contractor.
 

Since corn production is overwhelmingly the result of 
smallholder operations (average farm size of 2.8 ha. and 69% of 
farms below 3 ha. in 1980 Census), the impact of ASAP reforms 
affeciing corn production and marketing will have broad-based, 
beneficial impact on the rural, generally poor, population of the 
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Philippines. On average household size on corn-producing family
 
farms is about 6 persons (IFPRI, 1991). Broad-based impact will
 
also be the case for the small livestock sub-sector; 84% of hog
 
production and 76% of poultry raising is carried out on smallholder
 
farms and in backyard, cottage-style operations (IFPRI, 1991). A
 
majority of backyard pig and poultry production, moreover, is
 
carried out by women (Coronel, 1990).
 

Furthermore, the number of commercial hog and broiler raisers
 
is growing rapidly, with contract growing schemes with farmers
 
increasingly common around the major markets, such as Manila. The
 
contractual arrangement involves cost and risk sharing between the
 
poultry or hog integrators, charged with providing animals,
 
medicines, and feed, and the farmer contractorsp who provide the
 
land, buildings, equipment, and labor. With the rapid growth in
 
small livestock production to meet urban meat consumption demand,
 
the relative consumption of corn as feed has risen from 42% of 
domestic supply in 1970 to 65% in 1989 (IFPRI, 1991). On average
 
feedmillers now use about 52% corn in their feed mix production for
 
hogs and poultry.
 

.....Linking the corn producers and the livstock industry are.the
 
210 registered manufacturers of mixed feeds (1989). In 1965, some
 
e5% of feed mills were located in or near Manila, comprising about
 
76% of total feedmilling capacity (IFPRI, 1991). Forward and
 
backward linkages between the millers and other enterprises involve
 
nearly 2,000 firms. Commercial feedm.llers, moreover, control
 
about 74% of total ..output of mixed feed. Feed for chickens and
 
hogs constitute 46% and 45% respectively of the 963,000 metric tons
 
of feed produced in 1989 (IFPRI, 1991).
 

(2) Another set of actions under-ASAP will attempt to link
 
more fully the domestic feed-livustock sub-sector to the world
 
market. Domestic corn prices are currently higher than world
 
prices and corn producers are protected through import quotas.
 
While this would appear to favor corn producers at the expense of
 
feed users, the arbitrary application of the quotas, presently the
 
result of competing requests each year from users and producers,
 
results in risk and unpredictability of returns to both. This
 
discourages investme in corn production, storage, processing, and
 
use in stockraising. By introducing a price band scheme for
 
stabilizing domestic corn supply and prices as a step to eventual
 
total liberali:ation, ASAP will promote trading margins sufficient
 
to cover private sector procurement, storage, transport, and
 
processing, while not unduly constraining 'mallholder producers.
 
The latter will benefit on balance from increased private sector
 
demand for their produce, a process tending to raise and to
 
stabilize prices. Although eventually compvting directly with
 
world producers of corn, smallholders should respond to increased
 
competition through !armer associations and improved and sustained
 
linkages with agrb-processors, as well as benefitting from reduced
 
transport costs, particularly in shipping and handling.
 

A gender-disaggregated survay of employment and income impacts
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including the expansion of trader operations and on-4arm production

will be conducted by the Impact Monitoring Unit of the General
 
Contractor beginning with a baseline survey in the first year of GC
 
activity. 
A sample of small farms and of the various trader groups

(barangay, municipal, & provincial traders, canvassers, shippers)

will be e:camined. Of interest also will be 
the evolution of the
 
oligopolistic nature of "farmer-trader relationships and of the
 
"suki" contract, whereby traders establish long-term patron-client
 
relations by extending-credit and other services to 
farmers. It
 
will be important to see whether firms begin to bypass traditional
 
trader-producer linkages by establishing direct pcoducer-peocessor
 
contracts.
 

.
 Remove uncertainty of CARL impleaent.itien to facilitate
 
. private sector agribusiness planning and investment.
 

Two ireas of uncertainty In the application of CARL remain at
 
present and will be addressed under ASAP: use of agricultural land
 
ior collateral for credit; and conversion of' agricultural lands to
 
non-agricultural uses. The status 
of lands used for livestock
 
production was resolved by the Supreme Court* in January, 1971,
 
ruling that livestock lands are not subject to redistribution under
"the"CARP. 
..... . .... ...... ......... 
 .
 

Under- CARL, ownership - of agricultural land cannot be 
transferred without the approval of the Department of Agrarian
 
Reform.' Lendiing 'istitutio6s'currently are reluctant to 
approve

loans with land vubJect to DAR authority as collateral. Until the
 
uncertainty co ernir 
 ra'gransfer of holdingsover five hectares
 
to employees and tenant farmers can be lifted, agricultural credit
 
will be effectively stifled. " Another dampening effect is the 
policy whereby land used as collateral for defaulted loans can only
be* sold to DAR at DAR-determined prices. Nevertheless, CARP
 
implementation 
can be beneficial to smallholders and agro
processor-alk., to
"if newly divided holdings can continue 

function under coordinated or centralized management much 
as
 
'before. *This will requiri a new form of partnership between agro
processors and farmer associations or cooperatives, because it is
 
doubtful that individual smallholders can easily recreate the
 
eoficiwncies and economies of scale of former plantation crops.
 

The related issue of 
the conversion of present agricultural
 
lands to non-ag'ricultural user, particularly livestock raising will
 
be addressed under ASAP. To the extent 
that predictability a~d
 
ease of conversion can be assured, investment will be promoted in
 
livestock enterprises and in upstream and downstream linking

activities. This will particularly benefit poultry and hog raisers
 
and the mass of smallholdor corn producers. The nature and degree

of these impacts will be examined by the gender-disaggregated
 
employment and income impacts survey of the Impact Monitoring Unit
 
of the General Contractor.
 

$ Remove excessive VOP regulation of private agribusiness
 

and eliminate the tax bias against the sector.
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First among actions to correct policy constraints through 
excessive regulation and taxation will be the removal of retail
 
price controls on rice, pork, and chicken. This will allow
 
appropriate price 
 incentives to spur productive investment,
 
although increased efficiencies in production and marketing should
 
in the short term permit an easing ;,4 prices to consumers to spur
 
demand. Price deregu~ation will particularly benefit the large
 
number of backyard producers of pigs and poultcy, who are
 
overwhelmingly women.
 

The Philippines have a comparative advantage internationally
 
in the production of bananas. Although 25% of production is
 
exported at present, GOP regulations limit total area planted to
 
25,000 hectares. The recently opened Korean market for bananas
 
cannot consequently be exploited by Philippine producers.
 
Considerable investment in the banana subsector can be expected

with the lifting of this limit under ASAP conditionality.
 
Additional revenues generated by full exploita* .on of external
 
market opiortunities is estimated at from $73-96 million (cf.
 
economic analysis).
 

Removal of the hectarage limitation on export banana
 
production will generate increased smallholder production, of
 
bananas, particularly in view of CARL implementation. Growers will
 
contract with large exporters, such as Delmonte and Dole, or will
 
organize associations of producers to assure needed 
volume . to 
processing plants. In 
some cases, farmes already possess their
 
own processing stations. Most banana production will occur on
 
Mindanao, free from typhoons. Smallholder farms average 5-6_
 
hectares, are generally independently owned, and employ men and
 
women about equally in productive tasks. On thin basis from 600 to
 
1,000 farms are needed to constitute adequate production volume tc
 
packers and exporters. A majority of women are employed in
 
washing, treating, and packing bananas prior to shipment. Survey
 
and case study research targetting the employment and income 
impacts of the expansion of export banana production and export 
from Mindanao will be part of.the tasks of the Impact Monitoring
 
Unit of the General Contractor.
 

."	Social and Gender Issues in Market Development Support 
Services 

ASAP assistance in alleviating non-policy constraints to the 
establishment of more effective vertical integration and
 
coordination within the agribusiness system 
will address the
 
following issuest 
 weak linkages between farmers and agribusiness 
firms; lack of access to agro-processing technologies; and lack of 
merketing knowledge and expertise. Social and gender issues lie 
primarily in activities designed to foster linkages between farmers 
and agro-processors. Many of these involve organizational,
training, or extension services whictl must not ignore the economic 
roles of women and the poorer farm households for GOP equity 
objectives. 



S 	 Creating and Strengthening Market Linkages between 
Agribusiness and Primary Producers 

The market development support services aim to establish 
increased complexity and efficiency in the processing and marketing 
of selected agricultural commodities. At present, only corn and 

bananas have been targetted under ASAP, but it iv expected that 
producers of other commodities, such as cut flowers, asparagus, 
tomatoes, and various fruits will respond to incentives in the 
liberalized agribusiness system. 

Activities under ASAP to organize small, unviable, smallholder 
operations into larger groupings to enter into volume contracts 
wit'h agro-producers and marketers have already proven successful 
under the Accelerated Agricultural Production Project (AAPP). Six 
market development specialists are currently engaged in organizing
 
farmer associations or cooperatives throughout the Philippines, the
 
most successful of which are based in Cebu and Mindanao. It is 

planned that these models will be expanded under ASAP.
 

The trend away from monolithic plantation or nuclear estate
 
"fa -ming'seems L*nder' way, spurred on by the' inevitability of CARL 
implementation. Some of the large agro-business firms, such as 
Ayala Agricultural Development Corporation and Republic Flour Mills 
(RFM), are already pioneering in establishing long-term processor

on 	mutual support and trust,
 
producer 6ooperitive linkages based 

much like the longer ternm trader-farmer relationships known as 
"siki*." Under ASAP, training, semnirs_, workshops, and technJ.cal 

resources (including the services of market development experts) 
will be used to assist both farmer cooperatives and agro-processers
 
to 	engago effectively in inatituti~n.li:cd me.rkcting arrangemcnts.-

The use of matching ASAP and private sector funds to Lrganize 
and train producer cooperatives fr-ust assure that such activities 
properly include both sexes. Such ipparently is the case in many 

of thi iraining sessions "currentl y undertaken under the AAPP. 
Neverthelesc, e;:perience from similar project activities in other 

countries underscores the potential for women to drop out as target 

beneficiaries under ASAP-funded activities. The transfer of 

technology and marketing information must involve both sexes; 
relying on transmission of technical and market Information from 
husband to wife has proven less effective worldwide than involving 
both sexes in e::tension services. In the case of the large number 

of female-run farms in the Philippines (23%), it is probable .hat 
no other representative would be as effective as the female head of 
farm (see Coronel, 1990).
 

It is recommended that deliberate attention be paid under ASAP
 

to involving female-headed farm families in farmer cooperatives,
 
since many tend. to be from the poorest 30% of Philippine
 
households, the target group under current GOP socio-economic
 

objectives' Proposals for cost-sharing arrangements made to the
 

General Contractor should indicate awareness of gender issues in
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the formation and training of farmer 
cooperatives and in the
promotion of contractual arrangements between these and agro
processors. Sponsorship by ASAP of local or 	regional agribusiness

fairs and exhibitions 
with the objective of promoting market
 
matches between farmer 
groups and processors should also take
 
gender considerations into account.
 

C. 	 Monitoring and Evaluation of the Employment and Income
Impacts of Growth in 	the Corn-Feed-Livestock Sub-sector
 

Under ASAP several people-level impact monitoring activities 
will be carried out by the Impact Monitoring Unit (IMU) of the

General Contractor. Case studies of impacts of market development

activities under the support services component and of employment

effects 
in the export banana sub-sector should be carried out

during the five-year program. 
The primary evaluation effort of the

IMU, however, 
should be the design and implementation of an 
employment and income imp&ct monitoring survey, whose objective

would be to track a strategic sample of producer grousps and agro
business firms 
lying at key points along the set of vertical 
linkages in the corn-feed-livestock sub-sector. 
The survey would
 
consist of sub-samples drawn 
from. organized and unorganized

producers, from 
 trading enterprises of various types, from
 
feedmillers, and from commercial hog 
and poultry producers. The
 
objective will bc to deter~irne employment levels, types of
remuneration, and trends for 
both men and women during the life of
 
program. Wherever possible, linkages between ASAP policy reforms
 
and employment and income.krends .should be made...
 

The survey may.bt seen more appropriately as a set of surveys,
each focusing on a specific segment of the marketing chain from
producer to ultimate transformer. It is not e:pacted that these
 
surveys should statistically cover the universe of producers,

traders, feedmillers, and stockraisers. They should be seen more
 
appropriately as case studies, or as rapid reconnaissance tools to
 
assess 
trends set in motion by policy reform and support services

activities 
under ASAP. A rontrol group of producers and agro
processors can be studied to assess the effectiveness of market

matching and development activities under ASAP, 
since primary
tracking of impacts will involve samples drawn from areas where 
projectized support activities are.to occur. 

The purpose of employment and income monitoring studies uhder 
ASAP is to track the expected gender-specific, people-level
benefits resulting from increased investment by the private sector 
In the agribusiness system. Changes in employment and 'income 
patterns on the farm and in various parts of 
the marketing chain
will reveal places where support service activities under ASAP can 
*ore effectively intervene in future years. Monitoring such

changes will enable the GOP and A.I.D. to design more effective
 
follow-on projects after the completion of ASAP. Finally, data on
differential impacts on men and women will enable women's groups
monitoring the Philippine Development Plan for Women (1989-1992)
and the Philippine Country Plan for Women (1990-1992) to establish
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at least one baseline set of studies for tracking women*s
 
participation and benefits from agribusiness expansion over the
 
next five to ten years.
 

Further details concerning the nature of the employment and
 
income impact monitoring system under ASAP are to be found in
 
reports prepared previously by Ernst and Young (October, 1990) and
 
Do La Salle University (November, 1990), including proposed sub
contractor institutions to implement the work. When designing the
 
monitoring and evaluation system, a survey recently conducted by
 
IFPRI (March to July, 1990) of 928 corn producers and traders in 11
 
sample provinces selected from the 6 major corn producing regions
 
should be consulted for its potential as one baseline source.
 
Another very exhaustive survey, the "Benchmark Survey for the
 
Comprehensive Agrarian Reform Program" is being developed by the
 
Agrarian Institute of the University of the Philippines, Los Banos 
to monitor the effects of CARP implementation on some 8,000 
households from all regions. Some of its results may be used as 
appropriate, although it is expected that precise monitoring of 
corn-feed-livestock and fruit/vegetable employment and income 
changes will require carefully crafted mini-surveys targetting 
strategic links in the vertical production-processing-marketing 
systems. 
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ANNEX G
 

SC(2) - AIBXBTANCR CZ3CKL1BT 

Listed below are statutory

criteria applicable to the
 
assistance resources 
 themselves,
 
rather than to the eligibility of a
 
country to receive assistance. This
 
section is divided into three parts.

Part A includes criteria applicable

to both Development Assistance and
 
Economic Support Fund resources.
 
Part B includes criteria applicable

only to Development Assistance
 
resources. Part C includes criteria
 
applicable only to Economic Support
 
Funds.
 

CROSS REFERENCE: 
IS COUNTRY CHECKLIST UP

TO DATE? 
 Yes. It is included in
 

A. CRrITRIA APPLICABLE TO BOTH "tke PAAD for the Private
Enterprise Policy Support
DEVELO-.rl'ASSISTANCE AND ECONOMIC Program (492-0457).
SUPPORT ?C . 

i iL Country Development 1. & 2. One of the
Iffo; kFAA 
 Sec. 601(a)): Program's objectives is
InfoN .in and conclusions on to 
 encourage marketwhetj assistance will encourage development and jointefforcs of country to:
the (a) presentation between
increase the flow of international agribusiness farms and/ortrade; (b)foster private initiative farm groups.
and competition; (c) encourage

development and use of cooperatives,

credit unions, and savings and loan
 
associations; (d) discourage

monopolistic practices; (e) improve

technical efficiency of industry,

agriculture, and commerce; 
and (f)

strengthen free labor unions.
 

2. U.S. Private. Trade and

Investment (FAA Sec. 601(b)):

Information and conclusions on how
 
assistance will encourage U.S.
 
private trade and investment abroad
 
and encourage private U.S.
 
participation in foreign assistance
 
programs (including use of private
 
trade channels and the services of
 
U.S. private enterprise).
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3. Congresuional Notification 

a. General requirement
(FY 1991 Appropriations Act Sacs. 
523 and 591; FAA Sec. 634A): If 
money is to be obligated for an 
activity not previously justified to 
Congress, or for an amount in excess 
of amount previously justified to 
Congress, has Congress been properly 
notified (unless the notification 
requirement has been waived because 
of substantial risk to human health 

Congressional Notifi
cation was submitted on 
June 27, 1990 for 
$ 4 0 , 6 4 3 000 for 
obligation this FY. 

or welfare)? 

b. Notifice of new acoount 
obligation (FY 1991 
Appropriations Act Sec. 514): If
funds are being obligated under an 
appropriation account to which they 
were not appropriated, has the 
President consulted with and 
provided a written justification to 
the House and Sentate Appropriations
Committees and has such obligation
been subject to regular notification 
procedures? 

N/A 

c. Cash transfers and nonproject 
sector assistance (FY 1991 
Appropriations Act Sec. 575(b)(3)):
If funds are to be made available in 
the form of cash transfer or 
nonproject sector assistance, has 
the Congressional notice included a 
detailed de:cription of how the 
funds will be used, vith a 
discussion of U.S. interests to be 
served and a description of any 
economic policy reforms to be 

Yes. 

promoted? 

4. Engineering and Financial 
Plans (FAA Sec. 611(a)): Prior to 
an obligation in excess of $500,000,
will there be: (a) engineering, 
financial or other plans necessary 
to carry out the assistance; and (b) 
a reasonably firm estimate of the 

N/A 

cost to the U.S. of the assistance? 



5. Legislative Action (FAA N/A

Sec. 611(a) (2611(a): If legislative

action is required within recipient

country with respect 
 to an

obligation in excess of $500,000, 
what is 
the basis for a reasonable
 
expectation that such action will be
completed in time to permit orderly

accomplishment of the purpose of the 
assistance?
 

6. Water Resources (FAA Sec. N/A
611 (b); FY 1991 Appropriations Act

Sec. 501): If project is for water
 
or water-related land 
 resource
 
construction, 
 have benefits and
 
costs been computed to the extent 
practicable in accordance with the
 
principles, standards, and
 
procedures established pursuant to

the Water Resources Planning Act (42

U.S.C. 1962, e a.)? (See A.I.D.
 
Handbook 3 for guidelines.)
 

7. Cash Transfer and Sector 
 Yes.

Assistance (FY 1991 Appropriations

Act Sec. 575(b)): Will cash
 
transfer or nonproject sector
 
assistance be maintained 
 in a
separate account and nit commingled

with other funds (unless such
 
requirements are waived by

Congressional nolice for nonproject

sector assistance)?
 

8. Capital Assistance (FAA Sec. N/A

611(e)): If project 
is capital

assistance (e.g., construction), and

total U.S. assistance for it will

exceed $1 million, the Mission
 
Director certified and Regional

Assistant Administrator taken 
into
 
consideration 
 the country's
 
capabiity to maintain and utilize
 
the project effectively?
 

9. Multiple Country 
 The program objectives
Objectives M'A Sec. 601(a)): 
 includes policy reform
Information 
 and conclusions 
 on which will 
 encourage
whether projects will 
 encourage agribusiness investment
efforts of the country 
to: (a) 
 and lead to increase flow
increase the flow of international of international trade.

trade; (b) foster private initiative 
and competition; and (c) encourage
 



development and use of cooperatives,
 
credit unions, and savings and loan
 
associations; (d) discourage
 
monopolistic practices; (e) improve
 
technical efficiency of industry,
 
agriculture and commerce; and (f) 
stren,then free labor unions.
 

10. U.S. Private Trade (FAA 
Sec. 601(b)): Information and 
conclusions on how project will 
encourage U.S. private trade and 
investment abroad and encourage 
private U.S. participation in 
foreign assistance programs 
(including use of private trade
 
channels and the services of U.S. 
private enterprise).
 

11. Local Currencies
 

a. R e c i p i e n t 
Contributions (FAA Secs. 612 (b), 
636(h)): Describe steps taken to 

assure that, to the maximum extent 
possible, the courtey is 
contributing local currencies to 
meet the cost of contractual and 
other services, artd foreign
currencies owned by the U.S. are 
utilized in lieu of dollars.
 

b. U.S. -Owned Currency (FAA Sec. 
612(d)): Does the U.S. own excess 
foreign currency of the country and, 
if so, what arrangements have been
 
made for its release?
 

C. Separate Account (FY 1991 
Appropriations Act Sec. 575). If 
assistance is furnished to a foreign 
government under arrangements which 
result in the generation of local 
currencies:
 

(1) Has A.1.D. (a)
required that local currencies be 
deposited in a separate account 
established by the recipient 
government, (b) entered into an 
agreement with that government 
providing the amount of local 
currencies to be generated and the 

The program includes
 
activity which are 
designed to stimulate 
j o i n t v a n t u r * 
arrangements between U.S. 
and Philippine firms and 
farmer groups. 

The GOP will contribute 
to the Program through 
budget resources. 

N/A
 

N/A
 



terms and conditions under which the
 
currencies so deposited may be
 
utilized,and(c)established by

agreement the responsibilities of
 
A.I.D. and that government to
 
monitor and account for deposits
 
into and disbursements ftom the
 
separate account?
 

(2) Will such local
 
currencies, or an equivalent amount
 
of local currencies, be used only to 
carry out the purposes of the DA or 
ESF chapters of the FAA (depending 
on which chapter is the source of 
the assistance) or for the
 
adminsitrative requirements of the 
United States Government?
 

(3) Has A.I.D. taken 
all appropriate steps to ensure that 
the equivalent of local currencies 
disbursed from the separate account
 
are used for the agreed purposes?
 

(4) If assistance is 
terminated to a country, will any
unencumbered balances of funds 
remaining in a separate account be 
disposed of for purposes agreed to 
by the recipient government and the
 
United States Government?
 

12. Trade Restrictions
 

a. Surplus Commodities No.
 
(FY 1991 Appropriations Act Sec.
 
521(i)): If assistance is for the
 
production of any commodity for
 
export, is the commodity likely to 
be in surplus on world markets at 
the time the resulting productive

capacity becomes operative, and is
 
such assistance likely to cause
 
substantial injury to U.S. producers 
of the same, similar or competing 
commodity?, 

b. Textiles (Lautenberg No.
Amendment) (FY 1991 Appropriations 



Act Sec. 521(c)): Will the
 
assistance (except for programs in 
Caribbean Basin Initiative countries 
under U.S. Tariff Schedule (Section
 
807," which allows reduced tarriffs
 
on articles assembled abroad from 
U.S.-made components) be used
 
directly to procure feasibility
 
studies, or project profiles of
 
potential investment in, or to
 
assist the establishment of
 
facilities specifically designed
 
for, the manufacture for export to
 
the United States or to third
 
country markets in direct
 
competition with U.S. exports, of
 
textiles, apparel, footwear,
 
handbags, flat goods (such as
 
wallets or coin purses worn on the
 
person), work gloves or leather
 
wearing apparel?
 

13. Tropical Forests (FY 1991 No.
 
Appropriations Act Sec. 533(c) (3)):
 
Will funds be used for any program,
 
project or activity which would (a)
 
result in any significant loss of
 
tropical forests, or (b) involve
 
industrial timber extraction in
 
primary tropical forest areas?
 

14. NVO Assistance
 

a. Auditing and It Vill.
 
registration (FY Appropriations Act
 
Sec. 537): If assistance is being
 
made available to a PVO, has that
 
organization provided upon timely
 
request any document, file, or
 
record necessary to the auditing
 
requirements of A.I.D., and is the
 
PVO registered with A.I.D.?
 

b. Funding sources (FY It is not envisioned that. 
1991 Appropriations Act, Title II, a U.S. PV0 will b 
under heading "Private and Voluntary p r o v id e d d ir e c t 
Organizations"): If assistance is to assistance under1 the 
be made to a United States NrO Program. 
(other than a cooperative 
development organization), does it 
obtain at least 20 percent of its
 
total aninual funding for
 
international activities from
 
sources other than the United States 



Government?
 

15. Project Agreement Documentation 
(State Authorization Sec. 139 (as
interpreted by conference report):
Has confirmation of the date of
 
signing project agreement, including
the amount involved, been cabled to
 
State L/T and A.I.D. LEG within 60
 
days of the agreement's entry into
 
force with respect to the United
 
States, and has the full text of the
 
agreement been pouched to those same
 
offices? (See Handbook 3, Appendix

6G for agreements covered by this
 
provision).
 

16. Metric System (Omnibus Trade 

and Competitiveness Act of 1988 Sec.
 
5165, as interpreted by conference
 
report, amending Metric Conversion
 
Act of 1975 Sec. 2, and as
 
implemented through A.I.D. policy):

Does the assistance activity use the
 
metric system of measurement in its
 
procurements, grants, and other
 
business-related activities, except

to the extent that such use is
 
impractical or is likely to cause 
significant inefficiencies or loss 
of markets to the United States 
firms? Are bulk purchases usually
to be made in metric, and are 
components, subassemblies, and semi
fabricated materials to be specified

in metric units when economically

available and technically adequate?

Will A.I.D. specifications use
 
metric units of measures from the
 
earliest programmatic stages, and
 
from the earliesc documentation of
 
the assistance processes (for

example, project papers) involving
quantifiable reasurements (length, 
area, volume, capacity, mass and 
weight), through the implementation
stage? 

It Vill.
 

Yes they will.
 



17. Women in Development (FY 1991 Yes, see Sec. 7(E). 
Appropriations Act, Title II, under
 
heading "Women in Development"):
 
Will assistance be designed so that
 
the percentage of women participants 
will be demonstrably increased?
 

18. Regional and Multilateral No.
 
Assistance (FAA Sec. 209): Is
 
assistance more efficiently and
 
effectively provided through
 
regional or multilateral
 
organizations? If so, why is
 
assistance not so provided?
 
Information and conclusions on
 
whether assistance will encourage
 
developing countries to cooperate in
 
regional development programs.
 

19. Abortions (FY 1991 N/A 
Appropriations Act, Title II, under
 
heading "Population, DA," and Sec.
 
525):
 

a. Will assistance be
 
made available to any organization
 
or program which, as determined by

the President, supports or
 
.participates in 'he management of a
 
program of coercive abortion or
 
involuntary sterilization?
 

b. Will any funds be
 
used to lobby for abortion?
 

20. Cooperatives (FAA Sec. Yes, as part of the 
111): Will assistance help develop market development 
cooperatives, especially by assistance element. 
technical assistance, to assist 
rural and urban poor to help 
themselves toward a better life? 

21. U.S.-Owned. Foreign N/A
 
Currencies
 

a. Use of currencies (FAA Sacs.
 
612(b), 636(h); FY 1991
 
Appropriations Act Secs. 507, 509):
 
Describe steps taken to assure that,
 
to the maximum extent possible,
 
foreign currencies owned by the U.S.
 
are utilized in lieu of dollars to
 
seet the -cost of contractual and
 
other services.
 



b. Release of currencies (FAA Sec. 
612(d)): Does the U.S. own excess 
foreign currency of the country and,
if so, what arrangements have been 
made for its release? 

22. Procurement
 

a. Small business (FAA Sec. 
602(a): Are there arrangements to
permit U.S. small business to
 
participate equitably in the
 
furnishing of commodities and
 
services financed?
 

b. U.S. procurement (FAA Sec. 
604(a): Will all procurement be
 
from the U.S. as
except otherwise
 
determined 
 by the President or
 
determined under delegation from
 
him?
 

C. Marine insurance (FAA Sec. 

604(d): If the cooperating country
 
discriminates against 
 marine
 
insurance companies authorized to do
 
business in U.S.,
the will
 
commodities be insured in the United
 
States against marine risk with such
 
a company?
 

d. Non-U.S. agricultural 

procuremunt (FAA Sec. 
604(e): If
 
non-U.S. procurement of agricultural
 
commodity or product thereof is to
 
be financed, is there provision

against such procurement when the
 
domestic price of such commodity is
 
less than parity? (Exception where

commodity financed 
 could not

reasonably be procured in U.S.)
 

e. Construction or 

engineering services 
 (FAA Sec.
 
604(g)): Will construction or
 
engineering services be procured
 
from firms of advanced developing

countries which otherwise
are 

eligible under Code 941 and which
 
have attained a competitive
 
capability in interr.ttional
 
markets 
in one of these areas?
 
(Exception for those countries which
 

Yes.
 

Yet. 

No.
 

There will be.
 

f/A 



f. Cargo preference shipping No. 
FAASec.03): Is the shipping 
excluded from compliance with the 
equirement in section 901(b) of the 
Merchant Marine Act of 1936, as 
amended,that at least 50 percent of 
the gross tonnage of commodities 
(computedsepara ely from dry bulk 
carriers, dry cargo liners, and 
tankers) financed shall be 
transported on privately owned U.S. 
flag commercial vessels to the 
extent such vessels are available at 
fair and reasonable rates? 

g. Technical assistance (FAA Yes.
 
Sec. 621 (a)): If technical
 
assistance is financed, will such
 
assistance be furnished by private
 
enterprise on a contract basis to
 
the fullest extent practicable?
 
Will the facilities and resources of
 
other Federal agencies be utilized,
 
when they are particularly suitable,
 
not competitive with private

enterprise, and made available
 
without undue interference with
 
domestic pzograms?
 

h. U.S. air carriers Yes. 
(International Air Transportation 
Fair Competitive Practices Act, 
1974): If air transportation of 
persons or property is financed on 
grant basis, will ji.S. carriers be 
used to the extent such service is 
available? 

i. Termination for convenience of All contracts will.
 
U.a. Government (FY 1991 contain such provision. 
Appropriations Act Sec/ 504): If the 
U.S. Government is a party to a
 
contract for procurement, does the 
contract contain a provision
 
authorizing termination of such
 
contract ftr the convenience of the
 
United States?
 

J. Consulting services (FY Yes. 
1991 Appropriations Act Sec. 524): 
If assistance is for consulting
service through procurement contract 
pursuant to 5 U.S.C. 3109, are 
contract expenditures a matter of 

http:FAASec.03


public record and available for 
public inspection (unless otherwise 
provided by law or Executive Order?) 

k. Metric conversion (Omnibus Yes.
 
Trade and Competitiveness Act of
 
1988, as interpreted by conference
 
report, amending Metric Conversion
 
Act of 1975 Sec. 2, and as
 
implemented through A.I.D. policy):

Does the assistance program use the
 
metric system of measurement in its
 
procurements, grants, and in its
 
procurements, grants and other
 
business-related activities, except
 
to the extent that such use is
 
impractical or it likely to cause
 
significant inefficiencies or loss
 
of markets to United States firms?
 
Are bulk purchases usual.y to be
 
made in metric, and are components,

subassemblies, and semi-fabricatad 
materials to be specified in metric
 
units when economically available
 
and technically adequate? Will
 
A.I.D. specifications use metric
 
units of measures from the earliest
 
programmatic stages, and from the
 
earliest documentation of the
 
assistance processes (for example,

project papers) involving

quantifiable measurements (length,
 
area, volume, capacity, mass and
 
weight), through the implementation
 
stage?
 

1. Competitive selection Yes. 
Procedures (FAA Sec. 601(e): Will 
the assistance utilize competitive 
selection procedures for the 
awarding of :ontracts, except where 
applicable procurement rules allow 
otherwise? 

23. Construction
 

a. Capital projat (FAA N/A
Sec. 601(d)): If capital (LL., 
c)nstruction) project, will U.S. 
eiginaering and professional
 
services be used?
 



b. Construction contract
 
(FAA Sec. 611(c)): If contracts for
 
construction are to be financed,
 
will they be lent on a competitive
 
basis to maximum extent practicable?
 

c. Large projectso 
Congressional approval (FAA Sec.
 
620(k)): If for construction of
 
productive enterprise, will
 
aggregate value of assistance to be
 
furnished by the U.S. not exceed
 
$100 million (except for productive
 
enterprise in Egypt that were
 
described in the Congressional
 
Presentation), or does assistance
 
have the express approval of
 
Congress?
 

24. U.S. Audit Rights (FAA
 
Sec. 301(d)): If fund is
 
established solely by U.S.
 
contributions and administered by an
 
interndtional organization, does
 
Comptroller General have audit
 
rights? organization, does
 
Comptroller General have audit
 
rights?
 

25. Communist Assistance (FAA
 
Sec. 620(h): Do arrangements exist
 
to insure that United States foreign
 
aid is not used in a manner which,
 
contrary to the best interests of 
the United States, promotes or
 
assists the foreign aid projects or
 
activities of the Communist-block 
countries?
 

26. Narcotics
 

a. Cash reimbursements Yes. 
(FAA Sec. 483): Will arrangements 
preclude use of financing to make 
reimbursements, in the form of cash 
payments, to persons whose illicit
 
drug crops are eradicated?
 

b. Assistance to narcotics Yes. 
traffickers (FAA Sec. 487): Will
 
arrangements take "all reasonable
 
steps" to preclude use of financing
 
to or through individuals or
 
entities which we know or have
 



reason to believe have either: 
(1)

been convicted of a violation of any

law or regulation of the United
 
States or a foreign country relating
 
to narcotics 
(or other controlled
 
substances); or 
(2) have been an
 
illicit trafficker in, or otherwise
 
involved in the illicit trafficking

of, any such controlled substance?
 

27. Expropriation and Land Reform 

(FAA Sec. 620(g): Will assistance
 
preclude use of financing to
 
compensate owners for expropriated
 
or nationalized property, except to
 
compensate 
 foreign nationals in
 
accordance with a 
 land reform
 
program certified by the President?
 

28. Police and Prisions (FAA Sec. 

660): Will assistance preclude use
 
of financing 
to provide training,

advice, or any financial support for
 
police, prisons, or other law
 
enforcement forces, except for
 
narcotics programs?
 

29. CIA Activities (FAA Sec. 662):

Will assistance preclude of
use 

financing for CIA activities?
 

30. Motor Vehicles
 
(FAA Sec. 636(i): Will assistance 


preclude use of financing for

-purchase, sale, long-term lease,
exchange or guaranty of the sale of 
motor vehicle manufactured outside 
U.S., unless a waiver is obtained? 

31. Military Personnel (FY 1991 

Appropriations Act Sec. 503): 
 Will
 
assistance preclude use of financing

to pay pensions, annuities,
 
retirmenet pay, or adjusted service

compensation for prior or current 
military personnel?
 

32. Payment of U.N. Assessments (FY
1991 Appropriations Act Sec. 505):
Will assistance preclude use of
 
financing to pay U.N. assessments,
 
arrearages or dues?
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Ye. 



33. ultilateral Organization 

Lending (FY 1991 Appropriations Act
 
Sec. 506): Will assistance preclude
 
use of financing to carry out
 
provisions of FAA Section 209(d)
 
(transfer of FAA funds to
 
multilateral organizations for
 
lending)?
 

34. Export of Nuclear Resources (FY 

1991 Appropriations Act Sec. 510):
 
Will assistance preclude use of
 
financing to finance the export of
 
nuclear equipment, fuel, or
 
technology?
 

35. Repression of Population (FY 


1991 Appropriations Act Sec. 511):
 
Will assistance preclude use of
 
financing for tho purpose of aiding
 
the efforts of the government of 
such country to repress the 
legitimate rights of the population 
of such country contrary to the 
Universal Declaration of Human 
Rights? 

36. Publicity or Propaganda (FY 

1991 Approprations Act Sec. 516): 
Will assistance be used for
 
publicity or propaganda purposes
 
designed to support or defeat
 
legislation pending before Congress,
 
to influence in any way the outcome
 
of a political election in the
 
United States, or for any publicity
 
or propaganda purposes not
 
authorized by Congress?
 

37. marine insurance (FY "1291 
Appropriations Act Sec. 563): Will
 
any A.I.D. contract and
 
solicitation, and subcontract
 
entered into under such contract, 
include a clause requiring that U.S. 
marine insurance companies have a
 
fair opportunity to bid for marine 
insurance when such insurance is
 
necessary or appropriate?
 

Yes.
 

Yes.
 

Yes.
 

No.
 

Yes.
 

.zyq
 



38. Zzchazge for Prohibited Act (FY 1991 No. 
Appropriations Act Sec. 569): Will any 
assistance be provided to any foreign
 
government (including any instrumentality
 
or agency thereof), foreign person, or
 
United States person on exchange for that
 
foreign government or person undertaking
 
any action which is, if carried out by
 
the United States Government, a United
 
States official or employee, expressly
 
prohibited by a provision of United
 
States law?
 

No.
 




