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SUMMARY AND RECOMMENDATIONS

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

GRANTEE: The Government of the Philippines (GOP).

JMPLEMENTING AGENCY: The Department of Agriculture (DA).

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

F_PROGRAM: September 1991 to September 30, 1996.

PROGRAM PURPQSE: To improve the policy environaent for private investment
in agribusiness activity, linked to a more efficient small farm production
sub-sector.

PROGRAM_DESCRIPTIOQN: The program will provide $80 million in grant funds
over five years to support policy reform; related support services; and
monitoring, evaluation and audit. The program is designed to provide

$55 millicn in performence-based disbursements for the implementation of
specified policy changes; $24.582 miilion to finance support services such
as technical assistance, research and training to aid policy
{mplementation; and $418,0C0 for monitoring, evaluation and audit.
Disbursements for program assistance are expected in three tranches, with
the first tranche to be released in late 1991.

RANTES CONTRIBYTICN: The CGS2's contribution o the project will consist
of an increased budget to the DA for agribusiness-related activities, as
fdentified 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 [A.

STATUTORY REQUIREMENTS: A1l statutory criteria have been met (Annex I).
RESOLUTION OF PROGRAM ISSUES: A1l program issues have been satisfactorily

resolved:; these are detailed in the Action Hemorandum requesting Program
Authorization.

:  Authorization of a grant of U.S. $80 million, if
negotiations do not significantly 21ter the Program in form or substance.

USAID/PHILIPPINES PROGRAM TEAM MEMBERS:
ONRAD:BPriem DRM:GMImhoff
ONRAD:RDGarner OFM:SDiama
ONRAD:LJensen CSO:HEReyno1ds

OLA:LChiles OPE:GDy-Liacco
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SECTION ONE
THE SETTING

A.  RECENT MACROECONOMIC PERFORMANCE

In the closing years of the Marcos Era, 1984-85, the Philippines exper-
fenced 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 n 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-
fon, 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

Catecary 1988 1987 1988 1983 1350
Annua) Percentage Change:
GNP 1.5 4.6 6.4 5.6 3.
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 n.? 6.0
Inflation 0.8 3.8 8.8 10.6 12.7
Ratio to GOP:
Consolidated fis<2)
deficit -4.8 2.7 -3.1 -4.0 -5.2
Current account BOP .
deficit K | -1.3 -1.1 -3.3 -5.8

The decline in world prices for Philippine exports accompanied by price
increases in o1 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 in oil prices.. Internally, there has been a
steady rise in domestically-financed GOP debt leading to rapidly increasing
real interest rates. Certain domes*ic excgenous events have also had a
negative impact on overall economic nerformance, specifically the drought in
the winter of 1989-90, the coup attenpt in December 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 GOP
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

ﬁ
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deficit and the current account balance of payments deficits are rising, and
inflation 1s 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 rot vlgorously addressed by the GOP, has
serious negative implications for the international competitiveness and
medium-tera prospects of the Philippine economy. The ability of the GOP to
manage their overall econoaic 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
W ment, 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
macroecononic 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
varfous incentives for investment, industrialization and exports;

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

“on

sourd momtrrvy poiichac as refiected In low and maragaable buaget anc
talance of payments (BCP) deficits.

Measures carried out over the past five years have had some positive
impact on the overall competitiveness of the Philippine economy. althcugh not
2nough tO pre ent tne 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 1t is stil1l heavily managed by the
Central Bank. The average effective rate of import protection, ¥ncluding 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
but temporary Cevelopment with respect to import !iberalization 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 mediua-sized
enterprises, and convert the Board of Investments (BOI) from a regulatory to
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an fnvestment promotion body. Oue to the complexity of the incentive system
and the wide ranging political ramifications, 1t 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, especfally salaries,
fncreased cost recovery in the corporate sector (electricity, oll, 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),
teleccrmunications, and the management of natural resources.

Kith 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 1inkages
to viable markets. 1In 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 perfod of
relatively 22542 ezcncalc greath, jeverament revenges Increased from i
percent cf Gi® to 16 percent. During this same period, non-‘nterest
government expenditures went from 11 percent of GNP tc 12 percent, and the
consolicatec ceficit remained at about S percent. Virtually all of the
Increased reverue effert went into servicing the public debt. The
stavil2ation program proposed for the Muitilateral Aid Inftiative (MAI) calls
for the budget deficit to drop from P36.6 billion in 1990 to P26.6 billion in
1991 and PO.2 billfon fn 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
fncrease rapidly even after 1992.

Under these circumstances, the key to the success of the GOP's
developrant strategy will be the economic stabilization program and m2asures .
aimed at increasing international competitiveness. This will transiate
directly into higher private sector-led growth. Hith 1ittle 1ikelthood 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 increasc' econoalc activity leads to
fnzeased GOP revenues, increased housenold incomes will be accompanied by
imprevements 1n social service delivery aimed specifically at the poorest
segments o the population.

Jo¥



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 1iquidity needs.

Of greater concern at this time is whether 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-leve! comnitment 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 §s further exacerbated by the upcoming national elections. Several
measures have already been postponed or abandoned, including E.0. 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 PROGRAM

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 scctor markets.
This goal is directly supportive of the GOP development strategy as pursued
since the mid-1980s. The GOP s 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 grovth;

open and competitive markets;

infrastructure that facilitates expanded private sector activity;

s WwNn

the efficient delivery of essential government services; and
5. effective and sustainable management of natural resources.

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

e Policy Di2logye. 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 reasan, the
overall A.1.0. program is based on policy dialogue. USAID technical
assistance §s provided to support policy analysis, and non-project
assistance is provided, when appropriate, in support of basic, far-
reaching nolicy reforms.



o Jhe 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.

o Decentralization. The USAID strategy reflects the view that when the
provision of essential government services s 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
Missfon's Agriculture and Natural Resources (ANR) Strateay 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 econonic efficiency in all segments of the private sector enabling
them to compete more efrectively in open markets.

In addition to ASAP, the current ONRAD program includes the Local
Development Assistarce Program (LCAP) and the Natural Resource Management
Prc?ram (KR¥P). Two 2ctivities approaching ccrpleticon are the Acceierated
Agricultura) Producticn Frodest (AA0D) 1n¢ ¢4 Agra-izn Reforn Assisizice
Program (ARSP). The Mission 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 in Section
Three, ASAP is also seen as an impor :nt complementary activity to other
Mission programiprcject dnitiatives in private sector deveiopment.

|21
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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,
and all of the processing, manufacturing, transportation and services that are
fnvolved 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 SO percent of GOP. 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.

Category Percentage
Agriculture 23.5

Crops 13.4

Livestock 1.8

Poultry 2.3

Fish 4.6

Forest products 1.3
Fgre-marncfectiuring 11.2
Fertilizer & pesticide manuf. 0.7
Elect., gas, water 0.7 a/
Transportation & commun. 2.5 b/
Trade 7.8 ¢/
OUthér services 3.1 d/
Total Agribusiness 50.1

3/ 30 percent of total
b/ 50 percent of total
¢/ 40 percent of total
d/ 15 percent of total

- s - - - - e - -

Source: Allen and Dy, 1990

The food manufacturing sector accounted for about 24 percent of tota)
manufacturing in 1986, with cigarette, wood products, pulp and paper, and
fertilizer production accounting for another 14 percent. Sugar, coconut, and
vegetable of1 production accounted for almost half of food manufacturing (GOP
National Statistics Office, 1987). .
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The contribution of agribusiness to exports is summarized 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-
fon 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 laryest categories of manufactured exports, has
deen estimated at 56 percent and 80 percent, respectively (World Bank, 1990).

TABLE 3: 1989 PHILIPPINE EXPORT EARNINGS ($ millions)

1985 1989

Agriculture Based Products:
Coconut prodict: 459 541
Sugar products 185 a3
Fruits and vegetatles 136 9
Other agro-based products 881 454
Sub-total 1,330 1,427
Manufactures:
Electronics 1,056 1,751
Garments ' 623 1,575
Processed foods and beverages 106 206
Other manufactures 980 1660
Subtotal 2,765 5,192

her fxpor . S34 1.202
Total Exports 4,629 7,821

Source: Horld Banx, 1990.

A measure of the economic importance of the agribusiness system is its
1inkages to the rest of the economy. These can be "backward" linkages through
inputs that go into production or “forward" linkages 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
of the strongest linkages to the rest of the economy.‘ Most agricultural
prcduction feeds into these subsec.ors, which means that an efficient, mariet-
oriented food-feed processing and 1ivestock-poultry subsectors lead directly
to demand-driven growth in on-farm production. Both subsectors have

1 Because the structure of economies change slowly over time, the 1983

model is still generally representative of the national economy. An analysis
of the I-O model to identify the inter-industry linkages of Agribusiness to
other sectors was carried out by Dr. Larry Morgan of Chemonics Int). and was
presented in Annex C of the PAIP.

[¢ 1



strong backward/forward linkages to the manufacturing and service sectors.
There is also a strong backward 1ink 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 1inkages
generates strong demand for domestic goods/services and relativelv low demand
for imports. Joth 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
fndicates that development activities focussed on the food/feed processing .
se$t$r ?re one of the most effective ways to achieve broad-based growth tn the
Philippines.

R.  RECENT PERFORMANCE

The Pailippines 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
fncreased ylelds and the high returns to aoriculture 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
fnflati. . during this period.

The strong agricultural performance had a dramatic impact on 1iving
conditions and overall economic performance. Per capita food consumption was
18.5 percent higher in 1980 than in 1970. Food erergy in the average diet
‘ncrezses by atout 10 percent. Th: veiume of azriculiire) excorts fncreasad
by more than 50 percent in constant prices while agricultural imports
fncreased by about 13 percent.

Agriculture growth began tapering off in the late 1970s and trenced
silghtiy comnward prior tc a snarp drop as a resuit of tne orought 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 fnevitably 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 GROWTH RATES IN AGRICULTURAL
GROSS VALUE ADDED

SRR 1-1:, PO

Category 1970s Early 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 1.8 1.8 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 30 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 prcducticn in the Philippines s
Yor the ¢omecstic market. That zarket is growing at the population greath rate
plus growth in per capita incomes. This {ndicates 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. HKorld demand for
coconut products s 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 domestic demand. The situaticn is rore promising for bananas and
pineapples. The Japanese markets seem to be saturated, but new markets miy be
opening up in South Korea, Singapore, and Hong Kong. (Allen and Dy, 1990).

There is a grcving world market for fruits and vegetables, both fresh and
processed, but opportunities are commodity 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.

1ot
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C. CONSTRAINTS TO AGRIBUSINESS GROWTH

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
{ntegration 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 §nvestment 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
fncrease the costs of production and the processing/transport of agricultural
products. Although prcgress is being made overall in removing these biases,
many remain that negatively impact on private sector agribusiness investment.
The most important are overvalued locally-produced agricultural commodities
and undervalued agricultural imports brought about by an overvalued peso, a
higher level of import protection for urban manufacturers thin 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 is an exchange rate that is market determined or, failing
that, nsurcose®ully unfervalued. Urnfortunately, the long-time policy oF the
GOF has been to raintain a steble 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
{nficticnery increases in aggregate spenoing. As a resuit, tne 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 {mported
rav materials and intermediate goods would beccme oore expensive.

b. Trade Policy

Beginning in 1981, the GOP has taken measures to reduce the level of
fmport protection as part of 1ts 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.
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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 ?oods 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 €.0. 413 which was to have taken
effect in September 1990. The main purpose of E.0. 413 is to reduce the
overall rate of tariff protection. It also reduces the range of tariffs from
the existing O to 50 percent, to a narrower range of 3 to 30 percent. While
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 maximum rate is lowered by 20 percent. The net effect of E.O0. 413
fs to increase profitability and iavestments in agriculture and agribusiness
relative to non-agriculture based manufacturing.

At present, the issuance of a revised E.O0. 413 is expected. Although ‘he
final decision on E.0. 413 has important implications for the agribusiness
system, the decision will be 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.y dialogue
between dorors and the GOP on these matters s taking place under the overall
umbrella of the IMF stabilizaticn program and the Multilateral Acsistance
Inftiative,

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 permanent only when
the Tevised £.0. <15 goes into effect. These reauceo tariffs wiil result in
lower pro- duction costs for certain agricultural and agribusiress activities,
but the overall effect on the agribusiness system s lower than if the overall
anti- agriculture trade bias were to be corrected. Moreover, implementation
of £.0. 413 in 1ts current form would actually increase disincentives to
private sector investment in the feed-livestock industry by enazting higher
cuties 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 in adequate quality or quantity.

€. The Value Added Tax (VAT) on Agro-Proressors
The GOP introduced a 10 percent VAT on January 1, 1988 in a comprehensive

wvay. The tax is eyual 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

19t
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inputs that went into the products sold. HKhen 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 1ssue for agribusinesses is that primary products, fncluding
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 ac .1 their value
added. Consequently, the average effective VAT rate on agroprocessing amounts
to 22 percent instead of the intended ten percent.

There are two main objections to correcting this problem. The first is
that 1t would reduce tax revenues thereby aggravating the country's budget
deficit problems. Taxing agro-processors is seen by DOF as an fnexpensive 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 weli. Nonetheless, there is currently 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 s the reason for the VAT exemption. 1Is it
because the tax would be too difficuit 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 an¢ is a disincentive to inzreased value added in the
agridbusiness systenm.

2. Restrictions on Open Markets

“he nunerous GOP interventions/controls in the agribusiness systee have
the effect of increasing production costs and discouraging private
investment. These include inappropriate GOP: interventions in grain und
agricultural asset/input markets; price and regulatory control of the
transport sector (particularly interisland shipping); and 1icensing
requirements that restrict new investments and re:ice competition. nore
specifically, the role of the GOP's National Food Authority (NFA) ‘n zorn
marketing and imports; regulations of the Comprehensive Agrarian Hefo. m
Program (CARP) that have virtually destroyed the collateral value of
agricultural land; the regulation of interisland transzort in ways 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-1ivestock and fruit-vegetable sectors.

3. 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® (1.e., 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
Mindanao, 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
fs 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: > 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 1icenses. There s 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 is an ongoing demand from
feedmillers for the complete 1iberalization of corn fmports.

A nunter of changes are required before corn imports can be liberalized.
The otjective should te tc fnsta)) 2 4amestic producticn/zarketing 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 coes not
cifierentiate adequately between iom and hign quailty corn.

A major obstacle to private sector investment in corn drying, shelling
and storage facilities is the involvement of NFA in marketing. 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 support 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 GCP 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 relatfonships that provide price incentives to farmers and, on

201
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the other hand, traders and livestock producers with consistently high qualfity
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-1ivestock 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 “dasic 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 financed 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 Ko. 8. The next step is to codify the new tariff and NTB structure
and liberalize further as neceszary. Other significant re.ommencations 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 Agrarfan Reform Law (CARL)

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

The First 43 the lack P a cieer poiicy on coaverting agricuiturai ianas
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-making, process. Both DAR and DA agree that this is necessary.

A second fssue is that agricultural lands can no lor.ger be used as
collateral for loans. In order to prevent the reconsolidation of these lands
into large holdings, their resale is prohibtited without DAR apprcval. This
renders the land useless as collateral for loans from financial institutions.
Land §s 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 s 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 veen 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 Philippire Phosphate, Inc.
(Phi1Phos) which is the country's major phosphate fertilizer plant/supplier.

With the exception of Phi1Phos and the NFA, the other rt..c corporations
are not having a significant impact on the private agribusiness sy:tem, but
they continue to drain the GOP of budgetary resources. The GOP agrees that
the privatization process needs to be accelerated. For these nine parastatals
the {ssue is telng 2d2ressed In the context cf 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/Communications 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
spoflage. A second, but at times critical constraint is the lack of comnun-
fcaticns. The poor infrastructure increases costs, contributes to unrelfiable
alcess to and moveren~t of coTmoiities (insuts & outsuts), as Trequently
prevents timely response to new opportunities or changing market conditions.
The lack of roads, ports and communication: 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 is available for some crops in some
pi>ces, but medium or long-term credit for permanent crops, livestock or farm
facilities !s minimal. Clear land titles, which are extremely difficult to
acquire since CARL, are usually required for collateral.

S. MWeak 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 agricultvral raw
materials from large landholdings. Second, Philippine agribusiiesses have
difficu)ty obtaining access to the agricultural and agro-processing technol-
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ogies that they need to supply domestic markets efficiently and compete
successfully in export markets. In most cases required technology exists, but
local firms need assistance to 1ink up with foreign firas which could provide
the technologies, as well as support in adaptive research, through joint
ventures or 1icensing 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,

specially 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 publiic sector can both
play an important role in creating/strengthening these 1inkages, 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. GOP Budget Support for Agribusiness Development

The main issue of budget support for agribusiness deve.opment is
expenditures on rural iInfrastructure. This {s 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 §s 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
127q¢ dividends dn tarms of ~ore knowledseable anc sustainadbie privete sector
investnent in agribusiness consistent with the nation's comparative advantage
fn agriculture.

Any reduction in the above constraints would increase the ability of

Willpeine egritusingss to respond to comestic ang, to a lesser extent,
foreign market opportunities. To become fully competitive internationally,
a1l 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 flield with respect to the Philippines' major
competitors: Thailand, Malaysia, and Indonesia. The most obvious and direct
fmpact will be sustained long-term 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 fdentifies the agribusiness system as
accounting for over half of the Philippine GDP. The system has strong
comparative advantages as evidenced by the low level of trade protection,
esperially 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, 0
that growth in this system causes increased production and employment in other
sectors. The strongest 1inkages with the rest of the economy are in the feed-
food processing and livestock-poultry sub-sectors. As noted in the previous
section, the I-O model also shows that most agribusiness sub-sectors have a
relatively low import content which means that primary and intermediate goods
are purchased domestically, not imported from abroad.

The system is also of critical importance for broao-based development.
Agricultural production and agro-processing are labor intensive. More
important, it §s 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 particuiar ASAP focus will te on agrc-processing and 2gricul tural
rarketirg. Sustatred fncreace; Yo sm2)) farzer procuction will be possidie
only when tteir increased production is demand driven. As agro-processors and
other buyers of 25ri.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 issve of sustained increases in GOP 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-
1ivestock complex. Broad based (multisectoral) trade policy reform will be
pursued by USAID anJ other donors under the context of the MAI.

ASAPThree sets of constraints to agribusiness growth will be addressed under

2 ¢t
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1. Bestrictions on competition and open markets, especially those
that are specific to agribusiness. The effect of these restrictions is to
fncrease 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
fnvestment regulations that are more onerous to agribusiness than to other
sectors. Removing these constraints will increase profitability in
agribusiness, leading to increased investment and increased incomes/employment.

2. The lack of government supporting services. The DA budget has

been dezlining in real terms and as a percent of the total GOP budget since
the r1d-1980s. As a result, the Department has been unable to provide
cricical services in the areas of data gathering, policy analysis and
2dvocacy, technology development and transfer, and market development. Some
of these services were supported and strengthened under the USAID-funded AAPP,
but amuch 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
dssuring sustainable GOP budgetary sugport.

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 {f 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 efither because their productive base has
been in the family for generations or they are benefitting from government
protection against foreign and, in some 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 government and their survival/growth has occurred largely
2% cren mirthet enJironment. Qroeth 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
{s also hampered by non-policy constraints which consists of weak marketing
1inkages and expertise, from the primary producer through to the final
consumer.

C. COORDINATION

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 Prograam 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 1iberalization through the recently signed
Foreign Investments Law and issuance of its implementing rules and regulations
(IRRs); or tariff reduction and restructuring through issuance of a revised
Executive Order No. 413. A second tranche of the same amount will be provided
for GOP fulfiliment 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 1iberalize the foreign
investment/equity policy environment, ASAP s 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 beneficlaries). To comp)ement
the overall restructuring/simplification of the tariff structure, ASAP wil)
focus on tariff reductions an¢ the elinination of quotas on critical inputs to
the feed-1ivestock sector which are not available locally in sufficient
quantity or quality.

b. Support for Development Program (SOP) Il -- Also a multi-ye.r BOP
program, the proposed objective of SOP II is to remove policy constraints to
increased export competitiveness of the Philippines in areas of comparative
advantage. Policy areas under SOP II include foreign exchange market 1iberal-
fzation, 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 mobilization. Policy refcrms leading to
cempetitive pricing for exports and their inputs will complerment ASAP
tnitiatives fr iraroving prodoctisn/investrent drcentives witn resuced
reculation and elimination of tax biases against agribusiness, and sustained
private sector investment in grain trading. For interisland shipping, SOP 11
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 demonopoliz-

Sisn of carge handidng services at ports. 30 il's planned support for
financial resource mobilization will complement ASAP initiatives in facilitat-
ing private agribusiness planning and inves.ment (through reduced uncertainty
about CARL implementation), privatization of GOP fertilizer p.oductinn
facilities, and adequate DA support for the agribusiness system.

c. Privatization Project (PP) -- The'ongoing privatization project {s
in support of the GOP's efforts on divestiture of selected government owned
and ccntrolled corporations (GICCs), cnd of assets acquired by governrent
institutions as a result of default on loans. Primarily, the project supports
technical assistance in the development of company specific priv- *i2atfon
strategies and implementation of privatization activities. In this regard,
the performance based disbursements of ASAP to hasten the divestiture of
PHILPHOS are directly complementary to the purpose and activities of PP. For
example, the analysis to identify viable alternatives for privatizing PHILPHOS
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 is expected to be a major
fnput which wili 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
crganizing 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 necessarily
focused on exports. in this regard, it's anticipated that ASAP? activities
will augment the private sector demand (clientele) for the regional trade
brokerage service centers that PITO-P will establish in Manila, Cebu, and
Davao. Conversely, PITO-P's promotional assistance wili facilitate the
fdentification of potential areas for joint ventures under ASAP.

2. Other Donors

Aside from A.1.D., there are other bilateral/muitilateral agencies
providing assistance to the agriculture sector in the Philippines. These
include the ADS, the IBRD, the European Economic Comrmunity (EEC), the United
Nations Developrent Programme (UNDP) and the governments of australia, Canada,
Germaay, Janan, Netrerlande, New Zec'and, 2n¢ the Urfted Kinglem., A Setailed
description of the activities of each donor in this sector was provided in the
PAIP and is <ti1] relevant at this time. That description demonstrated that
other donor 2ctivities in agriculture have a specific commodity group or
subsector focus. Donor initiatives in the industrial sector, on the other
han?, hive teen generic in nature and have not focused, per s2, 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 mairtain its almost
constant communication/coordination with the other donors on major policy
fssues such as private sector investment, open markets and trade reform. This
has beer necessttated by USAID's already heavy reliance on programmnatic modes
of assistance predicated on performance based disbursements for major policy
reforns 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 GCCCs, decentralization, etc.
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SECTION FOUR
PROGRAM DESCRIPTION

A. GOAL AND PURPOSE

The development goal 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
program purpose Is to: improve the policy eavironment for private investment
in agribusiness activity linked to a more efficient smal) farm production
sub-sector.

The policy reforms introduced under ASAP will be complemented and
reinforced by 2 Support Services Comrcnent consisting of two elements. The
first wil) develop private/public cector advocacy for open market policy
reforms, to fdentify 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- ano medium-sized firms, to the improved agribusiness
policy environment and increase the efficiency of the smal) farm production
subsector through improved vertica) coordination and integration.

It should be recognized that the second element of the Support Services
Component does not directlv 1ink with the ASAP policy reform efforts envision-
€d. It was felt, however, that the desion and implementation of ASAP present-
ed an opso-tunity to ercourage private sector particization in stimulating
agridbusiness investment - an opportunity which could net be overlooked. The
indirect Yinks to reinforcing the policy reform effort, 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
32058 the (mpact of Sk -olley reforas enecteld. Cwever, the second element
will increase the monitoring 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. finitiatives 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 import

policy reformed to promote efficiency in the domestic feed-livestock
sector.

23*
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. 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.

Phi1Phos, the major supplier of phosphatic fertilizers, will have been
privatized. If no private sector buyers can be found, tien the assets
wil) transferred to the GOP's Asset Privatization Trust (APT) for final
disposition.

. Retai) price ceilings on rice, pork and chicken will have been removed

and will not be reimposed except in areas suffering from a natural
disaster.

. GOP over-regulation of private sector investment in agribusiness will

have been reduced (e.g., the hectarage limits on bananas produced for
export).

. Increased efficiency in the 1ntérisland transport of agricultural

products resulting from the demonopolization of cargo handling services
in the major ports.

. 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, techndlogy
development and transfer, and market development.

. The technical capability of the BAS and PAD in DA to analyze policy

fssues affecting agribusiness will have been strengthened, and the DA
will have used the analyses to influence the policy making process as
it affects agribusiness.

. A total of 15 agribusiness trade associations and other private sector

groups will have a strengthened policy analysis/dialogue capacity and
will be stromgly 2dvzzading key GOP policy rélcras that scpport private
sector led agribusiness growth.

Growth in agribusiness will have become more broad-based and sustain-
able as 100 agro-processors benefit from stronger 1inkages 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 gt ceserls paribus methodology for evaluating ASAP's impact, and
establishing the required baseline data, on the indicators of purpose
achievement.



B. THE POLICY REFORM COMPONENT

This component of ASAP will {mprove the agribusiness fnvestment environ-
ment 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 S.

1. Establish a policy environment conducive to sustained private sector
investment in grain trading; particularly for corn.

The first action 1s to reduce and gracually eliminate NFA participation in
domestic corn marketing. At present, NFA sporadically purchases from farmers
at above 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 wil) be sufficient to cover storage,
transport and other marketing costs. The result is that the corn marketing
system §s undependable and inefficient.

Prior to the first tranche, NFA Counci) (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 seconc tranche the NFA
pil) have terminated corn trading fn at least three corn surplus provinces,
and by the end of the program a policy will be in place privatizing NFA corn
marketing operations in all corn surplus provinces.

The second, and more important, set of actions has to do with more
strongly 1inking the domestic feed-livestock sector to *he world market.
Preseat dcmestiz corn prices are significantly higher than world prices, but
the corn oroducers ar2 2-otected throuch fmag=t quotze.  Tho aanligastag o
the quotas is arbitrary and i: based on competing requests from feed users to
allow imports and from corn producers to ban imports. When imports are
allowed, windfall profits from low cost imports accrue to feed users. These

conditions are not conducive to international competitiveness in efther the

rrea ane Vlipgebpant b _gpabon.
- o . - - . -

e o0 e v T oo wow v

Prior to the first tranche, the GOP wil) 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 AAPP 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, storege, transport and processing. Replacement of °
fmport quotas with a variable import levy could be used as a transitional step
to keep the delivered cost of feed in 1ine 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

30t
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uncertainty are to be clarified under ASAP. The first 1s the status of lands
used fer 1ivestock production. This issue was brought before the Supreme
Court which ruled in late January 1991 that 1ivestock lands are not subject to
redistribution under CARL.

The second issue 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
fnstitutions 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
order dealing with this issue. A new administrative order (AO0) 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 s
the uncertain status of lands covered by CARL. Banks are unwilling to accept
land as collateral when its status is 1ikely 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 recommendations will be implemented by the third tranche.

3. Privatize GOP fertilizer production facilities

Prior ¢0 the first tranche the CTO wi1) have comslated 3 =g tgq 32
alternative schemes for disposing of its shares in PHILPHOS, the major
producer/supplier of phosphatic fertilizers. PHILPHOS operations currently
under review by a DTI, CDA, and private sector task force. APT and COP have
inftiated a valuation of its assets. PHILPHOS will have been put into
van 2ttt o= omlom 40 4Nz szzing frenche, enl the wssets ey elther 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. Remove 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 trenche. This 2ction was ccvered in Executive Order (EC) 45) issued
fn 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 1imit the area planted to bananas for export to 25,000
hectares. Prior to the second ASAP tranche, congressional approval will have
been obtatned 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 tax will be made in the context of the overal) arti-agridusi-
ness blas in the tax systen. In this regard, a scope of work for a study of
existing blases will be approved prior to the first tranche and completed
prior to the second tranche. Implementation of the recommendations will have
been completed befcre 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 2 low priority in the
allocation of shipping space. This has now been resolved with the decontrol
of shioding rates for carge. 4 resa’ntng feeue e sc high coet 2f 22752
hardling due to lack of competition at pcrt. Under ASAP, cargo hardling 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 ozen bidding of cargo handling franchises for at least

*yn flomr 34 nee ae mae. aila. o.ls Celoae ba oo .
o TTES 2

S 2. TTIOT NITIONLIT RITUL. PTILT LS thé 3ECOAU TTaRChE, FrA midi
¢enonopolize cargo handling services at 10 or more major ports. Prior to the
third tranche, cargo handiing in the remaining major ports, including in
Manila, will have been demonopolized.

6. Ensure adequate access of the feed-livestock sector to inputs
unavailable docestically in sufficient quantity or quality.

There are several livestozk inputs with effective rates ¢f protection that
are higher than the protection on the finished meat products. This
constitutes a disincentive to value added in the 1ivestock and meat processing
fndustry. Prior to the first tranche, the import cduty on: soybean meal (SBM)
will b2 dropped frem 10 to 3 percent, veterinary meaicine and animal biologics
from 20 to 10 percent, and feeder cattle from 30 (under E.J. 413) to 10
percent. Prior to the second tranche, procedures for importing feeder cattle
will be 1iberalized, such as the removal of the minimum import 1icense size of
800 animals and the import quota of 4,800 head per month.



 TABLE 5

AGRIBUSINESNSS SYSTEM ASSISTANCE PROGI .

INDICATORS OF CMANGE IN THE AGRIBUSINESS INVESTMENT ENVIRONMENY

Objectives

PERFORMANCE

Disburscment 1

Disbursement 2

INDICATOR S

. Disbursement 3

A policy environment
conducive to sustained
private sector {nvestment
fn grain trading.

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

A program approved to
privatize NfA’s corn
trading operations in at
least one (1) corn surplus
area (DA MANCOM).

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

An agreem:nt  covering
activities rclated to the
privatization program for
at least one (1) corn
surplus area signed by the
DA/NFA and private sector
representatives (DA/NFA).

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
arcys signed by the DA/NFA
and private sector
representatives.

Dialogues held between the
OA/NFA and representatives
of corn prnducers and corn
consumers to arrive at a
set of corn prices for at
least one (1) cropping
season (DA/NFA).

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

[}
~N
o™

[}

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

A mechz2nism established and
operating for private
sector-DA/NFAconsultations
on corn prices (DA/NFA).
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TABLE S (cont)

Objectives

PERFORMANCE

Disbursement 1

Disbursement 2

INDICATOR S

Disbursement 3

The policies on
agricultural land  use
clarified to facilitate
private agribusiness
planning and investmont.

The legal status under CARL

of land utilized for
comrercial  poultry and
livestock production
clarified.

A policy statemenl on

agricultural land use
drafted by a Multi-sectoral
Task Force (DA).

Policy statement on
agricultural land  use
fssued (DA).

Public con-.ultations and
hearings completed on
agricultural land use
policy stalement and on
OA’s AO on the issuance of
Certificate. of Eligibility
for Conversion (CEC) (DA).

SOW for stuly of. options
to improve conllateral value
of agricultural lands
agreed upon (DA/DAR).

AO issued specifying
procedures for timely
issuance or non-issuance of
CEC to convert agricultural
land to non-agricultural
use (DA).

Study completed and public
hearings held on
recommendat fons (DA/DAR).

-‘z-

Based upon public hearings,
recommendations to improve
collateral value of
agricultural lands aoreec
and acted upon (DA/DAL).



YABLE S (cont)

Objectives

. Disburs:-

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 commoditfes.

PERFORMNANCE

Disbursement 2

INDICATOR S

Disbursement 3

Five (5) percent . . .ff" o
non-phosphatic fer:ilirers
eliminated.

Valuation study which
fncludes revicew of alter-
native schemns for disposi-
tion of GOP shares in
Philphos initiated (NIC).

By executive issuance
chicken, rice and pork
retail price ceilings
removed.*

Set of analyses {nitiated
by DA to determine the
effect of taxes/
regulations on private
sector agribusiness
fncluding banana hectarage
restriction, cattle
quotas, etc.

Improved cumpetition in
cargo handling in five (S)
ports with at. lecast 300,000
MT/YR thruput, provided
there are no legal
impediments which remain
unresolved «espite action
by the Grantec (PPA).

Philphos study completed
(NDC).

Public hearings held on
recommendations (DA).

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

Study recosmendations acted
upon (NOC).

]
~N
<o

’

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).
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FABLE S (cont)

Objectives

PERFORMNANCE

Disbursewmcnt 1

Disbursement 2

INDICATOR S

Disbursement 3

Improved access of feed-
Vivestock sector to inputs
univailable domestically in
sufficient quantity/

quality.

Adequate DA support
services for the
agribusiness system.

Agreement to study
fnterisland agro-tranuport
fssues (DA).

E0 issued to lower tariff
on defatted OM to 10%: and
vet wmedicine, feeder and
breeder cattle, and animal
biologics to 3%.

DA CY92 budget proposal

*submitted to DBM, and CY92

budget submitted to
Congress by ULBM for Lhese
services is P69 million
above CY91 1level.

Study initiated and public
hearings held (DA).

DA CY93 budget submitted to
DBM, and CY93 budget
submitted to Congress by
DBM for these services is
expected to at least
maintain in rcal terms the
CY92 level.

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

N
o

[ ]

DA CY94 budget submitted to
D8M, and CY94  budget
submitted to Congress by
0BM for these services fis
expected to at least
maintain in real terms the
CY92 level.

Note: ag. = agriculture, AO = Admin. Order, APT = Assct Privatization Trust, CARL = Comprehensive Agrarian Reform Law,
CEC = Certificate of Eligibility for Conversion, CY = GOP fiscal year, DA = Dept. of Ag., DAR = Dept. of Agrarfan Reform,
DBH = Department of Budget and Management, Ei = Executive Order, MANCOM = DA Management Committee, MT/YR = Metric Tons Per
Year, NOC « National Developinent Corporation, NFA = National Food Authority, PhilPhos = Philippine Phosphate Corp.,

PPA = Philippine Ports Authority, SBM = Soybe.n meal, SUW = Scope of Work, vet. = veterinary, * = will not be reimposed with
the possible exception of periods during which areas arc officially declared to be under a state of emergency.

Agencies or departments shown within parenthescs 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
{ncorporated 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, 1ts object-
fves are to: mcbilize/increase the effectivity of private sector-led policy
analysis/advocacy in the areas {dentified above, seek new private sector
solutions to mitigate selected non-policy constraints to agribusiness, and
{ncrease the responsiveness of the private sector to a 1iberalized policy
environaent for agribusiness investment. The support services component of
ASAP will be categorized into two major sets of activities:

o policy analysis, formulation, and advocacy; and
¢ market development.

The first set of activities obviously responds to the need to strengthen
the policy formulation prozess as i1t relates to agribusiness. Efforts in
eolicy anaiysts, formuladion and 2dvcizzy wii) b2 glnzd 2ot Soilding the puslic
and private sector support 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 imrrove 1ts policy
Ll i3 eSeleey pTOCESS a3 wFir A3 1O ThE Gur S vepartment of Agriculture
(DA) for the same purpose.

The market developmens 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
rarkets, Qecauvee small- and mediun-sized firms are the most iiaeiy 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 tne 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 implesent
the various coaponent activities. Also, grants will be made to local
non-profit orgcnizations. Some 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 in domestic/external conditions.
ks gscod factuxl date 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 s in the final stages of design
under AAPP. AGMARIS will improve private sector utilization of, and 1inkages
with, existing GOP institutions, especially DA's Bureau of Agricultural
Statistics (BAS), in establishing 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
disbu-ez=znts are 2~ fnzentive for She 627 42 esect policy referns, cuiiding a
local private sector constituency to support GOP fmplementation of, and
monitor 1ts adherence to, policy reform is critical to the long-term success
of ASAP. Fostering private sector groups' active participation in pclicy
research/advocacy will moreover le2l to identification of additional future

R ey .

TEUITIS wilh 33, Lelome Necessary in attaining ASAP's overall purpose.

Because the agribusiness sys-em 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. Besices workshops, seminars and consultations, the support
services component will provide, at the request of the DA, technical
2ectetange 2nd tritalng specific to the agribusiness policy concerns of tne
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
agenzies, and the Philippine congress.

This element will also support increased private sector involvement in
establishing GOP priorities in such areas as infrastructure affecting

237
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agribusiness. This includes the location, phasing in, and potential
environmental {mpact of infrastructure investments in roads, shipping, ports,
transgcrtation, communication, power and irrigation. Assistance will also be
proviced to private sector groups for: organizing inYormation 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 und 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 in policy 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
w1l provils technical assistance and training to grantees in USAID grant
regulations and responsibilities, as well as technical areas related to policy
analysis, azZvocacy and related environmental issues.

2. Market Development

The activities of this sub-component will increase the responsiveness of
the private sector to a 1iberalized policy environment for agribusiness
fnvestment and increase the level of vertical integration and coordination
vithin the agribusiness system. Towards this end, ASAP assistance will focus
on following non-policy constraints to agribusiness investment: weak 1inkages
between farmers and agribusiness firms; lack of access to agro-processing
tachacleosies; 29 lack ¢f racketinr; Rncudsdgaiexserttise. Thzse constratnss
vere identified by the PAAD analyses and private sector feecback obtained froa
3 serfes of meetings with agribusiness representatives from the Philippine
Charber of Commerce, the Management Association of the Philippines and the
American Chamber of Commerce in Manila. The following ASAP funded activities

3re Jictlynel oo tldiress these taree constraints.

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 respond o markel driven demand for agricuitural produce. In particuiar,
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 instance, 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.

24
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b. Increased Private Sector Access to Agroprocessing Technologies

In numerous fora, local and U.S. agribusiness firms operating 1n the
Philippines have repeatedly stated the need to identify/adopt appropriate
technologies, particularly in fruit/vegetable processing, in order 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 in processing, 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 in its usage.

c. Improved Marketing Knowledge and Expertise

i. More Timely Market Data Collection and Dissemination: This
ccmponent will support the adoption and expansion of the Phiiippine Chamber of
Commerce and Industry's (PCCI) newly introdnced Marketing Information Dissem-
ination (MARID) system which has already demonstrated the feasibility of
private sector data collection, analysis and dissemination of market informat-
fon. ASAP support will further develop MARID's capability to carry out timely
market analysis and enable PCCI to provice market advisory services on a
national, reglional and subregional level.

11. Increased number of joint ventures initiated: Through the
general contractor and/or grantees, ASAP resources will encourage Jjoint
agribusiness ventures between U.S. and Philippine private sector firms. This
subcomponent will promote private sector market develcpment through the
provigsion ¢f fun2ing fo- db2 confuce, and zerticzizeticn of concerancs farner
groups and local and U.S. agribusinessman, in trade 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
WETE CppITTWAITIEs TOT aTRETS whO Cah GE Tapped a8 raw material suppiiers.

D. MONITORING, EVALUATION AND AUDIT COMPONENT

Program implementation will be the responsibility of the USAID Office of
Natural Resources, Agriculture and Decentralization (ONRAD). In consultation
with other USAID Offices, ONRAD will provide routine monitoring of GOP policy
reform implementation as well as implementation of ASAP's support services
c3mponent; ncluling adherence o the implementation schedule, @anagement and
monitoring of technical assistance, progress reviews, and evaluations.

To the extent possible/feasible the monitoring and impact evaluations of
the market development element of the Support Services Component will be
disaggregated to include some characterization of the environmental coaponents
of the variouys 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 fntegral
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to periodic program monitoring or in 2pplied research and extension
activities, including those organized by participating agribusiness firms
themselves. :

1. Monitoring
3. 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 in the 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 in the form of 3
workplan. Annual output targets for the market development sub-component will
be set by the GC and selected Grantees in consultation with the DTI, DA and
USAID, and submitted to USAID/ONRAD in annual workplans.

The first werkplans will be sudmitted to USAID within one month of tha
GC's arrival and the signing of a grants between USAID and grantees. The
wvorkplans will specify output-level objectives for the year and the schedule
of actions needed to ach!eve them. The objectives will cover: 1) policy
reforms, 2) institutional strengthening in both the private/public sectors, 3)
actions to address specific market development objectives, and 4) the status
of any related environmental and Women in Development (WID) issues.

The GC and the Grantees will prepare Annual Reports which will discuss
achievements/shortfalls with respect to the workplan, measu-2 progress in
achieving an improved policy environment, assess the impact of marxot
development activities and propose targets for the following year. Keasons
for shortfatle will ke 4'yiugss? 1m2 cescmsenZeticons &'t Se rads for correct-
fve actions, including the possible redasign of certain activities 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 the 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 on the utilization of the special ASAP dollar
account. The perfodic reports of a program-funded financial monitor may form
part of ASAP's reporting requirements. The financial monitor may cover GOP
budget 2llacation 22 pard of the policy reforc agenda and the special goilar
accounts, and disbursements from the different elements of the support
services compcnent.

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 will review progress made toward meeting the

(4
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policy reform indicators. Further, assessments will ¢ conducted on an ad hot
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 in the 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 fmproved
policy environment for private investment in agribusiness activity linked to a
more efficient small farm production sub-sector {nclude:

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

o stronger and more active institutions in the private agribusiness
system as measured by successful private sector policy advocacy
initiatives; and

e more effective government supporting services in the context of a
stronger agribusiness-government partnership having led to
successful joint efforts in market 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 respensible for developing base 1ine data, monito:-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 1ine information, and dev..lop a program for
assessing any changes wrought by aaribusiness develcpment on woren. The MIy
wiil have & lccel staff to gather and 2ssemble the data and produce perfodic
reports for ASAP management.

The MEU will develop a cost-effective methodology for gathering data on
the meacuroc of g2 2chiguement welrs cimadias yad crald opacongiaczn.,
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 in agribusiness
performance to each of lhe purpose-level indicators of impro ed environment.
The objective will be to document as well as possible the 1 .. *innship 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 disaogrecated emplovment imoact monitoring system
during the first phase of fipliementation.?

There will be twy external ASAP evaluations plarned. The first
ev2luation, schelulrd for YEAR 3 of the program, will concentrate on ASAP
impact at the purpnse level, f.e., the impact on the policy environment for
private sector-led agribusiness growth. By the third year, it is unlikely
that the ASAP reforms and activities wi)l have had much impact on investment,
production, or employment. It will, therefore be too soon to measure changes

42
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in goal-level indicators that would be attributable to ASAP. The first
evaluation will recoamend changes in program design and priorities, if
appropriate. The evaluation will also assess the performance of selected
Grantees, the GC, DA, DTI, and other organizations involved in program
implementation.

The second external evaluation will be at the end of the program and wili
focus on both the policy environment for private agribusiness investment and
agribusiness performance, including production, employment, investments and
exports. 1Its purpose will be to measure the lasting impact of ASAP and draw
lessons on how donors and government can most effectively support agribusiness
development. Ono particular issue to be addressed by this evaluation will be
the relative roles of policy reforms and support service activities in fmprov-
ing the environment for private agribusiness. Another will be the usefulness
and advisability of addressing selected constraints to agribusiness growth in
tg: absence of assurances that other, more critical, constraints will also be
addressed.

3. Audit Arrangements

The services of indeyendent public accounting firms may be procured by the
A.1.D. Inspector General for Audit to conduct non-fecderal audits of program
disbursements, including procedural reviews or surveys. The purpose of the
audit examination is to identify/report any issues or problems that may
adversely affect the orderly progress and achievement of program objectives.

2 per the recomnendations of "A Preliminary Report on Gender Issues at the
Program Assistance Identification Paper Stage of Agritusiness Sector
Assistance Program", prepared by Ernst & Young for USAID and PPC/MHID under
AlO/W's Privete Sector Enterprise Developmeat Support Project iI, Oct. 1930.

G
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SECTION FIVE
PROGRAM COSTS AND FINANCIAL PLAN

A. COST ESTIMATES AND FINANCIAL PLAN

ASAP wil) provide approxinztely $80 millfon in e-ant funds to the GOP over
the five-year 1ife 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: $24.6
millfon will be allocated for support services (policy analysis, formulation
and advocacy, and market development): and 30.4 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 BOP support for
fmplementation of policy reform, there is no need for peso generation or
reflows. The estimated $24.6 million tdentified for the support services
component will finance an AID-direct contract with a U.S. organization to
provide long- and short-term advisory services in policy 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 milifon 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 reporis. Approximately $25,000 has been set aside for
this purpose. Any unused funds set asice for the above activities will be
used to supplement the Prograa companent.

A summary of planned obligations and expenditures for each year {s 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 DISBURSEMENTS AND CONTROLS

1. Dollars

3. Disbursement by A.I.D.

Upon completion of agreed upon policy actions or attainment of results and
legal, administrative and other conditions precedent to disbursement of
dollars to the GOP, A.I.D. will disburse in three tranches for deposit in the
separate 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

44"
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TABLE 6. Summary Cost Estimates and Financial Plan

(in $°000)
A L. D. GRANT
FY Future
PROGRAM ELEMENTS Curent Yeoars Tots
1. Policy Reform Component 15,000 40,000 65,000
2. Support Services Component 8.854 15,928 24,582
2A.  Policy Analysts, Formulation & Advocacy 4,100 8,045 12,145
2A.1. Private Sector Poficy 2,500 4,167 6.667
Analysis and Advocacy )
2A.2. Govemmant Policy Analysis 400 2,104 2,504
& Advocacy
2.A.3. BAS Market Dita Gathering & 1,200 1,774 2974
Dissemination (AGMARIS)
2.8. Muwket Development 4,554 7,883 12,437
2B8.1. Intemnational Market Development 1,700 2,946 4,646
28.2 Domaestic Market Development 1,154 .73 4,927
2.8.3. Joint Ventures 1,700 1,164 2,864
3. Monltoring, Evaluation and Audit 0 418 418
PROGRAM TOTAL 23,654 58,346 80,000

o
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Table 7. Summary of Planned Annual Obligations and Expenditures
(in $000)

LOP Funding
Planned Obligations
Ptanned Expenditures

Projected Mortgage
(LOP - Cumuiative Obligations)

Mortgage / LOP

Projected Pipeline
{Cum. Obiigations - Cum. Expenditures)

Pipsiine / Obligations

FISCAL YEAR GRAND

1991 | 1992 | 1993 | 1994 | 1995 | 1896 | TOTAL

80.000

20,403 | 27,000 | 18,000 | 6.000 | 5,000 | 3,597 | 80,000

19,966 | 24,493 [ 25,065 | 5.005 | 5471 | 80.000
59,597 | 32,597 | 14,597 | 8,597 | 3.597 0
74%  M1% 18% U1% 4% 0%
20.403 | 27,437 | 20,944 | 1,879 | 1,874 0
100%  58%  32% 3% 2% 0%
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TABLE 8. Planned Expendiiures by Fiscal Year and Program Compornent

(in $°000)
FISCAL YEAR
PROGRAM ELEMENTS TOTAL
1992 | 1993 | 1994 | 1995 | 1886
1. Polcy Retormn Component 15,000 | 20,000 | 20,000 0 0| 55,000
2. Support Services Component 4966 | 4,493 | 4,857 | 5,005 [ 52681 | 24,5382
2A.  Poficy Analysis, Formuiation & Advocacy 2767 | 2222 | 2401 2,355 | 2,400 [ 12,1435
2A.1. Private Sector Policy 1,105 | 1,193 | 1,289 | 1,391 | 1,502 | 6,480
Anagiysis und Advocacy
2A.2. Govemment Policy Analysis 456 443 478 | 516 | 558 | 2453
& Advocacy
2A.3. BAS Market Data Gathering & 1,204 586 634 | 448 | 340| 23212
Dissemination (AGMARIS)
2.8. Market Development 2199 | 2271 | 2456|2650 | 2,861 | 12437
2.8.1. International Market Development 847 845 913 | 985 1,065 4,655
2.8.2. Domestic Market Development 837 804 978 | 1,056 | 1,140 4915
2.8.3. Joint Ventures 518 522 s65| 609 | 656 | 2.867
3. ldonituring, Eva'uadcn &nd Audh 0 0 <78 o1 212 418
PROGRAM TOTAL 19,966 | 24,493 | 25,085 | 5,005 | 5,471 | 80,000
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Tabile . Plamed Arvwal Expendiares by Local Currency and Dollers

(in $000)
FY 1992 FY 1om FY 1904 FY 1908 FY 1996 GARAND TUTAL
PROOAAM ELIDENTS \c X Sublotd [ LC X Subbodad | LC 124 Subtowd | LC FX | Sudtord | LC FX | Sudodei | LC FX | USAD
1. Pelicy Rodrm Component 16,000 | 15,000 20,000 | 20,000 20,000 | 20,000 (] (] 0 | £5.,000 | $3,000
2 Suppert Services Cempenent 2308 | 2481 4904 | 2.6 1000 | 4.40) (2848 | 2,008 4,057 12018 | 1,987 $.00% 2113 [2.148 $281 [ 14,117 | 10,405 | 24582
2A.  Peicy Anaiyshs, Fermndebon & Advecncy |1,432] 1,08 707 | 1,402 740 2222 | 1,002 70 2,601 (1,073 &2 298 |1, | 7YY 2400 | 7,852] 429 ]12148
2A1. Priveis Secter Polcy [ -. ] re 1.0 | &% k) 1199 | oe7 2 1209 1043 ]| 348 191 1,128 | 378 1502 | 4060 | 1620 6490
Arwiydis end Advececy
2A2 Geverrment Pulicy Analysle 153 303 Q| 197 K| 109 0% 478 | 182 XM $18 | 197] 1 $358 60 ) 1990 | 249
& Advwecacy
A3 BAS Markel Osta Gelhetng & 448 758 1201 40 158 590 496 168 4 440 -] 448 M0 -] MO| 2132 | 1000 232
Olsseminglion (MIMARNS)
28, Marhel Oovelopmentd .- 107 118 210 [ 1,181 | 190 2271 [1248 | 1,210 2458 | 1348 | 1,308 2030 11,450 | 1,411 208V | 0263 | Q172 | 12,837
28.1. Wemelonal Market Development ] ™ 7 9 T048 s [ 2] [ 2, ] { 1}] o] o %S 74| 901 1,088 I2] 4| 4053
28.2. Osmestic Marhel Develepraent m 108 Q7| s 1 004 | To4 194 98| 47| 200 1088 | 04| 228 1,940 | 250 974} 4918
283 Joind Ventres 348 190 IR | 7 15 21 e 167 88| 429 100 009 | 482| 1M 38 | 2.002 s | 2067
3 Merfiaving, Bvelvation and An R Q [ Q [ ) n 0 [ 2] 124 200 [ [ [ K] 128 210 100 50 418
PROQRAM TOTAL 2808 [1TA81 | 19904 (261 (21000 | 24480 |22 | 221D | 25088 [ 2016 | 1.9¢7 6,008 | 3,197 | 2274 AT | 14,283 | 5. 1S | 80,000
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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 Account 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-mi1itary debt obligations of the GOP to the USG, IBRD, IMF and ADB {n
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. A1l 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 25% contribution is
not required by Section 110 of the FAA. Therefore, USAID will not require
counterpart contribution reports nor track countergart. 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 fora
part of the reporting requirements for this program.. These reports will
rontzin at least the folloring info-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
152 2rte of peyment, togecsner aith a certivication that tne GOF nas ootaineo
and is maintaining 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 %o cisbursemant of the
subsequent tranches of dollars.

2. GOP Financial Reports for the Projectized Components: Quarterly
financtal 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.

U4
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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 reviéus
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 IMPLEMENTATION 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 ($'000)
1. Policy Reform Tranche Release Direct Payment
: (Electronic

Funds Transfer) $55,000

2. Support Services AID Direct Contract Direct Payment
Direct Reim-

bursement 10,138
AID Direct Grants
and/or Cooperative

Agreements. Direct Payment 14,447

3. Monitoring, eval- AID Direct Contracts
vation and audit IQC or 8(a) Contracts Direct Payment — 418

4. TOTAL . $80,000

E. RECURRENT COSTS

The procurement of a limited amount of commodities (1.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 be budgeted for these
ftems, these costs can be provided through the regular GOP budgetary process.

of



F. AUDITS

Primary responsibility for audits of AlD-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. PROGRAM MANAGSMENT
1. Overviev

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 essentia) 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. Hithin this collaborative framework, the roles of the four mjor
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 Diviston (APPD), 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
Mirigamgnt (DOV), Firaazie! Minagement (OFM), Contrazt Services «CS3), the
Program Eccnomist (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 {ssues. The ASAP program team, chaired by ONRAD,
will also periodically review pregram progress by trackirng achievements,
12entiTy an0 recormend actions to remegy gaps ano siippage, facilitate
documentation of conditions precedent (CPs) or other program milestones and
review contractor/grantee monitoring reports. In addition, OFM will review
and authorize all payments made under the program and CSO will execute all
planned contracts and grants envisioned under ASAP.

3. The GO¥

The ASAP refere agenda involves the divect Input of several GOF .
departments, many ad hoc committees 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/PAD). DA will have primary responsibility for monitoring the
program progress and providing reports to USAID. It is envisioned that the
Department of Finance (DOF) 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;

22"
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Agrarian Reform; Budget and Management; and Transportation & Communications.
The main activities to be implemented by the GOP include:

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

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

o trade missions and other market development activities by the Ceunter
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 assocliations,
academic institutions and NGOs for policy analysis and advocacy. The key
private sector organizations, and their roles are:

3. Trade Associations

The two major broad based organizations who have been most influential in
policy formulation/advocacy as it affects agribusiness are the Philippine
Chamber of Commerce and Industry (PCCI) and the Management Association of the
Philippines (MAP). PCCI and MAP will work with industry-level trade associat-
fons, as well as regional private sector organizations. Some of these are
Tigtad 1n th2 procram dosoripticn. The raln chdective witl e t0 :irengtien
these organizations to 1) beccme 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/training farmers as reliable suppliers of produce, the most
2ypropriate imp'ementing organization will often be the interested agribusi-
nesses themselves (including processors, traders and wholesalers) or special-
fzed private sector consulting firms. Activities of this type will generally
be supperted by ASAP cn a mitching 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 Communications (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, Asfan Institute of Management (AIM), and Xavier University in
Mindanao.

5. GC

As approved by USAID, day-to-day management rrsponsibilities with regard
to the implementation of the support services cimponent 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 metters 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 {nclude market cevelopment activities in
the regions, the organizing, with CITEM, of trade fairs and missions, and
organizing investment 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
{nvestment promotion activities.

The third area of GC responsibility will be to provide technical
assistance to monitcr the environmental impact of the progran with particular
grrhacie on the enteroric2 level frterventicns propozzd 4 She Market
Deveiopment element of the Support Services Component.

6. AID/H Assistance

To the eatent feasitle, the program wiii use the services of a numoer of
centrally funded projects, in particular those dealing with policy analysis
and market support.

3. The APAP Buy-In

The Agricultural Policy Assistance Project (APAP) {s an AIO/N contract to
provide agricultural policy services using Mission funds. The key
fzplenenting organizations are HIID, IFPRI, and ASt 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 (AMIS) project is similar

to APAP and was utilized under AAPP to inftiate the AGMARIS program. The
AGMARIS arrangement will continue under ASAP.

Syt



8. REPORTING AND COORDINATION
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. In addition,
the GC and each Grantee shall, separately, provide semi-annual progress
repcerts to USAID and the DA. These reports shali include an assessment of
progress to date, objectives for the next reporting period, status of
personnel, problems in meeting ob’ectives, fdentifying and defining new
agribusiness policy reforms for GOP and USAID consideration, and
recommendations for actions to “e ‘aken. Reg:lar "°*1D Quarterly Progress
Status Reports (QPSRs) on the progress of the program shall be provided by
USAID to the GC, Grantees and the DA. In addition, USAID will distribute all
completed/approved policy analyses, reports and studies financed under ASAP to
appropriate GOP entities, the GC and appropriate Grantfes.

Prior to anticipated tranche releases, the DA shall prepare reports
related to progress in meeting 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 in conjunction with the DA to ascertain which
benchmarks have been met; the reasons why any benchmarks have not been met;
Joiat recommandations: and any modifications in the program, if reeded. If
required, a Misslon Pavies would be held to consider the release, the possible
size of the release and overall program status.

Although designed to minimize administrative effort, the reportin
requiramente 2¢ Autiingd shovo  WiVY woniuleg 40 D2 bs aogues am 220400000
rejorting responsidility, 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 in Section Five.

2. Coordination

The GC, along with USAIO, the DA/DOF/NEDA 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
echadiled 0 zn "2s raecad” basts during icpleaentation.

C. CONTRACTING AHND PROCUREMENT
1. General

There will bo'sovoral procurement actions to be undertaken in connection
with this proposed program dealing with technical services procurement in the
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feplementation/evaluation of ASAP. Procurement of the general contract will
follow standard AID competitive contracting procedures. A1l 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 commodities to be procured locally. The
remaining $11 millfon will finance technical assistance and 1imited
training/commodities sourced from the U.S. Much of the technical assistance
tc 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 reeds 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, ?iven 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
trai?ing techniques 2nd programs that are appropriate and achieve desired
results.

Of the $14.5 million identified for local procurement, less than $2
aillfon will finance commodities. The limived commodities envisioned under
the ASAP program will basically be in the form of computer hardware/snftware
needed for data gathering and analysis. Although such hardware/software is
available from the U.S., the need for servicing and maintenance is paramount.
As U.S. computer manufacturers have not as yet established a relfable
rFaintenance cezedlilty in the Frilippires, the computers and related software
will be procurad locally. Halivers to authorize other than U. S. procurement
of goods and tervices will be documented and approved as appropriate during
the 1ife 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 wi'l be
clustere¢ into identifiable, related activities which should not strain the
administrative capabiifties 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 (IQC) mechanism.
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Finally, there may be need to procure firancial 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.
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SECTION SEVEN
SUMMARY OF ANALYSES

A. ECONOMIC ANALYSIS

The econoaic analysis, as detailed in Annex D, consists of: an analysis ¢
selected ASAP policy measures having the greatest potential impact on the
agribusiness system, including growth in investment/production, and net fmpact
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 levals.

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. Most of the measures have the effect of fncreasing 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
2 result cf technology enhancing fnvestments. 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 fnvolved. Based upon available data and
analyses, the following estimates the benefits expected from the ASAP measures
ahich are éxpected to have tine greatest impact on tne sector.

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

The problems facing the corn-1ivestock complex can be broadly summarized
as 3 lack of vertical coordination. As a result, farmers, feedmillers, and
Vivestock 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 inpui Ccorn) for livestock producers
s seasonal in nature and very susceptible to random weather factors whereas
the consumption of meat and meat products follows a relatively stable pattern
throu?h the year. Corn prices tend to fluctuzte, being high particularly in
the first quarter and low in the third quarter of the year.

This problem in turn discourages investments in the incustry. Farmers
lack the profit incentive to improve farm yleld through better technology and
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post-harvest handling. On the part of users, livestock production fails to
grov 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-eg3
situation: corn farmers do not grow as much corn as the market could absorb
because of possible losses and 1ivestock producers do not raise the animal
numbers that corn producers could support.

The problem s 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 Congress to carry out its task effect-
fvely. 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 undermine
private sector incentives to investment in corn trading (especially storage).

Other important factors are the high transport cost for corn from farmers
to 1ivestock producers users and a restrictive corn import policy. The foraer
problem s 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 in order 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 §s not uncommon to hear that the lobbying process ends
up hurting the corn and 1ivestock industry more than promoting the farm sector.

The proposed reforms of ASAP to address problems in the corn-livestock
sector consist of the fcllcwing: eliminating or greatly r2ducing the NFA role
fn ccrn trading; imdlemanting 2 price Hand scheme for etebilizing Jomestic
corn supply/prices as a transitional step towards an open market; ond
reducing the transportation cost by demonopolizing cargo handling services in
public ports.

Throprice tand zeshintiz Wil @ncourdge pricate storage, vafenceo prigar-
{1y 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 the 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 fo'lowing pattern of feed use of corn in the country. Fifty five
percent of 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 in making an otherwise seasonal supply conform more to the
pattern of use of meat products.

Our analysis of the benefits of the proposed reforms .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. HWith this additional
demand during main harvest period, farmgate corn prices will go up by about 5
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 MT will help reduce the upward fluctuation §n corn prices
during the lean months and encourage 1ivestock 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 MTs. 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 ¢conomy {s
estimated at about $11 million per year.

b. Exempt land used for 1ivestock production from CARL.

The application of CARL to livestock production would have required that
land holdings used for 1ivestock 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 immediately after CARL came into effect.
The policy dialogue on the issue resulted in a broad consensus that the
1tvestock Sndystry, with the erzections of ovizncive and large sc2ic castile
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 1ivestock 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 1ivestock lands had been subject to
CARL, and some adverse effects would also havz been felt in the poultry
industry. If it §s assumed that the impact of the law would have been to
reduce hog production by 10 percent in the short run and reduced the long-term
growth rate by 1 percent due to lost economies of scale, the annual loss of
hog production would have amounted to at least P300 million ($11 millfon).

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 econoay
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would have been P240 million ($8 mil1ion) 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 s 1ikely to have a major impact on agricultural credit for many
years unless concrete action {s taken to address the land collateral issue in
the near future. At present, the loss of collateral vaiuve is caused mainly by
the uncertainty related to the transfer of holdings of over five hectares from
their present owners to tenant farmers and empioyees. This process will be
fraught with uncertainty as long as the DAR 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 fssue is resolved, the value of lanZd 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. Uxperience 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 fs 1ittle 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 1f they do some system needs (o be
fn 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 lard on credit availability for the sector. This aralysis
focuses only on the loss of collateral value. At present, credit to agri-
culhume froabozovfietiat standsdtll, notoonty tecadse of the cotiateral 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 count
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
realiocated, but that the net effect on the economy is to reduce tota)
economic value added by P2 billfon ($70 millfon) per year.

The after effects of CARL are extremely complicated and it will take many
years before the collateral value of agricultural land §s fully recovered. A
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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 1imited by
the GOP. Under Letter of Instruction (LOI) No. 58 in 1973 the limit was set
at 21,000 ha. and was subsequently increased to 25,000 ha. by LOI No. 790.
Since these regulations were instituted, the Philippine share in the world
export market has been steadily declining. Table 21 in Annex 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 1n banana production in Indonesia, the Philippine comparative
advantage in the area (it is still the largest exporter of bananas in the Asia
region) may be effectively challenged.

According to private sector representatives of the banana industry, the
regulation 1imiting 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 fmport of tropical fruit.
Khile the Philippines has a comparative advantage in transportation over other
exporting countries in the Korean market, it 1ikely 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
recuirec flexibility to resccsd to chamses ir the exyort merket for banairas
ard allcw the Philippines to at least cefend 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
perfod using a simple regression method. The additional revenues wvhich the
TNty 3285 every yiioozve fn dhe ringe of ST3-36 mitvidca. IT the additionai
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
fn consideration of the possible opportunity cost of the additional hectarage
used to sustain the country's targetted market share. Another reason fs that
the forecasting model does not take fnto consideration the possible recessions
in the economies of the developed countries which will have a negative impact
on their demind ¢~- tropical fruit (bananas). Given other factors that may
ccze Into piay . -er time that the forecasting mndel does not adjust fore,
only five years f benefits (starting 1n 1992) are claimed as being attribut-
able to ASAP.  Per Table 26 in Annex D, the annual benefit stream would be
$7. 38, 38, $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. Ihe traditfonal crops: rice, coconuts, and sugar, and less
fmportant 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. HWorld 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 1inkages.

1. Recently developed export products: 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.

111, The Import-substitution agro-processing sector: This sector
fs 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
s 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 oil1. The large, established agro-processors do not need market
develozment supocrt byt the small- 27 rmedium-sized enterprises 2o.

fv. Ihe rest of the agribusiness system: This includes a wide
range of products in the fruit, vegetable, fiber, and fishing sectors. Much
of the procduction, processing and marketing of these product® occurs in the
inforoal secter, but tne processing ano marxeting activities for oomestic and
export markets is not insignificant.

It can be expected that the benefits of ASAP market development activities
wi1l be concentrated in the last two categories of agribusinesses. The focus
will be on agro-processing for domestic and export markets. The initial
fmpact is 1ikely to be on the domestic markets. Much of the fruit, vegetables
and fish consumed in the Philippines §s 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
{dentification of export markets for processed agricultural gcods. Increases
in exports would start from a very small base but could incrzase at a rapid
rate 1f 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 in other 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 in the 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 fndustry is forced to
become internationally competitive due to competition from fmports, its
ability to export increases. khen the industry becomes export-driven,
sustained high growth rates should be possible. The domestic market dlone.
7111 not be able to sustain more than a four percent growth rate over the

ong-run.

For purposes of this analysis, it s assumed that ASAP market developaent
efforts will result in 100 new or expanded ventures in agro-processing
involving an average of $1 million in new investment per venture. Assuming a
20 percent rate of return on these investments and an opportunity cost of
capital of 15 percent, tne annual benefits would be $5 million per year
starting in the sixth year when the full impact of the market development
measures is felt.

2. Cost-Benefit Analysis

The basic cost-benefit calculation is presented in Table )1. The cost
fi?ures attribute ASAP's policy-related costs, i.e., program assistance ($50
millton) plus policy formulation assistance to the public and private sectors
($iS million). The total cost stream 1s $65 million. The remaining $15
millfon is for transactional assistance to the private sector. The benefits
of this component occur through increasec production resulting from ASAP
market development interventions.

The benefits resulting from the policy reforms are based on the economic
analysis presented in Annex D, and summarized on the next page. The
assumotions ragarding the chars of benefits attributable to ASAP suppIrt are
shown at the bottom of Table 11. The benefit stream assumes that ASAP wil)
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
pETCENL Sier & TiTieen jear pevicl. For the 315 miiiion transactiona: marxet
development assistance to the private sector component, the assumptions
discussed above yields an IRR of 24 percent.

It bears restating that most of the benefits attributable to these
selected policy reforms are calculated using a general equilibrium model of
the Philippin. 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 sfgnals. The mode) assumes .
no net increase in investment and no change 1n 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 Tikely
outweigh the benefits fdentified by the general equilibrium model. The reason
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they are not included here is that there is a lack of data on production
systems and productivity at the sub-sector level. As productivity data is
generated for the corn, 1ivestock, fruits and vegetables sub-sectors under
ASAP, better estimates of these benefits should become possible.

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

Year Costs _Benefits  Corn gAﬂL Banana4
Total Net Marketing Livestocké Collaterald 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 -15.2 1.6 6.6
96 3 2.4 18.4 6.6 1.6 5.8 1.4
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
()] 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 « 231

with the factor (28/34). SER « 34.
2 Twenty-five percent of the benefits from CARL exemption.
Twenty percent of the benefits from restoration of collateral value
of agricultural land to SO percent of pre-CARL level.
4 Ten percent of benefits from removal of the 1imitation on hectarage

& & & deiabl
deyated 4o banans sxporh srsdvsticn.

3. Sensitivity

The sensitivity amalysis 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 is therefore cut by 75 percent below the base
calculation presented in Table 11. This is to take account of the possibility
that the policy formulation process supported by ASAP could have been less of
a factor in some of the reforms than is assumed in the base calculations.
baking this adjustment ylelds an IkR of 15 percent for the full 15 year period.

The second alternative is to 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
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hectarage 1imitations 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 attributed 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 in main on the financial feasibility issue. The analysis s bast
presented in terms of each aspect of the improved environment: an faproved
policy framework as provided for in the ASAP policy reform agenda: the
increased capacity in government 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 tae policy reforms
called for in the ASAP policy reform agenda wil) have been carried out. The
financial feasibility issue is whether the cost of these reforms to the GOP
are adequately provided for in the ASAP design. Sevaral measures have revenue
fmplications.

The ASAP policy reforms for reducing the NFA role in corn trading will
lead to a reduction in GOP subsidies tc 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 is now the
case. This will result n sharnly 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 savings alone
will assure that the net impact of ASAP-supported policy reforms will be

Sang@loyntt aactat.,.
S.antv ANy s e e,

A second potentially revenue reducing measure is the reduction of tariffs
on {mported inputs for livestock production and meat processing. The
financial analysis shows this not to be a problem. The purpose of existing
tariffs and N7Bs on these products is to protect domestic fndustry, not
generate revenue. Consequently, imports are currently very low. Removing the
protective tariffs and NTBs would increase 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 poifcy reforms related to CARP and inter-island shipping involve
?ovornment regulations that have 1ittle or no revenue or expenditure
mplications. Policy studies associated with the implementation of these
reforas 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
coaplaints that application of VAT to agro-processors {n 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. 1ldeally, 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 PMS/PAD. The annual
operating costs of the increased activity are estimated at about $1 millfon
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 2
low priority in DBM and the Congrassional 2ppropriation committees. The
policy dialogue boetwean LSEID a-4 DY 25 dhig Yegug bag bezn cngsing since the
start of the AAPP. Ther2 is supnort 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 1inked 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, 1f 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 1ife 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 Governaent-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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tecnnology development and transfer, farmer training and organization, and
market development.

The first, market data generation/dissemination, is an ongoing GOP pro-
gram. It has been strengthened under the AGMARIS component of AAPP, but
suffers from underfunding. BAS is recognized 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 1s on production. ASAP will fund a major
portion of the market data gathering/dissemination activity during the early
years of the program. This will yleld concrete benefits for the private
agribusiness system, but the activity will not be sustainable §f it s not
incorporated into the GOP-funded BAS recurrent budget. A top-level policy
decisica 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 {tself.

Tre 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 s an
ongoing GOP program. The activity supported under ASAP consists mostly of the
adaptation of existing technology by individual agribusinesses. This
adaptation §s largely funded by private businesses. Government subsidies are
needed Yor new initfatives that entail higher costs and more risk than can
+ormally be expected from these businesses. Financial constraints are not
1ikely to be a major factor in the continuation of ‘he service.

The farmer organization activity will traia and organize about 10,000
farmers over the 1ife 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
nEées a3 large eapenciture impiicaticns. 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 Is that subsidy support for such activities be provided to private
agribusinesses rather than through the regular public agricultural extension
service. The former has the strongest interest in making 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 is seen as a high priority by the DA and DTI and wil)
continue at some level after the end of the program. The funding requiresents
vill vary, depending on the priority given to market development in the budget
setting process. The ASAP objective s to 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 DTI priorities.
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C. INSTITUTIONAL ANALYSIS

Institutional feasibility issues, both in the gublic and private sector,
affect ASAP fiaplementation as well as the sustainability of ASAP benefits.

1. Governaent

One important issue is the technical capacity of the implementing units.
Most of the ASAP activities in the public sector will be implemented in DA:
policy analysis and advocacy in PMS/PAD; data gathering/dissemination in BAS,
and market development 2ctivities in the Agribusiness Support Unit (ASU).
Each of these units has received support under AAPP. The strongest in teras
of technical expertise is BAS. Its main constraint §s the lack of personne)
and equipment for data processing and dissemination. It must, therefore
concentrate on the priority concerns of DA, which are the country's main
crops, especially rice, corn, and coconut. HMith financial support from ASAP,
BAS will be able to hire staff and purchase the equipment needed to carry out
the intended activities.

PAD and ASU', hovever, have serfous 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 §s lacking expertise in both these areas. Policy
analysis capacity tends to be concentrated in the universities, while market
development capacity is in the private sector. The best approach to this
problem is to keep both organizations lean. The DA should have a small staff
of high quality people who manage 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
:ctivzties wil]l not have the analytical content needed for high level policy

nrmulation,

The othar key institutional fssue is how much impact increased policy
analysis and advocacy cepacity in DA can be expected to have on policies
affecting the agribusiness system. The discussion of policy issues in Section
TCur 5nias that most of ne major Yssues are tne prizary responsiollity of
departments other than DA. The departments whose activities most directly
affect agribusiness are: DA, DAR, DTI, and DENR. In addition, DOF, DBM, DOTC,
and NEDA deal with matters that can significantly affect the agribusiness
system. Of these departments, DA has the strongest commitment to promoting
agribusiness growth. DTI i: responsible for industry regulations and
incentives, across the board; DAR is responsible for social equity concerns;
and DENR s responsible for resource conservation.

There will always be competing objectives in policy formulation. Even if
private sector agribusiness growth is now seen as a priority concern by many,
in the final analysis, each department has its own constituency and mandate.
Further, there is no interagency mechanism at present to coordinate issues
related to agribusiness, and it does not appear that there is support for such
a mechanism, except In the DA. The DA is only one voice but, over the long
run, is the department with the strongest comaitment 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.

LA
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It must be recognized, however, that the most that can be expected from
ASAP policy analysis and advocacy activities is that agribusiness concerns
will be given their proper weight in the GOP policy formulation process.

2. The Private Sector

The key institutional issue in the private sector has to do with the trade
assoclations. 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 in AAPP implementation, PCCI and
MAP have the strongest track records in pursuing 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 of
the private sector. These organizations, however, have limited capacity, so
they tend to concentrate on the most important ssues at eny given time. For
example, over the past year, CARL implementation has been a major area of
concern. There 1s also no assurance that the position of these organizations
will reflect agribusiness interests. The lack of progress on €.0. 413, which
affects hignly protected, urban-based manufacturers, is an example.

The situation is even more problematic at the fndustry 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
comnission studies of policy Issues affecting their industries. A related
fssue 1s the level of interest in receiving these services among agribusiness-
es. In designing ASAP it was 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 is that by concentrating data collection
3~ analysis efforts malnly Vn ¢the feod_livectnsk ard froftovesetat!: secteors,
and combining these activities with complementary policy advocacy and market
development initiatives over a five year period, their value will be
sufficiently deronstrated to assure their continvation. A key requirement
here is that the private sector be involved as much as possible in the
Plentiiloationsinslezentatton of bl actt.ities, sC thet vy the end of tne
program these activities are seen as their own and not simply something
conceived of and funded by government. Through numerous meetings and review
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 in as rapidly as possible during
program implementation.

A more implementation-related Issve Is the 2vailability of cata gathering,
market analysis, and policy analysis capacity in the private sector. ASAP
aims at significantly Increasing the level of effort in these areas over the
next five years. The magnitude of the problem 15 reduced by focussing on only
two sectors. it is also 1ikely tnat, at least initially, ASAP activities will
be concentrated in two or three regions. Several highly qualified academic
institutions, NGOs, and private sector consulting firms have been fdentified
and have expressed interest in carrying out ASAP-funded activities. It is
unclear, however, how much excess capacity these institutions have. The ASAP
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general contractor and USAID program managers will Nave to be aware of
possible absorptive capacity problems, especially with respect to policy and
market analysis.

D. ENVIRONMENTAL ANALYSIS
1. Priority Issues for ASAP

The environmental analysis, presented in Annex F, fdentified 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 LDAP Project and with'n ASAP through discussions with the GOP on
the implementation of 1ts CARL program. In this regard, the General Contractor
should have the capability to respond to requests for technical guidance on
environmental aspects of agroprocessiag 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 {ts normal program monitoring, USAID (or the GC) will review
perfodically such agribusiness guidance for its environmental or
socio-economic sustainability.

€. Agro-processing plant environmental audits. Technical assistance
fn carrying out such audits {s available through the Horld Environment Center
(KZC), with which the Asia Bureay has 2 coojerative agreement, presently.
Opportunities for 1inking up with the WEC should be explored during program
foplementation for this purpose.

d. Development of effective env‘ronmental policy analysis, technical
sotlanze and mangzzzeat onits In IINR, OA anC 0TI $0 Seal specificaiiy witn
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 $ssues.
2. Scops of USAID Action in the Framework of ASAP

The principal environmental/resource man>gement role of USAID in relat-
fon 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/regulatory barriers to develop-
ment of this rector, 1t is reasorable to assume that other, as yet not clearly
known parriers (or 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
s especially relevant to the natural resources sector, given the intimate
connection with environmental impact of agribusiness activities.
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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.1.D. Environ-
mental Procedures) since the proposed intensification of commercial agricult-
ural production, storage a.d distribution 1n densely populated areas poses a
potentially seriouc 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, LDAP, the Mindanao Development
Project (MOP), 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

Hith 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 pro?ram rather than as stand alone measures. This will ensure
compliance with the intent of A.1.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
recommendations. The anvirenmental 2nalysis does not attempt tc spec!fy, in
detail, the implementation arrangements which might be used.

3. ASAP contains a strong effort to remove licensing and permit
restrictions on agribusiness subsectors which unnecessarily 1imit private
SEICIT entvy oF exit andsor protect jarastatais or privece @ohopoiies ano
oligopolies. In this respect, the General Contractor and Grantees will work
with DENR's Environmental Management Bureau to review their environmental
1icensing 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 ac* as a disincentive to investment. Ideally, this review process
be in the form of government-industry dialogue and te lccated in the :
appropriate 1ine agency (DA or DTI). Under prasent 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 {s not financing plant construction or equipment,
as conditions warrant or opportunities arise, the General Contractor will take
advantage of the special expertise of the Worid Environment Center (KEC), an
American PVO which provides high-level industrial expertise on a pro bono
basis to Third World industries. MEC 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 fucluded 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
{nputs and sophistication than does much cereal production. HKWhile 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 addres<ed
through private, NGO and public sector research with participating farmers
under ASAP. The General Contractor will, nevertheless, monitor technology
developament/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
coapcnents of private sector enterprise proposals, technical assistance will
also be made avallable under ASAP for fdentifying environmental measures which
require relatively low capital and operating costs, reduce contingent 11abil-
ity risks, require relatively 1ittle 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 personne! of industries by subsector or other relevant
criteria. Cppcrtunities for o-vircnmenta)l intervention that 112 in the
selection of projosals 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
PTOSTEN SN vaTICUS COTpOnenis OF Ttné agricusiness sectors, farmers,
processors, marketers, etc.

4. Special Studies and Research

Come 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 accese to needed inputs 2aé markets will require some degree of
resource pooling and grcup organization, as has been the case in most other
countries. In this 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 1ivelihood of participating farmer groups on a
sustainable and environmentally sound basis and whether other kinds of reforms
or support services were needed as well.



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 organization/training costs of acceptable proposals. Many proposals
vill probably not entail any investments in major agroprocessing facilities.
For those that do, applied research and selection of agroprocessing technology
will include those technologies/processes which result §n minimal or reduced
vaste 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 summarizes the major findings and conclusions of the analyses
on social soundness and gender-related {ssues for the Agribusiness System
Assistance Program. A summary of the gender-related concerns study s
astached 8s Annex G. Complete copies of these reports are avatlable from

RAD.

1. Beneficlaries

The Philippine agribusiness environment has been shaped by six major
agriculture-based economic gioups, cach of which can fit into any of three
categories: commercial/corporate agribusinsss: entrepreneurial agribusiness;
and cooperative agribusiness. These econoaic groups may be considered the
primary beneficiaries of the proposed progran.

The first category includes transnational corporations, large local
agribusiness processcrs ard fategrators, and the hacenderos who cwn large
agricultural estates. Entrepreneurial agribusin2ss refers to smal) and
medium-sized agribusiness entrepreneurs. Cooperative agribusiness includes
small farm workers or producers who work fcrrmally or informally as a group
according to cooperative prinziples.

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 1{fe. Agribusiness play: 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 in the ptlicy environment surrounding the sector will
:?digggtlz benefit the people nirectly dependent on the sector for their

velihood.

2. Socio-Political Acceptability of Proposed Interventions

The GUP's major concerns for livelihood generation, poverty alleviation,
and countryside development make the proposed interventions highly feasible,
as well as timely and desirable. Arong 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
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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 1isten and respond in due time.

Factors that might delay but not impede ASAP implementation are the slow
and inefficient bureaucracy; overlapping functions of GOP agencies involved in
ASAP implementa’ion 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
governmentz1 {intervention in rice, corn, feeds and livestock industries.

On the whole, the analysis shows that factors favoring ASAP implementation -
outweigh the negative factors, thus making specific interventions feasibVe.

3. Feasibility of Proposed Interventions

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

¢ The ASAF proposal to gradually shift corn trading into a2 largely
private undertaking will meet with minimx?! 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 1ife of the ASAP program.

¢ Improving the access of the fee2-livestock indistry 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 9% import levy and due to the scrious plight of the cattle
industry, which is experiencing an acute sho. tage of breeder stock.

¢ 1In 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
preposed for stucy by ASAP, namely, the barriers to entry/exit in
selected agribusiness subsectors by the private sector, and how to
remove the tax blas against agribusiness. These proposed stuuies 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
fnvestment 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 (DAR), the ASAP objective for the early issuvance of
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a clear formula for land conversion or acquisition for a?rlbuslnoss
purposes, particularly in the processing subsector, is highly feasible.
A related issue that may require further study, however, {s 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 of 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 1ife will 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
implementaticn, DA and the Department of Trade and Industry (DTI), have both
the mandate and organizational capability, especially regional mechanisms, to
push ASAP objectives. Moreover, 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 Commerce and the
Industry and Management Astociation of the Philippines) and NGOs also have the
organizational capability and networks in almost all regions of the country to
significantly assist the GOP in pursuing ASAP goals.

5. The Role of Komen in Agribusiness

Rith the formulation in 1989 of a parallel Philippine Development Plan for
Homen (POPH), public awareness of gender !ssues and concerns has been raised.
Thus, the traditional male bias of agriculture and agribusiness has been
fdentified and analyzed. Women's concerns are gradually being integrated into
the development process, and the participation of wormen in the planning and
fmplementation of programs is being enhanced. For ASAP to contribute to
sencer equdiity, tae Jeslgn cust Inciude women's participation in tne
different phases of the program as planners, implementers and beneficiaries.

6. Extraneous Factors Affecting the Prograa

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 cutccmes of these three situations will greatiy determine the.
investment climate for agribusiress, as well as for other sectors of the
economy. Recent developments in these areas tend to 1ndicate that current and
foreseeable conditions for ASAP {mplementation are quite auspicious.

7. Social Soundness Statement
Current conditions and on-going trends as reflected in the incumbent
adainistration's policy tend to firmly support this report's conclusion that

the overall outlook for agribus’vess in general, and ASAP in particular, s
not only favorable, but very proaising under certain conditions.

¥
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SECTION EIGHT
CONDITIONS PRECEDENT, COVENANTS, WAIVERS AND STATUS OF NEGOTIATIONS

A. CONDITIONS PRECEDENT TO DISBURSEMENTS
1. First Dollar Disbursement

Except as A.I1.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.1.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 1t constitutes a valid and legally binding obligation of the Grantee
in accordance with its terms and

b. a statement {dentifying the various a?encies and offices of the
Cooperating Country responsible for implementation of the Program and
designating individuals in each such agency or office responsible for
coordinating Program components.

2. Each Dollar Disbursement

Prior to each doliar disbursement from the ASAP Dollar Special Account,
the GOP will, except as A.1.D. may otherwise agree in writing, furnish to
A.1.D., in form ans substance satisfactory to A.I1.D., evidence that:

a. The GOP is In sudbstantial compliance with all of the tercms and
conditions of the Grant;

b. a schedule of payments, identifying payees, amounts and due dates
groposod to be made by the GOP using dollars and any interest earned on funds
$1C In the A3AF Doliar Specia’ Aaccounc;
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.

8. COVENANTS

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

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

C. SPECIAL COVENANTS

. The Parties agree to establish an evaluation program
as part of the Program. Except as the Parties otherwise agree in writing, the
program wiil 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
Prograam;

2. Identification and evaluation of problem areas or constraints which
my 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 Progran.
D. HWAIVERS

Except with relevance to "Buy America® requirements as outlined earlfer,
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
upcn by the vepariment of A?rlcuitura. Ouring Program Agreement negotiations,

the USAID representatives will incorporate into the Agreement, appropriate
language to cover their terms and conditions.

)%



ANNEX A
GOP LETTER OF REQUEST

11



REPUBLIC OF THE PHILIPPINES
NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY
NEDA 53 Pasig, Amber Avenue Pasig, Metro Manila

Cable Address: NEDAPHIL
P.0, Box 419, Greenhily

Tels. 634094S 10 64

b= o
c &
{ v~
JUL 2K 1991 > o
C of
S~ [ oo m
Hr. Malcolm Butler < c:—: -
Hission Director .. o = 50
U. S. Agency for International Development. ;. :y--- ;7@9&3/ =
Ramon Magsaysay Center Cpon e -~
Roxas Blvd., Metro Manila AT .
LY ot X -7
Dear Director Butler: N gﬂéﬁ-».
Vv

We would like to convey the request of the Government of the
Philippines (GOP) for grant assistance in the amount of $80-$120
pillion to finance the proposed Agribusiness Systems Assistance
Program (ASAP). O0f t'e anount being requested, $25 million will
be allocated to the Support Services Component and the repainder
will be allocated to the Progran Component.

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

enunciated in the Philippine Agricultural Devulopment Plan for
1991-19985:

a. Inprove=ent of the DA's capatility for service delivery
to farmers and fishernmen;

b. Creation of an economic environner.t conducive t¢
increased agricultural productivity und incoxzes; and,

c. Facilitation of access to narkets and promotion of
efficient markets and narketing systicas.

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

The DA, the Department of Finance (DOF) and NEDA heve been
conducting extensive discussions with USAID in the formulacion of
the details of the prograu design, including the propose: policy
irplocentation actions for the performance-based component of the
Progran. We ook forvard to the finalization of the Program
design at the soonest time possible to facilitate presentation of
the proposed Program to the Investrment Coordination Committee
(ICC) and the NEDA Board for revien and approval.
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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,

cmﬁwo W. PADERANGA, JR.

Secretary of Socio-Econonic Planning
and Director-General

cc: Secretary Senen C. Bacani, DA
Secretary Jesus P. Estanislao,DOF
Undersecretary Bruce Tolentino, DA
Undersecretary Roneo Bernardo, DOF
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ANNEX B

PAIP APPROVAL, PAAD GUIDANCE AND
REDELEGATION OF AUTHORITY CABLES
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E.0. 1235€: Y/ PD/ONRAD -,
TAGS: N /
SUBJECT: AGRIBUSIMEES SYSTEX ASSISTANCE PROGRAM C(ég:u;. L
@445) PCLICY-MAT2IL APPROVAL e ;gEEJBZ
PEF: ...STATE 111141 :
1. AA/APRT APPROVTS TET POLICY “MATRIX FO® TEE AGRIRUSINESS B2
SYSTEM ASSISTANCE PPOGEAM. COMMSNTS YERT PROYIDZD TO B. 3 7 1=
PRIMM DURING SIS RECTNT TDT 3Y &PRT/DR AMD ADPRT/FPM. X 5
i ROC
2. POLICY2ASED ASSISTANCE IS AN IKTTGRAL AKD INCRTASINGLY ER
1ARGZ PART OF USAIT/PEILIPPINES PROZRAM. ©2TFTZL, PARA. —an
2A, REQUESSTZD AN APPRAISAL OF SUCE PROGPAY ASSISTANCE 4%D g
ITS SITECTIVENTSS SINCEZ 1935. TATFITO2L, YE PPOPOST T2A7T 5
A PEVIEY TZAM OF 2 STINIOR STATF F204 TET 3URZ2U VISIT LT -
MANILA IN NOY./DIC. TST PU2P0ST OF TEE VISIT tOOLD 3T T 212
RSVIEY P203235S 70 DATE WITd 73T ON-30INS ™ISSION P0LICT SLTRNLA R
ASENDA, AGIZS ON B GINTEEL DIRICTICN AND SCCFT FO2 TUTURS L
POLICY RTTOTM LSSiSTL%CZ, AND DICIDE ON TEX FUTGRZ ROLE OF D
AID/d4 IN SIVIZNIEG/LPPROVING POLILY 2ZTOB“ AGEINDAS. &
BTUEST ST:i7US OF APDRAISAL AND ITS EZCOMMEINDATIONS. ALSO - —
OF INTEZAZST 70 {EE TIAM YILl 3T TTFOITS AND FROSRETSE 10 T == 1L
TIITELIINT TIT IIIILINGT TiTI. S

3. ¥YE BELIEVE TEIS ¥OULD BE A TETTE2 YAY TO ¥CRK TOGST3ZR
TEAN TRYIANG TO PEVIEY FACB POLICY MATRIX SEPARATELY
¥IT300T A CLTA® PICTURE OF H90Y TEE PIZCES FIT TOSZTRER.

T IS ALSO IMFOITANT TOR US TO GET A SINSE OF THE
RZALITIES AND ISSUES IN TBE FITLD, ARD TO SBAEE ¥ITE YOU
SOMET OT OUR VIZXS AND CONCERNS. LTT US XNOV IT TET IDEA
AND T3T RPPRACTIVITE TIMING APE YOPKXA2LL.  TACITBURGER
el
#5443
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UNCLAS SZCTION 21 OF 92 STATZ 111141

AIDAC

F£.0. 123%5: MN/A

TACS:

SURJECT: AGRIBUSINESS SYSTEM ASSISTANCE PROGRAM (ASAP)
(492-2445) - FAIP APPRCVAL

1. SUMMARY/DSCISION: AA/ZHES (P“hOVZS THE ?20GRAM
ASSISTANGT IMITIAL PoCPOSAL (TAI) FCR DOLS €3 MILLICH
LITE CT PROGRA' 37 TUNDING OF THAE ASAP PROGRAM AND
PELECATEZS AUTZORITY TO THE DIRECTOR, USAID/PHILIPPINES
TO AUTEORIZE THE FR20GRAM. FRIOR 70 ODRLIGATION, THE

540030 RDVISE ZNE BURTAU ofo%ﬁx_jéii_anlnx
R IDE THE PROGRAY

IND SUFMMARY.

STANCE \°PRAIS\L OUTLIN D 22L0¥.

2. BUPRZzAU PIVITW: THS ZRZ FURZIAU PROJECT RZVIEY
CORMITIZZ (PAC) RIVIZs=D THZ PAIF TZBRUARY 11. WZ

AGREZ®D YITH THATY PAIP TJ\T RZF0RMS TO 7NCOURAGE .
A"IBbSI?"S DIVILOPMEINT AZT VITALLY KEZZDID. OUE ISSUTS R Y
¥ERT: TYITHZIE WE CAY DIFIND TET ZF7ICJIVENTSS OF REICEINT 255 vV

FRC3521 ASSISTANCR;  AND ROW AW ZTTISTIVE POLICT AGZINDA :ﬁle
CAH 3% DTSIGNED TOR TYI3 SECTOR. ¥E ALSO APPRCVED Gy 1
2NE/TR GUIDANCE tOR PAAD DZSIGN. . RIGA }
EOal
- A, ZITFILTIVINZSS OF PROGHRAM ASSISTANCEZ: NMUCR OF =~ >

OUR ASSISTANCZ TO THYZ PRILIPPINZS SINCE 19€E€ :AS 3ETH
PCLICY RETORMN RVLAT’C FROCRAM ASSISTANCE AND TRREE
PLANNZD 7Y 1931 NZY¥ STARTS ARZ I THIS MODE. VWS MAY BE
ASETD TC SAOY TAL FEZNEZTITS OF RECTNT PRCGPAM ASSISTAKCE
WHZN SEWRDING rORJARD CONCRESSIONAL HOTIFICATIONS (CN'S)
FOR THIS TZAR’S CROP.

w2 ARZ ALSC COWCEANZD T4AT zCCNORIC SETBACKS SINCE THE
DECSMBER 1589 COUP ATTEMPT AND TY® APPROACYH OF T3T 1932
TLZCTIONS LOYER THZ PROSPECTS 7OR ACAIEVING FURTHKER
RIFORANMS.

YT UNDERSTAHD ANl ZVALUATION OF THE SUPPORT 7OR
DEVLLOPIZNT PROGRAF (SDP) IS TO START SOON AND THAT TAS
MISSION IS STUDTING JAYS TO ™MZASJRz PROGRAH ASSI‘T:\NCv
IMPACTS. KASED ON AYAILASLY INFORMATICN AKD ANALYSIS
YREN TGY ASX TOR A CCGNGRTSSIONAL NOTIFICATION OR
CONCURRINCE 1w THE POLICY AGTNDA FOR ASAP, WE ASX TEAT
YCU SEND US Al AP?RAIJAL OF_T4z EFTECTIVENESS OF PROCRAN,

1/2% UNCLASSITIZD STATE -111141/01
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ASS STA&C& SINCE 1986. YHIS APPZAISAL SHOULD PRZSENT A
“INTTONALY TOR-EXPECTINC TEE PROPNSEID ASAP REFORMS T0 PT-
tTFECTIVE lﬂ THE CURIZNT CLINATE.

- 5. ASAF FOLICY ASTXDA: THZ PAlP FEANU OF POSSIBLE
PIT0IMS (PACES 17-19) RANGES ¢IDSLY. SOME REFOR:S YOULD
STEM TO HAVE MACIROZCONCKMIT SCOPE OR TO AFPLT TC OTHER
STCTORS AS «FLL AS AGRI2USINESS, OTHERS ARE MORE
FOCHSEL. SOME ITEMS A®T UNDER THT DTPARTHMENT OF
AGRICULTURE’S CONTROL EUT MANY AST NCT.

TAS PRC DERATED THE M£2ITS OF L=AVING RTFORMS ¥WITH
¥ACROECOKONFIC OR MULTISECTORAL SCCPL TO SDP Il OR T3E
P2IVATE ENTERPRISE POLICY SUTFO2T PROGRAM (PEDS). ¥F
E7COGNIZE, HOYEVER, THAT TEZZRZ ARS TAX, TARITT,
INTTR-ISLAND SMIP2I8G sKD CTHER PCLICILS OF GENZTRAL
IMPACT WHICH ARZ MAJOR CONSTRAINTS CON AGRIBUSINESS
DEVELOPKENT. TREEY ARE ALSO THYT HARDER POIICIES TO
ECFORM. 1N PARTICULAR, 9T QUZSTION WIETHER W& CAN 3BE
EFY:CLIJ“ IN THT AG28RIAN REFOAYM AREA.

Y CONTLUDZD. TRAT 2SAP SKOULD, 'O’US ITS RTTORV AGINDA JON
Ty FEd SZCTOR-SPECIFIC REFCANS. WITH LIMITED, BUT :
_RCEILVAZRLZ,  OBJECTIVES. TEIS FOCUS 1S P?IItR\?LE TO AN
"CVIRTAMRIVIOUS AG£hDA YZIC3 WCULT RUN TINTO MAJOR
RESISTAKCZ OR WHICE MIGAT NOT 3E IMPLZMENTZD ZFSZCTIVILY.

*IL LTAVE IT TO TEEZ PAAD PZSIGN PIOCESS TO DETERMINE A
RETIRM AGZINDA WAlNH TAXZS IKTC ACCOUNT THESS ISSULS AND
TBCSE THE PAI? I1TSELTF IDENTIFIZS (PAGZS 3£6-37).

- e LZSIGH GUIDANCE: Td4E PR®C COKCLUDEZD THAT THZ
ISSYZS FAP:ZR PROVIDZID ®Y INT/IR SHOULD BE TRANSHNITTED T0O
TRZ MISSICN 7CR PROGRAYM LTSICN GCUIDARCE AS STATED IN: THZ
ZICONAINDATIONS OF THAT PAa?rIR. -

IN ERIZY, TEE PAAD STOULD TAYZ FULL ACVANTAGE OF RELATED

- ¢  me ® @ -2

J-iaucruhn; LARCIAVITIZS_ AN AGR: TCULIUAZ FASIUOTION
PROJECTS; THE-DEFMAND. ANALYSIS KUST PZ CASEFULLY
CONSTRUCTED IN_LIGET.OF TSE. ZCONOMIC: ~DQZNTURH;» AKD THE
’POLICT'\GEYDA SbOULD BE 0°hUL\T_D FO2. NO\ITORIHG TRZ

YRRTICAL In TGIATION OF PROTJCTION COMPONENT SROULD HELP
FROVIDE LCLEGAL.FRANZYORY FOR AGRIEZUSINESSTS TO CONTRPACT
DIRECTLY WITH FARMERS, AlID SHCULT USY CARE IN _DTIVELOTING
TEE COOPERATIVE CR FARMNZIAR GROUP AFPROACH. {TFE. PAAD
{2§SISN'SHOULD INCLUDZ CONSULT:TIONS ¥ITH TAS PRIVATZ
<S£TCiCR?

éi ENVIRCHNMENT: dT RECOMMEIND TYAT 8T INKITIAL
11141

LT
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ASSISTANCEZ SINCE 1986G. THIS APPZAISAL SHOULD PRZSENT A
1A:10HAL' 70% EXPECTINC THE PROPNSED ASAP RETORMS TO PE
¢TFECTIVE IN THE CURRZNT CLIMATE.

- 5. ASAF FOLICY AGENDA: THE PAIP MENU OF POSSIBLE
2TF0RMS (PAGES 17-19) RANGEZS ¢IDELY. SOME REFORMS YOULD
STt TO HAVE MACROZCONCMIC SCOPE OR TO AFPLT TC OTHER
STCTORS AS ¢FLL AS AGRIZUSINESS, OTHERS ARE MORE
rOCUSEL. SOME ITEMS AT YNDER TET DIPARTHMENT OF
AGRICULTURE’S CONTROL RUT MALY ART KOT.

71 PRC DERATED THE MZ2ITS OF LTAVING WEFORMS YITH
MACEOECOKOMIC OR MULTISECTORAL SCC“Z TO SPP 11 OR T3L
FZIVATE EXTYRPRISE POLICY SUPFORT PROGRAFN (PEDS) | 3
STCOGNIZE, HORZVIR, THAT TEZRZ ART TAX, TARIFT,
lhTo? ISLAND SUIPPING SKD CTHER POLICIlS OF GENZRAL
IMPACT WHICH ARZ MAJOR CONSTRAINTS CN AGRIBUSINESS
DEVESULOFMENT. THEY ARE ALSO THE HARDER POIICILS TO
ECFOM.  IN PARTICULAR, 9T QUZSTION WIETHER W CAN BE
L9 3% CLIV“ IN THE \G"RI\N REFORM AREA.

?; CONtLUDLD THAT ESAP SKOULD, rOf'us ITS REFORN AGIRDA _ON”
TEd“SZCTOR-SPECIFIC REFCANS. WITH LINITSD, BUT . -
!”‘It?A’L;. OBchrlvz.. TE1S FOCUS 1S PRIF'R&?LB TO AN
"CVER AMRYITIOUS AGEKDA YZIC3 WCULT RUNM INTO MAJOR
RESiSTAKCF OR %#)JCH MICHET NOT BT IMPLZMENTZD ZFTICTIVELY.

%% LTAVE IT TO TEZ PAAD DTSICN PROCESS TO DRETERMINE A
RETORM ACEINDA WHICH TALZS IRTC ACCOURT THESZS ISSULS AND
TECSE THE PAIP? ITSELT IDEKTIFIZS (PACZS 3£-37).

- V. DSSIGN GUIDANCE: TdF 22C CONCLUDZD THAT TidZ
1SSYTS FAPZR FROVIDED ZY ENT/3k SHOULD BZ TRANSMITTED 70
TR MISSICN F7CR P2OCRAY LESIGN GUITDAKRCE AS STATED IN- THZ
FICOMMINDATIONS OF THAT ParPzR. .

IN PRIZT, TET PALD STOULD TAXE TULL ALVANTAGE OF RELATED
:-I'burubﬂb'fCli“;Al 35 iN AGRICULIVAZ PRODLUCTIOnN
PROJECTS; TUE-DEVAND ANALYSIS MUST. PE CASEFULLY
COHSTRUCTED IN_LIGRT.OF.TSZ 1CON051C DOXNTURH jp AND THE
ZPOL]CT‘\GEVDA ShOULD BE-70°KULATZD. IOR.FONITORING TRZ
YRATICAL lkTvGaATIOh OF PREOLJUCTION COMPONYNT SHOULD RELP
FRGVIDE [. LEG\L.:R\ﬂ,dOR('POR AGRIZUSINZSSES TO CONTPACT
TIRECTLY “ITH FARMERS, AND SHCULD UST CAR. IN DEVELOTING
THTY COOPERATIVE CR ’!R ‘Zh GIOUP AFPROACR. (THE;PAAD
{Dzs10N SHOULD INCLUDZ CONSULTSTIONS YITH.TAS PRIVATZ
+STCIC0RY -

;i ENVIRCHNENT: ®E RTCOMYEED TYAT .dc¢ INITIAL
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UNCLAS 3ECTION €2 OF €2 STATE 111141

ENVIRONMTNTAL TXAMINATION (ITT) BE MODIFIZD TO APL A
PARACRAPd UNDZR SECTION B RZCOMMENDZD .ENVIRONMINTAL
ACTION™ TO RTCCMMEND TSAT A SECTOR TNVIRONMENTAL REVIEY
BE ADDPED TO TEZ PAAD TO SUNMMARIZZ TUT POTENTIAL
ENVIRONMENTAL AND PZSOURCEZ MANAGENMEINT INMPACTS RESULTING
FROM INVESTMENTS 14 INTZHSITICATION. SPECIALIZATION,
FR0CTSSING TRANSPOIT AND STOXAGE, T.C. STIM ULAT =D BY T3E
POLICY REFORFS TPE P20CRAM ¥CULD SyPPC2T IN T3Z Ti0 -
SUB-SSCTORS. SIMILAR ENVIRONMZNTAL REVISH ANNZ rrs qAVS
xz EN PREPARED "FOR" AGRIDUSINESS SECTOR ASSISTANCE ~ '~
7ACTINITIZS IN MOROCCO AMD TUNISIA. SUGGESTIONS™ FOR TaIS
PTVIEY 2AVE ZEEN FATEID TO THE MISSION. VYIT3 TRIS
CPANCE, TSE RUREAU EZNVIRONMENTAL COORDIKATOR COULED
APPROVE THE IEZ.

S. (YOMEZNTIN DEVELOPNMENT (¥ID): AID/V IS PLEASED ¥YITH
MISSION PROCRZSS AND PLANS TO INTSGRATE GEZNLZR ISSUZS
APPROPRIATELY INTO TUE ASAP DESIGN. PLEASE INFO2M
PPC/YID,. TULIN PULLEY; ¥HAT IS TSE APPROXIMATE TIMINC
(AND: CURA" IOh OF) YOUR TECENICAL ASSISTANCE NEEDS. OM T8E
PAAD DEZSICH,

6. GRAY An*nnnzur:' WE COMMEND THS PAI® INITIATIVE IN
SEEFING OPPUATUWITIES FO® GA'Y AMINDMENT PROCUREMENT.

4T BAVE SENT THE MISSION CAPAPILITY STATENMENTS OF
;ossxxLz SZCTION 8(A) CONTRACTORS. BAXER

T

F1141

NNNN

2/2 UNCLASSIZIED STATE 111141/02

%


http:ANN!Y.ES

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: oo the
PAAD should take full advartage of related development activities in
agricultural production projects.... :unquote.

Experiences with past/angoing ag. production projects were throughly re-
viewed 1n the design of ASAP. The major lesson learned is that project in-
terventions rarely have a major impact If the macrceconomic and sectoral
policy environment 1s blased against private sector led economic growth. Hith
the advent of the Aquino government and with support from the donors, many of
the macro policy constraints are gridually being addresseJ. ASAP can be
expected to have a substantially larger impact than earlier ag. production
fnitiatives because 1t 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 11ght of the economic downturn.... :unquote.

As 3 vehicle for pursuing policy reform, ASAP will not have a direct impact on
production levels or on the costs of production as would a regular production
project. Rather, ASAP interventions will increase the economic incentives to
fnvest in the agribusiness system by removing policy-based market distort-
fons. 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 1n depth understanding of how the
private sector will respond at the subsector level, of which the demand
analysis 1s a key component. Unfortunately, the dearth of time series and
cross sectional data on the domestic feed-1ivestock and fruii-vegetable
subsectors makes 1t impossible at this time to carry out an 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 reier to the bibliography for Annex D) which can be
provided for review upon recuest. In this regard, it should be noted that one
of the specific objectives of the Support Services Component is to dddress
this data constraint.

5%



However, thru the use of a general equilibrium model of the Philippine economy
(described in Appendix A of Annex D) 1t was discovered that the first type of
benefits can more than justify implementation of ASAP. Benefits identified by
this sode are due entirely to a reallocation of resources from relatively
fnefficient sectors to relatively efficient sectors in response to changing
market signals. The model assumes no net increase in invistment 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 ard fruit-vegctables mentioned in the PAIP approval
is viewed as 2 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 1n 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 environment conducive to
sustained private sector investaent 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 e«cessive GOP regulatinn of
private sector agribusiness and the tax blas 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/qualttty, and adequate Department of Ayriculture stpport
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
uncer the support services and monitor Ing/evaluation components of the
program. These indicators are listed as benchmarks that must be met for each
of ASAP's three tranche:.

4. Per the 3rd sentence of paragraph 3.C. quoie: The vertical integration of
production component should help provide a Vegal framework for agribusinesses
to contract directly with farmers .... :unquote.

There s a long history of £° ~-farmer contracting in the country,
particularly by multinationa ,ribusiness firms, along with a supporting
lega) framework. In the vast majority of cases, however, these firms have been
contracting with large land owners. HWith tne advent of CARP the same firms
will have to now deal with a multitude of small, independent and relatively

1



untrained/unsphisticated growers. In this regard, the support services
component 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 the
real constraint in this area 1s not the legal framework but the cost/risk
assoclated with training/organizing small growers. Its anticipated that much
of the resources devoted to vertical iIntegration 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 (AMCHAM) to discuss the
proposed ASAP interventions at the policy and project levels. Both organiz-
ations have reviewed/commented on the PAIP and relevant sections of the PAAD.
In addition, the Mission has repeatedly met with many representatives from
lccal and U.S. firms who have, or are interested in making agribusiness
invastments in the Philippines, to discuss policy and non-policy constratnts
to thi -ector.
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ANNEX C

CERTIFICATION PURSUANT TO UTILIZATION OF GRAY AMENOMENT ORGNIZATION

I, MALCOLM BUTLER, Director of the Agency for International Development
in the Philippines, having taken into account the potential involvement of
small and/or economically and soclally 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 organ!zations are anticipated. My judgment is based on
the recommendations of the Program and Mission Review Committees.

Juateot. bt

Malcolm Butler
Director, USAID/Philippines

AUG 30 199)
Date
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ANNEX D

AN ECONOMIC ANALYSIS OF SELECTED POLICY REFORMS PROPOSED
UNDER THE AGRIBUSINESS SYSTEMS ASSISTANCE PROGRAM (ASAP)

by
Ramon L. Clarete

The purpose of this report is to calculate the economic impacts of selected policy reforms
in the agribusiness sector as proposed by the Agribusiness Sector Assistance Program
(ASAP) and compare the policy reforms’ net benefits with the proposed investment to be
made under the program. '

The proposed reforms are grouped info three categories namely price-related reforms,
rationalization of GOP regulations to encourage a dominant private sector role in
agribusiness markets and increased budgetary support for the agribusiness sector
development The proposed price-related reforms include the lowering of tariff 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 urnintended over-taxation of the value added from agroprocessing activities.

The regulatory reforms focus on encouraging the private 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 regulatory 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 reforms benefiting the sector, work for improvements in multilateral and/or 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 cern trading, storage and post-harvest activities.

! ﬁcmwhodymmdwﬁh&mn;ubﬁouhhm-wmiypiuwkhpmwﬁyobam1
lhcﬂowolngribusineaprodnmﬁomudwppliudbpuuwmeuaot. Tbe other larger issues are not
mdnatkywvcm“wdlkmy.qwmwwiNmMudpm
of port facilities.
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The CGE model that is used here consists of tweaty sectors and is designed for analyzirg
tariff policies. The benchmark year of the model is 1989. 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 rates used in the
20-sector CGE model now and under the proposed tariff reforms of the ASAP. Given the
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 cuts in the tariff
rates are .05, .58 and .05 percent. The results ol the simulations involving wariff reforms are
reported in Tables CS 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 1evenues 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 1 million pesos is relatively small; prices, production and consumption bardly
change; and trade flows grow at about less than five percent. The reason for this is that the
inputs whose tariffs ASAP is proposing to lower cover only a small proportion to total costs
in livestock production. But there is no argument that the direction the program is taking
is in the right direction of minimizing the tariff distortions in the Phi'ippine economy. This
is supported by the overall net impact on ecoaomic 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
of the program. In order to make an important irpact on the country’s tariif structure, the
program would have to undertake a reform such as lowering down the disparity in nominal
tariff protection rates in the Philippine economy. Being & major change in the tariff
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 unlikely. But this is the direction which should guide policy makers
in moving téwarde a sector-neutral tariff structure. The weighted average tariff rate in the
Philippine economy is roughly 16 percent. We used this number as our uniform tariff rate.
" 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 (VAT) Reforms
1. VAT Collection Mechanics and Effective 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 is due to the feature in the VAT law which exempts primary
agricultural sector from the tax and the way the VAT is collected. Such a 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-processing.

In this we fo.mally 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, a, be the amount of intesmediate
input i required to produce & 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:

V-pX- }N:a,w{x (v.1)

i-1

p' and W’ are VAT-deflated prices. Let us assume that there are no other indirect taxes to
_simplify the discussion.

If the VAT bas 2 uniform rate (1) and allows no exemptions, then the amount of revenues
the government collects this tax is calculated as follows:



" ["X §"‘”‘x

s E:‘?:;“' x
= output VAT - input VAT

(V2)

This is 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.

The effective VAT (t ) rate is easily calculated by dwidmg (2) with (l) _That is, t’ is equal
to the book rate t.*

Suppose now that intermediate input N was VAT-exempt. Then the VAT which a-user of
input N pays to the government is:

N-1
" @ ["X & ] o

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 eqﬁal to:

3 See Tait, A. (1988) Yaluc Added Tax International Practice and Problems.  Washingtos, D.C:
International Monetary Fund. In this, Tait meations three other ways of collecting the VAT, pamely: the
additive-direct or accounts method or t*(factor payments); the additive-indirect method or (t(wages) + t(profits)
+ t(payments to other factors); and the subractive direct method also called an scovunts method or t{output-
japut costs).

3 1f the VAT revenue is divided by the value added gross of the VAT, then the effective VAT rate would
have 10 equal to t/(1+1).
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- t(1+a)

2!

where

] ay Xwa 5
a 7 0

The non-neutrality of the VAT is more serious the larger « is.

This point is at the heart of the argument why the present method of collecting the VAT
combined with the exemption granted to primary agricultural products provides a
disincentive to agricultural processors. The primary agriculture content of agricultural
processing activities is substantially high.

Table 3 shows the cfiective 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,
berbicides 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-eiempt

intermediate inputs, the inadvertent bias against them are oot 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 L'scause the proportion of

VAT-exempt intermediate inputs in these other sectors is small compared 10 the same

proportion in the case of agricultural processing.

‘ There are more VAT-exempt products according to Section 104 of the Natiooal Internal Reveaue Code
but the above would coestitute the significant exemptions in the VAT system.

6
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2 Do Effective VAT Rates 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 illustrated by the following numerical example.

Consider two producers with identica” 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 pesos. That is, the two producers have identical cost structure although they
may be producing 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 100 . 100
Intermediate Cost 0 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.

7
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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 finrnce literature, In trade, the concept of effective protection rate exactly parallels
that of the cnncept of effective VAT rate. Effective protection rate (EPRs) is the rate of
protection on value added provided by tax or other policies at the border while the effective
VAT rate is the rate of the tax on value added. In his seminal work on this topic, Corden®
bas argued that resources would tend to flow from sectors with lower EPRs to those with
bigher EPRs. Following Corden'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 confinéd with comparing the
domestic with world value added since clearly there is no discrepancy in the treatment
between 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 production
activity as Harberger® 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 agricultural
processing sector of the VAT boils down to the following: it fails to consider the output and
price effects of the introduction of the VAT. The profit function of the productir ; activity
subjected to the VAT is:

3 Corden writes:

“...iffourmiﬁﬁaprodudqhdedgoodsmbcadendanamle&ﬂ,c,bhmﬁn;
order of effective rates, we can say that output of A must fall and of D must rise and that resources
will be pulled from A to B and from A and B to C—(pp. 112-113) . .

For more see Corden, W, (1966), “The Structure of A Tarifl System aad the Effective Protection Rate,” Journal
of Political Economy wvol. 74,

¢ Sce Harberger, A. “Three Basic Postulates for Applied Welfare Ecooomics,” Jounal of Economic
Literature vol. 9.

oy



7e-pX- f:a‘le' (V.3)

i-1

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 assumed as a constant technological parameter. Thus:

@ yax®
dn [X? l.};alx_a.‘.}!l v

-2Zdt

where Z is quantity inside the brackets or simply the price effects of the VAT.

For the argumént that the present VAT is neut.al to be correct despite the discrepancy in
the effective VAT rates, any one of the following conditions must be fulfilled:

Za dtA
V.7

or

ZA-ZR-Oo

This paper is arguing that any of the above conditions is difficult to fulfill given plausible
-characterizations of any given economy.

3. Incidence of the Additional VAT on Agro-Processors

Another 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
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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 Procucer A | Producer B
Sales 70 100 100
Intern.ediate 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 T '
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 tke VAT rate
in order to enable the agro-processors to pass backward the additional VAT to the primary

10
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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
ard 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.

Z. The Automatic Input VAT Credit (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 = output VAt - input VAT - AIVC (V8)

The AIVC is 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:

11



AIVC - M&anx (V.9)

where N refers to the intermediate input which is exempted from the VAT. If incorporated,
the AIVC will equalize the effective VAT rate in all VAT-lable sectors and equates this
to the legal rate. Since a's are observable then the proposal can be operationalized.

3. Economic Impact of the AIVC

The estimated effective VAT rates were then used in the CGE analysis. In this CGE
simulation, a seven-sector CGE mode! of the Philippine economy was used since this was
designed to analyze value added taxes. A description of this model appears in Appendix A
of this study. '

Table 5 shows the prodiction and price effects of introducing the input VAT credit
calculated using the CGE model. Except milling and food and beverages, all sectors reduce
their respective production. Production of food and beverages increases by 3.25 percent
while that of milling activities rises by 1.38 percent. Production declines are bowever
marginal ranging from 0.08 in the 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 to
the argument made regarding the incidence of the additional VAT taxes collected by the
government from the agro-processors. In contrast to the official line which states that such
additional 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 by
competitior. 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 ace importables in this model, the result obtained
with respect to prices is consistent with the argument in the preceding paragraph that the
binding policy defining producer pnices 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 revenues
collected from them by the government, then such additional VAT revenues will certainly
be at the expense of factor eamnings and in particular on any fixed factors in agro-processing.
Table 11 shows the effects on factor prices of introducing the input VAT credit. As
expected, 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 6 confirm 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 in favor of agribusiness 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 in the
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.

I. 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
bas inadverter. iy reduced the amount of production loans which go to the agricultural
sector. Citing results of the survey it carried out among its membership, the MAP said that:

*Appraximately half of the mpondcnu stated that the qmian reform program had hindered or
pmwucd themn to obtain loans using their land as collateral. "

A reduction in tiie armount of agriculiural production loans has a cleariy negadve 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.

? See the position paper of the MAP entitled “Manoging The Compreheasive Agrarian Reform Program
For Maximum Economic Development Benefits™ (December 20, 1990).
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Another side of this pertains to lands due for redistribution under the agraricn 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 Credit Market Model

Consider the following farmer who grows crop j using primary factors and
intermediate inputs. His profit () in this production activity is given by:

| §
*o=p X - Ya X p €1
i1

where the p's stand for prices, X denotes output, a,'s the respective amounts of input {
required to produce a unit of X, There are N such inputs and to save space in the paper
this includes both primary and intermediate inputs.

The amount of production loans which the farmer ‘vill borrow from creditors is equal to the
costs of production. This is really 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,

%'gﬁﬂh (©2)

The decision to borrow is determined by whether o1 not his expected revenues will be at
least ~qual to the cost of repaying the loan plus interest. If the loan is good for one season
and th= 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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b x‘ - (l#f)L‘ 20 (C’3)
Given (C.2), this relation translates into:

WP (C4)

That is, if the farmer’s profit per peso of the loan he plans to borrow is at least equal to the
rate of interest then he will borrow money to cover his production costs.

Given sufficient competition in both 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 (C3) becomes an equality. This then
becomes the basis of 2 demand for production loans. Thus:

b X | .
L, 1D (C3).

The problem with this specification for the demand of farmer j for production loans is that
the risk inherent 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 bas some probability distribution.
If X is a random variable then p would have to be a random variable, this being the
equilibrium price in the X market. But there is no loss in analytical result if we assure that
the prices are exogenous. We can rationalize this assumption by assuming that all these
commodities are traded freely at fixed world prices (p;").

P .;l" . (CY)



2 Risk of Loan Default and Collateral

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 Py the involuntary default function is given by:

o ¢ p X 2 (4L, ©

p X, R
- ¥ pX < (0L,

P = |1
' (*Olq

As 3 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 KP and K" 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 defav' is given by:

Lol rLaen > kP (C8)
Yoley ¥ L sk

The a;:diior's earnings function from lending to farmer j (F) is shown by the following
equation: .

®  This discussion on collateral price formation is based on Basu (1984) which in bis own words is “a
geacralization and formalization of the works of Bahduri (1977), Rso (1980), Borooah (1980) and Prasad (1974),
that is, after ironing some flaws.” See Basu (1954) s : iticus 22mpo:
Theory. New Ycrk: Basil Blackwell; Rao, J.M. (1980),"Interest rates in Backward Agriculture” in Cambridge
dournal of Economics vol. 4; Bhaduri, A. (1977),“On the Formation of Usurious Interest Rates in Backwasd
Agriculture” in Cambridge Journal of Economics vol. 1; Bo. Joah, V. (1980) “High Interest Rates in Bnc.:kvlrd
Agricultural Communities: An examination of the Default Hypothesis™ in Cambridge Journa! of Economics vol
4; Prasad, P.H."Reactionary Role of Usurer’s Capital in Rural India” in Economic and Political Weekly vol. 9.
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Fy = (ei)(1-up )Ly ¢ uy (KF - L)) - L (1-u)). (C9)

Clearly the decision to lend to the farmer will be dictated by whether or not the following
relation is true: '

Ly sy -i(1-n ) s 8y K} (C10)

If (C.10) is 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 (C.3) is now modified as follows:

Py X, - (1ei)1-u )L, - u (KR -L;) 20, (Cn)

Again given that there is adequate competition, the inequality (C.11) will become an
equality. That is whatever profit the farmer obtains from farming is exactly sufficient to
cover for his probable interest payments less his perceived gains in giving up part or the
whole collateral in exchange for the amount of the loan that is defaulted.

B
m K (
i 0% ey -l c.12
_L‘-‘(lu‘)’“'_l.l \ )

This implies that the demand for production loans in the presence of uncertainty and the
requirement of a collateral to secure production loans is:

17
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L X -y K (C.13)
e i(-u))

v

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:

Lx B=0 if -0
<0 Huy>0
L <0 (C.14)
L.I>O

Lxl>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 L, equating this to d the opportunity
cost of loans and solving for i, we obtain: :

Kk
d+%-ul7% (C.15)
{= a

(1-u;). |

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. This is indeed the equilibrium interest rate for agricultural
production loans.

3. Erosion of Collateral Value
What happens in this model if from the viewpoint of lenders the collateral value is

inadvertently reduced by government policy to zero? The equilibrium interest rate in (C.15)
then becomes: :
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{ TN (C16)

Clearly i’ > i. 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 bas 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-urc 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):

InLwa+BInQ +yiep (C.17)

where a = constant term, Q= . u,l(!’, y = ¢(1-y), ¢ being the interest rate elasticity
of demand; and u = error term. We are interested in knowing the magnitude of e in order
for us to estimate the impact on investments of CARL. Based on (C.13) our a-priori range

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:

kb B (C.18)

I

r

Y Equatioa (16) is none other than the so-called leader’s risk hypotbesis explanation for why the interest
mchqucullunkhwmmhm«pnhdmnae&(wkw(mmwammm.m
Raj 1979). Thisuguuthnae&tmhmimkmbxapoﬁthzrﬁkddehukudm&hhukmh(o
sccount, the effective rate of interest has 1o be higher than that in the urban credit market.
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But H, is a function of the leve! of output in crop period t. Thus, Q, 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 and 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 probebility of default.

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 analysi: i¢ chown 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
rectors palay, corn, coconut, and sugar is used in these calculations. Since no-apriori
information was obtained for such parameters as the average loan de‘ault, sensitivity of the
percent decline in the amount of loans demanded by agricultural producers with respect to
wnese assumed parameters is aiso shown in this table.

The stens 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 L/I..,) is assumed
at 25 percent and the default parameter is also assumed at 10 percent. This number may
be conservative. Based on the performance of loans granted to the farm sector through
various government credit programs, 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 parameter 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 paribus 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 sectors 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 thc entire economy declines by close to two billion pesos.

Not reported in this modcl is the result that fixed factors in primary agriculture stand to
sufter cuts in real returns as a result of the decline in productivity. Wages of labor likewise
fall as a result. Based on this result, ii 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 provisicns 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 agnbusxneas 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

21

14



in the livestock sector and the revenues of such taxes given to the workers. Since it is
reasonable 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 of
sales transfer to the workers and the profit sharing is only implemented at 5 percent of
profit instead of 10 percent. Another important reason for adjusting downward these rates
is that these apply to livestock farms with gross sales amounting to over S million pesos.

Table 14 shows the key results of such an analysis. Appendix E lists down all the results of
the analysis.

II. ENCOURAGING PRIVATE INVESTMENT IN CORN STORAGE

A key problem encountered by farmers, feedmillers, and livestock producers js the
uncertain profits in corn farming, storage, and trading, animal feedmilling-and livestock .
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 siable
pattern of consumption of meat and meat products through the year, the production. of
which requires corn as a very important input. Corn prices tend to fluctuate, being aigh
particularly in the first quarter and low in the third quarter of the year. Profits become less
predictable 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
industry.

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 risk
that the supply of corn may be inadequate for their requirements. Thus the country is in
a chicken-cgg situation: corn farmers do not grow as much corn as the market could absori.
because of possible production losses and livestock producers do not raise. as much livestock
heads as the available corn farms could support. '

A. A Seasonal Model of The Corn Market

In the following a partial equilibrium model of the corn market is specified in order
to 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 in every year namely the harvest (t= 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 is given by the following

16T
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where H, L, Z, and M, are the amounts of land, labor, fixed factors and intermediate
input i used in season t. The latter include such inputs as seeds and i .dlizers. v, js 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
t = '
w,-p&-rﬂ-w,l,-;)l,v, M2)
: =1
where p, is the price of corn they receive and r,, w,, and v, are the prices that they paid for

land and labor services and intermediate inputs in season t.

Storing corn involves procuring corn in the harvest season (i.e. t=1) and selling the product
in the lean season (i. e. t=2). The amount of stored corn available for sale in the lean

season (S,) is:

5, - X501-8) (M3)

where & is the rate of depreciation of corn stock in between the two seasons. X, is the
amount of corn procured by corn traders for storage purposes in season 1.

The profit function in storage services is
1, - Xl 1+f) - :
L2 stz_ 1 4y f) -¢) M4)
= X} (p(1-6)-p,(1+]) <)



wh.ere 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:

£+ (1
P o (1+0) (M)
P (1-¢6)

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 per unit cost of physical
storage and money discounted by the rate of stock depreciation. 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 com in livestock production is given by the following:

(| M.6
X' - b0 (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: . '

X“ - X" . X‘n. (M.7)

The equilibrium condition of this model is that the market for corn is cleared or

xt-x -0 | (M.8)

Thc'equation is solved for the price of corn in season t.
1. The Effect ¢f the NFA

The government’s grains stabilization activity is implemented by the National Food
Authority (NFA). The government’s intervention through the NFA is bad at least as far as
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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 stabnhzmg corn prices at the farm is substanually smaller compared
to its role in supportmg rice pnces One expert puts the corn operations of the agercy at
10 percent of its rice operations.'® The NFA's lack of budgetary resources particularly in
corn does not necessarily diminish its key role in the mdustry 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 agcncy's pnces 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 comn 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

¥ But even in the case of rice, the agency’s impact oa prices is coastrained by among other things its lack
of resources and administrative delays in delivering such resources to the agency. At preseat, the NFA covers
only 6% of production. According to ooe NFA official, the procurement performance of the agency has
historically been 0% of its target procurement.
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compete with each other for the available corn output. If *Ne government increases th:
subsidy to the former, then this will definitely drive the private sector out of the comn
market.

While stabilization of prices and supply is a legitimate policy concern, it does not necessarily
follow that the government has the comparative advantage over the private sector in
addressing this concern. A more cost-effective way of stabilizing corn prices and supply may
be to mobilize the private sector to do this task. The picture that one gets is that the NFA
bas taken up an extremely complex and large task of stabilizing corr piice. upon itself with
a very limited amount of budgetary resources and in the process of im.)lementing its
mandate has discouraged the private sector to help store com and stabilize the price

through 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

ny - psH - xB (14 - o) « sUBS

- X% (0" (1-6)-p! (1) <) + SUBS

where the superscript N refers to the NFA and ths SUBS is the amount of subsidy going to
the agency. Ex post, the agency’s profit is equal 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 of
the procurement is assumed to be random with some probability distribution. Given this
uncertain factor in the system, the actual market clearing price is a stochastic variable for
 the added reason of NFA's unpredictable trading activities.

The NFA’s mandate is of course to stabilize prices but in addition to this the agency strives”
to narrow down the disparity between the high and low price levels through the lean and
barvest seasons. Thus the ratio, p,/p, tends to g0 down in the presence of the NFA. Thus
if 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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n (M.10)
P (1-8)

It is reasonable to assume that the physical cost of storage of the NFA, c&, is higher than
that of the private sector, c. Furthermore that the rate of stock depreciation, pV, is higher
then 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 least as efficient or better private storage agents.

2 Import Licensing Policy

One more piece of government intervention in corn has to do with requiring permits
to import corn. The government through the Department of Agriculture decides on whether
the country should import corn in a given season and if 50 on the 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 bave
taken up ico much time such that the imported com will arrive just as farmers may be
harvesting their corn. This feature is brought up into the discussion to bighlight 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
beavily on the unpredictable nature of such prices. It would seem to be the case thet
private businessmen perceive that the expected domestic price of corn during the lean
months is not high enough to remunerate private storage effort.

3. Transpontation Cost

Another problem in the industry is that the land transportation and inter-island
shipping services are costly. Corn farms are not close to the feed mills. 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 feedmillers 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-island vessels are
inadequate for the volume of cargoes which ply the country’s sea lanes. High cost of
financing, high tariffs, inappropriate regulations and the relatively low profits in the
inter-island shipping industry explain why the number of vessels is inadequate for the
grow'ng volume of passengers and cargo moving from island to another in the country.
Most of the existing shipping companies cannct finance vessel acquisition or replacement
inter-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 the
country is capable (not actually) of producing a local substitute or not. There is duplication
in‘the technical evaluation and vessel valuation by the Central Bank and MARINA resulting
in delays. Such delays are critical because the second-hand vessel market which is where
local 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 20
percent. Other problems which explain the high cost of interisland shipping are not
discussed here. These problems include poor port facilities, port cargo handling, vessel
turnaround 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 i=vels of the corn farmers and traders, feed millers and livestock producers.
The various pieces of government intervent-ion measures in the corn-livestock industry
appear disjointed. To an analyst, the impression is that the government is trying hard to
promote productivity in both ends of the corn-livestock sector but is doing little to widen
the 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 deficit
areas slows down the process which would tend to equalize the prices of corn in the country.
If-in the jong run, the govern- ment is able 10 improve the infrastructure situation in the
rural 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. ASAP's Proposed Intervention

The proposed reforms to address these problems in the corn-livestock sector consists
of the following:

. getting the NFA out of corn mdinz; .

- implementing a price band scheme for stabilizing corn supply and prices in
the country; and
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reduce partly the transportation cost by demonopolizing cargo handling
services in the country’s public ports.

The price 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
#a equitable sharing of the burden of the temporarily high transportation cost as a result
of the lack of fundamental public infrastructure.

1. A Measure of Benefits

Figure 1illustrates the possjble economic effects when inter-island shipping costs are
reduced. The vertical distance between the farmgate and millgate 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 is the horizontal distance between Q1 and Q0. 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=Q0. Again the vertical distance between millgate and farmgate supplies is the cost of
the transportation. Upon the implementauon 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 tne farmgate price from Pid to Pil.
Output then rises to Q1 while use falls to C1 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 Pf0 and the quantities Q0 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 Pf0 to Pfl. As
a result corn production falls from QO to Q1 while corn use rises from C0 to C1.

The joint effect is that the utilization of corn between the two seasons in any given calendar
year is smoothened 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 with
these reforms. Tables C1 to CS 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 corn
is used through the seasons in three different years. There three identifiable use of com
namely for feeds, for food and other uses, and storage. In percentage terms, feed mil! -rs
constitute the top uscrs of corn in the country. Storage as a proportion to total use is about
28 percent during the high or harvest season and 6 percent during the lean season.

There are three sources of supply camely production, imports and the corp stock stored in
the preceding season. Clearly it is the current output during the season which constitutes
practically all of the available supply of com 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 com use and supply. For example, about 55 percent
of total use (feed, food and others except storage) occurs during the harvest season. The
standard deviation of the shares (55-45) is about S perceat. The share of storage to the use
of corn during the season is about 40 percent during barvest st .son and 7 percent during
the lean season. Imports are typically zero during the harvest season and about .5 10 4
percent 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 the 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 at
this 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 beginning
stock of corn during the harvest season is computed by multipiying the amount of corn used
in 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 the
two unknowns which are the percentage changes in farmgate prices during the harvest and
lean seasons. The system is then solved using an algorithm called MPS/GE.

How the above equations are obtained depends upon the critical partial equilibrium
assumption that the intervention of ASAP will require additional storage and which then
allows a smoothening out of corn use through the seasons. As Table 16 shows, the standard
-deviation of the seasonal uses of corn in any given year is about 5. I made the assumption
that the ASAP'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 S 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 in 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 production during the lean season as a result of the decline in farmgate prices.
Storage rises by 19.63 percent. Imports rises by 4.90 percent. This increase is due to the
fact that the model assumes impoarts to equal to 2 percent of the total corn requirements
durirg any given year. Since corn use have risen imports bave 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 othenwise unemployed resources, then the total ber.efit to the economy is 11.06 million
US dollars.

These numbers obtained from the above partial equilibrium exercise sugges: that the

reforms proposed by the ASAP constitute an improvement to the policy environ'nent for the

agribusiness system. What is excluued 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 Post-Harvest Losses

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

N The figure is sttribut~d to NAPHIRE. There are few studies however which validates (he amount of
post barvest losses eitber by crop or by region. While the actual loss may differ by crop, region, season or post
harvest activity, there is unanimity within policy circles in agriculture that Little incentive is there to eocourage
farmers to use better post harvest bandling of the crop and thus reduce the waste of output. Twenty percent
is an often cited estimate and until chai'enged by more recent studies this sumber may probably constitute the
sccepted loss estimate in corn.
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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 S percent in the case
of the dry-season harvest. With a yearly crop of 4.5 million, three fourths of which is
harvested in the wet-season, the ASAP can save as much as 395,000 MT. This will increase
the supply initially by about 8.8 percent. .

. The estimate of the final impacts on the industry is arrived at by disturbing the corn market
equilibrium on an annual basis with the 8.8 percent gain in supply as a result of the post-
barvest savings. This tends to reduce corn prices which would then discourage additional
plantings in subsequent seasons. The larger supply of corn will increase however livestock
production and reduce prices of livestock products. Three iterations were made to the
multi-m.. -ket mode! set up by Daly before a new equilibrium was reached. The following
are the results of his anzlysis. The net gain in supply was 3 percent, the net price reduction
is 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 values
of the post-harvest losses is P1.8 billion;.and of the output reduced due to a decline in
demand, P.8 billion. The savings in livestock feed costs amount to P1.6 billion while
consumer gains totals P2.9 billion.

3. Impact on Investments in the Livestock Sector

The analysis done by Daly cesms to suggest an even larger amount of benefits to the
economy as a result of the ASAF’s reforms in corn marketing. What is also worth pointing
out is the interaction of such reforms on the livestock sector. In the analysis done in this
report, the mechanism of the feed back of the reforms on the livestock sector is through the
reduction 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’s
analyses fail to capture is the impact of the reforms on the investments in the livestock
sector particularly the swine and poultry sub-sectors. In many developing countries, these
activities are particularly leading the agribusiness system in terms of economic performance.
This is also true in the Philippines. For a long titae now, developments in the corn industry
are closely tied to what is happening in the livestock sectors. Growth in these typically are
in the range of 9 to 10 percent. As a result corn output is also growing but at a slightly
lower rate of about 6 percent. But nonetheless this performance in the primary sector is
already 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 which
proposes to solve. The perception in the livestock and meat industries is that the
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demand ‘or these products lecally is large and thers is still a room for expanding
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 engcndered 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 limit as
provided for by LI 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 the

» - Plo. 9. Pillpplee Bhete 1o the Werld
country’s share in the world export market e wee e e won e
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
merkel. 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 - S P4 s
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to be worsening in view of the opening up -

of the Korean market for bananas. The
Faiippines is presentiy tne iargest exporter
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.

Figure 3

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 1,000 hectares. The total authorized
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 is only about 94 percent.

Plg. 4. deveane Bspert Crevtht 1900.1904¢
D10t er (00 gt om0 Bt e goen

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 !
bananas.  The  Philippines has the
comparative advantage in transportation
over other exporting countries in the
Korean market. But if the regulation is not
lifted, it is likely that the country may be
end up losing this particular market
opportunity. | Figure 4

The lifting of the hectarage limitation can provide the flexibility required to supply bananas
in 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 of
hectarage will go up as a result of the policy. In fact we computed the total hectarage
required to sustain the additional production required to maintain the 11 percent market
share 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 activity
required to defend or increase the country’s market share. It may even be the case that the
producers/exporters of bananas are the same ones who are going to produce and export
bananas to the world. But clearly some of these are less efficient and dynamic than others.
Tne former wiil therefore find it 10 their benefit to buy out or rent existing hectarage from
existing producers who may not be up to par with the growing market opportunity in the
world. The hectarage limitation will unnecessarily constrain the more efficient and dynamic
producers from seizing poteatial new markets for bananas. The reform has therefore to be
undertaken 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 does
it gain from this development? We projected the world exports of bananas for five years
- using a simple regression method. The additional revenues which the country gets every
year are in the range of 73 to close to 100 million dollars. If this production is at no
expense to other sectors in the economy, then this constitutes a net benefit to the entire
economy.



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 lew. 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 potert..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 hectarzge 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 bave a negative impact on their demands for 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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A FEW AGRIBUSINESS INTERMEDIATE INPUTS
(in billion pesos, 1989 prices)

-

Table 1
REAL INCOME EFFECTS OF LOWERING THE TARIFF RATES OF

Coasumer Base Case Proposed . Chbange
' Refoems
Private Coasumer 865.262 865.287 0.025
Government 109.949 109.925 0.024
Tariffs 8320 38293 -0.026
Bxcises 2.449 2447 <0.002
Other Income 31504 31504 0.000
Capital Flows 10.680 10680 0.000
Net Real Income Gaia - 0.001-
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Table 2

EFFECTS ON TRADE FLOWS OF ASAP TARIFF REFORMS

(in thousand pesos)
Additional
CGE .
Code Description Tuiports Exports
1 Crops «400.00 500.00
2 Livestock and poultry 34.00 430
3 Fishery i 26.00 420.00
" 4 Forestry and logging -13.00 6.00
S Mining - «110.00 500.00
6 Cocoout & veg oil manuf . 3400 400.00
7 Animal feeds manufacturing - 11980.00 -300.00
8 Food, beverages & tobacco * -420.00 1100.00 -
9 Textile, apparel, ftwear & leather -200.00 1000.00
10 Wood, paper & rubber -400.00 800.00
11 Chemicals 3900.00 340.00
12 Petroleum refineries . »1100.00 130.00
13 Non-metallic mineral preducts " <%0.00 30.00
14 Basic metal industri=s 0.00 300.00
15 Fabricsted metal products 90.00 6.00
16 Machinery excars zlectrical -600.00 90.00
17 Electrical mvc*: :ry -300.00 1300.00
18 Transports e - ot -500.00 30.00
19 Miscell-+ sactures -500.00 70.00
20 Servicee ~1800.00 2000.00
Total 9351.00 8726.00
Percent Change k¥ 35

This is in 1989 excbange rate (=21.7) and prices.

37

)



Tadle 3

EFFECTIVE VALUE ADDED TAX RATES (%)

Code Description Effective Rate
1 Palay, irr. 0.00
2 Palay, non-irr, 0.00
3 Com 0.00
4 Coconut, copra made in farms 0.00
5 Sugarcane 0.00
6 Banana 0.00
7 Otber fruits & outs 0.00
8 Vegetables 0.00
9 Rooterops 0.00
10 Tobacco 0.00
11 Fiber crops 0.00
12 Coffee and cacao 0.00"
13 Other comm. crops, n.e.c. 0.00
14 Hogs 0.0
15 Otber livestock & its prods. oo
16 Chicken for meat 0.00
17 Other poultry & its prods 0.00
18 Agric'l services 0.00
19 Comm. fishing, off and coast 0.00
20 In'd fishing & others 0.00
21 Logging 0.00
22 Other forestry act. 0.00
2 Gold & other precious metals 111
24 Copper ore 1153
25 Otber metallic mining 1136
25 Sand, stone & clay quarrying 1098
27 Other pon-metallic m & q 12.16
28 Rice & corn milling 3628
29 Sugar milling & refining »4a
¥) Mik procsssing 42
31 Other dairy products 1509 |
32 Crude coco,veg /anml oils/fats 2712
33 Refined (ckg) oil & margasine 13.08
34 Slaught'g & meat pack'g plants 321
35 Meat processing .10
36 Flour & other grain mill Q1
37 Animal feeds ). vd
38 Fruit & veg. preserves 9
39 Fish preparations 3086
40 Bakery prods. incl. noodles 1420
41 Cocoa prods. & confectionery 19.15
42 Collee, ground or ingtant 2.10
43 Dessicated coconut 1695
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Table 3 (coa't)

Code Description Effective Rate
44 Ice, except dry ice 11.63
45 Misc. food mfs, ne.c. 19.74
46 Wine & liquor 10.75
47 Brewery & malt prods. 10.64
48 Soft drinks & cabonated water 10.73
49 Cigars & aguettes 1017
50 Tobacco leaf 1732
31 Textile mill prods. 15.12
52 Kaitting mill prods. 1135
33 Otber made-up textile goods nn
34 Wearing apparel ' 1028
35 Footwear not rubber/plast/wood 10.13
36 Lumber, rough or worked ’ 3554
57 Veneer and plywood 2165
38 Otber wood, cork & cane prods. 16.18
59 Pulp, paper & paperboard 1691
60 Coaverted ppr & optbtd prod.x 1097
61 Publishing and printing 1025
62 Leatber & leather prods. 1031
63 Rubber tires & tubes 1927
64 Rubber footwear 2192
65 Otber rubber prods. 19.12
66 Fabricated plastic prods. 1035
67 Drugs & medicines 1031
68 Basic indust’l chemicals 1114
69 Fertilizer 0.00
70 Plastic materials 113§
71 Pesticides, insecticidee, ete. 0.00
72 Paints, varnish 2 rel'd cpds. 1162
73 Soap & synthetic detergzats 1028 -
74 Cosmetics & toilet prep'tas 1026
75 Other chemical prods. 127
76 Prods. of petro), coke & coal 0.00
77 Cement 2088
78 Glass & glass prods. 12.06
7 Otber non-metal minrl prods. 12.00
80 Primary iron & steel prods. 22
81 Non-ferrous basic metal prods. 12.08
8 Fabricated metal prods. 1o,
8 Mach & equip po eleatl 10.2
84 Electric ind'l mach & equip 1013
85 Electl applas & bwares 1049

.86 Batteries . 1101
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Table 3 (coa't)

Effective Rate

Code Description
87 Wires & wiring devices 10.75
88 Semi-conductor devices 10.17
89 ifier elect'l equip, supp, aces 1102
90 Motor vehicles . 10.49
91 Othr trans cqp/sup/ac/rep serv 1026
92 Furnitures & fixtures-wood ' 10L09
93 Furitures & fixtures-metal 1063
94 Musical instruments 10.43
95 Artists’ & office supplies 1063
96 Misc. mfts, n.c.c, scrap 1523
97 Coanstruction 1052
98 Electricity . 26.06
99 Gas mfts & dist'n no LPG 3.0
100 Water services : 1058
101 Bus line operation 16.46
102 P.U. cars & taxicabs 1413
103 Jeepy, calesas, tricycles 1467
104 Rail & other road pass transpo 13.04
105 Road freight transport 1388
106 Ocean (overseas) shipping 14.64
107 Iater-island shippping 1553
108 Air transprt, dom. & int'l 1217
109 Services incidental to transpo 1067
110 Communization services 1028
111 Storage & warehousing 1129
112 Wholesale trade 1007
113 Retail trade 10.13
114 Fin instas (b & ob) 10.02
115 Inswasce, Lfe & alife 10.05
116 Rea] estate 1018
117 Ownership of dwellings 1000
118 Government services 1000
119 Private education services 1011
120 Private bealth services 1049
121 Hotels & other Jodging places 1047
122 Restaurants & fun nlaces 16.04
123 Business services 1040
124 Recreat’l & cult'l services 1024
125 Personal & bousehold services 1058
126 Otber social/commty senices 10.76 -
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SIMPLE AVERAGE VAT RATES BY KEY SECT ORS (%)

Tabie 4

Book Rate Effective Percent
Rate Deviation
Primary Sectors 185 212 263
Agricultural Processing 10.00 228 12281
Industry 93S 1234 2992
Services 10.00 1255 2549
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PRODUCTION AND PRICE EFFECTS OF THE INPUT VAT CREDIT (%)

Table §

: Producer
Sector Productioa Prices
Farming <0.10 0.00
Other Primary 008 a.00
Milling 138 0.00
Food, Beverages 328 0.00
Masufacturing 020 0.00
Otber Industry 008 0.00
Services 034 0.00
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Table 6

EFFECTS ON FACTOR PRICES OF THE INPUT VAT CREDIT (%)

Factor

e
Varisble Capital
Fixed Factors -

sLBeRte 88

Tadle 7
RI'AL INCOME CHANGE ASSOCIATED WITH THE !NPUT
VAT CREDIT
(in million pesos, 1988 prices)

Ageat Beochmark Percent of Income
Coasumers . 989.85 0.14
Coverames: £ua36 0.5

Net Effect 38749 0.08
43
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AGRICULTURAL PRODUCTION LOANS: 1980-1989

Tabilc 8

44

. Sector. 1980 1981 | 10m | 198 1984 1985 1986 1987 | 1088 1989 | Total
Palay 15565 | 16417 | 16229 | 18843 | 10859 | 1235 | 1393 285 | 30844 | 360 | 192009
Corn 1470 | 2029 | 208 | 2073 | ims 1821 | 267 | se63 | o | 6552 | 30078
Cocoant Pos5 | 2008 | um3 | 249 | B2 | sw07s | 30072 | 30555 | 3630 | 15975 ™87
Sanf 76024 65213 89276 #2003 6068 8 50485 41428 55129 59633 65366 645245
Otber Crops | €2568 | 65630 | 2568 | 05630 | 100271 | 65630 | 100271 | 100274 65630 | 84522 | 732091
Livestock 2184 | %20 [ 4u69 [ uxmi | 3893 | 2433 | 2590 | 24239 | 1594 | <150 339502
Fishery 0021 | loM8 | 18199 | 23071 | desa6 | 13192 | 25333 | 20084 | aswss | <mmmq BI85
Forestry 16074 | n1 | 25006 | 2487 | 30857 | 1733 | 16672 | 12002 | 16810 | 15128 198370
Total 2464 | 23%5 | 25688 | 20857 | 2501 | 25805 | 253564 | 25929 | 20sm5 | 312050
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AGRICULTURAL VALUE ADDED: 1980-1989

Table 9

Sector 1980 1981 1962 1983 1984 198S 1986 1987 1988 1989

9078 | 10901 11944 12225 21417 | 29251 21012 24028 28296 35598
Cora 3481 4044 4563 an 710 | 10687 o477 11551 11646 15833
Cocooat 3036 3066 3053 s21 10975 8837 7460 8582 9554 11396
Segar 2669 k)7 7] 4053 3286 $329 3358 an 4030 5098 6189
Other Crops 18035 | 19193 20585 2Ts 38039 | 46686 46456 47325 52266 60964
Livestock 7486 %033 10394 12436 20876 | 24851 25834 28028 32780 39830
Fishery 11199 | 13821 147 16790 D16 | 21984 k74,1 36319 k1774 44546
Forestry 6143 6151 s . 7541 12043 | 10865 9874 10907 13121 12342
Total 61777 | oM %720 84546 505 | 62519 | 155989 | 17070 | 189988 26698

Sowrce: Cited by Agricitural Crodit Policy Couacil
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AVERAGE ANNUAL INTEREST RATES: 1980S

Table 10

Year Rate
1980 0135
2981 0.152
1982 0.182
1983 0.193
1984 0267
1985 0282
1986 0.173
1987 0133
1988 0.160
1989 0195
Source: Asian Development Bank
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Tadble 11

REGRESSION RESULTS

Paoel A: Palay
Constant 0.656312
Std Err of Y Est 0304291
R Squared 0516899
No. of Observations 10
Degrees of Freedom 7
IaVA InRate
X Coeflicient(s) 0521067 -100717
Std Err of Coef. 0230638 0.433937
t-statistic 2259269 «232102
Panel B: Cocoaut _
Coastant 3.7136938
Std Err of Y Est 0284326
R Squared 0.692094
No. of Observations 10
Degrees of Freedom S
InVA laRate DVi DV2
X Cocfficient(s) 0.009668 -1.13388 024482 1278363
Std Err of Coel. 0248314 0.542501 0331638 0383861
t-statistic 0.038937 -2.09010 0.73821 3330272
Panel C Otber Crops
Constant 3831915
Std Err of Y Est 0259023
R Squared 0.497376
No. of Observatioas 10
Degrees of Freedom 7
SVA " L=Rate
X Coeflicient(s) 0.482577 0.005471
Std Err of Coel. 0.1911% 0353882
t-statistic - 2511074 0.018286
Panel D: Fishery
Constant -1.39812
Std Err of Y Est 0319254
R Squared 0658808
No. of Observatioas 10
Degrees of Freedom 7
o hVA laRate
X Coeflicient(s) 0807456 0.55544
Std Err of Coe!. 022344 0423881
t-stati lic 361999 -1.31038
47



Table 11 (coa't)

yoa’ foe separ; DV2 = ) for

1983 recession year” for coconwt.
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Paael E: Corn
Constant 347234
Std Err of Y Est 0.296632
R Squared 0.751759
No. of Observations 10
Degrees of Freedom 7
laVA laRate
X Coeflicient(s) 0821340 102723
Std Err of Coef. 0.188576 U400960
t-statistic 4355479 256194
Panel F: Sugar
Coastant 8319149
Std Esr of Y Est 0.159354
R Squared 0.679814
No. of Observations 10
Degrees of Freedom 6
laVA lnRate V1
X Coeflicient(s) <0.13441 -1.07788 059553
Std Err of Coef. 0.211322 0342068 - 0170424
t-statistic <0.63608 -3.15107 <3.49440
Pasel G: Livestock
Constant 9.192554
Std Err of Y Est 0.283984
R Squared 0.056163
No. of Observations 10
Degrees of Freedom 7
IaVA loRate
X Coeflicient(s) -0.07196 0.225803
S:d Exz of Cost. 0.157571 0385830 -
t-slatistic 0.4294299 0.5837267
Panel H: Forestry
Coastant 14.75864
Std Err of Y Est 0223960
R Squared 0538391
No. of Observations 10
Degrees of Freedom 7
InVA IaRate
X Coeflicient(s) 063652 0810492
Std Err of Coel. 0.292384 0317554
t-statistic 217699 2551978
Notex: laVA © astural logarkhm of valus 86ded; laRase ® astvral logarihm of interest sate; DV1 = 1 for “bed yeasy® for coconut; “good
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Table 12
SIMULATIONS ON THE DEMAND FOR AGRICULTURAL

PRODUCTION LOANS

Pancl A: Scasitivity to Erosion of

Collatcral Valus -1.06 ~ «1.06 -1.06
Rate Elasticity of Demaad for Loans 0.1 0.1 0.1
Default Parameter 125 125 125
Collateral Premium Over Loans 09 08 0.7
Percent of Pre-CARL Collateral Value 926 18.52 .78
Perceat Increase in Rate ' H83 *19.66 2949
Perceat Change in Loan Demand
Pancl B: Scasitivity to Loaa Default

Paramelcr g T <106 -1.06 -106
Rate Elasticity of Demand for Loans 0.1 02 03
Default Parameter . 125 125 125
Collateral Premium Over Loans 09 - 09 09
Percent of Pre-CARL Collateral Value 926« 273 4.12
Percent Increase in Rate HE 2413 4683
Percent Change in Loan Demand
Pancl C: Scasitivity to Collatera)

Prcmium vis-a-vis Loacs -1.06 -1.06 -1.06
Rate Elasticity of Demand for Loans 01 0.1 0.1
Default Parameter 128 11 1
Collateral Premium Over Loans 09 09 09
Percent of Pre-CARL Collateral Value 9.26 733 625
Percent Increase in Rate 983 .78 .63
Percent Change in Loan Demand

Note: Benchmark formal sector interest rate is 16%. The beachmark production loans to agricultural sector
w1s 29,5325 £illion pesos in 1588, This nuxber exclades the loaas granted by savings a3d Joaas instizutions.
On the basis of the amount of loans granted by institutions, the amount reached 35,290.0 million pesos in 1988
according to the ACPC. :
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Table 13

PRODUCTION AND REAL INCOME EFFECTS OFA
* DECLINE IN AGRICULTURAL CREDIT (%)

Percent Change
Farming 4.7
Other Primary Sectors 3
ing 0.40
Food, Beverages 0.68
Manufacturing 102
Rest of Industry 03,
Services 197
Real Income
(million pesos, 1988 prices) -1908.26

50
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Table 14
EFFECTS OF PRODUCTION AND PROFIT SHARING SCHEMES

Book Case CARL Change
Sec. 22
Real Income
o <0.097
(bidlica 1989 pesos) 86526 86524 0.027
Private 109.95 109.88 007
Government :

Production % Change
Crops - «0.001
Livestock 1264
Fishery <0.121
Forestry, Logs <0.129
Mining <0.107
Cocoaut Oil 0.172
Feeds 1.083
Food, Beverages, Tob 0359
Textile, Appare! 0245
Wood Products 0.149
Chemicals <0.137
Petroleum <0.093
Non-metallic prods. 0.117
Metallic prods. <0.048
Fabricated metals <0.102
Machineries <0.181
Electric Machinery -0.187
Transport equip. -0.186
Otber maoufacturing <0205
Services <£.131
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Tablels -
CORN USE AMD SUPPLY: 1987-1989
(in thousand metric toas)

Panel A: Use
Year Season Feed Use Other Use Storage Total
1987 High 1323.00 1114.90 953.60 339140
Low 1082.00 89620 11440 2092.60
1988 High 1460.00 1005.10 99430 3459.40
Low 1194.00 80730 95.00 209630
1989 High i511.00 99760 998.40 3507.00
Low 1237.00 79990 22050 25740
(1o Pescent)
1987 High 39.01 kv3.g) 2812 100.00
Low siin a8 547 - 100.00
1988 High 4220 205 28.74 100.00
Low 3696 3851 453 . 100.00
1989 High 43.09 2845 284 100.00
Low 54.80 35.43 T owm 100.00
Panel B: Supply
Year Season Production Imports Begin'g Stock Total
1987 High 3299.00 0.00 924 39140
Low 1083.00 56.00 9536 2092.60
1988 High 3345.00 0.00 1144 U940
Low 1077.00 25.00 9943 209630
1989 High 341200 0.00 950 . 3507.00
Low 1083.00 176.00 998.4 25740
(I Percent) : .
1987 High 97.28 0.00 an 100.00
Low 517 268 4557 100.00
1688 Higt $6.69 c. aa 10022
Low 5138 119 414 100.00
1989 High N2 .. 0.00 an 100.00
Low 4758 7% “uu 100.00

Source of Basic Data: Daly (1989)
T BAS




Table 16

SELECTED PATTERNS OF COPN USE/SUPPLY

(in perceat)
. Seasonal Distribution
of Corn Use Shares of Increment
al Low’
Year Season Storage to | Imports Season
Share STD Season to Annual Use
Use Use
1987 High 55.01 501 ».12 0.00
Low “u9"n 578 i
1988 Higb 55.01 50 034 0.00
Low 499 475 056 .10
1989 - High 5499 499 330 0.00 -
Low 45.01 1083 iy 35.60
Average
(2 0r 3 low
seasons) .12 190 238
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Table 17
3-YEAR AVERAGE PATTERN OF CORN USE AND SUPPLY

(in thousand metric tons)

Panel A: Use
Year Season Feed Use Other Use Storage Total
1987-1989 High 143133 10%9.17 982.10 3452.60
Low . 1171.00 834.47 14330 2187
Year 260233 873.63 1125.40 560137
(1o Percent)
High 4146 30.10 2845 100.00
Low 54.50 38 667 100.00
Panel B: Supply )
Year Season Production Imports Begin'g Stock Total
1987-89 High 3352.00 0.00 100.60 345260
: Low 1081.00 8567 982.10 2148.77
Year 4433.00 85.67 1082.70 560L37
(In Percent)
. High 97.09 0.00 291 100.00
Low 5031 - 399 45 100.00
5S4




Table 18
COMPUTATION OF PRICE AND OUTPUT EFFECTS

A: Assumplions

1. Demand Elasticity (ETA) = -1.00

2. Supply Elasticity (EPS) = 036

3. Storage to use during the low season = 7.00
4. Imports to annual use without storage = zno

S. Incremental low season cornuse =
(sce Table C2 for the above shares (%) and incmneoul use
6. World Corn Price = 5000/ton; exchange rate = P28 to US$

B: Notatioas, Structural Equations and Equilibrium Conditions

xl = change in the farmgate price high scason
32 = change in the farmgate price low season
C1 = corn use high season
C2 = corn use low season
Q1 = com production high seasoa
Q2 = corn production low season
del = change ip
M1 = cora imports high season
M2 = corn imparts low season
S1 = corn storage high season
S2 = cora storage low season
(1) 82 = 07°C2
() Mie0
(3) M2 = 02°(C1+Q2)
4) delC2 =

Equilibriuzr. Conditions:

(1) S2?+ Q1 +M1-C1-S1=0
(2 S1 +Q2eM2-C2-52=0
@) C-S*(C1+Q2;=0

Adding equations (1) and (2) ~ sanualizing the flow
(9 Q1+Q2 + M1+M2- (C14C2) - (52:52) = 0

Taking the total differcatial of (4) and (3), \vc obtain:

(5)Q1°¢ps*x1 +Q2%eps*x2-98°(C1%e1a’x1) + (2*eta*2)))-211 = 0
(6) A7°Ci%cta®xl - S3%1a%2 + 986 = 0

C: Solution (Rate of Increase in Farmgate Prices)
Solving (5) and (6) for x1 and X2 we obtain:
High Season = 0.04
Low Season = 0.05

1]
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COUNTERFACTUAL VALUES WITH THE MARKETING REFORMS

Table 19

Panel A: Use
Year Season Feeds & Other Stored Total
1987-89 High 238143 1152.55 353398
. Low 211184 19438 230622
Year 49327 1346.93 584020
(In Percent)
High 6139 32561 100.00
Low 9157 843 100.00
Pav¢l B: Supply
Year Season Production Imports Begin'g Stock Total
1987-89 High ' 338828 0.00 145.73 353398
Low 1063.80 8987 115255 230622
Year 4452.05 8987 129828 5840.20
(In Pescent)
: High 95.88 0.00 412 100.00
Low 46.13 390 4998 100.00
86



Table 20

SUMMARY OF EFFECTS
Increments Rates (%)
Production 19.08 043
Use 1730 039
Storage 2153 1968
Imports 420 450
Supply 23883 426
Beaefits (in million US dofars)
Production 340
Producer Surplus 1154
User Surplus -388
Net Impacts
Addl corn output at other sectors’ expense 7.66
Add'l corn output not at other sector’s expease 11.06

LY
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PHILIPPINE SHARE IN THE WORLD BANANA

Table 21

RP Exports World Exports . RP Share
Year (000 mt) (000 mt) ¢ (%)
1980 922.7 65043 134
1981 868.6 70473 123
1982 926.7 70605 13.1
1983 643.4 6292.1 102
1984 799.7 0108 114
1985 7893 71366 1.1
1986 855.7 75148 114
1987 7150 NS 9.7
1938 8668 78820 110
1989 851.0 8161.7 104
1990 8500 N28.0 9.4
Average 12

Source: FAO - CCP: BA 91/6
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BANANA IMPORTS, BY COUNTRIES

Table 22

(000 tons)

Other Savedi Other

Year EEC Us Japan DCs Korea Arsbia LDCs
1980 2360.6 21471 266 8276 Ls 1353 S83.60
1981 3155 22418 0719 81S 50 1330 59880
1982 23029 40 5719 7028 14 1457 455.40
1960 21786 225710 5759 6720 08 1475 29800
1984 2820 3750 6823 7689 78 1262 300.720
1985 355 2mo 680.0 8241 0s 852 337.00
1986 24670 2815.7 7646 7943 17 581 372660
1987 25823 27%0.5 T8 9120 95 1632 39920
1968 1.7 27500 760.4 8772 129 1718 404.10
1989 29517 272600 ™ma 10743 22 1563 41680
1990 3205 2850.) 15715 11558 600 169.0 421.00

Source: FAO ~ CCP: BA 91/6
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PHILI'PINE MARKETS FOR BANANA

Table 23

(000 tons)
Saudi

Year Japan Arabia China Hong Koag |.. World
1980 .+ 696.7 1484 .7
1981 »7 1249 8686
1962 6213 1181 926.7
1983 4587 S 6434
1984 M3 S .7
1985 19 783 7893
1986 6475 na 172 50.4 855.7
1987 603.4 643 52 329 7150
1988 6.1 2.7 115 kX 8668
1989 6555 518 28 373 851.0
1990 6450 1048 3L0 850.0

Source: FAO ~ CCP: BA 91/6
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' Table 24
BANANA EXPORT HECTARAGE (hectares)

Area Planted
Authorized
Arca 1988 1989 As of 6/30
Tagum Agri'l. Dewt. Co. 5625.00 53170 534.0 5340
Davao Fruits, Inc. 3474.00 1700 18710 1887.0
Stanfilco Small Growers 322886 32000 32000 3200.0
Hijo Plantations, Inc. 1350.17 na na na
Twin Rivers 1001.77 aa na, na .
Marsman Estate Plantations 944.00 9490 949.0. 949.0
AMS Farming Corp. 907.00 207.0 2.0 " 8670
Wadecor 907.00 00 00 0.0
Checkered Farms, Inc, 870.00 8700 8700 8700
Everrreen Farms . 840.00 840.0 8400 840.0
Golden Farms . 4136 7410 7410 7410
Diamond Farms ' 62958 6230 623.0 6230
Farmington Agro-Devclopers 619.00 . S0 bya¥) B0
Lapanday Agri'l. & Dev. . 51502 . 5750 . ‘5750 57150
FS.Dizoa & Sonas 558.00 5200 ‘5200 5200
- Guihing Agri'l. & Dev. | 49364 4930 4930 4930
Napungas 24543 0.0 00 00
Soniano Fruits 230.00 2090 200 200
Cadeco Agro-Dev. 19428 1710 170 1710
M. Apo Fruits Corp. 180.00 00 00 0.0
S.C.I. Agri. Devt. 176.94 1760 1760 1760
Sarangani Agri. 16052 160.0 160.0 1600
Calinan Fruits 150.00 1500 1500 1500
Nova Vista Mgt. & Dev. 108.00 00 0.0 0.0
Eden Corp. 50.00 340 280 489
'
Total 24259.57 1524900 18357.00 18357.00
. as 464 463
Yy oy g g ———
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Table 25

BANANA HECTARAGE UTILIZATION

1938 1989 1990

Tagum Agri'l. Dewt. Co. 452 M ML
Davao Fruits, Inc. 50.95 5386 42
Stanfilco Small Growers 9.1 99.11 9.1
Hijo Plantations, Inc. na. na. na.

Twin Rivers aa na na

Marsman Estate Plant’ns 100.53 100.53 100.53
AMS Farming Corp. 100.00 - 99.56 X
Wadccor co. c.o. c.o.

Checkered Farms, Inc. 100.00 100.00 100.00
Evergreen Farms 100.00 100.00 100.00
Golden Farms 99.95 99.95 9.95
Diamond Farms 9895 9895 98.95
Farmington Agro-Devpers 84.49 84.49 84.49
Lapanday Agri1 & Dev Corp 100.00 100.00 100.00
FS.Dizoa & Soas 93.19 93.19 93.19
Guibing Agri'l. & Dev. 987 9987 99.87
Napungas c.o. c.0. c.o.

Soriano Fruits 100.00 100.00 100.00
Cadeco Agro-Dev. 88.m 8302 8302
Mt Apo Fruits Corp, (1.8 co. (1.8

S.El Agri. Dent. 9.47 9.47 99.47
Sarangani Agri. 99.68 99.68 99.68
Calinan Pruits 100.00 100.00 100.00
Nova Vista Mgt. & Dev. o c.o. c.o.

Eden Corp. 68.00 56.00 96.00
Aversge 9. 930 49

‘n.n.-dmnounihbie;m-mm
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; Table 26 .
BENEFITS OF MAINTAINING AN 11 PERCENT SHARE IN THE

WORLD MARKET
Progected Exports Additonal Hectarape Value Net
Year World RP RP Share Used (min $) Benefits
(mia $)
, 100739 . 1007.4-. 100.7. 230917 - BS 74
1993 107512 1075.1 1075 234100 78S 78-
1994 114928 11493 . | 1149 27586 8.9 84
1995 122987 1299 130 241374 898 | 90
1996 131639 13169 1317 245464 ‘%61 96

1. Present Value at 15% discount = 27.8

2. The benchmark share of RP in the world market is 9 percent.
3 The

4.

pricc of a bananas is 730 US dollars per toa.
Yicld is 47 tons per hectare.

S. Projected world cxports = 7123.942 -191.248% +32.167°¢
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APPENDIX A
THE COMPUTABLE GENERAL EQUILIBRIUM (CGE) MODEL

ANALYTICAL FRAMEWORK

The analytical framework that is used in analyzing tariff and tax reforms was the computable geseral
equilibrium (CGE) model of the Philippise economy. The CGE models are appropriste for analyzing
simultaseous policy changes such as the tariff reforms.

The version of the CGE methodology that is used bere is due to Shoven and Whalley (1984). Under
this, “the general equilibrium structure . (is coaverted) from an abstract representation of & bypothetical
economy into realistic models of ..."! the Philippine economy by specifying the economic functions of the model
and assigning values (o their parameters in a manner which enables the model to replicate a beachmark geoenal
equilibrium data set of the ecosomy. Tbe calibrated model can thea be used to compule policy impacts.on a
spectrum of concerns ranging from employmeat, capital use, productivity, economic efficiency to income
distribution. An appropriate computer algorithm is used to solved for general cquilibrium prices. Two sets of
gencral equilibrium prices are calculated. One jovolves the basecase policies and the other equilibrium
incorporates the chaoges in the prevailing policies. The two equilibria are then compared in order to calculate
the economic impacts of the policy changes.

ANALYTICAL STRUCTURE

Notation Uscd
the amouat produced of the import substitute J
the amount produced of the exportable j
the value 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 fixed factor in sector j
the amount of intermediate input i used ia sectorj
the profit in sector j
the amount produced of the composite product of the import and the import substitute
the a:mdust of import used in producing the composite good
the emount of the import substitute used ia producing the composite good j
factor substitution parameter in sector ) .
share of variable capital to total value added in setor i
share of labor (o total value added in sector j
the amount of intermediate input i per unit of output ia sector §
share of the import substitute in total cost of producing the composite good j
Asmington subsct .+ 5n elasticity parameter
the exchange ra\
the government's .ncome
tariff revenues
excise tuxes
net lumps sum income transfers to the goverament
capital inflows
the tasiff rate on imported good j

! See Shoven and Whalley (1984), * *. Journal of Eeonomic Literaturs, vol. .
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the world price of imported good j

A"/ -

Jf = the price of labor services

/ = the world price of exported good §

:3 = the foreign exchange earnings of sector §

= {rade deficit

BP = balan.e of payments

r = price of capital services

Pe = the price of the compositic good

NLSTP = net lump sum income transfers to persoas

Land K =« labor and capital eadowments of the economy
Equaticas of the Modc]
L Production Side
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3. Foreign Trade and Extemal Payments
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The general equilibrium conditioas of the model are the following:

(a) zero profit conditions in all activities;

(b) market clearing conditions in all commodities and services;
(c) zero fisca! deficit;

(d) balance of payments condition.

The model is solved using the MPS/GE computer algorithm.

QXE Modcl Verions

Except for the simulations involving CARL-collateral and VAT, the CGE model used is for a 20-sector .
Philippine economy. This model was developed by the autbor for analyzing tariff policies. The base year of the
model is 1989. It models the Philippines as a price taker i world maskets. It features imperfect substitution
between imported and domestic goods.

For the CARL-collateral and VAT simulations, the CGE model used is that for a 7-sector CGE model.
The base yeor of the mode! is 1988. The Philippines is also a price-taker in world markets. However imported
and domestic goods are pesfect substitutes for cach other.



APPENDIX B
EFFECTIVE TARIFF PROTECTION RATE

The effective tariff protection rates or ETPR are computed usiog the 1983 input output data and the
vector of book tariff rates associated with the 127 input-output table. The following assumptions are made Ia

computing these rates.

L The only distortions prevailing are tariff policies.

2 Tbe country is a small-open economy.

3- There are nl traded goods and n2 homegoods; o14n2 = n
4

Output effects impacts on marginal costs of homegoods of tariff policies are pegligible.

Using the following notations, we now formally define the ETPR:

the vector of domestic output produced

the vector of output produced under a free trads regime
the vector of domestic producer prices

tbe vector of marginal costs for homegoods

the vector of exogenous world prices of traded grods
the vector of domestic value added

the vector of world value added :

the vector of tarifls; = 0 for homegoods
the set of traded goods
the set of bomegoods

XH-®><c<npgono

The distorted domestic value added equations are:

-]
W-pg - TAy -V I

where
Aj-PoiQy - =1
5-5(104 V troded goodj
B-n Y Aomegood)
The frec trade value added equatioas are:

‘J/'Q{ﬁ ‘E‘ﬂ '5"&"0] Vi1

the matrix of input-output transactions in producer prices; dimeasioa (o by n)
the matrix of intermediate input requirements per product uait; dimeasion (a by )

(T3)

(129
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where the vasiables with prime refer to thelr free trade values.
' The clfective tariff protection rate is calculated as:

Jh-v
q

£eR
IO RT O

(g) _ Ef‘q}‘

oV T

T3)

Since output effects and impacts oo marginal costs of homegoods of tariff policies are sroall as assumed, then
the effective tarill protection rate can be approximated by equation (3) where we substitute the free-trade outputs
of goods and services and marginal costs of home goods with their corresponding tariff-distorted amounts.
Equation (T.4) below is the formu'a that was used in computing ETPRs.

Y

ETPR, - -1 VY -12p
o _ [5"p 0
1e (1+)



APPENDIX G SIMULATION RESULTS - INPUT

ASAP ECOANAL — $/28/91
Case: Bench Reforms Percent Change
YU-PRI 8.7E+08 8.7E+08 0.003
YP-METL 33052000 33052700 0.002
YP-FABM 14845200 14845200 0.000
YP-MACH 7644080 7644240 0.002
YP-ELMA 35329800 35331500 0.005
YP-TRNS 4020080 4020120 0.001
YP-OMAN 6589570 6589630 0.001
YP-SERV 76E+08 76E+08 <0.001
YC-CRPS 16E+08 16E+08 -0.001
YC-LIVE 71985900 71992200 0.009
YC-FISH 55409000 55409800 0.001
YC-LOGS 18901600 18901700 0.001
YC-MINE 21979200 21979300 0.000
YC-COCO 36822700 36822400 <0.001
YC-FEED 29633900 29632800 <0.004
YC-FDBV 27E+08 27E+08 0.002
YC-TXAP 89917300 89918400 0.001
YC-WDPR 59699300 59658900 <0.001
YC-CHEM 70895300 70898000 0.004
YC-PETL 87168700 87167700 -0.001
YC-NMMP 15532600 15532400 -0.001
YC-METL 47171000 47171400 0.001
YC-FABM 19154300 19154100 -0.001
YC-MACH 30601800 30601200 <0.002
YC-ELMA 34641100 34541200 0.000
YC-TRNS 23607600 23607000 <0.003
YC-OMAN 23862800 23862100 <0.003
YC-SERV 7.0E+08 7.0E+08 <0.002
M-CRPS 12319900 12319500 -0.003
M-LIVE 378492 378526 0.009
M-FISH 928982 928956 <0.003
M-LOGS 758891 758878 <0.002
M-MINE 8151720 8151610 <0.001
M-COCO 640593 640559 <0.005
M-FEED 4630900 4542890 0259
M-FDBV 9917360 9916940 <0.004
"M-TXAP © 13967600 13967400 <0.001
M-WDPR 8755740 8755340 -0.003
M-CHEM 30780100 30784000 0013
M-PETL 34684200 34683100 000
M-NMMP 267720 2167650 <0.003
M-METL - 22045800 22045800 0.000
M-FABM 3896950 3296860 0.002

667"



APPENDIX C (Cost's)

Case: - Bench Reforms Percent Change
M-MACH 21653200 21652600 <0.003
M-ELMA 16774000 1677300 - <0.002
M-TRNS 17382600 17382100 <0.003
M-OMAN 14727500 14727070 <0.003
M-SERV 28694800 28693000 <0.006
X-CRPS 11410600 11411100 0.004
X-LIVE 115083 115126 0037
X-FISH 7640800 7641220 0.008
X-LOGS 2593 25929 0.003

. X-MINE 10786500 10787000 0.00S5
X-COCO 10042400 10042800 0.004
X-FEED 1402100 1401800 0021
X-FDBV 11361100 11362200 0.010
X-TXAP 17562100 17563100 0.006
X-WDPR 15919700 15920500 0.005
X-CHEM 7124640 7124980 0.005
X-PETL 3013650 3013780 0.004
X-NMMP 1081320 . 1081350 0.003
X-METL 10453300 10453600 0.003
X-FABM 422319 42325 0.001
X-MACH 1656780 1656870 0.00S5
X-ELMA 20077300 20928600 0.006
X-TRNS 1125930 1125960 0.003
X-OMAN 1933200 1933270 0.004
X-SERV 11E+08 11E+08 0.002
FOREX 1 1 0.000
U-PRI 1 0.999948 0.005
U-GOov 1 0.99995 <0.004
VF-LABO 1 0999977 <0.002
VF-CAPI N | 0999974 - <0.003
FF-CRPS 1 - 0.999984 0002
FF-LIVE 1 100015 0.015
FF-FISH 1 100001 ° 0.001
FP-LOGS - 0999994 0999984 <0.001
FF-MINE 0999999 1.00003 0.003
FF-COCO 1 09599982 <0.002
FF-FEED A S 0998886 4111
FF-FDBV 1 1.00005 0.005
FF-TXAP 1 1.00002 0.002
FF-WDPR 1 1 0.000
FF-CHEM 1 099991 <0.009
FF-PETL : 1 100001 0.001
FF-NMMP 0999999 099991 <0003
FP-METL 1 100002 0.002




APPENDIX C (Coat's)

Case: Bench Reforms Percent Change
FF-FABM 1 0.99997 -0.003
FF-MACH 1 1.00001 0.001
FF-ELMA 1 100008 0.00$
FF-TRNS 1 099999 0.001
FF-OMAN 1 0.999992 <0.001
FF-SERV 1 0.999952 -0.008
PG-CRPS 123789 123784 0.004
PG-LIVE 12578 1.225¢2 0.029
PG-FISH 119562 119557 <0.004
PG-LOGS 113191 113188 <0.003
PG-MINE 108534 108531 <0.003
PG-COCO 124751 L244S <0.005
PG-FEED 114745 1147 0.039
PG-FDBV 126733 126724 <0.007
PG-TXAP 129588 129583 <0.004
PG-WDPR 1.23053 123047 <0.005
PG-CHEM 1.14496 114485 0.010
PG-PETL 111149 111145 0.004
PG-NMMP 115729 115725 <0.003
PG-METL 1.1146 111459 <0.001
PG-FABM 121413 121411 <0.002
PG-MACH 113676 1.13671 <0.004
PG-ELMA 120655 12065 <0.004
PG-TRNS 119162 119159 <0.003
PG-OMAN 1.19658 1.19653 . 0.004
PG-SERV 1 0.999957 <0.004
PM-CRPS 123789 123789 0.000
PM-LIVE 122581 1.22546 0.029
PM-FISH 1.19562 1.19562 0.000
PM-LOGS 113191 113191 0.000 *
PM-MINE 1.08534 108534 0.000
PM-COCO 124751 124751 0.000
PM-FEED - L14745 11434 <0358
PM-FDBV 12673 12670 0.000
PM-TXAP 129588 129588 0.000
PM-WDPR 123053 1.23053 0.000
PM-CHEM L1449 . L14464 0.028
PM-PETL " TL11149 111149 0.000
PM-NMMP L1579 L1579 0.000
PM-METL L1146 11146 0.000
PM-FABM 121413 121413 0.000
PM-MACH 1.136% 113676 0.000
PM.ELMA 1.20655 120655 0.000
PM-TRNS 119162 119162 0.000




APPENDIX C (Coat's)

Case: Beach Reforms Percent Change
PM-OMAN 119658 © 1196580 0.000
PM-SERV 1 1. 0.000
PX-CRPS 1 1 0.000
PX-LIVE 1 1 0.000
PX-FISH 1 1 0.000
PX-LOGS 1 1 -0.000
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 0.000
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 0.000
CG-CRPS 1 0.999967 0.003
CG-LIVE 1 0999713 0.029
CG-FISH 1 0999959 0.004
CG-LOGS 0999998 0999977 £0.002
OG-MINE 1 0999981 0.002
CG-COCO 1 . 0999955 0.004
CG-FEED 1 0999035 0.096
CG-FDBV 1 0.v9933 0.007
CG-TXAP - 1 - 0999970 0.003
CG-WDPR 1 0999959 <0.004
CG-CHEM 1 0999816 - - 0.018
CG-PETL 1 0999981 0.002
CG-NMMP 1 0999974 0.003
CG-METL 1 0999954 0.001
CG-FABM 1 0999985 -0.001
OG-MACH 1 6999992 -0.001
CG-ELMA 1 0999983 0.002
CG-TRNS 1 0999997 0.000
CG-OMAN 1 0999993 £0.001
CG-SERV 1 0999959 0.004
TTR-GOV 38320000 38292700 oon
STR-GOV 29448700 29447200 0.008
GTRANS 31504300 31504300 0.000




Table C1 :
MODEL TRANSLATION OF ASAP TARIFF REFORMS FOR
EFFECTIVE PROTECTION RATE ANALYSIS

. Tariff Rates (%)
10 Sector Number of ;
15 33 18421 209 2061
k1) r/} - 29166 208 2025
67 0 - 24288 1287 1208
. Table C2
MODEL TRANSLATION OF ASAP TARIFF REFORMS FOR
COMPUTABLE GENERAL EQUILIBRIUM ANALYSIS
' Tanl Rates (%)
CGE Model Number of -
. Sector 10 Sectors . Change . Present New
2 4 0.04505 3190 ass
7 1- . Qse313-| - 2083, 2025
1 9 005356 y < i 22
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EFFECTIVE TARIFF PROTECTION RATES (%)

Table &3

Code Description Curreat Proposed
Primary Agriculture, Forestry & Mining
1 Palay, irr. 5429 5429
2 Palay, non:-irr. 030 030
3 Com .16 23.16
4 Coconut, copra made ia farms 346 345
S Sugarcane 65.04 65.04
6 Banans an aan
7 Otber fruits & nuts S4.14 54.14
8 Vegetables 43.10 43.10
9 Rnoterops 43S 4235
10 Tobacco 5436 - 5436
11 Fiber crops 3162 31.62
12 Coffee and cacao 113.10 113.10
13 Other comm. crops, a.e.c. 345 33.45
14 Hogs 2352 2917
15 Other tivestock & its prods. 25.12 24.96
16 Chicken for meat 14704 14823
17 Otber poultry & its prods 4926 4533
18 Agric'l services 0.7 0.1
19 Comm. fishing, off and coast s 328
20 In'd fishing & otbers 32.51 3251
21 Logging 481 481
22 Other forestry act. 3290 32.90
23 Gold & other p:edous metals 961 9.61
24 Copper ore 9.75 9.75
25 Otber metallic mining 10.04 10.04
26 Sard, stone & clay quarrying 1729 1729
27 Otber non-metallicm & q 1633 1633
Processed Agriculture
28 Rice & corn milling 1538 21318
2 Sugar unlhng & refining 11184 10834
30 Milk processing 3028 303s
31 Otber dairy products .16 .16
32 Crude coco,veg. /anm| oils/fats - 10489 104.89
33 Refined (ckg) oil & margasine 4164 4154
34 Slaught'g & meat pack’g plants 298 309
35 Meat processing 29693 296.95
36 Flour & other grain mill 4693 4693
37 Animal feeds 149N 1260
38 Fruit & veg. preserves 10153 10053
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Table C3 (Coat'n)

Code Description

Current Proposed -

39 Fish preparations 20155 20155
40 Bakery prods. incl. noodles 91.02 9102
41 Cocoa prods. & coafectionery 65.87 6587
42 Collee, ground or instant 186.55 15655
43 Dessicated coconut 1632 -1632
44 Ice, except dry ice 11348 11348
45 Misc. food mfs, nec a@an 4821
45 Wine & liquor 624 2%
47 Brewery & malt prods. 4158 4158
48 Soft drinks & carboaated water o8 .83
49 Cigars & cigarettes 86.04 86.04
30 Tobacco leaf processing 8.5 283
Industry

31 Textile mill prods. 8 3784
52 Kaitting mill prods. 529 529
33 Other made-up textile goods 1mn u7
54 Weariog apparel 86.19 8.19
35 Footwear not rubber/plast/wood 103.64 100.64
56 Lumber, rough or worked - $73.66 SN66
57 Veneer and plywood 244.64 U464
58 Otber wood, cork & cane prods. 63.61 6361
59 Pulp, papes & paperboard 12437 124.87
60 Coaoverted ppr & pprbrd prod 7820 7820
61 Publishiog and printing 30483 3083
62 Leatber & leather prods. 3026 3026
63 Rubber tires & tubes 6294 62.94
64 Rubber footwear 16926 160.26
65 Other rubber prods. 5004 50.04
66 Fabricated plastic prods. 126.90 126.90
67 Drugs & medidnes 1063 9.48
68 Basic indust’] chemicals 789 789
69 Fertilizer <200 <200
70 Plastic materials 5526 5526
71 Pesticides, insecticides, ete. -11166 -111.66
72 Paints, varaish & rel'd cpds. 2595 2595
73 Soap & synthetic detergents 83S 5835
74 Cosmedics & toilet prep'tas 1092 14392
73 Otber chemical prods. 2.0 2.0
76 Prods. of petrol, coke & coal 2568 2568
77 Cement 1792 1792
78 Glass & glass prods. 5100 5100
P Otber noa-metal minrl prods. 8112 L2
80 Primary iron & stcel prods. 347 347

1S



Table C3 (coa't)

Code Descrip.ion Curreat Proposed

81 Nog-ferrous basic metal prods. 854 854
82 Fabricated metal prods. ) 9.41 93.41
&3 Mach & equip 00 elect'] 26.64 26.64
84 Electric ind'l mach & equip 4598 4598
85 Elect'l applas & hwares 165.11 165.11
86 Batteries 8539 8539
87 Wires & wiring devices 45.78 45.75
88 Scmi-conductor devices L 3148
89 Misc elect'l equip, supp, sccs ».15 ».15
90 Motor vehicles 12628 12628
91 Othr trans eqp/sup/ac/rep seev 235 235
92 Furnitures & fixtures-wood 101.21 1021
93 Furnitures & fixtures-metal 2174 2174
94 Musical instruments 31380 380
95 Astists’ & office supplies 6625 66.25
96 Misc. mfts, n.e.c., scrap 499 49

Source: Current nomhdmumpmﬁdedlorbyth.c'

Tariff Commission, 1990,
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Table C4

TARIFF RATES IN THE 20 SECTOR CGE MODEL (%)

CGE Model Sector 12710
Code Description . Sector Current Proposed
1 Crops 1-13,18 341 34sa
2 Livestock 1417 3.9 3190
3 Fisberies 19-20 2164 21.64
4 Forestry, Logging -2 1864 18.64
S Mining 3N 12.06 12.06
6 Vegetable Oils 23 M 2667
7 Animal Feeds » 2045 10.00
8 Food, Beverages, Tobacco 28-3), 34-36
. 33-% 3344 3844
9 Textiles, Apparel, Leather 51.55, 62 4093 409
10 Wood, Paper, Plastics, Rubber 56-61,63-66
. - 9293 S54S 3545
11 Chemicals 67-75 22 a2m
12 Petroleum Refining % 1575 1875
13 Noa-metallic prods. n-» 2 222
14 Basic Metals : 80-81 1619 1619
1S Fabricated metal prods.  v4 302s 3025
16 Machineries expt. elec’] & 1932 1932
17 Electrical ) . 84-89 .18 .18
18 Transportation equipment 90-91 im im
19 Other manufacturing 94-96 an an
20 Services 97-126 0.00 000 -
n
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EFFECTS ON SELECTED ECONOMIC MAGNITUDES OF LOWERING

Table CS

THE TARIFF RATES OF A FEW AGRIBUSINESS
INTERMEDIATE INPUTS (%)

Production Use Imports Exports
Crops 0.000 <0.001 <0.003 <0.004
Livestock 0.009 0.009 0.009 0.037
Fisheries 0.002 0.001 <0.003 0.005
Forestry, Logging 0.001 0.001 0.002 0.003
Mianing 0.004 0.000 <0.001 0.005
Vegetable Oi 0.000 <0.001 <0.005 0.004
Animal Feeds 0059 <0.004 0259 0021
Food, Beverages 0.003 one <0.004 0.010
Textiles, Apparel 0.003 0.001 <0.001 0.006
Wood, Paper, Plastics 0.002 <0.001 <0.005 0.005
Chemicals 0.003 0.004 0.013 0.005
Petroleum 0.001 <0.001 <0.003 0.004
Noa-metalic minerals 0.000 <0.001 0.003 0003
Basic Metals 0.002 0.001 0.000 0003
Fabricated metal prods. 0.000 <0.001 0.002 0.001
Machineries ' 0.002 <0.002 <0.003 0.005
Elee machineries 0.005 0.000 0002 0.006
Transport equipment 0.001 <0.003 <0.003 0.003
Otber Maoufacturing 0.001 <0.003 «0.003 0.004
Services 0.001 -0.002 <0.006 T 0002
78



Table 06

EFFECTS ON SELECTED PRICES OF LOWERING THE TARIFF
RATES OF A FEW AGRIBUSINESS INTERMEDIATE

INPUTS (%)
Sector Production Use Isports Exports
Crops 0.004 0.003 0.000 0.002
Livestock . 002 0.029 0029 0015
Fisberies 0.004 0.004 0.000 * 0.001
Fotestry, Logging 0003 0.002 0.000 0.001
Miuing 0.003 0.002 0.000 0.003
Vegetable Ol <0.005 <0.004 0.000 <0.002
Aninal Feeds 0039 0.0% 0358 Q111
Food, Beverages 0.007 0.007 0.000 0.005
Textiles, Apparel 0004 0003 0.000 0002
‘Wood, Paper, Plastics 0.005 <0.004 0.000 0.000
Chemicals 0010 0018 0.028 0.009
Petroleum «0.004 0.002 0.000 0.001
Noo-metalic minerals .00 0.003 0.000 <0.003
Basic Metals £.001 <0.001 0.000 0.002
Fabricated metal prods. 0.002 0001 0.000 0.003
Machineries 0.004 <0.001 0.000 0.001
Elec. machineries 0.004 0.002 0.000 0.008
Traasport equipment 0.003 <0.000 0.000 £.001
Otber Manufacturing 0.004 0.001 0.000 <0001
Services 0.004 0.004 0.000 0.005
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APPENDIX D - SDMULATION RESULTS
16% UNIFORM TARIFF RATE 06/10/91

Percent Change

Case: ASAP-B 16% Uniformo Tarnll
YU-PRI 8.7E+(8 88E+(8 138
YU-GOV 11B+08 99113100 956
YP-CRPS 15E+08 15E+08 0.09
YP-LIVE 71533400 71687000 . 0
YP-FISH 61939100 620680200 . 03
YP-LOGS 18268500 18289400 o
YP-MINE 23349200 23797600 192
YP-COCO 46066000 46677900 13
YP-FEED 2572300 - 25762300 0.16
YP-FDBV 26E+08 ~ 26E+08 031
YP-TXAP 89379000 © 91029900 185
YP-WDPR 64844800 65107900 041
YP-CHEM 42778100 42922800 034
YP-PETL 43342800 3367200 0.06
YP-NMMP 14105200 14075800 421
YP-METL 33052000 . 33363100 0954
YP-FABM 14845200 " 14621700 <151
YP-MACH 7644080 . 7686080 0SS
YP-ELMA 35329800 37091600 . 499
YP-TRNS 4020080 4001160 - 047
YP-OMAN 6589570 6461720 194
YP-SERV 76E+08 7.680@ QA4
YC-CRPS 1.6E+08 1.6E+08 069
YCLIVE 71985900 72178800 027
YC-FISH 55409000 55509100 018
YC-LOGS 18901600 18925600 013
YC-MINE 21979200 21969300 005
YC-COCO 36822700 37191500 100
YC-FEED 29633900 29699600 o2
YC-FDBV 2.TE+08 2.TE+(8 1)y}
YC-TXAP 89917300 92866400 s
- YC-WDPR 55699300 60147800 0.7
YC-CHEM 70895300 T1048900 02
YCPETL 87168700 86670300 0.97
YC-NMMP 15532600 15532900 0.00
YCMETL 47171000 47539900 e’
YC-FABM 19154300 19199800 ou
YC-MACH 30601800 30762500 03
YC-ELMA 34541100 36182300 445
YC-TRNS 23607600 24101600 209
YC-OMAN 23862800 23850000 o
YC-SERV 70E+08 69E+08 054




APENDIX D (Cost's)

Case: ASAP-B 16% Unilorm Tarilf Perceat Change
M-CRPS 12319900 13456500 931
M-LIVE 378492 412105 888
M-FISH 928982 985261 617
M-LOGS 758891 764270 on
M-MINE 8151720 7982330 208
M-C0CO 640593 N5 1046
M-FEED 4630500 4680310 107
M-FDBV 9917360 11135000 123
M-TXAP 13967600 15768200 2%
M-WDPR 8755740 9319100 643 .
M-CHEM 30780109 30934100 050
M-PETL 34684200 34286500 -115
M-NMMP 2167720 207770 18§
M-METL 22045800 22207500 073
M-FABM 3896950 4126320 59
M-MACH 21653200 21785000 0.61
M-ELMA 16774000 17792800 607
M-TRNS 17382600 17831100 258
M-OMAN 14727500 14865600 094
M-SERV 28694800 Z773100 386
X-CRPS 11410600 11572400 12
X-LIVE 115083 117005 168
X-FISH 7640800 TI4TTO 140
X-LOGS 25983 228804 128
X-MINE 10786500 11057100 P )
X-COCO 10042400 10363500 k9, 1)
X-FEED 1402100 1432610 218
X-FDBY 11361100 11581600 194
X-TXAP 17562100 18489700 528
X-WDPR 15919700 16400100 im
X-CHEM TI24£40 7290070 232
X-PETL 3013650 3045970 107
X-NMMP 1081320 1097250 147
X-METL 10453300 105758C2 117
X-FABM 22319 422090 005
X-MACH 1656780 1688840 194
X-ELMA 20927300 2362300 686
X-TRNS ‘1125920 1145120 10’
X-OMAN 1933200 1541690 0
X-SERV L1E+08 L1B+0} 141
FOREX 1 1 0.00
U-PRI 1 097526 ., 247




APENDIX D (Coat's)

16% Uniform Tarifl

Case: ASAP-B Percent Change
U-GOov 1 0977228 228
VF-LABOR 1 0.988945 111
VP-CAPIT 1 0991354 086
FF-CRPS 1 0987392 126
FF-LIVE 1 0993566 064
FF-FISH 1 0.993886 061
FF-LOGS 0.999994 0.9925T7 0.74
FF-MINE 0.999999 102044 204
FF-O0OCO 1 10178 178
FP-FEED 1 0992417 . 0.7% .
FF-FDBV 1 0596318 o3
FF-TXAP 1 101584 158
FF-WDPR 1 0996187 - 038
FF-CHEM 1 0996338 43
FF-PETL 1 0992737 4.7
FF-NMMP 0.999999 0986107 1%
FF-METL 1 101248 125
FF-FABM 1 0963784 - 382
FF-MACH 1 0998968 <0.10
FF-ELMA 1 106534 45
FF-TRNS 1 0.982686 17
FF-OMAN 1 0959022 - -4.10
FF-SERV 1 0981224 -188
PG-CRPS 1.23789 121803 «160
PG-LIVE 122578 120813 144
PG-FISH 119562 L171983 132
PG-LOGS 113191 111876 116
PG-MINE 1.08534 10101 <107
PG-COCO 124751 121858 2%
PG-FEED 114745 112343 209
PG-FDBV " 126m3 124609 -148
PG-TXAP 129588 124308 408
PG-WDPR 127953 118501 337
PG-CHEM 1.14896 111826 233
PG-PETL 111149 109948 -108
PG NMMF 115729 113652 -L»
PG-METL 11145 1.11089 £33
PG-FABM 121413 119597 - <150
PG-MACH 113676 1117 LM
PG-ELMA 1.20655 115405 435
PG-TRNS 119°'°2 115606 2958

115,58 115644 338

PG-OMAN



APENDIX D (Coet's)

Case: ASAP-B 16% Uniform Tarifl Percent Change
PG-SERV ) 0978716 213
PM-CRPS 123739 1112 <1017
PM-LIVE 1.7.2581 1112 928
PM-FISH 4.19562 1112 499
PM-LOGS 113191 1112 -L76
PM-MINE 108534 1112 246
PM-COCO 124751 1112 -10.86
PM-FEED 114745 1112 3.09
PM-FDBV 126733 1112 -1226
PM-TXAP 129588 1112 <1419
PM-WDPR 1.23053 - 1112 96
PM-CHEM 1.14496 1112 -2.88
PM-PETL 1.11149 ©1112 0.05
PM-NMMP 115729 112 391
PM-METL 1.1146 1112 423
PM-FABM 121413 1112 241
PM-MACH 113676 1112 -2.18
PM-ELMA 1.20655 u2 |, <184
PM-TRNS 119162 1112 658
PM-OMAN 1.19658 1112 207
PM-SERV ) S 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 S 0.00
PX-TXAP 1. 1 © 000
PX-WDPR 1. 1 0.00
PX-CHEM 1 1 0.00
PX-PETL 1 1 .000
PX-NMMP 1 1 0.00
PX-METL 1 1 0.00
PX-FABM 1 1 0.00
PX-MACH 1 1 0.00
PX-ELMA 1 1 0.00
PX-TRNS 1 1 0.00
PX-OMAN 1 1 0.00
PX-SERV 1 1 0.00
CG-CRPS 1 o2 oy -248
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APENDIX D (Coet's)

Case ASAP-B 16% Unilorm Tarill Percent Change
CG-LIVE 1 0.985081 -1.49
CG-FISH 1 0585627 144
CG-LOGS Q99958 0988113 -119
CG-MINE 1 - 100712 037
CG-CoCo 1 0.974846 252
CG-FEED 1 oInrs 227
CG-FDBV 1 097343 221
CG-TXAP 1 093761 €29
CG-wDPR 1 0.954652 453
CG-CHEM 1 0973963 260
CG-PETL 1 0.994685 053
CG-NMMP 1 0.978596 214
CG-METL 1 0.997185 023
CG-FABM 1 0.967488 <325
CG-MACH 1 0979077 209
CG-ELMA 1 0935973 £$.40
OCG-TRNS 1 0937639 S24
CG-OMAN 1 093696 430
CG-SERY 1 0.979599 «2.04
Ti1R-GOV 3K320000 25901500 3241
STR-GOV 29448700 28773500 229
GTRANS 1504300 31504300 :
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APPENDIX E -~ SIMULATION RESULTS
SECTION 32 CARL - LIVESTOCK 6-10-91

Case: ASAP-B CARL Sec 22 Percent Change
YU-PRI 8.7E+08 87E+08 <0.003
YU-GOV L1E+08 L1E+08 0.064
YP-CRPS 15E+08 1LSE+08 «0.001
YP-LIVE 71533400 T2437800 1.264
YP-FISH 61939100 61863900 <41
YP-LOGS 18268500 18244900 0.129
YP-MINE 23349200 23324100 0107
YP-COCO 46066000 45986600 0172
YP-FEED 2572300 26000800 1083
YP-FDBV 26E+08 26E+08 03%»
YP-TXAP 89379000 89158900 0.246
YP-WDPR 64344800 64748300 <0.149
YP-CHEM 42778100 42719400 0.1%7
YP-PETL 43342800 43302300 0.093
YP-NMMP 14105200 14088700 £0.117
YP-METL 33052000 33036000 . «0.048
YP-FABM 14845200 14830000 Q.10
YP-MACH 7644080 7630230 0181
YP-ELMA 35329800 35263600 0.187
YP-TRNS © 4020080 4012610 0.186
YP-OMAN 6589570 6576090 0205
YP-SERV 7.6E+08 76E +08 0131
YC-CRPS 1.6E+08 16E+08 0.033
YC-LIVE 71985900 72876400 1237
YC-FISH 454095000 55343200 0119
YC-LOGS 18901600 18876300 0134
YC-MINE 21979200 21056600 2103
YC-COCO 36822700 3576%9% 014
YC-FEED 29633900 299710010 1.138
YC-FDBV 2.7TE+(8 2.7E< 08 o031
YC-TXAP 89917300 89716800 0223
YC-WDPR 5699300 9613900 010 -
YC-CHFM 70895300 70808300 01
YC-PETL 87168700 87C.5700 £0.117
YC-NMMP 15532600 15523600 0122
YC-METL 47171000 47119200 <0.110
YC-FABM 19154300 19135500 0.098
YC-MACH 30601800 30549900 017
YCELMA 34641100 34580600 0175
YC-TRNS 23607600 22511300 0154
YC-OMAN 23862800 23829900 0138
YCSERYV 708 +08 NOE+08 0129
M-CRPS 12319900 12346400 os

3%




APPENDIX B (Coat's)

Case: ASAP-B CARL Sec 22 Percent Change
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 4092520 1.331
M-FDBV 9917360 98982680 -0.192
M~-TXAP 13967600 13943100 -0.17%
M-WDPR 8755740 8744230 - =0.131
M-CHEM 30780100 30745800 -0.111
M-PETL 34684200 34636100 -0.139
M-NMMP 2167720 2164670 -0.141
M-METL 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 -0.05%
X-MINE 10786500 10774600 -0.110
X-C0CO 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 -0.18%
X-PETL 3013650 3012030 =0.054
X~-NMMP 1081320 1080280 -0.096
X-METL 10453300 10453500 0.002
X-FABM 422319 421820 -0.118
X-MACH 1656780 1653630 -0.190
X-ELMA 20927300 . 20887100 ~0.192
X-TRNS 1125930 1123610 =0.206
X-OMAN 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-GOoVv 1 0.999929 =0.007 |
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APPENDIX E (Coat's)

Case: ASAP-B CARL Sec 32 Percent Change
VF-LABOR 1 1.00252 0252
VF-CAPIT 1 0.997776 0222
FF-CRPS 1 1.00218 0218
FF.LIVE 1 0872328 12267
FF-FISH 1 0999199 <0.030
FF-LOGS 0999994 0997551 024
FF-MINE 0.999999 099901 0.0
FF-COCO 1 0997708 0429
FF-FEED 1 © 1028 2155
FF-FDBV 1 100996 0.996
FF-TXAP 1 0.99806 0.1¢
FF-\\DPR 1 0.95¢9:3 <0.105
FF-CHEM 1 0.998515 4.148
FF-PETL 1 0995T7 0423
FF-NMMP 0.999999 0998473 0153
FF-METL 1 0.998599 0140
FFFABM 1 0999669 <0.033
FF-MACH 1 0998365 0164
FF-ELMA 1 0.998436 0.156
FF-TRNS 1 0998585 <0131

- FF-OMAN 1 0.958436 .15
FF-SERV 1 099919 <0.081
PG-CRPS 123789 124037 0200
PG-LIVE 12578 L17704 -3976
PG-FISH 119562 119583 0.018
PG-LOGS 1191 113106 0.075
PG-MINE 1.08534 108541 0.006
PG-COCO 124751 124901 0.120
PG-FEED 114745 115012 0233
PG-FDBV 126733 126064 0528
PG-TXAP 129588 129664 0.059
PG-WDPR 123053 L2007 0.014
PG-CHEM 114496 L2 0022
PG-PETL 111169 Lumw Q02
PG-NMMP 1157129 115704 0022
PG-METL 11146 11138 0072
PG-FABM 121413 121433 0.015
PG-MACH 113676 113689 OV
PG-ELMA 120635 120667 0.010
PG-TRNS 119162 L19196 0.029
PG-OMAN 119658 L1973 0.060
PG-SERV , 1 1.00011 oon
PM-CRPS 12379 1L237% 0.000
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APPENDIX E (Coat's)

Casc: ASAP-B CARL Sec 22 Perceat Change
PM-LIVE 1.22581 122581 0.000
PM-FISH 119562 119562 0.000
PM-LOGS 113191 113191 0.000
PM-MINE 108534 1.08534 0.000
PM-COCO 124751 124751 0.000
PM-FEED L1474 L1474 0.000
PM-FDBV 12573 126733 0.000
PM-TXAP 129588 129588 0.000
PM-WDPR 123053 12305 0.000
PM-CHEM 114496 114456 0.000
PM-PETL 111149 111149 0.000
PM-NMMP 11579 11579 0.000
PM-METL 11146 111461 0.001
PM-FABM 121413 121413 0.000
PM-MACH 11367 11367 0.000
PM-ELMA - 120658 120654 0.001
PM-TRNS 110162 119162 0.000
PM-OMAN 119658 10658 0.000
PM.SERV 1 1 0.000
-PX-CRPS -1 1 0.000
PX-LIVE 1 1 0.000.
PX-FISH 1 1 0.000
PX-LOGS ) I 1 0.000
PX-MINE 1 1 0.000
PX-COCO 1 1 0.000
PX-FEED 1 1 0.000
PX-FDBV ] 1 © 0,000
PX-TXAP 1 1 0.000
PX-WDPR 1 1 0.000
PX-CHEM 1 1. 0.000
PX-PETL 1 1 0.000
PX-NMMP 1 1 . 0000 -
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 0.000
CG-CRPS 0 U 100181 0.181
CG-LIVE 1 0.960494 3951
OG-FISH 1 100017 . 0.017




APPENDIX B (Coct's)

CARL Sec 32

~ Case: ASAP-B Percent Change

CG-LOGS 0.999998 0999277 00n2
CG-MINE 1 1.00003 0.003

"~ CG-C0CO 1 100118 ous
CG-FEED 1 100191 0.191
CG-FDBY 1 095673 03503
OG-TXAP 1 1.00047 0.047
CC-WDPR 1 1.00011 oo
{X-CHEM 1 100011 01
CG-PETL 1 0995783 0022
CG-NMMP 1 0999817 <0018
CG-METL 1 0.999652 0035
CG-FABM 1 1.00012 0.012
CG-MACH 1 1.00002 0.002
CG-ELMA 1 100004 0.004
CG-TRNS 1 1.00003 0.003
CG-OMAN 1 100013 0013
GG-SERV 1 1.0001 0010
TTR-GOV 38320000 38282200 0099
STR-GOV 29448700 29409000 <0135
GTRANS 31504300 31504300 0.000
GAM 0.123582
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ANNEX E
SUPPORT SERVICES COMPONENT

Yo mobilize private sector-1ed support for the policy reforms tdentified above
and to seek private sector solutions to pitigate some of the non-policy
constraints to agribusiness development as specified in Section 2, this
component introduces activities that will directly impact upon private sector
firms and support the policy reforms fnitiated under the progran component.
The support services component of this program wi1l be focused into two mjor
sets of activities:

(1) policy analysis, formulation, and advocacy, and
(2) the strengthening of vertical market linkages.

Activities will tnclude both long and short-term technical assistance as well
as training programs, workshops, seminars anu observation tours to support the
achievement of program objectives. As describad in greater detatl in Section
6, Implementation Plan, a single general contractor will be hired to carry out
many of the activities under the support services component. The firm my
sub-contract to private sector firms and other {nstitutions to implement the
various component activities. Also, grants will be made to local non-profit
organizations. Some grantees may serve as umbrella grantees which in turn may
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, 23 vell as market development activities.

gfforts directed to policy analysls, data collection and advocacy are aimed at
{ncreasing the long-term sustainability of the {mproved policy framework. The
market 1inkage activities are aimed at iaproving the ability of the private
agribusiness system to respond more effectively to the {mproved policy
environment, specifically the movement toward open markets and increased

cocpetition.

men;n_mmllmmm

Objective: To create a wmore conducive agribusiness tnvestment climate
thru increased private sector and GOP caparity for policy analysis, form-
ulation and advocacy in support of open markets.

The first priority is to mobil1ze the private agribusiness community and GOP
capacity for economic analysis, policy planning, formulation and advocacy.
Economic studies will corstitute a major part of this effort as effective
policy formulation and {mplementation is 2 continuous proc~ss that must be
responsive to changes in domestic and external conditions. But equally
{mportant 1s support for the advocacy activities of vavious private sector
groups, 8 vell as advocacy within the coP, for implementing policy reforas.

Although the perfornance-basod disbursements are an fncentive for the GOP to

enact policy reforas, but1ding a local private sector constituency to support
GOP implementation of, and monitor 1ts adherence to, policy reforu is critical
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to the long-term success of ASAP. Fostering private sector groups' active
participation in policy 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 priorities in cuch areas as Infrastructure affecting
agribusiness. This tncluces the location/phasing of infrastructure investments
in roads, shipping, port, transportation, communication, 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.

Good factual data s 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.

A. Program Performance Indicators:

1. Increased number of private sector groups with fmproved 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 analysis/advocacy activities. The activities have
had an important impact on policy formulation and will be continued under
ASAP. Other private sector groups have also indicated their iInterest in
becoming involved In these types of activities. The DA has indicated that due
to private sector support in the policy arena, policy 1ssues have become
better understood, with greater progress toward consensus for desired changes.

Dollar funding will be made available to selected local organizations, some of
wvhoa may serve as umbrella grantees adninistering subgrants to other private
sector groups such as Chambers of Commerce and Industry, trade and commodity
assoclations, acadewe, etc. 1t s envizioned thax, at a minizum through
direct grants or subgrants, ASAP funds will be granted to a total of 15
private sector groups and four regional universities to becoxe involved in
policy related activities.

Grant funds will finance data co” .ctlon, research studies, analysis,
workshops anu seminars to present research findings, and other advocacy
activities as needed. In order to strengthen the capacity of these ?roups to
carry out these functions, funds may be used for staff hiring, train h?.
technical assistance and commodities (such,as computers, desk top publishing,
etc.).

As approved by USAID, the general contractor (GC) hired under this program
wil) provide technical assistance and training to grantses in USAID grant
regulations and resporsibilities, as well in areas related to policy research,
analysis and advocacy.

|10



2. Increased number of private sector groups participating in policy
advocacy

Some groups may choose to participate only in advocacy activittes.
Grants w111 be made avatlable to these groups, since, due to success achieved
under AAPP, 1% 4s widely accepted by the private sector community that the
more groups involved in policy formulation, the better 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
fssues affecting the agribusiness system or specific agribusiness
sub-sectors. All grantees and subgrantees will be provided with guidelines to
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 Suppbrt Policy Asalysis,
Formulation and Advocacy

This element wil) invclve 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 par
e, but rather, focus on sustaining/enhancing the skills, resources, and
1inkages already in place. It might be stressed that various past projects
have created a foundation on which to build, and provided lessons on what
parameters constrain the DA's overall analytic capacity. ASAP will build on
;2oso successes. The ensuing discussions will be organized according to tasks

sted above.

Data s the basic tngredient for this capacity-building task. As such, a
Census of Agriculture and Fisherles (CAF) will be a major and priority
activity, and will be completed by the GOP using GOP funding as early as
possible during the 1ife of the Program. The Census establishes the basis for
subsequent statistical sampling activities. Reliable data 1s arong the basic
inputs 1n analyzing existing policies and advocating the policy impact and
changes needed for the improvement of the agribusiness system. MWithout the
Census of -Agriculture and Fisheries, the country will continue using the 1980
Census. Data users are already hampered by the unreliability of the statis-
tical output based on the 1980 Census. The Census will also serve as the
Lasellae survey by which measurement of progress in the sector can be assessed.

Primary responsibility for policy analysis, formulation, and advocacy within
the DA rests on the Policy Analysis 01vision (PAD) of the Planning and
Monitoring Service (PMS). The AAPP has been vigorously supporting the PAD
with contractual staff, equipment, technical assistance, and training.
Despite this assistance, further financial and husan resource development
support s necessary to fully reach sustainability of this important functicn
and to accelerate the policy reform process.

First, the PAD remains saddled with "quick response” tasks and therefore has
1imited time for in-depth economic analysis and monitoring of significant
developments in the sector. ASAP funds will be used to provide policy
analysis technical assistance, either through the general contractor or
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through other USAID mechanisms suvch as the Agricultural Policy Assistance Pro-
gram (APAP). These funds will provide access to such organizations as HIID
and IFPRI. It 1s also expected that a separate quick response group will be
4nst|tutionallzed through ASAP assistance using GOP resources and funding.

h's 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 "erecutive -
staff" at the disposal of the Secretary and the Undorsccrctary for Pelicy and
Planning.

The second major constraint 1s the 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 Natrional Economic and Development Authority (NEC\). The PIDS-type
institution should have the institutional fiexibility which DA itself does not
have. Hith the view that no new institutions should be created, candidates
vill include existing insitutions such as the Agricultural Cred't Policy
Council (ACPC) and the National Agriculture and Fishery Council (NAFC).

The third major constraint to tne effective functionina of PAD ‘s the lack of
delineation and coordination between PMS/PAD and other TA units vhich hava key
roles in policy analysis, formulation, ard advo:zacy for ajriousiness develop-
ment. These other DA units include the Agribusiness Group, the Bureau cf
Agricultural Statistics (BAS), and reglonai/provincial offices. As appioved
by USAID, the general contractor will provide technical assistance to help
delineate these variout 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,
furmulation, and advocacy. Tapping Into external iInstitutions 1s necessary
because of the multi-faceted nature of agribusiness development vhich
transcends the immediate bounds of the DA's mandate. Grants made to NGOs,
trade assocliations, regional chambers, etc. will foster 1inkages between the
private sector and DA to work more closely together 1n acheiving mutual
goals. For example, perhaps formal arranjements can be made for colleges and
universities to allow students to do resezrch in the DA. Compared to past
USAID interventions in the area of policy analysis, advocacy, and reform,
1inkages between private sector and GOP under ASAP’ 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 is difficult 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 beyjan
under AAPP. Formal training will be focused on in-country institutions with
corresponding research to be done in DA.

41



4. Strengthening DA Linkages within the Public Sector to Promote Policy
Formulation and Advocacy for Agribusiness Development

The DA is particularly weak in policy advocacy, with advocacy
activities having just begun only under AAPP funding. Under AAPP,
multisectoral workshops and conferences were held with success, including
those sponsored by DA as well as the private sector. DA linkages with the
Legislative and Executive Branches must also be strengthened to allow the DA
to have a greater influence on agriculture policy matters, as well as to,
foster discussions on policy issues. As approved by USAID and as requested by
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 Departwents. . .

a. Linkages with the Legislative Brgnch

Participation in policy forsulation/advocacy by members from both
Congress and Senate would strengthen the position of the agribusiness system
in attaining needed policy reforms. At present, the DA has assigned one
Undersecretary and one Assistant Secretary to act as 1talson officers with
Congress. Their focus s on monitoring pending bills/iscues affecting the
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
Yimited results. In order to tmprove the effectiveness of the private sector
and the DA in influencing policy reform, at the direction of the DA Secretary
and as approved by USAID, the general contractor may provide technical
assistance o the Legislature to conduct sector analysis on current and
pending legislation. Such support directed towards the members of the
Legislature would be expected to:

1. fectilitate the passage of bills needed for policy reforms;

11. promote nationwide advocacy for policy reforms that will bene-
£1t the acriculture sector being deliberated in Congress; a.d

111. strengthen the working relationship betwaen the Department and
the Legislature.

Sponsorship and passage of bills required to Institute policy reforms in the
agribusiness sector sometimes need only a modest tnvestment in technical
assistance or training to make the legislators understand the importance of
such bi11s and their impact on the economic development of the country.
Internal competition among the politigcians and the desire to report certain
accomplishments to their constituents will facilitate sponsorship of such
bills especially those benefitting ‘he majority of Filipinos who 1ive and work
in the agriculture sector. The goal of providing such assistance to the
Philippine Congress is to get the legislators themselves to expound on the
need for such reforms and the subsequent econoaic benefits vhich the country

would then derive.

]

b. Linkages with Other Agencies in the Executive Branch

Because of the broad and strategic importance of the agribusiness
food and fiber system in the economy, fssues Involving the agribusiness sector
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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 blases 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.
Fragmentation in management also exacerbates frictions between farmer- and
such upstream iIndustries as the feed-1ivestock complex of industries, food
processors, grain millers, oflseed 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 this 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 agencigs. Jolat undertakings in policy
foraulation 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. .

¢. Funding

To Increase flexibility, responsiveness and timeliness, funding
for these activities shall be placed under the administration of the proposed
Gener:! Contractor as approved by USAID and used to:

f. Allow the appropriate DA unit the resources and representation
capability to establish and strengthen their linkages with Congress and the
agencies 1n the Executive Branch for the purposes enumerated above through:
technical assistance; conduct of workshops/dialogues; cosmissioning of
studlosldraftin? of proposed bills; printing of materials/production of
documentaries; limited purchase of commodities; and other expenses;

11. 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

§11. funding site visits and regional dialogues with interest
groups. ’

I1.  Market Development

Objective: Encourage private sector investment in off‘clont vertical
coordination in the processing and marketing of selected agricultural
commodities with domestic and export market potential.
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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
effectively utilized to speed the transformation and restructuring of the
agribusiness system. _

PAAD design analysis shoued that ASAP assistance should focus on three areas
cf nonpolicy constraints facing agribusiness investment: (1) weak 1inkages
between farmers 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 1inkages between agribusinesses and primary producers created
or strengthened.

In the past, agroprocessors controlled most of their rav materials
production by owning plantations or at least a nucleus estate. CARP fis
radically changing that system whereby firms will have to increasingly obtain
their rav materials from large numbers of small farmers. As individual units,
many of these small farmers are economically unviable and unable to enter iInto
satisfactory marketing contracts with agribusinesses. AAPP helped foster
successful models In which agribusiness firms organized and trained farwers
into more profitable production units under a wide variety of contract growing
or contract marketing arrangements. ASAP will bulld 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 os supply agridusiness with a more stable supply
of quality produce. However, given the uncertainties surrounding CARP
implenentation, agro-processors are hesitant to invest in the training and/or,
organization of smal) farmer groups. Many of these firms do not have the
skills or funds for such developmenta) activity.

Traditionally, agribusiness firms invest in marketing infrastructure,
processing plants, etc. and rarely engage in training farmers to produce for
the firm. The governmert or NGOs have always shouldered the burden and costs
of training farmers, aloeit with Vimited success. Desigr analyzis has ‘shown
that firms are reluctant (o Invest In farmer training since this s an arca
which they have 11ttle expertise and view the cost of such investment as
outside of their normal business practices. However, many firas have
indicated a willingness to become involved in such treining 1f thosq
additional costs were to be lowered. Design enalysis has also Indicated that
farmer training controlled by the agroprocessing firm would yleld far better
results due to the strong incentives for the firm to ensure that the Tarmars
produce & quality and timely product as input into the agroprocessing plant.
Also, as the firms and farmers work more closely together, 1t will become
easier for the two sides to enter iInto contract growing/marketing
arrangements. These contracts ensure a steady market for farmers' produce at
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predictable prices and assure the firm a steady flow of quality produce as
input into processing or marketing activities.

As an alternative to pudlic supported extension services and to offset part of
these costs and risks, ASAP funds wil) be matched with business to organize
and/or train farmer groups to respond to market 4riven demand for farm
produce. In particular, U.S./Philippine Joint ventures will be a major target
group. Firms may provide tnhese services themselves or my chose to hire an
NGO or other {ndependent training organization.

Firms or the farmer groups themselves will make proposals for cost-sharing for
a period of no more than three years. The ASAP general contractor (GC) will
review and approve these proposals based on guidelines prepared at the
beginning of the project and approved by USAID. It is envisioned at this time
that these proposals w11l be in the form of subcontracts to the GC with the GC
retmbursing the subcontractor (the proponent agribusiness firm) a percentage
of the training costs. A1l subcontracts will be approved by USAID. Up to 75%
of the direct organizational and training costs, i.e., exc'uding overhead
costs, will be reimbursed as agreed upon under each cost-sharing arrangement.
for example, 1f the fira makes a substantial investment fn a new
agroprocessing plant or other marketing infrastructure, ASAP funds would share
a greater percent of the training costs. If the firm chooses to train farmers
first before making {nvestments in processinglnarketing. ASAP would share 2
smaller percentage of the farmer training costs.

2. Increased Private Agribusiness Access to Agro-procossind'
Technologies

The objective of this activity is to help rovide technical
processing {nformation not readily availadble to agribusiness entrepreneurs.
When producing for export markets, the processing technology frequently comes
with the market. The purchasers of the products will provide the processing
technologies to the producing fira. However, there will be {nstances vhen 2
Philippine agro-processing firm needs to identify processing or other
technologies before pursuing markets, or certain fragmented warkets will
require that the producer find and adapt the necessary technology.

This activity will focus on the handling and processing of fruits and
vegetables, grains and 1ivestock. The technology adaptation will include
farm-level trials to tdentify varieties that not only grov well but 79 also
consistent with the processing technology of the agribusiness. The GC will
assist the agridbusiness firm to identify sources of such information and
technology. Up to seventy-five percent of the costs of non-proprietary
gcchnology 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
and/or marketing technologles. If firas require processing, packaging,
marketing, or other special technologies or {nforzation, to market products 1n
domestic or export parkets, ASAP funds may be used to acquire such technical
assistance. Experts from the U.S. or other countries may be hired to train
the firms in the needed technology. Travel funds will also be avalladle for

Philippine firms to
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travel to the U.S. to view the operation of the technology or be trained in
its usage. However, all other costs assoclated with acquiring technology,
{.e., costs of equipment, shipment of equipment tu the Philippines, etc. will
be borne entirely by the firm itself.

Based upon experience already gained by implementation of USAID's PITO/P
Project 1n Cebu, Davao, and the National Capital Region, it has already become
evident that the damand for the services described above exceed the resources
avaiiable under PITO/P. ASAP implementors will work closely with the
USAID/PESO office to ensure that PITO/P resources will be utilized whenever
possible. If such resources are not avatlable (i.e. If the fira 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 information is one of the primary assumptions in a '
dynamic open market society. However, lack of market information has been
fdentified as a key nonpolicy constraint to agribusinass investment.

]
Building on the foundation laid by the activities of the BAS currently being
funded under AAPP, the proposed ASAP Agricultural Marketing Information System
(AGMARIS) will build uoon improved utilization of existing public - ctor
institutions and programs, while forming stronger 1inkages with auc wnlisting
the more active involvement of the private sector rYor a more sustainable and
relevant marketing information system. AGMARIT w!ll address the needs of the
agribusiness community, including farmers and other marketing participants,
wvhile also assisting policy makers.

The activities will be carried out in three phases. The first 1s the design
phase, which is currently 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 Markating 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 inittat-
fon of joint venture arrangements, adaptation of computer programs and
training of implementation teams. This {s expected to be accomplished in the
first six months. Over the next 30 months the Market News Service and the
Price and Volume Monitoring Service wil) be implemented. These services will
provide provincially/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. AGMARIS 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.
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HWhile the coordinated AGMARIS 1s being designed and tested, the Philippine
Chamber of Commerce and Industry's Marketing Information Dissemination (MARID)
Project will recelve support from ASAP. MARID has successfully demonstrated
the feasibility of 2 private cector-public sector collaboration in the
collertion, analysis, and dissemination of marketing information. Some parts
of the MARID Project will be self-sustaining by the end of CY 1991. Therefore
ASAP activities will focus on expansion of tke content of information, and
commodity and ared coverage of data collection and dissemination, including
feedback to the policy makers and legislators on parket 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
Marketing Analysis Service and Marketing Advisory Service. The Marketing
Analysis Service will provide {nformation on weekly parket developments at the
provincial, regional and national levels, and annual market analysis at
regional and national levels. Information materials for the GOP extension
service and farmers and 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 arrangesents with private
sector groups and other public sector agencies. Based on the January 1991
Astan regional planning workshop for the Philippine AGMARIS, the major groups
11sted in Table 1 are expected to participate in various ways. -ASAP will
provide short-term technical assistance through a buy-in with the AID/H
Agricultural Market!ng Information Systems project (AMIS). Operational
support will be provided by the DA.

ORGANIZATIONS ROLES
a. Farmers Assoclations Directions and Feedback
b, PCCI Directions and Feedback

Data Collection
Data Processing
Data Analysis
Information Dissemination
¢. Provincial and Regional . Directions and Feedback
Agricultural and Fishery Information Dissemination
Councils, National Ag and
Fishery Council, Provincial
and Regional Chambers of
Commerce, and People's
Economic Councils

d. Philippine Ports Authority Data Collection '

e. Other Industry Assoclations Directions and Feedback
Data Collection
Information Dissemination

¢. DA Agribusiness Group, Data Analysis

planning and Monitoring Information Disseaination
Service, and Operations Group
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b. Increased number of Jolnf ventures initiated

Project funds will be used to encourage joint ventures between
U.S. and Philippine agribusiness firms. The U.S. has long been recognized as
a largely untapped market for Philippine agricultural products. Also, many
U.S.-based agribusiness firas have expressed interest in investing in
Philippine agriculture. In order .0 increase these types of agribusiness
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 in orrer 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) w111 have a home base office in the U.S. which
will contact U.S. agribusinesses to solicit their interest in entering into
joint ventures in the Philippines. The GC will be able to provide support as
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
tickets and per diems, as well as logistical support in the Philippines. 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.l togistical support in the U.S. for these
Philippine firms. The GC will also coordinate closely with PITO/P funded
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 communities,
the GC will also arrange for and sponsor trade missions between the U.S. and
the Philippines to encourage formulation of joint ventures.

c. Increased Number of Trade Fairs, Wissions, Exhibitions and Market

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
market promotion where awareness and opportunities can be created. Such
activities will promote agribusiness products here and abroad, thereby
widening the marketing cycle. Such activities could also create opportunities
for increased investments 1n 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 sdb-conponent. Such
funds will be administered by the General Contractor as approved by USAID.
Several activities could be considered for funding In this sub-component:

1. Limited sponsorship by ASAP for local (or regional)

agribusiness fairs and exhibitions with the objective of promoting market
gatches between farmers' groups and processors.

497"



11. 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.

111. 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.

{v. Promotion of Philippine agricultural products in the international
market utilizing the possible assistance of the various agriculturs
and commercial attaches.

One important activity under this sub-component will be support for the Center
for International Trade Expositions and Missions (CITEM) 1n 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 tne important role and
performance of CITEM. Despite this positive imp-ession, CITEM has not been
able to expand its services to as many private sictor entities as needed and
has been selective in 1ts participation and sponuorship of missions, falrs 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 diems, and other logistical support for buyers,
sellers, and investors, and the cost of rental of bocths should be made
eligible for funding.

ASAP will fund market studies to be carried out by Philippine as well as
foreign marketing and consulting firms or trade assoclations 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 CITEM.  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 in market research, workshops/consultations, and
commodities for information collection, retrieval and transmission.
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ANNEX F
INITIAL ENVIRONMENTAL EXAMINATION
AND ENVIRONMENTAL AMALYSIS
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A. Description of the Program:

The purpose of the Agribusiness Systea Assistance Program (ASAP) is to
increase the volume and efficiency of private sector Investment in
agribusiness activity, with particular emphasis on the feed-1ivestock and the
fruit-vegetable complexes, closely 1inked to the smal) farn production
subsector.

The program will provide $80 million over the five-year 1ife of the
program to support policy reforms, .mprove policy analysis capabilities,
encourage the use of appropriate technology and the dissemination of needed
ln;ornatlon 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
mi1lion for support services; and $3 million for monitoring, evaluation and
audit services. The $80 million in A.1,0. program assistance {s expected to
be released in annual tranches over the five-year 1ife of the program, with
the first tranche to be released in late FY 199).

The procurement of pesticides or fertilizer s not envisioned under the
proposed program.

B. Recommended Environmental Action:

According to A.1.D. Regulation 16, the function of the Inftial
Environaental Examination §s to provide a bri:f statement of the basis for a
threshold decision, which determines whether a proposed Agency action is a
major action significantly affecting the environment. Hith respect to effects
on the environment outside the United States, Section 216.1(¢c)(11) defines
"significant effect on the environment* as "significant harm to the
environmeny.” .

It 1s recommended that the Mission Environmental Officer monitor the
implementation of the project component of ASAP and encourage that appropriate
environmental {mpact assessments are included under all feasibility studies of
new agro-industrial investment projects which have a potential negative
environmental impact. 1In 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 is also 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 in
cnsurin? that appropriate environaental impact assessments are conducted and
appropriate protective measures are included in the engineering designs.
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ANNEX F
ENVIRONMENTAL ANALYSIS

I. INTRODUCTION
A. Rationale for the Analysis

The purpose of this annex 1s to identify potential environmental and
natural resource 1ssues arising from implementation of ASAP policy reforms and
consequent developments In specific agribusiness subsectors. ASAP primarily
s almed at Inducing policy reforms which currently constrain the development
of the agribusiness sector in the Pallippines and to encourage a more con-
structive government-private sector "partnership” in the sector.

As in the case in meny 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 fallings, this situation has lead to
stagnation and decline in sectoral growth and gross mismanagement of natural
resources. This 1s almost obvious in "extractive” Industries 1ike forestry
and fisheries but is also a serious problem for plantation and small-scale
commercial agriculture. Hence, 1t is 11kely that most of the reforms envis-
foned under ASAP will have some positive environmentai and resources impacts,
if they are izplemented effectively. However, In the absence of an adequate
database on individual agribusiness subsectors, which 1s admitted by the PAIP,
and given the historically poor environmental and sustainable resource manage-
ment record of the private sector in agriculture, liberalizing reforms my 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 refora
program and project assistance compcnents in order to recorwnend specific
guidelines. These are aimed particilarly at the technical assistance
component of the program. In the event applied research activities are
supported by USAID, particularly where these may fnvolve significant fleld
activities or pesticides use, tnese procedures should be used. Finally,
suggestions for monitoring and evaluation are provlqod.

B. Scope and Organization of the Analysis

This environmental analysis focuses first on the possible environmsental
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.
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This analysis will not attempt to provide empirical analyses/findings or
describe quantitative models of the relationships between the proposed reforms
and impacts on resources and environmental/socioeconomic systems. Nelither the
database nor the time exists to attempt such an effort. The aim of the
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
fnstitutional issues related to reform of the agribusiness sector. This is
followed by a discussion of possible environmental concerns in the two
subsectors addressed by ASAP and some recommendations for GOP and private
sector institutional roles. The analysis concludes with some suggestions for
further research and study, and technical assistance and training under the

program.
II. PRINCIPAL ENVIRONMENTAL AND RESOURCE MANAGEMENT ISSUES IN ASAP

A. Policies for Sustainable Resource Management

Nithin the vertical organization of the agribusiness sector, two
stages pose the greatest environmental risk from rapid expansion and
fntensification. These are the production of “raw materfals” and the
processing of these materials for intermediate and final markets. In contrast
to these two, the marketing, the transport and distribution stages are of
secondary environmental concern. Hence, this analysis focuses on the first

two stages.

One aim of ASA® is to increase the quantity/quality of feed corn and tropical
fruits/vegetab.es (the "raw materials™) available to Vivestock producers and
agro-processors. A second aim is to focus on downstream industries and
services which transform agricultural production into processed goods for
domestic and export markets. The twc agribusiness subsectors identified are
both well-established and widespread. Analysis to date indicates that they
both have promising domestic market potential. Fruits/vegetables are
furthermore thought to have export potential. Finally, the two subsectors are
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 fmpact 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
fs based on the ASAP program strategy. The two most potentially important
policy actions for the environment concern the proposed stimulus to the
corn/1ivestock feed subsector (2.1), and the encouragement of agribusiness
production/processing (2.4). These two 1ssues will be addressed in more
detat) along with the general analysis of environmental concerns.

The macroeconomic and regulatory reforms proposed along with expected changes
in microeconomic behavior give rise to a number of questions about the
environmental implications of the reform program. Specifically, if the
assumption is accepted that the reforms proposed under ASAP would lead to an
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Table 1: Matrix of Potential ASAP Environmental Concerns Policy Matrixl/

Potential Summary of
Policy Reform Implementation Action Environmental Environmental
: Concern Concern
1. Improve price and 1.1 Lower VAT on agri- No
incentive environ- cultural processing
ment for agribusiness
2. Reduce GOP direct 2.1 Phase out NFA role Yes Land use conver-
operations/obstruct- 1In corn increase all - sion;-vaste
fve regulation. disposal;
monocultures;

production inputs

2.2 Freer entry and No
competition in agri- .
business markets.

2.3 Better access to Possibly Port congestion
inter-island shipping from increase in
cargoes
2.4 Clarify CARL land Yes Land use conver-
use conversion; titling sion; watershed
and use of land as loan panagement;
collateral water resources;
vaste disposal;
& other
pollution.
3. Improve GOP 3.2 Improve DA iInsti- Yes Potential posi-
budgetary support tutional & data manage- tive impacts on
for agribusiness ment capacity ~environment; bet-

ter extension, &
sustainable in-
tensification.

[/ TCL policy matrix drawn from Reference (1), pp 25-6 In Appendix 2.

increase 1n the quantity/quality of production 1n the two target subsectors,
wvhat are the implications for resource management or environmental carrying
capacity? 1Is good arable land avallable to sustain such quantity increases?
Are farm managenent systems and inputs adequate or sustainable to support
improvements in the quality of production in these two subsectors? Nhat are
the implications for land use policy in the principal growing regions? Is
vater avallability and water quality a serfous constraint? Will the proposed
reforms have negative socio-economic impacts on producers, workers or
consumers, Including subsistence production? What are the cumulative impacts
of agro-processing industry demands for large supplies of good quality water.
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or the waste assimilative capacity of specific regions? HWill 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? HMWhat 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
{nvestments 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, 1s to
find ways of incorporating the full opportunity costs of the use of common
resources 1lke water and soll into the cost and price structures of agribusi-
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 % 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; soll 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 fmpacts on land
resources can be divided into two categories: the size and location of the
facility and the disposal of solid and 1iquid 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 1n quality, at which point the costs of maintenance and relfable
supplies become very steep. This Is a common problem even in developed
countries. The usual alternative has been to abandon the land. The feasibil-
1ty of this strategy is strongly influenced by population pressure and avall-
abi1ity of alternative sites. The latter varfable 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. :
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Attempts to meet Increased demands from either subsistence, commercial markets
or both usually take one of two routes: either expanding the area of product-
fon, 1.e. bring new lands iInto 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 iInto
production to a few remnant areas, even in so-called "ploneer” reglions such as
Palawan. “Marginal®, 1t should be noted, 1s a valued-laden term; land which
is marginally productive for continuous cereal production, for example, 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 Thatland, 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 i1n 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 llvestock. Apparently, coconut estates are underut!lized
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, iIn
fact, Imperata (cojon); grasslands with very limited fodder potential. They
might serve a better function 1f 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 massive transformations of the
environment in some areas. In Mindanao, for example, by 1980, agribusiness
firms were estimated to have planted up to 527 of the entire arable land
ared. This land was acquired by efther seizure of ancestral tribal lands or
forced indebtedness with the result that thousands were driven 1nto the
uplands, further exacerbating environmental degradation and fronically,
threatening the new lowland iInfrastructure with sedimentation.any flood damage
(5:16-18). Overall extensive agribusiness, 1.e. corporate plantations have
tended to provide less employment and income per hectare, while entailing
serious soclal costs to the Philippine ecoromy. To the extent that the
current proposal seeks to work with smallholders, in intensive systems, the
strategy may yleld more employment/environmental services. However, this is,
as yet, unknown and snould be monitored during the program.
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Still, smallholder intensification of existing croplands for commercial
production also can have potential impacts on land use and soil resources:

f. 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 lanc. 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 iInfrastructure.

11. Intensification may require greater applications of artifi-
clal fertilizer and pesticides which, over time and at high application rates.
have serious consequences for soil structure, erodibility and accumulation of
heavy metals. This 1s most common in continuous, monoculture systems.

111, Soil s a semi-renewable resource. Under most circum-
stances, 1f depleted beyond certain 1imits, whether sconomic or physical, it
requires an extremely long time to be restored, if at all. For the incividual
operator, however, the option value of conserving the resources is by no means
as obvious as 1t might seem. For both the poor, subsistence farmer (typically
described as the main causal agent of land degradation) or the commercial
farmer growing high value temparate vegetables for the urban/export markets,
for example, the discounted net present valu of soil and water conservation'
investments or mulching and composting or crop rotations may be extremely
low. In various parts of SE Asla, for example, intensive commercial vegetable
cultivation s 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 soll resources fiom processing take two
forms: one 1s the location and scale of the facility an’ other s 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, 1n many cases, the more severe the potential
fmpacts. 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
technologles, there 1s also the risk of soll contamination from chemical
residues, waste olls 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 stimilation 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 1s discussed in the section
on cross-sectoral impacts.
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2. Water Resources

Nater 1s probably the single most important constraint on agricult-
ural production/prcductivity. In the Philippines, as in most other develeping
countries, 1t is a scarce and valuable resource. Relfable, relatively clean
vater supplies are essential to both the production and processing stages of
most agribusinesses. uUnforiurately, water regimes, in many parts of the
Philippines, have been seriously damaged by improper land use, particulary iIn
upland regions and by contaminiation of groundwater supplies and, In some
areas, salt water iIntrusion « Groundwater suppliies have been most seriusly
affected in urban and peri-urban regions but are also showing shortages in
rural areas, due mainly to disturbances of the hydrological regime, with
reduced Infiitration 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 prccess water within
the plant.

Many agribusiness operations also will require some degree of pre-treatment of
vastewater before discharge into waterways due to often high levels of chemic-
al and biological oxygen demand (COD/BOD) and other pollutant levels of such
vastevaters. In the Philippines, agribusinesses are the second largest pro-
ducers of wastewaters with high BOD and nutrient loads. Hhen combined with
domesti: 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 orogram's Supp~rt Services Componentand, if appropriate,
formulated Into general guidelines for private sector agribusinesses.

However, reuse and recycling of water often 1s perceived to be "economic" only
where appropriite water pricing, accounting and treatment policies by local or
national governments exist and are enforced, otherwise private sector water
users (whetlier 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 runo‘f, particularly from high Intensity
tropical storms flows Into streams which, 1n turn, flow into the seas,
damaging or destroying fisheries and coral reef systems.

3. Feed-Livestock

The initial environmental concern with the corn subsector, 1n
particular, concerns the proposed Increases In production. What 1s unclear is
vhether this Increase is expected to come from a few regions or whether the

articipating farmers are spread throughout the country. The faplications for
and use, cropping systems, employment and pollution could %e very different
dependirg upon the ansver to this question.
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A second potential fssue concerns the scale and technology of corn drying,
storage and milling facilities. The extent to which as many as possible of
the activities of the first two stages, in particular, can ge 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 rcquire transport iInfrastructure 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, ¥ncluding the export
market. Growth of this sector will require greater numbers of abbatoirs and
dressing plants. These can generate potentially large amounts of solid/1iquid
wvastes. Fortunately with the right Yncentives, 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 1s 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, asparagus, etc.). As noted earlfier 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 locai envir-
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, upind 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 GOP
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 smallholders, including those with new
land titles, the program could have a net positive social impact. One of the
major 1ssues identified by the PAIP was the ability to use land as collateral,
provided guarantees exist to avold forfeiture of land in the case of loan
defaults. Anothers issue 1s the organization/training of farmers in product-
fon and initial post-harvest processing. If undertaken with appropriate
attention to environmental components these activities would also have
positive environmental impacts.



Soclio-economic impacts assoclated with agro-processing are similar to other
industrial development, including possible 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 11legal
settlements which have no proper sanitary systems. Such settlements may
spring up in part because of employ=:-c opportunities at the plant or the
provision of services for the plart and its workers.

C. Cross-Sectoral Issues

« A nuaber 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 cross-sectoral impact Include:

1. Transport of pollutents off-site and their contuaination 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 1dentified as a serious problem 1n parts of Mindanao
and Leyte, for example (6:F16-19). Air pollution from certain kinds of basic
industries: cement, smelting, refining, for example can have serfous impacts
on crops downwind. Some of these iIndustries 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 aristng irom 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 1n the soil and water supply affecting on-site and
downstream residents. Examples of the second kind of impact include:

a. Subsidies of agricultural tnputs 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, is a particular problem for contamination of scarce
wvater supplies.

IIT. INSTITUTIONAL ISSUES OF ENVIRONMENTAL MANAGEMENT RELEVANT TO ASAP
A. The Role of Environmental Policy and Managesent in ASAP
A number of the potential impacts and resource management issues
fdentified in this analysis are the result of poor GOP policy and regulations

or inability to enforce these. Most environmental analysts, familfar with the
Philippines, agree that the GOP has put into place a fairly comprehensive and
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experiepce with lowland, uniform cereal commodity systems than with diverse
vpland polycultural systems. In addition, because environmental, socio-
economic and cultural conditions are so varied, it is very difficult to devise
a standard extension package for the producers. The PAIP recosmended the
reform of the DA's extension system which could help considerably. However,
pilot activities with farmer-lead technology developaent/transfer, possibly
with the help of PVOs might be useful as well.

IV. Recosmendations for Action, Training and Research
A. Priority Issues for ASAP

The major environmental and resource priorities identified by this
analysis for ASAP are: e ]

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 1ts CARL program. In addition to these
Initiatives, the ASAP technical assistance team should have th. capability to
respond to requests for trchnical guidance on environmental aspects of
agroprocessing operations, e.g. siting of plants (groundwater or waste
disposal impacts, etc.) and other related concerns as discussed in Section II

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, in which agribusinesses will work
directiy with farmers on agronoa'c and processing requirements fcr specific
comodities. As part of 1ts normai project monitoring, USAID (or the
contractor) should review peviodically such agribusiness guidance for its
environmental or socio-economic sustainability.

3. Agro-processing plant environmental audits. Technical assistance
in carrying out such audits 1s avallable through the Korld Environment Center, -
with which 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 inclusfion of
environmental varfables and issues.

B. Scope of USAID Action in the Framework of ASAP

I The pripcipal environmental/resource management role of the USAID
Mission in relation 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 critical structural and
regulatory barriers to development of this sector, 1t 1s 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
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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 ts particularly
relevant to the natural resources sector, given the iIntimate connection with
environmental quality of agribusiness activities.

A second mandatory role for the USAID Mission and the ASAY Program (as repre-
sented by the MEN, 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.1.D. Environ-
mental Procedures) since the proposed iIntensification of commercial agricult-
ural production, storage and distribution in densely populated areas poses a
potentially serious health/pollution problem. Similarly, opportunities for
incorporating known integrated pest management techniques in applied research
or technology dissemination efforts should be taken up.

ASAP will focus on policy reform with support services for smallholders and
agribusinesses. It 1s recommended 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 Include
the NRMP, LOAP, the Mindanao Development Project, Loctal Government Infrastruc-
ture Project and Philippines sapital Infrastructure Project.

Hith regard to the concerns raised in the environmental analysis, three
components.of the ASAP program seem appropriate for USAID environmental action
in the context of the program. These are: the Support Services Component,
Monitoring & Evaluation Component, and EAs for feasibility studles. Most of
what is recommended below is meant to be Integrated directly iInto the proposed
program rather than stand alone measyres. This will ensure compliance with
the intent of A.I.D.'s environmental procedures which are for them to be
integrated iInto planning, design and monitoring. '

C. Technical Asststance Recosrendations

Most of the recommendations below take the form of technical assist-
ance and research recommendations. This environmental analysts will pot
attempt to specify, 1n detatl, the implementation arrangements which might de
used. - ‘

1. The ASAP envisions a strong effort to remove 1icensing 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 ineffictent and self-
defeating policies and regulations. In this respect, i1t 1s recommended that
TA 1n the Support Services Component work closely with DENR's Environmental
Management Bureau to review their environmental 1icensing 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 act as a
disincentive to investment. Ideally, this review process should take the fora
of government-industry dialogue and would be located in the appropriate line

2147



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. Hith respect to the design and operations of agro-proc .ing
plants, it 1s 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 HEC. These services may be accessed directly by ASAP
or may be included 1n the design of the forthcoming Urban and Industrial
Management Program.

3. It 1s 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 herticult-
ural management often demands greater farmer management inputs and sophisti-
cation than does much cereal production, for example. Hhile at least some of
tue 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 ~.b11c 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 and
research (not otherwise available through other programs and projects) u:e
partly the function of the ASAP monitoring system and partly independent
needs. As numerous analyses have noted, the existing agricultural datavase
relevant to agribusiness concerns (including production and resource use as
well as marketing information) is very deficient. T1l.e GOP should begin to put.
into place a decign for one or more GIS or other simiiar database systems
which provide the basis for assessing regional cumulative stress or reszurces
from unplanned or uncoordinated growth and development. Thic {5 rapidly
becoming a major issue for Mindanao, for example, and ccuid affect the
long-term viability of agribusiness development. The ASAP program lacks the
resources or Jdesign 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 Mindanao Growth Plan.

Some evidence exists which suggests that the initial Jmpact of the CARL on
agricultural oroductivity anc¢ sustainable intensification 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, 1t might be useful to carry out a "before and after” study of
particiyating farmers (2 representative sample) to determine whether vertical
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integration, brought about by ASAP, actually improved the 1ivelihood 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
appHed research and/or farmer organization/training costs of acceptable pro-
posals. Many proposals will not entall any fnvestments in major 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 "housekeeping” 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 11ability risks, require relatively 11ttle
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 factlities, 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 iIntervention lies in the selection of
proposals which reduce input burdens (e.g. artificlal fertilizers & pesticid-
es) or promote sustiinable forms of iIntensification should be encouraged by
ASAP. Clearly, the selection of any technical assistance team should include
individuals with appropriate environmental and anthropological experience.

It 1s assumed that the ASAP Program will try to monitor the effects of the
reforms it 1s encouraging and that would include monitoring/evaluating the
impact of the program on various components of the agribusiness sectors,
farmers, prccessors, marketers, etc. Further, 1t is assumed that ASAP
recognizes that the effects of such reforms will not necessarily be unifora or
neutral across categories of producers and processors.

V.  PROPOSED ENVIRONMENTAL PROCEDURES FOR ENVIRONMENTAL ASSESSMENT OF
AGRIBUSINESS INVESTMENT FEASIBILITY STUDIES UNDER ASAP

A. Summary of A.1.D. Environ-enial Procedures

A.1.0.'s eivironmental procedures are described in 22 CFR 216. .The
purpose of these procodures is to identify !
. potential significant impacts on natural resources,
environmental systems and important socio-economic groups and cultural
resources. This 1s, in fact, the reason for this envi-onmenta) analysis. The
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Bureau Environmental Coordinator (BEC) must approve all major environmenta)l
documents, prior to authorization of funds. Each environmental document is an
Integral part of the project design process, I1EE (PID/PAIP), Environmental
Analysis, EA Scoping Sessions and an Environmental Plan of Action (PP/PAAD).

Ihe calculator of the program or project budget should allow for any monitor

If ASAP disaggregates tts monitoring/impact evaluations, tt should not be
difficult to include some charactertzation 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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6. BOCIAL ANALYSIS

Appraisnl of the social and gender issues inherent in ABAP
feasibility requires two types of analysist ‘

4 Population-level impacts of the reforms constituting the
policy component of the program;

s Broad-based participation in and benefits from activities
of the support services component.

Full appreciation of the nature and Aegree of gender-,
disagoregated impacts of ASAP can only be Qained 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 ey policy
reforms and Yelevant ASAF activities designed to relieve non-policy
constraints i1 the 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 sprcific commodities in addition to bananas have
been selected. o e

oy

. e e ¢, cnem o

A. Social and Gender Issues in Populaiién-lcvcl Impacts of
Key Policy Reforams

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, Such investment will lead_inevitably over
time to growth in value added generated by the agribusiness system.

Several policy reform objectives ate envisaged under ASAP. At
the heart of these objectives are four reforms designed to promote
Qrowth in" grain production, particularly corn, and in the feed-
livestock sub-sector, through increw.zed efficiencies and lowered
production costs. Government involvement in gQrain 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 progranm.

Two reforms will further support the e{ficiencies 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 19688, presently constraining the use of land as
collateral for investment credit, legal conversion of agricultural
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land %0 non-agricultural purposes, and the establishment of
effective producer-processor linkages. These constraints will be
acdressed under ASAP by the development of realistic CARL land use
yuidelines, and a CARF implementation schedule.

The second reform is designed to achieve "an efficient inter-
island industry for the movement of agQricultural commodities."”
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
objgctivos under ASAP: 1liberalization of the corn-feed-)ivestock
sub-sector and removal of uncertainty over CARL implementation.

8 Establish a policy environment conducive to sustained
private sector investaent in com 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 Philippincs is a recognized potential’

source of economic growth; it is the second largest crop (207 of
‘area planted, 227 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. FPork, beef, and poultry consumption rises even faster
with increase in income than whreat, 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
noultry raisers should generate significant multipliers--especially
otf-farm employment--in the Philippine economy. It ,is the gender-
disaggregated nature of both on-farm and related off-farm
cnploymcnt and income impacts that will constitute the subject of
research 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 ARSAP reforms
affecting corn production and marketing will have broad-based,
beneficial impact on the rural, generally poor, population of the
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'Phtlippinos. 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; B4% of hog
production and 76% of poultry raising is carried out on smallholder
farms and in backyard, cottage-stylc 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 aroung the major markets, such as Manila. The
contractual arrangement involves cost and risk sharing between the
poultry or hog 4integrators, charged with providing animals,
medicines, and feed, and the farmer contractors, who provide the
land, buildinqs, 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 ricen from 42%Z of
domestic supply in 1970 to 65% in 1989 (IFPRI, 1991). On average
feedmillers now use about 527 corn in their feed mix production for
hogs and poultry.

.. ...Linking the corn producers and the livesstock industry are the
210 registered manufacturers of mixed feeds (1989). In 1985, some
B85% of feed mills were located in or near Manila, comprising about
764 of total feedmilling capacity (IFPRI, 1991). Forward and
backward l1inkages between the millers and other enterprises involve
ncarly 2,000 firms. Commercial feedm. llors, moreover, control
about 747 of total output of mixed_feed. Feed for chickens and
hogs constitute 4467 and 45% rospoctivcly of the 963,000 mctric tons
of feed produced in 1989 (IFFRI, 1991).

(2) Another set of actions under ASAP will attempt to 1link
more fully <he domestic feed-livestock sub-sector to the world
aarket. Domestic corn prices are currently highcr than world
prices and corn producers are protected throughk import quotas.
While this would appear to favor corn producers at the expense of
feed users, the arbitrary application of the quotas, prasently 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 4introducing a price band scheme ¢for
stabilizing domestic corn supply and prices as a step to eventual
total liberalization, ASAP will promote trading margins sufficient
to cover private sector procurement, storage, transport, and
processing, while not unduly constraining smallholder producers.
The latter will benefit on balance from increasad private sector
demand for their produce, a process tending to raise and to
stabilize prices. Although eventually competing directly with
world producers of corn, smallholders sliould respond to increased
competition through farmer associa*ions and improved and sustained
linkages with agro-processors, as well as benefitting from reduced
transport costs, particularly in shipping and handling.

A gender-disaggregated survuy of employment and income impacts

01
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including the expansion of trader operations and on-farm 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
(baranQay, municipal, & provincial traders, canvassers, shippers)
will be examined. Of interest also will be the evolution of the
oliqgopolistic 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-nrocessor
contracts. . '
8 Remove uncertainty of CARL implemantatincn to facilitate
~ private sector agribusiness planning and investment.

_ Two areas of uncertainty in the application of CARL remain at
present and will be addressed under ASAP: use of agricultural land
' for 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, 1991,
ruling that livestock lands are not subject to redistribution under
“the CARP= = - N ;

‘Under™ CARL, ownership ~of agricultural land cannot be
transferred without the approval of the Department of Agrarian
Reform. Lending institutions currently are reluctant to approve
loans with land subject to DAR authority as collateral. Until the

‘uncertainty concerning the transfer of holdings over 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-
‘processors alike, if newly divided holdings can continue to
function under coordinated or centralized management much as
‘before. 'This will require a new form of partnership between agro-
processors and farmer associations or cooperatives, because it is
doubtful that individual smallholders can easily recreate the
cffiqiun;ios and economies of scale of former plantation crops.

The related issue of the conversion of present agricultural
lands to non-agricultural usec, particularly livestock raising will
be nddrossod“gndec ASAP. To the extent that predictability nqd
ease of conversion can be assured, investment will be promoted in
livastock enterprises and 4in wupstream and downstream linking
activities. This will'pc?ticulcrly benefit poultry and hog raisers
and the mass of smallholder corn producers. The rature 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 Coritractor.

8 Remove excessive GOP regulation of private agribusiness
and eliminate the tax bias against the sector.

G-4
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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 increase’ efficiencies in production and marketing should
in the short term permit an easing of prices to consumers to spur
demand. Frice deregu_ation will particularly benefit the large
number of backyard producers of pigs and poultry, who are
overwhelmingly women.

The Philippines have a comparative advantage internationally”
in the production of bananas. Although 257 of production is
exported at present, GOP regulations limit total area planted to
23,000 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 1ifting of ¢this 1limit under ASBAP conditionality.
Additional revenues generated by full exploita* on of external
market opportunities is estimated at from $73-96 million (c¥.
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, farmers already possess their
own processing stations. Most banana production will occur on
Mindanao, free from typhoons. Smallholder farms average S-6_
hectares, are generally independently owned, and employ men and
women about equally in productive taske. On thix basis from 400 to
1,000 farms are needed to constitute adequate production volume tc
packers and e:porters, 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.

"'B. Social and Gender Issues in Market Development Support
Services

ASAP assistence in alleviating non-policy constraints to the
establishment of more effective vertical integration and
coordination within the agribusiness system will address the
following issues: 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 cxtension services which must not ignore the economic
roles of women and the poorer <farm households for GOP equity
objectives.

G-S
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8 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 targettcd under ASAP, but it is expected that
producers of other commodities, such as cul flowers, asparagus,
tomatoes, and various fruits will respond to incentives in the
"liberalized agribusiness system.

Activities under ASAF to organizé small, unviable, smallholder
operations into larger groupings to enter into volume contracts
with agro-producers and marketers have already proven successful
under the Accelerated Agricultural Froduction Froject (AAFF), Six
market development specialists are currently engaged in organizing
farmer associations or cooperatives throughout the Fhilippines, the
‘most successful of which are based in Cebu and Mindanao. It is
planned that these models will be ehpanded under ASAF,

The trend away from monolithic plantation or nuclear estate _

'farming seems under way, spurred on by the 1nev1tab111ty of CARL
implementation. Some of the large agro-business firmg, such as
Ayala Agricultural Development Corporation and Republic Flour Mills
(RFM), are already pioneering in establishirg long-term processor-
producer cooperative linkages based on mutual support and trust,

much like the longer term trader-farmer relationships known as

"guki.” Under ASAF, training, seminars, workshops, and techn!cal
resources (including the services of market development expcits)

will be used to assist both farmer cooperatives and agro- processersl

to engags effectiwely in ingtituticnsalized marketing crrangementco.

The use of matching ASAF and private soctor funds to urganizo_

and train producer cooperatives must assure that such activities
properly include both sexes. Such &pparcntly is_the case in many
of the training sessions currently undertaken und2r the RAPP,
Neverthelesc, e:perience from similar project activities in other
countries underscores the potential for women to drop out as target
beneficiaries under ASAF-funded activities. The transfer of
technology and marketing information must involve both sexes;
relying on trancmission 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%Z), it is probable “hat
no other representative would be as effective as the f.malo head of
farm (see Coronel, 1990).

It is recommended that deliberate attention be paid under ASAP
to involving fem/le-headed farm families in farmer cooperatives,
since many tend - to be from the poorest 3I0%Z of Philippine
households, the target group under ~zurrenil 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, towever, should be the design and implementation of an
employment and income impact monitoring survey, whose objective
would be to track a strategic sample of producer groups and agro-
. business firms lying at key points along the set of vertical
linkages in the corn-feed-1ivestock 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 bt to deteraines 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 trends should be made. . . e

The survey may t2 seen more appropriately as a set of surveys,
each focusing on a specific segment of the marketing chain from
producer to ultimate transformar. _ It is not expected that thase
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
sore effectively intervene in future years. Monitoring such
changes will enable the GOP and A.I1.D. to design more effective
follow-on projects after the completion of ASAP. Finslly, data on
differential impacts on men and women will enable women's gQroups
monitoring the Fhilippine Development Plan for Women (1989-1992)
and the Philippine Country Plan for Women (1990-1992) to establish
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at ieast 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 ASAF are to be found in
reports prepared proviously by Ernst and Young (October, 1990) and
De 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 & 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 Fhilippines, 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/vegetadle employment and income
"changes will require carefully crafted mini-surveys targetting
stratogic links in the vortical production-processing-marketing
systems.
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CROSS REFERENCE:

ANNEX G

"8C(2) - ASBIBTANCE CHECKLIST

Listed Dbelow are statutory
criteria applicable to the
assistance resources thenselves,
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.

IS COUNTRY CHECKLIST UP

TO DATE?

A.

CRITERIA APPLICABLE TO BOTH
DEVELOP:TEN" ASSISTANCE AND ECONOMIC
SUPPORT -F" o . - .

t 3¢ Country Development
Bffo. (FAA Sec. 601(a)):
Info .~n and conclusions on

vhet: assistance will encourage
efforcs of the ‘country to: (a)
increase the flow of international
trade; (b) foster private initiative
and competition; (c) encourage
developnent 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 (£)
strengthen free labor unions.

2. U.8. Private  Trade and
Investment (FAA Sec. 601(b)):
Intormation and conclusions on how
assirtance will encourage U.S.
private trade and investzment abroad
and encourage private U.8.
participation in foreign assistance
programs (including use of private
trade channels and the services of
U.S. private enterprise).

Yes. It is included in

e PARD for the Private
Enterprise Policy Support
Program (492-0457).

1. & 2. One of the
Program's objectives is
to encourage market
developrent and Jjoint
presentation betwveen
agribusiness farms and/or
farm groups.


http:DEVELO-.rl

Congressional Notification

a. General requirement
(FY 1991 Appropriations Act Secs.
323 and 591; FAA Sec. 634A): It
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
or welfare)?

b. Notifice of nev account
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?

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
detajiled deczription of how the
funds wili be used, with a
discussion of U.S. interests to be
served and a description of any
economic policy reforms to be
promoted? )

4. Engineering and Pinancial -

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)
& reasonably firm estimate of the
cost to the U.S. of the assistance?

Congressional

Notifi-

cation was submitted on

June
$40,643,000
obligation this FY.

N/A

Yes.

N/A

for
for

R
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5. Legislative action (FAA
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.
611 (b): FY 1991 Appropriations Act
Sec. 501): 1If droject is for water
or water-related 1land 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, et seq.)? (See A.I.D.
Handbook 3 for guidelines.)

7. Cash Transfer and BSector
Assistance (FY 1991 Appropriations
Act Sec. 575(b)): Will cash
transfer or nonproject sector
assistance be maintajned in a
separate account and nut comningled
with other funds (unless . such
requirements are waived by
Congressional notice for nonproject
sector assistaance)?

8. Capital Assistance (FAA Sec.
6l1(e)): If project is capital
assistance (e.q., 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
Objectives {"AA Sec. 601(a)):
Information and conclusions on
vhether projects will encourage
efforts of the country to: (a)
increase the flow of international
trade; (b) foster private initiative
and competition; and (c) encourage

N/A

N/A

Yes.

N/A

The program objectives
includes policy reform
wvhich vill encourage
agribusiness investzment
and lead to increase flow
of international trade.
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developnment and use of cooperatives,
credit unions, and savings and loan
associations; (d)
monopolistic practices; (e) improve
technical efficiency of industry,
agriculture and commerce:; and (f)
strenxthen free labor unions.

10. U.8. 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 progranmns

(including use of private trade
channels and the services of U.S.
private enterprise).

11. Local Currencies

a. Recipient
Contributions (FAA Secs. 612(b),
636(h)): Describe steps taken ¢to
assure that, to the maximum extent
possible, the countcy is
contributing 1local currencies to
meet the cost of contractual and
other services, ard foreign
currencies owned by the U.S. are
utilized in lieu of dollars.

b. U.8. -Owned Currency (FAA Sec.
612(d)): Does the U.S. own excess
foreign currency of the country and,
if so, what arrangements have been
pade for its release?

c. Separate Account (FY 1991
Appropriations Act Sec. 575). 1f
assistance is furnished to a foreign
government under arrangements which
result in the generation of 1local
currencies:

(1) Has A.I.D. (a)
required that local currencies be
Qeposited in a separate account

established by the recipient
government, (b) entered into an
agreepent with that government

providing ~the amount of 1local
currencies to be generated and the

discourage -

The progranm includes

activity vhich are
designed to stixulate
joint venture

arrangenents between U.S.
and Philippine firms and
farmer groups.

The GOP will contribute
to the Program through
budget resources.

N/A

N/A
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terns and conditions under which the
currencies so deposited may be
utilized,and(c)established by
agreenent the responsibilities of
A.I1.D. and that government ¢to
monitor and account for deposits
into and disbursements fiom the
separate account?

(2) Will such local
currencies, or an equivalent amount
of local currencies, be used only to
carry out the purpcses of the DA or
ESF chapters of the FAA (depending
on which chapter is the source of
the assistance) or for the
adninsitrative 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) 1If assistance is
terninated 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. Burplus Commodities
(FY 1991 Appropriations Act Sec.
S21(a)): 1If 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 1likely to cause
substantial injury to U.S. producers
of the same, similar or competing
commodity? ,

b. Textiles (Lautenberg
Amendment) (FY 1991 Appropriations

No.

No.
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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 fronm
U.S.-made components) be used
directly to ©procure feasibility
studies, or project profiles of
potential investment in, or to
assist the establishment ot
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
wvearing apparel?

13. Tropical Forests (FY 1991
Appropriations Act Sec. 533(c) (3)):
Will funds be used for any progran,
project or activity which would (a)
result in any significant loss of
tropical forests, or (b) 4involve
industrial timber extraction in
primary tropical forest areas?

14. PVO Assistance

a. Auditing and

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
requirermants of A.I.D., and is the
PVO registered with A.I.D.?

b. Punding sources (¥Y
1991 Appropriations Act, Title II,
under heading "Private and Voluntary
Organizations"): If assistance is to

be made to a United States PVO

(other than a cooperative
development organization), does it
obtain at least 20 percent of its
total anuual funding for
international activities from
sources othexr than the United States

No.

It will.

It is not envisioned that
a U.S. PVO will . be
provided direct
assistance under ! the

Progranm.

ok



Government?

'1S. Project Agreezent 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
agraement been pouched to those same
offices? (See Handbook 3, Appendix
6G for agreements covered by this
provision).

16. Metric Bystem (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 systenm of measurement in its
procurenments, grants, and other
business-rclated activities, except
to the extent that such use is
impractical or is likely to cause
significant inefficiencies or 1loss
of markets to the United States
firms? Are bulk purchases usually
to bec made in petric, and are
components, subassenblies, and semi-
fabricated materials to be specified
in wetric units when econonmically
available and technically adequate?
Will A.I.D. specifications use
metric units of ueasures from the
earliest programmatic stages, and
fron the earliesc documentation of
the assistance processes (for
example, project papers) involving
quantifiable measurements (length,
area, volune, capacity, mass and
weight), through the implementation
stage?

It will.

Yes they will.



17. Women in Development (FY 1991
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
Assistance (FAA Sec. 209): Is
assistance more efficiently and
effectively provided through

regional or rpultilateral
organizations? If so, wvwhy is
assistance not 8o provided?

Information and conclusions on
wvhether assistance will encourage
developing countries to cooperate in
regional developnent prograns.

19. Abortions (FY 1991
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 cnercive abortion or
involuntary sterilization?

b. ¥ill any funds be
used to lobby for abortion?

20. Coopecatives (FAA Sec.
111): Will assistance help develop
cooperatives, especially by
technical assistance, to assist
rural and urban poor to help
thenselves toward a better life?

21. U.8.-Owvned. roéolqn
Currencies

a. Use of currencies (FAA Seacs.
612(b), 636 (h); FY 1991
Appropriations Act Secs. 507, 509):
Describe steps taken to assure that,
to the pnpaximum extent possible,
foreign currencies owned by the U.S.
are utilized in lieu of dollars to
meet the -cost of contractual and
other services.

Yes, see Sec. 7(E).

No.

N/A

Yes, as part of the
market development
assistance element.

N/A



b. Release of currencies (FAA Sec.
612(d)): Does the U.S. own excess
foreign currency of the country and,
if so, what arrangecments have been
nade for its release?

22. Procurenment

a. 8mall business (FAA Sec.
602(a): Are there arrangements to
permit U.S. sgmall business to
participate equitably in the
furnishing of commodities and
services financed? )

b. U.8. procurement (FAA Sec.
604 (a): Will all procurement be
from the U.S. except as otherwise
determined by the President or
deternined under delegation from
him?

c. Marine insurance (FAA Sec.
€04(d): If the cooperating country
discriminates against marine
insurance companies authorized to do
business in the u.s., will
commodities be insured in the United
States against marine risk with such
a company?

a. Non-U.8. agricultural
procuremunt (FAA Sec. 604 (e): It
non-U.S. procurement of agricultural
commodity or product thereof is to
be financed, 1is 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.)

.. Construction 6:
engineering services (FAA Sec.
604(g)): Will construction or

engineering services be procured
from firms of advanced developing
countries which are othervise
eligible under Code 941 and which
have attained a competitive
capability in interr=tional

markets in one of these areas?
(Exception for those countries which

Yes.

Yes.

No.

There will be.

N/A
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L. Cargo preference shipping
FAASec.03): Is the shipping
excluded from conmpliance with the
equirement in section 971(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 1liners, 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
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
withcut undue interference with
domestic p:-ograms?

h. U.8. air carriers
(International Air Transportation
Fair Competitive Practices Act,
1974): If air transportation of
persons or propecty is financed on
grant basis, will U.S. carriers be
used to the extent such service is
available?

i. Termination for convenience of
U.5. Government (FY 1991
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 for the convenience of the

United States?

j. Consulting services (FY
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

No.

Yes.

Yes.

All contracts will.
contain such provision.

Yes.


http:FAASec.03

public record and available for
public inspection (unless otherwise
provided by law or Executive Order?)

k. Metric conversion (Omnibus
Trade and Conmpetitiveness 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 {s
impractical or it likely to cause
significant inefficiencies or 1loss
of markets to United States firms?
Are bulk purchases usual.y to be
made in metric, and are conmponents,
subassemblies, and seni-fabricatad
paterials to be specified in metric
units when economically available
and technically adequate? wWill
A.I.D. gpecifications 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
Procedures (FAA Sec. 601{e): Will
the assistance utilize competitive
selection procedures for the
awvarding of contracts, except where

applicable procurement rules allow’

otherwvise? '
23. Coanstruction

&. Capital project (FAA
Sac. 601(d)): If capital (e.49.,
construction) project, will U.S.
e gineering and professional
services be used?

Yes.

Yes.

N/A
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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 projects,
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.B. 2udit Rights. (FAA
Sec. 301(d)): It fund is
established solely by U.s.
contributions and administered by an
international 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 sStates, promotes or
assists the foreign aid projects or
activities of the Communist-block
countries?

26. Narcotics

a. Cash reimbursements
(FAA Sec. 483): Will arrangements
preclude use of financing to make
reimbursenents, in the form of cash
payments, to persons whose illicit
drug crops are eradicated?

b. Assistance to narcotics
traffickers (FAA Sec. 487): Wwill
arrangements take “all reasonable
steps" to preclude use of financing
to or through individuals or
entities which we know or have

Yes.

Yes.

U



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
{1licit trafficker in, or otherwise
involved in the illicit trafficking
of, any such controlled substance?

27. EPExpropriation 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 use of
financing for CIA activities?

30. Motor Vehicles

(FAA Sec. 636(1i): wWill assistance
preclude wuse of financing for
‘purchase, sale, long-term lease,
exchange or gquaranty 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. 508):
Will assistance preclude use of
financing to pay U.N. assessnents,
arrearages or dues?

Yes.

Yes.

Yes.

Yes.

Yes.

Yes.
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33. Multilateral 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):
wWill assistance preclude use of
financing to finance the export of
nuclear equipnment, fuel, or
technology? '

35. Repression of Populatisn (FY
1991 Appropriations Act Sec. 511):
will assistance preclude use of
financing for the 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
legis’ation 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 1991
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.
parine insurance coupanies have a
fair opportunity to bid for marine
insurance when such insurance is
necessary or appropriate?

Yes.

Yes.

Yes.

No.

Yes.
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38. Exchange for Prohibited Act (PY 1991
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.

Ro.

1Y






