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A

" Introduction -

Sincn the lnte sixties, thern has henn gtowinz evareness that. the rifff

"ifocua on 1nport subatituting industrializntion and relative

neglect of the rutnl-agricultural lector had not lnd to sustained and
’nquitable development of the Philippine economy (28 36). The industrial
sector established wes found to be capital intensive, located moatly
near large urban areas, and serving primarily the domestic market. The
concern for equity and cnploynent! the bleak balance of payments pros-
pects, the serious food crisis in 1973, and the promise of substantive
gains in productivity with the new rice technology all led to a stronger
focus in rural development during the 1970's. The rice sector vas tho
main emphasis, with expansion of irrigation, accelerated adoption of the
geed-fertilizer technology, and increased credit lupnort through the
Masagana 99 Program particularly in irrigated areas as the principal

policies.

Hith the easing of the food-grain crisis by the late 1970'-, concetn
with new avenues for agricultural development gradually developed. :
'Domestic demand for rice is limited and the wisdom of competing nnd
_telyzng on a highly volatile expott market over the long-run is quest-
jonable. Furthermore, rainfed land which still comprise 58 per cent of
7crop area in rice and 88 per cent of total crop area, is perhaps more
suztable to crops other than rice. Irrigation developnznt will neces- t :

sarily be slow as the essler nites that can ‘be covered with low-cout



pfdjécfobite exhausted. Potential for further land opening will
bﬁilimited to upland types 6f agriculture and may bz costly as we
conaidér the external cost of forest depletion. Most of the rural

" poor are in regions dominated by rainfed agriculture and thus the
uneven level and growth of 1ncoma between irrigated rice and rainfed
agriculture is a dimension of inequity within the rurnl-agricultural .

uecﬂﬁi that needs to be addressed.

By tha second half of the 1970's, a consensus emerged that
development of rainfed agriculture offered & strong p;tential source
of future agricultural growth as well as a direct means for improving
income distribution. Consequently, large agricultural regearch and
action programs are currently underway to generate more infotnntioﬁ
end identify visble projects to develop rainfed agriculture. Since
1975 the International Rice Research Institute has started developing
new rice varieties tolerant to drought conditioms. The policy shift
to rainfed agriculture in recent years is also evident from government
programs such s the "Maisagana Program for Corn", "Industrial Tree
Plantation Development", and several projects under the Kilusang

Kabuhéyan at Kaunlaran.

Host of the literature and dincuasions on rainfed agriculture :,‘
in the ?hilippines have dealt with 1laues of aize and definition of
rainfed agr1cu1ture, availabil1ty of technology, environmental factors,
- and socio-political comstraints. In this paper, we complement cther
étudiea by evaluating the prevailing'policy environment in agriculture

especially as it related to rainfed‘agricuiture.



x%»;:idurﬁuuuroach is conprehencive and comeuhut unique for'eeverel 1 a
e&uonu;u The analysis takes the perspective of the whole agricultural
neetor'iucluding crops, livestock and poultry, fiehing and forestry.
rrigated agriculture is relatively small and the impact of many

»olicy instruments, such as those affecting pricee, does not differ—

:ntiete between crops produced under irrigated and crops produceduzy

mder rainfed conditions. Aleo. data that clearly deliueete policiea
\ffecting rainfed vs, irrigated agriculture, sueh as for public expend-;’;;i

turee, frequently do not exiet.

‘The coverage of policies includes those specific to agriculture
end each subsector and also trade, fiscal, financial, and other broad
econonic policies which have been knovm to promote industrielizetion
but in the process have had pervasive influence on resource allocation
and income distribution within and between agriculture and non-agricul-
ture. Ve will therefore consider not only how government policy affects
allocation of resources within agriculture, but also between agriculture
aud non-egriculture. The economy's resource availability is fixed at
'any given point of time and thus the flow of resources into agriculturev“
'ie 1nfluenced by the structure of agricultural incentives in relation ’
to industrial incentives as a reeult of government intervention. Mbre-fg
'over, since welfare is a natioual coucept. the level of incone of rainr;u-

»fed agriculture ghould be compared uot only to irrigated rice but alao;f:

to non-agriculture.



bu: innlysis has Been-organizéd as follows: btice intervention
péiicies;kfinancial policies; public expenditure policies with empha-
qis-on research, extension, and rural roads development; and land )
ﬁse policigs. The final section of this paper briefly discusses the
implications qf recent broad poliqy reforms in tariffs and intereat’

ratg'a;;nctuxeiand outlines future directions for policy research.
" Price Intervention Policies

fhe effects of overall government policies on product and
in#ut prices or economic incentives in agriculture have not received
_adequate attention in the Philippines. The fact that small farmers
are rationsl and price-responsive is already amply demonstrated in
the literature (44). Price relationships therefore among cropa, be-
tween agriculture and non-agriculture, between product and 1nput'
prices have important comsequences on cropping patterns, production
techniques, and agricultural growth; on sectoral and regional allocation
of resources and income distribution; on inflation and the balance of -
payments; and so forth., These price relations have been influenced by
a complex set of éovernment market interventions intended to achieve
many different and often conflicting objectives: food gelf-sufficiency,
a low food prices, stable priceh, higher farm income, more government
reveﬁdes, increased processing of'igricultuxal products, among others.
) Piicé controls, export taxes, tradé quotas, import tariffs and national
marketing agencies have been inpbrtant policy instruments affecting

relative prices especially dﬁring the past decade. Domestic prices



| hcvc also bcen indirectly affected by govcrnncnt policica of other
countricc auch as the Us augar quota policy prior to. thc 1970'l aﬁd

' thc US PL 480 program. f

g A current research project financcd by the Philippinc Inatitutc
Mfof Developncnt Studiea and thc Philippinc Council for Agriculturc and
rRacourccu Reacarch analyzes the impact of cconomic policies on agricuL?
tural 1ncent1ves. One of their recent papers reports preliminary esti-
: rates of nominal protection rates (NPK) and implicit tariffs (IT) in =
~agriculture which provide an indication of the effects of some govern-
ment interventions on the ‘incentive structure facing Philippine agri-
culture (11). Both NPR's and IT's measure the pcrccntcgc difference
between domestic and border price but from the point of view of
agricultural producers in the case of NPR and from the viewpoint of
agricultural producers as users of inputs in the case of IT. ﬁoth
NPR's and IT's measure the percentage difference between domestic priccr
and bordcr price of products and inputq.respectivcly.lj Border pricccr‘
. (usually defined as CIF input price for 1mportab1ea or FOB erport :

c}pricea of exportablea) converted at o£f1c1a1 exchange rates are used ff

Y Py Py
NPR = = 1/ x100; IT = < " 1l)x 100; where Pb denotes border

price, : - pri%e paid by the user,band P, = price received by domestic
producers and importers. Prices are defined at a comparable point in
the marketing chain to insure that differences between domestic and
border prices are due to government interventions, rather than to real
costs,



as buio of co-pariaon because they ropment opportunity cooto of
tradeoble commodities. When border prico io convertod at the official
uchange rates as in NPR or IT, the difference betwaen doneatic and
border price is attributed to government price interventions such as
trade, fiscal, and price policies. Cn tteother hand, by converting
border price by theiah’odow exchange rate, a measure of net nominal
proteotion rate vhich takes into account oll government policieo in-
cluding the generol overvaluation of. the exchange rate defended by

the protection syoten is obtained.

Table 1 presents average NPR's by major commodity gtoupa for
tvo time periods to highlight the impact of increasing government

regulation of the agricultural aector.y

while goverrment inter-
vention in the later period was part of attempts to balance economic
growth, many policies were instituted to cushion the impact on consumer
prices of the floating of exchange rates in 1970 and the oil and food

grain crises in 1973,

Isport Competing Food Crops

Among the domestically marketed food crops, the food otaples
of rice and corn have historically been the objecto of direct price

iuterventions. Prices of other food crops such as vegetables. fruite

2/ Annual differences in nominal protection rates were not eghown
because they would in general be relatod to price fluctuations rather
than to policy changes. :
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Table 1, Nominal protection rates in Philippine sgriculture, 1955-1980,

L 1955-1969 _ 1970-1980
Proportion Nominal Proportion Rominal

of value Protectior of value Protection
added Rate (X)  added ~ Rate (X}

fbdd Crb§l"

Rice 19
Corn .. 06
Other crops 09

O NS
- On
O ey

Export Crops -
07 23"
- «06 =22

Sugar .06
Copra .06
Other exports ..06

Livestock and poultry

Livestock .13 28 00 b

Fishery .16 - S0 Sar o
Foreatry 1 o e
Average (Total) . (i;dg)* 'jii"j’ (igééiA Qiﬁf’




.nﬁgd;f;éog;;iihd Eﬁséf; we:é>léasléént:ollea’except.pofentially
bytgﬁé tariff Qgrﬁcfufécél Domestic prices of rice ind corn hﬁve. 
been generally close to border prices. In the 1970's donﬁntic

rice price was below border price by 7 per cent in part due to ﬁhe} -
price interventions in 1973-1975 when world price of rice and férti#1  
liiei roaeyfourfold becanse of:the oilvqrisisinnd ﬁorld-widé graic

shortage.

The National Food Authority is réaﬁbnsible'for regﬁlating
food gr@in prices to achieve low prices for consumers and adequate -
price incentives for produceras. It buys grains in the domestic
market to defend a farm flopf btice, but the amount of imports or
exports which are under government monopoly is the main determinant
of grain prices. Previous studies had noted that providing a stable
and low rice prices for urban consumers tended to dominate the object-
ive of supporting farm price to raise income of small farmers (1, 32).
This was achieved through imports during years of production short
falls. After 1975, the domestic rice price became internationally

competitive with some commercial rice exports since 1978 as a result

Q-Tariff protection is redundant for exportable crops and does

not apply to food grains where only the government can import or
export. It should also be noted that tariffs are expected to be
effective in raising domestic price over border prices only in
potentially import competing products. Since most of the agricul-
tural commodities are either subjected to quantitative trade rest-
rictions or are not significantly traded, price comparisons have been
used to measure NPR instcad of legal tariff rates.



‘of the new aeedffertilizer technology and irrigation expansion.
Price policy fot corn, an important uplend crep and the staple

‘food for about 20 per cent of the population, mostly th‘ poorest
people, also has the sam: bias. Moreover, the polirv of keeping the
price of meat low for urban consumers is another . sasod for main-

taining a relatively low price of corn.

Price comparisons were not dote‘fet the other tdodlcrope such
as fruits, vegetables, roots and tubers tecause of the great hetero-
geneity of products within each comnoditi group and the fact that
many of theee crops are not significantly traded. Legal tariff
rates are relatively high, up to 100 pexr ceut for some crops, but
fragmentary evidence indicetes that, except for some fruits and
vegetables consumed by the very high income families, thess reletively
high potential protection rates are not fully realized. Domestic
prices for other food crops do not seem to be significantly différent
from prices in other countries and there are some small exports ét
fruits, vegetables, and coffee. Thus, it was assumed that in general,
prices of other food croﬁs have not been affected by the protection )

system, i.e., NPR is zero.

‘Export Crope

Growing regulation ofiagr1cu1ture;'nmthe 1970'3 has been more

“,significant in the export aector:; Priorkto'1970 the government

;vrarely 1ntervened 1n the ptoduction end trade of export cropa except
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indirectly through the overvaluation of exchange rates and other
regulations relating to foreign exchange. However, in the case of
sugar, export quotas which linited exports to 60 per cent of pro-
duction, were instituted in 1962 to i:rotect domestic consumers from
the increased access of Phﬂiﬁ»ine i:roducers to the highly protected
U.sb. sugar market after the Cuban crisis. Despite this, the incentive
effect of the US sugar quota policy which provided an export price
much higher than world prices from 1955-1969 had meant a high rominal

protection rate of GO per cent on domestic sugar production.

During the 1970's, government policies generally reduced domestic
prices of export crops below those which would have prevailed under the
- previous policy regime., Sinte the float:lng'-of the exchange rate in
|  1970, many agricultural crop exports have beea ;_:enaliz;ﬂ by export
t.;ma ranging from 4 to 6 ier cent. fi'he rate of 6 per cent is levied
on traditional exports of copra and centrifugal sugar to promote new
and higher degfeu of x.:roceseing of agricultural exi:ort:s. Other export
~ crops aubject to a 4 per cent export tax are processed coconut producta'.
‘molasses, abaca, bananas, and tobacco. Between 1973 and 1975, additional
export premium duties were temporarily levied to a:lphon off part of the
gains from higher world prices. These export taxes were initially
imposed as stabilization neasﬁres, but they have been continued as a

cornvenient means of taxing agriculture.

In the case of sugar and copra, the penalty or inpli.git ta.x on T

‘producers rose to more than 20 per cént due to new regul.lt:iona i.nthese :



11

industries. Since 1970, sugar trading has effectively been nation-
alized, first under the fhilippine Exchange, Inc. and currently |
under the National Sugar Trading Corp., which has become the scle
wholesale buyer and seller of sugar in both domestic and intetnstionsif
markets. Prooucers are paid a composite price which theoreticslly is;J
a weighted average of export price, domestic wholesale price, and
domestic reserve price. However, as in the quota systenm, this srtsnge4
ment has served to lower the domestic price significantly below

export prices thereby transferring income from domestic producers to

domestic consumers.

Two taxes called the Coconut Consumer Stabilizstion Fund (ccsr)
and the Coconut Investment Fund (Cocofund) have been imposed on the
coconut industry since 1973. The tax rates have changed over time,
typically rising and falling with the sorld price of copra. In some
years, the CCSF levy in ad valorem terms represented a tax of about
20 per cent of border price. Although the tax is collected at the

miller's level, the incidence of the tax is clearly at the farm level.

About twenty pet cent of the tevenuesvfrom the tax supports the,‘
direct subsidy on domestic consumption of coconut oil products. The
;remaindet is supposed to finance development programs in the coconut. .
’1ndustty such as replanting, vertical integration, and scholarshipsa.
Research to date, shows that only a small segment of the coconut

industry actually receives the benefits from these programs (10, 15).
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i0n5theiotherlhand the gains fran the :eplanting progran are un- L
féertlin It in not knovn how uell hybtid seeds will perform under
diverse Philippine conditiona. Furthermore, small coconut farmers
with no alternative aoﬁrée of ] incmeihave been hesgitant to face

the prospect of waiting for three years to harvest a first crop.

At least for the short run, the CCSF and Cocofund levies may be

considered a tax on the industry.

Livestock and Poultry

The incentive structure for liveatock appurs to offer lower
revards than for poultry, but both nte in genenl more favored than
the crop sector. However, the general trend of declining incentives
over time because of govermment policy also seems to have occured.
Domestic prices of livestock, specifically pork, and poultry were 28
per cent and 77 per cent higher than their corresponding border prices
prior to the 1970's and slightly higher than those predicted by their ;
tariff ratea.-a-/ In the 1970's, percentage price differences decline_d ,
to levels somewhat lower even than the legal tariff rates of 10 per |
cent for livestock and 70 per cent for poultry. This may be due i:o« f
controls imposed on these products which were accompanied by price‘ -
controls also on mixed feeds and feedgralus, higher imports of corn

4/

— Since international trade in livestock and poultry has been
minimal and confined mainly to imports of breeding animals, special
cuts of meat for restaurants or of fats for the meat processing
industry, border prices were represented by average CIF import unit
values in Hongkong.
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and other feedgrains to provide a reasonable margin for produce:ef
during this period.

Fighery

| The fishing industry is another case where the potential high
protection eete implied by the legel‘tetiff rate of 100 per cent for
eﬁreeh or chilled fish and crustaceans appear to be redundant. There
ieie some imports but in the form primarily of canned fish. Exports,
however, of fresh shrimps, prawns, and fish though still 1low compared
to total production have been rising. Since domestic prices do not
eeem to differ significantly from import pricec represented by those

in Hongkong and Singapore ae least for recent years, nominal pretection

rate for the fishery sector has been initially assumed tero for this
atuty. 2

Foi"evﬂtv'l_.'!‘

Forest products have been consistently one of the top ten uzporta.
1contributing up to 30° per cent of total export receipte in the lete
’1960'3.. The general push for promoting processing of rav materials
\1n the 1970's has been much stronger in the foreatry sector than in
the ‘other export crOps because of the growing concern for conserving

forest resources. As in other egticultural experta, forest products

5/F0t ehrimps and prawns, NPR ahould be -4 per cent because off
-~ the export tax.. ‘



" have been subject to u.po‘rtv taxes and preaium duties aince 1970

Put thaAexpon tax for log 5 10 per cent conimred to only 4 fcr
ceat £« plywood and 2usher. A more important source of penalty

for logging, however, is the partial log ai:ort ban or export quots
beginning in 1975 which reduced nominal protection rate for fcmury‘
(deﬁni enly as logging) framserc to -27 per ceat in the 1910'3.
: m:iwmt ef the partial log export Ban is more clearly u!lectcd
in the averags NPR for 1975-1980 vhi.ch was -36 per cent. ”

This high penslty en logging meinly as & result of tlie export
quots i expert tanee ney be vieved as & messure for extracting
sdiddtionsl rowta? of fowest rescurces. Forest charges including
' related feas st least up to nsaomm been relatively Iow amounting.
to less than 4 per cent of value of output emt conservation of forest
resources is indeed 8 desire« policy goal. It should be pointed
out, however, thet the implicit tax derived from the use of this
policy instrument w:Il be unevenly distributed i'n‘ favor of the pro-
ducers: granted: export Licenses, producers and consumers of processed
woood who will gedn frum Lower domestic prices. And furthermorxe,
since the suport Iicense is valustle, tlie quota approach will most
likely allocste part of this implicit tax to those responsible for
granting the oxport Licenses.

Overall Protection of Agriculture Relative to Mimufacturing

The direction and rate of resource: flows: betwsen. agriculture and

non-agriculture is inflvanced not only by tlie nominel rate of protection
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on product prices; they also depsnd on the effects oflpolic;ea on
agricultural input prices and on the nature of incentives in the
non-agriculture sector. The concept of effective protection rate
(EPR) which measures the percentzze difference between value added
at domestic prices to value added at border p¥ices takes the impact
of price interventions on inputs into accodﬁtl Since estimates of
EPR for agriculture are not available, Teble 2 compares ths nominal
protection rate in a;riculture to the implitit tariffs paid by farmers
for agricultural inputs and to EPR for manufacturing as estimated by
Ianugj |
Ovhfnll priee effects of government poliéj;aeens to have created
an incentive ltructuru that ‘is significantly biased against agriculture
as consistent with the findings of two earlier Philippine studies in
1965 and 1974 and in more recent atu&ies for éth.r low incoma countries
6, 7, 3, 36). u While value added in unnufa?turing has heen artifi-
cially raised by 44 per cent, price intervention policies undervalued
agricultut;l production during the last decade through lower ptodgct' .
prices and higher input prices. Traditional as well.as pew agricultural

exports have been penalized by negative protection through eprrt Eaxea.

A »

6’NPR'8 in agriculture are not. expectod to be substantially differ-
ent from their EPR's because the proportion of intermediate inputs to
value added remains relatively small in Philippine agriculture. More~
over,we can expect EPR's to be lower than NPR's because of higher pro-
tection on agricultural inmputs. ' ‘

'ZIA number of agricultural industries are covered in their atudy
but the coerage of the agricultural sector, as well as the agricultural
policies specific to each crop is somewhat incomplete because the prir-
cipal intexest of these studies is on industrialization policies.
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'.fgble 2. Comparison of protection rates in nsriculturfinud‘
S wanufacturing sector, 1970's. -

Agriculture (Nominal protection rates) .
" (Net nominal protection tates)
Cropa
Livestock and Poultry
‘Fishery

Forestry

Agricultural inputs (implicit tariffa)

Yertilizar®/ ‘100
Agricvitural chemicals?’ " 28"
Hand tractors— b/ flbﬁj
Your-wheel tractors— b/ ;?‘fﬁ
Irrigation punfhj ' : :ﬁffi
Irrigation gravity (NIA syaten) | ?55&‘
Mixed feads?’ | 33
Hanufucturingg!(Bffectiv‘ ﬁrotection rate lh‘
(Net effactive protection) 9

B ]

s/ Based on price con?ar:lson of urea, ammonium aulphate.
mixed fertilizer and phosphates frca 1973-1980.

b/Based on legal teriff rate and sales tax.

: clBased on comparison of NIA irrigation fee and estimates of
annualized cost of irrigation system by Moya, P. F., L. Small,
and S. Bhuiyan, "Cost of Different Types of Irrigation System in
Central Luzon,” Department Paper No. 80-10, Dept. of Agricultural
Economics, IRRI, June 1980.

d/Baaed on estimates by Tan, N. (49)
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export- quotes, special 1ev1ea on coconut, and government ttade mono-
RN TR ! v

poly. Coumodities. mainly for the domestic nerket may heve 3enera11y

modest protection, but at a level much below nanufecturing.

"'Because low food prices tend to dominlite ‘the objettive of-agri-
eultural orodeét'piice polfcy, it was expected that government intex-
veotiohs'in'the'agriculturei input markets will try to offset 'this. -
However, it is only in the case of gravity i¥tigation, formal rural
credit, and forest charges as will be discussed later where there -
appears to be some measure of government subsidy to producers. Implicit
tariffs for agricultural chemicals, agricultural machineries, and feed
‘mixes ranging from 24 to 46 per:cent reduce the effactive protection in
agriculture as a result of the structure of logal te:#ﬂ!e snd . indirect
‘Sales tex.sl Despite price controls and direct eubaidlee .on fertilizer,
‘there is still a‘positive implicit tariff.for fertilitet(lz) . It appears
that the protection of domestic manufacturing- of these agricultural in-
puts which is also indicated by the level of IT (but is_ actually.sign-
'd!icently higher for fertilizer because of direct subsidiecs). has boen

© an important consideration of policy. . . = . 4.

The overall magnitude of bias egeinat egriculture ie mote com-

’ e

: pletely reflected 1n the measure of net protection rates which 1nc1udea

Ceotad ta T
the inpact of the overvaluetion of the exchange rate due to the pro-

tection eyetem. Although the exchenge rete has been allowed to roet

hd YR r .

8/It should be noted, however. that the implicit taviff on .
mixed feeds may be eameuhat higher than actually paid because it is
the rav materials into mixed feeds which are subjécted to- reletively
low protection that are imported and not the hixed feede. -

S .s.".. v, Lk

"~'-‘3‘ T PR T _



%
since 1970 ‘the structure of tariffs and othat trade reatrictionn
jhao raduced demand for imports ‘and thus increase the value of domestic
curtency. For the mid-1970's, Hedalla estimated that the tariff and
tax system resulted in a 32 per cent évervaluation of the pesos rela—
tive to a balanced free trade s1tuatiqn.2! If this is taken into
consideration, -penalties to agriculture net of the disincentive
effect of an overvalued currency would even be,nﬁre severe (-39 per
ceat) vhile manufacturing still receives a 9 per cent net effective

protection rate.

The general undervaluation 6f agricultural production especially
of exportable products is. typical of the pattern of incentives among
low income countries, but oppéeitg that of high income countries where
‘agricultural prices are highly protected (3). This ilélicit taxation
of sgriculture has in part beca used as a means of subsidizing consumers
of these products. In forestry, this occured inadvertently beéause of
the policy to conserve the foxest as well as to foster forward integ-
ration, the latter being important also in coconut and sugar. As a
consequence of this general pricing policy, however, agricultural pro-
duction is less than what it should be and for certain commodities such
as forestry products, coconut products, and sugar, the level of domestic
consumption may be somawhat hi;her than would be expected with no price
intervention. The fact that agriculture survives and indeed grows
suggests an inherent comparative advantage to compete effectively in the
export or home market, an advantage that would be more effective, of

course, in the absence of these policy biasges.

9/The situation since the mid-1970's has actually been one of a
chronic rud growing deficit on current account which has been financed
by heavy foreign borrowing. This indicates an even higher percentage of
peso overvaluation than that protected by the tariff and tax system alone.
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Financlal Policies

Credit policies have been an important policy instrument. ‘Ip
‘the early fifties, the Rural Bank Law was passed and the Agricultural .
Credit and Cooperative Farmer's Association (ACCFA) was established
to promote financial institutions catering especially to the rural
‘Sdbtor. Botablishment of rural benks carries inceatives which
'include a 50 per cent government equity contribution, access to
preferential rediscount rates, tax exemptions, and technical assis-
tance. There are currently moxre than a thousard rural b;nka opera-
ting in about 60 per cent of municipalities which have bacome the
principal distributors of government onnsored supervised credit.
"The ACCFA was supposed to develop farm cooperatives previding
production and uarketing credit. Because of serious default problems,
however, it was reorganizted and renamed Agricultural Credit
Adninistration vhich now administers small supervised credit programs

for land reform program bemeficiaries.

; The government's objectlve of increasing the ctedit flow to
Jagricultute has been ftuattated by low interest rates policiea. ﬁp*g73:w
7unt11 the 1981 interest rate reform, interest rates and other finan- g7f
%cial charges have been regulated by the Monetary Board to conform |
;with the‘l6 per cent ceiling stipulated by the Usury Law of 1916.
During the past decade, allowable interest rates ranged from 12 to o
516 per cent and additional lcan charges from 2 to 3 per cent depend;ng}T“

,on the secutity and other terms of the loansa, Superviaed ctedit bearsjfj
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jfeﬂiouei‘inteteet rate of 10 per cent vith additional charges mot . -
exceeding 3 per cent. Yor savings deposits, the interest rates were -

about 6 pet cent but higher for time deposita.

Smce the .I.ate snties. the official interest ratee have been

flower ‘than the scarcity pr:l.ce of loanable funds with negative conse-

’,quence' on the rate of savinge, investments in agncultuze, and factor
"inteneitiee (28). Because of' rapid inflation, around, 20 per cent .
during the 1970's, interest yates were negative in real terms. This
price ciructure rewarded borrowers and penalized savers..- This ‘a}e_o._
created excess loan demand which limited the flow .of loans® agricul-
ture, especially to small farmers, where costs of ti:ansact:lon_s and

risks for lenders were inherently higher. Co e . ‘,,-"-f"v

- To inc'rease‘ agricultoral, credit. the governnent"'io‘stitute't“l:";
'government regulations on the proportion of in'et:l.‘tut'ionel credit for
agriculture and :Lni.t:lated a number of agricultural supervised credit
programs. In 1974, the Monetary Board directed all lending institu~
tione, to allocate 25 per cent of their loanable funds to agriculture
and at Ieeet,l_.o per cent of ptal to agrarian reform beneficiaries.
| Pr’::yi.v‘atev ‘eoﬁnetcial banks, however, have strongly resisted this rule

and 'i"‘i;ave' sinplj purchased certificates ofvindebted_ne,se and oth'er |
. government securities issued by the Ceniral Bank to comply. with the

regqlation because of the high cost of directly lending to farmers. :

Table 3 lists the various epecial credit programe (SCPs) and

. their corresponding total loans granted during the penod 1973-1980.
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ffTiblé'3. Supervised agricultural credit programs from 1973 to 1950;v

: Loans Gtanté&!;

Program Commodity " million)

1. Masagana 99 o Rice - 4,554.4
2. Masaganang Maisan and ' o L

Masagana 77 , ‘thn;: - 521.2
3. Gulayan sa Kalusugan Vegetables 22,2
4. Cotton Financing Progress Coit§¢f gj;;q é
3. Integratedb7gricu1tural Y e

Firnancing—" for Virginia

Tobacco :
6. Rice-Tobacco Supervised

Credit Program
7. Philippine Tobacco

Administration (PTA) B L

Fara Credit Assistance Program Tobacco ,;3;23
8. PTA Facility Loans - Tobacco 12
9, Bakahang Barangay » Cattle . 255,6°
10. Biyayang Dagat Fish , - 35.3

2/ps of December 31, 1980.
b/rs of 1979 only.

)1 Source: Technical Board of;Aétigqitu?hlﬁCrgditi
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‘Hﬁit of these programs linked low interest, non-collateral loans
with axtension. Between 1973 and 1975, this was aleo tied to a
feft:ll:laer price subzidy. Financial institutions were provided
preferential rediscount rates, cheap seed money, loan guarantees,
and assistance in loan administration within these programs which -

were financed in part with foreign loans.

Masegana 99 for rice accounted for almost 80 per cent of total
loans granted by SCPs. Since the immediate objective of Masagana 99
was to recover from the serious crop losses in 1973, priority was
given to irrigated areas where the potential for rapid expansion of
rice producfion in the shortvrun is greatest. Programs after Huusm
99, although much smaller in scale, attemptad to digseminate the
concept of_superviud credit to non-rice, rainfed agricultural

producers.

Problems associated with these prograns snd policies are now
well-documented (13). Over the past two decades, gfovth in agricul-
tural loans came mainly from the Central Bank radiscoumt window
rather than from additional equity eppital or savings deposits.

This is evidenced by the increase in the share of borrowings from the
Central Bank in total resources of rural banks from 8 per cent in
1961 to 54 per cent in 1975. Low repayment rates have plagued almost
all supervised credit programs, threatened tae viability of rural
credit institutions, and further damaged credit discipline among
farmer borrowers. The impact of these programs on production at '

the farm level as well as at an aggregate level has remained unclear.
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Jgigﬁbﬁgﬁ_undouﬂtedlf the Masagana 99 was instrumental in the rapid
;f%&ébvery of Philippine rice production from the global food grain
:iéfiliavin'l973, the growth trend in rice production and adoptiop of
ftﬁq'nn-l?ice technology since the late sixties cannotvbe solely

x ﬁ£§fi§ntcd7to Masagana 99 (26).

>‘:i:D£§p1te these government interveﬁtiona. Table 4 indicates tﬁat'

V£hé”tea1 and relative levels of agricultural production loans grahted
(APL) have declined since the later 1960's. APL grew in real terms
but moet of this growth took place in the 1960's. The level of APL
in 1979 was still far below that of 1969. APL &3 & per cent of net
value added in agricultute and to total loans grantgd declined from
22 per cent and 20 per cent in 1955-1969 to 19 per cent and 11 per
cent in the 1970's, B

These trends are pcrhap# not surprising since technology and

~ relative prices across sectors, commoditieb. and between inputs and
.oufputs are more important determinants of relative profitability

and henca direction of resource allocation. Past studies based on

Latin American experience have already found that the use of credit
policies to compensate for the effects of government policies which
,ltyﬁically turn terms of trade against food and agricultural exports

in most low income countries have limited effects (30,42), It iz too often.
bverlooked that preferential interest rates do not significantly

affect relative profitability and, because credit is fungible,
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Table 4. Selected indicators of trends in loans granted for agricul-
tural production by bank and non-bgnk financial institution,

1951-1979.
Value ofgl Agricultural loans as a perceat of & a/
Year agricultural loans Agricuitural Total loansb/
: (P willior in value added granted
1972 prices) ‘ :

1951 376 13 40
1955 534 17 24
1960 2,757 14 20
1961 3,636 19 22
1962 4,022 ~21 .20
1963 4,461 24: 20,
1964 4,503 25 19
1965. 4,420 23 -19.
1966 4,582 24 =19
1967 5,556 27 200
1968 5,665 25 16~
1969 5,794 22 16
1970 4,557 22" 15
1971 3,943 21 ‘13
1972 3,424 20 12:
1973 2,590 19 10
1974 1,725 22 Rty
1975 1,718 21 09
1976 A 982 13 e
1977 1,096 06 08
1978 2,534 13 -
1979 3,378 19 -
a/

Refers to loans granted for agricultural production omly.

h!ror later years, data on total loans granted have not been
reported.

SOURCE: Technical Board for Agricultural Credit, Central Bank of
the Philippines, National Economic Development Authority.
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~additional liquidity supplied by more credit will be allocated to
the most profitable enterprise or to consumption, whichever provides

the greatest utility.

To compare the quantitative impact of price ppl}cien to that of
_credit policies, the effective subsidy rate (ESR) vhich expresses
'the amount of interest rate subsidy as a percent of net value added
in agriculture at border prices has been estimated. Subsidy is
defined in terms of the difference in the cost éf borrowing between
agricultural and'non-agricultural loans nultiplied by the value of
agricultural loans granted. Another method is to estimate the amount
of subsidy accruing to the sector dué to the diffnr;nce between the
nominal interest rate and the rate ﬁf 1n£1ation,. However, the non-
agricultural sector, perhaps even more than asriculturg also bgnéfite

from this general distortion in the financial market.

Differences in interest rates between agricultural and non-
agricultural loans from formal .financial institutions is lnal}, at
~ most 2 per cent. Moreover, interest represents only part of the
costs of borrowing. Typically, non-agricuitural loans entail less
transactions cost and risk though a major proportion of agricultural
loans of formal financial ipstitutions has similar characteristics.
because they are mostly granted té larger farmers uith.collateral.
It is usually only in supervised credit programs where small loans

are made without collatergl.,'ﬂbwgver. other costs such as service
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" charges, contributions to Barrio Savings Fund, etc., have raised

the cost of borrowing to as much as 30 per cent per annum.

Assuming that interest rate policy /has meant a cost of
borrowing diffezential of 6 per cent in favor of agriculture, the
effective subsidy rate amounts to only 1 per cent. Even if interest
rate differential is increased two or three times in magnitude it is
clear that the interest rate aubsidy will not alter significantly
the unfavorable incentive structure in agriculture vis-z-vis non-
agriculture created by price policies. On the other hand, low in-
terest rate policy seriously impairs the ability of rursl financial
markets to efficiently perform the financial intermeédiation process.
It does not provide enmough incentives for mobilizing financial savings
"and induces an allocatfom of credit that is based on size of collateral

end wealth rather than productivity of credit use.

The impact of the low interest rate policy has been generally
regrelsive. The subsidy is shouldered by the lower income population,
i.e., holders of currency, bank deposits, and tax payers through in-
flation, low interest rates on savings, and direct government outlay.
Only about 10 percent of the total implicit interest rate subaidy is
.received by agriculture. Within agriculture, credit allocation is
| also not consistent with employment and equity objectives. Low cost
ctcdit‘for agricultural machineries shifts the incentive system

against use of labor without significant impact on yield nor effective
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.cropping area. Less than 15 per cent of the value of loan in the
World Bank Credit Mechanization Program was used for bawéf tillers

of small farmers. Four wheel tractors and other larger farm equip-
ment were purchased with the hulk of the loans by sugar farmers with
50 hectares or more who constituted less than lb percent of total:

number of farmers.

In supervised credit programs, only farm operators are usually
entitled to institutional credit despite the significant number of
landlesas households in the rural areas. Rice has been the emphasis
but rice farmers are actually better off than average farmsrs in cornm,
coconuts, tobacco, and other crops. Within the rice sector, priority
ﬁas givén to irrigated ureas close to primary markets, i.e., relaﬁiyely
ﬁrogressive locations with the greatest potential for rapid increases
in production in the short-run. The procedure of nettiﬁg loan limits
on a per hectare basis means a higher credit ceiling for larger farms.
Perhaps an even more important dimension of inequity in distribution
of the implicit subsidies involved in'theae progr;ns vas reported by
Esguerra in a recent analysis of Masagana 99. The study estimated
that two-thirds of the implicit subsidies have been received by part-
icipating financial institutions as incentives to lend to small farm-
ers and only one~third by the farmer borroyerg mainly from non—té-‘
payment of loans. Furthermore, the distribution of the subsidi§§ ,
"accrnins to‘farncr‘bor:owefﬁ hhs.been'b;aaed in favor of lgfger1

farmers. The subqidi~§o-fdiieréi!éniiba 1ncrgase¢athtogghihigh¢: =
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defsult rates bni: tl\:la \iould simply transform supervised cuditinto i

a costly vehicle for effecting income transfers.

. ‘Public ‘Expenditures Policies

'Ihpi far, our discussion has focused on pd,l;iciu affecting economic
ﬁemtiﬁu. Aside from their i-pgct on resource allocation, price and
financial policies may affect technological development and income
distribution which are also major concerns of agricultural development.
However, public expenditure policy has inén a more dirdct instrument
of promoting technological change and improving income distribution
in agriculture,

*

In this ué&on. the chgngu in the level and ldi.ltrﬂ‘mtio.n of
public agricultural development expenditure by policy tools froi 1955 '.
to 1980 are examined. The analysis attempts to infer prioritiqs pursued
by the government from t;ha allocation qf t;he budget over time rather
than to quantify the economic effects of the diffefent types of publie' :

expenditures such as research, extension, and so forth,

_‘rhe basic source of data is the natinnal budget published by the
Ministry of the Budget. These have been compiled and classified earlier
by Capule but our figures are ba;ed on the updated and expanded estimates
by de Leon in the IEPAD project (9,16). Public expenditures is the sum
of current operating expenditures and capital outlays. In this analysis,
only national government expenditures 4vhich comprised about 80 per cent

of the total budget from 1955-1975 aﬁd‘a‘bﬁut 90 per cent thereafter are
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éﬁﬁ;rcd because the expenditures of local government cannot be broken
down according to our classification of policy instruments, Further— |
more, classification of public expenditures by sector and by policy
instruments for agriculture was limited to economic development expen-
ditures which formed about 15 per cent in 1965 to 40 per cent by 1980
of the fatal budget. Bven within economic development, it was not
possible to divide the infrastructure budget sectorally. And liiewiae.
there were measurement problems in allocating expenditures for the
other government functions: general administration, defems:, education,
health, and other social services. ﬂbre detailed explanation of the

methodology and analysis of data may be found in de Leon's paper.

Trends and relative size of public agriculture expenditure

The size of public allocation to agriculture provides a clear
indication of government's commitment to that sector. In Table 5,
the trends and relative importance of economic development expendi- -_
tures on agriculture are presented. Public expenditures for agricul-
tural development rose almost ten times between 1955 and 1980 or am
average annual rate of 12 per cent in real terms. This high growth
rate is consistent with the general acceleration of total govermment
outlay especially for economic development during the past decade. The
increased emphasis on infrasturcture and non-agricultural development
in the later period is apparent from the sharp rise in annual growth
rate of total economic develqpment budget from 5 per cent to 19 per
cent between the periods 1955-1969 and 1970-1980 compared to agricul-

ture which grew at 10 per cent and 15 per cent, respectively.
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‘Table 5. Selected indicators of trends and relative importance of
- 7. . national public economic development expenditures on

agriculture.
*’T‘. ——
Public expenditure Public economic development expenditure
S in agriculture in agciculture as per cent of '
Year (® million, 1972) Het value Public economic  Total
L prices added in development public
. . agriculture expenditures expenditures
1955 122 1.5 15.0 5.3
1956 176 2.1 18.4 6.9
1957 205 2.4 22,8 7.9
1958 167 1.9 21.0 6.8
1959 166 1.8 - '19.8, 646
1960 179 1.9. - - 18.2 6.3
1961 182 1.8 . 19,0 Y &
1962 206 2,0 19.3° 6.4 .
1963 355 3.2 - 30.0 9.9
1964 306 2.8 | 27.1 8.4
1965 265 2.2 26,1 7.3
1966 264 2.2 26.0 7.1
1967 296 2.4 23.5 Vel
1968 416 3.1 27.6 8.8
1969 435 3.2 25.8 843
1970 361 2.6 23.5 7Ll
1971 452 3.1 26.7 +8e57
1972 567 3.8 - 20,7 8.9
1973 767 4.9 18.0 950
1974 1,081 6.8 20.4 1044
1975 1,308 7.7 24.4 <1104
1976 1,018 - 5.7 19.8 8.3
1977 1,110 . 6.0 28,2 9.7
1978 1,646 ‘8.5 32.4 12.5
1979 o 1,39 6.6 26.2 10610
1980 1,242 5.6 - 17.7 a 19,0

, Sou;ce:7¢de Lebh~(1981).
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Between 1955 and 1980 public expenditugep in agricultuze as a
percent of agricultural value added increased much faafer than the
4§hate of total government expenditures to gross national product
(from 2 percent to 7 percent in agriculture compared to 10 per cent
“to 14 per cent for the total). It should be noted that this was not
‘due to any dramatic sectoral shift in government priorities with
respect to expenditurss policy but rather due to the decline in the
share of value added of agriculture, The share of agriculture to
total government expenditures increased only slightly over time.
However, in terms of the public economic development expenditures,
agriculture's share while varying from year to year remained at
about 23 per cent over the whole with infrastructure receiving t;he

greatest allocation (from 60 to 70 per cent).

‘ _Table 6 preaeﬁta the trends in public expenditure in agriculture
'bybpoiicy tools while Table 7 shows the same changes in terms of tﬁth

,pércen;age composition of expenditurés. As noted in the footnotes,
bomé limitations exist in the available breakdown of data but these
would not s1gnificant1y affect the general pattern indicated in the
tables. It is obvious that public expendlture policies have been
 aimed primarily at raising productivity through 1rrigacion, extension;
and resear¢h and improving income diatribution through agrarian reforu
_and rural community development. Budgets for environmental manqgement
and conservation may be v1eued both as a tool for enhancing long—run
productivity in natural resourcea and the economy as a whole and

improving income distribution between present and futute generations.
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'Table 7. Percentage disttihnticn of direct nat{onsl goversment expanditures on agriculture by type of policy instrv-nti.
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Footnotes - Tables 7 & 8

: %From 1975, under anew format, the national budget presents support
to government corporation under a szpavrate chapter. This is included
in our data for the 1975-1980 period. The 1979 and 1980 figures are
estimates, 3

bIt has not beecn pezsible to obtain the complete figures for 1955~
1962 based on the level of disaggregation of our data. It should be
noted, however, that during this period the National Rice and Corn
Coxrporation (MARIC) was already engaged in price stabilizatior sctiwvi-
ties, mainly in the form of rice procurement and distribution. Our
working table shows expenditures for the administration of sugar and
other quota products. These are relatively small and have been omitted
here although these are included in the totals. Note also that a major
part of the total outlay for price support is accounted for ty s=xpendi-
tures of the Rice and Corn Administration, later the Nationel trains
Authority (1963-1980). '

As explained in the text, the data under this policy refer only
to expenditures reolated to the administration of the Agricultural
Guarantee and Loan Fund (AGLF) and are available oaly for 1967—1974..

d The 1958~1962 totals include the omitted expenditures of the
Sugar Quota Administration (see footnote b above)

®Excludes research expenditures of state colleges and'universities.

fA large part of expenditures on community development were alloca-
ted for the contruction and maintenance of roads and bridges.,

Source: de Leon (1981).
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‘ '*:’lTﬁ§ change in the pdlicy focddvof'éublié ekiéﬁaitures after 1970
VL‘i; clearly shown by our data. Direct governmen;iexﬁéndftuies fof 

 i price and marketing policies vhich covef goverﬁﬁént iﬁtéfﬁéntions.‘
rk‘in rice, corn, sugar, fertilizer, and seeds have n.ot been cbmpletely
‘documented prior ta 1963 but a daélinihg share, only 4 percent of the
total in the 1970's seems to be the trend. Thié supports the earlier
observation of declining government Eupport for iﬁptbving price.rela-

- tionship facing agriculture. Indeed an increasing implicit taxation

of aséicul;ure tesﬁited from the over-all government policies ai!eéfiﬁg

" relative pricea.‘

Extension received the highest allocation prior to the 19?0';

. (27 per cent), surprisingly even higher than irrigation from 1959 to
1971, .Itn share has declined except during the peak df Masagana 99 in
1973/74 while expenditures for research have steadily increased, but

. the latter is still only about one-fourth of extension. Expenditures
for social development may also have been as siguificant as extension
': in the early period because for the years with available date their
share averaged 22 percent. Agrarian reform activities consisted |
mainiy of land resettlement projeita in the pre-martial law period

and administration of land reform in rice and corn after 1972, Rurél
community - development programs inc;uded grants in-aid,..e;£4he1pkfh§ff

ib.piojects and cooperativea development.

Irrigation 1nveatment has been subJect to ahort-run fluctuations.

¥

{‘ghigh in the late 1950'3 and pinked up agaln "in the. 1970'3., Hayamz and
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Kikuchi found a strong a correlation between shifts in investment and
changes in the world price of rice (25). The decline of government
expenditures for other policy tools in favor of irrigation investment

in the 1970's may also be related to other factors. Studies at IRRI

in 1976 indicate that irrigation investment has a higher social
benefit-cost ratio than price support and fertilizer subsidy except"
when a high discount rate is used'fo: iarge—acalé'high cost p:ojechf’;i
Policy ﬁhruets of internationai financial institutions aﬁch aa‘ 
the World Bank and Asian Development iank vhich have financed a
-njor'part of rehabilitation and construction of new irrigation
eystems may have influenced the government's own choice of policy»-
priorities. Changes in the sectoral distribution of official develop-
ment loans reported in Table 8 indicate that this may be the case.

The growth -in the share of agriculture from 22 per cent to over 30

per cent in the 1970's was due primarily to expansion of irrigation

\inveatnent.

Agricultural Besearch

With fhe growing land ?oﬁétfaint. techgo;Ogical change thrbugﬁ
research and.extenaion will incréasingly be an important means of
;ugnenting agricultural production. Hoﬁever; the p~oductivity pf
research and exten?ion dependa-not 6n1y on their total budget ﬁut also
in the w@y these budgets are utilized. The following discussion esgen-
tially summarizes previous analysis of Evenson on the nature and direct—n

ion of research and extension in the Philippines (20, 21, 22).
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'rable 8. Distribution of official development loans by secters,

1954-1979.

{ per cent )

1952-1969  1970-1974 1975-1979 1970-1979

1.

2.
3.
4.

Agriculture 22,02/ 25.1  33.1 31.1
e. Agriculture?/ : 18.3 9.5 1.7 -
b. Irrigation T S8 11 ke

c. Integrated Area

Development ; 1-0 ¥ N o)

d. Rural Infraatructurc

Industry - 29 o 180 - 15°3 160

Transportation ‘ .»11-0“ S 222 1,1 199

b/

Others 2.0 11,9 '15.8 14.8

E-Ihlo breakdown is available

E/Includcs education, population and water supply loans

Source: National Economic and Development Authority.
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| Although the agricultural research system in the Philippine is
jenarally regarded as one of the more advanced in Asia, exben@itures
for both research and extension which amounted to only 0.45 ﬁer cent
and 0.91 per cent of value added of agricultural production, respect-
ively are relatively low by international and even by Southeast Asian
standards. As in other developing countries, extension programs have
been emphasized to a much greater extent than research. Moreover, except
for sugar, most of agricultural research and extension is supported by

the ﬁnblic sector with some assistance from external agencies,

Economic benefits from research will be highest in areas/commodities
vhere potential improvements in technology and siie of markec are great,
In practice, allocation of research has been influenced by supply of
acientific manpower and other social objectives such as inbroving nut-
rition levels and equitable geographic distribution of research expend-
iture. In terms of congruence between distribution of research and '
gize of markets which is presently the only quantifiable variabley
Table 9 indicates that relatively more research investments have been
directed to commodities of minor economic importance, neglecting aome
major commodities as shown by the ratio of research spending to gross
value of the commodity. The incensistency between distribution of
research budget and commodity value seems to have worsened between
1973 and 1980; their correlations decreased from 0,91 to 0,73, Thus
the increase in real research investment over this period has not heen

accompanied by a closer matching of'reuearch spending with economic

importance,
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Table 9. Measures of importance of agricultural research expenditures
. by commodities.

Research speading Commodity research Commodity share

. ' as I of gross share in total in gross value of
Commodities value by commo- research spending all commodities
. dit |
. 1980 1973774 1980 1973774 1980
Crops 440 448 «592 .621
Coconut#® .1253/ .072 .058 .084 .087
Corn and SOrgh\l* .132;, 0060 0039 0065 0065
Fiber crops + 994~ .040 041 .007
Fruit crops* .087 .040 .026 .070 ,078
Banana -~ 4004 ' . :
Pinegpple .003
Mango N70 .
Citrus 046
Other .250 , o SRRt Lt
Legumes® 1,28 .030 051 - .~ ,007 - .008
Ornamental uorticulture .002 1) L T
Plantation crops .006 011 <042
Rubber .130 : o e
Cacao +206 R
Coffee 006 ‘ - 037
Cereals 047 .060 047 TR A
Rice .034 1872 169
Wheat high R ‘
Root crops 540 014 072 ' .030
-Sugar cane® 011 .058 .011 .050 .053
Tobacco +594 .020 .034 .005
Vegetables .430 040 044 . .019
Figheries® .150 .080 .158 118 174
Forestry*® .190 132 144 111 .092
Livestock® .080 .170 067 177 112
Beef-carabeef .035 .060 021  ,066
Pork .070 .04 .007 .052
Poultry* .400 .04 .005. 047 041
Dairy .009 :
Pasture .039 021
Socio-economics : .050 .101

Soil and water resources .067 072

*The worrelation between shares in the research budget used in the value
of all commodities was 0.91 in 1973/74 and 0.73 in )980. The nine commodities
correlated are identified by "*",

Ejpor corn, this figure is .095%.

. ‘E!For abaca, this figure is .163%. The relatively higher research
expenditure is for cotton. o -

Source: Adopted from Evenson, Waggoner and Bloom (22).
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Sugar, pineapples, bananas, citrus, fruits, and coffee, which
are all important export crops appear to have very little research
budget. Cotton, legumes, tobacco, rcot creps, vegetables, and poultry
which are of lesser economic importance receive relatively high research
attention. A relatively low priority is given to corn, an important
crop and the staple food and major source of income of the poorer
farmers. Also, judging from our very low yields compared to Thailand
which has a similar resource endowment and has only recently become a
major exporter of corn in the region, there seems to be a strong poten-
tial for expanding corn productio: in the Philippines. Research in
coconut and forestry is comparatively asmall and funded mainly from
taxes directly levied on théir producers for this purpose in contrast
to other commodities where the cost of research is shouldered by the .

taxpayer in general.

In rice research which has primarily beqn”cqndué;ed at thallhtgtég;
national Rice Research Institute (IRRI) aincé 1962; the newly ddbeldped;_
- technology has been generally regarded as more suitable to irrigated
conditions. The fact that modern varieties have been adopted in 70
per cent of rainfed areas, however, demonstrates the potential of
’technology development in rainfed areas (5). The same study by
Baticr aﬁd Herdt further estimate that if the cost of irrigation
development is included, increasing production through investment in
rainfed rice may have a benefit-cost ratio greater than for irrigated
rice. In recent years, IRRI has devoted more resources to develop

rice varieties especially suited to rainfed areas.



égticulturll Extension

Although the commodity breakdown of extension expenditures is not |
available, the emphasis of extenﬁion in rice is quite evident. The
Masagana 99 Prograp caused the jump in extension expenditures in 1973/74
as extension agents assumed the role of loan administrators. In
Table 10, the regional breakdm of extension shows the ratio of exten-
sion expenditures to value added in agriculturs to be higher in the
major rice producing regions of Central Luzon and Southern Tagalog
especially when the budgets of the U,P. College of Agriculture and
the government agencies in Manila are allocated to these regions. The
relatively intensive extension in Ilocos is consistent vith the high
research expenditures and numerous supervised credit programs In

tobacco and cotton reported earlier,

' Most assessments of extension services in the Philiﬁéine.stresl .
‘the problems of organization and quality of personnel. Evenson, on
the other hand, raises a more fundamental issue as he tries to explain
the much heavier investments in extension compared to research in Ph;lip—
éine agriculture (20). Part of the reason is clearly the chesper cost
of manpowef for extension versus research, But pethabl more important,
there seems to be a general belief among policymakers that agricultural
technology is highly transferable from regions with high research focus
to regions with a high extension emphasis. It is not clear, however,
‘that the technology exists or is being produced by other nations eapéciqlly‘
for rainfed agriculture. It should be stressed thetetote thgt the va1u§

of extension depends essentially on availability of apptopriate technology. -
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Table lO‘fJPublic cxpenditutea for agricultural axtension by tcgion.
i .f‘l979.rg -

Agricultural Value Added i» Extension

| Extension Agriculture Expenditures
" Region ' (® million) (® million)  Relative to
_ " , Agricultural
Value Added
(per ceat)
Ilocos 9.9 2,987 0.33
Cagayan Valley 5.5 3,069 0.18
Central Luzon 13.2 4,246 0.31
Southern Tagalog 17,6 8,639 0.20
Bicol . 4.4 3,725 0.12
Western Visayas 9.9 6,236 0.16
Rastern and Western Visayas 5.5 5,153 0.11
Central & Borthern Mindanao 6.6 7,278 0.09
South & Western Mindanao 9.9 11,978 0.08
UPCA ' _
Manila 27.5 - -

./Due to data constraints, the figures for agricultural extension 1‘
is based on 1975 proportions by region. .

SOURCES: Evenson, Waggoner, and Bloom (22) and R!DA.
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Recent analfles of supervised credi: programs and the nature of
inefficiencies on ricu farms lead us to question conventiomal approaches
of current extension programs. Pirst, technical inefficiencies tend to
be more important than allocative inefficiencies in explaining low pro-
ductivity of rice farms (31)%91 This is coneistent with empiricsl studies
vhich overvhelmirgly show that farmers in less developed countries maxi-
mize expected profits (44). Thus an effective cxtension prograa ~hould
focus on teaching principles of new farm technology or faerm practice
rather than emphasizing application of recommended input levels. Extension
workers cannot be expected to make better decisions than farmers given
the great heterogeneity of phyeical and market condition scyross farms.
More often thaa not, uniform levels of‘fertilizor aud agricultural chemicals
are simply recommended over a ;ide geographic area without dua conlidara-.

tion to individual farmer's resource condition.

Second, the common belief that ext;nsion would be more effective
if tied with low cost credit and vice versa is not clearly borne out by
empirical evidence. In the case of rice, the modern varieties introduced
in 1967 has already been raﬁidly adopted in 67 per cent of irrigated
areas and in 45 per cent of fainfed areas prior to the Hilagana 99
Prdgra-. The fact that the ;até‘pf adoption has increased to 85 per cent
and 71 per cent, respectively, in 1979 cannot be attributed to the
Masagana 99 Program but rather should be viewed as a continuation of the

Yong-run-adoption process of he new technology.

i !g/Technical inefficiency refers to the inability of farmers to
achieve potential maximum output for every level of input. Allocative
inefficiency refers to the inability of farmers to use the optimal

level of inputs given their resources and lavel of knowledge.
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In the case of com, there has been little dissemination of new varie-
ties developed in the early 1970's despite the Maisan 77 and Masaganang
Maisan programs because the new technology azpparently did not offer higher
profitability for the farmer. Extension and development of financial
markets are iudeed important components of rural devnlopmcnt’but the strategy
of linking the two should guard againat dissipating the efforts of scarce
co-pgtent technicians in loan administration because this has not aignifi-
cantly raised repayment rates in supervised credit prog?aln.

Infrastructure Program

Development of infrastemeture has beea the jti-nty thrust of ﬁubliev
economic development expenditure, its share reaching up to 70 per cent of
total by the end of the 1970's. Although this may not directly contribute
to increases in agricultural productivity, its level of development has
a profound impact on the profitability and therefore resource flows into
agriculture, on the rate of growth of rural industries, and on the quality
of 1life in the rural sector, Unfortunately, excapt for irrigatien th;re
is very little macro-level economic analysis of other types of infrasturc-
ture., Peor irrigation, issues such as the economic 1-pact»of irrigation,
the beﬁefit-eolt of irrigation investment versus output or input price
“interycntions, and the factors affecting government investment in irrigation

have alresdy been studied. Undoubtedly, it is conceptually end empirically
‘more difficult to evaluate the impact of investments in roads, electricity,
telecommunication, and so forth compared to irrigation where the major
| aoﬁrce of benefit is directly related to rice production. However, it should
be noted that economic analysis of other non-conventional tyﬁe of inputs
.likg researgh;‘extennion, and schooling which are equally difficult aﬁpgars‘

to have received more research attention.
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| The allocation of the banefits of transport, communication, and

power development ie admittedly very difticﬁlt to determine. Infra-
structure linking urban and rural centers benefits both sectors. Even
construction of fars to market roads which is usually vieved as opening
markets for farm produce also encourage the development of rural in-
dustries and other off-farm activitiea. One way to e¢..amine government's
concern for rural developnnnt in terms of its infrascructure is by looking

~ at the distribution of typa and by region as teportcd in Tables 11 and 12,

rupoctivc‘ly.

Prior to 1975, over half of public infrastructure investment hn.d.
been allocated to ths dcveloiment of ths tranaport systenm, nainly t:im
conatruction of roads and bridges. Thse picture has changed since then
with the generation of power now receiving the greater bulk of infra-
structure sfqnd:hig. The shares of irrigation investment also upandod
ioget:_hor vith rural electrification and other water resource deyelopment

but at a more modest rate,

Up to the mid-1970's, ﬁubli.c investment ufenditure bar capita had
i:een heavily concentrated in Metro-Manila and Central Luzon. For on-
- going infraltructﬁre érojecta-in 1974, Metro-Manila i:et capita invest-
ment was twice that of Central Luzon and the latter was about 50 per ce‘nt‘:‘
higher than national average. The concentration of irrigation inveatﬁeht
"and the correlated investment in transi:ort and power in Central Luzon .
account for this. It is heartening to note t:hat: ofﬁcial intentions
of shifting regional allocauon of infrastmcture inveatuents to poorer

. Tegions, as stated in the Five Year Development: le 1978+1982, are .
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Table 11, Distribution of total public i.ntruttucture explnditures
E by type of infrastructure.

. { per cent)

1967-1975 - 1976-1979
Type. (1) @

Transport 56.9 26,5

Power N | ;-698 :‘ ;‘2r95v
Rural Electrification »}'»{i;iff’ _\4;7ji
Irrigation 1008 ‘1é:$fa

Flood Control

Water and Sewerage 5.2 3ed
Others - 1;;§f7“ 115!7L*

Total © 1000 100.0

Sources: (1) NEDA, as reported in the World Bank Report 48).
(2) NCs0, Philippine Yearbook, 1981,
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_Table 12. Regional allocation of public investment expenditures,

.. ' (B/capita, current prices) -

' On-going Projects to Projects to
Region projects be implemen~ be implemented
_ (Dec. 1974) ted FY 1674 after FY 1974

Metropolitan Manila 154 24 167

Ilocos ' e es ‘us
Cagayen Valley 138 & 2
Southern Luzon = 83 58 367
Bicol 145 27 237
ﬁeatem Visayas ' 74 27 196
Central Visayas ' 56 31
Eastern Visayas : 131 30
Northern Mindanao 215 99

Southern Mindanao) . 225 62 227

Philippines - 243 55 255

Sources: '"Regional Distribution of Public Investment," NEDA
NDavelannent Dicent. VUnl. 2=22. Anril 1975.
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already reflected in projtctl planned a" m.- 1974 vh:lch -houm lubltantially
alter the regional pattern ot 1nveatncnt in favor of the rclativoly dap-(f;”

resued areas such as Cagayan Valley. Bicol and uindanao.

‘Land Use Policies

 in recqntvyears, there has been a ptrongnr'interelt in the donseté:
vqtion of natural resources. Because of a declining land/man ratio and
‘the increasingly dentructive impact of the high rate of forest depletion
on tha enviromment, the goveymment's thrust has taken a longer run per-
spective for attaining the most efficient use of our land resource. In
the allocation of steeply sloped land and forested arecas characterized
by substantial externalities, the aiviinary market mechaniam may not lead
to socially optimal land use. The govermment therefore hes established

two guiding rules with respect to land use.

First, public lands shall henceforth remain publicly owned and can
be appropriated for private use only on a leashold basis. This is intended
to assure that the control and rental of these landa remain in public

hands.

Second, to.naintain,a desirable ecological balance, at least 40 per
cent of land area shall remain under forest cover. All landa with 18 per ‘
cent slope and over shall be classified as forest land and only the
remainder may be tons1dered alienable and‘disppgnble. There are several

issues related to this second policy.

A critical 1nfornation for its implenantat1on ia the current inven—

tory of land use. Unfortunately, independent eatimntes ot researchers
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how nnch leol cxiating foreot cover thnn otficial eatinates publishsd

11, Based on tha

by tha luraau of Forest Devclopnent (lc. Table 13)
tar;et forest cover of 40 pcr cent or at least 12'ndllion hectarcs,
~Bonita and Revilla project that 4.5 million hectares will have to be
returned to parmanent forest use, including the 1.5 million hactares

of forests which heve already been alienated. They recommend the
following approach: minimal reforestation of one million hectares
for forest rzngeland, vigorous reforestation of 1.4 million hectares
of denuded forests for protection purposes, and 2.1 million hectares

for thinly stocked timber producta\foreot.

The controversy about the exact size of existing forest cover at
the aggregate as well as at a regional level can be resolved only
through the completion of land classification. As of this date, 24
per cent of land area is atill unclassified. At the ﬁrelent rate of
its progress, it may take 40 years to complete this task. The importance
of accelerating the process of land classification for ﬁlanning thn.attain-
ment of land use objectives has been adequately stressed, but additional ‘
resources for this have not been budgeted, Despite this, however, the
government has alfeady adopted concrete policies and programs to in-

crease and conserve the present forest area,

: 1l’l'or an explanation of the difference in the methodologies used
in derivxng these figures, see Bonita, M L. and A. V. Revilla (8).
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Table 13.Pltt¢rnof1md use accotdini to i:io lbﬁi.;ces. 1976 .5/

0fficial estimates " Bonita and Revilla

Wiliion ha) (%) lion ha
| 1.7‘1'."61':{1 forest land 17.0 5.1 9.6 30.0
s i) Production forest 9.7
b) Prothtion forest . a R S
and national parks .7. 3. o &ed,
¢) Open land/cultivated 4;5{i;nyF“ } §;;
d) Porest range/pasture ;i S ) 'vﬁV%T
land/others . . 1.0 R
2. Non-forest land area _!._3_=_Q_ 43.3 21,0 J0.0
3. Togal land area 2&2 100.0 30.0 100.0

v S e ——— ——
— L e

Sna——
————

& Although there are official estimates for 1980, the 1976 data are
presented because the purpose of the table is to illustrate the comtro-
versy in estimates of existing forest cover done in 1976,

b/c1assified as old growth forest.

€/ Includes forests in alineable and disposable lands (1.5 million
has) and cut-over forest (1 million has).

Sources: Official estimates are from the Buresy of Forest
Development, Ministry of Natural Data. Estimates by ,
Bonita and Revilla arc based on LANDSAT photographe (8).
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The question of vhethér the target forest cover is attained or
wﬁether land ule.il socially optimal does not»depend solely on proper
land classification nor on rules regulating land use. The task of
enforcing rules relating to the use of 12 million hectares and to

the cutting of trees is tremendous and therefore public policy in
land use should include the modification of the market signals given
via economic incentives so as to induce private actions consistent

with public policy (43).

For theznon-forest land wvhere externalities are not 1-pottnnt;
thexre is little direct government intervention. However, since use
of land for agriculture, ncn-agriculture, or residence is essentially
deternined by relative profitaﬁility, it will indirectly be affected
by the impact of economic policies on resource allocation as discussed
earlier. The role of economic policies through relative pricos.in
influencing land use between food and export crops is clearly illus-
trated in the study of Treadgold and Hooley (48). They showed that
the 1962 devaluation which raised producers price of exports over
domestic food crops led to the expansion of crop area devoted to

export crops relative to food crops.

For the forest land, we describe govern-edt‘poiiciel dgcdfdihhf'f 

to the following broad objectives:

1, Attainmént of the 40-60 forest-non-forest land use ratio to

achieve ecological balance. A najdr effort is now going on for

reforestation and afforestation through projects directly supported
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'ﬁy buﬁlic or foreign agencies such as the Program for Forest Eco-
. system Management or those indirectly .uﬁﬁorted'by'ctedit incentives,
tax exemptions, liberal tern leases, and tachnical assistance. The
princible of sustained yield management imposed by the Bursau of
Forest Developm:nt on forest licensees aims to ackieve a balance
between growth and harvest, as a part of the conservation nbéroach.
Wildlife, watershed areas, natural inrkn. mangroves and other areas
considered critical forest zones are -upboaed to be irdtccted‘fron

_human and natural destruction,

2, Increasing value added from forest yesources given tha land-

balance ratio, Yorward integration of the industry through higher

domestic processing of logs is the princifal intention of many
policies adopted in the 1970'as. The most important instrument has
been the log exﬁort ban initiated in 1974 but which up to now is

still effectively an cxﬁort quota. Others are the differential

export tax between logs and processed wood, linking of uxfort 1licensing
to wood processing capacity, credit iolicics. tax cxznétiona and other
incentives granted by the Board of Investments, public research and

extension iv che wood processing industry,

The push for agro-forestry, and energy development through
dendrothermal sources and other multiple uses of forest resources is
reflected in the priority areas selected by the govermnment for direct
and indirect public support. There are also govermment foliciea to
increase long run efficiency of logging. The selective logging system

to maximize log output from a given forest area has been a long-standing
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épolicy, but the problems of inplamentation are also well-known. The
.rules on tenure. gsize of concesaion, and foreat charges have also -
jbeen recently revised to improve the long-run efficiency of logging.
The term of lease was increased from 25 to 50 years to encourage
selective logging and reforestation. Larger concessions were granted
to take advantage of econonies‘o! scale and to simplify govermnment's
management task, There was a oiqélification and significant upward
adjustment of the forest charges in 1981 because in the late 1970's,
forest charges including other relgted fees anouﬁtqd‘to less than

4 per cent of value of outbut.

3. Spreading oppotcunitiesffot‘«:ﬁloiting:forentitescurtaa.

Whereas "kaingineros" were formerly considered oimbly as illegal
entrants to forest land and the major cause of foreat deatructionm,
they have now become regarded as legitimate users of the forest.
The approach taken is to assist kaingineros in the transition to
énvironmentally gound ‘agro-forestry ﬁtactices nainly through
assistance and provision of security of tenure. In the reforeat-
ation projects, the particiﬁation of kaingineros was also enlisted
through conmunhl tree farming projects, and so forth. In the
Kilugang Kabuhayan at Kaunlaran érogran, small scale forest

7§¢§ivit;g§‘até given ﬁribrity.

'Concludingfsection

|  {;!Ouri1'te&Htute review indicates that the few existing macro- .

Tlevel polic!_analyses in agriculture focuos only on isaues relating
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to riée; irrigation, and credit, A number of policy related studies
available for other agricultural commodities have heen largely
descriptive. Research in the economic of agriculture and natural
resources has been generally concentrated on ﬁroduction and to some
extent marketing issues.

Our analysis suggests that cconcaic policies affecting prices
of putputs and inputs have created an incentive structure that
auﬂ%tantially favors non-ugriculture over agriculture. Prior to
the 1970's, this bias was due mainly to the policy objective of
promoting industrialization via tariff protection. However during
the 1970's, the growing regulation of the agricultural sector has
led, perhaps inadvertently, to implicit taxation or negative pro-
tection in agriculture pnrtiéularly in the major export crops.
Credit policies to increase lonable funds to agriculture have had litte
impact. It was also shown that interest rate subpidies will not sign-
ificantly alter the unfavorable pattern of economic Incentives caused
by price intervention policies. Puhlic exi.nditure policies, however,
tended te franote agricultural development through extemsion, research,
and infrastructure construction. Macaranas has also observed a low
explicit taxation of agriculture (33), He eatimated that at least up
to the mid 1970's, agriculture's contribution to govermment tax revenues
has remained below 15 percent, | .

1In general therefore, the government seems to have relied more
hesavily on the formal tax and expenditure policies to protect
agriculture. Price intervention pblicigs vhich turned incentives

against agriculture have been used to promote industrial~
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ization by shifting investment into manufacturing and uroviding low
food prices. Since agricultural producers have now been found to
be price responsive, this policy uattorn will likely have negative
long-run consequences on uroductiou and thus on the objectives of
food self-sufficiency, increasing cxuorta and improving income
distribution.

The policy implication of our anslyeis is not simply to increase
protection in agriculture but to reduce distortions created by
economic policies in general, The broad reforms in the tariff and
interest rate policies currently being instituted have a potentially
‘Tavorable impact on the agricultural sector. The general reduction
in tariff protection in manufacturing will reduce the bias of
incentives against agriculture, A flexible interest rate policy
may allow more financial resources to flow into agriculture,
Unfortunately, the attempt to increase long-term loans by keagins
interest rate lower for short-term loans will limit resources |
available for agriculture production loans that are tyuically'-horr;l;
term. Furthermore, the move to keeu interest rates lower for agri- 8
cultuxe while letting them float for other types of loans will

exacerbate the bias against the flow of funds to agriculture,

Thia paper is an initial attempt to draw out policy issues"

:inportant in developing the leaa-favored gector within agriculture

;or rainfed agriculture. Although our analyaea have had a general i?'
fagriculture focus, the over-all couclusions are neverthelesa

iimportant for rainfed agriculture uhich dominatea the aector.
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Furthermore, it was pointed out that credit and public. np_cnditd:g'_‘,
ﬁiil:lc:lu tended to enblua:lu the irrigated agriculture, L

A number of policy issues need more research attention. ¥Yor |
example, the government has been moving towards nationalizing
marketing of commodities beyond the otaple crops. Our nnaiys:ln
has shown that this has led in aome cases to implicit texation of
agriculture. A relevant question also is whether this has increased

econonic efficiency in the marketing activities.

’ Substantial amounts of public funds are ailocated to resesarch
and'infrustructures development. Much more economic consideration
would be involved in the planning cr priorities if ecomomic research
relating to whizh commodities o. geographic locations would have
high potential pay off in terme of inveatment in research and Toad

coastruction, respectively is available.

The choice of ﬁolicy instruments to achieve a policy goal usually
have side effects. In agriculture, the frequent use of quantitative
 restrictions and other government fiats to regulate producer'i acti-ns
rather than market mechanisms has frequently produced undesirab.ie .
consequences esﬁecially in challenging the integrity of public servantgfj
Cost-effectiveness of various types of policy tools should be uvqluagéd;_
For instance, are export qguotas or forest charges more effectivg‘ﬁg;gsféi

of conserving natural resources.
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