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July 25, 1988
TO; Ralph Johnson, Deputy Assistant

Secretary for Cammercial Affairs

Duane Acker, Assistant to the e

Administrator, AID )
..
FROM: Wayne W. Sharp, U.S. Coordinator ! .y -

Pgricultural Trade and Development M&#Szbns

SUBJEXT:  Evaluation of Hong Kong/Philifpine Mission Report

As Secretary Lyng indicated to the President in his transmittal letter of July
14, the Department of Agriculture has now bequn the process of evaluating the
results of the Agricultural Trade and Development Mission to Hong Kong and the
Philippines and ensuring effective follow-up to the recamendations.
.
As part of this process we would appreciate receiving the Department of
State's and AID's assessment of the Missian's report and of the feasibility of
implementing the recammendations. We have instructed our own agenrcies to
provide their evaluation by August 12. May we have your evaluations also by
August 12.

We sent you each two copies of the report on July 20. If you need additional
copies please let me know. We are also asking the Posts for their input and
have invited the private sector to provide their assessment of the findings

and recamendations by August 19, Shortly thereafter we ought to convene a
meeting of our Missions Coordinating Cammittee to review these evaluations and .
to follow up as appropriate.

Many thanks for your continuing cooperation.

cc: Alan Tracy
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TN DEPARTMENT OF AGRICULTURE
: OFFICE OF THE SECRETARY
WASHINGTON, D.C. 20250

gy,

July 14, 1988

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

I have the pleasure of transmitting to you the report of the Agricultural
Trade and Development Mission to Hong Kong and the Philippines. Organized
under the Trade and Development Missions Program as mandated by the
Agricultural Aid and Trade Missions Act (Section 157, Public Law 100-202 as
amended) which you signed in December 1987, the Mission visited Hong Kong,
May 16-17, and the Philippines, May 18-20, under the leadership of Dean R.
Kleckner, President of the American Farm Bureau Federation.

The Mission had five key objectives: To establish a policy dialogue on
market access and trade issues with host government and key private industry
officizls; to consider cooperative trade and development initiatives or
oppertunities as appropriate; to review the viability and implementation of
U.S. Government programs in the host country; to ensure a means for
effective follow-up to the Mission's activities; and to prepare a
comprehensive report.

In keeping with the mandate of the law and the priorities of this
Administration, members of the Mission reviewed trade policies and
opportunities for U.S. private industry in Hong Kong, and discussed both
trade policy issues and current development assistance programs with private
sector representatives and Government officials in the Philippines. Their
findings and recommendations are contained in this report. These were
reachec independently, and do not necessarily reflect the views or policies
of the Department of Agriculture, the Department of State, or the Agency for
International Development. I have instructed the U.S. Coordinator for the
Missions Program to analyze carefully the results of this Mission and ensure
effective follow-up to the recommendations.

I express my appreciation to the members of the Mission for their diligence
and dedication to the objectives of the Agricultural Trade and Development
Missions Program. The Program also has the full support of the Department
of State and the Agency for International Development.

T believe the Missions Program can be a significant step in strengthening

our economic and trade relationships with less developed countries and key
trading partners in the developing world. 1 am committed to ensuring the

success of this Program.

Respectfully,

(ot 7 5

oo L LYNG

o mvedne
wlawildy,



A, DEPARTMENT OF AGRICULTURE
gé?.§ OFFICE OF THE SECRETARY

H
S
%\*/ WASHINGTON, D.C. 20250

Honorable Patrick J. Leahy

Chairman, Committee on Agriculture,
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July 14, 1988

Dear Mr. Chairman:

I am pleased to transmit the report of the Agricultural Trade and Development
Mission to Hong Kong and the Philippines. Organized under the Trade and
Development Missions Program as mandated by the Agricultural Aid and Trade
Missions Act (Section 157, Public Law 100-202 as amended) of 1987, the Mission
visited Hong Xong, May 16-17, and the Philippines, May 18- 20, under the
leadership of Dean R. Kleckner, President of the American Farm Bureau
Federation.

The Mission had five key objectives: To establish a policy dialogue on market
access and trade issues with host government and key private industry
officials; to consider cooperative trade and development initiatives or
opportunities as appropriate; to review the viability and implementation of
U.S. Government programs in the host country; to ensure a means for effective
follow up to the Mission's activities; and to prepare a comprehensive report.

Members of this Mission reviewed trade policies and opportunities for U.S.
private Industry in Hong Xong, and discussed both trade policy issues and
current development assistance programs with private sector representatives
and Government officials in the Philippines. Their findings and
recommendations are contained in this report. These were reached
independently, and do not necessarily reflect the views or policies of the
Department of Agriculture, the Department of State, or the Agency for
International Development. I have instructed the U.S. Coordinator for the
Missions Program to analyze carefully the results of this Mission and ensure
effective follow-up to the recommendations.

I want to express my appreciation to the members of the Mission for their
diligence and dedication to the objectives of the Agricultural Trade and
Development Missions Program. The Program also has the full support of the
Department of State anu the Agency for International Development.,

1 am committed to ensuring the success of the Missions Program. It can be a
significant step in strengthening our economic and trade relationships with
less developed countries and key trading partners in the developing world.

Sincerely,
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July 14, 1988

Honorable Claiborne Pell

Chairman, Committee on Foreign Relations
United States Senate

Washington, D.C. 20510

Dear Mr. Chairman:

1 am pleased to transmit the report of the Agricultural Trade and Development
Mission to Hong Kong and the Philippines. Organized under the Trade and
Development Missions Program as mandated by the Agricultural Aid and Trade
Missions Act (Section 157, Public Law 100-202 as am2nded) of 1987, the Mission
visited Hong Kong, May i6-17, and the Philippines, May 18-20, under the
leadership of Dean R. Kleckner, President of the American Farm Bureau
Federation.

The Mission had five key objectives: To establish a policy dialogue on market
access and trade issues with host government and key private industry
officials; to consider cooperative trade and development initiatives or
opportunities as appropriate; to roview the viability and implementation of
U.S. Government programs in the host country; to ensure a means for effective
follow-up to the Mission's activities; and to prepare a comprehensive report.

Members of this Mission reviewed trade policies and opportunities for U.S.
private industry in Hong Kong, and discussed both trade pclicy issues and
current development assistance programs with private sector representatives
and Government officials in the Philippines. Their findings and
recommendatiors are contained in this report. These were reached
independently, and do not necessarily reflect the views or policies of the
Department of Agriculture, the Department of State, or the Agency for
International Development. I have instructed the U.S. Coordinator for the
Missions Program to analyze carefully the results of this Mission and ensure
effective follow-up to the recommendations.

I want to express my appreciation to the members of the Mission for their
diligence and dedication to the objectives of the Agricultural Trade and
Development Missions Program. The Program also has the full support of the
Department of State and the Agency for International Development.

I am committed to ensuring the success of the Missions Program. It can be a
significant step in strengthening our economic and trade relationships with
less developed countries and key trading partners in the developing world.
Sincerely,
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July 14, 1988

Honorable E (Kika) de la Garza
Chairman, Committee on Agriculture
House of Representatives
Washington, D.C. 20515

Dear Mr. Chairman:

I am pleased to transmit the report of the Agricultural Trade and Development
Mission to Hong Kong and the Philippines. Organized under the Trade and
Development Missions Program as mandated by the Agricultural Aid and Trade
Missions Act (Section 157, Public Law 100-202 as amended) of 1987, the Mission
visited Hong Kong, May 16-17, and the Philippines, May 18-20, under the
leadership of Dean R. Kleckner, President of the American Farm Bureau
Federation.

The Mission had five key ohjectives: To establish a policy dialogue on market
access and trade issues with host government and key private industry
officials; to consider cooperative trade and development initiatives or
opportunities as appropriate; to review the viability and implementation of
U.S. Government programs in the host country; to ensure a means for effective

follow-up to the Mission's activities; and to prepare a comprehensive report.

Members of this Mission reviewed trade policies and opportunities for U.S.
private industry in Hong Kong, and discussed both trade policy issues and
current development assistance programs with private sector representatives
and Government officizls in the Philippines. Their findinge and
recommendations are contained ir this report. These were reached
independently, and do not recessarily reflect the views or policies of the
Department of Agriculture, the Department of State, or the Agency for
International Development. I have instructed the U.S. Coordinator for the
Missions Program to analyze carefully the results of this Mission and ensure
effective follow-up to the recommendations.

I want to express my appreciation to the members of the Mission for their
diligence and dedication to the objectives of the Agricultural Trade and
Development Missions Program. The Program also has the full support of the
Department of State and the Agency for International Development.

I am committed to ensuring the success of the Missions Program. It can be a
significant step in strengthening our economic and trade relationships with
less developed countries and key trading partners in the developing world.

Sincerely,

<§;EZ£LJQ til Ei;;ﬁ}/
RICHENDTETLYNG
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July 14, 1988

Honorable Dante B, Fascell

Chairman, Committee on Foreign Affairs
House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

I am pleased to transmit the report of the Agricultural Trade and Development
Mission to Hong Kong and the Philippines. Organized under the Trade and
Development Missions Program as mandated by the Agricultural Aid and Trade
Missions Act (Section 157, Public Law 100-202 as amended) of 1987, the Mission
visited Hong Kong, May 16-17, and the Philippines, May 18-20, under the
leadership of Dean R. Kleckner, President of the American Farm Bureau
Federation.

The Mission had five key objectives: To establish a policy dialogue on market
access and trade issues with host government and key private industry
officials; to consider cooperative trade and development initiatives o»
opportunities as appropriate; to review the viability and implementation of
U.S. Government programs in the host country; to ensure a means for effective
follow-up to the Mission's activities; and to prepare a comprehensive report.

Members of this Mission reviewed trade policies and opportunities for U.S.
private industry in Hong Kong, and discussed both trade policy issues and
current development assistance programs with private sector representatives
and Government officials in the Philippines. Their findings and
recommendations are contained in this report. These were reached
independently, and do not necessarily reflect the views or policies of the
Department of Agriculture, the Department of State, or the Agency for
International Development. I have instructed the U.S. Coordinator for the
Missions Program to analyze carefully the results of this Mission and ensure
effective follow-up to the recommendations.

I want to express my appreciation to the members of the Mission for their
diligence and dedication to the objectives of the Agricultural Trade and
Development Missions Program. The Program also has the full support of the
Department of State and the Agency for International Development.

1 am committed to ensuring the success of the Missions Program. It can be a
significant step in strengthening our economic and trade relationships with
less developed countries and key trading partners in the developing world.

Sincerely,







United States Foreign Washington, D.C.
| Departiment of Agricultural 20250
" Agriculture Service

July 14, 1988

While many individuals in the Department of Agriculture, the State Department,
the Agency for International Development, and the U.S. private sector
contributed significantly to the development and operation of this Mission to
Hong Kong and the Philippines, we hereby acknowledge in particular the
excellent contributions of the members of the Mission's Advance Team:

ARlan T. Tracy, Special Assistant to the President for
Agricultural Trade and Food Assistance;

Clarke FEllis, Director of the Office of Economic
Policy, Bureau of Fast Asia and Pacific Affairs,
Department of State;

John Tennant, Chief of the East Asia Division, Office of
Project Development, Asia/Near East Bureau, Agency for
International Development;

Douglas R. Freeman, Assistant U.S. Coordinator,
Agricultural Trade and Development Missions Progranm,
Foreign Agricultural Service, Department of Agriculture.

In addition, we commend the efforts of U.S. overseas officials in support of
the Missions Program: in Hong Kong, Donald Anderson, the U.S. Consul General,
and Philip Bolloway, Agricultural Officer, who coordinated the Mission's
visit; in Manila, Ambassador Nicholas Platt, Kenneth Quecen, Deputy Chief of
Mission, Frederick Schieck, AID Mission Director, and Robert McConnell,
Agricultural Counselor (who arranged for the Mission's visit and will
coorcinate follow-up), in the U.S. Embassy.

Special recognition is due to Franklin Lee, Ruth Mihalec, and Christy Comer of
USDA's Foreign Agricultural Service for their work on behalf of the Missions
Program in addition to their regular duties.

i
wé;i:A%. Sharp

U.S. Coordinator
Agricultural Trade and Development Missions
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LIST OF PARTICIPANTS

DEAN R. KLECKNER, MISSION LEADER
PRESIDENT AMERICAN FARM BUREAU FEDERATION

MELVIN E. SIMS, MISSION COORDINATOR
GENERAL SALES MANAGER AND
ASSOCIATED ADMINISTRATOR FOREIGN AGRICULTURAL SERVICE
VICE PRESIDENT COMMODITY CREDIT CORPORATION

MECHEL PAGGI, EXECUTIVE SECRETARY
ECONOMIST-INTERNATIONAL TRADE, AMERICAN FARM BUREAU FEDERATION

DONALD C. TEMME, REPRESENTING U.S. COOPERATIVES
Vice President, Area Manager - Asia
Central Bank for Cooperatives

ANDREW KOVAL, REPRESENTING PRIVATE VOLUNTARY ORGANIZATIONS
Executive Vice President
Council for International Development

WILLIAM PIEZ, REPRESENTING THE U.S. DEPARTMENT OF STATE
Deputy Assistant Secretary of State
Bureau or East Asian and Pacific Affairs, Department of State

MICHAEL CALLAHAN, REPRESENTING THE MARKET DEVELOPMENT COOPERATORS
Director International Operations - Asia
U.5. Feed Grains Council - Asia Regional

RONALD F. VENEZIA, REPRESENTING THE U.S. AGENCY
FOR INTERNATIONAL DEVELOPMENT
Director, Office of Project Development
Bureau for Asia and the Near East, Department of State
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. Executive Summary

The Agricultural Trade and Development Missions Program was authorized
by the Congress in December 1987 to encourage greater U.S. private
sector and foreign country participation in U.S. agricultural trade
and development programs. The program was officially announced by the
U.S. Department of Agriculture, and Wayne Sharp was appointed mission
coordinator on January 14, 1988.

By offering specifically designed combinations of U.S. trade and food
assistance activities to selected countries, the goal of the program
is to develop countries and customers for U.S. agricultural exports.
The Mission to Hong Kong and the Republic of the Philippines was one
cf the first of several such Missions planned for 16 countries.

In Hong Kong the Missicn found a well established market for U.S.
agricultural commodities. Hong Kong is the second largest importer of
high-valued anc value-added U.S. agricultural products such as poultry
meats, tobacco and ginseng in Asia and the number one market for
oranges. Efforts to increase the market for U.S. agricultural

exports to Hong Kong were determinead to be best directed toward the
establishment of U.S. retail marketing outlets and continued support
fcr programs of the USDA cooperators including TEA program activities.
It was also determinea that increased cooperation between the U.S.
cooperators, USDA/FAS representatives and the agribusiness community
would lead to enhanced program effectiveness. Such an increase in
comanunication could be coordinated through the American Chamber of
Ccmmerce of Hong Kong.

In addition, the Mission found that Hong Kong is playing a major role
as an entrepot for trade with the People's Republic of China. U.S.
exports to China through Hong Kong increased from $7 million in 1978
to almost $800 million in 1987. Agribusiness representatives informed
the Mission that the economic reforms taking place in the PRC were
proceeding at a fast pace and that the next three years would be a
critical period for establishing business connections. Representa-
tives from various Chinese provinces are reportedly establishing
offices in Hong Kong to promote and manage trade. The U.S. agri-
business community needs to be better informed and motivated, if
market opportunities in China are to be realized. This is particu-
larly true for medium and small size firms. Irnformation should
clarify the perception of long-run time horizoas required for returns
on investments and difficulties surrounding standardization of legal
contracts and work rules.

Little opportunity exists for the direct involvement of U.S. aid
or development programs in the PRC. One possible opportunity was
identifiec¢ in the need for development of a bulk yrain unloading
facility .o service the growing livestock industry in South China.



The CCC GSM-103 program may be one alternative of providing assistance
for such a project, which would enhance the market for U.S. livestock
feeds. Additional possibilities include increased sales of breeding
livestock and livestock feeding technology. A problem was identified
with the collapse of a dairy cattle sale, which was to be made under
the EEP program but before the deal could be completed the program
funds were withdrawn.

In the Republic of the Philippines, the Mission found that the

market for U.S. agricultural products and its expansion poses many
substantial challenges. Following the revolution which deposed
President Marcos, substantial change has taken place, some which
impedes the ability of many U.S. products to enter the Philippine
market, some which improves the outlook for an increased presence by
U.S. private sector agribusiness ventures. Most notably among the
direct impediments is a ban on imports of corn, which compete with
heavily subsidized domestic corn production. The most positive
development is the seemingly genuine desire on the part of the Aquino
administration to stick to a market-oriented growth strategy centered
on promotion of both foreign and domestic private sector investment.
The resulting improvement in business climate is reflected in

the growth projection of 6 percent for 1987 up from a low f -6.6
percent in 1983 and 1.1 percent during the first year of the Aguino
administration.

The most pervasive factor, which stands in the way of increased
markets for U.S. agricultural products in the Philippines, is a
dramatic lack of infrastructure to support development. A need exists
at every level. Rural roads and bridges, grain storage and handling
facilities, post harvest technology, irrigation systems, and a viable
selfsustaining rural credit delivery system, were among those most
often discussed by the groups who met with the Mission. Additional
areas are expected to surface when a final agreement is reached on the
Comprehensive Aragrian Reform Program (CARP). The division of land
holdings into small sections of 3 to 5 hecaires is anticipated to
increase the need for training and assistance in forming efficient
production units through PVOs, private cooperatives and/or intensive
small farming systems.** The use of existing development programs

ana creation of innovative new ones will be required, if the necessary
level of assistance is to be provided. The recommendations of the
Mission attempt to provide operational alternatives which reflect a
mixture of existing and new programs.

In meetings with the Secretary of Agriculture, Mr. Carlos Dominguez
several points of concern to the Philippines were raised. It is
important for the future of U.S./Philippine relations that these
concerns be recognized and, where possible, attempts to achieve a
mutually agreeable solution should be encouraged. The issues include
the U.S5. ban on imports of Philippine mangoes due to fear of insect
infestation; legislative campaign by the U.S. Soybean Association to
have the FDA label palm, palm kernel, and coconut o0il as saturated
fats; reduction in U.S. sugar import guotas and failure of the sugar
reexport program; and the need for special and differential treatment
for LDCs tropical products exports in the current GATT negotiations.

**Land reform legislation passed the Philippines' Congress in late
June.



While the development of an exhaustive set of recommendations is not
possible given the Mission time horizon, those provided represent
concrete operational plans. If these ideas are to be beneficial,
there must be an effective follow through by in-country personnel
and coordination with the related Washington agencies involved. To
evaluate progress, a follow-up visit by some or all of the mission
participants should be considered in addition to the required
quarterly reports.

Overall the mission objectives were accomplished. There was agreement
among the members that the experience was useful and provided the
groundwork for improved export markets for U.S. agricultural products.
While the schedule was somewhat ambitious, the staff at the U.S.
embassies overseas and those coordinating activities in Washington
D.C. are to be commended for their work in preparing the program and
logistics for the mission.



Il. Recommendations

Hong Kong

The Mission makes the following recommendations based on our
assessment of the information gained during our meetings in Hong Kong:

1.

g

Two feasibility studies should be done under the supervision
of the U.S. Agricultural Officer to determine the ability

of U.S. food retailers to compete in the Hong Xong market.
One study should examine direct food retailing through
supermarkets. The second would look at food as a component in
a general merchandise outlet.

The U.S. Agricultural Officer should initiate the formation
of a committee on food and agricultural trade within the
American Chamber of Commerce. Such a committee would serve
as a forum to increase cooperation and coordination among
U.S. cooperators, agribusiness representatives, and others
involved in marketing U.S. agricultural products in and
through Hong Kong.

Every effort should be made to promote the market potential
of Hong Kong. This potential includes markets for U.S.
processed and high-valued agricultural products and franchise
restaurant operations. Hong Kong's role as an entrepot to
the Peoples Republic of China must also be promoted.

The U.S.D.A. should initiate a study designed to develop a
strategic plan for increasing the sale of U.S. agricultural
products in China. Input from companies and U.S.D.A.
cooperators doing business in China as well as other USG
agencies should be included. The possibility of funding the
development of a bulk grain handling facility to service
the growing market for feed grains in southern China should
be examined. Available funding sources to be explored
include, but are not limited to, possible use of GSM-103, or
TEA program funds.



Republic of the Philippines

The Mission makes the following recommendations based on our
assessment of the information gained during our meetings in the
Philippines.

1 .

3.

The U.S. ability to expand agricultural trade with the
Philippines is really heavily dependent on two elements:

a) a healthy growth in the Philippine economy (i.e., 6
percent plus) and b) assistance and development of basic
infrastructure such as port loading and inland storage
facilities and transportation systems. If the U.S. wishes
to improve the Philippines as a trading partner, it is also
in our interest to assist the Philippines with these badly
needed infrastructure projects.

GSM-102 and 103 programs for the Philippines should be
pursued. These programs help to acquire and maintain U.S.
market share. The Central Bank has proposed changes in

the commercial bank revolving credit facilities for the
Philippines and these changes could produce a change in the
Ministry of Finance and Central Bank's attitude regarding
GSM-102 and 103 programs (because of the availability of
trade credit under the commercial bank revolving credit
facility and penalties to be paid for non-usage thereof the
MOF and the central Bank have refused the GSM-102 program
for the past few years).

The USG policy apparatus which reviews and approves P. L.
480 resources for the Philippines should:

a. approve immediately an amendment to the FY 88 P.L. 480
agreement to include a provision for use of section 108
resources generated by the program for private sector
related activities. (Awaiting the FY 89 agreement will
result in a delay of at least one year in implementing this
report's recommendations.)

b. Include the Philippine P.L. 480 program as a specific
line item in the annual P.L. 480 markup (as opposed to
lumping it into a "reserve") and thus allow negotiations
with the GOP to commence at the early part of the FY in
question.

Every effort should be made to promote the market potential
of the dynamic prawn industry in the Philippines. The
growth of this industry represents both short and long term
opportunity for exporters of U.S. agricultural products.

We recommend AID continue to devote considerable resources
to rural infrastructure aimed at reduction of costs
associated with the movement of agricultural inputs and
products. AID should also promote coordination among
various public entities to ensure that increased
infrastructure capacity is related to other ongoing and
complementary developmental activities.



10.

11.

We recommend that the AID Mission incorporate non-tariff
barriers to trade within its ongoing macroeconomic policy
dialogue with the GOP, and place these issues on the agenda
of the periodic high-level policy discussions held between
AID and the GOP in relation to the annual assistance
program. In cooperation with other donors, the AID Mission
should seek to create a policy environment conducive to
trade and investment, encourage more open, outward-oriented
economic policies, facilitate the reduction of restrictive
regulatory provisions as well as simplification of
administrative and licensing requirements. These efforts
can also include improved financial intermediation,
protection of intellectual property rights and the
reduction of government interference in the day-to-day
decisionmaking of private enterprises in favor of more
market-oriented determinations.

We recommend that, in conjunction with projected increases
in U.S. assistance to the Philippines, the annual AID
assistance program include some resources which are not
exclusively government-to-government in their application
and whose use involves the counsel of leading Philippine
private sector organizations. This may require a strong
presentation at the highest level of government to offset
the current GOP bias now in effect for exclusive use of the
AID assistance.

We recommend the AID Mission examine how it may strengthen
its staff and organizational ability to design and work
with an expanded private sector program.

We recommend that the AID Mission open a dialogue with
leaders of private sector organizations, including
cooperatives, to examine how AID assistance might best be
applied to the policy and procedural constraints identified
previously.

We recommend that the portion of the AID program which
focuses on long-term development problems in agriculture,
health and education should continue and expand. These
resources should be focused on increasing the income levels
and general welfare of poor Filipinos, with the knowledge
that a "rising tide" of income and well-being is the

most effective means to increase trade between our two
countries.

We recommend USG support the proposal leading to the
creation under the sponsorship of an American PVO of

an Intermediate Financial Institution (IFI) serving
agribusiness investment. The initial infusion of cash

to create the IFI should be through the sale of mutually
acceptable P.L. 480 commodities. The administration of the
Fund will, as per U.S. regulations, be the responsibility
of the sponsoring U.S. PVO working in cooperation with a
Philippine banking institution.



12.

13.

The review and approval of loans, loan guarantees and
specific projects would be entrusted to the concerned
Philippine banker and American PVO who could also be joined
by independent representatives from the Philippine and
American agribusiness business community. The group would
apply rigorous criteria during the review and approval
process and, in addition, they would assure solid
management oversight and regular reporting, follow-up and
evaluations,

We recommend increased support to the PVO sponsored
programs through the creation of a PVO-to-PVO people-to-
people Fund. The initial infusion of cash into the Fund
should be through the sale of mutually acceptable P.L. 480
commodities. The administration of the Fund will, as per
U.S5. regulations, be the responsibility of the sponsoring
U.S. PVOs working in cooperation with Philippine PVO
counterparts and bankers.

The review and approval of loans, loan guarantees and
specific projects would be entrusted to a joint group of
business-oriented Philippine and American PVOs, who could
also be joined by an independent representative from the
Philippine banking and business community. The group would
apply rigorous criteria during the review and approval
process and, in addition, they would assure solid
management oversight and regular reporting, follow-up and
evaluations.

To achieve the wider objectives of the Agriculture Trade
and Development Missions Act, we recommend the creation of
the Philippine Trade and Development Fund. The initiative
should be undertaken by a private sector group of American
PVOs, cooperatives, agribusiness representatives and market
couoperators committed to an actinn-related approach in
support of the dual objectives of increased trade and
development. They would be joined in this initiative by
their Philippine partners and by representatives of the
banking community. The Fund would be created through the
monetization of P.L. 480 commodities. While details are
provided in the Issues and Findings Section, the innovative
aspect of the Fund would be its mandate and facility

to assist, expand and compliment efforts of the four

key private sector parties identified by the recent
legislation, while also promoting increased Philippine
productivity and their own market and export enhancement.
The Fund could eventually, if future evaluation so
justifies, evolve into the Philippine Trade and Development
Foundation, a binational foundation which would assure

an institutional commitment to the promotion of trade and
development objectives on a more sustainable basis.



14.

We recommend that an interagency working group be formed

to monitor and coordinate export market development and aid
projects in the Philippines. Particular attention should
be paid to the successful implementation, where possible,
of the specific recommendations of the Mission. The
working group should include, but not be limited to,
representatives from the PVO sector, FAS, AID, and State
Department.



lll. U.S. Agricultural Trade and Development Interests

Hong Kong

Hong Kong 1s the second largest U.S. export market for high-value
products in the Pacific Rim. The Territory has a population of about
six million people with more than four million tourists visiting
every year. The territory is considered a show place for food for
neighboring Southeast Asian countries and China. Hong Kong is not
only an important market for U.S. agricultural foods and commodities,
but also a staging base for development in the PRC. 1In 1997, the PRC
regains sovereignty over the territory, under the condition that Hong
Kong will be treated as a special administrative region for 50 years
(i.e., one country, two systems).

The Hong Kong Government favors a general policy of free trade.

All agricultural imports except tobacco and products, soft drinks,
and alcoholic beverages can enter the territory duty-free. Other
constraints placed upon imported primary produce relate to health
standards, aimed at safeguarding the general public or local primary
production. There is no form of direct subsidy to primary producers
in Hong Kong. :

The Territory must rely heavily on imported food products for its
population and on other imported agricultural commodities for its
industries, offering excellent opportunities for foreign agricultural
products. The United States is the largest supplier of high-quality
proaucts., U.S. oranges, apples, grapes, tobacco and poultry products
have gained a stronghold in Hong Kong, Australia, New Zealand and the
European Community.

The competitive edge of U.S. products rests with our reputation as

a reliable supplier and for providing consistently high quality
products. The main disadvantages for U.S. products in the Hong Kong
market are higher freight costs, particularly for bulky goods and,

in the past, the strong U.S. dollar, which dropped since late 1985
vis-a-vis other foreign currencies. But more competitive prices and
greater promotional efforts are vital for the U.S. to expand its share
in other sectors.
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Republic of the Philippines

The Philippines' economy posted its second consecutive positive
overall real GNP growth rate in 1987, following sharp drops in 1984
and 1985. PReal GNP was up about 5 percent in 1987 following a growth
rate of less than 1 percent in 1986. The agricultural sector grew at
only about 0.5 percent in 1987 due to losses incurred from drought and
several major typhoons. 1In 1988, a 5-6 percent real GNP growth rate
seems attainable, if investment resumes and the growing foreign debt
burden can be partially alleviated.

Agriculture remains the dominant sector of the economy contributing
almost 27 percent of the GNP and employing rcughly 50 percent of the
labor force. Over 35 million people, or 63 percent of the population,
live in rural areas. The Philippines enjoys an agricultural trade
surplus with an increase in exports and imports in 1987. Agricultural
exports in 1987 of about $1.2 billion (3 percent over 1986) accounted
for 2] percent of total exports. Coconut oil, bananas, pineapple
products, sugar and coffee are the primary export earners.
Agricultural imports in 1987 of about $645 million (up 16 percent from
1980) accounted for 10 percent of total imports. Leading agricultural
imports include wheat, dairy products, soybean meal, cotton and
tobacco.

In 1987, the Philippines ranked number 14 as a source of U.S.
agracultural imports totalling $375 million (down 10 percent from
1980v) and number 23 as a market for U.S. agricultural exports
totalling $218 million (down 10 percent from 1986) leaving a U.S. farm
trade deficit of $157 million (down 10 percent from 1986). The U.S.
has a 34 percent share in the Philippine market for its agricultural
products and takes 32 percent of the Pnhilippine agricultural exports.
Prospects for increased U.S. agricultural sales have brightened
somewhat given increased economic activity and expanding consumer
demand, an easing of foreign exchange constraints, import
liberalization and the increasing competitiveness of U.S. products.

The primary interest of the U.S. agricultural sector in the
Philippines is to maintain and expand the sales of its products.

While most of the attention continues to be given to the bulk
commodities, namely wheat, soybean meal, tobacco and cotton, increased
effort will also be given to high value products now that the
government has begun to liberalize the importation for many of these
products.

To exploit the Philippine market and obtain greater sales of U.S.
agricultural products, efforts by FAS Cooperators and various other
groups and firms are needed along with increased use of the AIMS and
possible selected use of EEP. Local trade contacts are expected to be
more receptive should the economy continue to improve and U.S. prices
stay competitive in the world market.
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Other interests include the continued need to reduce and eliminate
barriers that either prohibit or limit sales opportunities of most
high value products, submit thorough and timely reports on the
production and trade of key commodities and ensure that sugar is
shipped to the U.S. in accordance with an agreed shipping pattern.

Lach of these can be accomplished through continued contacts and
discussion with key GOP officials.



IV. Recipient Country Trade and Development Aspirations
Hong Kong

Under the Sino-British Joint Declaration, ratified in May 1985,
British sovereignty over Hong Kong will be transferred to the People's
Republic of China in 1997. As a special administrative region, Hong
Kong will be allowed a high degree of autonomy, except in foreign
affairs and defense. China has promised that the colony can maintain
its capitalistic economy and open life-style for 50 years after 1997.
The Hong Kong economy, now worth over $35 billion, grew at a rapid
pace during 1975-84, slowed to less than 1 percent in 1985, and
expanded by 9 percent in 1986.

Hony Kong has become a leading manufacturing and financial center
through its free enterprise and free trade policies, an industrious
workforce, a sophisticated financial infrastructure, a modern and
efficient seaport, and an excellent worldwide communicatinns network.
Exports are extremely important to Hong Kong's economy. The
manufacturing sector still accounts for the largest share of the
economy, although it has declined in importance. Clothing is the
dominant industry, and other important industries include electronics,
watches and clocks, textiles, metal products, and toys. Agriculture's
contribution to the economy is less than 1 percent.

Hong Kong 1s one of the most densely populated areas in the world,
with a population of 5.5 million living on 404 square miles. Only 9
percent of the area is arable. Major crops are vegetables, flowers,
fruits, and other field crops, valued at $56 million in 1986. Rice
production has given way to intensive vegetable cultiva“ion, which
is more profitable. Hong Kong supports a small ljvestock industry,
principally poultry and pig raising, and some dairy farming.

Hong Kong must import 90-95 percent of its food and agricultural raw
materials. Agriculturai imports amounted to $3.6 billion in 1985.
The United States is the second largest supplier of agricultural
products to the cclony, after China. Major imports include live
animals and meat products, cotton, rice, wheat, coarse grains, and
citrus fruit. Major agricultural exports and reexports include

fish products, fruit, vegetable preparations, and crude animal and
vegetable materials.

The Hong Kong government generally favors a free trade policy. The
government imposes specific duties on tobacco and cigarettes and
alcoholic and nonalcoholic beverages. There are no tariff barriers or
direct subsidies to producers. The major agricultural policy goal is
to promote the social and economic advancement of primary producers
through increased technical and economic efficiency, improved
stability of production, and maintenance of orderly and efficient
marketing.
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Other policy goals include protecting consumers from high food prices
by efficiently marketing local produce and maintaining a secure supply
of fresh fish products. The agriculture and fisheries department
promotes and regulates producer associations and oversees the orderly
marketing of farm produce through such groups as the vegetable and
fish marketing organizations.

Although very small, local farm production has contributed
significantly toward meeting domestic demand for fresh foodstuffs
and has a stabilizing effect on imported food prices. The Heng

Kong government has emphasized a healthy food supply and a clean
environment. Recent government initiatives in this area include
banning the sale of poultry growth-stimulating hormones and the sale
of fish, meat, and poultry containing synthetic hormones; stringent
antipollution measures which affect livestock-producers; and a
vigorous antismoking campaign,



_14..

Republic of the Philippines

The Philippines is a predominantly agrarian country that has achieved
self-sufficiency in its major staples, rice and corn, while continuing
to be a major supplier of coconut products, tropical fruits, minerals,
and forestry products to the world market. Agriculture's potential as
a source of income and export growth has long been neglected in favor
of an industrialization strategy, but is now seen as playing a key
role in the country's economic recovery. The Philippines is a net
exporter of farm products (which are a declining but still important
source of foreign exchange), while food imports account for less than
10 percent of the total import bill. The United States is a major
agricultural supplier and market for the Philippines.

The Philippine economy, which ranks in the lower middle range of
developing countries,- is export-oriented. The country is well-endowed
with natural and human resources. Following over 300 years of
colonial rule under the Spanish, then nearly 50 years under the

United States, the Philippines gained independence and established

a democratic form of government in 1946. On February 25, 1986, a
relatively peaceful revolution brought an end to nearly two decades of
autocratic rule. Since then, the Philippines have been rebuilding its
institutions alcng democratic lines by restoring the writ of habeas
corpus, ratifying a new constitution, and scheduling congressional
elections.

Between 1946-76, the economy grew at an impressive rate of 6 percent a
year in real terms. Through the 1960s, import substitution motivated
the rapid expansion of a highly protected industrial sector, while the
agricultural sector was left to develop as it had during the colonial
pericd. This strategy failed to absorb the rapidly growing labor
force, leading the government to promote labor-intensive export
industries. 1In addition, the benefits of the growth have been
unegual, causing the highly skewed distribution of wealth to worsen.

A steady accumulation of foreign debt allowed the Philippines to
continue financing large-scale infrastructure projects despite the oil
price shocks of the 1970s and chronic current account deficits. The
deficits were largely caused by the nation's trade and industrial
policy, which failed to graduate the manufacturing sector to the
export sector from the domestic market and discouraged agricultural
production through export taxes, marketing and price controls. As the
nation's financial indicators deteriorated in 1981-82, the credit mix
became increasingly skewed toward short-term commercial bank loans.
Lack of confidence in both the political and financial systems led to
capital flight and drying up of foreign loans. 1In facing its worst
crisis since World War II, the Philippine economy has been marked by
high unemployment, rescheduling negotiations for its $27 billion debt,
weak export earnings, uncompetitive import-substitution industries,
and widespread poverty.
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The current development strategy aim to utilize the country's
comparative advantage arising from its agricultural and labor
resources. The Philippines aims to comply with a growth-oriented
strategy, designed in conjunction with the International Monetary
Fund. Despite widespread domestic and international support for
President Aquino's administration, the political situation remains
tenuous, particularly because of the upcoming congressional elections,
a strong communist guerilla force, militant unions, and a restrictive
military.

Philippines agriculture provides 25-30 percent of national income,
about a third of merchandise 2xports, and over half of total
employment. During the last 30 years, population pressure and
traditional inheritance customs have led to a steadily decreasing
average farm size, reckless deforestaticn, and high tenancy rates. 1In
the Philippines, about two-thirds of all farmland is devoted to food
crops, with the remaining third to commercial crops. Rice, corn, and
coconut are the leading crops, but sugar, bananas, pineapples, root
crops, abaca, coffee, and tobacco are also grown. With the exception
of poultry, backyard operations characterize the Philippines livestock
sector. Per capita meat consumption remains low and output is small,
because of high production costs and relatively low purchasing power
for most consumers. As a result, fish supply much of the protein in
the diet.

The agricultural sector has long been neglected and discriminated
agalnst as the government embarked on its industrialization strategy.
During the 1950s, the sector grew primarily because of increases in
area. The 5 percent annual growth of the 1970s largely reflects the
Masagana 99 rice self-sufficiency which was achieved in 1977. There
was a slowdown in farm sector growth as marked by low productivity,
declining investment, and poor access to bank credit.

The aim of the government is to lay the foundation for an er.itable,
efficient, and ecologically sustainable growth in the agricultural
and rural seclor. Unable to greatly expand area harvested, current
Philippines agricultural policy stresses increasing productivity by:
(1) remcving macroeconomic biases against agriculture, (2) encouraging
diversification of exportable crops, (3) improving rural incomes, (4)
strengthening conservation policies, (5) expanding land reform, and
(6) providing better institutional and infrastructural coordination.
Food security in rice and corn will continue to be important.
However, in keeping with the government's longer term goal to
decentralize development activities, the actual crop mix will be left
to regional and private initiative.

Recognizing its comparative advantage in agricultural production,

the Philippines seeks to expand markets for its export commodities.
Emphasis is placed on food processing industries, such as meat,
poultry, vegetable, and fruit products. The Philippines continues to
have high import tariffs and import restrictions for many agricultural
commodities, except by tourist or export-oriented businesses.
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Compared with the 1950s and 1960s, when the private sector was the
primary engine of growth, the government began to expand its role

in development by the early 1970s. Recognizing that area expansion
could no longer be counted on to fuel agricultural growth, government
programs designed to modernize farming have centered on expansion

and improvement of irrigation facilities, agricultural research, land
reform, and the R.ce Self-sufficiency Credit Program (Masagana 99).
The government haz subsidized consumer prices, while attempting to
support rice producer prices by procuring 10 percent of the rice
harvest. During the 1970s, the government gradually became the sole
trader of key Philippine commodities and agricultural inputs, as the
private sector continued the local trade of farm goods.

To improve efficiency and production incentives, the government has
(1) removed trade monopolies, export taxes, and price controls, (2)
liberalized imports of inputs, (3) increased government expenditure
on infrastructure, particularly farm-to-market linkages, and (4)
consolidated the institutions involved in agricultural planning,
credit, and policy.

In recent years, food supply has appeared adequate to meet the
country's needs. VYet, income-related malnutrition has recently

been increasing. The government's long-standing priority of
selt-sufficiency in food staples (except wheat) was largely reached in
1977 with the attainment of rice sufficiency. However, this success :
came at significant cost to the rural financial system, which is
still in arrears from nonrepayment of loans. After 1977, the urban
consumers received the major benefits of higher rice productivity as
the real price of rice declined. By the early 1980s, production of
major crops (particularly rice, sugar, and coconut) had stagnated.
Due to the rapid population growth, expansion of farmland is
increasingly limited, while Philippine yields of many Crops are among
the lowest in Asia.

Because of past distortions of price and access to credit, all Crops
have not been assisted equally and some far.n activities are more
efficient than others. 1In addition, political considerations have
often outweighed economic rational for infrastructure improvement,
resulting in high transportation and distribution costs.

Until recently, agricultural trade pclicy taxed agricultural exports,
yet did not protect agriculture during periods of depressed prices.
The rice, coconut, and sugar sectors were the most severely affected.
High ad valorem tariff rates continue for many key agricultural
imports, while bans on fresh fruits, nuts, meat preparations, and
blended Virginia leaf cigarettes are scheduled to be lifted by May
1988. The import policy has resulted in smuggling and high costs to
consumers for these items.
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V. Issues and Findings Regarding the Philippines

Unlike Hong Kong, the complexity of issues surrounding opportunities
for increased U.S. agricultural trade with the Republic of the
Philippines requires additional discussion. 1In this section, a

more detailed outline of major issues addressed in the Mission
recommendations for the Philippines is provided.

Constraints To Trade and Development Cpportunities

Several bottlenecks were identified that prevent a more effective and
prompt resolution of trade and development opportunities.

GSM 102 and GSM 103 Opportunities

First, the requirement of sovereign guarantees for GSM 102 and 103
sales programs prevented us, the Agriculture Trade and

Development Mission (ATDM), from concluding a sale of U.S. soybean
meal to the Philippine Livestock and Poultry Development Foundation.
This group (or association) of small livestock producers has secured
through private banking sources hard currency to purchase 20,000 mt of
soybean meal (worth U.S.$5 million) two to three times per year. This
group submitted a formal request to the ATDM and arranged a meeting
with the Mission in order to finalize the sale. The Government of the
Philippines, however, is reluctant to provide scvereign guarantees to
what they perceive is a sale to a private sector entity.

Title I, Section 108 Opportunities

Similarly, sovereign guarantees and the requirement to repay the full
amount of any loan in dollars after 10 years also inhibits the Section
108 program from being used effectively. Most governments, as is the
case with Philippines, would like all or most of Title I currencies
applied to their general budget requirements rather than to private
sector initiatives.

This inhibition is even more severe when private sector Section 108
programs are initiated by cooperatives and PVOs. The dilemma is as
follows: A PVO or Cooperative to conclude a Section 108 program must
secure the approval of the host government. The host government would
be reluctant to agree to:

a. The allocation of a part of Title I resources to the
promotion of the private sector.

b. An American PVO or Cooperative, rather than the host
government or other local entity, having both the
autonomy necessary as well as the responsibility for the
administration, control and supervision of the sale proceeds
and the actual program implementation, and

The final burden for the Section 108 repayment in dollars,
10 years later and as required by U.S. legislation, is the
responsibility of the host government.

Ci



As the goal of the Agriculture Aid and Trade Mission Act is to
promote private sector sales, we suggest that the legislation and the
corresponding regulations be modified to permit private sector sales
for both Title I, Section 108 programs as well as GSM 102 and 103
programs.

Section 108 local currencies present opportunities well beyond the
initial notion to use these funds for credit programs in support of
medium, small and micro-enterprises. Under current gquidelines, the
local currencies are to be reconverted to dollars and returned to

the U.S. Treasury. This reconversion occurs within 10 years of

the initial repayment of the loans in local currency. Instead of
reconverting local currency to dollars, the legislation might be
amended to allow AID, the recipient developing country as well as PVOs
and Cooperatives to consider ways in which the local currencies could
be used to promote Section 108 goals on a more sustainable basis.

One alternative would be to create a Fund to support aid and trade
initiatives from the proceeds of sales of the U.S. commodities. This
Fund could eventually evolve into a binational foundation which would
fund a wide range of activities directed at continued promotion of
the local private sector but also a range of contacts between private
sectors of the United States and the recipient developing country
private sectors; between their business schools and other spec1allzed
retraining institutions or programs; and between various entities in
both countries that operate in or affect the marketplace.
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PHILIPPINE COOPERATIVE MOVEMENT

The cooperative movement in the Philippines has had a checkered
history. Most of the ills are traceable to periods when government
tried to interfere and to infuse too much soft money, as for example,
the government sponsored Samahang Nayons. With the perception of
government, supplied soft money, power brokering and corruption,
cooperative discipline broke down, while defaults and delinquencies
increased. Since Mrs. Aquino has come to power there have been

no massive government cash infusions, rather the attitude of the
government has been to get the government out of this sector, to
reduce government interference and create a better environment for the
private sector and market forces.

There are many cooperatives that survived these periods and which

are today healthy and expanding. Those that appear most solid are
privately initiated cooperatives. More than 50 percent of their
assets are equity contributions of members. By virtue of the volume
of the resources they mobilize and the services they render these
cooperatives are important development participants in their
respective communities. The rehabilitation of the rural banking
system has not progressed rapidly. Commercial banks are not providing
credit to the vast majority of the rural population. The need

to provide credit to the rural majority is critically important.
Everyone interviewed by the ATDM concurred that cooperatives have an
impcrtant role to play and that creative ways should be explored to
expand support to this sector.

The Secretary of the National Economic Development Authority, Mrs.
Monsod, informed us that government supported cooperatives had
miserable performance histories with repayment records in the low 18
to 36 percent range. On the other hand, she reported satisfactory
performance of PVO supported cooperatives as well as cooperatives
wherein members contributed substantial equity. These cooperatives,
according to Secretary Monsod, have repayment records of 98 percent.

Subsequent interviews with respected members of the banking, business
and development community as well as with +he leadership of the
National Confederation of Cooperatives (NAT1CCO) confirmed the

health of many cooperative and the vital role they can play in the
development of the Philippines. NATCCO has published case studies of
successful cooperatives.,

The USAID Mission Director, agreeing on the importance of providing
credit to the rural majority, suggested that a hard-nosed banker and
business assessment be carried out to identify cooperative banks and
cooperative banking mechanisms that have been successful over the long
term in the Philippines and to put in place a rigorous system that
would assure that any additional assistance to the cooperative banking
group meets the criteria of sound banking and management practices.
The USAID Director offered to finance such an assessment.
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Rural Credit Delivery Problems in the Philippines

A.

Current Rural credit Delivery System in the Philippines:

Discussions with several informed and concerned groups in the
Philippines reflected a clear need for an improved credit delivery
system to rural farmers and rural enterprises. In a meeting with
several selected and indigenous Philippine commercial banks (owned
by the private sectors) these banks professed only a partial
penetration of the rural agricultural market requiring credit.
Many of the smaller farmers' borrowing needs are not being
provided by Philippine commercial banks for the following reasons:

1. Many of the farmers are simply too rural and difficult to
reach even with a nationwide branch network.

2. Many farmers have a very small operation and the size of
the loans needed are too small for commercial banks to be
attracted to this business or to economically service it.
Minimum loans desired by commercial banks were generally
100,000 pesos ($5,000) and even this size loan was not
considered really desirable. many rural farmers require
loans of 10,000 to 20,000 pesos.

3. Banks do not now and do not expect in the future to have
adequate staff or structure to profitably service small
agricultural borrowers.

While creditworthiness is also an issue for some small farmers,
the banks generally believe many of the farmers in the rural
areas could properly manage credit provided the lender practiced
good credit disciplines in awarding and monitoring such loans.

As reinforcement to this notion the banks acknowledged that
"informal" lending practices did exist in rural areas in which
individuals made small loans to farmers at interest rates as high
as 20 percent per month (240 percent per annum). This practice
presents some evidence that there are rural farmers able to borrow
and repay even at outrageous interest rates and also reflects

the rural need for some form of credit in the absence of the
availability of commercial bank loans.

Proposal for an APEX Cooperative Financial Intermediary in the
Philippines:

Against this background of rural credit delivery problems, the
notion of a cooperative owned bank to reach such rural borrowers
was introduced and discussed with the Philippine Commercial
Bankers and some interested officials of the Philippine
Government. The history, structure and activities of the
cooperatively owned U.S. Farm Credit System were reviewed for
relevancy and some members of the ATDM (Don Temme, Mel Simms, Dean
Kleckner) pointed out some distinct advantages of a cooperatively
owned lender:
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1. Borrowers have a particular identification with the
cooperative bank because of community ownership interest and
thereby have increased motivation to responsibly manage and
repay debt.

2. The cooperative banks have a stronger knowledge and empathy
with the borrowers' needs and a commensurate ability to
guide and provide technical help to the borrowers, including
disciplines in the borrowers' capacity to receive and repay
credit.

3. A cooperative bank is recognized to have a strong continuing
commitment to its community and borrowers.

Some members of the ATDM (Don Temme) stressed that notwithstanding
the borrower-owner characteristic of cooperative lenders any
cooperative bank must employ the same financial and operating
disciplines (i.e., maintaining creditworthy borrowers and charging
market-level interest rates) in the administration of its lending
practices that are employed by commercial lenders. Lacking such
disciplines any lender cannot remain financially viable and will
fail.

At this point in the discussions with representatives of the
Philippine banks and the Philippine Government, Bruce Tolentino
of the Agricultural Credit Policy Council made the following
comments:

1. A proposal for an APLCX Cooperative Bank have been made by
some U.S. Agricultural groups. The proposal was in effect
an argument on behalf of an agricultural cooperative bank
but was not really a comprehensive feasibility study and left
some questions unanswered.

2. The Philippine Government would not support any such
Cooperative bank with public funds unless private sector
funds were 2lready in place for member cooperatives and then
only on a one-to-one basis.

3. He was pleased to hear the comments regarding the credit
and operating disciplines that should be required of any
proposed cooperative. Provincial cooperative banks funded by
Philippine public funds had failed because of a loss of such
disciplines.

The commercial banks, while not familiar with the APEX Bank
proposal, commented that they concurred entirely with the
expressed need for a cooperative bank and would consider the
possibility of investing in a small percentage of the required
capital and providing some of the funding for that bank.
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Further comments regarding a cooperatively-owned bank in the
Philippines were also heard at a luncheon meeting with the R/P
U.S. Business Council Meeting. The Council is a voluntary group
of prominent Philippine business executives and has a counterpart
organization in the U.S. comprised of U.S. business executives.
During the discussions regarding the Comprehensive Agraian Land
Reform Program (CARP) the council members pointed out that land
reform would create an even greater need for cooperatives in the
Philippines. Council members reaffirmed comments heard earlier
zbout the need for a ccoperative financial intermediary to deliver
credit to rural cocperatives. However, because of the history

of failures of provincial cooperative banks in the Philippines,
councll members were skeptical of the future prospects for a newly
organized cooperative. The high failure rate was attributed to
government funding of cooperative capital requirements with little
or no private sector funding. Such cooperatives are said to

have poor business acumen and no operating/financial disciplines.
There was a very positive response to suggestions by ATDM members
that newly organized cooperatives be primarily funded by private
(members') capital and managed by professionals held responsible
for cperating results. However a few members of the council
commented that several studies have been made which did not fully
address the need for primary private capital and the need for
experienced capable managers. A further comment was made that
such professionals are in ample supply in the Philippines,

Problems With the APEX Cooperative Bank Proposal:

During the period of June 1, 1987 through August 21, 1987, a
feasibility study was conducted for the establishment of an APEX
Cooperative Financial Intermediary (CFI) in the Philippines.

The 12-week study was performed by a team of 8 individuals from
the U.S. and 14 individuals from the Philippines. The ATDM
understands that Philippine cooperatives invited U.S. cooperative
organizations to participate in such a study. Subsequently,

a proposal to establish an APEX CFI has been presented with

the request for funds to undertake a one-year institutional
development phase. The feasibility study suggested a onetime
grant of U.S. $6.6 million to cover start-up costs over five
years. The proposal requests U.S. $952,104 and U.S. $452,960 in
local Philippine pesos.

The ATDM did not have the resources to undertake any review of the
study of the proposal nor did that seem appropriate, since it and
the feasibility study had been reviewed by several Philippine and
U.S. interested parties. 1In summary, the following significant
problems were made known to the ATDM:
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Comments from various Philippine Government officials
including Bruce Tolentino mentioned earlier, and Ms. Solita
Monsod, Secretary and Director General of the National
Economic and Development Authority (NEDA) as well as others,
expressed strong interest in the cooperative bank concept
but have insisted that private sector funds be committed "up
front" before any significant government funding of capital
needs would be available for such a bank. The APEX CFI
relies heavily on public sector funds for the initial
start-up without significant matching private sector

funds. Compounding this problem is an apparent lack of any
assessment as to availability of private sector funds for the
bank equal to the amounts described for start-up costs.

The APEX CFI proposal in relying heavily on public funding
specifically looks to the monetization of funds under

P.L. 480 Title I programs. Currently the outlook for this
particular source of funds is not at all clear. Further

the Philippine Government looks at any AID funds for general
budgeting and developmental purposes and given the objections
described in (1) above may not concur in the use of P.L. 480
Title 1 funds for the APEX proposal.

There is a high degree of skepticism (on the part of both
public sector government officials as well as private sector
businessmen) about the financial viability of any newly
proposed cooperative bank. There is a clear need for

highly disciplined operating and credit delivery procedures,
particularly given the present fragility of existing local
cooperatives. (Philippine business executives believe such
disciplines and the involvement of privately funded capital
are closely interrelated.) Many have stated the current
APEX study and proposal does not adequately address this
requirement. Some of this criticism appears to be based

on the study's lack of involvement of existing commercial
and local banks in the Philippine banking community. Such
involvement would include realistic assessments by Philippine
banks concerning the proposed procedures of the cooperative
bank as well as potential involvement of these banks in
providing some of the operating capital. The Philippine
banks could also work with the cooperative bank in lending
and funding activities.

Recommended Courses of Action:

Everyone in both the private and public sector with whom

the APEX CFI proposal was discussed expressed interest in
approval of the concept of a cooperative styled lender in the
Philippines to address local agricultural and rural credit
needs. However, the criticism and problems mentioned above
suggest some revisions and/or new approaches for the current
proposed APEX CFI.
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1. The question of funding must be approached given the
Philippine Government's reluctance to commit public
funds. Existing viable Philippine cooperatives should
be surveyed to determine the levels of private capital
available from that source for an APEX Cooperative
Bank. Some assessment of private capital availability
for initial funding of such a bank is necessary.
Involvement of experienced Philippine lenders such
as private sector Philippine banks might also be
appropriate as another source of private capital.

2. Many commented about the need for more realism and a
more "hard nosed" approach to lending and operating
procedures including recognition of current weaknesses
in existing cooperatives and the potential of the
loan losses in financial projections. Once again,
experienced Philippine lenders could be drawn on for
input into the study concerning lending and operating
procedures as well as realistic forecast for loan
volumes and loan losses.

3. The resources of cooperative banks including the Central
Bank for Cooperatives in the U.S. Farm credit System can
be available for any additional work on this project.
This suggestion is based on some of the comments
expressed to the ATDM about the need for realistic
assessments of the financial forecast and loan loss
projections. Specifically the U.S. AID Mission
Director expressed interest in financing a "hard nosed"
assessment of current cooperative banking practice in
the Philippines for the purpose of installing strong
credit and financial disciplines into the APEX proposal.

General Comments/Conclusion and Summary:

The genuine need for and bonafide interest in a cooperative
owned bank for rural credit delivery is highly apparent and
very real among some private and public sector individuals.
Problems concerning initial and ongoing capitalization of

a cooperative bank and operating/financial disciplines must
be addressed, but certainly can be resolved. Obviously
some actions need to be taken before going forward with the
existing APEX CFI proposal.
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Intermediate Financial Institution

During the meeting between the ATDM members and senior Philippine
bank representatives a proposed initiative appeared to meet the dual
objectives of increased trade and development. Both the Philippine
and American sides clearly recognized the mutual benefits of the
proposal foreseeing the creation of an Intermediate Financial
Institution (IFI) from funds generated through the sale of P.L. 480
commodities. Furthermore, the concept of the proposed IFI is modeled
on a successful loan guarantee facility initiated three years ago by
AID/Manila in cooperation with the Far East Bank and Trust Company
and sponsored through the funding facilities made available by AID's
Bureau for Private Enterprise (PRE). (In 1983 Congress authorized

the creation of the Private Sector Revolving Fund within the Bureau.
The purpose of the Fund was to provide a flexible and selfsustaining
mechanism for channelling assistance to commercially viable projects
with strong development payoffs. The majority of PRE projects work
through Intermediate Financial Institutions (IFls) to encourage these
institutions or their commercial bank partners to lend to smaller
businesses that previously did not have access to commercial lending
facilities.)

The concept is similar to the PRE model but with the following
difrerences. 1In lieu of a cash infusion from PRE's dollar funding
facilities the funding for the start-up costs and capitalization of
the proposed IFI would come from the sale of targeted U.S. agriculture
commodities. The commodities would be carefully selected with

the goal of promoting future purchases or of meeting a specific
development need. Alternatively, the commodities would be carefully
targeted to promote and encourage small livestock producers or
agribusinesses such as feedmills. Funds made available from the

csale would be deposited in the IFI and would be matched by the IFI's
private commercial banking partner on a one-to-one basis. These

funds would be loaned at commercial or market rates of interests for a
fixed period to specific target groups and for specific development
objectives not adequately served by existing financial mechanisms.
Emphasis will be placed on providing loans or guarantees for loans not
only to progressive farmers and rural-based entrepreneurs but also to
agribusinesses promoting value-added exports and agribusinesses with
outreach to large numbers of contract farmers.

Presently, the PRE supported program has provisions permitting use of
the dollar facilities to purchase American goods and services desired
by the investors. Here the principle of complimentarity is clear.,

If the PRE supported program and the proposed soft currency generated
IFl are closely coordinated, greater amounts of PRE dollars can be
devoted to purchases of American goods and services. One of the first
steps to achieve this objective is to determine if the same banks
cooperating with the PRE program would also be interested partners

in the IFI initiative. During the visit of the ATDM three banks
cooperating with the PRE program indicated interest in expanding
services further into the rural sector, if the IFI initiative comes to
fruition.
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Funds required to initiate this Intermediate Financial Institution
would be generated through sales of U.S. commodities made available
and authorized under Title II or Section 416 monetization programs.
AID officials have been trying for some time toc secure agreement from
the Philippine government to initiate a Title I, Section 108 program,
The Philippine government had taken a firm position, because of

the serious balance of payment and debt situation, that all Title I
resources be used for budget support.

When the ATDM met with Secretary Monsod and senior officials of the
National Economic Development Authority (NEDA) the GOP side remained
firm and were not open to a Section 108 program funded from current
Title I sources, but they were supportive of the suggestion to

create a fund from proceeds of a monetization prcyram sponsored by

an American PVO, especially if the funds were used in support of PVO
and cooperative programs and in support of private sector endeavors
directed to the rural areas. Details of the breakthrough in the
negotiations with NEDA are provided on page 35 in the section devoted
to the expanded role of PVOs.

Philippine Trade and Development Fund

The Agriculture Trade and Aid Missions Program authorized by Congress
in December 1Y87 encourages greater U.S. private sector and foreign
country participation in U.S. agricultural trade and aid programs.

The consensus developed at the Workshops held in Washington prior to
the team's visit to the Philippines suggests the best approach for
increasing U.S. agriculture exports be an integrated one, using all
existing tools for both focd aid and trade. As interpreted in the
InterAgency USDA, State and USAID March 88 report the central thrust
of the Agriculture Trade and Development Missions (ATDM) program "is
Lo develop unique combinations of public and private sector programs
and activities, so ac to expand U.S. agricultural exports, both in the
near term, and by promoting economic development, in the long term as
well." The InterAgency Group expressed particular interest in private
sector initiatives that involve more than one group and looked fcrward
to propcsals that will permit participation by U.S.:

o narket development cooperators
o] cooperatives
o private voluntary organization

agribusinesses.

C

To achieve the objective we recommend the creation of the Philippine
Trade and development Fund. The initiative would be undertaken by

a private sector group of American PVOs, cooperatives and market
cooperators committed to an action-related approach in support of the
dual objectives of increased trade and development. The Fund would be
created through the monetization of P.L. 480 commodities.

The innovative aspect of the Fund would be its mandate and facility to
assist, expand and compliment efforts of the four key private sector
parties identified by the recent legislation, while also promoting
increased Philippine productivity and their own market and export
enhancement.
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If the recommendation receives support from USDA, State and AID

a private sector group of American PVOs, cooperatives, bankers,
agribusinessmen and market cooperators committed to an action-related
approach in support of the dual objectives of increased trade and
development would be prepared to travel to the Philippines, to make an
institutional commitment to set up and administer the Fund on a solid
business like basis and to secure additional resources in support of
the objectives of the Fund. Eventually, when independent evaluation
so recommends and when USDA and AID concur, the group will begin

to implement a carefully worked out plan to transfer control,
administration and ownership of the Fund into a binational foundation
in cooperation with the appropriate Philippine private sector
structure. We feel the ultimate evolution of the Fund into a
binational foundation as key in order to achieve the long term
objectives of a permanent instituticn and a self-sustainable joint
effort in the promotion of the trade and development initiatives.

The Philippine Trade and Development Fund would be designed to
compliment existing USG program promoting aid and trade and would
provide support to private enterprise initiatives as well as support
to all those activities outlined in the Agriculture Aid and Trade
Missions Act.

Specifically, it would use, as recommended earlier, proceeds from
the proposed monetization to support PVO and cooperatives' programs
directed to:

o] providing communities with the means to increase incomes and
productivity;

o establishing the infrastructure that is essential to the
expansion of markets for agricultural commodities and
products;

o) stimulating and enhancing the capacity of local PVOs,

cooperatives and institutions to more effectively promote
dynamic economic growth.

Furthermore as recommended, the Fund would provide the start-up costs
and initial capitalization for the creation in cooperation with a
Philippine commercial bank of an Intermediate Financial Institution
(IFI), which is described separately. The IFI would in turn provide
support as well as intermediate credit financing or credit guarantees:

o to agribusiness ventures, especially those that assure
value-added enhancements and greater employment and income
through contract farming as well as those that use American
goods and services;

o to improve the handling, marketing, processing, storage
and distribution of both domestic and imported agricultural
commodities; and

o to increase livestock and aquaculture production in order to
enhance the demand for American feed grains.
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In addition, the Philippine Trade and Development Fund could provide
support to compliment American and Philippine cooperators and
agribusiness efforts and could also provide funds to match or
supplement their private monies and market development monies (TEA) to

finance:

o pilot schemes (which could lead to joint ventures with
Philippine partners);

o} market development schemes;
o] improved food production and food processing; and

o export promotion endeavors.
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DYNAMIC GROWTH IN PRAWN CULTIVATION

Total production in the Philippines of fish and shrimp is 2 million
tons annually (1.3 million tons marine fishing, 260,000 tons inland
fishing and 500,000 tones aquaculture). Shrimp farming is by far

the most rapidly expanding agribusiness in the Philippines. The
Philippines offers the key ingredients necessary to successful shrimp
farming: year around warm temperatures, good sites, low labor costs,
government support and expanding export markets. Philippine growers
have an advantage over Taiwan growers--the temperature in the
Philippines allows for two harvests per year.

During the workshops held in Washington prior to the ATDM to the
Philippines prawn (specifically penaeid shrimp) culture was identified
by both the Philippine and American participants as one of the fastest
growing agriculture enterprises. Discussions with GOP officials, U.S.
Embassy and USAID staff as well as with American Philippine investors
confirmed shrimp culture as a major area of opportunity for expanded
trade. Given that shrimp exports last year generated $150 million

in revenues, the Philippine government is fully supportive of all
initiatives leading to an expansion of the industry. A number

of American agribusinessmen have invested in semi-intensive and
integrated shrimp culture ventures. They report net profits of
$12,000 per hectare. Dole Philippines has invested more than S10
million and plans to expand its investments.

While still a young industry, prawn exports in 1987 generated for the
Philippines almost twice the hard currency revenues as sugar exports
(which totalled only $78 million last year). The GOP projects that
shrimp exports will expand dramatically and that shrimp exports will
provide $300 million in revenue in the current year. Japan is, by
far, the major market for Philippine shrimp, followed by the U.S. and
Europe.

Prawn production in 1987 was 25,000 metric tons (MT), nearly double
the 1986 output of 14,000 MT. Given the current growth rates the U.S.
Embassy estimates production levels of 50,000 MT by 1990. Assuming

a 2 to 1 feed conversion ratio, the feed requirements for prawn alone
would be 100,000 MT in 1990. Presently 50 percent of the prawn feed
is supplied domestically and the other half is imported. Pelletized
prawn feed sells in the Philippines from $1.30 to $1.50 per kilogram.
The prawn feed market now at $75 million per year will increase to
$140 million annually before the end of this decade, if the Embassy
projections are accurate. Others foresee the demand for feed in the
Philippine prawn industry exceeding 200,000 MT within three years.

U.5. suppliers are only minimally present in this thriving market.
Penaeid shrimp have protein requirements of 40 percent of feed. The
shrimp feed pellet must be stable in water for several hours. To
achieve desired levels of water stability, binders such as wheat
gluten and gelatin are required.
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Feed costs represent 46 percent of the variable costs of a shrimp
farm. Currently the cost of shrimp feed to the Philippine grower

is twice the comparative price to the Thai shrimp producer. Less
expensive feed reportedly could be produced with the combination

of American technology and less expensive (U.S. supplied) feed
ingredients such as soybean meal, rice bran and wheat bran, vitamins,
minerals and pre-mixes. The American Soybean Association (ASA) is
attempting to make the case that the costs of aquaculture feed can

be reduced by replacing expensive marine animal feed ingredients with
plant protein. The San Miquel Corporation has registered concern
about the diminishing guality of U.S. soybean meal. Their buying
contract specified 48 percent protein but the protein content of

U.S. supplied soybean meal in 1987 was only 47 percent. The protein
content of hi-pro soybean meal has reportedly diminished one-half
percent in each of the last three years.

ASA's earlier initiatives in the U.S. media to discourage imports of
tropical oils by suggesting high cholesterol levels created a strong
public outburst and backlash in the Philippines. This, in combination
with the reported complaint of successive lower levels of protein in
U.S5. Soybean meal, may be contributing factors to American suppliers
losing the Philippine market to Chinese suppliers. 1In 1987, total
soybean meal imports exceeded 400,000 MT due, in great part, to growth
in the domestic swine and poultry production. The U.S. had 31 percent
of this market in 1987, but this is down from 45 percent in 1986.

The debates in the National Assembly on the new land reform measures
have seemingly led to a ruling that commercial prawn farms as well as
orchards and commercial poultry and swine farms will be exempted and
this will certainly encourage investors. Municipalities that own

land convertible to shrimp culture will be willing to subcontract

with integrated shrimp producers and thereby generate substantial
supplemental revenues. More and more commercial banks are willing to
finance major investors in this industry given prawn culture's high
yields and quick returns. Every indication confirms the strength of
this growth industry. Opportunities for American suppliers are not
limited to feed components. Significant opportunity is also available
to fertilizer supnliers (specially developed fertilizers to grow
natural feeds such as diatoms and zooplankton), suppliers of equipment
such as aerators, processing and packaging suppliers and suppliers of
American technology and marketing expertise.
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P.L. 480, TITLE I1, DIRECT FEEDING PROGRAMS

The Philippines is normally a food surplus country but due to a severe
three-year economic contraction, per capital GNP has fallen, while
poverty and malnutrition have increased. Current Title II direct
feeding programs of CARE and CRS, valued at $27 million, are helping
reduce the incidence of malnutrition for more thap 2.8 million
children at risk. While the Title II programs have almost doubled in
size since 1984, a recent survey of the Department of Health estimates
more than 6.5 million children are malnourished.

CARE Title II Programs

Stanley Dunn, Director of CARE Philippines, presented to the ATDM a
sumnary of their Title II programs. '

1. Primary School Nutrition Program

This CARE-sponsored program, begun in 1958 in collaboration with the
Department of Education, Culture and Sports (DECS), presently reaches
1.2 million children. CARE's Title II contribution consists of
11,000 tones of wheat flour and bulgur wheat. The government of the
Philippines through the DECS contributes annually 25 million pesos
($1.2 million) to cover the cost of transport and storage of the
donated Title I1 commodities.

2. Maternal Child Health, MCH Program

The MCH program carried out in cooperation with the Department of
Health (DOH) was initiated by CARE in 1976 and now reaches 500,000
preschool children. 1Inland transport and storage costs of the Title
1I ftoods annually total 18 million pesos ($850,000) and are covered by
the Department of Health. Originally 17,000 tons of NFDM was approved
for FY 1988, but this was reduced to 12,000 tons.

CARL is proposing to convert the program from a dry take-home ration
to a wet feeding program using local foods. The CARE proposal seeks
to monetize 10,000 tons of wheat and to use the proceeds to fund a
three-year program in support of the transition from a dry-ration to
center based feeding. Approximately 30 percent of the proceeds will
be channelled to strengthen and expand CARE's rural capital formation
program.

The ATDM supports and recommends approval of the CARE proposal.

3. Emergency Feeding Program

As a result of the depressed sugar market, the population of Negros
has experienced exceptionally hard times and devastating levels of

unemployment. CARE is providing 3,000 tons of Title II commodities
under a program targeted to 240,000 malnourished children in Negros.
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In addition to their Title II fcod programs, CARE has been supporting
programs of technical assistance. Under these programs CARE is
assisting local PVOs, small enterprises and village groups in project
design, setting up basic financial accounting and other forms of
Lechnical assistance. Since 1981, CARE has piloted credit schemes
direct to: .

o small farmers and
o} micro-entrepreneurs.

There is no effective national mechanism to provide credit to the
majority of the population. Local money lenders apply the 5/6 rule
which implies effective interest rates in excess of 20 percent per
month.,

Individual small farmers require loans in the $100 to $200 range each
cropping season. If their only recourse is the local money lender,
all potential profit is wiped out by the excessive interest rates.
CARL has developed a program of providing loans to Philippine PVOs
who, in turn, then lend to small farmers and entrepreneurs. This
program was initiated with a $200,000 capitalization grant from CARE's
own private funds. CARE makes the loan to the local PVO under the
following terms: one year grace period and interest rates varying
belween 9 and 12 percent. The Philippine PVO, in turn, lends the
money to small farmers on short term basis and at interest rates
between 18 and 24 percent. The CARE Director indicated that the 9
percent interest they charge does not cover all their overhead, since
CARE also provides technical training. The 9 to 12 point spread
charged by the local PVO may be sufficient to cover their overhead.

The CARL program is also trying to link their (local PVO) clients to
tormal banking structure by certitying the Philippine PVO to be credit
worthy. Under this system, the bank lends to the certified PVO at 14
percent interest. The PVO then on-lends to small farmers at 18 to 22
percent. CARE is also promoting and assisting local cooperatives and
cooperative credit schemes.

CARL 1ndicates they could significantly expand their various credit
schemes if additional funds were available.

CATHOLIC RELIEF SERVICES
In 1987 the CRS/Philippines program continued to hold firm to its
mandate to assist the poor. 1Its programs fall in the same basic areas
that have prevailed since its beginnings in the Philippines.
The three basic thrusts of the CRS/Philippines program in 1987 were:

o Health and Nutrition;

0 Agricultural Productivity

o] Emergency Response.
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HEALTH AND NUTRITION

In 59 Catholic dioceses throughout the country a program of health
and nutrition is carried on. That program, under the title "Targeted
Maternal and Child Health" (TMCH), reaches over 448,000 of the
country's poorest families each month, It seeks to achieve one
fundamental objective: improvement in the nutritional status of the
preschool aged child. 1In over 7,500 centers nationwide the program
carries out education for improved health and sanitation, community
potable water projects, immunization efforts, and small income
generating activities.,

In addition, CRS supports a Day Care program with the Department
of Social Welfare and Development. As with the TMCH Program, its
coverage is nationwide and reaches roughly 400,000 beneficiaries.

The total estimated value of the two programs is roughly $14.9 million
including P.L. 480 food valued at $12.4 million; counterpart support
of over $2.8 million and additional support of over $0.1 million.

AGRICULTURAL PRODUCTIVITY

Conscious that basic food needs were still a problem in many of the
poorer households in the country, CRS supported numerous projects
designed to increase the available supply. With funds for irrigation,
new technologies (e.g., sloping agricultural land technology, '
fish cages), and post harvest storage, rural groups were assisted

to increase their production. During the year, also, two new
ingredients, credit and marketing assistance, were added.

In 1987, CRS had commitments to over 60 projects with a total value
greater than $700,000.

FUTURE DIRECTION

CRS emerges in 1988 with the following new directions in program
strategy.

In the area of rural development, CRS will give attention to
profitability of the rural producer.

Productivity in the areas of staple crops, fish and cash crops has
been under the direction of CRS' past efforts. Success has been noted
but the changes in the economic conditions of producers have lagged
behind the gains in production. Due to inadequate attention being
placed on putting cash benefits in the pockets of the producers.
Benefits accrued to middlemen and marketers to a much greater extent
than to producers.

In the future, CRS will emphasize support to projects in which the
producers themselves handle marketing, gain more direct access to
credit on more favorable terms, improve their ability to withstand
price fluctuations and engage in horizontal support activities which
increase the value of their production.



In the TMCH Program, CRS will utilize the diocesan TMCHP structures
for credit support.

The network ot 7,500 distribution centers with an audience of over
250,000 mothers provides a unique opportunity for providing small
scale financing to what is called "livelihood" activities. Such _
activities entail a small injection of capital to mothers to stimulate
income/loan generating endeavors.

Experience in some areas indicates that such an infusion of credit
can result in small, albeit dramatic changes in income among families
on or below the poverty line. CKS will continue to import P.L.

480, Title II, but couple its distribution with income generating
activities to the extent feasible.

CRS will continue its assistance to the Department of Social Welfare
and Development's Day Care programs.

As heretofore, CRS will respond appropriately to requests for
emergency assistance. CRS will also develop a database, built upon
the nationwide Diocesan structure, which can be used by all donors to
maximize the effectiveness of their responses to disasters.
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EXPANDED ROLE FOR PRIVATE VOLUNTARY ORGANIZATIONS, PVOs

In discussions with the Secretaries of Agriculture, Trade and the
National Economic Development Authority as well as with other senior
members of the Philippine government the role of the private sector
was highlighted and all lauded the work of the PVOs in the promotion
of economic revitalization and effective development. Likewise,
they cited the role of the PVOs as key to their goals of broad based
development, and they called upon the PVO community to multiply
their efforts in support of increased productivity among farmers,
rural-based entrepreneurs and the urban poor.

In order to respond to this call, the PVO community will require
increased levels of support. USAID and U.S. Embassy officials
acknowledge the exceptional work accomplished by the diverse,
multifaceted and mature Philippine PVO community and point with due
pride to the long-standing USAID supported PVO Co-Financing project.
However, concern was registered relative to the absorptive capacity
of some of the PVOs. The USAID Mission Dire:tor, indicating that the
emphasis has been in support of Philippine PVOs, expressed the view
that more support could be provided to American PVOs, but he also
cautioned against indiscriminate dumping of large sums into the
coffers of Philippine PVOs.

Subsequent interviews with a wide range of Philippine PVO leadership
confirmed that many have taken serious the call of the government and
of the people to play an ever increasing role. These PVOs have, over
the past year, spent considerable time, effort and funds to increase
and upgrade staff and outreach facilities. They now feel postured
to increase their programs without compromising quality and
professionalism. The Executive Director of Philippine Business

for Social Progress (PBSP), whose program level last year was P.70
million, indicatea that a backlog of thoroughly reviewed and valid
projects valued at P.30 million were not financed for lack of funds.
This year's inventory of solid project proposals total P.150 million
but available funds will cove: less than two-thirds the requirement.
The various PVOs under the umbrella groupings of the Association of
Foundations and Philippine Partnership for the Development of Human
Resources in Rural Areas (PHILDHRRA) indicate that unmet funding
requirements total several millions. American PVOs interviewed
confirmed they could increase both quality and quantity of program
delivery, if additional funds were available.

USAID officials indicate the funding levels of the PVO Co-Financing
project could be increased. However, the USAID facility is a

grant mechanism and some of the FVOs are seeking a loan facility

to compliment and expand their activities and effectiveness.
Furthermore, some PVOs find AID requirements, especially the
procurement procedure, restrictive adding considerable bureaucratic
overhead to their operations. Cases cited were securing prior
apprcval for purchases of agriculture inputs, supplies and equipment,
especially burdensome, if the Philippine PVO is located in one of the
more remote areas.
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What is called for is the creation of a Fund that would provide a
complimentary funding source in support of PVO activities. If this
Fund were set up by a group of American PVOs to fund PVO activities

in the Philippines, the sense of a people-to-people program would
reinforce the GOP thrust in favor of a greater role for PVOs, and

it would also assure that a wider number of PVO programs would be
assisted. Given that the USAID PVO Co-Financing project is on a grant
basis and in support of enhancing the PVO institutional capabilities
the proposed Fund should be structured so that the majority of the
funding be provided as loans or loan guarantees.

SUMMARY

In order to stimulate economic development in the rural areas where
the majority of the less privileged live and work, it is necessary

to provide access to credit, training, production inputs and markets.
Both the Philippine and American government officials lauded the work
of the international and Philippine PVOs in providing credit, training
and other services to the rural areas. The Philippine government is
calling on the PVO community to play an increasingly important role

in economic development efforts directed to increasing the income and
productivity of small farmers, rural-based entrepreneurs and the urban
pocr .

A major breakthrough occurred during the negotiations between the
Anerican side as represented by ATDM and USAID officials and the
Philippine side as represented by Secretary Monsod and senior
officials of the National Economic and Development Authority (NEDA).
The Philippine side has taken a firm position to the effect that

all Title 1 proceeds be applied to general budget support. The U.S.
side has been trying to secure agreement that a small part of Title
I proceeds be set aside in support of Section 108 efforts directed
te the private sector. Secretary Monsod responded most favorably to
a proposal of an American PVO monetizing P.L. 480 commodities. She
claritied: if an American PVO generates local currencies through the
Sale of mutually agreed upon P.L. 480 commodities and these funds were
to be used in support of PVO sponsored activities and private sector
efforts directed towards increased agricultural activity. Such a
proposal would enjoy the full support of the Philippine government.
She stressed that selection of the appropriate commodity was of
lmportance to assure that local prcducer markets would not be
disrupted. American PVOs are authorized to negotiate a monetization
program under several windows: Title I, Section 108; Title II; and
Section 416. The flexibility of using one of these three windows
facilitates the process and helps overcome potential bottlenecks in
the negotiations. It was understcod by all parties that the PVO input
would be additional to the current levels of P.L. 480 commodities
being supplied under the bilateral agreements.
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Action Package

In preparation for the ATDM trips an advance team was sent to
each country to meet with appropriate USG personnel and host
country representatives. From these meetings an the advance
team developed an understancing of issues of concern to all
participants. This information was used to formulate an "Action
Package" for each country to be used by the ATDM. The Action
Packages briefly summarized the major topics the Mission would
likely face in discussions with host country government and
private sector representatives and issues that would be of
interest to the USG. The elements of the action package were
intended to serve as a guide for possible issues and not to
limit the scope of the Mission discussions. The Action Packages
developed for Hong Kong and the Republic of the Philippines are
presented in this section.

Hong Kong

Major points for the Mission's attention:

1.

Hong Kong is an underrated consumer market for the United
States. American Business perceives Hong Kong to be a small
market, while there is, in fact, much disposable income there.

Barriers exist for U.S. products entering distribution channels
in Hong Kong, which might be reviewed.

Hong Kong is an increasingly important base for expanding into
the China market.

Specific opportunities for U.S. supermarkets, which do not
presently operate in Hong Kong, which should be explored by the
Mission.
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Action Package
Republic of the Philippines

Following are potential activities and private sector initiatives in
agricultural trade and development with the Philippines which have
been suggested as a result of the workshop and follow-up meetings,
These activities are intended to complement Philippine development
interests. As defined by Philippine Ambassador to U.S., while
contributing to U.S. agricultural trade interests and may be expected
to be raised during the agricultural mission visit.

The emphasis of the proposed two-pronged action package is focused

cn (1) establishing a policy dialogue on market access and trade
issues and (2) consideration of cooperative trade and development
initiatives, initially in the grain/livestock and aquaculture (prawn)
sectors.

I. Markel Access and Trade Expansion

A. Bilateral trade issues of concern to the Philippines:
tropical fruits; meat inspection and processing (need to
upgrade to U.S. standards); sugar; textiles, vegetable oil
(specifically coconut oil); shrimp? (quality standards).

B. U.S. Trade lssues: Philippine ban on U.S. corn; high tariffs
on fruits and vegetables; investment code; restrictions on
fruit imports; 32-day letter of credit limit and foreign
exchange risk.

C. Trade Financing. Range and types of financing available,
including Japanese Aid Fund, other donor financing, EEP and
P.L. 480.

D. Multilateral Issues: Coordination of positions in the MTN.

11. Cooperative Trade, Development and Investment Projects

A. Aquaculture. Import of U.S. feeds to expand local shrimp and
prawn industry, increased use of foreign exchange for this
purpose justified by increased access to U.S. market and
improved quality control.

B. Livestock feed and dairy development. While difficulties
exist here, i.e., GOP restrictions on U.S. feed grain import
issue can be resolved. One feasible alternative which might
be explored is use of imported sorghum as feed, which may
later lead to opening for corn.
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Also U.S. assistance to upgrade local meat processing and
inspection standards might be considered, if this issue can
be resolved and will clearly help increase need for feed
imports. For these purposes, GOP use of P.L. 480 resources
could be explored. For both livestock and prawn industries.
A bottom-up, top-down approach could be taken. For example,
PVOs, cooperatives and AID mission could support small
producers, while cooperators assist large producers,
processors, and agribusiness enterprises.

Upgrading port facilities through the private sector.
Possibly usina GSM-123 export credits or P.L. 480/Section 128
funds, if additional commodity sales are possible.

Joint ventures in food processing. As examples, processing
U.S. agricultural products for reexport, assistance in
processing tropical fruits and juices, and exporting dried
tropical fruits to Europe.

Marketing infrastructure development. Including rolling
stock, feeder roads, electricity. Food-for-Work schemes
might be explored for projects to improve intra- and
inter-island transport.

Develop interest in two-way trade, such as cotton-textiles
and fish food-shrimp.

Food and Economic Assistance

Due to limited funding and minimal short-run program flexibility,
major focus will be on evaluating existing programs to improve
coordination and to review long-term objectives and requirements.

A.

B.

Review existing programs and assess appropriateness.

Review present training programs, consider possible new areas
and necessary funding.

Expanded role of PVOs and cooperatives in food distribution
and self-help activities.

Role of Cooperatives in Economic Development.
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Hoeng Kong
A Brief Overview of the Market for U.S. Agricultural Commodities

Hong Kong is an important market for American foods and farm commodi-
ties. It is the second largest importer of high-value/value-added
agricultural products in Asia and the fifth largest market for total
U.S5. agricultural exports among the 18 Asian countries (after Japan,
South Korea, Taiwan and the PRC). The value of U.S. agricultural
exports to Hong Kong has increased from (U.S.$) $206 million in 1976
to (U.S.9) $466 million in 1987, more than double in 10 years. This
growth reflects the increasing importance of Hong Kong as a market
for U.S. agricultural products. On a per capita basis, Hong Kong's
estimated 6.0 million people consume (U.S.$) $77 worth of U.S. farm
products in 1987.

Of all U.S. agricultural exports to Hong Kong, poultry meats, oranges,
ginseng, and tobacco are leading items. Exports of U.S. fresh fruits
alone add up to over (U.S.$) $150 million a year and account for about
one-third of the total U.S. agricultural exports to Hong Kong. Out

of all U.S. fresh produce exported offshore, Hong Kong takes about
one-fifth of the citrus fruits, non-citrus fruits, and vegetables.

The territory is among the top three U.S. markets for oranges, grapes,
prunes and plums, melons, tomatoes, cabbage, celery, lettuce, peppers,
apples, sweet cherries, and onions. Hong Kong, with probably the
highest per capita consumption of fresh oranges in the world, imported
93,355 metric tons of fresh oranges from the United States in 1987.
Fresh cherries, prunes and plums have done exceedingly well and the
volumes have multiplied over the past five years.

Poultry meats, which added up to (U.S.$) $54 million, topped the list
of U.S. agricultural exports to the territory in 1987. Chicken meat
alone accounted for (U.S.$) $52 million in the year. Hong Kong is

the largest U.S. market for shell eggs and exports in 1987 totalled
(U.S5.$) $6 million. While imports of U.S. cotton have dropped
considerably in the past few years due to the contraction of the local
textile industry and lower prices for Chinese and Pakistani cotton,
the territory has recently emerged as a promising market for U.S. mink
skins. U.S. exports of undressed mink furskin to Hong Kong jumped
from less than half a million dollars in 1978 to more than (U.S.$)

$6 million in 1986 and surged to a new record of (U.S.$) 313 million
in 1987. Hong Kong is now the largest U.S. mink skin export market.
Inports of both dressed and undressed U.S. mink skins totalled over
(U.S.S$) $30 million in 1987, double 1986 level.

U.S. ginseng picked up by 35 percent in 1987 over 1986 exports and
recovered the previous 1982 record level. U.S. wild ginseng is much
sought after in this market. Tobacco has shown steady growth in Hong
Kong, since the early 1870s and has tripled in the last five years.
The territory is also the leading market for U.S. cigarettes. Hong
Kong imported (U.S.$) $242 million worth of cigarettes to Hong Kong in
1987.

The trend of increasing sales of U.S. farm products to Hong Kong is
expected to continue over the next few years. Per capita incomes in
Hong Kong are the third highest in Asia neat to Japan and Singapore
and a significant portion is spent on food. While the Hong Kong food
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market 1s segmented between the largely western-oriented institutional
trade (including hotels, restaurants and modern style supermarkets)
and the traditional Chinese market, there is a growing overall
awareness of the high quality and availability of American foods.

Many of Hong Kong's leading restaurants and hotels insist on serving
high quality U.S. beef, chicken, turkey, eggs and wide assortment

of fruits and vegetables. This is particularly significant with the
rapid development of the hotel business in both Hong Kong and China.
It is important to note that about 4.5 million tourists visited Hong
Kong in 1987. A number of Hong Kong hotels have been invited to
venture into China's hotel projects and have been importing food and
beverages for these hotels. These Hong Kong partners are important
agents in introducing western foods to China.

There is also potential for growth in the sale of U.S. grocery line
items as the number of new retail food outlets continues to increase
rapidly. Because of traditional ties and advantageous freight rates,
most of Hong Kong's grocers have looked to Australia, New Zealand and
Europe for supplies. 1In recent years, however, those buying habits
have shifted and American items are now available on the shelves.
While the Hong Kong dollar is pegged to the U.S. dollar at U.S.

$1.00 = HK $7.80, the recent decline of the U.S. dollar against

the currencies of some suppliers has helped to increase the
competitiveness of American products.

With the growing presence of Americans in Hong Kong and the increasing
westernization of Hong Kong consumption habits (the number of U.S.
passport holders now exceeding U.K. passport holders), grocery stores
are showing increasing interest in U.S. grocery products. More than
(U.S5.$) $10 million worth of beer and ale was exported to Hong Kong,
compared to (U.S.$) $2.8 million in 1985 and (U.S.S$) $8.8 in 1986 due
to aggressive marketing of current U.S. brands. U.S. exports of shell
nuts (including pistachio, almonds and Macademian nuts) increased 60
percent over 1986. U.S. ice cream exports of (U.S.S) $3.4 million

are up 200 percent over 1986 and 20 times the 1983 level. Frozen
vegetables, led by french fries, rose significantly.

The local Chinese market (i.e., 5.7 million out of 6 million people)
is changing rapidly. This is especially true among the young, many

of whom are opting for western life-styles and eating habits. This,
coupled with the higher per capita incomes, is starting a trend

toward the consumption of higher quality foods and meats, as well

as sandwiches and convenience foods. McDonald's, Pizza Huts, Burger
King, Kentucky Fried Chicken and Spaghetti Houses have grown so fast
in number over the past few years that they are now part of the street
scene of Hong Kong. These shops have a special appeal to the younger
Chinese consumer, a factor especially significant for the future.

U.S. companies should be aware that Hong Kong is also the staging base
for an increasing number of agribusinesses in China. 1In addition to
hotels, joint ventures include: dairies, hog farms, feedmills, and
food processing. A number of international agricultural companies
have offices in Hong Kong to operate their joint ventures, to look for
new ventures, and to trade.

Tables 1 and 2 provide major U.S. agricultural exports to Hong Kong
for CY 1983-87 in value and gquantity, respectively.
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TABLE 1
VALUE OF MAJOR U.S. AGRICULTURAL EXPORTS TO HONG KONG, CY 1983-1987

-------------- 1,000 U.S. dollars -———-==-===wewe--

Commodity 1983 1984 1985 1986 1987
Poultry Meat 23,922 34,470 40,353 38,119 54,366
Oranges 67,457 52,064 64,244 70,367 49,106
Ginseng 38,708 37,145 36,883 29,805 40,794
Raw Tobacco 10,198 24,968 30,557 28,928 36,408
Cotton 38,745 85,191 17,800 1,970 18,325
Wheat 18,844 18,247 15,269 13,977 16,149
Beverages Bases 7,142 3,256 4,616 13,321 15,272
Apples 14,214 15,105 14,330 12,432 13,545
Furskins (undressed) 2,800 3,611 5,288 6,158 13,263
Grapes 8,083 9,944 15,234 14,508 11,013
Beer & Ale 3,618 2,238 2,894 8,794 10,545
Beef, Frozen & Fresh 4,738 4,314 4,071 6,370 10,204
Prunes & Plums 2,395 5,016 5,551 7.556 9,789
Cattle Hides 4,516 2,498 3,384 4,029 6,037
Shell Eggs 3,091 4,389 4,080 3,734 5,716
Lettuce 5,687 4,753 4,188 4,225 4,632
Cherries 1,641 2,169 2,063 3,020 4,603
Melons 3,146 3,295 4,788 4,192 4,214
Lemuns 3,344 3,575 2,927 3,082 3,880
Potatoes F.Fry Frozen 2,551 2,194 2,613 3,366 3,647
Rice 71 56 86 786 3,528
Refined Corn 0il 3,290 5,583 5,909 , 3,252 3,487
Ice cream 115 528 884 1,123 3,480
Subtotal 253,288 320,470 288,012 283,114 342,003

Total all U.S.
Ag. Exp. 357,131 411,467 388,669 395,836 466,008

NOTE: In addition, the territory imports significant amounts of
cigarettes and dressed miniskins from the United States. Hong
Kong imported about (U.S.$) $16 million of dressed skins and
(U.S.$) $242 million worth of cigarettes from the States in
1987.

SOURCE: U.S. Census Bureau
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TABLE 2

Quantity of Major U.S. AGRICULTURAL EXPORTS
TO HONG KONG, CY 1983-1987

Commodity 1983 1984 1985 1986 1987

Pcultry Meats (m.t.) 25,169 33,404 41,687 36,043 56,051
G.anges (m.t.) 127,274 95,383 115,135 127,282 93,355
Cinseng 300 226 407 384 491
Raw Tobacco (m.t.) 1,705 3,915 5,196 5,618 7,088
Cotton (m.t.) 30,584 61,691 12,781 2,732 14,970
Wheat (1000 (m.t.) 110 113 99 98 125
Beverage base (m.t.) 498 404 402 842 1,122
Apples (m.t.) 26,922 28,039 25,921 19,863 26,329
Undressed Furskins (1000 pcs) 114 111 195 304 352
Grapes (m.t.) 6,897 9,058 14,194 14,007 9,173
Beer & Ale (1000 liters) 6,364 4,133 5,733 15,256 17,145
Beef, Yresh & Frozen 740 667 647 1,068 2,019
Prunes & Plums 2,038 5,441 6,643 7,056 11,073
Cattle Hides Whole (1000 pcs) 160 63 106 117 122
Shell Eggs (1000 dozen) 6,595 6,924 7,009 6,067 9,614
Lettuce (m.t.) 18,444 15,973 13,635 11,142 11,308
Cherries 659 1,168 1,243 1,671 1,952
Melons (m.t.) 4,865 6,335 9,627 8,147 7,499
Lemons (m.t.) 5,397 5,741 5,054 5,574 7,136
Potatoes F. Fry Frozen 3,738 3,338 3,725 4,945 5,454
Rice 176 120 186 2,613 11,595
Refined Corn 0il (m.t.) 3,304 5,725 6,987 4,967 4,487
lce Cream (1000 liters) 167 688 1,217 1,735 5,601

SOURCE: U.S. Census Bureau
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Republic OF THE PHILIPPINES
A Brief Overview of the Agriculture Sector

Agriculture Sector: Agriculture is an integral part of the Philippine
domestic economy, accounting for nearly one-third of gross national
product. About 34 million of the country's 57 million people

reside in rural areas, with most depending on agriculture for their
livelihood. Major agricultural crops (in order of production value)
are: rice, corn, coconut, sugarcane, pineapple, banana and mango.

As a result of a major drought and several damaging typhoons,
agricultural sector growth in 1987 is estimated by the GOP at less
than 1 percent, down from a 1.5 percent growth rate in 1986. Annual
agricultural sector growth rates were 2.6 percent and 3.5 percent
during 1984 and 1985 respectively; over the same two-year period GNP
fell by 7.2 percent and 4.2 respectively.

Agricultural Trade: The Philippines has traditionally run a large
surplus 1in agricultural trade, although the positive balance has
declined sharply in recent years. For example, agricultural exports
exceeded imports by (U.S.$) $501 million in 1987, down from a

net surplus of $593 million in 1986 and $1.39 billion in 1980.
Agricultural imports amounted to $666 million in 1987, up 20 percent
from 1986. 1In 1987, agricultural exports totaled $1.17 billion,

2 percent higher than 1986. Agricultural trade accounted for 15.2
percent of total merchandise trade in 1987, down from 14.7 percent in
1986.

The Philippines' major agricultural exports are fats and oils (mostly
coconut oil) and fruits and vegetables (mostly pineapple and banana).
Ir 1987, the value of these two categories accounted for nearly
two-thirds of total agricultural exports. Other major exports include
sugar and products, copra meal, fibers, coffee, copra, rubber, and
cocoa. Major agricultural imports are dairy products, grains and
products, feedstuffs, tobacco and fibers (mostly cotton)., 1In 1987,
these items accounted for 80 percent of total agricultural import
value.

Agricultural Trade with the U.S.: The U.S. is the primary supplier
and the primary market for Philippine agricultural products. The U.S.
supplies about one-third of Philippine agricultural imports and is
the market for one-third of Philippine exports. In 1987, agricultural
trade between the U.S. and the Philippines totaled (U.S.$) $592
million agricultural exports to the Philippines totaled $217.4
million, while Philippine agricultural exports to the U.S. totaled
$374.4 million. The Philippines is a major market for U.S. wheat,
cotton, tobacco, soybean meal, and nonfat milk. Major Philippine
agricultural exports to the U.S. include coconut products {(oil and
shredded coconut), pineapple products, sugar, cocoa products and
coffee.
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U.S. Government Programs

P.L. 480, Title I: In FY 1988, the U.S. has provided $30 million
in Title I fundlng (will supply about 90,000 metric tons (MT)

of rice). The rice will be imported for the account of the
National Food Authority.

P.L. 480, Title II, Section 206: For FY 1988, a $20 million
program has been approved that will supply an addltlonal
quantity of rice. 1In FY 1987, the U.S. provided $43.5 million
(234,800 MT of wheat) under the program. The wheat was
monetized by the GOP for general budget support.

P.L. 480, Title I1, Direct Feeding Program: 1In FY 1987, $28.2
million in commodltles (including freight) were supplied under
the program. In FY 1988, a similar amount will be supplied.
The food is coursed through CARE and CRS, with an additional
amount supplied on an "Emergency" basis.

Export Enhancement Program (EEP): Initiatives announced include
1,150,000 MT of wheat, 100,000 MT of wheat flour and 65,000 MT
of barley malt. To date, 155,000 MT of wheat and 14,000 MT of
barley malt remain available under the program (the wheat flour
EEP was withdrawn following the purchase of 50,000 MT).

Sugar Quota: The Philippines receives 15.8 percent of the

U.S. base guota. 1In CY 1988, the Phlllpplne share of the U.S.
quota is 110,600 short tons raw value (STRV). For CY 1987, the
Philippine received a quota of 143,800 STRV.

Section 416, Sugar Quota Offset: To help offset the decline

in the U.S. sugar gquota a total of $32.8 million (190,200 MT of
wheat) was provided in CY 1987. The wheat was monetized by the
GOP for general budget support.
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U.S. AGRICULTURAL EXPORTS TO THE PHILIPPINES

CATEGORY

GRAIN & FEED
Wheat and products
wheat, not relief
Rice and products
rice, relief
Coarse grains & products
yellow corn, not relief
malts
Corn scy milk

Ol1LSEED PRODUCTS
Soymeal (oilcake & meal)
Soybean o0il, crude
Soybeans
Coffee whiteners

DA1RY, LIVESTOCK & POULTRY
Breeding stock, chicks
Nonfat milk
Whey, dried
Inedible tallow
Meat, bone, feather meal
Beef carcasses

FRUITS AND VEGETABLES
Canned FPruits
Fresh fruit
apples
grapes
Dried fruit
raisins
Fruit juices
Hops
Misc. fruits & vegetables

COTTON, TOBACCO & SEED
Cotton & Linters

raw cotton 1" to 1 1/8"
Tobacco

flue-cured

Burley

SUGAR & TROPICAL
Natural rubber

Liquid flavoring, nat & syn

Flavoring material
Essential oils
Beverage bases

TOTAL AGR. PRODUCTS

SOURCE: U.S. CENSUS
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U.S. AGRICULTURAL IMPORTS FROM THE PHILIPPINES

CATEGORY
GRAIN & FEED
OILSEED PRODUCTS

CRUDE COCONUT O1L
REFINED COCONUT OIL

DAIRY, LIVESTOCK & POULTRY

FRUITS AND VEGETABLES
Bananas

Canned pineapples
Pineapple juice
Shredded coconut

COTTON, TOBACCO & SEED
Tobacco products
tobacco scrap

SUGAK & TROP1CAL
Raw sugar
Cocoa and products
cocoa butter
Coffee, crude
Abaca, raw and wastes
Rubber

TOTAL AGR. PRODUCTS

SOURCE: U.S. CENSUS
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