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PROJECT STATEMENT Date February 7, 1972

A. PROJECT SUMMARY

1. Statistical

Project Title: Agricultural Diversification and Trade (Philippines)
Status: New Pioject, Second Phase
Contractor: USDA Economic Research Service
Principal Investigators: L. J. 4tkinson, D. Kunkel
Duration: January 1, 1972 to December 31, 1974
Total Estimated Cost: 3303,423

Funding by Fiscal Year: 1972 ¢ 49,879

.1973 100,162 o .

1974 99,841
1975 53,541 <4 f41)
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~ Project Manager: L. Witt, TA/AGR v
2. Narrative

This is one of three projects on the same problem presented to RAC in
April 1971 and funded for planning. This one will concentrate on the Philippines;
the other two will deal with selected countries of Latin America and with
Thailand. The projects will assemble and analyze data and provide information
for pélicy makers on agricultural production and marketing alternatives at
farm, regional, national and international levels as changes in production
techniques, supply response, and prices force new patterns of crops and
livestock production. They will also yield information on broad relationships
and analytical procedures and methodologies useful to any LDC faced with
abrupt changes in production technology,
Agricultural diversification (as explained in the initial.project proposal)
is bein; sought by many LDCs for several reasons, including (1) finding
alternative uses for land resources devoted to food grain production.as
self-sufficiency neede are met and exceeded, (2) creating higher incomes, for
farmers as they use their land more intensively, (3) seeking to produce
agricultural commodities which in the aggregrate better meet the tastes, demamds
and needs of thelr people, and (4) producing more products for international
markets and earning larger and more secure foreign exchange income,

The study is being done in four phases, starting with an appraiswsl of present
information and ending with analyses of policy alternatives, and involve close
collaboration of USDA economists and economists of the Philippine Bureau of

Agricultural Economies and Philippine College of Agriculture,



B. Expanded Narrative Statemsnt

1. Project Description and Background

In many of the more advanced LDCs, key decislion makers in agriculture
nov are faced with the need to choose among policies and programs to best
adjuét to the changes in production techniques, supplies, domestic or
international demand which affect farm.prices and costs. They also face
pressures from consumers and as reflected in views of other ministries.

They have a political wlll to make logical cholces among the best alter-
natives but have inadequate infurmation upon which to make these cholces;
hence postpone or fail to make decisions.

Several existing or propcsed projects seek to fill this gap, e.g.,
simulation or large scale linear programming nmodels, forms of agricultural
sector analyses, and these are appropriate to fairly comprehensive, broad
evaluations,‘ However, in some LDCs the problems are much more focused around
one or a narrowly circumscribed set of issues. Under such circumstances,
an in-depth subsector analysis may be more appropriate. At the same time,
properly organized, the subsector analysis will contribute data inputs and
relationships to a complete sector analysis,

This project was one of three financed for planning so that the U.S.,
and host country professionals could jolntly deveiop a work plan and division
of labor. The other two, to be submitted later, are for North Carolina
State with selected countries of Latin America; and for the East-West
Center in Thailand.

These three subsector analyses focus on diversification and trade alﬁerm

natives., Each will take an approach adjusted to the data base, the choices



to be examined, and the relative emphasis on the micro and macro aspects
of the problem. At the same time, each project will have elements in

common - the development of prositicn papers. for the. decision-maker,the

\.‘,,_.__,w -
costs, the specification and analysis of changes in the production function,
and a goal to demonstrate how the methodology used can contribute +to an

improved besie fprAdecisiep<makingum~To strengthen the several projects,
a;;i;vduplicatior, and to faeilitate the expansion of this work to other
countries, periodic research workshops are‘planned to involve Contractor
personnel, the LDC research leadera from the three projects, and selected

LDC personnel in other countries for whom these problems and this approacn

may be appropriate.

Although this project provides intensive work in the Philippines
with immediate and obvious usefulness.to the country, it has two
important aspects of significa:nce on a worldwide basis. One is to
develop sub-sector analysis techniques that are more efficient than
those presently available to the govermments of LDCs. Through fhe
simulation project and others of a similar nature, falrly reliavle
analytical techniques are becoming available. At present, however,
they are expensive Iin money resources and require hedvy inputs of a type «
of manpower in short supply in most of the world. Tﬁeee three projects
should indicate more efficent ways for governments to analyze critical
problems and policy activities.

The second aspect of significance on a worldwide basis is the
specific data and interpretations on how an LDC agricultural economy
respoﬁds to production innovations and market opportunities. This
becomee an input into analyses of the consequences of trade pollicy

changes, and can be fed into revisions and interpretations of such

world models as the FAO Indicative Vorld Pleno




This specific project has bheen jointly planned by thco
Bureau of Agricultural Economics, Manila, (BAE) the College
of Agriculture, University of the Philippines, Los Banos,
(UPCA) and the Economic Research Service, U.S.D.A. (ERS).
Attachments 1 and 2 lay out the work plan, and the research
methodology to be used. Resources will be provided by agencies
of the Philippine Government, the USAID Mission, Manila, and
AID/W allotments to the ERS. '

The first major purpose of tﬁe project is to develop data
and analysis to policy makers on realistic agricultural pro-
duction and marketinjy alternatives at farm, regional, national
and international levels as production techniques, supply and
price changes force consideration of new patterns of crops
and livestock production. The research group will exploit
existent research findings, on-going research, and develop new
information as needed.

The. second major purpose is to enhance the research capacity
in the Department of Agriculture and Natural Resources and
in the University of the Philippines College of Agriculture
and to strengthen the mechanisms for continuous analysis and
reevaluation of opportunities and alternatives as producticn
and market conditions change.

ﬁecent technological breakthroughs haVve made possible a
substantial increase in food grain productibn in a number

of countries. Additional



improvements in farm practises are occurring in many countries as further
technical innovations are created. In still others increasing domestic
consumption is reducing farm exporis despite a continuing need for forelgn
exchange. These developments coupled with the limited international markéts
for food grains stimulate a greater concern with the diversification of
agriculture, that is to identify other farm production possibilities which
can maintain and enhance farm income and employment, utilize domestic market
opportunities and provide alternative and more promising sovrces of forelgn
~ exchange, thus using and intensifying the use of some of the resgources now
devoted to food grains. In some countrles the need is for riéorous ob&ecti§e
data which will identify for policy makers the available optlons for the
resources now or likely to become surplus in grain production, or to exploit

agricultural resources more fully to create new streams of income and forelgn

exchange.

Philippine decision makers, in considering diversification alternatives,
require information on farm production possibilities, farm incomes, income
and employment corisequences of technological change, as well as on interregional
competition, regional integration, end likely changes in trade patterns and
prices, Adequate supply’analysis requires far more specific data on farm
level alternatlves than is presentlyavailable, including how likely new
farm practises will change the nature §f the farm production response.

Also, the existence of sensitive issues in the allocation of resources and
direction of policy and programs requires that decision makers have available
rigorous; objectlve analyses by host country colleagues appraising the
consequences of alternative uses of research, agricultural and financial
resources, Thus, the strengthing of host country @EEEXEEEE%,§§E§E£EXMEEuthe
aerea is vital,



The research plan provides for short and intermediate term reports which
will help policy makers to improve their decislon muking process. Final
products will result after interim reports have been evaluated and revised,

2. Sipnificance to AID Objiectlives

This project will forge linkages among the Philippine Bureau of Agricultural
Economics, the Agricultural College of the University, and the Economic
Research Service of the U.S. Department of Agriculture, It will assist
Philippine professionals in drawing on research information for position
papers on important policy alternatives., And they will do this on important
and significant problems facing the host country, the AID Misaioh, and the
U. S. generally. It will‘be congrusnt with new AID objectives to strengthen
host country capacities to analyze alternatives and assess prioritles in
relation to important agrlicultural development issues,

This project will contribute to AID objectives by assisting developing
countries in formulating and implementing agricultural deyelopment strategles
and policies in view of changing production, market and trade opportunities.
Information has not been available to develop and appraise farm production
programs in an international context. Present programs are largely developed
by considering individual countries as separate entities. This project will
: analyze diversification options and production potentials in the Philippines
and evaluate these potentials in‘a trade and development context. Thus,
policy makers will be able to evaluate policies and programs after consldering »
jnternal production possibilities and the production and trade prospects
of other countries. Developing economic intelligence of this nature is

essential if country planners and AID advisors are to effectively develop

programs and strategies.



Thus, this project (and the other two) will ‘develop and demonstirate the
procedures by which an LDC can assess the choices available and make more

logical and integrated political decilsions among these alternatives.

3. Relation to Existing Knowledge

The first phase of thié project, and even the planning activity, draws
heavily upon research already completed or underway. Much emphaéis is being
placed on bringing all this information together in such a way that the
informational gaps become obvious, and plans can be devigsed to fill these
gaps through new research.

Not only in the Philippines but generally there 1s considerable information
currently avallable relevant to this topic, but this information must be compiled
and analyzed in a uniform and systematic manner., A great need exists for
detailed férm level data on physical production costs and possibilities. Thel
availability of relevant deta depends to a large extent upon the particular

country and commodities being considered. It is expected that this research

in the Philippines will lead the way towards much more relevant country
studiesAthan have been done in the past. A series of guch country studies,
for example, would make the FAQ's Indicative World Plan a far more useful
document. To date such overall approaches have seldom been able to draw

on micro economic agricultural data, énd in consequence are unable to providé
rigorously defined policy options,

4o Relation to Other Research

Within the Philippines the project will draw heavily on relevant on-going

research, It will seek to avoid duplication and overlay wheregver possible,



and it has a broad based advisory committee to insure that this policy 1is
eniorced.

The analysis of trade prospects will draw on previous FRS research on
world demand prospects for wheat, rice, feed grains, all grains, o'l seeds,

cotton, bananas and beverage crops; along with data on recent changes in

conditions of trade. It will be necessary also to draw on current studles

—_— B - v . e e et o

of trade problems, barriers to trade etc., becauss of the current very

dynamic situation on trade policy. The research at Williams College will be

particularly appropriate.

The other diversification projects (to be submitted later) will be
coordinated with this project, first through periodic mestings in Washington
of the project leaders, and secohd through an annusl workshop-geminar which
will bring together host country leaders, contractors, and selected outslde
research wofkers wi.th a substantial interest in these 1ssues; some of whom
may become colloborators in later future projects, and others who may be
doing similar work financed through other sources. On some occasions other
international agencies - Asian Dévelopment Bank, IBRD, Economlc Commission
for Asia and the Far East, FAO or Foundations may be invited to participate.

Finally, this research will draw on international centers, particularly
IRRI, and other sources of technological innovations feg practises which may
change production functions and supply responses, so as to incorporate

'"dynamic elements into the research.



5. Proposed Work Plan

The work plan has been developed jointly with the cooperating
institutions in the Philippines. Planned activities have been
divided into four major phases over a project p riod of 36
months, as follows: |

Phase 1. Intensive study and evaluation of existing data,
analyses and programs. Three months. This evaluation will
focus on six problems areas:

Farm surveys
Experience and planned programs on crop diversification
Identification >f homogeneous, agro-economic regions
Supply response studies
Demand and market studies
By the end of this period this review will have provided a
sound basis for determining the priority needs for additional
research or data collection.

Phase 2. Evaluation of initial studies, estaklishing special
research projects and preliminary macro-analysis. Nine months.
"A research workshop will be organized to advise the coordinators
as they complete Phase 1 and begin Phase 2. Priority research
responsibilities will be assigned. These will include micro-
economic stuaies of representative farms, supply response,
demand and market studies. It will also include updating of
some existing studies. Material gathered in Phase 1 and other
current material, such as the revised 4 year plan will be
used to develop a prelihinary macro-analysis, or "first
approximation” answers to current policy issues.

Phase 3. Completion of regional micro-economic and ine-
dustry studies, preliminary draft of final marco-economic

analysis, and initiation of analysis of trade prospects.
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One year. This phase will also examine linkages relating
agriculture to the input industries, to marketing and pro-
cessing activities, and to the demand side of the national
economy . | ’

Phase 4. Preparation of intermediate and final reports
for circulation and review; revision and publication of the
final report.

This research is designed to: _

1. Capitalize on existing research work and data

to provide first approximation answers at intervals
throughout the study to maximize its utility to decision
makers. I i ' T

2. Undertake new activities only after careful
appraisal of existing work.

3. Integrate its activities with those presently
underway in the Philippines.

4, Generate real cooperation among the participating
‘institutions and contributed to their problem solving
apility. _

5. Make the several micro=economic analyses reflect
specific geographical conditions, and thus provide
“the "intensive studies" called for in the revised 4

year plan for agriculture, needed to generate "con=-
clusive evidence" that recommendeé production changes
are in fact profitable alternatives,

6. Generate both finished research, but also approaches
and mechanisms within the cooperating Philippine
institutions to continue research after this project

is completed.
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6. Research Methodology

The joint discussicons in the Philippines brought much
definition to the work plan and to a prospective division of
labor. In each of several areas a number of studies were
identified as typical of what should be done. It was agreed
tnat & first task will be to zeview the accomplishments in
detail, make a firm selection of the special studies to be
made and the methodologies that would be used. The research
workshops at the end of Phase 1 will contribute to this process.

| Meanwhile, the ERS has prepared a supplement to the work ’

plan and a bibliography (made available to the RAC sub-committee)
which identifies methodology thought to be suitable, and most
likely to be used, with necessary modifications to be worked

out with Philippine colleagues.
The intent is to select from standard analytical method-
ologies and adapt them to the time and data constraints of the

situation.
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7. Researcher Competence

The ERS has much experience in drawing on e variety of research results
for the preparation of macro - agricultural studies and the preparation of
position papers bearing on polisy decisions that administrators must make,.
At the same time they have maintained an objective, professional detachment
from the policy positions subsequently taken, This experience 1s particularly
relevant for the institution building = research competence fuaction, im-
portant for the Philippines Bureau of Agri&ultural Lconomics,

The two men that ERS placed in the Philippines in June=July 1971 were well
accepted and worked effectively aé membefs of the planning commiftee théﬁ

developed the workplan (attachment 1). One member of the proposed ERS team

© e U ——— e ———— e

conducted the FRS study on Colombia, one ofwséven éountries whgée agfiéui%uraii_

progress was studied under AID contract. Reports from the Director of the

Bureau of Agricultural Economics and from the mission make it clear that the
ERS inputs were welcome, that the personnel were well accepted, and that an
appropriate working relationship was inaugurated. See attached letter.

3. Contribution to Institution Building

The GOP recognizes the importance of creating the rosearch capacity
contemplated in this project. They are msking by far the largest contri.ution
in personnel, between 12-20 man years annually to the U'sSe 2 plus. The
ma jor Philippine leadership have Ph.D,'s, foreign training, and research
experience. The»proposed—gudget allocation clearly creates the financial
base - for,the research capacity. Vhat remains is to Ppgrade the participants
in team research and the prgparation of policy papers. It 1s clearly

expected that this capacity will be maintained and utilized in the Phllippines

after the project has been completed.
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9, Utilization Plans

Much of the utilization will occur through major interaction

with host country decision makers and through host country
colleagues, with U.S. personnel playing a minor role. A

series of reports will be prepared at strategic intervals, when
policy decisions are due, as internal documents for decision
makers and utilizing the best evidence then available. These

probably will be for limited circulation.

In addition to the host country utilization, .ID is concerncd

that the uses of this kind of research collaboration and net-
work of relationships be considered in other countries, and
by decision makers who are concerned in having a flow of
policy related information coming to them. For this reason
it is planned to have a series cf research seminars, probably
one each by each of the three contractors, while the work 1is
going on, to include a variety of LDC senior researchers and
administrators.

In addition to the position papers discussed above, there
will be published reports at the end of each phase of the work
plan. These will be available for use both within the country
and by research workers and development organizations in other

countries.
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These reports will provide up—toédate and comprehensive
understandings of the interplay of internal and international
economic forces. Thus they will supply basic data and analysis
inputs into IBRD, FAO, USAID, Asia Develorment Bank, and
government agencies. ™hey will document the policy related
papers and provide a broader understanding of the various
diversification and development issues.

10. Budget Analysis

The project budget as shown o: the next page is for the
original project proposal developed in Manila. The USAID/
Manila input is shown in itemsg 4a and 5b. The AID Mission
also will provide training fellowships outside of this budget.
The AID/W support is in addition to these figures.and are shown
separately as Table 2. '

The budget in Table 1 has since been slightly modified for
the first year, first by addlng in the salaries and other
contributions of the BAE and UPCA, and second by deducting the
contingencies item, since the National Research Development
Board on October 28, 1971 stated that it would make the add-
itional allocetion if needed. The budget for the first year
was approved in late January by the Chairman of the Board.

In Table 2 the FY budgets were prepared on the assumption
of a January 1, 1972 start. Thus schedued fiscal year allo—
cations need to be shifted slightly. Also figures need to be
adjusted upward for the January 1 salary adjustments of government
workers. The ERS budget is developed on the basis of TDY
assignments. It is hoped that personnel ceilings will not be
a problem in 1973, and make some budget changes possible.

These two tables need to be put together to show the
total inputs; however this is done in terms of man years
rather than salaries. Two categories are- listed.




Professional inputs including graduate situdents.

First vear

Philippines 13.5 man years
ERS 2.2

Aids, Clerks
& interviewers

Philippines 23
ERS 0.4
Total 39.1

Second vear

20 man years
2.5

38
0.35
60.85

15

Third vyear

10 man years
3

25

0,5

38.5



BUDGETARY REQUIREMENTS, BY YEAR

Table 1

(in_pesoc)
¢ 1lst Year
I : (Phase 1 2nd Year 3rd Year
TEM L& 2) (Phase 3) (Phase 4) Total
1, Salaries and wages a/ 169,000 255,000 130,000 554,000
a. Project researchers 74,250 108,000 54,000 236,250
b. Research aldes 34,650 50,400 25,200 110,250
c. Casual clerks 31,500 45,000 27,000 103,500
d. Emergency interviewers 14,600 39,600 14,800 74,000
e. Honoraria 9,000 12,000 9,000 30,000
2. Travel expenses 25,000 50,000 10,000 85,000°
a. Project staff 10,000 20,000 5,000 35,000
b. Field supervisors 15,000 30,000 5,000 50,000
3 Supplies and materials 10,000 25,000 15,000 50,000
4, Contractual services 75,000 150,000 75,000 300,000
a, Local consultants 40,000 80,000 15,000 135,000
b. Data processing 10,000 30,000 20,000 60,000
c. Other services b/ 25,000 40,000 40,000 105,000
S. Equipment outlay c/ 239,900 95,500 - 335,400
a. Local procurement 43,600 8,000 - 51,600
b. Foreign assistance 196,300 87,500 - 283,800
6. Contingencies 57,700 63,900 " 25,600 147,200
107 of total
TOTAL- 576,600 639,400 255,600 1,471,600
a/ Excluding salaries of technical personnel from respective cooperating
agencles (see Appendix D for details); consultant services included
under item 4.
b/ - Includes rental for office space and publication of reports.
&/ See Appendices E; and E for details.




Table 2

Budget for Economic Research Service
Project in the Philippines

(budget by project years)

Year 1 .Year 2 Year 3
FY72 $49,879 FY73 $50,081 - FY74 $49,921
FY73 50,081 FY74 49,920 FY75 53,541

Budget by items by fiscal years

72 73 Y74 Y75
Salaries & $27,099 $51,373 $55,955 $36,681
allowances
Travel 9,774 19,724 22,863 9,876
Data . 1,500 6,000 €,000
processing
Workshop 5,000 10,000 N
Overhead 6,506 13,065 13,023
(15%) $49,879 $100,162 99,841

Total $303,423
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11. Internal and External Reviews

The original project was developed in close association
with the EA Bureau. The writing of the workplan and other
activities included much interaction with USAID/Manila, and
several debriefing meetings, upon returning to Washington.

On several occasions, at least as early as January 1971

SEADAG Seminar, the Undersecretary of Agriculture has emphasized
the great importance he gives to information on diversification
alternatives. A '

In short, the project. has been worked out with extensive
discussions with the Mission, the BAE and UPCA, and interaction
with the then EA Bureau in Washington.

Frank Sheppard, AID/Manila, visited with Secretary of
Agriculture, Arturo Tanco, about both the professional quality
and possible political consequences of a relationship with
ERS. This was well in advance of the project development. The
Secretary made a strong positive statement welcoming the re-
lationship. Attached are two letters from the Director of
the Bureau of Agricultural Economics defining the role of *the
ERS collaborators as advisors. V

This project was reviewed at length by RIGC and RAC in
March.and April 1971. Part of the discus$ion was concerned
with the size of the task compared with the resources requested,
and the absence of a firm methodology. The answers given were
that additional resources would be expected from the Philippines;
and that to be truly cooperative the workplan and methodology
had to be developed jointly in the Philippines. The RAC
deciéion was to fund the planning activity, and review the pro-
ject as developed through this process. The project presented
here is the result of that process. It was discussed at a
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RIGC meeting on December 3rd, and forwarded to RAC with the
specification that two additional statements be prepared.
One is a review of the siatus of the other two projects on'
Diversification and Trade. The other is on anticipated ways
in which progress on and the results of this work will be
brought to the attention of other interested parties.

These statements are provided separately.

12. Proposing Office General Evalﬁation

This office considers this as a demonstration-model-test
of some of the new approaches of AID. An important problem
was identified, a prospective contractor planned an applied
research project jointly with the host country counterpart
organization, personnel and financing are assembled on a
bilateral basis. To demonstrate and test the efficacy of this
approach is an important aspect of a central research project,
if such activities are to become part of specific country pro-
gramming in the future. In addition, this research is innovative
in th sense that it attempts to go from general principles
about diversification to specific and meaningful data analvsis

and the definition of realistic policy options.



CABLES -~ FROM - MANILA

April 1971

Upchurch met key agency officials and found entﬁusiastic response to
proposal and willingness to fund Philippine Government participation.
Tentative plans made for ERS join Philippine Bureau of Agricultural
Economics (BAE) and University of the Philippines College of Agrilculture
(UPCA) in cooperative project as management team, These plans informally
approved by Undersecretary Agriculture Drilon; Paulino, Director BAE;
Dean Orillo and Ilag, UPCA; acting Director National Economic Council,

and USAID/P.

Suggest USDA-ERS planning team arrive mid-May to complete operational plans
inicluding budgets. Provide ETA,

August 1971

Mission anxious that project start as soon as GOP confirm their

funding.

QOctober 1971

Project approved by National Science Development Board staff now
awaiting board approval, Absgné:e of Chairman Median caused postponement.

of regular October meeting.
January 21, 1972 _
NSDB approved Agricultural Diversification study during January

18 Board Meeting. Except commence local work early in February
after scheduled February 1 formal signing of memorandum confirming
inputs'of various concerned agencies. Request confirmation TAB
support outline in work plan to permit USAID/P signature.



REPUBLIKA NG PILIPINAS
KAGAWARAN NG PAGSASAKA AT LIKAS NA KRAYAMANAN

KAWANIHAN NG EKONOMIYA SA PAGSASAKA
(Burcau orF Acmricu: TURAL EcCONOMICS)
CASMAN BLDG., QUEZON BOULEVARD EXT.

LUNGSOD NG QUEZON

November 5, 1971

Dr. Lawrence W. VWitt
Senior Economist
Agricultural Economics

and Sector Planning DNDivision
Office of Agricultre and Fisheries
Bureau of Technical Assistance
Washington, D. C. , USA

Dear Larry:

In connection with our conversation this morning
regarding the consultative arrangements between the
Philipnpine Governmz2nt and the United States Government,
we would like to inform you formally that 1t 1s the
policy of the National Sclence Development Board, the
research-financing agency in the country, and the Bureau
of Agricultural Economics as the proponent on the Phililp-
pine Government side in the matter of the Agricultural
Diversification and Markets Project, that whenever local
- consultants are avallable on any specific area of this
research, we shall attempt to acquire thelr services, as
a matter of priority. In any case where special assist-
ance will be required on methodologies, and no Filllpilno
consultant is available, then we shall request for a
specialist from your country on a short-term basls.

In the matter of ERS participation in the project,
we would like to state categorically that.Dr. L. Jay
Atkinson's services would be completely acceptable to us.

As a Philippine research project, in no case shall
the work be under the dirccticn of other than the Fili-
pino counterparts, which 1s to say that any consultant shall
serve in an advisory capacity.

We hope you will find this arrangement acceptable.
Thank you.




REPUBLIKA NG PILIPINAS
KAGAWARAN NC PAGSASAXA AT LIKAS NR KAYAMANAN

KAWANIHAN NG EKONOMIYA SA PAGSASAKP;

(Bureau or AcmcurTurAl EconoMics)

CASMAN BLDA., QUEZON EDULLVARD EXT. %@9 é 3975

LUNGSOD NG QUEZON
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October 27, 4271

Dr. L. Jay ftlinson

Crief, Fconomic Development Nranch
Foreiacn Ceveclonment and Trade Division
USDA-1S

Yashington, D.C. 20250

Dear Jay.

!e heve the two drafts =hich vou sent and the
\rZllizmson article, too. Than' you.

Remgarding th2 methodologlceal staterent, Jess and
I are aquite recentive to the J1dea of utilizlng more
advanced techaniaues, Unfortunately, e may not yet
havs the canzbllity In men and materials, and we do
not know oy others in the Philivpine Government would
-react--to,- for Insvance;-a-simulations-rpeded

On the whole, we think that the oroper methodologles
to employ will have to be deter.ined acre vhen you will
corie. Eut tefore all of %these, I would nrefer that even
before initiating Phase I, we should nold sessions with
consultants and yoursclves, and with wvhomever else will
be directly or indirectly involved in Project ADAM. The
sessions will be for the maln nurpose of mapping out the
strategies for Fhase I, in detail,

Vle attended a meetines at the MNational Science Deve-
lopment DBoard tie other daxr, tonether wit) Wranl: Shenpard
and Fete Sandoval of UPCA. Thc meeting was reauested Dy
NSDB to discuss the nroposed project's hudget.

We vere Iinformed that the !SDD CGoverning Doard had
approved tha project in principle, that the Advisory
Eoard had also given 1ts okay. The meeting was the
penultinate one before the next Foard meeting te resolve
any loose encs and thereby facilitate final and formal
approval.

Trank, of course, stood four-sauare behind us assuring
the NSNR of the fullest zunvort from AID in regard to com-
modity =2ssistance, consultzncies,and travel grants for
sonme rescarchers,



..

¥l anticipate that the nroject wi1ll get tle stamp
of aporoval before the middle of Noverrber, but that we
may hc able to initilate Phase I formally no earliar than
a month thereafter, becausc the release of funds ray not
‘occur until then.

Tn the meantire, howvever, we siall start dlscusclons
with UDCA nrelanly next waah ané start scouting for the
roseareh and clerical force we will nced so trat ag soon
as we et the freen ilicnt, we can sbars uwit,out any
further delays. Low are thlngs on your side?

[3Y)

. Regards.

Sincerely yours,

e A
I PAULINO
prcetor

B L e i 0 D e T S O e
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RESEARCH PROJECT STATEMENT

1, Summary

Project Title: Agricultural Diversification and Trade = Asia
Time Period: July 1, 1975 - June 30, 1976
Estimated Cost:  $150,000

Principal Investigators U.S. Departmert of Agriculture = Economic
Research Services

garrative

This statement is in support of a one year extension of the '"Agricultural
Diversification and Trade' project currently funded through Junme 30, 1975.
The purpose is provide support for refinement and utilization of research comp-
leted during the first three (3) years of the project to include consideration
of a wider range of agricultural policy alternatives than initially contemp-
lated and their implications for developing a viable diversified agricultural
sector in the Philippines. Interrogation of the analytical framework with a
wide range of policy alternatives will provide for refinement of that frame-
work in a manner consistent with. the need for flexible analytical systems
applicable to situations in other LDCse.

Agricultural diversification (as explained in the initial project pro-
posal) is being sought by many LDCs for several reasons, including 1) finding
alternative uses for land and labor resources as self-sufficiency needs are
met and exceeded, 2) creating higher incomes for farmers as they use their
resources more intensively, 3) seeking to produce agricultural commodities
which ip the aggregate meet the tastes, demands and needs of their people and
4) producing more products for international markets and earning larger and
more secure foreign exchange income. The specific task here is to explore a
wide range of agricultural policy alternatives and to evaluate their effect-
iveness in meeting thelypes of diversification objectives specified above.

Results of completed research in this and related projects provide the
_basis for effective testing and utilization of the research product. Pro-
cedures, accomplishments and findings of this and related activities will be
" disseminated to other interested groups via a formal seminar and related pube-
lications developed and presented jointly by the Philippine Bureau of
Agricultural Economics, USDA and USAID.
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2. Research Purpose and Expccted Products

In many of the more advanced LDCs, key decision makers in agriculture
now are faced with the need to choose among policies and programs to best
adjust to the changes in production techniques, supplie¢s, domestic or in-
ternational demand which affect farm prices and costs. They also face
pressures from consumers and others as reflected inviews of other ministries.
They have a political will to make logical choices among the best altesna-
tives but have inadequate information upon which to mawnc these choices;
hence postpone or fail to make decisions.

Several existing or proposed projects seek to fill this gap, e.ge.;
simulation or large scale linear programming models, forms of agricultural
sector analyses, and these are appropriate to fairly comprehensive, broad
evaluations. However, in some LDCs the problems are much more focused
around one or a narrowly circumscribed set of issues. Under such circum=-
stances, an indepth subsector analysis may be more apprepriate, At the
same time, properly organized, the subsector analysis will contribuce data
inputs and relationships to a complete sector analysis.

Although this project provides intensive work in the Philippines w.th
immediate and obvious usefulness to tbhe country, it has two imporiant as-
pects of significance on a worldwide basis. One is to aevelop sub-sector
analysis techniques that 2:~ more efficient than those presently available
to the govermnments of LDCs. Through the simulation project and others of a
similar nature, fairly reliable analytical techniques ave becoming avail-
able. At present, however, they are expensive in money resources and re-
quire heavy inputs of a type of manpower in short supply in most of the
world. This and related projects should indicate more :f.icient ways for
governments to analyze critical problems and policy alternatives.

The second aspect of significance on a worldwide i:sis is the specific
data and interpretations on how an LDC agricultural ec:nomy respond:' to
production innovations and market opportunities. This l'ecomes an input into
analyses of the comsequences of trade policy changes, 21d can be fed into re=
visions and interpretations of 'such world models as th: FAO Indicative World Plan.

This specific project has been jointly planned by the Bureau of
‘Agricultural Ecomomics, Manila, (BAE) the College of Agriculture, University
of the Philippines, Los Banos, (UPCA) And The Economic Research Service,
‘UeSeD.As (ERS). The work plan, and the rescarch methodology to be used are
presented in section seven below. Resources will be provided by agencies of
the Philippine Government, the USAID Mission, Manila, and AID/W allocation
to USDA-ERS.



/5

wlyos

The first major purpose of the original project was to develop data
and analytical procedures useful to policy makers concerned with realistic
agricultural production and marketing alternatives at farm, regional,
national and international levels as production techniques, supply and
price changes force consideration of new patterns of crops and livestock
production, This purpose will be met by June 30, 1975 but numerous pol-
icy alternatives remain to be tested and evaluated before real utility of
the analytical framework is realized,

The second major purpose is to enhance the research capacity in the
Department of Agriculture and Natural Resources and in the University of
the Philippines College of Agriculture and to strengthen the mechanisms
for continuous analysis and reevaluation of opportunities and alterna-
tives as production and market conditions change. Extension of the pro-
Ject through June 30, 1976 will provide the opportunity to expand this
capacity beyond research conception and execution to implementation.,

Elaboration of initial project purpose and products is contained in
the original project statement of February 7, 1972 (copy at.ached),

J, Significance and Rationale

a. Relation to AID Objectives
[

This project will forge linkages amung the Philippine Bureau of
Agricultural Economics, the Agricultural College of the University, and
the Economic Research Service of the U.S. Department of Agriculture, It
will assist Philippine professionals in drawing on research informatioun
for position papers on important policy alternatives. And they will do
this on important and significant problems facing the host country, the
AID Mission, and the U.S. generally. It will be congruant with AID ob-
jectives to strengthen host country capacities to analyze alternatives
and assess priorities in relation to important agricultural development
issues. : -

This project will contribute to AID objectives by assisting develop=
ing countries in formulating and implementing agricultural development
strategies and policies in view of changing production, market and trade
opportunities. Information has not been available to develop and appraise
farm prodction programs in an international context. Present programs are
largely developed by considering individual countries as separate entities,
This project will analyze diversification options and production potent=
ials in the Philippines and evaluate these potentials in a trade and de-
velopment context. Thus, policy makers will be able to evaluate policies
and programs after considering internal production possibilities and the
production and trade prospects of other countries. Developing economic in=-
telligence of this nature is essential if country plarners and AID advisors
are to effectively develop programs and strategies. This project will de=
velop and demonstrate the procedures by which an LDC can assess the choices

ivailable and make more logical and integrated political decisions aﬁong
these alternatives.
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b. Relation to Existing Knowledge

The first phases of this project drew heavily on research already
completed or underway. Considerable emphasis .was placed on bringing
all this information together in such away that data gaps were obvious
and plans for filling these gaps could be developed and executed.

There is considerable information available on this topic in the
Philippines and elsewhere. It has been compiled and analysed in a un-
iform and systematic manner during earlier phases of this project. The
information generated from this extension of the project will improve
the cuality of data available for decision makers and alsc further re=-
fine the collection of primary data useful for policy analyses. The
availability of relevant data depends to a large extent upon the country
and commodities being considered. This research in the Philippines will
lead the way toward much more relevant country studies than have been
done in the past. -

4, Plans for Research Linkage

Research undertaken during this last phase of the agricultural div-
ersification and trade project and that completed during earlier phases
is directly related to other projects of TAB. The results of the NCSU
contract cds 3632 directly complement this research project by provid-
ing another test of apprcpriate methodology and an alternative pro=-
duction and marketing systems and related policies. Results of this
project are also directly related to the farm income project of the
USAID Philippines Mission. Mission personnel are developing plans to
integrate procedures and findings of this project into oa~-going pro-
grams. There is continual dialogue and direct mutual participation in
this project by AID/W, USDA-ERS, Philippines Department of Agriculture
and Natural Resources, International Rice Research Institute, The
World Bank, The Asian Development Bank and others. A workshop has been
held on various issues of Agricultural Diversification and Trade with
repregentatives of these organizations ih attendance. A second seminar
is planned to present the procedures and finding of this project to in-
terested agencies and individuals from other LDCs. Details of this
seminar are currently being planned by USAID Philippines, USAID/W,
USDA-ERS and various agencies of the GOP.

5. Plans to Facilitate Utilization

Effective utilization of the products of this research depends upon
the availability of adequately training personnel. The Philippines
Department of Agriculture and Natural Resources, USAID/Philippines,
AID/W and USDA have developed a plan for training participants in nec-
essary skills. 1In addition, active involvement of participants in all

phases of the project has been and will be diligently persued.
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Much of the utilization will occur through major interaction with
host country decision makers and through host country colleagues, with
U.S. personnel playing a minor role. A series of reports will be pre-
pared at strategic intervals, when policy decisions are due, as inter-
nal documents for decision makers and utilizing the best evidence then
available, These probably will be for limited circulation.

In addition to the host cou. . , utilization, AID is concerned
that the uses of this kind of research collaboration and network of re=-
lationships be considered in other countries, and by decision makers
who are concerned in having a flow of policy related information coming
to them. For this reason, it is planned to have additional research
seminars, while the work is going on, to include a variety of LDC senior
researchers and administrators.

In addition ot the position papers discussed above, there will be
published reports at the end of each phase of the work plan. The .e will
be available for use both within the country and by research workers and
development organizations in other countries.

6. Management Considerations

A. The Department of Agriculture and Natural Resources will con-
tinue to provide data collection, analysis, clerical and certaia oth&y
support services. USAID/Philippines will provide consultant services as
they are determined necessary, certain other support services and part-
icipate in development of the planned seminar on project results and use.
USAID/W - TAB will provide support outlined in the attached preliminary
oudget. : : '

B. Dr. Arlo Minden TAB will serve as project coordinator along
with Dr. W. Faught USDA-ERS. Dr. Frank Sheppard USAID/Philippines and
other mission staff will also participate in management responsibilities
as will designated administrators of the Philippines Bureau of
Agricultural Ecomomic (BAE). Principle investigators will ba Dr. David Kunkel
USDA-ERS and Mr. Jess Alix Acting Director, BAE.

C. ! The original project was developed in close asscciation with
the EA Bureau. The writing of the workplan and other activities included
much interaction with USAID/Manila, and several debriefing meetings, upon
returning to Washington. On several occasions, at least as early as
January 1971 SEADAG Seminar, the Undersecretary of Agriculture emphasized
the great importance he gave to information on diversification alterna-

tives,.
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In short, the original project was worked out with extensive dis-
cussions with the Mission, the BAE and UPCA, ard interaction with the
then EA Bureau in Washington as were the con-.tions of this proposed
extension.

The original project was reviewed at length by RIGC and RAC in
March and April 1971. Part of the discussion was concerned with the
size of the task compared with the resources requested, and the absence
of a firm methodology. The answers given were that additional resources
would be expected from the Philippines; and that to be truly cooperative
the workplan and methodology had to be developed jointly in the Philippines.
The RAC decision was to fund the planning activity, and revdew the project
as developed through this process. The project presented here is the
result of that process. It was discussed at a RIGC meeting on December 3,
and forww.. .ed to RAC with the specification that two additional statements
be prepared. One was a review of the status of the other two projects on
Diversification and Trade. The other dealt with anticipated ways in which
progress on and the results of this work would be brought to the attention
of other interested parties. These statements were provided.

The original project was reviewed at length in February and June 1974,
It was determined that good progress had been made to date but that numerous
unanticipated problems i.e. high staff turn-over and significantly veduced
rice production in the Philippines etc. had retarded progress., Initial re=-
view by RIGC and RAC in 1971 indicated concern for the size of the task and
funding requested.

It was jointly determined in June of 1974 that original goals and ob-
jectives remained valid but additional professional inputs would be required
to complete the original objectives and give adequate consideration to
numerous additional policy alternatives which have been proposed since the
project was initiated. That professional input is being provided currently
by USDA-ERS consultants. The consultants report will be filed November 1974,
Staffing and participant training has been scheduled to insure necessary
professional capacity to utilize the research products on a continuing basis,
The plan is presently being prepared by BAE, USAID/Manila, and USDA-ERS.

The project will be reviewed at regular intervals both on-site and in
Washington based .on published materials and reports and personal inspection.

An evaluation will be conducted at the conclusion of the projecte

7, Research Design, Methodology and Plans

The research design and methodology specified in the original pro-
ject statement February 1972 remain valid for the period July 1, 1975 -
June 30, 1976, Analytical procedures developed during the first phases of
the project will be expanded where necessary to test their applicability to
a variety of agricultural policy issues using several often conflicting ob-
Jective functions. Ancillary computer software will be developed i.e.

matrix generator, report writer, small scale simulation etc. to facililate
efficient day to day utilization of the research product.
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The work plan for FY 75 included herein provides the rationale for
the work plan FY 76 covered by this project statement.

A work plan for FY 1975 and 1976 is outlined below, together with
the expected time schedule. A proposed budget for the PASA is presented
following the work plan statement, 1In addition to one fulltime resident
economist, the proposal provides for a total of 235 man-days for consulte
ants,

Several of the problems (noted in the preceding section) have slowed
progress and the present development of the project is several months be-
hind the originally planned schedule. However, the solution of the pro-
blem of develop. ng suitable land classification information and the im-
provement in staffing has permitted a substantial increase in the rate of
development in recent months. The proposed schedule outlined below
appears attainable, :

Julz

~ Incorporate recommendations of the review panel.

-~ Further develop the paper on problems to be analyzed with the
programming model, limitations of analysis and identification of problem
areas related to the project objectives which may require.different
approaches.

= Discuss and develop the proposal by Leo Gonziles for thesis integra-=
tion with the programming model.,

August
= Provide a draft outline of the final report to W. A. Faught (ERS).

- Begin a 6-week TDY of a consultant or consultants that has had ex-
perience in developing and using programming analysis in less developed
nations td review model plans; to evaluate input data; to advise on model
maniputation for specificed policy options; to assist and appraise uses and
limitations of the model for general policy analysis; and review the work
plan,’ '

- Complete the demand analysis and derive separable demand functions,
- Comp.ete specification and begin a review by knowledgeable persons
of productivity levels by commodity, by season, by land class, and by type

of enterprise where relevant for base period analysis,.

- Assoclate required inputs to obtain levels of putput specified.
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Segtember

- Provide TAB with an outline of the final report for review and
approval,

- Comp.ete estimation and collection of transfer costs and mig-
cellaneous other data for the model.

-~ W. A. Faught (ERS-TDY) to discuss and review consultants re-
cormendations. Plans should also be made at this time for subsequent
visits of consultants,

- Luther Keller of University of Tennessee (TDY) to be involved
with discussion of model direction and agreement on plans for integration
of Leo Gonzales dissertation work into the model.

- Bring in local consul tants torhélp develop needed analysis for
investment activities in the model,

October

- Integration of suggestions made by consultants for model and
completion of model specification. Develop revised work plan if required.

= Begin deriving projectiors and develop other analysis needed for
. 1980 period as well as intermediate periods if required,

November

- Complete codlng and punching of data for base period ana1y51s
and initiate debugging.

-~ Obtain trail runs for base period runs.

~

- Specifications of work on model while D. E. Kurkel is on home

leave.
- Complete draft write-up of demand analysis and projections.
« Complete draft write-up of hisﬁorical supply response analysis.

- Complete assembly of 1980 data, code and punch.

- Training begins for four ADAM personnel,
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Februarx

- D. E. Kunkel 10 days in W. hington for consultation with USDA
and TAB on progress of the project; return to Manila around February 15.

- Complete the analysis of base period runs.
Maxch

- Begin trial runs for 1980 period of specified policy options
in working paper "A Programming Model of Philippine Agriculture' and
pre~recommendation of consultant,

- Mid-March consultant returns for up to &4 weeks to review program
development and help in completing neces:ary runs.

April-May

- Complete analysis of computer results, make additional runs
as required and begin write up.

June
AY

- Obtain services of a consultant to assess all work under Projaet
ADAM amd means of combining for simulation or other types of analysis in
additional work areas. : :

, -« Develop plans for any additional analysis to be undertaken in
FY 76,

- Complete draft write-up of results from programming model analysis
to date. '

July-August

Conference involving Philippine participants, consultants
from USAID, and other interested parties to review results and develop
recommendations for additional computer analysis in near future as well as
longer run arislyses needed.

October

- Complete additional computor analysils suggested at conference.
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December

- Revised draft of report summarizing results of all research
undertaken by all participants of project ADAM.

January-l through June 30, 1976

Cooperate with Philippine colleagues in refining and modifying
model and using it in analyses to appraise changing conditions or add-
itional policy options; and to complete internalization process necessary
to firmly establish use of approach in the Philippines. Report to AID
incorporating major results from Project:- + ADAM; appraisal of methodol-
ogy; evaluation of institution-building achievements; and possible future
utilization of approach in the Philippine and other less developed
countries. Present seminar on procedures, results and utilization.



INPUTS

1. Salaries

2, Consultante

3. Fringe Bénefits

4, Overhead 25Y%

5. Travel and Trans,

6. Allowance

7. Other Dir. Costs

8. Equip., Vehicles
Materials &
Supplies

9. Publicaﬁions

10 Subcontracts

11 Other Direct
Costs

Total Costs by Inputs

FORMAT FOR WORKPLAN/CONTRACT.BUbGET AND LIFE-OF-PROJECT COST ESTIMATE

First Two Fiscal Years
Man Est'd Man Est'd
Mos. Cost Mos. cost

12 30,000%*
6 24,000%*
3, 000%*
37, 500%*

23, 00G**
2, 500%%

25,0004 -

1,000%%

4

4, 000%*
- 150

‘**Illustrative

FY 1976

150
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