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Abstract

The paper reviews the performunce of Philippine agriculture inun Asianconlesl.
It shows that domestic policies and institwicnal bowlenccks, rather than glohal
envirenment (oragricullural trade, explain much oo the country s comparalively weah
periormance infood production. employment creation, agriculural trade. and poverty
reduction. Poor governunce has also weakened Lhe sector's cupucily © respond
efficientiy tourbanizalion influences, especiully chunges in consumption pateras and
land use owing 10 the combined impact of pupulation growth, rising incomes, and
developments in information and technology. The “business as usual™ approuch to
governing agriculture and the rural sector needs W be ubandoned in Fuvor of more
agpressive poyernance reforms and stratepic investment aimed a! caising agriculiural
praductivity and susiaining gains in farm incomes, reducing the “cost ol duing
business” in rural areas, and taking advantage of opportunities for growth offered by
globalization,
Keywords: Philippine agricullure, globalizution, urbanization, demestic policics

Introduction

Production growth in Philippine agricullure during the lirst four yeurs of this
decade averaged 3.9% o year, This growth is quite respectuble by the standards of the
previous two decades and of the major developing Asian countries. The growth forthe

first quarter of 2004 is even more impressive: 7.7% compared with 3.3% for the Tint
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223 Phélippine Agricalture ina Globalizing World

guarter of 2003, Does this performance reflect a structural departore from (he low-
growth path that characterized the sector in the 19805 and 19907 Putditferently. is this
growth sustainable?

The issue of sustainability is parsmount partly because the agricutiure seclor
contributes substantially 1o national income, employment, and poverty, The secior's
output accounts for aboul afifth of the Gross Domestic Product, while the total number
of people engaged directly in agriculture is over one-third of tetal emplayment. The
sector’s high share in employment. combined with its relatively low share in national
income, suggests though that labor productvity inagriculture is low compared with
the rest of the economy. Not surprisingly, the large majority—=614% —af the poor come
from this scetor {1 ]. Even puverly in urban arcas is partly an indireet ettect of poverty
inagriculture, i.e.,exireme deprivation or lack of livelihood opporiunities in rural areas
induces rural-urban migration.

The low produetis ity in agriculture, combined with a trade policy repgime that
eftectively inhibits importation of foud products, ranstates w high food prices, which,
in turn, reduce the purchusing puwer of houschold incomes. hurting especially the
poor, including the large majorily ol small farmers wheare netbuyers of feud. High food
prices also put upward pressure on wages (since {ood is a "wage pood™). thereby
eroding the competitiveness of the countey’s domestic producers vis-a-vis loreign
producers. In successful cases of rural development, wipes rise as a result not ol high
food prices but of rising Jabor produciivity and increasing labor scarcity induced by
sustained expansion ol employmenl opportsnities in the cconemy.

The concentration of poverty in this sector suggests that an elfective poverty-
reduction stralegy has 10 involve sustained efforts to raise agricultural productivity
and farm incomes, tame increases in food prices. and create employment apportunities
fur the rural population. Indeed, recent Asiun development experiences demensiraie
that agriculiural development fuelled primarily by productivily growth is key to
sustained growth and poverly reduction.

The challenge is to identify key drivers ol sustained agricultural growth,
especially policy responses 10 the twin forces of glooalization and agricultural trade
liberulization. By globalization, we mean the growing imtegration of economies through
the flow between countries of guods. services, capital, peopie. information, and ideas.
Not a few, including government officials. contend that these twin forces are a bane
nod a boon——to the agriculture sector and the poor. The popular call is to protect the
sector lrem import competition through @ reinstitution of trade barriers, especially for
so-calfted “sensitive products.” kndeed, the domestic policy respense has included
active participation in trade coalitions whose main objeclive is to secure protection for
these sensilive products {(in the Philippine case, these are rice, corn, sugar, and meat),
while demanding removal of all forms of trade restrictions, demestic support. and
subsidics of developed countries to their agricullure sector,
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But as the saying goes, there 15 no such thing us a free lunch. The pulicy posture
af protecting agriculture throughimport-limiting restriclivns results inhigher domestic
foud prices. Asshown below, foud prices are notably high in the Philippines compared
withthe country®s major competilors in the Asian region. High food prices are arecipe
for hunger and food insecurity, cspecially tur the rural population whose access o
infrasiructure, technology, and credit is very limited. Perhaps not surprisingly.
malnutrition and hunger indicaters ure persisiently high in the Philippines compared
with Asian countries of similar income levels,

This paper attempts to identify key drivers of sustained agricultural growth and
rural peverty reduction in the context of a globalizing world. The first section provides
an overview of globalization and Lrade liberalizalion in retation to agriculiural and
poverly outcomes in developing countries. The second section then examines the
performance of the Philippine agriculture seclor [rom an Astan perspective, specifically
focusing on the nature and consequences of the rice prohlem.” The third section
movesonlodiscuss key drivers of ugricultural growthina globalizing and liberalizing
world. The fourth section gives the conctuding remarks.,

Gilobalization and Trade Liberalization: A Bune or a Boon?

Sustained agricultural growth, especially pro-poor growth, does not come out
of a vacuum. Domestic policies and institutions play a significant role. And so do the
global trading regime for agriculture and the e xternal forces associated with globalization.
Indeed, as noled euarlier, not a few contend that the twin forces of globalization and
agricultural trade liberalization are a bane — not a boon — 1o Lhe poor in the Philippines.
The main argument, putsimply, is that the country has ncither the broad infrastructure
(physical and human capital) northe institutions (good governance) toelfectively gain
from the bencfits that glubalization and wrade liberalization ofier. Even more fundamental,
howevcr, is the additional argument that, in practice, “free trade™ in agriculture is not
“fair trade” since the developed countries continue to provide enormaous subsidies 1o
their farmers (thereby limiting the access of developing countries to their domeslic
markets), while the developing countries, including the Phifippines, have taken great
strides in fulfilling their part of the bargain (i.e., opening up their domestic markets).

Froman empinical perspective, is it the case of globalization and trade Liberalization
tending to systematically hurt the prospect for food sccurity and agricultural development
in developing countries, including the Philippines? In what ways do these erode-—or
enhance—the welfare of the poor? What should the policy responses Lo globalization
be? What institutional arrangements can be pursued atthe national and regional levels
to enhance the chances of developing countries to benclit from—and not be doomed
by—glohalization and multilateral liberalization? These issucs are adinittedly complex
and not impervious (o impassianate discussions,
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(Globalization and poverty

Glebalization is not a new economic phenomenon. It hus conre i wiaves during
the past 150 years. The tirst wave, which oceurred in the [860- 1910 period, wits
interrupled with the re-imposition of trade. capital, sod migration conteols that Tollowed
the First World War und the Great Depression. The second wave, from 1950 to 1980,
wilnessed the unprecedented integration wnong the developed countries, while mosl
developing countries chose o restrict their involvement in Toreign trade and investment.,
The third wave, which begun in the Lae 1970w and continues to this ttnie, has seen the
uonprecedented participation of large developing countries — China, Indin. Mexico,
Indonesia, and Vietnam among them — in foreign trade und investment.

The driving forees taward globalization have heen the advances in trunsport,
communication, and information technologies. Key innovations in transportation have
significantly reduced the cost of doing business in 1erms of time and money [2].
Between [930hand 1990, the real cost of veean treight ransport fell by 54% | while that
ol air wanspartution declined by 847G

The past 45 yeurs have also seen signiticant developiments in telecommunication
and cemputing. Rapid techoological sdvances have led the real price of computersand
peripheral equipment to fall by more than 1% between 1960 and 2000 [ 2). Atthe sume
time, improvements in their computing and processing capabilities have resulted in
innovations in the different stages of the production process, which have translated
Lo further costsavings. The pust 15 years have also seen Lhe exponential growth of the
newest formof communication, the Internet, which has made communication dramatically
{aster andcheaper. Cheaper, faster, and more reliable telecoinmunication and information
technologies have reduced the effective distance between markeis, successfully
inducing rapid developments in financial intermediation and international trade in
aoads, services, and ideas.

The populur view aboul contemporary glohalization is that ithas led to increases
inincquality and poverty in developing {as well as developed) countries. The weight
of evidence, however, does nol suppor this view. There is simply no systemalic
relationship between any measures of globalizatien and household inequality and
paverty | 3,4, 5). Some countries that opened up did experience increases inincquality;
uthers did net, What is evident is that developing countries whose economy grow
comparatively tust as they opened up did winess substantial decline in absolute
paverty. Between 1993 und 1998, the number of ubseluie poorin glebalizing devcloping
countries declined by 120 million, while paverty inercased by 20 million in the rest of
Lthe develuping world. Poverly reduction in China and Vietnam, in particuiar, s
unprecedented in histury. The reduction is also strong in india (since the latc 1980s)
and other globalizers in the region. While the Asian financial erisis reduced incomes
in the two worsl hit countries, numely Indonesiy and Thailand, the pains in poveny

Transactiony Nutl. Acad, Sei. & Tech, Pidlippines 201 2004}



Hafivacan 227

reduction during the past-gquurler century of growth and trade liberalization have
largely remained intact.

To be sure, globalization does redistribule incoine ameng groups, There are
winners and losers, both among the rich and among the poor. There are risks, tay, as
demonstrated by the Asian financial crisis. The crisis resulted in currency devaluation
und higher food prices. which proved to be very distuptive to the puor, There is u lot
o be said on the role of governance 10 ensure (hat the risks assoviated with
globalization are mitigated, if not ahogether avoided. Globalization, forexample, will
result in job displacement, even in agriculture.

WTOQO agriculture negotiations

Globalizarion and the World Trade Organization ( WTO) Agricullure Negotiations.
though quite distinct developments, are intertwined. As noted above, glabalization
pertains to the increasing integration of economies and soeieties through the Mow of
goods, services, technologies, finance, und information. The Uruguay Round/WTO
Agrieulture Agreement’s overall purpose is 1o correct and prevent restrictions and
distortions in world agricoltural markets.

The Uruguay Round Agreement provided a framework of rules and sturted
reductions in protection and trade-distorting support, including agriculure. The
current Agreementends in 2004, but Article 20 of the Agriculture Agreementcommilied
members 1o start negotiations on continuing the reform beginning inearly 2000, In the
initial phases of the negotiations. the main issues were substantial reductions in tarifts,
domestic support, and export subsidies, althvugh other issues also acquired prominence,
Some countries raised non-trade concerns as an important area for negotiations, while
others (including the Philippinesy insisied that special and differential treatment for
developing countries should be an integral element of agriculture negotiations.

The November 2001 Deha Ministerial Declaration builds un the work already
underiaken in the agriculture negotiations, reconfirms and elaborates the vbjectives,
and sets timelines for the negotiations. In this declaration, agriculture becomes part ol
the single undertaking in which virtually all the linked transactions are to end by
January 2005. As in Article 20 of the Agriculture Agreeincnt, the Declaration aflirms
that the main objective is te establish a fairand market-oricnted trading system through
a program of fundamental reforms. The program encompasscs strengthened “rules of
the game” and government commitments to substantially reduce trade-restricling
distortions, prominent of which are market access restrictions, export subsidies, und
duomestic supporl.

The Declaration makes special and differential (S&D) treatment for developing
countries an integral part of the WTO negotiations, cophasizing that all S&D
provisions should be effective in enabling develeping countries to meet their needs,
in particular, food security and rural development. It alse confirms that nun-wade
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cunicerns — environmental protection, biodiversity, food sudety, animal health, ete. -
reflected in the negotisting proposals alfrewdy submitted are 1w form part of the
negotiations, Moreover, it recognizes the prerogative of & member country 10 lake
measures for the protection ofhuman, animd or plant e, orof the enviconmeni at levels
iLconsiders appropriate, provided that these do notcanstitute arbitrary or unjustifiable
discriminution between countries, or 3 disguised restriction on international trade.

The wide range of views and interests winong member governnients tmakes the
negotiations ditficult. Setting this Jifficulty uside, the benefits of open and non-
discriminatory wwltilateral trading sy stems wre enormous. This is partcularly the case
for muny develeping countries whose economies depend on an inereasingly diverse
range of primiry and processed agricultural products thit are exported toan increasing
variety of markets, Moreover, freer trude regimes and betier government {ocus on
suppurt services would allow for amore ellicient resource allocation among and within
sectors of these economies, thereby providing an enduring foundation for sustained
rural growth, food securily. und poverty reduction,

In practice, realized benefits huve been much less than expecied. While developing
countries endeavored 1o meet the targets agreed upon under the WTO Agricullure
Apreement. many developed countries reneged on commitnients made in the Uruguay
Round. Nominai prutection en agriculiwre in GECD countries has remained high—in
tact, it hus increased in the second half of the [990s and wt the luen of the new cenlury.!
Domuestic support and export subsidies continae to be historically high it a number of
these countries. Moreover, muny developed countries—and, to some extent, also
developing countries—huve increasingly employed non-lariff barriers, particularly
sunilary und phytosanitary measures, as well as anti-dumping nieasures, more to
protect domestic interests rather than to address genwine buman heallh or industry-
injury cuncerns.

Giventhe aforementioned problems. itis iempting tosuggest that the Philippines
should withdraw from any future sgricullure negotiations, or that it should put back
trade meusures aimed at restricting emry of {oreign goods competing with locally
produced goods. fronically, it would be a terrible mistake it the country does, Neither
would it be in the country™s best interest — at least lrown an etficiency ground —iw link
its reforms with the domestic policy stunce of developed countries. In the sane vein,
its undue focus on global eoulition-building deflects much-needed attention from what
essentially are domestic concerns. As will be explained below, from the viewpoint of
sustuined poverty reduction and food security, these options are inferior 10 a trade
regime of openness, no matter how impertfect the muliliteral trading system is ot the
moment,

" Nomingl raes of agnedhoral protecoon in QECH conuliies ose Drom 43% 0 1986 1w roughly
FU% at the turn of the century.
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Philippine Agricultural Growth and Poverty inan Asian Perspective

Prior 10 the country’s accession lo the WTO in 1995, the perfornunce of the
agricullure seetor was quite pathetic compared with those in other Asian countries,
During the period 1980-94, Philippine agricullure grew al a meuasly 1.3% a year. the
luwest among the major developing Asian countries (Tuble |1 The growth was even
less tian the rate of population growih (averaging uboul 2.4% a year). The mediocre
growlh mirrored the poor performance of the overall economy.

In the period fullowing the country's accession Lo the WTQ, the country’s
agricultural growth improved to 2.4% u year, though this wis still pale in comparison
with the uverages for China (3.5%) und Victnam (4.2%), two of the most aggressive
globalizers in the Asian region. The ligure is surprisingly higher than the averages [or
Maluysia and Indonesia and comparsble with Thailand’s. Nele, however, that in bath
Mutaysia and Thaitand, the relalive importance of agricullure in national income had
declined substantially during the past two decades of rapid economic growth, while
in Indonesia, the Asian linancial crisis of 1997-98 lefl a deep puncture on the economy
and the agriculture sector.

Table 1. Average agriculture growth rates (% per year), 1965-2002

1680 - 1994 1495 - 2002
Pre-WTOAccession Post-WTOQ Accession
Malaysia 24 0.4
SriLanka 2 1.19
Indonesia 351 £.74
India 4.12 .75
Philippines 1.49 240
Thailand 287 278
Nepal 336 254
Bangtudesh 229 341
China 516 3.30
Pakistun 412 352
Vietnam 324 4,25

Note: Data for Mulaysia starts only in 19715 Nepal in 1966; Victnam in 1986
Source: World Bank j6].

Viewed froma historical perspective, the growth rate posted in 1995-2002 was still
way below what was achieved during Ihe height of the "greenrevolution™ period { 1965-

1980) when it averaged 4.1% a year. Indeed, during this period, the Philippines was a
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star performerinthe agricultusal growth sace in the Asian region. The period was marked
by the diffusion of modern rice technology and substantial public investment in
irrigation and other rural infrastructure. The tice sector was a driving foree in Philippine
agricullure. accounting for nearly one-fifth of total agriculiurat vuipurt.

What Table 1 suggests is that, vontrary W popular claims, especially by many
nongovermmental organizations (NGOs) and inluence peddlers in government, the
country’s accession o 1he WTO could notbe acompelling reason far the comparatively
poor performance of agriculwre in recent years. All the other major developing
countries in the Asian region vperated 10 u similar global trading eavironment as that
ol the Philippines buthid signiticantly higheragriculiure and overall economic growth
rutes than that achieved by the Philippines.

Production growth could come trom cither expansion of the cultivisted area or
frem incresses inoutput per unitarea. The former is no longer u practical option for the
Philippines. Hence, output growth would have 1o come from productivity growth
through sustained technelogicul improvements.

A comprehensive measure of productivity growth is total factor productivity
(TFP) growth, This measure represents ouput growth net of the growth in all
productioninputs. Itis thus anappropriate indicator of efficiency {and compelitiveness)
improvement. The available TFP data for the 1970s suggest that the Philippines at that
time fared comparably with Thailand and Todonesia { Table 2). However, the succecding
two decades saw productivity stagnating in the Philippines (0.2% a year), while it
conlinued to grow in Thailand ¢1.0% a yvar} and Indonesiu ( }.5% a year). China, on
the other band, enjoyeda very high TFP growth rate of 4.7%% per year during this period,
though the figures perlain to grains only. At this rate. it is not surprising that China
increasingly has become s major producer of eheap agricultural commoditics in the
world commodity markets. Alsa, at this rate. China could wetl afford to reduce tariff
protection for its farmers even before it ucceded 10the WTO without reducing furmers'
net incomes [71.

Table 2. Growth of total factor productivity (TFP) in agriculture( % per year)

Period China Thailand Indonesia Philippines
1970-1980 Na 1.3 1.6 10
1580-20001 47 1.0 1.5 0.1

All Period 1.2 1.5 (.2

"1979-95 for China (covering rice, wheut, and corn only}, 1981-95 for Thailand, 1981-98 for
Indonesia, and 1980-98 for the Philippines.
Source: Mundlak et . [R] for Indonesia. Thailund, und Philippines; Jin et al. 9] for China.
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As noted earlicr the low productivity growth inagriculivre, where the bulk of the
pourare located and in which they depend an tor incomes and livelihood, mirrors what
would be expected on the evolution of furm incomes, household incomes in general,
und poverty. As recent expericnces in Asia and ebewhere suggest, productivily
growth in agriculture exerts sirong direct and indirect influence on poverty and food
insecurity [5, 10, L1, 12]. Itis thus noLsurprising thut the progress in reducing hunger
incidence and malnutrition has been quite miserably stow inthe Philippines compared
with virtually all the developing countries in Asia (Tuble 3).

Table 3, Proportionof people who suffer frum hunger

Percentuge of children under 5 Proportion of the pupulution
years of age who are moderately below minimum level of
_and severely underweight dietary energy consumption
Couniry Early 1990s Latc 1994- Eurly 19905 Late 1Y50s-
Eurly 2000% Early 2(§)0s
Cambodia 40 45 43 30
China 16 10 16 Y
Indonesiu K] 26 9 6
LaoPDR X 40 X ]
Malaysia 23 18 3 -
Philippines 0 o R 23
Thailand 2% 19 28 I8
Vietnam 45 3 27 18
Bangladesh 67 48 35 35
India 53 47 s) 4
Nepal 49 Y 19
Pakistuan 38 3 A 19
SriLunka ¥ . x 3

Source: ESCAP[13], Figure 1.3,
Therice problem

The rice sub-sector is a microcosm of Philippine agriculture. Accounting for
ubout 20% of agriculiure’s gross value added, il is the single most important source
of livelihood umong small Tarmers and landless agricultural workers who make up the
bulk of the agricultural labor force (which, in turn, represents 409 of Lhe lubor force
nationwide). [tis thus not surprising that the growith trend in rice production roughly
mirrars that in agriculture,
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Afleraveraging 2% a year in the [980s, rive production picked up in the 1990,
growing al an annual avesage rate of about 2.8% . This perlormance was attributable
tethe rising real domestic rice price (despite falling world priceyund [alling real inpul
prices, except wages. The onsluught of the El Nido phenomenon in 1998 caused nice
production to fall sharply by 24.2%  However, wegually sharp rebound wok place in
the following year whenoutputrose by 37.84G | thereby permitting a positis ¢ productiom
growth for the decade.

Despite growth in recent years, the Philippine rice sector still performed poarly
comparcd with other countries in Asia, Yield toulput per hectare of land) is a crude
indicator of productivity, bul it usually is  reasanably sutficientcomparmive device.
Underthis measure, average rice yicld in the Philippmes ranked lowest at 3.2 vhaamong
the country’s neighbors from 200010 2002 (Table 4). The {igure is even lower than the
average for East and Southeast Asia combined and the average for all developing
countries at 3.7 and 3.9 vha, respectively.

The same story can be gleaned from the yield of corn, the country's second most
importanl crop in terms of s contribution to total agriculiural outpul and arca. The
country's average corn yield uf roughly 2,0 t/hiis the lowestin Asia, only two-thirds
that of the average forall developing countries, und only one-half that of China. The
Arroyo administration has paid much less attention to the development needs of this
seclor.

The rice policy framework of the government is to intervene heavily in the rice
sector 1o achieve the twin objectives of stuble and high prices for farers and of stable
and low prices for consumers. It has employed a variety of instruments-—aoutput
procurement, credit subsidies, lariffs and guantitative trude restrictions, provision of
rice subsidy to consumers., and public spending in research, irrigation, extension, land
reform, nther support services—to eftect these objectives.

Table 4. Rice and corn yield, average of 2000-02 (t/ha)

Rice Corn
East & South East Asia 37 26
Developing Counlries 39 o
Philippines a2 1R
Myanmar 35 20
VYietnam 44 23
Endonesia 44 28
China 6.2 4.8

Saurce: FAD Database [ 14]
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Qf these interventions, perhaps the most cantroversial unes have to do with the
operations ol the National Food Authority {NFA ), the government's price and supply
stabilization arm in the rice sector. NFA has (unti! latety) the virtual monopaly over
internattona) trade of rice, the discretion to issue impuort licenses, and the mandale 1o
operate the marketing and price support operations of rice and corn. Its interventions
have been justified on the grounds that the world rice price is highly volatile and that
private traders extract monopoly profits from funners during harvest season and from
consumers when rice is scarce. Virious studies. notubly by David [ 157, Roumasset] 16),
and Balisacan etal. [ 17], have shown thut these inlerventions have in facl exacerbated
market failures, increased the volatility of domestic prives, reduced the welfare of both
consumers and producers, discouraged the private sector frominvesting inelficiency-
enhancing distribution and storage fucilities. and bred corruplion and institutional
sclerosis.

Rather than gaining from NFA operations, taspiayers have in fact been in the
losing end. Roumasset [ 16] estimuted the total costs of price controls on rice in 1499
Lo the tune of P49 billion: P3.7 biflion {rom furcgone taritt revenues, P13.5 billion from
foregone consumertax revenue, P7.9 hillion [rem toregone producer tax revenue, P63
billion from excess burden to consumers, and P3.3 billion from excess burden 1o
producers. In 1998, the financial subsidies to NFA aimounted toover P& 3 billien. This
amount was Tar more than the amount (less thun P1 billion) provided to agricultural
research and developmentinrice, which arguably yield far higher social rates of return.
in recent years, the cost to the government and taxpayers of a PL income trunsfer 1o
the poor through the NFA’s genera) price subsidy scheme is tom P3 to P6 [ 18] .

Notwithstanding the cnormous resources spent on NFA operations, domestic
rice prices are [ur higher in the Philippincs than in wther developing Asian countries,
especially since the mid- 1990s (Figure 1), Inthe late [ 9905, following the ascension of
the country 10 the WTQ, domestic prices soared, rising 86% and H% higher than in
Thauiland and Indonesia, respectively. [nthe same year (1996), the Philippine nominal
wholesale price was almost twice (91%) as much as the world price. Given that rice is
the country's main staple. especially among the low-income groups, this high-rice-
price policy hurt the poor and contributed 1o the high incidence of malnutrition in the
country. Clearly, there is a need to reexamine this pulicy posture.

In 1996, in conformity with the country's accession to the WTO, the Philippine
Congress passed Republic Act 8178, which lifted all quantitative imporlrestrictions in
agriculture except rice. In fieu of these restrictions. their tarifT equivalents were put in
place. Butbecause finding the tariff equivalent of s quantitative restriction {QR ) is not
asimple exercise, Lhe process led to "dirty tarifficution.” Nearly all the commadities were
given tariff rates of 100 percent. even though the nominal protection rates of these
commodities, based on strict comparison of domestic price and world price, were much
lower{15]. Inother words, the tariffs given were mueh more than the tari ff equivalents
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"Husiness as usual™ vs, “strong reform™ agenda

To further examine the rice und agriculture problent. an enhanced it market
stinulution mudel of Philippine sgriculture, the Agriculiural Policy Simulation Modc)
{APSM), was used 1o generate probabie cutcomes o a variety of "what il questions.?
T'wo cases are shown here: a bise scenario or the “business-ss-usual ™ agenda and a
“strany reform™ agenda, In the base case, QRs equivalent (o 50 percent larifT rajes are
maintained for the major sub-sectors of agriculture (Fiee imcluded). while public
investments in the sector continue at a slow pace, as in the 1980s and 1990, This
sitmulation roughly correspands e the status quo. The strong-reform sgenda, on the
other hand. is characterized by gradual liberali cation olugricultural trade — removal of
QRs and reduction of tarilfs over a five-year period - complemented by increased public
investment in support services, particularly irrigistion, R&D, and extension, This
roughly carresponds 1o Chana’s “reforn: path™ for agricullure and rural development
(see,e.p., Huang etal. | 7]). Some results are summarized in Tuble 5.

The business-us-usual simulation results suggest that yicld growth rates in the
medium erm are low by historical und international standards, Imports of the country’s
major stuples - rice and corn - rise significanily during the period. Poverty reduction
isslow, especially in rural areas, Furthermore, the low growihof incomes inrural sreas
compared with urban areas induces subslantial rural-te-urban migration. thereby
accentuating population-related urban problems.

On the other hand, the “strong reform agendu” scenario suggests redueced
doinestic agricultusal prices arising from the reduction in tari{fs and removal of QR
Farm household incomes rise despite Lthe fall in furm prices owing to increases in
agricullural productivity brought about by a tnore aggressive public investment in
irrigation, R&D, apd information generation and diffusion. Furthermore, the impaet on
poverty is high in the medium term; poverty incidence in this scenario is lower, on the
average, by 10 percentage points than in the base case.

Clearly, in the Philippine case, the business-as-usual approach to governing
agriculture and the rural sector needs to be abandoned in fuver of more aggressive
reforms and investments gimed at raising agricultural productivity und sustaining
gains in farm incomes, reducing the “cost of doing business™ in rural areas. und tuking
advantage of opportunitics for growth offered by globalization. This should zlsu be
coupled with ensured accountabilily, improved coordination, and program focus
among agricutture-related agencies of the government. This is an imporiant area where
the NGOs, local governmments upd ¢ivil socicly shou d come in. They must play anacrive
role in planning, implementing, and monitoring agricullural and rural developmenl
proprams. This would foster accountability and sustainability in the systen,

! For a discussion of the model, see Asia-Pacilic Policy Cenler, Pathways 1o Sustained Poseny
Allevision: Agrarisn Relormn Communitics and the New Feononue Paradigni (repovt subimitted
1 the Food and Agriculture Organization, April 2002y [1v)
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Key Drivers ol Apricultural Development ina Globalizing World

As noted above, agricultural growth and rural deselopment is key o poverty
reduction and food security. However, this does not tuke place in o vacuum. An
effective strateay 1o schieve itis one that is comprehensive, encompussing lhe entire
streteh of the supply chain, while keeping tocused an strategic arcas where potential
eCONOmiL returny on investment (iime and moaeys are high and broadly based. With
tespect W praduction inputs, the issues of availability and quality, aceessibility and
alTordability, especially by smal! farmers, need w be addressed. Meunwbile, the
solution may reguire policy changes. privvilization ol public expenditure prograns, and
the estublishment or strengthening of nutional and Jocid instikitons.

Access to modern science and technology

There have been remendous advances in agriculiural scicnce and technology,
which, il fully harnessed. could accelerate the gronvth of the ngricullure sector,

The profile of agriculturul inpuls has beenchanging und, in gencral, the "quality™
has beendeterjorating - smaller farm sizes. degraded lands, extreme weather condigions,
and incidence of new types of pests and diseases. These Tuctors notwithsLiending,
some countries have managed 1o increase significantly their sgricultural output
through technological improsements. In Thatlund und China, the key Factor has been
the widespread use of modern plant varieties thai are high-yielding and resistant o
biotic stresses. Their expericnce suggests thal furmers are generally risk-neutral and
receplive to new technology, although also concerned about affordability and
profitubility.

On the other hand, consumer demand for (vod (i.c., foud type and quality) is
lurgely driven by income. Differentcountries demand dilferentiypes of food and high-
income consumers are wiiling Lo pay a premium (or guality, The R&D and extension
prograum must be able t respond to these demands. [t mustbe sble to inform producers
on the proper technalogy of producing diffesent food items of & certain yunlity.
Furthermore, post-production technologies designed to prolong the shelf life of food
shuuld be given high privority in the program.

However, financially viable and location-specific technologies tuke time and
resources todevelop, Governments, as well as the privaie sector necd to invest in their
development and diffusion. The Philippines has been underinvesting in R&Dover the
pust 20 years. The country's public expenditure un agricultaral R&D averages only
0.1 of GDP, way below those of Mulaysia {1, | % yand Thailand ( 1.6%). The norm lor
develuped countries, incontrast, is about 3% of GDP (v.g., Taiwan s averageis 3.4% ).

Alston et al. [20] report very high internal rates of retum for apricelivrat R&D
in Asia-Pucific, averaging 49.5%. The sumc order of magnitude bas alsobeen found for
the Philippines (sce Intal [21]). It is not surprising then that the private sector has
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assumed a more active role 19 this arca such as in Thailand, It such cases, the
povernment’s role would be Lo direc! R&D elTers with consideration tor the needs of
small farmers, and, if necessary, take on the stack. [n other countries, the role ot
sovernment is (o ereale a policy environment that is conducive to private R&D. Inthe
case of bivtechrology, for instance. the government may have to broker dialogues
between opposing parties or suppont studies thal objeclively evaluale the issues.

A technelogy-driven growth in agriculture is possible only when the tural
poputace hasthe tools and skills necessary for modernization, Furthermore, investment
in cducation has reinforcing effecis on poverty through heulth. nutritnon, reduced
fertility rales, und higher productivity,

Extension systems, if of good quality, proy ide avenues (ot hunian develepment
and generate externalities to the entire sector. These twin objectives ae achieved
through the dissemination of new technologics coming out of the research system and
the feeding back of problems actually fuced by larmers w the rescarch systems.
Demanstration farms, forexample, huve beenused te integrate researclhiand extenston
processes. Recently, the trend elsewhere (e.g . India) bas been toward setting up of
ICT-based on-fann research thatessentially completes the cycle of research-exiension-
feedback-rescarch.

Access toland

More often Lhan not, labor is the poar’s only asset and. for the most part, they
couldofferunskilled luboronly. Providing them aceess tolund will enable them o have
command gver another major factor of production. Note, though, that they witl need
to be given secure property rights over the Jand. Insecure tenure creales uneeraintics
and leads 1o sub-oplimal oulcomes both for shori-term agricultural output and
sustainable development. Forinsiance, it would notbe rional to plant perenaial crops
nor invest in land development if the farmer is not secure over his tenure of the lamd.

Secure iand rights likewise offer opporiunity fur smoothing consumption in the
event of adverse income shocks, such ag when one 1s hil by a sudden uncimployment
spetl or by unatural calamity. Land isun attractive collateral thereby alfording its owner
access to formal financial intermediation. Studics on the Comprehensive Agranian
Reform Program (CARP) show that, us a whole, the land transfer pragram has e[fecuvely
increuased the beneficiaries” farm productivity. real incomes, and rates ol physical asset
accumulation by more than those realized by non-benefictaries {1, 22]. Moreover,
children of land reform beneficiaries bave sccumulaled human capital faster thun those
of non-beneficiaries. The progress in povertly reduction is likewise notably faster in
agrarian reform communities (ARCs) than incomparable non-ARCs |23, 247,

These schievemenis have, however,come atihigh price. The unduly leng CARP
implementation has eroded confidence and certainty in rural land markets, therehy
inhibiting much-needed private investments. Henee, the program's implementation
needs (o be accelerated. At the same time, all possible avenues for achieving the equity
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goal of CARP have 1o be pursued with greuter vigor and pulincal resobve. Toward this
end, itisimperative to expand the scope for community-managed land reform, as well
as other institutional arrangements thal have proven cifective i reducing poverly in
agrarian communities {e.2.. joint ventures),

Access to rural infrastructure

Oftentimes, the quality of extension service is hampered by the poorstate of rural
infrastructure. In addition, deficient larm-1o-market roads prevent producers from
bringing their raw agricultural produce to marke (s iy urhan aveas where their products
could command higher prices. Tooofien, this explains the lurge gapbetween furm gate
and markel prices. Furthermore, high transport and conmmunication costs weaken the
employment-creating linkages between agriculture and the rest of the economy. With
high trunsaction eost, the putentially strong response of poverty Lo agriculture growth
and urban demand growth is muled.

Increased public investmentin rural infrastructore will have 1o be uccompanied,
therefore, by reforms that wilteficclively liberalize land ranspost, inter-isiand shipping.
portcargo handling, and welecommunication, These policy reforms will bring down the
productian and marketing costs in all sectors, Atthe same Lime. increased priviste sector
participation in road building and maintenance of upland arvas should be encouraged.

[rrigation development

Agrieulture ishighty dependent an moisture. Unfortunately, natural sources are
unpredictable, at best, and very scarce, al worst. Consequently, farm incomes are very
uncertain atbest, and very small at worst. brrigation development. apurt fromtechnology,
15 key to resolving the situation. Hence, it can be a major source of growth in the
agriculture sector. However, itis imperative that constraints 1o irrigation developmem
be immediately identified and properly addressed. v vid [25] describes the poor stale
of irrigation development in the country. Less than 30% of potential irrigable land is
served by an irrigation system. Worse, the present systems are very inefficient and
in urgent need of repair and rehabilitation.

Irrigation development should focus on small-scale, farmer-operated irrigation
systems(e.g., shallow tubewells). These are far cheaper {on a per-hectare basis), more
sustainable, and more Favorable for crop diversification, than the large systems
operated by the National Imrigation Administration (NIA). The cosl per hectare to
develop small-scale, farmer-operated systems is just about one-third of that for large
NIA systems. The current NIA practice of irrigation development binds farmers torice
farming, rather than expanding farmers” options to move to more prefitable crops or
farming systems. This practice effectively closes a very importantavenue forJong-term
poverty reduction in rural areas.
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Incentivestructureand governance

Contrary 1o populur beliet, farmers, even traditional armers, do respond Lo
econamic incentives, especially prive incentives, Forinstance, Chinain the mid- 19805
exhibited dramatic growth inagricultural oulput mainly due 1o the institutionalization
of the household responsibility system in place of the old system, where owiput in
excess of stute-determined guola reverls 1o the stue and not (o the producers
themsclves.

Government musl concentrale on ereating d Macrueconomic ey ironment thal
cncourages investment. For instance, maintaining a reasanably healthy public finance
reduces private investment risk. Onthe otherhand, an exchange rate policy that resuies
inan overvatued home currency penalizes the tradible seetor, wherein the agriculiure
sector is a prominent player.

There is also a lot to be suid aboui governunce, I the rules are nol transparest,
and worse, if they lend themselves to subjective judgmem, then there are ample
opportunities for rent-secking activities, Apart from distorting the demand and supply
situation and discouraging above-board truding activities, these raises the “cosl of
doing business™ in the country.

A very critical problem i agriculture-related government agencies—and, o be
sure, virtually in al) other public agencies, including both houses of Congress—is that
there is no system in place that atlows one ta check whether the billions of pesos being
spent foragriculture and rural development programs are in factactually benefiting the
small farmers and fishers. Pulling in place an impact imoenitoriag system need not be
cxpensive il appropriate statistical practices arc cmployed. LUis best that the monilurs
be independent of those who design and/or implemenl government programs, There
are many ¢redible research organizations around the country, including state universtiics
and colleges (SUCs), that could be tapped to perform this task.

Woeli-targeted safety net progrum

While globalization is expected Lo be beneficial on the whole, it may also have
adverse effects on particular sectors. Resources will tend 10 be allocated to the more
efficient industries and away from sectors where the home country does nol have a
comparative advantage. In order 1o address the necds of these seclors, government
must implement a well-targeted safety net program, thereby containing political unrest.
The objective is to provide short-term assistance and facilitate the re-tooling of the
affected sectors. The program should, however, be designed carefuily. ensuring that
itisincentive-compatible, i.e., unintended beneficiaries donet find it worth their while
to preempt the program benefits, while the intended beneficiaries do.

Concluding Remarks

The recent resurgence of agricultura) growth is net a call for comfort, The
problems ailing Philippine agriculture are far more serious and urgent than recognized
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so far by the national leadership and bady politic. The roots of these problems have
to do with the country's failure o secure sources of productivity growth and income
diversification in the rural economy.

Both domestic pulicies and institutions have constrained efficiency and raised
the “cost of doing business,” thereby blunting productivity growth and eroding the
country's competitiveness in the global marketplace. Rice, the pupulation’s staple
food, has become more expensive in the Philippines than in other developing East
Asian countries, owing principaily 10 the government's ill-advised self-sufficiency
objective. Liberalizing rice trade enhances the welfare of the poor, especially the
landless workers and urbun consumers, although the short-terin cost 1o the rice sector
intermsofreduced incomes and labordisplacenent may be quite substantial. However,
when this is combined with public investment in productivity-enhancing support
services (particularly R&D and isrigation), rice trade liberafization is 2 win-win
proposition,

In addressing the pressing issues of today vis-3-vis poverty and food insecurity,
it is important not 1o lose sight of the key lessons on agricultural growth and
development in Asia in the past half-century. One such powerful lesson has 10 do with
enabling the rural poor through policy, investiment, and institutional reforms that
enhance the efficiency of domestic markets and provide improved access to technology.,
infrastructure, and education. This enabling environment allows rural growth benefits
to be broadly based, thereby enhancing overall nutrition, human capital developmeni,
and productivity and economic growth in the medium- to long-term. Almostinvariably.
the successful cases of rural development and poveny reduction have shown tenacity
inthe pursuitof efficiency-enhancing reforms. The key driverto these reforms has been
neither globalization nor agricultural policy in developed countries. Rather, it is—by
and large—the internal realization that reforms are for the benefit of the country and
its citizens.

Globalization has its downside risks, but it also offers potentially enormous
benefits. Many developing-country globalizers have shown that those benefits more
than cutweigh the costs: the speed of poverty reduction is, forexample, unprecedented
inChina, Vietnam, and India. The challenge for the Philippines isto find the appropriate
mix of policies and institutions needed to exploit the benefits, while being on guard for
the downside risks. Foriuitously, for agriculture and the rucal sector, the aforementioned
key policy and governance reforms required to enhance efficiency (raise productivity
and income} are largely compatible with globalization as well.
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