- l'lulippine Review of Economics and Business
. Volume XXIV, Nos. 3 & 4, September & December 1987

AGRICULTURAL DIVERSIFICATION IN PHILIPPINE
DEVELOPMENT STRATEGY

By Harry T. Oshima%*

This paper discusses the significant role of agricultural diversification in
the Philippine recovery program. It tackles certain aspects which were not taken
up in the Medium-Term Philippine Development Program, 1987-1992. The
urgent need for developing agricultural diversification in the Philippines is
presented as a way of solving problems of growing rural underemployment par-
licularly in the drier months, low peasant incomes, and poor nutrition among
the low-income groups. Also, it examines the potentials for diversification as
well as the obstacles confronting it. The Philippine experience is compared with
those of other Southeast Asian countries to provide a broader perspective for
policies and their implementation. :

1. Significance and Concept of Diversification

This paper discusses agricultural diversification and its impli-
cations for the Philippine recovery program. The significance of
diversification in monsoon Asia is that even after rice self-sufficien-
¢y is attained, agriculture still has a crucial role to play in South
and Southeast Asia where the rural labor force is one-half or more
of the total. Besides the direct effect on employment and nutri-
lion, the indirect impact through public works, agri-business and
off-farm employment, lower-income disparities, regional develop-
ment, demand for industrial products and so on is substantial.

In the drier half year of monsoon Asia, remunerative employ-
ment is difficult to find in the rural areas, and poverty and under-
employment are extensive. With irrigation in the dry months, farm
families can plant diversified crops both for food and feed for ani-
mals, and the processing of these crops for sale generates off-farm

jobs and additional incomes which may be as large as incomes earned
in the wet months. Moreover, the additional incomes in the dry
months enable farmers to buy more inputs for rice-growing during

*Visiting Professor of Economics, University of the Philippines. This
paper is a reaction to widely-held views that with the attainment of rice self-
. sufficiency, agriculture cannot be depended upon to generate employment, so
that most Asian countries having reached rice self-sufficiency should be turning
to an industrialization strategy. This is a revision and extension of a paper writ-
ten for an IBRD group in April 1986 .
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the wet season and to save for rice equipment. The increased pul
chasing power can be spent on output of urban industries & '
services, and this in turn will be large enough to reduce and evel
wipe out urban unemployment, thus enabling the whole econon
to move up and grow on a full employment path.

With surplus labor disappearing and annual productivity risin
real wages begin to rise and the process of capital-labor substitutiol
takes place, accelerating daily productivity growth, especially wil
substitution of machines for labor in agriculture, industry afi
services. The increased scale-economies of manufacturing pland
permit them to penetrate foreign markets. As industry expan'
farm workers especially the educated youths migrate to the cith
where wages are higher and urbanization speeds up. There is then

force begins to outnumber the agricultural labor force, comple
the transition from a predominantly agricultural to an industr

or less completed can manufacturing be said to comprise the leadil
sector, and if there is such a thing as a “take-off”’ it is the diversifii .
tion of agriculture that is crucial in monsoon economies whuf
underemployment is so extensive.

Being more complex than rice agriculture and requiring extil
sive commercialization, crop diversification stresses the need
education beyond primary schooling. This leads to fertility declil
as parents perceive the need to keep their children in schools lon
than primary, thereby raising the costs of bringing up children "
teenagers instead of going to work to add to family incomes contin
to go to school. This is reinforced by the need of the increasin :
mechanized industry and expanding commerce for educated laht
And full employment conditions open up jobs for housewis
further raising the costs of child-rearing. |

The foregoing process of growth is largely based on East Agli
experience. Japan was the first to go through the above prog
followed by Taiwan in the latter 1960s, and South Korea in (i
latter 1970s. West Malaysia reached full employment in the ea#
1980s but the recession in the West cut short the full employm
period and full employment growth was not sustained. Thail..
and Indonesia were never able to multiple crop fully their agrigy
ture and ended the 1970s with extensive rural underemploymel
So did South Asian countries which in addition had large pool§
urban unemployment as they invested large sums in capital-intens)
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' Industrialization and little in agriculture.!

Accordingly, it is good to see that the new Development Plan
ol the Philippines appears to emphasize agricultural development in
Its overall strategy. In the past, not enough attention has been paid
o Philippine agriculture and even though belatedly, the focus on
|nuriculture is very much welcomed. In the hope that further dis-
| tussion may be helpful, this paper takes up certain aspects which
were not taken up in the NEDA’s Medium-Term Philippine De-
elopment Program, 1987-1992. For comparison, it presents the
ixperience of other countries which may have useful lessons for the
Philippines, besides providing a broader perspective for policies and
(heir implementation.

In the literature, agricultural diversification is contrasted with
pecialization, from a one-crop economy as the most specialized
Lo infinite-crop economy being the most diversified and least special-
leed. Diversification is the process of shifting from a monoculture or
I few crops to a larger assortment of crops, animal, fishery, and
[Morestry products. This concept of diversification is measured in
Various ways and one common method is to take the reciprocal of
the sum of squared shares of the value of each crop to the total value
0l crops in a country, or 1/Z (Xi Ys )2 (See Appendix Table 1.) This

Lot
teciprocal rises from 1.0 for one crop and will be equa.l to the
number of crops assuming equal value for each of the crops®.

It is often useful to have other concepts of diversification,
pich as the share of non-food grains in the total value of agricul-
lural production. (Instead of non-food grains, non-staple foods can
e substituted.) This brings out the extent of a particular type of
(liversification — away from food grains as a source of calories and
Ioward nutrient, protective foods.

' A closely related index is the multiple-cropping index com-
|muted as the proportion of area harvested to the physical area
planted to crops. In Asia where land is limited, the main way of
diversifying is to plant a second crop after rice is harvested. And
Where the dry season is long, the second (or third) crop can be
planted only with some kind of irrigation to supplement rainfall.

i
’ I"}I‘he above section is a brief summary of my volume, Economic Growth
il Monsoon Asia: A Comparative Survey, University of Tokyo Press, May 1987 .

2For conceptual discussion, see Special Issue on ‘““Multiple-Cropping in
Aian Development,” Philippine Economic Journal, Nos. 1 and 2,1975. See also
{he discussion in Institute of Developing Economies, Diversification and De-
I wlopment of Agriculture, Proceedings of a Symposium, Tokyo 1974.
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In the traditional monsoon economy when rice productivil
was low, most of the drier season crops had to be root crops such |
sweet potatoes, cassava, and others. With rising rice yields, especiul
with HYV’s from Japan in East Asia, and IRRI in tropical Asia in {}
postwar decades, self-sufficiency was attained or approached, and (}
substitution of rice, the preferred grain in Asia, for other grains #
root crops made possible the expansion of tastier and more nutri
Crops.

concerned with the use of idle labor during the drier months. ‘I
larger farms, especially the estates, are concerned with perennli
crops which are often cultivated with the use of machinery.

It is instructive to look at the experience of Taiwan wh |
agricultural diversification and multiple-cropping were extensivq

developed by small farms. As shown in Appendix Table 1, in Lh

the diversity and the multiple-cropping indexes were lowest but
rice yields rose, both indexes increased with the diversity ind ll
rising faster. The reason was that the share of rice, sweet potato ang
wheat in total consumption fell from 60 per cent in 1952 to 47 pa

sumption diversity index (Kuo, 1975, p. 167). The multiple-croy
ping index reached a peak in 1966 and began to fall, in part due tf

more labor was absorbed on the more productive farms. Full em¥
ployment was attained in the latter 1960s when the unemployment
rate fell from 4 per cent in 1965 to 2 per cent in 1970. Unemploys
ment in Japan fell to about 2 per cent a decade earlier in the mi
1950s which was also the peak of the multiple-cropping ratio, but
diversification continued with patterns of food production ang
consumption similar to Taiwan’s from the mid-1960s’In both cou
tries, underemployment virtually disappeared.

Taiwan’s diversification and hence its industrialization wer¢
widely dispersed regionally in contrast to that of Thailand’s regiona I'i'

3See: charts in Oshima (1983) on unemployment, agricultural and indug
trial employment in Japan, Taiwan, South Korea. See p. 12 of my paper in Eco
nomie Development and Cultural Change, Oct. 1982, on Japanese agricultur
and economic growth, and ibid., July 1986 for Taiwan and South Korea. Korel
opted to move into heavy industrialization in the 1970s before agriculture wa
sufficiently developed, and unemployment rates were 5% in 1970 and 4% it
1979. In the 1980s it was forced to backtrack to agricultural development and |
_diversification. See Oshima (1986 ).
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upecialization in the 1960s, with rice and maize in the Central roglon,
totton, soybeans and tobacco in the North, jute and kenaf in the
Northeast and rubber and coffee in the South. The Philippines’
puttern is closer to Thailand’s than Taiwan’s with rice in Central
|uzon, tobacco in Ilocos, sugar in East Visayas, pineapple and bana-
nis in Mindanao, and coconut in Bicol and Quezon.

As Japan and the NICs became increasingly industrialized and
urbanized, there was a fall in agricultural production and its diver-
sfication. In Japan total agricultural production in constant prices
began to fall from 1973, in Taiwan except for livestock and fishery
Its fall started from 1979, and in South Korea probably from the
latter 1980s. (Agriculture in the city-states began to decline in the
parly 1960s.) In contrast to the West, in monsoon Asia, cultivable
'~ Jand is severely limited, particularly in Japan and the NICs, and diver-
jified agriculture being labor-intensive, the long-run potentials are
Jarge for countries in ASEAN for exporting to Japan and the NICs
which will comprise a market of 200 million population with per
' capita incomes of $15,000 by the year 2000. This paper contends
{hat the Philippines, situated so much closer to East Asia than Thai-
" land, Malaysia, and Indonesia, and with so much surplus labor, idle
land, and good rainfall, the long-term potentials are enormous. In
the short-term, the employment created for physical infrastructure
building for expanding diversification is large.

Briefly, Section 2 presents the urgent need for developing agri-
cultural diversification in the Philippines to solve problems of
growing rural underemployment (particularly in the drier months),
low peasant incomes, and poor nutrition among the lower income
groups. In Section 3, we look at the potentials. In Section 4 the
. obstacles to expanded diversification are found to be many but not
insurmountable if the new Development Plan is effectively imple-
mented. In the last section, some notes on the need for early imple-
mentation of the new Development Plan are presented.

2. The Need for Agricultural Development
Via Diversification

Agricultural product grew in the Philippines by an average
annual rate of 4.5 per cent compared to 5.1 per cent in Thailand and
5.5 per cent in Malaysia during the 1960s and 1970s, contributing to
the slower growth of GDP of 5.7 per cent compared to more than 7
per cent for Malaysqia and Thailand. The situation was no better
from 1981 to 1984." The share of central government expenditures

4See data in Oshima (1983), and ADB Key Indicators, latest issue for 1980s.
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in GDP which went to the agricultural sector in 1982 was aboul (i
half for Thailand, and one-third for Malaysia (IMF, 1983). The pll
on rural and agricultural development sounded grand on paper I
little attention was paid to them. The reason for the Philippinel
most tragic performance relative to Taiwan, Malaysia, Kored
Thailand was the inadequate effort to develop agriculture togell

with the meager results from its costly industrialization drive.

Farm family incomes must be raised substantially, if domul
purchasing power for industrial products and inputs for the 1l
growing in the wet season are to be enlarged. Family incomes of i
families were reported in the 1975 Integrated Census, Phase II'
veys to average P5,736 compared with urban incomes of 9,122, .
low level is due to the slower growth of agricultural production "
tive to GDP growth. In the period 1973-1983, the sector graw
4.3 per cent per year, lower than the 6.4 per cent in industry-’ i
5.2 per cent in services, with agriculture’s share in GDP falling [
26 to 22 per cent. Agriculture’s shares of total population and J
force remained high in 1983 at 44 per cent. Thus, the share of (i
relative to the share of population was 0.5 compared to 78 per ¢

nonagriculture, greater than in other countries where the differam
is twofold._5

In monsoon Asia, off-farm employment in nonagricultural well
during the slack period of the drier months enables farm familig
supplement farm incomes. (In Table 1 of Oshima (1985) are sh 0
estimates of off-farm (or more properly nonagricultural) incomy
earned by various countries). The lowest share of such incomes \
percentage of on-farm or agricultural (from crops, livestock, fis
and forestry) incomes is to be found in China (8%) and the [

pines (19%). China’s share has since increased to 20 per cent in 1§ ‘

agri-processing generated off-farm activities. In contrast, the la¢
share in the Philippines is due to the prolonged dry seasons in
heavily populated side of the Philippines facing the China Sea, il
the poorly developed transport and irrigation systems. Without »

Yearbook 1983.



(luring the long months and water from irrigation channels, diver-
lified agriculture cannot furnish products to be processed in
manufacturing, and services. This can be seen in Oshima (1985, Ap-
pendix Table 1) which shows that the multiple-cropping index is

lower than in Taiwan and Korea, and probably Malaysia, Thailand
und Java.®

Without much multiple-cropping and off-farm work, the farm
families in the Philippines do not have enough work during slack
months, and underemployment is extensive although rural unem-
ployment may be low as the jobless migrate to the urban areas, seek-
Ing marginal, low-paying jobs in the informal sectors. Rural unem-
ployment in the third quarter of 1985 was about 4 per cent (and
Wirban 10 per cent), but underemployment was much larger at
ibout 22 per cent in the first three quarters of 1985, four-fifths of
whom were in agriculture. Average days worked per month of those
linderemployed in the fourth quarter in agriculture fell steadily from
18 to 12 days from 1977 to 1983, and for the third quarter from 17
lo 12 days.” In contrast, underemployment is practically nonexistent
h Taiwan and Japan. Insufficient work is most difficult for the fami-
les without any farm land, too poor to migrate and without any
ther source of income. The landless workers have been increasing
i population growth outpaced the expansion of cultivable land.®

. Family income inequalities appear to have risen from the 1960s
11961, 1965, 1971 Household Surveys) from a Gini of 0.48 to 0.53
In 1979 (Integrated Survey of Households). The former were small

mple surveys, perhaps with under-representation of the richest and
poorest families. The much larger survey in the 1975 Integrated Cen-
s, Phase II, may give a better idea of the level of income disparities

EiF‘or discussions on off-farm employment see Off-Farm Employment in
lhe Development of Rural Asia, edited by R.T. Shand, Australian National
lIniversity, 1986, Vols.1& 2. Also my paper in Philippine Review of Economics
and Business, September/December 1985, for data of countries in South and
Houtheast Asia.

7Computed from labor force surveys. Many of those working a few days
ir month were housewives and school children who may not be available for
Il time work. They may be included in the Development Plan’s estimate of
0% or so of underemployment. Underemployment refers here to those wanting
ore work.

8 The 1981 Agriculture Census reveals that the number of farms increased
from 2.35 to 3.44 million, 1971 to 1980, but the farm acreage rose less, from
49 to 9.03 million hectares and farm size fell from 3.6 to 2.6 hectares. The
Ibor force surveys for the 2nd quarter show that wage workers in agriculture in-
treased from 0.9 million in 1971 to 1.3 million in 1978, and 2.1 million in 1985,
I about one-third of farm labor force. The 1985 third quarter survey reported
0 million, indicating that the wage workers were for the most part without
larms to till in the busy rice planting seasons.



not necessarily indicating an upward trend. The final report gives &
Gini of 0.60 which is higher than most countries in Asia. This highet
figure is similar to the Gini obtained from the 1979 Family Incom
and Expenditure Survey. These tendencies are consonant with thi
falling daily wages of the Bureau of Agricultural Economics '.
MAF from 1973-1980. With insufficient work opportunities in th
rural areas, there was a “push-out” of workers to the urban are 't
contributing to the urban unemployment and to the flooding uf
the informal sector with excessive workers. Falling real wages OF
the main earners impelled housewives and children to seek job§ (
keep family incomes from falling below the previous levels. This coll
trasts with the huge waves of farm workers who were “plﬂled-ou
from agriculture by the expanding urban jobs in Japan during thi
late 1950s and 1960s and in Taiwan in the late 1960s and 19708
and who were replaced on the farm by machines.’ '

With low rice productivity, insufficient diversification, and of
farm employment, farm family purchasing power for urban indu
tries and services was limited. In Japan in the early 1960s and |
Taiwan in the early 1970s, half of average farm family incomg
came from off-farm sources, and of the on-farm incomes about on
half was from rice-growing. Thus, about three-fourths of total fl”'
family incomes were from diversified and off-farm sources. Fa¥ |

family incomes, instead of being around one-half of nonfarm fam 1:
incomes in the Philippines and elsewhere, were nearly as large i
nonfarm incomes in Japan and Taiwan, and grew as rapidly as i
went on. The demand for urban output coming from the rural sect
was considerable in Japan and Taiwan and contributed to the o
_urban unemployment rates. Moreover, in Asian countries, the lo
income families are found among the peasants and landless worlkel
but this was not so in Japan and Taiwan with diversification
off-farm incomes and whose Gini index of income inequality
lowest. Hence, not only were the Japanese and Taiwanese peasi
able to buy more but were able to save a great deal t0o.'® In M
Philippines, personal savings were low, averaging only 4 per cent @
GDP in the 1960s and 1970s, compared to 11.4 per cent in Thailans

and Malaysia.''

9 Gee charts on agricultural mechanization in Oshima (1987).

105,y Philippine income distribution, see my note in the Journal of I'h |
pine Development, First Semester, 1983; on wages H. T. Oshima, E. de Box
Paz, unpublished paper; on Japanese and Taiwanese farm family incomen |
savings, R. T. Shand (1986 ). (1A

1l Gprom official national accounts and family income and expendil|
surveys. f
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In agricultural exports, over the postwar decades, Thailand
has moved ahead of the Philippine which was in the 1950s the leader
In agricultural exports. Thailand diversified quickly, exporting sugar,
maize, kenaf, rubber, palm oil, and tobacco, besides rice. With low
personal saving rates and slow growth of exports, the Philippines ran

- Into chronic balance of payments (current) deficits, much larger
. than Thailand (Oshima, 1987, Ch. 7).

In Appendix Table 4 are shown the food supplies of various
tountries in the 1970s and early 1980s. The Philippines’ level of
'~ tnlories, proteins, fats, and minerals is below those of East Asian

tountries and Malaysia. (The revised calorie data which are lower
may show food supplies to be lower or as low as those of Thailand
and Indonesia.) When compared with non-East Asian countries in
lhe table, the 1980/1982 averages look good but these were three
pxceptionally good harvest years. In 1983 and 1984, rice and corn
production fell to the pre-1980 levels, so that for the entire 1970s
ind up to 1984, the Philippine caloric and protein supplies were
ubout the lowest in Southeast Asia.

These statistics of food supply cannot be readily compared with
food requirements. Food supply and food requirement data are on
per capita basis and do not say anything about the pattern of distri-
hution among families. The distribution may be highly unfavorable
lo the lower income groups in countries like the Philippines where
Ihe distribution of incomes is more unequal. Moreover, it is the lower

Income families which need more calories than others as earnings are
(lerived from heavy manual labor instead of light-handed, sedentary
work.!?

Moreover, food supplies are much larger than actual food intake
i food is wasted in cooking and eating, and some parts are not
ilible. Food requirements are estimated on an intake basis by the
Food and Nutrition Research Institute (around 2,100 calories),
Which conducted a nationwide food intake survey in 1978 and
1082. It was found in both sample surveys that calorie intake was
only 1,804 and 1,806 respectively, and protein intake 53 and 50.6
Jrams, or 89 per cent of requirements for calories and 99 per cent for
protein.'> The calorie difference between supplies from the food

12 In the 1971 Family Income and Expenditures Survey, food expenditures
tinged from 1018 pesos in the lowest income group to 1480 pesos in the higher
liicome groups.

13g5ee Second Nationwide Nutrition Survey, Dec. 1983. Its survey of
Luzon yielded 1,750 in 1974 ; and 1,650 in Visayas for 1975. By 1985 average
Intake was found to be 1750, according to the Philippine Development Plan,
up. cit., p. 30.
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balance sheets and nutrition survey (about 600 to 700) is too large 4
be explained away by the statement that the latter does not includ
food taken outside the home, which is reported to be only about |
per cent (FIES, 1971). Rice supplies and intake match well in h
two sources of data, but the differences are large for non-rice. It
precisely the figures for the diversified crops, livestock and fishe
products, which may be difficult to estimate by the Ministry {
Agriculture officials. The problem is a serious one for this stud
because it implies that the diversification data we are using may i
be dependable. I

Whatever may be the situation with food supplies from U
production data, the important thing to consider is the food inta
data from the nutrition surveys. An intake of 1750 to 1800 is i
below the nutritionist’s requirement of 2,100.'* Moreover, i
requirement of 2100 may be too low for a fully employed economy
Nutrition surveys are usually conducted during the slack month# §
the monsoon when the level of economic activity is low and peas r'r-
have time to answer the interviewers. During the slack monthi
peasants’ consumption may not appear low in terms of weight i
health since they are not doing as much work as in the busy seasol
(Note that the 1978 and 1982 surveys above were taken in April
May.) If the workforce becomes fully employed throughout the yu
the requirement may go up to 2,300 or more, as implied by i
caloric supply data for the fully employed countries of East A
presented in Appendix Table 4. And surely the Philippines would
shooting for a fully employed economy by the 1990s. If so, the (4
gets indicated in the Development Plan of 1,950 calories by 10
may be too modest and much higher levels must be aimed at. Al
this is true not only for rice but also for the other crops, especiil
because the 1982 Nutrition Survey shows that deficiencies are |
per cent or more for calcium, iron, thiamine, riboflavin, and asco
acid. The importance of adequate food consumption cannot be @ /"
emphasized. Not only is it crucial to vigorous and sustained work,
lack can cause adverse consequences as shown by the fact that m
nutrition is the leading cause of morbidity. Health care can do
so much for people who do not eat sufficiently.

Finally in countries like the Philippines where agriculture
neglected and large industries emphasized, the country is unevan
developed with population and economic activity concentratet :
one or few cities with tendencies toward over-urbanization unlf
in Taiwan, as noted above. No better way of correcting the reglof

14 The Development Plan estimate is 1,750 for 1985.

18R



imbalances can be found than through diversifying agriculture which
will in turn generate agro-business besides labor-intensive industries.
Fortunately, the Development Plan stresses the importance of
regional development in the coming years. Fertility rates, which are
highest in the poorest of the regions (Cagayan Valley, Bicol, Western
ind Eastern Visayas) and in Mindanao (and the highest in East and
ASEAN countries) can be tackled through regional development,
(Including the extension of educational opportunities).

3. The Philippine Potentials for Agricultural Diversification

In the table below are shown diversity indexes for the Philip-
pines and other countries.

Table 1. Diversity Indexes

Crop Diversity Indexes
Agri. Diversity Indexes! 23 crops 118 crops 7 leading crops
Year Philippines Thailand Philippines Taiwan 2 Philippines Taiwan

1960 4.01 4.01
1970 8.39 6.64 6.55 6.67 6.67 6.80
1975 8.03 6.14 7.19 7.38
1980 7.55 6.47 7.20 7.38
1981 5.33 5.44
1984 8.51 6.89 7.21 7.42

1.r-’sgricultura.l diversity indexes include livestock, fishery, forestry products
nnd 6 leading crops.

| 2Cmp diversity indexes exclude non-crop products in the agricultural
tliversity index, although Taiwan’s figures for 1960 and 1970 include livestock.

Sources: Official Philippine Statistical Yearbook 1985, Thailand National
[ncome, and Taiwan Multiple-Cropping in Asian Development for S. Kuo’s paper
In Philippine Economic Journal, op. cit. and Taiwan Agricultural Yearbook for
Virious years.

|

|

’ Philippine levels of diversification are not low, being higher than
In Thailand and Taiwan at the latter’s height of diversification in
1970. It is indicative of a favorable historical background and natural

sndowments for diversification, and testimony to the fact that the

Philippines in the past was diversified while importing large amounts
0l rice, and consuming corn as a second staple. Nevertheless in the

focent decades, the Philippine crop diversity index has not changed

much, as based on a simple measure of diversification, namely, the
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share of non-rice production in total agricultural pr.::dl.lcticon.15 That
there may be potentials for further diversification for the Philippi
with good rainfall, rich lands, poor nutritional status, and large mat
kets in nearby East Asia can be seen in the steady drop of the share of
agricultural value added (leaving out the traditional export crops o
sugar, coconut, banana, and abaca and also excluding rice) in G
from 19 per cent in 1970 to 16 per cent in 1984. As to the share ol
rice in the agricultural value added, it is 16 per cent for the Phil P
pines compared to 22 for Thailand. However, since corn is also i
staple food crop in many parts of the Philippines, the inclusion ':il
corn brings the Philippine share close to that of Thailand. ‘
Taiwan, the Philippine countryside is diverse — in terms of rainfa
(there is year-round rainfall in Mindanao, while heavy rains occur I
the summer and fall months in Luzon, and also in the fall and winta
months in the Visayas), in soil characteristics, in topography, and If

temperature. This tends to favor crop diversification, though com\
plicating its implementation.

More than most other Asian countries, e.g., Thailand a

Taking into account rainfall patterns, soil texture, slope an
elevation, L. A. Gonzales has found that 10.6 million hectares out 0f
30 million were suitable for a variety of cropping patterns, of whig \
the three major diversified crops for import-substitution, corn, SOV
beans, and cotton were suited to 3.7 million hectaren-v,.lé He found
private profitability (private net profit as per cent of gross revenu li _
high for the import-substitution crops (corn, cotton, and soybea _.5!';
For other exportable crops (mungbeans, cassava), the private profik
rate was lower but positive. For livestock, it was high for goal !
carabaos and cattle and lower for hogs, broilers, and layers. 1

From a social point of view, based on domestic resource cOM
analysis and social profitability measures, Gonzales found that unc 0
conditions of foreign exchange constraints, “‘a strong economic A
gument of efficiency exists in the domestic production of current it
ported commodities (cotton, corn, and soybeans), and potential ¢¥:
port crops (rice, white potato, cassava, sorghum, garlic and poW

15we have put on the chart the share of diversified products in
agricultural production for several countries and found that for the Philippinei
India, and Indonesia it has been falling since the 1950s and rising for Japuh
Taiwan, South Korea and Thailand. ‘i'

: 16 gee Gonzales (1984). The most important, corn, was found to be sui _
to 1.5 million hectares. Further studies are underway as part of ADB-fundi
studies on diversification. I
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nuts)”’.'” Elsewhere, Gonzales also found that, except for broilers
there was comparative advantage in Philippine livestock production.
Even for broilers, the improvement in domestic corn production
could result in comparative advantage.

These results were obtained even though only one per cent of
diversified crops was grown with irrigation, despite much potentialy
irrigable areas in the Philippines (58%). With rice self-sufficiency,
investment funds for irrigation construction can be shifted to more
water and drainage for diversified crops. Moreover, as rice yields per
hectare continue to rise in the future, some of the existing irrigated
rice lands can be shifted to the production of diversified crops.

The foregoing studies show that suitable land and water are
potentially available for diversification, and the financial and eco-
nomic prospects appear to be promising. As noted in the previous
section, labor is plentiful for the drier months and throughout the
year. But how much of this idle labor will be needed in the construc-
tion of irrigation/drainage works and in the cultivation for diver-
gified crops? In the appendix, the estimation of employment
generated by crop diversification is attempted with readily available
data. Briefly stated, in 1985, 1,920 million mandays of work was
penerated in the agricultural sector, of which only 212 million man-
days or 11 per cent was spent on rice cultivation. The rest was spent
on other crops, livestock, fishery, forestry, and in various processing,
transporting and other services ancillary to agricultural production.
(The discussion of details is postponed to the last section of this
paper.) As the Development Plan suggests, further research on land
classification, land capability, and domestic resource cost is needed,
together with the expansion and upgrading of research and extension
for a long-term diversification program. There may be a need to raise
the Development Plan targets for some of the diversified crops,
especially those which may be exported to Japan and the NICs.
Although highly protected, barriers for these crops show signs of
being lowered in East Asia.l?

lF"'Se:e Gonzales (1984, p. 9). These measures, as in other quantitative in-
dices, do not take into account qualitative aspects. But in the long run the
quality of Philippine products can be improved, particularly under conditions of
better institutional mechanisms, so that foreign exchange saved from import-
substitution and earned from exports can rise.

13Irrigal;ion design for rice growing is not ideal for diversified crops, and
sludies are underway, using different furrow and sprinkle systems.

ls'Accc’rding to Elisa T. Caoyonan, NEDA head of the Trade section, the
Jupanese trade liberalization is not helpful to ASEAN since the majority of the
products imported are from the U.S. and EEC.
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4. Obstacles to Overcome in Facilitating Diversification

Obstacles to the expansion of diversification may be divid
into those relating to physical endowments and to man-trade inuil
tional arrangements. In the Philippines, fortunately the former llr
important than elsewhere. '

Rainfall is sufficient in the Philippines, averaging higher than
Thailand, 84 inches to 47. The Thais do not get enough rainf} H"
some parts for year-round irrigation, although irrigation constru 'ff
from 1973 to 1982 has been growing more rapidly in Thailand |

in the Philippines, 4.2 per cent per year as agamst 3.8 per ¢ ;'

Philippines among countries in ASEAN and East Asia.?® A lup
public works program for irrigation, perhaps doubling the i
area may be needed. Of 4,365,000 hectares planted to tempo: |
crops, only 6 per cent benefited from irrigation in the dry seas
(Philippine Statistical Yearbook, 1985).

ities, i.e., harbors, ships, roads, and railways. The agricultural markel
ing reports of the Bureau of Agricultural Economics, Ministry ¢
Agriculture and Food, covering a large number of provinces alm .'
invariably complain not only of high transfer costs but of inefficief
cies resulting in delays, wastes, and spoilage. This is a problem of lL"

tripled, the number of trucks and RR wagons increased eight timefl,
and cold storage capacity doubled (Chen, 1975).

In 1975, length of roads and railways per 1,000 rural popula:
tion was higher in the Philippines (4.2 kilometers) compared to 3. .l |
for Malaysia and 1.0 for Thailand. Similarly, shipping tonnage wak
much higher than in Thailand and Malaysia, in large part because of
the much larger coastal areas. The problem in the Philippines is the
inadequately built and maintained roads. In 1981, one-third of
Philippine roads was unpaved compared to one-sixth in Thailand, and
this is particularly true with the farm-to-market roads which becom "
impassable during the rains. Good transportation is vital not o ly
for buying inputs for diversified crops and marketing them but al_ '
for the travel of farm families to the towns for off-farm 3obs

20G5ee FAO Production Yearbook and Appendix Table 3.

21Data from the Statistical Yearbook of Asia and the Pacific, ESCAP and.
Philippine Statistical Yearbook, 1985.
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But with so much underemployed labor in the rural areas, there
are plenty of hands during the dry season to be hired to build the
small-scale irrigation and drainage works and the farm-to-market
roads both of which are less demanding of skills and equipment than
major works and roads. These physical infrastructural problems are
constraints which can be solved in time and should be done at once
while surplus labor, many of whom are experienced construction
workers, is available.22 As Professor Raul Fabella of the UP Eco-
nomics Faculty suggests, one natural obstacle that cannot be elimi-
nated is the frequency of typhoons in the Philippine area. There is no
denying the great damages caused by typhoons to crops but the
typhoon season usually coincides with the rainy season of the mon-
soon when the winds come from the Pacific and not during the dry
months during which the diversified crops are grown. Hence, a diver-
sified agriculture is better suited for the typhoon areas which can
recoup the damages of the wet season.?

The institutional constraints may take longer time to remove
as is usually the case with most major developmental problems. While
the institutions were being improved by neighboring countries during
the past decades, those in the Philippines may have been consider-
ably deteriorating.

Agricultural administration was fragmented at the national level
into 17 major agencies (such as agrarian reform, natural resources,
coconut authority, tobacco authority, etc.) linked through their own
local branches to the provincial, municipal, and to barangay levels.
Top-level decisions which were sent down from these agencies to the
farmers in the villages were often confusing and sometimes conflict-
ing. Most of these agencies had their own extension services and loan
funds and some of them organized separate farmer’s association at
the village level (Serrano, 1985). To rationalize this medley of insti-
tutions into an efficient delivery system may take several years and
may not be in time for the recovery program, unless forthright ac-
tion is taken.

There are more difficult problems on the receiving end. Despite
the rhetoric of land reform, tenancy has been increasing from

2214 may be added that rural electrification is necessary for village process-
ing of some of the diversified crops and in livestock, aquaculture, and forestry
production, although here, too, the Philippines with U.S. assistance has been
making good progress. Construction workers are jobless because of the end of
the construction boom of the 1970s.

23Only about 10% out of an annual average of 20 typhoons in the past
decade came in the first half of the year. See Philippine Statistical Yearbook,
1985.
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865,000 tenant farms in 1960 to 872,000 in 1980, and
2,000,000 hectares to 2,412,000 hectares. This makes agricult _
the Philippine one of the most tenanted in Asia with tenant f!
comprising 26 per cent of total farms, and 25 per cent of total lan
In contrast, the respective figures in Malaysia (1977) were 10 "
cent and 4 per cent, in Thailand (1978) 6 per cent and 5 percent, il
in Taiwan (1980) 7 per cent and 13 per cent.?* The constraints t
high tenancy entail for diversification are several: the resistance o
landlords to multi-cropping for diversification for fear of lowerly
land fertility; the increased rent which must be paid by tenants f§
the use of the land, effectively reducing ability to buy inputs [
diversified crops; the lower motivation to work; the impairment ()
human dignity and social equality in the villages; and the blunti
of initiatives, innovativeness, and self-development.25

High tenancy hampers the organization of independent farmem
association, and weakens the organizations of existing institutions
The extensive development of independent cooperatives in Japan a i
associations in Taiwan came about after the extensive land reform |§
the early postwar period. These were the organizations which coats
dinated at the receiving end the varied inputs and services whie
came from national government, besides managing the buying of
farm inputs and the collection, transport and selling of outputs. T i
Philippine’s Samahang Nayon with a membership comprising only
one-fourth of the number of farmers has a long way to go befol |
they become effective agents of the farming population.

Unlike the cooperatives in Taiwan and Japan, the Samahany
Nayon and others are too weak to handle credit which was poorly
carried out by the rural banks nearly all of whom are reported to b
bankrupt with uncollectible loans. A large part of their loan wa !
borrowed by landowners with the small farmers forced to depend O'H
friends and moneylenders charging usurious rates. '

In the Philippines, powerful groups of trader-truckers exercise
extensive controls over the marketing of most fruits and vegetablel,'
both in the financing and sale of inputs and in the purchase o!‘ |
outputs. These groups sell the products to central markets which are

24 Data are from respective agricultural censuses, and exclude, for all coun:;
tries, part-owners. See Appendix Table 2 on landholdings in Asia.

25111 Japan before the land reform, landlords prevented second and third
cropping because they felt that land fertility declined. See Ogura (1966 ), and
Shen (1964) for the impact of land reform on agricultural development. |
Taiwan, before land was distributed, share tenancy was converted to leasehol
with rents much lower than shares. This brought down prices of land and ma
the landlords willing to sell their lands.
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I
\inder the local governments who charge rents and various fees.

The balance of power is heavily against the peasants and the
¢onsumers, unlike in other countries like Thailand where the freer
und more independent Thai peasants can produce to meet consumer
noeds. In the export of diversified crops, the Thais have performed
fur better than the Philippines.

| The constraints on the demand side are found domestically
" In the low purchasing power and in protection and restrictions in
foreign markets. With so many workers jobless, and real wages low
(lue to declines over the past, it is said that many families can eat
| unly one or two meals per day. Tariff and non-tariff restrictions on
(llversified crops have been rising in the nearby markets of Japan,
I'niwan and South Korea as the costs of production rise rapidly, with
tlsing wages reducing their comparative advantage in food produc-
lon. Since their peasant farms are small, typically one hectare, me-
| ihanization takes the form of small-scale mechanization. Tariff rates
~In Japan range from 20 to 30 per cent, besides various non-tariff
~ protection such as import quotas, quality standards, inspection, and
%0 on. It is reported that the Ministry of Agriculture is aiming at in-
oreased self-sufficiency in the future for many foods.?® And these
 protective measures are rising not only in Japan but also in Taiwan
ind South Korea. Nevertheless, Thailand has been able to penetrate
these markets better than the Philippines.

Finally, a constraint to productivity is the deterioration of
sducation. A former Minister of Education found that a substantial
portion of primary school graduates were illiterate. As soon as public
funds become available, daily hours of school attendance should
be raised from 4 to 6 or 7 and teacher wages and training should be
improved. In Japan, Taiwan and South Korea, schoolchildren spend
tlouble the number of hours per year in school than in the Philip-
pines not only because of longer daily hours but because of a 6-day
week and much shorter vacation periods. To be efficient, diversified
crop production and marketing will require educated farmers, prefer-
ubly with education beyond primary (Lockwood et al., 1980). And
for agri-business, and other rural industries, six years of secondary
oducation will be desirable. The present system of four years of
secondary schooling is only found in countries whose per capita in-

26 See G.R. Tecson, “Export Markets for Philippine Diversified Agriculture
and Labor-Intensive Industries,” paper presented at the Seminar in Economic
Development in the Philippines, School of Economies, UP Diliman, Dec. 1985.
Pecson points out that tariff rates on food products in Western Europe are even
higher (about 40%). They are, however, low for Hong Kong and Singapore which
have no large agricultural sector to protect.
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come is much lower than the Philippines, i.e., Nepal, Banglade
and China, all countries in the beginning of the agro-industrial tra
tion and not midway as the Philippines. Nor is it possible to impré
the quality of tertiary education with youngsters who enter coll
with only ten years of schooling, since courses in the first two yi
of college must be watered down to make up for the deficienc W
secondary education, and the courses in the last two years to W
into account the lower quality of the first two years. With the avil
ability of more funds, education should get top priority for recq
struction.

The Development Plan’s call for character education in prim
and secondary grades is most welcomed. This should not be confing
to matters such as cleanliness, neatness, respect for elders, hon ;-'
and the like but strong emphasis on work education would be de#l
able. Modern technology requires diligence, dedication, responi
bility, initiative, innovativeness, and cooperative behavior in 10
workplace; a good culture of work can be taught in the schoaol
with the help of the homes and mass media. 1

5. Diversification and Beyond

A comprehensive strategy with detailed implementing progi
dures may be possible very soon, with the completion of majol
studies financed by ADB on irrigation design for non-rice cre )i
(presently worked on by the International Irrigation Managemen!
Institute), of regional diversification strategy and policies
IFPRI and their employment implications by ILO, and the compl 'rfi
tion of land capability mapping and the zonification of cropping
patterns by the Bureau of Soils of the MAF. The comprehensiv
mapping of crops must include the international marketing potem
tials for the short and long run, taking into account possibilities ¢
changes in protection in East Asia and elsewhere, and competitio
to be encountered in these markets from neighboring countries,
particularly Thailand, China and Indonesia.

But even before such a comprehensive plan is drawn up, a divers
sification program should be started soon with priority given to the

I

27or detailed discussion see Oshima (1980, 1986 ). A recent study by the
International Food Policy Research Institute financed by the Asian Develop:
ment Bank, entitled Price and Investment Policies for Food Crop Sector Growth'l
in the Philippines, Washington, D.C. 1987, takes up in detail price, irrigation and1 |
technology issues, It recommends that prices for rice and corn be stabilized
moderately above world prices (about 20%) in the short term while efforts are
made to improve productivity through large increases in irrigation and R & Ijl"
investments to bring down prices in the longer term. l!




nost distressed regions of the country. These are the reglons whre
production of com, soybeans, or cotton might be given priority in
!mucting the domestic demand from import-substitution policien,
N'hey are the regions also where food consumption levels are low #o
that their increased demand for rice, roots crops, and other basie
dietary needs from additional employment will be the greatest. Be-
sldes the import-substitution crops, these areas could grow crops
mwich as white potato, cassava, sorghum, garlic, onions, peanuts,
mungbeans and mango for exports. One redeeming feature of these
poorer areas is the more even distribution of rainfall during the year
gompared to other regions such as Tlocos, Central Luzon, and
Houthern Tagalog, as they are located closer to the Pacific Ocean
‘{han the China Sea. Potentially irrigable areas, except in Western and
liastern Visayas, are substantially greater, about 65 percent com-
pared to 40 percent (see Appendix Table 5).

For Western Visayas, particularly in the sugarlands where idle-
' ness has become most severe, a World Bank team has suggested sub-
' plituting for sugar, the planting of corn, peanut, soybeans, coconut,
rubber, cocoa and ipil-ipil trees, besides fruits such as mango, banana,
and pineapple ona modest scale.2® Other crops may be sweet potato,
mungbean, cassava, sorghum and rice for local consumption.

Another priority area is Bicol which has the lowest per capita
income, the highest inequalities, and one of the largest pool of under-
employed workers, but whose water supply is so abundant that it
causes flooding. There is not enough multiple-cropping of rice lands
in provinces like Sorsogon, which with irrigation can use second
crops of rice, cassava, corn, sweet potato, sorghum, besides various
perennials and fruits inter-cropped on coconut fields. Similar crops
are needed for Central and Eastern Visayas where per capita incomes
are low and idleness extensive.

Another region where surplus labor is plentiful is Cagayan
Valley in the north. With jrrigation, the region can grow more rice,
corn, soybean, tobacco, peanut, mungbean, sorghum, cassava, and
a number of vegetables (onions, squash, tomato, eggplant, sweet

pepper).

In Mindanao, except for Western Mindanao, surplus labor is
plentiful, and with rainfall all year round, second rice crops, diver-

28Phi1ippines: Sugarlands Diversification Study, IBRD, March 1986. The
information in this section comes from Gonzales (1984 ), Land Resources Eva-
luation Studies for Crop Zonification Project. Bureau of Soils, MAPF, (no time
reference but perhaps early 1986) and various marketing reports of Bureau of
Agricultural Economics, MAF.
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sified crops such as com, soybeans, sorghum, rootcrops, and fruits
such as banana and pineapple should create more employment. The
potentials for diversification in Mindanao go beyond these crops into
many others such as cacao, palm oil, coffee, rubber, cashew, various
legumes and vegetables, aquaculture, livestock, and forestry crops
most of which require processing and marketing.29

As noted in the previous section, the main difficulties will be
in the mounting of the institutional mechanism to put into operation
the diversification program even for selected areas in the southern
regions. Implementation of policies has been a shortcoming in the
experience of this country even for much less formidable projects
than diversification which must deal with millions of small peasants
in diverse and scattered settings. It is arguably one of the most
difficult programs to be effectively put into operation in developing
nations. It is difficult to specify the institutional models for land
reform, for constructing physical infrastructure, for the selection of
cropping patterns, for the delivery of technology, credit, and inputs,
and the marketing of outputs, and particularly so for a country
where institution-building has not been one of its strong points.

Nevertheless, some experience has been gained over the years
in the various approaches to rural development, an example of
which is provided by the International Institute of Rural Reconstrue- |
tion at Cavite. Its philosophy was the basis of a rural development |
program launched by the Magsaysay Administration in the late

1950s. Many of the models tried out were supported by foreign
governments such as Japan’s agriculture productivity program in
Cagayan Valley and Bohol, Australian projects in Eastern Visayas,
Zamboanga and Antique, in Cebu by the Germans, and the inte-
grated agricultural production and marketing project of the USAID.
One project, going beyond the pilot state, reached 40 municipalities.
This was the Rainfed Agricultural Development Project (popularly
known as Kabsaka project) which was able to introduce two and
three croppings in the rainfed areas in the uplands. Others were the |
Farming Systems Development Project in Leyte and Samar and the
Integrated Estate Development Project, which attempted to develop
groups of farmers benefitting from land reform into agribusiness
units.30

il

29 With more rice from Mindanao and other southern regions, it may bethat.
that the northern regions could shift from their second crop of rice to nonrice in
their multiple-cropped farms. I

30his section is largely based on Segundo Serrano’s Farming Systems Dex
velopment: The Philippine Experience, Bureau of Agricultural Economics, MAF
(undated). |




An integrated approach has evolved out of these projects
whereby a package of technologies and cropping patterns 1s intro-
duced by researchers and extension agents who work closely with
small farmers through their organizations to improve output and
productivity, in part by removing obstacles to the access to land
through agrarian reform, to the obtaining of credit, and to the
delivery of fertilizer, water and other inputs. These and other
projects could be expanded into programs and modified in various
ways to meet the needs of diversification. The management of these
programs could be improved by the rationalization and consolidation
of various agencies on the national, regional, and provincial levels.
It could perhaps benefit from the Taiwanese experience with an or-
ganization like the JCRR (Joint US-China Rural Reconstruction) and
Malaysia’s rural development authorities. I recall that in carrying
out the comprehensive land reform in Japan and Taiwan, a com-
mission was appointed in each village with representation from land-
lords, landowning farmers, tenants, and government officials to carry
out the land-to-the-tiller program.

In Table 2 below, we attempt a “hall park” estimate of how
much employment will be generated by a program of diversified de-
velopment in the Philippines. Assuming that non-ice agricultural
production is increased 10 per cent over that of 1985, we get 280
million mandays of employment generated. Our estimated un-
employment 1is 328 million mandays in the table. Employment

Table 2

1. Estimating employment generated by diversification: 1985
Assuming a 10 per _cent increase in non-rice production;
In million mandays (of 8-hour workday)

170 in non-rice agriculture

100 in agro-processing and agro-servicing industries
10 in public works construction

280 Total

2. Estimating unemployment
In million mandays (of 8-hour workday)

168 needed by the fully unemployed workers
160 needed by the underemployed

328 Total

See Appendix note for sources and methods of estimation.
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due to farmers receiving land in the land reform program. But no a¢
count has been taken of the new workers entering the labor markl
(less those moving out and going overseas). This amounts to aboul;
per cent. '

Because of the importance of underemployment it is better ta
use mandays rather than employment as in the Development Plat
The magnitude of public works based on 1985 estimates has beel
increased many times in the new Development Plan so that totul
employment generated may come up to the 328 million mandays o
unemployment. But unemployment also has risen substantially from
1985. '

ment generated by the multlpller process, that is, the increase in _]O
due to the spending of income generated by the 10 per cent increasy
in diversification. We have estimated that #305 billion of incomei
originate in agriculture and related 1ndustr1e3 (see Appendix note)

sified agriculture, or about three million annual employment.
increased demand for labor from the multiplier effect can easily

employment remains in the rural sector.

In the foregoing, we are assuming that the increase in agriculy
tural production is not due to the weather, or better seeds, betlgl
technique, etc. and that all other conditions of production 1
normal, so that the increase in the demand for labor due to n
increase in production will follow the normal situation. In this ¢ .'
the underlying reasons for the enhanced demand for labor with
creased diversification will be its greater labor-intensity, greater ag -.;

physical infrastructure than in rice agriculture. But a 10 per ce
growth of diversified agriculture has not been realized in Asian po#l
war experience, even in the case of Thailand and Malaysia WlthI ]
much new lands brought into cultivation. But 5 per cent growth pé
year is not impossible and has been experienced in Malaysia af
Thailand; perhaps the Philippines should target 4 per cent for thre

years to reach full employment.
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In sum, an agriculture-based strategy is not to condemn the
Philippines forever to a nation of “hewers of wood and drawers of
water.”” Rather it is a necessary step to a sound and sustained indus-
frialization process which nearly all countries of the advanced world
and the NICs (except for the city-states) had to go through. The
ngro-industrial transition cannot be completed expeditiously without
strong emphasis on agricultural development in the first half of the
passage, something which both India, China and others have learned
nfter their failure to leap-frog with heavy industrialization in the
early postwar decades into advanced industrial economies.

And this is especially the case for all countries with monsoon
agriculture. The labor-intensity of monsoon paddy agriculture had
piled up over the centuries an enormous population which have
insufficient work during the drier half-year and must become fully
employed with multiple and diversified agriculture and off-farm
tmployment before its purchasing power for nonagricultural
products can exgand enough to start and sustain the process of
Industrialization.®! With full employment, real wages rise and the
process of capital-labor substitution accelerates on farms and firms,
und migration to urban areas expands. Soon the size of the labor
force in industry begins to exceed the agricultural labor force, com-

pleting the transition from an agricultural to an industrial economy.

All through the postwar decades, the Philippines ‘‘missed the
hoat” as Hong Kong and Japan began the above process from the
sirly 1950s and Taiwan and South Korea in the 1960s, and Thailand
und Malaysia in the 1970s. These countries have moved too far ahead
lor the Philippines to catch up in the next decade. Fortunately, one
more opportunity is opening up and the Philippines should not miss
|Ihis one. The value of the Japanese yen has zoomed up to levels so
‘ high (and may go up even further) that a vast regional restructuring of
Ihe economy becomes inevitable. The NICs are the first beneficiaries
0l the high yen but very soon they will face labor shortages and
fsing wages, and when this occurs Japan must turn to the other
Asian countries. Labor-intensive industries first from Japan and then
from the NICs will be relocating to the lower-wage ASEAN coun-
Aries. The Philippines, which is so close to Japan and most of the
NICs and has a large English-speaking workforce is in a good position
10 benefit from the high yen. But Japanese firms are now making

31 he demand for the products of diversified agriculture can come not only

tm abroad and internally from rising incomes but from substituting for
fl’lumrts of corn, soybeans and other feed for animals, animal products, various
uils and vegetables and raw materials whose imports run into several hundred
rﬂlllon pesos each year.
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plans to relocate elsewhere, as the Philippines delays the liberaliz
tion of trade and investment policies.

Philippine agricultural diversification can benefit immensaly
from the opening up of markets in Japan, Taiwan and South Kort
These countries are protecting excessively their agricultural sectol
But with labor shortages, rising wages, and high food costs looming
ahead, the chances for liberalizing food imports in East Asian mufs
kets may improve. For this to take place soon, a concerted effa ol
must be made by the Philippines, Thailand, Malaysia, Indonesia andl
other countries to remove the barriers in East Asia. It is equally ims
portant to improve the quality and productivity of diversified «-:
culture in the Philippines as soon as possible to be ready to penetraté
East Asian markets when they open up. The urgency for the speed,
and vigorous implementation of the new Development Plan is ps
cularly great as not only the other countries are moving quickly
take advantage of the strong yen but also because of the awakeniny
of giant China to the unfolding opportunities in East Asia.

If all goes well with the implementation of trade and inve
ment liberalization and diversification in the first half of the X
year Development Plan, the tightening of the labor market should #
the rise in real wages and the increase in purchasing power. In th
second half of the Plan, with the continuation of the diversificatiol
program, capital-labor substitution will begin and labor productivily
will rise in farms and firms. The urban demand for labor will pull ou
workers from the farms and migration will begin to reduce the @
cultural labor force. The Philippines will then be on the road to s\
tained industrialization with full employment. If the first half mul
emphasize the reconstruction of the economy from the ravages O

the past, the second half should begin the efforts to improve insti_i
tions which are most crucial for the sustained growth of UM
economy into the next century. To map out plans for these &
other changes, it will be convenient to begin as soon as possible, and
to work out long-range plans toward the year 2000 with the assiil
ance of a number of expert committees, as Japan, Taiwan and Soull
Korea did. Medium-term plans cover too short a period to grapph
with and work out deep-rooted problems which are often the mo!

intractable impediments to rapid and sustained growth.‘?“2

32$ee Japan in the Year 2000, Economic Planning Agency, Tokyo: 19§ 1
Long-Range Plans for 1986-2000, Economic Planning Council Taipei: 19 f
Korea in the Year 2000, volumes on different aspects by various agencies, Seo\l

1985. In the introduction to the Japan plan, Saburo QOkita points out that i
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phenomenon spanning decades, since institutional changes which
involve changes in social values take much time. The improvements
in institutions were extensive in Japan and the NICs, not only in
climbing to full employment growth level but in sustaining it. In this,
Japan and the NICs were fortunate to find growing markets in the
West which developed vigorously into the early years of the 1970s.
No longer can this exuberance be expected for the coming years,
ulthough the strong yen may eventually turn out to be helpful for
ASEAN countries, as noted.

The problem that a long-range plan may have to contend with
Is how to maintain high growth after full employment is reached, and
pump-priming tapers off and then comes to a stop. As the economy
moves into the 1990s, a major objective must be the improvement
In the operation of institutions. With wages rising after full employ-
ment, if the contribution of labor productivity to total factor
productivity does not rise, if the increase in profits are invested
Wbroad or consumed in imported luxury items, if rising teachers
palaries do not improve education and if import-substitution in-
(ustries continue to charge high prices for shoddy products, and
above all, if the performance of government agencies fails to improve
- the chances are that the economy may fall back to past trends,
attaining a growth of aggregate GDP of only 4 to 5 per cent instead
of the 8 to 9 per cent average of the NICs and ASEAN. How the
bureaucracy, schools, local governments, police system, public utili-
lies, agrarian and industrial relationships, entrepreneurship and
management, and so on are to be improved must be worked out by
experts both in the public and private sectors. (In constructing the
Japanese Year 2000 Plans, 128 experts met 182 times and a dozen
volume or so were published for wide circulation.)

It is difficult to sustain growth at high levels for long periods,
tven for developing countries which can depend on the import of
new technologies. For, the changes in institution (whose interaction
with technological changes underlie modern economic growth), must
neeur at a rapid pace. One way to speed up institutional change is to
work out careful plans and allow for sufficient time for their imple-

purpose is ‘‘to grasp the general direction of changes society is expected to

- undergo and to take necessary measures to cope with such changes as soon as

possible.” Thus, it is a map for the next two decades ‘‘essential for trekking the
mountains.” In Japan’s first long-range plan from 1960 to 1980, the object was
1o catch up with Western technology. See also forthcoming volume by the Asia
Pacific Development Council on the papers of the 1986 Beijing Conference on
Asia in the Year 2000, Kuala Lumpur, 1987.
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mentation.23 It is hoped that this paper will open up a discussion
the need to complement the medium-term with a long-range one,
so much to predict the future but to identify the major problem
that need to be tackled to reach goals that the Philippines can hoj
to attain in the light of probable constraints imposed by future \
ternal conditions.

ADDENDUM

(1) Since the above was written, the results from the labor fore
surveys in 1986 and the first three quarters of 1987 have becoms
available. They indicate that unemployment and underemploymé
have persisted at levels as high as those in 1985 (NCSQ special ris
lease, 1987). Unemployment in the Philippines has been higher than
in the ASEAN countries long before 1985.34 Consequently, many ¢
the lower-income groups have sunk deeper into poverty, and even fOf
those with jobs, real wages have dropped so low over the years th
they are not sufficient for the lower-income groups to purchase adg
quate amount of foods and other basic necessities (Manila Chronicigy
November 9, 1987, p. 11.) To maintain subsistence levels, more a o
more in the working age groups are compelled to enter the labor mar
ket, raising the labor force participation of teen-agers and house:
wives. Moreover, the political instability in the Philippines is attracis
ing Japanese firms to other ASEAN countries.

(2) Under the circumstances, additional steps may have to b#:
taken. For one thing, agrarian reform, with comprehensive land:
distribution, is urgently needed. Japanese, Taiwanese and Korean
experience indicates that land reform implemented with credit, irr
gation, roads, and so on can induce the new owners to put in mo
labor per hectare, increasing yields per hectare and farm income,
Labor input per hectare on Philippine rice lands is about the lowest
in Asia. IRRI compilation shows that in the early 1970s, the Philips
pines’ 80 mandays per hectare was lower than 92 mandays in Th_aq [
land, about 120 mandays in S. Korea and Taiwan (with mechz
tion), 170 in Sri Lanka, 210 in Malaysia, and 360 mandays in Java
which was the highest (Palacpac, 1980). I

| ||

3314 took Japan much of the Tokugawa period to shift family loyalties (o
national concerns, while children in Japan and South Korea go through 10 yeat I
or so of moral education in school with stress on work ethics. The NICS went |
through the modernization of institutions and values for decades before World
War II. Details are found in Oshima (1982,1986,1987). ,|
I\l
il

34506 data presented by Dr. Edna Reyes of PIDS at the APDC meetings in
late October 1987.
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(3) Labor input per hectare rose in Japan after land reform by
about 20 per cent in rice and 10 to 30 per cent for other crops,
averaging about 15 per cent for all crops with the increase in the
smallest farms, much more than in the larger ones. In addition, more
labor was absorbed by multiple-cropping which rose from 1.4 to 1.6
crops per year per hectare by the mid-1950s. Before land reform,
landlords opposed multiple-cropping as the fertility of the soil was
reduced, and tradition dictated that landlords could not get a share
from non-rice crops. Together with off-farm employment in the
processing of diversified crops, the agricultural labor force became
fully employed by the turn of the decade into the 1960s.

(4) In Taiwan, after land reform the number engaged in agricul-
lure rose from 1.5 to 1.9 million by 1968 with virtually no expan-
sion in farm land area. This increase was due to the rise in multiple-
cropping which went up from 1.7 to 1.9, and to more plowing, fer-
tilizing, spraying, weeding and so on. Together ! with greater diver-
sification and off-farm work as in Japan, Taiwan farmers became
fully employed by the end of the 1960s. Export of farm commodi-
ties rose, and the proceeds were used to finance machines for indus-
trialization.

(5) In South Korea, labor used per hectare rose each year at
2.7 per cent (male-equivalent) right after the land reform in 1952-
1954, 4.7 per cent, 1954-1960 and 1.8 per cent, 1960 to 1965, for ra
total increase of nearly 9 per cent. In the 1970s, Korea’s strategy
switched too much into heavy industrialization but reverted to the
promotion of agricultural development toward the late 1970s and
into the 1980s with increased spending on rural public works, ex-
tension services, agricultural education, marketing services, and so
on. Diversification accelerated.

(6) More effort needs to be devoted to skill-formation, not only
in academic directions but in vocational training programs. Japan
began early in the postwar decade to emphasize vocational
education, while Korea and Taiwan followed suit in the mid-1960s.
Public vocational training programs in the Philippines have been
minimal even today. With labor-intensive industries becoming tech-
nologically more complex, vocational skill-training should not be
neglected for the 1990s.

(7) About 45 per cent of the joblessness is in the age group less
than 25 years old. This calls for programs targetted to the young,
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unmarried workers. Perhaps something like the Civilian Conse
tion of New Deal days in the U.S. may be suitable. The youth
be put on rural infrastructure projects with skill-training aspecth

included. Or food-for-work programs for other young people miuy
also be needed. Trainors for these may be asked from the U, 'ﬂ"
Japan, and other industrialized countries with a large pool of retirad,
experienced technicians. Some countries in Asia have been tryiny
out self-employment projects with training in skills and entrep
neurship.

generation. Otherwise, the solution of other major problems such
law and order and political instability may be difficult to solve. Andl
without political stability it will not be able to attract investmenli
from abroad, particularly from Japan and soon from the NICs. A
opportunity of a lifetime is opening up with the events unfolding i
the aftermath of the stock market crash of June 1987. The problemy
confronting the U.S. economy are forcing Japan and the NICs {&
turn increasingly to ASEAN and the Asian Pacific community fo
their future growth. To strengthen the ASEAN economies, Japi
will be recycling a large part of its huge trade surpluses and domestit
savings to ASEAN countries and Japanese companies are looking {¢

places to move into. But many are skipping the politically unstablg
Philippines even though it has a well-educated labor force and i
located closer to East Asia than the others.

and Related Activities

We use mandays, defined to be eight hours of work per day Il
the NCSO’s labor force surveys and in the Ministry of Agriculturg'
labor utilization surveys, since data on manhours are not available,
Total aggregate mandays worked by the labor force in agricul

third component is the empioymenthncome multiplier.
A. Aggregate Mandays in Agriculture

1985 Labor Force surveys divide the labor force into rural aj
urban; the agriculture and nonagriculture breakdown was not a
able at the time this was written. For both rural and urban, during
the second and third quarters, using the data on number of dayj
worked by employed workers, we get 2,041 million mandays. Dayi
worked for the first and fourth quarters in 1985 were not availabl
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but the first and second quarters are slack periods and the third and
fourth are busy periods since the monsoon rains come in the second
half of the year. Thus, total employed in the second and third quar-
ters averaged 4,400 million compared to 4,200 or 5 per cent less. If
we deduct 5 per cent from the 2041 for the second and third
quarters, we get 2029, or for the entire year, a total of 4070 million
mandays for the entire labor force, rural and urban.

Using the mandays worked for the rural sector only, we get
1,230 and 1,170, or 2,400 million mandays worked in the rural sec-

tor, leaving 1670 for the urban sector. The rural sector is larger than
{he agricultural sector; for the Philippines the definition of urban is
extremely broad, generally including towns with 2,000 persons and
more. Hence in the 1975 Integrated Census, 13 per cent of total
agricultural production was in the urban sector while 33 per cent of
nonagricultural production was in the rural sector. We therefore,
deduct 20 per cent from 2,400 million mandays to get 1,920 million
mandays for agriculture.

Aggregate mandays in rice production is estimated by multi-
plying 3.2 million hectares of harvested rice in 1985 (from the
Bureau of Agricultural Economics or BAEcon) by average man-
days, 65.8 (from the BAEcon’s labor utilization surveys of selected
provinces),* or 212 million mandays for rice, about 11 per cent of
total agricultural mandays. In 1983 and 1984 the national accounts
show that gross value added in rice production was 15 per cent of the
lotal in agriculture indicating that rice was produced with less labor-
intensity than the rest of agriculture. The rest of the mandays
comprising 89 per cent of the total is allocated as follows.

All other crops: from the data sources mentioned above, we
compute aggregate mandays to be 686 million or 36 per cent of the
total relating to 5.2 million hectares. This gives average mandays of
132, which is double the labor-intensity of rice production. The
higher labor-intensity is not due to the major commercial crops,
banana, sugarcane, coconut, and pineapple whose average mandays
come up to about that of rice but due to vegetables, the most labor-
intensive being garlic (201 days), onions (337 days), and string-
beans (131 days). The reason for this may be due to the need to tend
vegetable crops throughout the season whereas in the case of paddy
(and most perennials), labor required is minimal after the planting
and until harvesting.

*These are data collected during 1982-1984 in various surveys covering
oach of about 30 crops and for 2 or 3 provinces where the crops were found to

be important. They are about the best data presently available for the Philip-
pines.
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Livestock, Fishery, and Forestry: The data on mandays are on
per farm basis for livestock and for fishery and there are no manday
data on forestry. It is difficult to obtain data for the number ¢
farms appropriate for the mandays data. The 1980 Agricultural Cop
sus data include farms with only one or two carabaos or a f¢
chickens. The number of such farms is too large. The 1975 Censul
totals for farms mainly in livestock and fishery are too smil
(804,000 and 222,000 respectively). Until more informatioy
becomes available, there is little to work on, and we simply take --"'
proportion of total wages in gross value added in the three sectol
and divide the remaining aggregate mandays (1022 million) to ob ['
481 million in livestock, 406 million in fishery and 135 million |
forestry. These figures tend to be on the high side and probabl
include days worked around the farm in processing, transporting
selling of various products, and in operating and maintaining irrigl
tion and other physical infrastructure — all of which are included lj
the labor force concept of work in agriculture. l

B. Aggregate Mandays in Related Activities

Related activities cover agro-processing manufactures whiol
purchase the output of farms, industries selling inputs to farms, ar ['
marketing services, transporting, storing, financing and selling. A l‘f'
included is public construction of irrigation, drainage, roads, and pi ..'-'
needed for the agricultural activities in A above. These industries I.f'
B may be thought of as activities linked backward and forward as Ii-
input-output tables, often the source of off-farm jobs for farm famis
lies. Their expansion due to increases in A activities may be regarde
as the acceleration effect, while C below is the multiplier effect.

The latest publication of the Annual Survey of Establishmeniy
1979 reports food, beverage, tobacco, wood and paper manufag
tures to employ 380,000 workers and generate 10 billion of added
value, both amounting to about one-third of total manufacturi
employment. Preliminary announcements of the 1981 survey '-I;.
cate similar shares of employment and income. i

From the 1974 Inter-industry Accounts of the Philippines, thi
main manufactures selling to agriculture are the chemical, petrole
cement, metal product and machinery industries, accounting for

in 1974. Non-manufacturing industries selling to agriculture are the
public utilities, construction, financial institutions, transport, comy
munication, storage, government, and retail and wholesale trade,
totalling P1 billion, or 3 per cent of income originating in thes§
sectors.

Mandays and income are very roughly approximated by apply:
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l

Ing the percentage shares above to 1984 income and employment
originating in the respective industries. Net value added in manufac-
luring in 1984 was P128 billion, and in other industries and services

I PI 43 billion (from national currents minus 10 per cent for deprecia-

ilun), for a total of 271 billion. If we add one-third or 33 per cent

for manufacturing firms buying from agriculture and 15 per cent for
~ Industries selling, 48 per cent or roughly one-half of P271 comes up
Lo P130 billion. We estimated in A above that of a total of 4070
' million mandays, 1920 million were used in agriculture, leaving 2150

million for nonagriculture. Multiplying by 48 per cent, we get a total
0l 1,032 million mandays for industries.

| For public works (roads, ports, irrigation, flood control), the
ilata available do not lend themselves for estimation of public works
needed for agriculture. On the basis of infrastructure projects pro-
prammed for 1986 by the Ministry of Public Works, NEDA has
rstimated that around 20 million mandays will be required. But this
Includes public works for urban needs besides schools, national
buildings and the like. We arbitrarily take one-half of 26 million or
10 million mandays for our purpose, and one-eighth or ®5 billion
lotal cost of the infrastructure program as income originating.

Thus, total mandays in B are 1042 million and income originat-
ing, 130 billion.

The totals for A and B are 305 billion for incomes and 2962
million mandays which come to 100 pesos per manday. This is on
fhe high side when compared with NEDA’s use of 57 pesos per
day for construction workers. But the 88 pesos is more than wages,
Is it includes proprietors’ income, property incomes, and corporate
ncome.

(. Aggregate Mandays from the Multiplier Effect

Incomes and employment generated by increased activities in A
ind B above comprise multiplicands in the usual multiplier mer-
‘chanism. The average propensity to consume in 1984 is about 92
per cent of national income, if we use national accounts data. This
has been steadily rising in the past few years from 84 per cent in
1981, as real per capita incomes have fallen, so that the marginal pro-
pensity may be rising. We use a multiplier of 5, taking into account
leakages from the multiplicand. Similar results can be obtained
simply by multiplying by 5 the mandays generated by the 10 per
tent increase in diversified agriculture and deducting 30 per cent
leakage, or 280 million mandays minus 80 million mandays, or one
billion mandays.
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