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AGRICULTURE
By
P.C.1. Ayre*

Whatever may be the precise pattern of development of the Philip-
pine economy in the next two decades one can be certain of one
{hing, namely, that the agricultural sector will continue to play a
plvotal role in that development as an absorber of labour, a source of
forelgn exchange earnings and a provider of wage goods to the rest of
the economy. Sustained development of the whole economy also
requires a rise in income in the agricultural sector to provide a
market for the products of other sectors. It is against this back-
ground that any analysis of the agricultural sector and policy pre-
seriptions relating to the sector must be evaluated. Decisions (or the
lsok of decision) relating to agriculture will have a profound effect
un the pace and pattern of development in the next two decades.

The Report devotes three chapters to agricultural matters, to-
gother with an appendix on land reform. In all, about one fifth of the
{ext s directly concerned with agriculture and other chapters contain
muterial relevant to an analysis of the agricultural sector.

Chapter 5, “Profile of the Rural Sector” which should be read
logother with Appendix A, “Land Reform”, presents a clear, read-
uble nccount of the main features of the rural economy supported by
some useful tables which, when taken together, provides students
and other interested persons with a good overview of the background
o current policy issues and discussions. It is unfortunate, however,
{hat the mission did not have access to the complete results of the
1970 Census of Agriculture when it was preparing its report.

A substantial portion of this chapter is devoted to the structure of
public administration and its inadequacies from the point of view of
fostering local initiative in relation to agrarian projects which is so
Important in a country with large differences between regions (and
within regions) in climate, irrigation facilities, topography, etc. The
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case for greater decentralization together with an elimination o
some of the overlapping of functions of the many agencies whicl
deal with agriculture is strongly made. In doing this, the World Ba
reiterates many of the points earlier put by the I.L.O. Mission' . Thi
importance of the problem is such, however, as to amply justifs
reiteration of the need for change.

Chapter 6, entitled *“Strategies for Rural Development: Expansio
of Agricultural and Fishery Production”, will not produce great sut
prises for those already familiar with work on the Philippine ecco
nomy over the last decade.? After making the point that the lang
frontier is approaching closures® and that already since 1960, th
growth of agricultural output has been increasingly the result of yie C
increases rather than of area expansion as was the case in the first 6(
years of this century, the Report goes on to argue that future gro
must came largely from increased yields and a shift to higher val
crops. This is argued to require substantial investments in irrigatiof
facilities, both large scale facilities provided by the National Irrige
tion Authority and the smaller scale operations of farmers and loca
communities (proposals relating to irrigation appear in Chapter 7).

The bulk of the chapter is devoted to an analysis of the prospecti
for the main food producing and export activities. There are sectio
on rice, corn, sugar, coconuts, fish, meat and poultry. While thes
activities taken together certainly account for a high percentage ol

'LL.O. [1974]. One might perhaps be forgiven for noting the somewhg
incestuous relations which appear to exist between international agencies. Th
L.B.R.D. mission frequently quotes and draws on material from the I.L.O. mis
sion’s report which, in turn, relied fairly heavily on the World Bank’s 197
Agricultural Sector Survey (I.B.R.D., 1973).

2See, for example, Hicks and McNichole [1971], Barker and Crisostom
[1972), 1.L.O. [1974], Mangahas [1976].

3This is a somewhat controversial point and there is no general agreement o
how much land is still available to be taken into cultivation, Lack of prog

tion as high as 8.6 million hectares [L.L.O., 1974, p. 456-7, This estimate wi
prepared by the United Nations Development Programme]. Even if only, say,
million hectares of this was actually suitable to agriculture this would represel
about 25% of the existing agricultural area. I.B.R.D. projections are much moj
conservative and assume, for example, a growth of about 2 million hectares |
harvested area (i.e., allowing for multiple cropping) between 1970 and 198§
[LB.R.D. 1976, p. 130].
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firal employment and income, it is somewhat disappointing that the

mimion did not devote space to discussing prospects: for some other
#ulunl or potential export crops such as coffee, rubber, and tobacco.
This in particularly so in view of the fact that the Bank projects
#xporl earnings to increase at a slower rate than import payments
[pp. 462-60] and so implies that the economy will be even more
tlopendent on foreign capital inflows in the next decade than it is
alroady. Volume of agricultural exports is expected to grow no more
mpldly than world demand (projected at 4% per annum), a position
which implies that the Philippines has no scope for expanding ex-
ports by lowering costs relative to other suppliers. While this pessi-
Mlsm may be justified it is this writer’s opinion that the analysis in
the Report does not fully establish the Bank’s position.

Chapter 7, “Strategies for Rural Development: Supporting Serv-
loen and Infrastructure” develops at length the Bank’s views on the
Inatitutional framework required for the successful promotion of
#rowth and rising incomes in the agrarian sector.

In places the Report is frustratingly vague. For example, on pages
I0B-9 we are informed that small scale irrigation projects have low
Ivestment costs per hectare but high operating costs. The reverse is
[the case with large scale projects.* This is nothing unusual, but one
would have expected an agency which has been active in the use of
lost-benefit analysis to have indicated what discount rate would
ender the two alternatives of equal present value. This could, in fact,
W onlculated from data available on Table 7.4 (p. 167) if assump-
lons were made about the life span and gestation periods of the two
llornatives. But the mission would have improved this section by
Iving an illustrative set of calculations. Choice in this area can have a
#iclal impact on resource use, regional growth patterns and income
listribution,

In this chapter the mission returns to the points made in Chapter 5
garding the overcentralization of administration and the confusing
werlapping of agency functions. There are insufficient and inad-
{unte channels of communication for ascertaining the real needs of
armors in particular localities. Decisions on the allocation of invest-
nent and other resources tend to be made in Manila. Decentraliza-

' Line 26 page 168 clearly contains a misprint. With reference to large scale
rmlunl.u it is surely intended to say — “their current costs’are 50 per cent lower
han for small scale projects’ (my emphasis).
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tion, along with the development of a local institutional framework
to facilitate effective local decision making, is long overdue. The
Report remains silent on the extent to which such decentralization i
consistent with the generally centralizing tendencies associated with

the Martial Law regime.®

Apart from recommending the need for large investments® in irri
gation and water control facilities, the Mission advocates a substantia
expansion of extension services and institutional credit facilities. In a
brief final section to the chapter, the inadequacies of existing road
transport and port facilities are pointed out.

In my view the Report lays too much emphasis on the importance
of extension and institutional credit facilities as a prerequisite for the
successful achievement of the yield-raising strategy which it is ad:
vocating. This emphasis is common in the literature, but on what
evidence is it based? The rapid spread of high yielding rice varieties
in the last decade,” even in areas such as Mindanao and the Cagayan
Valley® where extension and institutional credit facilities are con
sidered to be very “inadequate” by the L.B.R.D. and other comment;
ators, would seem to call the generality of the accepted view intc
question. Different rates of adoption between areas can be explained
to a considerable degree by the relative prices of palay and fertilizers
the latter being an important complementary input to high yielding
varieties. The International Labour Office [L.L.O., 1974, p. 463] has
pointed out that adoption rates in the Cagayan Valley have been
adversely affected by low farm gate prices for palay and high ferti
lizer prices, This price pattern, in turn, is a consequence of hig
transport costs.

5 See Mangahas (1976, p. 132) for an indication of some of these tendencied
in agricultural policy. .

6The Bank recommendations are not nearly as ambitious as those of t
National Irrigation Authority in its ten-years program. The latter calls for nev
large scale gravity systems on 800,000 hectares. IBRD recommends onl
200,000 hectare coverage for large scale projects [IBRD, 1976, p. 168-9].

"The Report states [p. 133] that in 1970, 60% of the irrigated area wal
planted to high yielding varieties.

8 For details see Mangahas, Librero [1973]. Their study shows that the pro
portion of rice area under high yielding varieties in South and West Mindana
was nearly 50% in 1971/2. In the Cagayan Valley the % of harvested area unde
high yielding varieties rose from 10% in 1967/8 to 42% in 1971/2.
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All this is not, of course, to deny that the speed of adoption may
ol be faster in areas served by well designed demonstration pro-
grmmmes, but it does challenge the view, which the Mission comes
tlose to at times, that extension and institutional credit are necessary
Il ylolds are to be raised. Clearly, one would like to see some attempt
to quantify the impact of extension and institutional credit. One
looks in vain in the Report for any effort in this direction or even
fenl recognition of the need for studies to attempt to disentangle the
importance of institutional credit and other services.

These considerations lead me to question whether the Mission puts
mifficient emphasis on the importance of transport improvements as
i nocessary condition for agricultural development. The Report [pp.
1#1-4] does stress that in many areas, roads are inadequate as are
port facilities, What is not given sufficient emphasis is that with
improved local government organization and a willingness to finance
toid building in response to locally expressed needs on the part of
the central government, there is almost certainly a significant poten-
tial for yields and crop area to be raised in some areas without the
nead for expensive irrigation investments or provision of institutional
vredit and marketing facilities. It is simply, not worthwhile produc-
Ing some cash crops in some parts of the country because of high
tranaport costs.

It might also be possible to be rather more optimistic than the
Mission appears to be concerning prospects for combining growth
with equity if feeder road building were done in such areas by
smploying off-season labour from farms.’ This would have the addi-
tlonal, highly significant benefit of giving farm households an oppor-
tunity of accumulating cash surpluses which, in turn, could provide
viash to purchase inputs needed in future seasons when it become
profitable to extend and intensify agricultural activities. This would
e much preferable to promoting a plethora of official credit organi-
gations with the heavy overheads often involved.

Care is needed, however, in identifying the localities which have
growth potential presently constrained by a transport bottleneck.
The I.B.R.D. is-quite right to emphasize that the farmers themselves
iite the most likely people to be aware of the extent to which they
oan respond positively to improved transport. Where present low

YSoe Lal [1974] for a discussion of the scope for using labour intensive
tschniques of road building in Philippine conditions.
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yields and high underemployment are the consequence of lack
outlets one could expect a good deal of output growth simply from
better utilization of labour over the year even with no change 1
techniques. The argument can be illustrated by means of a sim
diagram (Fig. 1), based on a model first developed by E.K. Fi
[1964].

Figure 1

In the figure, OA represents a production function for a farm usi
traditional techniques. It relates labour input, measured in mal
hours, to output. Lack of profitable market outlets may result
only OL, , of labour being applied, to produce output 0Q); , despi
an available labour input of OL,. Transport improvements, whi
raise the farm gate price of crops could be expected to stimulate ]
increase in labour input. Suppose for simplicity that the new labot
input is OL, output rises to OQ; . However, we could also expect
the basis of the adoption pattern of high yielding rice varieties t!
there would be a concomitant adoption of a more fertilizer
insecticide intensive technology. This would shift the productic
function in the diagram to OB and output would rise to 0Q;.



In some localities, however, population growth in relation to avail-
ible land area may have been such that the labour force is already
producing near the maximum output possible with existing technolo-
ity. With labour input on each farm OL, output on each farm is
lower than OQ; due to smaller farm sizes as a consequence of
population pressure. This situation is represented by the production
function OA, . Output with labour input OL, is OQ,. In this case
such member of the labour force may be underemployed for a signi-
floant part of the year but there is little scope for raising output by
applying more labour due to the presence of rapidly diminishing
olurns.! © This situation will be characterized by low returns to
(ransport improvements and what is required is irrigation and water
sontrol to directly raise yields. While transport facilities may be a
hottleneck they are not the only one in this second situation.

By a fortunate coincidence it would appear very probable that
many of the areas which would give high return to transport invest-
ments are areas where farm incomes are below the mean (e.g.
(mgnyan Valley) or where, as in Mindanao, the Government is com-
mitted to increasing developmental investments. It is my guess that
fond building in Mindanao could have the effect of expanding
sxports and food crop production significantly and that the social
tost-benefit ratio at the margin would be more favorable than invest-
ments in large scale irrigation schemes benefitting mainly rice pro-
iucers. It is certainly a possibility which deserves more detailed
inalysis than given in the Report.

One must, I think, question how far institutional credit is a neces-
sty when a 1973 study is quoted [p. 176] to the effect that farmers
with less than 3 hectares received less than 2% of their production
sredit from institutional sources, and when we are further told [p.
|72) that the last decade saw no growth in real terms in institutional
oredit. Despite these facts, it is clear that small farmers have adopted
new varieties of rice and have been able to raise yields on corn and
other crops.'?

19 Uge of fertilizers, etc. in response to transport improvements would still give
sme scope for raising output.

' paradoxically, one sector where institutional credit may be needed to pro-
mole higher yields is not given any special emphasis by the Report. This con-
gorns the replanting of coconut trees, where it seems highly likely that the
uldest, low yielding trees are on the smallest holdings. Malaysian experience with
ubber replanting suggests that the long gestation period is a real problem for the
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Although recognizing the difficulties which official credit pro:
grams have experienced (e.g. in repayment performance) and thei
generally disappointing results [pp. 179-80] the Report advocates &
major effort to extend the scope of institutional credit. One of it§
key statements deserves to be quoted:

“Little is known about the amount of agricultural credit avail
able for financing production inputs and farm development. It if
generally believed however, that the amount has been inadequaté
and that a lack of credit available on reasonable terms has con:
strained the growth of agricultural production.” [p. 172]

I hope that I have already indicated that there are grounds fol
questioning this as a generalization. Also, it may be noted, that &
number of studies published in the last few years' > shed considers
able light on the nature of the credit process and show that interest
rate may be quite “reasonable” when allowance is made for risk and
for costs of administering small loans — costs which are nonetheless
real even when hidden in the subsidized activities of official agencies
All too often discussion focuses on extremes in the interest rate
structure, rates usually associated with “distress”” borrowing for con
sumption purposes. The LB.R.D. is guilty of this when it says that
there are cases of exorbitant interest rates ‘“‘that reach up to 300
percent a year” [p. 172]. But how common are these cases? What is
the modal interest rate?

On the very next page a study is quoted giving rates averaging
between 10% and 50% per year. Even 50% can be argued to be 2
competitive rate when account is taken of default risks and adminis

trative costs.'?

very small farmer who loses a major source of income for a period of year
Private money lenders and other sources of credit are not geared to the provisiol
of long term loans for financing consumption until tree crops begin to yield. Se
[LB.R.D., 1976, p. 149] for the case for replanting.

124 ¢ Ghatak [1972], Long [1968], Bottomley [1970] Usher [1967].

131¢ default rates are 20% and the opportunity cost of funds in risk fre
investments is 10%, the equilibrium interest rate, without allowance for admin
trative costs, is 37.5%. This is obtained by solving for r in: 0.8 (1 +r)=1.10.

It may be noted that default rates of 20% are by no means an unrealisti
assumption. See, for example, Mangahas, Miralao and de los Reyes [197C
pp- 71-2]. In addition, in areas where typhoon damage regularly occurs, an 80
collection record can be considered extremely good [I.B.R.D. 1976, p. 180
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The real answer to high interest rates is to improve the producti-
vity and income of farms, as suggested by Bottomley. The argu-
ment above suggests that the hypothesis that raising yields and
income on farms can be done without the need to supplant private
eredit suppliers such as moneylenders and merchants cannot be re-
jocted on the basis of Philippine experience.

This brings me to a final comment on the Report. Despite some
important recommendations suggesting reliance on market processes
and the problems created by extra-market allocation (e.g. in relation
lo chargesjfor irrigation water, electric power, and fertilizer) the case
for giving emphasis to the market as an engine of growth is never
firmly made. Although the relatively high yields of corn in Thailand
ire mentioned [p. 139] it is not pointed out that the very rapid
growth of corn in that country was based on the activities of private
merchants in supplying seeds and information to farmers.!* Mer-
thants have a direct interest in raising the output of products in their
aroa as their profits are typically closely related to the volume of
their transactions, Seed firms and machinery distributions, it may be
noted, played an important role in promoting productivity increases
in United States agriculture. There is certainly no evidence to suggest
that Filipino farmers are unable to grasp opportunities which become
nvailable,!

A strong case can be made for the Government concentrating its
tovelopment efforts on basic agricultural research’ ¢ particularly on
much crops as corn, coconut, and tobacco, hitherto largely neglected

and on the provision of services characterized by large indivisibili-
tles such as roads, ports, and irrigation projects.! 7 Private entrepre-

Hubsidized credit may well encourage the production of crops which are parti-
vularly typhoon proved as well as encouraging at the margin the cultivation of
arens which should remain uncultivated.

' See Muscat [1966] for detail.

'S A recent newspaper report tells how Ifugao farmers have greatly expanded
toffee production in response to new market opportunities. The report refers to
"Ihe pioneering efforts of enterprising native farmers’, [Bulletin Today, Februa-
vy 20, 1977).

'6 An activity typically characterized by substantial divergences between
private and social costs and benefits,

'7 Another area which requires urgent government intervention is the control
ol forest cutting, The free market most certainly does not produce an optimum
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neurial ability is capable of providing the marketing, credit, and
input supplies needed by farmers without the need for a vast array of
cumbrous, subsidized credit and other institutions. It is disappointing’
that the Mission did not attempt to re-affirm the crucial role which’
private market institutions can play in the development of agri-
culture. i

It would not, however, be right to end on a carping note. There is
much that one can agree with in the Report. Examples are the need
to charge marginal cost prices for irrigation waters and power onj
grounds of both equity and efficiency. The case for a land tax based
on potential productivity would seem to be a sensible way of encour-
aging larger owners who may hold land largely as an asset, to either
cultivate it or sell it.! ® The case for some measure of land reform on:
equity grounds is also reasonable, especially given the evidence tha
land reform is basically neutral with regard to productivity. '

rate of cutting and externalities about. Denudation of forests is causing floods il
areas of Mindanao previously unaffected and it is reported that the land are
cultivated in Abra has fallen asa consequence of denudation. Irrigation facilitie
are being adversely affected by silting in many places. Effective regulatory 2
remedial action is urgently needed to prevent further loss of agricultural lan

and facilities. (I am most grateful to Gerard Rikken of the University of

Philippines for bringing this point to my attention.)

18 Large owners who keep land idle are not necessarily irrational. Managemen
costs and risks associated with the possibility that tenants may gain ownershi
rights may make the decision privately rational. This is particularly so if, '
seems reasonable when population is rising rapidly, land values increase OV
time. For the role of land prices in asset holding behavior, see Nicholls, [1970].
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