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Abstract

idicators of intertemporal rural performance are technically

Ilipi'%ht:lﬂlt of the shifting of the physical area of the

: population grows and/or economic activity expands.

astrated using Philippine poverty data. The

 that rural poverty in the Philippines was

-anti ' ed by the rapid agricultural growth during

1 gr:tﬂ revolution period. Both demand and supply considerations

constrained the responses of the rural sector to the stimmlus
Drovided by rapid agricultural growth.




= 5 Intraduction

Getting rural develepment moving has been a primary concern of

elopment policy in less developed countries [LDCE) soch as the

fhilippines. This concern is, of course, not surprising: poverty
}gn these countries is essentially a rural phenomenon (Jazairy et
f@l. 1982, Onibria and Srinivasan 1992). Since the large majority

?ﬁh; rural poor are dependent on agriculture for livelihood,

e T

ii??ltj iitﬁgque: in agricolture are viewed as a critical
= »Lement o '”':-' '*'mwlupmnt strategy. Bgricultural growth is
‘considered to provide direct as well as indirect stimulus to the
‘setting up of new industries through intersectoral linkage effects,
thereby facilitating industrialization as well as directly
addressing the problems af poverty, unemployment and
underemployment (Adelman 1984, Mellor 1986, Bautista 1593, Hanis
and Stewart 159323,

j Postwar rural performance in the Philippines is dismal in
relation to those in Bast 2sian countries and many other LDCs.
This is5 not due to the absence of rapid agricultural growth in the
Philippines. While agricultural growth faltered in recent years,
the agriecultural sector in the Philippines perfozmed remarkably
well vis-a-vis other developing Asian countries from the second-
half of the 1%60s to the early 1980s, the height of the so-called
green revolution pericd. However, during this period, the ranks of
the unemployved and underemployed continued to swell, real wages
persistently fell, and the incidence of rural poverty remained high

and seemed substantially unaffected by the rapid agricultural



agrowth, then taking place. The =zize distribotleon of income 3lso
became lesz egalitarian. The farm—nonfarm rural linkages expected
to be induced by agricultural growih wWere simply weak or non-
Existent; What went wrongy

This paper examines the constzraints to sustained rural growth
and poverty alleviation in the Philippines. It first characterizes
rural performance in terms of intertemporally consistent indices of
rural poverty. 1t then describes Philippine agricultural growth
and the character of postwar employment generation. Subseguently,
it elaborates on the supply and demand factors responsible for the
poor response of rural nonfarm areas to the stimulus provided by
rapid agricultural growth. Finally, it draws some conclusions and

implications for. rural development policy.

2. Indicators of Intertemporal Rural Performance

o

The wusual indicators of iIintertemporal ITural performance,
incloding ruoral poverty and income diztribution, are technically
flawed. Fir=t, the definition of "urban aress?". in the Family
Income and Expenditores Euzv93 (EIES}, the main source of data for
intertemporal rural household indicators in the Philippines, has
changed substantially  owver the years. In the 1361 FIES. oprban
areas. Included Metropolitan Hanila [Hanila and adjacent cities and
manicipalities), chartered cities and provincial capitals, and all
town, centers-of manicipalities. The 12365 FIES added population
ﬁepsity az another criterion, gualifving all town :eﬁtérs of

manicipalities with a population density of at least 500 persons




per sguare kilometer as well as villages contiguooes to these
centers and having at least 2,500 iInhabitants, as urban areas.
Since 1971, any dist:iﬁt, regardless of population density, with at
Ieast six estanlishments (commercial, manufacturing, recreational
and/ox persbnal services), can also gualify 25 an urban area.
More importantly, the physical area of the "rural sector" is,
-by-ﬂt%?ﬁftinn, shifting ‘over time. As population grows
_ _Z%fft-jﬂ;.r ivity expands, an Initially zural area will be
classified as urban, sconer or later. While this may not be
probiematical for purposes of measuring, say, urbanization trends,
it tends to create a systematic downward bias on rural performance
indicators. Suppose, for example, that rapid agricultural growth
in some regions leads to a similarly rapid expansion of nonfarm
employment and incomes. This induces urbanization, tThereby
reducing the physical size of "rural areas." To the extent that
househpld incomes rise faster in urbanizing areas than 'in non-
urhanizing areas, poverty incidence in geographically expanding
urbhan areas tends to fall rxelative to that in contracting rural
areas. This is particularly so If theres are constraints to the
movement of labor from the slow to the rapidly growing areas, or if
there are considerable lags te such movement. Thus, while The
grovth ‘stlmulus iz fpitially roaral-besed, the gains "In poverty
reduction are registered as urban-based. The data, as reported,
say, in populzation censuses, would seem to =vggest that rural
developmenit programs, ever if they are successful in spurring rural

income growth and reducing rural poverty, do not matter much!



Table 1 shows rural and urban population counts based en
published population censuses (hereafter referred to as Census
Report}. It also presents population estimates for fixed physical
rural and urban areas. The estimation involves reclassifying
gecgraphical areas in the various population censuses according teo
thelr urban-rural classification in the 1970 census of population.
These estimates show that rural areas h=d = population share of 5%
percent 1960,. 68 percent. in 1370, 66 .percemt in 1980, and &4
percent im 1390. 1In contrast, the Census BEeport population share
of rural areas was 70 percent in 1360, &8 percent in 21970, 63
Pexcent in 1380, and 51 percent in 1990, Clearly, for the country
as a whole, it is reclassification of physical areas, not physical
movement of populatiom from rural to urban areas, that mainly

accounts for the growing share of urban areas in total popunlation.

Poverty Data and Measurement Issues

Cne set of &ata for the analysis in this section is the
various Family Income and Expenditures surveys (FIES) undertaken in
1261, 1965, 1971, 1985, 19B8, and 1921. Although similar. surveys
were also conducted in 1975 apd 1972,  kthe :ékults were not
published &ue to technical problems, one of which was <the
implausibility of the data generated OWing teo- substantizl
underrepresentation of houssholds in certain sectoxrs =»f the
society.?

The absence of reliabie FIES data from lai2d €0 the sarly 1980=

iz a cause for concermn. Significant changes in the economy took




place during this pericd. BAx shown below, agricultural growth in
the Philippines during the 1965-80 period was impressive by
international standards. 1t would be nsefdl To Rave Indicative
filgures on. the responses of roral poverty to this development.

The. Labor Force Survey (LFS) provides guarterly income data
for a number of years in the late 1970s and early 1380s.% These
~data are, hnﬁ!#&t, limited only to workers' earnings E£rom
{wages, salaries, and entrepreneurial incomes from self-
employment ), thereby excluding other sources of famlly income, such
‘w5 sharex from crops, remittances, and gifts. Femittances and
income transfers were not important sources of household incomes in
the 15702, but they were in the 1980s (Balisacan 19907). Thus,
wWhile poverty indices constructed from the LF3 data are
systematically biased upward and may not be comparable with those
based on the FIES, the bias is not expected to be large.

A potential problem with the LFS tabulated data iz that the
income of a howsehold in one guarter is not matched with the income
of the same household in another guarter. There is no available
‘distribution of annual income for each household. It may be
inappropriate to simply sum up the guarterly array of household
- incomes for each bracket to arrive at an annual figure since some
i‘If!u:msEl'n:-vln:"lﬁ do not stay in the same income brackets from one guarter
‘to the next. In rural areas, especially for families dependent on
farming for incomes, income seasonality is considerable, especially
for low-income groups. For high-income groups, there may be less

"jumping around" from one income bracket to ancther becanse these
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households are typically in urban aress where seasonality of incoms
is moch le==. Fortunately, the income range for each bracket is
sufficiently wide and the number of brackets are few, thus
minimizing the "jumping around" problem for possiblv much of the
low-income groups. Thus, in this paper; +the average of the
quarterly incomes for each bracket is deemed reasonible for poverty
calculations.

The identification of the poor involves the use of a broad
indicator of economic resources. Conceptually, consumption is
preferable to current income as indicator of household welfare.
However, the dse of consumption assumes that capital markets are
perfect; households are able to horrow from futore earnings to
finance current consumption. Current consumption then reflects
permanent consumption better than current lncome. In reality, the
access of the poor te credit is extremely limited. It ‘is thus
their "opportuniiy to consume” that matters much to their welfare
{(Atkinson 1431}: that cpportunity is given by their corrent income .

& related issyge in Poverty identification is the construction
of & poverty line or threshold. For practical purpocses, a poverty
threshold iz defined as the critical oeim i mum amuun;‘nf incom= bhelow
which a person cannet attain = predetermined consumption bundle of
gocds and servicesz, judged necessary for ths Enilfillment of certain
basiec consumption needs,. most importantly adeguate natriticn. WwWe
have zdoptes thao povarty lines for 1988 estimated by the Mational
Statistical Ceordinating Board's Technical Working Group ori Poverty

Determination (TWG}.* Real poverty lines are held fixed for the




pericd covered by the study. It is, of couzrse, possible that
poverty lines are positively zrelated with correlates of
development. However, Ravallion et al. (13%1) have démnnztrateﬁ
that, for a large number of low-income countries, real poverty
lines tend to increase with economic growth, but they will do very
slowly for poor countries.

g The cggqnnly gsed summary measure of paveﬁty in the
.;.;ﬂfjgff;iJ:;;tlshthrt, is the head count index, expressed as
the p:npnrﬁiﬁﬁiﬁq'ﬂunhex of honseholds whose incomes fall below the
poverty line. The drawback of this measure is that it is entirely
insensitive to changes of incomes below the poverty line: a poor
PEISOR mAayY become poorer,  but measnred poverty will remain the
SAmE - Furthermore, this index iz inzenzitive tTo transfers: an
income transzfer from & poor person to a lesz poor one does [pok
change measured pavagty. It advantage is that it 1z easily
understood and communicated.

In additien to the head ccunt index, two nther SUmMmMary

measures are employed:

(i} The poverty gap, which is measured as the arithmetic mean

_of the incqme shortfall (expressed in proportion to the

poverty line) ;?EI the whole population. This mﬁasuxﬂ is

sensitive to both the number of the poor and thelr degree

4 puverty. Itz advantage 1= that the index gives an
indication of the potential savings that can be made Erom

targeting tranzfers to the poor. One objection to it,

kowever, iz that it iz insensitive to the redistribution



of income within the poor group owing to the egual
weights attached to the various poverty deficits.

(ii}) The Foster-Greer~-Thorbecke, FGET, {(a=2]) indew, which is
measured In the same way as the .poverty gap except that
the weights are simply sguared income shortfalls.®
Measured poverty using FGT (a=2) decreases whenever a
Eranster of income takez "place from a poor household to
a4 poorer one. Its drawback iz that it iz net as sasy to
interpret as the head count and poverty gap indices.
Naonethelesz, the key polnt to bear is that a ranking of
datez, sociceconomic groups, or policies in terms of PCT
fa=2) index, hereafter referred to as distribution-
sepngsitive measures, should reflect well their ranking in
terms of the severity of poverty. It is not the precise
numpber per s5& that makes the measure useful, but its
ability to order distribotions in a better way than the

alternative measures.

Bural Powverty Indicator=s

b

Table 2 summarizes fural poverty eztimates based on the FIES
income data. The estimates referred to as FIES estimates are based
on rural population distributlons reported in the FIES. The other
et of estlimates, referred to as Fixed Physical Areas (FPA)
estimate=s, i=s based on rural population distributions for fixed
physical areas of wvillages as defired in the 1970 Pnpulatinh Census

tzee the Appendix for the calculation). Thus, while the FIES




eztimates do not control for the "shifting phy=sical areas" problem
nuteq above, the FPA estimates do, thereby providing a better
indicator of intertemporal rural povertiy.

In both FIES and FPA estimates, rural poverty fell from 1961
to 1365; the change was statistically significant for all powverty
indices. However, the change from 1965 to 1971 was insignificant,

ng that the relatively rapid growth of agricultural incomes

antly benefit the rural poor. This is consistent

Bding on rising income lneguality dering this period

(Balisacan 1993b). As elaborated below, both pricing and

infrastructure policies tended to be biased against the zural

sector, particularly small- and medlum-scale nonfarm enterprises in

rural areas, thereby weakening the response of the rural nonfarm
economy te the stimulus provided by agricultural growth.

The FIES estimates show a relatively mild increase in rural
poverty from 1988 to 1991, with head count poverty rising from 50
percent to 52 percent. In contrast, the FPA estimates indicate a
considerable decrease in poverty, with the head count index falling
from 48 percent in 1988 to 41 pe;;ent in 1991. The discrepancy
comes malinly from the shifting of physical areas arising from
reclassification of villages. The sampling frame for the 1985 and
1382 TIES was based on the 1380 population census, while that for
the 1331 FIES was based on the 1990 censuz. Both censuses applied
the same set of criteria in classifying villages into "urban™ and
"rural™ areas. A large number of initially rural areas in 1980

became urban areas in 1990 when they were found to satisfy the
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criteria for urban areass.  This reclassificatien, Iin addifion %o
net migration from rural tTo urban-sreas; reduced the peopulmtion
share of FPIES rural aress from 62 percent in 1%E8 Lo 50 percént in
I8%1. 'In contrast, the estimated tural poprlation share based on
FFPA waz wvirtually the same -- 64 percent -= donring the =sane period.
Table 3 shows poverty eztimatss based on'the LFES data.® These
eztimates show rural poverty talling from 1977 to 1980, While-the
FIES and the LFI data are, as noted above, not stricily comparable,
it 1= interesting to note that the LFS poverty estimates” for 1577
and 1%78 have almost the same magnitude @s the FIES estimates for
1965 and 1971. In the 159705, /the upward bias of LFS estimarez lis
not expected to be large, which suggests that/rural poverty did not
change significantly during the 1970s when agricultural growth was
impressive by international standazds: In Bast Asia and in many
other developing countries where agricultural incomesz rose over a
sustained period, rural poverty fell ronsiderably {(Oshima 1990).
Interestingly, the change In rural poverty bazed on the head
count and poverty gap indices From 1977 to X978 was statisticaliy
insignificant, while that in the otner index which is sensitive to
the severity of poverty was highly significant. This illustrates
the danger of using only head count index in measuring poverty.
Az might be expacted, rural poverty increased significantly
from-198Y to 1383. Thi=s period marked the beginning of economic
difficelties precipitated by 'a combination of unfavorakle Acmeztirs
and global events. CDP contracted by about 10 percent in 1384 and

1385.
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It is"well kpnown that conclusions concerning intertemporal
changes in poverty may be influenced by the choice of poverty line
and p;v&rty inde:x. Differences in needs between households of
similar income (consumption) levels, though not easily mna#uraﬁle,
are real. There may be also srzrors in the available data on living
standards. Thus, one can ask: how robust are the zresults of
poverty comparisons? We have employed well-known theoretical
on =tochastic dominance to obtain at least a partial
ordering of peverty distributions in terms of any well-behaved
measures of rural poverty (see the Appendixz). The resulis of the
analysis suggest that the asbove-stated conclusion concerning the
virtual absence of rural poverty reduction from 1965 to 1871, a
pericd coinciding with the early =tage of the Green Revolution, is
robust with respect to assumed poverty lines and to poverty
measures that are sensitive to the income shortfalls ¢f the poor.
The change in poverty is ambiguous from the late 15708 to the early
1980s. However, if poverty measures are restricted omnly to those
which take inte account the depth of poverty and the distribution
of living standards among the poor (i.e., excluding the head count
index), then poverty in 1980 and 1581 is lﬁﬂt£ than in 1977 and
1378 for all plausible poverty lines. Finally, poverty is

unambiguously lower in 1988 than in previous years.

=

The agricultural sector (comprising crops, livestock and

poultry, Eishery, and forestry) of the Philippine economy perfermed
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remarkably well duoring the 1596580 .period [Table 4}. The zector's
growkth was substantially higher than ‘'the "averages for the
developing Monscoon Asian countrlies and the middle-income developing
countries, and compared favorablw well with those for Thailapd and
Indonesia. However, the growth, was way below the averages for
these countries in the 139580s.

In recent decades; LDCs with relatively high'growth rates of
agricnltural wvaluoe added tend to have alse comparatively high GDP
growth rates (Timmer 1I388). This observation is, of course, not
surprising given that agriculture in a typical LDC is a large
fraction of the economy. In the Philippine case, the remarkably
robust agricultural growth for the period 1365-80 was accompanied
by & CGDP growth that closely matched <the averages Ffor the
developing Monsoon Asian countries and the middle-income developing
countries.

Growth has not been uniform among the major soheectors of the
Fhilippine agriculture. Agricultural crops registered the highest
annual growth rate during the pericd 1565-30, averaging 6.5 percent
fTable 5). Consegnently, the share of crops in agricultural value
added rose from 54 percent in the mid-1960s to about &0 percent iIn
the early 1580s. Impressive by historical standards, the growth
was particularly rapid in corn, "other crops," and to some extent,
sugarcane. Surprizlingiy, the average growth of rice,ﬂthe nation's
staple crop, was relatively low, although its share in total
agricultural wvalue added remained substantial (21 percent in the

1980s5}. Thus, the commonly held view that the production gains in
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Philippine agriculture during the 1965-80 period was primaxily
attributable to the green revolution in rice was a myth. Rice
value added growth contributed only 16 percent to the observed
growth of agricultural value added during this period.

The category "other crops"™, together with banana, was the
fastest q;uwing gactor during the -perlicd 159&65=E80, contributing
nearly one-half of the total agriconltursl growth. The growth
mainly came -from the rapid expansion of fruits and wvegetables,
particnlarly nontraditional export crops such as pineapple and
coffee. The shazre of "other crops™ in agricultural wvalue added
rose from 16 percent in the mid-1960s to abopnt 30 percent in the

sapond half of the 1980=.

4, Output and Employment Transformation

Zustained grewth of productivity and incomes in rﬁral Areas
requoires rapid expansion of productive emplovment opportunities in
the nonfarm sectors of the economy. Eoth economic. theory and
modern economic history show that preductivity growth In these
sectors tends to ocutweigh that in the farm sector (Syrquin 19288).
Thus, as development proceeds, employment is transformed from one
that is largely agricultural to one that is heavily dependent on
industrial and services sectors of fthe econcmy.

Employment generation in the Philippines 1s poer in relation
o the standards of the newly ipduestrializing economies of East
ia and many other countries at similar income levels. This is

gnificant considering that low opportunities for employment in
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high=-paying sectors ‘are at the core of the poverty problem in thne
Philippines. In large part, puoblic policies have created
distortions that have not only been inimical to sustainable growth
but have likewise been adverse to the employment content of growth.

Table & shows the outpat and emplovment shares of “the maior
sectors of the econcmy. The changes in the sectoral compozition of
aggregate output are in accord with well-known stylized géft&rnz of
development: the increase in the share of industrial output and the
fall in that of agriculture as per capita income rises [(Chenery and
Syrguin 1975} . Industry’'s share rose Ifzom only one fourth of GDE
in the mid-i950s to one third in the early 19%0s. This chanoe took
place mostly from the mid-1950s +to mid-1970s when Iindustry,
particunlarly itz manufacturing subsector; grew relatively rapidly
in regsponse to economic incentives spawned by impartﬂsubstitutind
development policy. In the following period, from the mid-1970=s to
early 1990s, industry grew sluggishly; it even contracted in the
first half of the!l1980s when the economy suvccumbed to .its ﬁharpezt
contraction ‘§ince the Second World War.

The failére of industry's employment share bto grow despite the

rapid-expansien of-its share in 80P meant that services, mainly lﬂ
-

the informa?l sector, and agriculture were the major sources of

emploeyment: generation’ for The mapidly: expasding laborngEorce.

Unfortonately, in these sectors, labor productivity was relatively

v and @ Cended: s tooEall, especially: in the  ITéls. Services

accounted for 40 percent of output and alse about 40 percent of

total employment. Although the shares of agriculture in ocGtput and
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employment were compazable to those in other countries of similar
incumg levels, the same can not bes said for services. In. thesse
countries, the average share of services in national ontput was
abrout 45 percent while its share in total employment was about 25
percent,  thereby implying a much higher relative  laber
productivity.®

As noted above, labor productivity in agriculture tends to be
low relative to the rest of the eccnomy. The sectoral difference
reflects differences in the nature of production function, rate of
technological change, and mobility of resources.” The productivity
g9ap may even increase from the early to middle stage of

development . Thus, the transfer of labor out of agriculture to

i

more productive sectors would be interpreted as an improvement in
average employment situvation ard living standards of the employed
population. Once migration and capital accomalation have
significantly reduced labor surplus, relstive labor productivity
and wages in‘aqriculture rise, eventually reducing the productivity
gap between the sector and the other sectors.

Figure 1 shows the trends in average labor prodnctivity in the
three major sectors of the economy -- agricultunre, industry, and
ERIViCes —- since the mid-1950s. At least three major observations
cEn b ooked. Fi:at; average labor produoctivity in agriculture has
consistently heen lower than that in industry and services.
Second, labor productivity in the services sector was comparable to

that in manufacturing in the latter part of the 1550s, remained

virtvally stagnant up to tha 1970=, and then dreopped in the 1980s,
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especially for the commerce subsector. Thies acenrred in tandem
Wwith the substantial increase in the share of the services sector
in teotal employment -- from 25 percent in the mid-1950s to 3%
percent in the late 1980s. Third, although labor productivity in
industry managed to rise in the 1960s and 1370s, the growth soon
petered out and labor productivity fell for the most part of the
1980s. Average labor productivity In industry In 1986-90 was even
lower than doring the economic crisis of 1983-85. Thes, unlike in
newly developed economies whase historical patterns show that the
productivity gap was nerrowed down by capital accumunlation and
technoelegical change in agriculture, the redaction in prodoctivity
gap (at low level of development) in the Philippines was achieved
not by relatively rapid growth of labor productivity in agriculture
but by the prolonged drop of labor productivity in industry.
Exacerbating the poor performance of the economy in generating
productive employment opportunities has been the relatively rapid
expansion of the labor force. By international standards, the
growth of the labor force was high, averagling 4.2 percent a year
during the second half of the 1970s and early part of the 1980= and
Z.5 percent a year during the second half of the 1380s (Table 7).
The unusually high growth rate {averaging 3.9 percent 3 vear) of

the working-oge population in the sécond half'of the 1270z partly

R

contributed to the high growth cf the labor force during this
period. Labor force particlpatlon rates also rose, particularly
among female members, in the 1970s.® Working-azge population growth

slowed down to 3.0 percent & year in the first half of the 19505
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and 2.5 percent in the second half, but laber force participation
ramained relatively high throughout the 1580s.

Interestingly, while employment growth was persistently lower
than ontput growth in the 1970s (the implicit employment elasticity
with respect to cutput for this pericd was close to 0.65), such was
not the case in the early part of the 1%80=. Employrmrent expanded
at an extraordinarily high rate of 3.7 percent per year in 1931-85
even though GﬁP contracted by an annual average of 1.3 percent.
However, the number of underemployed workers was high, averaging 28
percent of the employed workers during the period {in contrast with
the average of 20.6 percent for the period 1976-80). Moreover, the
expansion took piace in low productivity areas, mainly the informal
services sector. This trend continued to the late 1980s and early
195%0s5.

Parsistent declines in real wages and the rise in per capits
income were rather unigue in the Philippines. In the postwar
expariance of Asian countries, particularly Taiwan and Scuth Korea,
growth was accompanied by rising real wages in agriculture and
industzy, even when there was conslderable unemployment (Oshima et
al; ‘198E5: - 15} ). This occurred not because these countries had
effective laws on minimum wages, but because labozr productivity
growth and expansicen of employment accompanied the growth of GDP
per capita. Government policies in the Philippines, on the other
hand, tended to undermine beoth preductivity growth and the
generation of amployment opportunities for its expanding laboz

force.
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4. Constraints fo Agriculturs] Growth-ied

Bural Poverty R wviation

The Tapid agricultural grewth d4did not, as shown above,
translate into saobstantial reduecticn of rural poverty. Income
distribetion in rural areas alsc became less egalitarian, with the
Gini ratio rising from 0.4 in 1365 to ﬂ.éﬁ in iﬁ?l'fﬂélisa;an
1993b}). Real wsges in rural areas (as well as in urban areas) fell
in the 1970s and In the early 1980s (Lal 1986). For the landless
workers and for small farmers who also depend on off-farm work for
supplémantary incomes, the decline in real wages iz indlcative of
ﬂéterinratiné economic well-being (Papansk 198959, Oshimad9%0).

Both demand and supply considerations constrained the linkages
of agricultural growth. On the demand side, the stimulus provided
by agricultural income growth on domestic nonfarm activities was
weak owing to the fart that the growth was not broadly based. This
arose partly from the highly skewed distribution of landholdling and
the highly capital-intensive plantation farming and large—scale
processing in the export czop sector (e.g9., banana and pineapple
plantationsj. Despite continuing legislation on-land reform, theze
has been much less actual implementation.® Thus, the landholding
Gini ratio remaineﬂ.high——abnut 0.5——ZIrom 1560 to 1380 (Balisacan
19%0). Accentuating the influence of this agrarian structure on
the distribution of the income gains from productivity increases
was the greater availability cof subsidies on credit and fertilizer
for the more affluent £armers (David "1986). Because the

consumption pattern of large farmers is most likely geared to those
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goods: ‘and services  with high impork ({(ozx urban) content, Ithe
linkages. of agricultural jincome growth were weak in setting im
motion . a sequence of employment and income meltiplier e=ffects on
the rural (as well a5 urban) economy.

On the ~supply side, unfaverable fiscal and macroeconomic
environment prevented the runral nonfarm sector from responding
vigorously teo the agricultural Iincome growth. High effective
protection in the import-substitunting manufacturing sector induced
a strong policy bias agains=t agriculture and the rural sectoz.
Trade restrictions and highly overvalued exchange rate unduoly
promoted capital-intensive activities and, in the process, severely
penalized labor-intensive activities and backward integration.z®

Cenerons. [iscal - incentives  provided a window for tThe
development of export-oriented manufacturing establishments through
export-processing zones (EPIZs). However, the development of these
EPZs, which, with the exception of Cebu (exporting garments and
electronics), were located at a distance from sources of labor,
"regoired heavy infrastruouctural investments, and led to capital-
intensive, uneconomic, MNC-dominated operations, which by and large
had little impact on rural industry or agriculture™ (Ranis and
Stewart 1953: 98). Government interventions, Esp&clglly in the
13705 and early 1930z, also tended to diminizh the role of marxket
mechanism in favor of zegulations by parastatals as well as
promoted a monopolistic structure in important sectors of the

economy. The use of governmental functions to dispense economic
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privileges to some select group cloae to the ruling elite was
Lampani .

Investments in physical infrastructure were concentrated in
highly urkbanized centers and Centrzl  buzon (Pampanga and Hueva
Ecija). Metro Manila and Central Luzon had almost one kalf of the
total ipfrastructural investments in the late 1960s and early 19T70s
(ILGO 2574). Wnile government expenditures 1n agriculture grew
rapidiy — by an aversge of 13.2 percent a year —-— Erom the“iate
19603 to the early 12805, This occurred mainly in the Lavored rice
sector. This patternm of government spending promoted Tegional
Ineguality. Hore Importantly, the neqlaét of most rural areas in
the Philippines considerably weakened the rural =sector's zsupply
regponse to the stimulus provided by agricultural growth.

Public investment 1in human capital-—-mainly health and
education--was likewise Dbiazed against the rural =zreas. In the
19708 and early 1980s, high-guality primary education was limited
to less than 10 percent of toksl elementary population, mostly in
private scheools InHetro HManila (World Bank 197s5). Likewise,
access to health services was & sore point for the Tural
popualation, 2s health facilities were concentrated ;h'Hetru Manila.
Undoubiedly, theze biaseszs contributed to the weak entrepreneurial

response in rural areas. -

Conclusion

The 1ittle rural poverty reduction im the Philippines from the

zsecond hakf- of The 19¢03 to The sarly 1380 iz =zurprisipg




i

considering (i)} that agricultural growth was fairly impressive by
international standards and {ii)} that  rural  poverty fell
substantially in other developing countries where similarly rapid
agricultural growth took place. Clearly, while agricultural growth
'

is necessary to sustained rural poverty redoction, the Philippine
experience suggests that it is not enough. Sustained reduction in
rural poverty demands an institution of interrelated pclicy refozms
and pzograms aimed at enhancing the intersectoral employment
linkages of agricultural income growth, increasing labor and total
factor productiwvity, and building the human capital of the poor.

We have pointed out the importance of ipitizl conditions,
inclnding the size distribution of assets and incomss, in
considerably influencing the response of rural {and urban) areas to
the stimulus provided by agricultural growth. There is currently
little empirical work to bank on for a deeper understanding of this
issue. Counterfactual analysis using economywide models that
realistically capture the economic structure and rural institutions
of a developing economy such as= the Philippines is needed if
further insights are to be gained.

The reclassification of physical areas as population grows
and/or economic activity éxpanﬂa tends to create a systematic
downward bias on rural performance. We have shown that rural
peverty Indicatcors tend to become biased upward as urbanization
procesads. This= reclasgification has likewise important
implications arn obther aspects of sectoral and spatial

transformation. High urban population growth in LDCs is, for
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example, commonly attributed to rapid rural-urban migration (Pernia
1321, Nijkamp 1993V. Matiohal data on reral-urban migration have
been based wmainly on publizhed population censuses. LE
reclassification of physical areas is ths one largely driving the
commonly observed high growth of urban population, such as the case
presented in this paper, then the rural-urban migration story in

the development literature is scmewhat exaggerated.




23

Notes

2 For a description of the comparability and limitations of the
various FIES, see Balisacan (1993a).

AL Quarterly income data were not collected prior ta 1977. Mo
LFS data are available for 1987, and only third-gquarter income data
are avallable for 1988, 198%, and 199%0. Given the significant
seasonality ;E rural incomes, the 1988-1990 data can not be used
for poverty comparison.

% The TWG's procedure of establishing the poverty line is an
adaptation of the Orshansky method {(Orshansky 1965). Daily and
monthly food thresholds are ocbtained by costing low-cost menus by
region and by area (rural, urban}, which meet 100% adequacy of the
Iecommended dietary allowance for eneigy (2,000 calories) and BO%
adeguacy for other nutrients. Estimates of nonfood needs are based
on The consumption pattern of FIES sample families whose incomes
fall within 10 percentage points above and below the £food
thresheld. That is, to cbtain the total poverty line (food plus
basic nonfood), the food threshold is divided by the average
propensity to consume, defined as the propertion of food to total
expenditures, for these sample families.

4. -The FGT index (Foster et al. 1984) is a class of additively
decomposable poverty measures. The head count and the poverty gap
are speclal cases of this index, i.e., for a=0 and «=1,
respectively. These nmeasures are additively decomposable in tpe

following sense: the aggregate [population) poverty level is simply
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a welghted average of the subgroup poverty levels, the welghts
being their population shares. Moreover, FGT {a=2) sati=fies the
main axioms for a desirable Summary measure of poverty. Owing to
this property, FGT (x=2) has been Popular in recent empirical work
(see, e.g., Ravallion and van de Walle 1991, Thorbecke and Berrian
TASTY .
L, As in FIES prior to 1388, the "shifting Physical areas®
problem is not an important issue in this data set. The
classification of bBarangays (villageszs) does not vary markedly for
the 1970 and 1980 population censuses, the bases of LFS sampling
frames for the years included in Table 3,
6. Based on figures from the World Bank's World Development
Report and ILO's Infernational Labour Statistics.
T Low mobility of rescurces underlies the persistence gf
EASEQuilihrium_phEHumena such as surplus labor i
other Jow productivity activities.
a. The increase in female labor force participation rate can
explained partly by the decline in real wages in the 1970s and
1980s. As wages had been falling, females, especially housewives
and the elderly, entered the labor market in order tao maintain
family incomes. Oshima et al. (1986: 160) noted that tha EVErage
number of earners per family rose from 1.83 tao 2.0 in t%: 1370s.
This, in tuzn, might have accentuated the £all in real wages as the
rige in the female participation increased labor supply. Another

factor that facilitated the female participation in the labor
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market was the work opportunities opened up to them during the
1970s .,

9. The coexistence of numerous small peasant Earms and  large
plantations in the Philippines somewhat resesmbled that of Latin

America. —-For a comprehensive account of Philippine agrarian

.
structure, see Hayami, Quisumbing, and Adriano {19%0).

10. Indeed, this is & common theme in the writing of serious
students of the Philippine economy. See, for example, Power and
Sicat (1971}, de Dios {1984}, Bautista (1983}, and Krugman et al.

(1332} .
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APPENDIX

Foverty Indicators for Fixed Rpral Areas

The FGT class of poverty measures is given by

&
o £ bl o {1)
P ;u;%ﬂ4: = ]

where g is the number of persons whose incomes fall belew the

poverty 1line =z, ¥ i= the per capita income of family 1, n. is
family size, & is the total number of persons in the paopulation,
and «20 is & measure of poverty aversion. The decomposition of P.

into rural (r) and urban (u) sectors is
F, = @F, _+{1-@)P, , (2)

vhere @ is the population share of rural aresas. Let Pa,r ti=z,n)
be the poverty index for sector i with a population share of @'
after a change. Following Ravallion and Huppi ({1991}, the change

in observed aggregate poverty can be written as:

{ i ! [
Brfe = ¥ u,i_Pﬂ;f)‘“i*E(“i'”i]Pa,i
- + i=r, g (33

f !
2

The first term on the right-hand side is the contribution of the
gains to the poor within each sector to the change in aggregate
poverty, controllling for their base pezicd population shares. The

second term is the contributien of arban-rural changes in

population distribution to the change in aggregate poverty. The
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third term is residueals, arising from the possible corzelation
between population shifts and intrasectoral changes in poverty.
collecting all terms for r, the level of contribution of roral

areas to ths total change is

-

{PI.E_P:.:} @+ (e’ Fy r* tPllr..1'_;'-:":,.1.-} (of-0) = G{P:-Pt} ¢ N
where ¢ is the proportionate centribwtion of r to the total change
in' Pea K

By definition, P.-P.=0 at a given date.tl. If at this date
fixed physical rural areas are different from reported rural areas
owing to reclassification, Pdi.» would be different from P., ., the
measured poverty index based on shifting rural areas. In this
context, @' 1Is interpreted as the population share based on rural
population distributions for fixed physical ruzsl areas. It can

then be shown that rural poverty at date ¢t for fixed physical rural

ATRES . Fao ey 185 SImply

P:’: = {ﬁ}-'llrm‘l}Pi,r“ (5]
Similarly, urban poverty for fixed physical urban ar=as is

B = [i-e@}/(1-a)1P , (6}

The above procedure is only an approximation. It would bDe
useful te estimste the PL,. directly from distribution of household
incomes (or expenditures) for the population of fixed physical

raral ‘areas:.



Bobystness of Poverty Comparisons

Sappose the poverty line is found in the interval [zo5,z.1; all
povwerty 1lines in this interval are potentizal candidates. Let F
and Fy denote the cumulative distrlibution of income or standard of
living for states i and 7, respectively. Poverty is higher in
state i than in state 7 foxr all poverty lines in the interval
[Zo,21] and &ll additively separable poverty measures, including
the F. class of measures, if and only if the first-order dominance

condition
Fila) - P}{zj = 0 {7}

holds for zZ£z:, and with a strict ineguality for at ieast one such
value of z (Atkinson 1987, Conditioen IA}). If this condition dces
not hold, then some poverty lines or some poverty measures rank the
Lwo states differently to others. That is, given the uncertainty
about precise poverty iines and poverty measures, the poverty
ordering of the two states is ambiquous.

If the poverty ordering is ambiguous, one can further restric:t
the range of poverty }ines, or one can impose more structure on the
poverty measures. One ﬁﬁpaalinq restriction to impoge is the Sen
(1976} weak trapsfer axiom. This holds for the F» poverty measures
a8 long as axl. Then a necessary and spfficient condition: for
povarry to .be higher in state- i than in state F for ;;1 PovertLy
lines in [Zo,2z2) and all strictly convex and separable poverty

measures is for the following second-order condition to hold for

all =z<=, (Atkinson 1987, Condition IIA):
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E
I{FI{ﬂ - Fy{y}) dy 20. (8}
o

IE poverty orderings rxemain ambiguous, higher-order dominance
conditions may he useful. This reguires further restricting the

precize =tructure of poverty measures.
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Tabie |

Boral Areas apd Orbanizatios

1930 1970 1588 1950

1. Total Popelsties [in millisg) P R 5 R | 7 6 |
% Change per year 1.0 in i.11

1. Propozties Which §s Bural
Censes Raport 0.1 BT Ry . 511G
Fired Bural Areas af 8535 BR1T B35S RAL1

1. Propectios Whick Is Uzdan
{easns Repoaf AWM NN N aH
Pired Rural Rreas nas 1.4 33.6% 1514

4. Bural Pepuiatiom Growkth
Censns Bepart .1 1.0 P ¥
Fiysd Boral Rreas 1.38 1.44 1.5

§. Tespo of Orbamizatiom b/ _
Censps Report o £.35 1.51 1.64
Fized Boral Areas §.30 0.E3 8.91

af B2sed on 1970 arban-raral classification of villages.
by Urbaz-reral qrowth differssce.

Jource: Matisnal Statistics Difice,
Integrated Cenzos of th platien, variows years.




Tahle

Enral Powerty, FIES apd Fived rhysicel Areas, 1961-91
[in percest, except for t-ratios] af

1361 1955 LR 1985 1388 1931

FIRS Beral Rreas B

Fopulabion
Share £4.50 FE.TI F5.60 k1.40 E2.10 o.48
Head Coest 8466 £5.1 5731 5513 5018 Si.40
[-B.58] (1.69] (2.791  {-12.46) {2.4%]
Bowerty Gap .42 2638 1756 73.51 18.58 15,60
[=5.82) il.xny o {-B.05). {-13.31] {1801
FoT {a=1) 1395 {3 16.35 17,15 185 1.8

[-2.31] [B.46) {-12.31f [-11.53}F  {-8.8T}

Fized Physical Rreas of

Popalatine
thare £3.51 62,36 BT.93 f5.30 §4.80 ELID
Bead Comnt #0.33 55.54 53,66 55.94 w.n 41.13
[-3.581 {1.54] =351} [-De.H) (-4
Poverty Gap 865 %.33 m.1m .14 1.5 14,95
f-2.14) (L.B6] ({-11.64] {-11.5%} (-1.2%)
FET la=1) 11.%0 16.17 16.74 11.53 872 1.03

[-1.2a] (0% (-15.mMa] [-11.2%)  (-6.1d)

af Figeres in pireniieses zie t-raties £or poverty difference between the year
indicated azd the preceding year. The fest is based on Kakwani's {1994)
sethodolegy. Cxikical C-valoe at 5% sigeificapce lewel is 1.96. AL I3 level,
t-valee is 1.5,

bi Bstimated Zirectly frop pzblished Paaily Iscers acl Expeaaditeres Survey (FIRS] data.

ef See text far the palealatiem.
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Tzhle 3

Bural Poverty, LFS Baiz, 1971-83
iz percest, except for t-ratios)

fead Coust Paverty Gap FeT [a=i)

LB 5617 18,58 LA

1974 5567 8.8 14.53
[-8.65] 10.88; 12.51)

15 44.51 M. 12.14
[=1h:30) {-12.40} [-14.23}

1981 15,141 1410 11.3%
11.52] {1.68] [1.54)

1382 57.04 .5 1431
{15.08} {15.19} [15.09]

1583 B8, 53 3.3t 15.1%
(7.863 {1.08) [1.45}

Kotes: 1. Eo data available for 1973.
1. Figuzes im pazrestheses are b-ratios fer poverly
differences between the year indirated awd the
preceding pear. The test is bated on Iabwani's

{1990} aethodology, Critical t-valee at 5%
significance level is L.0%.

Somrce: Natiomal Statistics Office,
Istesrated Jurwey of Hamse lletie, varioes years.




Agricaltoral Grewtd in Develspizg Moasoen Asia aed Mid@le-Income Developing Coontries

Takle 4

Anznal srowth Hate 4%)

1998 Per  Share of Mgriculiare
totntry Capita G02 in GBE [%) EIP Mgriceltore
{85 3] R ol ot et -
1985 159 196594  I%E%-9%  ISES-B4  193A-

Malaysia 1,38 b n.ay 1.3 5.2 £.5 b
Thailand 1,41 1 17.0 1.1 1.6 4.8
Indonesia (4] 1 na .0 5.5 4.1
Philippines 13 bl 2.8 5.9 §.3 1.5
Developing Enzseon Bsia | Tl 1 ¥ itk 5.4 5.5 . |
Hiddle-Tocoze Developing
Comntries 1,241 i 12.9 6.1 1.1 1.6

af Por 1941

b/ For 1372-13E0

Soarces: Asian Develepment Bank, Ky Indicaters of Deweloping Asiam Pariflc Ceustzles, 1599 and 1991.

Wozlé Bask, World Developmest Bepozt, 1930, 1381,
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Table 5

Iverage dnneal Crowth Bates of Valee Added iz
dgricglinre by Secher, 1945-30 af

The5-20 1388-30 1955-34

11 agricalizzal crogs b5 1.6 4.4
[22.0% 43,483 §1%.21]

gire 1.7 2.8 1.3
F16.273 [16.14] 15,55

Cora §.2 I 1.4
1311 [11.24] [$.25)

Cocongt 3.8 1.1 .
{3.47] [$.1T1 [4.82}

Sugarcane o 5.1 -0
{6.53) [-13.25] {-b.68}

Bazapz 155 1.% 5.8
.15 [3.85} fE.35]

Other rrops 1.4 1.8 1.7
iy [42.54) {FI84) {41,508}

Posltry and Livesteck 1.4 | .1
[7.33} {51.68) [20.78]

&/ Growth rates are bazed op three-year mowizg awverage trends.
kgzicaltere Secter includes agricultoral creps and ponliry and livestock.
Figeres in parentheses are cogtriboticms cf the fmdicated sector to fofal
agriczltnzal growtd.

Sonrces; ¥atiozal Ecooemic and Developaeni Muthority,
Philipsine Statistical Toarbeok, werions ifswes.

Fatiomal Sfatistiral {oeridinatiss Doard.
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Secteral Compositinn of Oross Demestic Product
and Ewpleyment, 1%35-1%90 af

155 1565 1375 1385 159

grass Desestic Prodect

Agriceltere nn mn w1 e 265
Indesicy Bt B 33N AL 3
(Namafacturing! bf {1B.63) [21.21] #24.9%} (34.11) {24.6)
fervices .12 498 1B B35 3N
Empioyment
dgriceltore E0.04  5T.5T sTR 4852 457
Indnzkcy FLIE TN € | R e S A
{Mannfacturieg) bf {12.37} . 111.31) §30.97) (9.53] 020.21)
Services N O Me B B3 Wmn

#f Thres-year averages, ceatered aronsd the year showa.
bf Mamufacturing is a swhsector of Imdustry.

Jources: Matiomal Bconomic aed Developeent Astherity,
Philippine Statistical Yearbook, varioss issues.

Bational Skatizkical Conrdimatien Rozrd,
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Table 1

Labor Ferce Participation Bate and Averaue amual Srewik Bale
of GOF, Labor Force and Raployment

MTI-75  1976-80 1%E1-B5  1%aE-30  1956-30
Lahar Farce fii%iripﬂtiin pate &/ 15.94 6.1 1.4 (T8 1 57.66
crowkh Rate
41 k.19 S.bd -1.54 4.4 {4
Working-hoe Popelation 1.%6 156 1.m 158 2.4
Labar Pozce 1.43 .08 . 1.1 1.1
Employment L4 1.5 L .54 1%
kgziczltnze 5,25 382 1.0 §.35 T
lodustzy 1.1 1.0 .62 51 .18
{Maneizctoziag) 148 168 1.11 1.8 1.5k
Services 1.1F b.2E 5,52 3. 5F .1

Bote: Dor bhe pezicd 1971-75, the reference peziod is past week and "working age”™ refezz to
10 years asd above; for the periad 1976-1320, the zefereace peried s past goarter and
“working-age® refers to 15 years ned gbove.

af Labor ferce as percent of workisg-age pepoiation.

Soerces: Natlozal Econoaic azd Dewelopment Mathority,
Philippine Statistical Tearheok, various issmes.

Hational 3tatistics Office,
Inteqrated Soyvey of Bousehelds folletin, varicos 1ss08s.
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Figure 1
Heal Value Added Per Worker

Thousand pesos af 1972 constant pricas
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