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Philippine Rice Policy Reconsidered in Terms of Urb#n Bias*
| Mahﬁf Mangahas

The Rice Problem

In 1971, the latter half in particular, we experienced
another rice crisis, It was a crisis, like §ur previous crises,
in that the Eetail gprice of ricé héd risen vto a very high lgvel,
and the urban consumer w;s complaininé} The'(urban) neﬁsPaperq,v
radio and TV played their usual role, and complainéd, witﬁ more
or less eloquence. Of course, all factions of thg political /
opposition, whether conservative, reformist.or radical, complained
too; they did their complaining where they felt they Would be most
appreciated and most effective, in Metropolitan Manila and other

cities and urban centers, in speeches, telecasts, and writings,

gome in small letters and others in large red ones.

It seems clear from this that the long-run objective of
the Philipéines with respect to rice is é level of security and
contentment, somehow defined, for the rice consumer, especially
the urban rice consumer. This holds for past and present leadership
and in all likelihood will hold for future leadership -- whatever
political leaning may be the squrce -- as well. 1In this essay this
objective is simply treated as a given. It is likewise & given that
the welfare of rice farmers, landowners, millers and traders is of
no real conseqﬁence except insofar as the actions and achievements -

of these persons affect the welfare of rice consumers. This will

appear to be fair to some, and unfair to others. Do not rice farmers

*paper presented at. Symposium: Toward More Progressive Barrios/
In Henor of Dr. Robert F. Chendler, Jr., Sponmsored by the University of
the Philippines at Los Bafios, National Research Council of the Philippines
and Rockefeller Foundation Fellows of the Philippines, April 17, 1972,
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and their households constitute a very large portion of our population?

This essay will not attempt to discourse on the fairness of the objectivg)
but will simply accept it as it is.
Having defined the problem as basically an urban one, we then

consider the reasons behipd the high retail price. These are partly

will be argued that the monetary, or inflationary, element has been
extremely iﬁpcrtant-in recent years‘and that, being monétary rather than
real, can Be countered only to a limited extent by real solutions such as
large imporfs of rice.? A segond reason for emphasizing the inflationary
element is that it is anti-equity in character, and poligies promoting
equity or at 1ea;t dampening anti-equity have been long neglected. The
rei}-problems in supply and demand for rice in the past yéar have not
been insignificant, but there would seem to be ground for the hopé that

these are temporary:. ones., ‘g;om these considerhtibns, some basic policy

lines will be suggested.

The Effect o£ Ipf1§tion

"The price of rice in the Philippines fell continuously from
1967 to 1970, and rose only‘in‘1971". This S;atement WOﬁld evoke dis-
belief from,most‘readéfs,simpiy becausg most readers are urban people i
and recall that the price of the rice they bﬁy has always kept going up.

)

Indeed it has, But then, prices of all other commodities have also con-
-

tinuously risen, and/it is a simple fact that the price of rice has risen

much more slowly than have prices of qther commodities, so that the real

price of rice, or its cost in terms of other commodities, has indeed fallen
oy o T g o _ o
over 1967-1970, and risen again only in 1971, Although farmers, rice

landowners and other gsellers of rice are acutely aware of thig fact,
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the facf has not been heralded. Since the_heralds,_the newspapers and
so forth, are urban institutions which respond to events of poLitical |
interest, i.e., urban interest, we really could not havevexpecﬁed more
of them, The price of rice may be growing too slowly\forjsome people
(farmers, and perhaps agriculturai economists), but, slowly or quickly,
it ig growing, and that is ﬁad from the urban viewpoint. (Not for all
urban‘dweliers, though; more on this later) Relevant price data for

rice and other,commddities are given in Table 1.1

Since the real price of rice has been falling, then it is
elementary economics that growth in the supply of rice relative to the
démand for it has been more rapid than growth in the supplies of other
commodities relative to the demands for them. The nominal price, which
faces consumers in the market, has been rising since the génerallrate
of inflation has been more than a match for the real forces tending
to depress‘the ptigg_of rice. Despite imperfections in prepared price
indices,2 it is obvious that the problem has been particularly serious

in 1970 (20% inflation) and 1971 (15% inflation).

11t is also of common knowledge that the international market
for rice has been getting weaker. The price F,0.B, Bangkok of 25%
broken white rice (a medium quality) peaked at about $210 per metric
ton in November 1967, and had fallen to about $90 per metric ton by
March 1971, The prices of other 3{)01‘1: grades have also moveddovnwards,

2For instance, & non-monetary phenomenon like bad weather
will cut agricultural supplies and hence raise prices of products
which are agricultural or dependent on agriculture; the prepared
price indices will reflect this type of broad price increase as well.

. 3
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Iﬁflation in turn has been due to events in the monetary, fiscal

and internatiégal‘trgdg sphé;es,-some of';bese:events being the result of x
domeézic government policy, and others not. The fate of growth of the
domestic @oney supply is a prime determip;ntbof the rate of‘domestic

' iﬁflafion, though ;ot the only oné (a defenae; of domestic monétary policy
has pointed to the. fact that the money supply g\zro%n:h, though heavy in 1969

"and 1970, was @amped in 1971 to only 7%; yet strong inflatiod‘continues).
The empirical study of inflatiog is far from # c1§sed subject, and does
deservé cahceptrétion in these times.1 ‘But this %;istraying from the
subject, which "is rice. Knoﬁledge of the‘determinantg of inflation and
the poligies‘by Which‘it mgy‘be cqntained is imperfect, but can be improved.

{§This is simply to remind persons in government that, in suppressing inflation,

one price, possibly the most important price, which they suppress is the

. \ ®
price of rice.// J=s vepgyo & g‘“ .
: |

It miglit be pointed out that not all of urbau people are affected

so harshly by inflation, Ah increase in a price index is but an average

;1of some price changes which are relatively large and some relatively small.

X
.
x>
e
F
.
=
w7
»

f Those persons who produce .goods and services which have prices flexible up-

wards will be net gainers, and those with rigid commodity prices and wages
will be net losers, Those whose assets have flexible prices (real_property)’

are protected, and those whose assets have fixed money values (bank accounts,

insurance policies) are not, The first main problem, it has been stressed,

Alone model has the determinants of the general price index as
the domestic money supply (three months lagged, roughly speaking), the
gross national product and the wage rate (as g cost-push factor)., Cf.

J. Encapngction, Jr., R,S. Mariano, and R.M.Bautista, "A Macro-economic
Model of the Philippines, 1950-1969", U,P, School of Economics Discussion
Paper 71-11 (Revised), June 22, 1971,
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is that{}rban people are adversely affected by increases in the market
price of rice. vThe second problem is that among urban people, those
more adversely affected%}he net losers, are those who are poorer off

to begin with, Those with fixed incomes, such as government employees,

those in regulated industries, sgch'aé jeepney drivers; those whose

_assets'ére mainly in savings aqgounts.1 EThus the differences in degree

of flexibility of the varioussprices of commodities and services imply

that inflatioﬁwﬁorsens'thé distribution of real income and real wealth;j

@hls worsening of the urban equity situation is allev1ated to
a small extent by a rice price which increases relatively slowly/J In the
past five years, the money wage rate has not succeeded in rising faster
than consumer prices in general, but it has definitely risen faster than
the price of riée. :As Table 2 shows, wéges were worth nearly'twiCe &3
much rice in 1970/7i as in 1955; but thej'wqre worth a little less than
in 1955 in terms of consumer goods as a whole (including ricé), The.
average worker could in 1970/71 purchase only 93% of the number of
canumer baskets whlgh he purchased in_1955. With the change in the
price of rice relative to otbericommodities, economic theory would

suggest the hypothesis that the typical 1970/71 basket would however f

contain more é&@ggﬁthan:tna 1955 basket.

1z further complaint here is that govermment ceilings on the
racte of interest which banks may pay to savers cut off a measure of
protection’ from inflatior and force such savers to endure negative real
rates of interest, If the real rate of return on a safe investment were
10%, and. the expected inflation rate were 10%, then competition among
banks, in the absence of an interest rate celling, would push the rate
offered to savers to a level close to 20%.
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1971, The Bureau of Agricultural Economics expects that production in

Real Supply Problems

The real or deflated price of rice is determined by real supply

‘9

and demand conditions, If.there were no growth in supply, from either

*
L]

production or imports, then the annual growth in demand, mainly population~

based, would push the real price upwards; the annual growth in productjon
counteracts this, and imports also play a role, though much less effectively.
The contribution of these determinants to rea1~¥etail price changes have
been quantitatively studied.1 The decline in the real rice price over 1967-
1970, followed by the inérease in 1971, there reflects a net improvement

in supplies available over the'past five years, except for the yé;r just

T

past.

The real supply problems in the past year can be eﬁumerated

First, the weather: ‘Ybllng of mid-November 1970 (the midst of the main
harvest) has been rated the worst storm to hit Centra’ Luzon since the

, ‘:, ,'1') .
nineteenth century. A second problem is that-ef peace and order in the

South, Cotabato in particular; unfortunately, it is very difficult to

, : . V3
estimate the effects of this situation on production. third; there is

the tungro virus disease, which has affected the crops of both 1970 and

Central Luzon for crop year 1971/72 will be less than that of 1970/71 by

10.0 million cavans of palay, a drop of 307%, mainly on account of the

tungro virus in this region, Production in all other regions appears

to have risen substantially, such that the expected decline in national

L. Mangahas, “The Effect of Importation on the Price of Rice",
The Philippine Review of Business and Economics 5:2 (December 1968), 30-42.
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production is only 4.4 million cavéns.l The tungro disease is not @' :
thofoughly undefstood; in any case it does not appear that it will be

a permanent problem. Dr. Chandler has given his opinion:

" [Tungro] is not carried by tﬁe seed, Probably

- the outbreaks of the disease in 1970 and 1971
were due to the great increase in the poPulation
of the green leafhopper . . ., It seems to come and
go and_is_appgrently related to th?’ecological
factors affecting the green leafhopper population,

Thié, of course, has yet to be proved conclusively."2

A fourthiqnd ng;)tdo visible problem has been the slowdown
of the flow of credit to the rice secto;#] Production loans for rice
from commercial, ruyral and development ban?a were at their peak in
1967 (about P651 milliqn), but they glippgd_away during 1968-1970
(about P550 million per year énly), with some but not complete
recovgry'in¥l97l (PﬁQS qillion), This information is in Ta'ble 3.
The credi.t decline was mainly in the commercial banking sector, and
tlere it was méinly in the Philippine NafionaixBank.' There was

drastic cut in Central Bank lending to the PNB for rice and corn

purposes in 1970 and 1971; and this was only slightly offset by ’ !

—_—

increased Central Bank lending to rural banks for rice credit purposes

(Table 4). The cut in Central Bank support of the PNB is said to have
)

lgureau of Agricultural Economics Palay Production Forecast

as of January 1, 1972, covering the crop year July 1, 1971 to June
30, 1972, :

) .

Letter of Dr., Robert F. Chandler (The International Rice
Research Institute) to Dr. Gerardo P. Sicat (The National Economic
Council), December 27, 1971,
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been made in conformity to restralnts imposed by the International

e

Monetary Fund It dges seem clear that such lending has been
inflationary, in view of.the-heévy outstanding.account of the PNB

- with thevCentral Bank on loans for rice and corn (Table 5). Also,
some banks have been unable to meet requirements1 imposedvfor the
privik*ges of the rediscount window; and it is claimed that land
reform has implied the -credit étandiﬁg" of some land owners with
banks.

N
-3

Fifth, “there has been an increase, consonant with the
peso devaluation, in prices of fertilizer and similar chemical inputs
which farmers purchasei] Table 6 contains a rough indicétion of this,
vthe cost of nitrogen (ffom'ammonium sglfate and urea), the prime rice

fertilizer has'risen‘by about 40-50%.

.
-
X
&
g
Es
3

.

“» Increases in paid-up capital above the minimum entitle the bank to

,1Céntral Bank Circular No. 306 of July 19, 1970 states that
commercial banks have to meet the following requirements, among others,
in order to have access to Central Bank credit facilities.(l) The ratio
of past-due direct and indirect loans to the bank's own stockholders,

o

" £ directors and officials to its aggregate past-duec loans should not e :ceed

5%. (2) The bank should have.a minimum paid-up capital of P20 million.

proportionate increases in its basic rediscouriting ceiling. (3) The
bank 's capital account, as agjusted to cover any valuation reserves’
recommended by the Central Bank to cover doubtful and loss accounts,
should meet the minimum capital required under Section 22 of R.A. 337
(15% of total assets less cash on hand, amounts due from banks, and’
government indebtedness held., (4) The bank should not have expanded
its portfolio through rediscounting for purposes other than to finance
desired economic activities, such as food production and export-oriented
industries. (5) The bank's foreign exchange holdings in excess of 30%
of outstanding letters of credit should be disposed of in the interbank
market, .

i
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X Nevertheless, there are a number of hopeful elements to the
supply situation. Five years after the introduc;ipn of the new rice
varieties, 432: halfqu Philippine :ice‘hgctarage is now planted to
the@;] In Central Luzon, where new varieties weréaﬁlanted on'&6%1 of
rice area in 1969-71, one would‘not expect any hindrances to a rapid
shift from tungro-susceptible varieéies (IR8, IR5, IR22, Waé-wag and
séme other Philippiﬁe'Seed Board varieties) to.tungfo-resistant high
yielding~varietie8'(iRZO,>C4-63, C4-137), not a shift to tungro-
resistant traditional varieties.2 There is a possibility that in
any case the severity of the tungro disease Qill decline, The ecolo-
gical theory behind its cyclical appearanée may be correct: It .appears

that the present rice stand (dry geason) is much less affected by the

‘disease than the previous wet season crop was.

A second éood note is found - the recerit progress of irrigationj

‘

The proportion of rice crop area irrigated rose from 317 (average) in

- 1963/65 to 42% in 1968/70 (Table 7). Better irrigation will both raise

yields of'any variety and hasten the adoption of the high-yielding varieties

and one should hope that the irrigation trend can be maintained.

lgyreau of Agricultural Economics, Agricultural Economics 1
gtatistics and Market New Digest, 5:22 (November 10, 1971).

2Varieties 1isted are from letter of Chandler to Sicat,
cited earlier. In February 1972, the NEC's Inter-Agency Technical
Committee on Rice and Corn Policy made a one-day visit to several

_points in Central Luzon., Many of the farmers met on thet visit spoke

af shifting to the better new varieties and there was no mention of a
shift back to the traditional varieties. _ _ ,

3guarded optimism, since the dry weather is inherently less
favorable for disease,
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ngand: The "Hoarding" Problem.

. e

People's first reason to demand rice,i;, obviously to céggume it,
Thé amouﬁt they wish to consume depends on their numbers (population),
their real income, and the price of rice relative to other coﬁmodities,
corn in particular. Thé force of the first two facters, population
growth and real income growth ,iis unéuestion@bly stegdy and regular
through time, These are not the source of intermittent rice crises,
fhe ricé:ccrn prige ratio is another matter, Althopgh rice is ordinarily
twice as cosfly gé corn, by weight, in 1971 it was only about 407 more
costly, due to tﬁe Substantial increase in the price of corn.1 It has
thus been argued that some consumers, i.e., those in the Visayas who are
ac;ustomed to consuming cofn as a staple, shifted to some extent from corn
to rice in 1971, and thus exacéﬁbgted the rice crisis, There is some
evidence of this, not‘éltogether fi;m.z As a personal judgement, I do
not think that rice-for-corn substitution was a factor of serious

i,magnitude in the 1971 crisis,

£

- 1R.‘ei'ndolph Barker has computed the following rice:corn price
*1§ptios: 2:13 in 1967, 2,09 in 1968, 1.80 in 1969, 2,00 in 1970 and 1.39
+in 1971. : . .

g%

¥ 2gee C.T.Aragon and L.B.Darrah, "Cereal Consumption Patterns"
Department of Agricultural Ecoaomics, U.P, College of Agriculture, Staff )
Papers Series 115, November 1971. This study, from a forthcoming M.S. 1
thesis by Aragon, reports on two consumption surveys; one in October-

November 1970 and the second in May-June 1971, The main finding is that

per capita rice consumption was about 107 larger in the second period,

when the rice:corn price ratio was about 107 lower, The survey is

reported to have been nationwide, with a sample size of about 1,000 on

each ground; no further details are given. A troubling result is the

extremely high per capita rice consumption level obtained: 101.8 kg. per
"year in the first survey, and 113.4 kg. per year in the second survey.

In contrast, Professor Leon A, Mears' annual estimates of per capita
availability during 1954/55 to 1969/70 have a peak of 96.2 kg. (in 1969/’

70), and in twelve years out of thé sixteen are less than 90 kg. These"
suggest that further checks for ropresentativemess need to be done on

the Aragon-Darrah samples,
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A second reas@to demand .rice is simply for the sake of holding
it. Traders obviously need some inventory at all times, sometimes legs and
sometimes more, And so do ordinery households.‘ They need some stocks of
rice to hold, for mere possession does them somevgood much as a bank account
does them good; one need not always gpend money or consume rice in order
tb benefit from it. What will be argued is that the stock demands for rice
by both tfadérs and households can fluctuate violently from ;ne year to the

next, depending as they do on the political situation, These fluctuations

tend to. be s&rious obstacles to efforts to deflate a rice crisis., Trans-..

—
lated:tfoth traders and ordinary households are hoarders who vary their

hoarding to the situation;] Periodically, the sizes of these hoarding

"

/

become hﬁge.

For traders, first of all, it mgkes sense business-wise to hoard
more when the governﬁent, a big competitor, is distributing imported ric?.
Eve;yonevrealizes that the government has nbt been pérmanently serious abbut
ficsubsidizing consumers in this wai7 For one thing, the Rice and Corn Adﬁinis-
'%;ration has never ﬁad a regular budget for the purpose. Its traditionél
1;'sourcé'pf funds hés been the Philippine National Bank, and its desire and
ability to borrow do seem to depené on the current mood in Malacanafig. j
For anqthe:, there is something about odd-numbered years that is conducive
to rice impoftations, and something about eveng-rumbered yeérs that is
not (usuaily). A trader makes more profits by timing his hoarding

appropriately, and & consequence of this is the fact that rice imports,

#,
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historically speaking, have had very little effect on the real price of

&

1 ' .
rice, This in all likelihood has also contributed to the dearth of
consumer confidence in the government, and forced consumers to hoard

more than they otherwise would.

[ﬁrban consumers for thgir part must hedge'an§ change their

; hoarding patterns whenevgr’fhéi: éiééétafiqns_chénge with respect to

f future ﬁrices of rice:\ﬁmheip expectations, naturally, are*affected by
the nature of the publicity on rice_harvests; by announcements of rice
imports; by the sight of rice queues; by the state of urban disorder

from demonstrations, strikes, riots and  bombings; by the suspension of
the privilege of the writ of habeas corpQEE(and by its_ restoration as
well). Suppose the average household in a city feels it woﬁld be prudent.
at the mo@ent'to kéep on hahd four gantas ihstead of two? This would
‘hardly me;n complete security, and'yet if the eity's households tried

to fill such demands within a few days' space, the rectail price could

hardly be unaffected.

Manila during election 1971 is a relevant if extreme cése._ As
the campaign progressed, large shipments of imported rice arrived (Table 8),

of which 52% was distributed in Greaterlmanila.z The RCA thus distributed

i

about 12,000 tons in Septembér, 33,000 tons in October and 30,000 tons in

the first half of November, to the metropolis. Whereas Greater Manila

1The effect of an equivalent amount in extra domestic rice
production on the real price would be four or five times larger. See
Mangahas, "The Effect of Importation on the Price of Rice", op. cit.

25 p.Drilon, J®., The RCA in the Last Eight Months (Tgrminil
Report), December 6, 1971, mimeo, p. 10, The strategy was to :&o
contain consumer prices nationwide by concentrating forces in Greater
Manila., The figures cited in the paragraph above are obtained by applying

52% to the data in Table 8,
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consumes roughly 30,000 metric tons of rice per monthl, RCA by itself
"supplied this much in October and double this much in the first half of
November, Yet the price of rice in the city continued to rise, in

both real and nqminal terms, in Octﬁber, and only slightly declined

in November (Table 1). 1In October there must have been large hoarding
unless we suppose that the city received no rice a112 from sources
aside from RCA, wﬁich seems rather ﬁnlikely. In early November, even
if no other source but RCA existed, it would appear that for every t#g
éacks distributed, g!e was consuﬁed and the other was added to hoards,
Whose hoards? Very likely those of our familiar culprits, the unscrupu-
lous middlemen, to some extent. However, given Plaza Miranda and the
loss of the writ,-atfﬁo other time in the post-war history of our rice
crises, in my opinion, have urban households had'stronger motivations -
to build up their personal stocks of rice. Thus 1971 is uncharacteris-
tie among our rice,érises in that, in addition to problems of inflation
and production, we appear to have had an extraordinary increase in demand
as wéil. We have experienged the eesults both price-wise-agd election-
.~ wise. (If they had been different, perhaps we would not have had

v, Drilon's Terminal Report.)

What Kind of Rice Policy Should We Have?

b
1

It has already been stressed that rice-wise Philippinﬁ society

{i;favbrs the welfare of the urban houschold over thé rural household, and
that among urban households it fayors the>we1fare of those who are poor
over those who are not.sgBy "society" here is meant'the government, both

A

the administration and the opposition, and most other pressure groups.

prilon's estimate, ibid., p.v30.

_ 21,e., if we suppose that all the '"commercial rice in the
market was in reality RCA imported rice.
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The mass media are among the latter, and so are the radicals (has anyone

heard the slogan Itaas ang halaga ng palaj?). _Judging by the excitement

generated by high rice prices at the retail level, avoiding such prices
has top priority, even if rice imports are required. "Self-sufficiency"

in practice gets second priority.

r ' 4 '
Lﬂigh rice prices are prevented by (1) halting inflation,

(2) improving the supply of rice and (3) containing civil disorder,

as it inflicts unusual stresses on the demand for ficei] (With respect

to the third item I have no specific recommendations.)

£

Y
Inflation is stopped primarily by keeping the money supply

-

in check; lessening government borrowing  from banks, particularly from
the Central Bank; faising taxes, and the efficiency'with which théy ‘
are collected; eliminating theft of public funds; couﬁteractipgv |
expanaionafy effects of export surpluaeij etg.. A paragraph obviously
cannot do the problem justice, particularly one written by an amateur.
The point is that stOpping§infla;ipn ;anﬁot be expected to bé the
résponsibility of the Rice énd Corn‘Administration/Depgrtment of
Agriculture., 'The solution rests with Malaéaﬁang/Central Bank/Depart@en?%‘ 1
.

oﬁ_Finance/National Economic Council, and/with tax legislation. And, ¥

obviously, the benefits from halting inflation go further than preventing

rice crises,

r / . . A
i G;%AS it may be difficult to stop inflatior gquickly, one can
simultaneously try to counterbalance its effects. In any case, social

justice would require that past inflation's harmful effects be counter-

we
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balanced, It is apparent enough who the losers and the gainers from
inflation are, The straigh;forward solution is to tai éway the gains
of‘the gainers, and redistribute these,'in one way or andther, to the
losers:} There are some taxes whose collections automatically rise,
because the tax base-increaées-as there is inflation: personal and
corporate incoﬁe taxes; property taxes, but only if assessments are
increased as markét values do, without delays; all ad valorem taxes

on commodities whose priceé are flexible with inflation. An.egali-
tarian would draw from these taxes, and from new _ones well -- since
present taxation probably does not siphon off all windfall inflationary\
gains -- to pay for subsidized rice to be dis;ributed»to persons who
are losers from inflation. The recipients would be the poor; those

with fixed salaries, such as government employeesl; those whose wages

- might be restricted because the prices ¢f the products or services

they produce are institutionally fixed, such gs‘jeepney drivers; and

perhaps others. No doubt this would be a difficult job for the Social

Welfare Administration or whatever other agency. But it would be a

task clearly oriented in favor of particular income-classes, and pro-
equity. Without such a program, continued inflation will imply a

further worsening of the real distribution of income and wealth, Indeed,

i

even if inflation were stopped today, would we not care to redress the

injustices it brought about in 1970 and 19717

2 . .
Té;’égggggzéggg;,against high rice prices is concerned with
the supply side, In the very short rum, firs; of all, additional supply

can only come from imports. This solution has been rather ineffectual

3 This recalls how the Indonesian government had to pay its
ployees partly in rice, during the infleation-ridden mid-sixties.

°
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in the past, as argued earlier. I think it has a better chancé of success
in 1972; bacause government distribution of imported rice did not peter
out after election 1971, as traders may hgve expected, If it grows clear
that government competition‘against tfaders will continue indefinitely

as long as prices are unsatisfactory, and not merely election-oriented,

the expected gains from hoarding by.traders will diminish,

A few words might be said of the common fallacy that the{RCA
would be better &ble to keep consumer prices down if it had more funds to

obtain rice from domestic farmers, rather than from abroad. Prices can be

lowered if total supply rises, but the total supply will not increage when.

. !
farmers sell a million cavans to RCA tather than sey to private millers. |

[

i The result is merely a reallocation of the trade between the public and

L .
" : :

the private sectorsj Conversely, neither can farm prices be supported if

it is expected that all RCA purchases from farmers will be distributed to

consumers ; éggngg;gﬁgust be kept for indefinite storage, or exported.

Otherwise there will be no net increase in demand, but merely a diversion

¢« :of part of the demand of urban households- away from private traders and

Ztowards RCA.

{Next, there are various types of subsidies. Ihe easiest subsidy
program to4expand ggpggrs_tdmbe credit. Rural banks can be told that, if
they grant additional rice loans, at certain rates of interest far below
those offered by unrestricted lenders, the Central Bank will replenish

their funds, through rediscounting;[ In effect new money is intrdduced so

that more seed, fertilizer, etc. can be purchased. Unless these funds come

from a diversion of Central Bank support away from other sectors of the




&

(2

4

: 7{1,";_,‘;.:

Wy

.

economy, neﬁ inflationary pressure is increased at the same time.

Thus the benefits and costs of this sort of policy need to be put

to careful, quantitative study; it is simpler to produce mqﬁéy than
to produce goods, but the iﬁplications are far more complex. In 1972
an argument of weight is the fact that many Central Luzon farmers have
been so devastated by tungro that they have not even beep able to
Tecoup seed for the following planfing_ Lack of credit is then seen

as a special bottleneck hampering seed distribution to such farmers.

The main case for subsidies in 1972 is that rice farmers in
'Centrgl Luzon and some other areas could use some relief from the
calamities of 1971.‘ This argument can be gtanted. Relief requirepents
aside, there may also bedg case for temporary subsidy.of the industry.
Those farmers of less technical expertize épd exposure to communications
channels may not well appreciate, and therefore not try, the high-
yielqing varieties and another innovations whicﬁ increase productivity.
The guestion i; whether rice farmers need a subsidy at this time in
order tolquernize_faéter. My own guess is that they doﬁ't. More than
half of our rice area is now planted to HYV, only five wet seasons
after introductioh.1 This is a very fast rate of acceptance, for any
part of the world, and I think we may have confidence in the perception ,
by piesent-day férmers of worthwhile innovations, Nevertheless, it is |

more prudent not to err on the side of optimism.

/7 :

What will be less disputed -~ expect by those with‘vegced

interest -- is tha{ifny subsidy should be strictly temporary, with a

maximum life of say five years. The benefits of increased productivity

1Admitted1y, this was aided by price support in the éatly years
of introduction, when the RCA support price had not yet been eroded by
inflation, :
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must be shared by producers.with the non-producing consumers, and this
. - . : 1
can only be done through lower prices.\~]
Among tcmporary subsidies, one would prefer those types most

[;irectly related to sources of high productivigy.| The product price

subsidy is not one of these. Under it, some farmers will switch land
from ¢orn or perhaps sugarcane to rice, and then make quick gains despite
traditional, costly methods. This would be attaining self-sufficiency

r
on the U. S. or Japanese plan. | A preferable concentrat%§g of subsidies

would be on seed, protective chemicals, minor irrigation equipment, and

to protect domestic fertilizer manufacturers from foreign competition,
would not he recommended. 1In the long-rum, the agricultural sectorvis -
entitled to fertilizer at as 1ow a cost as world technology will allow,
and domestic manufacturers, if coddled, will have less of a tendency to
adapt more efficient éechnology.

lLarge gravity irrigation projects, agricultural‘research and

“itxtension work are in a class by themsclves, Continuing work on these

>

‘3é?ojects can only be undertaken by the public sector as it would be most

N f‘v

g
g

o
i

of production figures must be rejected, Cost figures vary across the
map, and vested interests can be presumed ‘to cite those of the most in-
efficient producers. Under ordinary conditions, i.e., no dumping of rice
from Japan or U,S. into the Philippines, the market price must be presumed
to cover the cost of production, If it.did not, it would soon rise of
itself until it did. '

1Briefs for the maintenance of subsidies on the basis of cost i

2Since 1964/65, there has been a series of declines in the
price of fertilizer, due to advances in technology for producing nitrogen.
See Gian S. Sahota, Fertilizer in Economic Development, Praeger, 1968.

The EsSo Ferfllizer plant (now owned by Planter's Products) was established
just before this period. ESFAC's subsequent failure to compete with
foreign low-cost fertilizer leads us to suspect that the technology incor-
porated in its plant is of the obsolete type; the argument holds a fortiori
for the other, older domestic fertilizer plants.
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difficu}t for any profit-motiveted organization to finance itself out of
sales or hire of the products'of such projects. The term "public sector"
is obviously being stretched to include institutions, such as the one
whose Director we honor at thié time, which often serve publics beyond -

" mere national boundaries.

Some mention can he.made of two "solutions" which are in vogue:
[Ehe quedan system, and pfoducers'/consumefs' c00perative§] These are
attempts to lower the price of rice by concentrating on lowering the
transactions costs pertinent to purchasing of 1n§;£:, milling, trans-
porting, sforing and trading. Frankly, I do not expect that very much
can be accomplishf%eré. The retail price of rice consists of about 75%
in production costs and 237 in processingvand the other elements mentioned
earlier. Of the laéter 25%, basic costs of milling and tranSporting "
kprobably ﬁake the bulk, and the costs of transactions per se must be a
minor portion.\ Even éranting that transactions costs were ;educed to

-~ nil, the resulting decrease in retail prices will not be too significant:]

ij However, this is not to imply that cooperatives or the quedan system

should be dispensed with; they can be jusfified on other grounds, The RCA
needs a measure ofngder in its own transactions with the grivate sector, i
and the quedan system has apparently been a useful innovation. 1In true
cooperatives, on the other hand, the unique element is democratic control .
rather than control in proportion to capital, and, for most people, more
democracy rather than less is satisfying in itself., The point is simply
that, against the criterion of gffectivaness against the consumer price --

which I argue is the main criterion -~ these suggestions do not hold much

promise.




-20-

If the first objective -- containing rice crises -- is met,

attention passes to the second objective, namely "self-sufficiency".

It appears that Philippine society's conception of self-sufficiency

is the absence of imported rice under conditions of "reasonably" low

prices, In searching for a rationale for this universal anti-imports
K o
feeling, I am led to conclude that there is a latent desire to avoid

any leverage being applied on this society from foreign sources of

e

this critically important food. The leverage may be for all sorts
of purposes -- economic, political, military, etc. It is avoided to

some extent by purchasing rice commercially, if rice must be imported

<

in a given year, rather than seeking it as a "gift'" ‘from certain countries
which, on account of their own domestic policies, have overproduced

rice and accumulated unwanted stocks. .

On the basis of the lack of a rice crises over 1968-1970 --

—~—_

remember, our crises are dlways consumer price crises -- and the lack

: — ) o

&

§£ £ imports, possibly w& were self-Sufficient in those years. "pPossibly"
: . ” » pl
. §ecause some left-over stocks from the 1967 importations were used up

#

¢§ring this period., I should point out that the presence oX imports
Z%uring a year does not necessari}y—tmpt“—thst the country is not self-
sufficient in rice for that year. It simply implies that the government
thinks we are not, and the government can make a mistake (there is the
case of reexports of 1967). The crux of the matter is that we have

never allowed the market to indicate how much in )
imports the country needs. The government by law monopolizes the inter-

‘
!

national trade in rice, and is forced to decide whether or not to import

or export, and if so, by how much.

lgee Mangahas, "Efficient Forecasting and Philippine Rice Import/

Export Policy" in a Seminar on Consumptiaqn and Marketing of.Rice in the Phil-

ippines, sponsored by I.R.,R.I., and U,P,C.A., December 1969, mimeo proccedings.
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Whether this legal monopoly contributes to the natipnal welfare
or not, ié rather unclear. The Egal‘test”of‘gelf-suffiéiegcy_will be
?:ices that urban consumers consider reasondble, without iﬁports, and
without restrictions on imports by the private sector. If the rice
price is tending to be highe; than the landed import price from commer-
cial sources, private groups shoﬁld be allowed to import f;;ely;'if our
rice is exportable at the current domestic price, the private sector
should freely be allowed to export. Private parties cam be counted
upon to seek lowest-poésible import prices and highest possible export
prices, Import/export licensing or authorizafion réquiremeﬁts probably
attain little aside from imputing money values to tﬁe,licenses, which
is a definite poten§ial forlgraft. Freer internatioqal trade in rice
will of course keep our producers on their toeé, and tend to benefit

consumers. But then, this essay has argued at length that, fair or

“unfair, that is what our. society really wants,



Table 1.
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The Price of Rice in Greater Manilae,
Nominal and Deflated,

Price of Rice in
Greater Manila
(Macan ordinario)

Consumer Price ih—
dex (Excluding Rice) Deflated by CPI,
in Greater Manila

A C
iﬁk&px~"ﬂg‘

b

- Pesos per ganta’ (1955«100) Pesos per ganta
1967 Simple Meen 1.71 134 1272
Januery: 1.59 133.9 1.19
February 1.65 134.7 1.22
March 1.70 131.4 1.29
April 1.70 126.9 1.34
May 1.70 127.8 1.33
June 1.70 130.4 1.30
July 1.75 131.7 1.33
" August 1.80 134.0 1.34
September 1.79 136.6 1.31
October 1.71 138.9 1.23
November 1.72 142,9 1.20
December 1.75 143.2 1.22
1968 Simple Meen 1,74 . 137.4 1.266
January 1.87 137.5 1.36
February 1.77 134.9 1.31
© March 1.73 134.2 1.29
. April 1.74 133.9 1.30
 May 1.74 134.2 1.30
June 1.78 135.6 1.31
July 1.78 135.8 1.31
August 1,78 137.9 1.29
Sep tember 1.75 140.6 1.24
October 1.71 . 142,4 1.20
November 1.60 141.7 1.13
December 1.64 140.3 1.17

1967-1971.

Price of Rice

Greater Manila



Teble 1 (continued)

Page -2-

Price of Rice in
Greater Manila
(Macan Ordinario)

Consumer Price In
dex (Excluding Rice)
in Greater Manila

Price of Rice
Deflated by CPI,
Greater Manila

Pesos per ganta (1955 = 100) Pesos per ganta
1969 Simple Mean 1.65 138.8 1.18¢
January 1.51 137.6 1.10
February 1,50 135.6 1,11
March 1.50 135.8 1,10
April 1.50 136.0 1.10
May 1.52 137.0 1.11
June 1.58 138.1 1.14
July 1.63 139.0 1.17
August 1.69 142,2 1.19
September 1.87 141.4 1,32
October 1.86 141,2 1,32
November 1.82 141.8 1.28
December " 1.79 140,5 1.27
1970 Simple Mean 1.96 165.4 1,185
January 1.68 149.3 1.12
February 1.98 148.9 1.33
March ' 1.74 154.4 1.13
April : 1.69 . 159.4 1,06
May ' 1.71 161.3 1.06
% June 1.76 162.3 1,08
¢ July 1.82 167.8 1.08
3 August 2.13 169.4 1.26
: . September 2,21 170.3 1.30
¥: October 2,25 176.1 1.28
"  November 2,27 182.9 1.24
s, December 2.25 182.1 1.24
19;1 Simple Mean 2,71 192.7 1.406 i
January 2,21 188,8 1.17 ‘
February 2,31 186.4 1.24
March 2,45 181.9 1.35
April 2,50 180.5 1.38
May 2.56 182.6 1.40
June 2.63 186.9 1.41
July 2,81 196.6 1.43
August 2,97 199.7 1.49
September 3.07 201,7 1.52
October 3.16 207.2 1,52
November 2,98 207.8 1.43
December 2.88 -

SOURCE: Bureau of Agricultural Economics, Agricultural Economics,

Statistics and Market News Digest, Volume VI, No., 5,

(February 2, 1972) Table 1 on p. 3.
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Table 2. Wage Rates in Terms of Rice and in Terms of

Consumer Goods in General, 1966/67-1970/71,

Index of wage rate Index of wage rates
Fiscal deflated by the deflated by the
Year price of rice consumer price index
(19552100) (1955=100)
1966/67 144 9%
1967/68 145 91
1968/69 159 100
1969/70 164 96
1970/71 190 : 93
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SOURCE: Computations of R. Barker, International Rice
: Research Institute, January 1672,




Table 3, Loans Granted tc the Rice Industry 1961-1971

g .
(In Million Pesos)

prepared by Central Bank representatives, Annex 17 to the Report

: ‘ _ ¥ —
3 All banks . Com.:ercial banks
3 Ail  Froduction All Production Rural Developnent
3 loaug’ loens loaus loans banks barks®.
! 1961 224.5  224,5 171.9 171.9 49.8 2.8
] 1962 281.5 281.5  197.8 197.8 68.2 15.5
1963 363.7 363.7 227.8 227.8 120.8 15.1
1964 440,2 440,2 237.2 237.2 183.4 19.6
1965 341.1  "341,1  245.2.  ° 245.2 80.4 15.5
1966 402,7 402,7 281.9 281.9 - 92,1 28,7
F | ) > . :
' 1967 651.1 651.1 390.4 390.4 219,9 40.8
1968 870.3 556.1 654.1 339.9 180.6 35.6
1969 220.6  536.9 606.2 339,9 188.7 25,7
1970 850.0 - 576.0 617.2 343.2 213.0 19.8
< .
1971® 705.5  605.5 445.,2 345.2 240, 5 19.8
3 »
h %, ALl loans = production loana during 1961-1971.
1 ' ’
; bEstimates , !
% SOURCE: Table I of "Rice Financing through Banks in the Past Ten Years",

of the Inter~Agency Technical Committee on Rice and Corn Policy
to the Chairman of the National Economic Council, January 6, 1972,




Table 4., Central Bank Loans to Commercial and
Rural Banks for Rice and Corn, 1965~
1971. ®

(In million pesos)

Loans to commercial Loans to rural - Centfal Bank redig-
banks for rice and corn banks for rice _ count rate (in 7).
Total PNB .  Ricest Corn  Basic
1965 271.6 271.6 n.a. | 3 .6
1966 74,2 160.1 - 4;71» 3 4,75
1967 370.3 342.4. 45.5 ; 3 6
1968 1079.9 866.4 461 / 4 7.50
1969 1013.,5  916.5 63.6 6 8-10
1970 122,2 100,12 81.4 ; 6 8-10
¢ 1971 5.4%:P 5.4%P 85.7° j 6 8-10
gig 8Rice only,
F
?; bEmergency advances under Section 90 of R.A. 265.

January to December 16 only,

©January to November only.

. SOURCES; Tables III and IV of "Rice Fimancing  through Banks in the
Past Ten Years," prepared by Central Bank representatives,
Annex 17 to the Report of the Inter-Agency Technical Com-
mittee on Rice and Corn Policy to the Chairman of the
National Economic Council, January 6, 1972,




Table 5.

CB Loans Qutstanding to Commercial
Banks for Rice and Corn, 1965-1971

(In Million Pesos)-.

All commer-

cial banks PNB
1965 151.7 141;4
1966 179.6 168.8
i 1967 348.8 331.2
| 1968 514.6 443,8
:1969 633.2 606.8
5 1970 343.9 343.9
; % 1971(Dec. 20)  302.4 302.4

[ 2 T

Wi

SOURCE :

N

1‘7“

Table V of "Rice Fidancing

through Banks in the Past

Ten Years,'" prepared by )
Central Bank representatives, : 1
Annex 17 to the Report of the

Inter-Agency Technical Com-

mittee on Rice and Corn Policy

to the Chairman of the National

Economic Council, January 6, 1972.
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Table 6, Fertilizer Price Quotations Before
and After the 1970 Peso Devaluation

Atlas Chemical

Ammonium Sulphate
(21-0-0) in pcesos per 100 1b,

Luzon
Visayas
Mindanao

Ammonium phosphate
(16-20-0) 4in pesos per 100 1b,

Before Devaluation

After Devaluation

Luzon
Visayas
Mindanao

Esso Fertilizer

Urea (40-0=0) .
in pesoSupproMT |

Luzon
. Visayas
Mindanao

Ammoniur phosphate
(16-20-0) in pesos per MT

Luzon
Visayas
Mindanao

13.50-14,00

.11.,18-14.70

'15.00-16,00

17.50-19,00
14.80-19.30
19.60-20.60

420-485
440-520

440-520
375-460

17.60-18.50
16,50-18.83
19.13-20.13

25,30-26.00
22,50-25,72
26,02-27,02

630-710
540-750

540-750
500-615

SOURCE: Collected by Mrs, Meliza H. Agabin at the
Fertilizer Institute of the Philippines;
original data from the fertilizer companies.




Table 7., Philippine Rice Yields and Irrigation Rates,

V% 1968/70,
1 (Three-Year Avefages)
Period Yields in MT Percent of crop
palay per ha. area irrigated
]
1948/50 1.15 19
1951/53 1.17 | n.a.
1954/56 1.20 22
1957/59 1.11 24
1960/62 1.17 28
© 1963/65 1.25 31.
1966/68 1.34 38
b 1963/70 1.46 42

St

d1rrigated area available only for 1948,
1956, 1959 and yearly thereafter.

L

Wy AL

! g;& SOURCE: Randolph Barker, William H. Meyers,
1 ] ‘ ‘ Cristina Crisostomo and B,rt Duff,
. ""Employment and Technological Change ?

in Philippine Agriculture," Paper
prepared ifor the UN, International
Labor Office, October 1971, Table 2;
, A basic data from the Bureau of Agri-
el cultural Economics,
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Table 8. Incoming Shipments of ymported Rice,
: Philippines, April-November 15, 1971

Month in Number of Volume in
1671 . Shipments Metric Tons
April 1 2,460
May 0 | 0
June 4 | 17,681
July . 5 18,550
August, 7 61,259
September 3 23,000
October ‘ , 11 44,642
Novcmbef 1-15 - 9 59,234
TOTAL 49 2‘467,'226

SOURCE: J. D. Drilon, Jr. The RCA in the
Last Eight Months (Terminal Report)

mineo, December 6, 1971, p. 10.







