PROCEEDINGS OF THE POLICY SEMINAR
ON PHILIPPINE RICE TRADE POLICIES
AND RICE SECURITY:

: \ W AlM CONFERENCE CENTER, MAKATI CITY
F U U R E SPONSORED BY PHILIPPINE RICE RESEARCH INSTITUTE (PHILRICE)
! I |

SEFTEMBER 26, 2012

A\l

§=

Iy
VY




Published by the DA-Philippine Rice Research Institute
Maligaya, Science City of Munoz, Nueva Ecija
Copyright © 2015

ISBN: 978-971-9081-97-5



DEPARTMENT OF AGRI URE

PHILR

PHILIPPINE RICE RESEARCH INSTITUTE



CONTENTS....

Proceedings of the Policy Seminar on
Philippine Rice Trade Policy and Rice Security:
Future Directions

Published by the DA-Philippine Rice Research Institute
Maligaya, Science City of Munoz, Nueva Ecija
Copyright © 2015

ISBN: 978-971-9081-97-5

Foreword

Acknowledgment

Seminar Rationale

Updates on rice QR

Studies on rice QRs and tariffs
Objectives

References



PAPER 1: Background on the Philippine

rice trade policies
Speaker: Ma. Eden S. Paidozo, PhD

18 Discussion
Discussant: Minda C. Mangabat, PhD

20 Open Forum

PAPER 2: Should the Philippines extend
(again) its special treatment on rice?
Speaker: Ramon L. Clarete, PhD

33 Discussion
Discussant: Cristina C. David, PhD

51 Open Forum
PAPER 3: Competitiveness of the
Philippine rice industry vis-a-vis
southeast Asian nations
Speaker: David C. Dawe, PhD

70 Discussion
Discussant: Mercedita A. Sombilla, PhD

73 Open Forum

PAPER 4: Should the Philippines tarrify
its quantitative restrictions on rice?
Speaker: Roehlano M. Briones, PhD

83 Discussion
Discussant: Sergio R. Francisco, PhD

89 Open Forum

PAPER 5: Future directions of the rice
trade in the Philippines
Speaker: Flordeliza H. Bordey, PhD

105 Discussion
Discussant: Gelia C. Castillo, PhD

116 Open Forum

Appendices

Seminar Program

List of Participants

Policy Research and Advocacy Team

Editorial Team




FOREWORD

—h

sBuipaadold

Tariffs and quantitative restrictions (QRs) are two policy instruments used in
dealing with international trade of goods. Tariffs are the taxes imposed by the
government on both imported and exported products, while quantitative
restrictions (QRs) are measures such as quotas, bans, and licensing requirements
imposed by the government to limit the volume of particular commodity that
enters the country.

The Philippines acceded to free trade agreements in 1995, but rice was exempted
from this because of food security issues. This special treatment on rice expired
in 2005 but the government requested for QR extension to retain protection until
2012. However, the government once again negotiates for another extension in
2012 because the country targets rice sufficiency by 2013. For several years, the
government has adhered to rice QR in protecting the local rice industry. It is then
interesting to review this policy and assess the impact it has brought to the
economy.

The Philippine Rice Research Institute (PhilRice) desires to help create a favorable
policy environment to address issues related to rice sufficiency. As trade
liberalization is one of these, the institute organized and conducted the Policy
Seminar on Philippine Rice Trade Policies and Rice Security: Future Directions on
26 September 2012 at AIM Conference Center, Makati City. This event convened
researchers and representatives from the government, non-government
organizations (NGOs), private sector, and State Colleges and Universities (SCUs)
to discuss updates and issues on rice trade policies. Information and policy
options based from the discussion are hoped to be considered by decision-
makers in the government involved in trade.

This book was published to serve as a reference material on Philippine rice trade
policies, its impact, and its future direction. We hope that this will be useful for
researchers, policymakers, and players in international trade.

EUFEMIO T. RASCO JR., Ph.D.
Executive Director
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Rationale

Tariffs and quantitative restrictions (QRs) are two policy instruments used in
dealing with problems on international trade. Tariffs are the taxes imposed by the
government on both imported and exported products, while quantitative
restrictions (QRs) are measures such as quotas, bans, and licensing requirements
imposed by the government to limit the volume of a particular commodity
entering into the country during a specified time period.

Tariffs and QRs limit the entry of imports into the country. Tariffs, however, can
generate government revenue while QRs only protect the local industry against
competition from imported goods.

The Philippines acceded to the World Trade organization (WTO) in 1995. Under
the agreement on agriculture, QRs and other protective measures that may
distort free trade will be removed and replaced by reduced tariff rates. Rice was,
however, exempted from the removal of QR because of food security issues

(Cororaton, 2004).

This special treatment on rice, however, expired in 2005. The government
requested for its extension for 7 more years, until 2012, to continue protecting
the farmers and avoiding influx of cheap imported rice in the Philippine market.
The request was approved but the government had to concede on increasing the
Minimum Access Volume (MAV) for rice to 350,000 metric tons (MT) with a
reduced tariff of 40%.

In light of the country's target for rice sufficiency, the government is requesting
once again for a 3-year extension of QR that is due to expire in June 2012. The
new negotiations may involve further reduction of tariff on rice from 40% to 35%.
Some member-countries are likewise bargaining for the entry of greater volume
of other goods, like pork, in exchange for the retained protection on rice.
However, if this negotiation would be costly, the government might have to resort
to tariffication (GMA News Online, 2012, May 01).

For several years, the government has adhered to rice QRs in protecting the local
rice industry. It is then interesting to review this policy and assess the impact it
has brought to the industry. Several researches have already studied issues on
rice trade liberalization but these need updating.

This activity will gather information about updates on and future directions of the
rice trade policies. A synthesis of policy options or recommendations based on
the seminar discussions will be provided to policymakers for their consideration.



Updates on The quantitative restrictions on rice imports will expire in June 2012.
rice QR According to the National Food Authority (NFA) administrator, the country
submitted a petition regarding the extension of QR on rice imports for
another 5 years in March 2012 during the WTO committee meeting in Geneva,
Switzerland (Oryza, 2012).

The WTO petition states that in exchange to the waiver, the Philippines would
observe the following conditions: (1) further reduce the current 40% in-quota
tariff to unspecified lower level, (2) it should agree to annual reviews which
implies that the Philippines should be ready for future amendments or
termination of the waiver, (3) after the expiration of the waiver on June 2017
should collect ordinary customs duties on rice imports (Oryza, 2012).

The Philippines strongly seek for this extension as it still needs to prepare its
rice farmers for the competition in the world market if ever tariffication will be
pursued. However, according to the Department of Agriculture Secretary, the
country is ready to forego QR on rice if the "stakes are too high". As of this
writing, talks about the decision over the extension of the QR are ongoing
(Oryza, 2012).

Studies onrice The removal of QRs may cause the consumer price to drop due to the influx of

QRs and tariffs rice in the Philippines (Cororaton, 2004). This positive result, however, is not
enough to alleviate the decline in income of households engaged in rice-based
business. Majority of them are farmers whose major source of income is rice
farming.

The inevitability or market reform requires careful implementation. Cororaton
(2004) suggests enforcement of measures that may mitigate tariff effects to rice-
dependent groups such as productivity improvement through a vigorous program
of intensified use of high-yielding rice varieties, irrigation, better farm-to-market
roads, and measures to encourage growth of other non-rice crops.

Tarrification is only an instrument to promote trade liberalization and greater
market access in agriculture. QR will only lower the prices of the small farmers
produce. As a result, investment of farmers to agriculture may decline, leading to
a decrease in production of primary agriculture products (Rice Watch and Action
Network, 2006)

Meanwhile, Briones and Parel (2011) recommend that the government should
consider tariffication as it promotes fair, efficient, and credible allocation of the
import quota. Regarding food security issues, rice self-sufficiency is neither
necessary nor sufficient for food security. The Philippines can manage food
insecurity through rice importation (Briones and Parel, 2011).

D
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Objectives The policy seminar on Philippine rice trade policies and rice security: Future
Directions aimed to:

B Review history and the current status of rice trade policies in the Philippines;

B Assess implications of 2005 QR extension to the rice industry, particularly on
rice sufficiency and price stability;

B Assess the competitiveness of Philippine rice industry;

B Determine the advantages and disadvantages of rice tariffication; and

B |dentify future directions of the Philippine rice industry under the tariff regime.

References Briones, RM. and D.C. Parel 2011. "Putting rice on the table: Rice policy, the
WTO, and food security” http://dirp4.pids.gov.ph/ris/pn/pidspn1111.pdf
Accessed 2 May 2012.

Cororaton, C.B. 2004. "Can the poor benefit from the removal of QR on rice?”
http://dirp4.pids.gov.ph/ris/pn/pidspn0404.pdf Accessed: 2 May 2012.

GMA News Online. 2012. "Agri. Dept.: PHL may give up quantitative restrictions
on rice if it proves costly”,
http://www.gmanetwork.com/news/story/256793/economy/agricultureandmi
ning/agri-dept-phl-may-give-up-quantitative-restrictions-on-rice-if-it-proves-
costly.

Oryza 2012. "Philippines Ready to Forego Rice QR if ‘Stakes Are Too High™
http://www.oryza.com/Rice-News,/14995.html.

Oryza 2012. "Philippines seek extension on quantitative restriction”,
http://oryza.com/Asia-Pacific/Philippines-Market/Philippines-Seek-Extension-
On-Quantitative-Restrictions.html.

Rice Watch and Action Network 2006. "Rice QRs vs Rice Tarification: Which is
better?” In R1 Secretariat, ed, Development Prospects for the Rice Industry:
Proceedings of A Series of Round Table Discussions on Rice. Quezon City,
Manila: Rice Watch and Action Network. 48-60.
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Introduction

Trade Policy
Reforms

Rice is considered as the single most politically important commodity in the
country. It accounts for 9% of total household spending and about 1/3 of total
food consumption. It is grown in 1/3 of the country's crop land or about 4
million ha. out of the total 13 million ha. contributing 19% of the total output of
agriculture. The rice industry employs about 3 million farmers and agricultural
workers comprising about 30% of the total employed in agriculture.

The Philippines, however, remains a top importer of rice owing to the rapid
increase in population and the low yield in rice compared to its Asian neighbors.
The country's population had more than doubled since the first high-yielding
varieties of rice were developed.

Owing to the economic and political importance of rice in the Philippines, rice
self-sufficiency has been a major government policy goal. Whether or not a
policy goal can be achieved without significant efficiency cost depends on the
country's comparative advantage in rice production and the host of economic
policies it will undertake to support this goal (Baulita-Inocencio and David, 1995).
Thus, this paper presents the background on the trade policies, undertaken in
the agriculture sector and the corresponding policies affecting the rice industry.

Rice trade policies are intertwined with trade reforms undertaken by the
government. Trade reforms are, in most countries, an integral part of a package
of policy measures implemented to correct perceived imbalances in an economy
and/or to achieve specific sectoral objectives (FAO, 2006). Policies that will
ensure self-sufficiency in production were undertaken as early as 1949 when the
country embarked on a development strategy of industrial import substitution.
The strategy provided high tariffs on competing imports and low tariffs on
essential producer inputs so as to protect the domestic producers of final
goods. In 1970, the government shifted toward export promotion. The
imposition of export taxes and the implementation of maintaining an overvalued
exchange rate policy regulated domestic prices but were likewise meant to draw
off the gains from domestic and international trade with the increase in
international commodity prices during this period.

The import tariff and export tax structures favored heavily the import competing
non-agricultural industries (especially consumer goods manufactures), and were
strongly biased against agriculture and agricultural trade (Intal, 1985) (Table 1).
The bias in the tariff structure has been in place since the 1950s. It reflects an

'Paper delivered during the seminar on Philippine tfrade policies and rice security: Future Directions,
AIM Conference Center, Makati City, 26 September 2012.

2 Professor, Department of Agricultural Economics, College of Economics and Management, UP Los
Banos.



industrialization strategy that is based on artificially raising the prices of
manufactured goods and reducing prices of food and raw materials to increase
the profitability of the industrial sector. The exchange rate and trade policies
during the 1970s became even more biased against agricultural exports (Bautista,
1984).

The restrictive trade policies adopted between the 1950's and the late 1970's
created serious market distortions (Austria and Medalla, 1996 as cited by
Cororaton, 2007; Intal, 1985; David, 1997). They penalized the domestic economy
in several ways (1) import controls resulted in an overvalued exchange rate that
favoured import-substituting firms; (2) continued protection increased domestic
output prices, which became an impediment to forward linkages; and (3) tariff
escalations and import controls weakened backward linkages, as tariffs on capital
and intermediate goods were kept low relative to those on finished products.
These policy biases promoted rent-seeking activities and distorted economic
incentives against investments in agriculture. The agricultural sector, which served
as the backbone of the country's economy, providing the necessary foreign
exchange needed by the import-dependent manufacturing sector, stagnated, and
its comparative advantage eroded. This system of protection led the industrial
sector to concentrate on import-dependent, assembly-type operations with
minimal value-added and few or no forward and backward linkages. Realizing the
pitfalls of the import-substitution policy and the following export-promotion
strategy, the government commenced implementing a series of tariff reform
programs (TRPs) in 1981.

The tariff reform and import liberalization programs adopted during this period
were implemented as a condition for a World Bank structural adjustment loan
package. The TRP reduced tariff rates from 100% to between 10% and 50%.
The Import Liberalization Program reduced the proportion of restricted items from
24% to 20%. This was, however, postponed by 3 years because of the 1983
economic crisis. The balance of payment crisis reversed the trade liberalization
process. Additional tariffs and taxes were imposed. Foreign exchange was
prioritized, with virtually no allocation for consumer goods manufactures. Hence,
the domestic import substitutes became more protected while exports became
more penalized. Import liberalization resumed in 1986 mostly on industrial
goods, agricultural export taxes were removed, fertilizer and wheat imports were
likewise liberalized, but not for imports of agricultural commodities.

After the completion of the TRP in 1985, a new round of unilateral tariff reductions
was implemented. Executive Order (EO) 470 in 1991 signaled the advent of TRP I,
which reduced the number of high-tariff commodity lines over a 5-year period
ending in 1995 and decreased the number of high-tariff commodity lines and
increased the low-tariff commodity lines. EO 8 issued in 1992 removed
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quantitative restrictions (QRs), which were replaced by tariffs. This was, however,
reversed by the Magna Carta for Small Farmers, which required QRs on agricultural
products grown domestically in sufficient quantities. Thus, in 1993, through
Memorandum Order 95, QRs for corn, pork and poultry were restored, but not for
beef and sugar.

In 1995, the Philippines, under the World Trade Organization (WTO), committed to
gradually remove QRs from imports of sensitive agricultural products (products
identified by the government as being politically sensitive), with the exception of
rice, by switching to tariff measures. Under the WTQO, the Philippine tariff
commitments for agricultural commodities have the highest rates of protection
followed by textiles and metals. In the same year, the government implemented TRP
I, which established a 4-tier tariff schedule: 3% for raw materials and capital
equipment not available locally, 10% for raw materials and capital equipment
available from local sources, 20% for intermediate goods, and 30% for finished
goods. The overriding goal of TRP Ill, however, was to implement a uniform tariff
rate of 5% by 2005.

In 1996, also under TRP lll, the government implemented a tariff quota system for
sensitive agricultural products. According to the minimum access volume (MAV)
provision of the Marrakesh Agreement establishing the WTQO, a relatively low tariff
rate was imposed on imported sensitive agricultural products up to a minimum
import level (in-quota tariff rate), while a higher tariff rate was levied beyond the
minimum import level (out-quota tariff rate).

Appendix Table 1 shows the products included in the MAV provision and their in-
quota and out-quota tariff rates. From this table, it can be gleaned that, while there
has been a reduction in the out-quota tariff rates across commodities, the in-quota
rates remained generally unchanged since 1996. By 2005, the in-quota and out-
quota tariffs for several products had been equalized, although still at relatively high
levels. In 1998, TRP IV was undertaken to recalibrate the tariff rate schedules
implemented under the previous TRPs. This decision to recalibrate resulted from a
review process that evaluated the pace of tariff reduction in line with the level of
competitiveness of local industry and the need to raise additional government
revenues. With TRP IV, the planned uniform tariff rate was suspended.

TRP Il (1996-2003) aimed at a uniform tariff rate of 5% in 2004. A series of EOs,
(EO 189 (machinery and capital equipment); EO 204 (garments and textiles); EO
264 (industrial products); EO 288 (non-sensitive agricultural products); and EO 311
(tariffication of quantitative restrictions in agricultural commodities)), were issued to
gradually restructure the economy. Since 1996, tariff rates have been clustered at
3% (Austria, 2002). Tariff adjustments were likewise made in response to the
adverse effects of the Asian financial crisis on the economy (EO 465) was issued in



Uruguay
Round (UR)
Agreement

on Agriculture

Regional Trade
Agreement

1998 and (EO 63) in 1999 to alleviate the difficulties faced by domestic industries
adversely affected by the crisis. The applied tariff rates on 694 tariff lines for
chemicals, textiles, metals and machinery were temporarily raised to a level at or
below those bound in WTO but only for 1999, after which they would revert back to
their old rates (WTQ, 1999). Appendix Table 2 summarizes the major episodes of
trade policy reforms in the Philippines.

Another important development in the trade policy reform efforts of the Philippines
is it's ratification of the General Agreement on Tariffs and Trade (GATT)/World Trade
Organization (WTO) Uruguay Round Agreement in 1995. This ratification set a
decisive path towards liberalization in agriculture. Two types of commitments were
made by the Philippines in the Agreement on Agriculture (AoA): (1) external
commitments of the Philippines in compliance with the agreement; and (2) internal
commitments to Filipino farmers. Philippine external commitments included
enhanced market access, removal of domestic support (13% reduction from 1995
to 2004 for trade-distorting support), and suspension of export subsidies;
tariffication of all QRs; prohibition of non-tariff barriers (NTBs); minimum access
volumes (MAVs) of 3% on 1986 to 1988 consumption for 1995 and 5% on 1986 to
1988 consumption for 2004; reduction in tariff bindings by 24% with minimum 10%
cut per tariff line from 1995 to 2004; and plant variety registration and protection
(patent or sui generis system) (FAO, 2003).

For its internal commitments to farmers, the Philippines promised to provide an
action and budget plan for UR adjustment measures (safety nets); enactment of
appropriate legislation (e.g. Agriculture and Fisheries Modernization Act [AFMA]) to
provide tariff reductions on inputs, as well as trade remedies to act as safeguards
against import surges, injuries to domestic industries and dumping; reforms in the
value-added tax for agro-processors; budgetary support to agriculture amounting
to P73 billion from 1995 to 1998 under the UR Action Plan; and support for
irrigation of P28.4 billion from 1995 to 1998 and P6 billion per annum from 1999 to
2004 (FAO, 2003). As early as 1999, the assessment of Philippine compliance was
substantial in terms of the external agreement but mixed and inadequate under
domestic or internal commitments, and less than satisfactory under the AFMA
(Habito, 1999 as cited by FAO, 2003).

The ASEAN Free Trade Area (AFTA) was organized in 1992 to address the possible
trade effects of other regional trade agreements. The aims of the AFTA were to
reduce tariffs to between 0% to 5%, and to abolish QRs and other non-tariff
barriers by 2010. The AFTA free trade mechanism is governed by the common
effective preferential tariff (CEPT) scheme, under which products are classified into
several categories: inclusion list, temporary inclusion list, sensitive list, highly
sensitive list and general exception. Their levels of tariffs are directly proportional
to their degree of sensitivity.

—
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Rice Trade
Policies

Structure of
Protection

Unprocessed agricultural products were commonly included in the sensitive list (SL)
and trade liberalization was started between 2001 to 2003. Member countries are
required to achieve the 0% to 5% tariff targets by 2010. Moreover, each member
country had set its preferential tariff on commodities coming from member countries
at rates no higher than the Most Favored Nation (MFN) rates. However, in June 2010,
the Philippine government invoked the protocol to provide special consideration for
rice and sugar. Thus, rice still retains its tariff of 40% from 2010 to 2014 and 35% in
2015. Sugar will have a gradual reduction in tariff from 38% in 2010 to 28% in 2012,
18% in 2013 and 10% and 5% by 2014 and 2015, respectively.

With due consideration to developing countries, their predominant staples were
exempted from tariffication. However, MAV's (Minimum access volume) have to be
provided corresponding to 1% of the base period domestic consumption of the
product concerned increasing over time up to 4% of domestic consumption in the
final year of implementation.

Hence, rice, as the basic staple of the Philippines, was not tariffied during the
Uruguay Round. The National Food Authority retains the first right to import rice in
accordance with the government'’s food security policy. The rate of duty on rice
started at 50%. In 2000, the MAV was at 119,460 mt and increased to 134,396 mt in
2004. The Philippine government filed for the extension of the Special Treatment on
rice until 2012 since the 10-year rice quota under Annex 5 of the WTO Agreement on
Agriculture expired on 30 June 2005. To compensate other WTO member-countries
for the requested 7-year extension of the special treatment on rice, EO 627 was
issued, which reduced the MFN rates on certain agriculture products (i.e.,
mechanically deboned meat).

Meanwhile, WTO temporarily waived the lifting of rice QRs so that the Philippines
could conduct bilateral talks with other countries after it requested an extension. As
a result, negotiations with interested WTO member countries were initiated. The
Philippines MAV for rice has increased to 350,000mt annually at reduced tariffs equal
to 40%. The NFA imports 35% of the import allocation while 65% goes to the private
sector. A duty-free import quota is allocated for the private sector subject to a
minimum fee of PhP 100 per 50 kg bag (Table 2).

The rice industry is one of the highly protected sectors in the economy, and its
nominal rate of protection (NPR) has been rising, reaching 87% in 2000, thus
reflecting a drastic reversal of rice price policy from the historically pro-urban to
pro-farm bias (David, 1996). Its NPR was negative in the second half of the 1970s
and the first half of the 1980s. This negative NPR had little effect on producers
because of high world commodity prices together with the impacts of the Green
Revolution, under which irrigation programs were expanded and new seeds and
fertilizers were introduced, all of which increased rice productivity. The government
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likewise expanded credit facilities to rice farmers. There were also land reform
programs, under which tenant farmers became owner-operators. The sharp fall in
investments in irrigation and the stagnating yield potential of newer rice varieties,
however, in the 1980's slowed the domestic production of rice significantly. The
drop in the world price of rice increased the NPR of rice from an average of 16%
in 1985-89 to 67% in 1995-99, after which it has been a general decline. In
2005, the NPR dropped to its lowest level, 15%. The increase in the world price of
rice and the depreciation of the Philippine currency were the main culprits. In
2007, the NPR and the EPR for rice were 27% and 31%, respectively.

The MAVs or QRs for rice serve to limit the entry of commodities to the country
and may lead to unstable prices as market players react spontaneously to the
erratic level of deficits or surpluses. In contrast, although the imposition of import
tariffs raises prices above the world level, there is no limit placed on the allowed
level of imports and prices therefore tend to be more stable. The government's
current trade policy under prevailing international commitments, which charges in-
quota tariffs for imports within prescribed MAVs and out-quota tariffs for volumes
outside of them, functions like a QR because of the difficulty often experienced in
obtaining import licenses for shipments beyond the limit. Restrictions on the
supply of goods relative to their demand results in higher prices, and thus
adversely affects final consumers due to its inelastic demand.

Moreover, the import restrictions had insulated the domestic market from the
international rice market thus making rice production profitable to farmers but not
to society (Estudillo et al., 2002). This can be seen in the higher nominal
protection rates accorded to rice and the lower effective protection rates given to
the industry. This had also enhanced rice import competitiveness in the market.
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TABLES

Table 1. Structure of agricultural protection in the Philippines.

SECTOR EPR ? INDEX
A. Agriculture and Primary 100
Manufacturing 489
All Sectors 400
B. Exportables 100
Nonexportables 1525
All Sectors 900

Source: Tan (1979) as cited by Intal (1985).

= The effective rate of protection is a measure of the total effect of the entire tariff structure on the
value added per unit of output in each industry, when both intermediate and final goods are

imported.

Table 2. Philippine Rice Import Policy, 2011

IMPORT POLICY

State Trading

Import duty

Quantitative restriction

Minimum access volume

The NFA imports 35% of the
import allocation while 65% goes
to the private sector.

A duty-free import quota is
allocated for the private sector
subject to a minimum fee of PhP
100 per 50 kg bag.

Importation of rice into the country
is subject to a 40% tariff, and duty-
free importation is limited to a
concessionary amount of only
350,000 mt.

The minimum access volume of
the Philippines for rice is 350,000
mt annually at reduced tariffs
equal to 40%.

Source: A. Tobias et al. (2012) Handbook on Rice Policy on Asia (2012).
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Table 3. Nominal protection rate (%) by commodity and by year, 1960-2007.
COCONUT

YEAR RICE CORN SUGAR . BEEF CHICKEN PORK
Oil Copra
1960-64 20 53 9 -16 24 30 115 -13
1965-69 12 44 86 29  -31 -32 163 -24
1970-74 4 19 -37 -31  -35 -53 84 -38
1975-79  -13 30 -26 -20 -28 -25 91 -39
1980-84 -13 25 19 -28 37 15 100 -28
1985-89 16 67 122 -16 -31 6 56 2
1990-94 26 70 51 -7 -26 31 69 43
1995-99 67 86 107 -12 -20 103 43 88
2000 87 104 82 -17  -33 73 23 53
2001 83 79 73 -21  -33 26 8 37
2002 63 51 111 -13  -18 18 5 76
2003 49 30 86 21 -20 28 -2 49
2004 21 41 47 -10  -30 -1 -5 32
2005 15 53 15 -16  -34 5 0 47
2006 19 51 2 -1 -32 16 22 80
2007 27 32 80 -10 -28 26 27 94

Source: David et al, 2009 and Cororaton, 2007.

Table 4. Effective protection rates for selected agricultural products, 2000-2007.

MANGO,
YEAR RICE CORN PINEAPPLE SUGAR COCONUT GUAVA,
MANGOSTEEN
2000 101 120 16 108 -36 17
2001 96 91 16 96 -36 17
2002 73 59 11 147 -19 11
2003 57 34 7 113 -22 8
2004 24 47 11 62 -32 17
2005 17 61 11 19 -37 17
2006 22 59 11 26 -35 17
2007 31 37 11 105 -30 17

Source of basic data: Philippine Tariff Commission, 2007.



Appendix Table 1.
commodities (in %).

In-quota and out-quota tariff rates of selected

COMMODITY/TARIFF RATE 1996 2000 2005-10
Live pork swine
Less than 50 kg
In-quota 30 30 30
Out-quota 60 45 35
50 kg or more
In-quota 30 30 30
Out-quota 40 35 35
Live sheep and goats
In-quota 30 30 30
Out-quota 60 45 40
Live poultry (2 kg or more)
In-quota 40 40 35
Out-quota 80 50 40
Pork meat (swine)
In-quota 30 30 30
Out-quota 100 60 40
Sheep and goat meat
(fresh or chilled)
In-quota 30 30 30
Out-quota 60 40 35
Chicken meat
In-quota 50 45 40
Out-quota 100 60 40
Duck meat
In-quota 50 45 40
Out-quota 100 60 40
Potato (fresh or chilled)
In-quota 50 45 40
Out-quota 100 60 40
Onions
In-quota 30 30 40
Out-quota 100 60 40
Garlic
In-quota 30 30 40
Out-quota 100 60 40
Coffee
In-quota 50 45 30
Out-quota 100 60 40
Sugarcane
In-quota 50 50 50
Out-quota 100 65 65
Corn
In-quota 35 35 35
Out-quota 100 65 50
Rice (milled or wholly milled) 50 50 50
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Appendix Table 2. Major episodes of trade policy reform in the

Philippines.
YEAR | EVENT DESCRIPTION
1980 | Marcos Administration TRP | reduced the level and dispersion of

Tariff Reform Program | tariff rates from 0 to 100% in 1980 to 10 to

EO 609 and EO 632-A 50% and removed quantitative restrictions

(January 1981) from 1981 to 1985.

1983 | Assassination of Benigno

Aquino

Balance of payment crisis

Suspension of the TRP |

1986 | EDSAI

Aquino Administration

Revival of Import

liberalization

1990 | EO 413 (July 1990) EO 413 to simplified the tariff structure by
reducing the number of rates to four,
ranging from 3 to 30% over a period of 1
year, but was not implemented

1991 |EO 470 (July 1991) | TRP Il reduced the tariff range to 3% to

Tariff Reform Program || 30% by 1995

RA 7607 Restricted agricultural imports competing

Magna Carta of the Small | with domestic production

Farmers

1992 | Ramos Administration EO 8 tariffied quantitative restrictions for

EO 8 153 agricultural products and tariff

Tariff Reform Program Il realignment for 48 commodities

CB Circular Nos 1348 and | Liberalized 220 items majority of which

1356 were agricultural products

MO 95/A0 23 (based on the | Imposed trade restrictions on 53 farm

Magna Carta of Small|products including sugar, corn, and their

Farmers) substitutes (wheat, feeds, sorghum), poultry

RA 7308 Seed Law and livestock products
Regulated the imports of seeds and
planting materials

1994 | Ratification of the GATT-
WTO
1995 |EO 264 (August 19950 | EO 264 further reduced the tariff range to

Tariff Reform Program IlI 3% and 10% levels, reduced the ceiling rate
on manufacture goods to 30% while the
floor remained at 3% and created a four-tier
tariff schedule, 3% for raw materials, 10%
for locally available raw materials and
capital equipment, 20% for intermediate
goods, and 30% for finished goods.

EO 288 (December 1995) EO 288 modified the nomenclature and
import duties on non-sensitive agricultural
products.

1996 | EO 313 ( March 1996) EO 313 modified the nomenclature and
increased the tariff rates on sensitive

Source: Rafaelita M. Aldaba. 2005. Policy Reversals, Lobby Groups and Economic

Distortions. PIDS Discussion Paper 2005-04.




I\ @l BACKGROUND ON THE PHILIPPINE RICE TRADE POLICIES

DIH{edVEEi[e]s] Minda C. Mangabat, PhD?, Discussant

The paper traces the progression and main features of the country's trade reforms from
unilateral efforts to participation in multilateral and regional trading agreements. All these
serve as stimulating background in today's seminar wherein the discussions in succeeding
papers focus on specific important topics on rice trade such as quantitative restrictions, its
advantages and disadvantages, and comparison of the competitiveness of the rice industry
in the Philippines with other countries in the Southeast Asian region.

While it is true that the increasing population which is rising at an average annual rate of
2.2% and the low yield of paddy which keep the Philippines as a top importer of rice, the
area on rice in the country is also a contributing factor. Table A shows that the yield of
paddy in the Philippines is higher than that of Thailand, in spite of this, Thailand is a major
rice exporter because of its large paddy area not because of its yield.

Table A. Comparisons of paddy yield, yield growth, area and production in selected
Asian countries, 2010.

. Yield growth (%) Effective area, .

Yield Production
Country (M hectares)

(mt/ha) 2000-2010 (Mmt)
China - 0.71 30.1 197
India 6.55 1.3 37 121
Indonesia  5.01 1.4 13.2 66
Philippines 3.62 1.83 4.4 16
Thailand 2.88 1.37 11 32
Vietnam 5.32 2.24 7.5 40

Source: Paper presentation of Dr. Liza Bordey, on September 7, 2012 at the
Philippine Carabao Center, Nueva Ecija.

The discussion on regional trade agreement was focused on the ASEAN Free Trade Area
or AFTA. Developments showed that 100% of all products in the inclusion list (IL) are
already at 0% tariff. With the proliferation of regional trading agreements (FTAs) perhaps
it may also be worthwhile to mention the other regional trading agreements where the
Philippine maintain trade engagements with ASEAN Dialogue partners such as:

B CHINA: ASEAN-China Free Trade Area (ACFTA)
B KOREA: ASEAN-Korea Free Trade Area (AKFTA)

—
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sStatistician, Bureau of Agricultural Stafistics, Department of Agriculture
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B JAPAN: ASEAN-Japan Comprehensive Economic Partnership (AJCEPA)
AUSTRALIA and NEW ZEALAND: ASEAN-Australia & New Zealand Free Trade

W Agreement (AANZFTA)

B INDIA: ASEAN-India Free Trade Agreement (AIFTA)

M EU: Asean-European Union Free Trade (AEUFTA)

In the foregoing FTAs, the common elements are flexibility in utilizing the special and
differential treatment principle, recognition of domestic concerns/interests, private sector
consultations, transparency, comprehensiveness and World Trade Organization (WTO)
consistency.

In Table 2 (Philippine rice import policy, 2011), it was stated that the policy in terms of
state trading on rice specifies that the NFA imports 35% of the total import allocation
while 65% goes to the private sector. This was verified from the National Food Authority
(NFA) if there have been changes in this policy. Based on actual annual allocations in
recent years, 2011 and 2012, it was reported that the percentage import allocations during
these years were not fixed. In 2011, out of the total rice imports of 500,000 mt, only
120,000 mt or 24 % were imported by NFA while the private sector's (registered NFA
importers) share was 380,000 mt or 76%. In 2012, volume of rice import determined by
the NFA Council was 860,000 mt. Of these, the share of NFA was 200,000 mt or 23.3%
while 660,000 mt or 76.7% were allocated to registered NFA importers. Rice imports are
auctioned to the private sector with a service fee and subject to the import tariff of 40%
as mentioned in the paper. The duty-free import quota allocated to the private sector
which was mentioned in the paper is a tax expenditure subsidy.

The import allocation depends to some extent on domestic rice supply conditions. Also, a
buffer stock is required, 30 days during lean months which start in June and 15 days
starting December as a result of peak harvest from the fourth quarter of the year.
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Private importation under NFA accounts

Clarifications were forwarded on issues relating to private sector importation. In the
past, the National Food Authority (NFA) monopolized rice importation, which has resulted
in its ballooning financial deficit. The government then allowed the private sector to
participate in importation during the latter part of the Arroyo Administration to reduce
the financial pressure on NFA. This was also to prepare the private sector to participate
in international trading. Nevertheless, the NFA still decides on matters relating to the
country's import volume, and the extent of private sector participation.

NFA rice importation is under two accounts: (1) Minimum Access Volume (MAV); and (2)
Tax Expenditure Subsidy (TES). MAV requires tariff payment. A portion of MAV is
allocated to the private sector with 40% tariff when they apply for a letter of credit
through the Landbank of the Philippines. On the other hand, the TES program does not
involve physical payment of tariff. DOF granted this subsidy to NFA to exempt it from
actual tariff payment. This, however, is applicable only to the volume outside of MAV.
Similarly, a portion of NFA's TES is allotted to the private sector so the latter could
bring in rice free of tariff. Importers are just charged with a service fee that is based on
an auction starting at PhP2.00 per kg. Distribution among private importers under the
TES is also based on this auction.

Regional free-frade agreements

Under free-trade agreements, member-countries will move, decide, or participate in
trading as a bloc. This, however, also means that the Philippines will have to compete
with other ASEAN member-countries. Hence, support for farmers is necessary. There
are reports noting that farmers clamor for efficient postharvest facilities as they can
reduce cost, increase profit, and eventually allow them to sell rice at a lower price.

| Jodg
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The Philippines has applied to the World Trade Organization (WTO) for a second
extension of its special treatment on rice for of 3 years. The first extension was
supposed to have expired on 30 June 2012, but the country was able to obtain
more time in order to negotiate for the second extension.t

The US government is apparently linking this extension to a mutually acceptable
resolution of its row with the Philippines on the issue of the sanitary requirements
for the handling of frozen meats (ISTSD, 2012).

Article 4(2) of the WTO Agreement on Agriculture (AoA) requires all
quantitative import restrictions on agricultural products to be converted
into their appropriate tariff equivalent rates, which are then to be phased down
through the period of implementation of the AoA starting in 1995. The
concomitant obligation requires a quota of rice imports that should be allowed to
come into the country at the low nominal tariff rate. Yet, before the Uruguay Final
Accord was signed at Marrakesh in 1994, the Philippines secured the approval
from the WTO to instead avail of the special treatment annex in the AoA’” The
10-year privilege allowed the Philippines to defer its tariffication obligation under
Article 4 of the AoA. Prior to expiration in 2005, the country was able to extend
the treatment for 7 years, i.e. 2005 to 2012.

The Philippines apparently has been extending protection of the local rice farmers
while the agriculture in general and the rice industry in particular is adjusting to
increased competition from imported rice. Another reason, which comes out
clearly under the current Aquino government, is that the Philippines aim to
become self- sufficient in rice by 2013. Still a third reason is that rice trade is thin,
which if the country is dependent on rice trade, places the rice security of the
country at risk. Rice is a staple food to the Filipinos.

In this policy brief, | take the view that the Philippines should no longer seek a
second extension of its special treatment. Indeed, it should not have availed of
special treatment in the first place. The entire 17-year period of deferring the
integration of rice to the larger world rice industry ironically has continued to
make the local industry unprepared for any competition in the future, and has
required substantial economic cost. Indeed, the very arguments why it had been
seeking this privilege will remain beyond 2015.

‘Paper delivered during the Seminar on Philippine Trade Policies and Rice Security: Future Directions,
AIM Conference Center, Makati City, 26 September 2012

SProfessor, UP School of Economics. Please send questions/comments to:
ramon.clarete@econ.upd.edu.ph.

¢As of this writing, the author does not know if the WTO's General Council had already decided on the
application of the Philippines.

’Other countries that availed of Annex 5 were Japan (1995 to 2000), and South Korea (1995 to 2013).
The Philippines was encouraged by Korea's successful application for extending the privilege.

Z Jadod ‘B



Z Jadod

Special treatment in rice entitles, under the WTO rules, to continue its quantitative
import restriction but requires the country to implement a tariff rate quota.  Figure
1 illustrates how domestic prices ofrice are going to be determined by
these policies. Without the restrictions represented by the quota, the consumption
of rice would have been CW while local supply would be at QW, and imports of rice
would be equal to Cw-Qw. The quota, however, reduces the amount of imports,
which causes local rice price to be above its world level.

The size of the quota is determined by the government upon the recommendation
of an inter-agency technical working group made up of the NFA, the DA and the
BAS. The quota in the figure, which the TWG recommends to the President, is not
fixed but variable. Its size depends upon such variables as the expected local
production, beginning inventories, and target ending stocks, consumption, and
other uses of rice.

Consumers are worse off, forced to pay the higher price. This group also includes
the majority of the rice farmers, who for the most part of any calendar
year are consumers rather than producers of rice. But because of their
diffused state of organization, rice consumers hardly complain about how
rice prices have been pushed up higher than world because of the rice quota.

If the TWG makes a mistake in their assessment and recommends a very small size
of the quota, then the rice prices would go up higher than pL. This is what
happened in 1995 during an election year, when the TWG over-estimated local
output of rice, and recommended that the country does not need to import rice.
That caused a spike in rice prices, and the shortage caused a rationing of the
available rice in that year. When the government decided to import, the crisis had
already unfolded.

The TWG could likewise err on the other side, and recommends a relatively large
import quota. This happened in 2008. Faced with a global rice price crisis in the
first 4 months of that year, the TWG erred on the side of having more than less rice.
The country imported at that time 2.4 million mt. of rice, at a time when there was
hardly an imbalance in the demand and supply of local rice. The result was that
rice stocks swelled, some of which were laid to waste in 2 years. The concern of the
TWG at the time was to make sure local rice prices would not shoot up in tandem
with the world market. It accomplished that objective, but at a very high cost. The
Philippines was not only cited in the literature on the rice crisis as
responsible for pushing up rice prices in 2008 to past 1,000 USD per mt. or 3 times
more than where rice prices were at the end of 2007.

Either way, rice producers are not necessarily made better off because of the
quota, particularly when it is of the nature that is prone to volatility. When rice



prices are high, it would not be the rice producers who benefit from those high
prices, but those traders and processors/traders in the supply chains of rice in
the country. In fact, rice producers who also consume rice pay the penalty of
higher prices. However, rice farmers are not happy with volatile rice prices, since
price volatility, particularly the extreme fluctuations, introduces uncertainty in rice
farming.

An important flaw in the current policy regime of quantitative restriction (QR) to
rice imports is that it is the government who makes the decision for the entire
country. The likelihood that an erroneous assessment drags the local rice market
to larger waste is higher compared with a situation when those who can import
rice are many and are price takers. Admittedly, private importers do make
mistakes in their business decisions. However, the likelihood that they will all
make mistakes simultaneously is very low. Moreover, the effect of their mistakes
is spread out and may tend to be offset by the positive effect of the better
decisions of the other private traders.

In having the QR, the country is exposed to this risk. That risk is illustrated by the
2008 rice price crisis, when the Philippines not only imported a rather
unnecessarily large amount of rice, but did so when rice prices shot up to
unprecedented heights. In that year, the NFA suffered a financial loss of nearly
PhP 40 billion, or nearly a billion dollars.

Before the 2000s, the Philippines was like Indonesia today. Indonesia imports rice
as last resort. Its local rice procurement ratio is high, compared with import
injection in the local rice market. The rice crisis in 1995 was precisely driven by
this frame of mind that imports of rice was an admission of failure in rice
production. Things changed after the 1995 rice crisis, which was followed by the
1997 El Nino phenomena. The DA at that swung to the other side of making sure
there was adequate supply of rice, regardless of source. Since that time and
particularly during the 9-year regime of the Arroyo government rice imports
dominated the procurement of rice by the NFA.

The TWG justifies the size of the import quota as one resulting from
"disappearance method" of estimating local consumption. The approach
proceeds from the supply utilization equation as follows. In any given year, the
available supply of rice for consumption comes from local production (Q), imports
(M), and beginning rice stocks (Sb).

On the demand side rice is used for seeds (Sd), waste and animal use (W),
exports (X), if any, processed into rice-based products (Pr), stored (Se), and
consumed (C) as foods. The NFA has all these information about these variables,

and computes (C) as residual. It has fixed target storage in a given year, a third of
24
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the country's consumption of rice during the lean months, plus provision for any
emergencies due to natural calamities. Paticularly, C=Sd +W + X + Pr + Se - Q
-M-Sb.

The problem of this approach is that it sustains a process of increasing rice
imports. In any given year, per capita consumption using the disappearance
method is C/Pop, the denominator being the population. When the NFA using
its QR powers determines how much to import in the following year, it now uses
the following equation: M = Pop * C/Pop + Sd +W + X + Pr + Se - Q - Sb. The
mechanism has a built in capacity of grandfathering any error on the amount of
imports. Let there be an exogenous increase in M in any given year of whatever
reason. The spike of M results in a corresponding increase in C, which in turn
requires a higher M in the following year, then a higher C, and on and on. This
mechanism may help explain why in the 2000s, the country tended to import
rice at an increasing amount each year.

According to dela Pena (2011), rice consumption from 2006 to 2009 was
estimated at between 105 (lowest estimate in 2006) and 130 (highest estimate
in 2009) kilos per capita per year. The author computed the lower estimate in
2006 using the FIES survey data in 2006. In the same year, BAS estimate was
placed in 119 kg using the disappearance method. It conducted a survey of
Food Demand for the period of 2008 and 2009, and BAS obtained the same
estimate it had in 2006, 119 kg. It is interesting to note that when BAS
computed the per capita consumption for the period from 2008 to 2009, using
the disappearance method, the figure rose from 119 in 2006 to a range from 120
to 130 kg.

In Figure 1, setting the out quota tariff rate, t°, at very high level makes it
redundant. Domestic prices are determined by the size of the quota that the
TWG has recommended to the government. The government does not get any
revenue in the first place, since the NFA would not be able to pay the duties
implied by the out-quota tariff rate.

Recent DA administrations had pursued agriculture and fisheries modernization,
implementing programs built around seven key commodities. These include rice,
corn, livestock, high value commercial crops, sugarcane, coconut and fisheries. It
is unclear how the DA had selected these commodities, but it is plausible that
political dimension of rural development, i.e. being helpful to most of the farmers
of the country, might have been an important factor to the selection. These
sectors are the most active in agriculture in terms of value-added and jobs
created. Two of these, coconut and fruits or other high-value commercial crops,
have been regarded as where agriculture has the comparative advantage.



Yet, the bulk of public spending for modernization of the sector is set aside not
for these but for the rice industry despite the fact that it has the lowest net
social profitability. This decision may be politically driven. After all, the rice
farmers make up the bulk of the farming population.

Using domestic resource cost (DRC) analysis, Gergely (2010) measured the
relative comparative advantages of the major crops grown in the Philippines. The
DRC indicates the level of efficiency of domestic resources in earning foreign
exchange. It is a ratio between the total social cost measured in pesos of non-
tradable primary inputs like land, labor and capita to the social value added of
tradable inputs using the shadow exchange rate to convert tradable inputs and
outputs from their border price in foreign currency to pesos. If this ratio is
greater than one, the agricultural activity is revealed to have no comparative
advantage. The country is better off sourcing the supply elsewhere in the
world than producing it.

It is useful to express this measure in terms of the net social profitability of the
agricultural activity as follows. It may be thought that the country is maximizing
the profit it gets from the various production activities that go on the economy.
Net social profitability (NSP) is equal to 1 less the DRC multiplied by its net
foreign exchange earnings in the case of exportable products or saved in the
case of import substitutes. The higher the DRC and/or the lower its net foreign
exchange earnings, the lower the net social profitability of the activity.

In Table 1, rice has the highest DRC at PhP2.6 per dollar. The country is paying
PhP2.6 per kilo of rice over and above what it would have paid for it had the rice
been sourced from the world’'s most efficient producer. The Philippines
consumed about 11 million mt. of rice in 2009, and undoubtedly such an
amount if sourced from the world market would have raised world prices. The
indicator suggests not abandoning rice production altogether, since that would
only create more problems than solve existing ones. The indicator, however,
tells us how much farther the rice sector needs to improve its productivity in
order to save domestic resource costs. Improved rice productivity can save part
of that extra cost per kilo. On the other hand, additional savings can be
obtained by sourcing some of the requirements from abroad to the extent
that the world market can supply without raising its price to the country. Just to
illustrate, if those two strategies can save the country half of the extra cost, the
country saves about PhP14.3 billion.

Accordingly, the commodity has negative net social profit, in proportion to its
net foreign exchange saved, its NSP is -1.6. With most of the public spending for
rural and agricultural development devoted to rice, the DA is promoting an 26
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industry that has the potential of contributing the least to poverty alleviation.
Ironically, the production activities that tended to have the highest NSPs are those
that are primarily organized by the private sector with little public support and
government policy distortions. These include in terms of DRC bananas, broilers,
coconut, mango, milkfish, pineapple, sugarcane, and yellow corn.

Why do the country's farmers continue to grow rice, if it has the lowest net social
profitability? There are at least two possible answers. For the large farmers who
have marketable surpluses of rice, they may earn because of public subsidies such
as those, which the DA plans to provide in the next 6-years to attain rice self-
sufficiency. There are other forms of support such as farm price supports, and
import restrictions, which the National Food Authority (NFA) administers.

On the other hand, there are subsistence farmers who must grow rice
to survive. These farmers face severe market transaction costs. They may have
the potential of growing higher value crops, but they do not. If they did, they may
incur a financial loss due to production and marketing costs, which they cannot
pass on to the market. These costs erode the private profitability of higher value
production activities. As such, their alternative is to use the available land that
they own to grow rice for their own household requirements.

Transaction costs are expended in gathering information about what, how much,
when and where to sell a given crop or farm product. If the farm is small, there is
not enough production activity to justify the farm household's investments in
gathering information. Secondly, negotiating a sale of their products with buyers is
likewise costly. If a farmer is an off and on producer of a high-value products, he
does not have the incentive to come to terms with the ultimate buyer, and vice-
versa. Lastly and assuming an agreement was made, the enforcement of it can be
costly. In the course of implementing the terms of the sale, the buyer may depart
from the terms of the sale because of better market opportunities outside of the
contract. To bring back the buyer to the original terms of reference can be costly.
Given all these market obstructions, small farmers have taken the rational decision
to stay in rice given the public support to the industry in its bid to make this
country self-sufficient.

In the past when market opportunities of agricultural exports were few and
trade costs were relatively high, rice considering that it is a staple food might have
positive net social returns, and thus deserved public support to further develop.
But in the course of time, market opportunities change, there are better ideas of
improving farmers’ income. If the structure of public support to the sector is less
responsive to changing income opportunities, the DA inadvertently provides
farmers signals to continue producing rice, inadvertently depriving farmers of
opportunities for higher incomes.



Earlier work in estimating the economic cost of rice policies in the Philippines
(e.g. Roumasset, 1999) pointed out that the government's rice policies had not
prevented the general public from paying relatively high rice prices and farmers
from receiving less than the trade protection implied by current policies.

Building on the work of Roumasset, a report commissioned by the USAID-funded
AGILE technical assistance project (AGILE, 2000) for the NFA quantified the losses
to society of the current program.

Five components of rice market inefficiencies were defined and estimated
using a partial equilibrium model of the rice market: foregone tariff revenues,
consumer surcharges, producer losses, excess burden for consumers, and

excess burden for producers. From 1995-1998, on a yearly basis, the total of
all these estimated rice market inefficiencies ranged from PhP 11.95 billion to
PhP 31.24 billion. On average, the total loss amounted to PhP 31.24 billion a
year.

The AGILE report documented that the government lost revenues amounting to
PhP3.72 billion a year by restricting rice importation to the NFA. If permits to
import rice were auctioned to the private sector, the government would have
earned revenues. Alternatively, if rice imports were liberalized subject to import
taxes, tariff revenues would accrue to the government.

Currently, the NFA, that is the sole importer of rice in the country, receives a
deferment on tariff payments to the government from its rice importation. About
PhP6.67 billion was the loss of consumers each year due to segmented rice
marketing system and less transparent and predictable import regime -
conditions giving rise to imperfect competition in the Philippine rice market. On a
per unit basis, the penalty is measured by the excess of the actual price of rice
resulting from the pricing and import policies over the equilibrium price of rice
under an integrated rice marketing system and a tariffs-only import regime. In
addition, consumers suffered losses due to the policy of protecting rice
producers, amounting to PhP 4.24 billion each year.

World Bank (2007) estimated the welfare cost of rice policies also using also a
partial equilibrium model but involving the following items: (1) the consumer
income losses due to implicit trade protection; (2) the producer gains due to the
same policies of restricting imports, and (3) public spending (net taxes collected
on rice imports if any) by the government for the rice self-sufficiency program
and the pricing interventions of the NFA. Table 2 shows the estimates of the
World Bank (2007) of the welfare cost of rice policies in the Philippines

Because they pay rice prices higher than border prices, consumers reduce their
use of rice. Their loss ranged from PhP100.1 billion to PhP38.9 billion. Their loss 28
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is partly gained by producers. Due to higher take home prices, producers
increase their production relative to if they had to operate on the basis of the
lower border price. The gains of producers ranged from PhP31.1 billion to as
low as PhP2 billion. If the government collected the import duties, which was at
50% from 2000 to 2005, then the budget surplus would have risen. The
government provides a tax subsidy to the NFA, who is the sole importer of rice
in the Philippines. Adding up all the changes in agent surpluses, the Philippine
economy suffered welfare efficiency effects ranging from PhP38.7 billion to
PhP60.8 billion.

The average annual welfare cost was PhP56 billion. The bulk of this amount is
accounted for by the average annual loss of rice consumers of PhP72.8 billion.
Gains of producers were 23% of the losses of consumers.

A schematic diagram of the computation of the welfare cost is shown below in
Figure 2. Inefficiencies on the consumption side are due to the policy of
restricting rice imports through the NFA. Consumers forego the benefit of
consuming rice at the border price. The larger inefficiency is due to rice self-
sufficiency. In the government's drive to produce all the rice that the country
needs, it provides farm price supports. In this graph, the rectangular area
above the domestic price ofrice, Pd, represents the outlay for price
support. The production inefficiency is due to the fact that local producers
produce rice at cost above the world cost, represented in the graph by Pb or
border price. In other words, the Philippines could just have bought the added
rice the producers harvested at a lower cost but it did not. The black triangular
area below the supply curve depicts this inefficiency. The other black triangular
area is for consumption inefficiency. It is the NFA that procures rice at the
government's price support. The net operating loss of the company in Table 3
covers this, operational inefficiencies, and any leakages of the rice producer

or consumption subsidy programs (not shown in Fig. 2). In Table 2, World Bank
(2007) accounted for only the tax subsidy. The same is shown also in Figure 2
with the rectangular area between Pb and Pd.

Table 3 shows an update or the computation of welfare cost for the years 2006
to 2009. Consumer losses and producer gains are larger compared with those
reported out in Table 2. The former ranges from PhP68.21 billion to PhP152.22
billion in 2007. Average annual consumer loss is PhP116.03 billion. Annual
gains of rice farmers amount to PhP54.75 billion, less than a half of the loss of
consumers. The change in government surplus comprises the net operating
loss of the NFA, whose business operations are virtually all in rice. Since the
government owns the company, taxpayers pay for the net operating loss of the
NFA. The average annual loss of the NFA is about PhP22.6 billion.



It appears from this analysis that all these resources are spent for the benefit of all
the rice farmers in country. However, Dawe (2006) noted that the top 40 % of rice
farm households enjoy two-thirds of the benefits of the rice policies. The
remaining third are distributed across the bottom 60% of rice farm households. In
terms of all agricultural households, only 12% of them receive these benefits.

The AGILE report reported that rice farmers were penalized as well by the current
NFA intervention system. Rice farmers lose PhP4.47 billion a year because
farmgate prices ended up lower than if the NFA implements a price stabilization
program at below market prices. As a result, farmgate prices are depressed as
well, which confers the penalty. Farmgate prices are approximately half of the
retail price. If the NFA ends up supporting the price at below market, then
farmgate prices in turn reflects the distortion. To the extent, that consumer prices
are above the world market levels, then the protection that import restrictions are
designed to provide to rice farmers are partly offset.

The welfare cost levels of rice policies in Table 3 are substantially higher than the
added cost of producing rice in the country, as the DRC figure for rice in Table 1
shows. In the latter, local rice costs PhP2.6 per kg more than if that rice was
sourced from the world's most efficient supplier. The added cost reflects the price
distortions implied by the approach taken by the government to make the country
become self-sufficient in rice and at the same time ensure food security. As the
figures show, the current constellation of programs and policies to attain rice self-
sufficiency and food security is costly. For every kilogram of rice produced locally
- and in 2009 some 10.633 million tons were locally produced, it appears from the
numbers in Table 3 that taxpayers pay about PhP7.89 pesos per kilo over and
above the world market value ofthe locally produced rice. The current
approach needs drastic innovation to mitigate these costs.
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Table 1. Domestic resource cost and net social profitability of selected agricultural
production activities in the Philippines.

DRC NSP**

Banana (cavendish) 0.86 0.14
Broilers 0.51 0.49
Coconut 0.7 0.3
Hogs 1.08 -0.08
Mango* 0.41 0.59
Milkfish 0.32 0.68
Pineapple* 0.19 0.81
Rice 2.6 -1.6
Sugarcane 0.78 0.22
White corn 1.33 -0.33
Yellow Corn 0.92 0.08

* at farmgate; otherwise at wholesale ** in proportion to net foreign exchange earned or saved
Source: Gergely, N. (2010) for the DRC; author's computation for NSP

Table 2: Welfare cost of rice policies in the Philippines, 2000-2005 (in billion pesos).

Average

2000 2002 2003 2004 2005 2000-2005
Changes in 31.1 239 127 0.2 1.7 16.8
producer surplus
Changes in
consumer surplus -100.1 -84.7 -66.9 -389 -61.1 -72.8
Changes in budget 0 0 0 0 0 0
surplus
CoI.Iected and paid 0 0 0 39 12 27
duties
Reimbursement
via tax subsidy 0 0 0 3.9 12 27
Net Change -69 -60.8 -549 -38.7 -594 -56

Source: World Bank (2007)



Table 3. Welfare cost of rice policies in the Philippines, 2006-2009 (in billion).

Average

2006 2007 2008 2009 2006-2009
Changes in producer 61.85 79.05 20.4 57.7 54.75
surplus1
Changes in consumer -
surplus -120.39 -152.22 -68.21 -123.29 116.03
Changes in government 11.4 5 -36.8 -37.19 226
surplus
NFA Net Operating Loss?2 -11.4 -5 -36.8 -37.19 -22.6
Net Change -69.94 -78.17 -84.6 -102.78 -83.87

1The demand and supply equations used in computing this are respectively: Qt = At +350*Pt and Qt =
At +300*Pt. The intercepts are calibrated each year to account for supply shifters.

2 Source: COA Audited Financial Statements up to 2007; NFA Unaudited Statement for 2008 and budget
estimate for 2009

Source: Author's computation
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| tried to read the literature. | cite a lot but the most recent one | think was not cited. It
was very recent, it came others on it et al 2012 paper and there was the paper by Peter
War. So | hope you don't later accuse me of plagiarism because I'm sort of hurry so I'd
picked up a certain portion there. Like Dr. Clarete | say NO to extending QRs of rice,
otherwise, the problem of NFA will persist. If you have the justification for keeping the NFA
and as you will recall, | think Dr. Bruce Tolentino would recall this in 1986 in that Green
Book: Abolish NFA, shift to variable import tariff on rice. With due respect to the NFA
representative here, we already recommended the abolition of NFA and the substitution of
tariffs to QRs for rice. Unfortunately, and of course that's very-very difficult even if the
new government thinks it's a good idea but politically it's very difficult to achieve but |
think they were at least trying to minimize and make transparent the operations of NFA.
With the WTO agreement in Agriculture:Led to higher protection and widening/persistence
of QRs not just on rice, but other products-meats and vegetables, | thought the things got
worst and earlier what it did is to really raised tariffs more than what it used to in a way all
these MAVs etc. You just really even widen the use of quantitative trade restriction and up
to now we really have QRs and we cannot really import garlics or onions without going to
BPI and some import permit. So there are real QRs.

Table 1. Domestic Resource Cost and Net Social Profitability of Selected | agree with what Dr. Clarete
Agricultural Production Activities in the Philippines has presented in this paper and
DRC NSP- overall. | have problem with this
gf;:;: (cavendish) EEEI El; table here on Domestic
2727 Resource Cost (DCRs). | really
C i 0.70 0.30 . ' .
H:;z"” ' o8 0,08 didn't have a chance to first of
Mange* 0.41 0.58 all I didn't know the title of the
Mikfish 0.32 0.68 it
Picapple® 0.19 0.81 paper. But it's really clear to
gce ﬁﬁg [‘]Eg me here that DCRs if it's more
ugarcane «f £
2777 than one would mean that you
VWhite corn 1.33 0.33 '
b, really don't have any
Yellow Corn 0.92 0.08 comparative advantage in

FIF?

producing this. And if it's less
than one this is basically
exportable. It's clear that

Fouree: SeTpE N [Lai0| e LIS samnery cemasman s example for broilers, the

*at fi"'"?ﬂl"E otherwise &l wholesale
**in proportion fo net lr:"'Eigﬂ exchange eamed or saved

average NPR is about 50%, so we don't have comparative advantage in producing broilers.
Definitely, for sugarcane we also don't have the comparative advantage in producing sugarcane.
With white corn and yellow corn | think there is a problem/wrong with the way they made the
estimates. To me this is very dangerous table that we really should point out. Definitely, the
sugarcane, we only export in the US premium market but we cannot export in the real world

8lnternational Rice Research Institute



market. So there are some gross errors but | hope you give me time, I'll sort of pick up some
of my previous graphs. | think this will supplement Ramon's (Clarete) presentation. | think the
government people, in the sense for good reason, want to intervene in a quantitative way
because what rice market is perceived to be volatile.

Trends in real world price of rice and wheat from 1900 to 2009

in 2005 prices ($/mt). So this is what we got this

originally from David (Dawe).
This is the trend in the real rice
price: the green one and the
red one is the price of wheat in
real terms since the 1900.
There are two or three things
here that you see. First of all
yes, it is somewhat volatile; but
you know what is clear is that
the real rice price in real terms
has been declining from more
than a century. And despite
the fact that there are rare
periods like in the mid-70s, or

— RiCe =Wheat

2000 +

1500 -

(S/mt in 2005 prices )
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Source:
Anderson
et,al.,2012

somewhere during the 1st

world war, there were major peaks every 20 years. The long-term trend is downwards and | don't
think that's going to change maybe it's going to be not as fast and that is the case. The reasons
for the price hikes are not really market reasons within rice. It's very clear in 2007 and 2008 for
example that there are reasons besides the panic buying. They have said that it's not really the
reduction or lowering of grain spots but you know that was the biofuel sort of trend, example the
use of food, corn to feed our cars. Now these things may also change, | mean the biofuel sort of
approach in trying to address the energy question. If we were able to really make good headway in
solar energy that is well-done. The issue is whether or not the policy instruments being used for
countries to be insulated from this volatility in rice price are doing us good.

He says that if you use

* Fluctuations in national trade barriers are not an effective A
quantitative trade

way of dealing with international price spikes; when many

exporting and importing countries so act, they tend to
neutralize each other’s domestic market stabilizing efforts and
at the same time accentuate the international price spike and
so push more countries into acting similarly.

* There is a strong case for multilateral agreement to desist
from using trade measures for this purpose, especially in
situations where only a few countries account for most of the
world's production and consumption.

*  Fluctuations in the international price of rice may be
mitigated by agreeing to use fixed ad valorem tariffs rather than
variable or volumetric import taxes or quantitative trade

restrictions.  (Anderson et al 2012}

restrictions, this are not
the effective way of dealing
with the international price
hikes because, when many
exporting and importing
countries so act, they tend
to neutralize each other's
domestic markets
stabilizing efforts and at
the same time accentuate
the international price
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Source:
Anderson et.
al, 2012;
Wright, 2011,
and Gilbert,
2010)

Source: FAO

spike. Thus, he says that the shift from QRs to tariffs really is the way to promote more stable
world prices. He says that there is a strong case for multilateral agreement to desist from using
trade measures for this purpose, especially in situations where only a few countries account for
most of the world production and consumption in the case of rice. He suggested that,
fluctuations in the international price of rice may be mitigated by agreeing to use fixed ad
valorem tariffs rather than variable or volumetric import taxes or quantitative trade restrictions.

Government involvement in grain stock holding crowds out
private stock holding; it adds to market uncertainty, since
predicting the sporadic and often politically driven purchase and
selling decisions of a parastatal agency is typically very difficult.

If all governments agreed not to engage in large-scale grain
storage, there would be no need for any government to do so
because the private sector would then find it profitable to
purchase and store when prices were low (thereby putting a
floor under farmer prices),and to sell from those stock holdings
when prices are high (Wright 2011).

Attempts to establish multi-country joint stock holding program
with firmly agreed rules for buying and selling, are unlikely to
succeed, because previous international commeodity agreements
have led at best to disappointing outcomes (Gilbert 2010).
(Anderson et al 2012)

Anderson et al,.(2012) also
made statements about
government involvement in
grain stock holding crowds
out private stock holding. It
adds to market uncertainty,
since predicting the sporadic
and often politically driven
purchase and selling
decisions of a parastatal
agency is typically very
difficult. If all governments
agreed not to engage in large-
scale grain storage, there
would be no need for any
government to do so because

the private sector would then find it profitable to purchase and store when prices were low and to
sell from those stock-holdings when prices are high. | think Ramon (Clarete) talked about that. |
just want to flag this because ADB starts to promote this and others attempt to establish a multi-
country joint stock-holding program with firmly agreed rules for buying and selling... are unlikely
to succeed, because previous international commodity agreements have led at best
disappointing outcomes.

* Food security: “when all people, at all times, have

physical, social and economic access to sufficient, safe
and nutritious food which meets their dietary needs
and food preferences for an active and healthy life”.
Depends on family’s income and assets, pro-poor
economic growth, and thus per capita food
consumption.

Rice self-sufficiency: when ratio of rice production to
consumption is unity, i.e., imports are zero.

Objective of achieving rice self-sufficiency to attain
food security is not necessarily “bad”. The issue is the
appropriate choice of policy instrument.

Now, as | prepare earlier, |
received a paper that |
thought a complimentary to
your own presentation | want
to clarify that food security is
achieved "When all people at
all times, have physical, social
and economic access to
sufficient, safe and nutritious
food which meets their
dietary needs. And food
preferences for an active and
healthy life". That is a sort of
FAO wording. There you can
see that food security
depends in family's income



and assets, pro-poor economic growth which will lead through food security when we see per
capita food consumption rising. Rice self-sufficiency let us say, when ratio of rice production to
consumption is unity i.e. imports are close to zero. Here is a sort of a wording of Peter War. Of
course, we knew all of this way back in 1986 but | thought Peter War's paper in Indonesia on
food security versus self-sufficiency is quiet well-written. So the objective of achieving rice self-
sufficiency to attain food security is not necessarily "bad”. The issue is the appropriate choice
of policy instrument.

* Use of trade policy, i.e., import restrictions, to raise self-

sufficiency rates lead to higher rice price and thus food And we argue on the use of

insecurity of the poor consumers in both the urban and trade policy quantitative
rural areas. trade restrictions, very high
tariffs. You know to use that
* High rice price would benefit large rice farmers, absentee on self-sufficiency will lead to
landowners, rice millers and traders, and import guota higher rice price and that
recipients. Estimated price transmission elasticity is only food security of poor

0.47 {Anderson et al 2012). consumers involves the

urban and rural areas. So
rice self-sufficiency now
becomes a conflict with the
food security objective.

* Food security and selfsufficiency objectives do not
conflict when productivity- enhancing public expenditures
are used to achieve both objectives. Unfortunately, more
of public expenditures for agriculture are redistributive in

nature, rather than productivity enhancing. And those that HaVing high rice price will
are productivity enhancing are often characterized by benefit basically the large
inefficiencies. rice farmers who sell higher

proportion of their output

than the smaller farmers who are more subsistent or sell small proportion of output. Example the
absentee landowners, because high rice price is going to capitalize land values, rice millers and
traders and import quota recipients. In that Anderson et al (2012) paper, the estimated price
transmission elasticity for the Philippines of only 0.47 meaning that for every one unit of increase
in price in the world market, only half of that is transmitted to farm price. So the other recipients
of the increase of price are really the traders and rice millers and everyone else along that
supply chain. Food security and self-sufficiency objectives do not conflict when productivity-
enhancing public expenditures are used to achieve both objectives. Unfortunately, more of
public expenditures for agriculture are redistributive in nature, rather than productivity enhancing.
And those that are productivity enhancing are often characterized by inefficiencies.
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I'd like to show this graph, just
again to bring out the point of
what these quantitative
restrictions really do or really
have done. So we have these
numbers from 1960, the green
line is the tariff, it's 50% from
1980s onwards. While this
yellow is the nominal
protection rates (NPR) and
the red is the 5-year moving
average. Nominal protection
rate is the percentage ratio of
domestic whole-sale price to
the world price upper border.
| used 20% Thai broken
added 20% to make it
comparable to our wholesale
price; so that is what these
numbers show.

Historically, there really hasn't
been any price support to
farmers. The average from
1960-1990, is basically zero. It
became high in 1990s
downwards because world
prices dropped, and now it's
very low because world prices
rose. But the point is that, as
Dr. Clarete has said, those
things are redundant and all
these tariffs.



Average Nominal Rates of Protection of Major Agricultural Commodities (%)

Commaodities 1860-79 1380-89 1930-94 1935-59 2000-04 2005-08
Rice Bl - 2 53 5 5
Corn 24 40 63 78 55 3z
Sugar 2 1) 43 57 Fi] 43
Coconut B] -i2 -3 G - -7
Bananas -2 -3 4] 0 i) ]
Beef 13 28 28 1] ]
Fork 5 43 25 z = -10
Chicken 40 4 57 42 52 45
Tariffs on Tradable Inputs of Agriculture (%)
1960-79 19380-839 1990-94 1995-99 2000-04 2005-03
Fertilizers
*Urza 0 li] 5 ] 3 3
Amimophos 24 T 12 3 3 3
Pesticides 28 28 Li] T 3 3
Tractors 28 38 28 0 = 3
Threshers 24 T Iz il 3 3
Water pumps 45 3B 24 a 3 3

It's true that trade
liberalization in agriculture
did not lead to reduction in
nominal protection rates in
major importable
commodities. What it did
clearly, it reduced the
domestic prices of inputs.
This whole trade
liberalization was really more
successful in manufacturing
center. That is why as you
see, tariffs of tradable inputs
is really going down to about
3% in recent years.
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_ ] This table shows my estimate
Trends in the Government Cost of NFA's Operations L. o
(P mn at current price) this is how | think is the
financial cost of NFA. What Dr.
Clarete showed you is the
F tarith .
ovagston T Met wnersess n wnorsse  TRETEETE weas weam economic cost and welfare
cost. Analyzing public
Rica Com . y . g P
expenditure it is a very
2000 1723 - 1723 1,388 -2, 756 1770 2018 8,5 11,882 l d
2004 2828 1848 T80 2,570 T 4,540 881 8,91 8,154 Comp ex process and one
w002 s . . re12  assm eeis TEs 1mest 12387 really has to learn almost each
003 10742 872 1010 8022 T4 2384 170 12197 12,345 of the policy instrument. So
2004 4,337 3,531 1,005 3722 3342 1800 1ZE GBEE 5,557 usua[[y’ you say you get the
2003 254 12,021 520 13,553 8,344 1,855 1 16,408 B,085 publIC expendlture from the
2006 4,225 3911 318 13,843 -445 2,528 124 17882 18328 t d bl| t| n in th
2007 6,835 13,526 2708 207 1522 5,541 EED 7123 ETiE repor edo ga ons . e
2008 41,101 3972 3928 B4650 31775 8887 - 5G5S 26,518 DBM. So we have obligation
2009 24572 18373 5332 72306 4807 3372 - 24386 25073 and that obligation is really
consist of what the

government gives to NFA either as an equity contribution or as GA-8 allocation plus the tax
expenditure subsidy, which is just on paper. It's not really to give any tariff, it's just turn around
and says you have paid the taxes. So what | did here is to remove the tax subsidy in the
numbers. | looked for data from DOF and say let's remove that, let's just say it's just a paper
subsidy. | have net obligation, | added an increase in the liabilities, increase in assets and
foregone tariffs. Assuming that you really wanted domestic prices to be that way, what cost or
what you have foregone by using QRs. That is what | said as the government cost of NFA
operations. Net obligations and increase in liabilities which are NFA A plus the forgone tariffs
which is NFA A, because it did not fit in the increase in assets, it is quite believable because large
parts of those assets are stocks. So | made an estimate, with and without assets which is B. You
can see here that these are financial costs, these are not economic costs. These are the
numbers, 2008 is very high even just in financial cost P58 or P59 billion or P26 or P27 billion
somewhere in between. | went down to 2000; | really did not have time to really update this.

Balance sheetof the National Food Authority, 1986-2011 Here | was able to update,
(P En at cwrent price) the second graph, this is the
Fr— balance sheet of NFA which
fotsl | Casn& o Lisbilties Nt worth shows you the assets and
1t e i g . e, . .
securities current Fixed  Other liabilities. | put it in current
a5 1] .
price so that the numbers
o] 198 22 124 15 1] s bl =11 .
1 204 14 135 17 15 2t ] 33 have Somethmg to aSk‘_ |!’1
002 1 21 183 15 18 38 73 2011, NFA owes P171 billion.
00 4 24 122 14 T4 -] -181 LOOk hOW much debt NFA
2004 20 22 T4 14 91 432 =232
2005 284 15 18 15 118 3 284 has accumu"ated'
00 ] 18 13 15 e T8 =427
007 xi 12 ne 17 129 -1 =422
200 52 2 N4 1.7 141 1333 =TEA
0l 234 24 »3 18 108 15586 -2
00 21 23 59 24 1.3 1685 -1E63
M M3 24 prd.] 28 1.7 1718 =-1321




Fig. 9a. Comparison of public expenditures for agriculture and for
National Food Authority (NFA A), 1987-2008
{P Bn in 1985 price).
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Fig. 9b. Comparison of public expenditures for agriculture and for National
Food Authority (NFA B), 1987-2008 (P Bn in 1985 price)
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*» Cost of transferring P 1 worth of rice subsidy for
consumers in general is P 2-3.

* Since only the poor deserve the rice price subsidy, it
actually costs P 4-6 to transfer P 1 worth of rice subsidy
to the poor households.

+ Surely, the CCT will be a more cost-effective mechanism
for assisting the poor than the distribution of NFA rice.
Moreover, farm-households and rural landless
households will likely be more able to share in this
income subsidy, than from the rice price subsidy.

Then the next graph, what |
tried to do is add the cost
of NFA A which is the green
part. On top of the public
expenditures in 1985 prices
for crops and livestock, my
agriculture is defined as
crops and livestock. If you
take the ratio of NFA
financial cost, that's about
20% of all the public
expenditures for agriculture
(crops and livestock).

So many people tried to
make some estimates: the
cost of transferring P1
worth of rice subsidy for
consumers in general is P2-
3. I think this is P4-6 to
transfer for P1 worth of rice
subsidy for poor household.
Surely, this conditional
cash transfer (CCT)
probably has much less
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transaction cost than transferring the P1 worth of subsidy. And now because we have CCT,
we have now a mechanism by which you can really provide rice price subsidy to the poor

whenever rice price really should off.

Distribution of Public Expenditures in Agriculture by Policy Instrument,
{1960-2008)
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| want to show you a graph
on public expenditure in real
terms excluding NFA from
1960. We tried to divide that
according to policy
instruments. So we have the
irrigation, land
redistribution, the all
production support, the
RDER, the LGU etc.

The next one | hope it becomes
clearer here. | have here 2008
and the average from 2000-
2008. My point here is that,
large proportion are really
allocated for rice; clearly at
least 70%. But major part of
that is really redistributive in
nature, even just the
percentage from 2000-2008,
24% is so called production
support, which is post-harvest,
farm-to-market-roads, hybrid
seeds etc. which is a large part
during this period. 21% is

tenants to landowners, large part of that is for rice farmers. Then, 23% is irrigation again for
rice only. Then, the RDER there is 15% which includes extension and LGU. So you can see here
which is the productivity enhancing; irrigation and the research development extension. You
can see here that it is relatively small. How about production support? I'm sorry | want to react
to the lady who talked about post-harvest facilities. Post-harvest equipment, these are private
goods. The government's role here is research on post-harvest facilities etc. but not to provide
the post-harvest facilities. And if you look around, you don't need to have the Ph.D. in
economics to see on how much waste there has been on these post-harvest facilities. Way
back to flash dryers to flat-bed dryers, to grain storage whatever. | mean just go around seeing



that this is a waste. A few months ago we went to La Paz. We are looking for pumps for
irrigation. In the middle of the field, we saw a flatbed dryer which is not operating when all
the wet rice is spread all-over the road. And what did they do? They use the machine to
pump water. I'm sorry | just hope the cooperative will ask the right kind of support and not
waste of funds. | mean it's very important to do and document that.
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Figure 9. Trends in gervice area, firmed-up service area (FusSA) and actual irrigated
area forwetand dry seasons of National Irrigation Systems,
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] il 82 73
] ;-] T2 B
i) 33 G5 44
(53) ) (53) (32)
(24) (7o) (z)
63 52 70 43
(51) @ ) (28)
4z &5 35 a3
g 199 208 212

der 1981-1985 to
f mazinum

Now, let's look. I'm saying
that there are inefficiencies.
We are doing work on
irrigation. We are spending
23% or more than 23% on
the average from 2000-2001
on irrigation. This is the
actual irrigated area from
1990. You can see here
that's very little increase in
the actual irrigated area at
the time that we were
spending a lot of money.
There was an increase in the
"dry actual” still have to
explain that our guess is that
because farmers are using
pumps to supplement and it
comes out "dry actual” here.

My other table service area
and selected measures of
performance of National
Irrigation System (NIS) by
vintage. You can see here that
overtime the performance of
National Irrigation System built
overtime has worsened. This
is the table where we were
estimating ourselves following
Fergusons thesis which only
comes up to 1983.
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Agricultural Research Intensity Ratios, 2000

Philippines
(Rice) 2008-2011
Malaysia
Thailand
Indonesia

India
China

Asia
Developing world

Developed world

Sowrce: ASTI FFF

Percent

0.43
0.21
1.92
0.22

0.37
0.43

0.41

0.43

2.36

This is the most important one
for PhilRice ? the agricultural
research intensity ratios. This is
the numbers that have been
produced several places. | think
the ASTI, IFPRI, you have
Philippines for agriculture which
is only 0.43% of gross value
added agriculture compared to
Malaysia which is close to 2%
and also Thailand is close to
2%. And for developed world, it
is over 2%. Then | made a
close estimate for rice, if you
just count PhilRice as the

budget this is like P400-P500 million more or less. That's only 0.2% which was also consistent
on ASTI, on what we really spent on the minor crops and less on the major crops.

agricultural research worldwide, 1958-1998

Source: Ao ata(2000

Analysis of rates of returns (ROR) studies of public expenditures on

90% of studies <500% ROR=
Studies
Number Mean ROR Number Mean ROR
Research only 1,027 72 1,084 71
Research and extension 567 43 528 43
Extension 73 76 ig 78
All studies 1,667 62 1,750 63

It is very clear existing studies
on rates of returns for research
have been quite high; talking
about 60% on the average;
72% on research only 71%;
about in that range. But when
you look at the returns for
irrigation investment, they're
quite low, especially when you
estimate it on export. Clearly,
there is misallocation of
resources or public
expenditures across policy
instruments. There is really a
need to improve our efficiency
in managing or governing public
goods in irrigation system.



Public Expenditures for all Types of Production Support as Percentof
Gross Value Added in Agriculture

Percent
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Fig. 16. Trends in the ratio of expenditures for research& development,
extension, and regulatory services (with and without LGU) to gross value
added in agriculture

Percent
——RDER-DA FCARRD SCUs

o

—RDERinc LGU

—Linear (ROER-DA PCARRD, S5CUs)

o
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*+ The agriculture budget has become a vehicle for
increasing pork barrel type of public expenditures.
Although politicians’ pork barrel are supposed to be
obtained from current programs of the agricultural
agency, program design had been influenced by the
need to accommodate the demand for pork barrel funds
in order to obtain higher budgets for the agency.

+ The share of public expenditures for provision of
“production support” or private goods has significantly
increased, crowding out the more productive
expenditures for public goods in agriculture. These
goods can be more easily distributed amaong paoliticians
for their constituents. And opportunities for capturing
private rents can also be maximized.

Z Jedog



Z Jadod

* The budgetary issue is not under-spending for

agriculture, but inefficiencies in the composition of the
budget within the sector, budgetary process, and
execution of the functions due to institutional
weaknesses and paolitical factors.

Too little is spent on provision of public goods such as
R&D, extension, and regulatory functions; and too
much on providing private goods—hybrid seeds,
fertilizers, post harvest equipment and facilities, etc.

Too much is spent for presumably redistributive
purposes, which may be achieved more cost-
effectively by spending in the social sectors; and too
little for growth enhancing opportunities in the
agricultural sector.

Opportunity cost of government funds is high. Market
infrastructure, education, and health, which are clearly
underfunded, also significantly increase the profitability
and productivity of agriculture and welfare of farmers.
Maoreover, they ease the burden of adjustment of farm
households in the process of structural change as their
children will have to seek employment in the non-
agriculture sector.

Economic and social returns to budgetary allocations for
agriculture will have to be evaluated vis-a-vis those for
other economic and social sectors. A reallocation to the
latter could be more beneficial to farm households than
agriculture-specific expenditures.

Direct for Reforms

Substitute variable import tariffs (or variants) for NFA import

monopoly and domestic market operations; replace consumer
rice price subsidy with CCT under DSWD.

Remove other QRs and review high tariffs; replace with
variable import tariffs if world prices are highly unstable
(sugar?); tariff revenues to National Treasury, not earmarked
Improve efficiency in irrigation planning, construction, water
management; minimize political interference in contracting
and operations; do more ex post evaluations of irrigation
investments.

Focus land redistribution on compulsory acquisition;
conversion of group to individual CLOAs; and completing
payments to landowners.




+ Reduce budgetary allocations for private goods—
agricultural inputs, postharvest equipment and facilities,
credit, etc. Limit these for introducing new technologies and
farmer assistance during calamities.

» Shift budget for farm to market roads to DPWH or poor
LGUs directly.

* Increase budget allocations for public goods, specifically
R&D, regulatory functions for food safety, controlling pests
and diseases, and extension, market promaotions.

+ Reorganize DA primarily by function, less by commodity.
Address other institutional weaknesses.

+ Strengthen monitoring and evaluation of agricultural
policies and programs at the agency and congressional
levels, in part by increasing budget of COA and
institutionalizing an independent monitoring and evaluation
activity .

Distribution of 31 selected national irrigation systems
(1970-2005) by degree of time and cost overruns

Time overrun Cost overrun

Values (%) No. of projects Values (%) p':x‘)}.egs

0 1 -35t0-14 3

33-40 9 5103 6

50 -20 10 12 to 45 1

100-138 6 50 to 94 3

150 -17% 5 12110 130 2
209 1

Government expenditure on agriculture (GA), and as percent of total government
expenditures (G) and total government expenditures lessdebt service (G').

P Bn 1985 prices Percsnt
25 1 14
iz
20 1
10
15 2
10 - &
4
3
z
4] 4]

1560 1585 1570 1575 1580 1585 1550 1985 2000 2005

GA exc MFA — A e NFAIG GA exc NFAG
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Governmentexpenditure on agriculture (GA) as percentof gross value added in
Agriculture (GVA)and gross domestic product (GDP),1960-2008.

Percent - =34 exc MFAGDF — A exe NFAGVA

.
- ~ R N— -
- - . - -

18960 1555 1570 1575 1580 1585 1550 1565 2000 2005

Target area accomplishments in selected foreign-assisted
projects (%)

World Bank, others

Asian Development Bank

Accomplishment

Accomplishment

Project Project
Hew Rehab New Rehab

Aurors-Penaranda =17 k] Agusan del Sur -8 -
Chico River | -2 T Angat Magat |1ADP -58 11
Communal Irig'n Dev't | - i3 Cavao del Morte Bl -
Communal Irrig'n Dev't 11 i - Highland ADP -1 -10
Jalswr Irrigation | T -7 Imig'n Sys'ms Imprt 1 -2 -7
Magat Multipurpose -5 -1 Irrigation Sector Project -43 14
Matl Irrig'n Sys"s Imprt | =27 3 Kasbulnan &ADP -2z -
MNatl lrrig'n Sys"s Imprt 1 -S4 1] Palzwsn 1ADFII Brisl -12
Phil. Rural Dev't Prog-I1C -3z li] Pulangui River =21 -
Tarlac Imigiion Sys's Imprt 43 -2 Sorsogon |ADP - -25
Vizsyas Communal lrmig'n =20 1

Libmanan/Cabusao IADF -1z -

Estimated rates of returns of selected foreign-assisted projects irrigation

projects(%)
Name of Project Appraisal Evaluation
Agusan del Sur 18 7
Angat Magat |ADF 24 17
Bicol River Basin 22 2
Davaodel Norte 18
Irrig'n Sys's Impr't 1 27 -
Irrig’'n Sector Project 3 -
Ksbulnan Imrigation ADP 16 -
Lagunz de Bay Dev't Proj 14 2
Laguna de Bay Irrig'n Proj |1 17 B
Pulangui River Irrigation Proj 19 1
Sorsogon |ADP 18 -
Upper Pampangs River 14 -
Aurors-Penaranda 17 -
Communal lrrig'n DP | 13 -
Communal Irrig'n DF 1l 19 -
Irrig'n Operations Support 24 -
Magsat River Multipurpose i3 -
Phil. Rural Dev't Proj-IC - -
Tarlac lrig'n Sys's Improv’t 15 -
Watershed Mgt. & Erosion Control 18 -
Libmanan/Cabusso |ADP 28 -




Selected measures of performance of national irrigation systems (NIS), 2008

Percent

Service /design area 33
Firmed up service/design area T4
Wet actual’service area 75

(Ratio to design area) (82)
Dry actual’zservice area 73

(Ratio to design area) (81}
Cropping intensity

(Wact+Dactyservice area 148

(Wact+DactyWact 198

Production Support
{ public vs private goods)

» Seeds/planting materials — inbreds vs hybrids

+ Fertilizers

» Agro-chemicals

* Post-harvest equipment and facilities

* Farm to market roads (to involve only in planning)
+ Credit

Role of Governmentin Agriculture

* Provision of public goods (not private goods)
-non-excludability, non-rival
-irrigation, R&D, extension { though not all)
« Addressing externalities
-control of plant and animal diseases
-protecting food, product, input safety & standards
* Addressing other market failures
-imperfect credit markets
-instabilities in prices/production
« Alleviating poverty (consider better social subsidies)???7?

Mote: Interventions may cause government failure
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Indicators of Price Distortions
NPR= [(Pd-Pb)/Pb]x 100

Before 1990s, trade and price policies (inc NFA)
penalized agriculture (low output and high input prices)
and protected manufacturing.

Past two decades, these have favored agriculture (high
output and lower input prices), more than manufacturing
due to trade liberalization.

Increasing NPR in major imporable commodities (rice,
corn, sugar), distorting price incentives against
exportables (coconut, bananas, others)

Philippines now has the highest agricultural price
protection (inc. that of rice) among developing Asian
countries.

Indicators of Public Expenditures

Documenting and analyzing public expenditures for agriculture is
highly complicated process

Coverage: DA (inc. attached agencies and GOCCs), DAR, LEP,
SCUs PCARRD, LGU

Data sources: GAA, BESF, NEP, DAR/PARC, DA NIA, and other
agriculture-related agencies, COA. Public discussions focus only
on NEP/GAA, but not on other significant sources of
fund/expenditures

Separate analysis of public expenditures for NFA and agriculture
in general

Measurement Issues

+ Understatement of public expenditures {obligated funds)

** Excluded foregone tariffs from NFA operations; use of the
reported tax subsidy as foregone tariff is misleading

** Excluded increases in liabilities of GOCCs, mostly and
eventually to be shouldered bKI the national government
{(substantial in NFA, NIA, QUEDANCOR,).

+ Difficulties in disaggregating expenditures by policy
instrument or by function.

** Large portions are appropriated in lump-sums
**Many projects are multi-purpose
** Commodity agencies/RFUs not structured by functions

+ Frequent organizational changes




Trends in the value of assets and liabilities of the National Food Authority,
1986-2008 (P Bn in 1985 prices)

F Bnin 1885 prices

a5 -

mm Other 3ss=fs mm Cther current ssssts
0 4 Cashisscurnities Foed ssssts
o5 — izbilifies
20

2001 2008

NFA Marketinterventions

+ Domesticmarket interventions (levels of procurement, changes in its stocks,
or change in procurement or selling price) were largely ineffective in
influencing farm prices atthe national andregional levels

+ |nefficient management of rice imporing and buffer stock operations
sometimesledto abnormal seasonal price fluctuations.

+ Since the country is now the biggest rice importer, panic buying (and
overbuying of rice imports in 2008 and 2009 contributed to the shamp
increasesin world prices.

+ Traders capture a significant share of any benefit from MFA operations,
perhaps morethan any benefitto farmers.

+ ltis the NFAs dedsions on imports that stabilizes domestic Ace prices, and
affects farm prices. But these objectives can be achieved by variable import
tarifis without having to incurthe huge government cost of MFA operations.

Some Allocation (not too much) for Private Goods
may be Justified

* Share cost of learning and risk of adopting new technologies

« Production support during calamities (consider cash instead
of goods)

» Not to be distributed equally, nor biased towards favorable
areas, nor by political constituencies.
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The Philippine government applied for another QR extension in support to its rice self-
sufficiency program. Rice farming has to appear attractive to producers to attain this goal.
QR, however, results in high economic cost because the Philippines does not have
comparative advantage in producing rice. It also stagnates farmers' level of
competitiveness.

The thinning world rice supply is said to be among the reasons that push rice importing
countries to pursue the self-sufficiency goal. This, however, sends a signal of low world
demand to countries like Cambodia and Myanmar, and, hence, discourages them to
exhaust their export potential. This further depresses the world rice supply.

Reducing trade protection on rice benefits the society as it promotes the best use of its
resources, thus, avoiding huge economic cost. However, the industry has to bear some
adjustments as this policy can displace uncompetitive farmers. Provision of alternative
employment opportunities becomes a challenge for the government. Handling the
adjustment cost is critical in this trade reform.

There has been a call to choose the right instruments to support the Filipino farmers. The
real issues are the choice of policy instruments and budget distribution. Some policy
instruments benefit only a few resource-rich farmers who are getting the majority of
import quotas. One way is to transfer some financial investments from NFA and other
private goods (like subsidies on hybrid rice, fertilizers, and postharvest facilities) to real
productivity-enhancing public investments such as research and development and
irrigation.

Farmers' preparedness to a freer trade has always been in question. Further
postponement in delivering the international trade commitments is counterproductive for
farmers, as whenever protection is granted, they tend to forget about the issue and are
never able to adjust. This has been the trend for the past 17 years of implementing QR
on rice.
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Infroduction

Before discussing the competitiveness of the Philippine rice industry, the first task
is to define "competitiveness.” One website defines it as the "ability of a nation to
offer products that meet the quality standards of the local and world markets at
prices that are competitive and provide adequate returns on the resources
employed or consumed in producing them."

Certainly, the Philippines’ rice sector lives up to this standard - there are many
Filipino farmers that can produce rice competitively at world prices. The
Philippines has been producing large quantities of rice for centuries, and it will
continue to do so, even if the government allows free trade.

But simply being able to produce "some” rice competitively is not what most
people would mean by competitiveness, especially when the discussion is focused
at the national level. Most people want to know how much (what percentage) of
domestic demand can be produced competitively. It is not clear what exact
percentage is necessary in order to declare that a certain sector (as opposed to a
specific farmer) has achieved competitiveness - is it 50 percent, 90 percent, 100
percent? Any dividing line will be arbitrary to some extent.

Despite the inevitable arbitrariness, a natural dividing line for deciding whether a
country is competitive or not is probably self-sufficiency, for at least two reasons.
First, parity prices change fundamentally when transitioning from an importer to
an exporter: transport costs give farmers in an importing country some degree of
natural protection from the world market, while the competitiveness of farmers in
an exporting country is reduced because they have to bear transport costs in
order to compete with farmers in importing countries. Second, importing
countries; especially those that import a large share of domestic consumption are
particularly exposed to world price spikes because they rely on that market for
supplies. Exporting countries, however, can always restrict exports if need be in
order to ensure adequate domestic supplies. (Exporters are more exposed to
downward price fluctuations, however - an importer can restrict imports in such a
situation, but an exporter can't restrict exports without suffering an even greater
fall in domestic prices).

Using self-sufficiency as the dividing line, we can say that if a country is
competitive, then it will be self-sufficient. But competitiveness is nevertheless

’A paper (draft only) presented in the policy seminar "Philippine Rice Trade Policies and Rice Security:
Future Directions" on 26 September 2012 at AIM Conference Center, Makati City.

"°Food and Agriculture Research Organization
"http://www.businessdictionary.com/definition/competitiveness.htmi
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different than self-sufficiency. Self-sufficiency means that there are no imports,
while competitiveness implies that there are no imports under a free trade policy.
In other words, if imports are reduced to zero because of trade barriers, this is not
true competitiveness. Thus, while competitiveness implies self-sufficiency, the
converse statement is not true - self-sufficiency does not imply competitiveness.

Although we do not have data on rice imports and exports under a free trade
scenario, it is still true that actual real-world trade data (i.e., given existing
policies) serve as an approximate guide to competitiveness, because countries
that import rice have trade barriers that restrict rice imports. Thus, we can be
sure that if these countries moved to free trade, rice imports would increase, not
decrease.

An examination of long-term trade data shows that the Philippines has been a
more or less consistent importer of rice for more than a century (Figure 1; an
exceptional period of a few years will be discussed later). Indeed, this is true for
other Asian rice importers as well - Indonesia and Malaysia within ASEAN, but also
Korea, Japan, and Sri Lanka. Rice exporters also tend to be consistent over long
periods of time, although this consistency can be interrupted by wars or major
shifts in economic policy.

The spatial distribution of rice importers and exporters is quite striking, and
highlights the major role geography plays in determining agricultural comparative
advantage. It can be seen that members of the exporters club are on the
mainland, while those in the importers club are on islands or narrow peninsulas.
Why do different locations make a difference to competitiveness? The answer is
that the countries on the mainland have dominant river deltas that provide ample
water and flat land suitable for growing rice. The importance of geography can
also be seen at sub-national levels: southern Thailand, a narrow peninsula,
produces insufficient rice to feed its population and must "import” from the rest of
Thailand, while Central Luzon, fed by the Pampanga River, produces more than
enough rice for its own needs and "exports” rice to Manila.

Competitiveness is usually thought of in terms of supply. One way to measure
competitiveness is to examine data on costs of production. Such comparisons
can be helpful (and indeed will be used to a limited extent later in the paper), but
they also have important limitations. First, such data are difficult to find,
although FAQ is currently making efforts to improve the availability of such data
for a number of different crops. Second, even when they are available, it is
important to realize that these data are average costs of production over a group
of farmers and that they are typically not nationally representative - usually, they

54
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level of
production
per person
in the
Philippines?

apply only to specific ecosystems or parts of the country. BAS is fully aware of this,
and has the most comprehensive data that | have seen - they are disaggregated by
ecosystem and region. But other countries do not have such comprehensive data
for comparison, at least not that | am aware of, so it is difficult to make cross-
country comparisons in this manner.

Given the availability problems with cost of production data, | adopt a different
approach, also focused on the supply side. | start with the observation that greater
production of rice, on a per person basis, is likely to indicate greater
competitiveness (more exports or fewer imports). Among the eight major ASEAN rice
producers (all ASEAN members excluding Singapore and Brunei), the Philippines is
next to last in terms of rice production per person (Figure 2), behind Indonesia and
ahead only of Malaysia (note that these three countries are all rice importers). But
the most interesting feature of the graph is not so much the Philippines’ rank, but
rather how far behind the five exporters it is in a quantitative sense. Even Vietnam,
which has the lowest production per person of those five countries, has more than
double the quantity of rice production per person in the Philippines.

This can usefully be explored through the following identity: production per person
is determined by rice area harvested per person and yield per hectare, according
to the following:

Prod/POP=RA/POP*Prod/RA

Where:

Prod = rice production (measured here in paddy terms)
POP = total population

RA = Rice area harvested

How does the Philippines compare to its ASEAN neighbors on these factors? Other
than Malaysia (another rice importer), the Philippines has the lowest rice area
harvested per personof any country in the ASEAN (see Figure 3, Singapore and
Brunei will be excluded from the remainder of this paper since they do not have
important agricultural sectors). Again, of more interest than its rank is the
magnitude of the difference between the Philippines and other countries -
Thailand, Myanmar and Caombodia have more than triple the area per person,
Lao PDR has more than double, and Vietnam has nearly double the rice area per
person.

In terms of yield, the Philippines came out looking better, at least at the national
level (Figure 4). While the Philippines placed 6th among eight mahor riceOgrowing



countries, it is much closer to the leader in yield than it is in area harvested per
person. Vietnam has the highest rice yields, but is only 43% than in the
Philippines. In terms of area harvested per person, Cambodia is the leader which
is 296% higher than that in the Philippines (nearly four times as much).

Figure 5 shows the relative contributions of the two factors (yield and area
harvested per person) in explaining the difference between each country and the
Philippines in production per person. The chart shows that, except in comparison
with Indonesia, the reason that the Philippines has a different level of production
per person is overwhelmingly due to the difference in area harvested per person -
the relative contribution of area is 96% or more in Cambodia, Lao PDR, Malaysia,
Myanmar and Thailand, and it is 64% in Vietnam.

Thus, rice self-sufficiency is largely determined by rice production per person (the
top five countries according to this metric are all exporters, while the bottom
three are all importers), which in turn is determined by rice area harvested per
person. But why is rice area harvested per person different in different countries?
In order to explore that relationship further, the following identity is helpful:

RA/POP=RA/TCA*TCA/AA*AA/LA*LA/POP

Where:

RA = Rice Area harvested

TCA = Total Crop Area (sum of area harvested for all crops)

AA = Agricultural Area (land under annual agricultural crops, perennial
agricultural crops, or permanent meadows and pastures; this measure counts
multiple cropped areas only once)

LA = Land Area (total area of the country excluding area under inland water
bodies)

POP = Population

The ratio of rice area harvested to the area harvested of all crops is a measure of
the suitability of crop land to growing rice (thus, it is labeled "suitability” in Table
1). Countries on the mainland of Southeast Asia have high percentages of crop
area devoted to rice (ranging from 44 to 76 percent), while island and peninsular
countries (Malaysia, Indonesia, and the Philippines) have more diversified
cropping patterns, with rice area being 33% at most. These figures are consistent
with the presence of dominant river deltas (many of them originating in the
Himalayas) on the mainland, and the absence of such in archipelagic and
peninsular countries.

2For more details on the definitions of AA and LA, see
http://faostat3d.fao.org/home/index.himI#METADATA_GLOSSARY 56
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The ratio of total area harvested for all crops to agricultural area gives a measure
of cropping intensity. Because the numerator counts multiple cropped areas
multiple times, while the denominator is a measure of physical area and counts
multiple cropped areas only once, the ratio can be greater than one, and in fact it is
in Myanmar, the Philippines and Viet Nam. The pattern across countries on this
measure is less obvious, although there is a slight (p = 0.19; not statistically
significant at conventional levels) negative correlation with the measure in the final
column of Table 1 (discussed below).

The ratio of agricultural area to country land area compares two measures of
physical area, so this ratio must be less than one. On this count, the Philippines
has the highest ratio of any of the eight countries. This ratio is more difficult to
label in terms of giving it an appropriate name. In one sense, it is a measure of the
suitability of a country's land for agriculture in general, but it is also a measure of
intensity, as population pressure could force agriculture into marginal areas.
Indeed, the correlation of this measure with population density (the fourth column
of numbers in Table 1) is strongly negative at -0.87 (p < 0.01). Some of this
correlation is due to the fact that country land area is in the numerator of one
value and in the denominator of the other value, but this does not in and of itself
guarantee a high negative correlation (the correlation coefficient between the
numbers in columns (2) and (3), with agricultural area in the numerator of one and
in the denominator of the other, is actually +0.25).

The ratio of land area to population is the inverse of population density - higher
values indicate lower population density and lower population pressure. For this
measure, the Philippines has the lowest value of any country, i.e. in the highest
population density. To some extent, this is due to rapid population growth: other
than Malaysia, the Philippines has had the most rapid population growth of these
eight countries since 1950. But even in 1950, the Philippines had the second
highest population density of these countries. Thus, historically, the Philippines
has had a high population density, but it is also true that this high density has been
exacerbated over the past 60 years due to rapid population growth.

To summarize the Philippine's position on the four measures, it is quite high on
TCA/AA and AA/LA. Indeed, it has the highest product of these two factors of any
of the eight countries. Thus, the reasons for the low rice area harvested per person
in the Philippines are the suitability of its land for growing rice and population
pressure. The product of these two factors is lower for the Philippines than for any
of the other countries in the table.



For ASEAN as a group, how do these four factors explain rice area harvested per
person? Of the four multiplicative components, the share of rice area harvested in
total crop area harvested has by far the most explanatory power. The R2 of a
regression of RA/POP on RA/TCA is 0.70, while the R2 of a regression of RA/POP
on each of the other three variables individually never reaches more than 0.10.
Even regressing RA/POP on the other three variables jointly only gives an adjusted
R2 of 0.38 (compared to an adjusted R2 of 0.66 for RA/TCA).

To summarize, rice production per person is primarily determined by rice area
harvested per person (not yield), and rice area harvested per person is in turn
determined primarily by the share of rice area harvested in total crop area
harvested. Indeed, a scatter plot of rice production per person versus RA/TCA
shows a very high R2 of 0.60 (Figure 6). The correlation would be even higher
except for Myanmar - if this "outlier” is removed, the R2 increases to 0.95, a nearly
perfect fit.

Given these natural disadvantages, how did the Philippines become self-sufficient
in rice for a short period of time in the early 1980s? Basically, it was the early
adoption of a game-changing technology - the Green Revolution. During the Green
Revolution, the earliest adopters of the modern varieties were traditional importing
countries such as the Philippines and Indonesia, while traditional exporters such
as Thailand and Vietnam adopted the modern varieties much later (see Figure 7).

Perhaps in the future, something similar may occur. However, given the more
connected world that we live in today, it seems less likely that a breakthrough
technology would be confined to a small group of countries. It is possible that
new technologies will favor certain types of rice ecosystems/environments more
than others - but this could also work against traditional importing countries. For
example, the new submergence-tolerant varieties with the subl gene are more
likely to benefit exporters than importers, as deep-water rice environments have
historically been more common in mainland countries than in archipelagic or
peninsular nations (Huke and Huke, 1997).

Competitiveness is determined not only by supply, but also by demand. Changes
in rice demand can be thought of as due to two factors: changes in population
and changes in per capita demand. Trends in population growth do not look
promising in terms of the future competitiveness of the Philippines in rice
production. Among all ASEAN countries, the Philippines has the highest projected
rate of population growth from 2012 to 2025, a cumulative 22% (Figure 8;
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population is projected to reach 118 million people). In terms of changes in per
capita rice demand, the picture is no different. While in most Asian countries, rice
demand per capita seems to be declining (Timmer et al, 2010), the Philippines
may (or may not) be an exception. To the extent that it is an exception, and stays
an exception, competitiveness will be further reduced in the future.

Competitiveness is also inherently a relative concept that is determined by the
world price of rice, which in turn is determined by supply and demand in other
countries. For example, if African economic growth continues to accelerate,
leading to an increase in rice demand (especially in urban areas), this could raise
the world price sufficiently so that the Philippines becomes competitive, even if it
does nothing on its own. Or, if the exchange rate of the peso to the dollar
depreciated substantially relative to other Southeast Asian currencies, the
competitiveness of Philippine rice production would also improve.

Competitiveness is not only a zero-one outcome. Even if a country is not self-
sufficient at world prices, it is still possible to increase its level of competitiveness
so that imports are reduced. There are several ways in which the Philippines might
increase its competitiveness at various points along the value chain, and | discuss
a few of them here.

Mechanization and labor use

A promising area for improving the competitiveness of the Philippine rice industry
can be ascertained by examining data on production costs. BAS data for 2010
show that labor costs comprise about 41% of total production costs (Figure 9).12
Given the dominance of labor costs, it is hard to see how substantial progress in
lowering production costs can be made without lowering labor costs. In support of
this assertion, Moya and Dawe (2006) show that the major difference in production
costs per ton among the Philippines, Thailand, and Viet Nam is due to labor and
machinery costs. In the Central Plain of Thailand, production costs per ton of
paddy were $59 per ton in 1999, while they were $96 in Central Luzon, a difference
of $37 per ton. Of this difference, higher labor, and machinery costs in the
Philippines accounted for $33 per ton, or 89%. When compared with the Mekong
Delta in Viet Nam, extra labor and machinery costs in Central Luzon accounted for
65% of the difference in total costs of production.

13BAS does not break out all labor costs per se. In addition to the line items explicitly labeled as labor,
my estimate also includes all harvesting costs (due to low adoption of mechanical harvesters) and
half of threshing costs (the other half accruing to machinery costs).



The high level of labor costs in Philippine rice production is somewhat surprising
given its level of per capita GDP, as total labor costs (the product of wages and
labor use) in agriculture generally decline with economic development. In a
comparison of rice production costs in seven key rice bowls of Asia, Moya et al
(2004) found that total labor costs per hectare in Central Luzon were the highest
(other than in the Red River Delta of Viet Nam), despite the fact that per capita
GDP in the Philippines was higher (at that time, 1999) than in all of the comparator
countries except one.

More worrying is the apparent lack of decline in labor costs over time, despite
growth in per capita GDP. In Central Luzon, IRRI data from the Loop survey show
relative stagnation in labor use. For example, labor use per hectare (in the wet
season) was 69 person - days per hectare in 1986, and in 2011, it was 67 person -
days per hectare, despite an increase in per capita GDP of 56% during that time.
By contrast, in the Central Plain of Thailand, labor use in irrigated rice production
fell from 58 person - days per hectare in 1987 to eight person - days per hectare in
1998 (Isvilanonda et al, 2000), during which time GDP per capita roughly doubled
before declining in 1997 and 1998 due to the Asian financial crisis.

National data from BAS show similar trends to the Loop survey data. Between
2002 and 2010, real labor costs increased by 9%, even though real wages for
palay workers increased only by 3% during the same time. These observations
suggest that labor use in Philippine rice production is not declining.

The best way to reduce labor use in rice production is to have a strong, dynamic,
non-farm economy in both rural and urban areas that pulls labor out of rice
farming. If mechanization proceeds in an economic environment where rural wages
are largely stagnant and there are insufficient job opportunities outside of
agriculture, then there will be large social costs as many laborers suffer loss of
employment. In this sense, making rice production competitive will require not only
advances in rice research, but also policies that create rapid growth throughout the
economy.

Improving yields

Figure 4 above showed that the Philippines ranked 6th out of eight ASEAN
countries in terms of paddy yield, so perhaps this is one area where the Philippines
can gain ground on its competitors. It is important to note, however, that national
average yields can be very misleading, as they do not control for the relative
amounts of different land qualities and varieties planted. Thus, the Philippines has
60
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higher yields than does Thailand at the national level (by about 25% in recent
years), but much of this advantage is due to the fact that more than 40% of Thai
rice production is comprised of specialty varieties that have lower yields (jasmine
and glutinous). A comparison of Thai rice yields in the Central Plain with
Philippine rice yields in Central Luzon is not perfect, but is closer to a fair
comparison, because there is little jasmine or glutinous rice grown in the Central
Plain (although there are some Pathum Thani varieties, which are not jasmine but
aromatic). This comparison suggests a positive, but smaller yield advantage for
the Philippines. In the wet season, which is the main season, the advantage is
very small.

The main take home message from this comparison is that national average
yields are very misleading as a basis for policy comparisons and typically
overstate the potential gains that can be made by any particular country. When
comparisons are made between similar production systems with similar climate
and similar soil quality, the differences across countries tend to be smaller.
Nevertheless, there may be some scope for improving yields in the Philippines
faster than in other countries, and investments in rice research and extension
towards this end are worthwhile.

Reducing post-harvest losses

It is also possible that post-harvest losses could be reduced, but it is important
to remember that, when discussing competitiveness, we are not talking about the
absolute magnitude of post-harvest losses but rather how losses compare to
those in other countries. Unfortunately, there are no available data that allow
comparison of post-harvest losses across countries. In fact, | am not even aware
of one ASEAN country that has nationally representative data (i.e., that takes into
account the relative importance of different types of value chains in moving the
crop from farm to consumer) on the quantity of post-harvest losses that can be
economically recovered (many post-harvest losses will never be recovered for
human consumption due to the expense involved).

While we definitely need better data on post-harvest losses, it is not at all clear
to me that the situation is substantially worse in the Philippines than in other
ASEAN countries. For example, most people would agree that there is much more
scope for improving the milling sector in Myanmar, Cambodia and Lao PDR than
there is in the Philippines, suggesting that there is more scope for reducing post-
harvest losses in those countries than in the Philippines. Furthermore, it is
remarkable how closely the data on rice consumption from household surveys in



the Philippines correspond to food balance sheet estimates of consumption
based on rice production, trade and changes in stocks, suggesting that perhaps
post-harvest losses are not the major factor driving the lack of competitiveness
in the Philippines. This is not to say that more technical work on post-harvest
technologies is a bad idea - most likely, it is a good idea. Rather, the point is
that the Philippines’ lack of competitiveness is probably not due to substantially
greater post-harvest losses than in other ASEAN countries.

Reducing marketing margins

Aside from post-harvest losses, reducing the magnitude of the marketing margin
between farm and wholesale/retail markets is another potential way to improve
competitiveness. Dawe, Moya, Casiwan, and Cabling (2008) found that rice
marketing costs in the Philippines were higher than in Thailand mainly due to
higher interest rates in the financial system. Other fundamental factors that also
resulted in higher costs include endowments of water and land, rice price and
trade policy, road quality and lack of nonfarm job growth. Finally, there also
appeared to be excess profits accruing to millers, possibly because of inefficient
financial markets. If Philippine marketing margins were the same as those in
Thailand, wholesale rice prices in the Philippines would be lower by 22 percent, a
substantial gain in competitiveness.

Increased consumption of wheat products

Although competitiveness is typically thought of in terms of supply, demand side
factors also matter. For example, if dietary preferences switched towards wheat
at the margin (with rice still remaining the staple food); this would reduce
demand for rice.

In fact, some of these adjustments have already taken place over the years.
Figure 10 shows per capita consumption of wheat in the eight main rice-
producing ASEAN countries. It can be seen that the biggest consumers of wheat
are in fact the rice importers. Some of this is due to higher per capita incomes
in the importers than in the exporters, but note that Thailand, with a higher per
capita income than either Indonesia or the Philippines, eats less wheat.

There is further scope for adjustment in the future. For example, in Japan, the
share of wheat in the sum of wheat and rice consumption (measured in
kilocalories) increased from 17 percent in 1961 to 40 percent in 2009. In the
Philippines, the share was just 13 percent in 2009.
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TABLES AND FIGURES

Table 1. Various components of rice area harvested per person.

RA/TCA TCA/AA AA/LA LA/POP
Suitability Intensity ?2?? Pop pressure
Cambodia 76% 0.64 0.31 1.26
Indonesia 33% 0.72 0.30 0.76
Lao PDR 60% 0.58 0.10 3.78
Malaysia 10% 0.82 0.24 1.18
Myanmar 44% 1.46 0.19 1.37
Philippines 32% 1.15 0.40 0.33
Thailand 56% 0.98 0.39 0.74
Viet Nam 56% 1.31 0.33 0.36

Table 2. Paddy (palay) yield in tons per hectare.

Location Wet season Dry season
Central Luzon, Philippines 3.85 5.10
Central Region, Thailand 3.68 4.26
Percentage advantage +4.7% +19.8%

Note: Wet season in the Philippines is July to December; in Thailand, it is "major rice.”
Dry season in the Philippines is January to June; in Thailand, it is "second rice.”
Calculations were done using 2008-2010 for both countries during the wet season, and
2009-2011 for the dry season (based on most recent data for Thailand).
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Figure 1b. Percentage of exports in production, 1904-2009.
Sources of raw data: Rose (1985), FAO (2012). Data are
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Notes: Data are averages for 2008-2010. Raw data from FAQ, 2012.
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Figure 4. Rice yield, ASEAN countries.

Notes: Data are average for 2008-2010.
Raw data from FAQ, 2012.
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Figure 9. Structure of production costs for Philippine rice sector, 2010.
Source or raw data: BAS, 2012. Notes: Data cover all palay, both seasons
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COMPETITIVENESS OF THE PHILIPPINE RICE INDUSTRY
VIS-A-VIS SOUTHEAST ASIAN NATIONS

Mercedita A. Sombilla, PhD", Discussant

PAPER 3
Discussion

Competitiveness is a broad concept and even people who have been undertaking studies
in this area are still not in agreement in its definition and measurement. More often than
not, the definition of competitiveness and its measurement have depended on what study
proponents wish to achieve. The one used in this study is an example of such a variation.
The measurement of competitiveness, as presented here, is to me unconventional.
Studies | have browsed through on this concept have measured competitiveness using the
real exchange rate, comparative advantage indices, and export or import indices
(neoclassical economics) or based on cost advantages as well as productivity and
efficiency. It nonetheless achieved its purpose of comparing the self-sufficiency potentials
of ASEAN countries or benchmarking the potential of the Philippines in achieving rice self-
sufficiency with other ASEAN countries based on the extent and intensity of land use.

In this context, | would like to raise the following comments/questions to probe more on
the merits of the measurement used vis-a-vis other measures of competitiveness.
Considering that most of the variables used in the formulation are more or less what they
are, except possibly the Total Cropped Area or Population, improving further the
competitiveness of the industry as compared with the other ASEAN countries would be
difficult.

Definition

The study as presented defines competitiveness as the "ability of a nation to offer
products that meet the quality standards of the local and world markets at prices that are
competitive and provide adequate returns on the resources employed or consumed in
producing them.” | would like to include in this definition the word "sustained” since
agricultural competitiveness, in particular, is largely determined by factor endowments (i.e.
resources in labor, land and capital) which are in finite supply, and by demand conditions
(i.e. the population's tastes and preferences for products).

Data used

As expressed by the study, competitiveness measurement based on cost data was not
employed not only because of the readily available data but also because of their
comparability across country. But | would like to question, too, on the availability and
comparability of some of the variables used in the equation for competitiveness
measurement in the study. For example, | would like to know how the total cropped area
variable is defined. If computed, how it is computed. If total cropped area includes crops
in arable area, how would arable area be defined in terms of slope, to distinguish this from
those considered as forest area? Would such definition be comparable across countries?

“National Economic Development Authority 70
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Quality and Efficiency

Since competitiveness is measured in terms of land use, how would quality dimension
be incorporated into the equation? For example, soil quality, labor quality, water
sufficiency, etc. Note that "quality product” is part of the definition of
competitiveness. How would improve efficiency in input use incorporated? How would
the estimated indices embody technology improvement that enhances productivity?
For example, how would the use of a new rice variety-higher yielding, better tasting-
affect competitiveness. There is mention in the concluding section with regards
some scope for improving yields in the Philippines faster than in other countries
through investments in rice research and extension-how can this be factored into the
equation to capture this potential?

Demand side

In the light of the comments above and on the demand side, how would the structure
of population affect the self-sufficiency indices?

Policy issue

How would distortions due to government intervention be considered in the
competitiveness measurement? For example, government policy that may promote
the cultivation of crops other than rice because of their being more profitable.

Household level dimension

Finally, some authors claim that measuring a nation's or a sector's competitiveness is
meaningless and what matters is individual (firms or farms) competitiveness (e.g.
Brinkman, 1987; Krugman, 1994; Harrison and Kennedy, 1997). This may not be
applicable in the study since the basis for competitiveness here is the ability to be
self-sufficient in rice. But at the end of the day, it is really the farmer and his
household that we should care about. Self-sufficiency on the country may not fully
translate to self-sufficiency on the household level.

Even if the formulation is enhanced with suggested changes, the Philippine’s
competitiveness stance vis-a-vis other ASEAN countries may still be just the same-
and that is on the low side.

In the "to do list" to help advance the country to achieve rice self-sufficiency, | would
add the following:

1) Develop adaptation technology/intervention measures that help reduce the impact
of climate change;



2) Strengthen institutions that would empower farmers: security of tenure on land/land
ownership, strengthening farmer's organizations/coops, enhancing capacities and
skills;

3) Enhance investments on support services, extension service, information
dissemination, and insurance, credit, and infrastructure facilities.

4) The recommendation should not solely promote eating of more wheat. We all know
that wheat is costlier than rice. This would have a big impact on the food expenditure
of the poor household. Recommendation should include staples other than rice and
wheat-perhaps, improving their tastes and presentation to make them more attractive
to consumers.

Response of Dr. Dawe on Dr. Sombilla's comments

Thank you very much for those comments, you have some good suggestions. One is on
the structure of the population, on how that might affect the consumption and that is
particularly interesting, and | don't know how that would affect things but it's something
that is oftentimes overlooked. And you are right, it is important, in terms of the total crop
area, all that | did there was add up the area harvested for all the crops one by one. FAO
does not do the aggregation for you and if you do it, if you download data from the
website, it's actually confusing because you might get involved in double counting so it is
not easy to calculate. It is just area of rice plus the area of corn plus the area of on and
on.

Government policy distortion, | think one thing | would like to say on that is that, as | was
arguing that the share of crop area devoted to rice actually drives a lot of the production
per person, if you look at the share of crop area devoted for rice, you may see that
exporters have very high numbers and importers have very low numbers. But the numbers
would be even wider apart if there were no government policies because it is precisely the
importers who typically have very high prices, relatively high prices, for their farmers
compared with those from other countries. Thailand, over the last couple of years, is an
exception.

Historically, the exporters typically use export taxes that would lower the domestic price
to their farmers and so they were discouraging farmers from growing rice actually
because they already have so much of it. Whereas the importers would encourage, as we
saw earlier in some of the work from Ramon and Tina showing the nominal production
coefficients is higher than 1; whereas the exporters have the reverse. So if it wasn't for the
policy distortions, you won't see even starker distinctions between those two groups of
countries.
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Self-sufficiency is attainable

In the late 70s and 80s, the Philippines achieved rice self-sufficiency. The feat was
not sustained due to issues relating to competing land use. Some rice lands were
devoted to high-value export crops like sugar while some were converted to non-
agricultural uses.

The government needs to weigh the pros and cons of rice self-sufficiency as a policy
option. There are several things that can be done to close the yield gap, and, hence,
realize self-sufficiency. Among them are banking on yield-enhancing technologies
and expanding cultivation. These measures, however, are not without any
disadvantages. Expanding cultivation, for instance, can mean cultivating forest
areas, which may have adverse environmental effects. No silver bullet, no easy
answer. The key message is for the government to scrutinize well any policy options
before pushing for them.

Additional factors explaining the export potential of countries

Labor and water resources, aside from land, are also indicators of comparative
advantage of a country to grow rice. This is exemplified by the case of Malaysia.
The country has high rice-land per capita. It, however, does not grow rice for export
because production is labor-intensive and wage rate is high. Alternatively, Malaysia
grows less labor-intensive crops like rubber and palm oil and just imports rice.

Rice exporting countries like Myanmar, Thailand, and Cambodia are able to export
rice because they have vast flooded area, which is best used for rice cultivation.
Other crops may not be suitable to this land condition. Recently, Viet Nam is
emerging as the world's largest rice exporter because it is endowed with water
resource on top of favorable policies in place. Factors such as these are worth
looking at.
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Overview

What is
tariffication?

In June 2012, the special treatment accorded to the Philippines for rice by the
World Trade Organization (WTO) expires. This compels the Philippines to place
rice under the normal WTO regime, i.e. convert all tariff and non-tariff barriers to
customs duties - a move known as “tariffication”. There is also a need to
negotiate tariff ceilings, together with a schedule of reduction in these maximum
or "bound” rates so as to open up market access.

Instead, the Philippines has opted to request for yet another extension of special
treatment for another five years (to 2017). It is now timely to revisit the issue of
tariffication, in terms of its pros and cons, and offer some policy
recommendations.

For "sensitive” agricultural products, governments may erect various trade
barriers in addition to import duties or tariffs. A common practice (at least before
the establishment of the World Trade Organization or WTO) was to impose a
quantitative restriction (QR). This is a ceiling on the amount of allowable imports
over a given period.

In the Philippines the agricultural product most politically sensitive is rice. The
government-owned National Food Authority (NFA) is given an import monopoly by
law. Every year the NFA Council (headed by the Secretary of Agriculture)
identifies rice importation targets upon the recommendation of an inter-agency
committee. These targets effectively impose a QR.

Tariffication involves conversion of non-tariff trade barriers into an equivalent
tariff, i.e. one that confers the same level of protection as the original trade
barrier. Conceptually this may be depicted in Figures 1a and 1b. For a country
importing rice, let the domestic demand curve be D as in Figure 1a; let the
domestic supply curve be S, and the world price be given at OPw. The QR is
represented by the segment Q0Q1; domestic production is given by OQ0, and
domestic consumption by OQ1. The QR allows the domestic price to rise to OPd,
which is higher than OPw; otherwise the domestic price would have to fall to the
level of the world price.

The tariff equivalent is shown in Figure 1b. An ad valorem tariff of t, is levied on
each unit of rice imports. The rate t is calibrated such that equals Pd, making

Paper presented at the Seminar on Philippine Trade Policies and Rice Security: Future Directions, on 26

September 2012, AIM Conference Center, organized by Philippine Rice Research Institute

“Senior Research Fellow, Philippine Institute for Development Studies (PIDS).



Disadvantages
of tariffication

Advantages
of tariffication

the effective price of imports identical to the domestic price of rice. The same
levels of domestic production, consumption, and imports prevail as under the
QR. Imports are limited to Q0Q1; under the QR the reason is border control;
under tariffication, importers inhibit themselves from importing more as
additional stocks cannot be sold at the going price.

Box 1: The Philippines, Rice, and trade agreements

The Philippines acceded to the WTO in late 1994. In doing so, it submitted all
agricultural products to tariffication, with the exception of rice, for which it was
conferred a temporary exception until 2004. In the meantime rice was subject to a
minimum market access (currently at 350,000 t), for which the tariff for imports from
MFN countries is set at 40%; beyond this, imports are slapped a 50% tariff. Under a
separate agreement, rice imported from ASEAN countries enters the country at only
40%

The Philippines obtained an extension of special treatment for rice until 2012.
Currently it is awaiting a decision on its extension request to 2017. In the meantime
it maintains a QR under the NFA import monopoly. Since 2010 it has allocated the
bulk of rice importation to the private sector through a bidding procedure. Effectively
the tariff on imports has been waived since 2006 through a simultaneously tax
subsidy given to the NFA.

Tariffication abolishes the status quo of the NFA import monopoly, with some
possible negative repercussions. First, government relinquishes control of
imports to the private sector. What is the guarantee that the private sector
would bring in the right amount of imports at the right time? Would they be
able to balance household food security, with domestic industry, and farmer
interests? The state may feel that these goals are too important to leave to the
market. This boils down to an issue of trust in the private sector.

Second, world and domestic prices are unpredictable. In Figures 1a and 1b,
these prices are implicitly predictable. In reality these prices fluctuate
unpredictably. If say domestic (world) price is lower (higher) than expected,;
then a proposed equivalent tariff may be too high. Conversely suppose the
domestic (world) price is higher (lower) than expected; then a proposed tariff
equivalent may be too low. Hence, calculation of an equivalent tariff is not
straightforward.

Next we look at the advantages of tariffication. The first obvious advantage,
at least from the government's viewpoint, is that government earns revenue
under tariffication. Under the QR, the difference between the domestic price
and world price amounts to a quota rent; in Figure 1a this is given by the
area abcd. This entire amount goes to the traders given the import privilege.
Under tariffication the same amount goes to government as tariff revenue.
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In practice (Box 1), government can win back the quota rent (at least in part)
by implementing a bidding procedure for allocating the quota.

The second advantage is that government no longer assumes planning
function of computing the annual quota. This is the obverse side of not
trusting the private sector; as imports are needed anyway, then it falls to
government to meet the need. This renders importation - ordinarily a
commercial activity - to a government function. Rice importation becomes an
enclave for a command-and-control regime, within a market economy.

The government would need to compile information and forecasts (mainly
from the Bureau of Agricultural Statistics) to arrive at estimates of domestic
supply, domestic demand, and the deficit to be filled up by imports. The
forecast needs to be updated often, under evolving conditions of demand and
supply. However, it may not be able to avoid under-importing, causing
domestic price spikes, or over-importing, depressing the domestic price
and/or draining the national treasury (Box 2).

Box 2: The NFA's spotty record at importation

It is possible for NFA to under-import; this seems to have happened in 1995, when
the optimistic forecast for rice harvest did not materialize, hence the estimated
import requirement was too low. By the time government approved additional
imports and underwent procurement process, prices had already spiked.
Afterwards, government adopted a highly precautionary stance. This served well in
avoiding price spikes during the severe drought of 1997-98, but it eventually led to
the country having the dubious position of being the largest rice importer in the
world. The opposite problem of overimportation became obvious in 2008 when,
despite prices rising to 30peaks, the government opted to hike imports to its highest
level at over 2 million t.

See: Intal, P., and M. Garcia, 2005. Rice and Philippine Politics. PIDS DP No. 2005
-13.

Third, tariffication avoids the added uncertainty from discretionary import
targeting. This is a major deterrent to private investment. Ideally, government

intervention should stabilize the domestic price and reduce volatility. In practice,
the private sector is wary of public sector intervention, as such interventions can
be politically driven; such vagaries are additional to inherent market uncertainty.
For instance, a mill owner may have a difficult time investing millions of dollars in
modernization if he or she is unsure that the political winds may eventually swing

back in favor of cheap NFA rice and over-importation.
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Fourth, in case the NFA assigns import privileges to the private sector,
tariffication avoids the perennial problem of allocating the import quota to
private traders in a fair and transparent manner. The allocation problem
poses a severe test to good governance, inasmuch as traders have the
incentive of spending up to the amount of quota rent, in rent seeking activity.
Under tariffication, entry into the import business is liberalized, subject only to
ordinary licensing, permits, and payment of custom duties.

Understandably, farmers and rice millers are concerned about any
commitments on reducing tariff ceilings, which would be integral to
tariffication. To examine the implications of tariff reduction, | apply a
scenario analysis using the Agricultural Multi-Market Model for Policy
Evaluation (AMPLE) over the period 2010 - 2020. At the model baseline, the
tariff rate is set at the book MFN rate of 50%. | posit two scenarios: i)
Reference scenario pertaining to the status quo (no tariff reduction); ii) Tariff
reduction scenario: the rate declines from its baseline level to 35%, by 3
percentage points per year from 2012 to 2017. In both scenarios we impose
the same assumptions about future trends for population, GDP growth,
agricultural productivity, world prices, and other factors affecting demand
and supply. In particular | incorporate the productivity and area harvested
targets of the Food Self-Sufficiency Program of the Department of
Agriculture.

Demand projections are shown in Figure 2 for the Reference scenario.
Consumption is expected to rise from 11 to 15 million t per year. Imports
hold steady at around 2.2 million per year. This implies that the import-to-
consumption ratio declines, from 0.2 to 0.145. However, it does not drop to

zero, contrary to the government target of 100% self-sufficiency as early as
2013.

With tariff reduction, imports are expected to rise. This is confirmed by the
results of the tariff reduction scenario (Figure 3). Rather than stabilizing at
about 2.2 million t, the reduction in tariffs raises imports to 3.5 million t.
Consumption gets a boost from a cheaper alternative source of rice, rising
to 15.9 million t (compared to 15 million t under the Reference scenario).
The import-to-consumption ratio rises to 0.22 (compared to 0.145).

We likewise would expect cheaper foreign rice to be reflected in the retail
price (Figure 4). From a baseline of P35.7 per kg, the retail price declines to
P33.0 per kg (in fixed base year prices) under the Reference scenario. The
decline compared with the baseline is due to the aggressive expansion of
rice supply due to the FSSP. Compare this with the Tariff reduction scenario,
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in which the decrease in the price of rice is faster, hitting P32.6 per kg, which is
1.2% below the terminal price under the Reference scenario.

On the other hand, reduction in the tariff rate leads to a fall in the producer
price, owing to availability of cheaper imported rice. The magnitudes involved
are shown in Figure 5. The producer price is already falling under the Reference
scenario, owing to the productivity enhancing instruments under the FSSP.
From P14.4 per kg, the producer price falls to P13.5 per kg (again in fixed
baseline prices). Under Tariff reduction scenario, the fall in the producer price
is somewhat faster, falling to P13.25 per kg. This is 1.9% below the producer
price under the Reference scenario. This accounts for political resistance to
tariffication.

Note however that losses to producers, together with gains from consumers,
are relatively small. A strong warrant for tariffication, other than fulfilling treaty
obligations, should be sought elsewhere. Obviously, there seems to be no
strong indication that tariffication would inflict serious losses on farmers.
Similarly there is no warrant for extending special treatment, simply on that
basis.

Considering both pros and cons, the Philippines should tariffy its QR on rice. It
should no longer seek an extension of special treatment. Rather the country
should negotiate a tariff that offers equivalent protection to its producers, as
well as a schedule of reduction that would eventually improve rice affordability
to consumers.

Our scenario analysis suggests that the gains in terms of affordability to
consumers, or losses in terms of reduced prices for producers, are relatively
small, for plausible adjustments of the tariff rate (e.g. a 15 percentage point
reduction). Hence, the best reason to tariffy is improve governance and the
investment climate for the rice supply chain. Tariffication eliminates a system
that is inherently prone to rent-seeking and co-option of public institutions. In
short, the main benefit is derived from enhanced predictability, orientation of
private rice trade towards commercial interests, and promotion of rational
calculation over political influence.
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Figure 1b. Schematic for tariff equivalent.
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Figure 3. Imports and consumption (in million t), and import-to-
consumption ratio, Tariff reduction scenariob. Schematic for tariff
equivalent.
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Whatis Tariffication in its broad sense (as defined by WTO and other International
tariffication? experts) is the effort to convert non-tariff barriers (NTBs) to trade into bound
tariffs and reduce over time that includes sanitary, phyto-sanitray, import
bounds and others into tariff. NBTs are trade barriers that restrict imports but
are not in the usual form of tariff. There is a provision that when you convert
or acceded to WTO when you tariffy your non-tariff barriers, you should allow
it to be reduced over time until it becomes zero or free trade.

Slide 3

The different
types of Tariff

Slide 4

import restrictions for protection of certain sectors of
national industries: licensing and allocation of import
quotas, antidumping and countervailing duties, import deposits, so-
called voluntary export restraints, countervailing duties, the system of
minimum import prices, etc

administrative bureaucracy, whose actions restrict trade,

e.q., : customs procedures, technical standards and nerms, sanitary
and veterinary standards, requirements for labeling and packaging,
bottling, etc.

methods that are not directly aimed at restricting the import

or promoting the export, but the effects of which often lead
to this result, e.q. domestic subsidies .

B Non-tariff barrier that restrict imports
B Administrative bureaucracy related tariffs

import quotas, special licenses, unreasonable standards for
the quality of goods, bureaucratic delays at customs, export
restrictions, limiting the activities of state trading, export
subsidies, countervailing duties, technical barriers to trade,
sanitary and phyto-sanitary measures, rules of origin

For rice...import quota in terms of tariff rate quota (TRQ) ...MAV
(40%) and excess import tariff (50%) applies

Transcription
Methods like subsidies
that encourage
production and in
effect making the
farmer locally
competitive and some
sort of ending up a
non-tariff barrier or
have the effect on
non-tariff barrier.

Transcription

In the case of rice, we
have the we have the
non-tariff barrier, on
the Tariff Rate Quota
(TRQ) where you have
the minimum access
volume (MAV) which is
charge levee the tax
of 40%, and the
excess import out of
the MAV or in addition
to the MAV is charged
50%, that is the
present status quo.
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Slide 5

Slide 6

* increase the competetivness of domestic producers
both domestically and on foreign markets

® raise revenue for the government which can be used
for government spending

= improve the balance of payments position by
decreasing imports as they become more expensive
and less attractive to purchase

® Transparency which facilitate trade negotiation

Transcription

The non-tariff barriers
artificially increase the
competitiveness of the
domestic producer. It raises
the revenue for the
government when you
convert it into tariff because
the tariff is a fix tax being
collected by the
government, hence, going
directly to the government
(in theory). But in the case
of NFA, it is just a transfer
from the DFA, noted to be
an income for the

government but in fact it is not being paid by the NFA before. And improve the balance of
payments used to restrict imports so we have less money spent foe importation. And also
making transactions more transparent to which facilitate trade negotiation.

= could result in retaliation form other foreign
economies... import control on goods that the
we import...leading to higher prices and
potentially inflationary... (negative multipiler
effect)

* Economy wide: increase in prices of other
goods and services considering the weight of
rice in the food basket

* Non tariff equivalence issue

Transcription

For its disadvantages: it
could result in retaliation.
When you have a high
tariff it could result in
retaliation that may result
in imports and the
exporting countries in
terms of gaining access
to their product.
Additionally, it also
increases the prices of
other goods and services
considering that rice also
a major component of
the consumer food

basket. The major problem of non-tariff equivalent of tariff and quota in many instances,
say in perfect competition, is that the tariff and the quota are in many cases not

equivalent.
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Should the Philippines tariffy?o

Yes we must...as member of the WTO but
instead of variable levies a uniform one
should be applied...thisin effect minimize
the administrative difficulty of TRQ and
transparencyin transactions

Impacts of Tariff and Quota (2

Country A

P Supply

oo E3kic

Weorld Supply

agn Baran

P

d World Supply
\\N: Baran
domeskic

o1 o2 o3 o4 Q

Transcription

| agree with Roehl that
we should tariffy for
transparency purposes.
Tariffication is just a
process of converting
quota into tariffs in a
manner that it is not
attractive or tempting for
other people to explore
quota. When you have
tariff, you are setting a
fix tax for a given
imported volume and at
the same time minimize
the problem of quota
allocation that serves as
an avenue for many
dubious practices in
government resulting in
poor governance.

Transcription

The figure shows a
partial equilibrium
situation of the case of
tariffs and quota.
Initially, when you have
trade without tariff, the
world price and the
world supply and the
amount locally produced
demanded by the
consumer. When you
put a tariff that drives
the wedge to
consumption and
production, if you

increase the price from P1 to P2, the difference between the two is the world price plus
the amount of the tariff. This now becomes the local supply because the farmers are
encouraged to produce owing to higher price and the reduction in the demand due to
the higher price in the market. There is a loss in the consumer surplus and the amount
of a, b, ¢, and d. There is part of loss of the consumer that goes to the producers in
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terms of the increase in producer’s surplus, and the c is the amount of revenue that
goes to the government in terms of taxes. But b and d are called death rate loss that
results in the inefficiency in consumption and production. There is inefficiency in the
production because the farmers are being protected by the tariff, but inefficiency in
consumption is because of the higher price of rice that resulted in lesser consumption of
rice.

In the case of quota, they have the same effect except that this portion (c) may go either
to the government and the private sector or even abroad. When the license to import is
given to other person outside of the country, it means a loss to the government.
Additionally, even if the government granted the other sectors, like the private sector, to
import it is possible that the amount of taxes or amount of the license fee that they can
get out of the license to import by the private sector might not be equivalent to or may
be lower than what's being collected when you have tariffs. In many cases, the license
or the willingness to pay or the maximum willingness to pay of those inter-private sector
in terms of license should amount to the additional volume.

Transcription

Meeting the challenge {2 | Tiffication has

negative impact to the
society and the

* Tariffication has negative impact to the society, and gradual phasing out of
gradual phase out of tariffs is the order of the tariffs is the order of
negotiations under the WTO the negotiations under

» Under free trade, the producers will be hurt WTO. Under free

trade, the producers
will also be hurt and

...the country’s only option to meet the challenge of the country's only
globalization is improved producers’ competitiveness... option to meet the
challenge of

globalization is to
improve producer's
competitiveness.
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Conclusion

Transcription

Meeting the challenge 2 | These

= recommendations are

= promotion of appropriate yield-enhancing and cost-reducing necessary to meet the

technologies; challenge of

= sustained investment in rice R&D, irrigation systems, road globalization. Among
infrastructure, post production handling, credit; ’
these are the

» during the adjustment period, competitive enhancement of ;
the farmers needs to be done; promotion of

» crop diversification in presently less productive ecosystems appropriate yield-
Il lef i i
and small scale farming enhancing

= pursue regional rice buffer stockin 4 .
P . ¢ technologies; sustained

investment in rice R&D
irrigation systems, road
infrastructure (farm-to-
market road for much

faster transport); post-

production handling, credit as well as extension; during the adjustment period,
competitiveness capacity-building or farmers must be propelled; crop diversification in
less productive ecosystems and small-scale farming must be pursued; and so-called
regional rice buffer stocking, which is being promoted by the ASEAN-member countries to
address extremely high transportation costs.

The accession and the membership to WTO means that we follow the order of
the WTO that we tariffy, and we are focused to tariff because as mentioned by
other speakers, we cannot perpetually ask for the extension of our QRs. In fact,
at some point we have to tariffy and convert our QRs into tariff. At the transition
stage towards free trade, tariffication makes the society as a whole worst off as
it hurts the consumer, although some redistribution of benefits to producers is
possible. Generally, however, free trade is beneficial even as less competitive
producers are at the losing end as a result of lower price. Despite all this,
tariffication remains the best tool for effective international trade negotiations.
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Disadvantages of QR

QR is prone to malpractices. Jollibee Foods Corporation (JFC), for example, imports
massive volume of rice through the MAV. It needs voluminous amount of rice for its
daily operations. Instead of buying rice from Filipino farmers, JFC imports rice due to
quality and supply issues. Imported rice has better quality. Additionally, it needs to
have a steady supply of high-quality rice, which cannot be guaranteed by NFA. This
whole scenario means that if QR is removed, JFC would have to compete with other
importers. Hence, favoured big importers like JFC sit well with the QR as they are
already enjoying the privileges of the quota.

Computation of equivalent tariff level

The domestic and world prices must be considered when computing for the

appropriate tariff level as a replacement for the QR. The decision, however, on the
degree of protection to be given to an industry depends on the government'’s value
and political judgment. Giving a greater protection to one industry entails giving some
concessions elsewhere.
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Rice is the only remaining agricultural commodity in the Philippines that has
quantitative restrictions (QR). Under the World Trade Organization (WTO)
Agreement on Agriculture in 1995, and the Republic Act No. 8178, tariffs
replaced QRs in all agricultural commodities except rice. This special
treatment on rice expired on June 30, 2005. The Philippines, however, filed for
QR extension until June 30, 2012 making the Philippines and South Korea as
the only countries in the world with QR on rice. To compensate, the
Philippines reduced its tariff rates on certain agricultural products (i.e.
mechanically deboned meat) and increased its minimum access volume (MAV)
for rice.

Since 2005, the Philippine MAV was raised to 350,000 mt at 40% tariff rate
(Tobias, et al. 2012). The country can opt to import more than the MAV at a
higher tariff rate of 50%. In the last decade, the country's rice import volume
has always been more than double of the MAV reaching peak in 2008 at 2.4
million metric tons. As of 2011, the National Food Authority (NFA) imports
35% of the set quota and allocates the remaining 65% to the private sector.
Aside from the in- or out-quota tariff, the private sector is also levied with an
importation fee of PhP2/kg as a service charge. Currently, the Philippines is in
the middle of WTO negotiations and the extension of QR on rice for another 5
years until 2017.

There are advantages and disadvantages in adopting tariff instead of QR in
protecting the domestic rice industry. Discussions continue on whether the
benefits of applying tariff on rice trade can outweigh the costs. But whether
we like it or not, tariffication of rice trade in the Philippines is inevitable. The
country might succeed in extending the imposition of QR in the current
negotiations. However, it will be costly for us to negotiate for further
extensions after 2017. Trading partners of the Philippines will certainly ask for
increasing concessions in other commodities in exchange for QR extension in
the future. In short, rice QR cannot exist perpetually. Rethinking of our food
security strategies under this trade regime is in the right direction.

Under the assumption of rice tariffication, this paper presents two rice trade
scenarios involving: (1) removal of QR on rice and imposition of 50% tariff;

8Paper presented to the policy forum "Philippine Rice Trade Policies and Rice Security: Future
Directions" at the Asian Institute of Management, Makati City on September 26, 2012.
"Philippine Rice Research Institute, Maligaya, Science City Munoz, Nueva Ecija. Corresponding
author: fhbordey@email.philrice.gov.ph
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and (2) complete elimination of tariff (0%) on rice. The implications of these
two trade scenarios on domestic wholesale and farmgate prices, quantities
of production and food demand, and changes in producer and consumer
welfare were examined. Possible implications on various rice stakeholders
as well as in food security and price stabilization policies were also
discussed.

Tariff is typically a tax imposed on imported good that makes its price
higher in the local market. In contrast, QRs or quota are explicit limits on
the physical amounts of particular commodities that can be imported
during a specified period, usually measured by volume. Both tariff and
QR limits the inflow of cheap imported goods in a country. The
difference is the government can potentially raise revenues from imposing
tariff but not in QR.

Generally, if the world price with the imposed tariff is greater than the
domestic wholesale price, the latter will increase, which in turn leads to
upsurge in farmgate price. This will encourage farmers to plant rice in
larger areas or plant in the same area more frequently if water availability
allows. Higher prices also give producers incentives to invest in yield-
increasing inputs and/or technologies, which can raise production. The
rise in production results in higher producer welfare (Figure 1).

On the other hand, the increase in domestic wholesale price will reduce
the quantity of food demand, which in turn diminishes consumer welfare.
Depending upon the magnitude of increase and decrease in producer and
consumer welfare, respectively, the net economic welfare can either rise
or fall.

If the world price of rice plus the imposed tariff is lower than the domestic
wholesale price, the reverse can happen. That is, producers lose and
consumers gain.

Figure 2 exhibits the behavior of the peso-converted world price and the
domestic price of rice since 1980. The percent difference between
domestic and world prices can be used as an indicator of protection level
in the rice sector. In 1980s up to early 1990s, the domestic wholesale
price closely followed the world price. There are even some years with
negative protection though high protection levels are noted in years 1985-
1986. From mid-1990s up to early 2000s, the gap between domestic and
world prices widened as the level of protection rises. Since 2001, a
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Methodology

decline in the level of protection was observed with almost equalization of
domestic and world price during the world food crisis in 2008. Since then,
the level of protection has been on the rise again but the levels are similar to
that in the late 1980s. As of 2010, the domestic price diverged from the
world price by 31%.

Following the procedure of Mangabat (1999), parametric analysis of time
series data covering 1980-2009 period was used to estimate supply, demand,
and price linkages. We estimated five behavioral equations namely: (1)
linkages between domestic wholesale price, and import price and peso-dollar
exchange rate; (2) linkage between domestic wholesale and farmgate prices;
(3) relation of harvest area to one-year lag of farmgate price; (4) relation of
quantity supplied to one-year lag of farmgate price and harvest area; and (5)
the link of quantity food demand (milled rice) to domestic wholesale price
and gross domestic product (GDP). Mathematically, these behavioral
equations are written as:

(1) InWSP =0, +a,In WPt+a, In XR+0, T, ;
(2) InFP=f,+B,In WSP+v,;

(3) InARE4, =6,+6,In FP +p,;

(4) QS =y,+y,In FP +y,In ARE4+v, ; and
(5) InQD, =%, +A In WSP+A, In GDP+o,

where WSP is the domestic wholesale price of regularly milled rice; WP is the
world price of Thai rice with 5% broken; XR is the peso-dollar exchange rate;
T is time trend; FP is the farmgate price, AREA is the harvest area; QS is the
quantity of paddy rice produced; QD is the quantity of rice demand for food;
and GDP is the gross domestic product. The parameters to be estimated are
a, B, 9, v, and A while ¢, u, ®, and ¢ represent error terms in different
equations. These equations are estimated using Ordinary Least Squares.

Using the estimated elasticities (a,, B, 8, 11, and A,), we calculated the
changes resulting from imposing 50% and 0% tariff on wholesale price,
farmgate price, hectarage, and quantities of paddy production and food
demand. The following formulae are used in the calculation:

A1) AWSP:a,[V?/IT)j(WSQW)?
@ AFP:BI[VAV;V};?P](F@;G):
(3) AAREA=3, (ﬁﬁp ]( ARE4,,);

) AQS_(YI_‘-YZSl)[?]};Pj( 05..); and

©) AQD=AI[VAV§VPSP]( op.)




Results and
Discussion

The resulting new prices and quantities are then used in economic surplus
analysis. The formulae are used in computing changes in producer (-PS),
consumer (ICS), and economic surplus (ES):

(1) APS = (FB,, - FP,,) 0S,.+0.5( 08, 05.)];
(2) ACS =(WSP, - WSP,,)| 0B, +0.5( 0D, ~ 0D,)]; and

new

(3) AES =APS+ACS.

Table 1 shows the results of the regression analysis. We found that domestic
wholesale price rises by 0.38% for every 1% increase in the import price,
which is defined as the world price plus the imposed tariff. Similarly, a
percentage increase in the wholesale price results in 0.96% increase in
farmgate price. This shows that farmgate price mirrors closely the movement
in wholesale price.

Meanwhile, harvest area only increases by 0.11% for every percentage
increase in one-year lag of farmgate price. Although the regression of the
area equation is significant, the variation in one-year lag of farmgate price
can only explain 59% of the variation in harvest area. This implies that there
are other factors explaining the variability in harvest area such as rainfall and
presence of irrigation.

An increase in one-year lag of farmgate price can boost the quantity supplied
in two ways. The first effect is attributed to the decision of producers to
increase area while the second effect is attributed to the farmers’ decision to
use yield-enhancing inputs such as fertilizer and other technology (i.e. high
quality seeds, better crop management, etc.). Based on the estimation,
quantity supplied rises by 0.28% for every percentage increase in one-year
lag of farmgate price. This estimate is not far from supply elasticity estimated
by Evenson (1991) which is 0.33% (as cited in Estrada and Bantilan 1991).

As predicted by economic theory, we found that quantity demanded
negatively responds to an increase in the wholesale price. Specifically, a 1%
increase in the wholesale price leads to a 0.36% decline in quantity
demanded. This magnitude of demand elasticity is similar to estimates
projected by the Department of Agriculture Integrated Agricultural Production
and Marketing Project (1980) which is -0.37%, and Evenson (1991) which is -
0.285% (as cited in Estrada and Bantilan 1991).

The estimated elasticities from the regression analysis are used in an
economic surplus model to determine the impact of imposing 50% tariff on
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domestic prices, and quantities of supply and demand. We chose 50% as the
starting value of tariff because this is currently the out-quota tariff prevailing in
the Philippines. Using the 2010 data as base values, we found that the
imposition of 50% tariff makes the import price relatively higher than the
domestic wholesale price. As a result, wholesale price will increase by nearly
19% or PhP6/kg; farmgate price will rise by 15% of PhP2.7 /kg; harvest area will
increase by almost 2% or 75,000 hectares; quantity supplied will expand by
about 4% or 682,000 mt; and quantity food demand will decline by about 7%
or 713,000 mt (Table 2). Contrary to the fears that tariffication will lead to our
domestic rice market flooded with imported rice, the analysis show that
imposing 50% tariff is actually beneficial to farmers but can hurt particularly
the poor consumers. However, this rests on the assumption that our
institutions are strong enough to prevent the smuggling-in of duty-free rice.

Using the change in prices and quantities, we calculated the resulting changes
in producer, consumer, and economic surplus. Analysis shows that producers
will gain about PhP 43.52 billion on the aggregate. Noting that there are about
two million households involved in rice farming with an average household size
of five and assuming that they are all net producers for simplicity, the per
capita change in producer surplus is about PhP4,352 (Table 3).

On the contrary, consumers will lose a total of PhP 60.91 billion. Since there
are more net consumers than net producers, the decline in consumer surplus
per capita is lower at PhP 718. This leads to a net decline in total economic
surplus of about PhP 17.39 billion with a per capita loss of PhP 183. However,
this is an overestimate of economic surplus loss since government revenues
from tariff is not yet considered.

While these estimates should be validated further, our policymakers can use
this to make informed decisions. If they decide to adopt this tariff rate, they
can design mechanisms to compensate for the losses that will be incurred by
consumers.

Eventually, tariff rates will be negotiated downward. WTO rules that tariff
should be reduced by a minimum of 10% according to a predefined schedule.
In the extreme case that tariff is completely eliminated, the question that
comes to mind is whether imported rice will flood the domestic market. This
depends on our ability to produce rice at a cost that is competitive with the
rest of the world.

Zero tariffication implies that domestic wholesale price will follow the world
price of rice. Using the 2010 data as base values, we found that the imposition



Indonesia’s
experience

of 0% tariff makes the wholesale price decrease by nearly 27% or
PhP8.6/kg; farmgate price will fall down by 36% or almost PhP4/kg;
harvest area will decline by almost 4% or 173,000 hectares; quantity
supplied will contract by about 10% or 1.58 million mt; and quantity food
demand will rise by about 10% or 1.03 million mt (Table 4). The analysis
show that at the extreme case of free trade on rice, domestic rice
production will still supply majority of our food demand.

Results also show that producers will lose about PhP 58.43 billion on the
aggregate. On average, each producer is about to lose by PhP 5,843. In
contrast, consumers will gain a total of PhP 95.42 billion with a per capita
gain of PhP1, 044. This leads to a net gain in total economic surplus of
about PhP 36.99 billion at a per capita gain of PhP 365 (Table 5). There will
be no government revenue under the zero tariff regimes.

Similar to the Philippines, Indonesia is also a rice net-importing country
and there are years in the recent past when it became the world's largest
importer. Indonesia has also a state trading agency called Badan Urusan
Logistik (BULOG) similar to our NFA, which purchases grain for price
stabilization, delivers rice to the poor, and manages food stocks. Self-
sufficiency in rice is also one of the major food security policies in
Indonesia.

After the Asian Financial Crisis of 1997, Indonesia sought the assistance of
the International Monetary Fund - World Bank and had to follow its
Structural Adjustment Program. This includes free trade and privatization of
state-trading enterprise. As a result, Indonesia adopted a 0% tariff on rice
starting 1998, way beyond Indonesia's commitment to WTO and AFTA. In
addition, the privilege of BULOG as the sole rice importer in Indonesia was
abolished and private traders were involved in the importing business. This
resulted in doubling of rice imports from an average of 1.5 million mt yearly
in 1995-1997 to 3 million mt per annum in 1998-2001. In the same period,
Indonesia's import dependency grew from 4.3% to 9%. Paddy production
in 2002 was 4.5% below the production in 1996. Recognizing that free
trade had depressed domestic rice price, which discouraged rice farmers
from producing, Indonesia imposed 30% tariff in 2000. However, the tariff
was observed to have minimal effect on increasing domestic price because
of weak institutions and inability of the Indonesian government to arrest
rice smuggling (Haryati and Aji 2005). While we are not saying that the
same will happen in the Philippines if it adopts rice tariff, smuggling-in of
duty-free rice is certainly one of the issues that must be addressed by the
Philippine government to enforce tariffication.
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Indonesia’s Rice industry stakeholders, particularly the producers are heterogeneous
experience and the impacts of free trade on each sector vary.

Small producers in rainfed lowlands and uplands

Small producers or those with areas less than one hectare in rainfed
lowlands and uplands are likely to be either displaced from rice production
or go back to subsistence farming. Based on the 2006-2007 round of Rice-
based Farm Household Survey in 33 major rice producing provinces, about
48% of farmers in the rainfed ecosystem cultivate an area less than one
hectare. To help them, employment opportunities from non-agricultural
must be increased especially in the industrial sector. However, this is easier
said than done for the share of industry sector in the total employment
remained 15% in the last three decades. Better investment climate could
help, but this is an issue that is beyond the scope of the rice sector. In the
meantime, other support mechanisms should be extended to this
stakeholder as they are the poor ones in the rice sector. One form of
support could be provision of crop-diversification training and seed kits so
that they can engage in small-scale crop diversification for household food
security. Mechanisms for providing cash transfer during a specific transition
period in the event of tariff elimination can be also studied. This could be
tied-up with the conditional cash transfer program of the Department of
Social Welfare and Development.

Bigger producers in rainfed lowlands

For producers who cultivate relatively bigger areas (one hectare and above)
in rainfed lowlands, their likely adaptation strategy is to diversify crop
production or shift to more profitable crops than rice. Currently, they are
forced to diversify specifically during the dry season because of insufficient
water to grow rice. In order to help them adjust in the event of rice trade
liberalization, transactions cost of shifting to other crops should be
minimized. This includes minimizing the costs of accessing output market,
capital, and storage facilities.

Oftentimes, producers of non-rice crops face greater price fluctuation
compared to rice producers. These can be partly solved through greater
access to storage or food processing facilities so that producers need not
sell during times of very low prices. Because of storage, these producers
nevertheless need higher working capital. Thus, a stable macroeconomy is
needed to have a generally lower interest rate which is again beyond the
scope of the rice sector.



Increasing access of these big rainfed lowland producers to small-scale
irrigation systems through favorable terms (i.e. soft loans) will also
enhance their ability to shift to other crops. This form of production
support can enhance the overall productivity of agriculture and is allowed
under WTO since it is not price-distortive.

Uncompetitive producers in irrigated areas

The uncompetitive producers in irrigated areas are likely to give-up dry
season rice in favor of other crops but maintain rice in the wet season.
This is because given the structure of our large-scale irrigation systems in
the lowlands (mostly with clay soil and are difficult to drain), no other
crops can grow better than rice during the wet season. To ease the
adjustment, the transaction costs of diversification particularly the costs
of accessing market, capital, and postharvest facilities must be minimized.

We also need to develop low-cost irrigation technology that will
effectively deliver water from large-scale irrigation systems to farms and
allow farmers to crop-diversify during the dry season but revert back to
rice production during the wet season without large investment cost.

The design and development of large-scale irrigation facilities in the
future must also consider the possibility of diversified cropping systems.

Competitive producers in irrigated lowlands

Certainly, competitive rice producers will remain especially in irrigated
lowlands. They are the ones who are likely to maintain rice production in
both dry and wet seasons. To support them, we need to continue
research and development (R&D) of new production technology and
increase their access to it. To do this, R&D must be continuously funded
and extension system in the country must be strengthened. Information
dissemination on available technology must be intensified. Another way
of helping this stakeholder is to totally eliminate tariff on imported inputs
such as fertilizers and machinery, which could help lower the cost of
production. Organizing farmers into groups using successful models of
cooperative will help them increase bargaining power and could give them
leverage against the imminent oligopsonistic behavior of rice processors.

Millers and processors

Given free trade in rice, inefficient millers or processors will be competed-
out of business. As such there will remain a few efficient processors with 98
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large capitalization. These large processors have no choice but to make their
business competitive with the rest of the world. We can help this sector by
minimizing the transaction costs of doing business which is currently the high
interest of credit. According to Dawe, et al. (2008) interview of millers and
traders in Thailand mentioned interest rates for borrowing at around 4% per
annum, which was confirmed in interviews with banks. In the Philippines, interest
rates from banks were about 15% annum. This is one of the reasons why rice
marketing margins in the Philippines is high. Of course, we cannot lower rates
artificially but a stable macro-economy can help in lowering the interest rates in
general.

With free international trade of rice and as the millers get fewer, we must be also
concerned about the threat of oligopsony or the market power to dictate price
of few buyers over great number of sellers. With few buyers and competing
sellers, chances are producers will get even lower prices for their paddy rice,
putting them at greater difficulty. This is one of the apprehensions of our civil
society against trade liberalization and should be addressed through better
regulations and enforcement. This is where the recommendation for
strengthening the farmers' organization matters.

Wholesalers and producers

With free trade, wholesalers will be likely involved in importation and will play a
greater role in international trade. There will be new entrants in the business if
rice importation is deemed profitable. Thus, to enhance competition and
encourage new entrants, the transaction costs of entering the rice trade
business must be lessened. This includes giving well-defined procedure for
licensing and obtaining business permits. There must be a leveled-playing field
for all who wants to be in the rice import business and no concessions must be
given especially to those who are with political powers.

Net consumers

As economic theory predicts, net consumers will be better-off under the free-
trade regime. As prices of rice go down, consumption increases especially
among the poor. However, they will be at a disadvantage in the short-run while
the country imposes tariff. In the meantime, cash transfer program of the
government can help particularly the poor sector. The government can study to
expand this in exchange of selling subsidized rice, which has many leakages.
Similar to cash transfer for small producers in rainfed areas, cash transfer for
poor consumers can also be tied-up with the conditional cash transfer program
of the Department of Social Welfare and Development.



Implications of
free trade in
food security

policy

Implications of
free trade in
the price
stabilization

policy

National Food Authority

Free trade will also result in less involvement of the NFA in domestic and
international trade. NFA's role in trade will be increasingly subsumed by
the private sector. But then, NFA may not completely cease its functions
in importation, and domestic procurement and selling to maintain the
country's buffer stock. NFA can either source its stock from local
procurement at market price or through import, whichever is more cost
effective. To rollover the stocks, it can be sold at the market prevailing
price and not at subsidized price. NFA must also strengthen its regulatory
functions especially if it will be the point agency of the government to
issue rice import licenses. It must work closely with the Bureau of
Customs in monitoring the volume of rice imports that are coming-in and
in preventing the smuggling of rice.

Technically, rice tariffication and the eventual free trade will usher our
food security policy from pure self-sufficiency to self-reliance. This implies
that while the country allows rice imports to come-in, majority of our rice
demand will still be produced locally. Based on our elasticity estimates,
even at 0% tariff, domestic production will contract by only 10%.
Indonesia’s experience even showed smaller contraction by 4.5%. Since
we still need to provide for the needs of majority of our population, we
must continue to enhance our competitiveness. Because of this we cannot
underestimate our need for investments in R&D, extension, and irrigation.
The WTO allows provision of support up to 10% of value of production but
we are not able to maximize that in the past. The country need to use this
option to the full extent now.

What if the world panic similar to 2008 happens again and export bans are
imposed by exporting countries? In this case, world price will increase and
will be higher than the domestic price. The tendency of the domestic
wholesale price is to follow the trend in the world price and increase. To
insulate the country from potentially harmful effects, we can use our buffer
stock to manage the extremely high price. As previously mentioned, the NFA
can unload its rice stocks at the prevailing domestic price to prevent the
latter from increasing further. However, to effectively do this, we must study
carefully or revisit again the optimal volume of stocks that should be held by
the government. In addition, we must continue forming international
alliances and actively participate in the world discussions about creating a
world rice reserve that can be used to calm the anxiety in the international
rice market when it arises.

G Jodod
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Summary We have shown that tariffication will still accord trade protection that is beneficial
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TABLES AND FIGURES

Table 1. Results of regression analysis.

Explanatory Varables Wholesale Price Farmgate Price Area Quantity Supply Quantity Demand
Equation (1) Equation 2} Equation |3} Equation (4) Equation (3}
Constant 3.5og** 337 7.250%* -4,008%** 4. 207+
[0.000] (0.008] (0.000] [0.001] [0.000]
Trend 0.025%*
[0031]
Ln World Price 0.37g***
[0.000]
Ln Exchange Rate 0.945%*
[0.000]
Ln Whaolesale Price 0.961%#* 40.356%**
[0.000] [0.001]
Ln Farmgate Price [t-1) 0.117%%* 0.113%=
[0.000] [0.000]
Ln Area 1.503%*
[0.000]
Ln GDP 0.543%**
[0.000]
Observation 30 30 30 30 30
R-Squares 0485 0.995 0.592 0.95 0.941

Robust p-values in brackets
*** na 01, ** p<0.05, *p=<0.1

Table 2. Changes in prices, quantity supply, and quantity demand under 50% tariff.

Variables 2010 Value 50% Tariff
Increase or % Change
(Decrease)
Wholesale Price (PhP/mt) 31460 5,946 18.90
Farmgate Price (PhP/mt) 14871 2,701 15.37
Harvest Area (1000 ha) 4355 75 172
Quantity Supplied (1000 mt paddy) 15773 682 432
Quantity Demand (1000 mt milled rice) 10602 (713) (6.73)
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Table 3. Changes in producer, consumer and economic surplus under 50% tariff.

Variables 50% Tariff
Increase or (Decrease)

Change in Producer Surplus (billion PhP) 43.52
Per Capita Change Producer Surplus (PhP/person) 4,352
Change in Consumer Surplus (billion PhP) (60.91)
Per Capita Change in Consumer Surplus (PhP/person) (718)
Net Change in Economic Surplus (billion PhP) (17.39)
Per Capita Net Change in Economic Surplus (PhP/person) (183)

Table 4. Changes in prices, quantity supply, and quantity demand under 0% tariff.

Variables 2010 Value 0% Tariff
Increase or % Change
(Decrease)
Wholesale Price (PhP/mt) 31460 (8,584) (27.29)
Farmgate Price (PhP/mit) 14871 (3,899) (35.54)
Harvest Area (1000 ha) 4355 (173) (3.98)
Quantity Supplied (1000 mt paddy) 15773 (1,577) (10.00)
Quantity Demand (1000 mt milled rice) 10602 1,030 971

Table 5. Changes in producer, consumer and economic surplus under 0% tariff.

Variables 0% Tariff
Increase or (Decrease)

Change in Producer Surplus (billion PhP) (58.43)

Per Capita Change Producer Surplus (PhP/person) (5,843)
Change in Consumer Surplus (billion PhP) 95.42

Per Capita Change in Consumer Surplus (PhP/person) 1,044

Net Change in Economic Surplus (billion PhP) 36.95

Per Capita Net Change in Economic Surplus (PhP/person) 365
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Figure 1. Variable relationships of rice trade in the Philippines.
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Zalt:i8d FUTURE DIRECTIONS OF RICE TRADE IN THE PHILIPPINES

Mapping Our Future: "Sa Matuwid na Daan" (Straight Path)

Slide 1
Future Directions of Philippine Rice
Trade by F.H. Bordey, J.C. Beltran, and C.C.
Launio

» Is an excellent piece of econometric work
produced in record minimum time;

» It is a well-thought through, well-estimated,
and well-projected analysis;

v It identifies who will be hurt, who will benefit
and what we need to do in general terms, to
take advantage of free trade.

.

Slide 2

Rice is our life but it is also our
Achilles heel.

To be the biggest rice importer in
the world 1s not a great honor to be
known for.

What should we be doing about rice
so the future would look better than
the past?

e
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2 Consultant. International Rice Research Institute. Los Banos, Laguna.
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Transcription

The paper "Future Directions
of the Philippine Rice Trade" is
an excellent piece of
econometric work produced in
record minimum time.
Although certainly does not
look like a hurried shot, it is a
well-thought through, well-
estimated, and well-projected
analysis. Not just a price of
trend but a price development
in the Philippines future. It
identifies who will be hurt, who
will benefit, and what we need
to do in general terms, to take
advantage of free trade. In
sum, we need a better
governed country to embrace
free trade.
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The Philippine Daily Inquirer of September 12,
2012 carried a new item which read:

Government Urged: Stop begging for rice
import quota:

An official of party-list ABONO called on the
government to stop negotiating for another
extension of the Quantitative Restrictions on
rice with the WTO, saying is was “USELESS”

Transcription

The Chair of ABONO h Iready ted th The chair of ABONO has

» The Chairo as already granted the

gov’t a QR on rice extension from 2006 to 2012 already granted the
ut this was never used until it expired on June government a QR on rice

30, 2012. extension from 2006 to
2012 but this was never
used until it expired on
June 30, 2012. In the

» The Chair of ABONO said that: “If rice importation House hearing recently, the

» Minimum Access Volume (MAV) for rice since
2006 was never used by the government.

from 2006to 2011 utilized the MAV, the i

Agriculture Competiveness Fund (ACEF) could ghalr Qf the HoFused
have accumulated fund from the tariff to help ommittee on Foo
local farmers” Security found that the

Minimum Access Volume

(MAV) for rice in 2006 was
never used by the
government because rice

importation was coursed through special rice importation allocation of NFA with the
Department of Finance shouldering the tariff. The Chair of ABONO said that: "If rice
importation from 2006 to 2011 used the MAYV, the Agricultural Competitiveness Enhancement
Fund (ACEF) could have accumulated funds from the tariff to help local farmers”. It was, |
must be half out of my mind when | accepted this invitation. All the speakers are
econometrician and |, until now, | don't understand the difference between tariffication and
quantitative restriction. Now, he said that with the country's success in its rice self-
sufficiency program, the 350,000 MT of MAV is now irrelevant.
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Slide 5

Slide 6

» Agriculture Assistant Secretary Dante de Lima
said the country will only be importing
100,000 MT of rice next year because the
country is already on track with its rice self-
sufficiency program.

» Special Assistant to NFA Administrator said the gov't
should not pursue the QR extension

- Thailand wanted the Philippines to import 650,000
MT of Thai rice beforeits gov't could agree to a QR
extension.

“But why we should import from Thailand when

the price of rice there is §540 per MT, compared to
the price in Vietnam which is only 5420 per MT.

This has led to NFA being one of the top recipients of
government subsidy, the impact of which has yet to
be analyzed and made known.

Transcription

The Special Assistant to
NFA Administrator said the
government should not
pursue the QR extension.
He also said during the
hearing that Thailand
wanted the Philippines to
import 650,000 MT of Thai
rice before its government
could agree to a QR
extension. But why should
we import from Thailand
when the price of rice there
is $540 per mt compared to
the price in Vietnam which is
only $420 per mt? This has

led to NFA being one of the top recipients of government subsidy, the impact of which has yet
to be analyzed and made known. I'm thankful for Tina David's paper which provides data on
amounts which accrued to NFA. | was surprised you keep talking about tariff and QR with
what is yet happening. So, between the policy and the reality is a word it is and this is what
we should study. Not keep on studying the theory but study the practice.
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Slide 8

Philippines is in the middle of WTO
negotiation for the extension of QR
on the rice for another 5 years until
2017 plus negotiations with 12 other
countries which are at various stages

e

» The focus is the pros and cons of rice
trade tariffication and argues that it is
inevitable.

» Does the paper assume that the
Philippines will continue to be arice
importer?

- it is different from the dream
and promise of the present
administration.

e

Transcription

The focus of the paper on
the future direction of the
Philippine rice trade is the
pros and cons of rice
trade tariffication and
argues that it is inevitable.
We cannot ask for
extension perpetually. In
this sophisticated analysis
that follows, the question |
asked is "Does the paper
assume that the
Philippines will continue to
be a rice importer?”
Apparently, that is the
assumption. If this is the
assumption, it is the
different from the dream
and promise of the present
administration.
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Slide 9

Slide 10

Analysis of the futurerice scenario

» Who benefits when we become rice
self-sufficient and beyond? Or

» What price do we have to pay and who
pays for this rice self-sufficiency?

» More urgent question could be:
- What would it take to achieverice self-

sufficiency and beyond or even food
staple sufficiency?

e

Securing Rice, Reducing Poverty:
Challenges and Policy Directions
» Dealt with the issue of “Unlocking the

poverty and rice insecurity puzzle in
the Philippines

» “Government to take a more
aggressive stance toward encouraging
strong investment and institutional
and policy reforms in the agriculture
sector”

e

Transcription

The analysis of the future
rice trade scenario might
have been who benefits
when we become self-
sufficient and beyond. Or
what price do we have to
pay and who pays for this
rice self-sufficiency? That
being not an
econometrician, these
questions are not simple
one for me. Or a more
urgent question could be:
What would it take to
achieve rice self-
sufficiency and beyond or
even food staple
sufficiency?

Transcription

Six years ago, a book
titled: "Securing Rice,
Reducing Poverty" edited
by Balisacan and
Sebastian. A section of
the publication dealt with
the issue of "Unlocking the
poverty and rice insecurity
puzzle in the Philippines”.
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Slide 12

Securing Rice, Reducing Poverty:
Challenges and Policy Directions

» The estimated contribution of different
factors to growth in rice production is as
follows:

R&D (25%)
Infrastructure irrigation, farm to market
roads, post harvest (40%)

;. Extension (15%)

4+ Environmental factors (20%)

e

“In the Philippine context the rice
problem i1s a domestically generated
one; its solution requires nothing less
than a concerted domestic effort to
unshackle the policy and institutional
bottlenecks preventing the rice sector
from realizing its potentials.
Fortunately, that effort is within our
reach - even now.

-

Transcription

The author said, "In the
Philippine context the rice
problem is domestically
generated one”. Its
solution requires nothing
less than a concerted
domestic effort to
unshackle the policy and
institutional bottlenecks
preventing the rice sector
from realizing its
potentials. Fortunately,
that effort is within our
reach ? even now. How
well are we doing after
they have enumerated
these factors?

—
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Slide 13

Slide 14

Collaborative Research, Development and
Extension Services for Food Security in Regions
4A,4B and 5 in the Philippines (CRDES) Program

Mixed results in three key result areas:

1. Improved seed system;
Strengthened extension system; and
Improved agricultural governance at the
provincial level.

Much more effort needs to be exerted to close
the rice yield gap between the achievable and

the actual vield of rice.

Transcription

Field level studies such
as Collaborative
Research, Development
and Extension Services
for Food Security in
Regions 4A, 4B, and 5
in the Philippines
(CRDES) Program show
mixed results (but more
pluses than minuses) in
three result areas: (1)
Improved seed system;
(2) Strengthened
extension system; and
(3) Improved

agricultural governance at the provincial level. Improvement has been also achieved in
these key result areas. But the link between researcher and extension worker is still
weak. Much more effort needs to be exerted to close the rice yield gap between the
achievable and actual yield of rice. Our local chief executives were involved. Policy result
in developing and implementing the provincial rice action plan were accomplished.

New about smuggling on Sept 21,
2012, the report read:

“6 charged in rice smuggle try”

This is “good news” after the “bad
news”

Transcription

News on rice smuggling,
they are counting, there
are seven news items
just in September. But
on September 21, 2012,
the report read, "6
charged in rice smuggle
try". This is "good news"
although "bad news".
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“Tariff was observed to have
minimal effect on increasing domestic
price because of weak institutions and
inability of the Indonesian government
to arrest rice smuggling”

Transcription

In the Indonesian case
cited in the paper under
discussion for a free
trade and privatization of
a state enterprise, tariff
has observed to have
minimal effect on
increasing domestic
price because of weak
institution and inability
of the Indonesian
government to arrest
rice smuggling. In the
Indonesian case cited in
the paper under

discussion for a free trade and privatization of a state enterprise, tariff has observed to
have minimal effect on increasing domestic price because of weak institution and inability
of the Indonesian government to arrest rice smuggling. In many cross countries
comparison of national performance, the Philippines usually suffer. But with this one, we
may be on par except that Indonesia has the biggest rice importer in the latest rice crises.

Expert says: “Policies and panic caused
individual producers, traders, and
consumers to engage in hoarding. The
cumulative effect when millions of
households behave in this fashion can be
quite substantial”

Add to this: “the price surge brought

tremendous media attention to the world
food crisis”

Transcription

Incidentally, experts like
David Dawe said: "Policies
and panic cause
individual producers,
traders, and consumers
to engage in hoarding. |
was one of those
hoarders. But | don't have
a lot of rice right away.
The cumulative effects
with millions of
households behave in this
fashion can be quite
substantial®. And it was
substantial. Add to this:

“the price surge brought tremendous media attention to the world food crisis”. The media
coverage we've got was a lot. So this added more to the panic. I'll never think I'll be able to
say this but | am bravely assuming and no importation and beyond self-sufficiency still for

the Philippines.
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Slide 17

Slide 18

Alternative rice future of self-reliance for
the country, with the following scenarios

A closing gap between what is achievable
and what is the actual yield of rice;

A growing market for farming and financing
services such as tractors, dyers, harvesters,
land levelers, credit etc. to assist ageing rice
farmers;

An effective seed system to reach more
farmers;

Transcription

Allow me to introduce
alternative rice future of
self-reliance for the
country with the following
scenarios. | barrowed
with the CNN quote which
says "One is never too
small to dream big." This
is my dream.

1. A closing gaps what is
achievable and what is
the actual yield of rice;

2. The growing market
for farming and financing
services such as tractors,

dryers, harvesters, land levelers, credit, etc. to assist ageing rice farmers. We are not
asking rice farmers to individually buy this thing. We could have service providers. | know a
gentleman who makes a lot of money being a service provider; 3. An effective seed system

to reach more farmers;

Alternativerice future of self-reliance for
the country, with the following scenarios

4. A vigorous interprovincial trade made possible by a
new role for NFA because we have 5 categories o
provinces according to per capita rice availability
taking population into account

Surplus provinces 36% of the population
Marginal provinces 27%
Minimal availability provinces 17%
Non rice-producing NCR 13%
- Non rice-producing Provincial cities 7%
100%

Transcription

4. A vigorous
interprovincial rice trade
made possible by a new
role for NFA because we
have five categories of
provinces according to
per capita rice availability
taking population into
account. | like David
Dawe's analysis of the
role of population. We
have surplus provinces
wherein 36% of the
population; Marginal
provinces 27%; Minimal

ava|lab|l|ty provinces 17% Non rice-producing NCR 13%; and Non rice-producing
provincial cities 7%. We are expecting the surplus provinces to provide rice to the less of

the provinces;
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Alternative rice future of self-reliance for
the country, with the following scenarios

5. Legislation willing, a break in population
additions;

6. A heroic effort in program implementation
on the ground led by Rice Champions at the
provincial and municipal levels:

7. Cash income and nutrition-oriented crop
diversification in places accessible to the
market made possible by farm-to-market
roads;

Alternative rice future of self-reliance for
the country, with the following scenarios

8. An honest-to goodness collective action for
irrigation water management, rice production
and marketing;

9. An emerging domestic and international
market for valued indigenous rice varieties
supported by Community-based seed banks;

10. Domestic rice price competitive with the
world price to remove the incentive for
smuggling;

Transcription

5. Legislation willing (i.e.
RH bill) a break in
population additions;

6. A heroic effort in
program implementation
on the ground led by
Rice Champions in the
provincial and municipal
levels;

7. Cash income and
nutrition-oriented crop
diversification in places
accessible to the market
make possible by farm-
to-market roads;

Transcription

8. An honest-to-
goodness collective
action for irrigation water
management, rice
production and
marketing. This is not
easy to do but this is
something we've got to
do;

9. An emerging domestic
and international market
for valued indigenous
rice varieties supported
by community-based
seed banks;

& 10. Domestic rice price

competitive with the world price to remove the incentive for smuggling. As one very big
rice trader told me, money in rice is in "bigas” not in "palay”. So it is a rice trade not a
rice production;
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Alternative rice future of self-reliance for
the country, with the following scenarios

11. Non-farm jobs created by a productive
agriculture;

12. A systematic and “truthful” monitoring and
evaluation scheme to tells us what happens
to the household rice security when the
Philippines achieves beyond rice self-
sufficiency. Rice statistics need to be credible,
transparent, timely, accurate and “grounded”.

-

Alternative rice future of self-reliance for
the country, with the following scenarios

All of these ingredients in our rice future
are in different stages of happening; awaiting
a full realization when finally, nobody goes to
bed hungry!

Free trade or no free trade, we “need to do
our homework” but we should actively
“participate in the world discussions about
creating a world rice reserve”

-

Transcription

11. Non-farm jobs
created by a productive
agriculture;

12. A systematic and
“truthful” monitoring and
evaluation scheme to
tell us what happens to
household rice security?
Will the Philippines
achieve beyond rice
self-sufficiency? Rice
statistics need to be
credible, transparent,
timely, accurate, and
“grounded”.

Transcription

All of these ingredients
in our rice future are in
different stages of
happening awaiting a
full realization when
finally nobody goes to
bed hungry. If the vision
of the Philippine rice
future is one of no more
importation, is
tariffication still
relevant? At any rate,
free trade or no free
trade, we need to do our
homework. And PhilRice
needs to do, even if, a
bigger homework. But
we should actively
participate in the world
discussion about
creating world rice
reserve.
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JeJ{ll1] FUTURE DIRECTIONS OF RICE TRADE IN THE PHILIPPINES

It is possible to attain self-sufficiency if the industry is already competitive. To do
this, tariff has to be imposed first to remove the market distortions resulting from

QR.

Moreover, it is important to focus not only on the production but also on the
marketing side of the industry. The country cannot be competitive domestically or
internationally unless the industry has balanced improvements in both production
and marketing systems.
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Appendix A. Program of Activities

Seminar Proper
MORNING
8:30-9:00 Registration
9:01-9:30 Opening Program
Invocation Ms. Aileen C. Litonjua
National Anthem Video Presentation
Welcome Remarks Eduardo Jimmy P. Quilang, Ph.D.
Acting Deputy Executive Director for
Development, PhilRice
9:31-10:15 Background on the Philippine Rice Trade Policies
Speaker: Ma. Eden S. Padiozo, Ph.D., UP Los Banos
Discussant: Minda C. Mangabat, Ph.D., BAS
10:16-10:30 Open Forum
10:31-10:35 Awarding of tokens and certificates for presenters and discussants
10:36-10:45 Coffee Break
10:46- 11:30 Implications of 2005 Extension of the Quantitative Restrictions on
the Rice Industry
Speaker: Ramon L. Clarete, Ph.D., UP Diliman
Discussant: Cristina C. David, Ph. D. IRRI
11:31-11:45 Open Forum
11:46-11:50 Awarding of tokens and certificates for presenters and discussants
11:51-1:00  LUNCH
AFTERNOON
1:01-1:30 Launching of the National Year of Rice (NYR)

Eduardo Jimmy P. Quilang, Ph.D.

Acting Deputy Executive Director for Development, PhilRice

1:31-2:15 Competitiveness of Philippine Rice Industry vis-a-vis SEA Nations

Speaker: David C. Dawe, Ph.D., FAO
Discussant: Mercedita A. Sombilla, Ph.D, NEDA
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2:16-2:30

2:31-2:35

2:36-3:15

3:16-3:30

3:31-3:35

3:36-3:45

3:46-4:30

4:31-4:45

4:46-4:50

4:51-5:00

Open Forum

Awarding of tokens and certificates for presenters and discussants
Advantages and Disadvantages of Tariffication

Speaker: Roehlano M. Briones, Ph.D., PIDS

Discussant: Sergio R. Francisco, Ph.D., PhilRice

Open Forum

Awarding of tokens and certificates for presenters and discussants
Coffee Break

Future Directions of Philippine Rice Trade

Speaker: Flordeliza H. Bordey, Ph.D., PhilRice

Discussant: Gelia T. Castillo, Ph.D., IRRI

Open Forum

Awarding of tokens and certificates for presenters and discussants
Closing Program

Closing Remarks Manuel Jose C. Regalado, Ph.D.

Acting Deputy Executive Director for
Research, PhilRice

Masters of Ceremonies
Ms. Rhemilyn Z. Relado and Dr. Irene R. Tanzo

Moderators of Open Forums
Dr. Cheryll C. Launio and Dr. Jesusa C. Beltran



Appendix B. List of Participants

Government

Mangabat, Minda
Erfe, Guadalupe
Castro, Carolyn
Manipon, Leonisa
Dawe, David

David, Cristina
Moya, Piedad
Tolentino, V. Bruce
Barker, Randy
Calivoso, Ethel
Namia, Elgie
Olgado, Sesinando
Royandoyan, Romeo
Sombilla, Mercedita
Delos Reyes, Eloisa
Fernandez, Ma. Dolores
Briones, Roehlano
Navata, Paolo
Turingan, Peter

State Colleges and Universities

Calrete, Ramon
Olivares, Resi
Piadozo, Ma. Eden

PhilRice

Borja, Sophia
Malabanan, Necitas
Abrogena, Nida
Bongat, Fe
Catudan, Bethzaida
Martin, Edwin
Santiago, Gilely
Layaoen, Myriam
Razon, Shereen
Saclangan, Dan
Perez, Loida

De Dios, Jovino
Aguilar, Ferdinand
Ocampo, Jacqueline Lee

BAS

BAS

DA-ASEC for Policy Planning
DA-ASEC for Policy Planning

FAO

IRRI

IRRI

IRRI

IRRI

NAFC

NAFC

NAFC

NAFC

NEDA

NFA

NFA

PIDS

Senate Economic Planning Office
Senate Economic Planning Office

UP Diliman
UP Diliman
UPLB

Admin
Admin
Batac
Batac
Batac

CPD

CPD
DevComm
DevComm
GRD

GRD

ISD

Los Barios
Los Barios
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Escabarte Jr., Rodolfo
Javier, Leo
Libetario,Edgar

Quilang, Eduardo Jimmy
Regalado, Manuel Jose

Castillo, Gelia

Co, Herculano
Mendoza, Teodoro
Soliven, Ma. Luisa
Bacani, Senen

Dela Cruz, Ronaldo
Quimsa, Alejandro
Santos, Gil John
Ladringan, Simeon
Austria, Chona
Beltran, Jesusa
Bordey, Flordeliza
Francisco, Sergie
Gullen, Reinalyn
Labay, Anna Liza
Lamson, Florencio
Launio, Cheryll
Litonjua, Aileen
Lopez, Myra Rebelyn
Malasa, Ronell
Manalili, Rowena
Mataia, Alice

Paran, Suennie Jane
Redondo, Guadalupe
Relado, Rhemilyn
Tabalno, Roy

Tanzo, Irene

Brena, Susan

NGO

Alfaro, Mar

Nugqui, Willy
Gonzales, Joselito
Emperio, Mario
Tanchuling , Hazel

Private

Loresca, Kathleen
Malabanan, Frisco
Gomez, Benjamin

Midsayap
Negros
Negros
ODEDD
ODEDR
PhilRice-BOT
PhilRice-BOT
PhilRice-BOT
PhilRice-BOT
PhilRice-BOT
PPFOD
PPFOD
PPFOD
PPFOD

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

SED

STD

CuP
MINDA
PRRM
PRRM
RWAN

GFK ASIA PIE LTD
SL Agritech
SL Agritech



Appendix C. Policy Research and Advocacy Team

Flordeliza H. Bordey, Ph.D.
Aileen C. Litonjua
Suennie Jane C. Paran
Florencio B. Lamson
Chona P. Austria

Appendix D. Editorial Team

Aileen C. Litonjua
Daphne L. Kitongan
Jaime A. Manalo IV
Myriam G. Layaoen
Suennie Jane C. Paran
Chona P. Austria
Florencio B. Lamson
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CONTACT INFORMATION

PhilRice Central Experiment Station
Science City of Mufioz, 3119 Nueva Ecija
TRUNKLINES: 63 (44) 456-0277

Help Desk: (044) 456-5387

Text Center: 0920-911-1398

E-mail: prri.mail@philrice.gov.ph

PhilRice Batac
17 Tabug, Batac, 2906, llocos Norte
Tel: (077) 670-1867; -1882

PhilRice Isabela
San Mateo, 3318 Isabela
Telefax: (078) 664-2280; -2953; -2954

PhilRice Los Banos
UPLB Campus, College, 4031 Laguna
Tel: (049) 501-1917, 536-8620

PhilRice Field Office
CMU Campus,Maramag,8710 Bukidnon
Tel: (088) 222-5744

PhilRice Liaison Office
3rd Flr. ATI Bldg. Elliptical Road

Diliman, Quezon City
Tel: (02) 920-5129

PhilRice Negros
Cansilayan, Murcia, 6129 Negros Occidental
Mobile Number: 0928-5060515

PhilRice Agusan

Basilisa, RTRomualdez, 8611 Agusan Norte
Tel: (085) 818-4477; -0778

Telefax: (085) 343-0768

PhilRice Midsayap

Bual Norte, Midsayap, 9410 North Cotabato
Tel: (064) 229-7242; (088) 356-1888
Telefax: (064) 229-8178

PhilRice Bicol
Batang, Ligao City, 4504 Albay
Mobile Number: 0908-8840724



DEPARTMENT OF AGRICULTURE
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Philippine Rice Research Institute [PhilRice] is a government corporate entity attached to the
Department of Agriculture created through Executive Order 1041 on 5 November 1985 [as
amended) to help develop high-vielding and costreducing technologies so farmers can produce
enough rice for all Filipinos.

The Institute accomplishes this mission through research and development work in our central and
six branch stations, coordinating within a network that comprises 57 agencies and 70 seed centers
strategically located nationwide.

As proof of the Institute's quality of service, PhilRice received the following cerifications: 1SO
001:2008 (Quality Management), SO 14001:2004 (Environmental Management), and OHSAS
18001:2007 (Occupational Health and Safety Assessment Series.

PhilRice Central Experiment Station
Science City of Mufioz, 3119 Nueva Ecija
TRUNKLINES: 63 (44) 456-0277

Help Desk: [044) 456-5387

Text Center: 0920-911-1398

E-mail: prmi.mail@philice.gov.ph



