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Foreword 

Responding to the growing concern for the effects of trade liberalization on regional 
agriculture, the CGPRT Centre has implemented a three-year research project “Effects of Trade 
Liberalization on Agriculture in Selected Asian Countries with Special Focus on CGPRT Crops 
(TradeLib)” since March 1997, in collaboration with partners from ten countries: China, India, 
Indonesia, Japan, Malaysia, Pakistan, the Philippines, the Republic of Korea, Thailand and Viet 
Nam. In all these countries, important issues regarding trade liberalization were investigated 
with an identical research framework by national experts. 
 
 The investigation covers major crops which might receive either favorable or 
unfavorable effects of trade liberalization both in export and import. I believe that the project 
will provide broad and practical knowledge on various aspects of the effects of trade 
liberalization; moreover, the information will be useful for researchers and policy planners not 
only in participating countries but also in other countries in the region. However, I would like to 
note that, since this project was conceived and started before the current currency and economic 
crisis began in the middle of 1997, the analysis handles basically the period before the crisis 
with available current information.  
 

I am pleased to publish Effects of Trade Liberalization on Agriculture in the 
Philippines: Commodity Aspects as the report of the second phase of the country study of the 
Philippines. A report of the first phase of the country study, which includes institutional and 
structural aspects on the same subject, was published recently. I certainly hope these reports 
will be fully utilized for the improvement of agricultural trade and the encouragement of 
regional agriculture.  
 
 I thank Dr. Minda C. Mangabat of the Philippines for her intensive research and the 
Bureau of Agricultural Statistics for allowing her to work with us and for providing continuous 
support. I am very much obliged to Dr. Boonjit Titapiwatanakun for his devoted contribution to 
the project as the regional advisor. I would also like to express appreciation to the Government 
of Japan for funding the project. 
 
 
 
 
 
          Haruo Inagaki 
               Director 
          CGPRT Centre 
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Executive Summary 

 
 
 This study is a follow-up to the first phase of the agricultural trade liberalization study in 
the Philippines, which dealt with structural and institutional aspects. The present study has the 
following components. It identifies and discusses crucial policies and issues on production, 
marketing and international trade for two of the most important agricultural commodities in the 
country - rice and corn (with focus on yellow corn). With this backdrop, the study proceeds 
with its major objective of providing a quantitative assessment of the effects of trade 
liberalization at national, regional and farm levels of the rice and corn sectors. The trade 
liberalization in this study is confined to tariff reforms.  
 Regression analysis, covering the data from 1980 to 1997, is the major framework in 
assessing the impact of tariff reforms at the national and regional levels. The elasticities of 
supply and demand and elasticities of price linkage transmissions for wholesale and farm prices 
are used to quantify the effects of tariff reforms on production, demand and, hence, on the 
welfare effects through the concepts of producer and consumer surpluses using the average 
price and quantities for 1997 as the base year. Whenever appropriate, secondary data on supply 
and demand elasticities are adopted. A partial budget analysis complements the regression 
analysis whereby the effects of tariff reforms in agricultural inputs such as fertilizer and 
agricultural machinery are determined. In addition, the changes in farm prices as a result of 
tariff reforms are used to simulate the changes in costs and returns of producing rice and yellow 
corn. The impact analysis at the farm level is confined to partial budget analysis. Also, it 
determines the effects of tariff reforms on production inputs such as fertilizer and agricultural 
machinery. 

The regional and farm level assessments are concentrated in Central Luzon region. A 
small cross section of rice farmers in a village in Nueva Ecija province in the region served as a 
source of data for the partial farm budget analysis. A yellow corn producer in a village in 
Pampanga province also in Central Luzon was selected. 

The rice sector 

 Under the GATT-WTO, the Philippines sought to postpone rice tariffication for ten 
years until the year 2004. Philippine rice has also been excluded temporarily in the AFTA-
CEPT scheme. These trade policy measures are designed to cushion the domestic rice farmers 
from any imbalances that may arise as a result of trade liberalization. In the next WTO round of 
negotiations policy makers are faced with the decision of whether to seek an extension of the 
special treatment for rice or to replace the quantitative restrictions (QRs) for rice with tariffs 
and if so, at what rate. 
 The declining rice output in the country in recent years due to adverse weather 
conditions has resulted in substantial rice imports. For a long period, the government through 
the National Food Authority (NFA), the central marketing agency for grains, had the exclusive 
authority to import rice free of duty. In 1999 the private sector was allowed rice imports of the 
minimum access volume (MAV). 
 In this study, the assessment of trade reforms in rice accounts for the following tariff 
scenarios. The first scenario is a change from a duty free or zero tariff to 50%. This mimics the 
recent move by the government in 1999 to partially deregulate NFA’s monopoly on rice imports 
by allowing private sector participation of the MAV whereby the 50% tariff applies. This is on 
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the premise that the NFA Council will allow continuous participation of private traders in rice 
importation. Second, rice will be tariffied at the rate of 200% after the year 2004 or earlier. In 
order to make analysis feasible, it is assumed that the tariff will be applied to all rice imports. 
Moreover, to compare the impacts of different tariffs, the following rates are used: from 0 to 
50% and from 0 to 200%. 

National level analysis  
The effects of the assumed scaling up of rice tariffs will result in increases in domestic 

prices and production, decrease in demand, producer surpluses but consumer losses. The 1997 
average wholesale price will rise by 3.15% at the 50% tariff and 12.60% at 200% tariff. These 
changes, in turn, will cause corresponding decreases in the 1997 national rice demand by 0.90% 
and 3.53%, respectively, at 50% and 200% tariff rates. Prices received by farmers will increase 
by 1.80% at 50% tariff and 7.19% at 200% tariff. Increases in farm prices will induce paddy 
production to rise minimally by less than 1% (0.59) at 50% tariff and by 2.37% at 200% tariff. 
 The welfare effects will be producer surpluses but consumer losses. The latter, however, 
exceed the former, resulting in welfare net losses by 2.59 billion pesos at 50% tariff and 10.1 
billion pesos at 200% tariff.  
 Tariff reforms in agricultural inputs such as fertilizer and agricultural machinery, 
whereby tariff decreases, respectively, by 2% and 10%, in addition to increases in farm prices 
for paddy resulting from rice tariffication, were applied simultaneously with the1997 average 
cost and returns data for paddy. The results show that on a per hectare basis, the net profit-cost 
ratios will increase by 9.5% with the 50% tariff and 42.86% with the 200% tariff.  

Regional level analysis  
 
Following the same procedure in the national level analysis, the increases in rice tariff 

will result in corresponding increases in wholesale prices (5.25 and 21.0%), farm prices (5.04 
and 20.16%) and in production (2.12 and 8.47%); decreases in consumption (-2.05 and              
-8.21%); surpluses to producers but surplus losses to consumers. In contrast with the national 
level analysis, the percentage changes in wholesale prices are only slightly above the percentage 
changes in farm prices; producer gains exceed consumer losses which will result in net welfare 
to the region by 131.22 million pesos at 50% and 0.73 billion pesos at the high tariff of 200%. 
The reason for this is that Central Luzon is a rice surplus region. 

Farm level analysis 
 
The combined impacts of tariff reforms in fertilizer and agricultural machinery and rice 

tariffication were determined on the costs and returns of a small cross section of paddy farmers 
in a village in Nueva Ecija province in Central Luzon region.  The analysis indicated increases 
in the net returns per one cropping, per hectare of irrigated paddy farms, by about 21% at 50% 
tariff and 77% at 200% tariff. 
 In the partial budget analysis for the region, tariff reductions for fertilizer and 
agricultural machinery reduce cost only minimally; the additional effects of tariffs for rice 
through farm price increases result in higher net profit-cost ratios, by almost twice from 0.08 to 
0.14 at 50% tariff and nearly four times from 0.08 to 0.30 at 200% tariff. 

The corn sector 

As a result of R & D breakthrough in open pollinated varieties (OPVs), the national 
output of yellow corn improved substantially beginning in 1986. National average yields 
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reached 2 metric tons per hectare in 1993. In spite of substantial gains in output and yield for 
yellow corn, average yield for the country is still below that of major producers such as 
Thailand (3mt/ha.), Argentina (4 mt/ha.) and U.S. (almost 8 mt/ha.). Yellow corn accounts for 
about two-thirds of the country’s livestock feed formulation. The rapid growth in the domestic 
livestock industry has put pressure on corn supply such that shortfalls in yellow corn output 
especially during the dry season result in reliance on imports. The inefficient domestic 
marketing system for yellow corn also contributes to the supply problem. The long distance and 
highly dispersed geographic location of the production areas (Mindanao island) and 
consumption areas (feedmillers and major livestock producers are located in Luzon island), the 
weak infrastructure links and monopoly in inter-island shipping result in high marketing costs 
of corn in the Philippines. On average, the cost of marketing and distribution of corn in the 
Philippines is two-thirds higher than in Thailand.  
 Unlike rice, the quantitative restrictions (QRs) for corn have been replaced by tariffs 
under the GATT-WTO. The in-quota tariff of the MAV is 35% until the year 2004. The out-
quota tariff was set initially at 100% in 1995 and will be reduced gradually to 50% in 2004. 
 In determining the effects of corn tariff reforms in the next WTO negotiations, the 
current 35% under the MVA serves as the basis for analysis. The first assumption for tariff 
reduction will be from 35% to 20% to be followed by another reduction to 5%. The latter 
scaling down of the corn tariff is consistent with the objective of AFTA-CEPT to reduce tariffs 
in ASEAN member countries within the range 0% to 5% by the year 2010. For comparative 
purposes, the analysis will consider the following tariff rates: from 35 to 20% and from 35 to 
5%. 

National level analysis 
  An import demand function was estimated for yellow corn in order to determine the 
effects of tariff reductions. This was not undertaken for rice due to data limitations.  Based on 
the results, the 1997 average import volume of yellow corn of 302.96 thousand tons will 
increase by almost 3% at 20% tariff and by almost 6% at 5% tariff. The other effects of reduced 
tariff rates are as follows. The 1997 average wholesale price of yellow corn will diminish by 
2.86% and 5.73%, respectively, at the 20% tariff and 5% tariff. These changes in turn will cause 
demand for yellow corn to increase by less than 1% (0.74%) at 20% tariff and by 1.49% at 5% 
tariff. Farm prices will also decrease 2.78% and 5.58% and reduction in yellow corn production 
will be by 1.97% and 3.96%. 
 The overall impact will be positive consumer surpluses but producer’s surplus losses. 
The former, however, exceed the latter, resulting in net welfare benefits of 330.53 million pesos 
and 663 million pesos, respectively, at the 20% and 5% tariff. 
 In the partial farm budget analysis, in spite of the reduction of fertilizer cost (tariff 
reduction for agricultural machinery was not applied due to the absence of this cost in the farm 
budget data), net profit per hectare decreases by 7.7% and 15.9% due to lower farm prices as a 
result of the lowering of the tariff for yellow corn.  

Regional level analysis 
  The overall effects of tariff reductions of yellow corn in Central Luzon follow the same 
pattern as with the national level, i.e. decreases in wholesale prices (-8.61 and -16.41%) and 
prices received by farmers (-8.29 and -15.80%); higher demand by 2.08% and 3.95%; and 
production reduced by 9.85% and 18.77%. Consumer surpluses will more than offset producer 
losses, which will result in net benefits of 381.14 million pesos and 737.17 million pesos, 
respectively, at the 20% and 5% tariff.   
 In the partial farm budget analysis in the region, the combined effects of the tariff reform 
in fertiliser and the depressed farm price effects of reforms in yellow corn tariff will lead to net 



 xx

profits lower by 16.22% at 20% tariff and 31.54% at 5% tariff. The impact of the tariff 
reduction in agricultural machinery was not included in the analysis due to the absence of cost 
in machinery rental in the regional data. 

Farm level analysis   
Tariff reforms in fertilizer and agricultural machinery reduce the cash cost of producing 

one cropping of an irrigated hectare of yellow corn of one sample farmer in a village in 
Pampanga province, also in Central Luzon region. This leads to a less than 1% (0.67%) increase 
in net returns.  However, this gain is offset by the decreasing effect on output farm prices of 
reduced tariffs of yellow corn, by 6.6% from 35 to 20% tariff and 18.8% from 35 to 5% tariff.  
This situation may result in shifting back to paddy cultivation which the sample farmer was 
engaged in previously. 
 It should be emphasized that the above results of the impacts of tariff reforms in rice and 
yellow corn are good only as far as the assumptions of this study and limitations of the data 
would allow. The quantified impacts of tariff reforms should be interpreted as the probable 
directions of supply, demand, domestic prices, producer and consumer surpluses for the rice 
and corn sectors. 
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