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EXECUTIVE SUMMARY

I. What Worked and What Did Not Work—Key Findings

1 - CARP had a positive impact on poverty and growth. However, the available empirical
evidence! shows that the impact on poverty has been quite modest.? There are two main
reasons for this outcome. First, the program’s inability to prioritize the acquisition of private
lands through compulsory acquisition has led to an imperfect targeting of the poor by its land
acquisition and distribution (LAD) component. Second, while the Agrarian Reform
Community (ARC) strategy’s design has been effective in addressing the challenge of raising
agricultural productivity, it has at the same time resulted to an under-targeting of the poorest
agrarian reform beneficiaries (ARBS).

2 - Compulsory acquisition remains a strategic tool for a pro-poor CARP but at the
same time an obstacle in its implementation. CARP has contributed most to poverty
reduction in those areas where compulsory acquisition has advanced most. Compulsory
acquisition, as a mode of land distribution, is more frequently applied in higher productivity
areas, either where opposition to CARP by landowners is strongest or where the price of land
exceeds what is justified in terms of potential profitability from its use. However, in those
areas where most lands are targeted for compulsory acquisition and where CARP’s impact on
poverty would be maximized, progress in land distribution has been slowest. This constitutes
a key dilemma given the primary role compulsory acquisition would have in an extended
CARP under a business-as-usual scenario. In its current set-up and given the budgetary
resources that would be allocated, it is highly unlikely that CARP will be able to
complete the distribution of private lands within the proposed 5/7 (and perhaps even
10) years extension.

3-The ARC strategy has been successful in raising farm incomes and farm
productivity in areas with medium to high agricultural growth potential where small-
scale farming held the promise of becoming commercially viable.* CARP’s Program
Beneficiaries Development (PBD) component, implemented through the ARCs, has
effectively targeted communities located in peri-urban areas. These areas were characterized
by: a favorable natural resource base, progress in terms of land distribution and social capital
formation, and gaps in infrastructure that could be eliminated within a fairly short time with
small scale interventions (e.g., farm to market roads). In such relatively favorable areas,
CARP’s package of interventions has proved adequate in raising agricultural productivity

! See Balisacan and Fuwa (2004), Balisacan (2007), APPC (2007). The report reviews and summarizes these and other
studies focusing on CARP’s poverty impact. In addition, using Family Income and Expenditure Survey (FIES) data at
provincial level, the report shows CARP’s poverty impact has been positive only during the 1998-2006 decade with CARP
accounting for 10% to 30% of the overall rate of poverty reduction. Compulsory acquisition doubles CARP’s average
impact on the rate of poverty reduction.

2 On the other hand, APPC (2007) recently demonstrated that the internal rate of return on the committed public funds has
been quite satisfactory from an economic point of view.

% The study finds that farms located in ARCs and involved in the production of traditional crops (i.e., corn, land, and
coconut) display a 15% higher level of profitability per hectare, after controlling for land quality and farmers’ skills.
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and in ensuring positive gains in the fight against rural poverty. This seems to be consistent
with the experience of the Second Agrarian Reform Communities Development Project
(ARCDP2) and that of other foreign-assisted projects supporting the ARC strategy.

4 - Failure to fully link and integrate land reform and support services has been a key
factor in limiting the poverty reduction effect of CARP. CARP’s impact was not as
favorable in those areas where land distribution has advanced least and where the delivery of
support services has been limited. Slow progress in land distribution in these areas has
hampered the delivery of support services to the poorest communities. A relatively small
density of ARBs, a low level of social capital, and a large infrastructural gap have worked
against the expansion and deepening of the ARC strategy in these areas. For instance,
Negros’ sugarcane lands have been particularly exposed to such policy failure since a large
number of ARBs have either illegally sold or released their awarded lands.

The consequences of this delinking are particularly negative in those rural areas marked by
high poverty. In these areas, agriculture continues to represent a key pathway out of poverty
and nonfarm income opportunities remain under-developed. This failure is among the main
reasons for CARP’s limited impact on poverty. Today, it constitutes one of the main
challenges in bringing the agrarian reform process to a successful and prompt completion.

5 - Critical conditions must be developed before redistributing lands in the sugarcane
and plantation sectors. Although potentially favoring a redistribution of income, land
distribution in the sugarcane sector will hardly lead to an increase in productivity given the
existence of economies of size in production (albeit mild) and of coordination costs at the
mill-level. Both lack of managerial experience and limited access to input and output markets
diminish the chances of success for ARBs in the plantations. On the other hand, production
and management agreements between beneficiaries and agribusiness management firms have
proved in many instances to be quite successful models of land reform. In sugarlands, the
protectionist policies and regulations of the sugar industry constitute an important factor that
negatively affects the pace of CARP implementation. These policies are capitalized in the
value of land. This results in strengthened opposition to land reform and in a further straining
of the financial resources earmarked for CARP.

6 - Existing legal restrictions on land transfers hamper land and credit markets, while
tenure security of the program’s beneficiaries has been addressed to a very limited
extent given the widespread transfer of land through collective CLOAs. The functioning
of land rental markets precludes farms from adjusting their operations beyond the size of the
land holdings. As a result, access to land by the land-poor and by ARBs has been made more
difficult. Moreover, the Department of Agrarian Reform (DAR) has resorted to collective
CLOAs for distributing more than 1.7 million hectares of land, mostly without a clear
efficiency rationale for this type of arrangement. This has substantially impaired the
program’s achievements in terms of tenure security and development of ARBs through
improved access to credit.

* As shown in the study, being an ARB reduces the probability of accessing formal credit by about 4.5%, in an environment
where up to 70% of households are credit rationed. Substituting a hectare of titled land for one of untitled land increases the
probability of not being rationed by 1.4%. On a 2-hectare farm, this effect amounts to almost an additional 3%. Becoming
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7 - Alternative models of land reform have been experienced with success, notably the
Community Managed Agrarian Reform Project (CMARP) and some forms of
Alternative Venture Agreements (AVAs)°. Their common distinguishing feature is that
they minimize the risk of breaking-up the existing relationship (or bond) between
beneficiaries and landowners. In several cases, this relationship has been an important asset
in the successful transfer of land ownership and should be regarded as an important
opportunity for ARBs to progressively develop their entrepreneurial skills. Moreover, as
shown under the Community Managed Agrarian Reform Project, LGUs have proved capable
of assuming an effective mediating and bridging role during negotiations between
landowners and beneficiaries.

In all of the above instances, the degree of empowerment of the beneficiaries is magnified by
their enhanced role in the transfer of land rights and by fully incorporating land reform in
local development dynamics. In Negros, there are recent experiences of beneficiary
cooperatives that enter into management contracts with established agribusiness firms. The
experiences show that a sustainable process of beneficiary empowerment is possible®. While
lands are typically rented back to the agribusiness firms, beneficiaries receive in addition to
the rent a regular source of employment, access to social security benefits, access to output
and credit markets and technology, and a share of the business revenues. These arrangements
substantially reduce the many uncertainties that farm workers face when becoming ARBSs,
particularly the limited capacity of CARP to provide support services.

8 - The current system of agrarian conflict resolution represents one of the major
bottlenecks to CARP completion. The system is cumbersome and inefficient and works to
the advantage of landowners. The reforms currently proposed to reinforce the current system
of agrarian justice, based on the concept of mediation, will not solve the problem. They
might actually complicate it further by adding an additional layer of bureaucracy in an
already too cumbersome process of dispute resolution. Lack of career paths among involved
staff and weak incentives reduce the effectiveness of the current tools for conflict resolution.
A bolder approach is necessary to tackle this complicated yet vital issue.

member of a credit cooperative greatly improves access to formal credit (10%), while being in an ARC increases it by
almost 4%.

® The CMARP was a pilot project carried out under the Agrarian Reform Community Development Project 2. The
distinguishing feature of CMARP is that it complements the Voluntary Land Transfer modality of land distribution with a
closer participation by LGUs and local communities in the negotiation between landowners and beneficiaries. The volume
and composition of support services delivered will depend on the degree of success of the negotiations. The pilot was carried
out in 10 different communities across the Philippines and it involved an area of approximately 1,000 has. All indicators
were more than satisfactory at the end of the project, including the timeliness of repayment of agrarian debt by beneficiaries,
the lower cost of the transferred land, and the greater sense of security and empowerment displayed by beneficiaries.

¢ Good examples are the sugarcane cooperative managed by the Hermanos Gamboa company in San Carlos and the KWASI
Cooperative in Kabankalan.



I1. “Mission Accomplished!”—How to Get There

9 - The extension of CARP should be conditional on creating enough innovations in the
program’s implementation to ensure that it will be accomplished in the shortest time
possible and will provide a strong stimulus to long-term rural growth and poverty
reduction. The recommendations in the report are designed in such a way as to ensure that:
(i) the program advances as swiftly as possible; (ii) the distortions affecting the efficiency of
land markets and the incentives in land-related investments will be minimized; (iii) agrarian
reform beneficiaries will be empowered to the maximum extent possible; (iv) the bulk of
budgetary resources earmarked for CARP would be directed toward the provision of support
services; and (v) resources would be allocated in such a way as to maximize the overall rural
development effort in terms of growth and equity.

10 - From a more strategic point of view, land reform in the Philippines should not
continue being regarded as a panacea for rural development. Agriculture continues to be
a key driver of rural growth in the Philippines, although its importance tends to decline over
time, albeit in a spatially uneven way depending on various natural and other socioeconomic
endowments. Pathways out of rural poverty differ across regions due to variations in
productive, agro-climatic endowments, and infrastructural development. Thus a *“one size fits
all” approach will not allow allocating efficiently development resources across the rural
landscape. A differentiated, modulated, adaptable, and area-based approach is required.

11 - Decentralized and community managed approaches, such as CMARP, have been
successfully tested and should be scaled-up in rice, corn, and coconut areas and be
mainly targeted to medium-sized landholdings. The CMARP approach will help setting
CARP on a fiscally sustainable path by allowing money earmarked for compulsory
acquisition to be redirected to fund support services. By simultaneously implementing
support services and land reform, a closer link between land reform and poverty reduction
will be ensured.

12 - In the plantation sector, while beneficiaries should be vested with the right to
decide whether to join cooperatives, flexible contractual arrangements offering the
opportunity to avoid fragmentation should be supported. For instance, while contracts for
land transfer could be defined within one year after the approval of CARP extension, the
transfer of land itself could take place over a longer period of time at a pace consistent with
the managerial skills acquired by beneficiaries, improvements in their financial capabilities,
general market conditions, and so on.

13 - Compulsory acquisition needs to be retained as a last resort solution in those
instances in which negotiations fail. Framing compulsory acquisition in the context of a
negotiated and community managed approach to land reform will minimize recourse to
it. Large landholdings represent a challenge to a fair and balanced negotiation. While
offering an initial limited window of opportunity for accessing negotiations, DAR should
focus its compulsory acquisition efforts on these lands once such a window is closed. In the
case of mid-sized landowners, the window should be opened for a longer time. DAR would



guide and assist the negotiated approach in collaboration with LGUs, civil society
organizations (CSOs), and other stakeholders.

14 - Compulsory arbitration needs to be introduced in negotiations over land transfers
to address disputes that concern private parties. This will ensure prompt resolution and
reduce the scope for tactics aimed at delaying program implementation. Recourse to the
court system will continue for cases related to disputes over land valuation between the State
and the landowners, in particular when land is compulsory acquired. Scaling up the
negotiated and decentralized approach will reduce conflicts over land adjudication. A reform
of the arbitration system would further reduce the backlog of cases currently pending
resolution and would significantly contribute to a more efficient agrarian justice system.

15 - CARL legal restrictions on land transfers need be substantially reformed to
improve the efficiency of land markets, in particular the one for rentals. The period of
time within which beneficiaries would not be allowed to sell their lands should be reduced to
a maximum of three years, while land rental should be allowed immediately after the award.
The rapid modernization that agriculture is undergoing in a globalized economy poses
serious challenges to the Philippines, where the excessive fragmentation of the farm sector is
leading to a loss of competitiveness.

These issues need to be addressed when designing CARP’s extension. More efficient land
markets would favor the reallocation and operational consolidation of farms toward farmers
with better productive and management skills. At the same time, beneficiaries that prefer to
switch to a different occupation to increase their incomes should be allowed to do so without
risk of losing their land assets. These provisions would reduce the extent of illegal land
markets and expand the tax base for LGUs.

16 - Collective CLOAs need to be subdivided in order to promote tenure security and
complete the process of land right transfers. Operational guidelines for the subdivision
should be drafted in order to grant individual rights to exclusion from the collective CLOAs.
Legal provisions in the CARL that award DAR the right to decide on the issuance of
collective CLOAs should be revisited and reformed in order to ensure that these are
issued only when there is a clear economic rationale.

17 - An area-based, territorial, and diversified approach to rural development is
necessary to reflect the different local conditions. This approach is proving to be a
rewarding one (e.g., Mindanao Rural Development Program’) and can certainly build on
DAR’s experience in implementing its ARC strategy. LGUs have the ability to lead the
process. In those instances when an LGU lacks the capacity to lead, timely technical
assistance supported by appropriate financial incentives can make the difference.

" The MRDP is a long-term 15-year program of the Department of Agriculture started in 2000. It aims to alleviate rural
poverty in Mindanao., Now on its second phase and implemented in all 26 provinces and 225 municipalities in Mindanao,
the program institutionalizes mechanisms and processes to decentralize delivery of frontline agricultural support services
from the DA to the LGUSs, in order to respond to priority community needs related to attaining food security and higher
incomes.



18 - The provision of support services should be community (i.e., LGU) driven to the
extent possible, embedded in the local development planning, and supported through
the participation of civil society organizations. The interventions should be coordinated at
three levels: (1) beneficiaries should be given an incentive-based combination of loans and
productive grants to buy land and basic production inputs and implements (similarly to what
was done in Brazil under the Crédito Fundiario program®); (2) local associations formed by
beneficiaries, farmers cooperatives, LGUs, and CSOs should be relied upon for the screening
of beneficiaries, supporting individual business plans, extending support during negotiations,
and for coordinating together with the national government the delivery of support services;
and (3) the national government should retain the role through DAR of supervising the
correct use of funds and screening of beneficiaries by local associations.

19 - Because of the need to adopt an area-based perspective, agrarian reform needs to be
seen as complementary to other initiatives aimed at supporting rural development,
reflecting the local productive endowments and opportunities for growth. It should
focus on areas where the small farm sector is competitive or where its competitiveness
can be achieved by rural infrastructure investments with high returns, appropriate provision
of support services, and the ability to link to markets for inputs, outputs, and credit. Where
infrastructure and market conditions can be improved in the medium run, land reform can
be a major factor in local development, provided it is clearly integrated and
coordinated with the broader framework of local and regional interventions.

20 - In peri-urban areas the urban economy has become the main driver of growth
through its linkages to rural industries. In these areas farm income growth would still have
some leeway in lifting poor households out of poverty. However, improving access to
nonfarm income opportunities in these areas might reduce rural poverty just as well.
Consumption and production linkages between agriculture and the local economy would not
be as strong as in other rural areas. In dynamic areas with agricultural potential it would still
make sense to favor access to land by small farmers, but the key priority would be to develop
efficient land markets and strengthen tenure security. Relying on compulsory acquisition and
on the issuance of collective CLOAs in such areas would therefore be highly counter-
productive with regard to the broader objective of raising productivity growth in agriculture.

21 - In those areas where agriculture has the potential of being the main engine of
growth, land distribution also needs to be coupled with efforts at making land markets more
efficient, improving access to credit, developing input and output markets, and creating the
right incentive framework leading to higher investments in land and farm productivity. It is
in these areas where the risk of overlapping activities between the DAR and the
Department of Agriculture (DA) is highest. Given the overall effectiveness demonstrated
by the ARC-strategy in integrating agricultural support services with the development of
social capital, it appears that DAR’s comparative advantage in these areas should be in

8 Cédito Fundiario coveried a significant portion of poor States in North-East Brazil. An important component of Crédito
was redistribution of land through negotiations assisted by community organizations, including the Catholic Church.
Beneficiaries were screened through such organizations and were provided loans to buy land and grants to establish farms,
including a portion for subsistence during the first year of installment. The program is considered very successful by the
Brazilian Government. It was recently adopted by President Lula and the legislature as the country’s flagship rural poverty
program.



targeting communities with low to medium level of social capital, creating the pre-conditions
for sustained growth in agriculture.

22 - On the other hand, the DA would take the lead in those farmers’ communities with
a sufficient level of social development and productivity and where the key challenge
would be represented by their integration in dynamic supply chains. Development of key
provincial and regional infrastructure will be a key precondition for the take-off of these
areas, and this will require anchoring DAR’s and DA'’s intervention in coherent area
development efforts in coordination with other key national government agencies. The failure
to develop the Strategic Agriculture and Fishery Development Zones (SAFDZ) as poles of
agribusiness development suggests this will not be an easy task. Yet, addressing this
particular institutional failure will be critical for CARP’s success in these challenging areas.

23 - Lagging areas that lack basic infrastructure and have low agricultural potential
(e.g., remote upland areas) pose a particular challenge to CARP’s ability to link land
distribution with sustained poverty reduction. In these areas, migration will progressively
leave behind poor households. These households are relatively immobile and segregated
from urban labor markets due to age, cultural factors, and lack of basic skills. Although
access to land is important in securing the poor’s basic livelihood base, in such areas nonfarm
occupations and migration represent the only realistic pathways out of poverty. On average
agriculture does not have a clear comparative advantage over the nonfarm sector in reducing
rural poverty. Agricultural productivity is low so that infrastructure investments are not a
viable solution. It is in these extremely challenging areas where DAR will face the need to
diversify its package of interventions. DAR needs to focus on strengthening subsistence
agriculture, while working to develop those basic services and skill-enhancing activities that
would create the pre-conditions for a successful migration to the more dynamic urban and
rural labor markets. While a negotiated approach to land distribution will still be possible
even in these areas, it is clear that agrarian reform beneficiaries in these areas will need
access to mortgages at concessional rates.

24 - The completion and consolidation of CARP will necessarily imply the demobilization of
DAR. But until then a dedicated agency will be needed to speed up the closure of
CARP. This agency will have to be very different from the current one as there is
substantial scope for re-organization given the adoption of a decentralized, negotiated and
community managed approach to land reform. Ultimately, DAR’s experience and technical
capabilities in promoting rural development will need to be incorporated into the final
institutional set-up that will emerge in a post-CARP scenario. While it is too early to state
precisely how that institutional set-up should look like, it appears quite clear that rural
development will be more a cross-sectoral challenge and that a single agency mainly geared
towards agricultural growth will fall short of the task. An approach based on a strong policy-
coordinating body might hold the best promise for success. It suggests a new role for a re-
structured Presidential Agrarian Reform Council (PARC) at the end of the CARP, given it
ample experience in coordinating a large number of agencies.



1. OVERVIEW

|. Introduction

The goal of this report is to take stock of the existing evidence on the impact of the
Comprehensive Agrarian Reform Program on poverty, to examine the current challenges that
an extension of CARP would face, and to suggest directions toward achieving progress on
land reform given the financial and policy constraints faced by the program. CARP has now
ended its twentieth year since its launch and the eleventh since its first extension. There is
need to redefine the strategy given the limited achievements of the current agrarian reform
program even though it has had important successes in terms of land distribution. The
challenges faced and the cost of prolonged action are both too great for the “business as
usual” scenario to be a realistic option.

Agrarian reform in the Philippines has not been an easy process, and so continues to be.
Designing a strategy that would overcome existing difficulties, while complying with the
reasonable goal of efficiently allocating limited resources for rural development, is a major
task. Given the currently lesser role played by the Philippine agricultural sector in poverty
reduction and the marked differences in the modalities of land access across the country, land
reform as a poverty-reduction strategy will hardly be uniformly effective across the rural
landscape. In addition to investigating the link between land reform and poverty reduction,
the report examines the prospects for land reform in view of two key basic constraints:
financial budget constraints and the limited development of the land administration system.
The combination of these factors leads to a number of relevant conclusions concerning the
way forward.

The report starts by examining the nature and relevance of the challenges that an extension of
the land reform program will face. It then addresses the role of land reform in rural
development and poverty reduction. The impact of agrarian reform on land markets, access
to credit and, more broadly, on the competitiveness of small farms is then examined,
separating the case of rice and corn lands from that of sugarcane plantations, the latter taken
as an important “case-study” of the broader plantation sector. Implications for redesigning
the program are then drawn, focusing in particular on the need to more closely involve
important actors in the current process of rural development. The report finally considers the
institutional changes that will be required.

Although the report does not give detailed recommendations on how to proceed in reforming
CARP toward greater sustainability and better impact, it does contain a significant number of
policy implications and guidance for reforming the agrarian reform process. Although many
significant reforms would not require legislative changes, many others do. Indeed the report
traces a challenging yet entirely feasible reform path that can gain momentum during the first
year of the extension. This will entail a very different view of the role played by agrarian
reform and its actors in today’s Philippine rural society. The key criteria driving the report’s
analysis are the need to strengthen the link between CARP implementation and poverty
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reduction, enhance the fundamentals for sustained growth in agriculture, and support rural
development by fostering new productive alliances and strengthening neglected structures of
governance.

I1. Looking Back: Achievements and Impacts

The main goal of the report is to define possible avenues for reforming CARP into a more
effective force for poverty alleviation and sustained rural growth. In doing this, it is
necessary to take stock of what the program has achieved during the past 20 years of
implementation. A stock-taking is not only necessary but also directly touches the heart of
the land reform issue, which in the Philippine context is intimately tied to aspirations for
social justice.

a. Twenty years later: Assessing CARP’s implementation.
* Land distribution

At the beginning of its implementation, CARP expected to cover about 9.8 million hectares.
Subsequent re-assessments of potential areas led to a downward revision of program scope to
8.2 million hectares. Of the revised scope, the DAR is tasked to distribute 4.4 million
hectares of private agricultural and government-owned lands to some 3 million farmers,
while the Department of Environment and Natural Resources (DENR) is tasked to distribute
3.7 million hectares of public agricultural and Integrated Social Forestry/Community-Based
Forest Management (ISF/CBFM) lands to some 2 million farmers.

About 90% of the DAR scope of 4.4 million hectares has been distributed to farmer
beneficiaries (Table 1-1). In general, RA 6657 prescribes the conveyance of individual land
ownership titles, which are expected to be instrumental in raising farm household welfare
through the incentive effects that these bring to short and long run investments in agriculture.
However, as elaborated below, instead of individual titles, about 2.1 million hectares
representing 71% of the distributed land titles under land acquisition and distribution (LAD)
are still collective titles. The program’s performance system has not distinguished between
land areas under individual titles and those under collective titles.



Table 1-1 CARP scope and accomplishment, 2007

Land Type/Mode of Acquisition Scope (ha) % Accomplishment
DAR @ 4,428,357 89.4
Private Agricultural Lands 3,093,251 725
Operation Land Transfer 616,233 91.9
Government Financing Institutions 243,434 66.7
Voluntary Offer to Sell 437,970 1334
Compulsory Acquisition 1,507,122 18.4
Voluntary Land Transfer 288,492 225.6
Non-Private Agricultural Lands 1,335,106 128.8
Settlements 604,116 120.8
Landed Estates 70,173 115.2
Government Owned Lands 660,817 137.5
DENR®P 3,771,411 81.0
Public Alienable and Disposable Lands 2,502,000 68.7
:\;};eng;;;ergesn(t)cial Forestry/Community Based Forest 1260411 105.2
Total 8,199,768 85.6

Note: @ Scope pertains to 2006 figures. DAR recently revised this to 2007, though breakdown by program type is not available. P
Accomplishment is as of 2006.

Land distribution has been particularly slow for private agricultural lands (other than rice and
corn lands) under compulsory acquisition, which total 1.5 million hectares or roughly one-
fifth of the program scope. The accomplishment for this program component is only about
18%. The main constraints have included the inadequate technical capacity and budgetary
support of implementing agencies, lengthy legal disputes relating to coverage and land
valuation, landowners' resistance, and peace and order problems. Interestingly, it is in these
lands—particularly lands planted to sugarcane, coconut and other tree crops, and
nontraditional export crops—where most of the remaining problems with landholding
inequality exist.

In the case of public A&D lands, where accomplishment was only 80% of target after 20
years of CARP implementation, the bottlenecks have usually involved delays in undertaking
land surveys, slow reconstitution of land records, and sluggish resolution of land conflicts
among competing claimants. It is to be noted that public A&D lands and forested lands are
not vacant lands; they are being tilled by farmer *“squatters” who only need to be given
security of tenure.

* Transfer of land rights

As noted above, an important issue in the LAD accomplishment of DAR is the substantial
proportion of collective titles or CLOAs (Certificates of Land Ownership Award) issued to
areas covered under the program. This issue touches on the very essence of the objective of
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agrarian reform. Asset redistribution is never complete without the proper assignation of
property rights. With this, the farmers, who are now owners, will have the incentive to
increase both short- and long-term investments on the land. Moreover, the underlying
rationale of the CARP is the establishment of owner-cultivatorship of economic-sized farms
as the basis of Philippine agriculture.

RA 6657 allows for collective ownership only for specific circumstances. In particular, if it is
not economically feasible and sound to divide the land, then it shall be collectively owned by
the workers’ cooperative or association comprised of worker-beneficiaries. This provides an
appropriate ownership structure for cases where the current farm management system does
not particularly require the parcelarization of the land. For other types of landholdings, the
collective title is supposed to be only a transition mechanism to expedite the land acquisition
process. The subdivision survey and generation of individual titles would follow afterwards.
However, what was supposed to be a special case became the norm in the acquisition and
distribution of landholdings. About 71% of all lands distributed under CLOA are collective
CLOA:s. This translates to more than 2 million hectares (see Table 1-2).

Table 1-2 CLOAs distributed under CARP, by land type

Type No. of Titles? Percentage Area (Ha)2 Percentage
Individual CLOA 693,969 79 850,201 29
Collective CLOA 180,749 21 2,082,765 71
Total 874,718 100 2,932,967 100

a As of October 2007.
Note: The total excludes Emancipation Patents (EPs) that are issued for P.D. 27 areas.
Source: DAR Management Information Service.

The overwhelming majority of collective CLOAS are those under co-ownership (i.e., 90% of
all CLOA titles, representing 79% of total CLOA area). This is the case where the CLOA is
in the name of all beneficiaries. Cooperative CLOAs and Farmers’ Organization CLOAs are
issued to those beneficiaries who are already organized upon the generation of the CLOA. In
this case, the CLOA is in the name of the organization and the names of all beneficiaries are
usually annotated at the back of the title. Collective CLOAs awarded to beneficiaries of
commercial farms and lands held by multinational corporations fall under these types of
CLOA.

Aside from commercial and agribusiness farms, lands that are not tenanted and those that are
idle (but deemed arable) are most likely distributed under the co-ownership type of collective
CLOA, since potential beneficiaries are not yet tilling specific parcels of land. In fact, for idle
lands without prior claimants, the DAR would screen landless residents within the barangay
and adjacent barangays as possible beneficiaries. In contrast, on lands that are tenanted or
those that have farmworkers working on specific plots of land, the potential beneficiaries will
opt (and even insist) for individual titles.
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The breakdown of collective CLOAs by program type seems to confirm this observation The
GOL and the GFI lands have the highest proportion of collective CLOAs (86% and 83%,
respectively). On the other hand, CA and landed estate lands have the lowest proportion of
collective CLOAs. As indicated earlier, CA lands are the most contentious lands and are
probably the most productive lands.

Table 1-3 Breakdown of Collective CLOAs by program type, as of Oct. 2007

Percent
. Total CLOA .
Program Type Collective CLOA (ha) (Collective+Individual) (ha) C(():Ilfélve
Government Financial Institutions 117,418 141,225 83
Voluntary Offer to Sell 371,092 534,458 69
Compulsory Acquisition 141,430 242,710 58
Voluntary Land Transfer 362,971 557,950 65
Settlement Areas 380,175 606,970 63
Landed Estates 35,897 66,777 54
Government-Owned Lands 673,779 782,875 86
Total 2,082,765 2,932,967 71

Source: DAR Management Information Service

CARP lands that are under collective CLOA, particularly those that are not commercial
farms, are rather handicapped in terms of their development and sustainability. The incentive
effects expected to arise from land redistribution, i.e., increases in investment and farm
productivity might not be realized. The situation likewise jeopardizes the ability of farmer
beneficiaries to access credit and modern farming technologies, as well as to smooth
consumption in the event of adverse income shocks.

* The cost of transferring land under CARP

DAR'’s cost for administering the transfer of land under CARP is substantial. The study
estimates CARP’s “overhead’ cost by assuming that administrative costs (personnel, MOOE,
and capital outlay) under CARP Funds 101 and 158 are distributed across programs in the
same proportion as the staffing across DAR’s key functions, including land distribution. For
the period 2003-07, the average cost was more than PhP36,000 per hectare. These estimates
include all types of land and are likely to underestimate the cost of transferring private land
under compulsory acquisition, which among the various types of land in CARP’s scope is the
most expensive in view of the legal (and social) conflicts normally associated with this type
of land transfer modality. It is therefore of interest to normalize the cost of land transfer by
the cost of land acquisition.

As the cost of land transferred under OLT is artificially low due to the legal provisions
regulating the valuation of such land, the study focuses only on private lands valued
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according to the prescriptions of the Comprehensive Agrarian Reform Law. The latter has
ranged between PhP86,076 and PhP101,857 per hectare during 2003-07, which translates
into an average overhead cost to DAR of about 38% during the same period. The relatively
high overhead cost suggests that alternative means for redistributing land could be achieved
with the goal of improving the returns to the CARP. Savings could in fact be redirected
toward funding of support services as these are shown below to be critical to the program’s
success.

» Achievements in the ARC strategy

CARRP is quite distinct from previous agrarian initiatives in another major respect: it provides
a comprehensive program of beneficiary development, especially the delivery of basic
services (capacity building, credit and marketing assistance, farm infrastructure, etc.) needed
to transform the beneficiaries into efficient agricultural producers and entrepreneurs.
However, because the funds available to support the program had been very limited, the
government, through DAR, launched in 1993 the Agrarian Reform Community (ARC)
approach to beneficiary development. The approach involves focusing the delivery of support
services to selected areas, rather than dispersing the delivery to all areas covered by CARP. It
is also a mechanism to fast-track investment in basic social infrastructure, such as water,
power supply, education, and health.

As of end of December 2007, about 1,874 ARCs have been established since the program’s
launch. They cover roughly 45% of total agricultural lands distributed under the program and
43% of the total ARBs nationwide. These ARCs are spread over 8,147 barangays in 1,237
municipalities.

Foreign-assisted projects (FAPs) for the agrarian reform program have been concentrated in
the ARCs. These projects have provided support to 58% of the ARCs, covering 62% of the
ARBs in all ARCs, or roughly 30% of all ARBs nationwide. As expected, given the fiscal
constraint noted above, ARCs receiving support services through FAPs are found to be
economically better off than those without FAPs.

» Efficiency of the system of agrarian justice

The DAR, through its agrarian legal system program, has the mandate to provide free legal
assistance to ARBs through the process of mediation, conciliation and representation of
ARBs in quasi-judicial and judicial courts. Matters related to implementation of agrarian
reform laws, landowner’s retention, exemption from CARP coverage, and land use
conversion are resolved by DAR administratively. DAR’s Adjudication Board (DARAB) is
vested with quasi-judicial powers and primary jurisdiction to determine and adjudicate
agrarian reform matters. These functions represent a huge task within the agrarian reform
bureaucracy and CARP’s management. This has been a traditionally sensitive area. It is often
claimed that landowners resort systematically to legal arguments as a way of delaying and
thwarting the implementation of the agrarian reform process and of increasing the
compensation for compulsory acquired lands.
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The process of dispute resolution in the agrarian sector has indeed become problematic to
manage. In spite of recent improvements in the rate of resolution, the overall trend in the
caseload has been increasing. While in 2004 the balance of cases relative to Agrarian Law
Implementation (ALI) was 3,817, in 2007 it amounted to 38,419. The caseload of quasi-
judicial cases under the DARAB’s responsibility increased from 12,515 in 2004 to 12,918 in
2007. Finally, the caseload in regular courts increased from 2,616 to 3,398 during the same
period. These trends reflect the limited amount of specialized personnel in DAR handling the
increasing cases. As CARP will start covering private lands subject to compulsory
acquisition, it will be almost impossible for the current system of agrarian justice to manage
the surge in disputes and legal conflicts.

* Poverty trends in rural and urban areas
As in most of Asia's developing countries, and despite rapid urbanization in the past 20 years,
poverty in the Philippines is still largely a rural phenomenon (Table 1-4). Three of every four

poor persons in the country are located in rural areas and dependent on agricultural
employment and incomes.

Table 1-4 Poverty incidence in rural and urban areas, 1985-2006

1985 1988 1991 1994 1997 2000 2003 2006
Philippines 40.9 344 343 321 25.0 27.5 26.0 28.1
Urban 217 16.0 20.1 18.6 11.9 13.2 12.1 14.4
Rural 53.1 45.7 48.6 454 36.9 41.3 395 415

Contribution to total poverty

Urban 205 17.7 29.3 28.8 22.6 235 22.7 25.2

Rural 79.5 82.3 70.7 71.2 7.4 76.5 77.3 74.8

Note: Poverty estimates are based on per capita consumption expenditures adjusted for differences in provincial cost of living.
Source of basic data: Family Income and Expenditures Survey, various year.

Evidence in this report indicates that rural growth, more than urban growth, significantly
reduces rural and overall poverty and that rural-urban migration does not appear to play a
minor role in rural poverty reduction. Yet, while agriculture has significant roles to play in
rural poverty reduction, its relative importance has shrunk substantially over the past two
decades and the relative role of non-agricultural and non-farm sectors grew correspondingly.
Indeed, spells of poverty reduction occur far more often in provinces where growth rates of
non-agricultural incomes exceed those of agricultural incomes (Table 1-5).
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Table 1-5 Province-growth spells by change in poverty incidence and by relative sectoral growth

Number of Province-growth Spells

Agri income> Non-agri income 1991-2006  Agri income< Non-agri income 1991-2006

Poverty reduction 64 154

Poverty increase 66 81

Source: FIES provincial panel 1991-2006 (every 3 years)

Evidently, whatever its impact on agricultural incomes, land reform should not be regarded
as a panacea for rural poverty reduction in the Philippines. Pathways out of rural poverty,
especially in agriculture, differ across the regions and provinces due to variations in
productive, agro-climatic endowments and infrastructural development. A “one size fits all”
approach will not allow efficient allocation of scarce development resource across the rural
landscape. Rural nonfarm occupations and rural-urban migration might represent the main
pathways out of poverty in several marginal areas, with fewer infrastructures and low
agricultural potential.

b. CARP design and pro-poor targeting.

A thorough assessment of the pro-poor targeting of CARP’s two key components, i.e., land
distribution and program beneficiaries’ development, is a very difficult exercise in view of
the significant absence of suitable data. Nevertheless, by combining data from several
sources and drawing results from existing studies important findings emerge about how far
CARP has successfully integrated efficiency and equity concerns in its design.

e Land distribution

CARP’s ex-post targeting in land distribution has been weakly pro-poor and inconsistent
through time. Over the period 1988-2006, combining provincial-level data on poverty from
the Family Income and Expenditure Surveys (FIES) with DAR-generated information on
accomplishments in land distribution suggests that there has been no correlation between the
initial poverty incidence in 1988 and CARP implementation. This result holds whether one
looks at total accomplishments in land distribution, at distribution of privately owned lands,
or at land transferred as part of the compulsory acquisition process. When the first (1988-
1997) and second (1998-2006) ten years of CARP implementation are considered separately,
however, there is some evidence of targeting toward poorer provinces during the latter
period. A statistically significant albeit modest positive correlation (0.25) between the
provincial poverty incidence in 1997 and the total CARP accomplishments during 1998-2006
is observed.

In contrast, the most contentious compulsory acquisition (CA) component follows a different
pattern. While the CA component of CARP progressed more or less independently of the
initial level of poverty incidence in 1988 over the period 1988-1997, the correlation turned to
weak negative during the more recent decade though the correlation is below the usual level
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of statistical significance (18% to 19% level), suggesting the possibility that progress in the
CA components have become relatively slower in poorer provinces during the more recent
decade.

Imperfect design and implementation underlie CARP’s weak pro-poor targeting. It is
revealing to look at the correlation coefficients of the ratio of the scope of LAD program
types to total provincial A&D land against two provincial level variables: (a) the ratio of
landless farmers to total farmers in 1991, and (b) the provincial agricultural landholding Gini
in 1991, in which the latter is a summary measure of the inequality in the distribution of
agricultural landholding, with a value ranging from zero (perfect equality) to 100 (perfect
inequality). Ideally, provinces with relatively large numbers of landless farmers or those with
high inequality in the distribution of agricultural landholdings should also display larger
CARP LAD scopes. Table 1-6 indicates that the agricultural landholding Gini and the share
of landless farmers were positively correlated to the ratio of CA scope to total A&D,
suggesting that at the start of CARP implementation, the provincial targets for CA lands were
in fact sensitive to addressing inequities in land access and ownership across all provinces.
On the other hand, the study does not see this correlation with the over-all CARP scope,
suggesting that the overall CARP scope was not particularly sensitive to landholding
inequities.

Table 1-6 CARP scope vis-a-vis landlessness and landholding inequality

GINI of Agricultural Landholding Share of landless farmers

Pearson correlation coefficient

Pearson's Prob > |r| Pearson's Prob > |r|
Correlation under HO: Correlation under HO:
Coefficient Rho=0 Coefficient Rho=0
Total -0.0901 0.4516 0.1066 0.3696
OLT -0.2519 0.0328 b 0.3828 0.0008 ok
GFI -0.0095 0.9368 0.1089 0.3589
VOS -0.2245 0.058 * 0.052 0.6621
CA 0.2795 0.0183 b 0.4263 0.0002 ok
VLT 0.0214 0.8583 -0.4013 0.0004 ok
Settlement -0.2346 0.0473 b -0.0823 0.4889
Landed estates -0.1101 0.3605 0.3289 0.0048 ok
GOL/KKK 0.0873 0.4661 -0.3004 0.0098 ok

Note: *** significant at 1% ** significant at 5%, * significant at 10%.

Interestingly, OLT scope shows a negative correlation with the Gini of landholdings and a
positive one with the share of landless farmers. OLT was targeted to rice and corn areas,
where tenancy was very widespread but overall land inequality was somewhat smaller
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compared to the plantation sector. Finally, the evidence shows that both the scope for VLT
and the government-owned land/Kilusang Kabuhayan at Kaunlaran (GOL/KKK) was poorly
related to land inequality. However, it is in these areas that DAR even went beyond the
original scope having accomplishment rates beyond 100% and as high as 226% for VLT (see
Table 1-1). This shows that a substantial proportion of DAR’s reported LAD
accomplishment was not targeted to where it matters most.

» The ARC strategy and the delivery of support services

The ARC strategy has proved to be an operationally valid approach to rural development
interventions. After an initial project-based approach to the delivery of support services
(1988-1993), DAR has since adopted the ARC strategy, which carries out integrated area
development (IAD) within a resource-constrained environment. The strategy was largely a
resource-maximization, resource-allocation and resource-mobilization strategy for program
beneficiaries’ development. By identifying barangays or clusters of barangays with the
highest concentration of ARBs and distributed lands, resources were pooled and channeled to
where they could have the greatest impact. By using the ARC as a working unit or
convergence point, it was possible to more effectively synchronize the delivery of support
services to a defined area or target group and to access more easily official development
assistance (ODA) funds. A specific, well-defined, and manageable area, like an ARC, with a
wide menu of possible development interventions (e.g., community organizing,
infrastructure, enterprise development) has proved to be attractive to bilateral and multi-
lateral agencies providing development assistance.

DAR’s institutional mandate limited the pro-poor targeting of the ARC strategy. Similar to
the case of land distribution in the CARP scope, by design the geographical distribution of
ARC interventions did not hold much potential for pro-poor targeting. With the inclusion of
larger numbers of (actual and potential) ARBs being the top priority in selecting ARC
barangays, the distribution of ARC interventions across provinces and across program
components followed closely those of LAD implementation. There was no indication, ex
post, of targeting areas with high inequality or with high incidence of landlessness, or of
targeting the CA component (which would have been pro-poor). The selection of ARC
barangays was predominantly based on the density of ARBs and CARP areas to maximize
the program’s reach and coverage among ARBs and CARP areas. However, there was no
targeting in terms of the type of lands covered by the ARC program as this mirrors the
national LAD profile, in spite of the fact that differences across land types and ownership
structures will affect the potential outcomes of the interventions.

ARC selection favored areas with highest agricultural potential. DAR formulated an ARC
typology framework based on the community’s ecological, economic, and socio-political
attributes to facilitate program design and implementation. As a result ARCs were classified
as:

(1) Prime agricultural ARCs—characterized by a cluster of more than five contiguous
barangays, with huge tracts of agricultural lands and a significant number of farmers
and small agricultural workers, and with potential to become key production centers for
various crops or agro-industrial centers;
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(i)  Semi-prime ARCs—with substantial agricultural lands and small farmers, but where the
scale of agricultural production cannot support agro-industrial development; and,

(iii) Satellite agricultural ARCs—relatively small communities with limited agricultural land
and small farmers, and characterized by low soil fertility and low level of agricultural
production.

Overall, it appears that ARC interventions were targeted to areas with high or relatively high
potential in agricultural production (e.g., irrigation development, access to formal financial
institutions). Thus, the data suggest that, on average, ARCs are not particularly worse-off
communities compared with non-ARC barangays.

ARCs interventions do not appear to reflect heterogeneity in local endowments. After
clustering ARCs by agricultural production potential, proxied by the location’s potential for
irrigation development (low, medium, high), and degree of urbanization (rural, peri-urban,
urban) to reflect different development opportunities, the study considers the type and
magnitude of the interventions across communities. ldeally, interventions framed in a
community-driven development (CDD)-type of approach will deliver different packages of
support services reflecting heterogeneity in local conditions and endowments. Although
comprehensive data on the composition of packages are not available, there are bits of
information about the types of interventions carried out as part of foreign assisted projects for
the period 2004-2006. Using the total CARP scope’, the study computed the average cost per
hectare for every cluster (Table 1-7).

! To make the intervention cost across clusters comparable, the study uses the average cost per hectare of CARP working
scope in the ARC. The CARP working scope of the ARC is a proxy for the coverage of the ARC in terms of area and
farmer beneficiaries. Since the main focus of interventions are farmer-beneficiaries of the program, the study deems it as an
appropriate indicator of unit cost of ARC interventions.
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Table 1-7 Provincial typology cluster showing total number of ARCs, total CARP scope, total cost of interventions,
and cost per ha (using LAD working scope)

Urbanization

Low (highly rural) Mid (peri-urban) High (urban)
=) 109 ARCs 35 ARCs 8 ARCs
S 3 122837 ha 26,862 ha 9,763 ha
g —  P2430,660,000 P643,989,000 P169,492,000
S P19,788/ha P23,974/ha P17,360/ha
g
£ 451 ARCs 389 ARCs 45 ARCs
E o 500784ha 421,619 ha 29,369 ha
S = P18,213,629,000 P14,141,520,000 P1,543,247,000
S P36,370/ha P33,541/ha P52,547/ha
©
Q
E 112 ARCs 140 ARCs 75 ARCs
o 5 176226 ha 82,113 ha 49,691 ha
& T P3,469,890,000 P2,708,609,000 P1,090,453,000
P19,690/ha P32,986/ha P21,945/ha

The High Urban-Low Irrigation cluster had the lowest cost per hectare (Php17,360/ha). At
Php52,547/ha, the High Urban-Mid Agricultural Potential cluster had the highest average
cost, three times that Low Urban-Low Irrigation cluster. Offhand, one would expect to see
cost variation across clusters since these are likely to have different development
requirements. At the very least, such variation is an indication of some level of strategizing in
the provision of interventions. The report’s findings indicate very little differentiation in the
intervention types across the provincial typologies. Given heterogeneity in geo-physical and
socioeconomic conditions, it is expected that some clusters receive more resources for certain
interventions compared with others. The study does not see that in the ARC development
program, except in the case of interventions relating to off-farm livelihood and enterprise
development. These interventions are appropriately concentrated in the High/High and
High/Mid clusters. These are highly urbanized provinces lending well to non-farm rural
industry activities (Table 1-8).
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Table 1-8 Provincial typology cluster showing intervention types that derived the highest cost per ha of
intervention

Urbanization
Low (highly rural) Mid (peri-urban) High (urban)
=
S
Roads and bridges
= Irrigation
2 A Economic establishments
Irrigation o
2 . ) - Utilities
8 Economic establishments Utilities . . -
= o o Public establishments and facilities
@ o Social infrastructure Social infrastructure Farm equioment
8 = Other Input Support and Tech.  Public establishments and m equip .
@ . - Agricultural Production, Post-harvest
= Assistance facilities . .
S Social capacity building and Marketing projects
9 Off-farm Livelihood and Enterprise
© Development Projects
Social capacity building
Roads and bridges Off-farm Livelihood and Enterprise
g p
5 Farm equipment Development Projects
T Agricultural Production, Post- Other Input Support and Tech.
harvest and Marketing projects Assistance

* Implications of CARP’s targeting for its poverty reduction impact

Available household and village level data show positive but modest impacts of CARP on
poverty. Notwithstanding significant constraints in DAR’s approach to collecting data for
monitoring and evaluation, recent studies have been able to analyze CARP’s impact on
poverty. One such study (APPC, 2007) uses household-level cross-section data. It estimates
that among households gaining access to land through land tenure improvement (LTI) under
CARP, without additional support services (such as ARC interventions), average per capita
consumption tend to be roughly 15% higher on average than that of landless (non-
beneficiary) households. Benefiting from ARC interventions, in addition to the LTI
intervention, is associated with additional 8% higher per capita consumption (thus 23%
increase from both LTI and ARC), which, if taken at face value, appears to imply that there
exist ‘synergy’ effects. The quantitative magnitude of the impact of LTI interventions is
twice that of the (additional) impact of ARC interventions. Crude difference-in-difference
estimates (Reyes, 2003) based on the Institute of Agrarian and Rural Development Studies
(IARDS) panel data (1990-2000) also indicate positive—though marginally significant—
CARP impact. Roughly half of CARP beneficiaries in the IARDS panel during 1990-2000
escaped from poverty (but roughly half of non-CARP beneficiaries also escaped poverty!).
Double difference estimates of the impact of ARC interventions at the barangay-level,
combined with the propensity score matching technique, also suggest quantitatively modest
impact of CARP (APPC, 2007).
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Previous work by Balisacan and Fuwa (2003, 2004) based on provincial-level analyses, finds
that during the period 1988-1997, CARP implementation has had a positive and significant
impact on provincial growth—and thus indirectly on poverty—but a very limited direct
impact on poverty itself. A later replication of the same analysis based on the data period
1988-2000 and regional data finds, however, that CARP might have growth effects but not
any significant re-distributive effect (Balisacan 2007).

Land reform’s impact on poverty has been positive but modest. The report extends this line
of research utilizing more recent provincial panel data on CARP implementation, on the one
hand, and on the change in poverty, on the other. Analyses are conducted for two separate
data periods, namely, 1988-1997 and 1998-2006, taking into account the initial income level,
the initial level of infrastructure (road density, electricity and irrigation), and initial level of
income inequality. The total increase in ‘CARP implementation’ (as defined by the amount
of area covered by CARP divided by the ‘scope’) is significantly (though marginally)
negatively associated with the rate of change in poverty incidence only for the data period
during 1988-2006 but not for the data period 1988-1997. The results further suggest that it is
the re-distribution of privately owned land but not that of non-privately-owned land that has
significant positive effects on poverty reduction.

Land reform’s impact on poverty reduction critically related to access of private land. The
increase in CARP accomplishments in private lands, and in particular lands under CA is
significantly associated with poverty reduction for both data periods. The coefficient
estimates suggest that a 10% increase in the accomplishments in private land re-distribution
is associated with a 3-percentage point increase in the annual rate of poverty reduction.
During the data period 1988-1997, among the redistribution programs of privately-owned
land, increased accomplishments in the GFI, CA and VLT components are significantly
associated with poverty reduction, but the size of the effects appears to be the largest with the
CA component. A 10% increase in the CA accomplishment rate is associated with an 8-
percentage point increase in annual rate of poverty reduction. For the data period 1988-2006,
in contrast, the VOS component is found to be the only component significantly (though
marginally) associated with poverty reduction.

Overall results suggest that CARP’s impact on poverty has been positive but modest.
Despite all the caveats in the available data, however, the existing evidence suggests that
CARP implementation had statistically significant positive welfare impacts on its
beneficiaries. It is difficult to fix the quantitative magnitude of its impact, however. Since the
average rate of change in poverty incidence across all provinces during 1991-2006 was
roughly 40%, the magnitude of the poverty reduction impact of CARP implementation could
account for up to 8% of the average rate of poverty reduction over the period. The actual
impact of CARP on the rural poor might therefore not have been as large as its proponents
would have liked to see, but CARP has not been as ineffective as some of its fiercest critics
have claimed either. The analysis also shows that DAR’s failure to fast track the acquisition
of private lands of better quality, coupled with the targeting design of ARCs, has been one of
the main reasons for the modest impact of CARP on poverty.
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c. Tenure security, credit and land markets, and small farm productivity: implications
of land reform for the small farm sector in rice and corn lands.

In traditional rice and corn areas, CARP has led to a substantial fragmentation of farm
operations. Only 4% of palay farms are above 7 hectares. For corn farms, 49% are below 2
hectares. This contrasts with the situation in sugarcane lands and other plantations, where
poverty continues to be concentrated due to CARP’s modest advances in these areas and
where agrarian reform appears as unfinished business. The underlying rationale of the CARP
was the establishment of owner cultivatorship of economic-sized farms. The development of
a competitive small-farm sector was consistent with a policy of self-sufficiency in key staple
crops such as rice and corn. After more than 30 years of land reform in rice and corn sectors,
farmland fragmentation raises concerns about the viability of small farms and the rationale
for further land distribution. According to DAR, the average beneficiary will receive 1.7
hectares of land, well below the 3 hectares originally conceived in the law as the optimal size
for direct cultivation.

CARRP has fallen short of achieving a full redistribution of land rights and tenure security
in redistributed lands. First, CARP has been implemented in an environment of weak land
policy and poor land administration. These institutional weaknesses are reflected on the
many problems that have confronted and continue to challenge CARP. The scope of
coverage for land reform has been poorly identified and targeted given the dearth of
information on land in terms of ownership and physical attributes. Moreover, poorly defined
property rights have favored landowner opposition to issues of ownership, coverage, and
valuation, causing major setbacks in the completion of land redistribution. This resulted in
“unperfected” titles or transfers and hindered the installation of beneficiaries on distributed
lands.

Second, the effects of poor land policy and land administration do not end in the land
redistribution phase but have evolved into second-generation issues. This has further affected
the functioning of rural land markets, security of land tenure, and access of the poor to land.
The agrarian reform law has prohibited the conveyance and transfer of awarded lands
through market transactions but government has “allowed” sale and other forms of transfers
to take place in the informal market. The sale of “imperfect” titles through informal
transactions has increased documentation problems and weakened property rights in the rural
lands.

Land rights have only partially been redistributed and incentives to invest in land and farm
productivity improvements have been substantially weakened. As noted earlier, although
CARL allows for land to be distributed under collective forms of land ownership only when
subdivision is not economically justified, over 71% of the distributed land took the form of
collective CLOAs (hereafter C-CLOAS). These titles represent 21% of total titles issued. The
overwhelming majority of C-CLOAs has been issued under co-ownership and only 10% was
issued under farmers’ organizations and cooperatives.

Issuance of C-CLOAs was particularly intensive for lands where no prior tillers were
established, i.e., government-owned lands and lands owned by GFls. Issuance of individual
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CLOAs (I-CLOA) has instead dominated in the case of compulsory acquisition of private
lands, where the aspiration of the beneficiaries to individually own the land was clear from
the start. DAR’s progress in subdividing C-CLOAs has been minimal given the structure of
incentives and the lack of guidelines that would allow overcoming resistance to subdivision
by blocking coalitions among beneficiaries. The over 2 million of hectares covered by C-
CLOAs represent one of the major challenges for the future of CARP.

Weak property rights and overall tenure insecurity affect the functioning of land and
credit markets. Access to capital is a key factor in modernizing farm operations and in
coping with adverse income shocks. In rice and corn areas the data suggests that almost 70%
of households are rationed in the credit market. The study analyzes the determinants of
access to credit among farmers in rice and corn lands, focusing in particular on the role of
land, tenure security and property rights, and cooperative membership. Ownership of titled
land is found to have an effect on access to formal lending in rural areas, but the magnitude
of that impact is not large. An additional hectare of titled land is estimated to increase the
probability of access to formal credit by almost 1.4%. For a 3-hectare farm, this implies that
an individual title would increase the probability of accessing formal credit by 4.2%.
Although this effect is smaller than that attributable to membership in a cooperative it is still
noticeable. ARBs typically have access to cooperatives when they belong to ARCs. For
ARBs not located in ARCs, the lack of a clear title to their land represents a clear
disadvantage in terms of access to credit.

Interestingly, the analysis suggests that being an agrarian reform beneficiary is a negative
signal for formal lenders, once titling, land size, and cooperative membership are controlled.
ARB status signals to the lender the existence of legal restrictions on land transferability and
hence a limited use of land as collateral. The borrower is also deemed poor, given CARP’s
targeting in principle of poor households. Both factors contribute to make an ARB a risky
borrower. Moreover, an ARB that has not yet secured full ownership of his land and acquired
full property rights over it is less inclined to invest in land improvements. Failure to access
formal sources of credit doubles the cost of capital when this is obtained from informal
sources. These findings identify an important aspect of the shallowness of rural credit
markets in the Philippines.

Land rental markets are becoming increasingly more inefficient and more difficult to
access by the land-poor. The report validates the warnings in previous reports (e.g. World
Bank 2001) on the possibility that CARP would be affecting the functioning of land markets,
but the influence of CARP is a complex one. Rental markets are of a particular concern in
this regard, as they are an important medium for upward mobility in agrarian societies
(World Bank, 2003). Legal restrictions on renting land out are substantial and CARP’s
confiscatory nature further compounds the effect on larger farms. The available evidence,
synthesized in Figure 1-1, suggests that between 2000 and 2006, land markets have become
increasingly constrained, especially for larger farms.
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Figure 1-1 Relationship between farm-size and landholdings
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Although a substantial amount of land leasing takes place, either as renting or as
sharecropping, there is evidence that farms are limited in their ability to fully adjust to an
optimal size, particularly for land holdings above the 5-hectare legal ceiling. Larger farms are
in fact less likely to lease out land. Conversely, land markets seem to be more fluid among
small farmers, once the effect of credit restrictions are taken into consideration. CARP
implementation plays an indirect role through the credit market and in areas with higher
concentration of ARBs. Farm fragmentation is reflected in smaller plots of land being
transacted and a lower probability of leasing land.

Land cultivation becomes less intensive and profitable as farm size grows. Despite the
combined effects of land and credit market imperfections, analysis of panel data on farm
households shows that the inverse farm size/productivity relationship continues to hold in
rice and corn lands. Irrespective of whether output is measured in revenues or profits net of
shadow cost of labor, the study found evidence of a mild but statistically significant inverse
relationship between farm size and productivity in rice and corn areas, even after controlling
for land quality. Small farms have a traditional advantage in relying on a motivated labor
force; evidence shows that labor supervision costs increase with farm size (De Silva et al.
2006). In a context of imperfect rural factor markets, this advantage outweighs the one of
improved access to capital enjoyed by larger farms. In addition, the report shows that,
consistently findings in other studies, that farmers’ productivity has benefited from the
delivery of support services, mainly targeted by CARP in agrarian reform communities even
after controlling for proximity to urban areas. Based on the empirical results and theory, it
can be concluded that eliminating the impediments to the efficient functioning of land
markets is unlikely to eliminate the inverse relationship between productivity and farm size,
although it may weaken it to some degree, provided other market imperfections are
maintained.

d. The challenges of CARP in sugarcane lands.

The report addresses the sensitive issue of which prospects exist for CARP’s implementation
under the current modalities in sugarcane plantation areas. Sugarlands are considered to be
the most problematic in terms of land distribution. Sugarcane has been and remains to be
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among the major crops in Philippine agriculture. The sugar industry produces the country’s
largest non-cereal crop; it is third in terms of planted area and production value. On average,
sugarcane contributes 3.2% to the annual gross value added by agriculture and about 0.5% to
the annual Gross Domestic Product (GDP). Sugar growing employs almost half a million
workers. Amid these significant economic contributions, the industry has yet to regain its
position as a significant player in the world economy. Despite recent efforts to revitalize the
industry in bio-fuel and electricity, several factors still adversely affect its level of
productivity, competitiveness, and viability.

After 20 years of implementing CARP, the Philippine government has yet to break up and
distribute to potential program beneficiaries relatively large tracks of sugarcane farms.
The industry’s largest sugar-producing province, Negros Occidental, has only implemented
the program in 60% of total farm lands to be distributed and accounts for 8% of the total farm
lands yet to be acquired and distributed as of December 2007. The usual explanation analysts
cite for the lackluster performance is that sugarland owners belong to the country’s elite, who
oppose the program. Opponents of program extension point to disadvantages of small scale
farming, in terms of forfeited scale economies, higher coordination cost, and unstable
supplies due to the preference for diversifying away from sugarcane by land reform
beneficiaries once land is redistributed. On the other hand, this opposition could be viewed as
motivated by preservation of industry rent.

These controversial issues are evaluated empirically in the report using a combination of
approaches: (i) a desk review provides the socioeconomic and institutional context of
agrarian reform in the sugarcane industry; (ii) a rapid field appraisal, covering the provinces
Negros Occidental (with the biggest sugarcane area and one of the lowest LAD
accomplishments) and Bukidnon (a center of sugar industry growth and one of the highest
LAD accomplishments), generates stakeholder information and perspectives about the impact
and prospects of land reform implementation on the sugar lands; (iii) economies of size are
estimated using Sugar Regulatory Administration (SRA) data from their Farm Management
Record-keeping survey (FMR); (iv) coordination cost are analyzed based on information
from the rapid appraisal and SRA data on mill recovery together with indicators of farm size
concentration; (v) finally, diversification of cropland and sugarcane area trends are analyzed
using farm size concentration as a key explanatory variable; (vi) finally, for the rent
hypothesis, the returns to land (profit) are estimated and then a land price is computed based
on the assumption of capitalization. The computed land values are then compared to the
prices obtained from rapid appraisal.

The lack of adequate accomplishment of the program in sugarcane industry might have a
technical and economic policy origin. The study finds that sugarcane farming differs
markedly from the farming of other major crops under tenanted cultivation. Specifically:

» Significant impediments to competition due to protection and regulation of the sugar
industry are in place, and more are forthcoming owing to the biofuels mandate; these
ultimately lead to persistently high land values;

* There are moderate scale economies in sugarcane farming;

» Small scale farming is associated with higher coordination cost; and,

» Small-scale farming does not reduce the share of sugarcane farming in agricultural area.
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The higher value of land explains part of the resistance to CARP and makes program
implementation slower and more expensive. The agro-economic peculiarity of the sugarcane
industry, which exhibits mild economies of size and the vertical integration in farming and
milling, also makes it difficult for CARP to achieve its second goal, that is, to promote
development among agrarian reform communities and transform beneficiaries into
agribusiness entrepreneurs and responsible landowners. When inducing a breakdown of
operations, CARP’s implementation introduces transaction costs in sugarcane farming.
Smaller parcels of sugarcane farms will have less to the mechanization needed to reach their
yield potential. This is because rental markets for machinery do not provide sufficient
assurance to access machinery at the required time and in the desired modality. In addition,
millers’ coordination costs increase with smaller farm sizes, risking loss in harvested
sugarcane or milled sugar.

Agrarian reform in sugarcane lands will require pragmatic use of models adapted to
specific local socioeconomic, institutional, and agronomic conditions. The transaction costs
that the potential implementation of program induces, however, are sufficient but not
necessary to reduce overall productivity and incomes in sugarcane farming. With economies
of size in the sugarcane business, plausible paths for agrarian reform in the industry are
stacked with added costs, which have the potential of deforming the program’s objectives.
However, these added costs fail to form a compelling argument to stop implementing the
program in the industry. Alternative modalities of organizing sugarcane farming in a post-
agrarian reform regime exist to minimize transaction costs. Instead, the program objectives
need to be tailored to the technology of the sugarcane business.

The apparent need for adequate progress of CARP in sugarcane farmlands compels program
managers to look for viable ways to implement it more effectively. The analysis suggests that
there are no “one size fits all” solutions to the problem of declining productivity and
increasing costs brought about by the distribution program. One has to consider geographic-
specific peculiarities in order to attain an appropriate modality that will specifically cater to
the needs of the ARBs.

Tailored partnerships between beneficiaries and landowners offer substantial prospects for
achieving equity with productivity in the development of the sugarcane sector. Collective
titling of sugarcane plantations under CARP has brought under-investment, less value, and
low productivity to the capital. Converting these group-owned lands could solve the problem.
Nevertheless, one has to consider the pre-CARP tenurial status of the beneficiaries before
subdividing the capital in order to fully understand the capabilities of beneficiaries in
managing their lands. Because of the difference in land tenure systems, farmer beneficiaries
have different managerial and entrepreneurial skills. The modality for the implementation of
CARP should consider this.

Regardless of whether property rights in land are collective or individual in nature, ARBs
need to be systematically and economically organized to attain leverage and at the same time
decrease the cost of coordination. The initiative might incur transaction costs as a result of
imperfect information. If significantly high, it will make the goal unachievable. This
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underscores the need for a third-party organization to manage the transaction cost and lead
farmer beneficiaries to undertake collective and cooperative action. Recent experience in
Negros Occidental based on developing contractual arrangements between beneficiaries and
former landowners (e.g., the Hermanos Gamboa hacienda) or between beneficiaries and agri-
business companies (e.g. the Kasuco Workers Agricultural Cooperative) suggest that
alternative models of agrarian reform are possible, sustainable, and even desirable. Recent
developments in the biofuel industry further reinforce the viability of such new approaches.

The viability of resorting to rental markets in pursuit of attaining size economies should also
be considered in devising a modality for an improved sugar industry. Similar to property
rights, the modality in this area lies in the differences in the agronomic systems in each
geographic area. The presence of mono-cropping, in particular, would dictate whether rental
markets would exist in the area or whether it would be more appropriate for the organized
beneficiaries to acquire the sizeable investments themselves through resource pooling.
Overall, crop diversification is still highly recommended among program beneficiaries to
increase their resilience to industry-based risks.

Finally, efforts to fully revitalize the sugar industry are still being hampered by the current
regulatory and institutional framework where the free-riding problem is prevalent. The
inherent quedan sharing has become obsolete with the introduction of the core sampler.
Quedan sharing was formulated in the past mainly as insurance to farmers of the amount of
milled sugar he partially owned with the miller. More importantly, quedan sharing has
resulted in under-investments in the milling sector, thereby depriving the Philippine sugar
industry of the chance to be on par with foreign competitors, despite the relatively high farm
productivity. Prospects for the industry therefore anticipate a gradual shift to a cane purchase
system, instead of the recurring quedan sharing scheme.

I11. Looking to the Future: Options for Program Redesign

Progress in CARP implementation in the past two decades has been extremely slow,
especially in re-distributing privately owned lands. CARP has been only mildly successful at
reducing rural poverty. This suggests that CARP extension with the same implementation
scheme and modality would be likely to result in similarly disappointing results. This means,
in turn, that an extended CARP would likely require new and innovative implementation
schemes and modalities, possibly with new targeting approaches.

a. The role of agriculture in poverty reduction and alternative ‘pathways’ out of rural
poverty.

Before discussing innovative approaches to land reform in the Philippines, a key question to
address is: What is today’s role of agriculture in the Philippines? How relevant is agricultural
and rural growth in poverty reduction? The answer to these questions provides a first basic
hint as to how land reform should be framed and how targeting issues for CARP extension
should be addressed. The basic thrust of the arguments is that while agriculture has
significant roles to play in rural poverty reduction, its relative importance has shrunk
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substantially over the past few decades and the relative role of non-agricultural and non-farm
sectors has grown correspondingly.

There are multiple “pathways out of rural poverty” (including those through non-agricultural
wage employment, non-farm enterprise, and international migration, to name only a few), of
which the traditional pathway of climbing the “agricultural ladder” is only one. This suggests
that it is important to identify the areas (or the types/characteristics of households) for which
agricultural growth still constitutes the primary and optimal pathway out of rural poverty.
Accordingly, the implementation of the extended CARP, with its relatively limited resources,
should arguably also focus on those areas.

While studies documenting the changes in the relative importance of alternative pathways out
of rural poverty are rather rare—mainly due to the lack of household-level panel data
covering sufficiently long periods of time appropriate for such purposes—recent such
studies, based on micro-data from rice-growing villages in Luzon and Panay, all point to the
crucial role played by non-agricultural income growth in poverty reduction and the increase
in the relative returns to education vis-a-vis agricultural land. Furthermore, provincial panel
data show that in most of the provinces (46 out of 50) where poverty incidence declined
during 1988 and 2006, the rate of growth in non-agricultural income was higher than that of
agricultural income.

Following the seminal approach taken by Ravallion and Datt (1996) (and also Christiansen
and Demery, 2007), the report estimates the relationship between the change in poverty and
the change in the sectoral income at the level of the provincial aggregate during the period
1991-2006. The ‘growth elasticity of poverty reduction’ is disaggregated by income sources
using provincial-aggregates of FIES income data. For each household, reported incomes
from different sources are aggregated into primary (agricultural), secondary (industrial) and
tertiary (service) sectors. Unearned incomes (including transfers, rents, etc., but excluding
foreign remittances) cannot be assigned into any of the industrial sectors and so treated as a
separate category. Given its importance in the Philippine context, the portion of the income
from remittances coming from overseas Filipino workers (OFW) is also treated as a separate
category.

Those incomes from different sources are aggregated into the provincial averages, which

constitute the unit of analysis. In addition, as an alternative measure of sectoral incomes, the

total household consumption expenditure is used as a proxy measure for the total household

income and then relative shares of primary, secondary and tertiary incomes are applied to

estimate sectoral incomes. In the latter measure, the total income is decomposed into three

sectoral compositions. In addition to the two alternative measures of ‘sectoral incomes,” two

separate analyses were conducted:

» First, in an attempt to examine long-run dynamics, the change between 1991 and 2006 is
used as the unit of analysis in a cross-section analysis.

e Second, in order to fully utilize the provincial panel data, all the FIES rounds, conducted
in every three years between 1991 and 2006, are used as a panel data using fixed-effects
regression analyses.
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Rural nonfarm income growth has become the key driver of poverty reduction. The report
finds that, not surprisingly, rural growth is more important relative to urban growth in
reducing rural and total (i.e., rural plus urban) poverty (by a factor of 2 and 1.4,
respectively). Urban growth is more important than rural growth in reducing urban poverty
(by a factor of 2.5)—see Table 1-9. Overall, rural growth contributes more to overall poverty
reduction than urban growth. On the other hand, the urbanization process (differential
population growth rate between urban and rural areas) has a statistically insignificant
negative impact on rural and total poverty reduction. In the case of urban poverty the impact
is positive but still not statistically significant.

The regression analyses confirm that agricultural growth does not dominate the process of
poverty reduction at a national and rural level and that growth in the nonfarm sector plays an
equally important role (see Table 10). As a consequence of the relatively small share of
agricultural incomes, however, the unconditional growth elasticity of non-agricultural sector
growth is found to be significantly larger than that of agricultural income growth during the
period 1991-2006. This follows from the smaller share of agriculture in total household
income. This conclusion applies to rural poverty, as well as to total provincial poverty. The
same basic conclusion also holds based on similar analyses using the region-level aggregates
rather than provincial-level aggregates. Finally, the analysis does not find any statistically
significant evidence linking inequality in farm-size distribution with a higher contribution of
agricultural growth to poverty reduction. It is possible that the Gini coefficient of farm size
distribution imperfectly proxies the Gini coefficient of landholdings. On the other hand, the
imperfect functioning of land markets noted above casts doubts on the validity of such an
interpretation.

Agrarian reform’s impact on poverty will be maximized in key agricultural areas. The main
findings of the growth elasticity estimates suggest that targeting land reform implementation
at areas with relatively higher shares of agricultural incomes might be worth serious
consideration. Such a targeting strategy could have a few potential advantages. First, the
higher income share from agriculture would ensure larger impacts on poverty reduction given
the same rate of agricultural income growth. Second, reducing inequality in land distribution
might possibly raise the elasticity itself.

But to achieve full pro-poor potential, land redistribution requires complementary reforms
to improve the efficiency of land rental markets and tenure security. As the results of the
analysis of land rental markets suggest, it is quite clear that CARP will not be able to
substantially solve the problem of poverty by simply redistributing farmland, except in the
more agriculturally dynamic areas and provided land rental markets will be allowed to
function properly so that more productive farmers can optimally adjust the size of their
operations and maximize productivity. Improvement in credit access will continue to be an
important condition for achieving sustainable outcome in equity with efficiency.
Microfinance institutions and innovative approaches to lending to small farmers are rapidly
spreading in the Philippines’ rural areas.
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Table 1-9 Poverty elasticities of rural vs urban income growth

1991-2006 1991-2003 1991-2000

Change in provincial poverty (rural and urban)

Contribution Effect: Elasticity of Poverty to Growth (conditional on sector share)

Rural growth -1.515 -1.448 -1.374
(5.95) (4.86) (4.33)
Urban growth -1.120 -1.256 -1.218
(4.57) (4.43) (4.16)
Population growth 0042 0044 0024
(0.70) (0.52) (0.23)
Constant 0.016 -0.091 -0.036
(0.50) (1.80) (0.79)
Participation Effect: Elasticity of Poverty to Sectoral Growth (unconditional on sector share)
Elasticity rural growth?2 -0.850 -0.807 -0.772
Elasticity urban growth 2 -0.499 -0.560 -0.539
R2 -0.471 -0.496 -0.545
# of obs. 357 287 217

Change in rural poverty

Contribution Effect: Elasticity of Poverty to Growth (conditional on sector share)

Rural growth -1.333 -1.266 -1.251
(6.25) (5.07) (4.67)
Urban growth -0.657 -0.746 -0.649
(3.90) (3.69) (3.86)
Population growth 0062 0050 0044
(1.16) (0.74) (0.59)
Constant -0.003 -0.059 -0.028
(0.11) (1.48) (0.90)
Participation Effect: Elasticity of Poverty to Sectoral Growth (unconditional on sector share)
Elasticity rural growth?2 -0.981 -0.928 -0.931
Elasticity urban growth 2 -0.384 -0.438 -0.380
R2 0.466 0.488 0.550
# of obs. 357 287 217

Change in urban poverty

Contribution Effect: Elasticity of Poverty to Growth (conditional on sector share)

Rural growth -0.182 -0.182 -0.122
(2.60) (2.48) (1.35)
Urban growth -0.463 -0.511 -0.569
(3.63) (3.72) (3.21)
Population growth 0020 0.006 0021
(0.79) (0.21) (0.46)
Constant 0.018 -0.031 -0.008
(1.25) (1.81) (0.37)
Participation Effect: Elasticity of Poverty to Sectoral Growth (unconditional on sector share)
Elasticity rural growth 2 -0.422 -0.419 -0.278
Elasticity urban growth 2 -0.853 -0.942 -1.018
R2 0.321 0.356 0.372
# of obs. 357 287 217

Source: Land Reform, Rural Development, and Poverty Reduction: Revsiting the Agenda, Chapter 7.
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Table 1-10 Poverty elasticities of farm vs nonfarm income growth, provincial level with fixed effects

Contribution Effect

Participation Effect

Sector
Rural & Urban Rural Urban Rural & Urban Rural Urban
Data period: 1991-2006
Agricultural income -1.613 -1.264 -0.355 -0.526 -0.541 -0.479
(7.80) (6.77) (4.95)
Non-agric. income -1.338 -1.058 -0.291 -0.902 -0.936 -0.811
(9.90) (8.91) (5.08)
p-value for the difference between agricultural vs. non-agricultural
0.14 0.20 0.18 0.00 0.00 0.00
Data period: 1991-2003
Agricultural income -1.561 -1.182 -0.372 -0.527 -0.526 -0.520
(6.83) (5.70) (4.85)
Non-agric. income -1.275 -0.965 -0.311 -0.844 -0.841 -0.851
(8.88) (8.14) (4.61)
p-value for the difference between agricultural vs. non-agricultural
0.12 0.17 0.26 0.00 0.00 0.01
Data period: 1991-2000
Agricultural income -1.559 -1.134 -0.423 -0.554 -0.533 -0.608
(7.06) (5.56) 4.77)
Non-agric. income -1.318 -0.958 -0.360 -0.850 -0.818 -0.940
(6.88) (6.57) (3.53)
p-value for the difference between agricultural vs. non-agricultural
0.16 0.26 0.35 0.00 0.00 0.08

Source: Land Reform, Rural Development, and Poverty Reduction: Revsiting the Agenda, Chapter 7.
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Nevertheless, in addition to reforming legal restrictions affecting land transfers, reforms
aimed at strengthening tenure security and property rights will also play a relevant role.
Subdivision of C-CLOAs and improvement of land management and administration services
are imperative actions for rural land being regarded by formal lenders as credible collateral.
This should of course not minimize the importance of strengthening rural cooperatives,
which have an important role to play in the viability of the small farm sector. It is important
to remark that higher land productivity does not imply that further redistribution will make an
indent on poverty, in particular in the least productive areas of the country. The contribution
of nonfarm income opportunities and migration to poverty reduction cannot be emphasized
enough, as argued in other parts of the report. Poverty rate is consistently higher among
ARBs and more so among non-ARBSs, in particular those without land.

b. Toward a decentralized, community-managed agrarian reform program.

Land reform could still represent an important policy for poverty reduction and rural
growth in the Philippines, provided CARP’s pitfalls are properly addressed. The three
critical areas for reform are:

(i) Designing more expeditious methods for transferring remaining private lands, in
particular those targeted for compulsory acquisitions;

(if) Supporting the adoption of flexible schemes for transferring lands in the plantation
sector, where breakdown of operations is not warranted; and,

(iii) Strengthening the link between land distribution and the delivery of support services.

Reform in these areas would allow securing three key goals: complete CARP within a 7-year
final extension; strengthen the sustainability of the reform’s achievements; and maximize the
productivity gains.

How would CARP, reformed along the previous lines, look like? Previous experience
through the pilot Community Managed Agrarian Reform Project suggests that a
decentralized approach to agrarian reform in the Philippines is possible and holds significant
promises for success. This community-based approach was piloted in rice and corn areas and
targeted to mid-sized landholdings. Its extension to larger holdings would presumably pose
serious challenges given the multiplicity of non-economic factors and transaction costs
affecting markets for large landholdings, although it should not be discarded.

As in the case of VLTs, the CMARP supported direct negotiations between landowners and
beneficiaries. Differently from the VLT approach, though, the CMARP proved that with an
appropriate system of incentives LGUs could play a key role in facilitating negotiations and
in redistributing land. A key aspect was the provision that financing of major sub-projects,
such as farm-to-market roads, potable water systems and multipurpose centers would be
conditioned on negotiations being successfully completed. The impact of such investments
on the welfare of recipient communities has been found to be substantial. Notably, in several
instances, LGUs have provided bridge financing to beneficiaries, allowing these to
successfully negotiate the land transactions.
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CMARP’s results compare very favorably with the alternative of CA or common VLT.
First, negotiated land prices were 30% to 50% below those initially estimated by the Land
Bank. Quite interestingly, the price of land has been observed to increase substantially
following the investments in farm-to-market roads and other public services in most of the
communities involved in the pilot, signaling major wealth effects for the beneficiaries and
their communities. Second, the rate of amortization of the agrarian debt has been on average
almost 100% on schedule and in some instances repaid ahead of schedule. Third, the process
of land transfer has been without conflict. This does not mean that negotiations were easy.
Indeed, the training in negotiation skills provided through DAR to the ARBs has proved
effective. But also LGUs have played an important role by using a mix of moral suasion and
fiscal tools to bridge the gap between the parties. Moreover, communities were extremely
interested in the investments in public goods that a successful end to the negotiations would
have triggered. The sum of these effects proved to be a major leverage in securing the final
agreements. Fourth, participation by LGUs has led to the full incorporation of the community
development plans into the local development plans, thus strengthening the sustainability of
the intervention. Fifth and last, only 11% of ARBs is associated with or related to
landowners. This was well below the incidence of such transfers observed in the case of
VLTs and VOSs at the national level.

Scaling up CMARP is a promising approach for advancing land reform in the next
phase and offers potential for a post-CARP model of agrarian reform. It holds the
promise of focusing the limited resources under the Agrarian Reform Fund toward financing
the provision of sub-projects, public goods, including the development of social capital, and
farm level support services. Moreover, with the proper support to negotiations and incentive
schemes for community and LGUS’ participation, a decentralized and negotiated approach to
agrarian reform offers a concrete alternative for a more rapid conclusion of the land reform
process. By limiting the recourse to courts and the incentive to tamper with titles, it would
enhance rather than thwart the effort of strengthening land administration. Finally, by
strengthening the link between land distribution and the delivery of support services, the
CMARP approach will drastically increase the sustainability of the land reform
achievements.

A differentiated approach based on a combination of CMARP backed by compulsory
acquisition offers good prospects for bringing CARP to a closure within a limited time
frame. The different challenges that mid-sized and large landowners pose to a negotiated
approach to land reform, suggest a differentiated and phased approach. During a first phase
of the extension, mid-sized landowners would be covered through a systematic scaling-up of
a negotiated and decentralized model in which LGUs and beneficiaries’ associations, in
collaboration with other civil society organizations, would take the lead in land distribution
and provision of support services according to their capacity. Mid-sized landowners would
be systematically targeted for a negotiated approach like CMARP, involving associations of
beneficiaries and LGUs with appropriate schemes of grants and subsidized loans through the
LBP.
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This decentralized and negotiated approach would cover the bulk of the LAD balance and of
the landowners. The recourse to compulsory acquisition at the end of a prolonged first phase
(during which the issue of large landowners would be addressed) would be triggered by a
failure of the negotiations. The LBP valuation of land should not be considered in this
instance as the ceiling price during the negotiations. Large landowners would instead be
targeted through a more conventional approach with some modifications ensured to provide
enough flexibility at entry. A very brief moratorium period would be declared during which
owners of large holdings would be offered the opportunity to declare their willingness to
negotiate the sale of their lands. A possible definition of large holdings could be 25 hectares
and above, which would represent about one third of the CARP balance but only 6% of the
total affected landowners. Starting price for the negotiations for the willing landlords would
be set near in the neighborhood of the LBP estimates. Once the moratorium period is closed,
compulsory acquisition would be implemented on large non-participating holdings and,
successively, on large holdings for which negotiations over land transfers would fail after a
predefined period of time has lapsed (e.g., one year).

The CMARP model will require original modifications to work out of the rice and corn
areas. In spite of the advantages that a decentralized and negotiated approach to land reform
that the CMARP has successfully tested, there are important caveats to consider.

* First, the CMARP was developed in the context of rice and corn areas, where
beneficiaries were established tenants. Its extension to sugarcane lands and plantation
areas would entail a quite different social environment and structure of incentives. In
those areas the influence of landowners on LGUs is stronger than in the typical rice and
corn areas.

» Second, in the plantation areas basic infrastructures such as farm-to-market roads have
already been developed, often by very same plantations.

e Third, the beneficiaries hardly possess the entrepreneurial skills and networks that
facilitate access to markets. Thus, the mix of support services and public goods that
would be demanded in these areas will be quite different from those in the CMARP areas.

» Fourth and last, other factors might hinder the willingness of landowners to negotiate the
sale of their lands. Thus, a different approach will be needed for a negotiated and
decentralized land reform program in those more difficult areas, which at the moment
represent the bulk of the CARP balance.

To achieve the above mentioned principles for extending CARP in sugarcane areas the
following appear to be appropriate:

» Facilitate direct negotiations between beneficiaries and landowners and rely on more

efficient methods of conflict resolution where negotiations fail, such as compulsory
arbitration (see below), and resorting to CA as a last recourse;
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* Expand the range of flexible mechanisms for land distribution beyond the current
‘Alternative Venture Agreements’ (AVA). An interesting possibility would be to include
the option of gradually transferring land on the basis of contracts stipulated within six
months to one year after CARP’s extension is approved. Transfer of ownership would
then progress on the basis of the financial capacity of beneficiaries while these develop
management skills and secure access to input, output, and credit markets;

» Tie with clearly defined rules the delivery of support services to land access. To make
such a process more effective, it is important to distinguish between private and public
(or club) goods. Access to productive assets whose impact would be limited to the farm
and of inputs such as fertilizers, seeds and farm implements should be driven by
beneficiaries_on the basis of previously elaborated business plans coupled with the
endowment of productive grants. Public goods and services such as technical extension,
farm-to-market roads, irrigation schemes, should be delivered by LGUs and/or
associations of local users;

» Enrich the mix of services and support services beyond those more directly related to
agricultural production to include those related to improving access and quality of
education, health services, and vocational training. This will allow strengthening the
interest and commitment to land reform also of those LGUs and communities for which
agriculture is not perceived to be the key pathway out of poverty.

Coupling incentives for voluntary land transfers with compulsory acquisition will be
key for speeding the finalization of CARP. A decentralized and negotiated approach offers
the potential for a successful completion of CARP within a 7-year period. Nevertheless, it is
essential that an approach based on direct negotiations between perspective beneficiaries and
participation by LGUs and local communities be complemented by a terminal clause that
makes compulsory acquisition obligatory if negotiations fail. Moreover, the very spirit of
negotiation suggests that the adoption of compulsory arbitration would further strengthen the
negotiation process, facilitating the resolution of disputes and differences between parties for
the interpretation of contracts.

In synthesis, the essence of the proposal is that while the option of exercising compulsory
acquisition should be retained, its use should be minimized to make the process of land
transfer speedier. The savings obtained by a negotiated approach in terms of reduced
expenditures in land acquisition and DAR administrative costs can then be directed to fund
support services, which the report shows as having a substantial impact on poverty reduction.

To facilitate the gradual phasing-out of CARP, financial resources for land acquisition and
productive development could be transferred to beneficiaries, LGUs and local associations,
similar to the model of Cedula de Terra and Crédito Fondiario tested in Brazil with the
support of the World Bank. In the case of land reform beneficiaries, out of a pre-determined
amount of resources assigned to them depending on the size of the land targeted for transfer,
the portion used for the purchase of land would be transformed into a loan, while the
remaining portion would be considered as a grant. Support services that are of a ‘public
good’ nature would be provided by LGUs, which in turn would be financially assisted
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through a system of grants or concessional loans tied to the scale and breadth of their locally
managed land reform effort.

This approach could very well be tested in the Philippines for future scaling up without the
need of legal amendments to the CARL. As discussed above, DAR overhead represents a
substantial share of the cost of transferring the average hectare of land. A leaner and more
strategically focused DAR, structured to support a more decentralized approach to agrarian
reform, will result in significant cost savings. The CMARP experience shows that
beneficiaries also benefit from significant reductions in the price of land, thereby reducing
their financial burden. The reduction in administrative costs and in the price of negotiated
land transfer suggest that a decentralized approach will substantially reduce the overall cost
of CARP while achieving overall reform goals in a shorter span of time.

To face the possible tendency for re-concentration of land, long-run models of agrarian
reform need to be devised during the final extension phase. In the long-run models such
as the CMARP and those proposed in the report for application in the sugarcane lands could
evolve into a more sustainable model for agrarian reform driven by LGUs and local
associations of farmers and other civil society organizations, along the lines of the Cedula de
Terra in Brazil. Since CARP will be phased out, the need to sustain access to land by the
land poor will continue to exist. This is because a tendency to land concentration might
resurface in those areas in which the small farm sector is not competitive and because of the
recurrence of distress sales of land. Graduating the CMARP into a model of decentralized
agrarian reform managed with the support of LGUs and—where required—with technical
assistance either provided by the government or sourced from the private sector, will offer
the potential of addressing the reconciling productivity with equity on a more sustainable
basis.

c. New models of agrarian justice: The role of compulsory arbitration and Special
Agrarian Courts.

Conflicts within the agrarian sector are categorized in the report into six types. Type 1
conflicts involve disputes between the landowners and the farmer beneficiary. Type 2
conflicts involve conflicts between the landowner and the State. Type 3 conflicts involve
those between the farmer beneficiary and the State. Type 4 conflicts involve conflicts
between farmer beneficiaries. Type 5 conflicts are disputes between putative landowners that
delay or affect the implementation of any part of the agrarian reform program. Type 6
conflicts, finally, cover disputes involving participants in the agrarian reform program and
third parties.

Under the current set up, all these conflicts are generally resolved through adjudication. That
is, a public officer on government salary is relied upon to decide a conflict submitted to it for
decision. The adjudication process is layered. Decisions made by the Provincial Agrarian
Reform Adjudicatory Officer (PARAD) is reviewed by the central Department of Agrarian
Reform Adjudicatory Board (DARAB). This may then be reviewed by the Court of Appeals,
or in special cases involving jurisdiction, by the Supreme Court. Special Agrarian Courts,
which are basically Regional Trial Courts given special assignments, have jurisdiction over
criminal actions arising from the implementation of the Comprehensive Agrarian Reform
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Law as well as just compensation cases. However in the latter, the Supreme Court has ruled
that the DARAB may “preliminarily determine” the value and modality of payment to be
given to the landowner.

The quasi-adjudicatory process also suffers from the same problems as the purely judicial
process. That is, the requirement for the appearance of lawyers, delays in the presentation of
evidence, crowded dockets and the potential for abuse and corruption. The Alternative
Dispute Resolution Law of 2004 however and the current openness of the Supreme Court for
alternative modes of dispute processing should provide some creative solutions for agrarian
reform conflicts.

Conflicts between landowners and farmer beneficiaries, between farmer beneficiaries, and
those involving alleged landowners (which tend to delay CARP’s implementation) should
primarily be processed through arbitration. This will remove some of the cases from
DARAB’s docket, address the problem of delay, reduce the possibility for corruption and
will allow better internalization of costs of the dispute on the parties (with special provisions
for addressing capability to pay on the part of the farmer beneficiaries and some landowners).
Rather than permanent adjudicators, the DAR can maintain a pool of arbitrators specially
trained in agrarian issues and coming from various constituencies (lawyers, academics,
agrarian reform advocates, land specialists).

Under models currently applied in other sectors, parties choose one arbitrator each. The
arbitrators chosen then choose a third arbitrator. Costs should be shared between the parties.
Should the farmer or farmer beneficiary be a pauper litigant, the State should pay for her or
his costs. Compulsory time periods can therefore be more likely met. The DARAB and the
Bureau of Agrarian Legal Assistance (BALA) should be restructured to allow compulsory
arbitration. Hence, the statute that will extend the CARP should allow for a one-year
transition period to capacitate its personnel.

Avrbitration will cover issues relating to tenancy, terms and conditions of work, leasehold
contracts within areas, exercise of pre-emption and redemption rights of tenants, and
correction and cancellation of CLOAs. Arbitration, rather than adjudication, should also be
the principal means for settling conflicts among farmers and farmer beneficiaries. Arbitration
should also be the principal means of settlement between alleged or conflicting agricultural
landowners if such conflict delays implementation of the agrarian reform program.

Conflicts between the landowner and the state usually involve issues such as coverage,
retention limits and valuation of covered agricultural land. The first two issues should remain
within the DARAB’s jurisdiction. The efficiency of solving contested valuation of
agricultural land can be improved by removing the authority of the DARAB to preliminarily
determine just compensation since, constitutionally, it is the regular courts that will
determine its value. Immediately, this will remove two layers of decision-making and thus
address delays in the payment of landowners and also the transfer of titles to the farmer
beneficiaries.
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The filing of ejectment cases in courts against occupants, tenants or other farmer
beneficiaries have recently received much attention as it they are regarded as strategic
lawsuits to prevent farmer beneficiary participation in the implementation of the agrarian
reform program. Currently, the landowner has the privilege of filing a civil complaint in the
Municipal Trial court for ejectment if his pleading does not allege tenancy. The respondent
may allege tenancy in his answer. However, the civil complaint cannot be dismissed because
of the current procedural rules on how a court can acquire jurisdiction. It is therefore
necessary for legislation to provide that courts should make a preliminary determination of
the issue of tenancy when it is alleged in a responsive pleading. If it can be shown that
tenancy exists, then the case should be dismissed and immediately referred to agrarian
arbitration.

Ambiguity in law has clearly invited more disputes, in turn creating more litigation, which
translates to costs for the parties as well as delays in the administration of justice. Hence, no
effort should be spared to clarify the content of the rules when there are opportunities to craft
new legislation. In agrarian reform, the Comprehensive Agrarian Reform Law (RA 6657)
governs alongside some provisions in the Agricultural Land Reform Code (RA 3844), the
Public Land Act (Commonwealth Act 141) and the Property Registration Decree (PD 1529).
The amount of conflict therefore going through the quasi-judicial as well as court processes
can be reduced with better-crafted legislation. Hence the statute to extend agrarian reform
should clearly specify which provisions in all these laws will be reenacted.

d. Emerging institutional approaches to rural development: Implications for CARP’s
reform.

The report’s findings point to the conclusion that CARP has a weak pro-poor design. This is
because CARP considers only to a limited extent the heterogeneity of communities in terms
of productive endowments and the pathways out of poverty when it targeted, packaged, and
implemented support services. Since density of ARBs in a given cluster of barangays is
DAR’s primary criteria in defining an ARC, there are limits to the number of ARCs that can
be identified or the barangays that can be covered by the ARC development program.
Barangays or clusters of barangays with a limited number of ARBs might not be covered
under the program, unless a new approach is adopted.

The main constraint for expansion is that DAR has to focus on its primary beneficiaries,
which are the EP/CLOA holders and leaseholders. Moreover, in DAR’s perspective, it is not
cost-effective to provide a package of development interventions to a farmer-dense barangay
but with only five to ten ARBs. Within the perspective of an agency like the Department of
Agriculture or an LGU, this might be considered a worthwhile intervention, since their
beneficiary base is larger. Here lies the dilemma of DAR in expanding its development
interventions.

Generally, as commonly accepted, a locally driven area based development (ABD) approach
is a development paradigm that deliberately and systematically tailors its strategies and
interventions to the unique socioeconomic, physical and geographical characteristics and
endowments, and the development aspirations of either a target community or community
cluster. The basic elements of the ABD approach to development include:
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(1) A distinct geo-physical target;
(i) A generally homogenous socio-cultural profile of the target beneficiaries;

(iii) A multi-dimensional approach to development that explicitly takes into consideration
the linkages of the various sectors of the local seconomy; and,

(iv) The empowerment of the target community in the planning and implementation of the
development interventions.

In a fully decentralized and locally-driven ABD approach to land reform, support services for
the small farm sector would only represent part of a wider multi-sector menu of development
interventions. These interventions are offered for the informed consideration of target-
beneficiaries and communities whose socioeconomic profile and aspirations are congruent
with such interventions.

As a result of the decentralization process started in 1991, applications of the ABD approach
have multiplied. However, given the fragmented system of governance underlying the rural
sector, a number of models of community driven or community based development have
emerged and been tested under different circumstances. This report recommends a move
toward a fully decentralized and negotiated process of land reform involving a larger number
of stakeholders and gravitating around LGUs for the provision of key infrastructural and key
productive services. A key question is whether such new experiments do show a consistent
progress toward the implementation of a new rural development paradigm that is consistent
with a decentralized and negotiated approach to land reform in which LGUs and local
associations would take the lead. A related issue is also the extent to which the current
institutional set up should be reformed in order to deliver a more decentralized CARP in
which negotiations would be the dominant modality of land acquisition.

A review of recent rural development models pursued by government agencies (i.e., DA,
DAR, and DENR) reveals substantial differences in approaches and scope with mixed
results. Local rural development approaches models range from pilot-testing (DA, DSWD,
DOF, ARMM) to sub-sector implementation (DENR) to mainstreaming (DAR). The DA,
DSWD, DOF and ARMM initiatives are pilot projects and, thus, are not part of these
agencies’ regular operations. The DENR implements ABD-like initiatives exclusively in
their “green” sector through their community-based ecosystems management programs.

Only the DAR has systematically integrated an area based approach in the delivery of
support services through their ARC program. This might very well be the consequence of the
fact that many of DAR’s function are not listed among those devolved to LGUs in the Local
Government Code. Yet, several other functions are offered in competition with the DA. The
institutional set-up and arrangement of the CARP do indeed provide a wide leeway for de-
concentrated and to some extent decentralized implementation as well as for the participation
of LGUs, ARBs, and other stakeholders. Nevertheless, decision-making and service delivery
are still significantly national government-centric and its development interventions are
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mostly agricultural in nature. The local sector-based “ABD” models, therefore, provided
limited rural development options and do not fully empower their clients.

The degree of involvement of LGUs in rural development remains one of the major
institutional challenges in the effort to decentralize the provision of services since the
enactment of the 1991 Local Government Code. The experience coming from the various
rural development models that have been piloted shows that LGUs, if properly supported, are
able to satisfactorily deliver devolved support services. A case in point is the Mindanao Rural
Development Project (MRDP), a 12- to 15-year World Bank-funded program implemented
by the DA. MRDP’s first phase was deemed successful in achieving its objectives of
capacitating target LGUs to deliver devolved agricultural support services. This was despite
some initial shortcomings in further decentralizing the planning process and in building local
capacities for monitoring and evaluation. Following the successful completion of the first
phase, there is now an expansion in program coverage.

Meanwhile, local non-sector agency-led programs (DSWD-KALAHI) and the international
models provide a closer approximation of the ABD approach to development and teach
useful lessons. These programs offer a more varied menu of interventions and services. In
addition, the target beneficiaries have a wider selection of service providers. The sample
international ABD models reviewed are those found in Mexico and Brazil (national
government-led) and in Thailand (private sector-led).

In the long-term, given the increasing heterogeneity of the rural sector and diversification of
income, it appears advisable to consolidate and restructure the country’s rural development
agencies toward the establishment of a rural development department or agency that will:

(1) Perform mainly “steering” and coordinating functions, which will include fund
matching to promote locally driven ABD, impact monitoring, and R&D;

(i) Promote and fund a multi-sector and area-based menu of development programs and
services for the target-beneficiaries to choose from—agriculture and land reform will
only be part of this menu;

(ifi) Undertake a fully demand-driven development process where LGUs, rural
communities, and local association of beneficiaries are empowered to choose the
development package and service provider they prefer—the NG agencies and the LGUs
will have to compete with NGOs and the private sector for community contracts;

(iv) Coordinate with the LGUs for fund-matching and the provision of technical and
financial assistance to the target communities; and,

(v) Encourage the private sector and civil society not only to provide technical services to
target communities but also to complement government’s rural development initiatives
by promoting and facilitating ABD, especially in areas where the government are
unable to reach.
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In the short-to-medium term, when restructuring is not feasible, what can be undertaken is
the establishment of a coordination mechanism for rural development at the policy and
oversight level. With regard to CARP’s implementation, its management can be reformed to
make it more LGU- and ARB- driven along the lines of the CMARP. These immediate
reforms can lay the ground for the establishment of a national rural development agency.

Various local and international models of rural development management exhibit varying
degrees and depths of coordination. On one end, there is policy proofing that ensures an area-
based rural development thrust only at the policy level among national agencies. On the other
end, inter-ministerial coordination also involves program coordination and resource sharing
agreements at national and sub-national levels. The Philippine Government might wish to
first try policy-proofing then work its way toward inter-ministerial coordination. ldeally, the
focal agency of this coordinating body should have a multi-sector orientation with strong
links to the academe and research institutions. This will provide strong technical support and
minimize sector biases. It also will relieve the DAR of its coordinating functions, leaving it
free to focus on its remaining core functions during the extension period.

Effective horizontal and vertical coordinating mechanisms exhibit the following
characteristics:

» Clear focal agency or body with sufficient political authority and backing—e.g., headed
by the Chief Executive or by a Cabinet Secretary;

» Effective influence over policymaking and budgetary processes;

» Clear strategic and operational guidelines—e.g., prioritized lists of projects,
implementing and funding responsibilities, conflict resolution process—all within a clear,
strategic development framework;

* Formal coordinating platforms and instruments— e.g., working groups, institutional and
program agreements;

» Effective monitoring and feedback mechanisms; and,

e Competent technical support, including research, especially from the coordinating
secretariat.

Adriano (2008) has two recommendations worth considering. First, in the short-to-medium
term, is to convert the PARC into a Joint Commission on Rural Development, which will
provide the policy direction and exercise oversight function of rural development-related
agencies, is worth considering. Second, in the long-term, is to convert the DA to the
Department of Agriculture and Rural Development or DARD to expand the Department’s
role in countryside development, particularly in supporting small farmers and ARBs, and to
facilitate the absorption of some DAR personnel to the DARD.

Regarding reforms in CARP implementation management, the findings of this study
underscore the need for the LGUs and the ARBs to assume a more pro-active and driving
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role during the CARP extension period. The DAR should undertake a more facilitative and
focused function. In terms of Major Final Outputs (MFOs), it was recommended that:

(i) The adjudication functions of the DAR be more circumscribed leaving a significant
portion to either be privatized, under compulsory arbitration or given to the regular courts;
(i) the LAD be more bottom-up driven and led by ARBs even while the DAR retains its LTI
functions; and, (iii) the LGUs take a more leading role in a fully demand-driven PBD service.

On the second recommendation, it was suggested that CMARP be up-scaled and replicated
so that voluntary negotiations between farmer beneficiaries and landowners—with
facilitation by LGUs and the CARP implementing agency—»be the default mode for LAD.
Compulsory acquisition by the government will only be triggered if this fails. In addition,
Brazil’s Cedula de Terra program should also be pilot-tested among LGUs and ARBs with
manifest capacities, such as those in the MRDP sites, to more fully take the lead in program
implementation. In this model, ARBs are given direct control over program resources and
LGUs are more active in the delivery of public support services. This model should be the
direction for the up-scaled and replicated CMARP.
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2. THE RURAL ECONOMY
AND AGRARIAN REFORM

|. Introduction

Access to land and tenant-landowner relations are central policy issues in Philippine rural
development. The widely held view is that long-standing unfairness in land ownership and
weak production arrangements lie at the root of the rural economy’s underperformance,
especially in terms of investment, productivity and income growth, and poverty reduction.
After World War Il, the Philippines launched various land reform initiatives to alter
production relations and, ultimately, win the war against rural poverty and social injustice.

Since the late 1980s, the Comprehensive Agrarian Reform Program (CARP) has been the
landmark initiative to win this war. Initially intended for a 10-year implementation, the
program was extended for another 10 years. That extension ended in 2008. Congress is
currently debating on still another extension. In her 2007 and 2008 State of the Nation
Addresses, Philippine President Gloria Macapagal Arroyo said her administration wants to
amend Republic Act 6657 or the Comprehensive Agrarian Reform Law, which is the
backbone of CARP, as a condition for the program’s extension. President Arroyo wants the
law to continue pursuing equity and social stability goals but also wants it to give more
support to agribusiness and rural development. The Department of Agrarian Reform (DAR)
recommends another 10-year extension—the first seven years to complete land distribution
and the final three years to address second-generation land problems and mainstream support
services.

The debate on CARP extension coincides with observations that productivity growth in
agriculture has been low by the standards of the country’s neighbors. Poverty and hunger
continue to plague rural areas, and rural development remains elusive. CARP is, of course,
not the only factor that has shaped poverty and rural development outcomes. The policy and
institutional environment in the Philippines has changed quite significantly in the course of
the program. Various policy reforms' and the environment for global agricultural trade have
likely affected rural welfare and income distribution outside of any effects that agrarian
reform might have had on equity and poverty reduction. In other words, that rural poverty
and inequity have endured is not sufficient evidence that CARP is a failure. Indeed, as shown
in this report, the impact of CARP has been positive, though far below expectations.

This chapter provides a background for the analyses in the subsequent chapters. It first
briefly characterizes the overall agricultural policy environment and the performance of the
rural economy during the past two decades. It then examines the performance of the agrarian
reform program in relation to its objectives, and highlights the key drivers and constraints to
its implementation. The chapter also introduces the policy issues to be addressed and the
hypotheses to be analyzed and empirically tested in the next chapters.

! Involving international trade and finance, local-national fiscal relations, and public investment and regulations.
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I1. The Agricultural and Rural Economy: Performance and Policies

Development experience shows that rural development fueled by rapid growth in agricultural
productivity holds the key to sustained poverty reduction (Rosegrant and Hazell 1999; World
Bank 2007; Timmer and Akkus 2008). In low-income countries where agricultural growth
was rapid, sustained, and broadly based, farm incomes grew despite declines in global
agricultural terms of trade, domestic food prices remained low, rural employment diversified,
and rural wages rose. Consequently, the worst dimensions of absolute poverty decreased
significantly. Broadly based rural growth requires, among others, equitable access to the
means of production, including land. Quite paradoxically, the relative importance of
agriculture in terms of output and employment declines with rural growth. This is because
growth stimulates faster expansion of industry and services and migration of workers from
the rural to the urban economy.

As agriculture steadily declines in relative importance, the key driver to poverty reduction
increasingly shifts from agriculture to the other sectors of the economy. Although rural
poverty will continue to account for most of overall poverty even at the current pace of
urbanization and industrialization in most developing countries of Asia (Ravallion et al.
2007), the transformation of the economy will allow the poor in economically lagging rural
areas—in which agriculture might be dominant—to be absorbed increasingly in
industrializing and urbanizing areas.

This will happen especially if there are no significant barriers to factor mobility, particularly
that of labor, and if the economic climate encourages investment and wealth accumulation.
Rigidities in the labor market might stifle this process. Such rigidities might arise, for
example, from high transport costs (e.g., poor connectivity between rapidly industrializing
areas and economically lagging areas), low levels of human capital formation (e.g., lack of
health and education services in rural areas), and certain institutional arrangements in the
labor market (e.g., setting wages by legislation).

In the Philippine case, this might suggest other pathways out of rural poverty that are not
overly pegged to agricultural growth. These other pathways could include non-agricultural
wage employment, non-farm enterprises, and migration. This report (see Chapter 7) shows
that agriculture continues to play significant roles in reducing rural poverty. However, the
report also shows that agriculture’s relative importance shrank substantially over the past few
decades. In the same period, the importance of non-agricultural and non-farm sectors grew
correspondingly.

It should be pointed out that the material conditions of agriculture vary enormously across
the Philippines because of different land quality, infrastructure, and other bio-physical and
economic attributes. Consequently, the relative potential of agriculture as a pathway to
reduce rural poverty varies accordingly. It is important to identify those areas where
agricultural growth still constitutes the main, optimal pathway. The implementation of an
extended CARP, which will probably have limited resources, should arguably also focus on
those areas. The report examines this issue empirically, particularly in Chapter 3.
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Within the region, the performance of Philippine agriculture in the past 27 years has been
weaker than most of its East Asian neighbors (Table 2-1). While the pace accelerated in the
current decade (3.7% a year in 2000-2007, compared with 1.6% a year in 1980-2000),
growth was still way below those in the region’s major food-producing countries (except
Indonesia). Moreover, it evidently came not from growth in productivity but simply from
growth in production inputs driven in part by an increasingly protectionist policy. During this
period, the Philippines did reduce its tariff levels in agriculture in order to comply with WTO
commitments. However, in the same period, marketing interventions and other non-tariff
barriers in agriculture (especially in cereals, sugar, poultry, and livestock) have raised the
nominal assistance rates in agriculture relative to those in non-agriculture (Table 2-2).
Nominal assistance rates in agriculture rose almost twofold from 14% in the second half of
the 1980s and early 1990s to about 26% in the early 2000s. The increases were
comparatively higher for import-competing agricultural commodities (mainly rice, corn, and
sugar) than for exportable commaodities.

Table 2-1 Agricultural growth rates in East Asia, 1980-2007 (% per year)

1980-2000 2000-2007
Indonesia 3.04 3.51
Philippines 1.65 3.67
Thailand 2.80 6.24
Vietnam 3.74 5.57
China 4.71 6.26

Note: Data for Vietnam start only in 1986. Source: World Bank, World Development Indicators 2008

Sustained growth of output can come only from increases in productivity, especially in
countries where the land frontier has been virtually closed - the case in the Philippines. A
comprehensive measure of productivity is total factor productivity or TFP, which is simply
the growth rate of output net of the contribution from the growth rate of all production inputs.
On this measure, Philippine agriculture again performed poorly. In the 1970s, the country’s
TFP growth compared favorably well with those of Thailand and Indonesia. The next two
decades saw productivity stagnating in the Philippines to 0.2% a year. In contrast,
productivity continued to grow robustly in Thailand (1.0% a year) and in Indonesia (1.5% a
year) (Mundlak et al. 2004). The contrast is even sharper when viewed in the context of
China’s agricultural development experience: China’s grain sector enjoyed a very high TFP
growth rate of 4.7% per year during this period. At this rate, even as China steadily reduced
tariff levels for grains a decade before its accession to the WTO, Chinese grain farmers could
easily compete with their counterparts in the Philippines and elsewhere.
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Table 2-2 Nominal rates of assistance (NRA) to agricultural relative to non-agricultural industries, 1980-2004

1980-84  1985-89  1990-94  1995-99  2000-04

Agriculture NRA2 -3.6 14.4 15.4 33.0 26.0
All agricultural tradables -4.0 15.8 16.7 35.7 279
All non-agricultural tradables 12.9 11.0 9.9 8.6 7.3

Agriculture RRA (agriculture relative to non-agriculture)® -14.9 4.3 6.1 249 19.1

a NRAs including product-specific input subsidies and non-product-specific assistance. Total of assistance to primary factors and
intermediate inputs divided to total value of primary agriculture production at undistorted prices (%).

b The RRA is defined as 100*[(100+NRAag!)/(100+NRAnonag)-1], where NRAag! and NRAnonag! are the percentage NRAs for the
tradables parts of the agricultural and non-agricultural sectors, respectively.

Source: David, Intal, and Balisacan (2008).

Food self-sufficiency, especially in rice, has been a long-standing government goal since the
1960s. Various programs and policies—price supports, input subsidies, credit programs,
irrigation development, import controls, and the like—have made incentives virtually
permanent fixtures in the rice sector. Yet, they have not brought about rice self-sufficiency.
There was a brief time in the 1970s during the diffusion of the Green Revolution when rice
production benefited from significant investments in technology development, irrigation, and
extension, along with favorable trade policies and initial promising conditions in transport
and education. Except for that spell, production has always fallen short. Rice consumption
continues to grow rapidly mainly due to the country’s population growth rate, high compared
with those of its Southeast Asian neighbors. In recent years, the government intensified its
intervention in the rice sector to prop up local production. Nominal assistance rates for rice
increased from about 15% in the second half of the 1980s, to about 50% in the second half of
the 1990s and in the early 2000s (David et al. 2008).

The country’s strategy to achieve rice self-sufficiency has been very costly to the general
population and to the local economy because it stifles efficient resource allocation and
impedes the diversification of rural incomes (Balisacan et al. 2007; David et al. 2008,
Balisacan et al. 200). Although fiscal assistance from the government brings short-term relief
to select groups (not necessarily the professed target groups), it fails to sustain growth in
productivity and farm incomes. Instead, government interventions—mainly in the form of
tariff and non-tariff import restrictions, output price supports, and material input subsidies—
have increased the opportunity for rent-seeking at the expense of poor urban consumers,
landless workers, small farmers, and the general public.

The goal of rice self-sufficiency is linked, if indirectly, to land reform. CARP’s intention is to
redistribute lands in such a way that farm sizes are economically viable. CARP beneficiaries
are limited to receiving a maximum three hectares of land, a size presumed to be
economically viable with adequate policy and support services.” The government’s rice self-
sufficiency program is intended to provide such services to the rice sector, which consists
largely of small farms. Presidential Decree 27, the predecessor of CARP, made significant

% Yet, DAR (2007) suggests that perspective beneficiaries will be able to receive no more than 1.7 hectares of land on
average. See also section 2.4.
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headway in reducing inequity in land distribution and in changing tenure relations in the rice
sector.

I11. Rural Poverty Profile

As in most of Asia's developing countries, and despite rapid urbanization in the past 20 years,
poverty in the Philippines is still largely rural (Table 2-3). Three of every four poor persons
in the country are found in rural areas. They depend predominantly on agricultural
employment and incomes.®

Table 2-3 Poverty incidence in rural and urban areas, 1985-2006

1985 1988 1991 1994 1997 2000 2003 2006
Philippines 40.9 34.4 34.3 321 25.0 275 26.0 28.1
Urban 21.7 16.0 20.1 18.6 11.9 13.2 12.1 14.4
Rural 53.1 45.7 48.6 454 36.9 41.3 39.5 415
Contribution to total poverty
Urban 20.5 17.7 29.3 28.8 22.6 235 22.7 25.2
Rural 79.5 82.3 70.7 71.2 77.4 76.5 77.3 74.8

Note: Poverty estimates are based on per capita consumption expenditures adjusted for differences in provincial cost of living. See
Balisacan (2008) for details of estimation.
Source of basic data: Family Income and Expenditures Survey, various year.

Although the share of agriculture in the total labor force has gone down from about one-half
in the late 1980s to only a little more than just one-third by the mid-2000s, agriculture still
accounts for the greater proportion of total poverty (Figure 2-1). In 2006, the sector had 60%
of the total number of the poor nationally. Its high share is driven by the comparatively high
incidence of poverty in agriculture—roughly three times that in the rest of the population.
The share is actually higher if the poverty measure took into account either the income
shortfall of the poor or the severity of poverty among the poor (not shown).

® Rural poverty indicators constructed from the FIES for the 1980s are not comparable with those for the 1990s and 2000s
owing to the urban-rural reclassification problem. The classification into urban or rural areas is based on population density
and the presence and number of public infrastructure, facilities, and establishments. As population grows and/or economic
activity expands, an initially rural area will be classified as urban, sooner or later. While this may not be problematical for
purposes of measuring, say, urbanization trends, it tends to create a systematic upward (downward) bias on urban (rural)
performance indicators. Substantial reclassification of villages occurred between the 1980 and the 1990 population censuses,
though not much between the 1990 and 1995 censuses. Thus, when disaggregating by urbanity, the only strictly comparable
FIES years are 1985 with 1988, 1991 with 1994, 1997 with 2000, and 2003 with 2006 since, for each pair, the classification
(i.e., the sampling frame used) is based on the same census.
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Figure 2-1 Share of agriculture in poverty, employment, GDP (1985-2007)
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Source: Author's estimates, based on FIES, various years

Much of what the public sees in the news media on the state of social development in the
Philippines is the poverty in Metro Manila’s slums. Yet, the poor in Metro Manila account
for only 4% of the country’s total poor population (Table 2-4). Metro Manila’s poverty
incidence is also the lowest among the regions. The four regions with the highest poverty
incidences are the Autonomous Region of Muslim Mindanao (ARMM), Western Mindanao,
Bicol, and Eastern Visayas. In 2006, rates of poverty incidence in these regions were roughly
four times that of Metro Manila’s. These poorest regions account for about one-third of the
country’s total number of the poor.

Quite remarkable is the very highly disparate situations of poverty and poverty reduction in
different parts of the Philippines. In recent periods, some regions have done quite well in
attaining high per capita income growth and reducing poverty. Others have experienced
disturbing falls in per capita income and increases in poverty. Note, for example, the
substantial increase in poverty in ARMM between 1985 and 2006. In recent years,
particularly between 2000 and 2006, poverty also increased in Northern and Central
Mindanao and Caraga provinces. Such inequality could breed regional unrest, armed
conflicts, and political upheavals, thereby undermining the progress in securing sustained
economic growth and national development.

The Philippine Human Development Report 2005 shows that measures of poverty — such as
lack of access to reliable water supply, electricity, and especially education — predict well the
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occurrence of armed conflicts (HDN 2005). The provincial panel data employed in Chapter 3
of this report also indicate that provinces (other than Metro Manila) with comparatively high
incidences of rural poverty tend to have comparatively high inequalities in landholding.
Earlier evidence also shows that differences in land distribution accomplishment by CARP
also partly explain the disparities in provincial income growth and poverty reduction
(Balisacan and Fuwa 2004).

Table 2-4 Poverty incidence, by region, 1985-2006

Contribution to

Region 1985 1988 1991 1994 1997 2000 2003 2006 Total Poverty

1985 2006

Philippines 40.9 34.4 34.3 32.1 25 275 26.0 28.1  100.0 100.0
NCR 11.6 9.5 5.9 5.6 35 55 4.9 8.5 4.0 4.0
CAR 34.1 39.1 46.5 26.6 22.1 19.8 15.3 20.4 17 13
llocos 33.2 25.5 24.3 26.4 20.8 20.3 16.9 20.9 4.7 4.0
Cagayan 46.3 39.2 39.1 41.8 30.1 29.9 26.2 30.4 4.5 3.6
Central Luzon 19.1 15.3 15.4 24.3 13.2 16.1 13.6 16.1 4.6 6.2
Southern Luzon 354 317 22.9 28.6 19.6 19.5 20.8 234 10.9 13.3
Bicol 67.0 60.9 62.2 50.2 456 53.3 45.7 471 1.1 10.3
Western Visayas 49.4 34.4 316 345 21.8 28.1 26.7 26.3 10.7 7.2
Central Visayas 66.5 55.2 53.2 42.8 35.2 394 36.6 38.6 12.4 10.2
Eastern Visayas 59.3 53.7 54.4 515 50.6 46.8 45.0 43.0 7.8 7.3

Western Mindanao 58.3 47.6 47.1 47.1 35.2 47.0 49.7 47.2 5.8 6.7
Northern Mindanao 54.7 449 55.7 34.4 26.0 27.3 29.8 30.0 5.2 3.9
Southern Mindanao 53.9 46.9 56.8 30.4 26.7 25.4 26.8 255 8.7 6.2

Central Mindanao 46.5 35.8 46.9 45.2 33.1 38.0 34.1 40.7 3.2 4.2
ARMM 23.3 23.4 34.0 48.7 50.5 60.7 63.4 69.3 1.6 8.2
Caraga 45.0 30.1 457 41.0 37.0 33.8 36.9 35.2 3.3 3.3

Note: The provincial composition of the regions has changed over the years. For comparability over time, the provinces are grouped
consistently according to the 2000 regional classification. Estimates are not comparable with official figures.
Source: Authors’ estimates based on data from the NSO Family Income and Expenditure Survey (various years).

Evidently, local area conditions (i.e., land quality, rural infrastructure, distance from centers
of trade, land distribution, and local institutions) influence poverty reduction across the
country’s rural areas. These conditions might well determine the “optimal pathways” out of
rural poverty. Rural areas tightly linked to rapidly industrializing growth centers and with
local institutions that facilitate efficient transactions in the marketplace—including the use of
land resources—are likely to be less dependent on agricultural incomes. For such areas, non-
agricultural employment and enterprise development might well be major pathways out of
rural poverty, On the other hand, rural areas with good quality farmland but located far from
growth centers likely need to continue relying on agricultural growth to reduce rural poverty.
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This would be so especially if land ownership is sufficiently equitable (since this would favor
a broader distribution of the benefits of such growth).

A way of mapping locations where agricultural growth might or might not be the pathway to
rural poverty reduction is to form production area clusters. The clusters would be marked by
geo-physical attributes associated with potential for agricultural growth and by access to
markets and development opportunities. This report attempts to form such clusters, given the
constraints on available data. The report focuses on the following characteristics:

» Potential for irrigation development (low, medium, high) as proxy for the location’s
potential for agricultural growth, and,

» Degree of urbanization (rural, peri-urban, urban) as indicator of non-farm development
opportunities.

The potential for irrigation development is given simply by the unit cost of irrigation
investment, which is assumed positively related to land slope. A geographic unit is defined
here as either urban if at least 60% of its population live in urban areas, or highly rural if only
30% at most of its population live in urban areas. All other units are defined as peri-urban.
Table 2-5 summarizes the clustering of the country’s 77 provinces in terms of these two
location attributes. The set of five figures in each cell represents (i) the number of provinces,
(ii) share in total population, (iii) poverty incidence, (iv) share in total poverty, and (v) share
of non-agriculture in total household income. All data pertain to 2000 or adjoining years.

Table 2-5 Provincial population, poverty, and non-agricultural income by agricultural resource endowment and
urbanization

Urbanization (level of commercialization)

Low Mid High
(highly rural) (Peri-urban) (urban)
# of provinces: 11 3 1
=) < Pop'n share: 3.9% 0.9% 1.0%
5 S Poverty incidence: 23.5% 18.5% 11.5%
<3 Share to total poverty: 3.6% 0.6% 0.4%
5 Share of non-Ag income: 75.1% 70.2% 92.1%
S 25 17 3
= 22.3% 29.1% 9.3%
2 2 32.4% 25.2% 22.9%
£ 28.3% 28.7% 8.3%
E 76.0% 80.3% 95.2%
3 8 6 5
S . 10.2% 11.0% 12.4%
z £ 41.0% 24.6% 6.6%
z 16.3% 10.6% 3.2%
3 72.8% 82.4% 94.5%
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Table 2-5 shows at least three key observations, as follows:

» First, as expected, high levels of urbanization are associated with low levels of poverty
and high dependence of households on non-agricultural sources of incomes, even in areas
with high potential for agricultural development. For the 35 provinces characterized by
semi- to high levels of urbanization, agricultural development might not be as powerful a
stimulus to rural poverty reduction.

» Second, the potential for agricultural development as a pathway out of poverty is high to
semi-high in 33 highly rural provinces. Accounting for roughly one-third of the
population, these provinces represent about 44% of poor people in 2000.

e Third, of the 44 highly rural provinces, 11 have low potential for agricultural
development owing to poor quality of agricultural land. For these provinces, the pathway
out of rural poverty might have to lead out of rural areas altogether.

These observations have significant implications for land reform. In areas with high potential
for agricultural development, and to the extent that land reform has been designed to allocate
resources efficiently, then land reform might represent a key pathway out of rural poverty.
However, in areas where urbanization and industrialization are becoming powerful
stimulants for generating jobs and creating wealth outside farming, land reform might not be
as important as other tools available to policymakers. This issue is examined in greater detail
in Chapter 7 of this report.

V. CARP Performance

As noted earlier, land reform has been driven partly by equity and social stability concerns.
The size of land distributed under land reform is a crucial determinant of access to land. By
East Asian standards, land inequality in the Philippines is comparatively high. This is gauged
from indicative estimates of Gini coefficient’ for operational landholding (Balisacan 2007).
The median Gini for East Asia is 0.41, while that for the Philippines is 0.57.

Despite the country’s three decades of land reform, overall landholding inequality has hardly
changed (Table 2-6). For most of the postwar period, rapid population growth and slow
expansion of productive employment outside of agriculture have put pressure on average
farm size.

CARP has been the government’s landmark agrarian initiative since the late 1980s. At its
inception, expectations were high that CARP would serve not only as a social program to
reduce rural income disparities but also as a component of the government's counter-
insurgency campaign. Congress enacted what was to become the Comprehensive Agrarian
Reform Law in 1988 to govern CARP’s implementation.

* The Gini coefficient is one of the principal indicators used by economists to measure inequality. It varies between 0 (total
equality, where each individual or household has the same income or expenditure) and 1 (total inequality, where only one
person has everything).
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Table 2-6 Average farm size and landholding distribution

Percent of Farms Percent of Area
Ave. F Land-lab L
Year Svige (ﬁ;r)n anratiﬁ o Above Above Above Above Gini Ratio
10 ha 25 ha 10 ha 25 ha
1960 3.6 1.34 55 0.5 38.3 15.4 0.53
1971 3.5 1.16 4.8 0.6 33.8 17.1 0.54
1980 2.8 1.08 35 26 0.54
1991 2.2 0.88 2.3 0.3 23.5 10.6 0.57
2002 2.0 0.69 1.8 0.2 19.4 8.1 0.57
... hot available

Sources: Balisacan (2008), based on Philippine Census of Agriculture, various years.

CARP departs from all previous land reform initiatives in two important ways. First, it
includes all agricultural lands. Second, it goes beyond tenancy arrangements to include other
alternative production arrangements, such as production or profit-sharing, labor
administration, and distribution of shares of stock.

a. Land redistribution.

At the start of implementation, CARP expected to cover about 9.77 million hectares.
Subsequent re-assessments of potential areas reduced the program scope to 8.2 million
hectares. Of the revised scope, the Department of Agrarian Reform was tasked to distribute
4.4 million hectares of private agricultural and government-owned lands to some 3 million
farmers. The Department of Environment and Natural Resources (DENR) was assigned to
distribute 3.7 million hectares of public agricultural and Integrated Social Forestry/
Community-Based Forest Management lands to some 2 million farmers. In early 2009, DAR
revised its scope upward to 5.16 million hectares.’

As of December 2007, the DAR has distributed a total of 3.96 million hectares—about 77%
of its latest revised scope of 5.16 million hectares (see Table 2-7). Some 1.2 million hectares
remain to be distributed. According to DAR, these lands are mostly privately-owned
agricultural lands subject to compulsory acquisition. However, as discussed later in this
section, even for much of what has been distributed, assigning of property rights to
beneficiaries is actually still incomplete. Since this completion is CARP’s end goal, the
reported accomplishment in land distribution is highly overestimated

% See Chapter 8 for a description of the process followed by DAR in determining CARP’s scope.
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Table 2-7 CARP accomplishment in hectares, as of December 2007

Type of Land Size in Ha

Private Agricultural Lands 2,241,192
Tenanted rice and corn lands under P.D. 27 566,610
Lands from government financial institutions (GF) 162,406
Voluntary offer to sell (VOS) scheme 584,303
Compulsory acquisition (CA) 276,963
Voluntary land transfer (VLT) scheme 650,910

Other Lands 1,719,063
Settlements 729,567
Landed Estates 80,811
Government-owned lands 908,684

Total 3,960,255

Source: DAR Planning Service

Land distribution has been particularly slow for private agricultural lands (other than rice and
corn lands) under compulsory acquisition. These total 1.5 million hectares or roughly one-
fifth of the program scope. The accomplishment for this program component is only about
18%. Major constraints include the inadequate technical capacity and budgetary support of
implementing agencies, lengthy legal disputes relating to coverage and land valuation,
landowners' resistance, and peace and order problems. Interestingly, it is in these lands—
particularly lands planted to sugarcane, coconut and other tree crops, and nontraditional
export crops—where most of the remaining problems with landholding inequality exist.

In the case of public alienable and disposable (A&D) lands, where accomplishment was only
69% of target after 20 years of CARP implementation, the bottlenecks were in delays in
undertaking land surveys, slow reconstitution of land records, and sluggish resolution of land
conflicts among competing claimants. Public A&D lands and forested lands are not vacant
lands. They are tilled by farmer "squatters” who only need to be given security of tenure.
Frequent changes in the leadership of implementing agencies, especially DAR and DENR,
have also hampered the program’s smooth implementation.

Financing the program also has been a major bottleneck. At the beginning of program
implementation in 1989, funding requirement was estimated at Php221 billion. The average
annual budget represented about 30% of the national government's total appropriations for
1987. The total budget was subsequently pared down to about Php153.07 billion. Funds were
to be drawn from proceeds of the government's sale of non-performing assets. This was
poorly realized. CARP’s extension to 2008 came with an additional General Appropriation
Allocation of Php50 billion. Likewise, the additional budget requirement was poorly realized.
The report will get back to the financing issue below in this chapter.

The funding problem, together with the limited technical capacity of the agencies in charge
of the program, has bred uncertainty on the effective scope of CARP. Invariably, it lagged far
behind successful land reform programs elsewhere, especially in East Asia. Uncertainty over
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the program is magnified by persistent efforts of special interest groups to lobby in Congress
for exemption from the program. In early 1995, Congress exempted fishery and prawn farms
from CARP coverage. The uncertainty, together with legal restrictions in the transferability
and use of awarded lands, has discouraged the flow of investments into agriculture. Instead,
agricultural lands have been kept idle or prematurely converted into non-agricultural uses.
Put differently, the program might be to blame for effectively weakening land and land rental
markets, thereby resulting in farms that are below optimum size, blunting farm productivity
growth, and, ultimately, undermining poverty reduction.

b. Transfer of land ownership titles.

Land redistribution is never complete if property rights are incorrectly assigned. With
correctly assigned property rights, farmers—who are now owners—will have the incentive to
increase both short- and long-term investments on the land. The underlying rationale of
CARRP is to create a new class of owners-cultivators of small farms as the basis of Philippine
agriculture. The distribution limit of three hectares is seen as the minimum, economically
viable size. Small farms are considered efficient because they require only family labor,
which is cheaper than hired labor and requires minimum supervision.® In other words, the
goal of social justice actually factors in farm efficiency.

Surprisingly, the bulk of lands that DAR reports to have distributed consists of collectively
titled lands. The agrarian reform law does allow collective ownership but only under specific
circumstances. In particular, land can be collectively owned either by a workers’ cooperative
or association of worker-beneficiaries if it is not economically feasible and sound to divide
the land. This provides for an appropriate type of ownership of farmland that is more
productive if not subdivided into small family size farms, e.g., commercial crops like banana,
pineapple, and rubber.” For other types of landholdings, the collective title is allowed as a
transition mechanism to expedite land acquisition. The subdivision survey and generation of
individual titles are supposed to follow afterwards.

By issuing collective titles (the DAR term is collective CLOAs or Certificates of
Landownership Award), DAR field offices accelerated their accomplishments in land
redistribution. Collective CLOAs considerably shortened land acquisition and distribution by
bypassing several processes: conduct of parcellary survey, approval of the segregation plan,
and the generation-approval-registration of individual CLOAs. The cost of generating a
single collective CLOA is substantially less than for a large number of individual CLOAs,
especially if the landholding in question is large. Based on the DAR’s Management
Information Service database, 71% of all lands distributed under CLOA are collective
CLOAs. This translates into more than 2 million hectares (Table 2-8).

6 Assuming that access to credit market is size neutral.
" This does not imply that collective farming is the only viable form of farm management for these crops. Contract farming,
for example, has proven to be a viable production arrangement in Mindanao.
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Table 2-8 CLOAs distributed under CARP, by land type

Type No. of Titles? Percent Area (Ha)2 Percent
Individual CLOA 693,969 79 850,201 29
Collective CLOA 180,749 21 2,082,765 71
Total 874,718 100 2,932,967 100
a As of October 2007.

Note: The total excludes Emancipation Patents (EPSs) that are issued for P.D. 27 areas.
Source: DAR Management Information Service.

Majority (90%) of collective CLOAs is under co-ownership. This is the case where the
CLOA is in the name of all beneficiaries. Cooperative CLOAs and Farmers’ Organization
CLOA:s are issued to those beneficiaries who are already organized upon the generation of
the CLOA. In such a case, the CLOA is in the name of the organization and the names of all
beneficiaries are usually annotated at the back of the title. Collective CLOAs awarded to
beneficiaries of commercial farms and lands held by multinational corporations fall under
these types of CLOA (Table 2-9).

Table 2-9 Breakdown of collective CLOAS, as of October 2007

Type of Collective CLOA No. of Titles Percent Area (Ha) Percent
Co-ownership 162,035 90 1,654,173 79
Farmers’ Organization 16,999 9 328,222 16
Cooperative 1,715 1 100,370 5
Total 180,749 100 2,082,766 100

Source: DAR Management Information Service.

Aside from commercial and agribusiness farms, lands that are not tenanted and those that are
idle (but deemed arable) are most likely distributed under the co-ownership type of collective
CLOA, since potential beneficiaries are not yet tilling specific parcels of land. In fact, for
idle lands without prior claimants, the DAR would screen landless residents within the
barangay and adjacent barangays as possible beneficiaries. In contrast, on lands that are
tenanted or those that have farmworkers working on specific plots of land, the potential
beneficiaries will opt for—and even insist on—individual titles.

The breakdown of collective CLOASs by program type seems to confirm this observation.
Government-owned lands and government financing institution lands have the highest
proportion of collective CLOAs (86% and 83%, respectively). A large proportion of
government-owned lands consists of large blocks of A&D lands released in the name of
government entities like the Kilusang Kabuhayan at Kaunlaran program and turned over to
DAR for distribution. Government financing institution lands include foreclosed properties
of government financing institutions that were part of their non-performing asset portfolios.
On the other hand, compulsory acquisition and landed estate lands have the lowest proportion
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of collective CLOAs. Considered the most contentious, compulsory acquisition lands are
probably the most productive lands in the country. Landed estates are privately-owned rice
lands that have been expropriated (prior to CARP) for distribution to qualified farmers (Table
2-10).

Table 2-10 Breakdown of collective CLOAs by program type, as of October 2007

Program Type Collective CLOA (ha) Total (Collective + Individual) (ha) Percent
Government Financial Institutions 117,418 141,225 83
Voluntary Offer to Sell 371,092 534,458 69
Compulsory Acquisition 141,430 242,710 58
Voluntary Land Transfer 362,971 557,950 65
Settlement Areas 380,175 606,970 63
Landed Estates 35,897 66,777 54
Government-Owned Lands 673,779 782,875 86
Total 2,082,765 2,932,967 71

Source: DAR Management Information Service

Subdividing collective CLOAs into family farm-size parcels does not appear to be a DAR

priority. There are several possible explanations for this, as follows:

» As noted earlier, the DAR’s performance appraisal system does not distinguish between
lands distributed either under individual CLOAs or under collective CLOAS.

e There are limited or no funds to conduct segregation surveys for lands yet to be covered
or for existing collective CLOAsS.

* DAR senior management does not see subdivision (or parcelization) as a priority activity,
opting to focus the agency’s human and other resources to cover more lands under the
program.

To be fair, indications are that the DAR has recognized this concern. It has started to address
the subdivision of collective CLOAs. DAR allocated funds for subdividing 50,000 hectares
in 2007, and another 100,000 hectares in 2008, even though it will take more than two
decades to complete parcelization at this pace.

In terms of upholding the rationale for agrarian reform and achieving CARP’s goals, the
effect of this is far-reaching. For those collective CLOAs that are awaiting subdivision, land
redistribution is essentially incomplete; this renders inaccurate the announced
accomplishment for land distribution. The ownership and incentive effects expected to arise
from clear land titles are therefore not realized. As argued in Chapter 6, incomplete land
titling shuts out beneficiaries from formal credit sources; this hinders their chances of
boosting both their farm productivity and household income. This also affects the collection
of amortization by the Land Bank of the Philippines and even of real property taxes by the
LGUs. It all goes back to unclear assigning of property rights.
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c. Beneficiary development.

CAREP is distinct from previous agrarian initiatives in another major respect: it provides a
comprehensive Program of Beneficiary Development. In particular, it is designed to deliver
basic services (capacity building, credit and marketing assistance, farm infrastructure, etc.)
needed to transform beneficiaries into efficient agricultural producers and entrepreneurs.
However, limited program funds called for a more strategic line of action, inspiring the DAR
to launch Agrarian Reform Communities or ARCs in 1993 as an alternative approach to
beneficiary development. An ARC focuses the delivery of support services on selected areas,
rather than dispersing the delivery to all areas covered by CARP. It is also a mechanism to
fast-track investment in basic social infrastructure, such as water, power supply, education,
and health.

As of December 2007, some 1,874 ARCs have been established since the program’s launch.
They cover roughly 45% of total agricultural lands distributed under the program and 43% of
the total agrarian reform beneficiaries nationwide. These ARCs are spread over 8,147
barangays in 1,237 municipalities.

As discussed in Chapter 3, foreign-assisted projects (FAPS) for the agrarian reform program
have been concentrated in the ARCs. These projects have provided support to 58% of the
ARCs, covering 62% of agrarian reform beneficiaries in all ARCs - roughly 30% of all
agrarian reform beneficiaries nationwide. As expected, given the program’s funding
limitations, ARCs receiving support services through FAPs tend to be economically better
off than those without FAPs.

Ideally, community-driven development approaches should deliver varying packages of
support services that take into account differences in local conditions. Comprehensive data
on the composition of support packages for ARCs are not available. However, there are bits
of information about the types of intervention carried out with FAP support for the period
2004 to 2006. Using this information, Chapter 3 examines whether there is evidence to show
that support packages reflected the characteristics of targeted ARCs.

d. Key issues on extending CARP.

Clearly, a new extension of CARP should be informed by a clearer understanding of a
number of issues that have an important bearing on poverty reduction and equity goals. The
most fundamental include:

(i) The degree to which the strategy followed by the DAR in delivering support services to
ARC:s is consistent with a pro-poor rural development strategy that focuses on poverty
reduction and on what alternate paths can be pursued to close the gap;

(if) The extent to which the present legal framework, most importantly the Comprehensive

Agrarian Reform Law, affects land markets, farm productivity, the investment climate
in rural areas, and the viability of the small farm sector;

57



(iii) Under which conditions will extending CARP meet the challenges of land distribution
in sugar plantations and other large private lands; and,

(iv) Whether other approaches to land reform would also effectively strengthen the link
between equity and efficiency gains.

Underlying these specific issues is the fundamental question of what role agricultural growth
performs in reducing poverty in the Philippines today. This question—discussed in Chapter
7—is an important one since CARP was conceived at a time when the role of agriculture in
economic development could not be disputed (based on agriculture’s share in the economy
and its weight as a provider of jobs for unskilled labor). Because CARP has dominated the
overall design and policies of rural development in the Philippines, a related question is
whether CARP should be modified according to the possibly changed role of agrarian reform
in rural development. Chapter 10 discusses this concern.

* ARC as a pro-poor rural development strategy.

Available evidence on the poverty impact of agrarian reform is mixed. The program has
succeeded in extending the transfer of income and wealth from landlords to tenants
(Balisacan, 2007, Otsuka, 1991). Yet, the benefits of the reform have bypassed landless
agricultural laborers by limiting their ability to ascend the agricultural ladder (see Hayami et
al. 1990). The impact of the 1988 agrarian reform on poverty did not arise exclusively out of
land transfer and tenancy regulations. As noted above, one fundamental component of CARP
was Program Beneficiaries Development through the delivery of support services.

Program Beneficiary Development includes technical assistance programs, feeder roads,
community capacity building, land titling and several other services intended to raise farm
productivity and ensure the sustainability of the agrarian reform process. On this account,
CARP has fallen short of its goals. Less than 30% of agrarian beneficiaries have received
support services from DAR. Moreover, those who received support under the Program
Beneficiaries Development component were already among the most productive
communities. As a result, while poverty has been reduced in these communities, the overall
impact appears to have been quite limited since Program Beneficiaries Development targeted
only a third of all CARP beneficiaries.

Agrarian reform has not had significant impact on reducing rural poverty overall (Balisacan,
2007). Poverty has gone down through time only for program beneficiaries; among non-
agrarian reform beneficiaries, poverty incidence has stayed higher. Thus, a major concern is
whether CARP’s twin goals of improving farm productivity and reducing rural poverty might
be difficult to achieve with one instrument only. A key challenge for the future sustainability
of agrarian reform will therefore be to strengthen the link between rural development and
poverty reduction. Chapter 3 examines whether the present ARC approach in delivering
support services offers scope for strengthening further the link between improving farm
productivity and reducing rural poverty.

58



» Effects of CARL restrictions on investment climate, farm productivity, and the
viability of the small-farm sector.

There are several restrictions on the sale and rental of awarded lands. As a result, land
markets, both sales and rentals, are distorted. In addition, as a result of demographic pressure
and of land distribution under CARP, the average farm size has been continuously declining.
Land distribution in the future is expected to lead to the creation of millions of farms of about
1.7 hectares (DAR, 2007) each. There are two opposing views on the viability of small
farms.

* One view holds that land fragmentation increases the transaction costs for prospective
investors that would like to achieve a minimum scale of operations in agro-processing.
Deregulation of land rentals and sales would be required in order to attract new
businesses in non-traditional crops.

* The opposing view is that deregulation of land markets will ultimately lead to a reversion
of the gains achieved by agrarian reform.

These views raise several questions. First, given present laws, how do imperfections in key
rural factor markets (land and credit) interact to shape the relationship between farm size and
farm productivity? Second, within the commercial farming sector, mainly in areas devoted to
traditional crops, is there any indication that the landless poor’s access to land would be
facilitated through land rentals? If that is the case, would progressively liberalizing current
ceilings on land ownership result in more efficiency while preserving equity? These issues
are at the center of the analysis in Chapter 5.

* Land distribution in sugar and other large private lands.

Chapter 6 discusses the nearly 1.2 million hectares of private lands eligible for redistribution
under CARP that remain undistributed. Most of these lands belong to sugar cane (and
coconut) plantations. Since opposition from landlords can be expected, completing CARP
will be extremely expensive and substantially prolonged. In addition to the more traditional
argument of economies of scale at the processing stage, owners of sugar cane plantations
oppose CARP because sugar cane is becoming a strategic crop for ethanol production. The
passage in 2006 of the Biofuel Act is expected to increase the demand for ethanol. For
plantation owners, breaking up sugar cane plantations will reduce sugar cane supply and, in
the end, raise the cost of producing ethanol domestically. They oppose CARP on the
following grounds:

(i) CARP would increase coordination costs of smoothening the procurement of sugar cane
for producers of ethanol;

(if) 1t would hinder economies of scale in sugar cane production; and,

(iii) Agrarian reform beneficiaries would convert production from sugar cane to rice.
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» Developing new models of decentralized and negotiated land reform.

Centrally-driven, top-down land reform programs are known to suffer from several problems,
including imperfect information, transaction costs, and inappropriate incentives among
stakeholders. CARP is no exception. Among the major obstacles are extremely weak land
administration and agrarian justice systems. These make it possible to resist and distort
program implementation.

This study shows that there is a case for advancing land reform in the country because of the
potential to bring about higher productivity in the small farm sector. However, the land
reform program needs to be redesigned in order to realign incentives across stakeholders,
become more cost-efficient, and strengthen the link between agricultural growth and poverty
reduction.

Recent evidence on the suitability of a more decentralized and negotiated approach to
agrarian reform are reviewed in Chapter 8 and contrasted to the current approach followed by
CARP. The possibility of up-scaling this particular approach is discussed. The report also
argues that involvement of local governments and associations of beneficiaries could be
expanded further. Chapter 10 analyzes whether this kind of involvement is consistent with
the institutions engaged in carrying out rural development policy.
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3. ARC AS A STRATEGY
FOR POVERTY REDUCTION

I. Overview

Previous studies (Reyes 2003, APPC 2007) have established the effectiveness of the ARC
strategy for poverty reduction. In particular, the recent Asia Pacific Policy Center (APPC)
study shows that when Agrarian Reform Community (ARC) barangays are compared against
similar non-ARC barangays, the ARC barangays tend to show better performance than
comparable non-ARC barangays. However, the difference is quite minimal, with the
estimated improvement in welfare being only 6% higher. This leads to the conclusion that the
impact of the ARC strategy is slightly significant among households who own agricultural
land. With an integrated, area-focused, multi-component development approach in the ARC
barangays, there is intuitive expectation of a more substantial difference against the non-
ARC counterparts.

Poverty is a complex problem that requires a comprehensive solution. The solution should
promote sustained economic growth, enable the poor to benefit from growth, and address
vulnerability to poverty. This requires proper targeting, which means under-coverage and
leakage are kept to a minimum. If possible, there should be a conscious effort to “link” the
beneficiaries to the growing sector, that is, if the growth strategy is unbalanced. Lastly, the
gains of the strategy should be sustained.

Keeping under-coverage and leakage to a minimum is tantamount to improving the
efficiency of the targeting mechanism. But this is easier said than done. At the very least, it
requires the identification of the “leaky valve”. For instance, the selection criteria are rather
restrictive and are primarily intended not to compromise CARP accomplishment.

There are also several models of the ARC strategy that can be distinguished according to
how the instruments are chosen. Some utilize participatory approaches; others are simply
provided a package of support services. Still others do not receive support services other than
organizational capability building.

The flowchart in Figure 3-1 will be used to identify the “leaky valve.” This was first used by
Balisacan, et al. (2000) to evaluate several anti-poverty projects.

The impact of a strategy is dependent on the use of the outputs by the intended beneficiaries.
An output that is relevant to the need will most probably be used. This chapter plots the
portfolio of ARC strategies against a profile of the rural sector (using the typology of
provinces discussed previously). This can establish if the intervention was filling a gap in
provision and if there was consideration of the development potential of the provinces.
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Figure 3-1 Delivery of anti-poverty projects

Statementof
the Problem
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strategy Residents
l Identification inthe ARC
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l Utilization by Improved welfare of
intended intended
Deliveryof beneficiaries beneficiaries
Project -
Components Utilization by Improved welfare of
unintended unintended
beneficiaries beneficiaries

The ARC strategy was a conscious effort of the Department of Agrarian Reform (DAR) to
operationalize an integrated area development (IAD) approach within a resource-constrained
environment. The IAD approach calls for carrying out a multi-sectoral or multi-component
package of interventions within a distinct geographical area. This requires substantial
resources within the control of the implementing agency since the mix of interventions and
their timely delivery determines the all-important synergy—the raison d'étre of any IAD
approach.

The key research question for the sub-study is whether the ARC strategy is an effective and
efficient strategy for rural development and poverty alleviation. It will focus on the
implementation mechanisms and targeting approaches, particularly on whether there was a
conscious effort to account for the differences across provinces and properly match the
interventions with the requirements and potentials of the ARC barangays. Specifically, the
chapter will:

1) Review the evolution and implementation of the ARC strategy;

@) Assess identification and selection of ARCs;

3 assess ARC program interventions within the context of a community-driven,
development approach; and,

4) Identify areas of improvement and recommendations to scale-up the ARC
development strategy for rural development and poverty reduction.
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I1. Evolution of the ARC Strategy

a. Mandate for support services delivery.

The ARC strategy of the Department of Agrarian Reform (DAR) was launched in 1993 as
the overriding strategy for program beneficiaries’ development and support services delivery.
The strategy is anchored on the support services provisions of RA 6657. Section 35 of the
law mandated the creation of the Office of Support Services in the DAR to be headed by an
Undersecretary. The Office provides general support and coordinative services for the
program particularly the following services to farmer-beneficiaries and affected landowners:

1)
)

©)
(4)
()

(6)

(7)

(8)

(9)

(10)

11)

Irrigation facilities, especially second crop or dry season irrigation facilities;

Infrastructure development and public works projects in areas and settlements that
come under agrarian reform;

Government subsidies for the use of irrigation facilities;

Price support and guarantee for all agricultural produce;

Necessary credit to small landowners and farmers' organizations, such as
concessional and collateral-free loans, for agro industrialization based on social
collaterals like the guarantees of farmers' organization:

Financial assistance to small-and medium-scale industries in agrarian reform areas;

Assignment of adequate numbers of agricultural extension workers to farmers'
organizations;

Research, development and dissemination of information on agrarian reform and low-
cost and ecologically sound farm inputs and technologies to minimize reliance on
expensive and imported agricultural inputs;

Development of cooperative management skills through intensive training;

Assistance in identifying ready markets for agricultural produce and training in other
various prospects of marketing; and,

Administration, operation, management and funding of support services, programs
and projects including pilot projects and models related to agrarian reform as
developed by the DAR.

b. Initial strategies for support services delivery.

The initial strategy (1988 to 1993) was a project-based, sectoral approach. Different CARP
Implementing Agencies (CIAs) were provided with supplemental budgets from the Agrarian
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Reform Fund (ARF) specifically to implement CARP projects. The following agencies and
their respective support service delivery interventions include:

DEPARTMENT OF AGRICULTURE (DA)
* Animals/Seeds/Seedlings

* Production/Post Harvest Facilities

» Small Water Impounding Projects

* Rice Production Enhancement Program
* Rice Price Support Program

» Other Support Activities

DEPARTMENT OF TRADE AND INDUSTRY (DTI)
» Skills/Entrepreneurial Training
» Common Service Facilities

NATIONAL IRRIGATION ADMINISTRATION (NIA)
* Communal Irrigation Projects and Systems
» Organizing and Strengthening of Irrigators' Association

DEPARTMENT OF PUBLIC WORKS AND HIGHWAY'S (DPWH)
* Roads

» Bridges

* Multi-purpose pavements

DEPARTMENT OF ENVIRONMENT AND NATURAL RESOURCES (DENR)
e Soil Conservation Structures

LAND BANK OF THE PHILIPPINES (LBP)
e Credit

DEPARTMENT OF LABOR AND EMPLOYMENT (DOLE)
» Organization of Plantation Workers

DAR, DA, NIA, DTI, and DOLE
* Training

DA, DENR and DTI
» Technical Assistance and Marketing Assistance

The different line agencies set up specific CARP units to manage the supplemental CARP
budget and to coordinate with the DAR. The DTI even fielded Provincial DTI CARP
Coordinators to handle CARP projects at the provincial level.

The criteria for beneficiary section or locating the CARP-funded projects of the CIAs were

quite general. DAR used a simple validation system in confirming projects of other agencies.
Infrastructure projects like roads and bridges required that the area of influence of the project
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should include areas covered by CARP. Common service facilities, input support, and
technical assistance projects required that the beneficiaries should be either actual or
potential CARP beneficiaries.

The support services projects were implemented in all provinces. Within the provinces, there
was no prioritization in terms of barangays or municipalities and there was no conscious
attempt to integrate or cluster the different projects in priority areas. This tended to disperse
the projects all over the province. Projects were independently implemented by the different
ClAs. Since the CARP supplemental budget was allocated and released directly to the
agencies, DAR had limited control of these funds or the projects implemented. These
resulted in coordination problems especially in the early years of CARP implementation
when specific guidelines for identifying, validating and confirming these projects were not
yet formulated.

By 1990, DAR noted the absence of an over-all strategy for CARP implementation and the
lack of coordination among the different CI1As, particularly in support services delivery. With
a “coordinative” role in support services delivery, DAR did not have funds to implement
support services projects since funds were allocated to the CIAs. The only funds that DAR
had were for program coordination and piloting of organizing and institutional development
approaches. DAR felt that CARP projects were relegated as second priority by the partner
agencies since they often would give greater priority to their principal clients or to their
flagship programs.

c. The SOP and AIDA strategy.

Given these concerns, DAR sought the issuance of Executive Order 406, Series of 1990,
“mandating certain departments and agencies to align their respective programs and projects
with the CARP, directing the DAR to accelerate agrarian reform beneficiaries development
through the provision of economic and social infrastructure support.” EO 406 embodied an
operating strategy for CARP implementation and provided DAR with the authority and funds
to directly pursue support services projects.

The Executive Order provided for the following:

1) Mandated the Departments of Agriculture, Environment and Natural Resources,
Public Works and Highways, Transportation and Communication, National Defense,
Justice, Budget and Management, Trade and Industry, Land Bank of the Philippines,
and Land Registration Authority to align their respective programs and projects with
the major thrusts of CARP.

@) Created an inter-agency CARP Implementing Team composed of representatives of
these agencies and chaired by a DAR representative at the national, regional,
provincial, and municipal levels, with a mandate to undertake the following
measures:
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* To promote, integrate and harmonize the working relationship between and
among the participating government agencies, non-government organizations
(NGOs) and the agrarian reform beneficiaries themselves;

* To hasten the generation, development and execution of CARP programs and
projects;

» To consolidate and maximize the utilization of available resources of government
for the program;

* Recommend measures to improve, increase and accelerate the delivery capacity
of agencies for the implementation of CARP program and projects;

3 The DAR to adopt a strategic and area-focused operations approach to accelerate
CARP implementation, by concentrating its land distribution and beneficiaries
development activities in 24 identified Strategic Operation Provinces (SOPs) which
account for 70% of the land distribution workload. These include the provinces of
Pangasinan, Kalinga Apayao, Ifugao, Isabela, Nueva Ecija, Pampanga, Batangas,
Quezon, Mindoro Occidental, Sorsogon, Camarines Sur, Antique, Negros Occidental,
Bohol, Negros Oriental, Leyte, Western Samar, Zamboanga del Sur, Bukidnon,
Agusan del Sur, Lanao del Norte, South Cotabato, North Cotabato and Maguindanao,
without prejudice to the implementation in the remaining provinces of the country.

Specifically for beneficiary development, EO 406 provides for the following:

1) DAR to implement viable agrarian reform areas development pilot projects in the 24
SOPs particularly in the low income municipalities (LIMs) identified under the Pro-
Poor Program of the government and in DAR-administered settlement areas.

2 Fifteen (15%) percent of the CARP 1990 budget (Phpl.3 billion out of the Php8.9
billion) and in the succeeding years CARP budget (as approved by the PARC) shall
be allocated, released to, and administered by DAR for the promotion, development,
and organization of ARB associations and cooperatives and the implementation of
pilot projects. This fund will come from the budget allocations of CARP agencies for
extension infrastructure, research and development, database, and other support
services.

To implement the above provisions and utilize the Php1.3 billion allocation, DAR pursued an
Agro-Industrial Development Area (AIDA) approach. AIDA involved large agro-processing
and integrated post-production projects, mostly for rice and corn, and were located in the 24
SOPs. This was DAR’s counterpoint to the stand-alone infrastructure projects of DPWH and
NIA, and the common service and post-harvest facilities provided by DTI and DA. These
projects were intended to cover a larger influence area, thus covering more beneficiaries. A
Special Projects Office known as SPO-AIDA was created to oversee the program. DAR
provincial offices facilitated project development and took of charge of project
implementation. Beneficiary groups (farmers associations and cooperatives) were the project
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holders or the recipients of the project facilities and working capital. These inputs were
considered as subsidized loans.

There were start-up difficulties in implementing AIDA projects since the office to oversee
the program had to be set up and project development activities such as feasibility study
preparation had to be undertaken. When Secretary Ernesto Garilao was appointed to the post
in 1992 by President Fidel Ramos, he called for a review of DAR’s implementation strategy.
The effectiveness of the SOP approach was questioned mainly because there was no ‘fit’
between the existing administrative structure and financial administration system of DAR, on
one hand, and the SOP strategy on the other. Note that DAR has field offices in all regions,
provinces and municipalities. The manpower complement of each regional, provincial, and
municipal office was relatively uniform across units and not based on target areas and
beneficiaries to be covered. To effectively implement the SOP approach, it follows that
resources should be concentrated in the SOPs. This would require organizational
restructuring. In addition, the budgeting approach was not particularly flexible. The current
year’s budget was based on ceilings usually determined based on the previous year’s budget.
Since it was difficult to substantially re-allocate manpower and financial resources across
provinces, the SOP approach did not yield the intended results. It was also not clear how to
approach CARP implementation in the non-SOP provinces.

With regard to beneficiary development, it was observed that the project-based sectoral
approach to the delivery of support services by different CIAs tended to disperse critical
resources and yielded very little impact. In addition, there were many problems encountered
with the implementation of DAR’s own SPO-AIDA projects. There were issues on DAR’s
capacity to utilize the PhP1.3 billion budget allocation. Many of the integrated projects were
not achieving the desired results as contemplated in their respective project proposals due to
design problems or gaps in project management and administration. These problems could be
traced to the lack of social preparation among the farmer beneficiaries and to the level of
technical competence of DAR implementers in project development. Some farmers’
organizations had to be hurriedly organized or federated in order to qualify as project
proponents of complex, multi-component projects. The DAR field personnel on the other
hand did not have the experience in conceptualizing and designing these types of projects.

The projects implemented by the ClIAs and DAR’s SPO-AIDA projects demonstrated the
limitations of a project-based approach in terms of reach, sustainability, and impact. This was
a looming concern given the increasing number of landholdings covered under the CARP
and the corresponding number of actual ARBs in these landholdings. DAR, in particular, had
to showcase that agrarian reform worked. Clearly, there was a need to shift strategy, to one
that would maximize resources and result into small victories and successes within a shorter
time period.

The key issue in defining a strategy for beneficiaries development and support services
delivery was the scale and mix of interventions. A project-level intervention had limited
impact, while a provincial-level intervention framework dispersed resources and resulted in
problems in terms of the manageable area. The mix of interventions had to complement each
other to ensure synergy and maximization of resources.
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After developing the initial conceptual framework and conducting a series of consultations
with NGOs, POs, and other stakeholders, DAR launched the ARC Development Strategy in
1993. In order to optimize the allocation and use of limited resources and create impact,
DAR re-focused its geographical approach in support service delivery from the
provincial/municipal level to clusters of contiguous barangays. In these areas, DAR
intensified its interventions to increase farm production, improve household income, and
promote sustainable development (BARBD 1995).

d. The ARC strategy.

Through the ARCs, DAR intended to showcase that agrarian reform worked. DAR initially
defined an ARC as a barangay at the minimum or a cluster of contiguous barangays where
there was a critical mass of farmers and farmworkers awaiting the full implementation of
agrarian reform. The tone of DAR’s definition highlighted agrarian reform as a holistic
intervention where land tenure improvement could not be divorced from support service
delivery.

The strategy was largely a resource-maximization, resource-allocation, and resource-
mobilization strategy for program beneficiaries development. By identifying barangays or
clusters of barangays with the highest concentration of ARBs and distributed lands, resources
were pooled and channeled to where they could have the greatest impact. The ARC became
the common area where CARP funds for support services were channeled. By using the ARC
as a working unit or convergence point, it was possible to more effectively synchronize the
delivery of support services to a defined area or target group.

DAR identified seven elements of a viable ARC. The following elements were the bases of
the integrated set of interventions to be provided by DAR and other agencies:

1) Tenurial improvement

2 Physical infrastructure development

3 Agricultural productivity and farm income improvement
4) Agri-based rural industrialization

5) Provision of basic social services

(6) Balanced ecosystem development

@) Gender and population and development concerns

The ARC development process was anchored on the community organizing process, which
was already being employed by DAR at that time in several of its pilot projects, particularly
in organizing cooperatives and farmers associations. The development process had four
phases:

Phase |  : Social Preparation
Phase Il : Organizational Building
Phase Il : Capability Building

Phase IV : Enterprise Development and Alliance Building
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The Operations Manual on Agrarian Reform Communities Development (BARBD 1995)
identified the output indicators and key intervention activities of each of the seven viable
ARC elements per phase. This became the general guide in ARC program planning,
implementation, and monitoring at different levels by DAR and other stakeholders.

The ARC strategy became a workable platform for DAR in coordinating support services
delivery and facilitating resource mobilization. With specific “communities” (or cluster of
barangays) to focus on, it became easier for DAR to encourage other agencies to provide
services in the ARCs, even from their regular funds. DAR likewise exerted efforts to
mainstream the ARCs in programs and priorities of the government. Foremost of these was
the inclusion of ARCs in the priority areas under the Social Reform Agenda of the Ramos
administration. The ARCs were likewise identified as a factor in defining strategic
agricultural and fisheries development zones (SAFDZ) in the Agriculture and Fisheries
Modernization Act or AFMA (RA 8435).

The ARC strategy made it easier for DAR to access official development assistance (ODA)
funds for support services delivery. At this point donors were veering away from sectoral and
programmatic projects to area-based integrated development projects. A specific, well-
defined, and manageable area, like an ARC, with a wide menu of possible development
interventions (e.g., organizing, infrastructure, enterprise development) made it attractive to
bilateral and multi-lateral agencies. A fit between the donor’s priorities or biases could be
easily established with DAR’s ARC program, whether it be a specific bias for infrastructure,
capacity building, or for a specific region or province. Coupled with an aggressive resource
mobilization effort on the part of DAR, the strategy rekindled interest among foreign donors
to develop projects with the Department. It eventually spawned a substantial number of
foreign assisted projects for ARC development from donors like the European Union, Food
and Agriculture Organization, United Nations Development Programme, World Bank, Asian
Development Bank, and the governments of Belgium, Japan, Italy, Spain, and Canada.

To further enhance support services delivery and provide legal cover for the ARCs RA 7905
was issued in 1995. Note that before RA 7905, the ARC strategy was only a Departmental
strategy that drew criticisms from other government agencies, particularly those that
questioned DAR’s mandate to implement the program. The law mandated that for the next
five years, a minimum of one ARC shall be established by DAR in each legislative district
with a predominantly agricultural population. The law operationally defined an ARC as

a barangay or a cluster of barangays primarily composed and managed by Agrarian Reform
Beneficiaries who shall be willing to be organized and undertake the integrated
development of an area and/or their organizations/cooperative. In each community, the
DAR, together with the agencies and organizations abovementioned, shall identify the
farmers association, cooperative or their respective federation approved by the farmers-
beneficiaries that shall take the lead in the agricultural development of the area.

The law likewise authorized DAR to package proposals and receive grants, aid and other
forms of financial assistance from any source.
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I11. Status of ARC Development Program

The initial target in 1993 was to develop 1,000 ARCs. With the passage of RA 8532 in
February 13, 1998 (extending the implementation of the CARP for another 10 years) and
with the installation of the Estrada Administration, the original target of 1,000 ARCs was
expanded to cover 2,000 ARCs by the end of year 2004.

As of end of December 2007, there are 1,874 ARCs' in all provinces of the Philippines.
Table 3-1 shows the number of ARCs launched annually since 1993.

Table 3-1 ARCs launched, by year

Year No. of ARCs Launched Cumulative
1993 349 349
1994 256 605
1995 162 767
1996 100 867
1997 54 921
1998 48 969
1999 62 1,031
2000 277 1,308
2001 107 1,415
2002 128 1,543
2003 44 1,587
2004 30 1,617
2005 87 1,704
2006 73 1,777
2007 97 1,874

Source: BARBD-DAR

These ARCs cover 1.76 million hectares of distributed agricultural lands representing
44.84% of the total distributed lands under the program. There are 980,962 beneficiaries of
distributed lands (LAD) or 42.71% of the total LAD ARBs. These ARCs are spread over
8,147 barangays in 1,237 municipalities. Table 3-2 shows the regional breakdown of ARCs
and the corresponding CARP coverage.

! This excludes ARCs in the Autonomous Region of Muslim Mindanao. DAR’s ARC Level of Development Assessment
(ALDA) database does not include ARMM ARCs, as the DAR does not have administrative jurisdiction over DAR-ARMM.
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Table 3-2 Distribution of ARCs by region, CARP scope, and ARBs, 2007

Region No. of ARCs  Working Scope (ha.)  Accomplishment (ha.) % No. of ARBs
llocos Region 140 56,431 56,000 99.2 49,215
Cagayan Valley 142 155,921 134,108 86.0 80,029
Northern Luzon 184 176,583 174,124 98.6 104,883
Southern Luzon 200 190,006 180,477 95.0 109588
Bicol Region 131 134,397 105,391 784 58,059
Western Visayas 162 148,547 121,118 815 70,298
Central Visayas 106 112,129 95,410 85.1 63,998
Eastern Visayas 150 182,537 170,131 93.2 73,024
Western Mindanao 149 150,523 144,071 95.7 64,067
Northern Mindanao 149 118,102 110,474 93.5 57,589
Southern Mindanao 108 137,066 132,328 96.5 76,207
Central Mindanao 73 168,773 157,704 934 64,737
CARAGA 109 129,229 126,731 98.1 58,018
CAR 71 80,608 67,892 84.2 51,250
Total 1,874 1,940,852 1,775,958 91.5 980,962

Source: DAR-BARBD

a. Foreign donor assistance in ARC development.

A multi-component and holistic development approach like the ARC strategy requires
substantial resources. The annual allocations for beneficiaries development for DAR and the
other CIAs are limited and cannot cover the requirements of all the ARCs. In addition to
coordination with other agencies and local resource mobilization, DAR vigorously pursues
bilateral and multi-lateral donor support for ARC development.

There are two general types of foreign-assisted projects (FAPs) for ARC development. The
first type covers integrated and multi-component community development projects. These
projects covers specific ARCs and provide a package of services. This package usually
consists of infrastructure projects such as roads, bridges and irrigation systems; agri-
economic development interventions such as input support and capacity building, organizing
and institutional developments support; and even social services development such as health,
education, and sanitation. The World Bank-assisted Agrarian Reform Communities
Development Project and the Japan Bank of International Cooperation (JBIC)-assisted
Agrarian Reform Infrastructure Support Project are examples of this type of assistance. The
second type is a sub-set of the first type. This covers technical and institutional development
support to ARCs without infrastructure support. Examples of this type are United Nations
Development Programme (UNDP)’s Support to Asset Reform and Development of
Indigenous Communities and AusAID/Food and Agriculture Organization (FAO)’s
Philippines-Australia Technical Support to Agrarian Reform and Rural Development.
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DAR’s ODA portfolio is quite significant and has increased substantially since the ARC
strategy was implemented. The Foreign Assisted Projects Office has reported that ODA
assistance has directly benefited more than 1,078 ARCs and delivered support services to
649,420 ARBs. These development interventions focus on five major areas: physical
infrastructure, community and institutional development, productivity and rural enterprise,
basic social services, and land tenure improvement.

As of end of 2007, an aggregate amount of Php57.823 billion covering a total of 56 projects
was generated. Of these, 42 projects are already completed while 14 projects are still ongoing
implementation. On the other hand, the non-FAP ARCs have to rely on the regular Agrarian
Reform Fund (ARF) appropriations of DAR and other agencies for financing development
interventions. The funding is quite limited considering the scope and coverage of the non-
FAP ARCs. Unlike its FAP counterparts, these ARCs did not receive the complete package
of hardware and software interventions needed to ensure sustainable development. On
DAR’s part, the bulk of interventions for these ARCs were technical assistance and
facilitation for credit, infrastructure development, and social services delivery.

Owing to the fiscal constraint noted above, ARCs receiving support services through FAPs
are expected to be better off than those without FAPs.

b. Expansion strategies.

In addition to difficulties in providing adequate assistance to existing ARCs, DAR faces the
issue of addressing the concerns of ARBs in the non-ARC barangays. Over the years, it has
been confronted with this issue and some key strategies were adopted to increase the reach of
developmental interventions to ARBs, whether through the ARC strategy or otherwise.
Among these are an ARC expansion strategy and a zonal strategy.

By the end of 1998, only 28% of total ARBs were covered by ARCs. This low reach of the
ARC program prompted DAR to assess its current ARC strategy, particularly in the
identification and selection of barangays to be launched as ARCs. In response to this, DAR
issued Memorandum Circular (MC) No. 5, Series of 1999, rationalizing the selection of
ARCs based on a scale intervention approach. This takes into consideration economic,
ecosystem, and socio-political attributes in clustering barangays and determining the size of
an ARC. Some key concepts of the ARC strategy were likewise revised based on DAR’s
experience in implementing ARC development. DAR realized that a barangay does not
provide the sufficient scale to be able to generate impact. In addition, the influence area of
some key interventions like roads, bridges, and irrigation systems go beyond the ARC
barangay. With this in mind, subsequent ARCs to be launched should range from a cluster of
barangays, at the minimum, to at most, one entire municipality.

Likewise, ARC typologies or models were identified (prime, semi-prime, satellite) to align
the development interventions to the attributes of these ARCs. The existing ARCs (a
substantial number of them covering only one barangay) were expanded based on a set of
criteria that takes into consideration the ARC typologies, their development potentials, and
management control of DAR over the development process.
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This approach increased the reach of the ARC program by substantially increasing the
number of barangays and CARP areas covered by the program. In 1998 the average number
of barangays per ARC was 2.5. After initial operationalization of MC No. 5, the average
number of barangays increased to 3.4 per ARC. Since then, there has been an increasing
trend in the average size of the ARC. As of 2007, this has further increased to 4.3 barangays
per ARC.

The expanded ARC framework likewise provided a framework for varying interventions
based on the scale and potentials of the ARC. DAR formulated an ARC typology framework
that classifies ARCs into typologies or modalities that will determine their respective
development potentials and guide program managers in providing relevant interventions. The
classification was done after a through assessment of the ecological, economic, and socio-
political attributes of the ARC. The main ARC modalities are the following:

1) Prime agricultural ARCs—these ARCs are characterized by a cluster of more than
five contiguous barangays, with huge tracts of agricultural lands and a significant
number of farmers and small agricultural workers. The volume of production and
land utilization rate can support market demands. These ARCs have the potential to
become key production centers for various crops or agro-industrial centers.

2 Semi-prime ARCs—these ARCs have substantial agricultural lands and small
farmers, but the scale of agricultural production cannot support agro-industrial
development. Hence, these communities can function as production support to Prime
ARCs or a mid-processing and market-link to Satellite ARCs.

3 Satellite agricultural ARCs—these are relatively small communities with limited
agricultural land and small farmers, and characterized by low soil fertility and low
level of agricultural production. These areas produce mainly for subsistence
agriculture since critical infrastructure is absent or limited.

This typology would facilitate planning and program implementation, particularly in
ensuring that interventions to the communities are relevant and appropriate to their respective
needs and potentials. It would avoid a cookie-cutter approach in ARC scaling up by
differentiating the ARCs according to their development potentials and identifying which
would require different interventions. Table 3-3 shows the distribution of ARCs by region
and typology.
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Table 3-3 Distribution of ARCs by region and typology, 2006

Region : Typ.ololgy : Total
Prime Semi-Prime Satellite

llocos Region 42 61 33 136
Cagayan Valley 17 67 54 138
Northern Luzon 32 61 42 135
Southern Luzon 70 92 55 217
Bicol Region 29 68 25 122
Western Visayas 84 48 21 153
Central Visayas 22 55 14 91
Eastern Visayas 35 58 49 142
Western Mindanao 69 41 34 144
Northern Mindanao 35 57 23 115
Southern Mindanao 23 38 67 128
Central Mindanao 17 29 20 66
CARAGA 13 42 44 99
CAR 41 18 6 65
Total 529 735 487 1,751

Source: DAR-BARBD

To delineate further the different interventions for ARC development, DAR recently issued
MC No. 2, Series of 2007 on “Guidelines Governing the Identification/Selection/
Confirmation of Special Agrarian Reform Communities”. These special ARCs are CARP
areas with distinct characteristics and would require a different approach in development.
DAR delineated five types of Special ARCs (SARCSs):

Q) Geographically Isolated Areas (GIA)—those accessible only through special forms of
transportation due to absence of road networks such as islands or mountainous areas.

@) Calamity Prone Areas (CPA)—these are areas frequently affected by typhoons,
earthquakes, volcanic eruptions, and environment-related man-made calamities such
flash floods, landslide, fish kill, siltation and chemical poisoning.

3 Special Tribal Areas. (STA)—these are areas where members of the indigenous
cultural communities are awarded CLOA, EP, leasehold contract, CBC, etc.

4 Peace Development Zone (PDZ)—these areas are envisioned as sanctuaries for ARBs
who are affected/displaced by armed conflicts.

5) Agro-Tourism Areas (ATA)—these are areas with potential for tourism due to its

natural or cultural attractions, or agricultural features such as demo-farms or
processed agricultural products.
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DAR launched a total of 43 Special ARCs in 2007. The key intervention components for the
development of these SARCs are spelled-out in MC No. 2, Series of 2007.

Since density of ARBs in a given cluster of barangays is DAR’s primary criteria in defining
an ARC, there are limits to the number of ARCs that can be identified or the barangays that
can be covered by the ARC development program. As it is designed, barangays or a cluster
of barangays with limited number of ARBs may not be covered under the program, unless a
new approach is adopted. The main constraint for expansion is that DAR has to focus on its
primary beneficiaries, which are the EP/CLOA holders and leaseholders. In DAR’s
perspective, it is not cost-effective to provide a package of development interventions to a
farmer-dense barangay but with only five to ten ARBs. Within the perspective of an agency
like the DA or an LGU, this might be considered a worthwhile intervention, since their
beneficiary base is larger. Here lies the dilemma of DAR in expanding its development
interventions.

Given this concern, DAR has since made several attempts to expand the reach of its program
beneficiaries development by introducing complementary strategies aimed at expanding the
areas of coverage of the existing ARCs. In 2003, DAR came out with the framework for
Agrarian Reform Zones or ARZones strategy. The main intent of the strategy was to expand
ARC reach by identifying “zones” that would cover a cluster of municipalities that have high
density of ARBs (and where the ARCs are most likely situated). There were different
typologies or models for the proposed ARZones depending on the respective attributes and
basis of development. Among these are: nucleus zones, network of specialized production
zones, and integrated production-postproduction-marketing zones.

Implementation of the ARZone strategy would require a convergence approach among
different government agencies. Hence, in identifying the ARZones, due consideration shall
be given to the presence of the KALAHI-CIDSS areas of DSWD, the SAFDZ areas of DA
and the National Research and Development Program priority areas of DOST. The zones
shall serve as the common planning area for DAR, DA, DSWD and DOST, plus other CARP
implementing agencies like DENR, DTI, NAPC, CDA and the LGUs.

The ARZone strategy did not fully take-off as envisioned in 2003. The initial planning
exercises by the different provinces resulted in the formulation of ARZone plans. However,
given the scale and scope of the ARZones (municipal clusters), the financial and resource
requirements for the development of the zones were quite staggering. At the same time, it
was difficult to get the support of other agencies and LGUs, especially if the areas did not
specifically fall under any of their respective priority or focus areas.

The DAR has lately shifted focus from the development of ARZones to ARC connectivity.
As a development approach, the former requires more investments while the latter can just
capitalize on the initial investment already in place in the ARCs. The ARC connectivity
strategy will cluster existing ARCs to serve as convergence points for optimum utilization of
resources and expertise of partner government agencies, LGUs, the business sector, and civil
society, which includes non-government organizations. This will take advantage of
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economies of scale and build on the gains of ARCs with high level of development. This
pragmatic strategy is seen to boost the achievement of DAR’s commitment in the medium-
term plan to develop two million hectares of new agri-business land.

The connectivity concept can be operationalized in different perspectives: First is by
clustering adjacent ARCs for a more focused and manageable approach and for convergence
of resources among development stakeholders. Second is by identifying clusters that are
economically viable, notwithstanding administrative and geographic boundaries. Third is by
improving access to physical, social, economic, and information intervention. Fourth and last
is by optimizing access to FAPS by ARCs/ARC clusters/Special Agrarian Areas (SACs). The
DAR 2007 Accomplishment Report indicates that a total of 82 ARC clusters covering
1,912,065 hectares have been identified that will benefit some 597,835 ARBs and non-ARB:s.
These ARC clusters will be devoted for the production of rice, corn, coconut, palm oil, and
vegetables, among others. These areas will also be the center of convergence initiatives
primarily among DAR, DA, and DENR.

c. ARC selection and identification.

Critical in the ARC development strategy is the selection criteria for ARCs. DAR came up

with “Must” and “Want” criteria in ARC identification and selection. The “Must” or basic

criteria are the following:

The area has a large land tenure improvement or LTI scope whether under land transfer or

leasehold program. For land transfer, the area must have been distributed or has a high

potential for land distribution within two years.

1) The area has a high density of potential and actual ARBs.

2) The area is economically depressed.

3 NGOs or peoples’ organizations are presently operating in the area.

4) The key concern for the basic criteria is the density of ARBs. Since this is a CARP
intervention, it should cover as much ARBs as possible. This will assure cost-
effectiveness in providing the infrastructure and other development interventions in

the community.

The “Want” criteria was used to prioritize those areas that have already hurdled the “Must”
criteria. These are:

1) The farmers and farm-workers clamor for agrarian reform and are willing to
participate in CARP implementation

2 Support services (i.e., trainings, organizing, credit, irrigation, post harvest facilities)
have been initially provided
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3 The local government units (LGUs) and other institutions in the area support CARP
implementation.

These “Want” criteria ensure that there is demand for DAR’s intervention among the
intended beneficiaries. It will also capitalize on the CARP interventions previously provided
by DAR and the other agencies.

Since LAD (in terms of area and beneficiaries) coverage is the basic criteria in identifying
and selecting the ARCs, this chapter will first assess how effectively the DAR targeted its
land acquisition and distribution. It will then focus on the LAD profile of the ARCs to
determine whether there was effective targeting of CARP barangays, particularly if the ARCs
indeed covered those barangays with the most number of ARCs and those in most need of
interventions.

d. Was LAD effectively targeted?

The heart of CARP is asset reform. This means that land distribution is the primary
intervention under the program. The transfer of ownership and control of the agricultural land
to the farmer is intended to unleash the productive capacities of the farmers through the
incentive effects of land ownership. It is within this principle that the CARP was designed
and eventually mandated into law. It specifically intended the redistribution of agricultural
land, regardless of crops planted and tenurial arrangements, to farmers and farmworkers who
are landless. This is consistent with economic literature on addressing inequities in asset
distribution to improve prospects for long-term economic growth.

The initial scope for CARP was estimated by DAR to cover 4,290,450 hectares, with an
estimated number of 2,756,219 ARBs. This target, particularly the number of ARBs was
consistent with the total number of 2,448,936 landless farmers in 1989°. If CARP would be
effectively implemented then it would be able to address the problem of landlessness in the
country.

However, mere access to land by the landless would not automatically lift the farmer out of
poverty. The productivity of the land should be enhanced (or at least maintained, in the case
of highly productive landholdings), and this was to be done through the provision of support
services to beneficiaries. As such, CARP was designed to have two major components: land
tenure improvement (mainly through redistribution) and support services delivery.

Given the substantial target of agricultural lands to be covered by the CARP, one would ask
if there was an underlying strategy in the implementation of land acquisition and distribution.
As the CARP was instituted primarily to provide landless farmers and agricultural workers
ownership and control of the lands they operate or work on, the coverage of the program
should be a conscious effort to target areas with the most number of landless farmers as this
would be the main priority of CARP coverage and implementation.

2 Author’s estimates from 1989 rounds of the Labor Force Surveys.
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The agricultural landholdings that comprise the scope of CARP are of different program
types. These program types are basically the implementation modes and the type of lands that
were covered, processed, and eventually distributed to farmer-beneficiaries. The main
distinction is private agricultural lands (PAL) and non-private agricultural lands (Non-PAL).

PAL lands are broken down as follows:

Operation Land Transfer (OLT)—these areas were already covered under the Marcos land
reform program or PD 27. These form a substantial part of the coverage of CARP. Since the
initiation of OLT in 1972 until 1986, the accomplishment was very limited. Accomplishment
in this sense would mean the generation and approval of titles in the name of the beneficiary.
The scope of OLT is 616,233 hectares, but the accomplishment as of 1986 was only 15,061
hectares or a little over 2%. Executive Order 228, issued by President Corazon Aquino in
1987, mandated that all qualified farmer beneficiaries are now deemed full owners as of
October 21, 1972 of the land they acquired by virtue of PD 27. It likewise provided explicit
provisions for the valuation of the lands, payment by beneficiaries, and compensation to
landowners. This facilitated the processing, titling, and distribution of OLT landholdings.
Accomplishment in 1987 was 42,811 hectares—way above the cumulative accomplishment
of 15,061 hectares from 1972 to 1986. In fact, the bulk of DAR’s LAD accomplishment from
1987 to 1989 was OLT areas.

Government Financing Institutions (GFI)—these are agricultural lands in the hands of
government banks and financing institutions, mostly foreclosed properties of the Philippine
National Bank and Development Bank of the Philippines. Since these properties belong to
government financial institutions, they are considered as compensable lands. They are valued
accordingly and the banks are duly compensated.

Voluntary Offer to Sell (VOS)—this is an option for landowners to have their properties
covered under CARP by the DAR. The CARP law provides for this option, which gives the
landowners the incentive of having a larger cash portion of the compensation for the land.

Compulsory Acquisition (CA)—these are the more difficult landholdings covered by CARP,
as these are privately owned agricultural lands. These landholdings were placed under the
Phase 3 of CARP implementation, to wit:

Phase Three: All other private agricultural lands commencing with large landholdings and
proceeding to medium and small landholdings under the following schedule:

i. Landholdings above twenty-four (24) hectares up to fifty (50) hectares, to begin on the
fourth (4th) year from the effectivity of this Act and to be completed within three (3) years;
and

ii. Landholdings from the retention limit up to twenty-four (24) hectares, to begin on the
sixth (6th) year from the effectivity of this Act and to be completed within four (4) years; to
implement principally the right of farmers and regular farm workers who are landless, to own
directly or collectively the lands they till. (Section 7, RA 6657)
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Voluntary Land Transfer (VLT)—this is another option provided for in CARL. Landowners
may enter into a voluntary arrangement for direct transfer of their land to qualified
beneficiaries, given certain safeguards. Under this scheme, the DAR will facilitate the
negotiation, documentation, and issuance of CLOAs to the beneficiaries.

Non-PAL areas consist of the following:

Settlement Areas—these are areas covered by 47 settlement projects administered by DAR.
Most of these areas are carried over from the post-war land reform initiatives that provided
frontier lands to the landless. At the time that the CARP was instituted, a substantial number
of the allocated areas in settlements had not yet been titled in the name of the beneficiaries.
Hence, these areas were included in the scope.

Landed Estates—these areas were also carried-over from the past land reform initiatives.
Landed estates were large privately owned agricultural landholdings that were expropriated
or acquired through negotiation by the government for redistribution to the farmers therein.
Since these lands were already acquired by the government, they are considered as non-PAL.

Government-Owned Lands and Kilusang Kabuhayan at Kaunlaran (GOL/KKK) Lands—
these lands are those owned by government agencies and instrumentalities, including all
lands or portions reserved by virtue of Presidential proclamations for specific public uses by
the government but are no longer actually, directly and exclusively used or necessary for the
purposes for which they have been reserved.

Table 3-4 shows the breakdown of DAR’s scope by program type. Seventy (70%) percent of
the scope® covers PAL and half of it consists of compulsory acquisition lands. The 30%
covering non-PAL lands consists mostly of settlements and GOL/KKK lands.

® The initial scope of 4.29 million hectares was adjusted to 4.43 million hectares in 1990 and again to 5.16 million hectares
in 2007.
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Table 3-4 CARP scope, by program type

Program Type Scope Percentage
Private Agricultural Lands 3,093,251 69.9
OLT 616,233 13.9
GFl 243,434 5.5
VOS 437,970 9.9
CA 1,507,122 34.0
VLT 288,492 6.5
Non-PAL 1,335,106 30.1
Settlements 604,116 13.6
Landed Estates 70,173 16
GOL/KKK 660,817 14.9
Total 4,428,357 100.0

Source: DAR Planning Service

After 19 years of implementation, DAR’s reported accomplishment is 3.96 million hectares
of lands covered by the program. Using the scope of 4.29 million hectares, this should
represent an accomplishment of 90%. However, the scope was recently adjusted to 5,163,751
hectares, hence lowering the accomplishment rate to 77%. Table 3-5 shows the breakdown of
DAR’s accomplishment by program type. This chapter uses the original scope of 4,428,357
hectares, since the revised scope of 5.16 million hectares does not have a breakdown by
program type. The table shows that accomplishment on VLT and GOL/KKK are
substantially above the estimated target. On the other hand, the accomplishment on
compulsory acquisition lands is way below target or a measly 18% of the CARP scope.

Table 3-5 LAD scope and accomplishment (EO 2007), by program type

Program Type Scope Accomplishment %
Private Agr'l Lands 3,093,251 2,241,192 72
OLT 616,233 566,610 92
GFl 243,434 162,406 67
VOS 437,970 584,303 133
CA 1,507,122 276,963 18
VLT 288,492 650,910 226
Non-PAL 1,335,106 1,719,063 129
Settlements 604,116 729,567 121
Landed Estates 70,173 80,811 115
GOL/KKK 660,817 908,684 138
Total 4,428,357 3,960,255 89

Source: DAR Planning Service
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Note that program type can be used as a proxy for the quality or value of lands covered under
CARP. The Non-PAL areas, particularly the GOL/KKK lands are the lands that were easiest
for DAR to cover and distribute. These lands were turned-over by different government
agencies to DAR and were distributed by DAR to beneficiaries with no obligation for them
to pay for the land. A significant portion of the GOL/KKK lands were reservations mandated
by Presidential Proclamations. These areas were not yet developed and might not be easily
accessible. This could explain why GOL/KKK lands comprise the highest accomplishment of
DAR for LAD. Settlement areas are quite similar to GOL/KKK lands since they were
delineated from public domain lands through Presidential Proclamations. Among the non-
PAL lands, the Landed Estate areas would represent relatively better quality lands since these
were existing agricultural estates petitioned by the tenants and farmers to be expropriated or
acquired by government and re-sold to them. Most of these were rice lands located in
Regions 3 and 4.

PAL landholdings would indicate a relatively higher quality and value compared with
GOL/KKK lands and settlement areas. Among the PAL lands, CA land would intuitively be
of higher quality and value, since these lands post the greatest resistance to CARP coverage.
It is not easy to assess the rest of the PAL lands in terms of their quality and value.

On the earlier question of whether DAR had a strategy for LAD, this study’s ex-post
assessment would tend to indicate that the relatively easier lands, i.e., no compensation and
no resistance, were those that were initially and even fully covered by DAR. This would not
matter if the lands were uniform across program types. However, as indicated earlier, these
lands vary in terms of quality and their potential for agricultural production. This study will
illustrate this point by assessing how responsive DAR’s LAD scope is in addressing
landlessness. As indicated earlier, DAR’s scope was broken down by province and by land
type. We computed the correlation coefficients of the ratio of the scope of LAD program
types to total provincial A&D land against two provincial level variables: (a) the ratio of
landless farmers to total farmers in 1991, and (b) the provincial agricultural landholding Gini
in 1991. Ideally, the study would like to see that provinces with relatively large number of
landless farmers or those with high inequality in the distribution of agricultural landholdings
are also the ones with large CARP LAD scope.

Results indicate that the agricultural landholding Gini is positively correlated to the ratio of
CA scope to total A&D. It is, however, negatively correlated to the OLT scope, settlement
scope, and VOS scope. This suggests that at the start of CARP implementation, the
provincial targets for CA lands were sensitive to addressing inequities in agricultural
landholding across all provinces. The high Gini provinces had relatively high CA scope. We
do not find this correlation with the over-all CARP scope, suggesting that the CARP scope of
the provinces were not particularly sensitive to landholding inequities. ldeally, one would
like to see high LAD scope in provinces with high Gini ratios (see Table 3-6).
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On the other hand, the negative correlation of OLT, settlement and VOS indicate that across
provinces, the targets of these LAD types were not particularly sensitive to the landholding
distribution structure.

Table 3-6 Correlation between 1991 provincial agricultural landholding Gini and provincial CARP scope

Pearson correlation coefficient Prob > |r| under HO: Rho=0
Total -0.0901 0.4516
OLT -0.2519 0.0328 **
GFI -0.0095 0.9368
VOS -0.2245 0.0580 *
CA 0.2795 0.0183 **
VLT 0.0214 0.8583
Settlement -0.2346 0.0473 b
Landed estates -0.1101 0.3605
GOL/KKK 0.0873 0.4661

Note: ** significant at 5%, * significant at 10%. Author’s estimate

Correlation of the ratio of landless farmers to total farmers against the Provincial LAD scope
shows the same positive relationship with the CA scope (Table 3-7). This again indicates that
the CA targets were sensitive to the number of landless farmers across provinces. OLT scope
this time shows a positive correlation, along with landed estate scope. On the other hand,
VLT scope and GOL/KKK scope are negatively correlated with landless farmers in the
province, indicating that their respective provincial targets are not consistent with the number
of landless farmers. Again, the over-all LAD scope is not correlated with the number of
landless farmers.
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Table 3-7 Correlation between landless farmers and provincial CARP Scope

Pearson correlation coefficient Prob > |r| under HO: Rho=0
Total 0.1066 0.3696
OLT 0.3828 0.0008 ok
GFI 0.1089 0.3589
VOS 0.0520 0.6621
CA 0.4263 0.0002 ok
VLT -0.4013 0.0004 ok
Settlement -0.0823 0.4889
Landed estates 0.3289 0.0048 ok
GOL/KKK -0.3004 0.0098 ok

Note: ** significant at 1%. Author's estimate

The overall targets of DAR across provinces were not particularly consistent with key
indicators like the landholding Gini and number of landless farmers. However, the scope of
compulsory acquisition consistently shows a positive and significant correlation with the two
variables. This shows the importance of CA among the different program types. Given an
ideal situation, the concentration of DAR’s efforts should have gone to CA. On the other
hand, land types like GOL/KKK, VLT, and Settlement are not particularly sensitive to either
one of the two variables studied. However, because of the legal, financial and operational
difficulties faced by DAR in covering CA lands, it re-directed its efforts toward these areas.
In fact, DAR even went beyond the estimated scope, having accomplishment rates beyond
100% and as high as 226% for VLT. While this strategy enabled DAR to report rather
substantial accomplishments in LAD, the fact remains that a substantial portion of CA lands,
which have shown to be sensitive to inequality and landlessness, have yet to be distributed
after almost two decades of CARP implementation.

Another important issue in the LAD accomplishment of DAR is the substantial proportion of
collective titles or CLOAs issued to areas covered under the program. This issue touches on
the very essence of the objective of agrarian reform. Asset redistribution is never complete
without the proper assignation of property rights. With this, the farmers, who are now
owners, will have the incentive to increase both short- and long-term investments on the land.
Moreover, the underlying rationale of CARP is the establishment of owner-cultivatorship of
economic-sized farms as the basis of Philippine agriculture. A collective title essentially dulls
the incentive of the farmer to invest in the land and limits the farmer’s access to credit.

The positive effect on credit is derived from the improved collateral status of farmers. This
credit effect has been observed in econometric analysis using the IARDS survey data. Results
indicate that land ownership increased access to credit from formal institutions, especially for
beneficiaries with registered and individual titles. Individually titled and registered land—
primarily the EPs and individual CLOAs—is a significant predictor of access to the formal
credit market. It improves access by 3.6 percentage points. Moreover, when titled land is
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fully paid for (i.e., fully amortized), the probability of access increases by 2.6 percentage
points. These effects are not displayed in the case of lands awarded under CARP either with
no individual titles or untitled as in the case of collective CLOAs and CLTs.

RA 6657 allows for collective ownership only for specific circumstances. In particular, if it is
not economically feasible and sound to divide the land, then it will be collectively owned by
the workers’ cooperative or association of worker-beneficiaries. This provides an appropriate
ownership structure for cases where the current farm management system does not
particularly require the parcelization of the land. For other types of landholdings, the
collective title is supposed to be only a transition mechanism to expedite land acquisition.
The subdivision survey and generation of individual titles would follow afterwards.
However, what was supposed to be a special case became the norm in the acquisition and
distribution of landholdings. As of October 2007, 71% of all lands distributed under CLOA
are collective CLOAs. This translates to more than 2 million hectares (see Table 3-8).

Table 3-8 Cross section of CLOAs distributed, as of Oct. 2007

Type No. of Titles Percentage Area (Ha) Percentage
Individual CLOA 693,969 79 850,201 29
Collective CLOA 180,749 21 2,082,765 71
Total 874,718 100 2,932,967 100

Note: The total excludes Emancipation Patents (EPs) that are issued for P.D. 27 areas. All EPs issued are individual titles. As of October
2007, the total number of EPs distributed is 671,097 covering a total area of 555,629 hectares
Source: DAR Management Information Service

The overwhelming majority of collective CLOAS are those under co-ownership (i.e., 90% of
all CLOA titles, representing 79% of total CLOA area). This is the case where the CLOA is
in the name of all beneficiaries. Cooperative CLOAs and Farmers’ Organization CLOAs are
issued to those beneficiaries who are already organized upon the generation of the CLOA. In
this case, the CLOA is in the name of the organization and the names of all beneficiaries are
usually annotated at the back of the title. Collective CLOAs awarded to beneficiaries of
commercial farms and lands held by multinational corporations fall under these types of
CLOA (see Table 3-9).

Table 3-9 Breakdown of collective CLOAS, as of Oct. 2007

Type of Collective CLOA No. of Titles Percentage Area (Ha) Percentage
Co-ownership 162,035 90 1,654,173 79
Farmers’ Organization 16,999 9 328,222 16
Cooperative 1,715 1 100,370 5
Total 180,749 100 2,082,766 100

Source: DAR Management Information Service
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Aside from commercial and agribusiness farms, lands that are not tenanted and those that are
idle (but deemed arable) are most likely distributed under the co-ownership type of collective
CLOA, since potential beneficiaries are not yet tilling specific parcels of land. In fact, for idle
lands without prior claimants, the DAR would screen landless residents within the barangay
and adjacent barangays as possible beneficiaries. In contrast, on lands that are tenanted or
those that have farmworkers working on specific plots of land, the potential beneficiaries will
opt (and even insist) on individual titles.

The breakdown of collective CLOAs by program type seems to confirm this observation
(Table 3-10). The GOL and the GFI lands have the highest proportion of collective CLOAs
(86% and 83%, respectively). On the other hand, CA and landed estate lands have the lowest
proportion of collective CLOAs. As indicated earlier, CA lands are the most contentious
lands and probably are the most productive lands.

Table 3-10 Breakdown of collective CLOASs by program type, as of Oct. 2007

Program Type Collective CLOA (ha) Total (Collective+Individual) (ha) %
Government Financial Institutions 117,418 141,225 83
Voluntary Offer to Sell 371,092 534,458 69
Compulsory Acquisition 141,430 242,710 58
Voluntary Land Transfer 362,971 557,950 65
Settlement Areas 380,175 606,970 63
Landed Estates 35,897 66,777 54
Government-Owned Lands 673,779 782,875 86
Total 2,082,765 2,932,967 71

Source: DAR Management Information Service

CARP lands that are under collective CLOA, particularly those that are not commercial
farms, are rather handicapped in terms of their development and sustainability. The incentive
effects expected to arise from land redistribution, i.e., increases in investment and farm
productivity, might not be realized. The situation likewise jeopardizes the ability of farmer
beneficiaries to access credit and modern farming technologies, as well as to smooth
consumption in the event of adverse income shocks.

e. Was ARC selection better targeted?
At this point the study aims to look into whether the ARC strategy performed better in
targeting or in prioritizing the areas and farmers that would matter most as far as the

objectives of CARP are concerned. The ARC strategy intended to focus on those barangays
with a relatively high concentration of ARBs and CARP lands. The study first seeks to
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determine if indeed the ARCs cover a substantial number of farmers/CARP area. Second, it
will assess if these farmers or areas covered were those that matter most.

» ARC program coverage and reach.

Coverage of the ARC program is 45% of over-all CARP accomplishment and 38% of the
CARP scope. This basically confirms the selection criteria for the ARCs giving priority to
barangays with high LAD accomplishment. The ARCs cover 8,147 barangays representing
only 30% of total CARP barangays’. This shows that indeed the ARC program targeted
barangays with high density of ARBs. Hence, while the ARC covers only 30% of total
CARP barangays, they represent 45% of all lands distributed under CARP. The leasehold
coverage is quite low, but this might not show the true picture. Note that the leasehold
program of DAR covers farmers within the retention areas and farmers in CARPable areas
but have not yet been distributed. Eventually, the latter type of leaseholder will receive an EP
or a CLOA and become a LAD beneficiary. This “graduation” is not corrected in DAR’s
leasehold accomplishment report. Hence, the leasehold area and leasehold ARB
accomplishment of CARP will be an overestimate.

ARBs (EP and CLOA holders) in ARCs total to 980,962, representing 43% of total ARBs

reported. Leaseholders total to 183,503. These figures mirror the same trend as that of the
LAD accomplishment in ARCs.

Table 3-11 Coverage of the ARC Development Program

Coverage ARC Program CARP % of CARP
No. of Communities 1,874 *
Barangays covered 8,147 27,218 30
Municipalities 1,237 1,559 79
Total Farmers
ARBs (LAD+LH) 1,164,465
EP/CLOA Holders 980,962 2,296,741 43
Leaseholders 183,503 1,181,028 16
Total Agri Area (ha)
LAD Scope 1,940,852 5,163,751 38
CARP Area (LAD+LH) 2,045,599
LAD Accomplishment 1,775,958 3,960,255 45
Leasehold 269,641 1,659,714 16

*The global target is 2,000 ARCs

The operational target of DAR is to launch 2,000 ARCs. So far, it has already reached 1,874
communities. However, even if DAR achieves its global target of 2,000 ARCs, this will not

* These are barangays with at least one CLOA or EP issued
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substantially increase the reach of the ARC program. To date, there are 1,874 ARCs covering
1.76 million hectares of distributed CARP lands. Assuming DAR launches the remaining 126
ARCs in 2008 with the same average CARP area per ARC, this will increase the reach to
only 1.9 million hectares—Iless than half of total LAD accomplishment.

The reach and coverage of ARCs has been a lingering issue since the program was launched
in 1993. However, the program, as conceived in 1993, was not intended to cover the entire
CARP area and beneficiary scope. The Operations Manual for ARC Development (BARBD,
1995) indicates that the target of the program is to cover an area of 2 million hectares or an
average of 2,000 hectares per ARC. With two hectares average per beneficiary, the program
will cover 1 million ARBs or a farming population of 5 million. The main objective was to
maximize resources to create impact. It likewise operationalized, in an expanded scale, the
integrated area development or 1AD strategy, the ‘buzz’ word at the time, particularly among
NGOs and CSOs”.

Within this context, the program has achieved its global targets of 2 million hectares and 1
million ARBs. Combined LAD and leasehold area is 2.05 million hectares and combined
LAD and leasehold beneficiaries is almost 1.2 million farmers.

Looking at DAR’s mandate, the ARC program seems to have reached its limits as to the
areas and beneficiaries it could effectively cover. The main focus of the ARC program is on
“ARB-dense” barangays. In most cases, these barangays are composed of both ARBs and
non-ARB farmers. However, there might be agricultural barangays that are generally
composed of small farmers who are technically not ARBs. Strictly speaking, DAR may not
cover these barangays as ARCs®. Hence, the ARCs, as they are currently defined, is only a
sub-set of all barangays with high density of small farmers.

Given the positive impact of the ARC strategy, it might be adopted as a general strategy for
rural development to cover all barangays with predominantly small farmers. The ARC
experience of DAR would be instructive in pursuing this IAD approach. However, if this is
the case, DAR might not be the appropriate agency to manage or oversee this undertaking as
this scaling up will cover communities that are not CARP areas or with predominantly ARB
populations.

» LAD profile of ARCs.

The earlier section on DAR’s LAD accomplishment shows that certain LAD types were
more sensitive to addressing the problem of landlessness and inequity in agricultural
landholding distribution, particularly landholdings under CA. The reverse can be said for
GOL/KKK, settlement, and VLT areas. Likewise, a distinction can be made between areas
covered by individual titles and those covered by collective CLOAS.

® Before his appointment to DAR, Secretary Ernesto D. Garilao was Executive Director of the Philippine Business for Social
Progress, a prominent development NGO.
® Unless the definition of an ARC in RA 7805 is correspondingly revised.
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A detailed LAD breakdown of the ARCs was not readily available from DAR. The ARC
Monitoring Forms (Forms 1 to 11) and the ALDA database only had the total LAD and
leasehold scope and accomplishment and the number of ARBs covered. There was no
breakdown as to the different LAD program types of the CARP area covered by ARCs.
Neither was there any information on the type of titles issued to beneficiaries, whether
individual titles or collective CLOAs.

To derive the information, this study utilizes the EP-1S and CLOA-IS from DAR’s MIS
database. The process was quite painstaking since the barangay names in the ARC database
cannot be readily matched with the barangay names in the EP-IS and the CLOA-IS due to
different 1Ds used. Hence, the barangay names in the ARC database and those in the EP-
IS/ICLOA-IS were first matched with the Philippine Standard Geographic Code (PSGC) and
the resulting matched barangays were merged. A minimal number of barangays from both
databases did not match, since they were not listed in the PSGC.

The merged database can now provide a detailed LAD breakdown for every CARP barangay,
whether ARC or non-ARC, and can likewise distinguish between individual and collective
titles. It is interesting to note that program codes used by DAR’s MIS are not consistent with
that used by the Planning Service and Operations Office. The CLOA-IS does not have the
GFI category, but has categories for: (a) Sequestered land, (b) Idle and Abandoned land, and
(c) Undefined/Unclassified.

Table 3-12 shows only slight differences in the distribution of CARP areas by LAD types of
ARCs against the total figures. At most there is only a 2% difference in the proportion of
LAD accomplishment by category. For CA lands (which earlier showed to be positively
correlated with the agri-landholding Gini and number of landless farmers), the proportion to
total CARP accomplishment is 7.1%. Among ARC barangays, the proportion to total CARP
accomplishment is only slightly higher at 9%. The same is true for all other LAD categories.

Table 3-12 Breakdown of EPs and CLOAs by program type (total and ARC)

Program Type ALL ARCs
Area (ha) % Area (ha) %
VOS 544,034 15.8 185,846 16.8
VLT 565,836 16.4 161,975 14.6
CA 244,767 7.1 99,245 9.0
Sequestered land 1,434 0.0 42 0.0
Idle and abandoned 660 0.0 344 0.0
Settlement 613,909 17.8 202,265 18.3
GOL 780,400 22.6 227,801 20.6
Land estate 66,449 19 26,032 2.3
Undefined/unclassified 145,269 4.2 38,339 35
EP(OLT) 488,298 14.1 166,340 15.0

Total 3,451,057 100.0 1,108,229 100.0
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Table 3-13 indicates that 71% of areas covered by CLOA are collectively titled. The profile
of the CLOAs covered by ARC barangays shows 68% are collectively titles, which is a slight
difference compared with the total figure.

The foregoing figures indicate that there is a slight difference in the ARC coverage by LAD
type and by beneficiary type. It covered a slightly higher proportion of CA, VOS, and OLT
lands, and lands with individual titles. As discussed earlier, the CA lands are particularly
sensitive to addressing land inequality and landlessness, and individual titles provide more
incentives to make the land productive. However, the bulk of the ARC lands are still
composed of settlement, GOL, VLT, and VOS lands, which are not particularly sensitive to
addressing inequality and landlessness.

Table 3-13 Breakdown of CLOAs by farmer beneficiary type (total and ARC)

All ARCs
FB type
Area (ha) % Area (ha) %
Collective 2,098,909 71.0 644,074 68.0
Individual 863,865 29.0 297,817 320
Total* 2,962,775 100.0 941,891 100.0

*This excludes EP (OLT) areas as all EPs issued are individual titles

Since specific program targets were pegged during the launching of the ARC Strategy in
1993 (1,000 communities covering 2 million hectares and 1 million ARBS), and given the
criteria that distributed lands should form the bulk of an ARC, it was rather inevitable that
DAR covered these types of land in ARC selection. The focus in ARC selection was mainly
on barangays with the most number of ARB and CARP areas without considering the LAD
types and the type of beneficiary. The potential impact of the ARC interventions might have
been larger if the interventions were focused on CA areas and on barangays with a high
concentration of individual titles.

V. ARC Program Interventions

The previous sections indicate that selection of ARC barangays was predominantly based on
the density of ARBs and CARP areas. This ensured that the ARC program was able to
maximize its reach and coverage among ARBs and CARP areas. However, there was no
discrimination in terms of the type of lands covered by the ARC program as this mirrors the
national LAD profile. This could have been another layer of targeting, since there are
differences across land types and ownership structures that affect the potential outcomes of
the interventions.
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However, despite this constraint, the expected outcomes of the ARC intervention might
readily be achieved if interventions provided to these communities address their
requirements, gaps and potentials, and are delivered in a timely manner. Given the ARCs
selected by DAR, the crucial factor would be the mix of interventions provided. The profile
of the ARCs and their development potentials vary across geo-physical and socio-economic
characteristics of a given area. Hence, interventions should be differentiated along these
areas.

DAR formulated the ARC typology framework to facilitate planning and program
implementation, particularly in ensuring that interventions to the communities are relevant
and appropriate. This framework is generally similar to the provincial typology described in
the introductory section of the study. They might differ in scale, but they both describe the
areas (ARCs, provinces) in terms of their potential to agricultural development and access to
markets. The provincial typology has nine provincial clusters, generated from a 3x3 matrix,
each cluster a combination of two attributes: urbanization (rural, peri-urban, urban) and geo-
physical or agri-potential (high, mid, low). Each of the nine clusters will have its particular
development constraints and potentials. Following this frame of thought, we could say that
the pathways out of poverty will be different across the provincial clusters.

There are parallels between ARC typologies and the provincial typologies. Provinces with
predominantly Prime and Semi-Prime ARCs have high potential for agricultural and
enterprise development and the communities therein have access to market and processing
centers. These provinces will be similar to those belonging to the urban/peri-urban and
high/mid geo-physical endowment clusters. Provinces with predominantly Satellite ARCs are
characterized by marginal agricultural areas (low fertility, low agricultural production) with
most of the communities located far from market centers. These provinces are similar to
those belonging to the rural and low geo-physical endowment clusters.

We will assess the interventions provided by DAR and other agencies within the context of a
community-driven development framework. Intrinsic in the CDD approach is that the
community determines its required interventions through an area planning process. This will
result in differentiated interventions across the communities in terms of the mix and scale of
interventions. As such, some communities will primarily need infrastructure development,
while others will require more agricultural production enhancement interventions. In the
provincial typology framework, the different clusters will require differentiated interventions.
Ideally, there should be different types and a mix of interventions for the different clusters.
This will give an indication of whether or not the ARC interventions were targeted and
strategizing was done in the planning and provision of interventions.

The analysis requires plotting the comprehensive profile of ARC interventions in the nine
provincial clusters. There are, however, severe data constraints. The ARC Monitoring Forms
(Forms 1 to 11) and the ALDA database feature output and outcome indicators of the ARCs.
They do not track the different inputs provided to the ARCs. The budget and expenditures for
ARCs are not disaggregated. Hence, the study cannot get a profile of the inputs provided by
the different DAR offices.
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The only available dataset that tracks all interventions provided to ARCs is the Foreign
Assisted Projects Office (FAPsO) database on FAPs interventions. The FAPsO created this
database in 2004 and updated it quarterly until 2006. The database contains information on
the interventions in 1,370 ARCs that have been provided by support services through FAPs.
The figure of 1,370 ARCs (or 77% of all ARCs in 2006) is higher than the 1,078 FAPs-
assisted ARCs reported earlier. The former includes ARCs that were given minor assistance
through the FAPs, like area planning and training support. The database contains a raw list of
interventions provided by the FAPS and also interventions provided by other agencies and
institutions. Hence, it gives a fairly good account of the mix of interventions and the priority
types of interventions.

From the database, APPC prepared a coding system and a coding manual to classify all the
interventions by project and sub-project types. This gives an indication of the mix of
interventions provided to the ARCs. Table 3-14 provides a breakdown of the type and
number of projects implemented in FAPs ARCs, including the average cost of the projects.
The table shows that the most common types of project interventions are capacity building
interventions on organizational management (16.6%), agricultural production enhancement
projects (15.7%), and road construction/rehabilitation projects (13.7%).

It is not surprising that these three types of projects came up as the most common projects.
Social Infrastructure and Local Capacity Building (SILCAB) is a basic ARC development
intervention targeting formal and informal farmers’ organizations. The main activities in this
area are capacity building to organize and strengthen these organizations. Farm Productivity
and Income (FPI) improvement is another basic key result area of ARC development. The
basic interventions in this area are input support and technical assistance for agricultural
production enhancement of farmers. Finally, Economic and Physical Infrastructure Support
Services (ECOPISS) provides the basic infrastructural requirements in the ARCs. Most of the
interventions in this area are to improve access though the construction and rehabilitation of
roads that connect ARCs to the market.
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Table 3-14 Foreign Assisted Projects implemented in ARCs, 2004-2006

Project type Numper of Percent to Average cost
projects total (‘000 pesos)
Infrastructure
Roads 4,691 13.7 5,034
Bridges 681 2.0 5,064
Irrigation facilities 1,343 3.9 10,316
Economic establishments
Warehouse and storage 162 0.5 682
Post-harvest facilities 1,266 3.7 727
Market 27 0.1 2,331
Cooperative building 22 0.1 573
Utilities
Water supply 2,147 6.3 1,219
Power supply/ electrification 756 2.2 1,399
Sanitation and sewerage 161 0.5 1,832
Social Infrastructure
School buildings 684 2.0 1,455
Health center 425 12 692
Daycare/Youth center 247 0.7 441
Training center 10 0.0 6,192
Library 6 0.0 238
Public establishments and facilities
Plaza 164 0.5 919
Church 4 0.0 78
Barangay hall 135 04 906
Cemetery 1 0.0 150
Multi-purpose center 967 2.8 716
Barangay terminal 4 0.0 269
Public facilities 70 0.2 1,396
Farm equipment
Planting 279 0.8 438
Harvesting 224 0.7 226
Transport 71 0.2 470
Input support and technical assistance
Agricultural production enhancement projects 5,381 15.7 417
Off-farm livelihood and enterprise dev't projects 2,959 8.6 135
Post-harvest and marketing projects 575 1.7 461
Ecological/environment projects 748 2.2 721
Savings/financial intermediation projects 1,175 34 75
Cooperative and organizational dev't 1,368 4.0 169
Social capacity building
Education 186 0.5 1,221
Health and nutrition 606 1.8 1,146
Organizational management 5,680 16.6 157
Alliance building 449 1.3 128
Operation and management of rural infrastructure 296 0.9 28
Gender and development trainings 346 1.0 40
Planning/assessment/consultation/monitoring 12 0.0 2,759

Source: FAPSO, Department of Agrarian Reform
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On the type of projects implemented in the ARCs, the most common are input support and
technical assistance (see Figure 3-2). These consist of capacity building interventions like
training and advisory services on agricultural production and enterprise development. This is
followed by social capacity building interventions like organizational management, health,
nutrition, and education. Infrastructure support projects only ranks number three. This is not
surprising as infrastructure projects cost relatively more than software type of interventions.

Figure 3-2 Distribution of ARC interventions by project type

200

15.0

% of total projects implemented

5.0

nput support and Social capacity Infrastructure Utilities Economic Social Infrastructure  Public establishments Farm equipment
technical assistance building establishments and facilites

Using the provincial typology clusters, we classify the different FAPs ARCs, including the
total CARP scope and the total cost of interventions. The matrix in Table 3-15 gives a
breakdown using the same matrix in the introductory chapter. Most of the ARCs fall in the
Mid Geo-physical endowment clusters, particularly in the low and medium urbanization
clusters. The number of ARCs follows the general pattern of the provincial profile of the
clusters. The same two clusters contain the most number of provinces (42 out of 79
provinces). It likewise follows that these clusters recorded the largest hectarage and the
highest cost in terms of ARC interventions. The Low/Mid Cluster has a total expenditure of
Php18.2 billion, while the Mid/Mid Cluster had Php14.1 billion in expenditures. However, it
has to be pointed out that given the differences in number of ARCs across clusters we cannot
compare one cluster with another.
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Table 3-15 Provincial typology cluster showing total number of ARCs, total CARP scope and total cost of
interventions

Urbanization
Low (highly rural) Mid (peri-urban) High (urban)
- 109 ARCs 35 ARCs 8 ARCs

= 3 122,837 ha 26,862 ha 9,763 ha
o P2,430,660,000 P643,989,000 P169,492,000
=
o
2 451 ARCs 389 ARCs 45 ARCs
5 = 500,784 ha 421,619 ha 29,369 ha
2 P18,213,629,000 P14,141,520,000 P1,543,247,000
=
o
8 - 112 ARCs 140 ARCs 75 ARCs
© 2 176,226 ha 82,113 ha 49,691 ha

P3,469,890,000 P2,708,609,000 P1,090,453,000

To make the intervention cost across clusters comparable, we use the average cost per
hectare of CARP working scope in the ARC. The CARP working scope of the ARC is a
proxy for the coverage of the ARC in terms of area and farmer beneficiaries. Since the main
focus of interventions are the ARBs, the study deems it as an appropriate indicator of unit
cost of ARC interventions. Using the total CARP scope, the average cost per hectare was
computed for every cluster (Table 3-16). The lowest total cost per hectare is for the High
Urban-Low Geo-Physical cluster with Php17,360/ha. The highest total cost per hectare is for
the High Urban-Mid Geo-Physical cluster with Php52,547/ha, three times the average
expenditure of the lowest cluster. Offhand, it would be good to see some variations in costs
in different clusters, since the clusters would have different development requirements. It is
an indication of some level of strategizing in the provision of interventions.

The breakdown of cost per ha of the different interventions across provincial cluster is shown
in Table 3-16. The cost per ha across clusters show wide variability. The highest per hectare
cost is that of roads and bridges in the High/Mid cluster costing Php25,589 per ha (Table
3-17).
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Table 3-16. Provincial typology cluster showing total intervention cost per ha (using LAD working scope)

Urbanization

Low (highly rural) Mid (peri-urban) High (urban)
g 3 P19,788/ha P23,974/ha P17,360/ha
e Z P36,370/ha P33,541/ha P52,547/ha
8
w
=
> =
S 2 P19,690/ha P32,986/ha P21,945/ha
o

To gauge the different priorities and determine which cluster received the highest cost per ha,
we plot the clusters with the two highest cost per ha of each intervention type. An example
would be intervention on irrigation: the Low/Mid cluster and the High/Mid cluster recorded
the highest average cost at Php12,759/ha and Php11,395/ha respectively. The results indicate
that the interventions tend to be concentrated in particular clusters—predominantly the
provinces with medium and high level of geo-physical endowments (across all degrees of
urbanization). The High/Mid cluster provinces were the most favored provinces because, on
average, they received the most interventions across all types. Those provinces belonging to
the Low geo-physical endowment clusters (across all degrees of urbanization) receive low
levels of intervention (see Table 3-17).

Table 3-17 Cost/ha of intervention types by provincial cluster

Low/ Low/ Low/ Mid/ Mid/ Mid/ High/  High/  High/

Intervention Type e Mid High Low Mid High Low Mid High

Roads and bridges 7,813 14480 9644 10,395 14,887 15646 9529 25589 11,851
Irrigation 9205 12,759 3,743 9601 10215 8674 5834 11,395 5832
Economic establishments 811 2,170 484 877 567 577 352 1,364 439
Utilities 247 2109 1286 617 3020 2132 661 6039 913
Social infrastructure 445 882 854 594 1,167 201 0 849 217
;‘iﬁ:{‘i’e?tab“Shmems and  oer eag 692 429 763 356 35 1108 210
Farm equipment 13 152 41 138 120 344 1 222 144

Agricultural Production,
Post-harvest & Marketing 205 1,645 2,064 899 1,191 3,980 116 2,776 1,076
projects

Off-farm Livelihood &

Enterprise Development 223 213 130 67 273 182 42 660 534
Projects

Other Input Support and 49 705 515 53 08 452 671 89 581
Tech. Assistance

Social capacity building 91 2,012 237 303 1,029 442 108 2,364 147
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The results indicate that there was very little differentiation in the intervention types across
the provincial typologies. Ideally two things should be seen.. First, we would like to see
differences in the dominant type of interventions received by clusters as this would indicate
that interventions were indeed differentiated based on the characteristics and potential of the
cluster. Second, the bulk of interventions are spread across different clusters as this would
indicate that resources were effectively programmed at the national level, based on provincial
priorities.

Table 3-18 shows that the interventions were not differentiated by cluster. We see only five
of the nine clusters having the two most dominant (highest cost per ha) interventions. This
would indicate that the interventions in the four empty clusters are of smaller scale across the
board. However, in the case of interventions relating to off-farm livelihood and enterprise
development, we see that these interventions are appropriately concentrated in the High/High
and High/Mid clusters. These are highly urbanized provinces lending well to non-farm rural
industry activities. However, over-all, we may say that there was little differentiation in the
degree of interventions provided across the clusters.

Table 3-18 Provincial typology cluster showing intervention types that received the highest cost per ha of
intervention

Urbanization
Low (highly rural) Mid (peri-urban) High (urban)
=
3
Irrigation Utilities Roads and bridges
- Economic establishments Social infrastructure Irrigation
) Social infrastructure Public establishments and Economic establishments
§ Other Input Support and facilities Utilities
§ - Tech. Assistance Public establishments and facilities
2 = Social capacity building Farm equipment
[} . .
° Agricultural Production, Post-harvest
;: and Marketing projects
&S Off-farm Livelihood and Enterprise
[<5] .
O Development Projects
Social capacity building
Roads and bridges Off-farm Livelihood and Enterprise
= Farm equipment Development Projects
2 Agricultural Production, Post- Other Input Support and Tech.

harvest and Marketing projects ~ Assistance

Table 3-18 likewise shows that the resources (in cost per ha terms) were concentrated in
specific provinces, particularly in the High/Mid cluster. Essentially, these province got the
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bulk of ODA funding for ARCs. On average, an ARC in this cluster received more resources
than ARCs in the other clusters, especially those belonging to the empty clusters in Table 3-
18. It can be inferred that the interventions in these ARCs were “package type” interventions.
This seems consistent with most of the ODA schemes in DAR. Donors select specific
provinces and provide the ARCs in these provinces with a pre-determined set of
interventions or sub-projects. Substantial resources are channeled to these provinces,
resulting in some provinces getting the lion’s share of ODA funds. Since the funds are
allocated only for specific ARCs, they cannot be used to fund other ARCs. This makes it
difficult for DAR to provide the appropriate differential interventions as needed by the
communities since donors have pre-determined and specific ARCs in mind. The danger here
is that resources are not maximized. They cannot be channeled to areas where they are
deemed most needed.

V. Conclusions and Recommendations

The ARC strategy of DAR has been implemented for the past 15 years and has gone through
three Presidential administrations and six DAR administrations. This is a record of sorts,
since no other IAD program of national scope has survived this long. Similar attempts by
other agencies have not been sustained’. The closest attempt to match (or even go beyond)
the scope of the ARC program is the Strategic Agriculture and Fishery Development Zones
(SAFDZ) under the Agriculture and Fisheries Modernization Act. Unfortunately, the
Department of Agriculture experienced difficulties in identifying and delineating the zones.
Likewise, there was a change of administration in the DA before the strategy could fully
take-off. Since the strategy was closely identified with the previous DA administration, its
implementation did not get the necessary support®. This makes the ARC strategy instructive
in terms of the design and implementation of an IAD-based rural development strategy
utilizing community-driven development approaches.

Previous impact assessment studies conducted on the ARC program indicate that there are
positive net benefits compared to the traditional development approaches, but the difference,
particularly improvement in household welfare, is minimal.

This study attempts to explain this by assessing the implementation of the program from the
selection of ARC barangays to the mix and degree of interventions provided to the ARCs.
This has yielded the following findings:

1) To begin with, there was a relative lack of geographical targeting in the coverage of
lands under DAR’s land acquisition and distribution. The provincial LAD targets
(scope) did not matched the relative number of landless farmers or the extent of land
inequality in the said province. Only the scope of Compulsory Acquisition lands was

! Except for the KALAHI-CIDSS program of the DSWD, which was launched in 2003 based on the initial gains of its
CIDSS program and Indonesia’s Kecamatan Development Program

® Note that with DAR’s ARC strategy, Secretary Garilao remained as DAR Secretary for the entire six years of the Ramos
presidency, allowing DAR to implement the ARC strategy for five full years before a new Secretary took over DAR. By that
time, the ARC strategy was in full implementation mode.
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found to be sensitive to the respective number of landless farmers and the agricultural
landholding Gini of the provinces.

@) The LAD profile of the ARCs indicate that most of the CARP lands covered by
ARCs are GOL, settlement, VOS, and VLT lands, that are covered by collective
CLOAs. While DAR managed to cover a substantial area and number of ARBs, these
areas were not particularly sensitive to addressing inequality and landlessness. The
collective titles would also have an effect in the transformation process of the ARBs,
as they would impact in the ability of the farmer to access credit, among others.

3) ARC interventions, particularly from the FAPs (which form the bulk of ARC
financing) were concentrated in specific provinces, indicating an imbalance in the
allocation of development resources. We see very little differentiation in the type of
interventions provided across provincial clusters, indicating that interventions were
mostly “package type” with a set menu of projects/activities. This would limit DAR’s
ability to provide the differential interventions needed to address the differences in
the respective characteristics and potential of the ARCs within the clusters.

Taken together, the findings indicate the importance of proper selection and targeting of
ARC barangays and the interventions provided therein. Had this been the case, there might
have been better outcomes in the ARCs and larger gains compared with non-ARC
counterparts.

The provincial typology used in the analysis indicates that the configuration of the
interventions provided to the ARCs should be consistent with the character and development
potentials of the provinces. Pathways out of poverty will differ across the different clusters.
This will largely determine the mix and degree of interventions to be provided. Indeed, a
“package” of interventions is needed for ARC development, but the “package” should differ
in terms of the size and mix of its contents. These should be carefully considered in program
level planning and in proposing for ODA programs.

The number of foreign donors and the amount of grants and loans they have provided for
ARC development is a welcome prospect. However, there are several caveats to this. First,
donor biases in terms of the geographical focus and the mix of interventions might result in
sub-optimal allocation of resources. Second, ODA financing crowds out local resources since
counterpart funds are required. Hence, while DAR was able to raise almost Php50 billion in
ODA funds, it also had to allocate P18.7 billion in counterpart funds. This money could have
been used to fund the non-FAPs ARCs that were not provided with generous ODA funds.
Instead, the money was used in the same ARCs that were covered by FAPs. This would
further lessen the funds available for the already resource-constrained non-FAPs ARCs. This
ultimately might result in a perverse situation since the objective of ODA is to complement
limited local resources for ARC development.
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Annex Table 3-1 Profile of FAPs intervention by provincial typology

Typology (level of urbanization and geo-physical endowment)

Type of project Indicator _ : : o == : — —
Low/Low Low/Mid Low/High Mid/Low Mid/Mid Mid/High High/Low High/Mid High/High
Infrastructure # of projects 215 1392 336 73 1206 332 12 186 147
Roads and brid ges Total cost of projects (‘000) 959,675 7,251,554 1,699,514 279,238 6,276,478 1,284,734 93,033 751,531 588,877
Average cost per LAD scope 7,813 14,480 9,644 10,395 14,887 15,646 9,529 25,589 11,851
# of projects 115 686 105 29 434 100 9 60 71
Irrigation Total cost of projects 1,130,687 6,389,695 659,643 257,909 4,306,834 712,289 56,957 334,661 289,778
Average cost per LAD scope 9,205 12,759 3,743 9,601 10,215 8,674 5,834 11,395 5,832
# of projects 35 553 79 18 344 149 5 27 34
Economic establishments Total cost of projects ('000) 99,650 382,497 85,300 23,569 239,128 47,380 3,441 40,058 21,798
Average cost per LAD scope 811 2,170 484 877 567 577 352 1,364 439
# of projects 73 854 118 22 889 163 15 184 88
Utilities Total cost of projects ('000) 30,375 1,056,152 226,643 16,574 1,273,486 175,037 6,457 177,352 45,369
Average cost per LAD scope 247 2,109 1,286 617 3,020 2,132 661 6,039 913
# of projects 19 469 72 8 462 45 23 26
Social infrastructure Total cost of projects ('000) 54,611 441,592 150,537 15,952 492,176 16,505 24,947 10,807
Average cost per LAD scope 445 882 854 594 1,167 201 0 849 217
# of projects 45 362 140 16 389 81 3 69 28
Public establishments and facilities Total cost of projects('000) 35,202 324,862 121,952 11,529 321,881 29,261 340 35,196 10,447
Average cost per LAD scope 287 649 692 429 763 356 35 1,198 210
# of projects 13 187 11 5 174 83 2 9 17
Farm equipment Total cost of projects ('000) 1,566 76,101 7,236 3,708 50,651 28,234 109 6,522 7,176
Average cost per LAD scope 13 152 41 138 120 344 11 222 144
Input support and technical assistance # of projects 243 1979 512 68 1526 482 21 214 211
Agricultural Production, post-harvest and Total cost of projects ('000) 25,213 823,739 363,688 24,150 502,218 326,807 1,135 81,538 53,477
marketing projects Average cost per LAD scope 205 1,645 2,064 899 1,191 3,980 116 2,776 1,076
3 P : # of projects 146 908 123 24 926 132 17 98 110
ggvggn;r;gﬂg?;gggd Enterprise Total cost of projects ('000) 27,359 106,770 22,900 1,804 115,144 14,981 413 19,391 26,542
Average cost per LAD scope 223 213 130 67 273 182 42 660 534
# of projects 175 1015 187 37 873 203 13 55) 114
Others Total cost of projects ('000) 55,116 353,219 90,758 1,428 129,727 37,078 6,553 2,616 28,880
Average cost per LAD scope 449 705 515 53 308 452 671 89 581
# of projects 386 2453 250 125 2209 394 54 295 250
Social capacity building Total cost of projects (‘000) 11,205 1,007,448 41,719 8,127 433,797 36,303 1,054 69,435 7,303
Average cost per LAD scope 91 2,012 237 303 1,029 442 108 2,364 147
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4. HOW PRO-POOR HAS CARP BEEN?

I. Introduction

Relatively few efforts have been made in the past to examine empirically the causal impact
of agrarian reform policies on rural poverty. It seems to have long been taken for granted that
CARP implementation would benefit the rural poor and thus contribute to rural poverty
reduction. Given the long history of agrarian reform policy implementation in the
Philippines, this is not surprising.

Agrarian reform in the country dates back to the early 20™ century under United States
colonial rule (e.g., Hayami et al. 1990, Putzel 1992, Reidinger 1995, Fuwa 2000, etc.). The
basic goal of ‘land to the tiller’ was mostly in place on paper by the 1960s, although the 1988
Comprehensive Agrarian Reform Law significantly expanded its scope. The focus up to the
1960s was that of the poor tenant farmer, and intermittent rural peasant unrest of the period
provided the main driving force for the series of agrarian reform legislations (e.g., Hayami et.
al. 1990, Takigawa 1976, Fuwa 2000). In those days, there existed land frontiers in the
South, where landless households migrated from more densely populated areas, such as
Luzon.!

With the closure of such frontiers in the 1960s, the proportion of the rural landless increased
rapidly after the 1970s (e.g., Balisacan 1993, Hayami and Kikuchi 1982, 2000, Fuwa 1999).
At the same time, economic activities in rural areas diversified rapidly, with an equally rapid
increase in the proportion of non-agricultural activities available for rural landless workers
(construction, plumbing, tricycle driving, local shops, etc.). As a result, tenant farmers and
farm workers are neither the only rural poor nor the majority of the rural poor in some areas.
The types of economic activities supporting poor households in rural areas have become
increasingly diverse in the past few decades. It has become an increasingly open question
whether agricultural development alone (including land reform) is the best policy instrument
to reduce rural poverty. To what extent has CARP actually benefited the rural poor?

This chapter addresses the issue of how much impact CARP implementation has had on rural
poverty. There is no definitive study that can provide a conclusive assessment. However, the
study will attempt to re-interpret existing evidence, taking into account various advantages
and shortcomings of each study. Furthermore, additional data analysis is conducted to
supplement the existing literature. The study then examines the extent to which CARP
implementation has been pro-poor.

! There were such documented cases, for example, from a Northern Luzon village to Mindanao until the 1960s.
Anderson (1975).
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I1. Review of Existing Evidence

Few studies demonstrate whether - and to what extent - CARP beneficiaries have actually
been poor households. There are also few studies that look into whether agrarian reform
beneficiary (ARB) households (if they were indeed poor households) were able to escape
from poverty as a result of CARP. This chapter reviews the existing studies that
quantitatively examine the impact of CARP implementation and also presents some
additional, original results. The discussion is organized along the types of dataset used,
starting with household-level analyses and moving progressively toward more aggregated
levels, such as the village and province levels. Those studies, which use different levels and
units of observations, constitute mutually complementary empirical evidence for the
magnitudes of impact of CARP in the past two decades.

a. Household-level analysis: cross-section.

A few studies have examined the relationships between the ARB status of a household and
welfare outcomes such as household consumption expenditures or incomes, based on
household-level cross-section data. Reyes (2003), for example, uses the 2000 University of
the Philippines, Los Bafios, Institute of Agrarian and Rural Development Studies (IARDS)
household data. The IARDS data initially collected household-level data on the sample of
8,932 farm households across 342 barangays in 43 provinces in 1990. The sample excluded
non-farm households, such as landless laborers and other households not engaged in farming.
A subset of 1,854 households in 40 provinces was re-surveyed in 2000.

Reyes (2003) finds, among others, that being an ARB household is associated with per-capita
income higher by Php4,000 (about 20% of the average income), after controlling for other
household characteristics, such as household size, schooling of the household head, access to
irrigated land, ‘access to credit” and whether or not residing in an Agrarian Reform
Community (ARC), based on the 2000 cross-section regression analysis.? Similarly an
additional year of being an ARB is found (in a slightly different specification estimated
separately) to be associated with higher per capita income by Php1,400 (7% of the average).
Reyes (2003) also finds that “being a government service beneficiary” (which could perhaps
be interpreted as a close proxy for ‘being in an ARC’?) is associated with an additional
Php4,000 increase in per capita household income.? Since the dummy variables for ‘being an

2 She also finds positive correlations between the ARB status of a household and household-level outcomes,
such as household income, years of schooling, the type of house, ownership of household appliances, larger
farm sizes, etc., by examining cross-section correlations in 2000 and 1990 conducted separately. In addition, the
2000 data also suggest that 44% of ARBs perceived themselves as ‘poor’ households, based on the subjective
(and qualitative) perception of the respondent (rather than ‘objective’ and quantitative measures such as income,
consumption etc.). It should be noted that a substantially higher percentage (57%) of non-ARBs rated
themselves as “poor” households.

® Reyes (2003) conducts separate regressions using, as the dependent variable, the per capita household income
(Tables 36 and 37) and the “probability of being non-poor” (Table 34). The sets of control variables (as reported
in Tables 34-37) are somewhat different between the two models although there is no reason that the right-
hand-side variables should be different. In theory at least, they must be identical. Most critically, ARC status is
controlled in one specification while the variable ‘ARC status’ is apparently substituted with a variable called
‘government services’ in the other. Furthermore, the names of the variables found in the main text (p. 55) do not
correspond to those found in Tables 36 and 37, to which the text refers. This chapter follows the variable names
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ARB’ and for ‘being a government service beneficiary’ are entered separately in the
regression specifications, the impacts of land tenure improvements (LTI) and ARC
interventions are assumed to be independent of each other with no ‘synergy’ effects between
them.

A major limitation of Reyes (2003)’s results is that she defines ‘ARB’ status broadly to
include not only CARP beneficiaries but also those of earlier land reform laws such as PD 27
under President Marcos. It has been well documented by many micro-level studies (Hayami
and Kikuchi, 1982, 2000; Otsuka 1990, Mangahas 1985, Umehara 1997, etc.) that land
reform beneficiaries during the 1970s (prior to or simultaneously with the spread of high
yielding rice varieties) gained massively owing to the rapid increase in rice yield made
possible by ‘green revolution’ technology. The value of land rental in the case of
leaseholders and the amortization payments in the case of Operation Land Transfer
beneficiaries stayed relatively low because the values were based on the yields of traditional
rice varieties. However, it is unlikely that similarly favorable conditions were present in the
case of CARP beneficiaries (Fuwa 2000). Indeed, the IARDS data suggest that CARP
beneficiaries constitute only a small minority of the “ARBs” (14%) in the data.

APPC (2007) uses an alternative dataset, namely, the 2004 round of Annual Poverty
Indicators Survey (APIS), which is “about the only survey of the [National Statistics Office
or NSO] that puts together information on land ownership, acquisition through CARP,
incomes and expenditure.” A major advantage of NSO datasets is their large and nationally
representative samples. Unlike the IARDS panel data, NSO data includes landless and non-
farm households, with relatively large numbers of observations and variations at the
community level, Furthermore, in the APIS dataset, “ARBs” are limited only to CARP
beneficiaries.*

A disadvantage with NSO data, on the other hand, is the absence of panel observation at the
household level, which IARDS can provide (see below). Like Reyes (2003), APPC (2007)
finds that, after controlling for a number of household and community-level characteristics
(which do not include the size of landholdings), the per capita household consumption
expenditure (as well as per capita income, net farm income and the probability of being non-
poor) is significantly and positively correlated with both the ARB and ARC status of the
households.

Based on the regression coefficients obtained by APPC (2007), the per capita household
consumption expenditures of landowning households are 15% to 17% higher, on average,
than those of landless households who benefited from neither LTI or ARC components of
CARP, after controlling for other household characteristics. The per capita consumption
expenditures among ARBs (but without ARC interventions) are similarly higher by 15% on

found in the main text, rather than in the Tables. In addition, this chapter does not see much point in conducting
separate regressions using per capita income (or consumption expenditure), on one hand, and the poor/non-poor
dummy, on the other. The underlying model is identical between the two specifications and the latter approach
(using the poor/non-poor dummy) only involves throwing away information as the continuous variable (per
capita income or consumption) is converted into a binary one.

* This is how the APIS questionnaire is designed although it does not exclude the possibility of errors in
respondents’ answers.
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average compared to those of landless households. Such results suggest, therefore, that
having access to land has the same magnitude of welfare impact, whether it is obtained
through CARP or through other means (through inheritance or through purchase). Note,
however, that since the size of landholdings is not controlled for in the regression this does
not rule out a possibility that landholding size might be larger among non-ARB landowners
than among ARB landowners. This implies that larger positive impacts on per capita
consumption of being an ARB are partially cancelled out by such differences in landholding
sizes.’

On the other hand, the regression coefficients for the dummy variables representing ARC
interventions among landless households or among non-ARB landowners are not
significantly different from zero. It appears that ARC intervention alone has negligible
effects on both landless households and non-ARB landowning households. In contrast, being
an ARB residing in an ARC is associated with a 7% to 8% increase in per capita
consumption expenditures compared with those of non-ARB landowners residing in ARCs.
This suggests that the additional 7%—8% increase could be interpreted as ‘synergy’ effects of
combining land tenure improvement (ARB status) and ARC interventions. The per capita
consumption expenditures of the households benefiting from the combined effects of
simultaneous LTI and ARC interventions are about 23% higher than those of the landless
households benefiting from neither intervention.® These results suggest that the land
acquisition and distribution component of CARP should continue to be the core operation
and a top priority. However, stronger synergy with the provision of support services should
be incorporated in the program’s design.

While such evidence at the household-level is suggestive, typically it is not immediately clear
whether cross-section correlations can be interpreted as representing causal relationships in
the sense that higher welfare measures (e.g., per capita income or higher probability of being
non-poor) are a direct consequence of becoming agrarian reform beneficiaries, as pointed out
by many’. It is potentially possible that the income of ARBs tend to be higher because, due to
various factors that are not (or cannot be) controlled in the regression analysis, ARBs tend to
have higher income on average than those non-ARBs even without becoming CARP
beneficiaries. For example, if some ‘unobserved’ factors (e.g., being endowed with lands
with better soil quality; having higher farm management skills, etc.) are directly related to
both CARP implementation and household welfare outcomes, positive statistical correlations
could emerge even if there is no direct causal relationship between the ARB status and higher
income.®

® For that matter, it does not theoretically exclude the opposite possibility where landholding sizes among ARB
landowners tend to be larger than those of non-ARB landowners so that possibly smaller impact of being an
ARB is partially and seemingly inflated by such differences in landholding sizes. Since CARP beneficiaries are
not likely to be large landowners, however, such possibility would appear to be unlikely.

® Again, however, this does not necessarily exclude the possibility that the average landholding size of ARBs in
ARCs could be larger, or be better endowed in other unobserved ways, and such effects are erroneously
interpreted as the ‘synergy’ effects.

” See, for example, Balisacan’s comments on Reyes, 2003, found in DAR CARP-IA Vol. 1,2003.

® The kind of difficulties in interpreting observed statistical correlations as causal relationships in the context of
econometric analyses is broadly referred to as ‘endogeneity problems’ within the economics profession. See, for
example, Wooldridge (2002), esp. Chapter 4.
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Furthermore, it has been pointed out that some CARP beneficiaries were heirs of landowners
whose land would have been redistributed under the law (e.g., Borras; World Bank). While it
is not clear what the proportion is of such heirs among ARBs (based on a small scale study
on World Bank’s pilot project, such proportion was 10%(?) of all ARBs), to the extent that
those heirs constitute a part of ARBs, their presence could be a source of spurious
correlations.

b. Household-level analysis: household-panel data.

Potentially more informative and interesting than cross-section analyses is to look at IARDS
panel data (i.e., the observations on the same households in different points in time). Reyes
(2003) reports that the real per capita household income (expressed in 1994 pesos) increased
by 12% among ARBs but declined by 8% among non-ARBs. Note, again, that ‘ARB’ status
here is defined broadly as those who benefited from CARP as well as earlier land reform
programs. Similarly, the headcount poverty ratio declined from 47.6% to 45.2% during 1990-
2000 among ARBs but increased from 55.1% to 56.4% among non-ARBs. Among the ARB
households living under the poverty line as of 1990, 38% of them became non-poor by 2000
while somewhat lower 30% of the non-ARBs living below the poverty line in 1990 became
non-poor during the same period. Similarly, 30% of the non-poor ARBs as of 1990 fell into
poverty by 2000 and substantially higher 39% of non-ARBs who were not poor as of 1990
became poor by 2000.

This divergence between ARBs and non-ARBs seems to suggest the positive impact of
CARP implementation. However, Gordoncillo et al (2003; 18) find in the same dataset that
the average household size among ARBs declined from 6(6.3) to 5(5.3) during 1990-2000
while the average household size declined more slowly from 5.7 to 5.3 - and there was no
change in average household size at 5 - among non-ARBs. Therefore, it appears that the
different patterns of change in per capita income and poverty incidence is driven mainly by a
faster rate of decline in ARB household size. There could be a reasonable explanation of why
household size declined much faster among ARBs than among non-ARBs. Without such an
explanation, however, it would be difficult to interpret the divergent patterns in both per
capita income and poverty incidence changes between ARBs and non-ARBs. It also would
be difficult to attribute it to the agrarian reform program.

An additional limitation of the IARDS dataset is that CARP beneficiaries constitute a small
minority of the *ARBs’. So it is difficult to assess the impact of CARP, which is the focus of
this report. For that reason, an attempt has been made to re-examine the IARDS panel data
(1990-2000) by redefining ‘ARB’ status to include only CARP beneficiaries. Table 4-1
summarizes preliminary findings. Incidentally, the change in household size does not differ
dramatically between CARP beneficiaries and non-beneficiaries. Average household size
declined from 6.1 to 5.5 among CARP beneficiaries and from 5.9 to 5.2 among non-
beneficiaries. The average real per capita income among those households that gained access
to land through CARP after 1990 increased from Php14,625 in 1990 to Php21,903 in 2000,
while that of non-beneficiaries increased from Php18,025 in 1990 to Php21,575 in 2000.
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As a result, the average growth over 1990-2000 in real per capita income among ARBs was
Php7,300 while that of non-ARB households was Php3,600. The difference at 15% was
marginally significant. In addition, poverty dynamics among the IARDS sample households
between 1990 and 2000 reveal that 52% of CARP beneficiaries who were poor in 1990
became non-poor by 2000. Among non-ARBs, 51% of the poor as of 1990 became non-poor
by 2000. On the other hand, 15% of CARP beneficiaries who were not poor in 1990 fell into
poverty by 2000 while 22% of non-poor, non-ARB households during the same year became
poor by 2000. Those results appear to be consistent with the possibility of positive impact of
CARP implementation during the 1990s although the magnitude of such impacts seems quite
modest.

It is worth reiterating the major limitations of the IARDS panel dataset. Although the survey
was meant to be nationally representative, the survey population was limited only to farm
households at the time of the 1990 baseline survey. Landless worker households, including
those that subsequently became farm households because of CARP, and other non-farm
households, were excluded. Furthermore, and more importantly, a reliable and consistently
defined measure of living standard across different survey rounds (in 1990 and 2000) is
absent. Although, ideally, a comprehensive consumption expenditure survey module using
the identical questionnaires could have been conducted in both 1990 and 2000, no such
module was included. This survey could have been of the type included in typical Living
Standard Measurement Studies (LSMS) surveys often conducted by the World Bank®.

Reasonably comprehensive household incomes are obtained in both survey rounds, instead.
While incomes are usually considered as less desirable than consumption expenditures as a
measure of living standards, as far as measured incomes are comprehensive and comparable
over time, they still serve useful purposes. It has been found, however, that the measured
incomes might not be strictly comparable between the 1990 and 2000 rounds, as pointed out
by many (e.g., Habito et al, 2003). A casual examination of the survey questionnaires used in
1990 and 2000 suggests, for example—

» that the itemized labor inputs in farm production are not strictly comparable (leading to
potentially non-comparable labor expenses in the calculation of net farm incomes),

» that information on livestock production was taken much more in details in 1990 than in
2000 (potentially leading to non-comparable livestock incomes), and

» that the crude questionnaires used to elicit annual non-farm and off-farm incomes (a
process that could be quite complicated) make one wonder whether the procedures for
eliciting income information can be controlled between survey rounds (as well as among
survey enumerators within the same survey round).*

In the end, however, it is not immediately clear how serious the problem of non-comparable
incomes are between survey rounds, or whether incomes are likely to be systematically

° See Deaton and Grosh (2000) for details.
% Fuwa (2007) discusses some examples of how measurement errors can arise in eliciting off-farm labor
incomes in the context of rural Philippines.
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overestimated in one round than in the other. In the absence of any other proxy measures of
household welfare levels measured over time in the IARDS panel, there is no other
alternative but to utilize the income data, hence the analysis conducted above. Having said
that, it is quite unfortunate that the powerful features inherent in the use household-level
panel data, such as the possibility of directly observing welfare trajectories of each household
as well as of controlling for (time-invariant) unobserved heterogeneity among households,
cannot be fully exploited with the existing datasets.

c. Barangay level analyses.

In addition to the cross-section household-level analysis as summarized above, APPC (2007)
also reports the results of a barangay-level analysis focusing on the impact of ARC
interventions on the average level of household welfare. Unlike the household-level cross-
section regression results reported earlier, APPC (2007)’s barangay-level study attempts to
control for the potential endogeneity biases with the propensity score matching technique. In
this approach, for each ARC barangay, a “control barangay” is selected among non-ARC
barangays by searching for a barangay that is the most similar to the ARC barangay in terms
of the likelihood of ARC coverage, which, in turn, is estimated using observable village-level
characteristics. The impact of ARC interventions can be inferred as the average differences in
the village-level welfare measures between the paired ARC and non-ARC barangays.

The matched comparison of 2,934 barangays with 1,467 ARCs and non-ARCs reveals that
the average per capita consumption expenditures in ARCs increased by 19.5%, from
Php12,157 in 1990 to Phpl4,525 in 2000, while the average per capita consumption
expenditures in the matched non-ARCs increased by a slightly lower 18.3% from Php12,189
in 1990 to Phpl14,422 in 2000 (APPC, 2007)."* Similarly, the headcount poverty ratio in
ARCs declined from 39.8% in 1990 to 24.2% while the poverty ratio in matched non-ARCs
fell from 39% in 1990 to 24.6% in 2000. The village-level average per capita consumption
expenditures thus grew faster in ARCs than in non-ARCs even after the effects of ARC
targeting are partially controlled for."* The quantitative magnitudes of the differences are
quite modest, however.

The relatively small difference found in the average per capita consumption expenditures
between ARCs and non-ARCs (less than 1% in 2000) at the barangay-aggregate level here is
not directly comparable with the household-level cross-section regression results implying a
7% higher per capita consumption among land-owning ARB households in ARCs compared
to ARBs in non-ARCs, after controlling for other household and community characteristics.
This is in part because the former is the average across all households in the barangay
including those households without land (and other non-ARBs) who tend to gain little from
ARC interventions. Another possible reason for the small impact of ARC interventions on

1 In fact, the per capita consumption expenditures used here are not the actual figures that do not exist in the
Census of Population and Housing, but rather predicted ones; they are obtained by first estimating the
parameters of an income generating function using FIES (where consumption expenditures are observed) and
then predicting per capita consumption using the Census data by plugging the right hand side variables (i.e.,
household and barangay characteristics) into the estimated income generating function.

12 Estimated standard errors of per capita consumption are not reported, however, and thus the test of statistical
significance in the observed differences between ARCs and non-ARCs cannot be carried out.
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average village-level consumption expenditures: ARC interventions merely substituted for
similar interventions, such as infrastructure development, to be carried out by conventional
line agencies.

Having said that, both approaches (i.e., the regression and the matched comparison) of
comparing cross-section differences in the level of per capita consumption expenditures at
one point in time rely on the same basic assumption. There exists no additional, unobserved
factors affecting ARC status (as well as of the ARB, for that matter, in the case of the
regression analysis) once the effects of observed factors are accounted for (by including
those variables as regressors in the regression, or by including those variables as the right-
hand-side variables in the model estimating the propensity scores in the process of forming
the ‘matching’ sample). Both approaches are potentially vulnerable to the presence of any
unobserved factors affecting both the ARC status and the outcome variables (per capita
consumption, income, etc.). There has been an argument found in the literature, however,
that “with good data, propensity score matching can greatly reduce the overall bias and
outperforms regression-based methods (Ravallion, 2001, 126).”

It is unlikely, however, that the above assumption - the absence of unobserved factors
affecting both ARC status and outcome variables - is strictly met in practice. Taking the
difference between the 1990 and 2000 observations can at least eliminate the effects of all the
unobserved factors that are time-invariant (no change over the period 1990 and 2000), which
could include soil quality of farmers’ plots, various abilities of farmers (e.g. physical,
managerial, learning, etc.), and preferences. Such difference-in-difference (DD) type
estimates based on the IARDS household panel suggest only marginally significant
difference in the growth in per capita incomes between CARP beneficiaries and non-
beneficiaries as well as very small difference in the pattern in poverty dynamics between
CARP beneficiaries and non-beneficiaries. Similarly, DD estimates of the growth in per
capita consumption expenditures between ARCs and matched non-ARCs turn out to be very
small. Those observations suggest that the relatively larger correlations observed at the cross-
section household-level analyses might indeed contain some biases due to unobserved
heterogeneity across households and across communities.

d. Regional/provincial level analyses.

Apart from the micro-level evidence, Balisacan and Fuwa (2003, 2004) conducted
provincial-level analyses. They investigated the relationship between provincial-level
poverty outcomes and regional-level accomplishments in CARP implementation. They find
that during the period 1988-1997, the increase in CARP implementation is positively and
significantly associated with both provincial growth and poverty reduction, and also that
CARP might have effects of both improving production efficiency (raising income growth)
and equity (reducing poverty, even after controlling for the average income growth). Their
regression analysis implies that a 10% increase in CARP accomplishment is associated with
a 0.2 percentage point increase in the annual rate of provincial poverty reduction. A later
replication of the same analysis based on the data period 1988-2000 finds, however, that
CARP might have growth effects but not any significant re-distributive effect (Balisacan
2007). His result implies that a 10% increase in CARP accomplishment is associated with a
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0.4 percentage point increase in the annual rate of provincial poverty reduction. Due to data
availability at the time, those results were based on region-level (instead of provincial-level)
variations in CARP implementation.

I11. Assessing the Impact of CARP on Poverty

Further attempts have been made to examine the impact of CARP on poverty based on the
same empirical modeling strategy as Balisacan and Fuwa (2004) but utilizing more recent
provincial panel data on CARP implementation, on the one hand, and on the change in
poverty, on the other. Analyses are conducted for two separate data periods, namely, 1991-
1997 and 1991-2006. The first data period corresponds to the initial 10 years of CARP
implementation and the second period roughly corresponds to the entire two decades since
the enactment of CARP in 1988. Given that CARP was enacted in 1988, the 1988 round of
FIES could be included. However, the sample sizes of FIES were substantially smaller prior
to its 1991 round. As a result, this study excludes the 1988 round from its analysis in the
following. In fact, as it turns out, the main qualitative inference on CARP impact on
provincial poverty is not affected, regardless of whether the 1988 round is included or not.**

The conceptual framework underlying the empirical specification used by Balisacan and
Fuwa (2004) and followed here is based on the neoclassical growth theory where the rate of
growth (and thus poverty reduction) at the provincial level is determined by initial
conditions, including the level of initial income (which controls for the process of conditional
convergence) and by policy variables that include the implementation of CARP. This is a
reduced form model. In this model, the coefficient of a variable representing a policy lever
measures the net effects of the particular policy on poverty, taking into account both direct
and indirect effects. In the case of CARP implementation, the net effects include both growth
effects and re-distributive effects arising from CARP.

Preliminary data analyses using the 1991-1997 panel revealed (not reported here) that time-
varying policy ‘levers’ (mortality, education, road, and electricity) were not significantly
associated with the rate of poverty reduction once the initial conditions were controlled for.
Also, neither the initial level nor their changes over time in human capital (education or
mortality) were found to be significant. Consequently, the empirical specifications reported
here consist of the initial income level, the initial level of infrastructure (road density,
electricity, and irrigation), the initial level of income inequality and the change during the
data period in CARP implementation and the change in agricultural terms of trade (the 1988-
1997 data period only). The coefficients on the change in CARP implementation in the
regression estimates can be interpreted as provincial-level ‘difference-in-difference’
estimates (controlling for time-invariant unobserved heterogeneity in determining the level of
poverty incidence) of the impact of CARP implementation on poverty incidence.

Results are summarized in Table 4-2. The total increase in ‘CARP implementation’ (as
defined by the amount of area covered by CARP divided by the ‘scope’) is significantly

3 The results of the analysis including the 1988 FIES round are not reported here, but are available from the
author.
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negatively associated with the rate of change in poverty incidence for the data period during
1991-2006, but not for the data period 1991-1997. For the period 1991-1997, however, it is
the re-distribution of privately owned land and not that of publicly-owned land that has
significant positive effects on poverty reduction. The increase in CARP accomplishments in
private lands is significantly associated with poverty reduction.

For the period 1991-2006, on the other hand, although the magnitude of the coefficient is
much larger for CARP accomplishments in the distribution of privately-owned land than for
public land, the standard error of the former coefficient is quite large so that it is not
significantly different from zero while the coefficient of publicly owned land distribution is
small but marginally significant. Coefficient estimates suggest that a 10% increase in the
accomplishments in CARP implementation as a whole (1991-2006) or in private land re-
distribution (1991-1997) is associated with a roughly 3 or 2 percentage point increase,
respectively, in the rate of poverty reduction. Since the average rate of change in poverty
incidence across all provinces during 1991-2006 was roughly 40%, the magnitude of the
poverty reduction impact of CARP implementation could account for up to 8% of the
average rate of poverty reduction over the period.

Additional attempts have been made to further disaggregate CARP accomplishments to
examine which components of CARP re-distribution had the largest impact on poverty
reduction. The results are somewhat mixed. During the data period 1991-1997, most of the
CARP subcomponents appear to have had statistically significant impact on poverty
reduction. The impact is found to be quantitatively large for Operation Land Transfer and
compulsory acquisition programs. Rather surprisingly, for the data period 1991-2006, none
of the program subcomponents, when evaluated separately, is found to be significantly
associated with poverty reduction.

Also, attempts have been made to examine the potential ‘synergy’ effects of CARP
implementation and infrastructure development (which could be considered as a test for the
effectiveness of the idea behind the ARC strategy). The study does this by introducing
interaction terms between CARP implementation and the change in infrastructure. None of
the estimated coefficients for those interaction terms has been found to be significantly
different from zero, however.

a. Conclusions.

This subsection has reviewed empirical evidence on the impact of CARP on rural poverty. It
is unfortunate that a program of CARP’s magnitude has been plagued by a lack of systematic
data suitable for proper impact evaluation based on scientific standards. A main obstacle is
the absence of household-level panel data containing reliable welfare measures (such as
detailed consumption expenditures) that are comparable over time. While IARDS data
contain household-level panel observations and thus are potentially useful, the sample
excludes non-farm households so that the impact of CARP on initially landless households
cannot be assessed. The definition and comparability over time of household incomes, which
are not the best measure of the level of household welfare but still the only available measure
in the dataset, are both questionable. The consumption expenditure data are too crude to be
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used for a welfare measure and the construction of a panel over time (including the extent of
attrition) is unclear. Investing in a scientifically sound system of M&E should be at the top of
the agenda in case CARP were to be extended.

Other data sources, notably the censuses of population and housing, and of agriculture and
FIES, are nationally representative and have sufficiently large samples but none of them
contains household-level panel observation. Consequently, data need to be analyzed either
cross-section wise, with all the potential endogeneity problems inhibiting rigorous causal
inferences, or with the construction of panel observations of higher-levels of aggregation,
such as the barangay or the province level. The statistical analyses based on household-level
cross-section data suggest that the average per capita consumption among households
gaining access to land through land tenure improvement) interventions under CARP, without
additional support services, are about 15% higher than that of landless, non-beneficiary
households. Benefiting from ARC interventions, in addition to the LTI intervention, appears
to be associated with additional 8% higher per capita consumption (thus 23% increase from
both LTI and ARC interventions).

As discussed earlier, however, such cross-section statistical correlations might not
necessarily be interpreted as causal impact, due to unobserved heterogeneity and non-random
program placement. In fact, it appears that the results of the analyses containing attempts to
control for potential endogeneity biases, such as propensity score matching (e.g., APPC
2007) and DD estimates based on panel data, tend to find quantitatively smaller magnitudes
of CARP impact. This observation suggests that cross-section results might be biased.

At the end, however, despite all the caveats in the available data, the existing evidence
collectively suggests that CARP implementation had some significantly positive welfare
impacts on its beneficiaries. It is difficult to fix the quantitative magnitude of its impact,
however. Perhaps, a safe conclusion to draw is that, on the one hand, the actual impact of
CARP on the rural poor might not have been as dramatic as its proponents would have liked
to see, but that, on the other hand, CARP has not been as ineffective as some of its most
fierce critics have claimed either. The review also suggests that land tenure improvement
interventions should remain the core operation of CARP.
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Table 4-1 Impact of CARP implementation on poverty: IARDS Panel 1990-2000

A1990-2000 ﬁ?ﬁ:f?c;ﬁss? AR r(i:elgRP llleg];]e;xegcsi i \E;
(arb1990b) value)
Real per capita income (pesos)
1990 P14,625 P18,025 159 (0.11)
2000 P21,903 P21,575 0.16 (0.88)
Aper capita income P7,279 P3,621 1.45 (0.15)
Apoverty status (# of households)
among the poor in 1990 155 1,315
poor(1990)-poor(2000) 75 (48.4%) 649 (49.4%)
poor(1990)-non-poor(2000) 80 (51.6%) 666 (50.6%)
among the non- poor in 1990 26 337
nonpoor(1990)-poor(2000) 4 (15.4%) 74 (22.0%)
nonpoor(1990)-nonpoor(2000) 22 (84.6%) 263 (78.0%)

"Those households who reported gaining access to land through CARP after 1990

111



Table 4-2A Impact of CARP implementation on poverty: FIES Provincial Panel 1991-1997

Dependent variable = Annual rate of change in poverty incidence

Initial conditions 1 2 3 4 5
: ) 0.329 0.422
Log(per capita_exp_1991) 0.546™ (2.20)  0.4847(1.99) 0.023 (0.11) (1.38) (1.78)
Gini peexn. 1991 -16.93364" -14.646 -11.811 -14.511" -16.011"
ACEXp. (2.01) (1.86) (1.47) (2.08) (2.07)
Gini peexp.1991 squared 21564' (190) 18.796 (1.77) 1(61321? 18.710° (1L98)  20.747 (2.00)
: -0.548
Road density 1988 -0.717 (1.29)  -0.639(1.09) -0.411(0.70) -1.154 (1.46) (0.89)
I 0.111 -0.230
Irrigation 1991 -0.307 (1.38)  -0.242 (1.19)  -0.040 (0.16) 0.27) (1.02)
. " " -0.753"
Electricity 1991 -0.732% (2.25)  -0.733"(2.20) -0.509 (1.47)  -0.497 (1.50) (2.17)
Policy levers (time variant)
Aag. terms of trade -0.324 (1.05)  -0.339(1.03) -0.330(1.19)
ACARP accomplishment
Total (all categories) -0.165 (1.28)
Private land total -0.266™ (2.65) -0.098 (0.40) 823%?
-0.681"
OLT 2.41)
-0.023™
GFI (3.54)
-0.108"
VOS (2.15)
-0.430"
CA (2.31)
VLT -0.003 (1.33)
. -0.079™ -0.060
Non-private land total -0.041 (1.60) (2.93) (2.64)
-0.755
Constant -1.816 (0.83)  -1.640(0.71)  2.099 (0.83)  -0.349 (0.18) (0.35)
Testing for ‘synergy’
(interaction terms)
ACARP*initial irrigation -0.832 (1.35)
I . 0.861
*|
ACARP*initial road density (0.49)
ACARP*Aroad density -0.261 (0.09)
R-squared 0.396 0.464 0.571 0.427 0.450
No. of obs. 66 66 66 66 66
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Table 4-2B Impact of CARP implementation on poverty: FIES Provincial Panel 1991-2006

Dependent variable =Annual rate of change in poverty incidence

Initial conditions 6 7 8
I Kk *kk 0389
Log(per capita_exp_1991) 0.956™ (3.18) 0.909™ (2.83) (1.10)
ini *hk ok '8008
Gini pcexp.1991 -27.731™ (2.68) -26.5177 (2.23) (0.52)
Gini peexp.1991 squared 36.784" (2.66) 3(42'93515; 11730 (0.56)
. . -0.739 -0.554
Road density 1988 -0.887" (1.82) (113) (0.76)
I " -0.201 -0.237
Irrigation 1991 -0.240™ (0.69) (0.53) (0.75)
Electricity 1991 -1.026* (2.72) -1.029" (2.16) 825;‘;’

Policy levers (time variant)

Aag. terms of trade

ACARP accomplishment

Total (all categories) -0.269™ (3.17)
. -0.174
Private land total 2 (1.23)
-0.494
OLT (1.35)
-0.001
GFl 0.07)
-0.042
VOS (0.43)
CA 0.0003 (0.01)
-0.001
VLT (0.20)
. " 0.036
Non public land total -0.032" (1.74) (1.20)
3.603 -3.427 "
Constant (152) (L41) -2.183"(0.51)
Testing for ‘synergy’ (interaction
terms)
ACARP*initial irrigation
ACARP*initial road density
ACARP*Aroad density
R-squared 0.360 0.337 0.295
No. of obs. 66 66 66
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5. LAND MARKETS, TENURE SECURITY AND
SMALL FARM PRODUCTIVITY: IMPLICATIONS
OF CARP FOR EQUITY AND PRODUCTIVITY

A popular criticism against CARP is of its adverse impact on investments in agriculture. A
big part of the problem is CARP’s slow implementation and the uncertainty it has brought to
the sector. As a result, investments have been postponed, if not cancelled altogether. In
instances, however, where CARP succeeded in redistributing land, it is said that beneficiaries
have not been equipped for their new role as farmer-owner-decision maker. They are
generally risk-averse and not too keen on participating in the market. Needless to say, these
results are farthest from the minds of the proponents of the CARP. This chapter will carefully
examine these trends and determine if these effects can be directly or indirectly attributed to
CARP.

I. Profile of Farmholdings

The 2002 Census of Agriculture estimates that there are 4.82 million farmholdings covering
9.67 million hectares. Almost 4 million hectares are planted to rice, 2.4 million to corn, and
345,000 to sugarcane. These three crops make up almost 70% of total agricultural lands but
contribute only 33.5% of Gross Value Added (GVA) in agriculture.

Palay farms number 2.15 million. Of these, about 40% consists of farms less than 1 hectare
in size; one-third is between 1 to 2 hectares. About 4% is above the retention limit of 7
hectares. Note that for CARP beneficiaries, the area awarded can be up to 3 hectares. The
proliferation of smaller-sized farms could be a reflection of how CARP is understood, even
by its implementers. The emphasis is on the retention limit and not the principle of having
“economic-sized” farms. In fact, there are a number of farmholdings covered under the
VLT/VOS modes that are actually within the retention limit. These number to about 86,000
or 37% of landholdings covered.

There are 1.46 million corn farms in 2002. Similar to palay farms, these are small farms, 31%
less than 1 hectare and 38% between 1 to 2 hectares. Only 4% is beyond the CARP retention
limit. About 12% of farms planted to sugarcane are beyond the retention limit of 5 hectares.
However, if only fully owned farms are considered, this proportion goes down to 6.5%
covering 239,151 hectares. The inequality is very high, though. The study finds that while
only 1% of farms are greater than 25 hectares, these farms already cover 34.5% of total area
planted to sugar. As seen in Figure 5-1, the land distribution in 2002 is a replica of the
distribution in 1991. Gini coefficient stagnated to 0.58 (from 0.577 in 1991 to 0.575 in
2002).!

! Note that the survey frame used in the 2002 Census of Agriculture is the same frame used in 1991. The Census of
Agriculture is a survey census. Total enumeration was done in only five provinces.

114



Chart 5-2 plots the Lorenz curve of the distribution of farms according to major crop
planted—palay, corn, coconut, sugar, banana, and pineapple. The plots support the popular
perception of unfinished CARP coverage in sugar farms, and to some extent, in pineapple
farms. Of course, this assumes invariance in the choice of crops.

Figure 5-1 Land distribution in 1991 and 2002
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Source: Author's estimates based on the 1991 and 2002 Census of Agriculture.
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Figure 5-2 Lorenz curve of selected crops, 2002
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Majority of operators of palay farms up to 3 hectares do not own these farms (Table 5-1).
Owner-cultivatorship becomes the dominant mode only in palay farms greater than 3
hectares. Corn farms at least 1 hectare in size are more likely to be operated by the owners
themselves. The same holds for farms planted to banana, cassava, camote, onion, and tomato
that measure at least 1 hectare (complete listing is in Annex Table 5-1). Interestingly,
operator-cultivatorship is the preferred mode in sugar farms measuring at least 2 hectares.

Table 5-1 Distribution of farms by tenure status of major crops planted, 2002 (in %)

Tenure status of

Farm size (ha)

o Less 1.001 2.001 3.001 4.001 5.001 7.001  10.001 Greater
- to to to to to to to than 25
2.000 3.000 4.000 5.000 7.000 10.000 25.000
Palay

Own 41.6 46.2 48.2 50.3 52.5 53.0 55.2 57.0 64.1
Tenanted 15.2 16.3 13.3 12.6 11.9 11.5 11.4 10.1 7.4
Leased 7.7 6.6 4.8 39 35 3.0 3.0 2.4 2.7
Rent free 35 2.8 2.1 1.8 19 1.7 15 1.2 0.7
Other forms 0.4 05 0.6 0.7 0.7 1.1 14 1.3 1.0
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Farm size (ha)

Tenure status of 1001 2001 3001 4001 5001  7.001  10.001
farms ﬂ&:ﬁsl to to to to to to to E;enatzeg
2.000 3.000 4.000 5.000 7.000 10.000 25.000
tcé‘r’]";‘n?gg 106 73 7.1 6.2 48 48 3.7 3.2 16
Own and leased 0.6 0.9 15 1.7 1.7 1.6 1.8 15 15
Other forms 20.4 19.3 22.5 22.9 23.0 23.4 221 23.3 21.0
Corn
Own 39.3 51.3 53.9 55.2 59.8 58.4 60.6 59.9 62.7
Tenanted 22.5 18.2 13.0 11.8 11.3 11.2 111 10.8 7.7
Leased 5.8 4.7 3.7 33 2.6 25 25 25 2.4
Rent free 9.8 55 3.3 2.9 2.7 24 25 1.7 1.0
Other forms 0.9 1.2 13 14 1.7 1.8 2.7 2.0 1.9
t%‘;“gﬂ?gg 5.0 3.2 3.4 2.9 19 1.9 13 11 0.9
Own and leased 0.4 05 0.9 1.0 0.9 0.9 0.8 0.7 1.0
Other forms 16.3 15,5 20.5 215 19.1 20.9 18.5 21.2 22.3
Coconut
Own 544 54.6 53.2 53.3 55.4 54.5 55.3 56.2 62.7
Tenanted 13.3 16.4 14.7 14.2 14.6 14.4 14.8 13.9 10.8
Leased 4.6 4.2 39 3.6 3.0 3.0 31 2.8 2.7
Rent free 6.3 35 2.6 2.3 2.2 2.0 19 15 11
Other forms 0.6 0.7 0.7 0.7 0.8 0.9 1.0 0.9 0.8
t%‘;“gﬂ?gg 35 2.6 2.9 2.6 2.1 2.4 2.3 23 11
Own and leased 0.2 0.4 0.6 0.6 0.6 0.6 0.6 0.6 0.8
Other forms 17.0 17.6 215 22.6 21.2 22.2 21.0 21.8 19.8
Sugarcane
Own 43.7 50.0 50.7 514 54.9 54.4 54.6 56.0 55.9
Tenanted 14.3 14.2 11.7 105 10.4 9.3 9.8 9.0 75
Leased 7.8 5.9 4.5 4.7 3.4 3.2 4.1 3.2 4.0
Rent free 10.0 5.4 45 4.0 3.4 2.8 25 1.6 2.4
Other forms 0.7 1.2 12 0.9 0.6 0.9 13 05 0.9
tcé‘r’]";‘n?gg 44 33 3.9 35 2.6 25 2.0 12 0.8
Own and leased 0.1 0.3 0.4 05 0.6 0.4 0.8 1.0 0.9
Other forms 19.0 19.7 23.1 24.3 24.0 26.5 24.9 275 27.4

Authors' estimates based on the 2002 Census of Agriculture.
Farms planted to pineapple and garlic are under other forms of arrangement, not owner-cultivatorship, regardless of farm size. In
contrast, majority of farms planted to cabbage and citrus are under owner-cultivatorship, regardless of farm size.
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Il. Farm Size and Access to Credit and Land Markets

The viability of the small farm sector is determined to a large extent by access to key factors
of production specifically credit and land. Lack of access would mean inability of small
farmers to manage agriculture risk, undertake investments, and utilize farm labor and assets
effectively. It is possible that access to these markets is determined by the size of farm. That
is, farm size can be used as proxy for risk or even expected returns. If this is so, then land
reform measures such as CARP can have adverse effects on agriculture and rural
development.

On the other hand, it is argued that CARP does not only result in the break-up of large farms
but also provides secure land tenure, which induces investment demand and credit supply
effects. Households tend to increase investments on land when they perceive that the security
on land rights provides them evident claim over the benefits from these investments. The
provision of property rights also expands the ability of farm households to make investments
since lenders become more willing to make loans when land pledged as collateral is secure
and free of competing claims. If these effects prevail, than an inverse relationship between
farm size and productivity would dominate since the higher efficiency of family labor in
small farms would be complemented by access to other factor markets.

a. Access to credit markets.

Studies have shown that credit is an important element in agricultural production and in
shaping the structure of the agrarian economy. Access to credit increases the capacity of
farmers for greater investment and consumption as credit provides an insurance substitute
against production or income fluctuations. However, the literature also notes that in many
developing countries, rural credit markets are imperfect due to significant information
asymmetries and monitoring costs. There is thus a bias among formal market lenders to focus
their lending activities to less “risky” rural households. This risk factor tends to be defined by
the wealth conditions of households and by the existence of desirable collateral such as land.
The provision of “desirable” collateral is central to the goals of CARP. Land is not only a
factor of production but a valuable asset as well. Thus, beneficiaries of CARP would be
better off than non-land owners in agriculture.

* Risk profile of Agrarian Reform Beneficiaries.

This section describes the risk profile of households engaged in agriculture, particularly the
ARBs. It is important to know if the new landowners, i.e., ARBs, do pose greater risks to
lenders even if they already own the land.

Although a CLOA suffers from many shortcomings as an instrument for credit, it must be
recognized that the presumption of risk is still the primary constraint to credit. This section
describes the risk profile of households engaged in agriculture, particularly the ARBs. It is
important to know if the new landowners do pose greater risks to lenders, even if they
already own land.
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Based on the 2004 Annual Poverty Indicator Survey, only 17% of all households own
agricultural land.” If only households with at least one member engaged in agriculture are
considered, then only about 30% of them own agricultural land. The following describes the
risk profile of five types of households:

* ARB—at least one member is an agrarian reform beneficiary

* Non-ARB in agriculture, with land—none of the members is an ARB, at least one is
engaged in agriculture, and the family owns agricultural land

* Non-ARB in agriculture, without land—none of the members is an ARB, at least one is
engaged in agriculture, and the family does not own agricultural land

* Non-ARB, not in agriculture, with land—none of the members is an ARB, none of the
members is engaged in agriculture, but the family owns agricultural land

* Non-ARB, non in agriculture, without land—none of the members is an ARB, none of
the members is engaged in agriculture, and the family does not own agricultural land

Figure 5-2 above shows that 40% of all households have members engaged in agriculture.
Less than one-third owns agricultural land. There are also households that do not work in the
agriculture sector but own agricultural land—Iess than 5%.

Households whose members do not work in agriculture have better educated household
heads. The non-ARBs who work in agriculture but do not own land have the lowest quality
of human capital as measured by age and education of the household head.

Poverty incidence is lowest among households that are not in agriculture, especially those
that own agricultural land (9%). As expected, non-ARBs who are in agriculture but do not
own land have the highest poverty incidence. Interestingly, poverty incidence among ARBs
is lower than among non-ARBs in agriculture but with land.

The ranking of the groups by poverty incidence is supported by the above table. In terms of
current income, ARBs pose lower credit risk vs non-ARBs in agriculture, even those with
land.

2 Note that this is less than what was found in the 2000 Census of Population and Housing.
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Table 5-2 Equity profile across household types

Non-ARBin  Non-ARBin Non-ARB Non-ARB
Characteristic ARB agri with agri without not in agri not in agri
land land with land without land
Household head characteristics
Mean age 51 51 46 52 45
Mean years of schooling 7.2 6.4 5.9 10.0 9.5
% High school graduate 30.0 25.0 19.0 60.0 59.0
Welfare characteristics
Mean per capita income, pesos 25,120 19,024 13,725 53,134 32,167
% Poor 25.0 37.0 50.0 9.0 15.0
% of income spent on food 58.0 61.0 64.0 39.0 42.0
Assets (% with)
House and lot 8.9 7.2 24 135 3.0
Car 22.1 15.2 9.1 371 19.2
Sala set 42.9 35.8 25.7 65.7 53.2
Television set 55.6 46.1 39.1 79.4 79.1
Component 14.8 9.1 5.1 34.1 23.6
CD/DVD/VCD player 333 24.8 16.9 53.6 475
Karaoke 23.6 18.0 11.6 314 23.7
Radio/cassette player 61.7 61.4 55.3 59.5 52.6
Refrigerator/freezer 313 24.8 14.4 63.5 49.6
Gas range 21.8 14.2 10.5 39.8 323
Washing machine 22.2 14.2 9.6 43.7 413
Air condition 4.2 17 0.6 14.9 84
Computers 34 1.6 0.6 15.2 8.8
Mobile phone 34.0 239 15.1 60.6 50.6
Total estimated assets, pesos 258,752 239,544 19,477 349,176 55,038

The asset profile of ARBs rank second to those on non-ARBs who are not in agriculture but
owns agricultural land. This means that ARBs are better risks than even non-ARBs who own

land.
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Table 5-3 Sources of income

Non-ARBin  Non-ARB not Non-ARB not

Source ARB a’\g‘](r)inv-v?tﬁ?alnn d agri without in agri with . in agri
land land without land

Entrepreneurial activities (%
Crop farming 73 87 46 16 2
Livestock 19 18 14 5 2
Fishing 4 6 15 0 0
Forestry 2 2 2 0
Trade 17 14 12 28 23
Manufacturing 3 4 4 5 3
Personal serv 3 2 2 6 6
Transport 6 4 3 10 8
Mining 0 0 0 0 0
Construction 0 0 0 0
NEC 0 0 0 1
Number of EA engaged in 1.3 14 1.0 0.8 0.5
Income from other sources (%)
Wages 25 19 36 36 51
Enterprise 45 52 38 22 18
Foreign remittance received, pesos 11,697 7,302 3,360 35,683 20,520

These profiles show that ARBs are the best qualified for credit among the other groups
engaged in agriculture.

Table 5-4 Human capital of household members

Non-ARB in Non-ARBin  Non-ARB not Non-ARB not

e

Quantity

Family size 4.94 4.95 5.05 4.44 4.54
Household members age <1 0.09 0.09 0.11 0.08 0.09
Household members ages 1 - 6 0.55 0.61 0.75 0.49 0.66
Household members ages 7 — 14 0.95 1.04 1.13 0.81 0.86
Household members ages 15-24 1.01 0.93 0.92 0.85 0.84
Household members ages 25 up 2.34 2.29 2.14 2.20 2.09
Quality

Household members ages 18 up 2.98 2.87 2.71 2.76 2.64
% HS grad 41.00 36.00 29.00 68.00 65.00
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» Determinants of access to credit.

The credit supply effect of CARP is in general perceived to be unfavorable. Some sectors
have even considered CARP a stumbling block to access credit due to the possible loss of
collateral value of agriculture land (Estanislao and Llanto, 1992; Ravalo 1998). This loss
arises from the eroded exchange value of agriculture land as a result of the following: (1) the
legal impediments on the conveyance of lands under CARP which make them non-
transferable and non-marketable within a period of 10 years upon award of the title; (2) most
CARP lands are mortgaged with the Land Bank and second mortgages are uncommon in the
country; (3) the incomplete assignation of property rights through the issuance of collective
CLOAs and the problems with regard to the conversion of Certificate of Land transfers
(CLTs) into titles.> CARP issued titles thus have not attained the same acceptance in the
formal sector as with judicially issued titles (LAMP 2004).

The impact of CARP on credit is ascertained using farm level data from the 2000 and 2006
IARDS survey. The two surveys were undertaken to provide comparisons across years.
Originally, 1,824 households were interviewed in 2000 but during the resurvey in 2006 only
1,623 of the former respondents can be resurveyed.* From this list we dropped those
households whose household heads were not the same as those interviewed in 2000. The data
for analysis emerged from a panel of 3,120 households.

Table 5-5 Distribution of loans by source and by farm size

2000 2006
Loan Source
All Small Medium Large All Small Medium Large
182 151 23 136 118 13
Formal (257)  (257) (25 ©°¢2D (329 (@31 (7 °©58)
77 63 12
Banks 109) (107  (118) 2 (10.5) 41(9.9) 35(9.8) 5(106) 1(11.1)
, 74 62 63 55
Cooperatives (10.4) (105) 7(6.9) 5(26.3) (15.3) (15.4) 5(10.6) 3(33.3)
Farmer's Associations 9 (1.3) 7(1.2) 1(1.0) 1(5.3) 15(3.6) 13(3.6) 121 1(111)
NGOs 1(0.1) 0 1(1.0) 0 3(0.7) 3(0.8) 0 0
Gov't Agencies 21(3.0) 1932 2(2.0 0 14(34) 12(3.4) 2(4.3) 0
527 437 79 11 277 239 34
Informal (743)  (743)  (7715)  (57.9) 671  (669) (123 1449
Private Money 159 130 27 2(10.5) 136 119 17 0.0

® Prior to the approval of the CARP law (RA 6657), EO 228 was issued in July 1987 declaring full ownership of land
covered by PD 27. This law provided for the conversion of all certificates of land ownership issued under PD 27 into
Emancipation Patents (EPs) regardless of the status of land amortization payment. However, not all CLTs have been
converted to titles due to ownership conflicts, owner’s non-acceptance of valuation and/or lost mother titles of the
redistributed lands.

* No replacement was provided for dropped households. The reasons given for the attrition of ARB respondents were as
follows 42.7% was caused by death, 17.1% by migration, 12% by selling or mortgaging, and 6.1% by physical disability.
There were no reasons provided for the attrition of non-ARB households. DAR and UPLB Foundation (2007), Assessment
of CARP and its Impact on Rural Communities: Micro Perspective (Final Report).
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2000 2006
Loan Source
All Small Medium Large All Small Medium Large
Lenders (22.49) (22.1) (26.5) (32.9) (33.3) (36.2)
. . 183 160 21 66 61
Friends/Relatives (25.8) (27.2) (206) 2(10.5) (16.0) (17.1) 4(85) 1(11.1)
145 116 24 51 36 12
Traders (205 (197 (35 °@3) (123 (101) (255 °S©33)
Landowners 1217 10(.7) 2(2.0 0 4(1.0) 4(1.1) 0 0
Input Dealers 28(3.9) 21(36) 5(49) 2(105) 20(4.8) 19(5.3) 1(2.1) 0
709 588 102 413 357
Al (100) (100) (100) 19 (100) (100) (100) 47 (100) 9 (100)

Farm size: small <= 3 ha, medium 3.1-7.0 ha, large >=7.1 ha
Figures in parentheses are percentage to total.

The households were selected through stratified random sampling from 43 provinces that had
the largest area of CARP lands. The respondents were also classified into ARBs, those who
have been awarded lands or have been instituted as leaseholders under CARP, and into Non-
ARBs, those who are not beneficiaries or have not been awarded land under the CARP.

The analysis of data shows that farm households remain dependent on informal credit in
2000 and also in 2006 (Table 5-5). This is observed for both small-sized farms (i.e., less than
or equal to 3 hectares) and medium-sized farms (i.e., >3 to 7 hectares). On the other hand,
there are more large-sized farm owners that had access to formal sources of credit in both
years.® Overall, the number of loans availed by households in 2006 is lower by about 40%

than in 2000

Table 5-6 Average nominal interest rates by source of loan

Source of Loan 2002 2005
No. Ave. Std. Dev. No. Ave. Std. Dev.
A. Formal Sources 264 17.9 12.7 497 33.1 26.9
Rural Banks 22.3 14.5 14.50 73 14.1 14.1
Commercial Banks 214 18.0 18.01 6 6.3 6.3
Other Private Banks 33 135 135
Land Bank (Land Bank) 15.7 3.7 3.70 14 7.3 7.3
DBP 13 0.0 0.00 1 0.0
UCPB 5 54 54
GSIS/SSS 8.8 2.1 2.12 12 6.3 6.3
QUEDANCOR 32 55 55
LGU 13.2 7.8 7.81 8 16.6 16.6

® Formal lenders include both private and government bank and non-banking institutions including government agencies
with lending activities. This definition is adopted from the Agricultural Credit Policy Council.
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2002 2005

Source of Loan

No. Ave. Std. Dev. No. Ave. Std. Dev.
Natl/Foreign-aided Project 1.7 0.1 0.10 11 17.2 17.2
Cooperatives 16.2 13.3 13.31 152 20.9 20.9
Lending Investors 233 13.7 13.71 38 47.8 47.8
Other Formal Sources 15.3 11.3 11.33 112 34.1 34.1
B. Informal Sources 334 39 274 476 60.8 60.9
Traders/Millers 232 15.5 15.48 185 44.1 44.1
Landowners/Employers 244 13.7 13.65 14 38.7 38.7
Input Suppliers/Dealers 17.9 18.3 18.32 36 58.1 58.1
Private Moneylenders 67 56.3 56.26 86 80.2 80.2
Friends/Relatives 44.3 49.2 49.21 138 56.9 56.9
All loans 598 29.5 16.6 973 46.7 48.7

Sources: Agricultural Credit Policy Council. Small Farmers and Fisherfolk Credit Accessibility Survey 2002; and Small Farmer's Survey,
2005

Access to the formal credit market is critical because of the significantly lower interest rates
provided by these institutions. As shown in Table 5-6, average nominal rate in the informal
sector is twice that of the formal sector. Although borrowing from the formal sector can be
tedious due to several requirements, there have been significant changes in the strategies of
the formal sector in recent years. Formal credit institutions have become less traditional.
They have adopted some strategies of the informal sector such as payment in kind, non-land
collateral, and temporary take-over of cultivation in case of loan defaults. Credit unions and
microfinance institutions have also increased in number to supply the credit demand of rural
households that are traditionally not served by banks. In particular, the cooperatives and
farmers’ associations have been the main sources of credit of small farmers. Government
non-bank agencies including local government units are also providing credit to small
farmers but this strategy is being discouraged since it can only lead to distortions and
inefficiencies in the market as evident from past directed credit programs of the government.

Increasing access of small farmers to formal credit remains an important policy issue. Several
studies have noted the intrinsic wealth biases of rural credit markets. Those that are able to
access the market tend to have higher incomes and more land assets than those not offered a
loan. Similar biases are displayed in the sample households. Table 5-7 contains some
descriptive statistics of wealth measures of households that received a loan from formal
sources. These households have higher average incomes than those that had no access or
could not borrow from the formal credit market. They also have higher value of non-land
assets. All farm households have diversified incomes but households that borrow from the
informal sector appear to have higher dependence on agriculture. Another important finding
is that households with loans from the formal sector have higher area of titled owned
farmlands. This could mean that legally secure tenure on farmlands has a positive impact on
credit access.
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Table 5-7 Mean wealth levels of households by credit demand

Positive Effective Demand Zero Positive Notional Demand
Loan Recipient Etfective Borrowed
Demand No access  Can'tafford  from informal
Banks Coops (no need) only
No. of households 38 72 289 102 508 265
Area of titled owned land 0.8 0.7 0.9 0.6 0.5 0.6
gr::; of formal owned 04 0.6 05 05 0.6 05
Non-land assets (P) 118,564 176,442 241,643 98,041 95,364 131,155
Household income (P) 91,803 60,709 61,300 45,047 45,766 83,913
% Agriculture income 38.5 20.6 17.5 8.6 222 44.0
% Off farm income 3.6 2.9 3.0 4.7 5.6 31
% Non-farm income 48.2 59.2 35.8 48.1 42.1 30.8
% Remittance income 9.8 17.4 43.8 38.6 30.0 22.2

Note: Households that borrow from both formal and informal credit sources are not included due to very few observations

To further examine the effect of legally secure and individual property rights on credit, the
study classified households into the type of title ownership on farmland. Under the Philippine
Property Registration law and the process of title issuance under CARP, there are different
forms of property rights on agriculture land. The collateral value of land might vary
depending on the type of title or rights given. This means that different types of titles or
property rights can have differential impact on credit access.

From the IARDS panel data, the study classified households into types of title ownership on
agriculture land operated. The categories of households based on type of title are as follows:
“Titled* households are those with at least one parcel or lot of farmland held with formal,
legally registered and mortgageable title. Farms with titles in the form of TCT, EP or CLOA-
| belong to this category. The “Formal” category refers to households that do not qualify as
Titled. These households have acceptable legal rights of ownership but can only be
recognized as full owners upon completion of the titling process. Farms with Mother CLOA,
CLT and Deed of Sale as proof of ownership belong to this category.® The last class “Other”
includes households with farmlands held with no formal, legal rights of ownership or have
yet to obtain legal or formal rights of ownership.

Table 5-8 displays the distribution of households in 2000 and 2006 based on the above
categories. The proportion of titled households with access to credit (i.e. unconstrained) is

® A Mother CLOA is a title issued by DAR to several CARP beneficiaries. At the Land Registry, the beneficiaries are not
reflected as title owners but legal claimants to a property as annotated in the property title of the landowner covered by the
program. They become titled owners upon completion of a parcelization process that will identify the actual area of each
beneficiary. The CLT are certificates of ownership issued under PD 27, which by law should have been converted into EPs
but were not due to reasons cited above (Footnote 1). Deeds of sale or mortgages are contracts that indicate transfer or sale
of property to another owner. The law allows for the process of title transfer to be undertaken within a period of one year;
otherwise the contract becomes void.
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higher compared to those with formal titles. The classification of households in terms of
access to credit from the formal sector (i.e., unconstrained or constrained) is based on
respondents’ responses to the question about their actual and perceived access to credit.
Households classified as unconstrained or with access are those that availed of loans from the
formal sector and those that did not need a loan possibly due to sufficient capital. The
constrained households are those that had no access, unable to afford or borrow only from
informal lenders. Households who borrowed from both the formal and informal sectors are
assumed quantitatively rationed. These households would have been expected to obtain their
desired credit requirements from the formal sector. Considering that interest rates from the
informal credit market are much higher than the formal sector, households would tend to
seek loans from the informal sector last. Their failure to receive the credit needed despite the
presence of formal lenders in the market provides evidence of credit rationing.

While there are more titled household with access to formal credit, the proportion (26% in
2000 and 28% in 2006) is low. It is possible that the limited effect is due to the low
percentage of titled lands that are fully paid. Under CARP, beneficiaries on private
agricultural lands have to pay the Land Bank the amount paid for the land awarded to them.
The land awarded to the beneficiary thus is mortgaged to the Land Bank until the total value
of the awarded land is fully paid. The acceptability of titled lands as collateral if not fully
paid is limited. However, this problem is magnified in the case of formal titles since the issue
is not only amortization payment but also incomplete transfer of ownership rights.

Table 5-8 Distribution of sample households by type of property rights

2000 2006

Titled Formal Other Titled Formal Other
Number of observations 780 45 281 493 364 543
Mean household expenditure 56,711 41,103 60,615 80,075 73,624 69,436
Unconstrained households (%) 26.4 13.3 30.2 284 22.5 22.1
Households in ARCs (%) 31.0 44.4 19.2 49.1 58.2 36.8
ARB households (%) 75.1 95.6 40.2 66.5 87.9 28.5
Cooperative members (%) 40.6 62.2 47.3 36.5 34.1 30.9
Share of land irrigated (%) 39.2 20.6 384 37.1 34.8 317
Mean age of household head 55.5 45.8 55.3 62.1 60.6 57.8
Fully amortized households (%) 25.9 111 6.8 29.2 36.3 7.2
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2000 2006

Titled Formal Other Titled Formal Other
Number unconstrained 206 6 85 140 82 120
Number in ARC 242 20 54 242 212 200
Number ARB 586 43 113 328 320 155
Number cooperative members 317 28 133 180 124 168
Number fully amortized 202 5 19 144 132 39

Titled—HH with at least one parcel/lot owned that is titled- TCT, EP, CLOA-Individual; Formal—Mother CLOA, CLT, Deed of
Sale/Mortgage as proof of ownership; Other—Lease contract, Tax declaration, Certificate of stewardship, none.

Unconstrained HH—(a) borrow only from formal creditors; (b) no need to borrow.

Constrained HH—(a) no access or no capacity; (b) borrow from informal creditor only; (c) borrow from both formal and informal creditors

Table 5-8 also shows that there are more ARB households in the titled category but a sharp
increase in the number of household in the formal category is observed in 2006. This seems
consistent with the attempts of the DAR to fast track accomplishments on land distribution
through the issuance of collective CLOAs. It could also mean that several households have
acquired titled farmlands through sale or mortgage (e.g., land pawning). Membership in
cooperative and ownership of titled land seems not strongly linked. Households that rent-in
land can be members of cooperatives and thus could have access to formal credit

The positive effect of title on access to credit is supported by regression results. The
econometric model is based on a notional credit demand function that considers both lender’s
loan offer decisions and household’s perception of its credit status. The latter include
households that consider themselves being rationed based on previous loan application or
from their own assessment of the likelihood to obtain a loan. The model is estimated with a
binary probit procedure using observable household-specific and lender-specific
characteristics as regressors.
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Table 5-9 Probability of access to credit

N Random Effects Fixed Effects Pooled (OLS)
Coef. Std. Err. dF/dx Coef. Std. Err. Coef. Std. Err.
Fully amortized dummy -0.054 0.096 -0.016 0.030 0.043 -0.013 0.130
Titled owned land 0.051 0.024 ® 0.014 0.026 0.013 - 0.012 0.005 **
Formal owned land 0.006 0.044 0.002 0.013 0.020 0.005 0.007
HH expenditure 0.138 0.052 w0 0.041 0.011 0.024 0.008 0.006 ok
HH members with tertiary education 0.010 0.002 - 0.003 0.001 0.001 0.003 0.000 ok
Age of household head -0.007 0.020 -0.002 0.000 0.018 0.000 0.003
Age of household head square 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Distance to bank -0.001 0.004 0.000 -0.004 0.002 * 0.000 0.000
ARC dummy 0.134 0.072 * 0.039 0.044 0.039 0.012 0.011
ARB dummy -0.156 0.079 ® -0.045 -0.038 0.067 -0.021 0.011 **
Membership in coop 0.335 0.069 0,101 0.028 0.034 0.059 0.011 ok
Brgy urban dummy 0.059 0.108 0.017 (dropped) 0.001 0.017
Percent irrigated land 0.001 0.001 0.000 0.000 0.000 0.000 0.000
Province dummy 0.000 0.000 * 0.000 (dropped) 0.000 0.000 *
_cons -2.425 0.781 0.345 0.614 -0.087 0.099
No. of abs. 2,070 No.of obs. 2,070 No. of obs. 2,070
Wald chi2(15) 109.53 F (13, 887) 1.24 Wald chi2(15) 149.47
Prob > chi2 0.00 Prob > F 0.24 Prob > chi2 0.00
Log likelihood -1,074.89 corr (u_i Xb) -0.143 Log likelihood 47.25

** = significant at 1%

significant at 5%
significant at 10%

*%
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The results show that title has a significant positive effect on access to formal credit markets.
This finding is consistent for random, fixed effects, and pooled regressions. Compared to
those with “weak” titles, i.e., “formal” households, an increase in the area of titled owned
land increases the probability of getting a loan from the formal sector by 1.4% (Table 5-9).
Household education and income (proxied by household expenditure) are among the factors
that have strong positive impact on access to credit. Compared to the income and asset
position of households, the effect of title on access is low. It is also possible that the positive
impact of CARP property titles is muted due to unpaid amortization. The requirement
particularly of banks for full payment of the land to release the land from mortgage with the
Land Bank can lead to preemptive rationing among households.

The importance of title can be viewed under different credit rationing outcomes. Barham,
Boucher, Carter (2008) show that credit constrained outcomes are due to either price- or non-
price rationing. The latter includes mechanisms such as quantity rationing and risk rationing.
Taking into account these types of rationing, the empirical evidence from Peruvian farmers
shows that title has the effect of relaxing quantity rationing among formal loan applicants by
as much as 10 percentage points from those with no title. In the case of risk rationing, title
has the effect of reducing this risk by about 2 percentage points. This means that without
clear, individual, and legal title households can be discouraged to apply for loans since they
perceive that banks or formal lenders would provide loan offers that would require them to
bear significant risk.

Legally registered individual title becomes even more important under an environment of
weak land administration. When comprehensive information on land resources and
ownership are absent, legal registered titles facilitate credit investigation on the borrower’s
claims over the revenues on land even when land is not used as collateral. On the other hand,
incomplete title increases the information costs. It is possible that the lender offers a loan
contract but at interest rates higher than titled households. This can discourage potential “less
risky” borrowers since they are unable to afford the loan.

Membership in cooperatives or farmers association also came out as highly significant
determinant of access to credit. Cooperatives and farmers associations have been identified
as institutions that can fill in the gap to improve access to credit specifically for farming
households. Compared to banks, cooperatives and credit unions have lower information and
monitoring costs because their clientele are members and operations are community-based.
Cooperatives also tend to have less stringent requirements on land as collateral. The
development and viability of cooperatives in the country, however, remain to be the
challenge. A significant number of farm households are non-members of cooperatives or
associations and these households are mainly dependent on informal sources of credit.

Households within ARCs tend to have better access to credit than those in non-ARCs. This
access is possibly generated by the availability of support services in these communities. On
the other hand, an ARB has a negative impact on access to credit, which means that ARBs
are more credit constrained. This finding shows that overall the impact of CARP on access to
credit is muted because the program focused mainly on land redistribution without complete
assigning of property rights and sufficient support services including strengthening of
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cooperative system. Nevertheless, recent experiences with developing credit cooperatives
within ARCs and providing new approaches for linking micro-finance institutions to small
farmers in ARCs have proved quite successful. A case in point are the results of the
MICROSOL and AGRISOL models elaborated as part of the World Bank-supported Second
Agrarian Reform Communities Development Project described in more detail in Box 5-1.

Box 5-1 Pilot experiences in developing access to credit in small farmers communities

Under MICROSOL, existing and mature microfinance institutions (MFIs) are provided an operating cost subsidy for
three years on a declining basis to reach out to project areas. The MFIs could use the subsidy to cover project and
non-project areas on a 1:3 ratio. This resulted in a sufficient client base over the three-year period to achieve viable
and sustained MFI operations in the area. MICROSOL has supported 39,079 ARC microenterprises—mainly women—
with a continuing credit portfolio of Php210 million and savings mobilization of Php32 million.

AGRISOL is a pilot enterprise-led approach, with formal credit from the Land Bank of the Philippines. A project unit
was established within the LBP Head Office so that all policies and practices were integrated within the LBP hierarchy,
including staff performance review indicators. Business Development Specialists were appointed to assist ARCs in
identifying market opportunities, securing contracts, preparing business plans and completing bank application
requirements. Credit was approved on the basis of a signed buyer's contract. Loan funds were channeled directly to
an ARCDP2 cooperative if it fulfilled basic financial management requirements. Alternatively, credit was provided
through an existing LBP credit conduit. To date, AGRISOL has assisted 26,977 ARC producers to achieve firm, viable
market linkages with a credit portfolio of Php115 million. The Land Bank is continuing to extend operations in the pilot
areas. Further, LBP has established enterprise development teams and a national training program across the whole
country modeled on the AGRISOL approach.

b. Access to land markets.

The extent to which beneficiaries of CARP should be allowed to transfer their land rights is
an important policy issue. At present, there are legal restrictions that constrain ARBS to
freely engage in land market transactions. The reason behind this is the possible
consolidation of landholdings by larger and wealthier farmers. On the other hand, restricting
the transfers of land rights can lead to inefficiencies. It prevents households from using the
land market as adjustment mechanism to respond to imperfections in other non-land factor
markets. This efficiency advantage, however, depends on whether access to the land market
is determined by productive ability rather than wealth. An efficient land market ought to
contribute to equity by providing land access to the poor and to greater productive efficiency.

* Land sale market.

Land transfers can be through sale or rental. The distinction is important since land sales and
land rental markets might respond to rural market imperfections in different ways. In many
developing countries, the land sales market is often viewed as inefficient since wealth and
access to credit tend to be the dominant factors to access the land sale market. The study is
unable to test this empirically in the case of the Philippines due to lack of data. The evidence
on the extent and dynamics of agriculture land sales is thin.
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However, the manner on how these sales are undertaken can give insights into the reasons for
land sale (or purchase) and the possible distortions that can arise from these transactions.
There are direct and indirect ways of sale of agricultural lands. Indirect sales are done
through waiver of rights, land conversion or land pawning. Waiving of rights is common on
sale of CARP awarded lands. In this scheme, farmer beneficiaries make written waivers in
favor of other persons. The act involves a voluntary release of rights and possession of the
land. One reason for the use of waiver is that the awarded land has not been fully paid and
thus not eligible for sale. It is common knowledge in agrarian villages and in the municipal
DAR offices that waiver of rights is used by contracting parties to undertake sale transactions
or ownership transfers (DAR 1996, p. 7). Transfer via waiver has been significant but no
systematic record of these waivers is available at the DAR municipal or provincial offices.

Another indirect method of sale is through conversion of agriculture land to non-agriculture
uses. The sale transaction is undertaken upon approval of conversion. The conversion to non-
agriculture use allows the land to be sold without the restrictions imposed by the land reform
law.

Land pawning or sanglaan is an informal credit facility that involves a transfer of usufruct
rights that can be redeemed upon payment of the loan. Sale can occur after a pawning
transaction. Usually, a permanent transfer of ownership rights occurs when the debt
accumulates and remains unpaid after a long period of time (Nagarajan, David and Meyer
1992).

It has been observed that sales of agriculture lands are mainly done through indirect methods.
Land purchases through the land conversion method might also have been used to
circumvent the land reform law. The process of sale of agriculture lands requires informal
channels of approvals that could imply significant transaction costs. The different modes of
sale is shown in Box 5-2.
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Box 5-2 Modes of sale transactions on CARP lands

Direct Sale Transaction

(1)
(2
3)

The farmer-beneficiary approaches a possible buyer, who is usually a person with available cash.
Farmer-beneficiary and buyer agree on the price and other conditions of sale.

The farmer beneficiary files with the DAR Municipal Office a written request to transfer landholding with the
following documents (DAR Administrative Order 8 series of 1995/1996): (a) Certification of Full payment of
amortization to be issued by the Land Bank or the DAR for Voluntary Land Transfer and Direct Payment
schemes; (b) Certification on full payment of irrigation fees; (c) Certification on loans from DAR or LBP; (d) Tax
clearance; (e) Affidavit of that the land has no pending case with the DARAB, DAR, Courts or the Office of the
President.

The Buyer submits the following documents: (a) Affidavit of aggregate area of agricultural landholding in the
country; (b) Certification of the provincial Assessor's Office regarding the extent of buyer's landholding within
the province; (c) Copy of income tax return and residence certificate.

DAR Provincial Office reviews and evaluates the documents and provides recommendation.

DAR Regional Office reviews the documents and recommendations of the DAR Provincial Office.

The Regional Director approves or disapproves the recommendations of the DAR Provincial Office.

The decision of the Regional Director is forwarded to the Legal division for proper disposition. Copies of the
decision will be given to the contracting parties, DARPO and DARMO.

The decision of the regional Director may be appealed to the Secretary through the Bureau of Agrarian Legal
Assistance.

Sale Transactions through Waivers of Rights

®)

Farmer beneficiary approaches a possible buyer, which is usually a person with available cash.
Farmer-beneficiary and buyer agree on the price and other conditions of sale.

Farmer-beneficiary executes “waiver of rights” in favor of the buyer.

Surviving heirs also sign the waiver of rights to indicate their agreement to the sale.

The barangay chairman, BARC or other local officials affix their signature as witnesses.

Buyer and farmer beneficiary submit waiver to DAR Municipal Office and sign additional documents—(a)
Affidavit of acceptance of new farmer beneficiary (i.e. buyer); (b) OLT Form No. 9; (c) Recommendation of
ARBA/SN/BARC; (d) Production survey form of former farmer beneficiary (seller); (e) Investigation Report; (f)
Farmer's Undertaking.

DAR Municipal Office issues Transfer Action Order to serve as basis for releasing the new title in favor of the
new farmer beneficiary.

The new farmer beneficiary will be listed in the PARO Masterlist Record.

Sale Transactions via pawning

(1)
2

(3)
)

(5)
(6)

(7)
®)

Farmer-beneficiary in need of cash offers to pawn his land to relatives or to a “rich” farmer or person.

Written contract or loan agreement is executed by the farmer-beneficiary and lender (or pawnee) and witnessed
by the barangay chairman and/or BARC. If between relatives, a BARC clearance is not required.

The pawning contract is usually for 2 years.

Upon giving the cash loan, the lender takes over the cultivation of the land or hires laborers (“porcientohan”) to
work on the farm.

The loan remains outstanding until the farmer beneficiary repays the loan.

The farmer-beneficiary may draw additional loan from the land in which case, the lender may require that a
waiver of rights be executed.

If farmer is unable to pay large loan for a long time, the pawnee offers to buy the land.

If farmer-beneficiary agrees, the documentation for sale transaction is started.

Sale via Land Conversion Transactions

@)
2

A buyer convinces the farmer beneficiary to sell land usually by offering a price above the current market price
of land.

If the beneficiary agrees to the price, buyer prepares documents for land conversion with the farmer beneficiary
as applicant.
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(3)  DAR evaluates and approves land conversion.
(4)  Upon conversion, buyer registers the land transfer to the Registry of Deeds.

Source: Ballesteros and de la Cruz (2006) Land Reform and Changes in Land Ownership. PIDS Discussion Paper 2006

e Land rental market.

Compared to the land sale market, the land rental market can provide productive farmers
access to land even when credit markets are imperfect. Empirical evidence from developing
countries shows evidences toward the important role played by labor endowments (both
family labor and draft) in access to the land rental market. However, significant transaction
costs in the land rental market can cause barriers to participation and to the degree of
participation in the market.

The study examines the case of the Philippines using the IARDS data described earlier. An
assessment of households endowments of non-land factors of production show that family
labor, both male and female, seems to create the need to participate in the land rental market.
Controlling for land holdings and farm size, the factor ratios of renters prior to participation
statistically differs from that of owner-cultivators or the non-participants in the rental market.
The factor ratios on family labor particularly male labor are found to be adjusted to that of
owner’s ratio for those renting-in land (Table 5-10). However, this relation is not observed in
the case of draft labor. For the renting-out households, endowments of family and draft labor
are apparently not the key factors to participation in the rental market.

The study further examined these results using the land rental market model developed in the
literature, which argued that the presence of market imperfection in labor services (both
management and draft) in the context of credit market imperfections provides the rationale
for land leasing. Households with surplus labor relative to their land assets would choose to
rent-in land while those with more land relative to their labor capacity would rent out their
surplus land. This relationship is expressed as follows:
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DCA = f(L,0) (1)

where
DCA is the desired cultivated area

L is endowment of labor
0 is draft or machine capacity

Households make up the difference between DCA and land owned (4) through the rental
market such that the net land lease-in (NLI) is the difference between DCA and A.

NLI = h(f(L,0) — A) 2)

where
h" is the function of imperfection in the land market. It can be expressed linearly as

NLI=c+h':L+R'f,0— WA (3)
The econometric equation is as follows:
NLI = Bo+ BL + B0 — BaA + ¢ 4)

If adjustment is done perfectly, »' =1 or ; = —1 which means that actual cultivated area is
equal to the desired cultivated area and the market is functioning efficiently.
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Table 5-10 Comparison of pre- and post-factor ratios, owner and renters by farm size

P-value for Test between Groups

Owners Renting-In Renting-Out B e RETE
Owner vs Renting-In o 9
Out
Small Medium Large Small Medium Large Small Medium Large Small Medium Large Small Medium

No. of farms 760 84 18 333 52 15 95 9 1

Agri land owned 1.4 4.6 11.0 0.2 11 1.8 2.1 6.3 8.8

Farm Size 1.4 46 11.0 1.4 43 105 09 45 77

Farm animals per ag 0.3 0.1 0.1 1.0 0.4 11 0.2 0.2 0.0 0650 0683 0916 0608  0.266

land owned

Farm animal per ha. of 13 0.3 0.2 14 05 0.2 22 0.4 0228  0.189 e 0501 0938

land operated

Agri land owned per 05 13 3.0 0.1 03 1.0 06 22 8.8 0.000 0.000 0.001 0.001 0.092

family labor

Land operated per 05 13 3.0 05 1.2 41 03 17 77 0.351 0.648 0.233 0.000 0.742

family labor

Agri land owned per 07 23 47 0.1 06 16 11 27 8.8 0.000 0.000 0.003 0.002 0.228

male family labor

Land operated per 07 23 47 07 22 56 05 2.0 77 0.794 0.775 0.492 0.000 0.792

male family labor

Agri land owned per 10 32 6.9 02 08 0.7 15 45 0000 0000 0000 0001  0.107

female family labor

Land operated per 1.0 32 6.9 11 28 6.9 0.6 33 0090 0311 0876 0000  0.851

female family labor

Note: small: <= 3.0 hectares; medium: = 3.1-7.0 hectares; large: >= 7.1 hectares

***|f p-value <0.05, the groups compared significantly differ
** Test is not performed for groups when there are very few observations
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Table 5-11 shows descriptive statistics from the regression equations. The role of DAR in the
land rental market is shown through the inclusion of ARB and ARC dummies. Classifying
farm households in terms of these dummies reveal that there are differences in the ownership
of land and operated land between ARB and non-ARB. On the other hand, residing within an
ARC displays no dissimilarity within groups. Non-ARBs though appear to have greater
demand for land than ARBs as seen in the comparison of farm size with agriculture land
owned.

Table 5-11 Some descriptive statistics of IARDS panel data

ARBINARC  ARBnotinARC  Non-ARB in ARC n'\(')??r;ﬁBc

2000 2006 2000 2006 2000 2006 2000 2006
Number of Observations 261 418 480 307 120 240 699 575
Agri land owned 2.3 2.0 2.3 2.0 15 12 14 1.0
Farmsize 2.1 2.0 2.1 2.1 1.6 14 17 1.2
Percent irrigated land 39.7 39.6 39.3 35.7 39.7 323 29.1 312
Male family labor 1.8 25 19 2.4 1.7 2.3 14 2.2
Female family labor 17 2.2 1.6 2.2 12 19 12 2.0
Age of household head 55.7 59.9 56.0 62.4 55.3 59.3 54.7 60.1
predicted value of credt 05 05 05 05 05 05 04 04
Crop value 47745 20365 31364 35350 30994 21618 21582
Gross profit 22,900 11,018 13,825 16,397 19,043 8,065 10,330 7,864
Net profit 22,967 10,387 14561 11,745 15344 9,356 10,102 8,589

It is further observed average male and female labor for all households increased in 2006.
The probability of access to credit is also similar for ARBs and non-ARBs except for those
non-ARBs not in ARCs. In terms of crop production and profits, it is observed that ARBs in
ARC appear better off but they appear vulnerable to shocks. In 2006, net income is only half
of that in 2000. Other households also suffered similar declines except for ARBs not in
ARCs.

The regression results from the land rental market equation did not confirm the hypothesis
that endowment of labor services provides the motivation for participation in the land rental
market. The key factors that affect the probability of land market participation are land
endowment and credit access (Table 5-12).! Households with less land endowment and better
access to credit are more likely to rent-in. The probability to rent-in also increases among
households with larger land area, i.e., greater than 5 hectares. Households in ARCs have
higher probability of renting-in.

! The predicted credit access value was derived from the results of the probability estimates on access to credit (see Table 5-
5).
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Table 5-12 Probability estimates of renting-in/renting-out (random effects)

Renting-Out Renting-In
Variables Marginal Marginal
Coef. Std. Err. Effects Coef. Std. Err. Effects
(dF/dx) (dF/dx)
Agri land owned 0.365 0.046 ik 0.082 -0.337 0.053 i -0.071
Agri land owned X 2006 -0.040 0.048 -0.009 -0.261 0.071 i -0.055
Agri land owned > 5 ha -0.117 0.043 ik -0.026 0.137 0.057 * 0.029
Agri land owned > 5 ha X 2006 -0.057 0.057 -0.013 0.171 0.108 0.036
No. of plots owned 0.049 0.083 0.011 0.238 0.092 i 0.050
Male family labor -0.012 0.033 -0.003 0.047 0.035 0.010
Female family labor -0.044 0.038 -0.010 0.010 0.038 0.002
Age of household head 0.004 0.005 0.001 -0.003 0.005 -0.001
Education of household head -0.039 0.031 -0.009 -0.009 0.030 -0.002
ARB dummy 0.082 0.109 0.018 -0.141 0.105 -0.030
ARC dummy 0.082 0.108 0.019 -0.311 0.115 ik -0.062
Percent irrigated owned land 0.003 0.001 b 0.001 -0.001 0.001 0.000
Percent plain owned land -0.006 0.005 -0.001 -0.003 0.005 -0.001
Percent rolling owned land -0.007 0.005 -0.002 -0.001 0.005 0.000
Percent hilly owned land -0.007 0.006 -0.002 0.000 0.005 0.000
Province dummy 0.000 0.000 * 0.000 0.000 0.000 ik 0.000
Credit access (predicted) -0.717 0.386 * -0.161 1.542 0.404 b 0.323
_cons -0.930 0.652 -1.044 0.578
Number of obs 1062 1062
LR chi2(17) 151.18 132.77
Prob > chi2 0.0000 0.0000
Pseudo R2 0.1554 0.1347
Log likelihood -410.8712 -426.324

The probability of renting-out is also motivated by land endowment. Household with surplus
land have higher probability of renting out but those with bigger landholdings have less
probability to do so. A bigger area of irrigated land creates the motivation to rent-out which
could mean that irrigation tends to balance out the demand for more land. Households with
limited access to credit are more likely to rent-out land but the effect is weak compared to
that of the probability to rent-in land.

The degree of participation in the land rental market is tested using full sample regression
(OLS) and censored Tobit regression in the subsamples for household who rent-in and rent-
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out. The net land rent-in is constructed by subtracting total agriculture land owned from the
operated land or farm size. Thus, negative values of the dependent variable correspond to
renting-out land; positive values correspond to leasing-in land and zero values to non-
participants or autarky. The same determinants as the probit model were used in the
regressions.

The results are presented in Table 5-13. Labor endowments both male and female are not
significant determinants of the net amount of land rent-in (or rent-out). This result is
inconsistent with the probit results. It is possible that family labor both male and female
would rather rely on the wage market as source of income rather than use labor resources in
cultivating rent-in land. This can be looked upon as insurance through risks diversification.

Table 5-13 Determinants of net land rent-in (random effects)

Full Sample Regression Renting —Out Renting —In
(oLS) (Tobit) (Tobit)
Variables
Robust Std. Std.
G Std. Err. G err. ] err.

Agri land owned -0.300 0.081 Hhk 1.113 0.114 Hhk -0.581  0.137  **
Agri land owned X 2006 -0.099 0.053 * -0.072 0.117 -0.790  0.183  **
Agri land owned > 5 ha -0.316 0.089 Hhk -0.144 0.102 0.096 0.147
{ng(r]lgand owned>5haX 45 ga 0253 0131 ¢ 0692 0253
No. of plots owned 0.413 0.114 Hhk -0.263 0.201 0.606 0.242 *
Male family labor 0.014 0.029 -0.043 0.083 0.089  0.092
Female family labor 0.061 0.033 * -0.084 0.095 0.128  0.099
Age of household head 0.001 0.003 0.003 0.012 -0.006  0.012
Educ of household head 0.033 0.028 -0.149 0079  * -0.037  0.078
ARB dummy 0.096 0.109 -0.067 0.272 -0.522  0.276 *
ARC dummy -0.264 0.086 Hhk 0.325 0.270 -0.890  0.306  ***
; ?Irg’em imgated owned 0001 0001 0008 0003 * 0002 0.003
Percent plain owned land 0.005 0.002 ok -0.016 0.013 -0.002  0.012
Percent rolling owned land ~ 0.008 0.002 ik -0.022 0013  * 0.002  0.012
Percent hilly owned land 0.011 0.003 ik -0.022 0.013 0.009  0.013
Province dummy 0.000 0.000 Hhk -0.001 0.000 b 0.001 0.000 *
Credit access (predicted) 1.926 0.444 ik -2.690 0.956 4970  1.057 w
_cons -1.689 0.398 -1.178 1.609 4249 1522
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Full Sample Regression Renting —Out Renting —In

(OLS) (Tobit) (Tobit)
Variables
Robust Std. Std.
G Std. Err. G err. ] err.
Number of obs 1062 1062 1062
Log likelihood -660.66 701.18
Prob > chi2 0 0
test aglandown = -1
chi2(1) 0.97 9.31
Prob > chi2 0.3235 0.0023
** = significant at 1%
* = gignificant at 5%
* = significant at 10%

Note: All coefficients of renting-out were multiplied by -1 for ease of interpretation.

On the other hand, the ownership of agriculture land is a major determinant of net land rent-
in. Those with higher (lower) amount of land endowment tend to rent-out (rent-in) more land.
This result is consistent with the important role played by initial land endowment in the
probability of participation in land markets.

Households with larger owned land, i.e., greater than 5 hectares have higher demand for land.
This finding is significant in 2006, which indicates possible structural shift in the land rental
market between 2000 and 2006. The structural shift is weak in the case of renting-out.

The positive and significant coefficient of access to credit implies that imperfections in the
credit market lead farm households to adjust their operational landholdings through the land
market. Under this condition, households that are credit constrained would have difficulty
renting-in or would be unable to fully adjust to their desired cultivated area. On the other
hand, households would also rent-out more land when access to credit is constrained.

The relation between the amount of land leased and the proportion of irrigated land owned is
significant only for those households who rent out. This is consistent with the findings from
the probit estimates. It confirms the role of irrigation in balancing out the demand for land.

Being an ARB or in ARC affects only the amount of land rent-in. The negative coefficient
implies that an ARB or a household residing in ARCs tend to rent-in less land. Beneficiaries
of land reform are in autarky, which can mean either “optimal” farm size or presence of
significant transaction cost in the land rental market.

A test on the coefficient of agriculture land owned is performed to assess whether the land
rental market allows those participating in it to adjust to their desired farm size. As
mentioned earlier, the coefficient of land owned measures the function of imperfection in the
land rental market. If households do not face significant transaction costs, the adjustment of
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land owned to desired cultivated is achieved and the coefficient of land owned should be
equal to -1. The negative sign implies that households with higher landholdings rent-in less
land while those with lower landholdings rent-in more land. The result of the test performed
on the data shows that the coefficient of land owned equal to -1 is rejected for those renting-
in. This implies that the adjustment taking place in the land rental market is less than perfect.
On average, those households renting-in are able to obtain only 58% of their desired area.
Comparatively, the coefficient of own land for those renting-out is not significantly different
from -1 thus those renting-out are able to adjust well their landholdings.

The inefficiency in the land rental market is further examined through the relation between
agriculture land owned and farm size. Table 5-14 shows that operational landholding is
primarily determined by the size of agriculture land owned. This relationship is shown in
Figure 1-3. The demand for more land increases as ownership approaches five hectares. An
“optimal” farm size of 5 hectares seems to be maintained. However, this could be mainly due
to the ownership ceiling of 5 hectares imposed under the CARP. The demand for land again
increases for ownership greater than 5 hectares but declines as ownership approach 10
hectares. Beyond this point, landowners tend to rent-out land.

Table 5-14 Determinants of farm size

Fixed Effects Random Effects
Variables Std.
Coef. Err Coef. Std. Err.

Agri land owned 0.553 0.097 & 0.716 0.003 ok
Agri land owned X 2006 -0.179 0.071 *= -0.098 0.003 ok
Agri land owned > 5 ha -0.120 0.082 -0.312 0.010 b
Agri land owned > 5 ha X 2006 0.359 0.089 0.418 0.013 b
No. of plots owned 0.551 0.149 & 0.433 0.005 ok
Male family labor 0.064 0.078 0.019 0.002 ok
Female family labor -0.057 0.072 0.057 0.002 ok
Age of household head 0.002 0.015 0.000 0.000

Educ of household head 0.076 0.091 0.033 0.002 ok
ARB dummy 0.012 0.388 0.109 0.006 ok
ARC dummy -0.400 0220 * -0.270 0.005 ok
Percent irrigated owned land -0.002 0.003 0.000 0.000 ok
Percent plain owned land 0.007 0.013 0.004 0.000 ok
Percent rolling owned land 0.011 0.013 0.008 0.000 ok
Percent hilly owned land 0.008 0.013 0.009 0.000 ok
Province dummy 0.000 0.000 ok
Credit access (predicted) 2.192 0.675  *= 1.779 0.031 ok
_cons -1.632 1.564 -1.618 0.032
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Fixed Effects Random Effects

Variables
Coef. Sl Coef. Std. Err.
Err.

No. of obs. 1,062 No. of obs 1.062
F (16,280) 17.63 Log Likelihood  -623.52
Prob > F 0.00 Prob > chi2 0.00
F test that all u_i=0:
F(765,280) 1.33
Prob > F 0.0023

** = significant at 1%

* = gignificant at 5%

* = significant at 10%

It is also shown that the landless have access to the land rental market but access is limited by
the competition among small landlords (,<=3 hectares) to medium sized landlords (3.1-7.0
hectares).

A shift in the behavior of ownership and farm size is observed between 2000 and 2006. In
2000 the relationship between ownership and farm size is less defined. Controlling for family
labor, the study finds that the land rental market is more active in 2000 compared with that of
2006.

Non-parametric regressions display a clearer comparison of the two years. The lowess graph
(Figure 5-3) shows a steeper slope in 2006 compared to 2000 for land owned less than 25
hectares. Note that a 45-degree line implies autarky, which indicates an inactive land rental
market. It appears that the land market has been less efficient in 2006. There is less land
supplied in the market by bigger landlords. On the other hand, credit constraints are possibly
inducing households to smaller sized farms.

Figure 5-3 Trends in land markets efficiency: 2000-2006
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I11. Revisiting the Inverse Relationship Between Farm Productivity and Size

Although land reform in the Philippines has been regarded as a fundamental step in securing
social justice, the belief that smaller farms are fundamentally more efficient than the larger
ones has also been considered as a major justification. The empirical determination of the
existence of an inverse relationship between farm size and productivity (IRSP) has been one
of the main rationales for advocating land reform in developing countries, whereby equity
and efficiency gains could be simultaneously achieved. It is therefore of interest to assess
whether small farms continue to enjoy a productivity edge against larger farms under current
conditions affecting factor markets in Philippine rural areas.

Assessing the existence of a particular relationship between farm size and productivity is
akin to describe the symptoms of a given condition, but not the causes. And even more
important is the need to understand the policy implications that the analysis suggests once the
symptoms and the causes are related to each other. As discussed in the literature (e.g., Feder,
1985; Kevane,1996) various combinations of imperfections affecting credit, labor, land, and
risk markets can have radically different implications for the relationship between
productivity and farm size. The strategy followed in this specific analysis is to first assess the
IRSP, then explain it on the basis of the accumulated evidence on rural market imperfections
in the Philippines, and finally derive implications for changes in the functioning of land
markets for the IRSP.

To estimate the relationship between size and productivity the study relies on the IARDS
data previously described, thereby focusing on rice and corn areas. This chapter will deal
more closely with sugarcane lands. Results for the rice and corn areas will yield important
insights for land reform in sugarcane lands. To proceed with the empirical analysis, this
chapter starts first by constructing a profit function from the panel data. Profits are defined as
the value of revenues, which includes the value of self-consumed production based on prices
in the nearest market, minus the cost of inputs, hired labor, and the shadow cost of family
labor. The latter is obtained by valuing the total amount of days devoted by family members
to farm labor using the mean daily wage in the village.

This measure of farm profits falls short of the idea standard, by which output should be
valued using its shadow price (Binswanger, Feder, and Deininger, 1995). This limitation
could be particularly important in the context of the present analysis given the high degree of
protection afforded to rice. On the other hand, rice is the prevalent crop across all
observations and farm sizes, so that this shortcoming is not considered to affect the estimated
relationship between farm size and productivity for this particular sample. By using farm
profits instead of the value of revenue, the analysis improves on past empirical work on the
Philippines (e.g., Riedenger et. Kang, 2000).

The regressions were estimated using both gross profit and net profit. Gross profit excludes
shadow price of family labor.? The study also uses farm size and area planted to explore the
impact of farm size on productivity. Previous work by Lamb (2003) has demonstrated how

2 Shadow price computed based on average hired labor price within barangay.
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errors in measuring farm size in the context of panel data analysis biases the results toward
rejecting the hypothesis of a non-existence of an IRSP when the household specific effects
are assumed fixed. This chapter therefore assumes that household-specific effects are
distributed randomly. Land quality is controlled by including in the regression a number of
indicators such as the percent of land that is irrigated, plain, rolling, or hilly. The influence of
government programs supporting farm productivity is controlled by including a dummy
specifying whether the farm is managed by an ARB or belongs to an ARC. Finally, agro-
ecological constraints are taken into account by introducing dummies for cultivated crops.
The latter would also help in controlling for the influence of crop mix on revenues through
prices.

The regression results in Tables 5-15 to 5-7 show that the elasticity of net farm profits to
farm size is consistently less than 1 across the different regressions: as the size of the farm
increases, the increase in net profits is less than proportional. In turn this implies that the ratio
of net farm profits to farm size decreases with the latter. The size of the elasticity varies
between 0.615 and 0.713 depending on whether the dependent variable is net or gross profits
and whether one looks at cultivated or total farm size, where the latter includes fallow land.
A doubling of cultivated land (farm size) leads to a 40% (29%) decline in net farm profits
(gross profits). These estimates tend to be quite in line with other similar studies from other
countries, in particular Benjamin (1995) for Indonesia and Lamb (2003) for Semi-arid India.
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Table 5-15 Regression results on gross profit (double log function)

OLS (hetero corrected)

Random Effects

Variable
Coef. Std. Err. Coef. Std. Err.
Farm size 0.662 0.066 b 0.695 0.015 ok
Farm size_ ARC -0.128 0.107 -0.225 0.016 Hokk
Percent irrigated land 0.004 0.001 wkx 0.004 0.000 ok
Owner dummy 0.028 0.119 0.003 0.017
Amortizing Owner dummy 0.237 0.155 0.271 0.026 ok
Leased dummy 0.328 0.162 b 0.284 0.015 ok
Mortgaged dummy 0.111 0.570 0.389 0.034 ok
Other tenure dummy 0.265 0.412 0.406 0.150 ok
Percent plain land 0.002 0.008 0.003 0.002 *
Percent rolling land -0.002 0.008 0.000 0.002
Percent hilly land -0.006 0.008 -0.003 0.002 *
Rice dummy -0.168 0.129 -0.111 0.017 ok
Corn dummy -0.271 0.143 * -0.420 0.022 ok
Permanent crop dummy 0.081 0.124 0.143 0.015 ek
Cash crop dummy 0.440 0.219 b 0.526 0.079 ok
ARB dummy 0.051 0.105 0.121 0.018 ik
ARC dummy 0.198 0.114 * 0.184 0.018 ik
Brgy urban dummy 0.592 0.155 wkx 0.674 0.015 ok
Credit access (predicted) 0.591 0.359 * 0.690 0.039 ok
No. of plots owned 0.126 0.070 * 0.116 0.013 ok
_cons 8.427 0.845 8.127 0.194
No. of obs. 984 984
Prob > F 0.00 Prob>""4 00
chi2
Log likelihood -1218.5

** = significant at 1% ** = significant at 5%

* = significant at 10%
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Table 5-16 Regression results on net profit (double log function)

ol OLS (hetero corrected) Random Effects
Coef. Std. Err. Coef. Std. Err.
Farm size 0615 0059 . 0615 0000
Farm size_ARC -0.154 0.097 -0.188 0.019 i
Percent irrigated land 0005 0001 . 0.004 0000
Owner dummy -0.027 0.108 -0.025 0.020
Amortizing owner dummy 0.064 0.139 0.003 0.018
Leased dummy 0.229 0.149 0.282 0.017 ok
Mortgaged dummy -0.221 0.480 -0.074 0.211
Other tenure dummy 0.266 0.399 0.493 0.187 ok
Percent plain land 0.003 0.008 0.003 0.001 ok
Percent rolling land -0.001 0.008 -0.001 0.001
Percent hilly land -0.003 0.008 -0.004 0.001 ok
Rice dummy -0.090 0.115 -0.103 0.019 ok
Corn dummy -0.272 0.123 o -0.326 0.022 Hokk
Permanent crop dummy 0.161 0.108 0.230 0.022 Hokk
Cash crop dummy 0.368 0.188 * 0.404 0.066 ok
ARB dummy 0.118 0.096 0.148 0.012 ok
ARC dummy 0.211 0.1010 = 0.254 0.013 ok
Brgy urban dummy 0.515 0.140 *** 0.540 0.018 ok
Credit access (predicted) 0.379 0.322 0.501 0.057 ok
No. of plots owned 0.144 0.064 b 0.149 0.010 ok
_cons 8.386 0.808 8.234 0.102
No of obs. 1161 1161
Prob > F 0 Prob > chi2 0
Log likelihood -1430.16
** = significant at 1%
* = gignificant at 5%
* = significant at 10%

Note: Net Profit excludes shadow price of family labor.
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Table 5-17 Regression results on gross profit (double log function)

OLS (hetero corrected) Random Effects

Variable
Coef. Std. Err. Coef. Std. Err.
Total area planted 0.7129 0.0653 ok 0.7135 0.0104 ok
Area planted_ ARC -0.0968 0.1045 -0.2032 0.0224 ok
Percent irrigated land 0.0037 0.0012 ok 0.0040 0.0001 ok
Owner cultivator dummy 0.0668 0.1161 -0.0088 0.0180
Amortizing Owner Dummy 0.2562 0.1515 * 0.0423 0.0231 *
Leased dummy 0.3144 0.1583 b 0.2530 0.0203 ok
Mortgaged dummy 0.0369 0.5542 -0.0970 0.1285
Others dummy 0.3055 0.4009 0.5659 0.1679 ok
Percent plain land -0.0016 0.0080 0.0022 0.0020
Percent rolling land -0.0044 0.0080 -0.0021 0.0020
Percent hilly land -0.0077 0.0080 -0.0041 0.0020 **
Rice dummy -0.0100 0.1283 0.0222 0.0290
Corn dummy -0.0712 0.1400 -0.1555 0.0319 ok
Permanent crop dummy 0.1686 0.1201 0.3252 0.0261 ek
Cash crop dummy 0.5550 0.2132 ok 0.5141 0.0246 ok
ARB dummy 0.0353 0.1028 0.1565 0.0158 ek
ARC dummy 0.1401 0.1046 0.1871 0.0138 ek
Brgy urban dummy 0.5273 0.1517 ok 0.4972 0.0162 ok
Credit access (predicted) 0.6780 0.3487 * 0.5074 0.0430 ok
No. of plots owned 0.1233 0.0671 * 0.1354 0.0121 ok
_cons 8.6568 0.8234 8.2850 0.1962
No of obs. 976 1,152
Prob > F 0 P;?]?; 0
Log likelihood -1391.45
** = significant at 1%
* = gignificant at 5%
* = significant at 10%
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Irrigation is also a determinant of productivity but the increase in productivity attributed to a
unit increase in irrigation is minimal. This is quite surprising but might also reflect the
imprecision with which irrigation services are measured at the plot level in the survey.
Almost half the area potentially serviced by national and communal irrigation systems is in
fact in need of rehabilitation. Access to water varies significantly depending on the location
with respect to the main canals. Farming on hilly, marginal lands results in lower profits.
Among crops, rice, cash crops, and permanent crops have positive effects on productivity but
not so for corn. A comparison between rice, cash crops, and permanent crops shows that
results are robust for the latter (cash and permanent crops).

As expected, access to credit also has a positive significant impact on productivity. The effect
of tenure arrangement on productivity is not robust. However, the study observes that
amortizing owners, leaseholders, and land mortgagees enjoy a productivity advantage over
share tenants. This is not so between owners and share tenant. The tenure effect, however,
becomes insignificant once the shadow price of family labor is discounted from gross profits.

The influence of CARP is quite intriguing. On one side, being an ARB or belonging to an
ARC has an important impact on profits, either gross or net: by being included in an ARC a
farm increases its net (gross) profits by 25.4% (18.2%). Likewise, being an ARB is
associated—everything else being equal—with an increase in net (gross) profits 14.8%
(12%). This direct effect most likely reflects the impact of support services delivered by
DAR. On the other hand, a more subtle effect appears through the interaction effect between
inclusion in an ARC and the size of the farm: in ARCs the IRSP is much stronger. This result
IS consistent with the study’s previous finding that rental markets work less efficiently in
areas where DAR’s presence is stronger. As demonstrated in Feder (1985) when credit is
rationed and labor supervision is costly, imperfections in the land rental market make the
IRSP more likely.

IV. Agrarian Reform, Efficiency and Equity: Do We Still Have a Win-Win
Solution and What Are the Policy Implications for the Future of CARP?

Market imperfections in rural markets for credit, land, and labor have been shown to exist
and be significant. As shown by Feder (1985), the combined influence of the imperfection
makes the IRSP more likely. Indeed the data from rice and corn lands confirm this
expectation. Which implications can this study therefore derive from the previous analysis
for the CARP’s extension?

With the exception of the labor market, CARP has a significant role in the functioning of the
credit and land market, and more so in the case of the latter. The analysis above shows that
strengthening tenure security and removing or softening the restrictions on land transfers
would significantly improve access to farmland by the land poor. Moreover, complementing
the reform of such restrictions with the one banning sharecropping would have additional
beneficial effects in terms of enhancing the potential for landless farmers and farm-workers
to improve their socioeconomic status.
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Of course, even with such reforms approved and implemented a bias in credit access against
smaller farms would continue to be observed, albeit reduced. Imperfections in both labor and
credit markets would continue to influence the relationship between farm size and
productivity even if land markets were to work efficiently. A key question is whether an
IRSP would continue to be observed in a counterfactual scenario in which restrictions on
land transfers are fully removed.

An answer to this hypothetical question can be provided on a theoretical basis. As discussed
in Feder (1985), Kevane (1996), and Bardhan and Udry (1999) an IRSP is likely to exist
when a combination of imperfect labor and credit markets exist. The likelihood of an inverse
relationship will be greater the higher the cost of supervising hired labor and the weaker the
credit constraints for small relative to larger farms (e.g., Feder); the more important are the
leisure effects associated with income (e.g., Kevane, Bardhan, and Udry). Credit constraints
would be softened with a reform of CARP that would improve tenure security and reduce
transaction costs in land rental markets.

Thus, under improved conditions for tenure security and land markets, an IRSP would
continue in all likelihood to be observed. In turn this would suggest that land reform under
such conditions would still be warranted. The key problem is that an extension of an agrarian
reform program such as CARP would not simultaneously achieve a proper functioning of
land markets—that is, achieving the twin goals of equity and of efficiency. The issue,
therefore, is whether an approach to agrarian reform that would allow improvements in both
equity and efficiency (while reinforcing itself through an improved functioning of land
markets) is in fact feasible in the Philippines today.
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6. CARP EXTENSION AND
THE CHALLENGE OF SUGARLANDS

|. Introduction

Much of the balance in land acquisition and distribution (LAD) is in sugarlands, especially in
the Visayas region. LAD has already been significantly delayed mainly by landowner
opposition. This chapter examines three arguments against breaking up large sugarcane
estates into small family-owned farms.

» The first, and most obvious, argument is that small farms forego the economies of scale
enjoyed by big farms.

* The second is that coordination costs would be much higher if mills were to transact with
numerous small landowners, compared with dealing with a few big landowners.
Coordination involves the timely, continuous delivery of very large volumes of cut cane
to the mill, taking into account the postharvest perishability of sugarcane.

* Third is that sugarcane supply likely would decrease since small family farms are more
prone to shift to other crops, compared with owners of big farms.

The latest development in the industry, the Biofuels Act, reinforces these arguments. The Act
creates new sources of demand for sugarcane as feedstock for ethanol production. Ethanol
processing benefits from large-scale economies. It is important to maintain high productivity,
stable supplies, and coordinated deliveries in the face of open competition from traditional
processing of sugarcane for food.

This chapter evaluates the past implementation of LAD, its potential impact on sugarcane
supply and procurement costs, and options for addressing the LAD balance in major
sugarcane-producing areas. Specifically, the chapter—

1) Reviews the socioeconomic and institutional context of implementing agrarian reform in
sugarcane areas;

2) Gathers evidence to assess the following:
» Existence of significant scale economies in sugarcane production;
» Significant increase in coordination costs between planters and millers, when the
number of planters increase;
» Tendency of farmers to shift from sugarcane to other crops, as farm size decreases;

3) Looks at options or models for extending CARP to sugarcane plantations.
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I1. Conceptual Framework, Review of Literature, and Methodology

Is sugarcane farming special? Traditionally, ownership of sugarcane farms is highly
concentrated. The vision of land reform is a sugarcane sector producing under small-scale
owner cultivation. The three arguments presented above support the idea that sugarcane
farming is somehow special, and that only concentrated ownership can consistently achieve
efficiency and high productivity.

The argument based on scale economies is perhaps the most popular among large estate
advocates for two reasons. The first reason says that to borrow working capital for sugarcane
production is difficult. But because large farmers tend to be wealthier, they can either self-
finance or offer adequate collateral. The second reason says mechanized farming is efficient
compared with using draft animals. Only the bigger landowners would have the means and
incentive to own large farm equipment.

However, granting both arguments, the solution might not lie in land consolidation. Credit
policy can address borrowing constraints. Small farmers can rent, instead of buy, mechanized
farming technologies. If these alternatives fail, a deeper explanation is required based on
either transaction or other costs facing small farmers.

The argument based on coordination cost arises from the twin problems of assuring enough
deliveries to maintain output and avoiding putting too much cut cane on queue as this raises
the risk of postharvest deterioration. Although it seems evident that coordination is more
difficult with numerous small deliveries, there is still no evidence that alternative
coordination arrangements — such as planter associations — can address the problem.

Finally, the argument concerning the likelihood of sugarcane supply decreasing is related to
the issue of excess capacity, since the shift to parceled production allows a greater diversity
of crop choice in the farms around the mills. However, granted that parceled production is
diversified, presumably small farmers have shifted crops in response to market signals.
Apparently big farmers, who have a greater tendency to continue sugarcane production, hear
a different set of signals. For this argument to hold, these differences should be given a
plausible explanation.

On the other hand, there might be different reasons as to why the sugarcane industry is
“special”. The concentration of land simply might have been a product of history and
institutional factors—colonial heritage, consolidation of political interests, and control over
regulatory mechanisms Perpetuating these conditions could be socially inefficient, but
privately rational, since they make it possible to profit from the lack of real competition in
the industry. If so, this kind of profit could well be an important part of the value of
sugarcane land. This makes it expensive to pay land compensation and raises the cost of land
amortization to potential CARP beneficiaries.
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a. Related studies.

Hayami, Quisumbing, and Adriano (1990), and more recent work (Hayami 2003; 2004)
debunk the economic superiority of plantation agriculture. There are supposedly “few crops”
exhibiting sufficiently strong economies of scale at the farm level. For every plantation crop,
there are small family farms elsewhere successfully producing the same crop. Sugar is often
cited as a case of scale economies arising from the need to coordinate production and large
scale processing, both to avoid under-capacity, and to ensure that harvested cane be
processed quickly enough to avoid deterioration. However, while the amount of sugar
recovered per unit of cane does decline as processing is delayed, the rate of decline is slow.
This allows sugarcane to be hauled over long distances and temporarily stored. Small family
farms can resolve potential problems in coordinating harvest and processing through a
system of contracts and quota deliveries. This system has been demonstrated in Australia,
Thailand, and Taiwan. For certain crops such as sugar, plantation agriculture has dominated
because only the wealthy could pay for the infrastructure cost of opening up land, along with
the cost of acquiring concessions over raw land. Those with the means to do so typically
were the elite and Western settlers during the colonial period.

Abundant literature is devoted to the issue of scale economies and the related issue of the
inverse relationship between farm size and productivity (the smaller the farm, the higher the
productivity). Fan and Chang-Kang (2005) provide the most recent review. Sen (1962) first
observed the inverse relationship followed by numerous studies that appeared to establish
this relationship. A favored explanation is that small farms can apply a higher intensity of
family labor (Chayanov, 1966), which is more efficiently supervised than hired labor
(Raghbendra et al, 2000).

With the advent of the Green Revolution in the 1970s, however, labor has become less
important compared with modern inputs such as fertilizer, which require more cash and
credit flow. Recent literature shows no consensus on the inverse relationship. In fact, there
are studies suggesting that this inverse relationship is accurate for traditional agriculture but
not for agriculture undergoing technological change (for example, in Chattopadhyay and
Sengupta, 1997). More specifically for Philippine data, Herdt and Mandac (1981) find that
small rice farms exhibit greater technical efficiency, though Lingard, Castillo, and Jayasuriya
(1983) rule out size as a factor in the efficiency of rice farms. Tadesse and Krishnamoorthy
(1997) also find that measures of technical efficiency vary across both farm size and agro-
ecological zone.

Assuncdo and Braido (2007), in a very recent study, examine whether the inverse
relationship is simply a spurious association owing to omitted variables. They considered
whether the omitted variable might be household-specific — that is, a matter of farmer ability.
They then considered whether the omitted variable might be plot-specific — that is, the farmer
privately recognizing such plot characteristics as the low quality of the land, prompting him
to farm extensively over bigger plots (e.g., Bhalla and Roy, 1988). To identify which case
actually holds, Assuncdo and Braido use plot-level data from India in which a single
household simultaneously crops plots of varying size. They find that the inverse relationship
holds across plots within the same household, hence ruling out household-specific
explanations.
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The inverse relationship is consistent with but not equivalent to diseconomies of size
(increasing average cost). Even for this issue, the evidence as reviewed by Alvarez and Arias
(2003) is conflicting, that is, studies find both economies of size (L-shaped average cost) as
well as diseconomies of size in farming. Their favored explanation for economies of size is
the presence of an indivisible input, namely managerial ability.

These studies have so far relied on farm survey data. A different approach is taken by
Vollrath (2007), who looks at national data to conduct cross-country regressions, in the
mould of empirical growth literature. The dependent variable is agricultural output per
worker, with the Gini coefficient of landholding among the explanatory variables. Land
inequality has a negative, significant, and sizable effect on agricultural labor productivity.
The analysis rules out decreasing returns to farm size as a transmission channel, though
political economy remains a possible explanation, that is, landholding inequality leads to
stronger resistance against political and educational reforms.

Studies specifically for sugarcane remain sparse. Outside the Philippines, the issue of optimal
farm size has been investigated for Trinidad (Palmer and Pemberton, 2007). The output that
minimizes long run average cost is 697 tons, corresponding to about 13 ha; 98% of sample
farmers were found to be operating below this size. In the Philippines, Padilla (1993)
examines the issue of scale economies using cost and returns data averaged for six farm size
classes at the level of the mill district. Production function analysis shows that there are no
increasing returns to size in sugarcane production.

Table 6-1 Performance indicators for sugarcane farms, by size class

Efficiency type Small Medium Large
Yield (t/ha) 40.9 51.5 61.5
Cost (pesos/ha) 24,571.2 28,621.0 32,392.6
Unit costs:
Seeds 273.9 193.3 155.6
Fertilizer (NPK) 7.1 6.8 6.5
Power 106.8 110.5 107.9
Labor 98.0 86.7 89.5
Efficiency:
Allocative 0.80 0.85 0.87
Technical 0.76 0.82 0.83
Economic 0.62 0.71 0.73

Source: Padilla-Fernandez (2000).
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Padilla-Fernandez (2000) revisits the issue using the method of technical and allocative
efficiency, based on data for individual farms. Measurement of efficiency relies on
nonparametric Data Envelopment Analysis. Farms are classified into small (up to 10 ha),
medium (10-50 ha), and large (over 50 ha). Yields are highest for large farms, but costs are
also highest (Table 6-1). However the difference in yield more than compensates for the
difference in cost. Efficiency measures, whether technical or allocative, are closest to unity
for the large farms. The critical source of allocative efficiency for large farms is the
difference in unit cost of inputs. Bulk purchasing and other marketing advantages allow them
to pay a lower price for fertilizer, labor, and seeds.

The only published paper specific to agrarian reform beneficiaries (ARBS) engaged in
sugarcane farming appears to be that of De los Santos and Mendoza (2002). The study
surveyed 304 ARBs from 18 agrarian reform communities (ARCs) growing sugarcane in
1998-1999, covering crop years 1994-1997. Yields were 22%-31% lower than those of the
mill district, the region, and the country. Costs ranged from Php11,300 to Php33,480 (plant
crop), compared with commercial farms (Php35,590). Low productivity can be traced to:
extending ratoon' more than twice; absence of irrigation; narrow row spacing; and low
application of fertilizers, particularly nitrogen. Based on soil quality analysis, six ARCs were
not suitable for sugarcane farming, while only eight were moderately suitable. Hence, there is
considerable scope for productivity improvement in ARCs.

b. Methodology.

To achieve the foregoing objectives, this study will undertake a desk review, a rapid
appraisal for primary source information, and analysis of data from secondary sources, such
as the Sugar Regulatory Administration (SRA) and the Bureau of Agricultural Statistics
(BAS). The desk review provides the socioeconomic and institutional context of agrarian
reform in the sugarcane industry. The rapid appraisal further expands on this context and
generates stakeholder information and perspectives about the impact and prospects of land
reform implementation on sugar lands.

The rapid appraisal covered the provinces of Negros Occidental (which has the biggest
sugarcane area and one of the lowest LAD accomplishments) and Bukidnon (a center of
sugar industry growth and among the highest in LAD accomplishments). In Negros
Occidental, the study focused on the First Farmer’s mill district, with the central located in
Barangay Dos Hermanas, Talisay City. The First Farmer’s mill is a stock corporation owned
by members of the First Farmer’s Association (FFA); it is the only surviving planter-owned
sugar central in the country. In Bukidnon, meanwhile, the stud focused on areas around the
Busco mill (Quezon) and the Crystal mill (Maramag).

For the issue of economies of scale, the study will use SRA data from its Farm Management
Record-keeping survey. The survey was conducted by the Extension and Technology
Division under the Research, Development, and Extension Department for Luzon and
Mindanao. Unfortunately the counterpart Department for Visayas (for the Negros mill
region) did not conduct this survey; consequently mill regions covered are Luzon, Eastern

L A shoot or sprout growing from the root of a plant (especially sugarcane) that has been cropped.
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Visayas, Panay, and Mindanao. Respondents were selected according to a stratified sampling
frame for crop years 2002, 2003, and 2004. There were 307 respondents in the first round
and 333 in the subsequent rounds. The survey focused on cost and returns, although other
respondent and farm-level information was also collected.

Systematic assessment of the returns to scale issue is done by estimating the conditional cost
function: ¢ = ¢(Q, w, z), where ( is total minimum cost, @ is the total output, w a vector of
input prices, and z a vector of control variables. Denote average and marginal costs
respectively as AC and Mc; the elasticity of scale », computed at the sample mean, follows
the simple identity:

_AC (al»nc)‘l . AC (al»nc)‘l
M= uc 8lnQ N =2c 8lnQ

1)

For coordination cost, the study will rely on the rapid appraisal, as well as examination of
SRA data on mill recovery, compared to indicators of farm size concentration.? For
diversification, the study will examine sugarcane area trends over time, compared to
indicators of farm size concentration, using SRA data, and conduct multiple regression
analysis of the determinants of sugarcane area, by province, with farm size concentration
indicators among the explanatory variables.

Finally, for the rent hypothesis, the study estimates returns to land (profit), which is then
capitalized into imputed land price (this can be compared with the prices obtained from rapid
appraisal). The counter-factual would then be imputed land prices when profits are re-
computed under world prices.® This would allow estimation of the rent component of
sugarcane land price. With scenarios from price changes due to the application of the
Biofuels Act, additional adjustments can be made regarding the rent component of the land
value. Based on these projections, the institutional context, as well as analytical results
regarding scale economies and coordination cost, the study can then provide an assessment of
the prospects for land reform in sugarcane areas.

I11. Socioeconomic and Institutional Context
a. Industry profile

Sugarcane is among the country’s major crops, after palay, coconut, corn, and banana (Table
6-2). Its share in total agricultural output (by value) grew slightly from 4.8% to 5.4% over
1988-2006. Production has been growing over time, albeit slowly with some episodes of
decline (Table 6-3). In the 1970s cane production was about 19.5 million tons, hitting 22.5
million tons in 2006. Production has long been dominated by Negros, which accounted for

2 Ideally to pin this down we would need complete milling cost data, isolating other factors affecting milling costs (such as
lagged investments in mill capacity, technological change, etc.), and an explanatory variable for average deliveries per
supplier. However it would be infeasible to expect commercial mills to allow access to complete cost data.

% The computations assume away the inevitable market adjustments should the industry be subjected to import liberalization.
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58% of output in the 1970s; the rest of the Visayas split 17%, while Luzon took up most of
the remainder. Mindanao production was then negligible. Currently Negros maintains its
output share. A pronounced difference is the rise of Mindanao output to a 16% share, at the

expense of Luzon and the rest of Visayas.

Table 6-2 Shares in output value by major crop, 1988 — 2006

1988 1993 1998 2003 2006
Palay 275 26.5 25.4 34.3 35.0
Coconut 13.3 15.0 15.9 16.8 15.9
Corn 12.1 121 10.2 10.5 125
Banana 5.2 4.7 5.6 7.4 8.5
Sugarcane 4.8 6.3 5.0 5.9 54
Others 37.1 35.4 37.8 25.1 22.6
All crops 100.0 100.0 100.0 100.0 100.0
Source: BAS.
Table 6-3 Production of sugarcane, total and by milling region in ‘000 t, 1972 — 2005
Region 1972 1980 1985 1990 1995 2000 2005
Philippines (‘000 t) 19,491 22,490 18,719 19,352 18,505 19,571 22,572
Shares (%)
Luzon 24.2 22.2 23.8 21.9 19.5 18.4 15.6
Negros 58.3 58.3 56.0 58.0 59.5 55.3 56.7
Panay 10.4 9.1 6.0 55 6.1 6.4 6.7
E. Visayas 6.5 6.6 6.4 6.3 55 4.8 4.0
Mindanao 0.6 38 7.9 8.3 94 15.2 17.0
Source: SRA.

In terms of area, sugarcane lands occupy nearly 392,000 ha (3.2% of agricultural land),
compared to about 441,000 ha in the 1970s (Table 6-4). The decline in area occurred in the
early half of the 1980s, concentrated in Panay and Eastern Visayas (with a minor slide in
Negros). In contrast, sugarcane area has grown rapidly in Mindanao.
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Table 6-4 Area planted to sugarcane, total and by milling region, 1972 — 2005

Region 1972 1980 1985 1990 1995 2000 2005
Philippines (h) 440,986 442,201 406,751 334,922 369,132 362,528 391,712
Shares (%)

Luzon 27.1 27.2 25.4 24.6 19.6 18.1 18.0

Negros 53.6 514 50.5 52.0 53.7 54.3 50.5

Panay 125 11.3 8.3 6.2 9.1 85 6.7

E. Visayas 6.2 6.1 6.2 6.7 54 4.6 4.7

Mindanao 0.5 41 9.6 10.4 12.2 14.6 20.1
Source: SRA.

The fact that the country achieved higher output with decreasing land area implies rising
annual yield (Table 6-5). Despite dips (e.g., in the mid-1980s and mid-1990s), yield has risen
from 44 tons/ha to 58 tons/ha. Negros consistently leads here as well, while the lagging
regions have been Luzon and Eastern Visayas. Industry observers note the frequency of
typhoons in these areas, particularly for the latter. Mindanao also saw yield trends coinciding
with that of the national average, except for the drop in the mid-2000s, accompanying a rapid
expansion in area.

Table 6-5 Sugarcane yield by milling region (t/ha), 1972-2005

Region 1972 1980 1985 1990 1995 2000 2005
Philippines 44.2 50.9 46.0 57.8 50.1 54.0 57.6
Luzon 395 41.6 43.1 514 50.0 54.9 49.8
Negros 48.0 57.7 51.0 64.5 55.5 55.0 64.8
Panay 36.8 40.9 331 50.8 335 40.5 57.6

E. Visayas 46.1 54.9 47.3 54.1 50.9 56.4 49.0
Mindanao 48.1 47.9 37.8 45.8 38.9 56.3 48.7

Source: SRA.

In 2006, production of raw sugar for the domestic market was about 2 million tons, a figure
that has held steady over the past few years (Table 6-6). Exports comprised the bulk of
production in the 1970s, but exports dropped steeply in the 1980s. Currently exports account
for only 137,000 tons, or less than 10% of exports in the 1970s. Exports were exclusively for
the US market, except in 2004-2005, where exports to the world market (D sugar) averaged
85,000 tons. The country is largely self-sufficient in sugar, registering zero importation up to
1995, and again by the mid-2000s.
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Table 6-6 Production, exports, and imports of sugar, 1975 — 2005, in tons

Production Exports Imports
1975 2,396,992 1,514,502
1980 2,266,963 1,619,469
1985 1,722,209 877,334
1990 1,753,420 275,488
1995 1,647,023 149,529 84,524
1996 1,790,375 229,112 816,668
1997 1,829,993 248,467 132,624
1998 1,802,744 198,876 97,650
1999 1,624,322 141,298 601,499
2000 1,619,613 91,250 101,330
2001 1,805,203 89,317 215,921
2002 1,898,501 75,401 87,907
2003 2,161,525 137,353 41,978
2004 2,338,574 137,000 351
2005 2,150,746 137,353

Note: Imports sum up raw and refined sugar.

Source: SRA

Processing of raw sugar is done domestically; currently there are 28 sugar mills operating,
down from a peak of 42 (in 1978). Negros has the most mills (12), followed by Luzon (7);
Mindanao has four, while Panay and Eastern Visayas have three each. The reduction in
number of mills despite higher production levels implies rising investment in milling
capacity since 1975 (Table 6-7). However the expansion is accounted for almost entirely by
Mindanao, with minor increases in Negros. Capacity actually declined in the other regions,

with the fastest drop in Panay.

Table 6-7 Rated capacity of sugar mills by milling region, in cane t/day, 1975-2004

1975 1980 1990 2000 2003 2004
Total 157,651 189,622 173,130 168,800 177,800 178,300
Luzon 40,228 48,654 45,800 36,500 39,700 38,500
Negros 83,045 96,658 92,080 87,000 87,600 82,800
Panay 18,078 20,398 13,250 14,000 12,000 12,000
E. Visayas 12,300 11,912 12,000 8,800 10,000 10,000
Mindanao 4,000 12,000 10,000 22,500 28,500 35,000
Source: SRA.
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b. History.

Sugarcane was already cultivated in the country during the pre-colonial period. Widespread
farming of the crop started in the Spanish period. At that time, demand grew and new
technologies in the form of crude milling machines were introduced. Exports began in the
1700s, but at low levels. Luzon was then the center of sugarcane farming and sugar
production. The industry took off in the mid-1800s, with the opening of the port of Iloilo to
foreign trade, and expansion of plantations in the Visayas. Subsequently the importance of
Luzon declined. Sugarcane farming was then based on share tenancy (Padilla-Fernandez,
2000). Consistent with the argument of Hayami (2004), much of the acquisition of new areas
involved filing a claim on public or Crown lands for a nominal fee, as well as practices like
sanglang-bili (Corpuz, 1997).

During the American period, the domestic sugar market in the United States was opened up
to duty-free importation from the Philippines. Production rose from just 0.2 million tons in
1913 to 1.56 million tons in 1934. After independence, quota access to the US market
continued, reaching 1.3 million tons in 1971, with the Philippines becoming the top sugar
exporter to the US. New centrifugal technologies were introduced, leading to the
specialization of processing to large-scale mills. To ensure sufficient cane supply, mill
investors entered into long term milling agreements with planters, which became the basis of
the output sharing schemes (Larkin, 1993). Cane deliveries were facilitated by railways,
which inhibited competition and led to bargaining between millers and planters, organized
into associations. Share tenancy gave way to wage labor and mechanized farming. The elite
“sugar bloc” was established around this time (Padilla-Fernandez, 2000).

Many observers have noted the severe land inequality in sugarcane farms. In 1991, the Gini
coefficient was 0.81, compared with the national average of 0.57. The average farm size was
likewise higher at 7.2 ha, versus 2.2 ha average for the country. This high concentration is the
result of a colonial legacy that might have been reinforced by market distortions owing to
domestic protection and the preferential US quota (World Bank, 1998).

Even though parity and trade agreements ended in 1974, the US quota was maintained,
although this quota was to decrease over time. During the mid-1970s, the martial law
government monopolized sugar trade. However, gross mismanagement led to large-scale
business failures. Restoration of democracy in 1986 led to reorganization of the industry
under the SRA. The reforms combined heavy government regulation with strong private
sector representation.

4 During the boom of 1974 (following the failure of the sugar beet harvest in Europe), government withheld rice from the
market, on speculation that prices would go up. But prices fell precipitously instead, bringing with it a near collapse of the
industry. Planters could not pay their loans. Banks cut their credit lines to planters and workers went unpaid (Padilla-
Fernandez, 2000).
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c. Regulatory framework.

The Sugar Regulatory Administration is an attached agency of the Department of Agriculture
(DA). The governing body of the SRA is the Sugar Board, composed of a representative each
from millers and planters, along with the SRA Administrator and the DA Secretary. The
industry is organized into mill districts. Given large mill capacities, the number and location
of mills is zoned to ensure output while avoiding congestion. Planters in each district are
organized into associations. Each mill district implements a sugar-sharing scheme (RA 809).
Under this scheme, millers are assigned a fixed share of the output of raw sugar, usually 30%
(though some mills are allowed a 35%-65% scheme). The representatives of the associations,
mills, and the SRA form the Mill District Development Council. The SRA collects a lien of
Php2 per bag (50 kg) of raw sugar. Proceeds of the levy are administered by the Mill District
Development Council for R&D and extension services.

The SRA implements the quedan system, which is a warehouse receipt corresponding to
some amount of sugar. Quedans can only be issued and redeemed upon authorization of the
SRA. Hence, the SRA can monitor transactions and enforce its regulations through the
quedan. In practice, the mill would already issue the quedan to the planter upon delivery of a
batch of cane, using an estimate of the amount of sugar recovery from that batch. Quedans
have evolved into a trading instrument for raw sugar.

Box 6-1 Sugar Orders (SOs)

The SOs are based on annual demand and supply projections. The latter is obtained by extrapolations from mill
production figures and farm survey data. These data are collected by the SRA (respectively, by the Extension and
Technical Services Division and the Regulation and Enforcement Division). For 2007-2008, the projected output is 2.3
million t, hence the SO allocated 7% of quedans to A, 80% to B, 5% to C, and the remainder to D. Note that the SOs
are subject to modification within the year as need arises based on changes in demand and supply conditions.

An important function of the quedan is to enforce the quota system, which allocates sugar
every year to the US, domestic, reserve, and world markets (respectively, A, B, C, and D
sugar). The proportional allocation is decided annually by the Sugar Board and codified as
Sugar Orders (SO), issued at the start of the milling season (Box 6-1). Prices can therefore be
segmented by market destination. Quantitative restrictions are implemented by controlling
the issuance of B sugar. Imports above the amount allocated for B sugar is classified as C
sugar and prevented from being released immediately into the market. Protection is also
imposed by slapping a 65% tariff (out-quota), the highest tariff rate among agricultural
products (de la Pena, 2006).

Traditionally, owing to high protection in the US, A-sugar prices were usually highest,
followed by domestic market prices, with reserve and world prices being lowest. However,
the world market entered a period of extreme volatility in the mid-1970s (Figure 6-1). World
prices of sugar hit their all-time peak in nominal terms in 1974 at 30 cents/lb, but gyrated
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wildly over the next decade. By 1985 prices had collapsed to just 4 cents/Ib. Since then prices
have fluctuated mostly within the 5 to 15 cent-band.

Figure 6-1 World market price for raw sugar, New York Contract No. 11 (US cents/Ib)
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Figure 6-2 shows the domestic margin, which is the excess of the domestic wholesale over
world price as a percent of the world price (a measure of the nominal protection rate). The
margin has also varied, but remains generally positive. Since 1978, the only exceptions were
in 1980 and 1981 during another world price spike. From 1990 onward the margin has
averaged 93%. Also shown is the A-sugar margin, which is the excess of the A-sugar price
over the world price, as a percent of the world price (a measure of the nominal protection rate
provided by the US market). Unfortunately SRA data is readily available only from 1987.
Just like the domestic margin, the A-sugar margin is positive, i.e., exporters to the US are
better off than the average exporter to the world market. However, the A-sugar margin is
lower than the domestic margin (except for 1987 and 1991); the average since 1987 is only
73%. Since the 1980s, the US market has become a less lucrative destination owing to rising
domestic production (such as from sugar beet) and sugar subsidies. This was combined with
declining demand as processors shifted to substitutes, notably the high fructose corn
sweetener—a development that was partly induced by the high sugar prices in the 1970s
(Barry, 1990).
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Figure 6-2 Domestic and A-sugar margins, 1978-2007
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d. Industry prospects.

Demand is projected by SRA to be flat at approximately current levels (reaching 2.019
million tons by 2011). Given trade protection, domestic production is able to meet and even
exceed domestic demand under current prices, with the excess absorbed by either reserves or
the world market. In the area of multilateral trade liberalization, progress in the negotiations
for the Doha development round of the WTO has stalled, and there appears to be no
significant agreements in the offing in the near future.

However the country’s participation in the ASEAN Free Trade Agreement opens a
significant opportunity for liberalizing trade in sugar, at least within ASEAN. Sugar is
classified under the “sensitive list” of agricultural commodities, whose inclusion in the
common effective preferential tariff (CEPT) is scheduled on 2010. Given the presence in the
region of sugar exporters such as Thailand, which can compete at world market prices, the
CEPT promises a wider range of choices for sugar consumers, but significant adjustment for
sugar producers. There are however no recent quantitative projections available regarding the
impact of CEPT inclusion on the sugar industry.
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Given the apparent inevitability of trade liberalization, industry players have looked to
biofuels to create an alternative protected market. The most significant prospect for
sugarcane is the fuel market. The Biofuels Act mandates a 5% ethanol-gasoline blend by
2009, and provides a package of tax exemptions and fiscal incentives to promote biofuels
production.® It creates a body called the National Biofuels Board (NBB), composed of
Secretaries of various agencies, which monitors implementation of the Act and oversees the
national program for biofuels. The Act empowers the NBB to raise the ethanol mandate to
10% by 2011. Importation of ethanol is currently subject to 10% tariff, possibly dropping to
1% if the DOE certifies the imports are to be used in the fuel ethanol program (EO 449).
However, imports of bioethanol are only allowed with DOE approval up to 2011.

The SRA has drawn up projections on the sourcing and impact of bioethanol demand created
by the Act (SRA, 2007). The ethanol mandates are expected to require 223 to 482 million
liters of ethanol from 2009 to 2011. With ethanol recovery from sugarcane at 70 liters/ton,
the ethanol mandate would therefore require 49,000 to 106,000 ha of land, under current
yields. Currently “excess” cropping area (i.e., area that can be removed from cane production
without a significant increase in domestic price) is estimated at about 38,000 ha up to 2011;
part of this area (25,000 ha) can be re-allocated to ethanol production. Combined with an
expansion of sugarcane areas by about 63,750 ha, the combined sugarcane area of 88,750 ha
would be able to meet the ethanol requirement by 2011. The expansion areas account for less
than 1% of the country’s total arable land. They are currently idle, or used for pasture and
farming of other crops (perennials, vegetables, and grains). The rise in food prices as an
indirect effect of bioethanol demand is expected to be insignificant.

On the processing side, the minimum economic size of a bioethanol plant is about 100,000
liters/day, corresponding to 7,000 ha for sugarcane feedstock at current yields. Two types of
plants are possible: facilities adjunct to an existing mill, and stand-alone facilities. The
former is cheaper (about Php800 million compared to Php1.3 billion for the latter), as well as
quicker to construct (18 months, as against 24-30 months for stand-alone facilities).
Currently there are 18 investment proposals for bioethanol plants, of which 15 identify sugar
or molasses as feedstock. Of these, only one proposes an adjunct facility, indicating relatively
slow adaptation of existing mills to the emerging fuel market.

On the consumption side, regular vehicle engines can generally take up to a 10% blend (E10
gasoline) with no diminution in performance. Beyond this level, special “flex-fuel” engines
are needed for a gasoline blend with 20% ethanol content or higher (e.g., E20, E85, or E100).
Energy content of ethanol is about 34% less than that of gasoline, translating to lower fuel
economy (km/l) for ethanol. That is, the price advantage of ethanol (on a per liter basis)
should be at least 34% to induce the consumer to make the voluntary switch.

® The Biofuels Act of 2006 is RA 9367. The Implementing Rules and Regulations were promulgated on May 2007 as DOE
Circular 2007-005-0006.
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Table 6-8 Ethanol and gasoline prices, world market

Change compared to previous months, in %

July 2008
1 month 6 months 12 months
Anhydrous ethanol, Sao Paolo 506.18 34 35 179
spot ($/md)
Conventional gasoline, New 921 17 18 304 36.3

York Harbor ($/m3)

Source:http://www.ethanolstatistics.com/Commodity_Prices/Brazilian_Ethanol_and_Commodity_Prices.aspx

Under the extraordinarily high crude oil prices (US$130 to US$140/barrel) of recent months,
refined gasoline prices have also hit unprecedented levels (Table 6-8). The world price
translates to about Php40/liter. Based on cost and returns data for 2006 from SRA (Table 6-
9), under the baseline or current prices, production cost is equivalent to P1,014/ton. Based on
the 70-liter/ton estimate of the SRA, this translates to a feedstock cost of Php14.5/liter. Using
the cost structure of 50:50 between feedstock and processing (USDA, 2006), then total cost
of a liter of ethanol is