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MEMORANDUM OF MEETING
ON
STUDY
FOR
THE INCREASED FOOD PRODUCTION AID
w :

PAPUA NEW GUINEA

This study team on Grant Aid Program for the Incrcased Food Program had scries of
~mectings with the authorities concerned of the Govcrnmcnt of Papua New Gumca and
Louduclcd survey from July 20 to Augusl 1.

_As a result of the meetmgs and survey, both partncs c:onf:rmed the main items described
on the attached sheet. :

 Port Moresby, July 33, 19_93.

_\_..__L,Q_ZY i L"&S-F _ . @ ﬂ..;:

Mr A. Mori o Mrs Marianna Ellingson . Mr J.Wohuinangu -
Study Team - Assistant Director - : (witness)

Japan International * Bilatcral Programmes Branch =~ Ditector
Cooperation Agency " OIDA Food Management

24—
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ATTACHMENT

The Authorities concerncd fully understood the contents of "Features of Japanese
Grant Aid for Increased Food Production” attached to the Inccphon Report,
cspccmliy major items as follows:

The Project would be implemented completely according to the contents of
Exchange' of Notcs.

The Project would be c(}mpleted within the Japancse current fiscal year
(April to March). :

DAL in Papua New Guinea would monitor and evaluate the progress of the
Project and make a report every year, which shall be uscd for the following
request.

DAL would deposit in local currency, the amount equivalent to the FOB

value of the Program, which shall be used as local currency funds for
agriculture development projects.  For the sclection of the project for which
are to be used, DAL wWould have prior consultation with the Government of
Yapan.

The Team has collected information to assess the back ground and details of the
request and confirmed the implementation system of the Project.

- Major points of the request arc as follows:

4,

b.

~ Project Area: Markham Valicy, Bereina

| Target Crop: Rice (Bereina)

Maiz, Ground Nuts (Markham Vallcy)
Target Area: 300 Ha (Rice)
| 2,000 Ha (Maiz)
'20.0 'i.{a {Ground Nuts)

Finalized list of machinery and materials requested is shown in the attached
list. Howcver, the contents of the request may be amended by further by

i
fhe study tcam, and adjusied in items and/or numbers accordmg o *
limitation of budgcet allocated by Ministry of Finance.
Us vy
PUA.

— 05



4.

The study team recognised that DAL has changed the original implementation
system (Grain and Ricc Development Authority) for distribution of Agricultural
Machinery. DAL replicd that thcy would continue to ncgollatc wnh all part:cs
concerned to receive agreements. -

Thcrcforc regarding the Agriculture Machinery, the study team and DAL concluded
that ‘officials concerncd in the Government of Japan would start their work on next
stag&{ Bubject to submission of the Report to the, Embassy of Japan through OIDA
from DAL, by the end of August which DAL should explain the detail contents of
implementation system and attach the chart of implementation Systcm and copics of
the agreements signed by all parties concerned.

f* !/‘I(‘;/



LIST OF MACHINERY AND MATERLALS

1.

" "RACTOR 4 WHEELS 90~103 HP

. DISK HARROW 28" x 20

PERTILIZER
(BEREINA) (MARKHAM VALLEY)

UREX A0 MY L8MT
AMMONIUM SULFATE 40 ML 383 MT
TSP : 30 M 15 MT
12-24-12 160 MT
20-10-10 | 150 Mt
ECL | ' 30 ML

AGRICULTURAL MACHINERY
BERAINA - ' {UNIT)

TRACTOR 4 WHEELS 46 HP
RACTOR 2 WHEELS 14~18 NP
DISK PLOW 26." x 2

DISK HARROW 20" x 24
SEEDER WITH FERTILIZER

BOOM SPRAYER (COLanqIABLn)
CAGE WHEEL

COMBINE HARVESTER 3HR/Ha.
WATER PUMP.Z,OOOl/mln

o W W L L W e W

MARKHAM VALLEY

DISK PLOW 30" x 4

T NN

TOOTH HARROW

{ PRIORLTY )

ja—y

T N T I N T S L N

S I
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LF%%%%E-

(0 IDA) —Office of Internatlunal Development Assxstance _

MARIANNA ELLINGSON / ASSLStant Director Bllateral ongramme Branch(BPB)
DOROTHY LUANIA / A531stant Director (BPB) _ |

IGITAVA YOVIGA / Senior Programme Officer (BPB):Jabanese Desk

LEG BUALIA / Assistant Secretary Economic Planning'BranCh

NIKHL SEKHRAN / Senior Planner Economic Planning Branch

NOBUHIKO TAKEﬁA / Adviser Economic Planning Branch

KIKUO SAKAMOTQ / Adviser(BEVELOPMENT ECONOMIST)

B )

{DAL) —Department of Agriculture and Livestogk

MIRI SETAE / Deputy Secretary Field Service

JOE WOHUINANGU / D1rector Food Managenent ‘Branch (FMB}

TIM KEPUI / Director Programming Budpet DlVlSiOﬂ

CLEMENT TOGIVA / Principal Project Planner & OIC Aid Courdlnatlon Unit
JACK OLIVEROS / Staff in Bereina (FMB)

LAURTE FOOKS / Grain Agronomist, ERAP (FMB)

ARIGENA MENGGENANG / Agronomist Feed Grain Development Project ERAP {FMB)
GEQFFERY WOKES / Administrative Gfficer ERAP (FMB)

SIM SAR / Team Leader BUBIA Agriculture Research Center '

{EP NG B &K {# g JICA PNGHIEF
CEE WSBEE WEEEE /TR
CRREA S S ERE AR TR
CHEHM TSERE - F.IAMES /FiH



MR - 4 SEER Y 2

”Economic and _De\_relopment Policies{Vol.1) QI DA
Fstimates of Revenue and Expenditure (Part 1) 1993 QI DA
Estimates of Revenue and Expenditure (Part 2} 1993 O I DA

Public Investment Programmes 1993-1997 O I DA

Statistics at a Glance Jan. 1993 DAL

Agricﬁ_lture"strategy (Vol.1) 1993 DAL

Budé_et Strategies and Planning Action (Vol.2) 1993 DAL

Technical Assistance aﬁd Public Investment Project (Vol.3) 1993 DAL
Handbook on Agricultural Statics 1890/91 DAL

Rice Sites Development Studies Final Dr'af.t {INCGMPLETEi DAL

PNG-IRRI Rice_. Research and Tr.'aining Project (Project Proposal 1993} DAL
PNG Rice Development Project (Sub Project of The Grain &?Rice Project) DAL

Constitution for Information on National Business Association DAL

—29--"
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Papua New Guinea farmers are cultivating rica for gser thirty years fn Easi Sepd, Cenlral,
Horobe, Kadany, East Hew Bitaln and ottver provineas. Econaist aed plaanecs should
evalyala how fico cullivation is feasivle and viabla for thnse latmets and how lo Increase
Ihe produciivity sather than acedermic bad preaching abaur rica.

Most of the developing and devclofed countiies fecognised te.d set sulliciency under
Weir food securi liey teginies for broad-based agricullural govelopmanl. Food sl
sulliciency is leasible as demansliatad by lndonesia, Korea, Philippinas and Viatnam and
PHG shauld ook noth (o duthat davglopments. . E

Mr John Gitsson's paper on “Rice & cheaper 1o import” which hias been published in Post
Couriet is putely a terms of tade argumen of an academic, than a matured economist's
view on rice policy. Ealier his paper has beaen presented in DAL suminal end iotally
rejectod by sensible ecanamisls as iop-sided viows. The molive of INA ly allow lhe
already used and rejectad papet 10 bo presonted again and suppoiting the views withoul

an independant jodgément is highly deplotabte. Ewould suggest to these exparts lo read

the other chaptass ol economics and Ellla agriculluie too.

FAQ Misslion Report

Thp Food and Agilculture Organiaation (FAQ), in 1985 sen! a Mission to evalvale tho
options for meeling fulure ice production in PNG. The FAQ Mission's recommendations
inchude: . . .

- Commescial tice production in PNG is ol viable

- Domesti¢ rice pioduction needs heavy subsidy (60-100%}

- He !o«éIgn oxchange savings dus {o domeslic production

- Impaik is cheaper than domestic rice .
The FAQ Missiohieport is the main scucce of sanciified iefarence los most olthe socatied
consuilants, ecenomisls and inslitites, withoul the required compatoncy ta independanily

evahiale thoss reperls, 1o advocata Lhal rice production is nal commeicially viable and 1
would pe, thetelers, cheaper 1o Impoa,

Atecent avaluaton of lhe FAC ieport by Depatimant of Agrictlizre and Liveslock, reveals

thal the mission has nol caried out Lhe evatualion propetly and ullimatefy ali thair .

recommendation wenl wigng. : .
1. The Enancial rate of return (FINB) was more than 19 - 56% (FAD sslimato - less than

127%) and accordingly efl the thiee commerclel models discussed in the £AD

reporl sre vigble withoul any subsldy. A revised and updaled (1993} analysis lunker
indicate thal the FIRR of all the three modsls are well aboye 12%.

e

is welt below the curienl price of K200/mil. and at compalable impart prics (1993).

A The economic analysis (1985 as fase yeat) cauted oul by DAL indicates that ke
econcmic ratn of relumns are 25% and 116% iespaciively lof single and double ctop
2l yield level of 3 mbha and puice levet of K|53/mi. - .

Based on Lhese esimates i can be conduded Tnal the dGmeste tommertial fice
preduttion is Irancially and econdmically wable, Tha FACY Fission has nol carried ool
eccnomuc analysis and thereloid may ool by appropriate 1o advise the govetnmenl on
rice paticy. N

Compelilive and Comparative Advantages.

Ancthet important erilenia 10 udge the desirabitity of domestic production vs import is the
tompelitive and comparative advantage eslimales. Based on Ihe cos! and piice as of
1993, Ihe competilive and comparative advantage was estimated.

The compelite advantage ke 200 ha gingle ccop modet indicates marginal privale
prolitabitity of domesiic sice prodyction al $2% discount 1ata whereas double crop model
indicales tomlortable commercia? proflability, The comparalive advaniage indicales that
bolh medets hava economic o social peofabilily at comforiabie leval. HEs clear [hal when
appropriala models aie designed whera wik be compelitive and comparative advanlages
To produce domesbc rice. s

Soma project may ba econamically viable with ERA mota than 12% bul ﬁnamiallr nat
viabla, then il indicales thal the project benalils ara ganaraled elsswhare and nol fully to
tha invaslors, The bansfits genaraled in tha economy should ba transferred Ihrolgh

anpropriale poticies to subskiise tha investor:
When economists say thal imporled rice i cheaper than domoslii‘. production, lhey

complelely ignoce one aspoct of rica price and cost of produclion ostimate. In olhat rica .
§roducing countrigs there arm well astablished inkastiuclice aod suppord sonvices and .

these costnevar enter info the cost of production of rica as these facifbes ace public uliy
services for varigus seclor ol Iho economy. Therole the impotted Jice appaars lo ba
cheaper, Vhen cost of rice groduction is estimaled in PNG, it would be wise on iha parl
of cconomists to design an appropiale cosling of all services and aliocale ost lo the
vanous users rathes Lhan one project.

Damestic Rica bs cheaper

There are evidences loindicate il rice peoduction at smaliholder leve! and subsiélame t

level are cheapet than impors. The domestic rica is being sold al K600/m! as agains

impadted rice at KASOATY in Magsik area and KI000/m in remole wiagss. Il may be of

jnlerest 4o nota thai evaa if theva is an element of hidden subsidy, it is nal the protucers
bul fhe consumers are the beneliciaries. This price dillerentia) nrdy indicale tha potential,
t9increase the farm gate price up lo K360k! withaul increasing tha demestia price above
i1e importod fice.

Vinila evaluating the viabilty of subsislence dce lanming economist normally estimale the
tetura o man day based on the meaetary valus of the 1ico at mavkel piite. Accidingly
tiv: return is aboul K2 per man day of faihify Jabour which s muchbalew Ihe furaf minimuns
wages but on comparable level of shadow wages or economic wages in remele areas.

Here again one imporant aspecls of e\..valua!ion, Ihe shagow relutn ﬁcr manday, is
notmally ignored by econamisl. The shadow relurn pa: man day is about K5 per man day

which is jusl abova the juraf minlmum wages. This also indirec!ly indicales thal rice -

prtduction ensute amployment genelalion and also tood secusily as They gol lood at
cheaper prce Ik:an the makel price,

- GOVERNMENT COMMITMENT TU RICE SELF SUFFICIENCY

. commercially viable,

"The ‘empiical bysi

Theie s na need fo subsidise lhe productions as tha price required 1o réach 12% FIRA -

Technical Aspect 3

Iis terms of agroclimalic conditions and soil PNG is Niavity tachnicaly comparaliva
edvanlage. Agronomists are confidenl Lhat PHG can easily reach productivily lavol of
3-5mvha per crop and cultivata gouble crolz per year with adequale irrigaticn, exlension
and Diher suppod seedces M thal level of produclivity domeslic tice produclion will Lo

The planrars and economists shoukl iontify the apprepriale modets and design, inslead
ol Irying lo evaluale procahcoived inappropiale models which are-not feasitloinlechnical
85 iell A5 economic karms. Inview ol i rugged terrain and tha poor access the domestic
Tice will ba cheaper i iLis produced in he rural areas suflable for tice which wilf miniise
tha Lanspart cost. Lo

" Foreign Exchiange S.éi.ri'ngs

i35 argued that thate wikl oo\ be aby lowcigh cichange savings by domeslic tice
toduchion. Subsisfance uptand rice prm!uclim alihses the domaslic resoutces and thate

s vary lillle fmport © enl. Virfually tfie entire value of rice pioduced is an impori

" substitulion and therelore savings in toceign exchange.

ysis ol comparative &dvantages of commecial rice #(0‘5“?“0“
indicatas thai rice impor worth of US § 1.0 can ba domasically produced with impored
in%ul compdnent of 1oss Wan US § 0.5. itis. theretote, exvident that damestic production
will ensure savings in Ioteign exchange.

Balance of Trade o _
Will popuiation growir.; al aroend 2.5% annually, Iha Fe1 capita oulputin the agricuttural ©

* saclor dectingd approciably over e past decade with sefious consequences espociatly

fo: incomes and amployment in nral ateas. B

There ate clear indicalions that the agticullwie expods &re deckning al 8% por annum
whereas the impoils inctease by 7% per annum since 1986. The batance of agricuiivral
yada tesultad ina deficil af K25 méfion ir $991. The inport bill on ce is aboul K39 milion
and othar lood items K100 miloa. Tha tolal food iimpodls ata increasing stoadity over the
yeass and excacded thg bree cropp exporl inceme. Theta are imitations 1o increass o
tes crop ateas and produclion due lo-Jechnical reasons. :

We canngt be complacent lhal export earning from lree crops, leave alone the wirdfa!l
gain undar mineral seclor, can be beller uliksed o Smpod sice ather than devoling
tesouice Jor rice production. :

Trade Pollcy : . )

Trade oolicy is 0ag 2spect, espedially {he lowns of kade, wiich is sed 10 prige comostic
poduclion vis-avis imporl by moest of lhe immalwre advocates of “Impor Tice™
Economic poicy analysis should go beyond Irade poficy and evalvale a malix of poticies
including food secuity, employment, income. balance of paymenls, exchange rales and
£0 00 . .

#is nol a simple tolybion ihat itis iheaper 10 impért; 50 donl prodisce. 18 cheaper price
i3 he only cileda. then these econumists should advise developed countdes 1d hite

. cheap iabour om Asian markels ralher than theis citizens. Asian ecoroinies ate having

comparative advanlages in fabour maskel, Fudher these countries wil be beiter off by

. cheaper imports of the goeds and service3 lom Assian markels than domeslic

production. . .
The PNG turrency value lﬁay. perhaps; depreciale ‘Alter the minesal boom. Deoprecialoy!

devalued curreacy wil inclease the cost of imporls and perhaps the nce impeA wall
becoma costly_overnight; tul we cannol p_f‘oo%%e_?ﬁéggl domesiic Tice oveirighi
bicause 1 is 001 2 Unklion 0f economic les Bul ag; Vanabies.

The coynlry is not only inpotiing tood bul also owhes industiial and mariiitiured goods
304 seevices. Some of lhese goods and seavices canrot be produced in Ihe country and
thezefora to keep the imporl bils wilhin the exped eatning capacily, it is necessary Io
substitvle inipords of soma of @ ftems which could be domeshicaly prodiced al

reasonzble cost. Domesiic fice production is one eptien avditable to the counlry. -

Governmeni Polley :

The cfedibi!il)n' of elpéds will ba fosl if Ibey advise with veslad iateresl. We are bef
distouraged lrom development of lige crop by Inlernalional funding agencies: FA

. mission discouraged. fice production by thaie wiong advices and being a souice of

1efnence fo1 some hal baked economist: some self shyled economisis Giscouraged us
from industriafisation. By Fstening fo thesa advizes Ihe option lefl to he Papua New
Gofneans is loremain in the bushes withou dny develupment. These sxperis advices are
no move paeded. . T - .

We, Ihe Papua Hew Guineans know what arg our problems ard we want experds o tetl
us the solution rather Ihan rginventing the pioblems, The tundamental question is - what
e he ways and nieans lo hecome seMl sullicient in lood by PHG2 Why not we adopt
the most appropriate fechrolagy to produce sice fike otr Asian neighbours?

The Goverament shalt no fonger wasle the lima wilh-these doogmsday economisis
satesmanship and decided thal domostic rice production is the fight option lor a
sustainabla fulure and for a kroad based economiz development. The government policy
direclions are clgar in the sense thal, o oL

- The way e improve sgriciiurat grovth is 1o fok beyond prices and price elasticllios.
The best st2rting poinl is to invasl in areas will lavdurable agro-cimalic polential,

« Steuctual adjustnient efforts do nolincinase aggregats agriculiutal supply s severdl
- years, any possible stagnation o dectine in fopd production musi be compensaled for
wilh largeled lood subsidies and avlrifion prograrmies. C

- Adjnsimoni packages must be designed e $par load production and all agriculivral
grovdh, suppoding invesimenis in human capdal, infrasinicivre, markess, research
, and axlension and alliowing lor the long lag time belote investimants show tesulls.

The avlliors wha were wriling aboul rice impors theory are no longer wilh Depanment of
Agriculiure and Livosiock. E

Yiwia U, Samana CHG ) :
Secrolary for Depardment of Agriculiurg and Livesko!
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