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August 20, 1970. -

A Rational Rice Price Policy

One year héé elapsed since mid-1969 when the Indonesian Government
'gaGe~1ts strong éupporf to a rice price policy with a floor price that
was expected to stimulate producfion and with a ceiliﬁg price reason-
ablg for ;he'consumgr and stable to facilitate development throughout~
the economy, During this time, related economic conditions have
changed both inside and outside the cohntry. Prices of fice héve de-

clined in the world market, relative prices have changed internally

~with the simplification ofvthé multiple exchange rate structure and

inflation has been éonstrained such that a low rate of inflation is
now considered normal, '

| ‘Given the year of experience'in implementing the poiicy, and
considering the specific economic chéngés that have taken place, is
there rehéon to alter the general policy model or specific.guidelines:
for poiicy implementation? These questions will bé discussed in this
papér._ Experience now permits more detailéd analysis of various as-
pects of ;he policy than was possibie or appropriate at the time the

policy whs first adopted.l/ Anﬂ, while this analysis refers specifi

-

- > ,
1/ Briefly, the rice price policy involves purchases of milled rice
at the rice mill level by the Government Food Board (BULOG) to support

~a floor price to the farmer and injections of milled rice by BULOG in

major city markets to prevent retail prices from rising above a ceiling

- price, 1In 1969/70 BULOG attempted to support the current floor price

at the village level of Rp, 13.20 per kg, of lumbung-dry- stalk paddy
(paddy with a length of rice stalk attached at standard village rice
barn moisture content of approximately 16 percent)., This involved an
unlimited offer by BULOG to buy milled rice at Rp. 36 per kg, ex-rice
mill, Retail prices for medium quality rice were expected to be kept
from rising above the ceiling price of approximately Rp. 50 per kg. by
injections whenever prices rose to this level., For full explanation of
the concept, see Leon Mears and Saleh Afiff, "An Operational Rice Price
Policy for Indonesia", Ekonomi dan Keuapan Indonesia, Fall 1969,
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cally to the Indonesian situation, it can provide guidance to other -

countries attempting to realize related policy objectives through

buffer-stock operations,

I. Floor price to stimulate production. The year's experience
has added little in the way of guidance as to the pfecise floor price-
level that would induce large scale use of modern inputs by the farme?. »
With major fertilizer use during the year~ass§ciated'with the Bimas Gotong‘
Rojong.program,gjlittle knowledge was gained about the voluntary re-

sponse of farmers facing-different;expeqted»benefit/coet possibilities,

- Thus, there is no definite evidence as yet to support changing the

aasumbtions that incremental benefit/cost ratios of at least 1.5 are
required to overcome riské expected by the farmers so as to leave
profit margins sufficiently attractive to stimulate fertilizer and
other modern input use.2

As showm in Table 1, at expected incremental yields (1,48 toms

2/ The Bimas Gotong Rojong program was an attempt to obtain
mass-intensification (BIMAS) in use of modern inputs by providing
credit to the farmer in kind with repayment expected from a portion
cf incremental production, Foreign private contractors were involved
to help finance the imputs (along with giving other forms of assist= "
ance), This programy with its credit in kind, is being replaced by
one with direct bank‘credits and voluntary levels of participation,
starting with the wet season in late 1970,

3/ Benefit/cost ratios as used in this paper relate the value
of the total incremental benefit (from yields as estimated by the
Department of Agriculture) from using the entire recormended incre-
mental input package to the value of this package. Considering the
probable production function involved, this could result in higher

_ benefit/cost ratios but smaller absolute benefits when only a poftioﬁ

of the imput package is utilized, Such partial use might be a
general practice when farmers can select input quantities, (Partial
use of the packet could also result in lower B/C ratios, depending
on proportions of individual inputs used.) '



TABLE 1

Incremental Benefit/Cost (B/C) Ratios

from Use of the Bimas Package under Asgump1

tions

of Different Fertilizer Prices and Incremental Yields

Fertilizer Price in

Rp. per kg, __Rp. 25 Rps 26,6 Rp. 29 Rp. 32

Iﬁcremental

ineld,%
Tong. of St Ik
PaddiZE I;

- D

1.48 1.64 - 1.60
1.33 o L.47 - 1,43

B/C ratios with traditional seedat 1969‘70

for stalk gaddz Lumbugg dxy at; the vil Lage ‘

1,56 1.49
1.39 1.34

at floor price of Rp, 16/kg., for stalk
paddy Lunmbung dry at the village

1,48 A 1,98 1,9
1.33 1,78 1,74

1,90 1.81

1.70 ' 1.63

B/C ratios with high yielding seed at 1969/70

price of Kp. Ta'f
stalk paddy Lumbung dry at the vi gge
2,70 2,16 2.10 2,02 1.92
2,43 . L% 189 181 1.73
!

" at *loor price of Rp. 16/kg. for stalk

paddy Lumbung dry at the village

2,70 2,62 2,55

- 2.43 : : 2,36 - 2,30

2,45 2,33

2,20 2.10

1/ For further details, sece Appendix I,
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- of stalk paddy/ha,) from use of the Bimas incremental input package,.
the incremental benefit/cost ratio (hereafter referred to as B/C
ratio) wpuld'be.1.6 for traditional seed, assuming the current fer=
tilizer guide price of Rp.'26.60'per kg. éﬁd~the current flﬁor price
support level for étalk paddy iﬁmbuﬁg dry in the village of Rp. 13,20
per kg, It is impoftant to observe that the B/C ratio remains'gbdve'
1.5 as long as the fertilizer price does not exceed Rp. 32,00/kg,
for farmers wﬁbée incremental yield might be 10 percent below the
expected rate (1.33 tons/ha,), B/C raﬁios would decline to 1.43 at
fertilizer costs of Rp,26,60/kg, and below 1,35 if these costs were
as high as Rp. 32;00/kg.§/ Until more is known as fo actual farmer
response, there would appear to be reason to maintain the fertilizer/k
floor price relationship 80 és to realize B/C'ratiqa in the range
now 6btai;abte. Whethér such a B/C ratio should 5e réalized by sub-
éidizing the fertilizer price or‘by increasing theffloor~price.
warrénts further considefation and will be discussed‘later.

Unfortunately, sufficient e§iden;e.i§ not yet available to know
the price actuaily’recéived by farmers in the village in different
regions under existiﬁg support»priceé. Floor price support arises
from_the Food Boarqg(BULOG) purchases from millers of milled rice
at Rp, 36,00/kg. ex-hill or through millers of mill dry stalk paddyéj

at the mill at Rp.’16.00/kg. thing_the 1970 wet season harvest,
unsystematic observations by many observefé throughout Java provided

- reasonable evidence that such purchases by and for BULOG were main-

4/ Mill dfy séaik paddy refers to paddy, with a length of rice
- stalk attached, at a moisture content of approximately 14 percent,
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taining prices to the farmers at or above the Rp, 13.20 floor price.
" However, _n;arketing margins may vary appreciably. throughout Java,
This was evideﬁced when the retail rice prices (medium quality)
reflected ai: the time floor support purchases ;vere being made were
close to Rp. 35/kg. in Surabaja but at gboui Rp. 37.50/kg. in'
Jogjaké.rta and above Rp. 40/kg. in Semarang r(ave. Rp. 41), Djakarta
(Rp. 40 to 45) and Bandung (ave. Rp. 43), even’though.pad;:ly prices
in the village were rarely found to vbe much below Rp. 13,20/kg.

The Department of Agr:l.culture is preparing to sample every two
weeks the prices receiﬁred by farmers bat vﬂlage level to providé |
MIedge of actual marketing margins, When this information is
available, it may be found possible to raise nill buying prices (and
in turn prices receivéd by famefs) in ,cértain arcas without forcing
retail pricés above the expected floor price of around Rp., 42 to 43/
kg, This would in turn result in imreaéed_ B/C ratios for the
farmers, For example, if it were possible to increase farm prices to
Rp. 16/kg, of lumbung dry stalk paddy, the B/C ratio with fertilizer
pricevat Rp. 26,6) would increase from 1;6 to 1,94 (see Table 1).

This icnowledgefof marketing margins is important for decision
makers but they alaéb need i:esults of surveys thét will discioae the
- response of farmers,; to vari{ous‘ B/C possibilities from uéing modern
inputs, Then, regionally orienéed decisims would be possible,

Increased benefits (in the form of increased rice production and
reduced rice imports) could be compared with alternative benefits
arising from lower domestic buying prices (or costs to the Government
of rice di'si:ributed or injected into the market to maintain ceiling

price levels), However, it must be remembered that administration
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will be more complicatéd‘for a price policy that varies regionally,
Also, with policies that differ regionally, undesired political
costs may fesulf.v. : _ _
Reference to Tablell will show thgt'B/C ratios to be expécted
from use of new high-fertilizer teéponsivé seed are muéh higher.than

for traditional seed, At expected incremental yield levels and with

fertilizer cost at Rp. 26,60/kg., the B/C ratio for the new seed is

2,1 compared to the 1,6 for traditional seed, With this much
greater average potentiél, one‘would not have exﬁected the shortfall
(over 50 ﬁercent of the planned area of apﬁroximately 550,000 hectares)
by farmers in planting'of ghe imptoVed.seed during the wet season
1969/70. Bimas Gotong Rojong. |

?or some r,ea‘son,‘ this high potential B/C_ ratio proved. inade-
qua;e'to_attréct the massive adoption of high-yielding seed énvisioned
for.ﬁhe 1969/70 wet season, Assuming that the high B(C ratio should
provide attractive possibilities for the average farmer, there are
still reasons why thenexpécted high rate of adoption QOuld not have .
materialized, FSr example, where new varieties were found subject
to highvlevels of igbect or disease loss, a éubsistence farmer could
not~risk”adoption.e?en though he expected high returns unless he
could rely upon 1nsécticide effectiveness;ilA lérge loés could mean
starvation, "Also, it is known that seed multiplication has faced |

many shortcomings with duality and quantity comnstraints a distinct

'5/ In some cases insecticides éppeared to be unsuitable for the

- particular insect or disease and in others either insecticide or

sprayers were not available when required.



possibility.

When high-yielding varieties with improved eating and milling
qualities have been developed and proven suited to the Indoneaian
environment,lintensification progran concentration might then be ‘
limited to these varieties, With higher average yields, program
area could be reduced and would permit greater concentration of
support. Fertilizer subsidization probably could be eliminated
and the floor price lowered with expected B/C :atios remaining well
above 1,5, |

The floor prige support level is important also in relation to

“world prices, If the resulting price of domestic rice is higher

fhan foi imports, ﬁhe opportunity cost must be evaluated of using
scarce revenue funds to support the domestic price ‘instead of

Bgyipg lower cost imports., As shéﬁn in Table 2, the explicit’monef
cost at BULOG godowns of domestic rice, at the present fldor»ptice
Of Rp. 35/kg., is Rp. 39.50/kg. This is slightly above the curren;.
finaaciailgost'of Asian rice (Rp; 36 /kg, at $90/ton C & F), Total
social cbst of doﬁestic rice (including fertilizer subsidy) and
total'f;nancial cost (including fertilizer subsidy plus Eimas
production credit losses) are even further ébove the cbét of imported
Asian rice, waeé;r, financial‘costs are considerably lower than
for imported ricegiurchésed.on long term credit from Japan (Rp.
S9.80Ikg.) or the United States (Rp. 73 80/kg ). But, the social
cost--considering future payments at their discounted present
value-~of this rice from Japan and the United States is considerably

below the cost to BULOG of domestic rice at the floor support price.éj

6/ Credit terms are for 30 years for Japanesg and 40 years for
U,S, rice, including a 10 year grace period for both, For Food Aid
rice from Japan, both social and financial costs are even lower as
the only cost to Indonesia is for transportetion.



TABLE 2

Financial and Socisl Costs of Incremental Domestic Rice Productiony
Compared with Imported Rice _

Floor support price
for rice, ex-mill

Bp./kg, 34 36 38
Fertilizer price : : '
- U.S, $/kg. C&F 70,60 78,60 70.60 78,60 - 70,60} 78.60
-Relevant fertilizﬁx,- .
- subsidy Rp./kg.= 6 .9 6 9 6 9

| ALl prices at BULOG Godown (in Rp,/kg.)
Doﬁesgic Rice Production '
Explicit money cost 37.50 " 37.50 39,50 39,50 41,50 41,50

~ .Total social cost 39.56 40,10 41,56 42,10 43,56 44,10

‘Total financial cost 41,56 42,10 43,56 44,10 45,56 46,10

- ‘Financial Cost at BULOG Godown

Tof f&ice Irp orts2

o

Asthn rice ($90/ton B

~ C&F) ceenncnnccccnsacnannceRD, 36,00/kg,~nenmcnccnnccnnccccnn
«Japanese rice C R

 ($155/ton C & F) = ~e-mecsemecccomccceacRp, 59.80/kg,-=mmeemcmmnecneceene-
U.8. PL-480 vice o ‘

"~ ($190/ton C & F) cecneipoccnccannncan=Rp, 73,80/kg. mrecmcnccccancnas ——-

'j’;

1/ See Appendix II for details.

2/ All dollar costs converted at Rp. 378/$1.
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These comparative costs suggest that alternative uses should be

" examined for the floor price support funds, although there are several

strong reasons for priority remaining to finance floor price support

for increased domestic production, First, today's world price is

‘lower than it has been for many years, Over'time, this price.might '
*‘be expected to average at a level equal to or somewhat above the sub-

~sidlzed domestic price. In the meantime, there is reason to conserve

scarce foreign exchange. Supplies of both Japanese and U,S. rice

cannot be expected to be highly elastic oﬁer time and might not be

available in the quantities required to replace_increased producgiou
expected from domestic strong floor price'support, With world prices

often volatile and a high political value placed on food self-suffi-

ciency, it is unlikely that alternative uses of the support subsidy

. . 7/ ; §
funds would provide equal social benefits.'/ And finally, it would

- be difficult to find equivalent alternative employment for agricultural

workers.already under-employed.

| 'II.‘_Ceiling Price. Traditionally, in Indonesia it has been the
ceiling price‘upoh which policy ﬁakerS'have_copcentrated attention,
Low productioﬁleosts and minimal political unrest have been the usual
explanations. This éolitical reasoneis‘still'valid,toeay though
usually couched in-terms of social regard for the‘peor and the desire .
fof-a stable rice price to carb develoﬁmeht-based 1nf1a;ionary pres-

sures in the balance of the ecoromy,

1/ This does not mean that Indonesia should plan seriously to
enter the rice export market. This is another question, requiring
further study of expected world supply and- demand trends as well as
of Indonesia's comparative advantage, o
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The present rice ceiling price of Rp. 50/kg. is 25 percent above -

the average price level of the patjeklik'(pre-ﬁarvest) season of early

1969, a time during whic&,rice prices wefeygeneraiiy»too low to effec-

tively stimulate 1n!reesed production, However,;this ceiling price is ‘

at least 20 percent loﬁefethan the felaﬁively:high-avefage patjeklik

, prices. of 1968, But, with the Rp. 50/kg. ceiling price, the average

terms of trade between rice and the other essential ‘goods during the

patjeklik-perfod in 1970 compared favorably with historical terms of
trade ip other ;eceht years, Also, while the price of medium quality
rice in Djakarta roseﬂ30 percent between June 1969 and June-1970

(while fhe Cost of L;ving Index in Djakarta was rising only 15 percent),
this differentiai adjustmeht represeﬁted merely a relative cqrrectioe
of the rice priee from the 1969 low, On fhese g;ounds alepe,;there

would appear to be no reason for any major change in the ceiling

8
. support price.“/

At the éame:time, there'are economic arguments for at least con=
sidering changes in either‘the floor of_ceiliﬁg price, or both, From
a.fiﬁancial viewpoint, a buffer stock policy to enableimaigtenance of
floor and ceiling prices usually has a cost attached to it, This cost,
including in the’Indéhesian case the cost of market injections and
distribution of rieeéto the armed forces, Govermment employees and

the State Enterprises, will result in a deficit to BULOG of approxi-

';‘mately Rp. 4.5 billion in 1970/71 considering latest estimates of the

8/ It is recognized that the recent years of slow growth do not
necessarily provide an appropriate period for comparing terms of trade
when the objective is to stimulate growth, But, whére demand already
exceeds supply, it is the floor price that is important for production.
Ceiling price fluctuations should be minimized to help maintain '
stability, while its level is a trade-off between revenue drain vs,
effect on production costs,
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prices and volumes of the rice activitiés of BULOG (see Appendix I1I1),

Following are alternative possibilities fog‘reducing this financial

cost or deficit:

1,

2,

3.

R

5«

6.

7.

"For every Rp. 1 increase in the ceiling price, BULOG deficits
decline approximately Rp, 300 million.

For every Rp. 1 increase in the sales price by BULOC to
Goverment employees and a?med forces, deficits decline
approximately Rp. 770 million.

For eveiy Rp. 1 increase in the sales price by BULOG to the
State Enterprises, deficits decline approximately Rp. 180
million,

Decreases in wofld market priceé of $5/ton would :educe costs
to EULOG Rp.4190 million for every 100,000 tons pqrchased
'counercially. However, as such purchéses may be less than
50,000 tons during the current year, little relief can be
expected from this alternative. |

For every Rp. 1 decrease in the subsidized level of prices
charged BULOG.by the Government for Food Aid or long term

loan purchases, BULOG deficits will decline apprpximately

Rp. 750 milFion, but finance for development is reduced si
multaneousl§ by a similar amount.

For every ﬁp. 1 reduction in the ex-mill support price for

. domestic purchases, BULOG costs will decline approximately

R-Pu 465 miilion,. )
If handling losses by BULOG could be cut .in half, costs would

decline app:oximatély Rp. 650 million,

. Examination of these élternatives.emphasibes the numerous inter-
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~ relationships between floor and ceiling prices and costs to the

Govermment of fimancing the program, Most of the current deficit of
BULOG arises because prices charged on distributions to the armed
forces, Government officials and State Enterprises do not fully cover

cost (including distribution costs and overhead). If those agencies

. were being billed in 1970/71 at fuii cost,'then'a rise of only Rp. 3.0

19 the ceiling price would enable BULOG to break even on their rice
activities this fiscal year, o And, as indicated byirécent Philippine
gxperience, it is important for the continued viability of a buffer
stock agency that deficigs be minimized. There, with rapidly

mounting deficits from buffer stock operations of the Rice and Corn’
Adﬁinistration, strong'political pressﬁresrh§§e resulted in limiting
available finance and the effectlveness of price policy implementation.
Thus, in Indonesia an 1ncrease in distribution prices should be seriously
congidered 1n order to allocate costs where they belong,

An 1n§rease in the ceiling price could have another advantage
(although there may be major disadvantages as well), _The sPregd
betwecn the existing flo;r price (asvreflected ét retail level) of
about Rp. 42 to 43Ikg. and the ceiling price of Rp. 50/kg., allows
but a 20 percent increase in price between the harvest low and
patjeklik high, This'barely allows adequate spread to enab}e efficient
traders to recover costs involved and realize a small profit in holding

stocks between seasons, As shown in Appendix IV, monthly costs of

9/ BULOG’s deficit could also be reduced to the extent rice dis-
tributlons can be eliminated and their value monetized as wage payments
for Govermment employees. 1Is therc reason for continuing distributions
to PNc when buffer stocks could bc used to compensate by injections for
large State Enterprise purchases, :
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holding stocks amount to between 3,75 and 6.50'per¢ent of their

value, Eff;cientutraaers may be able, to turn'dver.stocks rapidly.

at harvest time and repurchase during the second crop such that average . - -

R H

holding time of rice sold gt the ceiling price would not exceed 4 months "

and thus allow a profit for the risk involved, If the majority of

trade;s;coy}d_no;;opgratgt9g£g§$§,basis, they would,g:&dﬁaffiﬁgeﬁaﬁtf?

. of business agqsggus.fo:ggeghéngpvérhment or a small oligopolistic

group of traders to assume g-majptxaharg;in holding stocks for the

pre~-harvest period; This is a situation that no one would desire.
Traders could reduce their holding costs slightly by holding stocks

in the form of paddy rather than rice but.sugh dbbt;teducgions coutd

_not be expected to extend their economic hqi&ing time by as much as a

TR L

ind ceiling should be watched

month, Thus, the é§€?§§gﬁééﬁeén‘flbbr
carefuily,.giving consideration to egpaﬁdiﬁg ig~ﬁ11éht1y if traders
are obéérved to be réducin;';héif interfgégéénfééorage activities,

Reduction of financial cost to the Government without Changing
the B/C ratio for the farmer eould be effe§ted by offsetting

elimination of the fertilizer subsidy by an increase in the floor

" support price. Given the leverage whereby a Rp. 2.,9/kg. increase in

fertilizer‘ﬁrices is}refléctedvin oﬂl& a Rps 1 increase in rice
prices, a Rp. 2,8[kg§increase in the ex-mill support price should
leave the farmer asiaell»off éveq thoﬁgh thevfertiiizgr price was
raised‘Rp. 8/kg, or to apprOximatellep. 35/kg. (the probable price

at farm level with C & F costs of approximately $76/ton, if the entire

. . N 10
. subsidy were removed and farmers charged full costs),”

10/ while the farmer would be as well off financially (i.e. the B/C

‘ratio would remain constant), the farmer's response might be affected

faVorab;y or unfavorably by the relative fertilizer/rice price change,
This requires further study, Also,the levgrage effect is slightly lower



Thus, if the mill support price was inéreased Rp. 2.8/kg., finan§1a1
costs to BULOG end the Government would increase by only Rp. 1,120 nillioﬁ
on domestigApurchasés similar to 1970/71 of only épproximately 400,000 tons.
On the other'hénd, with fertilizer subsidy withdrawn, Govermment subsidy
costs would be reduced by approximately Rﬁ. 8/kg. on the full year's
Bimas program, amounting to a savings of over Rp. 2,000,m11110n~
(assuming participation at 80 percént éf target). Further savings would
result as removal of the subsidy would simultaneously eliminate subsidi-
zation of fertilizer used for non-Bimas rice production, for vegetable
and horticulture crops as well as for fertilizer bought on the market
by the estates, Even the added cost on BULOG's domestic purchases
could be offset if the retail ceiling price were raised proportionately,

a change that would necessarily accompény the floor price rise if
increasad efficieﬁcy in marketing did not allow reduction in marketing
margins., | |

Such an incrcase in the ceiling price would providg.added revenues

;§from commercial imports and cither addéd reveﬁues or increaséd finance
é;for the development budget from PL 450 and Food_Aid imports, Added
; cost would ensue to the consumer 1nc1uding‘those paying for Governmeﬁt

%

, distributions (if these prices were raised proportionately), But,

et

the increase in retail grice would add only 1.7 percent to the consumer
Cost of Living Index, which'should be tolerable under existing condi-

tions, It would also place domestic price levels a small additiomal

10/ (cont'd)
- for high-fertilizer responsive varicties as fertilizer accounts for a
- larger percentage of their package of incremental inputs, It is also
interesting to notathat it is because of this leverage cffect that the
rumus tani (which judges profitability of fertilizer use by cquating
only the fertilizer ‘and rice prices) is an inaccurate guide for fertilizer
price determination, (See Appendix V for calculatioms,)
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amount gbove présent world prices, rThis lafter is an advantage as long
as Indoﬁesia remains an importer but could become a disadvantage if in
g&od crop years Indonesia ﬁtoduces a surplus that must be sold inter-
nationally (a problem now suffered in an extreme degree by Japan).‘

III., Problems of Price Policy ;ggleménggtion; Implementation has

been imperfect because of‘both techhical and administrative difficulties,
aithough problems in both arcas afe néw'underst00d~and in many cases
already are ﬁéing‘corrected.

(1) Difficulty has arisen in-selecting t&bical aver#ge rice
varieties on which to base ceiling price action, Duriﬁg,the patjeklik
period, egpﬁlies in éity narkets of domeatic'vafiéties'ténd_to disappear.
Inject;ons in those markets must be made from existing BULOG stocks
with imported rice predominatiné., To the extent these injected
varieties are not pérfecc substitutes, prices of the standard variety .
aré not affected.Li/‘Thus, maintenaﬁce of ceiling érice {s now under-
stood to mean maintemance of price of at iéastuone variéty of'avgrage
quality rice, The_price of the domestic standard variety may rise
above the'ceiling in 1§s'extreme1y restricted-ﬁaiket during patjeklik,
During this shortage pgriod, the ceiling price 1s maintained for the
average quality of 1m;;rted rice that is iﬁjected.'

‘ (2) 1t has -become increasingly recognized that maintenance of

floor and ceiling price levels throughout the country requires a clear

11/ Studies made in early 1970 indicate that the foreiga rice was
not a perfect substitute, see for exarple, E, Roekassh Adiratma and
Zulkifli Azzaino, The Influence of Injected Rice upon the Price Decrease
of Certain Rice Qualities in Djakarta Markets, 23 January - 7 February 1970,
Agricultural Marketing Section, Institute Pertanian, Bogor.

\
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understanding of price control policies by regiomal as well as the

central office of BULOG. Given the inherent délays 1ﬁv61v¢d in commu-
nication, regional offices must have standing authogity to buy promptly
wﬁen the ex=-nmill price dfOps to the floor support price and to inject
rice 1mmedia£e1y when rétaii'market prices reach fhe ceilling level.
This requires anticipatory action by Djakarta in providiﬁg clear policy
guidance and arrangement for flows of funds"for purchases and stocks
for injections and distributions, BULOG 1n.Djakarta:has discerned a
téndeﬂcy'on their part to be more closely attuned to price fluctuations
on Java wﬁére a majo:bportionlof purchases and injections caké place, |
They have recognized‘the.need to explicitl& focus»on regions outside Java ’
where crop seasons'and.éhe cyclical requifements for'finanée and buffer
stocks diffe:‘from those oﬁ Java, Alsﬁ, fhe importance has been recog=
nizéd for regional offices to maintain current logistical records 8o
they can gtve‘Djakarta advance notice when unusual finance or stock
problems are expected to arise,

(3) In spite of ﬁhe Central Government's policy to the contrary,
inter-area festrictiéns remain that ponsgrain'stock movement by private
traders between areas. Thus free-market édjustments of stocks and
prices are restricted;and the»activity of BULOG is increased unneces-
sarily, At fimes, this has added difficgltyhin_effectively implementing
price policies, For example, traders in the deficit area.of ﬁest
Kalimantan could readily import surplusés”fram,East Java, bringing
stock and price adjustment through the free market ;o;Both'regions.
However,'provinéialbexpOtt restrictions have at times prevented ghip-
ments from East Javé except by BULOG, In Squth_Sulawgsi,‘charges are

still-imposed by bupati (district adﬁinistrators)_for movenents across
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kabupatan (dis£rict)‘borders. At times this results in-excess stocks
within the kabupatan that depress prices below flébr price levels and
thus &iécouraée increased use of fertilizer and'othef high-ptddugtivity
inputs,

(4) Areas also remain, such as ‘in West Sumatra, where shoftage of
milling‘and stérage capacity contiﬂugs to depress prices of bumper-sized
crops and will tend to restrict préduction increases unless the surplus
can be appropristely handled, | | |

(5) Finally, customary praétices afe'bnly grédually discarded,

Where past BULOG emphasis has been on maintaining surpluses to insure dis-

_tribution to the armed forces, etc., it is at times'difficult to obtain

agreement to use surpluses for market injections to support ceiling .
prices until these surpluses are in exbess of 2 or 3 month's distribu-
tion requirements,’ It takes time to create confidence ihat central
plaming can provide for adequate stock movements such that future

distributions will not be threatened if current surpluses are injected

into the market,

IV, Conclusion, During the first year of the new Government Rice

Price Policy, implementation has met with minor difficulties but ceiling

- prices generally were not exceeded during the 1969/70 patjeklik and

floor prices--atklehét on Java-=were maintained during the wet season

harvest in 1970, In most cases, action has already been initiated ta

‘correct shortcomings faced during the first year,

Price levels supported during this year appear to remain reasonably
suitable, at least for the coming year, Regional refinements may be
possible by floor price adjustments but awaif more specific :epoftipg

of prices received by farme?s.‘ These adjustments may involve decisions
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as to whethér to provide greater inducement to the farmers with higher
floor prices, or to reduce program costs by lowering regional bﬁying |
prices, - | o
"ﬂlere nay l;e reason to i.m’:reasg :he spread betweeﬁ ceiling and floor
price if evidence develops that traders are provided inade(;uate margins to
carry stocks between harvest and patjekl’ik.. Even this adjustment might

be varied regionaily.
Potential BULOG .losses can be eliminated in large part by charging

the budgets of armed services, chermnent employees, and State Enterprises

full cost for rice distributions, Even so, the price support activities

of BUL‘OG may dt times be expected to voperate at a slight loss, a cost

that can be justified by the services rendered in implementing the

price policy,.
Serious consideration should be given to the possible advantages

from removing the fertilizer subsidy entirely and compensating by a

- small increase ~1n the level of support prices. Financial savings will

ensue for the Government with nominal costs being transferrgd to indi-

viduel consumers. If this transfer is acceptable politically, the

Government revenues Stand to benefit, »

Leon A, Mears



wwunuh»umn price at fam

hwnkw ) ., ° . : : :
“Insecticide 2 liters T _ =2,350= - , L] P ——
Zincphosphide 100 grams . . - 45 . (5mnmcnnnnncccace
Share of sprayer nomn . . 600 . emcnnecscnese (00emcancccscencnn
Seed B I 25 kg. S 1,000 mnmnnssnsmnsns
Additional wunmsmﬁmnomn»ou cogts 3,500 . _ 3,500 rmmeeaene
Fertilizer: Urea 100 kg, 2,500 2,660 2,900 3,200 - 200 kg. 5,000 5,320 5,800 6,400
- TSP 35 kg. 875 931 1,015 1,120 45 kg. 1,128 1,197 1,305 . 1,440
Total loan value ~ 9,870 -10,086 10,310 10,815 13,623 14,012 vv;.aoo 15,335
" Interest, 1%/mo. for 7 months_ 691 706 721 758 954 981 1,02 u. oqu
Total incremental costs (Rp.) 10,561 10,792 11,031 11,573 _— 14,577 14,993 15, om

2. Incremental Net Benefits per Hectare (assuming 1/6 of ou.ov paid to 53.43.."3.,3

Vield . : S Yield .. = :
Mill - dry Net Incremental Mill - dry - Net Incremengal
Stalk Paddy Benefits ‘Stalk Peddy Benefits
at the S.:.mmm ~ Traditional at the Villag High Fertilizer-
(tons/ha )2 Seed (tonsfha, )2’ - responsive  Seed
zwu.w..aﬁw paddy vnpom to .n.muu.mm _ . ’ Co ; S
. 1 ...\ 1.48 Rp. 17,270 2,70 Rp. 31,500
1.33 15,500 . 2,43 28,350
zﬂﬁ&ﬁ wm&w price to mwﬂumm £/ . : _ Co .
o 17/kg 1.48 20,950 2,70 38,250°
1,33 18,820 2,43 34,400

m\ Incremental wwmumu as estimated by Department of gﬁgngw @dm wiich ney not be exactly correct for
farmer's fields, If only portion of imput packet is used, yiclds will vary and B/C ratio might be w»m_..mn
or lower depending on particular imputs selected and resulting production functiorr, , ‘
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APPENDIX I
- _ . (cont 'd)
Net incremental benefits

i hcdi A o e e e T e vt

'3, B/Cratio - Total incremental costs

4. Note: B/C ratio assumes all owner-operators. If farmers are tenants, their B/G
: ratio depends upon relative sharing of costs and benefits with landlords.

b/ Mill-dry stalk paddy prices at the village of Rp. 14/kg. and Rp. 17/kg. are approximately

=" equivalent to prices of stalk paddy lumbung dry at the village of Rp. 13.20/kg. and
Rp, 16/kg. respectively. . e
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APPENDIX IT

Basis for Calculation of Financial and Social
Costs of - Incremental Domesti.c Rice Production

Cost of Average 11i

] orted Milled Rice ($ cost

converted at 380/1) -

. ~ :Asian ’
. (Thai 25% u.S. Japan
Broken) (P.L. 480) Soft Loan
C & F Cost (U.S, $/ton) 90.00 190,00 153.00
C & F Cost (Rp./kg.) - =~ 34.00 71.80 57.80
Added cost to BULOG Godown ____ 2.00 2,00 2,00
Cost at BULOG Godown (Rp./kg. )36.00» 73.80 59,80
Cost at BULOG Godown_at various Floor pport Prices .
of Milled Rice Produced Domesticallz o T
Support Price Ex-Ric Mill 34,00 - 364,00 38,00
Provincial premiﬁﬁgf © 0450 0450 - 0,50
Transport to BULOG Godown 1,50 1.50 1.50
© Gumy sack 1,50 . 1,50 1,50
Explicit Money Cost at BULOG o ‘ AR
Godowm .37.50 39,50 41,50
~ Fertilizer subsidy (Rp.9/kg. '
fertilizer)®/ = .. 1,60 1,60 1,60
Department of iculture
program costs=’ . . - 1,00 1.00 1.00
Total Social Cost at BULOG _ ‘ S
Godown o/ 40,10 42,10 44,10
.. Credit loss on program— 2,00 2,00 2,00
Total Financial Cost at ; - ’
42,10 44,10 46,10
o A o
e ™ bt
: - -w-}*-;-sm

.,



APPENDIL IT |
(cont'd)
a/ Add Rp. 0. 50/kg. to premium on -purchas;as outside Java,

b/ Galculation of Fertilizer Subsi.dz in Terms of Milled Rice
Assuming other inputs constant at full Bimas package
© level:

For traditional seéd :

135 kg. fertilizer yields 1.48 tons incremental mill-dry
stalk paddy or 1,48 x ,52 — 0.77 tons milled rice

So 1 ton milled rice requires ].';l;l'-- 177 kg, fertilizer
and fertilizer subsidy of Rp,- 97kg.. - .
9 x 177 ~Rp. 1.60/kg. of milled rice
, 1,000 - 6.x 177
and at subs:ldy of Rp., 6/kg, = 1,000 =
' " Rp. L. 06/'153. of milled rice
° : For high-yielding seed: deduct Rp. 0,02 from above
c/ Estimate of artment:al Cost/kg. of Incremental Yield

‘Estimate of Department expenditures to support
program in 1970/71 — Rp, 1.5 billion
Estimate of incremental yield of milled rice: -
for traditional seed 976,000 ha, x 1,480 kg,/ha,
x.0,52 — 750 million kg. of milled rice
for high-yielding ‘seed 806,000 ha. x 2,700 kg, /ha,.

x | % 0,52 — 1,130 million kg. of milled rice

- So at 80% participation in program: ‘

& ' 1.5

= ' ‘Departmental Cost/kg, - 1.88 x .80 = Rp. 1.0/kg. of

milled rice

a/ Estwte of Credit Loss on Bimas Program Loans
Total loan value if 807 participation in Bimas:

Traditional seced area:
976,000 ha, @ Rp. 10,000/ha, x 0.80 — 7.8 billion
High-yielding seed area:
, 750,000 ha, @ Rp, 14,000/ha. x O. 80 - 8.4 ‘billion
Total loan value, approx. 16 0 billion
Assuming a 207 loss on loans: -
Total loss — 0,20 x 16 — Rp. 3.2 billion
Then loss per kg, of incremental milled rice
production _ Rp. 3.2 billion _ — 2pproxX.
: 1.88 billion kg, x 0.80 Rp. 2/kg.

S
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. APPENDHI 111
- Estimate of BULOG Deficit for 1970/71 | (,
1. Estimate of Financial Deficit to Bulog for Rice Activities
. 1970771, - o '
- bistributions: N l
Armed forces and Government officials
769,000 tons @ Rp. 45/kg - Rp. 34.6 billion
State enterprises , _
. 180,000 tons @ Rp. 46 5/kg. = 8.4 "
Market :I.njections
. 311,000 tons @ Rp. 46.5/kg. = 1.4 "
Total sales ’ ' Rp. 57.4 billion

Cost of BULOG sales and Operations.
Domeatic procurement

: ' 465,000 tons @ Rp. 39. 5/%g.
PL~480, soft loan and fcod aid

-~ Rp. 18,4 billion

750,000 tons @ Rp. 40.0/kg. — 30,0 "
Conmercial imports
45,000 tons @ Rp., 36 leg. - 1.6 "
Overhead = 9,9 "
Stock losses of 2.6% of sales 3
1,260,000,000 kg@ Rp, 39.7/kg. x .026 — 1,3 "
t Total costs Rp. 61,2 billion
Deficit . Sales - Costs ' Rp. 3.8 billion

or Rp. 3.0/kg. sold

A, VG
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APPENDIX IV

Basis for Estimatim'(:oéts of Holding Paddy or Rice

C-i+r+1l+s

where C _ cost of holding paddy or rice, in percent of

value, per month,

Ll
|

~ insurance cost in percent of value, per month,

- r o rate of interest per month for £inancing,

1 = losses in storage per month, in percent of value,

' 8 - cost of storage, in percent of value per month,

'Values have been estimated as follows:

i : 9,01% per month

r — 2,25 to 5,0% per month (This may be cmn\il.ative,
calculated each month on outstanding balance)

1 = 0,5% per month

s = 1,0% per month.

€ = 3476 o §,31% per month

ERE
3
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ant; if Fertilizer Subsidy Withdrawn

will Réti)#in Const

To hold B/C constant requires that (B/C)1 = (8/C)4

where (B/C); = B/C from existing floor price of Rp. 14/kg. -
(Py) for Mill-dry stalk paddy at the village,
with fertilizer subsidy averaging Rp. 8.0/kg,
(Equivalent to the subsidy required ifC&F
price of fertilizer _ $76/ton)?

(B/C)5 = B/C from new floor price (?p) with fertilizer
subsidy removed , ‘ '

o (C+ Q. P) (L +1)
£ gV T _ | |
‘where ° S = share of incremental yield received by farmer —
. 5/6 * , . S
Y — incremental 'yield in kg, of Mill-dry sfalk'
A paddy at the village '

P ;Afloor price in Rp./kg of Mill-dry stalk’
paddy at the village ' _

C — cost in Rp, of Bimas package, excluding ferti-
lizer ' ,

Q¢ = quantity of fertilizer used in kg,

Pg = price of fertilizer to farmer in Rp./ks.

: i = interest on loan at 1% per month for 7 months

.

“Then, ’fozé:traditional seed?

B _  5f6 x 1480 x 14,00 - _ 506 x 1,480 P -
135 % 6.,6) 1.67 (6,495 + 1 R IRNIE

¢ (6,495 + 135 x 26,6) 1.C7

11,166
(equivalent to Rp. 17,50/kg.

and Py = 10,090 x 14 = Rp. 15.48
. : L g 'Milledry at the mill)

A o : 17,30 :
and Milled rice price ex-mill _ .52 + milling and other
‘ ) _ costs (Rp. 5.20)

= Rpo 38.8/k8.
‘Change in fertilizer price . 8
Leverage — » ; - w2 _2,85/1
/.B = Change in milled rice price ~ 2.8 ~

L~ 3605

ONTYRPETY 0B THE PHTLTPPINER
BCHCOL CF :CULUMICS LIBBARY
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APPENDIX V
(cont'd)

And, for high-yielding seed

B = 5/6 x 2,700 x 14,00 - 5/6 x 2,700 Py
C ~ (7,495 + 245 x 26,6) 1,07 (7,495 + 245 x 34.6) 1,07

15,972 x 14 — Rp. 15.97 (equivalent to Rp 18.,00/kg.

and P, —
2 =G :
. »012 . Mill-dry at the mill)
and Milled rice price ex-mill _ 18,00 + 5.20 — Rp. 39,8/kg.

(Note: The B/C ratio on the high-yielding varieties will
decline slightly if the new floor price of Rp. 15,5 for
mill-dry stalk paddy at the village (as calculated for tra-
ditional seed) is used, This is of no practical conse=- :
quence as B/C ratios for high-yiclding seced are already
exceedingly high (see Table 1), ' :

5/4Fertilizef is subsidized in mid-1970 for the amount that the
C & F price exceeds $54,93/ton.

.~z *l.ij'«
7l
'
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