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CHAPTER IX

Marketing Costs and Margins*

I, Introduction

The price difference between the amount the consumer pays for
rice and that which the farmer receiveé for his palay is commonly referred
to as the marketing margin, Undgr conditions of perfect competition, no
marketing agency would be able to gain windfalls, 1In such a situation,
the marketing‘costs‘-- representing the value .added in moving the riee
‘from farm to the consumer including a normal profit -- would equal the
actual marketing margin, When windfalls exist, marketing margins can deviate
considerably from such costs., The more important of these costs incurred
in this process of marketing rice include asgsembly, transportation, milling,

storage, disaggregation, taxes, interests, rents and profits.

X From time to time, the question is uéiQarsally raised as to
‘éwhether the marketing margin is reasonable, Do the existing marketing
%@xgins represent actual cost plus a normal profit or are middlemen receiving
‘fég abnormal profit? The question arisesvbecause the consumer does not
always recognize the services provided by the middlemen and because middle- '.
- men norﬁally are few in numﬁer relative to farmers on the one hand and re-
tailers on the other, There exists the potential for exercising a control

over supply and hence over price. The reasonableness or absolute sise of

*

The authors are indebted to Aurora Galindo, Meliza Agabin and
Rosalinda Marquez for invaluable research assistance while preparing this
paper. Amelita Mafiibo and Rosalinda Verceluz spent long hours in typing
and carefully proofreading successive drafts.
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the marketing margin is also questioned because of budgetary constraintas.
When the government supports high farm prices to stimulate production, and
low retail prices to minimize: labor costs and the burden on the poor, .there

is pfessure to ‘minimize any subsidy this might entail,

By refexring only to the actual magnitude of the marketing margin,
it is difficult, if not impossible;to determine its reasonablenesé. To an
importan; extent, the,mérketing margin is determined by the nature of the
product and the tastes and preférences of consumers as regards services
associated with it. ‘Thus in recent years in the Uﬁited States, the marketing
margin for rice -- expressed as a pércentage of the consumer's price -~ has
exceeded 50 percent compared to around 25 perce;t in Central Luzon.l/ In
the U,S,, consumers prefer to purchase small quantities of higthuality
rice in attractive and convenient packages. In contrast, in the Philippines,
rice usually is retaileﬂ in bulk with quality standards much lower, More~
~pver, the magnitude of the margin can increase with inefficiency of market=
*ing services as well as with windfall profits of the middlemen, On the other
;gemd low margins may s:umly mean farmers market their produce directly to in-
dibidunl consumers, depictihg an exceedingly inefficient marketing structure,
In the Philippines, margine are apt to be low relative to developed countries
because fewer marketing services are reﬁderéd»and because of differences in

factor copbinations and costs,

In general, the larger the fixed portion of the markéting costs,

.

Y Richard M, Thuroczy, "Marketing Margins for Medium Grain Rice,"

Marketing Research Report No. 44, U,S. Department of Agriculture, Washingtonm,
D,C., (December 1960) p. 18.
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the more stable are the margins, For rice in the Philippines, variable costs
of distributioa aczcount for a relatively lorge proportion of the marketing
costs, It would be expected that marketing nargins would be less stable

than for the more alghly processed rice in the U, S,

In‘this Chapter, the following will be described and analyzed:
1) Interregional secular and seasonal magnitudes of marketing margins,
2) Estimates of marketing costs and‘functidnal shares through private and
government'distribution channels, and 3) Comparisons of marketing margins
derived from market prices with marketing costs reéconstructed from estimates

of activity costs,

II, Characteristics of Farm to Retail Markétigg Margins

1. Secular trends. Secular movement of margins for three Philippine
marketing channels for ordinary quality rice are shown in Chart IX-l.gj It
:gs interesting to observe that these trends of margins portray three year

Byclical movements similar to those observed in the trend of the rice price
‘ 3/
€Xe

Because rice 1s a slow moving and storable commodity, margins based
on current prices -- as used in Chart IX-1 -- tend to distort the spread 7
between prices at alternative levels of marketing, Average lags of rectail

from farm prices are shown for each month of the year in Table IX-1, As

2/'il.‘i'xroughov.xt: this Chapter, unless otherwise indicated, empirical
example of margins refer to those between palay ordinario and rice Macan 2nd
class oy equivalent.

3/

='For discussion of these movements, see Chapter VIII, pp. 4 £f.
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TABLE IX-1

Average Monthly Lag Between Farm and  Retail Prices in
Central LuzonEnﬂa MarEt, . 1958 = 1969._15“ :

5 gag't_nxPripe Retain Pric.:e‘ g
Month ' | No of @nm; Lag |
Jamx_a‘ryl - 4 mos, = May
February = B 4 mos, - June
March 4 nos, - July
April 4 mos, - August
May | - 3 mos, =~ August
June ‘ . ' 3 mos, ¢ Septefnber
July ' 2 mos. = Beptember
August o ‘ 1 mo, =~ September
September o | 21 mo, = September
October 1 mo, - November
November | 1 mo, = December
December | 2 mos, = February
yPalay ordinario and r:l.ce; Macan 2nd class or eéuivalant. ‘ f

Sources: Basic Prices, Retail Prices, Bureau of Commerce,
: ' ‘ Marketing Divisiom,
Farm Prices, DANR, BAE,
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might be expected, the lag is greetest after harvest season wheﬁ the bulk

of production reaches the market. As this palay 13 milled, retail prices .
tend to follow farm prices downwérd. The corresponding lag r;flecta in part

.the storage service performed by millers. It reﬁches to fouf months ffom
January to April in the Central Luzon/Manila market, Then after the second

crop and as harvested and stored stocks are drawn upon, millers begin to

work on‘a hand to mbuth Basis. The lag consequéntly declines ta less than a

month in Septerbor, just before the new ne# major harvest.

To'correct this distorticn, secular tren&a are hicreafter des-
cribed using average annual data with spreads betucea alternative price series
corpared after adjusting for the average lag betwoon farn and retafl
markets, For example, between 1958 and 1969, the éverage lag was'S months
in the Central Luzon to Cabanatuan and Manila chamnels but only 1 month in
the Southern and Westetn,ﬂindanao to Cotabato City channgl.é/ As indicated
agove, only part of this lag'caﬁ‘be attributed tc processing ime and trans-
pégtation. With prices declining‘at harvest time, millers and traders buy
fé%ﬁfuture needs tb provide more noniths of capacity operation of expenéive

R

mi}iing equipnent and as a speculatio: that the post-harvest price rise will

e

exteed interim holding costs, Thus, even under perfect eccpetition, morketing

¥

marging will include and are related to costs of holding between eeasons.éj !

Trends in margins using lagged amnual data are shown in Chart IX-2,

4/ | “ /2
= See Table IXe2 for details, p, -3,

5
-/See Chapter VIII, pp, 21 ff, for detailed discussion of holding costs.
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Over the pe?iod 1958/69, the relétiQely larger mhrgins in Iloilo and
Cotabato appear to be increcasing compared to Cabanatuan and Manila where
they appear to be declining, There is‘no obvious explanation for‘thesé
frends. Processing technology has held rather constant and there has been
little if aﬁy change in packaging or quality., Transport in Céntral Luzon
probablyvhas improved relative to Cotabato where production has expanded
on the frontier but is this true for Iloilo where water transport must be
relied upon extensively within the Western Visayas? It is interesting to
note that while the marketing margin in the Visayas closely followed Caba-

natuan until 1964, a wide spread developed after that period.éj

Considering that mérketing costs of physical components increase
proportionately with volume, and that financial and other élementa vary
directly with price, retail price would be expééted to increase somewhat
more rapidiy than farm prices, As illustrated on Cha:; IX-3, thié assump=
tion proved to be valid for three ﬁarkets tested, Central Luzon/Manila, .

Western Visayas/Iloilo and Southern and Western Mindanao/Cotabato, The

§/Studying marketing margins between 1957 and 1963 (with retail
pr ice unlagged), Mangahas similarly found low margins for that period for
‘yboth Central Luzon and Western Visayas and high margins for Southern and
Western Mindanao, see Mahar Mangahas, Aida Recto and Veruon Ruttam, Productio
and Morket Relationship for Rice and Corn in the Philippines, IRRI Technical i
Bulletin No, 9, Los Bafios, Laguna (1970) p. 65, He suggested that the
difference in marketing margins as determined by use of recorded prices may
be partly functiomal rather than real, particularly in Mindanao where the
palay normally marketed by farmers contains a high percentage of foreign
matter and moisture. Price surveyers arve supposed to correct for such
conditions, adjusting farm prices to a "clean and dry basis", but under=
standably corrections may be isperfect.

#\m‘ B &
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Relation of Retail Prices (laggcd) to Farm
Pricoes in Selected Markets, 1958—196RL/

‘ ‘ Cotabatogj
Retail Price (lagged) ' ///

Per Cavan Rice

45 b

40 -

£a2
151
i

3

25F- -

o

1/

2,

R

Palay ordinario and rice, Mecan Ind
class or equivalent,

20 b 2/
Ileilo Y s 5,94+ 1,61
Manila Y 2 0,3 +.1,26X
Cablnltuln Y < 2084‘*’ iclax
) Cotabato Y & -3,15+ 1,73% ,
154 ]
Source: See Appendix IX-1,
10 " —
‘SP'
e ;
S { " 1 Farm Price Per
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evidence that farm~rctail margins rose with farm prices in these three
regions suggests that a large part of the palay may be credit financed or
that margins are calculated és a percentage of éost rather than as a flat
sum, However, for the.Central Luzonlcabgnatuan‘market, evidence of
rising‘margins'accombanying farm price increases was not convincing.zj Does
this suggest that Manila wholesalers are the financiers while the costs of
millers and traders in Central Luzon do not directly reflect financing and

so they maintain a relatively constant margin?

Based on ;esults of similar studies by Mangahas coveriﬁg the
period 1957/63, Ruttanbpremised that it was difficult to visualize any
long-term exercise of market power by middlemen in those regions outside -
‘Centraleuzon, Western Visayas and Mindanao where constant absolute fa;m—
retailvnargins were suggested.gl He concluded that the market pdwer was
only of local siggificance and of short duration except in Mindanao where

transportation inhibited the rapid movement of rice,

R

. Ruttan's conclusions cannot be taken lightly although studies are

T TR

wyi

o Z/In the retail/farm price regression, the hypothesis that the

ﬂggtail price rises by the same amount as the farm price was found acceptable

at the 5-percent level (t-test) for the Central Luzon/Cabanatuan markets, )
For the period 1957/63, with unlagged data, Mangahas arrived at the same ]
conclusion as in this study when he compared prices during the peak harvest
months, For the lean harvest months, the Southern and Western Mindanao/Cota-
bato market was the only one where the proportionate price increase hypothesis
was disproved, Ibid,, p. 64, This suggests that credit financing of stocks

may be less common in Central Luzon during the lean harvest months,

§/Vernon W, Ruttan, "Agricﬁltural Product and Factor Markets 'in

Southeast Asia," Economic Development and Cultural Change, University of
Chicago Press (July 1969) pp. 504-505,
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lacking that provide convincing evidence on other grounds to confirm the
comparative efficiency of rfce distribution in the Philippines, Margins of
approximateh'r 20 percent éllwing the farmer 80 pefcent of ;he retail price

in the‘ Central Luzon/Manila and Cabanatuan marketing channels (see Table IX~2),
are also suggestive butf- they do not lconfirtq distribution efficiency. They
appear rélatively low when compared to those realized in India in pre-World
War II of between 23 and 45 percent, in Java in the mid-1950's of between

28 and 46 percent, and in Thailand in the mid-1950's of 28 percent,‘g/ On

the other hand, the Ceni;fal Luéon niargins appear very high compared to the

average margin in Taiwan during 1966 of only 7,3 percent.lg/

. In contrast, the marketing margin of approximately 38 percent found
in the Southern and Western Mindanao/Cotabato channel allow the farmers an
average of abéut 62 percent of retail price Lz2tween 1958/69,

- which seems high by all Asian comparisons (see ;l‘able ix-z), Compared with
_ Central Lixzon, .the high transport costs constitute a relatively lrge percent-.

\;age of the consumers® peso captured between the farmer and the palay whole-
‘»tgaler (10.2 percent compared to less than 2 percent in Central Luzon),
%ﬁu‘.larly, the percentage of the consumers' peso taken by the processor and

‘E;ice' wholesaler in Cotabato (23,2 percent) is more than double that in .

Central Luzon (10,1 percent). Considering that mills in the Cotabato area 1
9/ ‘ . | |
= Government of India, t_on the Marketing of Rice in India

Marketing Series No. 75, 2nd Edition, Govermment of India Press, Caicutta
(1955) p. 131; Leon Mears, Rice Marketing ir Indonesia, Pembangunan Press,
Djakarta (1961) pp. 133 £f,; Narkswasdi Udhis, Farmers® Indebtedness and
Rice Marketing in Centrai Thailand, Bangkok (1958), as reported in Sura

Sanittanont, Thailand's Rice Export Tax: It's Effects on the Rice Economy,
Kurusapha Press, Banghkok ‘(July, 1967) p. 66, ’

10/ Hsing~Yin Chen, Agricultural Marketing in Taiwan, Joint Commission
on Rural Reconstruction, Taipei (July, 1969) p. 73,
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are relatively large and have the potential to bebrelatively efficient, there
+5 a strong suggestion - but not convinving proof == of mond;isony power by

the middl.emen or millers in Cotabato.

In those chanpels such as Central Luzon/Manila, where marketing

margin is only 20 percent of retail (or leés), even a substantial reduction

of the margin will have but a small effect on the price received by the
farmer, For example, a 25 percent reduction in these margins (from 20 to

15 percent) would raise the farmer's share of the retail price from 80 to

only 85 percent. Even if allowance were made for some inefficiency in
- distribution or collusion in the Central Luzon/Manila channel, it is
unlikely that the farmer's return could be increased or the consumer 's price

reduced appreciably by merely improving distribution,

It would be expected that larger marketing margins might be found
for rice of higher than for ordinary quality, Milling recovery of head

* rice (whole grains) is lower and special care is required in processing
i“;ihi.gher quality rice. As shown on Chart IX«4, in the Central Luzon/Manila
‘;?E’cﬂ_bannel, the average farmer's share of the consumér's_ expenditure on rice

i » ~:_é"{19.'58/69) was only 64 percent for Wagwag lst quality compared to about 80
percent for Macan 2nd quality, Unfortunately, detailed studies are not 1‘

available to permit preciaé co@arison of relative %Gf;ciency 1n marketing
‘these two varieties, Available studies do give e¢idence that margins
increase as consumers demand ir;éreased services (milling and handling).
Without the packaging required for the American mafket, the marketing nargin
for Wagwag of 36 pefeent is still far below'the; 57 percent found for medium

quality packaged rice in the United States.g'-/

11/,

‘_Thuroczy’ 92: _C_j._t_o, Pe 17.
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2, ‘Sgasonal variation of markgtggg margins, Mangahas concluded

from his'study that marketing margins for rice varied seasonally and

2/

inversely with farm p:ices; They were highest when farm priceé were lowest,
To expiain this 1nvefse correlation, it wes argurd that farm prices arae more
subject to seasonal fluctuatioﬁs than are retail prices, This smaller
margin in the pre-harvest season also reflects lower holding costs for_the
shorter peridd of storage involved for palay purchased at that time of the
year., .These general conclusions were borne out in the present study over
the'longer period from 1958 to 1969. The inverse relationshi§ between

farm price and unlagged marketing margins is illustrated clearly on

Chart IX-5,

This negative correlation appears logical although it may not
describe the actual sLtuation faced by traders, The marketing margins

calculated by Méngahas and illustrated in Chart IX-5 represent the price

»E difference between farm and retail prices, both recorded at the same point

3

- of time, The resulting margins would be realistic only 1if palay could be

#

ga;lled and then moved from the farm to the consumer without time loss and
L3

.wfif inter-seasdnalrstorage was not required, In the real world, there is in
-4

fact a considerable, even though variable, time lag involved, as shown on »

Table IX-1,

Chart IX-6 illustrates the more realistic situation where the
seasonal index of the marketing margin takes into account the average lag

for each month between purchase of palay on the farm and its sale as rice

12/o,, cit., p. 69.
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' tovthe conaumet.‘ For exemple, the index for January reflects the difference
between the'Janﬁary farm and the April retail prices (4 months lag); for
December between the December farm and the February retail prices 2 months
lag). As feund with unlagged margins, the lagged margins also vary inversely

with farm prices,

These more realistically lagged margins provide the trader with‘a
useful decision tooi. By referring to the margin index he can gain guidance
for planning palay purchaees andbsales, To illustrate, the largest margins
would be expected for purchases made between October and February., However,
a four months holding time between purchase‘and sale would be expected only
in the months ef January and February, Thus early season purchases made
from October to Decembef would offer greater expected profits than January
and February purch;ses; Average margins ere similar but average lag is cone-
siderably less. Purchases in March and April, with average lags equal to
Januaty and February would yield less profiteble expectancies with their
}iower margins. In other words, expected matgins when related to expected
holding times indicate ‘that some buyers and sellers make unprofitable decisions.

whe astute trader would be expected to profit by more rational behavior than

tﬁe average buyer and seller in the market,

Following the conclusions of Mangahas, seasonal fluctuations of farm
prices were found to be greater than of retail prices except in Cagayan Valley
region.lg/ Taking this into account together with the associated inverse
seasonal relationship between farm prices and marketing margins, ome would

expect that the farmer's share of the consumer's peso would vary directly with

See Appendix 1X~-3, Eveh in Cagayan Valley region, the inverse
relationship between geasonal farm prices and margins continued to hold true,




farm prices and inversely with the marketing margin.

Because of the léverage gaiﬁed from sma11 margins arising from retail
and farm‘prices that are much larger, a smallypercentage change in either the
farm or retail price éan éreate a much larger percentage change in the margin,
This leverage effect accounts from the éxceedingly large seasonal fluctuations
in some margig indices, iWith uﬂlaggeé marging, in the Central Luzon/Manila
channel, the seasonal index of marginé ranged from 59 to 148 peréent of
trend while the farm price index fiuctuated between only 91 and 106, After
lagging retail prices, the. fluctuation of the seésonél index of margins
ranged only from 86'to 114, But even this reduced spread was greater ;han

for either the farm or retail price index.

III, ‘Marketing Costs
The specific costs that add together to make up the marketing margins

have been estimated for three organizational channels; 1) private channel,

2) govermment channel (RCA), and 3) the cooperative marketing channel (FaCoMa/

*GRAMACOP). Marketing costs have been prepared from cost accounting records of

;Qg agencies involved, adjusted where it appeared necessary after discussions

ith experienced millers and traders and reference to cost controls by relevant
4 : ‘

regulatory agencies and to related field reseafch;lif ' i

3"'{"‘/.l»‘x.t:endency for the latter was observed for the United States by
Thuroczy. But, in contradiction to the above reasoning, he argued that this
finding would cupport the conclusion that in any given season farm prices
are more et ble than retail prices, op. cit., p. 17.

Following studies have been particularly useful: Presciliano D,
Evangelista, et al, "Group C ~ Report, Marketing of Palay and Rice," in 1st
National Seminar on Agricultural Marketing, DANR, Bureau of Plant Industrles,
Manila (1966) pp. 264-277; Benjamin D, Peredo, Cost of Marketing Palay and

Rice in Nueva Ecija, 1961-62, unpublished master’s thesis, Graduate School of
Agriculture, University of the Philippines, Los Bafios, Laguna (1964); and
Melecio Tibayan, "An Appraisal of RCA Operations Under the Quedan System,"
unpublished research report for Program in Development Economics, University
of the Philippines, Diliman, Quezon City (1971).




. 1. Estimates of standard charges and costs. Table IX-3 provides
estimates of séandard marketing costs for palay and rice, These estimates

apply specifically to marketing operations within the Central Luéon to
Manila channel, Cost variations can be found even within this area.

Outside this area, greater variance can be expected For example, prevailing
trucking rates in Cotabato and Cagayan Valley are higher than in Central
.Luuono In Central Luzon, lower transport rates are obtained when: palay or
rice 1s car*ied on backhauls in trucks that would otherwise be returning
empty to centers of distribution, Handling charges vary proportionately
with labor costs in each region. When suplight is inadequate and where
mechanical drying is available, drying costs would be higher than indicated,
Lossesvdepend on the suitability of storage and prevalence of fumigation
and fodgnt controis and inSurapce tates‘on the type of storage and proximity

of the mill to the storage area,

Peso costs of marketing have increased over the years, The

" .
upward movement was part*'* ariy ptonounced during the year following the
de—facto devaluation of the peso in February 1970. Minimum wages and prices

a—

Of’most supplies and equipment increased. At the same time revenues from
‘hynproducts kept pace with this increasing tr"nd.17/ Both net and gross
margins for retailers appeared to be larger in 1971 but the net increase 7

probably reflected market shortages more than permanent increases,

In detailing costs through the three channels, fixed costs (those

17/In custom milling, some millers either charge a milling fee with

all by-products going to the customer, or millers retain by-products to
compensate for a milling fee, 1In 1971, with relatively high by-product prices,
the latter method was advantageous to the miller unless he agreed to share
by=products with the customer,
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that increase proﬁortionately with‘physical volume);have been separated for
cohvenience in calculation from fhdée\other costs that vary directly with
the price of palay, Theviatter include those fiﬁancial components sucﬁ

as intereqt. insurance, bank charges and grain losses, Traders and millers
could add a flat absolute amount as profit but evidence suggests mixed
practicés, va;ying,widély as market cqnditfbns‘perm;t. For uniformity in
estimaﬁes, profit margins have‘beén assumed to vary directly with ﬁalay
prices, Thus, at times when actual average parketing margins are found

to be considerably higher than estimates, there is tﬁe strong suggeétion

that market conditions permit larger profit margins than the ones assumed,

For individual millers and warehousers, p;ofitvhargins will diverge
materially from the average, depending on capacity utilization of capital
plant.lg/ This partially ekplains the apparent carelessness of millers in
assessing storage and milling fees when farmers have a portion of their

~ stored rice milled for'home consumption, Nonetheless, this carelessness
zpays big dividends by helping assure the mill a reliable volume of palay

Mttom regular customers.

;fi
véf 2, Marketing costs through private channels, From the standard

&ost estimates given on Table iX-3, itemized total marketing costs have

been calculated for the movgment of palay through a typical marketing channel

lQIWide profit variations accompanying volume of business are high~
lighted in the study by Benjamin D, Peredo, E, J, Echon and P, C, Kuhonta,
“"Rice Mills and Costs of Milling of Palay in Nueva Ecija," The Philippine

Agriculturist (November 1957) pp. 97-99. Commercial mills appeared to be
able to break even at below 50 percent capacity while profit rates increase.
rapidly as capacity utilization increases, For an extensive examination of
the relationship of milling profits to capacity operation in India, see

Uma J. Lele; Food Grain Marketing in India, Cornell University Press, Ithaca,
New York (1971) pp.. 200 ff, ' .
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from farms in Nuekva Ecija (in Central Luzon) through the transit market in
Cabanatuan to the retailer in Manila, For these specific estimates, i:he |
palay is assumed to b}e collected b§ a middlgman/wholesaler who sells it to
the miller for storage and processing, After milling, the rice is stored
and distributed to .the retailérs by a rice wholesaler in Manila, Many
other channel éombinations are possible as indicated in Chapter V.lg-/ Costs

‘ in other channels will vary from the estimates given here and generally

would reflect differences in marketing services and scale economies, In

some cases money costs may appear low because services are performed by

:, ‘ underemployed farmers or middlemen whose opportunity costs are low,

Estimated costs in the Nueva Ecija/Manila channel shown on
:able IX-4 are. compared with actual marketing margitis for May of 1966 and
1970. Of the total margiri, it is observed that more than half generally
occurs bet;ween the pélay and rice wholesale markets, arising from storage,

. milling, handling, tramsport and profit for the miller and rice wholesaler,

IRy
VA T

Of this, processing and storage at the rice mill account for approximately

: two-thirds, Margins between the farm and palay wholesaler and between the

f" rice wholesaler and copeurer each appear to account for roughly 25 percen

of the total margin.-z-g-/

¥

!

The actual margins between the farm and wholesale palay market agree

reasonably well with the cost estimates. However, the actual 1966 margin

.l.g/See Cha‘pter v, Ppo 11 ff.

22/003!: breakdovms from other Asian countries are difficult to com-
pare because of unique processing practices and lack of detailed costs, In
Thailand, where available costs appear comparable, the palay wholesaler
accounted for approximately 30 percent of the margin and the miller a little
bit less. Sanittanont, op. cit., p. 66.
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from the palay wholesale market to retail indicates an unusually low margin
for the miller or wholesaler and a high margin for the retailer. At least,
Athis can be partially explained by the practice resorted to by millers and
wholesalers in recent years whéreby thé weight of a cavan of :ice'is
reduced from a fu11V56-to anywhere from 50 to 54 kg, Thus a cavan may
yield less than 23,5 gantas of rice to the retailer with the result that
part of the apparent retailer's margin is captured between the miller and
rice wholesalero This same-discrepancy is not evident in 1970 because
retail prices of rice rose slowly after the devaluation, while by-product

21/

values rose rapidly.~

The farmer's share of the consumer's pesoaf between 75 and 80 per=~
cent might not be tenable in situations where pre~harvest loans by middle-

men or landlords rule out the possibility of the farm gate price being

received by the farmer.

¥

.7',‘7‘;1 e

5

-
<
43

<
o

Estimated ﬁarketing costs by distributive shares for May 1966 and

A 1970 are shown on Table IX-5, Excluding miller’s margin and rice sack

;costs, net milling and storage costs account for only about 20 percent of
gtotal costs, Middlemenjs margins appear highest for retailers but this

is only becausé thei: margiﬁs Qre gross, including cverhead (retailer‘s y
estimated net profit was only 8.0 percent of marﬁeting costs in 1966 and

10,1 percent in 1970), The importance of transport sud handling costs

1s evident, approximating between 25 and 30 -percent of the total mergin,

But, this does not provide a convincing argument that bulk storage and

-l(At least part of any remaining difference between estimate and

actual margins can be charged to the unreliability of market price reports.

Egrr- 2834/&3
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TABLE IX~5

Estimated Marketing Costs According to Distributive Shares,
Private Channel: Nueva Ecija/Cabanatuan/Manila
: 1966 and 1970

May 1966 May 1970
£ Per P Per .
Cavan of % of Cavan of % of
Rice Market- Rice - Market-
Equiva- % of  ing ; Equiva- 7 of ing
lent Retail Costs lent Retail Costs .
1. Palay price at farm ' ,
 gate 230,52 80,3 . 34,92 78,5
2, Transport costs 1,26 3.3 16.9 1.94 bob 20,3
30 H.andling 0.61 1.6 802 . 0.92 2.1 906
4, Sacks 1.30 3.4 17.4 1.30 2.9 13.6
5. Milling & storage 2,69 3,10
Less: By=products (0,95 ’ 1,66
Net Milling & . : :
Storage 1,74 4,6 23,2 1.44 3.2 15.0
6. Palay wholesaler's _ . \ -
mrgin 0.4‘0 1.0 5.3 0.46 1'0 a.8
7.Miller's margin  0.67 1.8 9.0 0,77 1.8 8.1
8. iice wholersaler's - ‘ ' .
# marginl/ 0.52 1.4 7.0 0.68 1.5 7.1
9. Retailer's margiug/ 0.97 2,6 13,0 2,05 4,6 21,5
T ,
10, Retail rice price 37.99 100.0 10C.0 44,43 100,0 10C.C )

Includes overhead costs,

2/

='Includes overhead costs except transport costs,

Source: See Appendix IX=4,
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handling facilities, with their labor saving features, are justified in a

country like the Phiiippines where undereﬁployment and unemployment is

extensive and the real coét of labor is often far less thén the legal mini-

py

LA

T

-
=

22/
mum money wage.

Table IX=6 provides a compapison of estimated costs and actual_
margins at the various marketing levels for three different chanpels;
Cabanatuan, Manila and Cotabato City. Again, gignificant difference is
evident between the farmers share of the consmet:% expenditure for rice
in Central tuzon/Manila (77 to GU percent) as compared to Mindanao (61 to
63 percent), Somé of this difference may be accounted fo? by the relatively
poor condition of the farmer's paiay in Mindagao, plus the larger transport
costs, In addition there exists the suspicion that market organization
may permit some control of price with resulting higher margins for middle-
men and millers. Evidence is not conclusive, However, costs in Mindanao
from férm to the wholesale palay marketlappear at least double those in

Central Lugon while margins from wholesale palay to retail appear definitely

on the high side,

o

P

L

%
-
#

el

The actual average trend margins for the period 1958/1969 compare
reasonably with both thé‘1966‘and 1970 estimates and actual margins in the ;
channels, Their degree of difference from some of the actual and estimated
margins illustrates thervariance‘in'margins over time under different

market conditions,

EQIWeitz-Hettelsater recommended the installation of bulk handling
Pacilities for the Philippines without evidence of fully evaluating the
real costs, see Economic and Engineering Feoasibility Study, Storage,
Handling and Marketing of Selected Crops in the Republic of the Philippines,
Kansas City, Missouri (June 1968) pp. 263 ff,
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TABLE IX-6

rgins Through

Private Channels in 3 Selected Markets: Ma 1966 and 1970
as a % of retail price) I

Wholesale Wholesale-
Farm * Palay Rice Farm
to to to to
Wholeeale Wholesale Retail Retail
Palay Rice Rice Rice
‘ Nueva Ecija/Manila
May 1966 . Lag in months 1 2 0- 3
Estimate 4.4 12,2 3.1 19.7
Actual 4.9 6.5 11.9 23.3
May 1970 _ .
Estimate 5.1 S 11.1 5.3 21.5
Actual 4.6 9.5 5.7 19,8
1958/69 average actual margin 1.4 10.1 9,2 20,7
Nueva Ecija/Cabanatuan
May 1966 Lag in months 1 cmame2 e 3
Estimate 1,9 16,6 18,5
Actual 5,8 4,8 10.6
May 1970 - |
¥ Estimate 5.4 13.8 19.2
% Actual 4,6 - 15,2 19,8
13958/69 average actual margin 1.4 . 20.4 - 21.8
= S, & W, Mindanao/Cotabato
Mé? 1966 Lag in months 0 1 0 1
* Estimate : n.a. n,a. n,a, n.a.
Actual 21,2 13.9 1.6 36.7 ,
1
May 1970
Estimate n,a, n.a, n.a. n.a,
* Actual 8.3 24,7 5.6 38,6
1958/69 average actual margin 10.2 23,2 4,9 38,3

Source: Esiimated margins, sce Lppendix IX-4,
Actual average margins, sec Table IX~2,
Market prices for actual margins:
Farm gate - DANR, BAE,
Wholesale and Retail - Bureau of Commerce,

Marketing Division,
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3. Marketigg costs through government (RCA) channels. This

chaﬁnel refers to the one through whiéh RCA (previously NARIC) rice has
been marketed, Since 1966, RCA‘stoéks of domestic rice generally Eave
been purchased through the use of quedans (warehouse receipts), Using
this'system, the farmer receives a quedan upon delivery of his palay to an
RCA owned or authorized private bonded warechouse. The farmer is paid upon
presenting the quedan at an authorized bank holding RCA deposits., When
RCA needs rice for distribution, the miller holding the palay is obligated
to mill and deliver 52 cavans of commoﬁ quality rice to RCA for every

100 cavans of paléy. RCA may elect to distribute to retailers directly
from thé mill or to shipvthe rice to storage depots in deficit areas from

where rice is sold to retailers or through supervised mobile stores direct

to the consumers,

Marketing cosés have been estimated usihg the quedan system and

o with RCA distributing to retailers after storing rice in populated deficit

écenters. These estimates for the Central Luzon area are shown in Appendix IX-S,

Beparated as t5 fixed and variable costs, as in the private sector,

w0 e )
i
3

po.
27

w orts that are resorted to when domestic production is inadequate
v : p

have beeri distributed exclusively through government (RCA) channels during i
iecent years., Imports involve bank charges for payment clearances, port
charges and,as with domEstiq stocks, storage priof to RCA distributién‘to
retailers or‘conéumets. Distribution cost estimates through this channel

are shown in Appendix IX«6,

The mérgin of profit or sﬁbsidy for domestic and imported rice dis-

tributed through the govermnment channels is shown on Table IX=7, Leaving
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out RCA administrative overhead costs, domestic distribution still required
subsidies in fiscal year 1966/67 and imports in calendar years from 1963 to
1966, By 1971, while domestic palay was being‘highly subsidzed to the

swall gxteht that RCA held any domestic\stock, imports were bringing the

government a profit margin of over 25 percent of .the cqnsmxer’é peso,

A review of Table vix~7 emphasizes the effect of wide fluctuatioms
in world rice prices upon rice import economies, While i.mpbrts had to be
subsidized in 1963 to the ex.tent‘ of 114 ﬁercent of retail i)ricé and by
72 percent in 1965, world price deciines by 1971 provided a profit ma;gin '

to the govermment of 25 percent of the consumer’s peso expenditure on rice,

4, 'Marketigg costs through cooperative marketing channels

- (FaCoMa/GRAMACOP) , This chamnel is one of the distribution paths of rice
marketed through private chz:;nnel_s,-z-é-/ It is separated for costing to enable
comparison of marketing costs and margins with those in govermment and other

private channels,

This chammel was initiated in ‘1966 when the Grains Marketing

I

4

#:

“Cooperative of the Philippines (CRAMACOP) was organized to distribute . rice

" ¢dnd other crops) for FaCoMas. The FaCoMa procures rice from its members,

b

“#

o
¥
a

“sand then stores, processes and transports it to GRAMACOP. terminal vare-

houses, Then GRAMACOP takes over distribution, which up to 1972 was mainly ,f

-23-/ Detailed cost figures are not available to provide an accurate

estimate of RCA administrative overhead. After discussions with RCA account-
ante, it would appear that RCA administrative overhead, excluding interest on
old debts, would average at least P10 million a year and possibly considerably
more, This overhead continues with but slight variation even though floor

and ceiling price levels are maintained without any purchases or sales. In
essence, this cost is an insurance that a qualified staff will be available
when price stability or support requires, With sales fluctuating widely
between 1968 and 1971, this minimum estimated overhead, as a percentage of
8a1e;, amounted to O percent in 1968 and 1970, 23 percent in 1969 and 71 percent
in 1971, ,

26/ ~
= See Chapter VI, pp. 11 ff,




- -32 -

to government institutions with relatively small balances to private whole-

salers and retailers.

For comparative,purposés, 1970 cost estimates are given for dis-
tribution of‘palay from two Central Luzon FaCoMas who are memberévof
GRAMACOP, One is in Bulacen, the other in Nueva Ecija, These cost

- estimates are showm in-Appendix IX-7‘and discussed on the following pages

in compariaon to cost estimates in the other chanmels,

S. ggggarison of estimated marketing costs throhgh private,

cgggerafive‘and government channels, Comparative costs and margins arising
in rice distribution through the 3 marketing channels are shown in

Tabie IX-8, So that the 3 different chammels would be on a comparable
bas;s, the same farm gate palay price was assumed in all, In the private
sector, farmers who sold at the farm gate received that price, Thisvholds
true in the governmenf channel by assumption of an RCA support price at

the mill that allows the farmer to cover his transport costs from the farm.

¥

L

?'Similarly, in the cooperative gector, it is assumed that by paying the
;§Earket price at the FaCoMa, the'farmer can cover his tfanspoft costs, To

nféqualize transport. costs, it was assumed that all channels serviced farmers

and distribution outlets in the same locality, The Bongabong FaCoMa was

x**’

chosen as the cooperative for comparison because of its location in

Nueva Ecija.

In these synthetic calculations, it is not surprising to discover
that the farmer's share of the consumer's pesos spent on rice is highest

if he sells to the private sector middlemen, The cost estimates are

biased towards the priﬁate sector in assuming that competition will allow
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little if any windfall gains. They alsq exclude the possibility of a lower

net to the farmer after high 1§tereet payments on pre-harvest loans that
obligate sale of part of the crop to middlemen below farm gate price, .
Preference for the private sector will arise.when_these income~reducing

constraints are absent.

High marketing costs and a low share for the farﬁer of the consumer's

egpenditure on rice in the government channel give it the lowest preference

* under éssumed conditions, . Preference for this channel wbuld arise at times
when the markét prices for palay are depressed, At those times, the RCA

' remains~cﬁarged to maintain its floor buying price at the mill (19,52/cavan
of palay under assumptions in the example), which would assure the farmer
the minimum sqppért price, This channel can be disadvantageou§ to taxpayers
1f the farm floor price-retail ceiling price spread does not allow RCA to
cover full mérketing costs, For example, in 1970 (after devaluation) with
RCA selling rice at ;ﬁe ceiling price of P1.40/ganta that cost P45.28 per

‘%‘cavan (91;93/ganta), RCA would have been subsidizing sales at a rate of

o 4

"

38 percent of retail ceiling price.zg! The subsidy would be even larger were

51?1\ overhead taken lnto account, And given the possibility that govemment

giégencies may not be strictly controlled at all times, leakageé -= which appear
to have been large at 1nt9rvals in the past =-- would impose én additional f
burden on the taxpayér. Govetnmen; milling costs are relatively high,
Milling costs result from bargaining between the government (RCA) and the
millers, As effective 1mpiementation of the quedan system requires a large
well dispersed group of millers, the government apbears to héve'been at a

disadvahtage in the negotiations,

. 3§/RCA average selling price in August 1970 was P1.40/ganta, RCA,
Accounting Departunent, -
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The cooperative channel costs fall in a middle grOund under the
assumed conditions, Cost ffom tge farmer to ex-mill are lower than in the |
other channels while wholesale rice distribution costs appear higher than
in the private channel. However, the credit diéadvantages and associaﬁedv
low purchase prices of some private sector middlemen should be‘gbsgnt in
this channel to the advantage of thetfarmer. As GRAMACOP's aéti#ities
expand, their per uﬁit distribution costs ma& decline, _In addition, there
may be some profits hidden in both-the FaCoMa's milling charge and the flat
GRAMACOP mafgin. These would accrue to the farmer‘s benefit in the longer
run, On‘the'other hénd,_with poor management, the farmer riské losges,
Moreover, if low levels of repayment to FaColMas continue, taxpayers will

subsidize part of the advantage gained by the farmer.,

Summarizing, under assumed conditions, all channels of rice dis-
tribution from Nueva Ecija to Manila appear to have much lower relative costs

than in Mindanao. Costs of all are relatively close, with a small advantage
Efunder assumed conditions in favor of the privéte sector, with the governmént
é?gector costs above those in the cooperative channel, Under more true-to-life
%fionditions, situations can be visﬁalized where each channel would have an
}’advantage; Unfortunately, less than 5 percent of the total marketed surplus |
of palay is handled in the cooﬁerative sector, limiting its potential use- !

fulness, RCA'S purchases (they have never been more than 10 percent of the
ﬁarketed surplus in any year) can have a material impact in forcing the

private middlemen towards competitive margin norms, given the relatively

inelastic demand for rice.




-

£ 5. Relatively small percentage change in price can induce pro-

"IV, Summary and Conclusions

1. Retail prices varied directly with farm prices, These retail
variations lagged four months behind farm price changes after harvest and

less than 1 month immediately before harvest time,

2, Ségularly, margins appeared to be increasing slightlyvin Iloilo
and Mindanao and declining in Central Luzon., The feiationshiﬁ between
farm and retéil pricés was slightly positive given the physical cost com-
ponents increasing with volume and the financial elements varying directly

with price.

3. No absolute measure of channgl efficiency was possible given
marketing margin variations associated with changes in consumer preferences
fo: services and differences: in factor combinations and costs, Nevertheless,
with margins in the Min@anad/Cotabato channel double those in Central Luzon,

relative inefficiencies and/or market control were indicated,

? 4, Seasonally, ma rketing margins varied inversely with price being

*highest following harvest. when rice prices were lowest,
]

portionately larger margin chaﬁges, given marginal spreads much smaller ?

than absolute farm and retail prices,

6., Estimated marketing cost_equatiohs were constructed for
privatce, government and cooperative channels in the Central Luzon
area, These compared generally with sample studies of actual margins in

S

the channels where about half of the marketing costs arose between the

wholesale palay and wholesale rice markets, iy




.
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7. Transportation and bandling costs account for one-third of the
total margin, milling for 20 to 25 percent, with middlemen and processing

margins about'30'percent,v

8. Marketing margins in the 3 channelé -- private, government
and cooperative -~ showed a slight advantage for the privqte sector under
aésumed conditions of no windfall profits. However, eaph channel has unique
advantages, The government chanmnel can geip to prévent 0pp6rtunity for
windfall pfofits elsewﬁere while supporting farm prices and limiting retail
price advance, This may involve heavy costs to taxpayers; The cooperative
‘channel can give the farmer an exploitation-free market with pqsgibility of
some dividends in the longer run as cooperative distribution becomes more

efficient.

o
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APPENDIX IX-3 .

' : _ 1/
Range of Seasonal Retail and Farm Price Indices, 1951[?0*

(in percent increasc from seasonal low to seasonal high)

Farm Index -Retail Index

Region Range Trading Center Range
Ilocos 17.4 . Laoag 12.4
Cagayan Valley 13.0 "'nguegarao 14,3

Central Luzén‘incl; | 2/

Manila 16.4 Manila ' 9.1~
Soﬁthérn Tagalog 12.7 San Pablo ' | 11,2

Bicol | 18.2 - Legaspi o 8.4
Eastern vLsgias . 15.4 Tagbilaran 10.7
weStern~Visa§as '21.2 Iloilo 14.3
N. & E. Mindanao 11,7 Iligan 5.8
S. & W, Mindanao 13,1 © = Cotabato ‘ 10.4

'l/Palay ordinario and rice, Macan 2nd class or equivslent.

2/1955/1970 period.

Source: Basic data, Retail prices from Central Bank, Department of
Economic Research except for Manila and Cotabato,
from Bureau of Commerce, Marketing Division,
Farm prices, DANR, BAE,




APPENDIX IX-4

Estimated Costs of Marketing Palay/Rice Through Private Channels: Farmer -
Palay Wholesaler - Miller - Rice Wholesaler - Retailer - '

‘ 17196

Consumer (Nueva Ecija to Manila)l

6 & 1970

. 1966

2 Per Cavan
Rice Equivalent

1970

After Devaluation

P Per Cavan

I 'Paiay price at farm gate X3P16.77

II Add costs to wholesale palay: 2/
a) Transport to mill warehouse="# 0,36
b) Handling: pickup & at whse 0.36
¢) Depreciation of palay sacké/ 0.50
d) Palay wholesaler's profit3.

Total cost to wholesale palay 1,22
IITI Add étorage costs:
a) Storage, 3 months average 0.55
b) Interest, 3 mos. @l2%/yx,
¢) Insurance, 3 mos, @1,5%/yr.
d) Losses in warehouse & mill, 1%
Total cost to milling N 1,77
IV Add costs to wholeg?le rice:
% a) Milling costs= 0.75
5 b) Sack = good 2nd hand jute 0.80
£ ¢) Spillage =~ 0,2% of rice
- d) Miller's ptofiti .
_f'; e) Less: by-productsg (0.95)
{fJTotal cost, ex~-rice mill 2,37
\' | a) Handling; 2 movements(at mill) 0,10
b) Transport to wholesale whse., 0,70
¢) Handling; in and out at
' wholesale warehouse 0.15
d) Warehouse overhead / 0,10
e) Wholesaler's profit=
Total .cost to‘wholesale rice 3,42
VI Add retail expensés: 7/ '
a), Retailers - net costs / 0.57
b) Retailers net profit~ © 0,60
Total costs to retail(Y)/cav.rice Y34,59

Total costs to retail(Y)/ganta 0.195

+

+

1.82CX

0.024X

1.844%

0.054X
0.007X
0.018X

1,923

0.,004X
0,040X

1,967X

0.,025X
1,992X

1.992X
0.,085X

Rice Equivalent

X=P19,.19 1,320x
P 0,64
0.55
0.55
0.024X

1.74 + 1,844X

0,054X
0.,007X
0,018X

2,29 + 1,923X

0.95
0.75(plastic)
0,004X
0.040X
(1.66)

2,33 + 1,967X

0.15
1,00

0.22
0,20
0.025%

3,90 + 1,992X

1.38
0.97

Y=6,25 + 1,992X
0.266 + 0,085X




Footnotes:
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APPENDIX IX-4
(page 2)

J'--lEsi:i.rtiau:'ed marketing costs in Nueva Ecija/Manila market assuming clean dry
palay procured in Nueva Ecifa, deposited in a bonded mill warehouse
with a 300 cavan per day capacity, 12 hours operatiom, 200 days per year,
55% recovery by volume of common quality; milled after 3 months of storage
with milled rice retailed in Manila and suburban markets. :

2 : : '

‘jvaries with transport facilities and road conditions in the area, Where
roads are poor, transport costs are much higher than prevailimg motor
freight rates, Transport costs included here are for good 2nd class roads,

='These net profit margins reflect profit levels reported as customary.

4 ,
'/Jute sack used 4 times; plastic sacks used 2 times,

3 s o :
“/Break—down of daily expenses in the mill per cavan of rice recoverd:

1.

2,
3.
4,

Fixed charged depreciation, maintenance

& repair, insurance & taxes
Operating expenses
Salaries .of personnel
Handling expenses

Total

6
‘!Revenue from byeproducts:

Bran =~ D-1

D-3

Binlid
Mata-mata

1/

Total revenue

# Retailer's per cavan mark-up:

Less: Retailer's costs/cavan rice:

Trangport to retailer
" Unloading

. Rents

Insurance, license, taxes,
depreciation, interest

Supplies (paper bags)

Labor

Losses and shrinkage allowance

Other operating expenses

£0,20

0.10

0405
0,15
0,50
0.04

0,08

Plus: Proceeds from sale of rice sack

Net profit to retailer/caven rice

1966

£ 0,33
0.13
0.08
0.21
0.75

0.61
0.20
0.11
0,03
0.95

1,17

i:-'
.
O W

F
[«
(o]

o
0y

=N
o

1970

(after devaluation)

£0,30
0,08
0.20

0.10
0,30
0,70
0.10
0,20

P 0.35
- 0419
0.11

0,30

1,98

0.37
0,60

0.97
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APPENDIX IX-5

. Estimated Costs of Marketing Palay/Rice Th h Govermment Channel=
"~ (RCA's Quedan Systam, Central Lugzon/Manila, 1966 and 1970) |

N,

1966 ~ 7 197037
After Devaluation
Per Cavan Rice Per Cavan Rice
Equivalent Equivalent
I  Het to farmer , P 1,820% P 1,820X
Ia Palay price at farm gate"z'lx=16.77 1.820X X=19,19 1,820X
a) Transport 0,36 ‘ 0,64 .
"II  RCA support price 0.36 + 1.820X 0,64 + 1.820X
‘ Add:
a) Depreciation of palay sack 0.50 0.55
b) Handling: resacking,
scale, piling ' 0.27 0.41
c) Bank remittance fee for
RCA credit, 1/32 of 1% 0.001X 0.001X
d) Interest, 3 months @7,5%/yr. 0.034X 10%/yr. 0.045X
e) Insurance, 3 months @2,0%/yr. 0,009  3%/yr, 0.014X
f) Bank commission @2,07% 0.036X 0.036X
g) Rice sack, jute second hand 0,80 Plastic 0,75
h) Milling, incl. mi,.lz g
storage and losses= 0,063% 0,093X
Total cost, ex=-rice mill 1,93 + 1.963X 2.35 + 2,009X
IIX:  a) Transport to terminal whse, 0.70 1.00
% b) Handling in and out
= (terminal warehouse) 0.10 0.15
> ¢) Storage 0.10 0,10
2 d) Spillage allowance,
ME'E 0.2% of rice 5/ 0,004X 0.,004X
.~ e) Trucking to retailer= 0,20 0.35
# f) Bank commissionereceiving S ‘
payment, 1,07 of rice 0.020X 0,020X
g) Retaller's margin incl.
costs and profit .05/g. 1,17 .10/g.2,35 -
Total cost to retail/cavan riceS/ 4,20 + 1,987X 6.30 + 2,03




APPENDIX IX~5
(page 2)

’ Footnotes*

: 1IPa1ay procurement from Central Luzon, deposited in a bonded warehouse in
Central Luzon, milled within 3 months period and milled rice retailed
in Manila.

2!Palay price for clean and dry palay ordinario.

2'/Actually, no buying done by RCA in 1970/71 except in March 1971, Nominal

support during this period was P16 and was raised to P20 in March 1971,
- To permit comparison, it is assumed here that RCA would have had a

support price ofP19.,52at the mill in May 1970 if they had been acttvely
supporting the existing farm price for the farmer.

é'!The milling, storage and loss-costs are hidden because the miller is
required to deliver 52 cavans of 2nd quality rice (while conversion is
55 cavang) to RCA for each 100 cavans of palay, In effect, this leaves
the miller with a profit which amounts to the cost for milling and
storage as follows:

1966

Miller receives per sack of rice equivalent:

1966 1970
3 cavans rice x Price - 3 x 33,53 « 3 x 39,47 .
D 100 x 0,55 B 55 1.83 55 2,13
* 2) By=-products 0:35 -1466
Y , Sub-total 2,78 3.81
N Less: Milling cost .75 .95
-3 ‘ . Storage 35 35
& Losses (at mill &
o - warehouse) .38 NI
w ' Handling out +05 1,73 208 2,02
Miller's profit (implied ,
milling cost) ~ £1.05 . r1,79 1
Miller's profit as percent '
of palay price = .063X .093X

(This profit figure varies, depending on wholesale rice price.)
SIRCA pays delivery costs,

QJRGA administrative overhead costs are in addition to costs showm,




APPENDIX IX-6

Estimated Costs of Marketing Rice Imported Th h RCA: Manila Market,
- , (1537 & 1971 .

per ton
1967 ‘ 1970
Pre-unloading charges'
a) FOB, Bangkok rice price, :
= 476,90 *1.000Y
b) Freight P 56,85
c) C & F Manila, 9537 62 X 1,00000X
d) Insurance, 0,415% of CIF 0,00415X 2% of FOB ___0,020Y
" €) CIF Manila o : i.ﬁﬁx : P 56,85 + 1.020Y
f) Superintendence - P 0,78 ‘ 2,15
g) Bank charges: : '
" 1) L/C commission, 0.5%/mo. 1 mo. 0.00500X 3 mos, 0.015Y
2) Interest on draft, :
0.75%/mo. . 3 mos, 0,02250%
3) Bank guarantee, 1.57% 0.015%
4) Trust receipt conversionm, .
0.25%/mo, 3 mos, 0,0C750X &4 mos, 6.010Y
5) Other feés and stsq:s 0.35 0.55 '
h) Unloading-
1) Arrastre, stevedoring, _
transport to wvarchouse, '
1 mo, storage 21.21 29,10
, 2) Overtime, administration, etc, - 17,95
i) Distribution:
' 1) Handling in terminal warchouse 3.60
2) Trucking to retailer 9.00
3) Hendling out of term, warehouse 26,97 3,60
1 k 4) Losses, 0.1% CIF term,warchouse| 0,60
: 5 5) Overtime 7.54 4,00
A 6) Administrative and others 12,30 14,18
Retsiler's gross margin incl, cost 1/
a@d profit 0.05/g. 20 9ok 0.,10/g,_41,80~ L/
Tgtal retail cost/ton : $0.05 + 1,03915X 183,38 + 1,060007
!otal retail cost/ganta 0.2154+0,00248% 0.438740, 00253Y

'1'1418 gantas = 1 metric ton,

T

Source: RCA, Accopnting Department and Plans and Programs Division,




Baliwag, Bulacan Bongabong, Nucva Ecija

Per 'Cavan - Per -Cavan
Rice Equivalent Rice Equivalent
I Net to farmers/ e 1,820X p 1,820%
I2 Palay at farm gate X=p19,19 1.820X ' ' 1.820X
a) Transport to FaCoMa 0,64 ' 0.64 :
II Palay price at FaCoMa 0,64 + 1,820X 0.64 + 1,820X
: Add: '
a) Handling at FaCoMa 0.36 0.36
b) Depreciation of palay sack  0.55 0.55
¢) Storage, 3 months3/ 0.55 0.55
d) Losses at FaCoMa, 1% - 0,018X 0,018X
e) Insurance, 3 months @l.5/yr. 0.007x 0.007x
f) Interest, 8%/a, 3 months ‘0,036X 0,036X
g) Milling costs and overheadé/ 1,20 1,40
h) Rice sack - 0.75 0,75
1) Less: by-productsd/ - (1.66) ) (1.66)
}) Handling to GRAMACOP,
3 movemenis 0.23 0,23
k) Transport to GRAMACOP 0.50 1.00
III Cost to GRAMACOP : 3.12 + 1.881X 3.82 + 1.,881X
a) Overhead exPenseéj . 1.16 1.16
b) Average cash allowancel/ 0.19 0.19
¢) St .adard margin 1.00 1.00
d) Handling to truck for retaller(.08 0,08 -
IV GRAMACOP costs for wholesgle rice 5.55 + 1.881X 6,25 + 1,881X
a) Retailers net coatsd: 1.38 1.38 '
b) Retailers net profit8/ 0,97 0.97
V . Total cost to retai. .av. rice . P7.90 + 1,881X - 98,60 + 1.881X

e

Eé?alay ordinario and rice, Macan 2nd class or equivalent.

-jgfrmer rnay also incur additional markeiing costs (cash or non~cash)

<7 which may significantly reduce the net price for his palay, like: 1) farm

="  storage, 2) interest on pre~harvest commodity loan, 3) interest on production

¥ loan, and 4) losses during farm storage and handling. Interest charges also
can significantiy reduce the net to farmer, depending on form of the loan and:

5, terms of settlement. , ' !

> Charges assume average cost P0,10/mo./cav. palay, with average total storage of
3 months, FaCoMas differ in making actual charges. Bongabong charges only
nonsmembers (90.10/mo.). Baliwag charges P0,10/mo, to all, Average storage time
in FaCoMas may be greater t. : for private mills except where firm marketing

; arrapgements exist and are operating smoothly,

= May include some profit for the FaCoMas. o ,

2/Revenue from by-products assumed same as for private mills, where available cost

6/ accounting records were mc.e detailed,

>4 Includes insurance, storage, bond premiums and spillage cost,

Z/piscounts of P0,50 per beg given to cash purchases; average discount per bag will

8/ change as ratio credit/cash sales change.

£/ see Appendix IZX-5, footnote 7 for details. Preliminary costs from GRAMACOP sugges

that average costs from their warehouse to retailers may be higher than from

more conveniently located private wholesalers, However, for these estimates,

transport cocts have been estimated to be equal, :






