" for "llcmgeru than a yég,,;.;l
| Geeerauy, price performance bétween the 3 major Philippine ce
was excellent, reflecting reesonably adequate traneportetion and communic‘
. between traders in these separated markets. During these years, NARIC and‘
RCA did attempt to 1mp1ement a buffer stock with ceiling price maintenance
- in these areas and shares in the credit for this market performance. At th
sape time, it-is interesting to note that most of the years in which prices
in Iloilo and Cotabato rose more than 10 percent above Manila prices were 8
~e1ection years. Could there have been more emphes*s on maintenance of price
gtability in Manila when the overall stock situation did not permit stabili"
throughout the country? Another striking obgervation is that price‘deviat;oﬁw
between Coteobato and Manila generally resulted in prices of Cotabato being th
>‘higher. This suggests a possible bias in the risk premium by traders who

to be reluctant to ahip from the deficit area of Manila to the surplus regio‘

arocund Cotabato;

A decided contrast is evident in comparing retaii price varieti?ﬁs
in excess of transport costs between Manila and two outlaying tradlng center
in Luzon, Legaspi and Tuguegareo (see Chart VIII-12). The market Operated
with outstanding efficiency in maintaining Tuguegarao prices comparable with
‘those in Manila. It was only in 1968, with bumper crops both in Cagayan - '
Valley and the country as'a"hole, plus a‘surplus of imports arriving in }i5
Manila; that the risk of.tranefer of surpluses from Tuguegarao to relie&é:i

pressure onApricea must have appeared to be too high. This reaction was

, 87/ menrs, Rice Marketing in the Republic of Indonesis, Op. !
P. 1150 e ' '
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~“On the other hand, tetaﬂ rice prices in ‘Legaspi exceeded m

prhtes (after allowing far tranaport) by large ‘amounts, especially ftom 1

to 1965 (and again in 1969). From 1958 to 1961, the Legaspi prices ‘rema
at Ieaet 10 percent above uanna prices for 33 months. of these, 26 nosq‘
| shmd a difference greater than 25 percent with a penk of 68 percent in
July 1960. Other peri.ods of marked disequilibrium were evident f.rom 195
1963 (23 mnths with difference over 10 percent), 1963 to 1965 (25 mom:m
10 percent) and 1969/1970 (11 monthe above 10 percent:) Even though tra‘nsﬁ,
_,_pm;taﬁit‘m fucilities were poor and subject to interruptfions from flocd ot
:?{'typhoon, differentials of t:his magnitude would not persist over such long
perioda unless other constrninta were aleo ‘present. - The market petfotm
shows wavemant over cime. which may have reﬂected succeas of RCA in
offsetting ‘some of thé conatraints, especiany between 1966 and 1969,
"lhtplanatién of t:he years of high difﬁerenti.nls :lnc}.ude the probability of
- legal coata ot‘ transport, and an impression ‘shared by Man!.la wholesalers th"
jtraders in the Bieol region were poor credit risks (and local finance was

- secarce 1n - Bicol). And »it is difficult to rule out collusion when
38/

" :kﬁigférenp:i,als petﬁsisted fqrgguch long,pe:iods.

ktthe 'fgrﬁ:k Ie'v'éi a di’ffgréht type of-'bias was evident in RC

arcas a:ndied in Lugon, Tarlac was the
of-”aisequuibriua, but extremes did
ses were more than 10" percent above

evidenee pwtrac'f ’
those of Legaspi.
.Hanﬂ.a from 1961 co, 9




axp anatian given by RGA in public announcements. This praetice was

- continned when a uniform,support price of P16 50 was 1ntroduced by RCA fo
the entire country 1n January 1970. Whether there 18 valid,grouud4for a
g uniform national aupport price or for qne tied by trnnsport differentials«

y“nbnila or a number of marketing centera deservea serious atudy Mangahas

suggesta that conaideration might be given to recional deficitn gnd sﬂgyi

in aﬁd\ Ion to transport diffezeutials.ag/ _ : ,l- _f. ’"  _

»arisons.’ Unfortunately;the BAE saﬁp

repoxted for indtvidual barrios., So, only broad generalizationa

are posslble and these must be subject to future confirmation. Where pr e

‘w

reports>v§"eaava11ab1e for 1964 and 1965 for barrios near Cabanatuan, Iloi.

~end Cot&b&toycitles, and after allawzng for tranaport costs, the 1mbameux
favored stock movement to the larger cities, The imbalance appeared greate

after harvest, often disappearing entirely in the pre-harvest season.'~If

thesa“differences are chfiﬁmed, they euggeat need for 1mproved disseminat;

R



v, w‘,agwngs of g_gice to Q@;ity, and oéhés:’”iéaefdg_ iy

Preferences of Philippine consumers for different rice v:

and other'product characteristics and their influence on the price strul
40/

are. summarized in Chapter IV.~" In general, variety and appearance charac

teristics have the most important influence on price., The degree of mi_

‘affects grain appearance. Generally, greater polishing brings a price pre
in addition to that resulting from the transluccnce and length of the grain
is illustrated on Chart VIII-lB with Macan first class showing a price con~

® '

sistently gseveral percent higher then that of Macan second claae. The
percentage of broken rice is positively correlated to price but much lessl4ﬂ
importont than in world markets. These observed marketing standards

influencing price are not the characteristics detailed in the Philippineﬁ

" Standard Speeifications which are more cloaely related to world etandard‘

, o % Chart VIIl-13 olso illustrates how wholcsale price trends of“typi
- fancy (Whgwag), special (Baminnd) and ordinary (Macan) varieties differed\
betweenil957 and 1969, In the earlier years, the price differences from

| ngwaglvarietj of the special and ordinary varieties varied cyclically, a

relationehip that appears to have been dnmpened in more recent years, In

late 1960's ’ the new TR-5 and In-B varieties were generally priced about lQ

. , &9/ See Leon Mearo, FRice COnsumptiOn Characteristics Influenc r
Rice«Harketing in the Philippinea," IEDR Discussion Paper No. 70-23 (Dec.
. 1970), pp-:§5~ff. : :

' . 1[ See Shapter VI for details of the Philippine Trade St «
PPe_ . For atadg examining these price/quality relationships, see Rog
ASpirae, “The Relotiondhip Between Quality and Price in Philippine ﬂhole
Rice," mimeographed paper of IRRI {1971).
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fjpercent 1suer than th

cverieties in Asis £requently’requires a price discount until ts

readjusted. Hawever, with the high amylsse content, which brings. €0

" qualities distasteful to the Filipino, these two In.vsristies nay eos Lo

s

seilxet a discount.’

The fact ‘that the factbrs which are importent in determiniug
‘domestic. quelity are not the most critical ones affecting world prices ha
implicstious for any new investment in rice processing facilities. Any pls
‘to modernize milling equipment must consider the market expected to be se"
Domestic preferenees probably do not justify additionsl expense to replac
existing cono mills by sophisticated milling equipment. If rice is to be

?Jmilled for export, then major modification of existing ‘equipment is req

’

7 And similarly, expensive mechanical dryers cannot be justified by the premi
expected domestically for the resulting improved quality, since domestic
markets prdvide but a small premium for reduction‘in broken grains. Such
investment must be justified either on its advantage in preventing loss t

.1rainy,seasos‘hetvesta‘0r~by p:emiums in the‘wotld merket for better quality

rice. B - o ’ -

Eo

Price golicy . S ‘ ,’ &

(; Over the psst 20 years the Government, through NARIC and RCA

has‘beeu sstively engsged in programs to support a floor and control a cei

priee for pelsy and riee. )Ubder the most reeent law, RA 4643 (1966), ric

produeera are guatsnteed a floor priee of ‘not less than P16 per cavancf P

and consumers a priee ceiiing,not greater ‘than P1,40 per ganta of rice.

4




rifer in this ehwpter, suchvf'as' 1) the Iamejan 8l

n ;co,étl‘sj takidg ;,i'ixt‘o' aceot




3) prgcessing costs emmens'
'poaaible with £ tive management, 4) a marketing system cond

introd: etiﬁn of cost reducing techuology, and 5) domesticlworld pr e

' ship& nomenaurate with the ﬂegree of self-sufficiency and the

_mfimport imperatives. \ i | |
| To aacigfy t:heu{ eriteria will requite strict financial and

EE

&

) ‘discipline. However, similar policy objectives have been successfull
in \other coum:):ies in Asia where the development was 1ess advanced than.‘

.Philippinen 5-*[ ‘The only ptecaution would‘ be to eneure that the apecif!."

y‘._,policy we realistic to the milippine situation. ‘mey should take 1

’ d.e: eonstraints relating to transport:ation; weather, processing, st

ltural characteristics ané organizational and financial capacities, “

Aaleng with suggested procednres for detemining ralative prices

the pol 3u£de11nes. |

Betermi( ‘tion of "'rice levels. Price determination can apprc

X priately begin with the establishment of a floor price at RCA receiving
43/ -

brth desired p:oductian respouse. Detemination of this

he cf improving technology and hehce_‘
T exp&nding production is. provided ~’

.@,’ Cito) po 10, M&llor 8pp 2Ars
1y rigid import/export pol.icy) ‘and
2t pri;e fluetuations as crcp 2










exportation wifh greetest overall advantage, as mpy be required. .Th  eeal
the ranse 1ndicated above would correSpond to an- FOB Manila price of app.
imste1§ us $145/ton on ordinary quality rice, 35 percent broken, This ie
aimost double the 1971 export price for equivalent quality from eitﬁer Th
or Burma - The suggested price 1eve1 therefore wnuld prove profitable on‘
importe but would require a heavy aubsidy for exports. This potential proff
from impotts explains why continued isolation of the domestic from the worl
merket is neeessary,//;progremmed imports by the private sector could 1 fe
seriously with floor price maintenance. Uncertainty both as to ptoductidn
respcnse and world price levels gives emphasis to the need for flexibility in

11ega1 price pclicy directives.

The seasonnl pattern of rice and palay prices that- might be. expee
in the Central LuzonfManila region when maintaining the above floor and ceil
price 1imite is illustrnted in Chart VIII-IA./;Ehe/ageucy administering th‘
policy for the Government wnuld be expected t urchase at the floor: price aiv
quantities of palay offercd at that price by the farmers and to inject rice

in markets of majorfurhan arens whenever required to keep the retail pricel

i,
§

[}

a S
724?1‘ Sgatisl Erice dimensions. The retail ceiling price level at

* below the cefling. \

' major rice mﬁekating and population centers outside Manila should correspond

closely te :he~nen11a cetling if equilibrium is to be established through ‘the

market by prlvate ttaéets and Speculators. Inter-market price ceiling

¥

diffexentialsgshpuld1: J‘exceedvtranspert costs., Deficit regiona are en
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rice (3 4 million cavans palay) wUuld prove adequate to offset below-trend
. production and Snpport the ceiling price in two-thiyrds of the years. A buffi
of 200, OOO‘tbns of rice (6.8 million caﬁanﬂpaley) would be expected toibe': “
adequate 95 percent of the time, This second alternative is the balance of
’ against costs frequently chosen in other Asian countries., At mid-1971 priees,‘
represents an investment in palay of P150 million with holding\ccsts over a 7
normal year of approximately P15 million.

Management of buffer stocks would then anticipate a//ecline in stocks

‘before harvest one year in twenty to as low as 20,000 tons( Handling of
«imports and exports would depend on crop reports early in the year. With poor
; crops and small buffer carryover, 1mports need be planned for arrival by~mid-:
year. Wnen forecasts indicate bumper crops; surplus for export‘may be-nredicteq
soon after harvest, Whether to hold large surpluses or export depends on relstu
costs.‘ 1f exports are resorted to soon after harvest, ‘with adverse weather or f
disease reducing later harvest, sufficient time remains to arrange for imports whi“
may bring foreign exchange gain if low quallty rice 1is 1mported to replace highe't‘

quality exported earlier.\\

"5, eggglementation and cost considerations. The above recognizes that

RCA cammot in a normal year cover .costs of holding its base buffer stock, althoug
51/

this subsidy can be reduced by careful stock management. It also is unlikely‘

that the 10 percent seasonal support spread will be sufficient to cover their

costs on\aomestic palay bought and sold,

. 51{A theoretical study by Shlomo Reutlinger suggests that budgetary costg
might be reduced and social benefits increased by maintaining a smaller domestic
buffer stock supplesiented by more frequent imports and exports. See MA Simulat
Model for Evaluating Buffer Stock Programs," in Symposium on Food Grain Market‘
in Asia, Asian Productivity Organization, APO Project SYP 70, Tokyo, Japan.
(December 1970), pp. 115~122, Such a plan would require exacting $tock
. management and should be studied carefully under Philippine conditions before
. eansidertng adoPtion.




" The subsidy neeessary to cover the above could-be part] 11y off

"by widening the seasonal price Spread through raising the ceiling price. ,

While -this would onserve Government revenues and benefit the taxpayer,
“rice coniﬁﬂer would tend to suffer through higher prices, with the middleme

sha:iﬁg in the benefits,” It is 96iike1y that much of any benefit would be

ssed;on‘to the producer. For-each 100,000 tons sold by Government at a’
5 percent higher ceiling price, budget savings would approximate,Pﬁ.millipq
The effect on the Consumer - Price Index would be an increase of less than

one-half of one percent.

Finally, there are details of policy implementation critical to
success. As can be seen, the,ﬂécisions to buy palay or inject. riﬁg are
determined by market price alone., During critical seasons, management req :f‘

: daily price quotations of controlled varieties, more specific than quotatibn
currently being supplied by BAE, Decentralized authority for purchase and \
injection»can reduce time lag'in ‘taking action., And, management must anticig&%g
requirements for dispersion of credit facilitigs in advance of harvest, For
appropriate dispersal of buffer stocks, management must have frequent stock
reports. Inter-regional shipments.will be required at times,” Also, firm
arrahgements must be made for‘m;lling palay so that rice will be availatla Qhe
nceded, As therc are 1iﬁits to the timﬁ‘that ricc'or palay stocks can te held’

without excessive deterioration, arrangements are required for economically

replacing old with new stocks when necessary.

The 8tabil zat*on ornanlzation and its mcthods of arranging finance

~are of ??135 1ﬂP6Ttlan. “These are discussed in detail in Chapter 11,







deficit countries come at seasons when Philippi

\

ne surbluseé would be availab

]

8. Annual price peaks 40 to 50 pércent aﬁo;e tﬁe yearly low are not
uncommon either at retail or farﬁ levels even though spreads of seasonéli{ﬁ
indices approach hbididgvcosts of about 1C percent; These wide pricebi .
variations likely result largely from inadequate informationffof mérketing

deciéiéns accentuated by credit, transport and»stérage deficiencies. Theéé"
" fluctuations can brin%‘severe political repercussions with_concern both fér’i?
tﬁe u£Ban poor and small farmer. Also, the millers are affééted directly,f ‘
tehding to :ﬁrn to speculation rather than efficient processing. Bugfer‘stdékﬁ

and price stability policies are suggested but could bring market,deterioraﬁi“

uniess.accompadied by effective management and consistent financial support

9, After harvest, price rise follows different patferns from year
to year, sometimes not rising at all.-»And the seasonal price index is not an’
accurate guide for predicting price patterné in any specific year. The prob-

ability of loss is high for the trader/miller who holds stock after harvest.

The farmer also faces similar high probabilities of loss from holding if he

aaiders all holding costs, a necessity for loans from formal credit sources..

pect low probability of 1063 dropping to tolerable levels only if

" he *dpportunity'éosf for his own funds plus no storage costs,
Thﬁb‘ﬁbeﬁateféotype of large profit posafbilitiés riissed by the farmer.
if he could only affor& to hold stocks for later scason price rise

appears to be misleading, The trader who profits does so as



an astute trader apd must,be ablc ‘to shoulder losses that small farmers coul

" ‘not ‘afford to absorb,

porf, the forces of the market (with some help from RCA) were gemerally

effective in maintaining inter-market retail ﬁriée differentials less than,

"provide a short run answer but longer run solutions suggest need for better

-

. '

© e . E " .
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10. 1In spite of frequent weather disturbances and imperfect tran

inter-market transport costs. Legaspi was a major exception with prices bvé

long periods remaining far above those in Manila, $€iling price support coul

price communication and improved credit climate,

> . ’

11. Filipino demand brings a price premium to rice variety and
appearance differences, with less value placed on whole grains
“than in the world market. Thesec differences dictate that rice mill investﬁ@

¥

will be guided by the market to be served.

/Lﬂ. Evidence was given indicating the nced for price stabilizafibn
accomplish Government objectives; A price and assaciated buffer atock policy
to meet these needs were described and their advantages and shortcomings

evaluated, .



APPENDIX VIII 1

Rice and Corn Prices: Variety, Perlods, Sources and Geographic

Areas Covered

Vagiety”

Macan ordinario or equivalent
Wagwag lst class or old harvest

Macan ordinario or equivalent
Macan ordinario or equivalent
Macan ordinario or equivalent

Ave, of all classes quoted
- Ave, of Macan lst & 2nd class
Macan 2nd or equivalent

. Macan lst class

Wagwag lst & 2nd class
Raminad lst class
YMacan 2nd or equiwalent

Macan 2nd or equivalent
Macan 2nd or equivalent

Wagwag l1st class

Corn grain, red And white,
retail
Milled white corn, retail

Period Area
Farm Prices (Palay prices received by farmers, 44k
1957-1970, monthly Nation, regions ‘”(
1959-1970, monthly - Centrgl Luzon
Wholesale Prices (Palay, 44 kgs).
1957-1970, monthly Cabanatuan W(?)
1957-1970, monthly Cotabato (2a
1957-1970, monthly Laoag (2b
Wholesale Prices (Milled rice, 56 kgs)
| 1914-1926, monthly  Mamila
1926-1951, monthly - Manila : (2)
1952-1970, monthly Manila £2)
1955-1963, monthly  Manila 2
1956-1970, monthly Manila (2)
1956-1970, monthly Manila (2)
1957-1970, monthly Cotabato 2a
Retail Prices (Milled rice, ganta)’
' .“3(,
1955-1970, monthly  Manila \ {2y
1957-1970, monthly’ 20 Trading Centers .
, : _ outside Manila ‘(ha}
1957-1970, monthly Manila (2).
Corn Prices ;\
[ ] N ’vA
1950-1970, monthly Manila ‘(4)i3
1958-1970, monthly Cebu City (4

(1) DANR, Bureau of Agricultural Economies
(2. Bureau of Commerce, Manila

(22) ‘Bureau of Commercey Cotabato Branch
‘(2b) Bureau of Commerce, Lacag Branch

(3) _Rlce Commission, Report of the Rice Commission to the Pregident of the

Philiggines 1936, Manila, Bureau of Printing, 1936, p. 72. (Convertedi
from per sack of 57 kgs. to per sack of 56 kgs).

(4) Central Bank, Dept, of Economic Research

(4a) Centrai nk, Dept, of Economic Research, except for Cotabato from
Bureau of Commerce ~ Cotabato Branch up to July 1966,

from- Bureau of’Commerce, Manila.

After July 1966



