Aprﬂ,, a time when harvest surplusea are plem:iful in Luzon.

7Pakistan and mny parts of India, prices are higheat in mid-»year, 7

7
favorable to the avaﬂ.abﬂity of Phﬂippine harvest m.n:p].mzes.1 /

| 1udicel. The seaaonal index ia 2 neat tool hnt can Iead the user to un;

with Delane s. Weiach), Taiwaneae‘ i




*be bnlanced by o:her years of low or even negative profits. Aa Mellor

pointed out, such erratic seasonal pattetns can, by the uncertaintiea'

, raise,,inhibit technological change in milling and procassing«and theitr

elimination would form a major objective of price policy on this ground

8
aione;l'/ Extreme variations on the high side also can»bring serious poli

. 19/
concern as was evident in July 1971,

tn spite of the fact that frice spread§ of the seasonal retail

price iadiceé in_major tradi#g centers in the Philippineé apptoaqhed hold

" costs (approximately 16 percent of cost), askévident from Table VIIiéz; :
extreme amnual variatioqg have occurred freéuéntly. As shown oﬁ TabIeVVItI

in two of the years from 1957 to 1969 retail price peaks were over 40 péfc

§ higher than thé harvest lows in yanila, Ilbilo and Cotebato. 1In at least
additional yeérs (5 in Manila) in all four market centers, thevspread-wgsi
between 20 and 40 perceﬁt above the low. 1In not mnr; than three of the yé
(four in Iligan) was thelspread below 10 percent, or within tbe;range df‘

holding costa.gg, Farm price variations were apprecisbly wider than retail

1leohn W, Mellor, "The Agricultuxal Marketing System and Price
Stabilization Policies," mimeographed paper presented at First Asian Con-
ference on Agricultural Credit and COOperattVes, No. AcAcc/CP/5/1, Manila,
Philippines (December 75 1976), p. 3

: l-?-ISee, for example, the editorial in The Sunday Times, "Ric
Statistics ‘and ‘the Rice Disputc," Manila (Angust 15, 1971), p. &

= . ' zo/The relativaly low seagonal index resulted, in spite of t
: high annual spreads, partly because weather conditions and other exogenou

influences reaulted in different timing of peaks and troughs from yea;




. sency of An Price Spread Mas ”tudes for Seleczed
. Market Centers and their Hintevland‘Repions

. Market Centers 1957769 - No. of Yéars‘zﬁe Maximum Price Spréad~heg
“and their = % Scasomal High age of ‘the Annugl Low.wassWithin Limite

Reglons __ Seasonal Low _ Neg. 0-4.9% 5-9,9% 10-19.9% 20-39.9%

1.

3.
Lo

Hinterland = Above

Retail Price 1/
Manila | 9.1 1 ) 2 4 5
Iloilo “3 2 0 2 s s
Cotabato 10.4 1 0 2 3 4
migand’ 5.8 1 3 0 5 3
Farm Prices?’
Central Luzon 16.4 0 o 1 2 8
Western Visayas  21.2 0 0 0 2 7
S.W. Mir;danad 13,1 .0 0 T 1 - 9
N.E, Mindanaod 3 117 0 0 0 3 7

Sources: Basic prices: See Appendix I,

1/ Price spread within calendar years,

2/ Price spread within crop years, takcn for this purpose as August
to July to cover price cycle,

3/ 1ligan {s in the Northern and Eastern.Mindanao region but is not
a major rice marketing center and often imports part of its
requirements from other regions. It is included here to contrast
with major marketing centers and their hinterlands,




More 'probably 28

;p’ i,vata’ Fﬂipim trader, a stereotype often suggested

n e

: /Annual varzations in. f&rm prices of this same order were~f'“
in Malaya dn the 1950 ‘s, see UN-FAO, Report to the Government of the Fede
;Qf Malaya on the | Karketin Qt Riee, Rome, Italy (Hay 1554’) Pe 16,

22”3ee also discussion on. this subject, John W, Mellor, 1bid-

fpp. Z-ff and hig s1opment, Comeil Uni
‘Press (1966), PpPe 334-FF, - 11¢]
admitted that the steep price rise in 1971 reaulted primarily not fren a

; ‘speculative climate but from. i.nac"éurate information of crop damage res-
training the govermment from importing in time to maintain the 'seasomsl -
‘rise within reasbnable limits, "‘Barveats Way Below Target," The Manila
(August 20;. 1971), pp.-1 and 8. Mahar Hangahas discusses method for imp
; forecaating in YEfficient Foreacasting and Philippine Rice Importlﬁxport
Policy, L, I’., .IE!)R Discussicn Papet 69-20 (Decexﬁaer 4, 1959).

, 23[ Fet instance, daﬂ.y pricea are repo:ted by varicty only
diétincti.on as to grede of milliug. “Putil rigid standards’ are more f
* 'adhered to,;grade dietimtions loae mch !of‘ thair meaning relative t p
dietinctiens. R . : e ,




support has helped to reduce price fluctuations. At other timea, over-

' reaction or inadequate recaction has made matters worse, As long as the. .
information system remains deficient, even. thougb other agpects of the iqft"*
structure are improved there is a strong argument for an effectively
adminiatered buffer stock with floor end ceiling controla;—ﬁj Atguments
remain for such a system even after 1n£ormation systems are more nearly

‘sufficient. However, experience tells us that a control system poorly

administered and 1nsuffic1ent1y financed cannot successfully fill 1ts ex=

pected role -- it can make mattere worse ‘than they would have“been withou

As an aid in reducing annual price fluctuatzons, Philippine
officials have often asked whether or not a futures market for rice would
be useful in Manila, with speculators actions expected to help reduce ex

treme fluctuations and 1nstability., The answer is that amy such market haa

little, if i cess under present conditions. For the succes
M‘—ﬂ——.’..a

of such a market, the foliowing fout basic prerequisites should be reasonaﬁﬁ

satisfied- 1) presence of an enforced system of grades and standardsfso 31

traded can be identified in all respects, which also sugggsts concentr’tion

M OF MCONOWICS &
- BORENE STRY




there ‘are taq my varietiea.~ In bcth ngkang and smapore,




prochacts “have to be sold mdiatel - after harves
advames on: futnre sales such as ccamd:lty ioan ,

fanacy i.n t:his etereotype bat 1t: is only reeently that atudiea a"_‘

- ;empi:ical evidaence fot distinguishing between the two. 5
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all miea made after the Ist wnth would have bean at prices that

eover hcldmg eosta, 8see’ Chart VIII-B And, t:he 1 8 percent pmf

waa at Ie,ast partiany a payﬁent for ri.sk _1/ In the mst
(3.962/63}, loeses would have reaulted :‘:‘er ail sales mde befe
But for qales in the ﬁth or 8t:h mnth extremely large profita mld ‘have

bean reali:ed even after deducting a pcrtion for risk premium.

%

Chart VIII-9 iuustrates the extenl: to which favora&r e pri

years ware offset by unfavora,ble oues :ln mjor trading regiona. /gl‘!\e"ove;f
mmge rates of prefit or loss imiicated wou!.d have rasulted i.f qan
had been smd-dﬂring the same month in au yea:s. In the S w M&W
nax‘ket, lom wéald hnve ecctued ta y trader/mﬂler selling befare" the
{’Sixth niconth cr afﬁar the ninth.‘ If this sum soni:ng paztem had been f

4n Westem vs.sayas or. Centra ~ Buzon, traderslmillers would have shown a 1
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Fer Sourcu qnd Mc#hmbggt S o
See L. Mears and  T." Anden, "Whe Em&nh frovn the - Possl--l-lanui}m«. P-m R

RATE OF PROFIT (%)

,'_. 30

TRADERS " RATE 'oe, 1 TER ‘ ,
‘BUT NOT INCLUUING msx FROM uucmwuw), FROM SELLING RICE
AT RETAIL IN CITY MARKET iN 1962/63 AND 1968/69 AFTER HOLDING.

FOR MONTUS INDICATED AFTER FARM PURCMASE. OF PALAY.IN uovzu\ﬁsa
EXPRESSED AS A PERCENT OF TUE NOVEMBER RETAIL PRICE.
' w\chu CRDINARIO, soumwsstuu mmowm/cumamo

BEST YEAR
(962/@3)

A

MONTHS HELD BEFORE SELIG
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9 10 i \Z
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4
" woesT year
r— (i | 48)
4

U.P., IEDR Dncusuan Pam it n lB (qumbu- G, 197



For Sources and Metuodology:

RATE of prOFIT (%)

Rs’ RATE OF PROFIT (OK LOSS)(AFTER DEDUCT
COITC RUT MOT INCLUDING RISK FROM UNCERTAINTY) PROM SELLIN JUAL -
GUANTITIES OF RICE AT RETAIL IN CITY MARKETS ( PALAY AT WHOLESALE) BACH
YEAR FROM 1957/5% — 1968/69 AFTER MOLDING PALAY FOR MONTWS INDICATED
APTER TARM ACQUISITION IN HCVEMBER. { PALAY, MACAK OSRDINARIO; RICE, MACAV

CZND LLASE) .
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See L.Mears omd T. Awden, Who Bomfits from the Post-Harvast Rie Price Ride
~ .U.P, LEDR Discussion Paper % Tl.*fﬁ.( September 6, l97l). PR



~ “pable ViII—Z nor prbf1tirateé>$s shown in:Chart;ViiI-Q prbvides£e baéié‘fa%
accurately predictins whether profits or losses will result fnom holding

o /2 ‘
gtocks during any specific year. t is probablc that 4his unpredictabili y

arises froﬁ‘highly imperfectvmerkets, but as Mellor suggests, these imper

perfections probably result more from imperfect knowledge than from collus

v/)27' vwhat is the farmer's situation, The farmer faces.g:

semewhat different set of. alternatives, He coulq sell either at the farm
gate“or in ghe‘wholesele market with sales at harvest or later after stori
palay either on the farm or in a commerciai/miller'a wareﬁouse._ 1f he-.

obtains a commodity lo;n'from a fbrmal'financiel institution,'the farmer weg}
be obliged to store the palay in a commercial (or FaCoMa) warehouse. Under
-these circumltances, his costs of holding would be on the same basis as for

the trader/miller, including all holding costs and averaging 1.8 percent of

harvest time paley value per month over the storage period.

His probabillty of loss from selling an equal quantity in the
Cabanatuan wholesale market in a given month each year from 1957/58 1967[68
would have been only'slightly less than for the miller (see Case 4, Table »
VIII-6), Oniylfor‘salesbin the 7th or 10th monthkwould it have been less"
than 50 percent. | Giﬁen the different intraseasonal price structures at
farm gate over fheéeayeers,/fﬁe farmer's probability of loss would have be 
somewhat reduced if he had chesen te make allveales~at tbe farﬁ (Céie 1) ‘

rather than in the Cﬁbangeunn wholesale market{) pon-! :;f f

=

32/ John W, Mellor, The Economics of Agricultural Develogment
_2. cit., p. 3350




% . *gegsoy puw moaonnuaﬂ\ &ws.»auw .umouuuﬁ wmnaod,m., 38
S , | _ ~ *01a°uIDI0 uedwy
. ﬁmuuavmm J0u huﬁnaamonn woay. &mwh ‘Z03 .5
SR ‘81s9) JO Joquny 18I0k Ly
-, 00T X TR 3 muam.w mo Toquny s ur. maoH mo_

LISy 9RY €T VS v wK S wsy TR 9y

: -  ‘_ﬂm 85 m 86 199 L'ty 0°se uﬁwoﬁv‘n.o#. L9t L'y
.<Mmﬁw;%$ »3 Q%.%%ﬁﬁ?.n% L9 m% oﬁ

I : o - s

M.wwm@m sy 2z wﬁ.1w.nau €0z z'81 '8
_m.ﬂm m %3 .n«s«..mwnnwﬂawwm 'R €L




aet, fﬁ ﬁtarmg. And uhe traden‘:'mt be abu te ’abuoﬂ: 'ﬁw lose 1 B




ﬂthe idt’h mdiii:ﬁ But even

A

and was’ below 30 percen unt

unxealistic condition, unfavorable—price years did appear.
shows a comparison of the rates of loss that would have arisen in th
and wnrst price-years, according to whetﬁer a farmer in Central LuzOn ©

34/

hoIding costs on a full or partial basis,~ If sales had been made in the

&
" wholesale market, rates of loas in the worst-price year would have been

'longer_(see Chart VIII-IG).

Findings desc’?ibed' above which conf'lict with the stereotype

gosition should not be taken to suggesé that wide price swings do‘not.:a: e

.both econbmic and politicai problems, ,NﬁE; rice prices rise, there is thé?
cyncern’fog the urban poor and the smsll farmer who must buy ricg from thé;

| market late in the season, /Afzihe farm levei,,the lbrge.drop‘in ﬁrice as":
the m;rket is flooded. at harvest time can se:io‘usvly reduce 1ncent1ve.s\ to
- modern high yielding inputs. And f/x/ihe miller, if he cannot reasonably

predict seasonal price changes, he must remain basically a trader with littf
concentration given to efficient processing.as/ Under these conditions the.
incentive is weak to invest in capital intensive modern milling equipment.?
At least/nﬁ/ll there is strong evidence ‘that more accurate information cankh
—fhade readily aveilable upon which to base predlctions, price policy implemé

tion tied to buffer stocks should be,seriously coungidered, Effectively

34/ See Mears and Anden op. cit., for surmaries of rate of p
yields to fhc fprmer under dtfferent selling aseumptions.

35/ Chesan A, Chua, in his study of Philippine Rice Milling

emphasizes genetal findings of the authors. He reports, “srofits are mad

. only from fluctuations or changes in the price of rice, Profits of the
nills come not from the milling of rice, but from change or increase
price of rice," gg. cit., p. 11. ,
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later in this chapter,

111, Inte;-spatiaerriceb

Excellent market performance from an intgf-Spatial viewpoint would
apﬁroach that expected of_a competitive market, with inter-market‘price
| differentials réﬁaining less than tiansport cosﬁs between them, This'transpdr
cost includes not only direct shipping costs but also a premium to cover the
risk that the differentials which prompted the arbitrage shipment may disappeap’
before the shipment arrives. The more rapid and certain the shipping facilitié~
the less thekrisk/premiﬁm‘and thétcloser the inter-market spread should approa
acéual‘shipping costs, | . ,
/Tﬁ//existence of any major 1nter-market price differential provides
" opportunity for profit to traders through arbitrage shipments between mnrkets
which tend to-restore price equality. These differentialg also present an
Oppdrtunity for collusion among trade;s with'brice manipulation for their own
benefit;v If the number of’traders is‘Small enough t;kpermit collusion, ttadéf?;
have qpportuniéy for added profits by mainfaining relatiﬁbly higher prices. |
One defense against such collusioﬁ is to disseminate WIdely ﬁrice information :
that will attract increased arbitrage activities to improve market competitive  g
But the market information must be in sufficient detail to permit price com-
'parison on like grades and qualitiQS. »
Imperfections with i;rge inter-market differentials tend‘to‘reflééfj

seasonal'productidn'patterns aﬁdfinadequate regional storage, at times

35‘5'/Wi.f:h smaller intraseasonal price swings, the phenomenon provid

opportunity for speculative profits will tend to disappear, sounding a fina
; ,death knell fbr the stereotype position mentioned above.

Y . : o !
. . -



aggravated in the Philippines by typhoons or torrential rainsw ha

normal'trsnSport. While increased storage facilities and buffer stocksﬁs%

useful to provide. reserves tO»improve market performance for short per

of shortage, the longer run solution would stress impraved transport ‘an

3 : oY w g ] Y S i
information disseminatiou,} ‘é ’“&i’“i;' « gf /fj ";/ “

1. Inter-regional price comparisons. - Varieties and grading

vpreetiees tend to différ more'betWeen than within regions in the-Philipp;”
with distance increasing the difficulty'ln making price comparisons; .foig
minimize these difficulties,' comparisons have been made between prices of
‘the common variety of rice in cach center. Until the late 1960 s,Macan wis.
the common variety most frequently found in the market. With spread of th
new high yielding varieties, these have often replaced the Macan and older‘
varictiea, Thus, the price comparisons lack some degree of precision but

ptovide a general guide of inter-market price performance.

Y

Chart VIII-1l1 illustrates how closely the retail prices in the
major trading centers of Cotabato and Iloilo have agreed with those in
Manila from 1958 to 1970, after allowing for 1nter-city transport costs, It
was only for a period of 3 months in 1963 that prices in either Cotabato or
Iloilo differed by more than 15 percent from those in Manila (after allowing
for transport costs) -éj This cgnzéasts markedly with the situation found
in Indonesia in the mid-1950's when prices between major centers at times

dlffered by as much as 100 percent and remained apart by more than 40 perce

‘ 36/ 1a the following discussion, when price differences are
~ mentioned, such differences are after allowing for transport costs.



m&ﬂ vou 9;8 $-.~u.§£|u .S:Ccm aMqnd ‘M6 Tomasc.c.
1 spweddy 208

'sanag disog ad4neg

P
-

(OL61-8361'53W17 AT NVIVW )

$3718d UVIIY YIUNYN Mo138 30 3A08V 323M (3150 1U0dSNVAL 30 §
$3713d Vidy 001 ONv OIVAVIOD LYHL SI2VINIOUId

- o

YUYW non
DNITIHG




