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Abstract

This study aimed to examine the supply and producer surplus of rainy season rice, the extent of
government subsidy in the paddy rice pledging project for farm price support purpose, and worthiness
of this scheme. The investigation was based on secondary data. For paddy supply study, the 1977/8 —
2009/10 crop year country’s data covered output, planted area, harvested area, paddy price, prices of
chemical fertilizer for rice production, and the average precipitation. The data concerning paddy rice
pledging project included the general description of the scheme operation during 1987/8 — 2008/9 crop
years, the guaranteed price levels for paddy during 1993/4 — 2008/9 crop years as well as the quantities
of paddy pledged and redeemed in each year, and the extent of government subsidy to compensate for
the difference between market interest rates and the floor prices for such commodity loan scheme
during 1996/7 — 2005/6 crop years. The study on paddy supply was found that the long term
relationship existed in a model in which paddy supply was associated with the paddy price (P, ),
fertilizer price (F,) and crop damaged/ crop planted area ratio ( D, ) variables at 99% statistically
significant level while the rain ( Rain, ) factor was not statistically significant. All variables appeared
to have relationship in the hypothesized directions. The investigation on paddy price comprised two
components. The first was the analysis of seasonal paddy price movement the rainy season paddy price
index was highest at 105.64 for the month of September and kept declining to the lowest level at 92.53
in December. The second analysis was on the relationship between the market paddy prices and the

paddy floor prices under the rice mortgage scheme. It was found that paddy prices during the



harvesting season had relationship with the floor prices, with rather low value of decision coefficient
(Rz). Meanwhile, the study on producer surplus and the government subsidy for rainy season paddy
rice pledging project disclosed producer surplus farmers got from selling paddy right after harvest
during 1996/7 — 2005/6 crop years valued at 19,622.19 million baht on the average and got producer
surplus from farmer’s pledging paddy outputs in the paddy rice pledging project during the same
period worth 20,838.11 million baht on the average. The size of government subsidy in the case the
paddy rice pledging project demanded warrant with commodity in storage, the largest subsidy was for
2005/6 crop year for 1,572.88 million baht and in case of warrant document only without requiring
commodity in storage, the largest subsidy was for 2001/2 crop year for 21,405.54 million baht. In the
case that farmers redeemed their pledged paddy in storage, the largest government subsidy was for
1999/2000 crop year for 283.98 million baht. When only the warrant document was required for
mortgage and farmers made redemption, the largest subsidy was 786.25 million baht in 2005/06 crop
year. The worthiness of rainy season paddy rice pledging project can be judged from the gain in
producer surplus — government subsidy ratio. In the case farmers made redemption of their pledged
paddy, the paddy rice pledging project based on the above criteria was worthwhile in 1996/7 — 1997/8,
2000/1 and 2002/3 — 2003/4 crop years when the benefit — cost on incremental producer surplus —
government subsidy ratios were 3.13, 4.38, 2.60, 2.06 and 2.05, respectively, but not worthwhile in
1998/9 — 1999/2000, 2001/2 and 2004/5 — 2005/6 crop year when the figures were 0.14, 0.16, 0.55,
0.49 and 0.59, respectively. In the case no redemption was made, the scheme was socially beneficial
in 2000/1 crop year as the gain in producer surplus — government subsidy ratio was 1.60 but it
incurred net loss in 1999/2000, 2001/2 —2005/6 as the ratios turned out to be 0.12, 0.16, 0.67, 0.48 and
0.58, respectively. Whether the rainy season paddy rice pledging project throughout the period of
1996/7 — 2005/6 crop years would be financially worthwhile or not depends primarily on the
announced floor price. This guaranteed price becomes decisive factor for farmers to determine the
amount of their paddy to be mortgaged, the time length for mortgaging, and their choice to redeem or
not redeem the pledged paddy; and the whole farmers’ response to price will affect the size of
government expending for implementing the scheme. The results of this study may be useful as
supplementary information for policy makers to design the rainy season paddy rice pledging project,
which has the trade distortion effect, for optimal financial result and social benefit under the agreed

free trade criteria.



