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Like other countries, the Thai agricultural price intervention has changed from a regime that penalized the farmers, except the sugar cane industry,  to one that provides farm subsidy in the late 1980s. Before 1986, the agricultural sector was heavily taxed by various border measures, especially the rice premium which was a specific export tax, the tariff protection in favor of the manufacturing sector and the under-valuation of baht. One consequence is the large net resources transfer from the agricultural sector (Siamwalla and Setboonsarng, 1991).Thanks to the depression of worldagricultural prices, the rice premium was abolished in 1986, resulting in the neutral trade policy (Warr and Achanun 200X). There was also a major polical change after 1986 when Thailand begins to have  elected prime ministers, except two short periods of military coups.Since then, the elected governments have begun to increase farm subsidy  in order to secure more votes from the farmers who account for almost 40 % of the workforce. The major farm subsidy program is a so-called “paddy pledging policy”. 
The original paddy pledging policy, first introduced in the 1981/82, became the major paddy price intervention program in 1991 (Poapongsakorn 2009).Its Thai name, “Jam Nam Khao,”literally means “paddy pawning,” not pledging.The objective of the paddy pledging program was to provide short-term liquidity  for  the farmers to delay selling their paddy during the harvesting period.The farmers pledged their paddy as a collateral against the subsidized loanfrom the state owned Bank for Agriculture and Agriculture Cooperative (BAAC). Since the loan was 80-90%of the market value of farmers’ collateral, only a small amount of paddy was pledged, e.g., 0.001%-19% of production (Poapongsakorn 2009).
In 2001/02, the Thaksin government, which won a landslide election based on the populist policy platform, increased the pledging price of paddy to 100% of the market price.Then in 2004/05 and 2005/06, the pledging price was further increased to 110% - 130% of the market price. Its objective was practically changed to the “price support policy,” yet its misleading name “Jam Nam Khao” has been retained. As a result, the volume of pledged paddy jumped to 38% of paddy production in 2004/05. Between 2009 and 2011, the Apisith government replaced it by a farmer income gurantee program. But when Mr. Thaksin’s  Pheu Thai party won the election in the 2011, it brought back the paddy pledging policy. As promised during the election, the paddy pledging price is 15,000 baht per ton. More importantly, the government buys every grain of rice from the farmers. The policy draws both widespread criticism from economists andstrong support from the political sceientists (see a debate between the two opposition groups of academia, Walker 2011, Nithi Ewsriwong 2012,Poapongsakorn and Siamwalla 2012-b).
The new objectives of the policy are very ambitious, i.e., to increase the farmers’ income, to stimulate the economy, to regulate the supply of rice and maintain (retail) price stability, and to increase the export prices of Thai rice (NRPC 2012).
This paper will assess the performance of the policy with respect to its objectives, except the second one, which has to be done using the macroeconomic model. 
After briefly describing the operation of the paddy pledging policy, this paper will address five questions:(1) What is the financial performance of the policy?(2) Who benefits from the program?(3) How does it affect the export market? (4) How does the government carry out the rice trade? (5) After recapitulating the  political economy of gainers and losers of the policy, the final part will address the question of the social costs of the policy. Although the economic rent generated by the policy will be discussed, the corruption issue is beyond the scope of this paper.
How does the paddy pledging policy work?
The operation of thepaddy mortgage projects can be briefly summarized as follows: After registering with the Department of Agricultural Extension, farmers can sell their paddy to the government at the pledging price by delivering it to the registered rice mills in exchange for the warehouse receipt issued by the Public Warehouse Organization (PWO) or the Farmer Market Organization (FMO). They then bring the receiptto reimburse money from the BAAC. The mortgage price depends on the percentage of moisture and five varieties of paddy. Each farmer is allowed to sell two crops of paddy in one cropping year, i.e., wet season and dry season crops.
The rice millers[footnoteRef:2] then are hired to mill the paddy and deliver rice to the warehouses[footnoteRef:3]that were also rented by the government in 7 days. The government also hired the surveyors[footnoteRef:4] to inspect the amount  of rice that were delivered to the warehouses. According to the National Rice Policy Committee (NRPC), the government has five channels to sell the rice, i.e., Government-to Government sale, open bids, sale to agencies and organizations both in the country and foreign countries for public interest, sale through the Futures Market, and food aid for disaster victims (Ministry of Commerce  2012). So far the government has never used the Futures Market as a marketing channel.  [2:  There are 954 eligible millers in the project (Sub-committee on Supervision of the Paddy Pledging Scheme 2012), comparing to 2,600 millers nationwide.]  [3:  There are 1,685private warehouses (granaries) that are rented by the government for the 2011/12 crop (DIT, PWO and FMO, June 2013), the 2012 crop and the 2012/13 crop. The number is doubled counting as some of them are contracted to store rice from more than one cropping projects. These contracted granaries belong to GGG companies.]  [4:  There are 20rice surveyors who are contracted by the PWO and the FMO, most of them are newly established and small scale firms. The large- scale surveyor companies, such as SGS and OMIC, chose not to participate in the project. Note that there are 1,018 surveyor companies—34 of which engage in rice inspection and employ 479 surveyors -- that are registered with the Department of Foreign Trade.] 

While the operation expenses, e.g., milling cost, warehouse rent, storage cost and other overhead cost of the operating agencies are paid from the fiscal budget, the government borrows money from the BAAC and other state financial institututions to finance the cost of paddy purchase.  
The total amount of pledged paddy for the first three projects, (i.e., the 2011/12 wet season crop, the 2012 dry season crop and the 2012/13 wet season crop) is 35.8 million tons of paddy (or 21.84million tons of milled rice), accounting for 55% of total paddy production in three seasons.As of 13 June 2013, the government already borrowed 556.51 billion baht to finance the rice purchase and another 17.49 billion baht of direct operation expenses (at the end of May 2013). At the time of writing (June 2013), the 2012 dry season is still in operation and about 4.23 million tons of paddy (out of the forecasted output of 9.9 mt) has already been pledged. On 18 June 2013, the National Rice Policy Committee surprisingly decided to reduce the support price from 15,000 baht per ton to 12,000 baht and limited the amount of sale by each farmer to 500,000 baht, citing the need to maintain fiscal discipline and to  balance budget in 2017(Post Today web site, 18 June 2013) and the changing rice price on the world market due to the increase in global rice supply (Bangkok Post 19 June 2013).But a week later, the price is raised back to 15,000 baht after the hurried cabinet reshuffle and farmer protest.
According to a Sub-committee onFinancial Account Closing of the Paddy Pledging Projects (SFACP), the estimated loss for the first two crops in 2011-12 is 136.9 billion baht as of 31 January 2013. The sub-committee used the market prices of rice to value the existing rice stock. But the operation costs are still underestimated because they include only explicit cash expenses and do not account for the depreciation cost. Using the Ministry of Commerce’s  information on the cost of rice purchased, and rice sale as of 31 January 2013, and applying Poapongsakorn’s method (2011-a),the loss is estimated at 179 billion baht. In addition to the implicit costsof depreciated value of stock  and interest costs, my estimates use “the net market prices of rice”[footnoteRef:5](i.e.,  the wholesale prices of rice minus the distribution cost of the wholesalers) to  value the existing rice stock on 31 January 2013.Given the poor record of government’s rice export and at least 17 million tons of stock, it will take at least 3-5 more years to sell all the accumulated rice stock. Thus the loss will be much higher, thanks to the higher rate of deterioration of rice quality and the cumulative interest costs. If the scheme continues for a few more years, it will crowd out all other development projects, let alone the increasing risks of fiscal crisis. [5:  The price of 5% white rice is the average fob prices of Vietnam and India in January 2013 plus USD $50 because Thai rice usually sells at the premium. For the jasmine, glutinous and broken rice, the wholesale Bangkok prices are deducted by the distribution cost of USD$30.3-50 per ton. ] 

The loss can be decomposed into three main components, i.e., the difference between the pledging prices and the market prices of paddy, the difference between the wholesale rice prices and  the actual government’s selling prices, and the operation expenses.The MOC information on financial situation of the program[footnoteRef:6], which was released by the NRPC in June 2013, allows the author to estimate the sources of loss. It does not only report  the weighted average cost of rice in the program but is also possible to estimate the average selling price of rice. The estimates show that the farmer subsidy is  9,574.76 baht per ton of rice (accounting for  63.1 % of total loss per ton), loss due to selling at prices lower than the market prices is 3,908.55 baht (or 25.6 %), and operation expenses accounted for another 1,686.5 baht[footnoteRef:7] or 11.1% (Table 1). [6:  The government has never disclosed any information on its rice sale, except the revenue from the rice sale for each cropping program. It has argued that rice sale, especially G-to-G, must be carried out in secret due to trade strategy and competition with other exporting countries. ]  [7:  As discussed above, the MOC underestimates the operation costs. My estimate is 2,720 baht per ton, plus the interest cost of 695.7 baht for the combined two projects of the 2011/12 and 2012 crops. ] 

Who benefits from the paddy pledging program?
The discourse that has been used as the rationale for the paddy pledging policy is that it benefits the farmers—most of whom are believed to be poor-- and enable them to accumulate enough savings that can be re-invested in the non-agricultual activities. [footnoteRef:8] [8: Whether or not poor farmers who receive more farm profit from the policy will be able invest in other non-agricultural activities cannot be predicted on a priori ground.First, there has been already on-going rural transformation  without the paddy pledging policy. Most young rural population has left agriculture since the mid 1980s and did not return (Ammar 2004).Moreover, the poor farm households have diversified their activities into non-agricultural jobs which have higher productivity than agricultural activities. Thus they have smaller share of farm income than the rich farm households (Poapongsakorn 2003).Thirdly, some farmers may decide to use most of their additional windfall gain for consumption, others especially the old farmers may increase their savings simply for their retirement. Finally, capital is not the only necessary conditions affecting their choices of occupation. ] 

Among the 4 million rice farmer households, less than one million of them sold their paddy to the projects. The Bank for Agriculture and Agricultural Cooperatives (BAAC) reports that the medium-and large-scale farmers benefit more from the scheme than the smallholders. The latter who sold less than 100,000 baht  (or less than 7.1 tons of paddy) accounts for 32 of all the farmers in the 2012 dry season project, but their share of total value of pledged paddy was only  7.8 %.On the other hand, those whose sale is at least 600,000 baht per sale(42.9 tons) sold as much as 19.1 % to the program, despite the fact that they represented only 5.4 % of all the farmers in the program (Table 2).The large scale farmers are those in the irrigated areas in the Lower Northern and Central provinces. They have not only large farm holdings[footnoteRef:9] and higher land productivity but also are able to grow up to 5-6 crops in two years. While poor farmers, particularly those in the the less fertilerain-fed land of the Northeast, grow only one crop a year and can only participate in the pledging scheme once a year. [9:  Averagefarm holding for the rainfed ricewas 2.4hectares in 2012, comparing to 3.68 hectares for the irrigated rice farms.Rerkasem (2013) reports that the average annual yield of one hectare of irrigated farm is 3-5 times that of a hectare year of the rain-fed farms because (a) the former has higher yield per hectare per crop, and (b) each ha of irrigated land can grow 2-3 crops a year.] 

The above direct benefit is an underestimate of the true benefits of the scheme. Farmers who do not sell rice to the government also benefit from the higher paddy price in the market[footnoteRef:10], thanks to the policy of “buying every grain of rice”. It is possible to estimate both the direct and indirect benefits by assuming that all farmers, including those who do not have marketable surplus to sell to the government, sell all of their paddy output  at the pledging price of 15,000 baht per ton and then purchase rice for consumption. Since the government also has the implicit policy to subsidize the consumers by supplying enough amount of rice to stabilize the retail rice price (more discussion below), the assumptionsare justified. Using the 2011 Socio-economic Survey, all households are classified into three groups according to their total household income, i.e., the 30% poorest, 40 % middle, and 30% richest. Then the number of rice farmer households in each income group are counted and their net benefit from the pledging scheme is estimated from their rice production and rice consumption. The result show that the poor farmers receive much smaller share of the net benefit from the paddy pledging program, i.e.,  the poorest farmers whoaccount for 37.2 % of all farm household  receive only 18% of all the net benefits. About 1.1 million richest farmer households who account for 18.9% of all farm households, receive 39 % of benefits (Figure 2). [10:  The weighted average of paddy prices increased from 9,727 baht per ton in a period of no market intervention (October 2010-September 2011) to 11,199 baht during the months of pledging scheme (October 2011 to December 2012).] 

Since the middle class and rich farmers account for62.8 % of farmer households, the paddy pledging policy is one of the most effective populist policy to win the votes of the majority farmers.
In addition to farmers, the program also directly benefits the private millers, the warehouse owners,  the commodity surveyors and the rice traders who are fortunate to engage in rice transactions with the government.  This is because the government has neither milling and storage facilities nor trading capacity, and thus needs to attract them to participate in the market intervention activities.  As a result economic rent is generated, and some are also dissipated.
Table 1 provides the estimatesof economic rent received by the participants in the paddy pledging projects. The largest economic rents go to the farmers and the connected traders who buy cheap rice from the government. The farmers receive 9,574.8 baht per ton for the 2011/12 projects, and 6,768.8 baht for the 2012 crop.[footnoteRef:11] The rent to the connected traders is 5,199.3 baht and 4,332 baht per ton for the respective projects. The economic rents received by the millers, the warehouse owners and the surveyors amount to 1,677.7 baht per ton in the 2011/12 project, and 1,456 baht in the 2012 project. The consumer subsidy, estimated from the difference between the retail rice prices of rice during the two projects (October 2011 to September 2012) and the prices in the period of no intervention (October 2010 to September 2011),  is about 450 baht per ton.[footnoteRef:12] [11:  This is underestimated because the current market price is already influenced by the policy. The more appropriate estimate is the difference between the support price and the market price of paddy without government intervention.]  [12:  Note that another method of estimate is the difference between the retail price under intervention and the counterfactual retail price when there is no intervention. ] 

Impact on rice exportand G-to-G Export
Since the paddy pledging policy is the largest intervention in the rice market, the government is not only the largest paddy buyer, it also becomes the largest rice seller. This raises two important issues, i.e., what is the impact of paddy pledging policy on rice export? And what is the performance of government to government (G-to-G) rice sale?
The government does not only use the paddy pledging policy to increase the farmers’ income, butby purchasing every grain of rice, it also wants to increase the export prices of Thai rice. Its logic is that if it withdraws large enough supply of rice from the world market, it will be able to increase the export prices of Thai rice. This is because Thailand is the world largest rice exporter, controlling 30 % of world market share. Moreover, although Thai rice is of superior quality relative to that of the competitors, the government argues that Thai rice prices are under-valued. In fact, at the beginning of the intervention in October 2011, the first Minister of Commerce in the YingluckShinawatragovernment, Mr. KittirattNaRanong,  boasted that the policy would enable Thailand to export rice at the price of “cost plus”, which equaled the cost of purchasing paddy at 15,000 baht a ton plus the operation expenses, or about $850 per ton[footnoteRef:13](Kom Chad Luek Online, 5 September 2011),comparing to the FOB price of $595 (quotes from Riceonline.com) for the 5 % Thai white rice in October 2011. After six months, Thailand’s rice export went down substantially and was surpassed by Vietnam rice exports. In response, YanyongPuangrat who was at the time the permanent secretary of the Ministry of Commerce stated that Thailand “must”play the waiting game until India and Vietnam had exhausted their rice stocks; after which, Thailand would be able to sell its rice at higher price(ASTV PoochudkarnRaiwan, 2 March, 2012). Prior to Yanyong’sremark, the Director of the Department of Foreign Trade had given a similar comment in 2011 (Than Setthakij, 3 March 2011).One government economic advisor also argued that the government rice reserve is the strategic reserve that will be needed when there is global food shortage, caused by global warming-- in the next two years (Thai PBS, TobJote (Answering Questions) 10 October 2012). All of these turned out to be wishful thinking.[footnoteRef:14]	Comment by parinya: Fewer than 6 months [13:  $850= ((15,000/0.61)+1,000)/30.1. The conversion ratio of paddy into milled rice is 61%, direct operation expense is 1,000 baht per ton and one US dollar is about 30.1 baht in the late 2011.]  [14:  The arguments show that the politicians, and surprisingly the government’s economic advisors do not actually understand the working of the world rice market. Rice is not like oil which can be kept underground without interest cost. Rice is also not like aging wine. Unlike the long-position of rice millers, exporters tend to hold a short position, i.e., they do not carry large amount of stock, and will buy only if they have order. They make profit from speculation which requiresintensive investment in timely information gathering activities and establisheseffective network of intelligence as well as connections.] 

On 7 September 2011, the Indian government decided to lift the rice export ban (http://oryza.com/content/thai-rice-sellers-keep-prices-unchanged-while-viet-rice-sellers-lower-prices-india-hearing) after a few years of bumper crops and the government did not have adequate warehouse space for its stockpile. Almost immediately, Vietnam decided to lower it export prices to compete with Indian rice. In some periods, the export price of Vietnam white rice waseven lower than those of India (Figure 2). Although the fob prices of Thai white rice remained very high, averaging USD$550 between October 2011 and October 2012[footnoteRef:15], the Viet price was only $456 and that of India was $441 (average from Riceonline.com from October 2011 to October 2012). So the average world price of rice actually declined in 2012, contrary to the Thai government’s expectation. The  FAO Rice Price Index shows that the index for high quality Indica rice dropped from 237 in 2011 to 230 in 2012, and that the index for aromatic rice even declined by higher percentage points (3.2%). [footnoteRef:16]Meanwhile, the major rice importing countries—Indonesia and Philippines—have aggressively ramped up their own production to ensure self-sufficient supply.  [15:  The higher fob price of Thai rice reflects the limited supply of rice in the private rice market, not the world demand.  ]  [16:  This is why one rice exporting firm, which strongly supports the pledging policy and speculated by buying large quantity of rice before the pledging scheme began in 2011, took a big loss.] 

Given the higher relative export prices of Thai rice, it is not surprising that Thai rice export suffered a sharp decline from its record of 10.8 million tons in 2011 to7million tons in 2012. For the first four months of 2013, Thai rice export continued to decline further to2.058million tons, comparing to 2.278 million tons and 4.023 million tons for the same period of 2012 and 2011, respectively. India became the world largest rice exporter for the first time with total shipment of 8.6 million tons, followed by Vietnam with 8.2 million tons of export.  Thailand dropped to the third place for the first time in more than four decades. The paddy pledging policy and its large stockpile are like a foreign aid to Thailand’s rice competitors. 
Among three types of Thai major rice exports, Thailand suffered most from a sharp decline in white rice, particularly the parboiled rice.[footnoteRef:17] The export of white rice dropped from 8.29 million tons in 2011 to 5.0mt in 2012. The rate of decline is even higher in 2013, i.e., it dropped from 3.292 mt in the first four months of 2011, to 1.676 mt and 1.365 mt in the same period of 2012 and 2013.On the other hand, the export of jasmine rice declined slightly from 2.318 mt in 2011 to 1.925mt in 2012. Jasmine rice export jumped from 0.576 mt in the first four months of 2012 to to 0.675 mt in 2013, reflecting the fact that Thailand still has monopolistic power in jasmine rice export as it is the only country with largest production of such popular rice.  [17:  This is because under the paddy pledging policy, all paddies have to be milled and delivered to the warehouses in 7 days. There is no regulation that allows the millers to stream the paddy and, thus, produce the parboiled rice. And yet it is extremely surprised that Thailand was able to export as many as 2.18 million tons of parboiled rice in 2012, despite the fact that 100 % of all the dry-season rice were sold to the government (see explanation by Poapongsakorn 2012-b).] 

The sharp decline in rice export has generated increasing political pressure on the Ministry of Commerce which is responsible for rice export and sale of government rice. The MOC has alsobeen pressured by the MOF to sell enough rice as the proceeds must be used to buy rice from the new crops. This is because the Ministry of Finance has limited the amount of loan to be used in the paddy pledging  scheme.[footnoteRef:18] The liquidity problem has begun to emergeduring the 2012 dry season pledging project when the amount of pledged paddy exceeded the planned target.[footnoteRef:19] The questions are what are the major export channels of the government exports rice and what is its export performance? [18:  On 18 September 2012, the Minister of Finance sent a memoire to the cabinet informing that the paddy pledging scheme used more money than the allocated budget (financed by loan). He also suggested the MOC to speed up the rice sale and asked the cabinet to approve his proposal that the financial account closing must be finished three months after the end of each pledging project.]  [19:  Total amount of pledged paddy in the 2012 dry season crop (14.86 million tons) exceeded the predicted production of 12.235 million tons, raising a question of where the rice came from. In the 2012/13 wet season, the farmers sold as much as 14.7mt to the project, comparing to only 6.92mt in the 2011/12 season.] 

According to the NRPC document (2012), the government will release rice through 5 channels, i.e., government to government deals (G-to-G), auction, selling to organizations/ agencies in Thailand and abroad, selling in the agricultural exchange (AFET-but this channel has not been used), and natural disaster donation (very small amount so far). The following will discuss only the G-to-G sale.
In September 2012, the Minister of Commerce, Mr. BoonsongTeriyapirom, claimed that 7.3 million tons of rice “had been sold” through the G-to-G deals with four to six countries, i.e.,  Indonesia, China, Bangladesh, Guinea, Ivory Coast and the Philippines (Kom Chat Leuk 13 September 2012; Post Today 16 September 2012; Bangkok Post 16 September 2012; PrachachartThurakij 3 October 2012). Critics, especially the exporters,questioned whether the deals existed and had called for evidence.[footnoteRef:20]In response, the minister called a press conference on October 11, 2012. Although the press reported that he provided only slightly more information than previously (Bangkok Post 12 October 2012), a few things became clear.First, he admitted that the government was able to export only 1.46 mt (by the end of September 2012), and expected to export additional 0.3 mt by year end. The remaining 5.6mt were to be exported by the end of 2013. Secondly, on a Spring News TV’s show “Inside Thailand,” Boonsong made a clarification of his previous press interviews in defense against the exporters’ rebuttal that the trade statistics in 2012 did not show any G-to-G exports (more discussion below). According to him, an importing country (buyer) hired a Thai company to pick up the rice order right at the warehouse and shipped it out. At the Thai customs prior to shipping, the order was recorded as a shipment from the Thai company, not the government, to the destination country. Hence for the past “30 - 40 years,” there has been no record of the government as an exporter (“Inside Thailand,” Spring News TV, video clip posted on 9 October 2012). In addition, a similar response by Boonsong was captured on a Bangkok Post issue,"the buyers (foreign governments) thus have to hire (Thai) private companies to check the quality of the rice and ship it out. That is why the export figure of 1.46 million tonnes showed up as being done by the private sector," (Bangkok Post 12 October 2012).So the minister still insisted that there was actually G-to-G exports of 1.46 million tons by September 2012.[footnoteRef:21] Thirdly, he still reiterated his stance that “details of the G-to-G rice deals could not be disclosed as it could affect foreign relations…. (T)he import of rice is a politically sensitive topic in many countries” (Bangkok Post 12 October 2012). [20: An honorary president of the Association of Thai Rice Exporters told the media that, "if there are going to be exports as claimed, there should be preparation of sacks and other related materials in advance, but things have been quiet in the market….Countries such as Indonesia and the Philippines, which the government claims have made purchases, have also denied any deals, saying that they have not imported any Thai rice" (The Nation, 4 October 2013); and  “I believe that the government gave false information…..”(Bangkok Post, 12 October 2013).]  [21: In a parliament censure on 25-27November 2012, an MP from the Democrat Party revealed some transaction evidences to dispute that the rice sale was not G-to-G.] 

After presenting the evidence on exports to the countries that are named by the minister, the issue of information on export will be discussed. The motive of keeping “all”trade transactions confidential will become clear in the next part after we discuss the main channels that the MOC uses in carrying out the rice sale, i.e., selling to firms or organizations both in the domestic market and in the international trade. 
Did the government actually export 1.76 mt(1.46 million tons between January and September 2012, and another 0.3 million tons in October to December 2012) to the six foreign governments named by the MOC?  According to Table 3, the last record of G-to-G sale reported in the website of the Association of Thai Rice Exporters (ATRX) was 0.2679 million tons between January and August 2011. Between September 2011 and December 2012[footnoteRef:22], there was no record of G-to-G sale in the ATRX web site.  However, the trade statistics from the Department of Customs showed that there was very small “G-to-G exports” of 29,850 tons to three countries in 2011, and only 212.49 tons to China in 2012. But there were no G-to-G exports between January and February 2013 in both sources of information. [22:  It is believed that the information on government rice export has become confidential after the DFT first informed the TCC in the early December 2012 that it would take back the authority of approving rice export and standards certification. Since 1 May 2013,the DFT has begun to authorize rice exports of white rice. But TCC still handles the authorization of exports of parboiled and glutinous rice.Therefore, the exports of companies that are not members of ATRX also become confidential (more discussion below).] 

[bookmark: _GoBack]Since the Minister insisted that the G-to-G exports were handled by the private firms,the 1.76 million tons of export must be shown in the trade statistics reported by the Department of Customs. Table 3 shows that in 2012, there were only 0.883 million tons of rice exports to six countries. The exports to Indonesia and Ivory Coast exceeded the G-to-G sales which were confirmed by the Minister of Commerce. Out of the 0.338 mt of export to Indonesia, 0.28 mt was the actual G-to-G handled by Siam indica Company in January-February 2012 (ORIZA.com). Export to Ivory Coast was 0.357 mt, 0.24 mt of which was the G-to-G transaction (Thai Rath Online, 15 October 2012).Since there was no evidence of G-to-G sale to China, the actual G-to-G sale to six governments must be at most 0.532-0.708 million tons in 2012, far below the Minister’s figure of 1.76 million tons. The evidence disproves the Minister’s statements. The statements are much more serious than a white lie.
Information on the export data (which include G-to-G export), as reported in the web site of the Association of Thai Rice Exporters (ATRX), is collected and processed by the Thai Chamber of Commerce which was authorized by the Department of Foreign Trade (DFT)to issue export permits and standards certification for every lot of non-jasmine rice exports.[footnoteRef:23] The ATRX obtained the detailed information on every lot of export (including the names of exporters, destination, fob prices, etc.) which allows it to collect membership fee from the member exporters.  In December 2012, the DFTinformed the Thai Chamber of Commerce that it wished to take back the authority to grant rice export permit from the Chamber of Commerce.Since May 1st, 2013, all rice exports and standards certification (except parboiled and glutinous rice) have to be approved by the DFT. Yet the DFT still gives the export information of the ATRX member exporters to ATRX, but not that of other exporters. Therefore the information on Thai government rice export to foreign governments either directly or through the private exporters becomes confidential. [23:  Rice exporters have to seek the export permits and standards certification for every lot of rice export from the DFT. In the past the DFT delegated the authority to approve the export of non-jasmine rice (e.g., white rice, glutinous rice and parboiled rice) to the Thai Chamber of Commerce, while the DFT only grants the export permits and standard certification of jasmine rice exports.] 

How the government sells rice: towards cronyism
The following description of the government rice sale will cast some light on the real motive why the government withholds the information on its rice sale[footnoteRef:24]. [24:  The only information that is released publicly is the revenue from rice sale classified by the cropping seasons. The MOC has never given any information on the prices, quantity of domestic sale and export sale, types of rice and buyer identity. Fortunately, the recent report of the financial account closing by the MOC to the NRPC allows the author to estimate the average unit price of rice sale and the quantity of rice sold.  ] 

The government does not only want to increase the prices of paddy sold by the farmers and export prices, it also wants to regulate the supply of rice and maintain the price stability in the market. By purchasing every grain of rice (or at least the excess supply at the support prices), the government becomes a near monopsonist. But toregulate the supply of rice and to maintain the domestic price stability, it needs to engage in trade either by establishing a state tradingfirm or using the private traders. The government decides to use the latter approach.
It is widely known among the rice traders that the government only sells rice to a few politically connected rice traders. Any exporters or wholesalers or millers who want to buy rice from the government have to contact them. These connected traders act like “a broker” between the high ranking government officers andpoliticians, who are in a position to influence thesale of government rice, and the rice exporters/ wholesalers/millers who want to buy rice from the government. The brokers do not only make arrangements for the wholesalers who want to buy rice for domestic sale. They also make arrangements for the exporters who want to buy “parboiled rice” from the millers in the pledging scheme which can process parboiled rice as well as those who want to export jasmine rice. These brokers are able to buy the government rice at the price which is cheaper than the wholesale price of rice, but sell it at the market (wholesale) price to the rice wholesalers or exporters.[footnoteRef:25] [25:  The Chinese jargon of such activities is the so-called “Pao Kao”, meaning that a broker makes arrangements to buy rice for the customers and have it delivered to the customers/exporters.] 

Using the MOC report on financial account closing, I am able to estimate the average prices of rice sold by the government. They are 14,000 baht per ton for the 2011/12 wet season crop and 12,000 baht for the dry season crop. Since these prices are 2,000-7,000 baht lower than the wholesale prices in Bangkok, the sale allows the brokers to enjoy the economic rent from such deals, as already mentioned.
In addition to a few brokers, the government also sells rice directly to a few large-scale exporters and rice millers. Recently, an executive of CP Inter-trade told the media that the company bought two lots of rice from the government for export (The Nation, 12 July 2013). Two large exporters and some rice millers also engage in the packaging and distribution of government cheap rice which is sold in the government supported “Took Chai shops” at the price of 70 baht per 5-kg bag. These exporters and millers buy rice from the Public Warehouse Organization (PWO) at the price of 7.625 baht per kg., then re-mix, pack, and are supposed to sell them to the Took Chai shops at around 66.5 baht per bag (or 13.3 baht per kg) so that the shops could sell them at 70 baht per bag. But achairman of the Senate Sub-committee on Agriculture and Cooperatives, which is carrying a series of hearings on the rice pledging scheme,found that some of those millers sold the 5 kg bags to the Took Chai shops and other retailers at 14.5 baht per kg, thus making large gross earning gap of 6.875 baht per kg (Bangkok Biz News, 18 July 2013).
In June 2013, after the leaked report of the Sub-committee on Financial Account Closing of the Paddy Pledging Projects (SFACP), the government admitted that the total loss of two paddy pledging projects for the 2011/12 and 2012 is 136.9 billion baht[footnoteRef:26].  The NRPC has not yet approved a report on the account closing of the 2012/13 crop project since there were 2.9 million tons of milled rice that were not properly recorded by the PWO and FMO. [footnoteRef:27] [26:  The estimates of sale were based on the invoices reported by POW and the FMO, and the valuation of the existing stock was based on the lowest price between the selling prices and the market prices. The account closing date is 31 January 2013. But as mentioned the accounting method still underestimate the operation costs.]  [27:  In response to the report of missing stock, the government ordered a nation-wide inspection of rice mills and warehouses in the paddy pledging projects on June 28, 2013.] 

The government argues that the loss comes from the cheap rice policy for consumers, and that the government also donated some rice for natural disaster victims. As mentioned above, the government has a cheap rice package policy to sell 2.5 million tons of white rice at the retail price of 70 baht per 5-kg bag (or 14 baht per kg).According to the hearings by the Senate Sub-committee on Agriculture and Cooperatives, total amount of rice bags delivered to the government-sponsored Took Chai shops was only 5-10% of the approved 1.8 million tons (Bangkok Biz News, 18 June 2013). Later on the Director General of the Department of the International Trade reported that 0.56 million tons of rice from the approved amount of 2.5 million tons had been delivered to Took Chai shops, Tong Far shops, and other retail shops – a contrast from the reported 0.4 million tons by the Deputy Director of the PWO, who also claimed that the remaining of the 2.5 million tons was still sitting in the warehouses.(Than Setthakij, 26 June 2013).
Such amount of cheap rice sale is too small to influence the domestic retail prices.Figure 2 shows that the government has not only shore up the paddy prices, but alsosuccessfully kept the retail prices of white rice low and stable. In fact the retail price ismarginally lower than that during the Apisith government when there was no government intervention in the rice trade. Since most of the rice is in the government’s rented granaries, the government must have unloaded adequate supplies of rice at the very low price into the market to maintain the domestic retail prices of white rice at 22 baht per kg in 2012[footnoteRef:28].The information from the MOC also confirms that the average selling prices were much lower than the Bangkok wholesale prices(see Table 1).Moreover, the evidence from the SFACP shows that the gap between the government selling price of jasmine rice and its wholesale price is much higher than the price gap of the white rice.[footnoteRef:29]Economics cannot explain why the government, who has a monopoly power in the rice market, sells all kind of rice— white rice as well as high quality jasmine rice—to the traders at prices which are much lower than the wholesale prices. This issue has to be explained by political scientists. [28:  In an op-ed article, Poapongsakorn (TDRI web site, 8 July 2013) estimates that the total rice demand (domestic consumption, export and running stock in the hand so rice traders) between October 2011 to February 2013 was 28.137 million tons, while there were only 17.827 million tons of supply of rice in the market (rice production from 3 crops minus the pledged rice in 3 projects, i.e., 2011/12 crop, 2012 crop and 2012/13 crop). This implies that the government must have released at least 10.31 million tons of rice into the market. But in the parliament query session on 20 March 2013, the Deputy Minister of Commerce informed the Parliament members that the government sold only 7.072 million tons of rice. The discrepancy between these two figures probably explains the missing rice stock of 2.9 million tons.]  [29:  According to the SFACP, the selling price of the 100% jasmine rice in the 2011/12 cropwas 28,000 baht per ton comparing to the wholesale price of 32,000 baht; the 2012/13 price was 28,800 baht comparing to the wholesale price of 32,950 baht per ton.  The gap between the government selling price of white rice and its wholesale price is much smaller, i.e., was only 300-1,000 baht per ton.] 


Social costs of the paddy pledging policy
The current paddy pledging program is probably one of the most successful “political policies” of the Pheu Thai Party – led government to attractthe median votes.The policy is probably much more ambitious and receives relatively stronger political supportthan the price support programs in other countries- developed as well as developing. Yet the policy creates huge financial cost and other important social costs. It is also plagued with widespread corruption at all levels (a testimony by a chairperson of the SFACP with the Senate Committee on Commerce and Economics, Bangkok Post, 6 July 2013) - an issue for further research.
The policy has generated very large economic rent for the medium and large scale farmers, the politically connected rice traders, the rice millers (many of whom are either politicians themselves or politicians’ advisors or canvassers), the warehouse owners and the surveyors. In addition, the government also makes sure that the poor consumers are still able to buy cheap rice. These groups of people either represent the largest share of the median voters, or are the political canvassers.Since everyone who participates in the paddy pledging scheme benefits, it is extremely difficult, if not impossible, “to rectify the folly of the rice pledging scheme at once” (Hiroyuki Konuma of the FAO, The Nation Online, 13 June 2013).
It should also be noted that the policy also benefits farmers in the neighboring countries as rice are smuggled through the border provinces and end up in the paddy pledging scheme. Rice exporting countries also benefit from less competition from Thai exporters. A few Thai exporters, who lose their business in Thailand, also begin to invest in the neighboring countries, boosting the competitiveness in rice export of the Thai competitors.
The losers are the dispersed and un-organized taxpayers who have to shoulder the huge financial loss of the policy, estimated at 179 billion baht for 2 cropping seasons. The loss will be much higher, the longer it takes the government to sell its stock of 17 million tons. The policy has begun to crowd out other public investment projects. If the policy continues for a few more years, it will certainly result in higher risks of financial crisis, 
Other important losersinclude the exporters (except a few big exporters) and the rice brokers (selling information services) who lost most, if not all, business, and the small millers, especially the community small mills which are not eligible to participate in the paddy pledging projects. Moreover, the policy has also resulted in other important social costs.
First, there are some emerging evidence that the economic rents are being dissipated, resulting in the waste of real resources. The farmers have been rapidly expanded their production, resulting in the increasing demand for paddy fields and higher land rent[footnoteRef:30]. Many farmers switched from upland crops and fruit orchards to rice. Prices of fertilizer and pesticides also increase rapidly. As a result, it will not be surprised to find that the cost of production of some marginal land may increase to the 15,000 baht level. The increase in rice production will end up in the public stockpile. Its value will deteriorate rapidly, while the storage costs increase exponentially.  Millers have also excess  milling capacity. Before the current paddy pledging policy in 2011/12, there was already 90 million tons of milling capacity comparing to the annual paddy production of 35 mt.A large number of new warehouses have been hurriedly constructed since the pay-back period is only one year. [30:  Annual land rent for rice farms in the Central Plains increases from 1,000 baht per year to 1,000 baht per season. In some areas where it is possible to grow three crops in a year, the rent triples.] 

Secondly, the quality of Thai rice will decline. Thailand has successfully built the reputation of quality rice and thus Thai rice is able to sell at premium in the world market, thanks to the effort and incentives of farmers, rice millers and exporters. But the paddy pledging policy encourages the farmers to expand their production and increase the crop cycles rather than to produce quality rice. Some farmers are switching to the short duration varieties which are low quality rice. Millers do not have to carefully check the quality of paddy because they are only hired to mill the paddy. Except the periodic fumigation every 3 month, the stock of rice in the rented granaries is not so properly maintained and managed as that of the private traders. After two years of market intervention, some consumers have begun to complain about the quality of rice, particularly the problems of chemical residuals from the fumigation of rice, the smell and the yellow color (Matichon, 16 July 2013). The recent news of contamination and chemical residues found in rice, though may not be so serious as posted in the social media, is just a tip of the iceberg in the future when more and more old rice are released into the market.
Finally, perhaps the most serious social cost of the policy is the destruction of the highly efficient and competitive rice economy, and replacing it with the cronyism.Even if the government is going to reduce the pledging price and limit the amount of sale per farmer in the coming 2013/14 wet season crop, the government will still be the largest buyer and seller in the rice market.[footnoteRef:31] It is still not clear how capable the government can minimize the loss from rice sale, and how transparent will be the process of rice sale.  [31:  Using the regression of the impact of pledging prices on the share of paddy sold to the paddy pledging scheme  and BAAC information on the value of pledged paddy by each farmer, I estimate that total amount of pledged paddy will decline by 17.2 %. The new support price is 12,000 baht per ton and each farmer is allowed to sell up to 500,000 baht to the scheme.] 

The future of the Thai rice remains extremely bleak unless the policy is immediately abolished. Yet a dilemma is that it is not only extremely difficult for the government to climb down from the tiger it has created, but an immediate elimination of the policy will also result in a sharp fall in the paddy prices, affecting millions of farmers.

		-----------------------------------------------------------------------------





Table 1:  Sources of Loss and Economic Rent in Two Paddy Pledging Projects
(Baht per ton of milled rice)
	
	2011/12 wet season
	2012 dry season

	
	Baht/ton
	% of loss
	Baht-ton
	% of loss

	A. Source of loss
	
	
	
	

	1. Cost ofpledged rice1
	27,919.02
	-
	23,845.82
	

	2. Operating costs2
	1,686.5
	11.11
	829.24
	7.04

	3. Average total cost
	29,605.52
	-
	24,675.06
	

	4. Selling prices
	14,435.71
	-
	12,893.00
	

	5. Loss2 = (4) – (3)
	-15,169.81
	100.00
	-11,782.06
	100.00

		5.1 Market price of paddy converted into milled        rice4
	18,344.26
	
	17,077.05
	

		5.2 Loss from farmer subsidy5 = (1)-(5.1)
	-9,574.76
	63.12
	-6,768.77
	57.45

		5.3 Additional loss due to low selling price
	-3,908.55
	25.77
	-4,184.05
	35.51

	6. Wholesale price of rice6
	19,635.00
	-
	17,266.00
	-

	B. Economic rent7
	19,596.27
	100.00
	14,413.41
	100.00

	7. Rent to farmers5
	11,871.48
	60.58
	7,722.87
	53.58

	8. Rent to millers, warehouse owners & surveyors8
	2,075.50
	10.59
	1,908.54
	13.24

	9. Rent to “connected” traders9 = (9)-(4)
	5,199.29
	26.53
	4,332.00
	30.06

	10. Consumer subsidy10
	450.00
	2.30
	450.00
	3.12




Note : (1) 	Total cost of paddy purchased under the pledging scheme   ÷  milled rice from the paddy pledging project (amount of pledged paddy*milling ratio).
(2) 	Operating costs include the milling cost, package and transport cost, warehouse rental fee, surveyor service fee, operation expenses and overhead cost of operating agencies. It does not include the depreciation cost and interests on from financial institution. Poapongsakorn (2012-a) estimate that the full operating cost is 4,383.61 baht per ton of milled rice in 2011/12 crop and 2,970.59 baht per ton in 2012 dry season crop. So the loss per ton is much higher, i.e., 17,866.92 baht per ton in the 2011/12 wet crop and 13,923.41 baht in the 2012crop.
(3)	Selling prices are calculated from the MOC report to the NRPC, i.e., (a) selling price = (sale revenue/sale volume); (b) sale volume = (rice in the project – stock as of 31-01-2013); (c) stock = cost of stock / unit cost of pledged rice.
(4)	Market price of paddy in the wet season is the weighted average prices of non-glutinous paddy, jasmine, provincial aromatic, Pathum-thani, and glutinous paddy between October 2011 and January 2012. Paddy price in the dry season is the weighted price of non-glutinous paddy, glutinous, and Pathum-thani paddy between March and September 2013.
(5)	Farmer (cash) subsidy is lower than “total” subsidy (cash+indirect price effect)or farmer rent because the former is the difference between the support price and the current market price of paddy. Total subsidy, which takes into account the indirect effect of the pledging scheme on the market price, is the difference between the support price and the farm price without the price support policy. So the total subsidy or “economic rent” to the farmers equals the actual costs of paddy purchase (or support price) in (1) minus the weighted average prices of paddy in periods of no intervention (i.e., 16,047.54 baht per ton of milled rice (9789/0.61) during the wet season of October 2010 and January 2011, and 16,122.95 baht per ton of milled rice (9,835/0.61) during the 2011 dry seasoncrop  ofFebruary to September 2011).
(6)	Wholesale rice price for the 2011/12 wet season is the weighted average of wholesale prices of 5% white rice, 100% jasmine rice and glutinous rice between September 2012 and January 2013 which are the months that government sold their rice. The wholesale price of rice for the 2012 dry season is the prices of 5% white rice for the same period. 
(7)  Total economic rent per ton exceeds average total loss because (1) the actual return to millers is higher than the milling fee paid by the government since the milling ratio stipulated by the pledging scheme is lower than the normal milling ratios of the efficient millers, and (2) 
(8)	Rents to millers, warehouse owners and surveyors are based on the official rates determined by the NRPC (see Poapongsakorn 2012-a)
(9)	Rent received by traders is more than (5.3) because part of the rent is paid by taxpayers and the rest is paid by consumers who buy rice at higher price
(10)   Retail rice price in period of no intervention minus retail price in period of pledging scheme. See text.
Source :	(1)	NPRC, “Report on the Financial Account Closing by MOC”, June 2013.
(2)	Paddy and wholesale rice prices from the Association of Millers and Department of Internal Trade.
Table 2:  Distribution of benefits of the paddy pledging scheme by value of sale per farmer
	Value of pledged paddy
(Baht/ton)
	2011/12 wet season
	2012 dry season

	
	% farmers
	% pledged value
	% farmers
	% pledged value

	Small
	1-100,000
(max 1.54 Ha)
	52.3%
	20.4%
	32.0%
	7.8%

	Medium
	100,001-200,000(max 3.07 Ha)
	28.1%
	28.5%
	24.1%
	15.2%

	
	200,001-600,000(max 9.22 Ha)
	18.6%
	46.0%
	38.4%
	57.9%

	Large
	Over 600,000
(min 10.76 Ha)
	0.9%
	5.1%
	5.4%
	19.1%

	
	Total
	841,391 farmers
	118.5
billion baht
	614,399 farmers
	141.8
billion baht


Source: BAAC (as of July 16, 2012).









Table3: G to G Export and Export to Countries which have MOUs with Thai government (1)
									(Thousand tons)
	
	2010
	2011(2)
	2012(3)
	2013

	
	(Jan-Dec)
	(Jan-Aug)
	(Jan-Dec)
	(Jan-Dec)
	(Jan-Mar)

	G-to-G
	
	
	
	
	

	· ATRX
	0
	267.87(4)
	267.84
	None
	None

	· Customs Department
	9.79
	n.a.
	29.85(5)
	0.21(6)
	None

	Total export to 6 countries(7)
	
	
	
	
	

	· ATRX
	1,840.53
	2,212.66
	2,703.70
	886.76(8)
	138.82

	· Customs Department
	1,841.84
	2,219.92
	2,745.03
	882.64(8)
	758.21



Note	(1) 	Six countries that have MOUs with Thailand are Bangladesh, China, Ivory Coast, Guinea, Indonesia and Philippines
	(2)	The Yingluck government assumed office on 23 August 2011. The paddy pledging scheme started on 7 October 2011. There was no report of G-to-G sale in the second half of 2011 in the ATRX web site.	
	(3)	In December 2011 the DFT informed the Thai Chamber of Commerce that it will take back the authority to approve rice export. The DFT has begun to approve the rice export since 1 May 2012 (more details in text)
	(4)	G-to-G sale to Banglandesh (220 thousand tons-tt) and Indonesia (50 tt)
	(5)	G-to-G to China (0.107tt), Pakistan (20 tt) and Haiti (9.74 tt)
	(6)	G-to-G to China of which 169.5 tons are jasmine rice and 42.96 tons are Pathumthani aromatic rice
	(7)	Total export by both private exporters and government
	(8)    Indonesia 0.338 mt, of which 0.28 mt are G-to-G delivered by Siam Indica in January-February 2012.The Indonesian-Thai MOU was signed by the Apisith government in 2011. 
		 Ivory Coast 0.357 mt, of which 0.24 mt is confirmed by the Minister of Commerce (Thai Rath Online 15 October 2012). The differences are thus exported by the Thai private exporters.
Source :	(1) Web site of Association of Thai Rice Exporters
	(2) Department of Customs



Figure 1: Distribution of the benefits of the paddy pledging scheme by household income

Source: Calculated by AmmarSiamwalla using the 2011 Socio-economic Survey by NSO.





Figure 2: Export prices of 5 % white rice of Thailand, India and Vietnam   (USD per ton)

Source: Riceonline.com
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