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Abstract

The case describes the main features of the recently abrogated rice pledging scheme and
contrasts it with the rice price guarantee scheme of the predecessor government. Also recounted
are some of the main problems that implementation of the pledging scheme triggered — problems
that eventually, in May 2014, led to the court-ordered ouster of the prime minister and, later, to
the military’s takeover of the functions of government. As the case draws to a close, it is
intimated that some form of continued assistance to rice farmers would be needed, despite the
statement of the new military head of government that there would be no further rice pledging or
rice price guarantee schemes. Thus, the student-analyst is left to grapple with the appropriate
contours of Thai rice policy in the future. Based in part on an examination of the rice and
agricultural policies (and their consequences) of other countries, the analyst’s challenge is to
determine what specific government rice crop support policies should replace the rice pledging
scheme, and under what conditions. If recommended new forms were to entail farmer
subsidization, then the student-analyst has to specify the sources of budget, and demonstrate the
sustainability of such support in the future.
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For twenty years, Thailand had held the status of being the Number One rice exporting
country in the world (see Exhibit 1). In 2012 and again in 2013, however, she lost her premier
position to India. Moreover, even Vietnam, heretofore the number three rice exporter, was
expected to overtake Thailand’s rice exports in 2013, when measured on the basis of export
value (United Nations Statistical Division 2014). By early 2014, when an Administrative Court
ruling removed Prime Minister Yingluck Shinawatra from office, the country’s precipitous slide
from Number One rice exporter had become a matter of grave concern to many Thais, but
especially to those who had long opposed the policy decision deemed to have precipitated the
slide. Thus, the question in the minds of many with either a direct or indirect interest in the
matter was that of what type of policy and program, if any, would be best suited to replace the
Yingluck administration’s policy.

The Yingluck Administration Rice Pledging Scheme: Prelude to the Exports Decline

Thailand’s precipitous slide from Number One rice exporter could be traced to a 2011
policy decision of the incoming Yingluck Shinawatra administration to follow through on her
promise during the political campaign that brought her party a landslide victory to dramatically
improve the economic lives of Thailand’s rice farmers. Mostly resident in the Northeastern
(“Isaan”) and Northern regions of the country, the rice farmers had been the backbone of her
party’s base of political support during the campaign. Hence, as noted by astute observers of
Thai politics, Prime Minister may have felt obliged, as it were, to make good on her campaign
promises to provide greater income security and stability for Thai farmers. The onset of the
decline in Thailand’s rice exports could be pinpointed as the implementation of the Yingluck
administration’s rice-pledging scheme started the harvesting season of 2011/2012.

Under the Yingluck administration’s scheme, the guaranteed price for the pledging rice
ranged from US$ 480 to US$640 per ton, depending on specified rice quality. In Thai currency
terms, the offered prices for long grain unmilled rice and fragrant Hom Mali rice with moisture
not exceeding 15% was initially set at 15,000 Baht and 20,000 Baht per cart, respectively
(“Policy Statement of the Council of Ministers,” 2011). As a type of price insurance scheme,
this policy obliged the Thai government to buy all of each farmer’s cultivated and pledged rice
crops at these stated price levels — prices that were 50 per cent higher than world prices at the
time (“Thai PM Faces Negligence Charges,” 2014).

From the outset of the rice pledging scheme, there were both supporters and critics. The
supporters argued that the scheme would dramatically improve the lives of Thai farmers who had
long been among the more impoverished segment of Thai society. And, in so doing, the entire
economy would benefit, as higher farmer incomes reverberated through the economy in the form
of higher consumption of everything from basic necessities (e.g., better quality food, clothing,
and houses) to higher education to increased spending on leisure endeavors. Typical of some of
these supporters’ views were the following comments:

Chanchai Rakthananon, president of the Thai Rice Mills Association, allowed
that “the government's rice scheme would improve lives of Thai farmers, and at



the same time it would open [the] door for more [rice exports to Vietnam]”
(“Thai Rice Policy Benefits Vietnam’s Exports: Experts,” 2011).

Suthin Wainwiwat, director of E-Saan Poll, pointed out that “8/% of

respondents in the northeastern region supported the government’s overall
performance” (Finch 2012).

As evidence of the fiscal consequences of the scheme (e.g., huge losses for the
government) began to mount in the second year of the program, many critics focused on the
unsustainability of the government’s buying rice at price levels so far removed from market
prices, as well as on likely long-term damage to nation’s fiscal solvency. The following
observations were typical of those who opposed the rice pledging rice.

Kreetha Charatkulangkun, director of Tek Seng Rice Mill, a rice export
company based in Bangkok, asserted that “the scheme has proven devastating
for the country’s rice industry” (Finch 2012).

Thailand Development Research Institute (TDRI) was of the view that
“pledging [scheme] puts entire industry at risk” (Chantanusornsiri and
Yuthamanop 2012).

Despite the early concerns typified by the views of the opponents of the rice pledging
scheme, the Yingluck administration had forged ahead to implement it. As articulated by the
Prime Minister herself and other members of her cabinet, the main objective of the rice-pledging
scheme was to increase the incomes of Thai farmers’, especially the relatively poor farmer. On
average, Thai farm household income was around US$3,600 a year ("Report of the Expert
Consultation on Farmers’ Income Statistics,” 2007).

However, despite the avowed lofty claim, many critics were of the view that the scheme
was mostly an economically infeasible populist policy (“Thailand Cuts Rice Subsidy Price,”
International Rice Research Institute,” 2013). It had been concocted, they alleged, to ensure that
Yingluck Shinawatra’s party, Pheu Thai, monopolized the rural electorate votes in the northern
and northeastern parts of Thailand during the 2011 general election. The offer of government
purchases of rice at a price substantially higher than world market prices was viewed by these
detractors as evidence in point (Corben 2014a).

In point of fact, however, Yingluck cabinet’s rice-pledging scheme was not the first
populist rice policy in Thailand in recent decades. The Democrat government, led by Abhisit
Vejajiva, that had preceded the Pheu Thai government in office, had offered a similar program
called “the rice price-guarantee program” from 2009 to 2010. The program was supported by
farmers and many landowners (Phakdeewanich 2013). Under Abhisit’s rice policy, farmers were
required to register and sign a minimum-priced guarantee contract. If the market prices were
higher than the guaranteed prices, the farmers could sell their rice to the market. If not, the
participating farmers received a deficiency payment that was equal to the difference between
world price and minimum price.



Thus, while in economic theory, the Yingluck administration’s rice-pledging scheme was
similar to price-guarantee scheme, there were some non-trivial differences. For example, in rice
pledging scheme, pledged rice had to be transferred to the government, which was then obliged
to find storage facilities for the milled rice. The government, then, bore the burden of rice
stocking, as well as the risk of rice quality deterioration. Moreover, the levels of guaranteed
prices offered by Yingluck’s government were substantially higher — on the order of almost 50
percent higher — than the guaranteed prices under Abhisit’s government. In addition, the
Yingluck government promised to buy every grain of rice from farmers who participated in the
program. These differences yielded the result that Yingluck’s government used about 400 billion
baht in 2011 to pay for rice from pledging framers while Abhisit’s price-guarantee program had
used only 55 billion baht (“Thai Rice Policy Benefits Vietnam’s Exports: Experts,” 2011) in
2009.

The Allure of a Rice Production and Marketing Cartel

Underlying Pheu Thai’s rice-pledging policy were certain beliefs of its chief policy
planners that as the Number One rice exporting country, Thailand had sufficient market clout to
manipulate the world rice price to its advantage. The thinking was that paying Thai farmers
above-market prices for rice would enable the Thai government to monopolize Thai rice exports,
thereby significantly increasing its market power in global rice trading. In addition, if they could
successfully secure the cooperation of other rice-exporting countries, they could set a high price
of rice in the world market. In large measure, it was a vision born of knowledge of the
extraordinary success of the oil cartel, the Organization of Petroleum Exporting Countries
(“OPEC”), in managing world oil prices through its coordinated control of oil production and
exports. If OPEC could succeed in imposing its will on one commodity (crude oil), the thinking
went, then there was no a priori reason why Thailand, in cooperation with other major rice
producing nations, should not be able to do likewise in the global market for another commodity,
rice.

In time, however, the underlying premises of this argument were called into question —
primarily because of some non-trivial dissimilarities between the characteristics of rice and those
of crude oil. First, unlike petroleum, which can be withdrawn from the market and stored for
years (if need be) without going “bad” or otherwise deteriorating, stored rice was a highly
perishable commodity, one whose value could deteriorate over time if it was not sold and
consumed within a certain period of time. In addition, unlike crude oil, the supply of which
tended to be fixed in the short run (at least until new fields could be found and tapped or new
technologies developed and employed to extract more production out of existing wells), the
supply of rice in the world market could be increased relatively easily and quickly by increasing
the production of rice by either exporting countries or importing ones, or both.

Finally, unlike oil exporting nations, where production and marketing decisions involved
a limited number of major players (e.g., host nation governments and international and domestic
oil exploration firms), rice production in most of the world’s major producer nations was an
undertaking involving, literally, thousands or tens of thousands of mostly small- to medium-size
farmers, most of whom were greatly dependent on the earnings from each year’s crops to defray
household expenses until the next harvest. Even if other rice producers could be persuaded to
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relieve the financial exigencies of their rice farmer population via mechanisms such as the Thai
rice pledging scheme, there was no guarantee that the political will and fiscal resources in all
major producer countries would be sufficient to sustain such an endeavor year after year
indefinitely — as would be needed in order to sustain an effective cartel. Hence, as the Pheu Thai
policy planners would soon learn, the monopolization of the global rice market through
attempting to duplicate the success of the Organization of the Petroleum Exporting Countries
(OPEC) monopoly in the global oil market would be a very difficult feat to accomplish, indeed.

The Allure of Cartelization Meets Reality

In the first year of implementation of the rice pledging, given that the world supply of
rice was reduced by Thai government monopolize of rice export, both other exporting countries
and Thailand had a good chance to export rice to the global market at higher prices. However, by
the arrival of the following season, market forces had adjusted the global supply of rice to take
into account Thai rice-pledging program — which enabled the competitor nations of Vietnam,
India, and Pakistan to easily undercut the price of Thai rice. With the increased rice production in
other producer nations, the Thai government faced a difficult time selling its accumulated Thai
rice stock since it had been procured at high cost by virtue of the rice-pledging scheme and now
had to compete against rice being offered by competitor nations at market prices.

In consequence of this turn of events, Thai rice exports dropped from 6.51 million metric
tons in 2011 to 4.63 and 4.42 million metric tons in 2012 and 2013 (see Exhibit 1). This caused
Thailand to lose its erstwhile first place rank among rice exporters in the global market.
Moreover, adding to the woes of the pledging scheme was the fact that rice stockpiles in the
government warehouses that could not be sold on the international market continued to
deteriorate in quality -- which in turn led to the realization of even lower prices and lower
revenue when such rice was sold, along with the expectation of even higher government losses in
the future when the rice could be sold (Corben 2014, and “The Rice Mountain,” 2013).

In terms of the value of rice exports and the revenues realized by Thai farmers, the price
of Thai rice did not increase to the level earlier anticipated by Pheu Thai policy makers. Firstly,
the deterioration in rice (almost all stocked rice was milled rice) drove 2012 Thai rice prices
down to their lowest level in a decade. In addition, the rice-pledging scheme had induced farmers
to grow more rice, which in turn created scarcity in the factors of production (i.e., seeds,
fertilizer, and pesticide) and subsequently higher costs of production (Pratruangkrai 2014). Thus,
two years into the implementation of the rice-pledging program that was supposed to sustainably
help the farmers, the program had engendered a host of problems that had become the talk of the
nation.

The Vision Metamorphosizes into a Nightmare

While the avowed aim of the rice pledging scheme had been to increase household
income of farmers, by its second year of operation it had produced a number of troubling “side
effects. Firstly, given that the Yingluck administration had placed no limit on the quantity of rice
that could enter the program and obtain the guaranteed price, the budget deficit engendered by
the program increasingly became a huge burden for Thai taxpayers. Underscoring this



development, in 2013, Moodys, the credit rating agency, warned that the program was
consuming around 8 percent of the national budget, which prompted the agency to reevaluate the
government’s credit rating (Kedmey 2013). Moreover, as the second year of the scheme drew to
an end, the Thai government found that it could not borrow money to make necessary payments
to farmers who were participating in rice-pledging scheme (“Thai PM Faces Negligence
Charges,” 2014). The creditors feared that the government could not pay the money back in time
because of an inability to sell the huge amount of rice of rice in its warehouses.

Secondly, there was an increasing chorus of critics alleging “corrupt practices” in the
operation of the pledging scheme. In particular, some well-connected farmers and rice traders
were alleged to have been engaged in illegally importing rice from neighbor countries (e.g.,
Cambodia, Laos, Myanmar and Vietnam) and then illegally putting forth said rice to participate
in rice pledging scheme in order to obtain the income available therefrom. Thai taxpayers were
deeply chagrined to learn that not only were they subsidizing Thai farmers at above-market
prices, but were also quite likely to be directly subsidizing farmers and traders from neighboring
countries! Indeed, in early May 2014, prior to the military takeover of the Thai government, the
National Anti-Corruption Commission (NACC) found Yingluck Shinawatra at least is partially
responsible for corruption related to the rice pledging scheme (Corben 2014b).

Thirdly, it became evident that the guaranteed price was distorting the farmers’ behavior.
That is, rather than controlling the quality of rice by growing and harvesting the best rice
possible, farmers had no incentive to improve the quality of rice at all. Regardless of the quality
of rice, it could be sold at a higher fixed price than the world market price. The lack of sufficient
government inspection officers to examine the quality of such a huge quantity of rice, in effect,
aided and abetted some farmers’ pledging of substandard quality rice. While the highest quality
of rice, resold by the Thai government, was mainly in the hands of well-connected rice trading
firms, lower quality rice was sold to the other traders. The net result was that Thailand’s
reputation for high-quality rice was in jeopardy of being undermined.

Finally, in the aftermath of the May 2014 military takeover of the government, the new
military government announced (in June 2014) that it would not continue the Yingluck
government’s rice pledging scheme (“Gen Prayuth Says No Rice Pledging or Rice Price
Guarantee Schemes,” 2014, and “Oryza June 2014 Rice Market Review,” 2014). However,
various forms of “crop support” mechanisms existed in many countries, including some of the
most highly developed ones. Hence, as the Yingluck administration’s rice pledging scheme
came to an inglorious end, national policy makers were keen to determine what kind of farmer
subsidization, if any, should replace it.

Rice Crop Support Policies in Select Other Nations

The policies of the Japan and the U.S., along with Vietnam, were of particular interest
with respect to understanding the costs, benefits, and sustainability of different approaches to
crop support. The Japan’s rice policy was interesting because of her desire to develop the food-
sufficiency country. Her history of draught and famine that caused disruption in economic
development and political turmoil was the main basis for her prevailing policies and programs.



In the cases of both Japan and the U. S., subsidization of certain crops had been an ongoing fact
of national agricultural policy for many decades (in fact, for the U. S., since the Great Depression
of the 1930s). Vietnam’s policies were thought to also be potentially instructive because it was
not only one of the top three rice exporters, but also one whose rice could compete with, and
substitute for, Thai rice better than rice from India, the number two rice exporter. '

In addition, Vietnam’s rice policies had developed from the domestic food security and
import substitution scheme and eventually became the basis for her export promotion policy. In
Vietnam'’s earlier state of economic development, the land policy and productivity enhancement
scheme had been prominent. The adoption of land reform and modern irrigation helped in
increasing both the cultivable land and labor productivity on rice farms. Then, cooperation
between the Vietnamese government and international organizations in the form of the “Green
Revolution” led to even higher growth in rice farm productivity once farmers adopted high-
yielding varieties and better farming practices. Later on, when the country became food-
sufficient with reasonable domestic rice prices, surplus rice became a key factor in shaping the
country’s export promotion policy. Thus, as a top and direct competitor, Vietnam’s policies and
programs were thought to potentially be the most directly relevant to Thailand in the quest to
create and implement a suitable rice policy in the future.

Rice Policy in Japan

Given its more than forty years of implementing protective policies for domestic rice
production and marketing, Japan was thought to be a useful country to study to determine
whether Japanese experiences with crop support mechanism might hold any potential lessons for
the design and implementation of the next iteration of Thailand’s rice production policies. The
essence of the Gentan policy that Japan promulgated in 1971, was farmer subsidization and rice
production acreage control aimed at maintaining national food self-sufficiency. The aim was for
subsidization to expand rice production. Then, with acreage control, farmers could not increase
production by expansion of acreage tilled, but were expected to increase production through
increasing productivity through other possible means: better rice varieties, labor and capital-
intensive practices, and quality and/or variety improvement. Thus, the thinking went, the burden
on the government budget would be less and rice farm productivity would be higher compared to
no production control.

Farmers received subsidies of around 15,000 yen (about $148) per 1,000 square meters of
reduction in rice production area (“Japan Announces Major Shift in Rice Policy; Gentan System
Ends in FY2018-19,” 2013). In time, however, it was found that the policy led to the long-term
disadvantage of Japan rice industry, in that it reduced incentives for productivity improvement,
thereby making farmers less competitive and therefore even more dependent on the government
subsidies. In addition, the Gentan policy had the effect of keeping rice prices in Japan at
artificially high levels, thereby precipitating an unforeseen reduction in demand for domestic rice
of about 40 percent during the period 1970 to 2012 (Obe 2013a). Concomitantly, the rise in the
number of abandoned farmland engendered by the production quota system resulted in very little
improvement in food self-sufficiency that had been a major impetus for the program in the first
place.

Further, accompanying the farmer subsidies and production control elements of the
Gentan policy was the implementation of a high tariff wall that had the effect of protecting and
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intensifying the inefficiencies of rice production in Japan. Equivalent to a rate of 777.7 percent,
the world’s highest, the tariff effectively, in interaction with the Gentan policy, altogether
insulated Japanese rice farmers from the outside market (Moody 2014). As the years passed, the
consequent cost in government expenditures on the subsidies -- about ¥500 billion a year -- and
in impact on public welfare from inflated high rice prices -- around ¥500 billion -- (Obe 2013a)
became increasingly untenable. Concerning the impact inflated rice prices, Japanese consumers
paid roughly $2.63 per kilogram compared to the US price of $.20 per kilogram in 2001 (Moody
2014). Yet, notwithstanding years of concerted effort on the part of several rice exporting
countries to prevail upon Japan to open its market to imported rice, Japanese governments had
steadfastly refused to abandon its long history of protectionist policies for the Japanese rice
industry because of the undisputed electoral clout of rice farmers (Azuma 2001). It seemed that
the Gentan system would endure forever.

Then, in a surprise policy speech in November 2013, Japanese Prime Minister Shinzo
Abe’s government announced the imminent demise of the 40-year-long Gentan system of
protecting domestic rice production. The Gentan system, he stated, would be revoked by the end
of the fiscal year that would conclude on March 31, 2019 (Takada and Mogi 2013). From that
point forward, rice farmers would produce rice based on their own management decisions, not by
government dictate (“Rice Farming in Japan: Political Staple,” 2013). There were at least two
main reasons why the Japanese government decided to not continue with its intervention in the
rice industry.

First was the desire of the Japanese government to increase productivity in rice
production through increased consolidation of rice farmland that would facilitate greater use of
technology, along with other benefits of economies of scale. Approximately 98 percent of rice
farms in Japan were smaller than five hectares (“Rice Farming in Japan: Political Staple,” 2013);
and, fully 72 percent of Japanese rice farmers worked on area one hectare or less, while, an
average U.S. rice farm was 180 hectares. U.S. rice farms produced more than a 50 percent
greater yield per hectare compared to the Japanese rice farms (Takada and Mogi 2013). By
ending the protection policies in the rice sector, some small farms will be consolidated into
larger size farms which would allow for more benefits of economies of scale and improving
productivity. Then, domestic Japan rice price would be lower. Lower prices for their rice crops,
and therefore lower income, would inevitably force inefficient and small farmers to exit the rice
industry and hand over their farms to larger operators. To facilitate this process, Japanese Prime
Minister Abe also planned to establish a farmland accumulation bank. The new agency was to be
charged with soliciting and consolidating farmland from smallholders and leasing the
consolidated farmland to large companies that would then be able to benefit from economies of
scale by adopting newer technology such as laser tilling. This plan was pursuant to the
government’s hopes that Japanese rice could be grown and harvested at a lower average cost,
thus enabling it to compete with a possible influx of cheaper imported rice in the future.

Second was the realization that in order to compete over the long-term with Korean and
Chinese manufacturers in several industries (for example, cars, and electronics), it was crucial
for Japan to join the Trans-Pacific Partnership (TPP) that was currently being negotiated among



the expected signatory nations, including Japan. Joining the TPP, a free-trade alliance', meant
that Japan had to agree to open its domestic agricultural market since it was the last economic
sector that was still heavily protected by both tariff and non-tariff measures. The end of such
measures would benefit both the manufacturing (e.g., automobile manufacturers) and service
sectors. Indeed, a March 2013, Japanese government report estimated that accession to the TPP
agreement would increase Japan gross domestic product (GDP) by 3.2 trillion yen, although farm
and fisheries production was expected to decrease by 3 trillion yen (Takada and Mogi 2013).

Thus, as rice industry cognoscenti in Thailand continued their speculation about what
type of rice farmer support program would eventually become the replacement for the Yingluck
administration’s rice pledging scheme, Japan was in the process of abolishing the subsidies and
crop reduction policies of the long-established Gentan system in favor of a new fund to support
agricultural infrastructure in order to help farmers boost their rice farm productivity
(McLannahan 2013). Rice farmland consolidation was being touted as an enabler of greater use
of proper technology that would, in turn, yield the benefits of economies of scale. The
government expected that the soon-to-be-implemented new rice production policy would
increase the competitiveness of the industry, albeit it at the loss of tens of thousands of small
inefficient farmers (Obe 2013b).

Rice Policy in the United States

Rice production in the United States accounted for less than 2 percent of the world
production. However, the United States had been one of the top five rice export countries for the
last 20 years (United Nations Statistical Division 2014), exporting fully half of her rice
production to the world market. One of the main reasons that make United States became an
important player in the world rice market was the thin global rice market. That is, only a
relatively small percentage of global rice production was traded in the world market.

The World Trade Organization (WTO) agreement and the North American Free Trade
Agreement (NAFTA) were the main factors that had propelled an increase in U.S. rice exports in
global market since the mid-1990s. However, despite the export boost enabled by these two
agreements, U.S. rice exports were somewhat hobbled when August 2006 commercial shipments
to the European Union (E.U.) were discovered to contain genetically enhanced (GE) rice, in
contravention of E.U. policy which forbade the production and import of genetically modified
agricultural products. Following the row that ensued over this discovery, the U.S. undertook
substantial measures to ensure that all U.S. rice supplied to both domestic and international
markets were GE-free.

The U.S. provided several forms of rice crop and farmer support under the auspices of
two different laws and associated programs: the Farm Security and Rural Investment Act of
2002 and the 2008 Food Conservation and Energy Act (also known as the 2008 Farm Act).

' Twelve countries were negotiating the Trans-Pacific Partnership (TPP). They were the U.S.,
Japan, Brunei, Malaysia, Vietnam, Singapore, Australia, New Zealand, Canada, Mexico, Chile,
and Peru (“What’s at Stake with the TPP?,” 2014). By value, the trade among these countries
accounted two-fifths of total world trade.
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Rice producers could access payments from three major programs, direct payments, counter-
cyclical payments, and marketing loan payments. In addition, U.S. rice producers were able to
receive payments from crop and revenue insurance, trade assistance (export and food aid
programs, market access program, and foreign market development program), and conservation
programs (Boriss, Huntrods, and Taylor 2013). As the U.S. government continued to intervene
in rice market in term of rice supports, the U.S. competitiveness in the world market was
expected to increase.

Through application to the Services Agency (FSA) of the U.S. Department of
Agriculture, landowners and producers could establish annual agreements under which they
could receive direct payments and countercyclical payments. Direct payments were based on the
payment rate for the specific crop, a producer’s historical payment acres, and a producer’s
historical payment yield for the farm. Countercyclical payments were paid when a commodity’s
target price was greater than a calculated effective price for producers with eligible historical rice
base acreage. The marketing assistance loan program provided short-term financing and assisted
producers when market prices are low. The crop and revenue insurance reduced rice farmers’
risks from adverse weather, insect and weed infestations, and low prices. USDA’s Risk
Management Agency defrayed a portion of the insurance premium costs, and delivery and
administrative costs for rice producers. Trade assistance, such as the market access program,
helped U.S. rice farmers expand and maintain foreign markets for U.S. agricultural products and
assisted in endeavors such as consumer promotions, market research, trade shows, and trade
servicing. The conservation program provided assistance with respect to lands in production,
e.g., removing environmentally sensitive land from production, and establishing long-term and
resource-conserving ground cover.

Clearly, then, the U.S. government had an array of policies and programs to support rice
farmers, in addition to detailed procedures and sophisticated controls to forestall illegitimate
requests and corruption. Future U. S. crop support policies, including those for rice, were
nevertheless in a state of flux. Pressures to reform U.S. agricultural policy continued to build
due to nearly unprecedented federal budget deficits following the 2007-08 “Great Recession,”
concemn with the trade distortions that crop support programs often created, and pressure from
various World Trade Organization members (Wailes and Chavez 2010). Hence, there was some
uncertainty about the direction and contours of U. S. rice crop support policies and programs in
the medium term, e.g., five to ten years into the future.

Rice Policy in Vietnam

Vietnam was one of the most important rice producers and exporters in the world. Before
1986, Vietnam had to import rice due to an excess of demand over local supply. The new “Doi
Moi” policy, launched in 1986, was so effective in encouraging agricultural development that
rice production spiraled rapidly upwards in the 1990s and thereafter. In addition, the relaxation
of quotas on rice exports and on internal restrictions on rice trade stimulated both rice production
and export (“Strengths of Vietnam’s Rice Industry,” 2012).

Vietnam rice policy had two main features, the first of which was the price stabilization
policy. For example, during February 20 to May 20, 2013, the Vietnamese government
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purchased one million tons of rice in the Mekong Delta for temporary stockpiling; moreover, the
government also offered 100 percent interest rate on loans for rice buying business for a three-
month term (Nhu 2013) in order to increase rice prices at the peak of harvest time. However, this
policy was not effective enough to lift the rice buying price, but only to stimulate market trading.
The second feature was a long-term rice policy aimed at increasing farmers’ production level and
rice quality, while simultaneously reducing production costs by limiting the use of pesticides and
fertilizers. An indication of the effectiveness of this policy feature could be seen in the fact that
Vietnamese farmers’ income rose by 30 percent in 2010 (Fernquest 2011), almost exclusively by
focusing on increasing rice productivity.

Initially, a major impediment to higher rice crop productivity was the fact that Vietnam’s
rice-growing soils suffered from a depletion of nutrients, a problem that had to be overcome if
rice exports were to realize their full potential. Small rice farmers would have had little incentive
to invest in soil improvement, given that the erstwhile maximum leasehold on land was for a 20-
year period. However, with Vietnam’s economically vital rice-export sector heavily managed by
state-owned firms (“Against the Grain,” 2014), the government found it expedient to increase
farmers’ incentives to undertake the effort and expense to improve soil quality by extending land
leaseholds on plots of land by a factor of 2.5 times, to a maximum of 50 years compared to the
previous 20 years (“Against the Grain,” 2014).

As the Vietnamese government’s efforts to increase rice productivity and the income
generation potential of the rice sector, other supportive policies and initiatives were
implemented. Among them were the following:

- Promotion of hybrid rice that increased yields per acre;

- Heavy investment in irrigation systems;

- Investment in convenient roads and waterways for transporting rice;

- Elimination of all taxes on farming machines;

- Implementation of the “3 Cut, 3 Up” policy, i.e., cutting seedling varieties, chemical
fertilizers, and chemical pesticides, and increasing productivity, quality, and profit;

- Subsidization of interest rates;

- Establishment of export promotion funds, and a single marketing team comprising
representatives from the government and the private sector, for promoting overseas
rice sales; and,

- Establishment of a new system of contract farming that allowed a big company to
contract with individual rice growers to provide them with technical support and
ensure a high quality of the rice.

To gauge the effectiveness of Vietnam’s systemic approach to rice crop support, one had
but to consider that as of early 2014, rice productivity per acre of Vietnam was more than 100
percent higher than Thailand. Vietnamese rice farms ranked fourth in terms of rice productivity
in Asia, and had the highest productivity in ASEAN (Fernquest 2011). Given Thailand’s recent
experiences with rice subsidies and correspondingly high rice prices, some observers believed
that absent a better approach to rice support in Thailand, the day might well come when Vietnam
would permanently replace Thailand as the leading exporter in the global rice market.
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If Neither Rice Pledging Nor Rice Price Guarantee Schemes, Then What?

With the head of the new military government having emphatically ruled out any future
rice pledging, rice price guarantee, or any similar such schemes, rice farming observers — and,
indeed, rice farmers themselves — were adrift in uncertainty about what the future might hold for
rice farming in Thailand. Quite apart from being simply “good politics,” there were other
reasons why one form or another of government support of rice farmers and rice production had
been inexistence since 1953 when the Thai Ministry of Agriculture and Cooperatives established
Rice Department aimed to improve Thai rice productivity. Without such government initiatives,
many wondered whether it would truly be possible to improve rice productivity and reduce
production costs as the head of the military government seemed to believe. If so, what new rice
crop support mechanisms and initiatives, if any, would be needed?
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Exhibit 1: Rice Export Values of Top Five Exporter (Unit: Million U.S. dollars)

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Pakistan
India 22727 263.05 25437 307.07 376.36 410.21 384.02 | 1,361.52 893.59 907.27 | 1,492.40 725.78 629.93
Vietnam 667.79
Thai 1,767.85 | 1,086.12 | 1,195.54 | 1,426.10 | 1,301.96 | 1,558.24 | 1,951.54 | 2,001.95 | 2,099.62 | 2,102.43 | 1,946.72 | 1,629.86
USA 756.27 734.98 770.32 | 1,015.18 996.53 | 1,031.04 93243 | 1,208.37 94548 836.00
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Pakistan 626.62 682.86 | 1,099.27 | 1,151.88 | 1,145.68 | 2,439.56 | 1,774.46 | 2,277.12 | 2,062.06 | 1,882.13 | 2,110.99
India 610.58 | 1,168.65 919.15 | 1,178.74 | 1,636.49 | 1,456.25 | 2,352.95 | 2,843.31 | 2,398.16 | 2,295.81 | 4,073.33 | 6,127.95 | 8,169.52
Vietnam 623.50 726.26 719.92 950.32 | 1,408.38 | 1,275.90 | 1,490.18 | 2,895.94 | 2,666.06 | 3,249.50 | 3,659.21 | 3,677.94
Thai 1,57747 | 1,630.63 | 1,830.21 | 2,691.39 | 2,321.68 | 2,579.06 | 3,470.02 | 6,107.57 | 5,046.46 | 5,341.08 | 6,507.47 | 4,632.27 | 4,420.37
USA 71746 77530 | 1,031.10 | 1,168.56 | 1,290.70 | 1,284.85 | 1,396.03 | 2,213.92 | 2,186.21 | 2,354.06 | 2,087.30 | 2,075.29 | 2,176.32

Source: United Nations Statistical Division, 2014
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Endnote:

'Though long-grain, Indian rice was of the Basmati variety that was not popular among East
Asian countries.
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