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7 pu&;c}ma wool, :hamby Wﬁ'mtaaing ﬁrg,r .

- cuuxm,c smﬁan be intaxgtam& u mnuxina rSm
b niuimm resum pxice mhana' (p&i?

Himhy and Fiashﬁt {1%3} hmm Mnimtcd ﬂm prodtxca;r: bm»ﬂ:s af

"‘““‘;mica atabﬁism.on i the. Auf}m:al Lani wool inﬁmtr:y us:tng ar extemmn of
“the frmwurk davalapleﬂ, ‘:i,n Newhary m& stigum &198‘1}»,‘ An num&:uy
fgrt:uxa of this framw:.kq is thm: yrice: st:abﬂiut:im 1; nmlhﬁ; as if

.?isher are mreful w voimz but:: &".x‘im mau]:m of ﬁh& pmmﬁn atudy, of”

& L

s i;ha‘t f;hay wiu tacqiv&

Do

nom;iquw int:ummion eeurs mmr t:hat range: of pxi.wa" (9.12) Tﬁis iﬁ |
" ixf contrast to the act;ﬁa"i. opaz:at:ion of the Australian Wool momuim'r ’

Reserve rmm Schene gk?s) which im ﬁaséd on t:hn a@taruimtim of aum&: , e
(;preaet: umiumu ‘lqvql of ;m:ice at whiqu the cerpqtqcion wf;n int;ervm M; :

- At laut this miniuum pxilm I:oz* theis wol. An a conmqmm«, mmhy mal o

%rqlfare 5a:m irou ?;ha o

R;ecem: rcsuaxch ”{!‘tnmr 1983) hu dmm;opad u Mw axpac:tcd ut:ilitzx

| hvfrmwork for walunting the pma;ucn;: hamfiz:s ﬁrm ptic:e mmxvmtion '
schems, ;tncmding ﬁomulaa for exnquﬂy charmtaxiain& this niﬁim
“ﬂpﬁca feature which 'is cypﬁml of mg:h prieé support and price

stahs.lintion :chanam ‘The aim of t:hin patmr is tf,$ ptawnt: ast:iums oﬁ '

_the producer banafii:s of ‘wool prica m:uhﬂiution wmch cha:gct;ers.se the
: Mact of the RPS using this new mthodology, :

- The plan of the paper: is as follows. uectiqn . ouniinn the

methodology of the mlysis including the mdel of ptoducer bahayiour and '

the formxha used to represent the impact of the RPS, ‘rhis section also

,outlinu t.lm data used in the escmuon y:ocadurm These data are based

tm price md incnme wriabia.ity p:wailing in the Austmlim Yool indust:ry ;

bufar& the intx:oduction of the RPS f1974)

"'; Seatzion 2 preaenca estimates of producer bene*iua zi’mm the RPS

: ic&lt:ulata«i us.ng the mat:hodglogy and data outlined in sactiun 1. Thesa :

aseiua;:ed benafit:a are t:han comyaz:ed“ with t:'he em:mced benefits in !ii,nchy

an& Fizhex (:m&a) und wit;h qstiuafzes of t‘he cost to producers of
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i  ’ gam ur lsm fx:ou tha mrst:ing qf the RPS.

. ;“giﬁms ,smm imma.tzim uﬁ‘ m cixcuaistmiét m fm:;h ptb&ndﬁt‘:# wﬁi qmm: .

s;aétinn 3 pxqsmm fwr;har ut:ium:u of praducer bmfi;ts fzm tiw

| " {M’S "m‘*‘i o an ﬁtﬁmﬁw dm:a ut mﬂ; ut:iucion procnaurm In t:hi-, o
| é"’"’ ﬂ"“ are “mﬂ from the. wtkd ﬁmx the im:m&m:im of the R?S, and L
ttm uﬁhmﬁion pxaceﬂu;:g imolm mvmtfmg the. famlm mh’lﬁmd m :k b

St T

. suctian 1 to dﬁmxnmg whm level of prw’u vaviabini‘;y m&uld ha,ve

""_Ffoéucen hmeﬁts can ’r:hen hq dntzurmim& uai,ng tha uorhi aut;umd in

‘section 1. Sgc‘l;ion 4 conclu&es tim p;pqt w;tt:h & briaf :mm:y

E “:ﬁm nad@l of pmdmmx behaviour umd in thia pzipet: is davalepsd in
ll’-‘tasar (1984 19&6}* . z: ugms that r,!m qnly :ln;mt; to producf:ion is the

produmr‘x own Iabaum 1; aml ’t:hat ea tinsle nut:pm: :[s p?rm‘.’ucsd whiczx :1: ‘

o subjtcn to mlt:ipucnt;ﬁ,ve ::isk

- *wherm S R L R ' BERE R N N

;E(!} -~ p‘,tam& oucpm: [£" (2} >0, ;E" cz) 4 0]

-1 nu},ti.p‘licats.va risk tetn {E(a) =11 ~ L o

x - uncam:lin ncttul mtput [E(x) = X = £(2)] .

e ‘\imx yrica ;139 uncex:nim zcha praﬁucax»g xmm 1ncm (yz 1,,@},,,, ‘k;‘*ivm o
by“ i | S
e y = px
Cvherer o

. up = uncertain price [E(p) = Bl "

S ;“mmmma ﬂm m, mmug.h tin kmsm with mmm mx mm:w amﬂy}; g
;mas snppiy xwpmn by pmdmmm ta t;hw n?s M alinw;! fot m cﬁa"
e wzimt::tm ﬁm«ﬂurm this' aowpnxi;mn of bmefit:: iml co:m nmamhuwaf -«

& ‘prevgﬁe& in th! Au&t:rtlinn mml mdmt:ry in the a.bsemu Qf tﬁt RE& o g

o @i{
PR
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e 1 - ?ﬁ e

vf - m&iml éﬁmtzilicg ﬁf m::w . :
U(W‘} - ut:ﬁiﬁy vaf mm :imm {tt* > £ 29 ’u% s mr

"“ ;

~ m is in I“Kn&m: mm ﬁ;hm ug.iu; & ?Kay}m: mﬁu bxpwxim
nay be awroxmm we o ol | A o
o BR 4 &,W{m % + a§ 2) - dmx w(w(mw - m | gz)
T T :a ”ﬁm‘ ofp o e B e e ;fl:"‘
(S uz ww:immmﬁﬂ - Sl o R
5 v& - cquiamu ofpe G B o

: ;&, - ~B‘-,€;m)pxm‘(pu) - t:Im pmdumx'a wu&’f.iciqntz af tm}.aw,w
, T QO g xiak mcmim (mluawx m: pg:b e
| nom from (2} that whcthcr & covariancs uf a gi*vm xim mx;geti.buncﬂ i
-mxiciwly or mgat:iwly m nt:’ ’sz dapmdz at; whqi;hm !E tmnda ox 1: i S

° 1‘#3» mﬂ ﬁnit:y& T N : e Q“ ’ G g
(v) Charasterising Price Stsbilfsstion BON

The type of ps:lm acahf.‘i-ut:im scheme ;m:ly”d hare is that vhich

| “Anvolves t:he use of a ‘mﬁfat st:uc)c In thia mu, :m au,(:herit;‘y i; .
i m:t:abmshad ta huy stack at tinan of unusually low pricn, and %o sall |

: tbix ﬂtack: at times oﬁ wu:uuuy high prices. More spaciﬁcxny, on the
basis of an nxpect;ud wtica, a "£loor price" is dﬂ:arlimd at which the
: &uthotity Wmtau to mt@r the mkat: to buy, and a "cn.ﬂing price®. at; geninh
vhich the authority will uu, In this way, the overall variation of price '
1& ’rcducgd Note t:‘ha!:, tha average 1cv¢1 of Qrica may alao be altered by
tzm ogm:nx:inn of mch a scheme. In p:rcf.culu, if the ceiling price is set
tqht:im“ly further from the expected level than is the floor pﬁ.ca, then

the amqng& price vl.ll be raised «by a praca:a of &téck accumulation (md

“ J*vicg w:uz«,
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$p;¢i£i,¢ famuxw ;Ew z:hmmtwimin; ::‘im iw:at oﬁ nuah ry m:fm
sma M:m:ﬁm schons are u:m below, A formal dm:&mex;m af these

W : ﬁamulm B‘fxiah in*miyn *mm:»tis&m” %:he 'gtim dixmmuim is mmmimd
inﬁ'rmx 1088). ('\ v ; R
Eip,) ﬁ‘wﬁ)% tﬂﬁ‘w Mo, * tr(pc)-rﬁnﬁ)ir:z S m
:3 - ng;:(ps)v - }‘?{gu aF{Qﬁ)qu + F{p ﬁ} h?f"‘ﬁ(? Hz .o"r
5 T Ilwrcpgnp;xcp,n s
IR - mfm«:z»m m‘*‘ ety
cwcp,m - prwx/a 2a21RCD ) o] + oo zcvﬁueﬂf}" S
+po, Etpg(%wz) A SEe DR

whnm - | R
| Pe= floor prica | : |
& B - ceiling price - ,
; chg - amess]-o. smfw« Ry D
2w - wrzw)em[-n.supw)xw -
‘ | F(pﬁ) = cumulative p::ohability of pSpp
o 'F(Pa’ = cumylative probability of p s Pe
’E(pﬂ)“ - ngw?:aé stabilised price
S ’ ‘2 - P +a ‘Z(Pi) z(l’c)}/ (F (?Q)*F(an
' Var(p,) = variance of the svabilized price
Cov(p‘m} « covariance of tim stabilised price with ou:put:
' - corulmion éqaﬁficiem: of the undax:lyi.ng joint no:nal
diatribur:iun

:‘2'

"”vz - a {1 + P]zuif) - | P]Z(pc ] E‘(pc F(pf)]

[;chﬁx ; ztpg3&/{7»":@92*(::5;3]?}
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- w::amfut Aemf:‘it“ ei,m chang

’ﬁom x:hm: m fma i:nm E(v )& iupmmy Mmm mu ntonka m,jusmnmw S
g a:a maﬂ i:n am”b«x L ST e B

(o

i fi} qftaces of any éiﬁf.umn&m in f:h», a»lmnmity m‘: dammd h*: |
: tims of lmﬁn& and Ml&ins sl S
San m“‘ effects of any mﬂumw 1 the dewand nrve =

| m:, aaﬂmpcim waans t:hm; ﬁw only "eom for » PWMW to WP*“‘#*W“ any 5 -
m nga &mm} £xm ﬂm ugnramou ukf A
t‘M :smice stsbuxutm zchm ia t:%amu;h ite an on a-.m mmﬁmdﬂ **f ‘o |
o the nowﬂ&ﬂw b.wgun gz:im md wt;m‘ KW&:MI&::. t’tu Ibml& oaula';
‘be ww&m& to t,m accwm: nrﬁ tht man griw iaym% oﬁ tlww amm& o

yi;‘fm:‘,tm Ham alm t!w: :If‘ G

o

- thmthn farmlm ni.nglify tos ; ST e

B IRES T ‘ S - an

‘ vﬂ:(ﬂ,) - iFCﬁ )= ?Cvg)}wz * ﬂfpf)(pg-p} T e
5 '3""%’*2’ - ﬁiv,fﬁ‘ Eﬂglf‘(pg) P(pf_)l + po, a(pﬁ)wq P C

In m:dm to M abh to use (2) to waimu & p:mw't bmnﬁit h:oﬁ C ‘

: 'prim smmmm, w;hrm bxwl :ypu of inﬁ‘om‘-:iorx are rsquircd‘

)y = wcciﬁmnion of tha pqusxcw s risk ma:uim as
L Qmmtoxiaad by his utility ftmct;xon, ;
{:’.1} a apcciﬁic:m:i.;m of the [moducsr'# initial ecanamxc

cithtunccg% :n:u is taken in mc fonows 6 nmxisaz
{a) fil)

by (1

’  ~(¢) ’&
(ay "p& ;

1. See Hinchy and I-’i»hqr (1988) for a discussion of how Ci) and (:L:l) mank

ufﬁmt: the mean price following stabilisation,

2, The sssumption that wis constant for a producer mears that tts value
wan he deduced from the troducer's first order condition. For deétsils see
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mcim gﬁubi&tmﬁm stheme opmwas.

;v Q) £

It: is ammﬁ *x:hat the amducnw'a w::;tmm to mcﬂm risk mm o

o ‘mqmmm repm&nu& hy thp cwm::m; a:iw:&w a:mt wmxlm fum;i«m,

;:«quiz:w % mixture of assumptions ;md &nﬂusmxy data, *m Ai:udm o

In m;: fol:%;wn,,, ™ r:m;a mﬁ vnxuu nﬁ !. eumimmt vzth amiﬁml.;

Mt:iutm is considered (uee Bond and Wonder 193@).
- The ma:lﬁm:im of rtﬁm pmd\mt*u mmi&l mmonie clmwmmca:

cm; a «npmi.ﬁwzzim aﬁ“ m ﬂxm ax:it:ﬁ m; mmn; at umpu the

simplified xamzmm betwéen the px:mhmr'm Tabour inpm: md ‘Ms output '

[fﬂ)} requires further simp}.mmtion to a precise t:umiem fam In.

ﬁhu%; faum it is g:wﬁtﬁ ﬂut ﬂﬁs forn Is 51%;1 b}u »
Re

‘wmm the wm af mis ix:rq:tmmt: :ima 1 is gi.van a pqsitioning v’alm

nqmi to unity (x - l}ﬁ” The pmauatrw m«ﬁmu@m ﬁmn :ho: taiatﬁ:hm ‘

the producer has rationsl expectations (ie, his h’.tufw about "%‘ % and

 variation in the Australian wool indu

P@ are correct), Specific ﬂuﬁkﬂl of the breskdown
stry in t’his period are p!:widcd, n

Harris et sl (1974). Using this breakdow

; ;mi; A lineax trend and i;km ﬁol.lmim npp:athim

; - 3002 4
’“y xa? ﬁsz

P , ¥ - L
o : Sl e O SE e se

, fh Rots that for % = 1 to Kepresent mmx planned output over a range

 of values of R, tlw value of w must be (precisely) inversely related to
~_the value of R. However, as the t&mlm are calculated in pexcentage

" wﬁmimxy restrictive.

, which is bgnd on dw;iut:iozu

‘size of ,2 a% zm apg is based on aaml mt;ry data »rixieh mvrpnmg
details qf:‘ income wm:iubﬂn:y in the mwﬁm wool 1mtty hafo:- the
ylmzmdmcf.m of the RPS (2974) with the add:!.%amml main assumption that

of the overall incone ‘

i

‘change terms, this additfonal usmptim cancuming v 1s not felt to bq ‘
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e pmmm,w“ e L e
' ﬁwwnm further swammmian of this !;w:u&dcm mqu;“ an migm t
. estting of P. A pmit:ioniug value of: L ’ oD

i

S S Bmm s AR
uu chosen wm&m a wim to establishing an initial cos gﬂﬁlmn i meh&m Ca
(G‘?) of sach of the random varisbles which correspanded closaly to the

| actual sndusery values caleulated ﬁ:r Hareis st al (1974 m:mn Rith this

" ;tnitial, mzc;ng» | | ’ i ‘ |

oo 4»%;%-” oo0d
| | ’ “px ™ %po = -0,123 R L
- %o that (with actual industxy values in parenthesis): ,
| w, =20I8 @
W,x w 7T.i% ¢ 7. lﬂ}

Note also t:lw; these initial sattings ﬁm.
E(y) - PR+ om ™ 12,877

= - as t:lw initial vqm of expected 1.mm, iy Dy
| rmm;m in what follows the price stabilisation schm ia unmd to
opsrate w:.zh & range of floor prices bmw«n 80 and 95 per cent of t:im
‘mean price, and wi:h a mm::mn}ly set ceiling price so that E(gﬁ) - I’f'\

R m maxxm note 3 0% would also vary over & rmme of values of R but
fo: the ui:t:inm of x = ? for nll pz:oduccru. ‘
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- the velfare effocts o’ individual producers of the igtrmr.im of a price

: ﬂtza&ﬂinﬂm mh:m» for a ;:nmg: of price ixwm Cand c:uilinn} and

‘ ml;im&w r:o m:sk.

qumw, mmm.m mu 1 vhich z&m m :I:w:t; ¢£ m xnhm on
5 the »m:iméw of price and the covariance ¢f micg with sutput ﬁqz: /& TADgS
of pri.ﬂ fma {vith aym:ticuz. cqmnw cln:ly, m m;mw the *:mien |

Impact of the Scheme on the ?wiawn of Eziea md; t.ha
: waim«m of iﬁ’ricm w!.t:h thm:f v

) Flaax” Bﬁcq L Vn:f&}f“ o c«v(vﬂx}{ b
- ot ?7 : L
o 90 8,110 . b.2ss

floox, tho ;mutw is the mdmt:inu in m::lw thu’butty and.
cnvmi,n‘hiiity,. qum:ion 2 acimm that for values of R less than it:y T
- both of these changes result in thls case :m a; favourable welfare impact,

‘In particulax. it indinm:u that even & r:lak neutral producer would
benefit from the introduction of a price stebilisation scheme because the

associated veduction in the magnitude of the negative covariance of pri.w

with putput increases expscted incoma,

mw cmutntiom axe cmﬁimé in the mmlm pmnm:ua in Tabla 2,

which gimm estimates of producer benefits from price stabllisation for a
range of pxiw flooxs and Imii.vidua} attitudes to risk in terms of a
, .p:n&%nr*mﬁx&lun;nmmnwpay (as a percentage of expected income) for
| those Wﬁm sgwiﬂmﬁy. it shows that a £loor price equal to 80 per
cent of P by ma.wing the magnitude of s‘;i‘.ig, negative covariance between

‘ ‘:m tiw !ms;!.u at '::hu ﬁmt‘m, tﬁm £mmulm fez: the ﬁapmt of . v
B amhnimﬁm acwm on ﬂw pmémm*m mmx‘m;m conditions ami the model
'ﬁ;fb ‘producer behaviour outlined in section 1, it is pau;f,!m to ei;:;h»&bu" |

A
]
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price and um;ai:t: imtemn expected income byn 435 per cent so that a
‘ tixk neﬂtml pz:uchmr is &ﬁ:ﬂin& to pay up to bhia amount for the aehm

(’

Hw&wr; the mham also reduces the vm:iat&m of ps:icm» m«fs 80 risk wcxm Lo

;n:o&m:qxs axe willing to pxy not, on“iy for tha 1nzc:um in nx;zmmd incons
s hut: amo for ;:M» xeduwd vuria‘»;ility of incoms. Table 2 aho% that this
. mm:a wini.nmm*mvmy immasaa”ui,th the a:iak avqt:s:».an oﬁ i:bu pmﬂmw.

. . ck.ﬁr
= RN E'xofhmu* Wnlix\mavw»pw for Price s::ahmincion
A5 (Pm;mt«im mﬁ K(v&n . |
o oa3s 0% Lo17 . 1297 Tste. Lam
508  0.678  1.066 1,437 14802 2.151° "2.493
95 0315\ - 1(2,19' 1.613 2,0% L%‘{ 2,22@

’Em: mmrplm a gmdmnr with & " 3415 is wlllina t:a pa.y a*m xm: cant qf
axpmtect incom (0.330 - Man for the mdum;ian in income miabiuzy
| whaxsm the pmﬁuqar with R = 0.75 is wnlina to pay r 39& pqx cent,

mmmy. Table 2 shou nhm& s pradumx's willingness to pay for price

o at::biliswim &mx&m: with the level of chq m:ic:e floor b@q&m& & higher
i p::i;e& floor mmlt:& in boz:h & Mxtsn: incmau on aquamx income: and & s

larger éeamuq in t:h- vn:mbiut:y of inc;omw
In order to compare the results fm Tnbl: 2 with them of ﬂhxehy m&

';H:htz (1988), Mte thlf; the reduction i3 the standard drvi,;tiqn of ?niqe f
u:oci&t% with & floor ‘pﬁim which is 80 per cent of ¢ (f.e. 42 pm; cent)
is agpmxm;qu aq\ul to that (i.e. aa per cqmtz) est:imt;ad by c&npbum, :

Gardiner and Haszler ( 15380} and uud by Hinchy and Finber to measure

 producer bﬁﬂeﬂiﬁs ﬁ:on wool ‘ptic’ar stabilisation, In this c;se, Hinchy and

Fisher Qltin&f:ﬂ ‘produceér benefits ftnm reduced income (“rnveme")

,vmhhilmy (tm. t;hn eRisk Benefit") to be 1,0 R (as a percentage o£



s Namw & lumﬂm as a puxcem:nga of qchmt& incm (xwmm)u

" Rewbery and Stiglitz approach does mot capt;m:o the bgmﬁim pmducera

mamn Banafits from Reducad nowt, Vaiaht iity, oA
b Gom xmn with Hinchy and Fisher {X%&) K S
»rgf el {anant;ga) :
e 015 03 045 M e
, q S 08 030 045 O 6. 075
i . 0 0295 0sm2 0862 1A 2398
~m<&m:m1)~m 0

L mm ' ,m.ov s

e h’ I:ognritbmic& trend price w::taaweaxqulmcd as 1.0R.
% Entries calculated from Table 2 by subtracting 0.435.

o

' f 'rwmnm} . l‘& nmﬂ:isnn ef these xmlea is gimu in ‘rqbln 3. M: & value
CofR= m:‘». the Iis.mhy and i‘iam results iuplx a wtilingnnsmmmy nif R i
015 Im: cent ':fn: mémod im:m mmmw cquparm wmm thc estinate af ' o
| Va.za& im:‘ cent from mm 2. si.unarly, for R = 0. 75, the niachy and .

- Fisher x:uu,’gm f,mﬂy a ulux,nsna”-,twpgy of 0,75 per cent Qmm;m with : X
~ the Mt;mt:i of 1,398 per cent from Table 2. In other words, not only are B
the estimates of pmducem bemﬁm from z-dumd :mcm *smtmxility in
 Table 2 ;qmuliy in excess of those hﬁ ltimhy and Fishexr but alse chuy
‘are larger b:;r llm;t 100 per cent, Mth,ough this eonelu;-ion could be
f im:&rpw:m as supporting the argument that Hinchy md Fuhmc*a results
'Muipi:utc the producer gains ftml wol price ac&bﬂ&nﬁion hacaum t:!w g

tmﬁiﬁm from having a wurmteod floor price, there is an almmtiw
, axylmnim stemming fmu the difference in time yum.od between Hinchy md

. &. Hinchy and Fisher Mlculmte vnriquiby on the basis of devlationa
: ~£rou a logarithmic trend, whereas Harris ¢t gl calculate varialilicy on
t&w basis of deviations from a linear trend, In addition, Hinchy and
x data over the peried 1253/5& to 1984785 vhereas Harria gg al

L L o o el o AR Y e TS




s «-,Eiahw“m :tam (3&53!53 i:q mtwsm aml that Qﬁ:‘ Hmi& 14 ;L (1949/59 w
L ,19?3;13) In. pmt:icuht, th& limahx mds Fisher e:m include 2 mignifiemt .
i g:;t)pqrt.mﬁ af tine éxming which. the RPS was actually amra;:in& fi.e. post~

a ‘1*}%} mmm“ it; is 9“:21&133" not su:pnmmg that they utzﬁ;mm the

L coazfmimt of wri,#;im @f, pricn to ba c“niy 18.0 pqr cent cmpamd with”“ |

‘the 29.9 per cent estimated by Harris ot ol (2771 per cent « used abova)
' and that, ss & consequence, their estimates of groﬁucw bgggfse,g are

 smallex than those estiasted using the Hareis ot o) data.”

e ‘aﬂ%im’ note that the “fb""ﬂ comparisons cnly relate o the so- .

o Ml.lzﬁ ugi,‘k ngnefi.i:“ of pxi,w anabs.l;isatmm 'I?hig is hwmlm the
qum;imtem ¢f the wmmm “I‘xmsfét Bumfu;" in 'xabu 2 (4. . txm -
t-‘li:llingmamtmpa,x of the x:izk mucml N:Qd\(&'&r) do W”" include ’my

transfers which nighu m:iae from a r.hanga in the mean price bnought: Mﬁ: e

by the emltimw of the RES. Note also that Hinchy and Fisher m;iuw ‘

| the ovexall 'rxamfur: nmgfx:' to be cypically mam:imr !:‘m: the Auht;uiﬁm
. wol in&u:m;g,w L

Next, Wn&iﬁw a cwnwimn of the qw:ium;aa of pmducm:‘: bmqﬁt:s e
from the RES in Table 2 with some eac&mum of the cost of the RES. Each i
“yaw producers c:am;ribuw a ::qtmdabla lmy Of 5 per cent af their gross

| mﬂmd is unspmiﬁ@&. it vas, fox mnx»lw mml:r mmeﬁ cm 1985)
that the cmtmi,butiam for the years 1981/82 and 1?82/’83 would ba rsﬁmdaa
uuﬂmg 1,938/&9 ‘rhis xfaﬁundxble characteristic ‘means that tha coat; Lo{

produwm of @onnx:&bucmg to t:!m scheny can be apgroxi.nmd by the

. interest m:m £qr5om during the period betwaen contribution ard refund,

~ Table 4 gives some m:innx:es of this cost (ax a percentagé o of axpgq.t:ad i

imm) for a :t;anga of incmrnt rates and years until rquxd.a

o ?m i p.9 Hinchy and ?iahn; note that “Sinca a bnffqmacock scheme
“operated over the latter part of the data interval, any potential gains
~“from price gtabilisation may be slightly undarwntmted relative to price
Vg hiliey in ths sbsence of the scheme®.

8. Note that nominal interest rates have besn used on the assumption that
»mﬁy the mxml wluqs of pmducer non:tibummna iz presarved in their
. vefunds, B




Erodncar: Cwm of mca smmmnton B
(I’tzcmtngea oE E(px))

i :::fl;f“ff,';) .

' Years I!iiﬁﬁ' m‘iund L

* Intovest Rate

10 125 1, ‘5,‘.’:,‘ 190 2,18 2044

12 1.44 ':wz 216 247 .74

o
WA

. /{(

A congarisun of Tableh 2 and a ghows that, iuz the absence o£ any
unaccounted-for costs and ben&fits asmcim;q& with the dpgsmx:;l:ﬁn of the
'ars, there is genaral:ty #n even ‘bnla;wa batwesn 2 p:odmer’s wﬂlingmah

t.bwply for the scheme and its cost. fIn px:t:icuhr, ‘mblag 2 and & show

,i:!uxtz an individual yrodm:er ia w‘m 1ikely to view th& schene £mumm.y

~ the Iargar is his visk mmr;hm amd the level of the ﬂmﬁ price, and.- ‘the

smailer is the int:uu '"mm and the period until refund, As a specific
exuqu, tm”ﬁﬁm yr:n&ucqr banuﬁﬂ:s af the RPS to be thoge applying for &
£floor ptif,za which is 90 par cent of p and take the. ulcvmt: interest ratﬁ

to be 1; per cent, In ;Ms case a producer with an nt:t:i,t:uda to riuk

rcprafantad by R = 0,75 ‘would fimi the recent dacision to rofund 1.981/82 ‘

and. 1,‘}82/83 nom:ributiom during 1988/89 to i,s;:ly for the :Epmu:: yoar of
crmt; :Umtion 2 mt coat of participation in the RPS and for tbe latter a
xtgh‘; le mfﬂ: (2 47 < 2,493 < 2, 74) Note, however, \:lmt the evidence of

v ’Sl’of 3&17 {Iﬁﬁﬁ) auggesta most Australian farmers have actitudes to

| m‘*«ﬁ’mm«w il R < 0.45.7 1f this is so, then for the same floor

pric?v and xm:a}:cat: rate assuupt:ions few farmers would see a refund delayed
by even five years as rewlting in a net benefit from pal:tic:lpacion in the

RPS (1.802 < 2.16).

8 Ban Twiwiw ITOREY wieiwdfvs the wanwiemivntdnn il Bavmd msnd Tarndaye? o

s



o

Vlnncnertn:tnty wwd: o m‘.lcu‘iam the estimates of producor benefits from ‘the

| RPS .iu 'rabh 2 may wm ‘represent an imdamuiuam of the current Icwl :

o Bém:ing I.n mind that ﬁw aouﬁfix:;tm; of m;&tion of prioa (mr ) used in
- cxlcuhniﬂg the utm:u m mbln 2 i,u 27.1 par cnmr:, ma, thw at this
”Imml nli ”prmimam with B = QM@S find t}w cost of mttibuting to tho RES

mb. i;’;tw st :m:w € 10 per cent md s nfm‘i yaz:iud of aix ynx: (2.18

,‘“4!9“ mm ,t Qﬁ) “pg;tm imm) in nxaon pi’ the bamfitt ¥ ',!;nbh 3 pments’ A
' "as:mm oift%tm mxmlyi.ng Gv muiud fox ‘ﬁi‘}‘mfﬂ;i to equal costs for

: thém px:odx;esaxm ( “

[

- Table 5 thm that ﬂm pammmau increase ;m mr wbj.c}; wmg“' ;f B

bamfm:& with costs is cmidnrubiy ml:!:m An m;nitwdu ,i'.j an m required

V. Required to Eqmi:& Producer Benefits with
2918 put _cent: oﬁ Expecmd Incm (pbr cam:)

.gglﬁ kit SR
e 025 03 0.45
' V , %0% . 68.59 40,78  33.3% 29,39

95% 6482  38.84 3190 . 28.05

80 pw cent of 'Ei at R = 0 an increzse in CV_ of 182 per cent (27,1 to

o —‘:75 34) brings about the requimd 401 per cent (0,435 to 2.18) increase in

s bmmfita, whi}.e at R = 0.45 m increage in cv of bnly 22 per cent (27.1
K to 33.09) brings about the required 68 per cent (1 297 to 2, 18) increase
" c_,.“ g in Mneﬂw{, In addition, Tahla 5 shows that for the benchmark level of

it rigk aversion of R = 0.3, the current level of underlying CV,, required for

p:oducat: benefits to eqna‘l costs is mot um:cammblﬁwvarying from 37.2

g ﬁnmi&m lmmvw. ﬂw azgunmt tham w&th tha flcas:in; of thu o
i1 'Anaﬁrxlim doi}m:“ ami a gemmny ncmiedgn& ineteua m tha volntiliﬁy :
- 'oﬁ im:amttzionui mr:kat-, the hiutm::ﬁml level af: uuder!}r:tug priae -

B patcmtaga increase in benefits. For nxup’l« Hfm: a :Elou: price which ia

Lo

iiws
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il“ : do:m to d@:ﬁiy 31«51 p«w ceitt égpmd;tng on :hm ‘limal oﬁ ﬂ&or ?rica_

e

mﬂ&ﬂyiy& ‘x.ml nﬁ ptica. vcla&lli»y :f.n; the Amnmlim wool narkm: :tn ‘
mamtz yaurm it seems iika‘ly ﬂm: Bany MOLS. p):oducarn now pﬁrcaiw thair‘ :

Mmfiu as exce#ﬂmg the costs nf conmibm:}.ng to the nrs ’10

5 ‘ Tha euniutas nﬁ pxodtmx hnmiim prumud m tlw pmvioun sﬂmtitm o

wexe based nn data mlacmg to the Aust¢alisn woil m«!wz:ry tn the parind
prin: tu rlm :I,ntt‘odnctiion of the RP&‘

<

,,,,,

t!w incrmiucs:im of the RES m& the anIm wtlined in :acz:;i;m 1 cm bo
iuverted to éetemim vhat level of pz:im vn:hb ity would hau p:mvuﬁué
i.u z:‘h,u Auscuuuu wool, indnst:ry“ in the absence of !:be azsg tl'.'hi,m
” ;1tqrmc1w aoum;e:fﬁct:utl ‘can’ then be used with the nodal mﬁlimd in

sam:lcm 1 to utiut:y pza&ucu: ‘beuafim from the am. Hore xpaciﬂanﬁy,
‘ data on ;mm price, ;u:zca floox, prim cai.l‘.ins and prim wiabi,litx wis:h‘ ’

; the RP3 in- owmt&m can be :uhatimtm ,mt:n aquamon (4*) ta dgmmkw

~ the unm:abi;li.“d level of pxiu variability (a’) Furthemorm on the i

: nsmpt:ion thtt the ¢oxmlm:£an mafﬁiciuna betmm grice, md output is

unchmgm By thn qpe:htion of t:ha RPS, h« covarisnce ‘between output and
nad. A finsd
’ aalunpt:iﬁu that the varisdility of output is mffectm by the opemtion

;mica beoﬂ and after price atahi.liaat:ioh can &’lso be determ

of the m’a coupla!:u ‘the data xaqui,rmauta for waluut:ing aquacion (2}
 with and withm the RPS. '

- In vhat: follows the uun =prics® of waol ia taken to be the yca;z:ly *

~ average-of the Australian Wool Corporation’s K,a:kat Indicator (m},‘”‘

10, mt tha estimute of actual CV in Harris g_g:., al (1974) is 29.9 per
cent rather than the 27,1 per cédat used here tc calculate ptadtxcer
bnmi’im pzovidu additional s::rmgth ta this cnmlusion,

I

Mamimh aven iﬁ tham has uniy bmm aytf‘gs.rly m&emm ;lm:ruw in the i

SR~



hmsm le ucm xxf :zhagn twa &g;umm mm:imma, dﬁk?ﬁtl, %;hug l‘

x»mnm:m P mmmn of pflp for mm B a o w’f’,\.’5 L e
m m M:twpn to mmh MR, ur ,“’ ai;;miy as wui‘bl: ')‘tu x:tm o
- kygﬂﬂmtictl lwch o£ pf/mk&miw :inc xwf;ibn 2 (tm.x M,; 9(* &n& 95 pua:,
V umﬂ:}, the years 198%1&5 . ‘1985;&6 od 1986/8? amrb t:hqﬂm *ﬁmx mnlyain ; B
Table € contains & Mury oF information ralating to the Australisn wool o
3;mstry m ctm« yn;;, imluﬂing& i:hc hmtmﬁiul wxhbﬂity of t:h» 11
Qa“ x} and it:; cmmi&ﬂ,ity with, output (a m& in thn abzence of ttm ,’Ri’s "
’ dqxiwd from the imax‘ui,oﬂt of #quut:i.'m ') Aand tbc uumg;imn gﬁl
: ‘att ﬂottuhﬁim s:mf.ﬁicimt (g - -vQ.A%) m:l vii:mtuw of om:put:

o ] \”o* - mqm f:ou thn pax:iud pxiﬁt to the mumm::xm of tm a.es, Ii: am

. be seen ir:m t:zw val;uax of m{m: in Tahh & thnt t:tw ;qarxf 1958{37, ,
14&}85 and 19&$j36 comxpond raughly to the mt:ma of 89. 9@ lmd 95 pexr ’

o

o cant: mspaat:ivalyu Iinwwer. it mm tuo be seen :Etm I‘abh & z:hat: ﬂw o
h‘mln of mmmm ‘pficu vnriabniv;y dxﬁ.*qr mkadly b.mm tha three

yaamw *.?Mg msult:s in considarab“le diffnrmces in the hyp&thatiml
f

‘ mt‘ficimtu of vm':laﬁmn Iamll‘lw betwm ttxe ‘thres ymmw ‘vhereas m the

Sl mulysis Qf sectiqu 2z t:h& confficiqann of vc:cia.cion vas uniform across the

e , thru pﬁjp levels (27.1 per cent), As a eonsaquem:u. it can be ‘expdcted

chat t‘he pxoducur banafit:a from a highu: ratio of tp:ice flw: to mean

gﬂca aay not cxcced those from a lower ratio beeauso if cho lower ratic

i4 also associatzed with a nuch more varisble prima then it may in affect
rapu‘nnt: a more strongly interventioniss pricing policy.

!thue axpcc.tnt:iona ire cmﬁimd in ‘Table 7 which com:aim estinams

© 1. Nete the continued assusption of rational expectations in the



= . -

W sy o sme 6222

, m/m (’t) i . 89.43 '  euss 81@77 ‘.
Vargup® - 943,02 82,15 - 4582.63
oy 0 113089 8230 601465
e o umdilams oo
*gm?mm ) 639 1703 12.484

e

IR

G

Note: 2 d&l«:nh&md ag tlm waig‘nt:a& sum ot 3‘@1"#“& oFsi

R E ‘sale’s MI deviation from i, vhere the af/n'ghta are |
the ;mnm;;lnng of anml buhm s0ld at mtx sala.

. o " ’ g I.&I z ’ :
20 Fuﬂ:hmr :ssnmm o£ Producer Bensfits frow Price smummim
, . v Post-1974 Data ‘
(&mmtam a£ E(px})

-

o 015 03 045 0.6 0.7

sl.es  0.064  0.082 0100 018 0135 0.153
8948 0.022  0.024 0.026 0.028 0.030 0.031
3.t o e 0 o o o

Note: ® ALl entries positive but less than 0.0005.

of xstmw benefits in terms of wi‘l,nu;ncawcmpiy (as a pwn&n‘tsga of
. sxpected :l.m;om) from r.hq cpm;gtinns of the RPS in the three years. As
’S‘lhh 7 shows, the ﬁzo of producer benefits is acmlly j.muglx related

f:"f? th& ;ﬁvgi; of /.},!Rg[a;;w r;aﬁl‘eg:t;ing, the dominance of the initilsl

e

Chen



o : tmmﬁtm

T g

aowfﬁzﬁ%ﬁ af wmmﬂm af‘ grim m dﬂmmming n’tmw bemt;zitzm 'txx os%hnr

mma, 11: unnott b ennr:l,udes& ﬂm: k] hig;tm: xwul oﬁ m in tslaa:icn to

N' mﬁim fm m agmtgim aﬁ thn RPS quun nbu \mdatlyin;, level of
;3!:3.« wmﬁ:faﬁimy in of funds

the ;mact;d 1m1 of MI is mnﬁi&bmz vicl'k ¥ highm luwi of pna&um:

ntﬂ Wrmm fm ﬁmﬁxnining the ui;m of

m:muy. " mpuum gf ”:t&hl;w 2 ana 7 uhaw n&m 'cha em;inma" ;

| gzodmx Benafits using data from the peried after the introduction of the
S RES -m cnmi&-ztamy smaller than thrmt estinated mmg d&m f:;ou :h«’ i

X pmwﬁ m:iw t:o ii:ﬁ intmmeim. s«:gsxﬁctuly. :m nxpxmmm of this -

. ﬁiﬁfurm is that the \mdarlyxns\ ‘.twa of m:,}sa\wgmﬁnmy (asz messured ~ |

1 ¥
L

: ‘ by the qﬂfﬁchm of ml‘gt:&on) m dmmgum mhd&y in Tecent ymm ,

Ry

~ But what has amad, this mk.a dncmuu i:; mlm mr;lm mriabniw%

. One possible qxphmt:itm is chnu: t!:w ice, of the RES iz itself

' sufﬂ‘icimn 6 bring abmm & matar lcmnl of p:im nt&bﬂity- sjust knowing

‘thst the RI'SE wi;ll ’M bz:cug}m hxm npgrgt;iq;; if pﬂm ﬂmmt:im bﬂcm  .»;

uqasaim may bas enough to bx:ing dbout & mra stable u;:kut:&ug of wool.
& Aemwim; such an mphmtinm means that the ;pmmmr bmﬁm from the

operation of the RES pmsencud in this section umxomntimm the 3 j’ yal

thnatim ‘bgcmm nmy do not imluda any measure of the bcmﬁt:s dm to
.. this “oxtxtmce“ sfftct of the m?s on price vn:iability in the Auttﬂliam
wool imtw ‘

‘In this paper x new methodology for evaluating producer bensfits from
| ‘priég stabilisation has been um to estimate producer benefits from the
og.m‘tn}.ian Wool Carparatim's Reserve Price Scheme {RES). Daw aﬁvﬁmi&& of

| this wthodolqu over that p:opomd by Newbery and Stigli.m (1981) is its

~ more complex expected utility framework mclud&ng explicit foraulae to

13. Note that this conclusion also appiiaa to the Hinchy and Fisher
 estimates because they are based on a data set which includes a
significant period during which the RPS was in operation. Note also that
recent research on exchange rate target zones has identified a similar
phumnmn. Spqqtﬂcally* *the presence of a commitment by authorities to

ATV WSS DRI SE T ORI TUSIE: SRRk, TR TSGR S [, (B0 AL K e SR U T ~J

o



e w" |
v account for the wmtum uinw pﬂm fmmu; whtch is WPW"* of i”‘*"*‘ ;

stabilisation scheses

' ﬁig&mx‘ ﬁmu thege of Hinchy mﬁ Fisher (1988) estimated using the Newbery

«&M Etxglim fxmﬁ&wm Mtho;; th this dixcmmwy my be due to bha lats
' ccx*u miwirm of t&w guaranteed aminmn price £utu:m aan nlmm%:iw |
*xp},mnim mu im based w & di:ﬁfwnnm in ﬁm tw ﬁam sets mnd to

gammt:a t;m estinatesx,

A cmhrixm of msq bmﬁim with the coat:l of roﬁunmu mntribw

iowad, m&wm t;hm the et vxim of

.p;mcim:i:m in ﬂm st is wmiy bﬂmcaﬂ, wi#;h small chm&n in the
‘magnitudes of seversl pazamsters being mpabu of nlteting = ngt cost to & '
tm: benefit. In mtzieubﬁ, m :!;wividml ymdzmr iz more lm:t?% to find
’ put:i::iwtim in the am of net bm&fit the hiahm: iz the level of m"
| ﬂmr pxim amd his mxaim to risk, and t&xu J;emr is t:hq aggm:mnmy :

cow of um::ihatiom and the tiue period unm mnwimum Am cafunde-
&. Morecver, if ax seems :t;ikﬁy the zuzx:mx; level of mdﬂ:lﬂnx, price
uncwuun:y in the Austmnm vool matket mmmu tIz- hiztorical level

| ‘used here to cnlculm ymdmnt bamfits, then many mm produmm than
; ind&ui;mt hy ;Iw mm},t:x in section 3 wmld: now view pmieiputlm m c!m'

m ag & net mﬂm

*m uwimm of pmdum b-nmm p:nmm;ed in :m:km 2 were hau&

| on ;d;x:a xnytiqg to mtziﬂgy in the Australisn wool industry prior to. x:hn
introduction of the RES (1974). In section 3 an alternative procedure was
cutlined in vhich data taken from the period after the introduction of the

 RES wexe combined with inverted forus of tha forpulas outlined in section

1 1 mﬁm»tiim what a;m;z of price variability would have prevailed in the

absence of the RPS. Estimates of producer benefits calculated using this

| sleernative pmaéum vere shown ta be considersbly smaller than thosa of

section 2. It was suggested that this difference may be due to the failure

of the amemnma procedure to take sccount of the stabilising sffect of
the o wiw“t which ocms ninply m-;m of the mmm of the RPS.

m Mt:ingtm of gga&mw Mmﬁ:&ta £rom wool ;;arim u
: mmxmm ;mmmwd In Mction 2 of thin paper are xlmm: 100 pex mxb .
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QWQ!M ""T :

‘,mﬁmx ;u,- mmgmﬁ. ,thm ‘t:m\ nuimtu nf pmdmw hknﬁﬁ.ﬁ% r

: - nxmmm m nunim 3 mist be emidam& mﬂﬁﬁbﬁm : ,

- , e aves 1 vhich the mzmmm of xmm.an 2 my ﬂ‘.io M mmi;lmarx i

: f‘wm’.tin%h ix mm in cvaluating produces

R ‘tim no mcmmu Has besn m&m of . «my mw:!,y mngmn to t:‘h« mham* |

| Necauss ‘any supply response to prioe stabilisation wiil m»mny be in
| the &m ﬁzt«ratim as the wlfm effect, and because any consequsnt m:;m '

&amﬁm from gﬂm m:;hﬁimt |

change win be in the uppaxiu azg%«nim (xmiqn mmam is gm;g tly o
ﬁlu&it:); the ut:ilm:n o section 2 Mu&d be :tu:qrpmt:m as (abs um}
nppu: !mum!x to estimstes &mvhf.m
The Matifimmn of the mlltimhig between these two types of »cimm& ,

ply Tesponss im been a‘&m& ﬁom

pmﬂumx henefits from price stabilisation is a subject for mmm: xe-

Ll
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