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ABSTRACT 
 

As rising fertilizer prices translate into bleak implication for "apparent" incentives for rice production-an 
undoubtedly important segment of Bangladesh's rural economy-a research question assumes key 
importance. Of price and nonprice class of variables determining rice output, which is more potent? We 
answer this question using a cross-section data set for 1989/90 on the basis of a profit-function based approach. 
Use of cross-section data is justified on account of timeseries data being unable to evaluate the absorption of 
fixed factors as required by the analytical method chosen. This of course means that the time frame is the long, 
and not the short run. We show that prices overall are more often insignificant determinants of rice output, while 
nonprice variables-farm size, the adoption of high-yielding-variety (HYV) technology and farmer's 
managerial ability-often register statistically significant influences on rice supply. Within the class of price 
variables, the wage rate is alone that decisively matters to output in the aman season; fertiliser prices, the cause of 
much recent discussion, do not make any difference to output supply. In the long run, it is the price of labour and 
not fertiliser prices that deserve more analytical and policy attention. It is adaptive research on, and the 
diffusion of, modern rice technology, and access to education and capital by the farmer that is more 
fundamentally important to rice production. In the atmosphere of Bangladesh today, this finding, however trite 
and shopworn, can take a wellattended recital, de novo. 

 
1  INTRODUCTION .  

 

       Sharply falling rice prices amid rapidly increasing unit user costs of fertiliser and 
irrigation have recently become a common and nagging aspect to agricultural landscapes 
of Asia's rice-belt countries (ASIAWEEK, May 26, 1993) : policy makers and farmers are 
facing a new rice crisis. Not so long ago, governments, having equated solving the 
problem of hunger with the achievement of rice "self-sufficiency" at any costs, were 
massively subsidising the cultivation of the irrigation-led, fertiliser-fed high-yield rice 
varieties (HYVs).2 Bangladesh is not untypical of this class of countries. In this paper the 
focus is on rice sector of Bangladesh. As the proportion of HYV intractably chalked up 
higher and higher3, the governments instituted one or the other versions of "price support" 
programmes (Ahmed et al, 1993). And rice in South and East Asia has, until recently, had 
little marketing risks: rice has 
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A methodological justification 
 

      It is an adequate procedure to use cross-section data to estimate supply elasticities using 
the competitive assumptions required by the profit function approach. Inasmuch as a 
crosssection of prices may be influenced by several other factors (e.g., income distribution, spatial 
differences with respect to expectations regarding the future, and the like) than shifts in demand and 
supply, the ensuing price coefficients may, in theory, not correspond well to price effects, per se. 
Also, cross-section farm sizes represent an outcome of a longrun process of change. Also, a cross-
section coefficient measure the difference between the allocative behaviour of a small farm and a 
large farm at a given point in time. As large farms over time become smaller through a 
demographic process, they might adapt to the allocative patterns of smaller farms only with a 
certain time lag. If smaller farms, reflecting conditions of relative resource scarcity, are nore 
price-responsive than large farm, this lagged adaptation would mean that the use of cross-section 
data would underestimate the responsiveness of supply to prices over time, other things being 
equal. 
 
      It has been argued that some serious problems attach to the use of cross-section data 
in estimating parameters of output supply function using profit function approach (Quiggin and 
Bui-lan, 1984). The difficulty, essentially, is that "the user of cross-section data faces a 
dilemma. If perfectly competitive conditions prevail, the profit function is theoretically valid, but 
the absence of any variation in the data will make estimation of profit function impossible. If, on 
the other hand, there is variation in prices, it is unlikely that profit functions can validly be derived 
from competitive assumptions" (Quiggin and Bui-lan, 1984). Price variation may be due to quality 
variation : this may rule competitive assumption out. We concede much of the criticism that 
Quiggin and Bui-lan levelled against the use of crosssection data in this context with three 
qualifications. 
 
       First quality differences may be endemic in cross section data, as maintained by Quiggin and 
Bui-lan. But is that the end of the story? Can not quality differences materially affect timeseries 
evolution of particular crop economies? Indeed, there is at least some persuasive evidence that, 
especially as regards evaluation of rice output in the context of the adoption of high-yielding variety 
(HYV) rice, a nonnegligible degree of quality-induced price variation may survive even the use of 
time-series data.9 
 
        Second, Quiggin and Bui-lan have stressed the possibility that even though the actual vector 
of prices faced by farms are equal, be true of time-series data on commodity or input 
prices, especially in developing countries with weak public effort in generating consistent price 
data over time. 10 
 
       Third, developing country agricultures all too often have an evolving regime of agricultural 
input subsidies. Subsidies, which are captured by middlemen (and not passed to the consumers) 
create series problems for the evaluation of user-costs, and measured price, when the latter is 
merely evalutated as administered price plus "competitive" marketing 
 
 
 
 
 
 
 



 



 



 



 



 



 



 



 



 



 


