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BUFPER STOCK SCHEMES TO SUPPORT PRODUCERS, 
INCOME IN BANGLADESH 

 
 

Shaheen Akter 
 
 

ABSTRACT 

This study demonstrates government buffer stock schemes under alternative price and behavioural 
assumptions to identify the impact of these schemes on household net income from paddy marketing. Both 
net sellers and net buyers benefit from a buffer stock scheme with either a constant mean price or a 
modestly increasing price over the paddy season. Nonproducing consumers also benefit slightly from 
these policies. Government expenditure is higher if the policy price Is fixed at a higher level, and if an 
attempt is made to stabilise the prize completely over the season. 

I. INTRODUCTION 

Higher prices of foodgrains are an incentive to producers but reduce the• welfare of 
consumers. This conflict of interest is well recognised by the economic literature for the 
developing countries ( Timmer 1986; Teklu and Johnson 1988 ). Policy makers, therefore, often 
prefer the more modest objective of reducing the dispersion of prices by a price stabilisation 
programme rather than increasing their average level (Mellor 1966). 
 

The price for foodgrains at the lean months is very high. The difference of this price from 
the harvest price is sometimes much greater than the storage costs (Hays and McCoy 1978; Huq 
and Greeley 1989; Akter 1989). However, tiles farming households do not benefit from grain 
storage and therefore the high price at the end of the season is not an incentive for these 
households. Instead, these households are disadvantaged from the low price early in a crop season and 
high price later in the season. This is because most of these households sell early in the season and 
repurchase later, to a large extent, 
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due to the imperfections fn the credit market. For instance; in Bangladesh net buying 
households sell more than 60 percent of their gross paddy sales in a season at the low price 
harvest month (Akter 1989). 
 

The disadvantaged marketing of foodgrains is one of the sources of low income of 
agricultural households where foodgrains are major agricultural crops as in Bangladesh. Since 
production is affected by the low income of households via low level of input use, the 
government policy should aim at increasing net income from foodgrain marketing. 
 

The objective of this study is to demonstrate government buffer stock schemes under 
alternative price and behavioural assumptions to identify the impact of these schemes on 
household net income from paddy marketing. 

II. THE THEORY OF STABILISATION POLICY 

Since farming households are disadvantaged from the low price early in the season and the 
high price later, this problem would reduce by a seasonal stabilisation programme which raises 
the price early in the season and lower the price later in the season, The literature on the theory 
of stabilisation mostly concerns annual fluctuations of prices or income but the theory is 
applicable to the problem of seasonal price variation with some modification. Waugh (1944), 
Of (1961) and Masseli (1969, 1970) use graphical analysis to measure the welfare effects of 
commodity price stabilisation. Waugh considers the case of instability on the supply side. 
Measuring the benefits and losses of price stabilisation by consumer surplus waugh arrived at the 
lusion that consumers lose from price stabilisation. 

 

Oi considers the case of instability on the demand side. Measuring the benefits of price 
stabilisation by producer surplus he arrived at the conclusion that producers lose from a 
stabilisation scheme. 

 

Waugh's concern was consumers and supply instability and therefore its effect on producer 
surplus was ignored. By contrast 01's concern was producers and demand instability and so the effect 
of this instability on consume-r surplus was ignored. 
 

By taking into account producer surplus in the supply instability and 
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The constant price policy do not provide any incentive to households to store grains for 
future supply. The programme may therefore be costlier via the maintenance of early stocks, since 
under the policy households may tend to sell the highest share of their marketable surplus at 
harvest. A policy which allows prices to increase at a constant rate from harvest will lower 
the seasonal fluctuations and the programme cost. The rate of increase in price is assumed to be 
moderate such that the traders are still become superfluous under the policy. For this policy the 
floor harvest price in each season is assumed to be Take 3.80 per kgi. The prices in other 
months in the season are obtained by allowing for 15 per cent annual increase ( 1.25 per cent per 
month ) from the harvest price. 

 
Changes in producers' revenue from selling paddy, expenditure on buying paddy and net 

income are shown in table 3, where revenue is the quantity sold multiplied by price, 
expenditure is the quantity purchased multiplied by price and net income is the 
difference between the revenue and expenditure. These chenges in percentage term are shown 
in table 4. 

All changes are compared with the results of the base simulation. Since net buyers purchase 
more than they sell, their net income is higher when the policy price is low and constant. By 
contrast, net sellers' net income is higher when the policy price is high. However both of 
these groups benefit from the policy of constant mean price or increasing price. 

 
The size ot revenue and expenditure changes varies between Elasticity scenarios but the net 

effect in terms of changes in net income is almost invariant in most of the cases. 

Large changes in expenditure due to differences in the supply elasticity under scenarios 
D and E are notable. Scenario D is the case of inelastic supply and scenario D is the case of elastic 
supply. For instance, under the policy of the low price, the inelastic sales function results in a 
10 per cent reduction in net sellers, expenditure whilst the elastic sales function results in a 29 
percent reduction in the expenditure (Table 4). This happens via endogenous stocks, When 
the supply is inelastic, household supply and therefore demand remain the same as prices 
move. So the variations in revenue and expenditure in this case are mostly the pure price 
effect. On the other hand with highly elastic supply household sales change with the 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 



 



 



 



 



 



 



 



 



 



 



 


