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Thailand’s Rice Mortgage Scheme: Its Costs for the Society and Benefit for Farmers
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In Thailand, a policy measure called “Rice Mortgage Scheme” has been implemented. The
scheme allows farmers to borrow money from a governmental lending organisation with their rice paddies
as a collateral. Initially, this scheme was designed for helping farmers with urgent need for money and
stabilising rice prices in the market. However, once the government raise the amount of lending per tonne
of paddies higher than market prices in 2001 for a purpose of improvement and stability of incomes of farmers,
the number of farmers participating in this scheme had increased. They used the scheme as if it were a
government’s incentive to “buy” rice paddies from them. Although the scheme was abolished in 2009, it
restarted in 2011 and attract almost all the farmers with rice paddies to sell. ~As a result, this scheme no
more worked as urgent lending and price stabilisation but as contributing to government’s monopolisation of
rice supply to the markets. As various problems with the scheme have been pointed out, the scheme would
be necessary to amend or abolish if it contributes to improving income inequality of the whole country as the
government aimed.

My report will refer to this concern with a derivation of income distribution functions for farmers
and non-farmers individually and an examination of quantitative analysis using the functions. The results
of checking whether the scheme contributes to improvement of income inequality and whether the requested
improvements of the scheme would work plausibly for income distribution are as follows.

(1) In spite of the purpose of the scheme to improve welfare of low-income farmers, it results in worsening
income inequality, mainly due to the fact that low-income farmers produce enough rice paddies to sell to
the market (or governmental lending organisation).

(2) For the reform of the scheme, the introduction of pay-as-you-go principle under which non-farmers
should be taxed for it would relax the worsening of income inequality to some extent, due that the taxation
would work as a transfer from the richer group to the poorer. However, income inequality would not
improve despite of non-farmers’ additional tax burden equivalent to 0.9% to their income.

(3) Although there is a criticism stating that the proportion of budget going to farmers is small, a reform to
raise the ratio of farmers’ receipt of the benefit would further worsen income inequality.

(4) Setting a ceiling of the use of the scheme would have an effect of relaxing worsening income inequality.
The extent of the effect would be almost equal to the case described in (2).

(5) If low-income farmers could access the scheme, income inequality would be improved with the scheme.
If this situation would be followed by setting a ceiling of the use of the scheme, the effect of income
inequality improvement would be greater.

(6) Even ifthe reform described in (5) would be implemented, its efficiency on improving income inequality
would be about 1/20 compared to that for direct income redistribution policies.

If the government is truly to improve the welfare of low-income farmers, it should have the scheme
play the role in urgent lending and price stabilisation of rice as was initially assigned to the scheme, by
reducing the “government-set price for rice paddies”, and take an effort to implement more direct ex-post
income redistribution programmes in order to realise improvement and stabilisation of the income of poor
farmers in the most effective way.
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