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Price Structure and Impulse Response to World Price Shock:

A Case of Rice and Rubber
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Abstract

The objectives of this research were to: 1) study market structure and price structure
in different levels, 2) study the responses of domestic prices to the fluctuation of the world
market price, 3) analyze factors affecting price and price structure including economic, politic,
government policies and natural factors, and 4) propose guidelines to reduce the impacts
from price fluctuation. The method was divided into two parts. Firstly, descriptive statistic was
employed to explain the market structure and price structure of rice and rubber in different
levels as well as the factors affecting price and price structure. Secondly, inferential statistic
was employed to detect the long-run equilibrium and causal relationship among the variables.
The impulse response and variance decomposition analyses were considered to forecast the
future shocks. The data used of this research were monthly time series over the period of
1998 to 2018 (For rice) and 2001 to 2018 (For rubber).

The results showed that 1) rice and rubber are similar in market structure that the
stakeholders are in upstream, midstream and downstream levels. There are many upstream
farmers with lower bargaining power than midstream level (e.g. middleman, central market
and collector). In the downstream level, there is usually the most bargaining power, but has
no bargaining power in the world market; 2) the responses of domestic prices to the world
market prices in rice and rubber markets are similar. That is, the price in different levels
responds to the fluctuation of the world market in the same direction using 4-4.5 months
before return to the equilibrium. This means that when the world market price changes, it
causes domestic price changes as well; 3) the factors affecting price and price structure of rice
are demand and supply, trade competitors, long supply chain in midstream level, market
structure, information, exchange rate and government policy. The factors affecting price and
price structure of rubber that are demand and supply, future market, market structure,
information, oil price, exchange rate and government policy; and 4) the guidelines for policy
formulation and problem solving in short-time period, government should alleviate the
suffering from the falling prices. In long-time period, government should improve structural
problem such as enhance productivity, balancing demand and supply, creating value-added,

research and development, as well as plan to prepare for the world market price changes.
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