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Lower margins and profitability led to a much lower than expected pace of imports during the final quarter 2003, and the 2003 import estimate has been reduced from 3.0 to 2.4 million tons.  With a more typical rainy season underway, production prospects for 2004 are bright.    Given this, combined with continued declining returns on imported rice, imports in 2004 are now expected to decline relative to 2003.  As such, the import forecast for 2004 has been reduced to 2.0 million tons.
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Production

At the end of December 2003, the rainy season was well underway in rice producing areas, which created excellent conditions for planting the first/main 2004 crop.  Planting had begun at the end of November and continued through December.  The return of a more typical monsoon, unlike the previous two marketing years, has at least for the moment eliminated drought concerns, and expectations for the 2004 crop are bright.  

In the western part of Indonesia, including West Java province (the largest rice producing area), early rains facilitated rice planting, while in East Java province (the second largest rice producing area), rain commenced somewhat later.  Nonetheless, land and nursery plot preparation was well underway by mid-December.  December is the normal planting period for rice in Eastern Java.  Reportedly, progress for the next crop is on schedule with abundant moisture.

Irrigated areas are the backbone of Indonesia’s rice production, and in areas where irrigation is available all year long three crops are possible.  Farmers in East Java report that the increased availability of water pumps (including portable pumps) has allowed them to increase area under irrigation.  These pumps have been provided by the GOI to farmer groups.  Other such equipment provided by the GOI, including tractors, has also improved post-harvest handling and overall farming practices, leading to higher productivity.

Trade 

Based on the less than expected pace of imports during the last four months of the year, the import estimate for 2003 has been reduced from 3.0 to 2.4 million tons.  Trade data for the year indicate

that the leading suppliers were Vietnam (35.2% market share), Thailand (29.3 %), and India (10.4 %).  Importers report that import plans were reduced as margins and profitability of handling imported rice fundamentally changed.  With the current large number of market players, competition among importers was fierce, and profitability was eroded.  In addition, the plentiful stocks held by Bulog, estimated at 2.2 million tons, hindered import plans and profit expectations.  Direct imports into the Island of Java are no longer as attractive economically.  Nonetheless, shipments into some of the outer Islands, particularly Sumatra and Kalimantan, remain brisk.  

Given the continued prospects for declining economic incentives for importing rice, combined with expectations for a good crop in 2004, imports in 2004 are now forecast to decline relative to 2003.  As such, the import forecast for 2004 has been reduced to 2.0 million tons.  

Policy
Further clouding prospects for imports in 2004 are the ongoing discussions regarding possible rice import policy modifications.  The rice policy for 2004, which would include price support levels as well as any changes to tariffs or administrative requirements on imports, was supposed to have been announced before the beginning of 2004.  However, as of late-December 2003, the policy had not been announced nor had any decision been reached.  It is now expected that the rice policy for 2004 will be announced in early January 2004.  

A proposal to increase the import tariff to 510 rupiah/kilogram, or about US$60/MT, remains on the table, as well as several other administrative quantitative limitations and/or seasonal bans.  Most market observers believe that some change will occur, but it is still unclear exactly what form the new import limitations will be.  Given the nature of Indonesia’s porous borders and often-lax controls, policy makers are aware of the practical problems associated with setting limitations on imports.  

Along with the expectations that the government may take action to reduce imports, market observers also believe the government is unlikely to allow prices to rise to such an extent that rice becomes an issue during the upcoming election campaign.  If limitations are placed on private sector imports during the politically charged campaign season, this may lead to an expanded role for Bulog in rice price management and imports.   
Stocks

Bulog’s 2003/04 carry-over stocks are reported to total approximately 2.2 million tons, which will be more than sufficient to meet demand through the next harvest season (Apr/May).  Nonetheless, Bulog reportedly intends to import about 200,000 tons of Thai rice prior to the onset of the main rice harvest in February ‘04.  This plan has been criticized by other Ministries, as it has been alleged that importing rice is unnecessary during this period.  The plan has also drawn attention because it was supposed to have been part of a barter agreement, whereby Bulog would supply 

planes, trains, and/or fertilizer in return for the rice.  However, it now appears that the barter component of the sale was not accomplished.


Prices

The current farmgate price for milled rice (in Mojokerto, East Java) is Rp. 2,200/kg while the average of retail prices of medium rice quality (IR-64) is Rp. 2,600/kg.  In general, 2003 crop quality (in East Java) was good and farmgate prices for unmilled rice have been higher than the standard floor prices, ranging from Rp. 1,538/kg to Rp. 1,905/kg (GKG or dry rough rice ready for milling); Rp. 1,418/kg to Rp. 1,672/kg (GKS or dry rough rice to keep in storage); and Rp. 1,205/kg to Rp. 1,342/kg (GKP or rough rice from the field).  Farmgate prices are developed based on crop quality such as moisture content.  So, if the crop moisture content is higher than the standard quality, the price paid to farmers will be adjusted accordingly and sure enough it is lower than the set floor price.   

Exchange Rates

The most current exchange rate quoted for December 30, 2003 was Rp. 8,490/US$1.  To calculate import duty payment, the government uses standard currency Rp. 8,488/US$1.
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