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Buffer Stock Scheme and Stability of
Agricultural Prices

Vey Wang*

Abstract

Keywords: buffer stock scheme, exchange rate target zone, honeymoon effect, interest rate
effect of asset demand

Although the buffer stock scheme is a popular policy to stabilize agricultural prices,
among literature it is seldom discussed from general equilibrium view with macroeconomic
and ex ante concepts. According the target zone theory of exchange rate we can find that the
operating mechanism of buffer stock scheme is the same as target zone. We attempt to develop
a macroeconomic model including agricultural and non-agricultural sectors and consider the
buffer stock scheme on agricultural product. The purpose of this article is to ensure the
honeymoon effect of our model and while provide a theoretical support to buffer stock scheme.

The results show that no matter the resources of random come from the buffer stock
scheme has the stability function for agricultural prices. That means the honeymoon effect still
exists in our model. But the effect of buffer stock scheme on non-agricultural prices is
ambiguous and it depends on the resources of random, the relative prices, the real wealth effect

of agricultural product and interest effect of asset demand.

*  Associate Professor, Department of Economics, Feng-Chia University.

(38)



