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Data Response Activity: Sri Lankan Rice 

Note to teachers: you will need to tell your students how many marks are available for each question – this 

activity has been designed to be relevant for all exam boards, which have different approaches to marking and 

assessment. 

In mid-2019, the Sri Lankan government set maximum prices on rice. Brown Nadu rice had a maximum price of 

US$0.44 per kg, Samba rice US$ 0.47 per kg and white Nadu rice US$0.52 per kg. The maximum price is 

lowered slightly during “festive periods”. 

 

Rice producers (“millers”) must print prices on their packets before sending them to retailers. The Sri Lankan 

Police work with the Consumer Affairs Authority (CAA) to carry out checks on rice retailers to ensure that they 

are complying with the minimum prices. In a 2 day period in December 2019, they carried out checks in nearly 

1500 retailers and found that just over 500 retailers were not complying with the Minimum Retail Price.  

 

In an attempt to support rice growers and millers, the Sri Lankan government has introduced some tax relief. 

VAT has fallen from 15% to 8%, and the National Building Tax (NBT – another indirect tax on businesses) has 

fallen to 2%.  

 

Questions and outline answers 

1. Explain one reason why the Sri Lankan government may have decided to introduce a maximum price on 

rice. 

• Rice is an essential good – households need to be able to purchase rice in order to survive, and it is 

likely to be the “staple food” in the economy 

• Sri Lanka is a relatively poor economy with low levels of development (some students may be aware of 

its relatively recent civil war) 

• Maximum prices are set below a market equilibrium and make goods more affordable 

 

 

2. Use a demand and supply diagram to show the likely effect of the maximum price on the market for rice 

in Sri Lanka. 

• Maximum prices are set below the free market equilibrium, and lead to excess demand/shortages 

because Qd > Qs 

• Diagram should be accurately and comprehensively labelled, ideally using one of the values indicated in 

paragraph 1 of the case study 
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3. Analyse the reasons for the Sri Lankan government’s “attempt to support rice growers and millers”. 

• Qs has fallen from Q – fewer rice growers and millers are able to supply rice at the maximum price 

o The maximum price reduces profits for rice growers, and therefore reduces investment in the 

rice industry 

o Farmers could be incentivised to swap production of rice for other more affordable crops e.g. tea 

o This could cause greater shortages of rice in the future, reducing the ability of Sri Lankans to 

purchase this necessity, and reduce living standards 

• Students should refer to the specific assistance given e.g. lower VAT and other taxes – this reduces other 

costs of production for rice growers and could incentivise them to stay in the rice production industry 

 

4. Evaluate the likely effectiveness of the minimum price for rice in Sri Lanka on consumer welfare. 

• Advantages for consumers 

o Cheaper rice – fewer nutritional deficiencies, children able to concentrate at school, more 

productive workers etc 

o Could consider the impact on consumer surplus 

o Cheaper food means that there is more money left over for spending on other necessities – 

raises living standards 

• Disadvantages for consumers 

o Could lead to shortages – rice may be rationed in other ways e.g. queues 

o May lead to rising prices if people have to buy the rice on black markets – the data backs this 

up 

o Rice may be “cut” with other items, reducing its quality and could even cause health problems 

o The maximum price rises slightly during festive periods i.e. when there may be more demand – 

this could make it difficult to celebrate 
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Essay Activity: comparing subsidies and maximum prices 

Assess the view that maximum prices are more effective than subsidies for making essential food more affordable 

Possible areas for discussion include: 

• Use of a maximum price diagram to show how essential food could become more affordable 

• Use of a subsidy diagram to show how this leads to more affordable essential food 

• Consideration of government costs 

o Subsidy: direct government spending, could be an opportunity cost 

o Max price: no direct government spending, but may need to support businesses financially in other 

ways if they are not able to remain profitable…could consider the nature of essential food 

production e.g. farming 

• Consideration of unintended consequences 

o Subsidies: rising x-inefficiency, failure to pass on the cost benefits to consumers 

o Max prices: black markets, reduced quality 

• General evaluation points 

o Depends what we mean by “essential food” – how do we decide what is essential? Might different 

consumers have different preferences? 

o Ability to import alternatives 

o Degree of factor mobility – could food producers easily swap to producing something else that could 

be more profitable? 

o Degree of economic development  

 

 


