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INTRODUCTION 

This paper grows out of long-term involvement with food security issues in Asia (Timmer 2010a). One 
advantage of the long-term perspective is the realization that food security challenges are never fully 
met, and they can change radically in a short period. Shortages give way to surpluses and back again; 
large rice reserves become a financial burden when surpluses are available and prices are falling but are 
welcome when regular import supplies are embargoed or severe drought hits and prices rise rapidly. 
The efficiency of rice trade for both exporters and importers can be disrupted by political demands for 
self-sufficiency as the only way for a large country to ensure food security for its citizens, but the high 
prices required soon meet consumer resistance. Food security is all about trade-offs in both the short 
run and the long run. 

These trade-offs were presented in a particularly vivid fashion by Prime Minister of Bangladesh Sheikh 
Hasina in her opening speech to the Bangladesh Food Security Investment Forum 2010. A short excerpt 
provides the essential message: 

The unprecedented food crisis of 2007−2008 has compelled the entire world to attach high 
priority to food security. Particularly it has proven the international market as an unreliable 
source of food at times of crisis and reminded us the need to exploit whatever comparative 
advantage we have in food production. In Bangladesh, the crisis has signaled a policy shift from 
self-reliance to self-sufficiency (Sheikh Hasina 2010). 

A policy shift from using export earnings to finance the import of rice to producing more rice 
domestically is perfectly understandable under the circumstances of the past several years, and has 
direct consequences for the topic here—the changing role of international markets in providing food 
security. We all understand that markets, as an institutional mechanism for allocating resources, are 
absolutely essential because of their speed in processing information. All economies, no matter how 
poor or simple, must handle billions of bits of data every day and facilitate transactions that usually 
                                                 
1 This paper is based on a presentation given by the author to the Bangladesh Food Security Investment Forum 2010 held in 
Dhaka, Bangladesh, on May 26−27, 2010. The presentation, introducing the technical session “Agricultural Marketing, Price 
Stabilization, Value Chain, and Global/Regional Trade,” was sponsored by the International Food Policy Research Institute 
(IFPRI). The Institute does not take responsibility for the views expressed here. Dr. Timmer is Thomas D. Cabot professor 
emeritus of Development Studies at Harvard University and adjunct professor at Australian National University’s Crawford 
School of Economics and Government in Canberra, Australia. Contact him at ptimmer63@gmail.com. 
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number in the hundreds of millions per day. No other institutional mechanism can allocate resources as 
efficiently as markets. We know this because societies over time have tried every other possibility.2

The widespread and persistent search for an alternative to markets as the organizing framework for a 
society’s economic activities has a deep underlying rationale. Depending on one’s political leanings, 
markets can be interpreted as often (the political left), sometimes (the political center), or rarely (the 
political right) failing to produce an outcome that is satisfactory to groups of individuals, or even to 
society as a whole. In particular, we may not like the distribution of the outcome from a market 
economy (in terms of incomes and asset ownership), and we may not like the instability of those 
outcomes (in terms of food prices, in particular). 

 

AN ALTERNATIVE TO FREE MARKETS? 

Is it possible to have an efficient market economy and still influence its distribution of income and the 
stability of food prices? Since the 1970s, most economists and donor agencies have said “no.” You have 
to have “free” markets, or they won’t work at all. 

I think that we have now learned that “no” is the wrong answer.3

At the same time, food prices within a country can be kept reasonably stable with respect to world 
prices, especially for rice in Asia. There are often spillovers from the actions undertaken by countries to 
stabilize their domestic prices, and these spillovers increase price instability in world markets. A little-
researched topic is how to minimize the impact of these spillovers or cope with them on a country-by-
country basis rather than following the standard policy advice, which is to avoid the actions altogether 
and thus avoid the spillovers in the first place. The standard policy advice turns out to be politically 
impossible in times of turbulent markets. 

 Over the past decade, individual 
countries have demonstrated that “inclusive” economic growth is possible if investments are made in 
agriculture, rural infrastructure, education, and health, and the macroeconomy is stimulated by sound 
fiscal policy, a competitive exchange rate, and a reasonably open (but not “free”) trade regime. That is, 
the distribution of benefits from economic growth can be affected by public policy without necessarily 
slowing the overall rate of growth. 

Professionals in the field of economic development, and especially economists at the World Bank, have 
long questioned whether stabilizing domestic food prices is either desirable4 or feasible.5

                                                 
2 Winston Churchill once noted that Americans can always be counted on to do the right thing, after they have tried everything 
else. 

 

3 Not for the first time, of course. The lesson also seemed to have been learned during the Great Depression. 
4 The desirability of stabilizing food prices is questioned by standard models of international trade and of intertemporal storage, 
where greater price variance generates greater opportunities for trade, with commensurate gains in producers’ and/or 
consumers’ surplus. See Timmer 2010b for a review of this approach and an incorporation of insights from behavioral 
economics into the food security debate. 
5 For a good review of this thinking, see the World Bank 2005 compendium of papers presented at a conference on managing 
agricultural price risk in an environment of market liberalization. At that conference, Kym Anderson of the University of 
Adelaide and lead author of the massive World Bank research program on “distortions of agricultural incentives,” argued that 
“price instability is your friend” because it stimulates appropriate responses from producers and consumers to cope with the 
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After the world food crisis of 2007−08, it is time to rethink that analytical position and the policy advice 
that stems from it. We need to do three things. 

AN AGENDA MOVING FORWARD 

First, we need a serious new research program on the benefits and costs of stabilizing food prices 
within domestic economies, including a focus on implementation of policy, management of food 
logistics agencies, and instruments to control corruption in these agencies. Think how much more we 
would know about these topics if we had spent the same resources answering these questions as we 
have spent over the past three decades in estimating the gains from free trade in agriculture! 

Second, we need serious new confidence-building measures to renew trust in the world rice market. 
Very severe damage to this trust was inflicted during the 2007–08 food crisis, mostly because of the 
Indian ban on exports; the on-again, off-again ban on Vietnamese rice exports; and open talk in Thailand 
of withholding stocks from the market and creating an “OREC,” or Organization of Rice Exporting 
Countries, to boost prices in the world market. Still, there is plenty of blame to go around in explaining 
the growing political distrust of the world market for rice. Important importing countries, such as 
Indonesia and the Philippines, speak publicly of their desire to end “dependence” on supplies from the 
world market. Such rhetoric does not make them a market that exporting countries can trust. 

This retreat into autarky comes at a very high price to economic efficiency and the welfare of poor 
consumers. It makes the world market even more unstable and less reliable. Is there anything we can do 
to rebuild confidence and trust in international trade in general and in the world rice market in 
particular? Any confidence-building measures will need to involve both exporting and importing 
countries acting in their own self-interest. One possibility is a country-by-country investment in greater 
rice reserves to cope with shocks to rice supplies, while gradually increasing the use of trade to lower 
costs of rice consumption. A higher level of stocks does not alter the requisite flow of rice from 
producers to consumers, but it does create a buffer against interruptions to that flow. Thus:  

Third, we need larger rice reserves, at four different levels of the global rice economy—those held by 
the private sector, in small importing countries by the public sector, in large rice-producing and rice-
consuming countries held publicly, and internationally.  

Most of the rice stocks in the global economy are held by the private sector—farmers, traders, 
processors, retailers, and consumers—to even out seasonal production patterns and to keep trade 
pipelines flowing smoothly. Few private stocks are held to even out inter-annual price fluctuations, but 
the pipeline stocks carried across crop years are probably equal to a month or two of consumption (a 
considerable quantity). With greater price instability expected in the future and greater uncertainty 
about the reliability of supplies in world markets, optimal (profit-maximizing) levels of privately held rice 
stocks will increase (Williams and Wright 1991). Although we know little about the actual levels of these 

                                                                                                                                                             
inevitable instability in food supplies that is caused by weather, pests, and diseases. In a more recent paper, Brian Wright of the 
University of California, Berkeley, argues that stabilizing food prices is simply not feasible. (See World Bank 2005, Anderson 
2009, Anderson and Martin 2009, and Wright 2009.) The basic analysis in this debate is in Newbery and Stiglitz (1981), although 
the authors concentrate almost entirely on international mechanisms to stabilize commodity prices, not domestic actions. 
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stocks or the behavioral parameters that affect them, even the most basic models of supply of storage 
suggest there will be a significant increase in privately held rice stocks going forward. 

A completely overlooked potential for the private sector to provide greater stability of rice prices 
through stock management comes from the “supermarket revolution” in Asia (Timmer 2009b). Before 
the turn of the millennium, supermarkets in the region were niche players catering mostly to the urban 
middle and upper classes. Now they probably provide—via modern supply chains—half of the rice 
consumed in East and Southeast Asia, with the share growing rapidly (although even the rough numbers 
are not really known). 

The potential of modern supermarkets to stabilize rice prices comes from the large market share of 
individual companies under central management control. If consumers desire stable food prices, astute 
supermarket managers can supply it. This potential to stabilize prices contrasts with traditional small, 
competitive retail rice markets, where prices change regularly on the basis of daily supply and demand. 
Historically, “food price stability” has been a public good because no private entity found it profitable to 
provide it. The rise of supermarkets may mean that stable food prices could become primarily a private 
good. 

Next, for similar reasons, small countries that rely heavily on imports for their rice supplies, such as 
Malaysia, Singapore, or Brunei, will find it desirable to increase the level of stocks held publically, or (as 
in Singapore) held because of public regulations.6

Large countries face a somewhat different situation. Because of the sheer size of their domestic rice 
economies, actions to increase production, reduce consumption, or alter the size of stocks held by 
public agencies will also have a noticeable impact on the international rice economy. These countries 
certainly include China and India, probably Indonesia, and possibly Vietnam, Thailand, the Philippines, 
and Bangladesh. Larger rice reserves in these countries are probably desirable for reasons of domestic 
food security, but they will also alter the perception of global observers about the adequacy of 
worldwide stocks. That is, larger rice reserves in these countries will have a positive spillover impact on 
the global rice economy by stabilizing price expectations and, thereby, actual rice prices. An important 
question for the international community, especially the major donors, is whether any actions can be 
taken to encourage the gradual buildup of rice reserves in these large countries.  

 Even a modest increase in rice stocks in these 
countries will increase confidence that the world market remains their best long-run source of supply. 

A ROLE FOR THE INTERNATIONAL COMMUNITY? 

Finally, the hardest question is whether there is any role for international ownership and control of rice 
stocks as a means to stabilize rice prices in global markets. Ever since the 1981 publication of The Theory 
of Commodity Price Stabilization, the classic Newbery and Stiglitz volume, the answer has been a clear 
“no.” Both history and theory demonstrate that it is impossible to stabilize the price of a commodity in 

                                                 
6 To obtain a license to import rice into Singapore, the trading company must agree to hold three months of normal 
consumption in storage. In view of the increased instability and uncertainty in the world rice market, expanding these stocks to 
three and a half or even four months of supplies probably makes sense. Of course, higher storage costs will be incurred and 
these will have to be paid by consumers. 
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world markets for long periods of time —from cocoa to coffee to copper to tin to wheat to whatever—
using internationally managed buffer stocks. Budget constraints and the asymmetry of storage—it can 
never be negative—mean that stochastic variations in supply or demand will eventually overwhelm the 
ability of a buffer stock to stabilize prices (Newbery and Stiglitz 1981; Williams and Wright 1991; Wright 
2009). No international commodity agreement with binding provisions has been negotiated since the 
Newbery and Stiglitz volume. 

Still, it is important to address a more modest question. Would the availability of a limited amount of 
rice under international control help stabilize expectations about the behavior of world rice prices? If 
expectations can be stabilized, panicked behavior on the part of multitudinous participants in the world 
rice economy could be sharply reduced, with self-reinforcing price bubbles and collapses made less 
frequent and less extreme (Timmer 2009a). The availability of international stocks would not need to 
keep rice prices within some legally specified band, but could be available if world rice supplies suddenly 
tighten and prices threaten to spike. Is this more limited objective possible? 

FOUR POSSIBILITIES FOR HOLDING INTERNATIONAL RICE STOCKS 

There are four levels at which this question should be addressed. First would be within Asia: the ASEAN 
+3 (the 10 ASEAN members plus China, Japan, and South Korea), or possibly a new ASEAN +6 (to include 
also India, Bangladesh, and Pakistan) would include all of the world’s major rice importers and exporters 
(except the United States), not to mention about 90 percent of world production and consumption. An 
expanded ASEAN rice buffer stock has been under “active” consideration for years, with little discernible 
progress. How do we stimulate such progress? 

Second, by an accident of international trade negotiations and strong protection of domestic rice 
producers, Japan holds more than 1.5 million metric tons of high quality “foreign” rice that it imports 
under its World Trade Organization agreement but which it refuses to sell to domestic consumers. The 
potential availability of this rice in May 2008 was sufficient to prick the rapidly expanding rice price 
bubble at that time (Slayton and Timmer 2008). Would it be possible to manage these Japanese stocks 
with a more active concern for movements in international rice prices? 

Third, could Australia, under Australian Agency for International Development (AusAID) auspices, use its 
mostly redundant rice industry to build up stocks of rough rice from surplus countries in Asia (shipping it 
to Australia in otherwise empty cargo carriers that go up to Asia filled with coal, iron ore, or bauxite) 
then offer these stocks, after milling, back to the world market when rice supplies get tight? The 
Australian rice industry has an excellent record of managing rice stocks and shipments and has little 
vested interest in exploiting price movements on the international rice market. Could Australia provide 
an important international public good by helping to stabilize world rice prices? 

Finally, this question inevitably comes up: Can the international community itself commit to publicly 
managed international rice stocks that would be an effective stabilizer of world rice prices? At the height 
of the world food crisis, the International Food Policy Research Institute put forward a proposal to 
create “virtual reserves” of grain to dampen financial speculation on world grain markets (von Braun 



6 
 

and Torero 2008). Whatever the merits of such grain reserves for wheat, corn, and soybeans, they 
clearly will not work for rice. Without deep futures markets and with less-than-transparent price 
discovery in the world market, virtual reserves for rice will not influence real participants in real 
transactions. 

The historical record on managing an international commodity agreement, with fixed price bands and 
the ownership of physical stocks, is not encouraging; it was never even tried for rice because of the 
difficulties of stock deterioration, quality variations, and poor information on the prices of actual rice 
trades. None of those problems have gone away. Probably the best that could be done from an 
international perspective is for the major donors interested in rice—the World Bank, the Asian 
Development Bank, the United States Agency for International Development, AusAID, and perhaps the 
Bill & Melinda Gates Foundation—to agree on modest incentive payments to large rice-producing and 
rice-consuming countries to store more rice, at the margin, than they would store under normal 
conditions. Knowledge of the size of such stocks (a necessary condition for receiving incentive payments 
to hold them) would be an important stabilizing element for participants in world rice trade, even if the 
trigger mechanisms for stock release, domestically or internationally, were not enforceable by the 
international community. 

The proposals here are incremental. They seek to change the long-run incentives for stockholding 
behavior and to use increased stocks to build confidence in the international market for rice, which is 
clearly the most efficient source of supply for many countries. The discussion has been entirely about 
stocks and trade, not about production and consumption, much less any discussion of poor households’ 
access to rice—the basis of food security for individuals. 

These are the truly important variables in the world rice market. Productivity growth in rice production 
has slowed visibly in the past two decades, and renewed investments in speeding that growth are 
urgently needed. Rice consumption patterns are changing as well, with consumption by the poor rising 
and consumption by the better-off, especially urban households, falling. The world rice economy, with 
its various domestic participants, is a dynamic system subject to shocks and self-reinforcing behavior 
that creates price spikes and collapses. This instability has enormous costs, economically and politically, 
to farmers and consumers. We should be able to do better for a commodity that feeds two-thirds of the 
world’s poor. 
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