CHAPTER VIl

PRICE FACTORS, CHANGES, AND RELATIONSHIPS

There is no international market for rice comparable with
the international wheat market of western Europe, where a
great number of types and grades of wheat from many dif-
Jerent sources regularly compete with one another, as well
as with other grains. The rice trade is less highly commer-
cialized. Hence one cannot expect to find for rice as detailed
and precise a record as exists for wheat, with regard either
to prices or to the particular types, varieties, and grades to
which prices refer. Lacking a full record of price facts, one
cannot expect to present for rice a coherent set of explana-
tions that account for the facts. Yet the record of rice prices
during the past two decades warrants discussion, and leads
to a few conclusions of interest and significance.

RICE AND OTHER GRAIN PRICES

Like any other grain, rice, as it is bought and sold on
grain exchanges, is not a homogeneous commodity with a
single price at any moment. The price ranges of the several
grains, though overlapping, ma heless be di jated
one from the other by selection of the price of a particular
\ype or grade of each as rcasonably representative of the
range of prices of the several types or grades cxchanged. Tn
this sensc one may properly speak of the price of rice and
compare it with the price of wheat, maize, or any other grain.

Rice, as grain, at least if quoted in terms of cleaned or of
brown rice and not of paddy, appears in many markets to be
consistently the most expensive of the cercals per 100 pounds.
This was the situation in the British grain market, where all
grains were imported free of duty before 1933 (see Chatt
12, p. 136); it was also true in northern China under sub-
stantially the sume conditions of free trade. There are no
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data to indicate whether or not the same relative premium
position of cleaned rice over other grains would hold under
all circumstances of {ree trade—as for example in a market
(if any existed) from which a surplus of rice was exported
but to which other grains were imported; or in a free-trade
import market like Singapore, close to a_ rice-surplus region
but far from regions with surpluses of other grains. In such
markets, given the presence of trade in other grains, rice
might not enjoy a premium position over wheat, perhaps not
even over one or another of the inferior cereals.

If in a grain-deficit country tariffs or other import controls
are imposed differentiating against or in favor of rice as com-
pared with other grains, the price relationships may of course
differ from what they would be without controls. Thus in
France, wheat has been kept much more expensive than rice,
in furtherance of protection to domestic wheatgrowers,
coupled with a policy of absorption of the rice surplus of
French Indo-China. On the other hand, rice in Japan has
presumably been held at a higher premium over wheat than
a free-trade system would have permitted.

Within Monsoon Asia, if the inferior cereals come into
competition at all, they scem everywhere to be cheaper than
cither rice or wheat. As to rice and wheat, it seems reason-
ably clear that cleaned rice must normally be more expensive
per 100 pounds in the wheat-surplus and rice-deficit regions
of northwestern India and northern China, in Japan, and
probably also in Chosen and Taiwan. In the first two of
these regions, rice must be brought from considerable dis-
tances and must bear the costs of transportation, whereas
wheat is locally produced. In the Japanese Empire, the pro-
tective system helps to keep rice at a premium.

Elsewhere, however, there is next to no competition be-
tween the two grains in the form of grain. In southern China,
the Philippincs, the Netherlands Tndies, the Indo-Chinese
Peninsula, Ceylon, and enstern India, such competition as
exists is between rice produced within the region and wheat
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flour imported {rom more distant sources of supply, largely
Australia and North America. Price comparisons of rice
with wheat flour are not feasible. A fair presumption may
exist that wheat flour is ordinarily—but not invariably—more
expensive than cleaned rice in these regions, because it is
brought in from distant sources; but the price record is not
available to test the presumption.

China is a region where most of the cereals compete.
Chart 11 shows annual average prices per 100 pounds of five

Cuant 11—WrovesaLe Graiv Prices v Nowrir Cna,
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grains in that region from 1920-36. Rice commanded the
highest price in cvery year, kaoliang and maize the lowest.
Wheat and millet stood in an intermediate position, on the
whale closer to rice than to maize and kaoliang; in 11 years
of the 17, wheat prices were above millet prices, but the
position was reversed in the other six years.

The spreads were not constant, but variable. This would
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be expected in any market i only because supplies of the
soveral grains either locally or world-wide do not bear con-
stant relationships each to the other from year to year. More-
over, in the British import marke, the price spreads between
any two grains vary more or less from year to year, though
(as Chart 12 shows) rice tends to exceed wheat in price, and
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wheat to exceed maize. If in any market, differential tariffs
o other import controls are imposed, previously established
price relationships will tend to be altered. Application of
export subsidies may likewise aflect price relationships in the
exporting country, and pethaps also in the importing onc.

Tn northern China, rice has often brought a price 25 per
cent above that of wheat, and 75 per cent above that of maize.
In the British markel, the percentage differentials have ordi-
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narily been smaller. Little is to be gained, however, by at-
tempting to determine what differentials are normal for Mon-
soon Asia as a whole. If price records were available in
Bombay, Calcutta, Singapore, Batavia, Rangoon, Hong Kong,
and Manila, one would expect to find in the grain-price
tionships not uniformity, but substantial diff thoug]
with rice and wheat (or wheat-flour) prices tending to stan
above the prices of other grains.

Tt seems probable that, over the past half-century or more,
wheat has tended to become cheaper in relation to rice. On
British markets, this is suggested by the following index num-
bers of prices (average for 186777 = 100):*
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It is suggested also by Chang's? study of prices in Kiangsu
province of China (a rice-wheat region 180 miles from Shang-
hai), covering the 33-year period, 1894-1926. He found
average annual increascs of 3.4 per cent in the price of late
rice (unhulled) and 3.3 per cent in that of white rice (pol-
ished), but only 2.9 per cent in that of wheat. Jasny's’ in-
vestigations show that wheat prices have tended strongly to
come nearer the price level of other grains excluding rice.
Wheat scems therefore to be tending to become cheaper in
he Edtor of “The
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carm Prices in Wachin, Kiangsu, Ching (China Ministy of Indunte,
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relation to other grains generally, rice included. If this
tendency should continue, and wheat becomes cheaper in re-
lation to rice in Monsoon Asia, wheat consumption may be
expected to expand, especially at the expense of the inferior
cereals.
DIFFERENTIALS IN RICE PRICES

The record of rice prices in the principal rice markets is so
Sragmentary that liule can be said of “normal” relationships.
As between identical grades in different markets, export
prices must obviously be lower than c.i. duty-frec import
prices by at least the inclusive costs of transport,’ in the ab-
sence of price support and export bounty in the exporting
countries. The following tabulation shows Rangoon and Lon-
don prices of Burma No. 2 rice, in gold francs per quinta,
together with ocean freight costs in selected years:
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The total spread between import and cxport price averaged
about 23 per cent of the import price in 1927-29, about 32
por cent at the lower price levels of 1936-38. Freight rates
declined much less than import or export prices, while other
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elements in the spread, presumably including the profits of
exporters, declined more than freights but proportionately
less than rice prices. The spreads between export prices and
import prices in nearer markets like Singapore, Hong Kong,
and Ceylon would have been smaller than the London-Ran-
goon spread; but the available evidence is insuffcient to s
tablish either the general relationships or particular changes
during the past two decades.

Appendix Table VIII (pp. 330-31) provides some limited
evidence on price differentials in several markets of Monsoon
Asia. In the import market of Singapore, what is known as
“Siam No. 2 rice is consistently more expensive than those
termed “Rangoon No. 17 or “Saigon No. 1,” and Saigon
No. 1 is usually though not invariably more expensive than
Rangoon No. 1. In the import markets of Java, Rangoon
rice s consistently more expensive than Saigon rice. The
grades quoted are not specified, but both are probably lower
than the qualities of foreign rice imported into Singapore.
The general relationship is apparently that rice from Thailand
occupies a premium position, that from Indo-China a discount
position; this is probably a reflection both of the types of
Tice produced and of grading and marketing practices (see
p. 80), and possibly also of consumer preference.

In'Japan, as a reflection of well-defined consumer prefer-
ence, domestic rice obtains premium prices; that from the
colonies sells at a small discount as does rice from California;
and rice from the major rice exporters of the Indo-Chinese
Peninsula suffers the largest discount.

Within each of the exporting countries, the rice-price struc-
\ure reflects millers’ preferences for certain types of paddy
and the milling results obtained. Price differentials between
grades of the same variety of rice in large pant reflect the
content of broken kernels.? Other factors in judging quality

“Tho fact that Japaneo types of rico
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{rom a commercial standpoint are: color and uniformity of
the grains; amount of foreign matter; percentage of unhulled,
damaged, or chalky grains; mixture of other varieties; and
general appearance.

Despite some pronounced preferences on the part of Orien-
tal rice eaters, one finds little evidence of wide price differen.
tials between types and varieties of rice on Asiatic markets.
This is presumably attributable to the fact that where such
preferences are strongest, radically different rices are seldom
found in important volume in the same market. In the Oc
dent, appearance and length of the grain seem to be the chief
basis of consumer preference. Neither convenience or ease in
cooking, nor flavor or texture, seems to loom so large.”

The typical Asiatic rice consumer is able to distinguish
very sharply between different types of rice and apparently
has strong preferences for some varieties over others. The
basis for such highly developed preferences is not wholly
clear. Why the Japanese prefer one flavor and the natives of
Thailand another appears to be based partly upon taste that
has been developed over generations. Rice varieties adapted
to the soil and climatic conditions of one region probably pos-
sess flavor characteristics differing from those adapted to
other regions, When conservatism is so strong in matters of
taste and when the population tends to be immobile, the local
consumer might well be inclined to regard rice grown in
more distant regions and possessing different flavors as in
some vague sense inferior. Furthermore, the extent to which
rice is consumed in the Orient tends perhaps to develop dis-
criminations heyond the comprehension of the typical West-
ern consumer.

It is prohably impossible, however, to determine the pre-
cise basis for preference in different localities. It is certainly

" Westrn cnsumors ars not pls of e caters gencrlly, and ho dhbcs e
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not wholly a chemical matter. Texture of the boiled product
may be even more important. If one asks intelligent Japa-
nese, Chinese, Filipinos, and Javanese why they dislike cer-
tain types of rice, they are not able to give a clean-cut answer.
Usually they can do no better than to say that the rice in ques-
tion is “coarse.” Sometimes they add “and poor in flavor.”

Preferences based upon cooking properties vary. The
Chinese, for example, generally prefer their rice firmer than
do most Orientals, notably the Japanese, and they carry this
preference with them wherever they migrate in southeastern
Asia. The desirability of a “solid” or “soft” grain may
depend upon the manner of eating the cooked product—
whether it is consumed along with other foods or as part of a
mixture with other foods or sauces. In the case of parboiled
rice, both convenience of preparation and taste of the cooked
product are factors involved in its use. Parboiled rice may be
prepared the night before it is consumed and is palatable as a
cold dish. It is particularly suitable to plantation conditions
where time and facilities for cooking are commonly not avail-
able. Japan-type rice is also palatable when cold, but China-
type rice on standing after the first cooking becomes dry.

The rice produced in Chosen and Taiwan was once quite
different in quality and taste from that grown in Japan and
therefore was less ncceptable in the Japanese market. It was
regarded with the same disfavor as rice grown in southeastern

sia. Japanese scientists succeeded in developing for the
colonies varieties that now differ little from rice produced in
Japan Proper. Inasmuch as the Japanese have long been
under pressure to increase the rice output of the Empire, it
is probable that in the development and introduction of im-
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proved varietes much emphasis was placed upon high-yield-
ing characteristics. In general, rices regarded as superior in
flavor are not heavy yielders. Perhaps the strongly developed
Japanese preference for Japan-grown rice has undergone
modification during the course of the government’s effors,
dating back to the Tokugawa Era (beginning of the seven-
teenth to the middle of the nineteenth centuries), to provide
sufficient rice for its people. Rice was at one time at the root
of practically all economic problems of the country, and gov-
ernment control measures were designed chiefly as protection
against famine and military insecurity.

British Malaya is another area where differences in con-
sumer preferences for rice are marked. The explanation
seems to lie in the presence of large numbers of Chinese and
Indians in the population. Both groups are comparatively
recent arrivals, and their preferences differ from those of the
native Malays. The Bengalese and the Javanese also dis-
criminate sharply among different types of rice. It has been
reported, for example, that Carolina rice grown in Calcutta
could not he sold by any native dealer but had to be exported
to London; that even famine could not induce the Bengalese
to eat Burmese rice in Bihar in 1874;" and that Carolina rice
grown in Java had to be exported to Holland." Just how much
reliance can be placed upon such reports is difficult to say at
this distance, but it is hard to believe that starvation would be
preferred to an unfamiliar or foreign rice.

However, reasons scem 10 exist for large premiums on
highly favored types of rice, and heavy discounts on types not
preferred. Yet most of the statistical evidence refers to price
differentials between grades of a given variety that are based
not upon consumer preference but upon the percentage of
broken kemels in each grade. In order to perceive clearly
whether or not consumer prefevence in fact gives rise to large
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price differentials, it would be necessary to have price quota-
tions on each of several markets for high-grade rice (contain-
ing few brokens) of different types and varieties. Such posi-
tive evidence is not available. Fancy qualities and discount
qualities are rarely quoted, but more important—and this may
be considered a negative sort of evidence supporting the con-
tention that taste preferences for rice are in fact very highly
developed in Oriental countries—foreign rices held generally
in disfavor in a particular region would not be imported to
local markets except in an emergency, or for nonfood uses,
and hence prices of such rices would not be quoted with
regularity.

ELASTICITY OF DEMAND

The demand for rice for human consumption, though it
cannot be characterized with precision, undoubtedly consists
both of elastic and of inelastic elements.

As previously shown, the demand in the Japanese Em-
pire is for home-grown rice of the Japanese type, rather round-
grained and relatively nonvitreous. The colonies of Chosen
and Taiwan produce a closely similar type of rice almost
equally acceptable to the Japanese. California rice, similar
in type, ranks next in acceptability in Japan. Least desired
are the types from Burma, Thailand, and Indo-China. The
demand of the Japanese Empire as a whole is probably in-
elastic in large degree, as judged by the small range in
quantities consumed from year to year in Japan Proper,
which seldom differ by as much as 5 per cent from one year
to the next." It may be more elastic in Chosen and Taiwan,

Quantitatively much more important is the local demand
from the rost of Monsoon Asia. It is mainly for ordinary
rice, not highly milled, and is probably in the main elastic
in character. But a small demand, probably inclastic, exists

" Soe C. B, Camplell, Faetors Afecting the Price of Rice (U.S. Dep. Age. Tech.
Dl 297, April 1992), p. 41,
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among upper-class and middle-class natives for medium and
fancy qualities of rice; and the demand for imported rice into
Malaya and Ceylon must be regarded as rather inelastic be-
cause imports show so little variation from year to year
(Chart 7, p. 96).

The demand from non-Asiatic countries, chiefly Europe,
for rice from Monsoon Asia is mixed in character. Consid-
erable medium-grade and some fancy-grade rice is taken to
serve a market presumably inelastic. But a good deal of
poorer-quality rice was formerly and has recently been ab-
sorbed for industrial uses and animal feed, typically a very
elastic type of demand.

In sum, the elastic elements appear to predominate in the
demand for rice produced in Monsoon Asia. But, outside of
the Japanese Empire, little demand exists for carrying stocks
from one year to another (see p. 82). In general, the condi-
tions of demand seem to be such that fluctuations in consump-
tion of rice produced in Monsoon Asia would be expected to
parallel fluctuations in crops rather closely, and that prices
would move within rather narrow ranges so far as demand
might affect the price changes.

VARIABILITY OF SUPPLY

The conditions of supply, on their part, are such that only
moderate fluctuations in rice crops would be expected. Natural
conditions, methods of cultivation, and the incentives of pro-
ducers all contribute to stability of supply. The hazard of
deficient moisture is in considerable degree obviated both by
the natural abundance of rainfall in the major producing
areas, and by the prevalence of irrigation. Acreage is likely
to change litle from year to year because so much rice is
grown on paddy land not readily shifted to other uses, be-
cause it is so largely n subsistence crop produced on small
holdings under primitive methods, and because enlargement
of the paddy acreage is necessarily a slow process. If co-
efficients of variation of the world wheat crop excluding China
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and the USSR and of the rice crop of Monsoon Asia excluding
China are compared, the wheat crop—though itself more
stable than many crop-production series—has a variation of
5.4 per cent over the period 1920-39, whereas the rice crop
has a variation of only 3.0 per cent.”* So much of the world’s
wheat crop is grown in subhumid and semiarid climates and
thus subjected to a major hazard of yield, and acreage is so
readily expanded (but less readily contracted) under mech-
anized farming, that this contrast between wheat and rice
would be expected. In India, the coefficients of variation are
6.8 per cent for wheat, 5.5 per cent for rice. The less marked
difference than in “world” crops is probably explained largely
by the fact that irrigation of wheat is much more important in
India than in the world as a whole. More than two-fifths of
the Indian wheat crop is irrigated, but less than one-fourth of
the rice crop.

Within Monsoon Asia, however, the degree of variability
of rice production seems to differ appreciably from region to
region. Charts 13 and 14 show trends and fluctuations in the
rice crop of Monsoon Asia (excluding China) and in various
parts of the area. In India as a whole and the two specified
major parts of it, production has tended to remain at about
an even level during the past two decades. So far as the sta-
tistics can be trusted,” the upward trend in total output, as
Chart 14 shows, has come elsewhere—in all of the non-Indian
regions except China, where the trend is unknown.

crop of China and the wheat cropa of China and the USSR could be
deulations, tho rosslts of such a comparisn might be difirent. Some

afilal cstimtes of the Chinere rico crop are available from 1931 1o 1936, as follows, in
million metrio tans of cleancd rice

 Fo it on the probablo. reiabilty of stattie of acrenge, yield per acre,
and production, see chapter fx, pp. 1999,
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Coeffcients of variation of production, 1920-39, in the
five regions shown in Chart 14, are as follows, in percontages:

Eastern India ... 8.4 per cent
< 4.2 por cont
£ 6.0 percont
+ 4.4 percent
+ 2.7 percent

4 importers ........

Variabilily appears to be greatest in northeastern India (Ben-
gal, Assam, and Bihar and Orissa) ; in large degree the varia-
tions of rice output in this part of Monsoon Asia give rise to
the fluctuations in aggrogate output of the whole region,
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China excluded. But, particularly in the past decade, the
Japanese Empire has also contributed substantially to fluctua-
tions in the Asiatic rice crop, while the crops of the three
exporters, of “Other India,” and especially of the four im-
porters, have varied less.

These coeflicients of variation of crops reflect several sets
of influences, including changes in acreage, changes in yields,
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and changes in statistical methods of estimating production;
and manifold influences affect each of these. No effort can
be made here to offer adequate explanation of the differences
between the several coefficients. 1t is perhaps not surprising
to find production more variable in northeastern India than
in “Other India,” since only about one:seventh of the rice
acreage in the northeast is artificially irrigated, as against
one-hird in the rest of the country. On the other hand, the
greater variability of output in the Japanese Empire than in
the three exporting countries seems surprising, in view of the
higher degree of intensity of cultivation, wider use of irri.
gation, and lesser exposure to hazards at least of flood in
Japan Proper. Similarly, the much greater variability of
output in the Japanese Empire than in the four importing
countries (among which Java is much the largest producer)
might not be expected in view of the differences in climate
and methods of cultivation. But perhaps the Japanese Em-
pire is the more exposed to hazards of drought, typhoons,
and low In any event, the qualifications neces.
sary in the interpretation of such computations are sufficiently
numerous to make definite conclusions unwarranted.

PRICE CHANGES SINCE 1920
One ultimate effect of demand and supply conditions for
the rice of Monsoon Asia is that rice prices are somewhat less
variable from year to year than wheat prices. This is shown
by the following average annual percentage changes in the
prices of each cereal in specified exporting countries over the
15-year period from 1925 10 1939:™

Rice Wheat

Burma_ (Rangoon) 12,6 Canadn (Winnipeg) 19.7
French Indo-China (Saigon) 15.6 en 1.2
Thailand (Bangkok) . 163 Australia 17.8

e heat prices for crop years 1924-25 10 193940 are taken from aeres regularly
sarelol in, Whewt Studies; rico pricen are of representtive export. grades a8 o
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1925-36 only). Al priccs converted 16 tho commen
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The most significant of the rice-price series, that for rice ex-
ported from Rangoon, shows the greatest stability of all; and
it is much less variable than Winnipeg prices of Canadian
wheat, also a very significant series.

Broad features of rice-price movements in Monsoon Asia
since 1920 are summarized in Charts 15 and 16 (pp. 150,
151)." Index numbers of prices as quoted in the domestic
currencies, and of these prices as converted to gold values, are
shown in both charts, for three importing countries in Chart
15 and for three exporting countries in Chart 16.

The diversity of price fluctuation shown by the currency
prices warrants little comment. Among the three importers,
Japanese currency prices deviated most from their gold
equivalent, reaching their interwar low in 1931 rather than
in one of the years 193436 as occurred elsewhere, and rising
persistently after 1931 to a level (in 1937-39) not far from
their average level of 1925-29. Conversely, currency depre-
ciation was least marked in Java, where currency prices
moved fairly closely in accord with their gold equivalent.
Among the three exporters, Indo-Chinese currency prices
deviated most widely from their gold equivalent, especially
in 1929 and 1930 following depreciation of the French franc
(to which the Indo-Chinese piaster was tied) in 1928, and
again after 1936.

In view of the fact that Burma was a part of India up to
1937, with the same currency, holding the same relationship
to British currency and without trade barriers hetween the
two, it is interesting to observe that Calcutta prices moved
in the opposite direction from Rangoon prices in nearly half
of the years in the past two decades, and in several other
years fluctuated either substantially more or substantially
less though in the same direction. These developments pre-

5 No attempt is made to take into t price develoy following the outbreak
of war in Europo. Shortage of shipping spnce, an unexpected deficit in tho rice supply
of the Japancse Empire, and attempts to build omergency stocks in several importing
countrica, all conspired to rnise the export prices of rice to levels not attained since
the late 1920%.
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sumably reflect changes in local supplies of particular grades
or types of rice, much as the price of such a grade of wheat
as No. 2 Hard Winter at Kansas City may at times move
differently from the price of such a grade as No. 1 Dark
Northern Spring at Minneapolis. But particularized informa-
tion is not availahle concerning variations in the supplies re-
spectively of Ballam No. 1 rice in India and Big Mills Spe-
cials in Burma.
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If attention is focused upon the movement of gold prices
in the importing countries since 1925, conspicuous excep-
tional developments appear in the relatively high level main-
tained by Javanese prices in 1929-30 and also in 1933-35.
The high levels of 1920-30 probably reflect the short Java-
nese crops in 1928 and 1929 (Chart 21, p. 198), and the
relatively well-maintained levels of 1933-35 reflect price
effects induced by introduction of an import-licensing system
and tariff dutics in 1933, plus the influence of the short crop
£ 1934. Import controls in the Netherlands Indics and Japan
apparently helped to keep the level of domestic prices in
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terms of gold from falling to as low a level, in the period
1933-39 as compared with 1925-29, as was true in the ex-
porting countries. Gold prices of rice in the importing coun
tries moved in 193339 at levels which were only 28-38 per
cent of their 1925-29 levels. The arsenal of weapons avail-
able to combat price deflation and to protect domestic rice
producers was, as usual, more ample for importing than for
exporting countries.

If attention is focused upon the course of gold prices in
exporting countries since 1925, perhaps the most conspicu
ous deviation from general rice-price trends is the failure of
prices at Rangoon to rise between 1928 and 1929 along
with prices at Bangkok and Saigon. This may also be ex.
plained by changes in the geographical distribution of crops.
On the side of the exporters, Burma had a good crop for
sale in 1929, a little larger than in 1928; while both Indo-
China and Thailand had much smaller crops available for
sale in 1929 than in 1928."° On the impont side, the crop of
India, Burma’s chief market, was considerably larger in 1920
than in 1928, making for smaller demands upon Burma; the
situation was reversed in certain markets naturally more
readily open to Indo-China and Thailand, namely, Java, the
Philippines, and Japan.

The course of gold prices of export rice over the whole
period since 1920, however, differs litle from one exporting
country to another. In general, there was a sharp drop from
1920 to 1921, a moderate rise to 1926, a moderate decline
10 1929, a very steep decline to 1934, and gradual stabiliza-
tion thereafter at a level not much above the low of 1934.
With differences as to degree of change, and particularly the
timing of the peak in the middle "twentics, this was also the
general course of wheat prices in terms of gold,” or of gold

20, p. 198, The crapa thero given an those of 1927-20 and 1920-29 may bo
rogarded an avalublo for sala Un the culendar yoars 1920 and 1929,
" Seo Wikdior, “Rice and Whest in World Agrlealiro and Consumption,” p. 301
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prices of commodities generally in many countries of the
world. The broader movements in rice prices (gold) there-
fore reflect not so much commodity developments within the
rice situation itself, as general movements in world prices.

Itis in fact difficult to perceive much apparent effect of
changes in rice supplies upon rice prices (gold). This would
be expected if demand is predominantly elastic and supply
is moderately variable but not highly responsive to changes
in rice prices. The bottom sections of Chart 16 (p. 151)
show changes in the rice crop of Monsoon Asia ex-China, ex-
pressed as percentage deviations of crops from trend, in con-
trast with the course of rice prices in the exporting countries.
Prices rose moderately between 1921 and 1922, although
the crop for sale in 1921 was more than 5 per cent below
“normal,” while the crop for sale in 1922 was more than 3
per cent above. Similarly, the large change of crop between
1936 and 1937 brought only a very small increase in price,
and a smaller change in crop between 1928 and 1929 that
might have been expected to bring a reduction in prices was
accompanied by increase in two markets and reduction in
only one. On the other hand, it is possible that the large re-
duction in crop between 1923 and 1924 was a significant
price influence, and the changes between 1930 and 1931 and
1934 and 1935 as well. The latter change, at least, was
intensified by developments in China, where the crop avail-
able for 1935 was more than 20 per cent below the crop
available for 1934.

The effect of change in supply upon price thus appears
not to be of major importance, at least if “supply” is defined
as the rice crop of Monsoon Asia excluding China, as that
crop is estimated. Perhaps the cstimates are grossly inaccu-
vate. Perhaps crop changes would scem more systematically
velated to price changes if the Chinese crop could he counted
as “supply.” Perhaps a more systematic supply-price rela-
tionship would emerge if account could he taken of year-end
stocks as part of the supply, though this scems improhable
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because, outside of the Japanese Empire, year-end stocks
seem quantitatively unimportant.’®

Possibly, or indeed probably, certain segments of the rice
supply influence price much more strongly than other seg-
ments. It may be that only those parts of the supply that are
closest to trade channels, especially in the relatively few im-
portant regions where demand is inelastic in type, influence
the export prices significantly. Perhaps it is ice supplies
particularly in “key” markets’ of Monsoon Asia, such as Ma-
laya, Ceylon, Java, and the exporting countries, taken in con-
nection with demand from Europe, that might reasonably be
singled out as the most important in their bearing on price.
In any event, rice output, at least of southeastern Monsoon
Asia, seems to be absorbed every year without appreciable
change in carryovers, whatever the supply situation, and what-
ever the distribution of output between exporting and im-
porting countries. Cumulative carryovers, twice or three times
as large as annual exports, though known in the wheat world,
have thus far been unknown in Monsoon Asia, and seem un-
Tikely even under the stress of war.

CHINA AS A “SHOCK ABSORBER”

During the “twentics and early “thirties, before govern-
mental policies resulied in near-disappearance of China as a
market for rice imports after 1935 (pp. 93-94), a belief per-
sisted that Chinese import purchases tended lo act as a sta-
bilizing influence on Asiatic rice prices. The general view
was current that China bought heavily when export prices
were low, checking extreme price decline, and purchased little
when prices were high, checking extreme price advance.
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Thus Smits,' writing in 1929, found an inverse relationship
between rice prices (Ballam rice at Calcutta, India) and
Chinese net imports by calendar years, 1909-26. Such a
relationship might more or less reasonably be expected in
view of the probability that Chinese demand is characteris-
tically elastic, although few would expect to observe a high
degree of regularity in the relationship in view of the numer-
ous influences that might well disturb it.

After a sharp rise to 1910 and an equally sharp drop to
1912, Chinese net imports rose steadily to 1916. Rice prices
dropped between 1909 and 1910, rose sharply to 1913, then
declined slightly to 1914. Thus developments accorded with
the theory from 1909 to 1912 inclusive. But from 1914 to
1916 prices rose without apparent discouragement of im-
ports. Net imports into China declined from 1916 to very
low levels in 1919 and 1920. The decline from 1916 to
the latter part of 1918 would not have been in response to
rising prices, since prices fell; but the reduction of imports
from the end of 1918 to 1919 and 1920 occurred when prices
were rising. Thus the record yields a suggestion of an in-
verse relationship between price change and import change
in this period, but exceptional behavior seems somewhat
frequent.

A record of Chinese et imports annually from 1921 to
1935, in comparison with index numbers of export rice
prices (gold) at Saigon and Rangoon, is given in Chart 17.
Here there is little evidence of inverse relationship between
price change and import change. If one compares yearto-
year changes of Chinese net imports with year-to-year changes
of Saigon rice prices, there are only 6 occasions out of 14 in
which the direction of change in imports was opposite to
the change in pricc—namely, 1923 to 1924, 1924 to 1925,
1926 to 1927, 1928 to 1929, 1929 to 1930, and 1931 to
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1932, If the Rangoon prices are used as the basis for
comparison, there are only 5 such occasions; the change
of imports from 1928 to 1929 was in the same direction as
the change in export price. The evidence of price-import
relationship afforded by this chart is certainly unconvincing.

Nevertheless a definitive answer to the assertion that

Cinanr 17

Net Tntports oF Rick NTo CHINA AND INDIA, AND Goto
‘Prices OF RicE AT RANGOON AND SAIGON, 1920-40%
Undes mumbers: 19252

100; mittion metrc tons)

oePrice Indoxes

[ e— /
A " A Mo

PR o
1920 1925 1930 1935 1940
* Bused on data from Appendix Tables 1V and VIIL.

Chinese rice purchases tend to stabilize rice prices may well
require other evidence than that afforded by Chart 17. Per-
haps neither Saigon nor Rangoon export prices serve as a
proper basis of comparison; a c.i.f. import price at Hong
Kong (unfortunately not availuble) would theoretically serve
the purpose hetter. 1t would be desirable also, for so large a
country as China, to examine the particular points of import
and to ascertain, by study of grain-rice relationships, whether

*10 might Lo posible that wuch un ofct tends o oceur from weok to weok of
month to month with year: but with ths hypathesis we are not concerned here,
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rice was imported as addition to rice supply or as substitute
for some other grain. It would further be desirable to know
whether or not large imports coincided with small Chinese
rice crops, small imports with large rice crops. This is feasible
only for the years 1932 to 1935 inclusive. Official estimates
of Chinese rice crops (p. 145 n.) show small crops available
for sale in 1932 and 1935, large crops in 1933 and 1934
The net imports were heavy in both years of small erops,
small in one of the two years of large crops (1934), but
large in one of the years of large crops. Information con-
ceming the geographical distribution of the rice crop within
China, as well as its aggregate size, might help to explain
some aspects of import behavior. Possibly shortage or
abundance of rice crops in coastal rice-growing provinces
would explain import fluctuations better than would crop fluc-
tuations in the interior provinces. Finally, it would be de-
sirable to ascertain whether or not intemal political instability,
and fluctuations in the price of silver, the basis of Chinese
currency until recently, have affected the volume of rice
imports.

For what it may be worth, a curve has been added to Chart
17, showing the annual fluctuations of met imports of rice
into India. If China has a characteristically elastic demand
and acts as a stabilizer of rice prices, it would seem reasonable
to suppose that Indian demand might excrcise a similar influ-
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ence.” Curiously enough, a substantial degree of inverse
correlation appears between Indian and Chinese net imports;
except on only 2 occasions out of 14, year-to-year changes in
Indian imports have been in the opposite direction from
the Chinese. We find no basis for explaining this phe-
nomenon.* What emerges is that changes in Indian net
imports are apparently more closely related (inversely) to
changes in export prices than are the changes in Chinese net
imports. At least the year-to-year changes in Indian imports
were in the opposite direction to price changes in 9 or 10 out
of 14 occasions, as against 5 or 6 out of 14 for China.
Furthermore, there appears to be some tendency for
Indian net imports to fluctuate inversely with the size of the
Indian rice crop, which itself fluctuates mainly with crops in
northeastern India (Charts 13 and 14, pp. 146, 147). Year-
to-year changes in the crop of northeastern India were oppo-
site to changes in Indian net imports on 10 occasions out of
14 in the period 1921-35. Thus the statistical evidence indi-
cates an elastic demand for rice in India but fails to support
the logical belief that Chinese demand is also elastic. Despite
the lack of conclusive evidence, it would seem that Indian
import demand, though probably elastic, may be less so than
Chinese, and the hypothesis may be advanced that China
tended before 1936 to act as a sort of residual recipient
of rice available for export in Monsoon Asia, absorbing
residues unclaimed elsewhere. But the inference and the
hypothesis require much more analysis than can be offered
here before their credibility can be taken as established.

PURCHASING POWER OF RICE
From such fragmentary evidence as is available, it appears
that the drastic change in the level of rice prices, from the
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middle *twenties to the early 'thirties (Charts 15 and 16, pp.
150, 151), involved a rather general decline in the purchasing
pover of rice; and that during the 'thirties up to the outbreak
of war in Europe, the level of purchasing power of rice,
though improving, failed to recover to the position prevailing
in the early *twenties. Costs of living and costs of producing
rice declined much less than the price of rice in the steep
deflationary movement of 1929 to 1933 or 1934. This was
also the case with prices of other agricultural products, both
in Monsoon Asia and generally throughout the world, espe-
cially among countries customarily exporting agricultural
products. The unfavorable position of rice growers, who
faced much greater reductions in prices of their chief product
than in prices of commodities purchased by them, inevitably
generated pressures upon governments toward relief of the
economic situation of farmers, the most numerous occupa-
tional group among Oriental populations.

Evidence concerning changes in the purchasing power of
rice is at best somewhat sketchy. Indexes of wholesale prices
in general are available only for five countries or cities
within these countries, and in at least two cases are probably
not representative for recent years. These are summarized in
the following tabulation (average annual wholesale prices, as
published by the League of Nulmns, 1929 =100) :

Year Tt Nelrlond efoGhina e
ey e e sy o)

W ! s
00 0 100 100

81
59 106 282 1%

After at least doubling in several countries between 1913
and the years immediately following the World War, whole-
sale prices took varying courses downward until 1934-35,
after which they rose in all five countries, though by widely
different amounts. In China the cheapening of silver and in
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Indo-China the depreciation of the French franc, to which
Indo-Chinese currency was pegged, were influential in causing
the wholesale price level to rise during the late 1920°s, when
prices in the other three countries continued to fall,

Drastic deflation in all countries during the world depres.
sion led to the adoption of different types of monetary policies,
Their diverse effects are shown by contrasting the index
numbers of 1939 with those of the common base year, 1920,
Lowest prices were in the Netherlands Indies (59 per cent of
the 1929 level), which adhered to gold although the guilder
was devalued, while prices in Indo-China, Japan, and China
all rose above the 1929 level, reflecting varying degrees of
price inflation or currency depreciation. Chinese (Shanghat)
price inflation was most marked, Japanese next. In India,
prices rose more than in the Netherlands Indies, but less thar
in the other three countries.

When rice prices in each of these five countrics are com.
pared with wholesale prices generally, some approximation
may be obtained of the purchasing power of rice. Index num-
bers of the purchasing power of rice (rice prices divided by
wholesale price indexes based on 1924-26, with results
expressed as index numbers) for selected years since the
peak of rice prices in 1926 are as follows:

French

Year Indis  Jwa  IndoChine® Chine®  Japan

1924-26 ... 100 100 100 100

192 . 12 106 105 00 105
% 63 66 7
81 9 56 k]
81 o 66 102
7 8
82 8 62 90
0 0 8

1926 = 100,

In Japan, where government control is exercised over rice
prices, the decline in purchasing power of rice was some 21
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per cent in the worst years, but the recent level runs only 10
or 11 per cent below 1924-26. The decline in the worst years
was apparently slightly less in Java and slightly more in
India, and largest in Indo-China. In recent years, however,
the purchasing power of rice in Java and China has tended
to remain at relatively lower levels than in the other countries.
One might expect that the level of rice purchasing power in
the 1930’s as compared with the 1920’s would be lower in the
rice-exporting countries than in the importing countries, and
in so far as Indo-China is representative of exporting coun-
ries this is suggested by the data.** Since 1937 and the out-
break of the Sino-Japanese war, however, rice purchasing
power in China has tended to drop below the low level of Indo-
China. The possibility that statistical misrepresentation exists
in these figures is so great that little is to be gained by attempt-
ing to carry the discussion further.”*

Whatever their inaccuracies, the data indicate satisfac-
torily that the purchasing power of rice in some countries
(probably all) of Monsoon Asia was substantially lower in
the 1930’s than in the 1920’s. Distress among the numerous
rice growers was general in the later decade. On the other
hand, a reduction in the purchasing power of rice might be
expected to be advantageous to rice consumers in so far as
they were not producers as well. As will appear subsequently
(chapters ix and x), per capita consumption of rice in most
countries tended to fall to lower levels in the 1930’s than in
the 1920's. This may in some degree reflect the fact that
producers of rice in rice-consuming regions outnumber non-
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producing consumers of rice and were under pressure to
market a greater proportion of their crops in order to main.
tain their purchasing power at depression price levels; but
other factors complicate the analysis.

SEASONALITY OF RICE PRICES

Important as reduction in the purchasing power of rice
may have been in generating pressure toward governmental
interventions in behalf of producers, the seasonal behavior of
rice prices seems to have received even more attention. Pos.
sibly the effects of scasonal variations in rice prices are more
readily identified with weakness of the cultivator’s position;
or governments may consider the remedy easier and more
feasible politically than an attempt to manipulate the level of
rice prices or purchasing power. The latier course might
lead to government subsidies, currency manipulations, or
other actions affecting smaller but more powerful groups of
the population, whereas in attacking the problem of rice.
price seasonality, speculators or alien merchants may con-
veniently be held responsible for a price behavior deemed
contrary to the interests of growers.

Chart 18 illustrates the characteristic seasonal behavior
of rice prices in four countries of Monsoon Asia. The lowest
prices of the year are usually recorded during the two or three
months including, and immediately following, the harvest.
The decline from preharvest highs to main-harvest lows com-
monly exceeds 10 per cent but is less than 20 per cent. It is
generally believed in the Orient that concentration of offer-
ings is mainly responsible for this decline. Rice growers are
generally poorly financed and unable to hold stocks. They
borrow to carry on growing operations, and creditors expect
repayment of loans as soon us the crop is harvested. Like-
wise, in some areas the government land taxes fall due during
or immediately following tho principal harvest.

Perhaps not too much credence ought to be accorded to
the common Oriental view that it is dominantly the weak
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Crant 18—Avenact: Seasomary 1y Rice Paices 1 SeLected
CounTnies oF Mow:
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financial position of growers and resulting postharvest con-
centration of offerings that causes the scasonal decline of rice
prices from preharvest to main-harvest months. In Western
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countries both the magnitude and the adverse effects upon
farmers of seasonal fluctuations in wheat prices have prob.
ably been exaggerated,™ and it has always been casy and
politically convenient to argue that buyers victimize producers
when producers are poor. Under a competitive system, how.
ever, it may be reasoned more soundly that seasonal flyctun.
tions of prices mainly reflect merely the cost of carrying
grain from one month to another. The situation in Monsoon
Asia may well be that competition among buyers is not fully
effective in many areas, in view of the system of credit exten-
sion from rice buyers to producers, and the producers' lack of
familiarity with the course of price quotations on the prin.
cipal markets (pp. 74-76). 1f this is true, something of a ba.
sis exists for regarding the seasonal fluctuations of rice prices
as excessive and in some degree remediable. Whatever the
true causes of these fluctuations, their existence has lent strong
support to governmental interventions.

> Sec Holbrook Warking, “The PostHarven: Depresson of Wheat Prices;
Stuotes, November 1929, VI, 1-40.
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