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Abstract

I. Primary objective of the research

Food security issue has different dimensions. With grain
production exceeding demand after consecutive bumper harvests
for years, the focus of food security in China has been shifted
from maximization of total output to enhancing the ability to
smooth supply and the accessibility of people to adequate food in
less favored regions. This study is aimed at exploring an alterna-
tive approach to enhance food security in the above two aspects.
Instead of pursuing over-capacity in domestic production and
keeping high level of stocks, further reforms toward globaliza-
tion and freer domestic inter-regional trade are suggested as fea-

sible, sustainable and cost-efficient policy measures.

II. Specific objectives and research contents

(1) to analyze the possibility of utilizing the world market
to smooth grain supply against fluctuations in domestic produc-
tion; and

(2) to study the possibility of improving accessibility to
food of farmers with low income and low food consumption lev-
els in less-favored regions through further market-oriented re-

form.
. 1 .
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III. Approaches

The following hypotheses are to be tested through empirical
analysis:

(1) the fluctuations of grain production and price in China
may not be significantly and positively related to those in the
world market, implying the availability of supply in the world
market against domestic fluctuations in times of need;

(2) partial substitutions of grain trade for reserves may en-
hance food security through reduced policy costs and risks;

(3) the accessibility to food, and the general welfare of
poor farmers in less-favored regions might be improved if further
reform of the grain market allows them to produce more prof-
itable goods and buy grain and other foods produced elsewhere at

lower costs.

IV.Results

The research team has tested the following hypotheses, and
obtained some preliminary results:

(1) The fluctuations of grain production in China are not
significantly positively correlated with those in the rest of the
world, and major grain importers and exporters.

The correlation coefficient of fluctuations between grain
production in China and the rest of the world is 0.21 for cereal
as a whole, and —0.23 to 0.45 between that of China and ma-
jor exporting countries for corn, rice and wheat. No significant
correlation has been found.

. 2 .
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(2) Grain prices exhibit some positive correlations between
China and the rest of the world, but no payment problems in
grain imports.

The correlation coefficients are between 0.4 and 0.65 be-
tween grain prices in China and the rest of the world for major
crops, and decline with time lags, exhibiting quick price trans-
fers. However, as the foreign exchange needed for grain im-
ports accounts for less than 0.3% of annual earnings or total re-
serves, grain imports faces no problems economically.

(3) An integrated market will result in a much lower level
of reserve capacity needed to smooth the inter-annual grain sup-
ply compared with a segmented market system.

If grain reserve is to be used to fully smooth annual supply
in each province separately, the maximum capacity is estimated
at 346 million metric tons. However, an integrated national re-
serve system only requires a capacity of 85 million tons to fulfill
the same objective. Partial utilization of the world market may
further reduce the required capacity to under 30 million tons.

(4) The accessibility to food of farmers in less-favored re-
gions is highly related to their purchasing power and the latter
could be improved through more market-oriented production de-
cisions.

Estimated with provincial-level data, 1% increase in rural
per capita income will result in 0.35% increase in food expendi-
ture nationwide and 0.42% in poor and grain-deficit regions;
while 1% increase in grain sown area ratios will lead to 0.25%

decline in food expenditure and 0.14% decline in grain con-
. 3 .
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sumption nationwide, and 0.57% and 0.32%, respectively, in
poor and grain deficit regions. Estimation with household-level
data for several provinces exhibits similar results; 1% increase
in per capita income will lead to0 0.19% increase in food expen-
diture while 1% increase in grain sown area ratios will lead to
0.25% decline in food expenditure in poor and grain deficit re-

gions.

V. Policy Implications

Food security has always been a major concern of the gov-
ernment in policy formation, often by pursuing over-capacity in
grain production and reserve. The results of the research sug-
gest:

(1) Fluctuations in grain production are not positively cor-
related between China and the rest of the world, China does not
have comparative advantage in grain production but grain im-
ports imposes little pressure on foreign exchange earnings and
reserves, so utilization of international market may actually en-
hance food security and economic welfare.

(2) An integrated domestic market and grain reserve sys-
tem, plus partial utilization of the world market, may largely
reduce the capacity of grain reserve required to smooth annual
supply, reduce operation costs of running grain reserve, and re-
duce the overall costs for achieving grain security.

(3) The rural households in the poor and grain deficit re-
gions may increase their income and improve their accessibility
to food through market-oriented reform.

. 4 -
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The above conclusions may provide the policy makers with
better policy alternatives helpful not only in achieving its food
security goals in the 21st century, and but also in enhancing
their confidence to pursue further market-oriented reforms and

to integrate into the world economic system.
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