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Reflection in Spring

Preface

Li Jingmou

The year of 2004 deserves thorough description as well as deep review and re-
flection. When the spring breeze of grain marketization added green to China, both
the uncertainty of the market and the hesitation of people’ s cognition seemed to

make the line in one ancient poem come true “It is most difficult to recuperate
oneself as it suddenly becomes warm from out of severe cold.” At the start of the
year, grain prices rose sharply while the supply exceeded the demand; at the end
of the year, grain prices stabilized and went down a bit while the output could not
meet the demand even after a good harvest so that the stock had to be used to guar-
antee the supply. The “intangible hand” of the market economy has initially dem-
onstrated its characteristic of untameness. It shows that the era of relying only on
administrative means to control grain prices has gone and never to retum. There-
fore, it is a very important issue that needs serious exploration and quick solution
how to deeply sum up the experiences and lessons leamnt from the fluctuations of
grain prices in last year from the angle of the market economy, establish a long-term
effective mechanism for the state” s grain macro-regulation under the guidance of the
view of scientific development, avoid “treating the symptoms but not the disease” ,
and allow the “tangible hand” and the “intangible hand”, which inevitably con-
flict with each other in the initial stage of grain marketization, to coexist in harmo-
ny.

The reasonable rise of grain prices was in essence an important message on the
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tightening up of the relationship between grain supply and demand. Relying on the
stock to cover the gaps between the output and the demand for several years on end
was one of the important factors that activated the grain prices that had kept low for
several years. And the sharp rise of grain prices in a very short period while the
supply exceeded the demand was caused mainly by mental factors. The adverse op-
erations such as raising up prices, scare buying, waiting for the highest bid, and
self-selling and self-buying, improperly enlarged the signal on prices. The fact that
grain prices stabilized and went down a bit again within one year was in the final
analysis an objective reflection of the improvement of the relationship between the
supply and the demand. Due to the government’ s strengthened emphasis on the is-
sue of “agriculture, rural area and farmers”, farmers’ hard work, good weather,
increased grain output and rapid growth of import, people’s mentality of reluctance
to sell and scare buying was alleviated, which resulted in bringing down grain prices
from a high level. It was a rational regress of grain prices under the circumstance of
market economy, and an effective correction by the “intangible hand” to the irra-
tional rise of grain prices.

After making a comprehensive review of the fluctuations of grain prices in
2004, we are left with many precious experiences and lessons learnt.

First of all, at the start of 2004, the Central Committee of the Communist
Party of China and the State Council judged the hour, sized up the situation, made
proper decisions and arrangements to strengthen macro-regulation on the grain market
accordingly, and issued Opinions of the Central Committee of the Communist Party
of China and the State Council on Several Policies on Promoting Increase of Farmers’
income . It was the sixth No. 1 Document of the Central Committee of the Commu-
nist Party of China since it issued 5 No. 1 Documents successively 18 years ago,
from which we can clearly see how much importance the Central Committee of the
Communist Party of China has been attaching to the issue of “agriculture, rural area
and farmers” . The practice has proved that the measure taken by the state govern-
ment for macro-regulation on grain market was a great success at a time when the
grain market in China was fully opened up, the relationship between grain supply

and demand was changing significantly and the issue of food security became a focus
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of the public attention. The unstable and unhealthy factors in economic development
were put under control, and appeared the exciting situation of enhanced output of
grain and increased income of farmers. It fully shows that the market economy is not
omnipotent, and the state government’ s macro-regulation can make up for the de-
fects and failures of the market. However, under nommal conditions, the market
economy s problems should be solved by the market itself. When it is needed in-
deed, the state government’ s macro-regulation should lay stress on the balance of
grain supply and demand, seize the occasions when market prices are distorted,
and be implemented to a proper extent. Hypercorrection could easily lead us into
the vicious cycle of extremes and onto the track of an overturned cart in the history.
In 2005, the state government has further strengthened its emphasis on the issue of
rural development in order to ensure enhancing grain production and increasing farm-
ers’ income. But under the circumstance of the market economy, it is nearly im-
possible to both enhance grain production and increase farmers’ income. The in-
creased part of farmers’ income in last year was mainly due to the rise of grain pric-
es. Thus, we should pay great attention to getting prepared in advance to deal with
the situation of bumper harvest and fallen grain prices that might appear.

Secondly, we should notice that the issuing of a series of policies and regula-
tions on grain was very necessary and timely for ensuring our country’ s food security
in the initial stage of marketization. But in general, it mainly ended in the
strengthening of administrative means, and the obvious underplaying of the market’
stole. There is no doubt that administrative means can indeed get effect instantly,
but along with the continuous development of the marketizing process, overuse of
administrative means could distort the market relations, increase the cost of reform,
and tend to cause people to have the misunderstanding that the reform of grain mar-
ketization is hesitating at the crossroad of regulation and deregulation.

Thirdly, it was a historical progress that the state government did not intervene
too much with the fluctuations of grain prices.  But we must also realize that we mi-
ssed the best occasion to regulate the irrational rise of grain prices due to our imper-
fect grain price monitoring and wamning system and the disagreements among various

agencies. It is an important issue that needs serious explorations.
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In 2004, the State Council promulgated Regulation on Management of Grain
Circulation, placing grain macro-regulation clearly into relevant legislation. In
fact, as early as 15 years ago when the socialist market economy was not yet set up,
the State Council established the State Grain Reserve System and Zhengzhou Grain
Wholesale Market as an important means and a medium respectively for grain macro-
regulation. For the past 15 years, the “Zhengzhou Price” as the “barometer” of
China’ s grain markets has played an important role both at home and abroad. But
its functions and roles are far from being put into full play. Of course, the state’s
macro-regulation on grain market under the circumstance of the market economy is a
systematic project involving a wide range of areas and a lot of difficulties, and it
needs to take some time to complete and perfect the mechanism. But we think we
should reach consensus and give priority to addressing the following issues:

Determining basic principles for comprehensive balance of the grain market and
strategic goals for macro-regulation on the grain market in certain historical periods
of time, such as total grain output, grain self-sufficiency rate, farmland area,
amount of stock for food security, grain export and import, etc. If we concentrate
on the main points, we would be able to get twice the result with half the effort.

Completing and perfecting a modern grain market system. The pricing mecha-
nism based on the market is the core of the modern market system as well as the
central link of resource allocation. Therefore, we should give full play to the func-
tions of the central grain wholesale markets as the media for the state’ s macro-regu-
lation on the grain market, form nationwide guidance prices and even have a say on
world grain prices through regulating the inflow and outflow of state grain stock and
replacing old grain with new grain, guide and regulate flows of grain resources rea-
sonably, and drive and expedite the integrated development of various grain markets
at different levels throughout China. We should give full play to the important func-
tions and roles of grain futures markets inseparable to the market system in guiding
future prices, hedging and shifting risks of grain supply on hand, because the ex-
pected functions of futures markets can automatically regulate prices of grain supply
on hand, form basic grain prices and keep grain prices relatively stable. We should

complete and perfect the market system, and gradually form a mechanism for the
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state government to regulate the market, for the market to form the price, and for
the price to guide the production and circulation.

Establishing and perfecting a grain price protection system. We should re-
search into and use for reference foreign countries’ experience on grain support
prices and larget prices, reform the current policies of minimum purchasing prices,
and set up a grain price protection system that can enable farmers to get financial
compensations directly from the state when grain prices fall below the state’ s pre-
dicted price levels while causing no effect on and interference with markets forming

_ prices and markets’ main bodies assuming risks together.

Establishing a national center for macro-regulation on grain market. We should
overcome such abuses as segmentation, disagreement and lagging-behind decision
making of the current agencies for administration of the grain market, and set up an
authoritative and expert-type national center for macro-regulation on the grain mar-
ket. The center should be responsible for monitoring and providing warnings on
grain supply and demand and grain prices, coordinating and unifying relevant agen-
cies’ policies and opinions, forwarding to the State Council suggestions on regula-
tion of grain production, circulation, import and export, stock, and related fi-
nancing, taxation and credit in order to improve the foresightedness, accuracy and
practicability of the macro-regulation, and exercising the right of decision making on
measures of macro-regulation on grain market under the entrustment of the State
Council .

Establishing and perfecting a system of laws and regulations on the grain mar-
ket. The market economy is a standardized economy as well as an economy under
the rule of law. The state’ s macro-regulation should rely mainly on economic and
legal means, which belong to a completely different concept with the one of admin-
istrative interference during the time of the planned economy. Therefore, we should
expedite the process of enacting such legislations as Grain Act, Wholesale Market
Act, Futures Market Act, etc. to standardize grain production and circulation and
enhance the overall quality of the state” s macro-regulation on the grain market under
the circumstance of the market economy.

Report on Development of China’ s Grain Markets has been published in three
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volumes. The rhythms of the trilogy from the preface of Report in Spring to the 2003
report, through Time of Spring Again to the 2004 report and Reflection in Spring to
the 2005 report, record according to the facts our worries, expectations, reflec-
tions and suggestions before and after the full opening up of grain prices. The pene-
trating judgments by experts, scholars and business elite and their deep explorations
into the hot areas, focuses and difficult issues on reforms of the grain circulation
system as shown in the volumes, provide the grain industry with brand-new views,
thorough reflections, symmetric information and accurate expectations. That might
be one of the important reasons why Report on Development of China’ s Grain Mar-
kets has won affimnation, flavor and acceptance from leaders, experts and the in-
dustry respectively.

The particular strategic position that the issue of grain occupies in our country
determines the difficultness, complexity and tortuousness of the reform of the grain
circulation system. In the face of new problems arising out of the reform of grain
marketization, shall we go ahead or step back? The best answer might be the fa-
mous remarks on system reforms by Mr. Hu Ping who is the founder of our
country’s commercial culture —— “There is a bound to the sea of bittemess, but
no shore for repentance.” “Once the roc starts flying along with the wind , it will
go ninety thousand li straight up into the sky. ” We firmly believe that since the re-
form of grain marketization has raised its sails, it will surely break terrifying waves

and reach the shore of victory.

March 19, 2005
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