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Promise in Spring

Preface

Li Jingmou

China’s grain markets in 2006 was very uncertain. Grain prices contrarily faced
the double pressure of falling and rising under the situation of a bumper harvest, and
many veterans in the grain field felt as if they had fallen into a mist, asking with a
sigh “Where is the road?” . Then, where is the problem? As one important means of
macro — regulation on the grain market, the minimum purchasing price has become
an eye — catching focus.

Since the issuing of the policies of minimum purchasing prices by the state
government in 2004, the policies had gone through three stages including policy
reserve in 2004, policy implementation in 2005 and expanded implementation in
2006. There is no denying that the minimum purchasing prices had won a big
success by playing a major role in the state government’s macro — regulation on the
grain market in 2006, if the policies performed the function of a mental support in
2004, and had a limited effect on grain prices at a relatively high level in 2005.

First of all, the safety of grain was guaranteed. The realization of the increased
output with a bumper harvest in 2006, the third straight bumper harvest year,
effectively improved the situation of China’s grain safety. It was closely connected
with the expansion of the coverage (both in varieties and in provinces) of the
minimum purchasing prices policies, and with the emphasis on the implementation of
the policies. Secondly, the stability of grain prices was maintained. The minimum
purchasing prices policies had made a two — way effect on the stability of grain
market prices. The entry of new grain ifito markets might dissolve the falling
pressure of grain prices, forming regulating resources; and the rising grain prices
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were able to be stabilized by selling grain by the state government. The minimum
purchasing prices in 2006 had played a good role in both the respects. Thirdly, the
intention of regulation was shown. The minimum purchasing prices strongly showed
the state government’s intention of macro — regulation by means such as draft
decision — making, the choice of issuing moments, the determination of purchased
varieties, concentrative bidding trade by directed markets, etc. Particularly the
concentrative selling through national grain trade centers easily formed authoritative
prices, and favorably put into play prices’ guidance on production and circulation.
At last, farmers’ incomes were increased. In 2006, rural residents’ incomes per
capita were 7.4 percent up from last year actually, which mostly resulted from the
effect of the minimum purchasing prices policies. According to the initial calculation
by related departments, farmers’ increased incomes were above 4 billion yuan.

However, it should be seen that the success of macro - regulation on the grain
market in 2006 was conditional. Firstly, there was a financially relaxed
macroeconomic environment, and the state government’ finance was secure.
Secondly, the state government ensured the selling at favorable prices by putting
most of commercial grain resources under control. Thirdly, pricing was relatively
reasonable so that farmers had a relatively high enthusiasm for selling grain.
Fourthly, purchasing and reserving enterprises were enthusiastic, and the storage
capacity of grain was ensured. Fifthly, the concentrative purchase by China Grain
Reserves Corporation and the bidding trade through national grain trade centers -
avoided each — going — its — own — way and made easy the performance of regulating
function. While the minimum purchasing prices were playing a positive role, there
were still some problems to face. For example, the policies weren’t consistent with
the system of markets forming prices, making existent the distortion of prices to some
extent; the rising cost of implementing the policies could form new burdens; the
policies were unfavorable to the promotion of the reform of stated — owned grain
enterprises, and to the cultivation of farmers’ risk consciousness; etc. The limit of
conditions and the existence of problems means the existence of the restriction of the
minimum purchasing prices in many respects.

The year of 2006 was both the successful one of macro — regulation on the grain
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market and the confusing one for everyone. The first doubt was which set prices,
markets or the state government, after opening up markets. According to the goal of
grain circulation system reform—opening up grain markets and grain purchasing and
selling prices, prices should be set by markets. However, in China, the fact was
that the state govemment set prices, which unavoidably made some people doubt the
goal of China’s grain marketization reform. The second doubt was that the grain
prices were rising while having had a bumper harvest. It was confusing that the grain
prices of 2006 showed a large rise in a particular period of time, under the situation
that the relationship between supply and demand was effectively improved, as a
result that there had been three straight bumper harvest years, the gap between
production and demand was namowing, and the grain reserves were further
increased. The radical reason was that this rise of prices was not caused by market
factors, but a result of the policies. It easily led to the doubts about China’s existing
grain policies, particularly about the minimum purchasing prices policies. The third
doubt was the problem of state — owned grain purchasing and selling enterprises
reform. Some state — owned grain purchasing and selling enterprises have had a well
~ off life again by depending on “ policy meal”, and there have been a recession in
reform to some extent. The facts naturally brought doubts about the prospects of
stated ~ owned grain enterprises reform. The fourth doubt was whether there were,
all the time, conditions needed for the successful implementation of the minimum
purchasing prices policies. With the passing of time, it is very possible that the
conditions are changing, and even if they exist all the time, the cost of
implementing the policies must be put into consideration. So, it is decided that the
minimum purchasing prices policies should be a transitive choice; then, what is the
choice of goal becomes another question confusing people.

Doubts come from the difference of understanding. Promoting the reform needs
people’s deeper review and definition on related questions.

There is a question about long — term shortage and short — term surplus. In a
long run, there is no doubt that the shortage of grain is a fact, but long ~ term
shortage can co — exist with short — term surplus. Objectively, China’ present

situation of grain supply and demand has reached a basic balance. Therefore, the
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settlement of the “grain” problem should be made both in shortage and in surplus.
We have had lessons from the past experience so that we can’t cover the problem of
surplus grain appearing in some periods in the thinking way of long — term shortage.
Thus, macro ~ regulation on the grain market regulates “a large amount” as well as
“a small amount”. Meanwhile, it should be seen that the rapid progress of grain
science and technology has provided favorable conditions for grain production
increase, and that as long as the state gives emphasis and rational policies, the
situation of temporary grain shortage will also be able to be dealt with securely even
if it appears.

There is a question about production safety and circulation safety. The inside
and outside meanings of grain safety are very rich and a concept involving many
levels and links. There is no doubt that it is right that the state government have put
emphasis on productive link for grain safety in the recent years under the situation of
the tightening relationship between grain supply and demand. The core of the
problem is that the state should carefully decide the total goal and the self —
sufficiency rate of its grain production, which benefits a good cycle of China’s grain
production and circulation. However, production doesn’t mean the whole of the
problem, and as grain production reaches the edge of safety—the tight balance
period, grain circulation is often critical. The large rise of grain prices
accompanying a bumper harvest reminds us of further emphasis on the safety of grain
circulation.

There is a question about total output balance and structure unbalance. Straight
years’ bumper harvest has made obviously improved the domestic situation of grain
supply and demand—the total output balance with a surplus, but the unbalance of
structure in regions and varieties is marked. In terms of regional structure, the
situation of grain safety in the producing areas is good, but the consumption demand
for grain has obviously been increased, under the influence of such factors as grain
consumption of deep — processing and indusiry; the gap between grain production
and demand in part of the selling areas and the producing and selling balance areas
is enlarging, so that the situation of safety isn’t optimistic. In terms of variety

structure, wheat and paddy have tumed from production less than demand several
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years ago to production basically balancing demand now; com from supply balancing
demand with a surplus to a slightly tight balance; and the gap between soybean
production and demand goes on enlarging, keeping a high level of imports. Thus,
under the situation of total output balance, it is possible that some varieties show
large fluctuation of grain prices in some areas, due to structure unbalance. More
attention should be paid to the issue of structure unbalance under the present
situation of total grain output balance.

Facing doubts and challenges, where is the road of reform? In fact, the road is
just the broad one of the market economy. With the world changing and the time
passing, we should use for reference past successful experiences while summing up
the lessons of failure, because progressing with the passing time and constant
creation can just produce a way out. Therefore, we must stick to the direction of
grain marketization reform and don’t waver, quickening the pace of reform.

Establishing and perfecting a modern grain market system. According to the
state’s total requirement of the modem market system of “completion and
unification, opening — up, competition, and order”, one of the core tasks of the
grain circulation system reform is to establish and perfect the modem grain market
system, which is the basic precondition of putting into play markets’ basic role in
allocation of grain resources and of establishing markets forming prices. The
infrastructure of the modern grain market system should be the one basing retail
markets, using wholesale markets as main bodies, making futures markets pioneer,
advancing in the direction of electronic business, and making a combination between
futures and cash commodities, between commercial flow and logistics, between
tradition and internet, and between production and circulation .

Establishing and perfecting a new grain prices forming system. Firstly, it is
establishing and perfecting a markets forming prices system. We should give full
play to the functions and roles of grain wholesale markets, grain futures markets and
electronic grain business, promote the development of a big national unified market,
and really establish the grain prices forming mechanism based on markets.
Secondly, it is establishing and perfecting a state support prices system. Addressing

the restriction of the minimum purchasing prices, we should tum the minimum
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purchasing prices into the target prices, “hidden subsidy” into “daylight subsidy”,
really protect farmers’ interests, and constitute a new grain prices protection system.
At last, it is establishing and perfecting a governmental prices regulation system.
The existence of market failure results in the necessity of macro ~ regulation. The
state government should make rational regulation goals, realize the balance between
grain supply and demand, and ensure the relative stability of grain prices, by
effectively using means such as production, circulation, stock, import and export,
etc. However, the state government’ regulation on grain prices should mainly be
indirect adjustment to use economic means, but not direct interference by
administrative means. The simplest and most effective way is to make regulations of
state grain stock” inflow and outflow through established national grain trade centers
to regulate grain market prices, forming a say on the grain market. Under the
circumstance of the socialist market economy, the state should take measures closely
around “prices”, and eventually realize a good cycle for the state government to
regulate the market, for the market to form the price, and for the price to guide the
production, circulation and consumption.

Establishing a national organization agency for macro — regulation on grain
market. Macro — regulation on the grain market is a systematic program. It is
imperative establishing a national center for macro ~ regulation on the grain market.
The center should be responsible for coordinating and unifying relevant agencies’
policies and opinions, monitoring and forecasting grain supply and demand and grain
prices, making timely estimations and wamings of the situation of grain safety,
forwarding to the State Council suggestions on macro — regulation of grain
production, circulation, import and export, stock, and related financing ahd
taxation, and enhancing the practicability, accuracy and authority of important
decision — makings.

Going through spring, the reform needs firmer belief. Looking backwards, we
need fulfill a promise in spring. Although there is a long way for grain marketization
to go, we dare say where is the road? It is just underfoot” by the spirit of constant

exploration and seeking.

March, 2006
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