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Watch for Spring

Preface

Li Jingmou

Report on Development of China’s Grain Markets in 2006 comes out on time
accompanying a light ink smell. Report on Development of China’s Grain Markets
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, forms a close
connection with spring. Marketization reform is spring of grain markets, and the
preface records our beautiful wishes and expectations faithfully. Just as Mr. Ma
Xiaohe, a famous economist has written “Three Prefaces all hit the points of grain
markets. Proposed suggestions are significant and penetrating, having a certain value
of reference for both practical decision making and academic study” in his comment
of “ Every Branch and FEvery Leaf Related to Emotion” . Report on Development of
China’s Grain Markets issued in spring is fated to assume the heavy task to research
and explore into the hot areas, focuses and difficult issues of grain markets in the
new period of time, by the spirit of “deciding not to seek for ease, and not to avoid
difficulty” .

Writing articles around “spring” is a new trial that we exercise all —
dimensional cognition and exploration into many “issue mats” which are both
relatively independent and related to each other, involved in grain marketization ,
through the new view of “problem consciousness” put forward by Schwartz, a famous
American historian. “Problem consciousness” is a new concept that is a new way of

thinking and a new method by which subjective and objective worlds are examined in
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a questioning and exploring way in the process of practical exploration and theoretic
thought. Setting up “problem consciousness” means thinking diligently, being good
at discovering problems, raising questions bravely, and solving them with efforts.
Comrade Mao Zedong said as early as more than sixty years ago “Problems means
contradictions of matters. Where there are contradictions unresolved, there are
problems” . This requires that we should strengthen “problem consciousness” with
the high responsibility of “not hesitating in front of occasions, which won’t come
again” , continuously improve sensibility and the controlling ability to new situations
and new problems in the process of grain marketization. In recent years, we have
successively conducted deep exploration into issues such as grain circulation
security, modern grain market system, macro — regulation on grain markets etc.
under the circumstance of the market economy. It is not difficult to be found that all
these issues are related closely to grain prices, forming a typical “issue mat” .
Since 2004, the state government has fully opened up grain purchasing prices,
and successively issued three No. 1 Documents of the central committee of the
Communist Party of China on the issue of “agriculture, rural area and farmers” and
a series of polices favorable for farmers, fully showing the state government’s high
emphasis on the issue of “agriculture, rural area and farmers”. But with the
changing of grain production situation, the contradiction between increased output of
grain and suitable and stable grain prices has become very acute. It could be seen
that grain prices showed the tread of falling down continuously in mid 2004, and of
having been negative increase in most months of 2005 since Oct. 2003 they
underwent several sharp recovering rises. To stabilize grain prices and protect
interests of farmers really, the state government has to put into operation the policies
of minimum purchasing prices; the cost of the state government to make grain prices
stable is increased remarkably, and grain prices have been the most eye — catching
focus. This fully shows that China’s grain price system need perfecting immediately .
The reform of grain prices is the core of the reform of the grain circulation
system. To avoid “all efforts full through because of one wrong action”, we should,
under the guidance of the view of scientific development, use international

experiences for reference, combine with the true situation of China, and give priority
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to the establishment of a new grain prices forming system under the circumstance of
the market economy .

First of all, completing and perfecting a grain price protection system.
Although the state government had made a series of policies of grain price protection
before grain prices were opened up, they were implemented mostly through
circulation links in the way of “hidden subsidy”, which is proved to have more
disadvantages than advantages in practice. Therefore, Setting up target prices is an
import choice.

Target prices are the policy — based prices that the state government sets to give
a direct subsidy to crops - planting farmers, according to factors such as balance of
total grain output, grain price level, farmers’ income rate etc. in a particular period
of time. When average market prices are below the level of target prices, the state
government will give financial compensations to farmers, who should sell by
themselves under the contrary situation. Target prices are favorable for the protection
of the interests of farmers, whose income and productive enthusiasm won’t be
influenced by a bigger fall in grain prices. Furthermore, target prices are in use in
many developed countries because they play an important role of support for the total
level of grain market prices while causing no direct interference with market prices
and keeping in line with the basic principles of the World Trade Organization.

Secondly, establishing a market forming price system. The price forming
system based on markets is the core of the market economy, which decides that the
completion and perfection of a modem grain market system is the important base of
forming grain prices. After more than ten years’ development, the system of China’s
grain wholesale markets at different levels has been established initially. Rational
allocation of grain resources through standardized grain wholesale markets may make
circulation pipelines flow, standardize marketing acts, reduce circulation fees as
well as forming true grain prices and guiding activities of production, circulation and
consumption through openness, faimess and justice. But due to various reasons, the
important functions and roles of grain wholesale markets are still not put into full
play.

In addition, we must give full play to the functions and roles of grain futures
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markets in guiding future prices, regulating prices of cash commodities, hedging and
shifting risks of cash commodities. Cash markets and futures markets are the
important parts inseparable to the grain market system. Only the growth and
completion of the two markets can form relatively perfect market forming price
system, have the possibility to reduce to the lowest degree the risks that the wide
fluctuation of grain prices brings to producers, operators and consumers.

Thirdly, establishing a market price regulation system. Market is not
omnipotent, and sometimes fails, especially in the initial stage of grain
marketization. Changed policies, unsymmetric information and mental distortion
caused by various factors such as raising up prices, scare buying, waiting for the
highest bid, all easily result in the irrational fluctuation of market prices. Even
under the circumstance of the relative balance of the relationship between grain
supply and demand, they also cause contradictions of supply and demand in local
areas or about some varieties. At this moment, the state government should enhance
indirect regulation on irrational grain prices but not direct interference - by
regulating the inflow and outflow of state grain stock to control grain market prices
through the central grain wholesale markets. As grain prices rise by a wide margin,
the state government may sell state grain stock in the central grain wholesale markets
to curb the large rise of grain prices; on the contrary, it may purchase state grain
stock through the central grain wholesale markets to promote the rational rise of grain
prices. Local grain prices’ irrational fluctuation may also be regulated through local
grain wholesale markets. Comfortably, related state departments and grain
administrative agencies have definitely put forward the opinion of dividing and
establishing central grain wholesale markets for wheat, rice and com respectively
according to varieties. This is a new pace of important historic meaning in the aspect
for the state government to improve macro — regulation on grain markets.

The core for the state government to improve macro — regulation on grain
markets is to take measures closely around “prices” under the circumstance of the
socialist market economy. Markets’ basic role in allocation of grain resources should
be played fully while the state government’s protection of grain prices and indirect

regulation on market prices are enhanced, so that a positive circulation for the state
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government to regulate the market, for the market to form the price, and for the
price to guide the production, circulation and consumption is realized finally. This
will be favorable for the gradual realization of a say that China has on world grain
markets.

China’s grain markets are in a period of transition “from cold to wamm
weather”, and consolidating and developing achievements of grain markets reform is
an important task always in front of us. The ship of grain marketization is still
advancing, and it is obviously unwise if some changes of policies in the advancing
process are understood simply as “return” of history. Just as a line in one ancient
poem says— " Please you don’t play old music pieces, and hear and sing improved
ones.” Those people who are still deep in the dream of “old wave sound” shouldn’
intend to get on the new “passage ship” of the market economy by “an old ship

ticket” . This is roughly a bit of reflection of “watching for spring” .

March 19, 2006
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