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Review in Spring

Preface
Li Jingmou

The year of 2008 is sure to be memorable and unforgettable. During the
year, the sacred Olympics flame will ignite the patriotic enthusiasm of the 1.3
billion Chinese, realize the 100 — year dream of the descendants of Emperors
Yan and Huang, and illuminate the whole world; meanwhile, the year is also
going to be the thirtieth anniversary of China’s reform and opening up, as well
as the eighteenth anniversary of the development of its modern grain market sys-
tem.

30 years ago, when the Chinese people were waking up from the nightmare
of the “10 — Year Calamity” and hesitating between the “Two Whatevers” and
the “Criterion of Truth”, the Third Plenary Session of the 11th CCP Central
Committee was just like a spring thunder *as if thousands of pear trees were
flowering after one night’s blowing of spring breeze. ” Since then, the Chinese
people came under the bright sunlight in the story of the spring and started hard
working for their future in their beautiful longing. After 30 years, just like a
miracle, China has grown up in the East, and become one of the strongest
countries in the world as well as an important force on the international political
and economic stages.

18 years ago, when China was just waking up from the haze of the “Politi-
cal Incident” and many countries were losing confidence on China’s reform and
opening up, Zhengzhou Grain Wholesale Market was established on the middle
plain of China as a great surprise to the West. One report of the World Bank

claimed “it is unimaginable” and the Independence of Britain said that “Capital-
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ist seeds are budding in China. ” But their comments like “important symbol of
reform and opening up” and “milestone of market economy” were also out of our
expectation. What did the various comments of the outside world mean? It was
only after the setting up of China’s socialist market economy 2 years later that
we came to know: the establishment of Zhengzhou Grain Wholesale Market was
just like a “spring bird” symbolizing the start of a new era.

“If you want to know why the water in the canal is so clear, you must
search for its origin. ” It is just the current of reform of China’s economic system
which originated from the rural areas and was based on grain industry that has
caused the gestation, exploration, innovation and development of China’s mod-
ern grain market system. During the past 18 years, the builders of the grain
markets overcame lots of hardships and made many atiractive achievements. A
modern grain market system is coming into shape.

Setting up A Regular Wholesale Market Is A Necessary Choice for Establis-
hing A Modern Grain Market System

30 years ago, 18 farmers in Xiaogang Village of Fengyang, Anhui, ris-
king everyone’s condemnation, divided their collective land to each family,
signed household production contracts and started the prelude of the reform of
China’s economic system. The Third Plenary Session of the 11th CCP Central
Committee formally blew the bugle for reform and opening up focusing on agri-
cultural development. The 5 consecutive “Number One Files of the Central Gov-
ernment” in the early 1980s in particular stabilized the contract system with re-
muneration linked to output, prometed greatly the farmers’ initiatives for pro-
duction, raised the grain production onto new levels continuously, and effec-
tively alleviated the longstanding public concern on grain supply. But along with
the “dual rail” operation of grain prices and the gradual expansion of market
regulation, the features such as spontaneity, blindness and hysteresis of the
market mechanism resulted in a periodical cycle of frequent fluctuations in grain
supply and prices in different years, which not only affected the farmers’ initia-
tives for production, but also deepened the government’s concerns on the fluc-

tuations of grain supply and prices. And our people were forced to accept the
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“kidding” of the spontaneous regulation of the rules of value.

In 1988, the state “Research Team on Futures Markets” was set up,
starting exploring new market systems. After investigations, it set the goal of
“starting from spot markets and heading for futures markets” . In July of 1990,
the State Council formally approved the trial operation of Zhengzhou Grain
Wholesale Market. On Oct. 12, 1990, Zhengzhou Grain Wholesale Market,
which follows the rule of publicity, faimess and justice, introduces futures sys-
tems and operates regularly, formally came into existence, starting the prelude
of the development of China’s modern grain wholesale markets. And various
grain markets at different levels were set up afterwards just like bamboo shoots
after a spring rain. Although there still exist many problems with the building of
grain wholesale markets, a multi —layer grain wholesale market system with na-
tional grain wholesale markets as the leaders, regional grain wholesale markets
as the backbones, and base — level grain wholesale markets as the basis, is
shaping up gradually. The establishment and development of modem grain
wholesale markets is playing an important role in régulating grain transactions,
forming market price information, adjusting grain supply and demand effective-
ly, allocating grain resources reasonably, and promoting grain flow between
production and marketing regions.

After full deregulation of grain prices, grain wholesale markets are entering
a new development period once again. Since 2006, the State Grain Administra-
tion approved the establishment of national grain trade centers in Zhengzhou,
Hefei and other cities, and converged tenders for temporary grain reserves on a
regular basis throughout the year, which has achieved very good regulating
effects. Although China is under the double pressure of domestic inflation and
“world grain crisis”, its grain prices remain stable under the government’s
macro — regulation, making an important contribution to the stable development
of the national economy.

Innovating the International Futures Mechanism Is A Necessary Way for
Developing China’s Grain Market System

The futures market is a senior form of market that organizes standardized
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and contracted future transactions, and it is a product of the market economy.
Although it originates from future spot iransactions, its functions and roles are
very different from the spot market. In the modern grain market, the two kinds
of markets supplement each other and can not leave each other. In 1992, 2
years after successful operation of Zhengzhou Grain Wholesale Market, Regula-
tion on Futures Transaction of Zhengzhou Commodity Exchange, China’s first
regulation on futures transaction, was issued. And on May 28, 1993, Agricul-
tural Commodity Futures Agreement, China’s first rule on futures transaction
was successfully brought into force, realizing the government’s established goal.
Due to the born charms of the futures mechanism, there were both strong and
weak points with the initial stage of its development. After 2 standardizing recti-
fications, Zhengzhou Commodity Exchange gradually stepped onto the healthy
road of development. On June 5, 1996, when Zhengzhou Commodity Ex-
change’s development was in a very difficult period, President Jiang Zeming in-
spected it, spoke highly of it and extended sincere hopes for the trial futures
market. The international futures community also expressed positive affirmation
on the “Zhengzhou Mode” of “starting from spot market and heading for futures
market” , and pointed out that it was a successful mode for developing futures
markets in developing countries.

Starting from the agricultural commodity futures to the opening of industrial
commodity futures, and to the pending opening of financial commodity futures
and options, China’s futures markets are gradually stepping onto a standardized
development road. They have brought great impact on people’s concepts and be-
havior, and their functions of finding out values, arbitrage for preserving val-
ues, avoiding risks and investment arbitrage have become known to the society.
Using futures markets to preserve values and avoid risks has become an impor-
tant part of operations of many grain production, processing, purchasing and
storing enterprises. At the same time, the function of anticipation guidance on
futures prices, the practical need of order agriculture and the desire of “farmers
following futures prices” are gradually being realized. The healthy development

of the agricultural commodity futures markets is becoming a major force in stabi-



Review in Spring 5

lizing grain markets and serving “agriculture, rural areas and farmers”. Intro-
ducing futures markets into socialist China successfully is not only a challenge to
the axiom of international futures, but also an innovation and development of
the international futures mechanism.

Introducing Modern Electronic Commerce Is An Important Step for Perfec-
ting China’s Grain Market System

Electronic commerce refers to a kind of business using electronic networks.
It is called the third industrial revolution after the Agricultural Revolution and
the Industrial Revolution in the history of the human beings, which overtums
the traditional market concepts and social production modes and represents the
development direction of transactions in the future. Developing electronic com-
merce in the grain industry plays an important role in heightening management
level, lowering transaction cost, expediting commodity flow, strengthening
competitiveness, and helping form an uniform market throughout China. The
National Grain Wholesale Market Transaction Network And Computer Communi-
cation Network opened up back in 1992, became an integrated information net-
work in 1995 after upgrading for several times with the help of all the grain
wholesale markets in China, and set up the www. cngrain. com which is
called “a model of using modern technology to reform traditional industries” and
was the first website portal and B to B electronic transaction platform for China’
s grain industry. At the same time, the major grain wholesale markets in China
set up their own grain transaction networks that “link and share resources with
each other”, where transactions are conducted through tender invitations,
bids, coordination, internet interactions, etc.. The state grain management a-
gency clearly raised the requirement for both spot and online transactions when
making arrangements for sales of temporary grain reserves, which in particular
promoted the development of electronic grain commerce. An electronic transac-
tion network covering the whole country and linking up all the major wholesale
markets and production and marketing enterprises, is shaping up and realizing
the dream of “making grain flow via the internet”. A uniform nationwide gfain

market is taking shape through the electronic network.
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“Practice is the sole criterion for testing truth. ” While prudently reviewing
the development of our grain markets in the past 18 years, we gladly found that
under the guidance of the basic rule for an uniform, open, competitive, order-
ly modern market system throughout the country, the framework of a modern
grain market system with retail markets as the basis, wholesale markets as the
main bodies, futures markets as the guide, and electronic commerce as the di-
rection, is taking shape. It is the most beautiful picture drawn by the builders
of grain markets on a blank piece of paper, witnessing the glorious history of the
evolution of a new market system.

We should still notice that, due to the uniqueness of China’s grain prob-
lem and the heuristic nature of the socialist market economy, there are both
born disadvantages and posterior restrictions with China’s grain markets that o-
riginate from the planned economy. All the coordination between the government
and the markets, conflicts between the rule of law and the rule of man, the
contest between the “dark box” and the “sunlight”, the fight between blind-
ness and standardization, and the balance between hesitation and moving for-
ward, show that the road for perfecting our modern grain market system is going
to very very long.

“Wind shall certainly break waves, so let us shake out sails to sail the
great seas. ” China’s modern grain market system has “grown up after 18 years”
of development. While reviewing the past, we should be grateful that the mil-
lennium of prosperity of socialism has created the magnificent achievements of
our modern grain markets; while looking into the future, we should not forget
our aspiration that the bright spring of the market economy will make a reality of
the great hopes of the explorers. Our task is arduous and our road will be long
and tortuous, but we firmly believe: “if the road is right, we shall never fear

¥
remoteness.
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