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Comparison of world and domestic grain market prices

China’s grain trade policymaking procedure

Until the economic reform that began in China in the 1980s, the central government held a
monopoly on foreign trade, with the Ministry of Foreign Economic Relations and Trade
(MOFERT) exercising control on its behalf and drawing up national import and export
plans. The specialised foreign trade corporations supervised by MOFERT handled import
and export business. Of these corporations, the Chinese National Cereals, Oils and
Foodstuffs Export and Import Corporation (COFCO) was in charge of grain trade.

Before the mid 1990s, the routine procedure of grain trade policymaking involved
several stages (Lu Feng 1997). First, the Overall Planning Division of the Grain Bureau in
the Ministry of Internal Trade (MIT) prepared a draft plan for grain trade, depending on
the situation of domestic grain supply and demand. MOFERT was consulted at this stage
about the situation of the world market.

Second, the draft plan was submitted to the State Planning Commission (SPC), which
was supposed to assess the plan’s feasibility from a macroeconomic perspective, focusing
mainly on the state budget and foreign exchange allocation.

Third, the SPC made a report on the preliminary plan to the working meeting of the
State Council, MIT and MOFERT for final examination and approval. Alternatively, the
plan could be discussed and a final decision made at the National Grain Work Conference,
usually held at the end of each year. It should be noted that, although the final decision was
usually made by the State Council, the Political Bureau of the Chinese Communist Party,
the most powerful decision making body in China, could intervene under special
circumstances.

Fourth, the State Council’s final decision was sent to MOFERT in the form of an
annual directive plan, which would then be transferred to COFCO for implementation.
The plan’s implementation was facilitated by bilateral agreements on grain trade, if any
had been made, and by the processes of investigating and calculating costs and selecting
potential sellers. When all of these had been carried out, the negotiation of transactions
would begin.

After the economic reform of the mid 1990s, however, this procedure was modified in
several respects. In order to break COFCO’s monopoly over grain trade, the government
introduced a quota allocation system under which other state-owned companies were
allowed to participate in grain trade. Meanwhile, aiming at better coordination between
domestic grain marketing and foreign grain trade, the State Council created Liang Fen, a
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new company owned jointly by the Ministry of Foreign Trade and Economic Cooperation
(MOFTEC) and the MIT. So far, however, little account has been given of the new
company’s role, which still seems quite limited, even today.

Moreover, in 1991, in order to stabilise the grain market by means of a grain reserve
policy, the central government established the National Grain Reserve Bureau. By the mid
1990s, the Bureau was actively involved in grain trade policymaking.

Furthermore, in 1994, China’s agent system of foreign trade was adapted to the trade
system. The state grain-trading companies began to act as trading agents for MIT and other
companies, which were required to pay export and import quota and charge fees
accordingly.

China’s grain trade in the 1990s

China’s grain has been traded under the system outlined above for several decades. Before
the economic reform of the late 1970s, however, under the high-level-of-self-sufficiency
system, grain trade was limited. After the economic reform, grain trade increased quickly.
In the years 1982, 1987 and 1989, China imported over 16 million tonnes of grain. Table 1
shows grain trade during the period 1953–99.

After the mid 1980s, China’s grain trade entered a transitional period. This period had
three striking features: first, there were drastic fluctuations in grain imports and exports;
second, China alternated between being a net grain importer and being a net exporter; and
third, trade shifted from the simple ‘exporting rice and importing wheat’ pattern to multi-
commodity trade. Corn exports increased rapidly, and in 1995 import policy was changed
from ‘only wheat’ to ‘wheat, rice and corn’. Grain exports plummeted to almost zero in
1995, while imports reached a record high of more than 20 million tonnes.

After 1995, the situation changed drastically, with imports decreasing and exports
increasing. In 1990, 1991, 1995 and 1996, China was a net grain importer, with net
imports especially high in 1995, at 18.67 million tonnes. Just two years previously, in
1993, China’s net grain export was 8.79 million tonnes. Later in the decade, in 1999,
China imported 3.39 million tonnes of grain and exported 7.38 million tonnes.

Many factors influence China’s grain trade: for example, relative price, transportation,
domestic supply and demand, storage and so on. Of these factors, relative price is the most
important. The next section compares domestic and world grain market prices.

Price comparison between domestic and world grain markets

In this paper, we use domestic wholesale prices to represent domestic prices and choose
two wholesale markets for each commodity, one located in the north and the other in the
south. The data come from the China Grain and Oil Food Information Net. For world
market prices, c.i.f. and f.o.b. prices are chosen for imports and exports respectively. We



Comparison of world and Chinese domestic grain market prices, Wu Laping, CEP02-4 5
© Asia Pacific Press 2002

Table 1 China’s grain trade, 1953–99 (10,000 tonnes)

Grain imports Grain exports Net grain
Year Total Wheat Imports Total Rice oybeans Maize imports

[1] [2] [3]=[2]/[1] [4] [5] [6] [7] [8]
1953 1.5 1.4 93.33 182.6 56.1 92.0 . -181.1
1954 3.0 2.7 90.00 171.1 54.0 90.7 . -168.1
1955 18.2 2.2 12.09 223.3 70.0 105.8 . -205.1
1956 14.9 2.3 15.44 265.1 107.7 112.4 . -250.2
1957 16.7 5.0 29.94 209.3 52.9 114.1 . -192.6
1958 22.4 14.8 66.07 288.3 139.7 122.4 . -265.9
1959 0.2 .. .. 415.8 177.4 172.7 . -415.6
1960 6.6 3.9 59.09 272.0 107.2 111.1 . -265.4
1961 581.0 388.2 66.82 135.5 42.8 40.9 . 445.5
1962 492.3 353.6 71.83 103.9 45.8 25.9 . 388.4
1963 595.2 558.8 93.88 149.0 68.5 40.9 . 446.2
1964 657.0 536.9 81.72 182.1 76.2 59.0 . 474.9
1965 640.5 607.3 94.82 241.6 98.5 65.3 . 398.9
1966 643.8 621.4 96.52 285.5 148.7 65.1 . 358.3
1967 470.2 439.5 93.47 299.4 157.7 67.0 . 170.8
1968 459.6 445.1 96.85 260.1 129.9 68.8 . 199.5
1969 378.6 374.0 98.78 223.8 117.9 59.5 . 154.8
1970 536.0 530.2 98.92 211.9 128.0 47.0 . 324.1
1971 317.3 302.2 95.24 264.8 129.2 58.8 . 52.5
1972 457.6 433.4 94.71 292.6 142.6 41.2 . 165.0
1973 812.8 629.9 77.50 389.3 263.1 40.0 . 423.5
1974 812.1 538.3 66.28 364.4 206.1 47.1 . 447.7
1975 375.5 349.1 92.97 280.6 163.0 40.5 . 94.9
1976 236.7 202.2 85.42 176.5 87.6 20.0 . 60.2
1977 734.5 687.6 93.61 165.7 103.3 13.0 . 568.8
1978 883.3 766.7 86.80 187.7 143.5 11.3 . 695.6
1979 1235.5 871.0 70.50 165.1 105.3 30.6 . 1070.4
1980 1342.9 1097.2 81.70 161.8 111.6 11.3 . 1181.1
1981 1481.2 1307.1 88.25 126.1 58.3 13.6 . 1355.1
1982 1611.7 1353.4 83.97 125.1 45.7 12.7 . 1486.6
1983 1343.5 1101.9 82.02 196.3 56.6 33.4 . 1147.2
1984 1064.5 1000.0 93.94 344.0 118.9 83.4 91.1 720.5
1985 617.1 563.2 91.27 888.0 101.9 115.1 595.7 -270.9
1986 728.2 575.4 79.02 909.5 95.7 130.1 570.6 -181.3
1987 1627.8 1334.1 81.96 718.7 98.9 171.4 384.7 909.1
1988 1478.8 1391.0 94.06 654.2 70.5 145.9 352.2 824.6
1989 1640.3 1470.3 89.64 622.1 33.9 117.1 349.7 1018.2
1990 1356.4 1233.5 90.94 543.4 30.3 91.0 288.7 813.0
1991 1398.3 1282.5 91.72 1066.0 69.2 106.5 748.7 332.3
1992 1156.9 1034.0 89.38 1445.1 120.4 84.5 1043.5 -288.2
1993 733.0 642.4 87.64 1611.9 170.9 34.5 1178.6 -878.9
1994 920.0 730.0 79.35 1346.0 152.0 83.0 205.0 -426.0
1995 2081.0 1159.0 55.69 214.0 5.0 38.0 12.3 1867.0
1996 1223.0 825.0 67.46 198.0 27.0 19.0 16.0 1025.0
1997 417.0 186.0 44.60 834.0 94.0 19.0 662.0 -417.0
1998 388.0 149.0 38.40 889.0 374.0 17.0 469.0 -501.0
1999 339.0 45.0 0.13 738.0 271.0 20.0 431.0 -399.0

Source: Various issues of China’s Foreign Economy and Trade Yearbook and China tatistical
Yearbook, China tatistical Publishing House, Beijing.
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use c.i.f. and f.o.b. data rather than data from China Customs here because we are not
concerned with donated or other non-traded grain, which the China Customs data include.
The c.i.f. and f.i.b. prices are calculated by traded grain volume and related value, and
converted to renminbi (RMB) according to official exchange rates. Trade volume and
value are obtained from the Information Center of the Ministry of Agriculture. Price
comparisons and analyses for rice, wheat, corn, soybeans and peanut oil follow.

Rice

For rice, the selected domestic wholesale markets are Heilongjiang Grain and Oil
Wholesale Market (in the north) and Hunan Grain Wholesale Market (in the south). From
1996 to 2000 rice was basically exported in net terms, except for several months in 1996
and 1997 (Figure 1).

Figure 2 shows that c.i.f. prices increased from 3000 yuan per tonne in 1996 to 4000
yuan per tonne in 1998, then remained at that level until the end of 2000. On the other
hand, f.o.b. prices decreased between 1996 and 2000.

Figure 2 also shows that the domestic wholesale prices, in both northern and southern
areas, follow the same trend as f.o.b. prices. This means that differences between domestic
wholesale and f.o.b. prices will also show the same trend. The price differences are
illustrated in Figure 3.

Figure 1 Quantity of Chinese rice imports and exports, 1996–2000
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Figure 2 Rice prices, c.i.f., f.o.b. and domestic wholesale, 1996–2000
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Figure 3 Differences between domestic wholesale and f.o.b. rice prices, 1996–2000
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Because China has been a net exporter of rice for the last three years, in terms of price
differences between domestic and world markets, we only compare domestic and f.o.b.
prices. Differences between domestic and f.o.b. prices underwent significant cyclical
fluctuation during the period 1996–2000 (Figure 3). After mid 1997, the differences
fluctuate around zero, with a range of 500 yuan per tonne.

Relationships between relative prices and trade quantities do not follow the
fundamental rule that higher f.o.b. prices lead to more exports. For the months when
domestic wholesale prices were lower than f.o.b. prices, in the early parts of 1998, 1999
and 2000 for example, rice exports were not higher than in other months. Similarly, when
domestic wholesale prices were higher than f.o.b. prices, for example, in September 1998,
September 1999 and September 2000, rice exports were higher than in other months.

These results reveal that China’s rice trade is influenced mainly by non-price factors.
Empirically speaking, domestic grain output, storage and exchanges are all very important
factors.

Wheat

Henan is the biggest wheat-producing province, so one of the sample wholesale markets
selected in this paper is Zhengzhou Grain Wholesale Market, located in Henan province,
central China. The other, in the south, is Hubei Grain Wholesale Market. China has been a
net importer of wheat for many years, though imports have decreased in recent years
(Figure 4 and Table 1). We therefore analyse c.i.f. prices only.
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Figure 4 Quantity of Chinese imports and exports of wheat, 1996–2000
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Figure 5 Wheat prices, c.i.f. and domestic wholesale, 1996–2000
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Domestic wheat wholesale prices and c.i.f. prices from 1996 to 2000 are shown in
Figure 5. Generally speaking, from 1996 to 2000, c.i.f. prices were higher than domestic
wholesale prices in both northern and southern areas. From 1999 to mid 2000, differences
between c.i.f. and domestic prices increased. Import quantities, however, did not change
accordingly. After mid 2000, with increases in domestic wholesale prices and decreases in
c.i.f. prices, the differences between c.i.f. and domestic prices became smaller. Import
quantities, however, remained constant. This also suggests that relative prices are not a key
factor in the import of wheat. In fact, such factors as domestic supply and demand, wheat
storage, and variety adjustment are the most important factors. Since China has had good
wheat harvests in recent years, wheat supply and storage are sufficient, and imported
wheat is mainly of the high-quality variety used in the processing industry.

Corn

Corn is produced mainly in northeastern areas, including Jilin, Heilongjiang and Liaoning.
For domestic prices, we take the data from Heilongjiang Grain and Oil Wholesale Market
in the north and Hubei Grain Wholesale Market in the south. China’s corn imports from
1996 to 2000 were very small. In 1996, corn exports were also very small—only about 150

Note: ome c.i.f. price data were not collected and so are not displayed here.
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thousand tonnes. Corn exports increased sharply in 1997, and had reached 1,209 thousand
tonnes by December 1999. Meanwhile, imports amounted to just 180 tonnes. After
decreasing during most of 1998 and 1999, corn exports again began to increase at the end
of 1999. These trends are illustrated in Figure 6.

Figure 7 shows price changes from 1997 to 2000. Since 1997, China has been a net
corn exporter, thus this paper does not take c.i.f. prices into account. In general, f.o.b. and
domestic wholesale prices all decreased between 1997 and 2000, the former from 1,450
yuan per tonne at the beginning of 1997 to about 800 yuan per tonne at the end of 2000.
Heilongjiang wholesale prices were lower than Hubei wholesale prices but showed the
same trend, the only exception being in 2000.

With respect to differences between domestic and f.o.b. prices (Figure 8),
Heilongjiang wholesale prices were lower than f.o.b. prices before October 1997. This
induced an increase in corn exports, since Heilongjiang and other northeastern provinces
are major corn producers.

In the second half of 1997, domestic wholesale prices exceeded f.o.b. prices in both
southern and northern areas. Up until the end of 2000, domestic wholesale prices were
generally higher than f.o.b. prices. In August 1998, the differences reached about 500 yuan
per tonne in southern areas and 400 yuan per tonne in northern areas.
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Figure 6 Quantity of Chinese imports and exports of corn, 1996–2000
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Figure 7 Corn prices, f.o.b. and domestic wholesale, 1996–2001
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Figure 8 Differences between domestic wholesale and f.o.b. corn prices,  1997–2001
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Soybeans

Soybeans are produced mainly in Heilongjiang and other northern provinces. Here for
domestic prices in the north we use data from Heilongjiang Grain and Oil Wholesale
Market. For prices in the south, we use data from Fujian Grain Wholesale Market. Figure
9 shows China’s soybean trade from 1996 to 2000. Net imports of soybeans increased
steadily from the beginning of 1996 to mid 2000, then decreased.

Figure 10 shows the price changes. Generally speaking, c.i.f. prices were lower than
f.o.b. prices, while domestic wholesale prices were higher than c.i.f. prices but lower than
f.o.b. prices. Heilongjiang is one of China’s major soybean-producing provinces, so
Heilongjiang wholesale prices were lower than Fujian wholesale prices.

It can be concluded that low c.i.f. prices caused increased imports of soybeans, a
reflection of price rule. In 2000, domestic wholesale prices, especially in the major
producing province Heilongjiang, tended to level and then increase along with c.i.f. prices.
Imports, therefore, began to decrease after August 2000. This shows that relative price is
the main factor influencing soybean imports. Figures 10 and 11 show that price levels and
differences between c.i.f. and domestic wholesale prices tended to decrease over the
period 1996–2000.

Figure 9 Quantity of Chinese soybean imports and exports, 1996–2000
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Figure 10 Soybean prices, f.o.b., c.i.f. and domestic wholesale, 1996–2000
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Figure 11 Differences between c.i.f. and domestic wholesale soybean prices, 1996–2000
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With market reform, domestic Chinese and world markets will gradually become
integrated and domestic and world prices will grow closer to each other. Hence, it can be
expected that, in the future, soybean imports will increase.

Conclusion

Our analysis shows that, in the 1990s, China made great progress in its reform of the trade
system. The state monopoly was gradually broken, a trade agent system was introduced
and more companies were allowed to take part in the grain trade. There was a shift from
‘production decides trade’—that is, ‘production-oriented trade’—to ‘trade decides
production’, that is, market-oriented production.

Further, c.i.f. prices for wheat were higher than domestic wholesale prices in both
northern and southern areas, while f.o.b. prices for corn and c.i.f. prices for soybeans were
lower than domestic prices, and c.i.f. prices for rice were higher than domestic prices. For
rice, however, f.o.b. prices were unstable, though in most months they were higher than
domestic wholesale prices.

Finally, for rice and wheat, prices and quantities do not show the normal
relationship—that is, high f.o.b. prices do not induce high exports. This shows that the
grain trade is influenced by many other factors, such as domestic supply and demand,
transportation, grain variety and so on.
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