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China’s grain marketing reform: a case study of Zhejiang,
Jiangsu and Guangdong provinces

Grain issues figure significantly in the formation of China’s agricultural policy and
therefore attract tremendous attention both within and outside China. On the one hand, as
a country that produces and consumes enormous amounts of grain, by carrying out grain
marketing reforms China can make a great impact both on domestic grain production and
marketing and on grain prices in the international market. On the other hand, studies of
China’s grain marketing reforms at different stages of its agricultural development and
under different macroeconomic conditions can serve as valuable references for other
transition economies engaged in the formation of agricultural policy.

Since 1978, China has made two attempts at grain marketing reform. The first attempt
involved the introduction in 1985 of the ‘state contract procurement’ system to replace the
traditional ‘unified procurement’ system, and the second the introduction in 1993 of the
‘fixing-the-quantity-and-freeing-the-price’ system to replace the ‘state contract
procurement’ system. These attempts failed, however, and the original systems they had
been intended to reform were soon re-adopted. Indeed, since 1994 the state has actually
intensified its intervention in grain marketing, for example by introducing ‘governors’
grain responsibility’ in 1994 and ‘three policies and one reform’ in 1998.

Although views on China’s grain policies since the mid 1990s vary widely, it is
generally accepted that the changes in agricultural production and in the supply and
demand of grain in China that took place after 1996 marked the beginning of a new stage
of agricultural development in the country. This new stage of development is defined by
the shift from a concern with quantitative increase to a concern with qualitative
improvement and crop variation.

In 2000, the Chinese government decided to experiment with the liberalisation of
grain marketing in several economically developed coastal areas, including Zhejiang,
Guangdong and Jiangsu provinces. This paper discusses this latest reform and attempts to
determine the differences between it and the previous two reforms; its substance; and its
future.

Background to reform

A grasp of the main features of the background to China’s latest grain marketing reform
will not only help us understand the differences between it and the previous two reforms
but also enable us to predict its future.
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Fundamental changes in the pattern of grain supply and demand

Since the mid 1990s, China’s grain supply capacity has increased greatly, with production
increasing steadily throughout this period and reaching 500 million tonnes in 1999 (Figure
1). On the one hand, this increase can be attributed to a series of measures taken by the
Chinese government to boost agriculture, especially grain production, as part of a process
of strengthening macroeconomic management. These measures included the extension and
stabilisation of land contracts for farmers, the doubling of grain procurement prices, and
the provision to farmers of better varieties of grain and more advanced cultivation
technology. On the other hand, improvements in the conditions of agricultural production
have greatly increased the sector’s capacity to resist natural disasters. For example, neither
the floods in the areas of Changjiang River and Songhuajiang River in 1998 nor the
drought in the areas of northern China in 1999 caused a significant decline in grain
production. Accordingly, fluctuation in total grain production has declined over the long
term.

In terms of demand for grain, China’s total consumption has increased at 2 per cent
per annum, but, because total production has exceeded total consumption, grain stocks
have steadily increased (Table 1). This constant surplus has been the main characteristic of
China’s grain market since the mid 1990s.

In terms of the structure of consumption, the increase in total grain consumption was
due mainly to an increase in consumption for feed and industrial use. This reflects
structural changes in the food consumption of urban and rural residents, which can be
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related to the increase in per capita income. In 2000, the Engle index for Chinese urban
and rural residents was 39.2 per cent and 50.1 per cent respectively, down 15 and 8.7
percentage points from 1990. During the period 1999–2000, annual per capita direct grain
consumption for urban residents decreased from 130.7 kilograms to 82.3 kilograms, a
decline of 37.2 per cent. Meanwhile, annual per capita pork consumption decreased from
18.5 kilograms to 16.7 kilograms, a decline of 10.8 per cent. During the same period, per
capita direct grain consumption for rural residents also decreased.

In contrast, urban residents’ per capita consumption of poultry, eggs and aquatic
products increased (Table 2). Because urban and rural residents shifted their demand for
animal products from pork to poultry, eggs and aquatic products, which have a higher
feed-to-meat conversion ratio, the growth of indirect grain consumption would also have
slowed.

Table 1 China’s grain balance, 1996–2000 (10,000 tonnes)

Year 1996 1997 1998 1999 2000
Total supply 51,654 50,122 51,938 51,610 47,607

Production 50,454 49,417 51,230 50,839 46,250
Import 1,200 705 708 771 1,357

Total consumption 46,806 47,832 48,912 49,526 50,987
Food 26,926 26,950 27,084 27,196 27,305
Feed 12,723 12,985 13,504 13,910 14,466
Seed 1,152 1,152 1,137 1,067 1,063
Industrial use 3,279 3,379 3,683 4,015 4,376
Loss 2,583 2,506 2,597 2,581 2,378
Export 144 859 906 758 1,400

Year-end stock change 4,848 2,290 3,026 2,084 -3,380

Source: Information Centre, Chinese Ministry of Agriculture.

Table 2 Changes in urban and rural food consumption in China (kg/person/year)

Urban residents Rural residents
1990 2000 1990 2000

Grain 130.7 82.3 262.1 249.5
Pork 18.5 16.7 11.3 14.4
Beef and lamb 3.3 3.3 .. ..
Poultry 3.4 7.4 1.3 2.8
Eggs and egg products 7.25 11.9 2.4 4.8
Aquatic products 7.69 11.7 2.1 3.9

Note: The figure for rural residents’ pork consumption includes beef and lamb.
Source: Information Centre, Chinese Ministry of Agriculture.
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It is estimated that China’s state-owned grain enterprises currently have 260–70
million tonnes of grain in storage, while farmers’ surplus grain in stock totals 220–30
million tonnes. These 500 million tonnes of grain in storage are roughly equal to China’s
total yearly output of grain. When the factors of supply, demand and storage are thus taken
into account, it becomes clear that a fundamental change in the situation of excess supply
of grain is not likely in the near future.

Increasing farmers’ income is the primary goal of agricultural policy

One of the outstanding features of China’s agricultural development since the mid 1990s
has been a decline in the growth rate of farmers’ income, and this in spite of the
remarkable increase in agricultural production. In 1996, the growth rate of farmers’ per
capita net income was 9 per cent. Since then it has declined, dropping to 2.1 per cent in
2000. This decline has led to an increase in the difference between the incomes of urban
residents and those of rural residents, from 2.5:1 in 1996 to 2.8:1 in 2000, the highest it
has been since economic reform began. At the same time, this increase and the increase in
the difference among the incomes of farmers in different areas are not conducive to
stimulation of domestic demand or to rural social stability. To solve this problem, in 2000,
the Chinese government adopted a policy of adjustment and optimisation of the structure
of the agricultural sector according to the principle of comparative advantage.

This policy of adjustment and optimisation called for reduced production of non-
saleable grain varieties, increased production of high-quality grain varieties, and resolution
of the contradiction between variety and quality in the grain supply and demand structure.
The policy’s primary goal of course is to raise the price of grain and thus create the
conditions for an increase in farmers’ incomes.

It is estimated that about 100 million tonnes of China’s total grain output of 500
million tonnes are low-quality grain varieties (mainly the early-season indica rice and
winter wheat produced in the south, and the corn and spring wheat produced in the
northeast). These low-quality grains are often very hard to sell and can therefore lead to
overstocking and a reduction in farmers’ income from grain production. In 1999, the
average income for all farmer households increased by 48 yuan. The average income for
purely agricultural farmer households, however, accounting for 68 per cent of all farmer
households, together with the average income for other farmer households engaged mainly
in agricultural production, decreased by 13 yuan.

In response to this situation the Chinese government decided to drop certain crops
from the protection price procurement in 2000. The crops dropped were the spring wheat
produced in Heilongjiang, Jilin, Liaoning, eastern Inner Mongolia, northern Hebei, and
northern Shanxi, the early-season indica rice and wheat produced in the south, and corn. In
line with market supply and demand, and depending on quality, season and region, grain
price differences were increased in order to facilitate the structural adjustment and
optimisation of grain production.
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Adjustment and optimisation of the regional distribution of agricultural production
require rational restructuring on the basis of regional comparative advantage and market
information. With economic development, the eastern coastal areas, the suburbs of large
and medium-sized cities, and the central and western areas have gradually acquired their
own potential comparative advantages. Thus, the economically developed eastern coastal
areas and the suburbs of large and medium-sized cities have comparative advantage in the
production of highly valued cash crops, such as vegetables, fruits, flowers and other
horticultural products, while the central and western areas have comparative advantage in
grain production. The existing grain procurement system restricts the different regions to
basing their production on their respective comparative advantages. Hence, encouraging
the economically developed eastern coastal areas to develop highly efficient and export-
oriented forms of agriculture by reforming current grain policy can provide market space
for the main grain-producing areas to produce according to comparative advantage. As a
result, the main grain-producing areas will be able to increase efficiency by developing
grain-processing industries based on optimal crop varieties and increased crop quality.

Thus, adjustment and optimisation of regional distribution of agricultural production
require the elimination of government intervention in grain production and marketing, and
the transformation of each region’s potential comparative advantage into real comparative
advantage, utilising regional resource endowments.

The macroeconomic conditions are favourable for deepening grain marketing reform

Consecutive bumper grain harvests and market surpluses form the background to both the
current grain marketing reform and the previous two grain marketing reforms. Since the
mid 1990s, however, there has been a continuous surplus of all agricultural products. This
is a different situation to that in which the previous two grain marketing reforms took
place. Because there is a positive relationship between grain market price and the general
price level, the low grain market price is one of the main factors in the negative figure of
the general price index.

In terms of economic growth and inflation, the background to the current reform is
very different to the background to the two previous reforms. At the time of the two
previous reforms, although the inflation rate was low, at around 2–4 per cent, the
economic growth rate was high, with the GDP growth rate averaging above 10 per cent.
After the implementation of the reforms, the combination of fast economic growth and
increased prices on agricultural products brought about extreme inflation.

The current grain marketing reform, on the contrary, has been implemented in a
situation of deflation. Since the mid 1990s, China’s economic growth rate has declined,
dropping from 10.5 per cent in 1995 to 7.1 per cent in 1999. The slowing of economic
growth led to a decline in the growth rate of urban and rural residents’ income and a
decrease in domestic demand. Hence, from 1996 to 1999, a period of overall surplus of
agricultural products, the general price level declined, leading to deflation for the first time
since the economic reform. In 2000, although both grain-sowing area and grain output
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greatly declined, the market price of grain experienced no corresponding increase. This is
another feature of the background to the current reform that differs from the background to
the two previous reforms.

The changing trade environment poses challenges to the current grain marketing system

Since the beginning of economic reform, the patterns of China’s domestic grain production
and trade have changed greatly. The centre of grain production and supply has gradually
shifted toward the central and northern areas, while the eastern coastal areas and the
western areas, which were net grain outflow regions in the past, have gradually become
net grain inflow regions (Wang Dewen 2000a).

In terms of regional grain flows, south China accounted for the largest share of the
national total net grain inflows, with the net grain inflow into the region increasing from
14.5 per cent of the national total in 1989 to 20.9 per cent in 1994. Meanwhile, the main
net grain outflow regions shifted from the northeast and the east to the northeast and the
north. Net grain outflow from east China has declined from 29.2 per cent of the national
total in 1989 to 3 per cent in 1994 (Table 3).

Table 3 Direction of regional grain flows, 1989–94 (per cent)

Regions 1989 1990 1991 1992 1993 1994
Grain inflow 100.0 100.0 100.0 100.0 100.0 100.0

Northeast 11.7 14.6 11.2 10.5 9.8 12.9
North 26.7 32.1 24.5 28.2 13.6 15.6
East 23.1 22.7 39.9 31.2 36.1 36.1
South 16.0 13.7 13.0 17.2 25.4 23.1
Northwest 5.5 6.7 3.4 3.5 3.1 2.8
Southwest 17.1 10.2 8.0 9.3 12.0 9.4

Grain outflow 100.0 100.0 100.0 100.0 100.0 100.0
Northeast 18.0 22.2 27.0 21.8 19.3 20.9
North 18.8 21.8 17.4 21.3 26.7 31.0
East 52.3 41.8 38.0 43.6 46.2 39.1
South 1.6 1.9 5.2 2.3 2.1 2.2
Northwest 4.8 6.0 8.5 6.8 4.5 5.5
Southwest 4.6 6.3 3.9 4.3 1.2 1.2

Net inflow
Northeast -6.3 -7.6 -15.8 -11.2 -9.6 -8.0
North 7.8 10.4 7.1 6.9 -13.1 -15.4
East -29.2 -19.1 1.8 -12.4 -10.1 -3.0
South 14.5 11.9 7.8 15.0 23.3 20.9
Northwest 0.7 0.7 -5.1 -3.3 -1.3 -2.7
Southwest 12.5 3.9 4.1 5.0 10.8 8.2

Note: Inflow and outflow figures do not include international imports and exports; data after 1994
are not available.
Source: State Statistical Bureau,  1991–94. Zhongguo Shangye Nianjian 1990–93 [China
Commerce Yearbook 1990–93], Zhongguo Shangye Chubanshe, Beijing; and  State Statistical
Bureau, 1995–98. Zhongguo Guonei Maoyi Nianjian 1994–97 [China Domestic Trade Yearbook
1994–97], Zhongguo Guonei Maoyi Chubanshe, Beijing.
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Changes in agricultural production and trade in China make necessary the breaking
down of the regional grain trade blockade, the strengthening of the market linkage
between the main grain production regions and the main grain sale regions, and the
development of a unified national grain market. Although the government has
strengthened its intervention in grain marketing since the mid 1990s, integration among
regional grain markets has also increased. At the same time, more non-state enterprises
and private and individual grain dealers have begun to participate in the grain trade. This
has not only broken the state monopoly and increased competition and efficiency in grain
marketing, but also made existing government grain marketing policy ineffective.

With its accession to the World Trade Organization (WTO), China will face a new
international trade environment, which will present further challenges to the existing grain
marketing system. According to the China–US bilateral trade agreement, after accession to
the WTO, China will reduce the average import tariff rate on agricultural products from 22
per cent to 17.5 per cent, adopt a tariff rate quota (TRQ) system to manage imports of
grain, cotton, edible vegetable oil and other staple agricultural products, and allow private
enterprises to participate in TRQ allocation and the trade of agricultural products subject
to TRQ management. The changes in the policy and regime of agricultural products trade
will stimulate an increase in imports of grain and other agricultural products, and present
great challenges to the existing domestic agricultural policy and regime.

As the government’s capacity to control imports diminishes, current agricultural
policies, including pricing policy, marketing policy, production policy and grain reserve
policy, will gradually lose their effectiveness (Hunter et al. 2000). The participation of
private enterprises will greatly reduce government intervention in grain and cotton
production and in marketing via administrative orders. The government’s capacity to
support processing enterprises through control of grain and cotton distribution will also
diminish. All of this makes necessary the changes involved in grain marketing reform.

Substance of the reform scheme and policy targets

Having reduced price protection for grain in 2000, the Chinese government decided to
conduct a pilot experiment in grain purchase and marketing reform in Zhejiang province in
early 2001. The same reform would be implemented in Guangdong, Jiangsu, Shanghai,
Hainan, Fujian, Beijing and Tianjin in late 2001. This paper focuses on Zhejiang,
Guangdong and Jiangsu provinces.

Grain production and marketing in the experimental provinces

There were several main reasons to conduct the pilot experiment in grain marketing
reform in the coastal economically developed areas. First, because they are economically
developed and because agriculture makes up only a small part of their economies, they are
well positioned to implement the reform. Zhejiang and Jiangsu are located in the Yangzi
River delta and Guangdong is located in the Zhujiang delta, both economically developed
areas. Since the beginning of economic reform, these three provinces have been at the
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forefront of reform and growth in China. With industrialisation, particularly the
development of township and village enterprises (TVEs), urbanisation in the provinces has
accelerated. As a result, the shares of agriculture and rural employment in their economies
have changed significantly.

As Table 4 shows per capita GDP and farmers’ per capita net income in Zhejiang,
Jiangsu and Guangdong in 1999 were 2–3 times higher than in the main grain-producing
provinces in central China. Agriculture accounted for around 12 per cent of GDP and
agricultural employment for around 41 per cent of total employment in the three
provinces, 10 and 13 percentage points lower than in the main grain-producing provinces
respectively.

The second main reason to conduct the pilot experiment in grain marketing reform in
these provinces is that they have no comparative advantage in grain production. Per capita
farmland in Zhejiang, Jiangsu and Guangdong is less than in both the main grain-
producing provinces and also less than the national average (Table 5). The recent rapid
economic development and opening up to the outside world have generated many non-
agricultural employment opportunities and also brought about a rise in labour costs. As a
result, the pattern of agricultural planting has changed from three harvests a year to two or
one a year.

In Zhejiang and Guangdong, rice is the main crop, accounting for more than 80 per
cent of total grain output. Jiangsu produces both rice and wheat, accounting for 50 per cent
and 30 per cent of the total grain output respectively. The three provinces’ combined rice
output accounts for around 25 per cent of China’s total rice output, while their combined
wheat output accounts for around 10 per cent of the country’s total wheat output.

Table 4 Comparison of main economic indicators for experimental provinces and main
grain-producing provinces in 1999

Province Per capita Share of Share of Farmers'
GDP agriculture agriculture per capita

in GDP in employment net income
(yuan) (%) (%) (yuan)

Zhejiang 12,037 11.8 40.6 3,948
Jiangsu 10,665 13.0 42.5 3,495
Guangdong 11,728 12.1 41.2 3,629

Heilongjiang 7,660 13.0 48.4 2,166
Jiangxi 4,661 23.7 55.2 2,129
Hunan 5,105 23.4 60.4 2,127

National average 6,503 17.7 50.1 2,210

Source: State Statistical Bureau, 2000. Zhongguo Tongji Nianjian 2000 [China Statistical
Yearbook 2000], Zhongguo Tongji Chubanshe, Beijing.
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The third main reason to conduct the pilot experiment in grain marketing reform in
these provinces is that most of them are grain-deficit provinces. Opening grain markets
will facilitate inter-province grain trade. In the planned grain transfer period, Zhejiang,
Jiangsu and Guangdong were transfer-out provinces, especially for rice. With structural
changes in agriculture and a decrease in grain-producing areas, however, Zhejiang and
Guangdong have become net grain importing provinces. Grain supply and demand in
Jiangsu remain balanced.

Zhejiang’s annual grain consumption comes to around 16 million tonnes, including 11
million tonnes of food grain (including seeds) and 5 million tonnes of feed grain.
Meanwhile, the province’s annual grain production is around 14 million tonnes, thus it
experiences an annual deficit of around 2 million tonnes of grain. Zhejiang’s grain
purchase is only 10 per cent of the total commodity grain. Around 90 per cent of
commodity grain is imported from Jiangxi, Anhui, Heilongjiang and other provinces.

Guangdong’s annual grain consumption is around 34 million tonnes, while its annual
grain production is around 18 million tonnes, and thus it experiences an annual deficit of
15 million tonnes. The province’s grain purchase is 20 per cent of the total commodity
grain. 80 per cent of commodity grain is imported from Hunan, Hubei, Jiangxi,
Heilongjiang and other provinces.

The fourth main reason to conduct the pilot experiment in grain marketing reform in
these provinces is that the grain market system is relatively well established in them.
Zhejiang has set up grain purchase and storage companies at province, city and county
levels, and these companies have purchased more than 65 per cent of the total grain
purchased. Grain traded through wholesale markets accounted for 50 per cent of the total
quantity of grain inflows.

Table 5 Comparison of main agricultural indicators for experimental provinces and main
grain production provinces in 1999

Province Rural per capita land Total grain output Share of total grain output (%)
(mu/person) (10 000 tonnes) Rice Wheat Corn

Zhejiang 0.92 1,393 81.3 5.2 0.1
Jiangsu 1.27 3,559 54.4 30.1 2.1
Guangdong 0.89 1,967 82.1 0.2 0.6

Heilongjiang 8.44 3,075 30.7 9.2 9.6
Jiangxi 1.33 1,733 93.5 0.6 0.1
Hunan 1.14 2,725 86.6 0.8 1.0

National 2.07 50,839 39 22.4 25.2

Note: 1 mu = 0.0667 hectares = 0.1647 acres
Source: State Statistical Bureau, 2000. Zhongguo Tongji Nianjian 2000 [China Statistical Yearbook
2000], Zhongguo Tongji Chubanshe, Beijing.
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Jiangsu has also established various grain markets and diversified grain marketing
channels. At the end of 2000, more than 90 special and comprehensive grain markets had
been established, and more than 4500 grain enterprises had begun trading. In Guangdong,
since 1998, the grain reserve system and grain risk fund system at province, city and
county levels have been greatly improved. At present, Guangdong’s grain reserve stands at
more than 2 million tonnes, while grain risk funds have reached 1.4 billion yuan. The total
capacity of grain storage has increased to more than 6 million tonnes, and there are more
than 40 grain and edible-oil wholesale markets and 8000 state-owned grain and retail food
shops spread across the province.

Substance of the reform

The current grain marketing reform has three basic aspects. First, it eliminates the grain
quota purchase task. The mandatory grain production plan and grain quota purchase plan
were replaced with guiding plans, whereby farmers have the right to make their own
production decisions and are encouraged to adapt agricultural structure to market demand,
to make their agricultural practice more efficient and to develop production for foreign
exchange.

Second, it frees grain purchase and sale prices. Grain purchase and sale prices are
determined by market supply and demand, with grain producers and grain operators free to
buy and sell grain at market prices and responsible for their own profits and losses. To
reduce fluctuation of market price and protect farmer’s interests, when market prices are
too low, the government will use protection prices to purchase grain to increase grain
reserves and thus prevent extreme drops in price. When market prices are too high, the
government will sell grain reserves to increase grain supply in order to maintain market
stability and protect consumers’ interest. Specialised and large-scale grain-producing
farmer households that encounter difficulties in adjusting their planting patterns will
receive government subsidies.

Third, it liberalises grain market operation. Restrictions on participation in grain
marketing are eliminated, and various ownership types, operation channels and operation
forms are allowed to be introduced into grain purchase, operation and sale in order to
establish a grain marketing system with many players. The grain market is open to other
provinces and grain processing enterprises, and grain marketing enterprises are encouraged
to establish grain supply bases in the main grain production provinces in order to balance
grain production and grain trade.To guarantee the smooth implementation and success of
the reform, Zhejiang, Jiangsu and Guangdong provinces have also implemented a series of
complementary policy measures. The first of these protects basic farmland while
encouraging farmers to adjust agricultural structure. It strictly prohibits the conversion of
basic farmland for non-agricultural purposes, except for key state construction projects.
Investments in agricultural infrastructure construction, low and middle-yield farmland
transformation, and beach and wasteland development are to be increased in order to
improve agricultural conditions and increase overall production.
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The second policy measure establishes and maintains a local grain reserve system in
order to increase the capacity of local governments to adjust and manage grain markets.
The central government requires that the scale of the grain reserve guarantee three months’
grain supply to the commodity grain population in the grain production areas and six
months’ supply in the grain sale areas. In accordance with this standard, the three
provinces checked and ratified the scale of their grain reserves, adjusted grain reserve
structure and distribution, facilitated the construction of local grain reserve facilities, and
improved grain reserve management. Governments entrust state-owned grain purchase and
sale enterprises with rotating local grain reserves by contract in the main grain production
areas and specialised grain production households.

The third policy measure improves the grain risk fund system. Grain risk funds are
determined according to the scale of the grain reserve and used for grain reserve fees,
interest, and the disposal of old grain stock.

The fourth policy measure improves the supply and management of grain purchase
funds. For the purchase of grain reserves, the agricultural development banks provide
purchase funds at the right time. In order to facilitate the operations of the state-owned
grain purchase and sale enterprises, the agricultural development banks are to provide
funds in accordance with the principle of ‘loans dependent on sales and efficiency’.

The fifth policy measure accelerates reform of state-owned grain enterprises. The
relationship between grain administration departments and grain enterprises is clarified,
and government and enterprises are separated. The enterprises are still supported by the
government, but they formulate their own operational business policies and are
encouraged to set up joint grain production, processing and sale operations with collective
enterprises and individual farmers in order to reduce market risks.

The sixth policy measure improves grain market management, accelerates creation of
grain markets, stipulates and refines grain trading rules, and improves market services.

Policy targets

China’s agricultural sector has entered a new stage whose new situations and issues make
necessary the current grain marketing reform. The policy targets of the reform can be
summarised as follows.

The first is to realise overall grain marketisation. In its degree of marketisation, the
current reform is fundamentally different to the previous two reforms. The 1985 ‘state
contract procurement’ reform was designed to allow the state to adjust supply and demand
of grain by making grain purchase and sale contracts with farmers. But grain purchase and
sale prices and grain sale markets were not liberalised, and the state-owned grain
enterprises held a monopoly in the business. The 1993 ‘fixing-the-quantity-and-freeing-
the-price’ reform was designed to free grain purchase and sale prices by fixing the size of
the grain purchase quota. Although the 1993 reform liberalised the grain sale markets, the
grain purchase quota remained fixed.
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Unlike the previous two reforms, the current reform not only eliminates the mandatory
grain purchase quota plan and restrictions on grain marketing operators but also totally
liberalises grain markets and grain prices. As a result, farmers can make their own
decisions about agricultural production, and grain operators with different types of
ownership can participate and compete in grain marketing. In addition, the state adjusts
grain market supply and demand by adjusting grain reserves. The current reform therefore
conforms with international practice and WTO regulations.

The second policy target is to base production on regional comparative advantage and
increase farmers’ income. The mandatory grain purchase quota and monopolistic grain
purchase policies not only led to inefficient resource allocation but also discouraged
market development and the smoothing of market fluctuation (Wang Dewen 2000b). The
elimination of the grain purchase quota and the liberalisation of grain marketing and prices
make it possible for each region to base specialised agricultural production on its own
resource endowments and comparative advantages. The eastern coastal areas can focus on
the production of vegetables, fruits, flowers and other horticultural products, and the
processing of agricultural products, in which they have a comparative advantage. By doing
so, they can also vacate market space that would be better occupied by the central and
western grain production areas, who would be able to increase production. Grain
marketing liberalisation also leads to an increase in rural employment opportunities as
more rural labour comes to participate in grain marketing. In addition, liberalisation will
increase regional grain trade, make resource allocation more efficient and raise farmers’
income.

The third policy target is to restructure the system of financial subsidies and reduce the
government’s financial burdens. Because the grain market had been weak and grain prices
low since the mid 1990s, the Chinese government implemented a policy of ‘unlimited
purchase of farmers’ surplus grain at protection price and resale at a higher price’, aiming
not only to protect farmers’ interests but also to reduce the government’s financial
burdens. The unexpected outcomes of this policy, however, were a large increase in grain
stock and a huge financial deficit for the state-owned grain enterprises. In 1998, for
example, the state paid 50 billion yuan in grain storage fees and interest. It is hoped that
the current reform will help reduce the budget burden by restructuring expenditure, for
example, by fixing expenditure on grain reserves and shifting financial support from grain
marketing to grain production and processing.

Main issues

In 2001, China’s grain sown areas were further reduced by 40 million mu, following the
reductions of 9.4 million mu in 1999 and 90 million mu in 2000. Will the decrease in grain
production lead to changes in grain supply and demand? This is a question of great
significance for the current reform. The failure of the previous two reforms was due
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mainly to the large fluctuations of the grain market. How, then, should China adjust and
manage the grain market in order to extend the reform successfully from the grain sale
areas to the grain production areas?

At present, China’s grain supply still exceeds its demand. According to Chen Xiwen
(2001), however, because grain stocks vary greatly in sort, quality, regional distribution
and demand, the state’s capacity to adjust grain market fluctuations is low. Hence, to avoid
large fluctuations and to ensure the success of the current reform, the following issues
need to be addressed.

Market linkage between grain production areas and grain sale areas

China’s grain stock is concentrated in grain production areas. At the end of June 2000,
wheat stock was concentrated in Henan, Shandong, Hebei, Heilongjiang, Jiangsu and
Anhui, accounting for 58.5 per cent of total state wheat stock. Rice stock was concentrated
in Heilongjiang, Jiangxi, Hubei, Hunan, Sichuan, Anhui, Jilin, Jiangsu and Liaoning,
accounting for 75.7 per cent of total state rice stock. Corn stock was concentrated in Jilin,
Heilongjiang, Liaoning, Inner Mongolia, Hebei and Shanxi, accounting for 84.1 per cent
of total state corn stock. Farmers’ grain stock is also concentrated in grain production
areas.

At the end of 1999, per capita grain stock in Heilongjiang, Jilin, Liaoning, Inner
Mongolia and Hebei was above 1000 kilograms, while per capita grain stock in Hainan
was below 300 kilograms, less than half the 600 kilogram national average (Chen Xiwen
2001). In approximately one-third of the provinces, farmer households have no or little
surplus grain for sale. Because of the unbalanced regional distribution of grain supply,
grain sale areas must increase imports from grain production areas, especially after further
declines in grain production in the grain sale areas.

Thus, there are issues of grain market and price information, grain supply channels
and origins, transportation, storage, purchase funds and so on that need to be addressed if
the current reform is not to lead to a renewal of grain market fluctuations. A way of
effectively addressing this issue of market linkage is to establish a stable, long-term,
cooperative grain purchase and sale relationship between grain production and grain sale
areas.

Protecting farmland resources and farmers’ interests in grain production

The current grain surplus in China is a low-level, structural surplus. With the acceleration
of industrialisation and urbanisation in the country, total farmland may shrink further.
Meanwhile, population growth and the raising of the population’s living standard will
increase aggregate grain demand. In the medium and long terms, then, it is very important
to protect and increase China’s grain production capacity. This requires, first, the
protection of farmland resources through the enforcing of relevant laws and regulations,
and, second, the protection of farmers’ interests in grain production.
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After China’s accession to the WTO, the domestic price support system will be
abolished. To protect farmers’ interest in grain protection, then, the following measures
need to be taken. First, investment in agricultural infrastructure (irrigation facilities, road
and transportation, market information and facilities) and in technical and scientific
research must be increased in order to improve agricultural production conditions and
increase overall agricultural production capacity. Second, the grain processing industry
must be developed in order to increase value added by grain production. Third, direct
payment (income policy) and credit policy must be used to help grain farmers
experiencing difficulties in development and production.

Grain import and export rights

Most of China’s grain-deficit provinces are concentrated in the eastern coastal and
economically developed areas. These provinces are relatively strong financially, have good
port, transportation and storage facilities, and can react quickly to changes in international
agricultural product markets. Grain import and export rights should therefore be granted to
these provinces. This will conform with China’s commitment to the WTO and also help
stabilise domestic grain markets through direct sourcing of international grain markets.

Grain market development and management

The main reason for the under-development and low efficiency of China’s grain market is
the serious delay in reform of state-owned grain enterprises. Such reform is absolutely
necessary if the current grain marketing reform is to succeed. State-owned grain enterprise
reform should, first, effectively separate administrative function from business function
and, second, encourage enterprises and individuals with various types of ownership to
participate in a competitive grain trade. In addition, laws and regulations relating to market
development, operation and management must be refined in order to create a fair, open,
ordered and competitive grain marketing environment.

Grain market stability and adjustment

The key to increasing the stability of the grain market is to establish an effective handling
and adjustment mechanism. Developed countries use grain reserves mainly to stabilise
domestic grain markets. Since the beginning of economic reform, China has used pre-
intervention in grain production and marketing but has failed to stabilise domestic grain
markets (Wang Dewen and Huang Jikun 2001). The current grain marketing reform,
however, strives to improve the grain reserve system and the grain market adjustment
mechanism.

The following measures must be taken if a flexible and efficient grain market
adjustment mechanism is to develop. First, a scientific grain market pre-warning system
must be set up. Second, a reasonable scale for grain reserves must be set and grain storage
facilities must be constructed. Third, the grain risk fund system must be refined. Fourth,
domestic grain production policy and grain import and export policy must be coordinated.
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Conclusion

The experiment in grain marketing reform in Zhejiang, Jiangsu and Guangdong provinces
symbolises the beginning of the marketisation of China’s grain economy. The main
features of the background to the current reform are new agricultural development,
aggregate grain supply surplus and changing domestic and international agricultural
trading environments. In terms of its substance, the current reform differs from previous
reforms in its degree of marketisation, since it not only abolishes the mandatory grain
purchase quota plan and restrictions on participation in grain marketing but also totally
liberalises grain purchase and sale. The main aims of the reform are to realise appropriate
regional specialisation in agricultural production, to promote agricultural structural
adjustment and to increase farmers’ income.

At present, the experiment is at the beginning stage, and many complementary reform
measures still need improvement. Because of the decline in grain production from 1999 to
2001 and the unbalanced distribution of grain reserve stocks, for the reform to succeed a
situation of regional grain shortage must be avoided. The keys to achieving the success of
the reform are to establish a stable, long-term relationship between grain sale and grain
production areas, to protect farmland resources and farmers’ interests in grain production,
to accelerate the development of the grain market, to improve grain market management
and to establish and refine grain reserve and grain risk fund systems. In this way, complete
liberalisation of China’s grain marketing system will be achieved.
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