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In March 2001, China re-opened its grain market first in Zhejiang Province and then in

several other provinces. This is an important development of current grain marketing policy

implemented since 1998, indicating that China’s grain marketing policy is forwarding into a

new period.

1998’s grain marketing policy has raised a lot of concerns once it was put into effect. Many

scholars analysed its impacts from different perspectives. Huang Jikun (1998), Xu Dehui

(1999), Han Jizhi (1999), Wang Shujuan (2001) and Xu Zhenyu (2001) all analysed the

background and essence of 1998’s policy and the relationship between various players in the

grain sector under the new policy. But those reviews on the new policy were not adequate.

Based on our previous research and current survey of 201-farm household in S County, J

Province, this paper investigates the implementation of 1998’s policy and characteristics of

farmers’ responding behaviour in their grain production, sales and consumption.

1 The background and content of 1998’s grain marketing system

1.1 Background

After experiencing “Unified Procurement” in 1978-1984 and “Dual-track price system” in

1985-1991, China’s grain marketing policy formally set marketisation as its reform objective

in 1992. However, since the controlling and stabilising mechanism was not correspondingly

set, free grain market policy tried in 1993 was failed. From 1994, grain marketing policy

focused on the establishment of state macro adjustment and control mechanism, including
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reserve system, risk fund and procurement at protective price. But the policy was not fulfilled

successfully by the state grain enterprises that were evolved under planned economy for a

long period of time and hence lagged far behind in the reform. The 1998’s policy as a segment

of grain marketing policy reform is a continuation of the previous reforms (Xu Dehui, 1999

and Zhou, 2000). Its policy measures are the necessities in the progress of reform as well as

the supplement and improvement of the previous reforms.

The direct reasons for 1998’s reform are excessive supply of grain, low price and great deficit

incurred with state grain agencies.

In the mid-1980s, China managed to balance its grain supply and demand. Although there was

structural shortage in grain supply owing to the changes in consumption structure and other

policy factors during the end of 1980s and the beginning of 1990s, the policy in the middle of

1990s was able to stimulate farmer’s incentives to increase grain production greatly. That

policy was to increase grain price and implement other administrative measures encouraging

grain production. After 1995, consecutive good harvests in grain production resulted in supply

exceeding demand rapidly and the market price was falling. The shares procured from

farmer’s grain surplus by state grain agencies was reduced from 100 percent in 1970s to 55

percent in 1995, and to 50 percent in 1996-1997 (Huang, 1998). The net income from grain

production was decreasing evidently.

At the same time, great deficit in the operation of the state grain agencies became heavy fiscal

burdens. According to the report by Vice Premier Wen Jiabao in April, 1998, the sum of the

storage cost of central reserve and the subsidy for the accrued interests was over 17 billion

yuan a year. The subsidy to central and local grain risk fund was over 4 billion yuan a year,

and the subsidy for interests of the old deficit before 1992 and other subsidies was over 8

billion yuan a year. Overall, the fiscal expenditure in this regard was over 29 billion yuan in

1997 with 8 billion more than that in 1996, and the accumulated total by the end of 1997 was

120 billion yuan. In addition, the misappropriation of fund by the agencies was 80 billion

yuan. Total amount of deficit and misappropriation was above 200 billion yuan, accounting

for 23.1% of total fiscal revenue of 1997. This means grain enterprises have brought about a

loss of 2.97 billion yuan each month or 100 million yuan each day since April 1, 1992.

Referring to the staff of 3 million in grain enterprises, 30 yuan were lost per person each day.

State budget and banks could not support the startling loss. The increasing bad loans of banks
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add more potential risks to the financial system.

Causes for these problems are related to stagnant reform of operational mechanism of the

grain enterprises. Grain enterprises assume two kinds of responsibilities, policy and

commercial, far from the requirement of a market economy. The profit was decreasing

because of poor management, idle assets, similar structure in the processing industry and

reliance on over-investment. 54.8 percent of accounting-independent grain enterprises were in

loss in 1996, and the percentage increased to 74 percent in 1997. The increases in total losses

were 77.6 percent and 59.7 percent respectively over previous year in 1996 and 1997.

Overstaff is one of the main reasons for low efficiency. Total number of the staff is 3.17

million and there are 4 million retired, among which 1.1 million employees were added in

period of the “Eighth Five-Year Plan”. The increasing rate of staff is much higher than that of

other state-owned enterprises.

1.2 Objectives

In April 1998, the central government decided to reform the existing grain marketing system.

The objectives are: changing mechanism of state grain agencies, improving macro adjustment

and control system, straightening out price formation mechanism, reducing state fiscal

burden, and promoting grain production. The outline of the reform is “three policies and one

reform”, i.e., "open-ended procurement at protective price, reselling grain at a full-cost price,

closed circulation of the procurement fund, and pushing the reform of the state-owned grain

enterprises".

The protective price means policy prices set by the government for certain types of grain

which is to be protected. If market price is higher than policy price, the government will not

intervene, otherwise, government will require state agencies procure at the policy price. The

objective of protective price is to stabilise market price and protect farmer’s interests.

The open-ended procurement means state grain agencies responsible for purchasing all

surplus in primary market (at farm-gate), and the purchasing directly from farmers by others

is prohibited. Under such an arrangement, state enterprise cannot refuse or limit or terminate

procurement. It will monopolise the grain sources, which is an important condition for resale

grain at a price to cover their full-cost in procurement and marketing.
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The full-cost resale policy means that the state enterprises have to resell grain at a reasonable

price, which covers purchasing costs, expenditures in marketing, and proper profits.

Processing enterprises or wholesale and retail enterprises are not permitted to sell at a price

lower than cost.

The closed circulation of procurement fund means that loans to and proceeds from grain

marketing should be kept in a closed and special account. As a result, the value of grain in

stock should be equivalent to the outstanding of the loans provided by the Agricultural

Development Bank of China. Fund for procurement is managed by Agricultural Development

Bank instead of being offered directly to grain agencies.

Reform of state grain enterprises requires separating the role of government administration

from that of enterprise management, separating grain reserve from business operation,

reducing the number of over-staffed employees and enhancing economic efficiency. The aim

of reforming grain agencies is to provide a base for the implementation of above-mentioned

policies.

2 Theoretical analysis of 1998’s reform

Whether a policy can reach its expected objectives depends on two aspects: one is if the

subjective and objective conditions for implementing the policy could be met, the other is if

the design of policy itself is reasonable.

2.1 The preconditions of implementing the new policy

Firstly, the unlimited quantity implied in the "open-ended procurement" requires that the state

enterprises have sufficient facilities to ensure the quality of the grain in stock. Secondly,

procurement at protective price requires sufficient procurement fund. Thirdly, there should be

an effective supervisory system to prohibit non-state enterprises and private traders from

entering into the primary market to purchase grain directly from farmers. Besides, whether

farmers are willing to sell surplus grain to the state grain agencies is another necessary

condition to achieve the policy objectives.
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The prerequisite of "resell grain at a full-cost price" is that the state grain agencies could

monopolise source of grain so as to determine the market price. Another point of the same

importance to be concerned is the demand in the market. Adequate demand for grain at that

price is necessary to avoid accumulation of unsold grain in the reserves. Otherwise, grain will

stay in stocks and government may have to cover the incurred expenditures and losses for the

unintended reserves.

The circulation of procurement fund is a dynamic process. Only after the state grain agencies

have sold grain to cover the costs and make proper profits, can the principle and interests of

the loans be returned to the bank, and re-circulation of the fund goes on. Otherwise, present

loans might turn to deficit, and the fund stops to circulate. Close supervision and self-control

are also fundamental requirements.

The competitiveness of the state grain enterprises is one of the guarantees for good results of

the reform. So enhancing the competitiveness of the state grain enterprises is an essential

aspect of the reform as well as a condition of the implementation of other polices.

2.2 The defects of grain marketing system

Issues on mechanism for formation of the procurement price

According to the policy, grain is to be purchased either at the market or protective price

whichever is higher. So it seems market price and protective price both determine the

procurement price. But in 1998, the primary market price was distorted because of the

monopolistic procurement of grain. In fact, there is no market price and procurement price is

actually set by the government. If secondary market price is referred to as the market price,

the procurement price will be increased because prevailing price in the secondary market is

higher than previous procurement price due to marketing costs involved. Such increase in

price will continue without ending. Therefore, the procurement price is neither proper to form

nor practical. The state-determined price deviates from the original intention of the price

formation. The distorted price signal hampers the transfer of market information and causes

fluctuations in grain market (Xu Dehui, 1999).

Issues on independent operation and open-ended procurement at protective price
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The state grain enterprises assume two functions under the current policy designing:

independent business operation in the market and carrying out government marketing policy.

The enterprises have the responsibility to purchase all the surplus grain farmers want to sell.

Open-ended procurement actually deprives the enterprises of independent operation (Xu

Dehui, 1999). So effective incentives should be offered to the enterprises that inevitably

pursue profit maximisation if they are required to carry out policy functions.

Conflict between procurement at protective price and resale at a full-cost price

Open-ended procurement and resale at a full-cost price cannot be realised at the same time

from perspective of economics. In a grain market supply exceeding demand, the state grain

agencies purchase grain at protective price higher than the market price, resulted in more

excessive supply each year. The difference between supply and demand becomes increase in

stocks. The expenditures and loss caused by excessive stocks are deficit to the state grain

enterprises (Wang, 2001). The deficit causes bad loans to the bank, and finally increases

government budget burden. Heavy fiscal burden and limited storage facilities make the

following procurement more difficult. In such a vicious cycle, protective price could not be

applied. Experiences of developed countries show that the protective price policy should be

matched with production-controlling policy, as well as budget subsidies.

3 Implementation of the policy

3.1 Closed circulation of procurement fund

Rent-seeking is rampant with the state grain enterprises. The grain in reserve could be defined

as procured grain, and simultaneously as state reserves, in order to obtain loans from the

Agricultural Developed Bank of China and state reserve fund, respectively. Furthermore, the

state will pay subsidy according to the volume of in the stock exceeding a reasonable level.

There are several rent-seeking opportunities for the grain enterprises: striving for appraising a

low level of "reasonable stock", bribing the reserve checkers to raise the quantity of stock or

simply exaggerating figures (Wang, 2001). According to the survey in S County, farmers sold

grain of about 100 million jin, or 50,000 tons, in 2000, but the state agencies reported that

they procured 600 million jin, or 300,000 tons. In Jiangsu Province, the accumulated deficit

by 1998 was 7 billion yuan, and another 1 billion was added after 1998’s reform (Grain
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Bureau of Jiangsu Province). However, some deficits were concealed by false reports. The

above problem is so common that the government has decided to check the stocks recently.

3.2 Open-ended procurement at protective price

During 1995 to 1999 time period, China's grain production experienced consecutive bumper

harvests and grain supply was obviously excessive, resulted in lower market price, so the

protective price was higher than the prevailing market price. Taking wheat in Jiangsu

Province as an example, difference between the protective and market prices was 0.20 yuan

per jin in 1998, and 0.15 yuan in 1999, 0.12-0.14 yuan in 2000 (Grain Bureau of Jiangsu

Province). In such a situation, the state grain enterprises could not resell grain at full-cost

price, let alone obtaining “reasonable” profits. For their own benefits, the state grain agencies

had to make choice between making a compromise with private traders to cooperate with

them and adjusting quality grade to lower procurement price to a level approaching market

price (Xu Zhenyu, 2001). As a result, the state enterprises could not realise open-ended

procurement and monopolise sources of grain, nor could they reach the goal of protecting

farmers.

The state grain agencies try to lower grain procurement price by downgrading quality and

discounting quantity. In S County protective price for wheat was 65 yuan per hundred jin in

1999, while the actual procurement one was 47 yuan in that year. In 2000, the protective price

was 56 yuan and actual procurement price was 45 yuan. Market price at the same time was 50

and 45 yuan, respectively. Because of the constraints in stock capacity and procurement fund,

the state agencies sometimes refuse, limit or stop the procurement. It is impossible for the

farmers to actually enjoy the protective price. Farmers become less confident in the state grain

agencies and they prefer to deal with private traders. Moreover, the transaction with private

traders has advantages in several aspects, such as immediate settlement, low transportation

cost, and possibility of barter trade.

Regional grain transfer is frequent in China, though an integrated domestic market has not

formed yet. There is a game between the state enterprises of adjacent regions when

implementing the procurement price. When one region procures grain open-ended and the

other does not, the grain will enter into the former region, bringing heavier financial burdens

to this region. So local governments have no incentive to carry out the policy.
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3.3 Resale at full-cost price

Private traders are subject to various regulations and have no access to subsidy or loan, but

they are able to hold grain in stock within one month, compared with much longer period in

stock in the case of grain traded by the state agencies. Therefore a lot of costs and reserve

expenditures are saved. In a state enterprise, the average stock period is 18 months and other

factors such as depreciation of fixed assets, expenditure on retired employees and low

efficiency all contribute to the high total cost. It is almost impossible for the state enterprises

to resell grain at a price covering their full costs.

Farmers tend to sell the grain of inferior quality to the state enterprises at a relatively high

price, and the grain of high quality to private traders at lower price. As a result, the grain

procured by the state enterprises is of low quality and high cost. The state grain enterprises

have neither quality nor cost advantage when competing with private traders.

Food consumption structure is changing with the improvement in living standard. Demand for

some varieties other than staple grain is increasing, but they are not covered by protective

prices. The state grain enterprises are not able to deal with these varieties based on market

demand. They are mainly engaged in policy business. However, the government reduces the

coverage of protection in recent years is a response to the changing situation in the market.

3.4 Reform of the state grain enterprises

Taking S County as an example, it is found that the reform of the state grain enterprises has

been implemented in following aspects:

Reducing the number of staff

There are about 2000 people in grain bureau at the beginning of the reform in 1998. After 3

years’ reform, 50 percent of them have been laid off, 25 precent are engaged in the main

business of procurement and storage, another 25 percent are engaged in other business

independently. The expected aim was reached, but further reducing the staff number meets

resistance because it is difficult to find a new job in such an underdevelopment region.
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Separating administrative role from enterprise one

Separated from the grain bureau, a grain company was set up in 1998 to deal with commercial

marketing. But the staff and financial management are still controlled by the grain bureau.

Separating grain reserves from business operation

Accounting system of the two businesses has been separated. But heavy losses have continued

to incur, and the operation relies on government subsidies and the monopolistic procurement

right.

4 Household surveys on grain production, sale and consumption behaviour

In order to examine the impact of 1998’s grain marketing policy on farmers' behaviour in

grain production, sale and consumption, a survey was carried out in S County of Jiangsu

Province. S County is an underdeveloped area with its economic structure dominated by

agriculture. The total agricultural population is about 9 million, i.e. 2.3 million households.

The total arable land is 1.1 million mu with 1.22 mu per capita and 4.83 mu per household. A

total of 201 households were selected from 10 villages for the survey.

4.1 Grain production

Market price has little impact on the self-sustained production. The total grain outputs of the

whole sample in 1996-2000 were: 242.5, 251.5, 347, 396.5, and 389 tons, respectively.

Because the numbers of observations in each year are different, output is measured at

household levels. For an average household, grain outputs during this time period were:

4214.5, 4241.5, 4382.4, 4498.2, and 4363.4 jin, respectively. It seems that grain output was

quite stable despite of the falling market price.

Changes in production structure are characterised by the increase of sown areas for cash crops

and feed grain (Table A-2). Sown area for wheat and rice in 1998 was 5.84 mu per household,

reducing to 5.68 mu in 2000. Sown area of maize was stable, showing just a little increase in

2000, reflecting that farmers are to enlarge feed production. By contrast, sown area of cash

crops was increasing steadily and evidently, from 1.74 mu per household in 1996 to 1.97 mu
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in 2000, with an annual growth rate of 3-5 percent.

Inputs of grain production were reducing. Production expenditure was reduced from 23535

yuan in 1997 to 19063 yuan in 2000, reduced by 19 percent or 4472 yuan. The agricultural

labour force was dominated by women and old persons (Table A-1). Those elder than 60 and

younger than 15 make up 31.5 percent of the total labour force in the sample. 21.3 percent of

family members worked outside, and the majority of them are primary workers. They just

came back and work on farm in planting and harvesting seasons.

The main purpose of grain production was self-consumption (Table A-5, B-3). In 1996-2000,

over 83 percent of grain output was for self-consumption, and that rate was 90.1 percent in

1997. According to the survey, only 3 percent of farmers found it profitable to produce grain

and the rest 91.63 percent of farmers chose to plant grain only for self-consumption. As a

result, they selected rice, wheat, and vegetable as their favourite crops to grow (Table B-2).

Decision on product mix was subject to the size of land and technology available (Table B-1).

Due to the size of land and other natural resources, farmers had little freedom to choose crops.

When comparing farmers who sell gain with those who do not sell grain, area per capita of the

latter is 0.1-0.2 mu fewer than the former on average. To those not selling grain, market price

had little affect on their decision. Besides, farmers had mastered stable technology from long-

term farming, so they were reluctant to change crops. From Table B-1, it could be found out

that technology was a main factor influencing farmers’ selection of crops, especially regarding

to wheat.

4.2 Grain Consumption

The average consumption of household was stable. As a self-sufficient consumption, the

average consumption of each household is about 2300 jin, or 500 jin per capita.

The proportion of grain as seed was rather small. Farmers were conscious of the importance

of seed, so using self-produced grain as seed was decreasing, from 56.1 jin per household in

1996 to 46.4 jin in 2000. Most of farmers purchased seed from agricultural technology station

of the village.
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Output of feed grain was increasing annually. Feed grain in each household increased from

1469.7 jin in1996 to 1592.1 jin in 2000. Raising livestock had been a long tradition in this

region. Although profit was tiny, farmers still followed the tradition, through which they

could gain cash income and obtained fertiliser.

Barter trade was increased in recent years, from 108.7 jin each household in 1996 to 184.8 jin

in 2000.

The survey shows that farmers adjust their consumption structure to respond to the falling

price.

4.3 Grain sales

According to the Ministry of Agriculture, mixed average price of grain in 1995-1999 was

1.10, 0.98, 0.86, 0.72, and 0.57 yuan per jin, respectively, showing a downward trend. In

Jiangsu Province, average price of 100 jin was 90 yuan in 1995 and 49 yuan in 2000, reducing

by 45 percent. Household survey indicated the actual selling price of farmers was 0.37-0.39

yuan per jin (Table A4).

The sum of grain sold to the state and in the market was only about 10 percent of the total

output, and showed a declining tendency. The proportion of the total sales sold to the state

enterprises declined from 27 percent in 1996 to 14.6 percent in 2000 (Table A3). About 23.1

percent of farmers were considering to reduce the area sown to grain if possible, with reasons

being low price (31.6 percent), inadequate labours (16.8 percent) and fluctuation of price

(11.6 percent). In S County, there were 7723 farmers wanted to return the land to villages,

with the total area being 20361 mu. Because no one wanted to accept such land, 18914 mu of

arable land was uncultivated.

5 Conclusion

From above analysis, the following conclusions could be drawn:

• the state grain enterprises have not implemented the policy of open-ended
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procurement;

• the objective to protect farmers has not reached because the protective price is not

accessible to farmers;

• due to above mentioned reasons, reselling grain at full-cost price is impossible;

• state financial burden is unable to be alleviated; and

• grain production of most farmers is for self-consumption, so the output is not sensitive

to marker price, while farmers with surplus grain react to the price fluctuation through

adjusting their consumption structure.
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Appendix (Tables and Graphs)

Table A-1  Characteristics of the sample households
Population The old and child Working out

Total Average Total Proportion Total Proportion

Over middle

school education

Nonagriculture

population

927 4.61 292 31.5% 197 21.3% 364 120

TableA-2  Planting structure (average area of household)          unit: mu
Year Rice & Wheat Maize Cash crop

2000 5.68 1.3 1.97

1999 5.71 1.23 1.87

1998 5.84 1.23 1.81

1997 5.52 1.29 1.75

1996 5.46 1.35 1.74

TableA-3  Grain sales (rice and wheat)                            unit: jin, %
Year Yield Household average Sales Proportion Sold to state Proportion

2000 777645 4363.4 77038 10% 11265 14.6%

1999 792662 4498.2 62628 8% 6508 10.4%

1998 694313 4382.4 60575 9% 11805 19.5%

1997 503163 4241.5 45168 9% 10503 23.3%

1996 485024 4214.5 43234 9% 11689 27%

TableA-4  Price of rice and Wheat                          unit: yuans per jin
Procurement price Contracting price Marketing price

Year
Wheat Rice Wheat Rice Wheat Rice

2000 0.47 0.39 0.45 0.38 0.37 0.37

1999 0.51 0.47 0.47 n.a. 0.43 0.46

1998 0.49 0.48 n.a. n.a. 0.45 0.46

1997 0.47 0.49 n.a. 0.34 0.46 0.58

1996 0.48 0.50 n.a. 0.34 0.46 0.63
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Graph A-5 Grain consumption of household
(average of 1996-2000)
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TableA-6 Area difference between marketing and non-marketing farmers
(unit: mu per capita)

Rice wheat

Farmers marketing non-marketing marketing non-marketing

Area 0.70 0.48 0.89 0.75

Table B-1  Factors influencing farmer's selection                     ( %)
Rice Wheat Oil seed Husbandry Vegetable

1. government instruction 4 4.2 6.6 2.0 0

2. self-consumption 38.1 14.9 29.1 10.4 94.7

3. procurement price 1.3 1.7 2.6 1.5 0

4. previous market price 3.5 5.0 19.2 28.7 2.6

5. protective price 1.5 2.2 n.a n.a n.a

6. price of inputs 7.3 8.4 9.9 6.9 0

7. fluctuation of price 2.2 3.0 9.9 14.9 0

8. area of land 12.1 13.9 9.9 1.5 0

9. technology 25.3 40.3 9.3 15.3 2.6

10. others 4.6 6.4 3.3 18.8 0

Total 100 100 100 100 100
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TableB-2  Farmers' selections          %
Item Proportion of farmers

Rice 34.68

Wheat 30.91

Oil seed 2.96

Vegetable 5.91

Fruit 1.08

Husbandry 11.56

Fresh fish 3.23

No intention 2.42

Others 7.26

Total 100

Table B-3: Main purposes for grain production             %
Item Proportion of farmers

Economical 2.96

Self consumption 91.63

Simple 0.99

Contract with state 0

Sufficient labors 0

No special reasons 0.99

Others 3.45

Total 100
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Graph B-4 Intentions regarding future grain production
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