|

7/ “““\\\ A ECO" SEARCH

% // RESEARCH IN AGRICULTURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu
aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.


https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu

INDUSTRIAL ORGANISATION OF THE CHINESE
FOOD ECONOMY"

Fredoun Z. Ahmadi-Esfahani
Christopher G. Locke

Department of Agricultural Economics
The University of Sydney
New South Wales 2006

Contrlbuted pdpcr presemed at the 40th Annual Conference of the Australian Agricultyral and-
Resource Economics Society, held at University of Melbourne, 11 - 16 February, 1996, An
earlier version of this research appeared as a contributed paper at the Pacific Rim and Allicds :
Economic Organisations 2nd Biennial Conferenice on “Economies in TransmOn s ng
January 10-15, 1996. The authors would like to thank session participants, in pi
DaCosta, for their hclpful comments. This paper stems from a project on the
economy funded, in part, by the Rural Industries Research and Development Corporat
Australia. Any comments or suggestions will be gratefully be received by the authors 4
mailing address above, or by phcme (02) 351 35597351 7367, fax (O") 351 4953, or e~mml>to
¢locke@agec.usyd.eduau ;




INDUSTRIAL ORGANISATION OF THE CHINESE
FOOD ECONOMY

The controversy on the convergence of socialism and capitalism has rvecently been
focused on China. In this paper, an industrial organisation framework is used to
portray the key features of “Socialism with Chinese Characteristics”. The structure of
supply and demand and the process of price formation is analysed to explicate the
ramifications of the Chinese reform process, and the changing patterns of both
government intervention and mavket forces in the Chinese food economy. An
examination of this fusion reveals a munber of implications for the world food
econonty and intemational socialism.
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I. INTRODUCTION

The struggle between socialism and capitalism has often led to the proposition that the two are,
in fact, polar extremes. However, the recent experience of socialist economies, in particular, a
revisionist interpretation of the roles of these two economic systems, has served to challenge
this view. The example of the Chinese food cconomy is an important case in point, as a much
publicised variation on more conventional forms of market socialism is apparent. The difficulty,
however, is that the concepts of socialism and capitalism both have quite independent
implications for policy. Therefore, while “Socialism with Chinese Characteristics” may
enshrine a theoretical neatness, it is the nature of these characteristics that is fundamental to
developing our understanding of the Chinese food economy, and the success of this example of
the phenomenon of international socialism, It is the hypothesis of this paper that the level of
planning utilised in the reformed economy is not fundamentally different from many nominally
capitalist economies, -and that China is therefore fo‘llowing a model of extéensive ‘market
intervention under the banner of socialism, k

The paper seeks to explore these issues by exammmg the characteristics of the socialism that 18
displayed within the Chinese food economy. After a brief discussion on the nature. of
Chinese food economy and its structure, the evoluuon of “Socxahsm ‘with
Charactenst,xcs is developed. From this, it is argued that the most appropmate fraj
analysing the level of intervention is through the industrial ~or,gamsalmn paradi




approach is then applied to the Chinese food economy in & subsequent scetion, focusing on the

~key concepts of mpp]y demand and price formation, as well as distortions on these relative (o
capitalist economies. The implications of the analysis foi the specific case of the world food
ceonomy and intemational socialism are explored prior to concluding comments.

I1. SOCIALISM WITH CHINESE CHARACTERISTICS

The confliet botween socialist and capitalist schiools of thought is often taken to extremes in

economic analysis, rather than understanding each as an important tool in the formation of

economic policy. The fundamental issues that need to be addressed in cither system are

remarkably similar, On the one hand e e requirements for economic efficieney, that is, the
efficient allocation of scarce resources so that the productivity and hence economic power of a

nation can be miaximised, and on the other, are the coneerns of equity and social welfare, No

state can ever successfully avoid either of these goals. As a consequenee of this common

ground, most politienl stances he, in practice, apart from the extreme - the relative mix of
intervention and free enterprise determining this position,

The implication of this hybridisation is that to analyse the effects of any current policy stance, it
is important to understand, notonly the starting point for an economy’s philosophical base (that
is, whether it be socialistic or capitalistic), but also the size, direction, and even duration of any
departure from this, While the former determines some of the weights to key economic goals,
its ability to achieve these sustainably, and the future of different industries. depend crucially
upon the latter. It is argued that in this case, even the structure of planned cconomies requires
an examination of markets, notably the coneepts of supply, demand and price formation. The
key questions then relate to the extent of government intervention in the processes, what this
level of influence implies about the form of the socialism displayed, and the implications of
these for particufar sectors within the socialist economy. Therefore, it is further argued, that the
socialist-capitalist tension is best addressed by the study of the industrial organisation of the
centrally planned economies (CPEs), such as in the case of the Chincse food econoniy.

The level of competition that can oceur under socialism iy the essence of the industrial
organisation approuch. In this context, competition fulfils both a stimulatory and mgulatqry :
mlm bunmldmry, As mwnhveﬁ nmtch .wpply wuh mmku dcm.md regul‘ttciry, A ]



a large number of sellers, volatility in even government determined prices, contestability in.
praduction, and fairly homogenous products. These characteristies of agrieultural goods often
tend to lead to the acceptance or promotion of market forces to improve supply in the food
markets, where otherwise government control may be tighter. Similarly, exposure to trade
requires that the market forces will further increase the importance by which. the planners may
have to address market conditions, in effect, enforeing a form of competitive force. Additionat
sources-of competition may be taken into account during the planning process, there may also
be informal competition by individual enterprises through unofficial channels and indireet
instruments, The extension of this argument is that the forms of control structure, including the
relative autonomy of individual units and incentives, inter alia, determine the potential efficiency
and therefore stability of the socialist state in the long run. That is, the characteristies of the
socialism in plinned economies provide the basis for a number of observations relating 1o
economic performance.

Traditionally, the “People’s Republic of China™ has declared itself 10 be openly socialist;
however, this declaration has not come without its modifiers. The most noteworthy is Deng
Xinoping's embracing of market forces in what he refereed 1o as “Socialism with Chinese
Characteristics™. This distinetion is most apparent in the expansion of the socialism versus
capitalisim debate, and particularly in the examination of the role of traditional Marxist. thinking
iti the formulation of China’s agricultural policy. Since the 1949 revolution, the Communists
have sought o maintain striet discipline on the economy, especially on the inflation that
coincided with their rise to power. To that extent, the degree to which their policies embraced
central control of local taxes and the measuring of prices and wages in terms of cominodity
units, agrarian reforms - especially land redistribution, and the strategy of long-term centralised
planning and industrialisation, remain, perhaps as barometers of their influence. In 4 similar
manner, the prominence of “capitalist roader” or “revisionist™ principles (as Mao termed them)
that were in response to these policies, are @ measure of the authority of market forces, The
latter, championed by Deng Xinoping and Liu Shaogi, after the failures of Mao’s Great Leap
Forward', included calls for the introduction of material incentives, private plots of land and
frec markets, in an attempt to stimulate agricoltural production. These factors lie at the
foundation of the Chinese interpretation of the socialist market economy.

The market socialists argue that the key question left unresolved by the system theory was that
of how to interpret the function of the law of value under socialism, In essence, cl.ummg that
the law of value ,s,h_quld. be allowed to play an mdgp(.,ndcm and active role in dexmlgp_mg, and

'-Lcap ForWard was the first of Mao Zedong's mq;or social cxpcr* ‘
g :smbnhty o thu Chmcsc. economy dnd ,socncty 'lhe l‘)SS stra!c'




controlling the market in & socialist economy. In practical terms, this suggested that large
sectors of a planned ceonomy could be substituted by warkets governed by the laws of supply
and demand, The arrival of the politicat support for this market socialist substitution was a
sigaificant tuming point for the Chinese economy, marked by the Eleventh Central Committee
meeting of the Chinese Communist Party in December 1978, Following this meeting, it was
decided that the previous emphases on state ownership and the centralised planned economy
were handicaps to human initiative and could not ensare the proportionate development of the
economy {Zhenying, 1990), The idea was not to convert to capitalism entirely - 1t was merely o
use some of the principles of capitalisi in ordes to get them back on the road (o communism, In
this respeet, the Chinese government is stating that they are using some capitalist methods in
order to move to a higher soctalisny, Deng's works on these issues are still seen as importint
guides to understanding this new path 1o socialisim {Xinhua, 1994),

Mackerras, Tancja and Young (1994) argue thar China is distinct from other CPEs in iis
expressed commitment 1o the goals of socialism and communist ideology, Despite this. there
has been extensive political change since the early days of the cultaral revolution. This has
included a substantial redefinition of politics in China, such as the manipulation of traditional
Mao Zedong-Marxist-Lennist philosophy by Deng Xiaoping and others to make it more uselul
for present purposes ~ the so-called “Mao Zedong Thought™ (Mackerraset al, 19943, Typically,
this involves a reduction to more fundamental issues of ideology, without conmenting on
practicalities of implementation. These changes have resulted in a wore econowmistic
interpretation of socialisim (where socialism is limited by the current level of economie growth),
as well as the tendeney to redefine socialismy on the basis of the current poliey stanee. Despite
this, China proclaims itself avowedly socialist, and guided by Marxist principles, This implies
that the bastions of the need for planning and the importance of state ownership will remain oy
atleast some consteaint to-market driven development in the future.

Much of the difficulties in interpreting the extent of the development of market forces in
Chinese socialism ties in our understanding of semantics. For the Chinese Communist Party,
“socialism™ indicates a system of state ownership that feads to prosperity of all people, whereas
“capitafism™ represent code-words for exploitation, corruption, and division (Murray, '
Whrlu l)cng )u.mpmg has mczi 10: cmfr()m this dxslmmmn m the mcmt ymrv

Thc- :,prohlc-m is »! 10w lo 'dcwdap' ‘
planned economy, but




a planned economy with-a market ceonomy, we shall be in 2 better position to liberate the
productive forees and speed up economic growth™ (Deng, 1994,p151).

Beeause its very nature was designed to be diffuse, there is little that is conerete about the
defining nature of the “Chinese Characteristios” of socialism. As o consequence, it is often
assumed that the model being worked under s a retum to Marx’s capitalisny as a necessary
stage o st sialismy or @ more equilibrinm definition of the socialistmarker economy. Murray
(1994) notes that seven charicteristies of ‘Chinese socalism were offered by the Central
Committee in 1984: the abolition of systeme of exploitations, public ownership of the means of
production. remuneration aecording to work, @ planned eommodity economy, political power in
the hands of the workers, high productivity, and socialist cthics cultivated through Marxism
(Murray, 1994). The socialist market cconomy 1s perhaps a greater progression frony this
snﬁﬁug,painu, where market forees are feft to run under the macroeconomic control of the state,
limiting the scope for direet admmistrative involvement in the day to day signals received by
producers and consumers. This has been mude all the more permivible by establishing a
distinction in dialogues between capitalism and the use of markets, anu « .en planning, which
has made the use of these instrumery appear more ideologically sound.

This discussion of the evolution of Chinese socialism has posed a number of questions with
regard to the “Chinese Characteristies™. Ulumately, the revision of socialismy in China is based
around the concept of murket reforms that have occurred with different intensity in different
sectors and sub-seetors. In the case of the food economy, this nateeally gives rise 1o questions
about the supply, demand and price formation processes » < (ferent food markets. Tt is
argued that the most appropriate framework for synthesiing these issues is in an industrial
organisation analysis. That is, a microcconamic framework encompassing the performance of
business enterprises, and especially with the effects of market struetures on market conduct
{pricing policy, restrictive practices, and innovation, for example), and how firms are
organised, owned and managed (Seherer and Ross, 1990; Tirole, 1988),

I1. THE CHINESE FOOD ECO}

‘China is the largest producer and consumer of food in the world in total and also for many
individual produets including grains, fruits and vegetables, Tt exports @ number of these
prmlums .md dlSO unpom ccxtam l"mds xuc:h as whe.n and meat in »ubsumtml‘




the number and size distribution of sellers and the governments role in iifluencing demand and
supply forces, The operation of Chinese food markets has changed considerably since 1978
fromy being dlmost totally government controlled in every aspeet to having a-much greater role
for free market forces, The government now has different forms of intervention i the markets,
while the international market has o much greater influence on China's markets. A number of
reforms have had wide-ranging and interselated impacts on supply, demand and price
formation, These different components are dealt with separately below in an attemipt to isolate
some of the key compenents of the way central planning has been modified in major segments
of the food sector.

A Supply

Concern about agricultural productivity was the major eatalyst for reform in China following
the Great Leap Forward, and clearly at the basis of Deng’s rural policy platform. In 1980, he
argued that “The key task is to expand the productive forces and thereby ereate conditions for
the further development of collectivisation, To be specific, the following four eonditions should
be realised: First, a higher level of mechanisation, one which is relatively well suited to local
natural and economic conditions and weleomed by the people there 1 mean mechanisation in a
broad sense, not merely mechanised ploughing. sowing and harvesting). Second, & higher Jevel
of management, combining accumulated experience and a contingent of eadres with fairly
strong management abilities, Third, a developed diversified economy that leads to the
establishment of a variety of specialised groups or teams, which in tum leads to the large-seale
expansion of the commodity-cconomy in rural arcas, Fourth, an increase in the fncome of the
collective, both in absolute terms and in relation to the total income of the econamic unit
involved.” (Deng, 1984,p297-298). The motivation was, therefore, supply-driven-with the aim
of liberating price responsiveness in the supply piocess and improving the availability of
resource to production,

According to Mantellaro (1991), the actual policies introduced in 1979 included a number of
changes to pauduction. A program of crop diversification was introduced in order to allow
supply to meet the growing demand for a wider varicty ¢+ consumer goods. Additionally, the
‘production responsibility system was introduced which more clearly defined the relationships
between consumer and seller by allowing the production teams to directly co '
individual households (Riskin, 1987). As part of the new system, inputs WO supp:
family farm and the outputs were divided between the family and the §
the “Houschold Responsibility Systeni” (Ling, 1990). These che

vsubmzmt‘izilagrowmi’n total fl‘a‘cemeprbducci'viw* however, it is difficul
f‘or pruduumn due to dsscrep:mclcas in oﬂ‘* eml ,smusncs (J‘,




improving aceess 10 i‘npum-, including increased use of alternative sources of investment
{Martelaro, 1991; Fan, Wailes and Cramer, 1994). These reforms have been typified
decline in state ownership across all scetors, although the exaet extent of this in agnculmm iw
difficult to determine (State Staustical Bureau, 1993).

The issuce of state ownership 18 central to many of the discussions on changes in productivity
capacity: however, the actual significance of this clement is often missed, As diseussed
previously, while the specifies of each case determine productivity gains, privatisation is not a
neeessary condition of this {Hay, Motris, Guy and Shujie, 19943, Therefore, the importance of
the change in state ownership lies not in its implicit contribution to competition, but to the way
that this led to a wansitonal form of governance in Chinese agriculture which has favourcd
collective ownership, such as township and village enterprises, which are typified by strong
links with the rest of the sector, high factor productivity growth rates, and strong producer
incentives for cost reducuon (DaCosta and Pearson, 1996). While neither strictly private nor
state-owned, they are able to capture some of the benefits of competitive pressures, including
transference of tisk-bearing, without some of the costs of ideological barviers. In this sense, the
importance of Chinese state ownership declines is its proclivity to being gradually replaced by
cooperative phase, which allows the market forces to work, provides opportunities to
circumvent some of the barriers to supply and maintains some of the welfare goals that Tie at the
heart of socialism, while providing pressure for further reforms in terms of industry structure
and instittional developments (Zweig, 1992: DaCosta and Pearson, 1996). In essence, the
inertia gencrated by the departure from siate ownership has provided roles for improving
productive capacity which will lay the foundation for future, and more dircctly capitalistic,
reforms.

The specifics of the past reform process involved two major stages. In the first stage conducted

from 1978 to 1984, the state maintained the existing design of state commercial planning for

major agricultural products but adjusted state planned quotas and prices. Tt relaxed restrictions
for public trade allowing producers 10 engage in private selling provided they fulfilled their
delivery quotas (Sicular, 1988). In the second phase, this distinction between above and below

‘quota production was also removed. In grains, the largest Chinese food industry, this
 freedom for farmers to produce at higher levels with state-guaranteed purchase, which w
hampered by poor handling and storage facilities and disparate quma«; among regi
increased production led to greater self-sufficieney which in turn allowed f
into more profitable cash-crops. The net effect of this W
marketing chains and service providers, and to more indireetly imp

Tood and food grain (Ceroils, 1994; Lyous, 1993; and Carterand 7Imng 1

gave




Rural communities are now largely left to themselves in managing their activitics so long as
they meet the production quotas set by the central government (Koo, 1990). To a great extent
this has meant the reduction in influence of state in production deeisions (as argued by Nee and
Young. 1991, p295). although it has had the side-effect of making these interventions more
ditficult 1o measure. The reforms have encouraged specialisation by providing for market
determined resource allocation to a degree which has implied that the structure of food
production has become much more diversified. Localities that were previously only planting
grain crops diversified as opportunities arose, while many producers tried to move into higher
quality produce, More importantly, the farmers now have much greater freedom in their choice
of crops as aside from quotas and paying taxes, Chinese farmers now have the freedom to
make cropping and input decisions and are allowed to retain any profits they eam (Feder, Lau,
Lin and Luo, 1992, p1). Further, the ability of farmers to sell on the free market encourages
them to specialise i cemain crops and take advantage of cconomics of seale. A new
organisational form of agriculture has arisen, orientated to the market and led by enterprises
doing processing of agricultural and sideline produce, which has resulted in enterprises
undertaking negotiations and signing production and marketing contracts directly with farmers
(Agriculture Yearbook, 1993, p52). The farmers can now more readily respond to market
opportunities as they emerge, an hypothesis that is supported by a number of empirical studies
which have indicated that, since 1984, there have been limited moves toward positive and
significant price elasticities, especially in soybeans (see, for example;, Stanmore and Ahmadi-
Esfahani, 1996).

With respect to the international market, until 1978 this was underutilised because of the tight
controls on imports and exports wiclded by the central governnient. However, the provinces
are now more open to the world in terms of importing seeds and technology with the reforms
leading to large amounts of foreign capital flowing into agricultural development (Agriculture
Yearbook, 1993, p71). More importantly, there is now much greater leverage for provinces and
private companies to export. This has resulted in the Chinese food markets being much more
open 1o the outside world as foreign companies are able to set up joint ventures in provinces to
export certain foods, providing increased access to technology and investment capital \&han,
1991). In all, exports from firms involving foreign investment in 1993 rose to $US25.2 billion,

up 45%, while their imports were $US41.7 billion, up 59% from the previous year, The
coastal areas have been the leaders in aucclenatmg the pace -of opening up to: the outside \vorld

for example, Zheijan province which began accepting -direct ordcrs from foreign traders and
developing large scale collection and distribution centres (Agnculluu Yearbook, 1993 p79)

The most massive increases have been in the special economic zones ‘(ShZ..s) of Shenzhen,
Zhuhai, Shunton, Xiamen and Hainan, where the level of new foreign investment contracts
rose 190% from 1992 to 1993 (Ernst and Young, 1994).




The SEZs we different from the rest of China in two :key areas: the autonomy that they enjoy
over investment decisions and the freedom to manocuvie in areas of pricing, taxation, housing,
land and labour policies (World Bank, 1994). They have been seen by Deng Xiaoping as an
important medium for introducing technology, management and knowledge, whilst being «
window for foreign policy (Deng, 1994). The performance of these regions and the coastal
cities has been impressive but variable, the main impact being the experience in the opening the
country to foreign fnvestment - although the vision thus far may be overly optimistic (World
Bank, 1994; Murray, 1994). In terms of the food economy, the inflow of investment that is
likely to follow an expansion of this policy means that resources should be diverted out of
agriculture into industrial production, which have raised government concemns about the safety
of food supplies. However, conversely, the introduction of productive capital should also
improve the capital structure of agricultural supply, which would be of more benefit to the
economy than antiquated self-reliance measures. This will be of paticular importance as the
freedoms associated with the SEZs expand, because their growth may lead to much needed
infrastructure improvements.

The issue of the quality of this infrastructure is pivotal to the viability of food delivery. While
the rise-of supporting institutions such as better financial markets has beeni noted by many (see,
for example, Agricultural Yearbook, 1993,p33), their shortcomings still persist as a major
constraint on the productive potential of the Chinese food producers. As lohnson (1994) notes,
farmers have often had to forego payments, or aceept promissory notes in lieu, due to
inefficiencies in directing funds from the central bank to their provincial branches. Similarly,
there appear innumerable constraints on the access to intemational markets due to the mﬂucnce
of many different tayers of burcaueracy with hieterogenous trade strategies. In general, as Byld
(1992) notes, the network of support services for the rural sector is inadequate, and
compounded by difficulties in state institutions. 1

The difficulties imposed by China's peculiar institutional structure should not be
underestimated, as both their origins and level of impact on supply are deeply rooted in the
reform process. Hussain and Stern (1991) note that the ownership status of an enterprise,
which largely refers to an enormous diversity of ingtitutional arrangements under the banner of
state, collective or private ownership, is the main determinant of both the institutional
constraints and opportunities. Even in the absence of direct govemment control over the :
phnnmg process, restrictions on access to input or output markets may be affor fed t y m.my B |
levels of the burcaucracy (Mackerras et al, 1994), For example, the most- autonomow of thesc, g
the township seats (xiang shengfic momnn) aind rural market towns (mmgcun ]:vbg
little state assistance and must extract theit own funds through developing and taxing their




steps of the relation of government ownership and control have created enornious 161;pm‘tmi‘iﬁés
for corruption, misunderstanding, confusion and delay, Simitarly, differences in pace of
refopms between regions have created opportunities for inter-provineial predatory behaviour,
such as the case of the “Wool War" discussed in Findlay (1992). The Wmfl(ifB;xhk‘(f‘l“i)’g’()) study
on the Chinese economy conctuded that, while decentralisation began with the realisation that
the Chinese cconomy was 100 big to run from the centre, the process involved relinquishing
power to a complex sevies of well-entrenched loeal authorities. This was perhaps achieved 10
the highest degree in the rural sector; however, these constituencies contained the most resilient
form of provincial rural ceonomic bureaueracies (see, for example, Zweig, 1992; Yan, 1995).
The results were a tendency to protect local enterprise aganst different forms of compelitive
forees, including a common lack of financial accountability, which may limit efficiency and
market integration.

Underlying much of the policy intervention is the continued adherence to the goal of self-
sufficiency in food production. Despite the fact that China has never been able to achieve this,
the memories of past food shortages and the importance of independence continue to keep this
goal high on political agendas. Riskin (1988) notes that the principle of selfvreliance dates back
to the policies of Mao in the cultural revolution, and has a more regional than national focus. As
Park, Rozelle and Cai (1994) observe, this emphasis on regional stability has a number of
implications for production, prineipally in emphasising a combination of technology, ci-op
choice and infrasttueture construction that minimises production variability. Sinee infrastructure
is typically poorly developed, espeeially in the arcas of storage, these policy goals exist mercly
as constraints on production, rather than as a means of actual stability or self-sufficiency, 1t is
anticipated that, as trade develops, and the population becomes more at ease with imported food
products, resources will be able to move out of agriculture or into more diversified non-food
production (see, for example, Anderson, 1992). k

Of all the preceding changes, it would appear that the food scetor is approaching a pattern of
proteetion that is similar to many capitalist agricultural trading nations, Pechaps the possibility
of making more conerete conclusions on these findings are proh‘i'bited by the complication
Dbrought about by the way that the ehanges in the policy environment have also directly mlp'\ctcd ‘
on &upply pmuumg an unusual murce of tlt_pamurc fmm nmrkcbham’ norms. As Jol

B. Demand

The muqlxu‘e of demand in China has been (he subject of a great

10,



times, empirieal analysis of tastes and proferences only being possible recently with
improvement in -gecess to consumption data, Preferences vary with region, income
ld‘s\lﬁcmmn. urban lifestyle, population, hm\wlmld struetire, and education. Different
components of the diet, which is normally a mixture of staples (fan) and more Tuxury foods
(18 ai), are also often the subjeet of diserete consumption choices (Kutsehukian and Brittan,
1995). While previous studies on the nature of these nfluences have produeed conflicting
tesults, a number of themes in teems of reforms® impacts ae apparent. The first is that policy
changes have led w some definite shifts in ine strueture of demand, notably for grain, tha ity
be chameterised by a decrease in income elasticities, generally conventionally signed nrw
elasticities, across most of the provinees. There is also evidence of a shifl U away from grins
toward meat and other luxury foodstff in both wholesale and retail markets (Kutsehukian and
Brittan, 1995: Ahmadi-Esfahani and Stanmore, 1996a), 1t would also appear [yam these studies
that the changes in demand are nat eomplete, and are perhaps just as transitional as the current
poliey directions.

Changes iv demand bave been wiluenced heavily, at least in wealthier urban arens, by the
increased levels of foreign investment that were referred to earlier. While much has bieen made
of the entry into these markets of MeDonalds in 1992 and Kemtneky Pried Chicken in 1988
(Murray, 1994), there exists o wide variety of different fast food chains from a variety of
foreign sources, which are aracting a range of different custom. Huang (1993) aegues that this
trend has stimulated a shift in the country's local fast food trade from individual operation 1o
chains yith brand names, mass production and uniform standards. Huang argues that Chinese
consumers go to western style fast food chains for the latter: however, they would profer to eat
more traditional styles of food (1992), If this is the case then the implication of this trend for
agriculture is for an increasing of the derived demand oy higher levels of processing,
standardisation of production, improving quality control and reliability of su) pply and,
consequently, a demand for improved signals to producers through the marketing chain, As
these developments require ehanges to fundamental features of the market support structures,
the effects of these changes in demand are yet to be fully realised.

The influence of China's massive and growing population on world food. demind will be
mnmdcmb} for yem,x 1o come. h wouid appc.w that not mﬂy has pc)plﬂ.lhon bwn H
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Intertwined with the focus on population has been interest in the nature of income changes that
have come out of this reform process, While the incomes increase with cconomic growth, so
too does inequality, leading to varying scenarios for the demand foe raw and process food
products, As previous interventions have invalved massive consumer subsidies, there is
significant evidence 1o show that the reforms, at least until the early 1990s, led to a substantial
decrease in real wage as food costs rose (World Bank, 1990), While there is some evidence that
this is changing, the problem has been compounded by the vagaries of poliey implementation
which have lowered expectations on permanent income,

“The changes in the structure of demand have been stongly influenced by the policy changes on
the supply side. The early reforms in agriculture, as indicated previously, had the impact of
diversifying the products available in twen stimulating katent demand in & number of
differentiated markets (Marelhwo, 19913, In the grains markets, for example, there are now
quite distinet demands for food grain, feed grain and seed. The food demand consists mainly of
the end consumers, while some government outlets also purchase grain, acting as & middle man
between farmer and househald. The different sources of grain mean that there exist various
prices in different markets although arbitrage limits the price disparity, Different prices also
exist for different quality grains with grain quality actually determined by weight (Shun Yi
County, 1994).

The demand for processed foods m China has also increased quickly, especially in the urban
areas, where the market size is now estimated to be $42 billion (Samuel, 1994, p31), In 1979
only § per cent of meat was processed, whereas in 1994 this level has risen o 20 per cent
(Institute of Agricultural Economics, 1994), This reflects a change in Chinese preferences away
from traditional home cooked foods toward commercially processed foods as well as the
associated income inerease that China has experienced. Meat, cercals and fiuit and vegetable
products account for the majority of consumer expenditure on processed food and bavérage
produets (Samuel, 1994, p15). The government has very little control over prives in food
processing, although it is involved in some big food processing firms (Ding: 1994), This
creates incentives for the private scetor which is refiected by the sigmﬁcanl foreign investment
into China in the pr o@e&ﬁmg area, mainly in the form of joint ventures, This arca of the Chinese
food industry is likely to expetience further growth from the private seetor,




possibility of greater price responsiveness. Finally. the main emphasis of the reform process
seems principally aimed at securing productive reforms on the supply side, following a more
traditionaily capitalist growth-orientated approach to accommodating what were previously
planned welfare objectives. In these issues, it would again appear that the pattern of
intervention is now much less socialist, and certainly not atypical of the models of governiment
intervention in agticulture given by other major food traders.

C. Price Formation

The imponance of the preceding supply and demand developments is perhaps most significant
when one considers the influence of this modified socialism on price formation or, more
especially, the current impact of distortions. As Ahmadi-Esfahani and Stanmore (1993) note,
refornis will lead to prices moving toward their imputed or ‘shadow’ prices. This implies that,
as factors of production approach their underlying value, resources will be diverted into areas
of comparative advantage, and both positive and negative effects of the variability of certain
sectors will be experienced as prices adjust. The way that these relative prices have been
influenced by both past polices and reforms is crucial in assessing the impact of th:+ movement
to shadow prices.

One of the main objectives of the Great Leap Forward was to improve the terms of trade
between the agricultural and industrial sectors of the cconomy by significantly increasing state
procurement prices for agricultural products (Martellaro, 1991). In addition to this, the
introduction of the production responsibility system necessitated a change in the way farmers
were paid by the state with the two-tier remuneration system. Under this policy, the farmer
derives revenue from two different sources - revenue from goods sold to the state under a
mandated quota and procurement price, and any remaining produce which can be sold on the
open market. It has been estimated that in 1989, on average, this policy gave rise to 38 per cent
of state-owned enterprise outputs being sold on markets and 56 per cent of its inputs also
procured on markets (Harrold, 1992). The major benefits of this two-tier price system are that it
has allowed an underlying continuity of supply and facilitated marginal resource allocation
decisions to be made on the basis of market prices.

The second stage reforms heralded significant changes to the pdssi‘bility of private trading, with
modifications to the design of procurement planning. The most significant chaixg:e was the
elimination of the distinction between quota and above quota fdeli;v‘éries, which resulted in néw
1988, p291). During this phase, grain quotas. were replaced with a program of contract and
market purchases, In theory, these contracts were meant to be VOluﬁ'iary‘,.bﬁt‘wiyn practice ‘they
closely resembled the old procurement system (Sicular, 1988, p291). There was, to some-




extent, a redesigning of allocation mechanisms, notably subsmutmn of markets })m( ”
manipulation of prices (Lyons, 1993). Structural policies were introduced for further
stimulating diversification of agriculture which reduced the emphisis on grains and encouraged
the developrient of cash crops and livestock (Hartford, 1987, p212). Not surprisingly, this
environment had different impacts on key sub-sectors within the food economy.

Of particalar interest has been the effects of reforms on the grains seetor, In Aprit 1992, the
state raised its monopolised selling prices of grain and realised the same prices for purchasing
and marketing (Agriculiure Yearbook, 1993, p54), This resalted in all provinees adjusting retal
grain prices in line with purchase prices, while at the same time opening retail markets
(Research CGiroup on Aonual Analysis of Rural Econemy, 1994, p78). Further reforms
oceurred including grain and oilseed prices in 1991, while there has also recently been the
introduction of wholesale and futures markets in grain (World Bank, 1992, pd3). The role of
these wholesale markets, which ¢an include futures contrets at national, regional and local
levels, is likely to increase further {Weiling, 1994). Empirical studies on wholesale market data,
swch as Ahmadi-EsTahani and Stanmore (1996a) demonstrate, however, a niwked lack of price
responsiveness in grams which was seemingly atiributed to o continued high level of distortions
in these markets, and to the fundamental nature of these products to the Chinese diet, This
would appear a marked contrast to the meat and vegetables sectors,

While the meat industry is similarly characierised by free markets and some government
intervention, meats are mostly sold through wholesale markets. Within this industry, the pig
ket is by fav the most important. There are two main types of teaders in the pig market;
private market agents (which have around half the market) and state~run ones, while there are ¢
couple of co-pperatives, but their percentage of the market is small (Ke, 1992), There are
hardly any business linkages between the private and state-run firms as the state sector wants to
protect itsell from the private sector competition, and is largely better equipped (Ke, 1992), The
private meat traders are mainly farmers and have no modern marketing facilities with no long
distance wholesale activities and often only limited information on price expectations
(Zhangyne, 1992). The majority of private traders have no division of labour with all
undertaking purchasing, slaughtering and retailing activities (Ke, 1992), However, the
advantages for the state-run-agents are likely to decline as the number of state traders decreases,
the private agenis grow in size and gain access to technology and: specialisution. Further, the
privite wholesale markets ave likely (o create greater opportunities for the private meat ¢ radm
To keep consumer prices low and stable, the prices at the retail level in the statesrun meat %hpp}.
are often fixed, while there may also be upper price limits for the private retailing :tquw
free markets (Ke, 1992), In this environment, it is not surprising that empirical $tu xu‘; indic
a high degree of price responsiveness in these markets (see, for example, Ahm.xd:ul::,mlmm andk
Stanmaore, 1996a).
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In many ways similar to the meat sector, the vegetables industry is probably the most open: of
all the food markets with respect to price formation. Farmers sell vegetables either dl,reclly to
consumers, through the free market or through the wholesale markets, with the purchasers

being either households or retailers. The government does play a role in the administration and
operation of some wholesale markets; however, the prices are determined by supply and
demand. There are now more than 5,000 wholesale markets for vegetables and fruits
accounting for more than a third of the transactions with the degree of competition between the
who:lesalé markets varying from province to province (Agriculture Yearbook, 1992, ppd6- 47).

These wholesale markets arc very competitive, for both the management who compete for
sellers through their administration charges and between the sellers within each wholesale
market. In a manner analogous to the studies on meat, the vegetables industry has shown a
higher level of price responsiveness than the grains sector (see, for example, Ahmadi-Esfahani
and Stanmore, 1996b).

In sum, the food industdes in China are now characterised by a greater role for free markets. In
1991, for exﬁmplc, there were 72,600 rural and urban fairs which accounted for a-quarter of the
social retail sales (Agriculture Yearbook, 1992, p46). This increased presence is readily
apparent in all the major feed industries: grains, meat, fruits and vegetables as well as the food
processing industry. However, the government still plays a major role in these industries,
particularly grains, and has a tendency to step in whenever the market is not operating as it
desires with a number of direct and indirect policy interventions. The state seclor remains
important in wholesaling agricultural products. retailing commodities under price controls and
the ration system (World Bank, 1992, p45). The state-owned enterprises compete strongly with
emerging enterprises which suffer from disadvantages in terms of technology. management and
economies of scale (Research Group on Annual Analysis of Rural Economy, 1994, p25).
While, since the reforms 75 percent of all state-owned commercial and service companies had
been sold or leased to private owners with free entry allowed for others (Harrold, 1992),
freedom in this market is limited by the government’s reputation for intervention when the
market does not behave as desired. Pork rationing in 1987, direct controls on prices and
markets in 1988, subordinating exports to procurement objectives, imposiﬁon of pﬁce‘cdlih“g‘s
in 1989-G1, and suspension of nadmg for rice and rapesecd futures in October 1994 are all
necem examples of uus (Lm 1990 Warld Bank, 1990 Johnson, 1994; World 3ank, 1992;

voperate in accordam.e w:th plannmg ) ter
‘ fgovcmment’ actions in this regard: conunue 'o-put strong
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Worthy of speeific mention in this area of indircer itepvention in the price formation is the
controversial issue of exchange rates, Up until 1993, the government preserved a fairly stable
official exchange rate by allowing “semi-legal” swap markets 1o operate volatile trading without
official opposstion. In 1992, conversior regulations were liberalised in an effort to move
toward making the Yuan {ully convertible; however, as the eeonoty began to overhieat in 1993,
it was soon demonstittedd that the govermment had insufficient resources to hiokd the eurreney in
check. This admission fed to the floating of the Yuan in carly 1994, and its subsequent
devaluation (Mutray, 1994). The presious tight control over monetary policy acted as an
implicit distortion on the economy, as it provided incentives for individuals o devote resources
inefficiently in order to secure foreign exchange, and caused ehanges in money supply (o affect
reladive, and not just average, prices (Martin, 19923, In o study on the wool sectar, Matin
(1992} found that a devalustion wonld increase exports of wool manufaciures, which would,
generally speaking, werease demand for primary commodities both domestically and abroad,
and would alse be expected to increase the profitability of foad exports, The effect of similar
changes on foad prices is. bowever, difficult 1o deternune as, on the one hand, prices may rise
due 1o the diversion of food goods to export markets in processed or unprocessed forms and,
an the other. mereasing the avaitability of foreign exchange will lower the cost of imported
intermediaries. The net result, therefore, is uncerain, but foreshadows the possibility of greater
involvement for agricultural suppliers in more value-added export activities as institational
reform progresses.

Despite the uncertainty intertwined with the government's direct and indirect interventions in the
food price formation process, teforms are likely to contioue Jeading market forees to play an
incrensing role in determining allocations, P “formis expeeted to proceed in steps with. the
government still paying close attention 10 1. .pitet on cconomic and social stability (World
Bank, 1992). Products siill under government purchase wirangements such as foodgrains,
edible oils, eotton, sugar and tobaceo are to be adjusted, The eventual goal is the abolition of
dircet control over most agricultural procurement prices, while retaining import barriers for
some food products and using indirect intervention 1o dampen short term price fluctuations
{(World Bank, 1990). A key part of the next reform process is the setting up of specialised
markets for trading in large volumes and in futures. These are likely to eventually substitute the
former planned distribution networks and the present ad hoe trading fairs (World Bank, 1992,
1)108) h\mn in ﬂu, }pmm\‘ mduﬁry, which receives the mml mmvumon, bubstanua refoum in




and provineial) control system. This meant that imports and exports of grain between provinces
would be changed from centrally planned allocations to market-orientated allocations ‘with. the
provincial supply and demand for grain bcmﬂ fulfilled through: diréet order or wholesale
market. Reforms are also to oceur in the grain cireulation system and in particular, to separate
managetient of the special grain reserve from normal business -operations (Research Group on
Annual Analysis of Rural Economy, 1994, pp79- 80). The continuing reform process and
reduced intervention by the government wilt probably lead to a market structure which is
characterised by much more competitively determined prices,

Simitarly, the methods of government intervention have undergone some subtle evolution.
Rather than controlling both supply and the market, the government now uses its participation
m the markets to influence price. Additionally, the government is now an owner of some
markets which it attempts to run as commercial entities and compete with private markets and
has made commitments to invest in infrastructure by building "standardised wholesale markets
and farmers markets around the country” (Xinhua, 1994, pi). Further, the reforing have led o
a significant increase in managerial autonomy of state-owned enterprises, as the managers have
more authority 1o decide production, supply and sales levels (Xiao, 1991},

Qverall, there is much more frecdom for government agencies at all levels, reflecting a new,
and far more capitalistic. role for the government While the level of government intervention
has been generally decreasing, there are sull some raarkets in which the state takes active roles,
It would appear, however, that the use of more indirect mechanisms, combined with a less
controlled macro-economy, are changing the bounds of this influence. The combination of
these factors with & greater emphasis on consumer choice and free-enterprise is likely to sce
these changes in the food economy deepen, and lead to the developme:  of a level and pattern
af protection that is not dissimilar 10 many other capitalist economics which practise
wtervention in agriculture, The Jatter hypothesis is perhaps best served by making some
broader comparisons on the ingemationdl levels of government distortions.

D. Comparative Influence of Government Distortions

The freedom that the changes in pricing formation has brought to production and consumption
‘dccxsrons in mc, l‘oml m,onomy is lhc oSt nouccablc rcsulns of thc, Chmcsc ret‘mm Hmvcver,




between different analyses (see, for example, Gunasekera, Andrews, Haszler, Chapman, Tian
and Zhao, 1991, and World Bank, 1994).

To cireumvent some of these difficultics, some taste for comparative levels of intervention can
be gained {from an examination of trade model database. such as that provided by Tyers (1994)
for the World Food Model (Tyers and Anderson, 1992), The advantage of this model is that it
covers aggregate levels of protection for seven major food products and has been subject 10
extensive peer review. While these estimates are somewhat contentions, their consistent
procedures and database make comparison easier than using more country specific observations
(Tuble 1), The figures reference both a price transmission elasticity, which refleets the way that
government intervention insulates domestic prices from world reference prices {zero being
perfect insulation), and protection cocfficients, which represent the levels of taif or subsidy
{greater or less than unitary) that is the net result of the intervention (that is, the ratio of the
consumer or producer price to the border price).

While care must be taken in rpresenting what are ultimately stylised figures’. some limited
observations can be made. The first is that Chuna does not appear to subsidise production to
anywhere near the extent of the western economies shown, reflecting the high incidence of
export tax that have been noted by other authors (for example. World Bank, 1994). However,
the observations on the price transmission elasticities display a tendency to stabilise producer
prices in @ manner that is op average very similar in-magnitude to that for the United States.

With regard to consumption, it may be expected that, while a socialist state may tax production,
it is likely to redistribute these benefits by implicit or explicit consumer subsidies, which is
reflected in the very low protection coefficients for China vis-d-vis the other nations. Similarly,
the transmission elasticities betray a policy of protection of consumers from price volatility,
with only sluggish adjustment to market prices, This is not dissimilar to the pattern of distortion
that is apparent in the highly protected European economies due, toa large part, to the impact of
the up 10 70% consumer price increases which have accompanied referms sinee 1991
(Johnson, 1994). Driven largely by the need to reduce the inflationary pressures from massive

> While most of the p’tr*uncmm in the World Food
is not passible to direcily measure the effects
$evera reasom}xmsmncg: of complex prici




subsidies, the implication for this comparison would be that China’s pattern of intervention-is
even more comparable to that of the western economies shown.

TABLE 1
Representation-of Pric» Distortions for Select Countries in 1990

T D Price Dist ations Consumer Price Distoftrons
Price Transmusston  Price Price Transmission Price
Blastientres Proeet. Elashicities Protect.
Short Run Long Run Coeffi (Av ) Short Run - Long Run CoeffttAv )
o e i : e
Rive R {58 .50 008 .40 U SR
Whisdt {44 060 69 QG5 060 167
Caarse Grams 0.54 OR7 086 {05 070 0.7
Sugar D19 B 23 .68 P08 020 .69
Dairy [T [UR T 2.68 048 1z 2.4
Ruminant Mo 0.4% .66 0.54 008 0 50 200
NomRum Meat ({3 G235 {148 003 0.22 .58
Austratia
Rice 0.62 0.84 1.28 423 1.00 1.79
Wheat 078 1.00 1.16 01t 063 1.00
Coarse Grams Q.69 006 RS .69 096 1.00
Sujar 049 0 54 119 0.00 0.00 2.22
Darry .40 .45 }.54 0.13 (.39 152
Ruminant Meat 073 100 112 1.00 £.00 1.00
Non-Rurs Meat 046 052 105 0.25 .34 1.00
European Community
Rices o 046 178 0.1 0.22 233
‘Wheat 009 6.20 1.75 0.08 .11 1.54
Coarse Grains. 0.24 0S8 2.22 0.13 0.26 1.89
Sugar 0.00 0.00 2.27 0.00 0.00 1.92
Dairy 0.08 .30 4.00 0.08 0.30 2.50
Ruripant Men .08 0.14 2.33 0.02 0.04 1,89
NomRum Mot 012 0.76 1.54 0.62 076 133
United States
Riee .10 0.20 L72 0.7 1.00 1.00
Wheat 0.0 0.20 1.75 1.00 1.00 1,16
Coarse Grains 0.10 020 1.27 LO0 1.00 1.00
Sugar 010 0.48 1.79 0.10 0.48 1.59
Daity 0.07 0.36 278 0.06 0.18 1.89
Ruminant Meat 0,60 .61 141 0.21 0.53 1.30
Nom:Run Mt 0.90 1.00 1.00 - 1.00 1.0
Ssmmf: Pt SO
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In sum, the Chinese food ceonomy his been dramatically altered by the reforms to supply

demand and price formation. A vatety of initiatives in different areas imply that free nmm
forces now deterimine the majority of prices, although these are still largely influenced indircetly
through the government’s involvement. Both produeers and consumers have significantly more
freedom in their production and consumption decisions, while the Chinese markels are

s

significantly more open o the international market. Thus, the market strueture is now much
more chamcterised by market prices and quantities whieh refleet more individuals” own

decisions and tastes, Relative to other economies, it would appear that the overall pattern of
protection of the food cconomy is now converging with medels of intervention thar could just
as casily ascribed o the recognised diversity of capitalist institutions (Stighitz 1994), From this
perspective “Socialism with Chinese Characteristies™ is a banner for what is merely another
form of government mtervention, albeit hatsher.

IV, IMPLICATIONS FOR THE WORLD FOOD ECONOMY AND
INTERNATIONAL SOCIALISM

The overriding implication of the analysis is that capitalism and sovialism are, indecd,
converging in the Chinese food economy. Whether this is due to the intrinsic nature of the food
sector or the inherent characteristics of Chinese socialism is unclear and perhaps unimportant.
‘What matters is that the Chinese food sector is moving along the capitalist path and exhibits
clearly all the key attributes of a market-orientated economy under distortion.

On the supply side, these attributes are refiected in the numerous reforms conducred since
1978, the main aim of which has been to improve agriculural productivity and price
responsiveness. Diversification and production responsibility system have emerged, while state
ownership has declined. The quota system has been under continuing pressure and
opportunities for accumulating profits and specialisation have been enhanced. Diverse
marketing and processing chains have also materialised. More importantly, greater access to
international ‘markets and increased foreign investment through the SEZs have hoosted
possibilities for export growth. Finally, self-sufficiency appears not to be a sustainable goal for
‘China given the various supply rigidities and pressures on the demand for food stemming,
particularly, from pupulaﬁm gr,ow.t‘h: On the demand side, the capitalist attributes include




particular, works well for agricultural exporters, althoughitwill havea heavy cost on imported
intermediaries. There is an increased use of wholesale warkets for price determination, although
distortions remain high in these markets. The main trend, however, tends toward more
competitive price determination and lessdirect mnm of intervention,

On the whole, and in view of the fict that China's subsidies are comparable to those in a
number of eapitalist economies, it is reasonable to suggest that China provides » model of
market intervention under the hanner of socialism, 1t is also reasonable to suggest that given the
size of the Chinese food economy and the dynamic market-orientated policy changes oceurring
in the country, major opportunitics are emerging for international food interests, These include,
among others, various production, consumption and distribution enterprises of the Chinese
cconomy as well as areas of infrastructure and foreign investiments,

The apparent equilibrium that bas been reached between socialist and capitalist extremes in
China is a nseful source of information, not only for developing the background ta the Chinese
food economy, but also for drawing some conclusions for the future of intermational socialisny,
The selectiveness with which reforms have been carried out, combined with the drawn-out pace
of change. has led a number of researchers to comment on the stability of the model which has
allowed the Chinese Communist Party to outlive many of its socialist peers (see, for example,
Lippit 1992). Of particular interest is the commentary on the evolutionary (Marxist) model that
has been embraced by the revisionists, and the doubts this raises as to the mportance of
classical capitalism to the transitional economy (Wisman 1993).

In the traditional Marxian model, as has been observed eatlier, the underdeveloped country
moves through a stage of capitalism to the eventual evolution into socialism. Under such a
paradigm, China would still be classed as underdeveloped, due to the absence of full-fledged
capitalism. In separating capitalism {rom the use of free market, the Chinese are implicitly
trying to re-write this model. In essence, the capitalist stage has been replaced by a phase which
may more accurately be termed a market stage, where institutional imp'e‘di'menw to market forces
ate gradually minimised, government controls are at a more macro level, and there are attempts
to provide incentives that work in the absence of removing state ownership of the factors of
production, As it is the private ownership of factors of praduction that is pivotal to :ih@- rise of
capitalism, this alternative framework may serve to provide the gmwth fty‘piﬁéd y the capitalist
stage, without the same level of class conflict, in essence leading to & ge‘uer btabﬂny in thc
socialist stage: The success of this simplification- depends on the ability of the state 10 exist in
harmony with the market forces, while using the rents it gains to pursue socialist equity goals, -

2,




the notions of the conventional “welfare state”, this is typified by a western growth focus
concomitant to a high priority of soeial welfare programs. From this perspective, hie stability of
China's position is puhum more obvious as, although there exists the accumumnon of capital,
the possibility of conflict and therefore evolution into a-classless soeiety with no private
ownership is minimised, The implication for other would-be socialist eeonomies s that
privatisation, and the concomitant woes that this provides for structural adjustment programs
that have been at the centre of,m:my conflicts around the world, may not necessarily have g
negative impact on an economy, nor might public ownership, if these can involve a reform of
goals that are similar to the Chinese model.

V. CONCLUDING COMMENTS

The convergence of socialism and capitalism that has been witnessed in the Chinese economy is
fertile ground for future analyses. The gradual transition of China from centrally planned to free
enterprise has been along a continuum defined not so much by ideology, but the intricacies of
“Socialism with Chinese Characteristies”. For the tood economy, growth and trade patterns
have been altered by the specific acts of reform to supply, demand, and price formation which
have revealed areas of weakness and opportunity for world food trade. Changes in availability
of resources for production and improvement of incentives and marketing signals, have seen a
higher and more diversified level of supply. Changes in income and population, togeth r with -
teduced control over consumption levels, have similarly diversified and increased demand.
Price mechanisms have become freer and more market orientated, and have a greater role in
production and consumption decisions.

Despite all these advances, the Chinese government remains strongly interventionist. It has
exhibited an inherent distrust in the ability of the markets to seek equilibrium, and has swiftly

intervened in times of disruption, Similurly, the government has been piecemeal in the nature of

reforms, more involved in staple food markets, such as grains, than others, and has maintained

innumerable institutional constraints through complex devolved bureaucracies, and varied
measures of state ownership. This plethora of influences nccessitate the broadness of any
discussion on the food economy,

Wnthm this bleadth, the fqod m.lrkcts reveal a .structurc of mterventlon thatis not ccntméd to

1ct’omn:rs, is mclevanL As is the» nebul,ous n_a,t,ure p,.,ﬂ thc \dlb,mmnon b
capitalism, at least in the case of the food economy. It would 4
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lesson for international socialism is that the traditional Marxian notions of progressional
development may no longer apply, when one considers the way the private ownership that this
cembraces may not have been integral in the dramatic performance of the Chinese cconomy to
date.
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