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Integrating China’s agricultural 
economy into the global market
measur�ng d�stort�ons �n ch�na’s agr�cultural sector

Jikun Huang, Yu Liu, Will Martin and Scott Rozelle

Although there has long been an �nterest �n the agr�cultural economy, �t �s qu�te 
surpr�s�ng to many observers that ch�na’s agr�cultural sector has a record that �s 
�mpress�ve �n many d�mens�ons. Growth rates of gross domest�c product (GdP), 
agr�cultural gross value added and food per cap�ta �ncreased substant�ally 
s�nce the early 1980s. indeed, agr�cultural performance �n the past two to three 
decades was more �mpress�ve than �n any other country �n As�a. markets have 
boomed and the structure of agr�culture has sh�fted fundamentally. desp�te 
hav�ng the largest populat�on �n the world and h�gh �ncome growth (wh�ch has 
had a wrench�ng change on the nat�on’s consumpt�on bundle), ch�na has, s�nce 
the early 1980s, been a net exporter of food �n all but one year.

Wh�le the performance of the economy �s well documented, there �s less 
understand�ng about the env�ronment w�th�n wh�ch th�s growth occurred. in 
part�cular, there have not been many stud�es of the econom�c env�ronment that 
created some of the �ncent�ves for producers. in the past, there has been work 
on the nature of the d�stort�ons of ch�na’s agr�cultural economy (for example, 
huang et al. 2004; oecd 2005; orden et al. 2007). Unfortunately, prev�ous stud�es 
have been only part�al. For example, huang et al. (2004) looked only at the 
d�stort�ons �n a s�ngle year; orden et al. (2007) exam�ned only s�x years between 
1995 and 2001. The oecd (2005) exam�ned only a small set of commod�t�es and 
made a number of s�mpl�fy�ng assumpt�ons about some of the most �mportant 
commod�t�es, such as pork meat and poultry. Perhaps because of the part�al 
nature of these stud�es, they reached a number of d�fferent conclus�ons. 
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The purpose of th�s chapter �s to exam�ne the extent of the ch�nese 
agr�cultural sector’s �ntegrat�on �nto the world market by est�mat�ons of 
�nd�cators of d�rect and �nd�rect �ntervent�ons by the ch�nese government 
�n agr�culture from 1981 to 2005. The ma�n part of our analys�s exam�nes the 
d�fferences between �nternat�onal pr�ces and domest�c wholesale pr�ces at the 
border (nom�nal rates of ass�stance or NrA). We also cons�der d�stort�ons �n 
the domest�c economy by exam�n�ng the d�fferences between farm-gate and 
border pr�ces (NrAf). 

The w�de scope of the object�ves, as w�th other stud�es, necess�tates certa�n 
l�m�tat�ons. F�rst, the absence of data precludes us from exam�n�ng the ent�re 
agr�cultural sector. instead, we exam�ne commod�t�es that account for nearly 
two-th�rds of the gross value output �n all of the study years. second, although 
we are able to judge from the pr�ce trends and from an understand�ng of 
domest�c market�ng and pr�c�ng and trade pol�cy reforms the source of the 
sh�fts �n the d�stort�ons of the agr�cultural economy, we cannot �dent�fy the 
exact source of changes. Also, although we use our rev�sed exchange rate 
ser�es to calculate what we bel�eve to be the correct values at wh�ch we convert 
�nternat�onal values �nto currency—wh�ch �s useful for mak�ng compar�sons 
w�th pr�ces �n ch�na’s domest�c economy—we do not analyse the effect of these 
assumpt�ons. Th�s �s done elsewhere (mart�n et al. 2006). 

in the next sect�on, we d�scuss our quant�tat�ve approach and sources of 
data. The results of the d�stort�on analys�s are presented �n the th�rd sect�on, 
wh�le the final sect�on offers conclus�ons. 

Methodology and data sources

We have ut�l�sed the approach spec�fied �n Anderson et al. (2006), wh�ch �s based 
broadly on compar�sons between domest�c and �nternat�onal pr�ces. dur�ng 
the reform era, these pr�ce compar�sons prov�ded �nd�cators of the �ncent�ves 
for product�on, consumpt�on and trade, and the �ncome transfers assoc�ated 
w�th �ntervent�ons. 

our approach creates essent�ally two measures of d�stort�ons for each major 
commod�ty �n the agr�cultural economy. The first measures �n our analys�s 
are the NrA, wh�ch are used to compare the pr�ces of commod�t�es �n the 
domest�c economy (at the port) w�th the �nternat�onal pr�ces of commod�t�es 
at the border (that �s, ‘c.�.f.’ �n the port for �mportable goods; ‘f.o.b.’ �n the port 
for exportable ones). The qual�ty adjustments on the border pr�ces were made 
before we est�mated the NrA. conceptually, w�th the NrA, we are try�ng to 
measure the extent of the d�stort�ons due to tar�ffs, exchange rate d�stort�ons 
and other non-tar�ff barr�ers—at the border.
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Because of barr�ers w�th�n the domest�c economy, the extent of protect�on 
(or lack of protect�on) that �s afforded by trade pol�c�es m�ght not be the same as 
the real rate of protect�on to farmers. s�nce we have �ndependent observat�ons 
on the pr�ces obta�ned by farmers �n local markets, we are able to est�mate 
the nom�nal rate of ass�stance at the farm level, tak�ng �nto account border 
d�stort�ons and d�stort�ons affect�ng farmer returns (NrAf). NrAf are calculated 
after allow�ng for qual�ty adjustment, tax or subs�d�es, transport, storage and 
handl�ng costs �n mov�ng commod�t�es from the farm to the wholesale level. 
d�fferences between NrA and NrAf ar�se from subs�dy or transfer payments 
that cause the pr�ces rece�ved by farmers to d�ffer from what they would rece�ve 
under compet�t�ve �nternal market cond�t�ons. 

Wh�le NrA (and NrAf) measure only d�fferences �n output pr�ces, there 
could also be d�stort�ons on the �nput s�de. To capture these, �t �s poss�ble 
to prov�de measures to take �nto account d�rect subs�d�es and d�fferences 
between the �nternat�onal pr�ces of �nputs and the pr�ces that farmers pay for 
these �nputs. Wh�le these forms of protect�on (or taxat�on) are �mportant �n 
many countr�es—and part�cularly �n organ�sat�on for econom�c co-operat�on 
and development (oecd) countr�es—we find that they are generally relat�vely 
small, so we focus on the NrA and NrAf measures when exam�n�ng d�stort�ons 
to producers. 

exchange rate d�stort�ons present part�cular measurement problems and 
requ�re deta�led analys�s �f pr�ce compar�son-based measures are not to be 
m�slead�ng. The assumpt�on and methods that were used to generate our 
exchange rate ser�es are �n Table A7.1. For documentat�on of our complete 
domest�c and �nternat�onal pr�ce ser�es, see mart�n et al. (2006). 

in comp�l�ng our data, we had to make cho�ces on the coverage of the 
commod�t�es. We have �ncluded 11 commod�t�es: r�ce, wheat, ma�ze, soybeans, 
cotton, pork, m�lk, poultry, fru�t (us�ng apples as a representat�ve product), 
vegetables (us�ng tomatoes as a representat�ve product) and sugar (sugar-
beet and sugar-cane). dur�ng the study per�od, these commod�t�es accounted 
for between 75 per cent (�n the late 1980s) and 60 per cent (dur�ng the early 
2000s) of the total value of agr�cultural output �n ch�na. Because dec�s�ons on 
product�on and consumpt�on �n ch�na’s domest�c market pr�ces were be�ng 
allowed to respond to domest�c pr�ces only gradually, and because we do not 
have access to rel�able data on the secondary market exchange rates before 
1988, we focus on data for the per�od beg�nn�ng �n 1980.

The data used �n our study come from a number of sources, depend�ng 
on the t�me per�od of analys�s and the commod�ty. commod�ty balance data 
(product�on, ut�l�sat�on, trade and others) are from the centre for ch�nese 
Agr�cultural Pol�cy’s cAPs�m  database, wh�ch are ma�nly from the m�n�stry of 
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Agr�culture (product�on), Nat�onal Bureau of stat�st�cs of ch�na (consumpt�on 
and others) and the m�n�stry of commerce (trade). domest�c pr�ces are from 
several d�fferent m�n�str�es. spec�fically, farm-gate output pr�ces come from 
the cost-of-product�on surveys conducted by the Nat�onal development and 
reform comm�ss�on (Ndrc). Wholesale and reta�l pr�ces for most products 
are from the center for Pr�ce mon�tor�ng, the Ndrc, the m�n�stry of Agr�culture 
(var�ous years [b]) and the department of rural survey under the Nat�onal 
Bureau of stat�st�cs of ch�na. Where wholesale and reta�l pr�ces for some 
commod�t�es �n some years were not ava�lable, pr�ce marg�ns from farm-
gate to wholesale and reta�l were est�mated. much of the data on marg�ns, 
transportat�on costs and other transact�on costs are from an extens�ve set of 
surveys by huang and rozelle dur�ng the 1990s and the early 2000s, wh�ch 
served also to establ�sh wh�ch commod�ty pr�ce ser�es prov�ded appropr�ate 
bases for pr�ce compar�sons. some of th�s was reported prev�ously �n rozelle 
et al. (2000) and huang et al. (2004), wh�ch prov�ded �nformat�on on substant�al 
qual�ty d�fferences between some �mported and domest�c commod�t�es and 
result�ng b�ases �n pr�ce compar�sons as a measure of protect�on. For more 
recent years, survey teams from the center for ch�nese Agr�cultural Pol�cy 
�nterv�ewed traders �n 10 c�t�es throughout ch�na �n 2006. The complete data 
ser�es are �n the append�ces of huang et al. (2007).

The �nternat�onal pr�ce data (‘f.o.b.’ and ‘c.�.f.’) for all commod�t�es except m�lk 
are the un�t values of the exports or �mports w�th adjustments for qual�ty. These 
data are from the m�n�stry of commerce and ch�na’s customs Adm�n�strat�on. 
For the border pr�ce of m�lk, because no �mport pr�ces for m�lk are ava�lable, 
we use the farm-gate pr�ce of m�lk �n New Zealand, adjusted by �nternat�onal 
transportat�on and �nsurance rates, to create a ser�es for the �nternat�onal pr�ce 
of m�lk (c.�.f.), wh�ch we refer to as the ‘reference pr�ce’.

Results

The role of domest�c pr�ce and market�ng pol�c�es

Before exam�n�ng the role of d�stort�ons at the border, �t �s useful to exam�ne 
the relat�onsh�p between the ava�lable domest�c pr�ce ser�es for farm and 
reta�l pr�ces for the major gra�n crops (Table 7.1). The �mportance (and role) of 
ch�na’s domest�c pr�ce and market�ng pol�cy for r�ce and wheat (two of the three 
largest crops  �n ch�na) can be seen by compar�ng the state-set urban reta�l 
pr�ce and the state-set rural farm-gate procurement pr�ce w�th the rural reta�l 
pr�ce (a free-market pr�ce) before 1993, when the urban gra�n rat�on�ng system 
was formally abol�shed. Unt�l 1993, urban reta�l gra�n pr�ces were generally 
substant�ally below the pr�ce on the free market �n rural areas, desp�te the costs 
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assoc�ated w�th transferr�ng gra�n to urban areas. Th�s was a consequence of a 
procurement pr�ce system des�gned to prov�de urban res�dents w�th relat�vely 
�nexpens�ve food. only urban res�dents could buy gra�n at these low pr�ces and 
only w�th rat�on coupons that were ava�lable �n l�m�ted quant�t�es.

The market�ng and procurement system could have been the source of 
add�t�onal d�stort�ons. The relat�vely low sell�ng pr�ce of gra�n at the farm-gate 
shows that ch�na’s food system �n the 1980s was set up to transfer �ncome from 
rural to urban areas (Table 7.1, column 1). The amount that farmers rece�ved 
for the mandatory del�ver�es was far below the free-market pr�ce. There �s, 
however, some quest�on about the effects on �ncent�ves for product�on and 
consumpt�on g�ven the �nfra-marg�nal nature of many of these transfers (s�cular 
1988). Th�s �s because after the m�d 1980s, farmers were able to sell add�t�onal 
amounts at h�gher market pr�ces once they had met the�r obl�gat�on to del�ver 
a fixed-quota quant�ty at the low purchas�ng pr�ce. if a farmer sold more gra�n 
than was requ�red by h�s or her del�very quota—and the above-quota pr�ce 
was determ�ned by market forces—there could have been less of a d�stort�on. 
Ult�mately, however, even such pol�c�es are not fully decoupled from �ncent�ves, 
w�th seem�ngly �nfra-marg�nal transfers away from rural households, for 
�nstance, g�v�ng the�r members an �ncent�ve to move out of agr�culture. These 
l�nkages have been shown by Wang et al. (1999). Therefore, the d�stort�ons 

Table 7.1  Rural retail, urban retail and farm-gate sales prices of rice 
and wheat in China, 1980–2005 (yuan per tonne �n real 2005 
pr�ces)

 1980–93 1994–2001 2002–05
r�ce (�n m�lled r�ce equ�valent)   

Farm-gate pr�ce 1,375 1,889 1,939
rural reta�l pr�ce 2,069 2,145 2,112
Urban reta�l pr�ce 989 2,144 2,112

Wheat   
Farm-gate pr�ce 1,126 1,305 1,268
rural reta�l pr�ce 1,700 1,433 1,325
Urban reta�l pr�ce 920 1,433 1,325

Note: We use the years of 1993 and 2001 as t�me-d�v�s�on po�nts because the former �s the year 
the gra�n rat�on pol�cy ended �n urban areas and the latter �s the year before ch�na jo�ned the 
World Trade organ�zat�on. 
Sources: calculated by the authors based on var�ous sources.
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created by domest�c market�ng and procurement systems could have affected 
�ncent�ves relat�ve to �nternat�onal pr�ces.

From 1994, however, changes to ch�na’s domest�c market�ng and 
procurement system appear to have el�m�nated th�s add�t�onal layer of regulat�on 
for producers of r�ce and wheat (Table 7.1, columns 2 and 3). in the early 1990s, 
the urban pr�ce began to r�se above the farm-gate pr�ce; urban and rural reta�l 
pr�ces also came much closer together (huang et al. 2007). Th�s reflects the 
phas�ng out of the �mpl�c�t taxat�on of farmers through the gra�n procurement 
system. The gap between urban and rural reta�l pr�ces essent�ally d�sappeared 
after 1994 (Table 7.1), and the gap between the rural reta�l pr�ce and the farm 
pr�ce decl�ned—poss�bly suggest�ng an �mprovement �n market�ng effic�ency 
(Park et al. 2002). W�th the d�sappearance of the d�stort�ons from the market�ng 
and procurement system, the rema�n�ng d�stort�ons after the m�d 1990s reflect 
only trade pol�c�es and not trade and domest�c pol�c�es.

Nom�nal rates of ass�stance for ch�na’s ma�n agr�cultural commod�t�es

All NrA and NrAf are computed at adjusted exchange rates (the est�mated 
equ�l�br�um exchange rates; Table A7.1), s�nce we bel�eve th�s measure �s the 
r�ght one to use to calculate the true rate of protect�on. in mart�n et al. (2006), 
we report how the measures of d�stort�ons vary when us�ng offic�al and adjusted 
exchange rates. 
Distortions to the grain economy before the mid 1990s. The d�stort�ons to 
the r�ce economy of ch�na �n the 1980s and early 1990s were character�sed by 
two �mportant features (Table 7.2, row 1). F�rst, the NrA of r�ce—an exportable 
commod�ty—was negat�ve between 1980 and 1993. Averag�ng –23 per cent, 
the negat�ve NrA show that ch�na was h�ghly compet�t�ve �n �nternat�onal 
r�ce markets dur�ng these years. Trade pol�cy, however, kept exporters from 
sh�pp�ng large quant�t�es of r�ce onto world markets and kept the free-market 
pr�ce of r�ce �n ch�na’s port c�t�es below the world pr�ce. Th�s demonstrates 
clearly ch�na’s comm�tment to keep�ng domest�c pr�ces low. even �f there had 
been no other d�stort�ons �n the r�ce economy, producers would have faced 
pr�ces below world market pr�ces.

The second feature demonstrates how domest�c market�ng and procurement 
placed a greater tax on farmers and �nsulated the domest�c pr�ce of r�ce from 
the world market pr�ce even �f trade pol�cy had been l�beral�sed (Table 7.2, rows 
1 and 4). Because of ch�na’s market�ng pol�cy, wh�ch lasted through the m�d 
1990s, the state’s art�fic�ally low procurement pr�ce kept the pr�ce rece�ved by 
farmers systemat�cally below the free-market pr�ce of r�ce, as seen by the NrAf. 
Because of th�s, the tax on r�ce farmers averaged –42 per cent. r�ce producers 
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were among the most heav�ly taxed farmers �n ch�na, g�ven the large share of 
the crop’s sown area and large negat�ve rates of protect�on. importantly, our 
analys�s shows how the state used trade and procurement pol�cy to tax �ts 
r�ce farmers.

The NrA measures show that trade pol�cy offered h�gh rates of protect�on 
for wheat farmers �n ch�na between 1980 and the m�d 1990s (Table 7.1, rows 
2 and 5). Between 1980 and 1993, the free-market pr�ce of wheat �n ch�na’s 
port c�t�es was 47 per cent h�gher than the �nternat�onal pr�ce (c.�.f., ch�na’s 
port c�t�es). Unl�ke r�ce, wh�ch ch�na produced compet�t�vely dur�ng the 1980s, 
wheat producers—who have been shown to produce at a h�gher cost than 
many producers �n other countr�es (huang and ma 2000)—rece�ved strong 
protect�on from trade pol�cy. Th�s pol�cy on �ts own, unl�ke that for r�ce, would 
not be cons�stent w�th prov�d�ng �nexpens�ve food for consumers. it would, 
however, be cons�stent w�th a pol�cy of food self-suffic�ency, s�nce �t would 
encourage greater product�on by keep�ng out �mports and keep�ng domest�c 
pr�ces h�gh.

domest�c market�ng pol�c�es, however, were work�ng �n the oppos�te 
d�rect�on to trade pol�c�es. The trends of the NrAf show how the forced del�ver�es 
of wheat quotas �nsulated farmers from the h�gh rates of protect�on (Table 7.2, 
row 5). Although there was st�ll pos�t�ve protect�on for wheat farmers �n most 
years between 1980 and 1994, the rates were lower (averag�ng about 10 per 
cent). These figures—along w�th those for r�ce—show that at least for ch�na’s 

Table 7.2  Nominal rates of assistance (NRA) and nominal rates of 
assistance for farmers (NRAf) in the cereal sector in China, 
1980–2005 (per cent)

 
 1980–93 1994–2001 2002–05
NrA   

r�ce –23 –4 –6
Wheat 47 25 -
ma�ze –1 7 16

NrAf   
r�ce –42 –8 –9
Wheat 10 24 1
ma�ze –28 6 11

Source: Authors’ est�mat�ons.
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staple food crops, the government was not try�ng to use pr�ces to encourage 
food secur�ty. 

The story of ma�ze �s a m�xture of those for r�ce and wheat (Table 7.2, rows 
3 and 6). cons�der�ng row 3, trade pol�cy was prov�d�ng very l�ttle protect�on 
for ma�ze �n the per�od 1980–93, w�th an average of –1 per cent. Procurement 
pol�cy, as �n the case of r�ce and wheat, depressed the pr�ce of ma�ze for ch�na’s 
farmers. measured at the farm-gate level, ma�ze farmers were taxed by 28 per 
cent �n the per�od 1980–93. 
Distortions to the grain economy after the mid 1990s. our d�stort�ons analys�s 
shows that, after 1994, ch�na’s �nternat�onal trade and domest�c market�ng 
pol�c�es changed str�k�ngly (Table 7.2, columns 2 and 3). it �s apparent from 
the way the d�fferences �n the est�mates of NrA and NrAf narrow that ch�na’s 
reformers were able to el�m�nate the procurement pol�c�es that had been 
tax�ng r�ce, wheat and ma�ze farmers (e�ther by reduc�ng the tax �mposed by 
trade pol�cy, as �n the case of r�ce, or reduc�ng protect�on, as �n the case of 
wheat). in another work, huang et al. (2006) show that the el�m�nat�on of the 
procurement quota contr�buted s�gn�ficantly to a reduct�on �n the �mpl�c�t tax 
burden shouldered by farmers. 

The l�beral�sat�on of domest�c markets �n the m�d 1990s was accompan�ed by 
a l�beral�sat�on of trade pol�cy—at least �n the case of ch�na’s major food gra�ns 
such as r�ce and wheat. After the m�d 1990s, the taxat�on and subs�d�sat�on of 
r�ce and wheat clearly were be�ng phased out, as the NrA for r�ce rose stead�ly 
(became less negat�ve) and those for wheat fell. l�kely �n part �n preparat�on 
for access�on to the WTo, ch�na’s leaders l�beral�sed trade for the ma�n food 
gra�ns to such an extent that between 1995 and 2001 most of the protect�on 
for crops was el�m�nated. s�nce 2001, the NrA for r�ce and wheat have been 
close to zero. 

interest�ngly, the case of ma�ze �s a l�ttle d�fferent than that for other crops 
(Table 7.2, row 3). Wh�le NrA moved towards zero �n the case of ma�ze, �n a 
number of years after 2000, the NrA for ma�ze were pos�t�ve (not shown by 
the average figures �n Table 7.2). Th�s �nd�cates that at least �n some years 
nat�onal leaders have been protect�ng ma�ze producers. in part, as d�scussed 
�n rozelle and huang (2004), th�s could be due to lobby�ng from J�l�n Prov�nce, 
wh�ch has been successful �n ga�n�ng protect�on for the producers of �ts most 
�mportant crop.
Edible oils and cotton. The b�ggest d�fference between the analys�s of 
d�stort�ons of gra�n crops and cash crops (at least for soybean and cotton) �s 
that domest�c market�ng pol�cy has h�stor�cally played less of a role �n �ncent�ve 
d�stort�on. Although �n some count�es �n ch�na there was a procurement del�very 



126

China—Linking Markets for Growth

quota for soybean producers, �t was not as w�despread as that for gra�n (�n 
many count�es, soybeans were not procured by the state system). in add�t�on, 
the �mpl�c�t tax on soybeans �n places �n wh�ch soybean quotas were collected 
was lower than that for the staple gra�n crops; there �s l�ttle d�fference between 
the graphs for NrA and NrAf (huang et al. 2007). The same �s true for cotton: 
except �n the m�d 1990s, free-market procurement of cotton by pr�vate traders 
was not allowed. When reform finally came to the cotton �ndustry �n the m�d 
1990s, leaders d�d not move to a two-t�er pr�c�ng system, but �nstead allowed 
for pr�vate and commerc�al�sed government cotton procurement stat�ons. As a 
result, the measures of d�stort�on for the NrA and NrAf of cotton are nearly the 
same (huang et al. 2007). in fact, the same �s true for all the other commod�t�es 
(l�vestock, hort�culture, m�lk and sugar). As a result, the d�scuss�on �n the rest 
of th�s sect�on—for all three per�ods—focuses on trade pol�cy.

The trends �n the NrA after 1995 show the strong comm�tment to trade 
l�beral�sat�on for soybeans (Table 7.3, row 1). Beg�nn�ng �n the late 1990s and 
cont�nu�ng through to 2005, protect�on for soybeans fell from about 25 per 
cent to about 10 per cent. Th�s decreas�ng protect�on should not, �n fact, be 
surpr�s�ng g�ven the �ntegrat�on of ch�na �nto world soybean markets and the 
monoton�c r�se �n �mports (wh�ch exceeded 25 m�ll�on tonnes �n 2005). The story 
of soybeans—and the fall �n protect�on and almost full l�beral�sat�on—stands 
�n sharp contrast w�th that of ma�ze, wh�ch enjoyed �ncreas�ng protect�on. 

The d�stort�on analys�s for cotton, �n some senses, produces results s�m�lar 
to that for r�ce (Table 7.2, row 2). The comb�nat�on of trade and monopoly 
procurement pol�c�es kept domest�c cotton pr�ces lower than world market 
pr�ces �n the 1980s and early 1990s. it appears that ch�na’s planners were tax�ng 
cotton farmers to supply emerg�ng text�le �ndustr�es w�th relat�vely �nexpens�ve 
raw mater�als. it �s no wonder—w�th such h�gh �mpl�c�t taxes on cotton—that 

Table 7.3  Nominal rates of assistance for farmers (NRAf) for soybean, 
cotton and sugar crops in China, 1980–2005 (per cent)

 1980–93 1994–2001 2002–05
soybean n.a. 24 12
cotton –31 –6 –1
sugar crops 33 28 23

Note: The figures for sugar crops are the sugar output we�ghted average of sugar-cane and 
sugar-beet. 
Source: Authors’ est�mat�ons.



127

Integrating China’s agricultural economy into the global market

the lack �nterest from many suppl�ers, and ser�ous �nsect problems, led to 
stagnat�on and even decreases �n the number of areas sown w�th cotton �n 
many reg�ons (Nat�onal Bureau of stat�st�cs var�ous years (a)). 

After 1994, however, w�th the l�beral�sat�on of most domest�c markets and 
somewhat �ncreased trade l�beral�sat�on, there clearly was a sh�ft �n the level of 
d�stort�ons faced by cotton producers (Table 7.2, row 2). Although there were 
years �n wh�ch there was fluctuat�ons, s�nce the m�d 1990s, the NrAf have been 
fall�ng gradually to nearly zero. in recent years, desp�te the fact that nat�onal 
leaders could �mpose tar�ff-rate quotas on cotton after a certa�n volume had 
been �mported, trade offic�als essent�ally left the level of �mports �n most years 
to be determ�ned by the market. 
Livestock and horticultural commodities. W�th the except�on of m�lk, the 
patterns of d�stort�ons to ch�na’s l�vestock and hort�cultural sectors are qu�te 
s�m�lar (Table 7.4). Between 1980 and 1993, there was heavy �mpl�c�t taxat�on 
on pork and vegetables. in part, as noted by huang et al. (2004), th�s s�tuat�on 
was created by ch�na’s gra�n-first pol�cy. Although ch�na can produce l�vestock 
and hort�cultural products compet�t�vely, producers were encouraged ne�ther to 
produce nor to export these commod�t�es on a large scale. Th�s was due, �n part, 
to ch�na’s own barr�ers, such as quotas on exports �nto hong kong. Another 
part of the pr�ce gap shown �n these figures reflects trade barr�ers fac�ng ch�na 
�n export markets. Wh�le there were poss�bly grounds for some of the barr�ers 
(for example, foot and mouth d�sease �s w�despread �n ch�na), even �f a cla�m 
was blatantly false �t could not be adjud�cated effect�vely s�nce ch�na was not 
then part of the WTo. As a consequence, ch�na’s l�vestock and hort�cultural 
producers produced commod�t�es far below the world market pr�ce and were 
ne�ther �ncl�ned nor able to �ncrease exports �nto global markets.  

s�nce the m�d 1990s, the gap between domest�c and world pr�ces for 
l�vestock products has lessened, but the trends are not clear for the hort�cultural 
sector. emerg�ng markets and relaxat�on of gra�n-first pol�c�es (often called 
agr�cultural structural adjustment pol�c�es �ns�de ch�na) allowed producers 
to greatly expand l�vestock and hort�cultural product�on �n large part to meet 
the r�s�ng demand �ns�de ch�na (rosen et al. 2004). At the same t�me, ch�na’s 
access�on to the WTo and the appearance of an export-or�ented segment of 
the l�vestock and hort�cultural �ndustr�es has �ncreased the �nterest �n and 
feas�b�l�ty of part�c�pat�ng �n �nternat�onal markets. in response, the pr�ce gap 
measures have been fall�ng. it should be noted, however, that the NrAf are all 
st�ll negat�ve. if anyth�ng, ch�na’s presence �n global food markets has g�ven 
r�se to more str�ngent rules and regulat�ons on the �mportat�on of l�vestock and 
hort�cultural commod�t�es from ch�na. 
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Milk and sugar. The story for m�lk and sugar �s �n some senses the oppos�te 
of that for l�vestock and hort�cultural commod�t�es. dur�ng the 1980s and early 
1990s, the NrAf for m�lk and sugar were pos�t�ve and large (Table 7.3, row 3 
and Table 7.4, row 1). Those for m�lk averaged 70 per cent �n the per�od 1980–93. 
Those for sugar were above 33 per cent �n the same per�od. After the m�d 1990s, 
protect�on was lowered, and NrAf for m�lk and sugar fell (to about 20–25 per 
cent �n 2002–05). 

Conclusions and implications

The ma�n find�ng of our chapter �s that the nature of pol�cy �ntervent�on �n 
ch�na’s agr�culture has changed dramat�cally �n the past 25 years, transform�ng 
the agr�cultural sector from one character�sed by h�gh d�stort�ons to one that 
�s relat�vely l�beral and more �ntegrated �nto the world market. in the 1980s 
and early 1990s (or the early reform per�od), there were d�stort�ons �n external 
and domest�c pol�c�es that �solated domest�c producers and consumers from 
�nternat�onal markets. importantly, dur�ng the early reform per�od, domest�c 
market�ng and pr�c�ng pol�c�es served to make the pr�ces that domest�c 
producers and consumers faced almost �ndependent of the effects of trade 
pol�cy. Because of th�s—even �n the case of an exportable commod�ty, such 
as r�ce, a commod�ty that enjoyed l�ttle protect�on at the border from tar�ffs 
(mean�ng that the �nternat�onal and the free-market pr�ces of r�ce were nearly 
�dent�cal)—domest�c pr�c�ng and market�ng pol�c�es d�d not allow producers 
to reap the profits from �nternat�onal-level pr�ces and �nstead forced farmers 
to sell much of the�r surplus to the state at an art�fic�ally low pr�ce. hence, 
domest�c pol�c�es lev�ed a tax on farmers even though there was l�ttle protect�on 

Table 7.4  Nominal rates of assistance for farmers (NRAf) for livestock 
and horticultural sectors in China, 1980–2005 (per cent)

 1980–93 1994–2001 2002–05
m�lk 73 17 24
Poultry –11 –28 –19
Pork –57 –19 –8
Vegetables –50 –22 –23
Fru�t –19 –29 –28

Source: Authors’ est�mat�ons.
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at the border. s�m�lar dynam�cs character�sed �mportable commod�t�es such as 
wheat and soybeans where, desp�te fa�rly h�gh rates of protect�on from trade 
pol�c�es, producers were rece�v�ng much less protect�on than they would have 
had there been a free domest�c market for the �mportable commod�t�es—wh�le 
consumers were be�ng taxed �mpl�c�tly.

in contrast, s�nce the early 1990s (the late reform per�od), the l�beral�sat�on 
of domest�c markets has reduced the d�stort�ons from domest�c pol�c�es (as 
the market has gradually replaced the state as the pr�mary mechan�sm for 
allocat�ng resources and has become the bas�s of farmer product�on and 
market�ng dec�s�ons). At the same t�me—espec�ally �n the case of �mportable 
commod�t�es—trade pol�cy has become more l�beral�sed, w�th d�stort�ons from 
border measures fall�ng substant�ally. As a result, we find that �n recent years 
(that �s, s�nce ch�na jo�nted the WTo at the end of 2001), ch�na’s agr�culture �s 
much less d�storted �n two ways. F�rst, the d�fferences between �nternat�onal 
and domest�c market pr�ces have narrowed cons�derably for many commod�t�es 
due to trade pol�cy l�beral�sat�on. second, the el�m�nat�on of domest�c pol�cy 
d�stort�ons means that when trade l�beral�sat�on allows for the �ncreased �mport 
or export of agr�cultural commod�t�es, pr�ces �n ch�na’s domest�c market 
change, d�rectly affect�ng farmers. 

desp�te the find�ng that cons�derable l�beral�sat�on had occurred due to 
reforms �n domest�c and external pol�c�es, d�stort�ons to agr�culture rema�ned 
�n the m�d 2000s—25 years after the beg�nn�ng of reforms. in some cases, these 
rema�n�ng d�stort�ons ar�se from tar�ffs on �mportable commod�t�es and the 
non-tar�ff trade barr�ers of other countr�es on ch�na’s exportable commod�t�es. 
Wh�le low �n �nternat�onal compar�sons, ch�na �s st�ll prov�d�ng a degree of 
protect�on for a number of �mportable commod�t�es (for example, ma�ze, sugar 
and m�lk). 

W�th th�s analys�s, we have shown that ch�na’s agr�cultural economy 
has become one of the least d�storted �n the world. clearly, the comb�nat�on 
of domest�c market�ng reforms and �nternat�onal trade l�beral�sat�on has 
greatly freed up the dec�s�on-mak�ng env�ronment for producers. in such an 
env�ronment, phenomena such as rap�d structural change from gra�n to more 
labour-�ntens�ve commod�t�es and the r�se of a hort�cultural and l�vestock-
based export economy become more understandable. When farmers face 
less d�stort�on they tend to move �nto those commod�t�es �n wh�ch they have 
a comparat�ve advantage. 
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Table A7.1  Raw numbers for exchange rate analysis, China,   
1980–2005

Year offic�al rate secondary  retent�on  d�scount to  est�mated 
  market rate ratea  secondary equ�l�br�um  
    market rate exchange rate
1980 1.50  1.95  0.20  1.95  1.95 
1981 1.71  2.05  0.20  2.05  2.80 
1982 1.89  2.27  0.20  2.27  2.80 
1983 1.98  2.39  0.20  2.39  2.80 
1984 2.33  2.69  0.20  2.69  2.80 
1985 2.94  3.05  0.25  3.05  2.95 
1986 3.45  4.03  0.25  4.03  3.81 
1987 3.72  4.40  0.44  4.40  5.29 
1988 3.72  6.50  0.44  6.50  5.79 
1989 3.77  6.60  0.44  6.60  4.94 
1990 4.78  6.60  0.44  6.60  5.44 
1991 5.32  6.60  0.80  6.60  5.84 
1992 5.52  6.92  0.80  6.92  7.12 
1993 5.76  8.28  0.80  8.28  8.41 
1994 8.62  8.70  0.80  8.70  8.69 
1995 8.35  n.a. n.a. n.a. 8.35 
1996 8.31  n.a. n.a. n.a. 8.31 
1997 8.29  n.a. n.a. n.a. 8.29 
1998 8.28  n.a. n.a. n.a. 8.28 
1999 8.28  n.a. n.a. n.a. 8.28 
2000 8.28  n.a. n.a. n.a. 8.28 
2001 8.28  n.a. n.a. n.a. 8.28 
2002 8.28  n.a. n.a. n.a. 8.28 
2003 8.28  n.a. n.a. n.a. 8.28 
2004 8.28  n.a. n.a. n.a. 8.28 
2005 8.19  n.a. n.a. n.a. 8.19 

a The proport�on of fore�gn currency sold by all exporters at the parallel market rate.  
Sources: For the offic�al rates, Nat�onal Bureau of stat�st�cs of ch�na, var�ous years (a). 
Statistical Yearbook of China, var�ous �ssues from 1981 to 2006, ch�na stat�st�cal Press, Be�j�ng. 
Nat�onal Bureau of stat�st�cs of ch�na, var�ous years (b). China Yearbook of Agricultural Price 
Survey, var�ous �ssues, ch�na stat�st�cs Press, Be�j�ng; For the secondary market rates, 
huang and dav�d 1995. For the est�mated equ�l�br�um exchange rates, on the exchange rate 
methodology, see Anderson, k., mart�n, W., sandr�, d. and Valenzuela, e., 2006. Methodology 
for measuring distortions to agricultural incentives, Work�ng Paper, development research 
Group, World Bank, Wash�ngton, dc; huang, J., l�u, Y., mart�n, W. and rozelle, s., 2007. 
Distortions to agricultural incentives in China, 1981 to 2005, Work�ng Paper, World Bank, 
Wash�ngton, dc.


