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China announced major changes in
its agricultural policy direction

Each year China sets out policies in its No. 1 Central
Document. In 2017 the No. 1 Central Document was
unique because it marked a clear directional change for
agricultural policy, one which emphasised supply-side
reform. The longevity of the stated reforms was
unclear, but the 2018 No. 1 Document confirmed

their continuation and supplemented them with an
emphasis on revitalisation of rural areas.

The 2017 and 2018 reforms arose from a number of
longstanding domestic issues. These included the
degradation of farm soil and water quality, sluggish
farm income growth, small average farm sizes,

food safety concerns and high consumer prices,
domestic grain production, imports and stock levels.

The 2019 No. 1 Central Document is expected to be
released in early 2019 and is likely to continue the
movement of recent reforms.

MAP 1 Like Australia, agriculture in mainland
China is dispersed and policy impacts can be
far reaching
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Xi Jinping Thought emphasises
supply-side structural reform

In 2018 China’s ruling party cemented fourteen key
ideas of the President into the country’s constitution.
These ideas became known as Xi Jinping Thought.

One of these ideas is a comprehensive deepening of
reform, which is consistent with what was announced
for agriculture.

€€ China will keep deepening
supply-side structural reform 77

Xi Jinping, Chinese President - July 2017
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China makes a start on
reducing distortions

A major agricultural policy change was actually made
prior to the 2017 No. 1 Central Document. In 2016
China removed its minimum price policy for corn.

The policy distorted production decisions which
resulted in very large corn stocks. In 2017 China
announced that it would separate the subsidies it paid
to producers from the price of corn. This should result
in less distorted and more market driven outcomes.
Although the announcement was limited to corn, it was
an important step towards less distortionary policies.

€€ We should resolutely carry
forward the reform of market
prices and price-subsidy
separation for corn 77

Chinese Communist Party and State Council
— February 2017

FIGURE 1 China’s broad-brush adjustments
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Production and supply policy adjustments

- increase farm sizes

« develop livestock industries of scale

- emphasise specialisation: identifying the most productive
regions for particular commodities

- broaden the quality and range of crop outputs, like high and
low protein wheat

« reduce corn production and stockpiles

- use international markets to complement domestic supply

- maintain current production volumes of rice and wheat

- increase herbivorous livestock production

- maintain current pig meat production volumes

- target zero growth for chemical use in agricultural production

Price policy adjustments
Subsidies

« replace old subsidies and restructuring soybean subsidies

- separate corn support from production decisions
Markets

- recommit to minimum prices for rice and wheat

- continue the market pricing of corn

« restructure the dairy industry

Institutional
« strengthen international cooperation in agriculture
- refine food safety standards

« strengthen scientific research




China is an important agricultural
consumer, producer and importer

China’s size means that what happens in China affects
global agricultural markets, which flows through

to farmgate returns for Australian farmers. This

was demonstrated by China’s increase in demand

for dairy imports after its 2008 dairy melamine
scandal, which helped support dairy prices. A further
demonstration was China’s surge in demand for corn
substitutes like sorghum after the 2013 enforcement
of GM corn import rules. This contributed to higher
sorghum prices.
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Food demand to keep growing

The recent changes to China’s agricultural policies are
expected to affect the rate of import demand growth.
[tis important to recognise that this would be against
a background of what is expected to be very strong
growth in import demand. In ABARES’ 2014 report
What China Wants, Hamshere et al. projected China’s
agriculture and food demand out to 2050.

FIGURE 2 Towards 2050 China’s food demand
will continue to grow
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Note: Growth rates are for the period 2009 to 2050.

The rise of food consumption in China will be
characterised by a move towards more western-style
diets, with higher intake of high-value foods, such as
dairy products, beef, sheep and goat meat, fruit and
vegetables. Consumption of starchy staples, such
asrice, is expected to fall as rising incomes allow
households to diversify the foods they consume.

FIGURE 3 Policy changes are important, but
don’t forget strong underlying demand growth
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Source: Hamshere et al. (2014)

China’s import demand is
important to Australia

China has been Australia’s top agricultural export
market since 2010-11. Around 25%, or $11.8 billion,

of Australian agricultural exports were destined for
China in 2017-18. Wool ($3.3b), barley ($1.5b) and beef
($1.0b) were the top three commodities exported.

FIGURE 4 China was our top agricultural export
destination in 2017-18
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While China is by far Australia’s largest agricultural FIGURE 6 China was a major destination for a
export destination, its share of our exports is similar number of Australia’s commodities in 2017-18

to Japan’s in the 1990s. Japan accounted for 27% of our

agricultural exports at its peak in 1993-94, while China
accounted for 25% in 2017-18.

Over that twenty-five year period the number of
countries to which Australia exports has increased.
However, given China’s rising prominence, fewer
countries now account for a larger share of our trade.

In 2010-11 China took over as our top agricultural

export destination. In that year 17 destinations Wool Barley
accounted for 75% of Australia’s agricultural exports.

In 2017-18 only 13 destinations accounted for the
same proportion.
FIGURE 5 China replaces Japan as our most
important agricultural export destination
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sorghum and wool, Australia ships a large share of

its exports to China. At the same time, China sources
alarge share of its barley and wool imports
from Australia.
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Changes bring opportunities
and challenges for Australia’s
exporters

Itis important for Australian exporters to be informed
about changes in Chinese agricultural policy given the
impact China can have on world markets. ABARES has
assessed that the recent changes are likely to be
positive for Australian beef and dairy export demand
but for grains the outlook is mixed. Overall, strong
demand growth underpinned by rising incomes will be
the principal driver of import growth in China.

Opportunity: Stronger demand
for safe and high quality goods

China’s policies aimed at improving food safety and
food quality are expected to result in stricter standards
for beef. Australian exporters would be expected to

be able to more readily comply compared with some
competitors, at least in the short term.

For dairy, China’s policies to improve food safety
are expected to stimulate consumer demand for
domestically-produced products as local quality
improves over the long run. Even though Australian
dairy is likely to be able to comply with stricter
standards, other major dairy exporters, like

New Zealand, are also likely to be able to comply.
However, the overarching strong demand growth

is likely to underpin increased Australian dairy
exports to China.

€€ improve the quality of
agricultural products and the
food safety level 33

Chinese Communist Party and State Council
- February 2017

Opportunity: China needs more
milk powder for manufacturing

China’s stated objectives for its dairy industry will
require more imports if they are to be achieved.

An inadequate supply of domestically-produced

milk powder to meet projected demand by the
processing sector will present Australia with an export
opportunity. China aims to increase milk production
by 6% and dairy product production by 28% by 2020.
To achieve the latter, an increase in imported whole
milk powder is likely to be required.

FIGURE 8 China needs to import more whole
milk powder

China aims for a 6% increase in milk production....

2015 Actual milk production
38.7 million tonnes
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...but aims for a 28% increase in dairy product production

Actual dairy product production
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Source: Government of China (2017)

Challenge: trade friction

China has stated that it wants to “create a good
environment for international trade of agricultural
products.” However, trade in coming years has
potential to be affected by China’s caveats to this point.
China aims to “refine laws and regulations concerning
anti-subsidy, anti-dumping and security measures
against agricultural products, and investigate trade
subsidies against imported agricultural products
according to the law.” (Chinese Communist Party and
State Council 2017). Depending on interpretation,

this could signal a heightened focus on import-related
measures, such as anti-dumping.

Opportunity: Higher demand for
feeders, breeders and bovine semen

The policy to increase the scale of beef production is
expected to result in higher demand for live feeder
cattle. At the same time, policies to improve beef

and dairy herd genetics in China are likely to lead to
stronger import demand for bovine semen and live
breeder cows. Importantly, this is only an opportunity
until such a time that China decides its bovine genetic
stock has reached an adequate quality.

€€ Accelerate the improvement in
breeds and varieties 77

Chinese Communist Party and State Council
— February 2017
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Challenge: Higher domestic
livestock production

The Chinese government aims to increase herbivorous
livestock production. This is expected to lead to higher
domestic beef production and partially offset some of
the positive export opportunities for Australia that are
presented in the 2017 No. 1 Document. However, overall
import demand for beefis still expected to remain
positive if China is to meet projected growth in its
consumer demand. The main challenge for Australia will
be to remain competitive relative to other beef exporters.

Challenge: More competitive
local grain

There are policies that will make China’s local farmers
more competitive by lowering unit production costs.
These include improving crop varieties, better use of
technology and identification of land that is better suited
to growing grain. As a result the local grains sector is
expected to be more competitive. However, this is against
a backdrop of generally increased demand for grains, and
the expected net effect for Australia’s grain exports is
ambiguous without detailed quantitative analysis.

Challenge: Cheaper local corn

As a major producer of livestock products, China

is alarge consumer of feed grains. Lower domestic
corn prices can increase the attractiveness of
domestically-produced corn relative to other

feed grains. Livestock producers would be expected

to substitute towards corn from other feed grains,
such as barley and grain sorghum, the supply of which
is partly sourced from imports. As a result, Chinese
import demand for these two grains would soften.

Challenge: Improvements in
local wheat

The 2017 No. 1 Document targets improving the
quality of domestically-produced wheat. This includes
increasing production of high and low protein wheats.
Currently, when China lacks wheat of a specific
protein specification, it is able to import it from
Australia and other countries under a tariff-rate quota.
However, if the policy to raise production of both high
and low protein wheat is successful, it would lead to
substitution away from imports.

€€ Focus on developing... high
and low protein wheat 37

Chinese Communist Party and State Council
— February 2017

Opportunity: Growth in meat and
dairy demand to drive grains

Mitigating the challenge of more efficient and increased
Chinese grains production will be the push to increase
livestock production. Animals need feed grain in order
to achieve quality specifications. Total demand for feed
grains should increase, but the net impact on import
demand is ambiguous.

FIGURE 9 As China runs down corn stocks and improves local production, there is less short-term need

for Australian feed grains
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accelerated corn stockpile selling
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On one hand, there will be improved domestic grain supply. On the other hand,
there will be higher demand for feed grains.

' More intensive livestock
f production
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Future policies and productivity

ABARES is developing a modelling approach
collaboratively with researchers in the Chinese
Government to examine price variability and future
policy responses.

Given that Xi Jinping Thought has instilled a significant
reform agenda in Chinese policy making, there are
likely to be further reforms in the coming years.
Forthcoming work simulates changes to Chinese
agricultural policy and the effects on the country’s
imports and broader economy, including agricultural
and non-agricultural incomes. How China will
improve rural welfare is a key policy question and it is
important to understand.

Recent announcements will prompt improvements

in technology and identification of optimal land

for different crops. In forthcoming work, ABARES
seeks to understand the nature and level of Chinese
productivity and how much it can grow. This will help
provide insights on the question of where Chinese
domestic production and import demand are headed.
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Forthcoming China-related research

ABARES and the Chinese Government are
conducting collaborative research, developing

a modelling approach to analyse the impact of
agricultural price changes on China’s grain sector
and broader economy. The work encompasses
the modelling of different policy scenarios and
covers the important policy area of effects on
rural incomes.

ABARES is conducting collaborative research
with Chinese agencies analysing the patterns
of agricultural productivity in both countries.
The results will also be used to analyse the
potential drivers of productivity growth (such
as public R&D investment, market support
and market access policies), to better inform
decision making.
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The Australian Bureau of Agricultural and Resource
Economics and Sciences is the research arm of the
Australian Government Department of Agriculture

and Water Resources.

Our mission is to provide professionally independent data,
research, analysis and advice that informs public and
private decisions affecting Australian agriculture, fisheries
and forestry.

ABARES performs applied economic and scientific research,
through developing innovative modelling techniques,
undertaking comprehensive surveys and developing
internationally recognised data management processes.
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