CHAPTER 4

CHINA, PEOPLE’S REPUBLIC OF

Evaluation of policy developments

China increased the market orientation of its agricultural sector prior to its WTO accession in 2001, but
since then this trend has slowed and for some markets even reversed. In particular, grain markets have
been exposed to multiple government interventions, further exacerbated by the recent growth in global
prices for agricultural commodities.

Compared to the OECD average, the level of support to agricultural producers (the %PSE) remains low,
but has increased since 2000. The structure of support continues to be dominated by market price
support and input subsidies, the least efficient and most trade distorting ways of providing agricultural
assistance. OECD analysis shows that only a small part of this type of support is effectively received by
farmers.

The 2007-08 trade and domestic policy measures relying on much stronger budgetary support for
agricultural inputs and on constraints on grain exports sent mixed signals to grain producers as the
former tend to stimulate production but the latter depress domestic vis-a-vis world market prices thus
weakening supply incentives. Such policies provide implicit support for consumers, but tax producers,
which seems to contradict the declared objective of closing the income gap between rural and urban
households. As grain producers were not allowed to benefit from much higher world market prices, it may
also be counterproductive with respect to the declared objective of high self-sufficiency in grain
production.

While developments on China’s domestic agro-food markets would not suggest that the country could be
considered as one of the main causes for the recent food price hikes on global markets, China’s reaction
to the food crisis through various measures limiting trade, in particular exports of grains, may have
delayed adjustments and postponed a fall of prices on international markets, in particular for rice.

China continues to strengthen farmers’ legal rights to land as evidenced by the Property Law adopted in
2007. However, mortgage of farmland rights is still strictly prohibited, which limits farmers’ access to
credit. More efforts are also needed to implement existing laws. In particular, compensation paid to
farmers for lost access to land should reflect the market value of land and not the currently practised
much lower agricultural value based on the estimated value of crops produced on that land in preceding
years.

Recent changes in China’s agricultural policy need to be seen within a broader context of policies
affecting rural population at large, including farmers. Such policies are discussed in detail in other OECD
studies (OECD, 2009), but China’s increasing effort to improve rural infrastructure and to improve access
to basic public services such as education, health care, social security combined with the recent
agricultural tax reform and further relaxation of labour markets can be commended as policies addressing
the core of the rural-urban divide and contributing to more balanced development of the Chinese
economy in the mid-term.




Summary of policy developments

1. While broad-based rural development to combat the rural-urban divide remains China’s priority,
recent policy developments have been dominated by responses to global increase in food prices. New
policy measures included the suspension of export rebates on grain and grain products, which were later
reinforced by provisional export taxes and export licences on grains. Other policy measures included duties
on fertiliser exports, increased budgetary support for agriculture, new subsidised insurance programmes, an
increase in minimum guaranteed prices for grains, food price caps and consumption subsidies.
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Table 4.1. China: Estimates of support to agriculture

(CNY million)
1995-97 2005-07 2005 2006 2007p
Total value of production (at farm gate) 1996 250 3563 490 3292 420 3319651 4078 40C
of which share of MPS commodities (%) 73 63 63 64 63
Total value of consumption (at farm gate) 2053919 3997 172 3439201 3811594 4740722
Producer Support Estimate (PSE) 69 452 373652 295132 415 780 410 044
Support based on commodity output 22 325 110 748 86 238 162 811 83194
Market Price Support 22 325 110 748 86 238 162 811 83194
Payments based on output 0 0 0 0 0
Payments based on input use 37 260 177 518 129 152 169 772 233630
Based on variable input use 17 115 82048 45 364 77 013 123 768
with input constraints 0 0 0 0 0
Based on fixed capital formation 16 146 81700 71512 77 766 95 822
with input constraints 3471 25 950 22835 25839 29176
Based on on-farm services 3999 13769 12 275 14993 14 040
with input constraints 0 0 0 0 0
Payments based on current A/AnfRfiroduction
required 3866 32885 25738 32404 40 514
Based on Receipts / Income 3866 17 484 12 538 18 204 21709
Based on Area planted / Animal numbers 0 14 167 13 200 14 200 15 100
with input constraints 0 0 0 0 0
Payments based on non-current A/An/R/1, produci
required 0 0 0 0 0
Payments based on non-current A/An/R/|, product
not required 6 000 50 234 51 204 48 993 50 506
With variable payment rates 0 0 0 0 0
With fixed payment rates 6 000 50 234 51 204 48 993 50 506
Payments based on non-commodity criteria 0 2267 2800 1800 2200
Based on long-term resource retirement 0 2267 2800 1800 2200
Based on a specific non-commodity output 0 0 0 0 0
Based on other non-commodity criteria 0 0 0 0 0
Miscellaneous payments 0 0 0 0 0
Percentage PSE 4 10 8 12 9
Producer NPC 1.01 1.04 1.04 1.06 1.03
Producer NAC 1.04 1.11 1.09 1.13 1.10
General Services Support Estimate (GSSE) 60 460 163 820 145 592 159 733 186 134
Research and development 4260 7 550 6 769 7 468 8413
Agricultural schools 3170 15 796 13913 16 507 16 969
Inspection services 2214 5296 4421 5381 6 087
Infrastructure 21432 74152 66 744 68 866 86 846
Marketing and promotion 0 11 0 17 17
Public stockholding 29 384 61014 53 746 61494 67 802
Miscellaneous 0 0 0 0 0
GSSE as a share of TSE (%) 45.8 30.5 33.0 27.8 31.2
Consumer Support Estimate (CSE) -30 670 -169 558 -109 793 -218761  -180 119
Transfers to producers from consumers -14 390 -143 185 -108 281 -188 806  -132 469
Other transfers from consumers -12 691 -46 645 -20 380 -54 054 -65 501
Transfers to consumers from taxpayers 2101 90 93 94 82
Excess feed cost -5 691 20183 18 775 24 005 17 770
Percentage CSE -2 -4 -3 -6 -4
Consumer NPC 1.02 1.05 1.04 1.07 1.04
Consumer NAC 1.02 1.04 1.03 1.06 1.04
Total Support Estimate (TSE) 132 013 537 561 440 817 575 607 596 260
Transfers from consumers 27 081 189 831 128 661 242 860 197 971
Transfers from taxpayers 117 623 394 376 332536 386 801 463 791
Budget revenues -12 691 -46 645 -20 380 -54 054 -65 501
Percentage TSE (expressed as share of GDP) 1.88 2.50 2.40 2.72 2.39
GDP deflator 1995-97 = 100 100 126 121 125 131

p: provisional. For the definition of OECD indicators of support to agriculture, see Annex A.1. NPC: Nominal Protection Coefficient.
NAC: Nominal Assistance Coefficient. Market price support is net of producer levies and excess feed costs. MPS commodities for
China are: wheat, maize, rice, rapeseed, soybean, peanuts, sugar, apple, cotton, milk, beef and veal, sheepmeat, pigmeat, poultry
and eggs.

Source: OECD, PSE/CSE database, 2008.



Policy context: China’s agriculture at a glance

2. Agriculture is an important sector of the Chinese economy, but while its share in total
employment is still high at 40.8%, its contribution to GDP fell to 11.3% in 2007 (including forestry and
fishing). Agricultural labour productivity is low, at only one-fifth of the level in the rest of the economy,
contributing to a record rural and urban income gap in 2007: average income per head was 3.3 fold higher
in urban areas than in rural areas. Agriculture is much less integrated with global markets than the rest of
the economy as shown by its 3% share in total China’s exports and 4.3% share in imports. As food prices
increased, the share of food in total living expenditures increased slightly to 38% in 2007.

Table 4.2. China: Basic economic and agricultural
indicators, 2005-07

2005 2006 2007

Basic economic indicators

GDP (USD billions) 2244 2658 3280
GDP growth (%) 10.4 11.6 119
GDP per capita, PPP (USD) 4088 4682 5345
Inflation (annual average, %) 18 15 4.8
Exchange rate (annual average, local currency per USD) 8.2 8.0 75
Population (million) 1305 1312 1320
Population in rural areas (%) 57.0 56.1 55.1
Share in GDP (%)

Agriculture 125 113 113

Industry 415 48.7 48.6

Services 40.0 40.0 40.1
Share in employment (%)

Agriculture 44.8 42.6 40.8

Industry 23.8 25.2 26.8

Services 314 32.2 324
Average share of income spent on food (%) 39.3 37.9 38.2

Basic agricultural indicators

Agro-food exports (% of total exports) 3.6 3.2 3.0
Agro-food imports (% of total imports) 43 4.0 43
Agro-food trade balance (USD million ) -1464 -960 -4 350
GAO (% change from previous year) 5.7 54 39
Total cereal production (million tonnes) 427.8 451.0 456.0
Total meat production (million tonnes) 77.4 70.9" 68.7"

Natural resources and farm structure

Average farm size (ha) 0.5 0.6 0.6
Agricultural land (million ha) 556.3 na na
Avrable land per capita (ha) 0.1 0.1 0.1
Land sown to crops (million ha) 155.5 153.0 153.6

Figure 4.4. China: Shares of agriculture in GDP and
employment, 1995-2007

0 \
40
30

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

——Share of agriculture in GDP gricul total

Figure 4.5. China: Evolution and annual changes of
agricultural output, 1995-2007
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Figure 4.6. China: Agro-food trade, 1995-2007
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Policy developments
Main policy objectives and instruments

3. The key priority for the current 11" Five Year Plan (2006-10) is to “build a new socialist
countryside”. Within this broad framework, food security through 95% self-sufficiency in grain
production, doubling rural households’ income by 2020, improved food safety, environmental protection,
agricultural competitiveness, and improved social and technical infrastructure in rural areas can be
identified as major objectives related to agriculture, farmers and the countryside (so called three nong3.
For the five consecutive years of 2004-08, “No. 1 Documents”, the top priority documents adopted jointly
at the beginning of each year by the Central Committee of the Communist Party and the State Council,
concentrated on various aspects of the three nongissues.

4, Market price support provided through tariffs, tariff rate quotas (TRQ) and state trading,
combined with minimum guaranteed prices for rice and wheat, is the main channel for providing support to
Chinese farmers. The second major channel is through input subsidies for agricultural chemicals, in
particular fertilisers, improved seeds and agricultural machinery. Support to grain producers is further
reinforced by direct payments based on area sown to rice, wheat and corn. Alternatively, payments for
returning farmland to forests (known as the “grain for green” programme) reflect environmental concerns.

5. Within general services, the most important expenditures relate to agricultural infrastructure,
primarily for irrigation and drainage facilities, and to public stockholding of grains. Consumer support
measures are based on food price subsidies.

6. China’s institutional framework for the formulation and implementation of agricultural policies is
complex with at least 16 central government institutions involved. Co-ordination amongst these agencies is
attempted at the level of joint Communist Party and State Council bodies, but it is difficult as their
functions often overlap and budgets at their disposal often serve similar objectives. In addition, since the
reform of the fiscal system in 1994, sub-national governments have been required to co-finance certain
elements of policy-related costs from their own budgets. Due to the differences in financial capacity of
sub-national governments across China, the implementation of some national policy programmes is
adjusted by local governments to match local conditions. Thus, although they have no specific policy
formulation role, sub-national governments have considerable control over how policy is actually
implemented within their jurisdiction (WTO, 2008).



Box 4.1. Food inflation in China

In 2007, China’s CPI increased by 4.8%, which was the highest level over the past ten years. Food prices, which
account for about one-third of China’s CPI, rose by 12.3%, with consumer prices for grains rising by 6.4%, meat and
poultry products by 31%, edible fats and oils by 26.3%, eggs by 21.8% and fresh vegetables by 7.9%. The government
set a target CPI of 4.8% for 2008, but already in the first half of 2008 prices have increased by 7.9%. However,
monthly rates have decelerated from a high of 8.7% yly in February to 4.9% in August 2008.

High food inflation in China partly reflects global market developments. As the country has been basically
integrated with global markets, domestic prices are to a large extend guided by those on international markets, in
particular for commodities on which China is strongly import-dependent such as oilseeds and vegetable oils. However,
there was a number of domestic short-term factors which emerged from longer-term trends such as increasing demand
for food, higher farm input costs (energy, fertilisers and water) and shrinking availability of agricultural land and,
seasonally, of labour. Short-term domestic supply shortfalls in certain food categories had a more immediate impact on
food prices. The most important one was an outbreak of Porcine Reproductive and Respiratory Syndrome, or Blue Ear
Disease, in May 2007 which caused a loss of an estimated 40 million pigs and resulted in a pork price increase of 45%
compared to 2006 (GAIN-CH8025, 2008). The fall in pork supply shifted demand to other meats thus inflating their
prices, in particular of poultry. Maize production was adversely impacted by persistent drought in north-eastern China
in May-July 2007. Worst snow storms in almost 50 years, which hit China from mid-January to early February 2008,
and the disastrous earthquake in Sichuan in May 2008 also stimulated expectations of further increases in food prices.

Curbing inflation and stabilising food prices became the primary tasks for the government in 2008. Some policy
measures applied were of a macroeconomic nature, such as allowing an appreciation of the CNY to shield domestic
markets from growing commodity prices on international markets, but a wide range of policy measures targeted directly
agricultural and food markets (most of these measures are presented in a greater detail in other sections of this
chapter):

e  Disincentives for grain exports: in December 2007, the government removed grains, soybeans and their
derived flour products from the VAT export rebate; in January 2008 provisional export taxes on the same
group of products were imposed; in addition, grains and grain flour products became subject to export
licence management.

e  Disincentives for ethanol exports: in January 2007 the government removed the 13% VAT rebate on ethanol
exports; the government also stopped approving any new grain-based biofuel processing plants in 2007 and
2008.

e  Disincentives for fertiliser exports: in mid-February 2008 the government imposed export duties on four
kinds of fertilisers; for the period of April-September 2008 this measure was further reinforced by a 100%
special duty on fertilisers and related material exports.

e Increased budgetary support for agricultural production in 2008: higher support for farm machinery
purchases; increased subsidies for inputs such as fuels, fertilisers and improved seeds; increased direct
payments for grain producers; new pilot insurance schemes for crop and livestock producers.

® Increase in minimum purchase prices for wheat and rice in 2008.

e Food price caps and consumption subsidies: to reduce inflation expectations, in January 2008 the
government announced price controls on cooking oil, pork, eggs, instant noodles, milk and grains in addition
to temporary price freezes on gasoline, natural gas and electricity.

Inflationary pressures eased during the course of the year, partly due to a fall in commodity prices on global
markets; disincentives for grain exports and trade controls led to a significant fall in domestic prices for wheat and rice
relative to international levels thus benefiting consumers but taxing agricultural producers and weakening supply
responses; export restrictions contributed to a deterioration in China’s agro-food trade balance in the first half of 2008.
It is worth noting that while domestic wholesale prices for importable oilseeds and for politically less sensitive maize
largely followed world market developments, domestic prices for wheat and rice became almost completely delinked
from world markets in 2007/08.




Figure 4.7. China's monthly wholesale prices for wheat, rice, maize and soybeans compared to world market
prices, CNY/tonne, 2007/08
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Domestic prices refer to the national wholesale prices; for international prices: wheat is US HRW price; rice is 5%
broken, Thailand; Corn (US), no. 2, yellow, f.0.b. US Gulf ports; soybeans (US), c.i.f. Rotterdam.

Source: China Zhengzhou Wholesale Market and World Bank Commodity Price Data, September 2008.

Domestic agricultural polites
Price and income support policy

7. Before 2004, state pricing supported by a state procurement system was in operation for major
agricultural commodities. Since then, centrally fixed prices are only applied to tobacco, which remains
under a state monopoly resulting in strict control over the production, marketing and trade of tobacco
products.

8. In May 2004, China allowed qualified firms to buy and sell grains on the open market and largely
liberalised grain prices on domestic markets. However, the government continues to regulate the grain
market through national grain stocks, minimum purchase prices, state trading enterprises, Tariff Rate
Quotas management, export taxes and changes in export VAT refunds for grains. In addition, grain
producers are benefiting from a growing range of budgetary transfers such as direct payments and input
subsidies (see below).

0. Minimum prices for grains are set every year by the National Development and Reform
Commission (NDRC) in consultation with other governmental institutions. The marketing entities
responsible for intervention purchases at minimum prices are: SINOGRAIN (China Grain Reserves




Corporation, the key institution responsible for managing grain stocks) and its branches as well as
provincial grain reserve corporations both in major producing provinces and in seven major consumer
provinces (Beijing, Tianjin, Shanghai, Zhejiang, Fujian, Guangdong and Hainan). Purchases at minimum
prices are funded by loans from the Agricultural Development Bank. The loans are recovered by
commodity sales later in the same marketing year or in subsequent years.

10. The minimum prices were first announced in 2004 for early indica rice and japonica rice. The
level of prices was maintained in 2005 but the coverage was extended to include middle and late indica
rice. In 2006, the level of prices remained unchanged but the coverage was further extended to include
wheat. As wheat market prices fell below the minimum levels during the harvest period, China’s
government engaged in a large-scale intervention purchases which accounted for about 40% of total wheat
production. Intervention purchases of early indica rice were much smaller and covered about 2% of
production. In 2007, the level and the coverage of intervention prices remained unchanged, but to cap the
rise of market prices for wheat the government held regular auctions at provincial wholesale markets
releasing about 40 million tonnes of wheat from its stocks. In 2008, the minimum prices were increased by
4%-7% for wheat and by 9%-10% for rice (Table 4.3), but they remained below the domestic market prices
and much below the world market prices for these commaodities (Figure 4.7).

Table 4.3. Minimum purchase prices for grains in China, per tonne, 2004-08

2004 2005 2006 2007 2008

CNY USD CNY uUsD CNY usD CNY USD CNY UsD
Rice
Early indica paddy rice 1400 169 1400 171 1400 176 1400 186 1540 223
Middle and late indica paddy rice 1440 176 1440 181 1440 191 1580 229
Japonica paddy rice 1500 181 1500 183 1500 188 1500 199 1640 238
Wheat
White wheat 1440 181 1440 191 1540 223
Red and mixed wheat 1380 173 1380 183 1440 209

Source: Li, X. (2008).

11. The application of minimum prices for grains is geographically limited to four provinces for the
early indica rice: Anhui, Hubei, Jiangxi and Hunan; to seven provinces for other types of rice (the middle
and late indica as well as for the Japonica rice): Jilin, Heilongjiang, Anhui, Jiangxi, Hubei, Hunan and
Sichuan (in 2008, Liaoning has also been added to the list); and to six provinces for wheat: Hebei, Jiangsu,
Anhui, Shandong, Henan and Hubei.

12. Selected other agricultural commodities are also subject to government-led interventions on
domestic markets. For example while the cotton market has been largely liberalised, the reserve system is
still used to intervene on the domestic market to stabilise prices and the Agricultural Development Bank of
China continues to provide targeted loans on favourable terms for purchasing cotton. For example, in
January 2007 the China State Cotton Reserve Corporation purchased a total of 300.8 thousand tonnes of
cotton through open bidding. Roughly the same amount was then released to the market in July 2007 when
cotton was in short supply (GAIN-CH8037, 2008). Similarly, state sugar reserves are used to mitigate price
fluctuations on the domestic sugar market. Disruptions on the domestic market for pork due to PRRS and
natural disasters such as the May 2008 earthquake in Sichuan Province pushed the Ministry of Commerce
to increase frozen meat reserves to guarantee adequate supply and to request provincial level government
reserves be large enough to supply China’s urban population of above 500 million for seven days
(GAIN-CH8078, 2008).

13. Direct payments were initiated as a trial in 2002 and implemented nationally in 2004 to support
grain production and to increase grain producers’ incomes. Payments are based on current area sown to
rice, wheat or corn and are financed from the National Grain Risk Fund. Initially, payments were targeting



13 major grain producing provinces, but later were extended to almost all provinces. However, not all
sown areas are covered by the subsidy scheme. It is up to the local government to determine the “major
producing area” which can obtain the subsidy. In general, the rate is at CNY 10-15 per mu (1/15 ha)
(USD 22-33/ha), depending on localities, but in some places like Beijing and Shanghai, the subsidy level
may even exceed 50 CNY/mu (USD 109/ha) as central government funding can be supplemented from
local sources. Central government funding for direct payments shows an upward trend, from
CNY 11.6 billion (USD 1.4 billion) in 2004, to 13.2 billion (USD 1.6 billion) in 2005, 14.2 billion
(USD 1.8 billion) in 2006 and 15.1 billion (USD 2 billion) in 2007 and 2008.

14. Taking into account that an average wheat yield was around 5.3 tonnes per hectare and that an
average purchase price of wheat was CNY 1511 (USD 201) per tonne in 2007, it can be estimated that
direct payments at an average of CNY 190 (USD 25) per hectare constituted just 2.3% of wheat producers’
gross revenues in 2007. Therefore, it can be concluded that the impact of direct payments on grain
producers’ revenues is quite limited.

15. In response to the reduction in pig production in 2007, the government implemented a subsidy for
reproductive sows in 2007. The original subsidy was CNY 50 (USD 6.6) per sow but this doubled to
CNY 100 (USD 14.5) in 2008. The total amount allocated for this subsidy was CNY 1.125 billion
(USD 150 million) in 2007. Other payments aimed at stimulating livestock production included subsidies
for the artificial insemination of dairy cows, and payments of CNY 500 (USD 72.5) for each high quality
dairy cow heifer produced from pure-bred breeding stocks with registered bloodlines. In addition, a new
regulation on corporate income tax was issued, effective 1 January 2008, exempting companies involved in
animal and poultry rearing from paying corporate income tax, while lowering tax rates for other domestic
companies from 33% to 25% (GAIN-CH8078, 2008).

16. Up to the end of the 1990s, Chinese farmers paid various taxes and fees which became a heavy
burden on them. In 2000, the government implemented a pilot rural tax reform, which was then extended
to the whole territory of China in 2003. It started from incorporating most agricultural taxes, fees and
charges into one tax, and then capped the tax at a maximum rate of 8.4% relative to the annual grain-
equivalent value of agricultural output for the previous year. Reforms included the removal of the animal
slaughter tax and of the special agricultural tax on all products except tobacco. In 2004, the government
announced that the agricultural taxes would be phased out over five years. In fact, the reforms were
implemented faster than anticipated and at the beginning of 2006 the government announced that
agricultural taxes, including charges and fees, had been discontinued. Currently, in addition to the tobacco
leaf tax (20% of the purchase price for tobacco leaves) and VAT (13%) the only agriculture-related taxes
include the deed tax (charged when land contract is transferred), and the tax on the use of cultivated land or
farmland occupation tax (charged when arable land is used for non-agricultural purposes) (WTO, 2008).

17. To compensate local authorities for lower tax revenues due to the reform, the central government
arranged transfers which increased from CNY 52.4 billion (USD 6.3 billion) in 2004 to CNY 66.2 billion
(USD 8.1 billion) in 2005 and then to CNY 100 billion (USD 13.3 billion) each year in 2006 and 2007.
These transfers, under the responsibility of the Ministry of Finance, are in around three-fourths financed by
transfers from the central government and the rest from provincial and prefectural governments to local
authorities at the county and the township levels. While the level of transfers is large and known, the actual
agricultural subsidy component is probably negligible. In fact, it can be argued that before the reform,
farmers had to pay taxes which would not be due, had general tax rules such as minimum taxable income
been applied to agriculture. For example in 2007, the minimum taxable personal income in China was
CNY 1 600 (USD 213) per month. With an average monthly net income per person in rural households of
CNY 345 (USD 46) and assuming that out of an average rural family of four persons two are economically
active, this gives an average monthly income per economically active person of CNY 690 (USD 92) which
is well below the minimum taxable income.



18. In 2007, the government allocated CNY 2.15 billion (USD 286 million) to subsidise
agricultural pilot insurance schemes, of which CNY 1 billion (USD 133 million) for the grain insurance
in 6 provinces and CNY 1.15 billion (USD 153 million) for the insurance of reproducible sows. The
Ministry of Finance announced that the subsidy would increase to CNY 6.05 billion (USD 880 million) in
2008. In general, for the pilot insurance scheme, the cost of insurance fees is shared by the central
government, local government and farmers themselves. For example, in 2008, in Sichuan province, 35% of
the crop insurance fee was covered by central government, 40% by local government and 25% by farmers
themselves. The ratios for reproducible sows were at 50%, 30% and 20%, respectively.

19. The “grain for green project” (officially called the Returning Farmland to Forests Programme)
was launched in 1999. Under this programme, cultivated lands in environmentally fragile areas are retired
from crop production (mainly grains), and converted to pasture or forest. Up to 2003, participating farmers
were provided with grains and cash subsidies according to the area of damage-susceptible land they
“retire”. In 2004, the grain allocation was converted to a cash equivalent. The period for which “retired”
land is subsidised is set at two years for land returned to pasture, five years for land converted to
“economic” forests and eight years for land converted to “ecological” forests. In addition, farmers are
provided with a one-time cash subsidy to purchase seeds or tree seedlings for planting, and a yearly
subsidy for tending and miscellaneous expenses on the newly converted land. Funds are also provided to
the forestry agencies to cover technical support and programme design. Between 1999 and 2005, “grain for
green project” covered 22.9 million hectares in 25 provinces, including 9 million hectares of cultivated
land converted to forests, 12.6 million hectares of afforested deserted land and 1.3 million hectares of
forest planted in the mountains. The programme slowed significantly after 2003 due to an increase in grain
prices and to growing concerns over grain security. While the programme has been continued within the
“11" Five Year Plan” (2006-10) at the total cost of CNY 137.7 billion (USD 19.7 billion), the majority of
the funds are to be spent on the land already converted within the 10" Five Year Plan and the total new
area to be afforested has been reduced to 15.7 million hectares. In addition, new forests will be planted
mostly in the deserted and mountain areas and just 2.3 million of hectares are foreseen to be converted
from crops to forests. In 2007, budgetary allocation for this programme amounted to CNY 28.9 billion
(USD 3.9 billion).

Input subsidies

20. The centrally funded comprehensive subsidy on agricultural inputs at CNY 12 billion
(USD 1.5 billion) was introduced in 2006 to compensate farmers for an increase in prices of agricultural
inputs such as fertilisers, pesticides, plastic films and diesel. In 2007, the amount more than doubled to
CNY 27.6 billion (USD 3.7 billion). In 2008, it increased to CNY 63.8 billion (USD 9.2 billion), thus
becoming one of the most important budgetary transfers supporting agriculture. The targeted key
beneficiaries of this subsidy are grain producers as the amounts transferred to provinces depend on grain
planting areas.

21. In addition to the comprehensive input subsidy, there is a set of policy measures aimed at
lowering prices of chemical fertilisers and at increasing their domestic supply. These measures include
preferential prices for electricity and natural gas used by fertiliser producers, preferential transportation
prices for fertilisers, an exemption from the rail construction fund and an exemption from VAT.

22. To control prices, the government implements a guiding price regulation. The basic ex-factory
price of fertilisers is set by the government and prices can float within a range of 15%. Enterprises are
requested to strictly abide by this regulation. For prices of some fertilisers already liberalised, the
government implements an application and registration system to control the range and frequency of price
increases. The profit margin is controlled within 7% from the ex-factory to the retail level of which at the
first wholesale level 1%, at the second wholesale level 3%, and at the retail level 3%.
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23. The Chinese government also implements a policy of “encouraging import and limiting export”
of fertilisers. To encourage imports, as from 1 January 2008, imports of diamine phosphate are exempted
from VAT and imports of sulphur are exempted from an import tariff of 1.5% and from 13% VAT. To
curb fertiliser exports the government abolished the tax rebate for urea exports in March 2004 and in
addition charged a tariff on the urea exports in 2005. At the end of 2007, the General Administration of
Customs decided to increase the export tariff on urea to 30% for the period from January to March 2008; to
35% from April to September and to 25% from October to December. In April 2008, the government
decided to charge an additional 100% special tax on exports of fertilisers. However, as export taxes
depressed exports and lowered domestic prices for fertilisers, international prices became even more
attractive for potential exporters. To further discourage exports the government increased the export tax to
150% in September 2008. Despite these measures, fertiliser prices increased significantly during the spring
planting season, including by 70% for the compound fertiliser (N, P and K) (GAIN-CH8062, 2008).

24. Nominally, farmers enjoy preferential prices for electricity and water. For example, official
data suggests that in 2005 average electricity tariffs for farming were CNY 0.375/KWh (USD 0.05)
compared to CNY 0.448/KWh (USD 0.06) for household users and CNY 0.816/KWh (USD 0.1) for
business users (WTO, 2008). However, as end user tariffs are determined by taking into account the cost of
electricity generation, the electricity loss during transmission, the electricity transmission price, and are
adjusted to reflect the increase in the price of coal and are differentiated regionally, the actual subsidy
component for farming is not certain. Also for water, the subsidy component is difficult to measure. In
addition to the usual difficulties associated with differences in water supply costs and water quality for
various end users, price comparison is complicated by the fact that the regulated price of water is measured
on a per cubic meter basis while water fees paid by farmers are frequently paid on a per planted/sown area
basis.

25. Subsidies to support the sowing of improved quality seeds started in 2002. The amounts
transferred for this purpose increased every year from CNY 100 million (USD 12 million) in 2002 to
CNY 4.07 billion (USD 0.51 billion) in 2006, then to CNY 6.66 billion (USD 0.88 billion) in 2007 and
almost doubled to CNY 12.1 billion (USD 1.75 billion) in 2008. Apart from wheat, rice, maize and
soybeans previously covered by the scheme, rapeseeds and cotton were added in 2007. While the unit
subsidy has remained unchanged in recent years at CNY 10 per mu (USD 22/ha) for wheat, soybean,
maize, early indica rice and rapeseed and at CNY 15 per mu(USD 33/ha) for cotton, middle and late indica
rice, the subsidised area increased substantially. For example, for wheat the area covered doubled from
100 million mu (6.7 million hectares) in 2007 to 200 million mu (13.3 million hectares) in 2008 and for
maize jumped from 30 million mu (2 million hectares) mu to 200 million mu (13.3 million hectares) over
the same period. The whole area of 440 million mu (29.3 million hectares) planted to rice was planned to
be covered in 2008.

26. The actual implementation mechanism of this subsidy may vary depending on commaodity and
province, but normally takes the form of either direct payments or reduced seed prices. As a direct payment
to farmers, it is provided per unit of land at the above mentioned rates and it is not monitored to determine
whether the payment is used for seed purchases or for other expenses. In other cases, it may be a payment
to the seed company to provide a specific type of seed at reduced price or a reimbursement to the farmer
for seeds purchased.

217. Since 2004, the government has provided a subsidy for the purchase of agricultural
machinery. The eligible entities are individual farmers but also so called specialised households and
agricultural machine service delivery organisations. The subsidy fund increased from CNY 480 million
(USD 58 million) in 2004 to CNY 3.3 billion (USD 439 million) in 2007, including CNY 2 billion
(USD 266 million) from the central government and CNY 1.3 billion (USD 173 million) of so called
matching funds from local governments. In 2008, the fund from the central government alone increased to
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CNY 4 billion (USD 580 million) and the geographical coverage extended from around two-thirds of
agricultural counties to all counties in China. The programme compensates the cost of purchases by
reimbursing the purchaser or compensating the seller for 20 to 30% of the purchase price. The programme
is implemented at the provincial level and it is up to local governments to decide on the machinery and
models eligible for the subsidy. The subsidy has been used to target the mechanisation of wheat harvesting
and rice planting, but in 2007 trials started to include support for mechanisation of corn harvesting.

28. Preferential loan rates for state marketing organisations to fund purchase and storage of key
agricultural commodities were terminated in February 2006. Preferential loans for poor regions and for
poverty alleviation in rural areas were continued at the rates of about half of the commercial rates. In
June 2008, the government announced that the allocation of these loans would be shifted from the sole
responsibility of the Agricultural Bank of China (ABC) to multiple banks and that the interest rates would
be in line with the prevailing commercial rates.

29. In China there is a large number of programmes, mostly under the responsibility of the NDRC
and the Ministry of Finance, that combine support for agricultural infrastructure and for on-farm
investment. The most important one, under the responsibility of the State Agriculture Development Office
within the Ministry of Finance, is National Agricultural Comprehensive Development Funds and Projects
providing support to so called main agricultural areas and main grain production areas determined on the
basis of output of key agricultural commodities at the province level. Provinces not eligible for such
support may still designate counties within its jurisdiction which can benefit from these funds. This
programme is focussed on improving land productivity through support for a wide range of local projects,
but preference is given to the construction and up-grading of small-scale water supply systems for
agricultural production. Support can also be provided e.g.for adjusting waste-land for agricultural
production, construction and up-grading of local roads important for the transportation of agricultural
commodities, local aforestation initiatives, improvement of storage capacities for agricultural commaodities,
dissemination of new technologies for agricultural production, etc. All projects are co-financed by central
government, provincial governments, county and township level authorities (those designated for the
poverty relief funding are not requested to provide any funding), rural collectives and farmers. According
to the available data, transfers for this programme increased from CNY 20.5 billion (USD 2.6 billion) in
2006 to CNY 36.4 billion (USD 4.8 billion) in 2007.

30. Work Relief Programme, financed by the NDRC, also provides support for a wide range of
local projects with the main focus on rural and agricultural infrastructure in poor areas. A total of
CNY 6 billion (USD 0.8 billion) was raised for this purpose in 2007. Other programmes tend to focus on
individual commodities or group of commodities. The most important one is High Quality Grain
Production Project launched in 2004 and financed by the NDRC. It operates in 13 main grain production
provinces and provides support for land amelioration projects, creation of specialised large-scale grain
production units, promotion of modern technologies and machinery, dissemination of high quality grain
varieties. On average about CNY 7.8 billion (USD 1 billion) per year has been allocated for financing
investments undertaken within this programme.

Land policies

31. The land tenure system has not changed in recent years with farmland being owned by village
collectives, which extend land-use contracts to individual households, currently for 30 years. However,
China’s Property Law of 2007 formalised farmers’ land use rights and the scope of Chinese farmers’
formal rights for farmland is considered as essentially no different from farmland rights possessed by
farmers in countries with a private land ownership regime except that mortgage of farmland rights is still
strictly prohibited under Chinese laws (Li, P., 2008). This limits farmers’ access to credits. In addition, an
implementation of these pro-farmer laws continues to be problematic because of collective cadres’ interests
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in keeping farmland under their control. While officially released reports suggest that the number of
registered conflicts between farmers, village collectives and local authorities over land use rights has
declined, there are still many reported cases in which local authorities force farmers to abandon their
contracted land to rent it out to external investors or for the construction of large-scale commercial farm
units. While compensations paid to farmers are typically based on the value of crops produced on the
transferred land in preceding years, rents paid by external users are market based. The difference has
become an important source of revenue for local authorities.

32. These issues were addressed during the October 2008 Communist Party of China Central
Committee meeting which approved a document called “The Decision on Major Issues Concerning the
Advancement of Rural Reform and Development”. Among other things, the document says that “markets
for the lease of contracted farmland and transfer of farmland use rights shall be set up and improved to
allow farmers to sub-contract, lease, exchange and swap their land use rights, or join share-holding entities
with their farmland. Such transfers of land-use rights must be based on voluntary participation by farmers,
with adequate payment and in accordance with the law” (CPC, 2008). While this document indicates a
right general direction of changes, it promises less than it was expected. It still does not allow farmers to
eventually buy or sell the land or even to mortgage the rented land. It remains to be seen how the document
will be translated into law and, then, how the law will be implemented.

33. Arable land continues to shrink in China, from 130 million hectares in 1996 to 121.8 million
hectares in 2006. As grain security remains the top priority for the government, the “strictest farmland
protection” policy has been implemented. A “red line” on arable land at no less than 120 million hectares
has been set and the conversion of farmland for non-agricultural use is strictly controlled.

Agro-food trade policies
Import measures

34. China’s applied tariffs on agricultural products are at the WTO bound levels. With the exception
of some poultry parts (HS 07), agricultural products are subject to ad valoremtariff rates. The average
applied MFN tariff on agricultural products remained unchanged between 2005 and 2007 at 15.3%
compared to the overall average applied MFN tariff at 9.7%. While tariffs on grains (33.9%), sugar
(29.9%) and tobacco (26.9%) remain significantly higher than the average, tariffs on fruits, vegetables and
animal products, in which China is considered to have comparative advantage, are lower than the average
(WTO, 2008).

35. Occasionally, tariffs are adjusted to balance domestic supply and demand. For example to meet
strong consumer demand and to compensate supply shortages after the May 2008 earthquake, tariffs were
seasonally lowered for six commodities covering 26 tariffs lines, mainly for food and medical supplies.
From 1 June to 31 December 2008, import tariffs for pork were reduced from 12% to 6%; for cod fish,
pistachios, infant foods, whey, and yeast from 6%-25% to 2%-10%, and for soybean and peanut meal from
5% to 2%. From 1 June to 30 September 2008, the import tariffs for coconut and olive oil were reduced
from 10% and 9%, respectively, to 5%.

36. Imports of agricultural products are subject to VAT. The rate levied on agricultural products is at
13%, 4 percentage points less than the general VAT rate. Domestic agricultural commaodities produced and
sold directly by small-scale farmers are still exempted from VAT which gives them some advantage over
imported products on which VAT is charged (WTQO, 2008 and OECD, 2005).

37. Imports of grains, sugar, wool, cotton and some fertilisers are subject to tariff rate
guotas (TRQ). In total 45 tariff lines at the eight-digit level were covered by TRQs in 2007, down from
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55 lines in 2005. In 2006, China eliminated TRQs on vegetable oils thus implementing a tariff only
arrangement. Imports under TRQs are strongly differentiated with fill rates ranging from 100% for cotton,
98% for wool and 70% for sugar to between 1% and 14% for wheat, maize and rice in 2006 (WTO, 2008).

38. Commodities such as rice, wheat, sugar, tobacco, cotton and fertilisers are subject to state
trading. Vegetable oils were removed from this list in 2006. With the exception of tobacco, these
commodities are also subject to TRQs. China's TRQ system includes criteria for allocating part of the
guota to a state-trading enterprise (STE) and part to a private enterprise. In 2007, STEs had the right to
import 90% of the wheat quota, 60% of corn, 50% of rice, 70% of sugar, and 33% of cotton. Imports of
tobacco remain under the state monopoly.

39. Agricultural imports are subject to automatic or non-automatic licences. While automatic
licensing is applied to monitor imports and for statistical purposes, non-automatic import licences are used
to comply with China's international obligations and to administer TRQs. All goods imported under TRQs
are subject to non-automatic licensing. Automatic licensing includes some meat products, edible oils, and
tobacco products (33 tariff lines at eight-digit level). China does not apply import prohibitions on
agricultural commodities with the exception of general import prohibitions on such products as opium or
ivory (WTO, 2008).

Export measures

40. China agreed to eliminate export subsidies as part of its WTO commitments and has notified to
the WTO that such subsidies have not been maintained or introduced since 2002 (WTO, 2008).

41. China maintains the right to apply export taxes. In general, China doesn’t levy such taxes on
agricultural products with very few exceptions, such as a 20% tax on exports of raw hides and skins of
goats. However, to curb domestic food price inflation and to guarantee domestic grain supplies, the
government levied provisional export taxes on grains and their flour products beginning January 2008. The
export tax rates range from 5% to 25%, with the rates for wheat and wheat flour at 20% and 25%,
respectively. The export tax rate for maize, paddy rice, milled rice and soybeans is 5% and the rate for
maize, rice, and soy flour products is 10%. However, according to a separate notice by the State Council,
grain and flour exports to Hong Kong, Macao and Chinese Taipei are not subject to such taxes. This step
followed the December 2007 removal of the VAT export rebate for the same products (see below). In
addition, the government also announced that exports of wheat, corn and rice flour products would be
subject to export license management beginning January 2008. The license regime is intended to cap
exports in the event that flour product exports remain viable despite a high export tax rate (GAIN-CH8025,
2008).

42. China continues to impose global (i.e. irrespective of destination) and destination-specific export
qguotas. In 2007, global export quotas applied to cotton, grains (maize, rice, and wheat) and tea.
Destination-specific quotas remain in place for exports of live cattle, live swine, and live chicken to the
Special Administrative Regions of Hong Kong and Macao. Non-automatic licences are used to distribute
these quotas. Other exports, including meat products, are subject to automatic licensing for statistical
purposes (WTO, 2008).

43. State trading is applied for the export of rice, maize, cotton and tobacco. These products are also
subject to export quotas. Part of these quotas, with the exception of tobacco, can be exported by private
enterprises had such exports been approved.

44, As for other products, exporters of agricultural products are entitled to VAT rebates at the time
of exportation. Rebates vary across commodities and are often lower than the statutory VAT rate, which
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can be considered as a levy on exports. While the statutory VAT on agricultural goods is 13%, the "usual”
export rebate rate for agricultural products is 5%. In 2007, to promote the use of agricultural commodities
for exports, export rebates for products containing agricultural inputs were increased from 5% or 11% to
13% (WTO, 2008). However, as from 20 December 2007, the government decided to remove the export
rebates on 84 products including wheat, paddy rice, rice (milled), corn, other cereals, soybeans, and their
derived flour products to curb growing food prices. Then, the rebate on exports of vegetable oils was also
removed, effective 13 June 2008.

Trade agreements

45, China acceded to the WTO on 11 December 2001 and since then significantly accelerated various
initiatives to conclude Free Trade Agreements (FTA) with its trading partners. Under the Framework
Agreement on Comprehensive Economic Cooperation between China and ASEAN, which entered into
force in July 2003, both parties agreed to negotiate the establishment of an ASEAN-China Free Trade
Area (ACFTA) within ten years. An Agreement on Trade in Goods and an Agreement on Comprehensive
Economic Co-operation between ASEAN and China entered into force on 1 January 2005. Reduction in
tariffs resulted in a significant increase in trade between China and the ASEAN countries. China is also
party to the Asia-Pacific Trade Agreement (APTA), a preferential trading arrangement between developing
countries in the Asia-Pacific region. Under the agreement 1 652 tariff lines carry rates that are lower than
the MFN rates. China has also signed a number of bilateral FTAs, including with Chile (2005),
Pakistan (2006) and New Zealand (2008). Negotiations on FTAs with Australia, Iceland, Peru, Singapore
and the Arab states from the Gulf Cooperation Council are in progress. Co-operation frameworks, with a
view to establishing FTAs, have been established with India and Korea (WTO, 2008).
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