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The China Institute is pleased to publish this Occasional Paper by Anna

Kutleva on the subject of food security.

Concerns regarding the security of the national food supply are certainly
not limited to China. However, in China this preoccupation stretches back
millennia, in part due to China’s limited arable land that has had to feed a large
population, and in part due to the sad history of natural disasters to which much of

China is prone.

This paper examines the role that food security still plays in contemporary
agricultural policy in the People’s Republic of China, a subject of longstanding

interest, but with China’s current status as the leading trading economy, the issue

has assumed a greater importance, especially for exporters of agricultural products.

The Chinese demand for safe and high-quality food opens significant opportunities
for Canadian exporters, but the Chinese market remains complex and with various

trade barriers, both tariff and non-tariff.

As Canada, under a new federal Government, re-examines its China
policies it is likely to ponder how to achieve a closer economic relationship with
China. Part of this policy re-set will certainly include how Canada can grow and
diversify its agri-food exports to China. Chinese food security policies remain

relevant to this broad objective.

Gordon Houlden

Director
China Institute
University of Alberta
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WHILE CHINA'S
RECORD IN
PROTECTING ITS

BASIC FOOD SECURITY

IS IMPRESSIVE, THE
CHALLENGES ARE
STILL MANY AND
COMPLEX.

CHINA'IS FEEDING
22% OF ' WORLD’S
POPULATION
WITH...

000
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(Y SURFACE WATER
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China is home to over 22% of the world’s population; however, China only
has 7% of the world’s arable land and 6% of the world’s surface fresh water supply.
Over the past three decades, China has successfully lifted a record number of people
out of poverty and achieved a rapid increase in living standards'. China’s experience
is often cited as an exceptional example of a developing country that has succeeded
in increasing food productivity and availability, improving access to food, and
ensuring stability of food supplies.? While China’s record in protecting its basic food
security is indeed impressive, the challenges facing its pursuit of food security are

still many and complex.

China’s government still concentrates considerable resources on eliminating
hunger among the 150 million people who live in rural areas.” However, recent
social and economic developments, such as marketization of the economy, rapid
urbanization, and rising incomes add complexity and pressure to the Chinese food
security situation. China is experiencing rapid growth in food consumption and
fundamental transformations in the food system, and its pursuit of food security now
includes meeting the dietary aspirations of an increasingly affluent population that

seeks to consume more meat, poultry, fish, fruit, and dairy products.*

1. World Bank. (2010). Results Profile: China Poverty Reduction. Washington, D.C.: World Bank.: http://
www.worldbank.org/en/news/feature/2010/03/19/ results-profile-china-poverty-reduction. Ghosh, J. (2011).
Poverty reduction in China and India: policy implications of recent trends. United Nations, Department of
Economic and Social Affairs. Working Paper No. 92 (ST/ESA/2010/DWP/92): http://www.un.org/esa/desa/
papers/2010/wp92_2010.pdf.

2. World Bank. (2008). World Development Report 2008: Agriculture for Development. Washington, D.C.:
World Bank: http://siteresources.worldbank.org/ INTWDR2008/Resources/WDR_00_book.pdf.

3. Ghosh, J. 2011. Poverty reduction in China and India: policy implications of recent trends. United Nations,
Department of Economic and Social Affairs. Working Paper No. 92 (ST/ESA/2010/DWP/92): http://www.un.org/
esa/desa/papers/2010 /wp92 2010.pdf. Sourang, C. (2011). “Food Security: The Need for Multilateral Action:
Comments.” In S. Fardoust, Y. Kim, C. Sepulveda (Eds.), Postcrisis Growth and Development: A Development
Agenda for the G-20 (pp. 429-432). Washington, D.C.: World Bank.

4. Garnett, T. and A. Wilkes. (2014). Appetite for change: Social, economic and environmental
transformations in China s food system. Food Climate Research Network, University of Oxford: http://www.
fern.org.uk/sites/default/files/fern_china_mapping_study final pdf 2014.pdf.
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CHINA'S PURSUIT

OF FOOD SECURITY
NOW INCLUDES
MEETING THE DIETARY
ASPIRATIONS OF

AN INCREASINGLY
AFFLUENT
POPULATION.

The consumption of meat and fish has almost doubled since the 1980s and
China is now leading the global Livestock Revolution.’ Another important trend is
growing consumption of dairy products. According to the report issued in 2015 by
China’s General Administration for Quality Supervision, Inspection and Quarantine,
dairy products, with an estimated value of US$9.54 billion, represent China’s
largest food import category. Importantly, these shifts in dietary patterns - from
the consumption of basic staples towards a more diversified diet — have generated a
sharp rise in demand for grain for indirect uses: namely, to produce meat and dairy
products. At the same time, food safety has emerged as one of the most significant
public concerns and has come under increasing scrutiny. Consequently, while in the
1980s and 1990s Chinese leaders were preoccupied with their ability to simply feed
the populace, in the 2000s the major challenges are rapidly growing dependence on

the global food system and food safety.

This paper examines how China’s food security situation is changing
and why. The paper will first explore the concept of food self-sufficiency and its
implications for current food security policies. Second, the discussion will focus
on China’s growing dependency on global food markets and China’s food safety
situation. The final section of this paper will summarize the key points and findings

and will suggest implications of China’s food security for Canada.

5. The Livestock Revolution is accelerated growth in demand for livestock products in parts of the
developing world, tied to human population growth, rising incomes, continuing urbanization, and changing
dietary patterns. See: Steinfeld, H., H. A. Mooney, F. Schneider, and L. Neville (2010). Livestock in a changing
landscape: Drivers, consensus and response. Washington, D.C. : Island Press
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FOOD SECURITY

IN CHINA HAS
ACQUIRED A VERY
SPECIFIC MEANING
THAT EMPHASIZES
MAINTAINING BASIC
FOOD AVAILABILITY,
RATHER THAN VARIETY
OR QUALITY OF FOOD.

China’s perceptions of food security are shaped by memories of famine and
hunger. Historians have called China “a land of famine,” pointing out that “no other
civilization has had such a continuous tradition of thinking about famine, and no
other nation’s modern history has been so influenced by hunger and famine”® Not
so long ago, during the High-Maoist era of socialism between 1959 and 1961, China
lost, by some estimates, 52 million people in the Great Famine.” In this context, food
security in China has acquired a very specific meaning that emphasizes maintaining

basic food availability, rather than variety or quality of food.

In addition, China’s anxiety over food security has been stimulated by
international discourses on the supposed threat emanating from China’s increasing
demand for food. In the widely discussed book Who will feed China?, Lester Brown
argues that “two more beers per person in China would take the entire Norwegian
grain harvest”® Brown’s pessimistic scenarios of China’s development in the mid-
1990s set off heated public and academic debates about the international implications
of China’s food security. Importantly, it ignited a huge political firestorm in China,
accentuating deeply ingrained concerns that food can be used as a political weapon
against China. The debates over the possibility of “food wars” and a repetition of a
scenario like the 1980 grain embargo against the Soviet Union led some Chinese
commentators to conclude that, for China, “a victory in a food war, will be more
important than a victory in an ‘oil war”” In sum, China’s government felt obligated to
demonstrate to the world that “the Chinese people will feed themselves”'

In the mid-1990s, China’s government adopted a food security strategy that
equates food security to self-sufficiency in staple foods. The self-sufficiency target
of 95% for such essential crops as rice, wheat, corn, and soybeans was established in

1996, and over the past two decades, with the exception of soybeans, this target has

6. Li, L. (2007). Fighting famine in North China: state, market, and environmental decline, 1690s-1990s.
Stanford, Calif.: Stanford University Press, p. 2.

7.Mao, Y. (2014). Lessons from China’s Great Famine. Cato Journal 34, no. 3: 483-490. Chen, Y., and L.
Zhou. (2007). The long-term health and economic consequences of the 1959-1961 famine in China. Journal of
Health Economics 26 (4) 659-681.

8. Brown, L. (1995). Who will feed China? Wake-up call for a small planet. New York: W.W. Norton & Co.,
p. 30.

9. Heng, B. (2008). To Win the ‘Food War’ We Must Be Self-Sufficient in Fertiliser [1LJIE [ 45 4 BEFT B Fi
B 4), China Agricultural Resources, 9 (1), p. 40. See also Yang, Y. (2000). Food Embargoes against China:
Their Likelihood and Potential Consequences. Pacific Economic Papers, no. 304.

10. Ding, Z. (1998). Response to Anton. Macalester International, 6 (10): http://digitalcommons.macalester.
edu/macintl/ vol6/iss1/10.
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largely been achieved and food production has kept pace with the  the tragedy.”’ Promoting a positive evaluation of the Party’s
growth in demand. contribution to China’s national development, official ideology
still claims that the agricultural crises and deaths of the Great

The commodity spike of 2008 confirmed the worst Famine were caused by natural disasters and intensified by

fears of China’s government and strengthened the focus on “counter-revolutionary forces™ At the same time, Xi Jinping’s

self-sufficiency within China’ food security discourse. Between administration makes extensive efforts, on both the domestic and

. . o
2001 and 2008, as food commodity prices rose by 100%, and international level, to showcase China’s credentials as a leader

with prices increasing by almost 300% for rice and some other of the developing world in the fight against global hunger and

commodities,' China’s government began to regulate the o
malnutrition.

domestic market more aggressively, providing various supports

to domestic producers and restricting food exports in order to

minimize the effects of higher prices on China’s population.

While there is nothing uniquely “Chinese” in a desire
to achieve food security by following a self-sufficiency policy,
China is an exceptional case, inasmuch as China’s government
is “obsessed” with the idea of self-sufficiency.' Self-sufficiency
in staple foods is a political project rather than an economic
necessity. The not-so-distant memories of famine and hunger,
together with international doubts over China’s capability to
feed itself and a rapidly growing dependence on the global food
system, are viewed by the leadership of the Communist Party as a
potential threat to China’s domestic and international stability and

even the legitimacy of one party rule.

President Xi Jinping’s administration supports the
historical narratives that were set by its predecessors, and is
evasive about publicly acknowledging the extent of the Great

Famine and how the Party’s policy mistakes contributed to

13. Garnaut, A. (2014). The mass line on a massive famine. Australian Center
on China in the World. : https://www.thechinastory.org/2014/10/the-mass-line-on-a-
massive-famine/; Mao, Y. (2014). Lessons from China’s Great Famine. Cato Journal
34 (3); Zhou, X. (2013). Forgotten Voices of Mao's Great Famine, 1958-1962: An Oral
History. New Haven: Yale University Press; Dikotter, F. (2011). Mao's Great Famine:

11. Helbling, T. and Mercer-Blackman, V. (2008). Commodity price moves and the History of China's Most Devastating Catastrophe, 1958-1962. New York: Walker
the global economic slowdown. International Monetary Fund, Research Department : & Co.
http://www.imf.org/external/pubs/ft/survey/so/2008/ RES032008 A .htm. 14. Garnaut, A. (2014). The mass line on a massive famine. Australian Center
12. Zha, D., and Zhang, H. (2013). Food in China’s international relations. Pacific on China in the World: https://www.thechinastory.org/ 2014/10/the-mass-line-on-a-
Review, 26 (5), p. 460. massive-famine/.
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IN THE 2010S, THE
MAIN GOAL OF CHINA’S
FOOD SECURITY
STRATEGY REMAINS
SELF-SUFFICIENCY.

Since the mid-1990s, China’s government has been undertaking significant
measures to encourage greater cultivation of wheat, rice, corn, and soybeans. One of
the pillars of China’s pro-agriculture policies is the price support program introduced
in 2004. Using reserves under its direct and indirect control, Chinas government
sets minimum purchasing prices on a regular basis at the start of a marketing year
for wheat and rice and implements temporary purchase and storage policies for corn
and soybeans.”” Consequently, the reserve system is used as a “buffer stock™: state-
owned enterprises purchase commodities when market prices are particularly low,
storing and selling them at auctions during periods of high prices.' Maintaining
domestic prices for targeted commodities at the level that guarantees producer
profitability, China’s government enhances the stability of production and supply of

these commodities.

In addition to this, in order to promote modernization of traditional labor-
intensive and low-productivity methods of farming, in 2003 China’s government
adopted a policy known as the “four reductions, four subsidies” (si jianmian, si
butie). An agricultural tax, agricultural specialty tax, slaughter tax, and livestock
tax were eliminated. Simultaneously, the government began to expand agricultural
support, offering farmers subsidies for grain production, seeds, farm machinery, and
other inputs such as fertilizers and pesticides. China’s Minister of Agriculture Han
Changfu reported that these major subsidies alone in 2013 cost China’s government
160 billion yuan (more than US$25 billion).”” If coupled with other subsidies and
awards, China’s government spends over one trillion yuan (roughly US$160 billion)

each year in support of the domestic agriculture sector.

The most recent policy initiatives of Xi Jinping’s administration aim at
reducing obstacles that undermine development of the agricultural sector in rural

areas by enhancing the security of land tenure and by extending land-use rights,

15. DTB Associates (2014). Agricultural subsidies in key developing countries: November 2014. Update.
DTB Associates, LLP: http://dtbassociates.com/docs/DomesticSupportStudy11-2014.pdf.

16. Gale, F. (2013). Growth and Evolution in China's Agricultural Support Policies. United States
Department of Agriculture: http://ers.usda.gov/media/1156829/err153.pdf.

17.Jiang, Y. (Sept 12, 2015). New reforms of agricultural subsidy programs [ MM B8 [ R 24 i 254 2 o
B4 HT 5 F] The Economic Observer: http://www.eeo.com.cn/2015/0912/279716.shtml.
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restructuring residency mobility regulations (the hukou system),
and improving access to credit.'® These measures are expected
not only to “fulfil, protect, and advance various interests of

Chinese farmers,’"’

as Chinas Minister of Agriculture claims, but
also to kick start consolidation of small family farms into larger
commercial agriculture enterprises and stimulate development of

competitive agribusiness in rural areas.

In addition to the direct support of the modernization
of agriculture industry, the food security strategy of Xi
Jinping’s administration also includes official recognition that
environmental problems, such as degradation of land, insufficient
water supply, and effects of climate change have adverse impacts
on China’s agriculture. As a case in point, the 13" Five-Year
Plan (2016-2020), approved in March, 2016, includes stringent
policies on the protection of cultivated land. To the “red line”
that determines the minimum national agricultural land of 180
million hectares (18 yi mu gengdi hongxian), China’s government
is to add two more lines: “an ecological protection red line” and
“an urban development boundary” %

In sum, in the 2010s, the main goal of China’s food
security strategy remains self-sufficiency. Discussing the Food
and Nutrition Development Program for 2014-2020, Xi Jinping

emphasized that “the food bowl of Chinese people must remain

18.Renmin Ribao. (Dec. 26, 2013). Well-off or not well-off: the key is the villagers
UNEEAR/NRE, G % 2 1: http://paper.people.com.cn/rmrb/html1/2013-12/26/
nw.D110000renmrb_20131226_1-01.htm.

19. Han, C. (Aug. 13, 2015). Never neglect agriculture and be indifferent to rural
population: an in-depth study of important speech of Comrade Xi Jinping [{T-fa i} {5
AR BN S IC R RIRBLRAS GRNZE ST ) 2105 R & R EE YGRS
1) 1. Renmin Ribao: http://politics.people.com.cn/n/2015/0813/c1001-27453126.
html.

20.Ministry of Land and Resources of the People’s Republic of China. (Jan. 11,
2016). Looking back at the 12th Five-Year Plan and creating the 13th Five-Year
Plan. [[alfget =1 2R = 10]: http://www.mlr.gov.cn/xwdt/jrxw/2016 01/
t20160111_1394458 . htm.

firmly in their own hands”*! It is clear that Chinese leaders believe
that options for the development of domestic capacity are not
fully exhausted, and in the coming years China will continue

to rely on its own agricultural production, focus on domestic

markets, and moderate import demands.

Modeling studies project that China’s agricultural
production will progress steadily for most commodity groups.
However, it is obvious that a growing population, rising
incomes, and increasing urbanization will continue to add new
constraints to China’s self-sufficiency strategy. Particularly, the
rapidly-growing demand for agriculture goods to supply the
food production industry, mainly for the meat and dairy sectors,
cannot be met by domestic production alone. China has already
found it impossible to meet its soybean requirements from
domestic resources® and now is reaching a tipping point in the

production of corn.*

21.Renmin Ribao, Editorial. (Jan. 1, 2014). The food bowl of Chinese people must
remain firmly in their own hands [ B A FIRBIZE G 4E H O F F —— IR
o = A TAR 22 29T K EHNUF] Renmin Ribao: http://paper.people.com.cn/rmrb/
html1/2014-01/07/nw.D110000renmrb_20140107_4-01.htm.

22. See for example Huang, J., and Zhao, Q. (2011). Agricultural Science and
Technology in China: a Rroadmap to 2050. Beijing: Science Press. Hamshere, P.,
Sheng Y., Moir B., Syed, F. and Gunning-Trant, C.. (2014). Analysis of China’s
food demand to 2050. Australian Bureau of Agriculture and Resource Economics
and Sciences. Conference paper 14.3. Zhou, Z., Liu, H. and Cao, L. (2014). Food
Consumption in China: the Revolution Continues: Cheltenham, UK: Edward Elgar;
World Bank. (2014). China Economic Update, p. 26-28: https://www.worldbank.org/
content/dam/Worldbank/ document/EAP/China/ China_Economic_Update_June2014.
pdf.

23.1In 2013, soybeans were removed from the self-sufficiency target, instead the
aggregate 95% target is to be attained for the remaining crops.

24.Ni, H. (2013). China’s Challenges and Policy Choices in Corn Industry in an
Open Environment [JF &5 BE TR W I 9k % 5 BORIE PR Agricultural
Trade Research 2009-2013 (January) : http://www.agri.cn/V20/SC/myyj/ 201410/
P0201412155409 73536442.pdf.
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CHINA'S FOOD
IMPORTS HAVE BEEN
CONSISTENTLY RISING
IN RECENT YEARS AND
ARE EXPECTED TO
CONTINUE TO GROW AT
A HIGH RATE OVER THE
COMING DECADES.

China’s food imports have been consistently rising in recent years and are
expected to continue to grow at a high rate over the coming decades. Currently,
China is importing agricultural products from countries such as Brazil, Australia,
Canada, New Zealand, and Argentina, yet the US is China’s leading supplier,
accounting for over 24% of China’s imports by value.” Soybeans and other oilseeds
account for almost a half of China’s agricultural import value (US$39.6 billion).
They are processed to extract oils, whereas the residual meal is used as a protein
supplement for livestock. China also imports significant quantities of fats and oils
(US$11.9 billion) used in the production of consumer oil products, as well as grains
and feeds, including corn, wheat, and rice (US$8.5 billion). Chinass self-sufficiency
in meat and dairy products has been declining, and, as a result, imports of these
product categories have been increasing (to US$9.6 billion). In recent years the mix
of agricultural imports has been expanding and diversifying into new commodities.
In particular, China’s purchases of fruits, vegetables, nuts, (US$6.4 billion) and sugar
(US$2.3. billion) have accelerated.

China’s market has become a focus of global agricultural expansion, and
yet China’s government systematically favours the interests of domestic producers
by moderating import demands through various protectionist policies, which sends
a confusing signal to China’s international partners. China’s regulates imports of
wheat, rice, corn, and soybeans through a system of tarift rate quotas. Low tariffs of
1% are applied on imports up to the quota amount, which is adjusted yearly at a rate
of approximately 5% of overall consumption, whereas high tariffs of 65% are charged
on imports above the quota?. China’s unwillingness to open its agriculture sector to
Australia was a sticking point in negotiations on their free trade agreement, and it
is indicative that, despite China’s strategic motivations to strengthen relations with
Australia, reductions of tariffs on wheat, rice, corn, and soybeans, as well as some

other seeds and vegetable oils, were not included in the agreement.”

25. Gale, F., Hansen, J. and Jewison, M. (2015). China's Growing Demand for Agricultural Imports. United
States Department of Agriculture. Economic Information Bulletin No. 136.

26. Ibid., p. 10.

27. Sun, K. (2015). China-Australia Free Trade Agreement: Implications for Canada. China Institute
at the University of Alberta. Occasional Paper Series Vol. 2 No. 1: http://www.china.ualberta.ca/Research-
and-Publications/~/media/China%?20Institute/ Documents/Publication/Occasional%20Paper/ChAFTA _
KerrySun _201503.pdf.
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Another tool that is used to influence food production
and imports is investment in overseas agriculture. According to
a report released by China’s Ministry of Agriculture, in 2014 over
300 Chinese companies have invested in agricultural, forestry, and
fishing projects in 46 countries.”® The same report indicates that,
by the end of 2013, Chinese private and state-owned enterprises
had cultivated over 230,000 hectares of land abroad (see Appendix
China’s investment in overseas agriculture, land acquisitions, and
public opinion). While China is one of the largest international
agriculture investors, when it comes to China’s overall investment
stocks, agriculture still represents only a fraction of the total
investment stock. Chinese officials, however, claim that outward
foreign direct investment in agriculture is in its early stages and its

scale and scope will gradually expand.”

An integral part of China’s strategy of overseas
investment in the agricultural sector is to enable “national
champions” to access advanced production technologies,
management techniques, and the established export networks
of major OECD agriculture producers. Consequently, when
investing in farmland abroad, China does not try to outsource
food production but seeks to allow its “national champions” to
gain direct control over international food supply chains and,
consequently, food imports.* As a case in point, the state-owned
COEFCO Group, China’s largest food processing manufacturer

28. China Agriculture News Network . (May 1, 2014) Internationalization of
China’s agriculture sector: How business can perform better? [£V & Hi 27, Ak
A ERGELF? ]: http://www.farmer.com.cn/xwpd/nbyl/yl/201405/t2014 0501 958113.
htm.

29. Smaller, C., Wie, Q., and Liu, Y. (2012). Farmland and Water: China invest
abroad. Report of International Institute for Sustainable Development; Xinhua News
Service (July 29, 2014). National identity in “farm diplomacy”: Overview of Xi
Jinping’s visit to Latin America [ 4= #8327 1 % [E] 15 1 SIERRRRATRIFZ
PU7: http://cpe.people.com.cn/n/ 2014/0729/c64387-25359844 . html.

30. Smaller, C., Wie, Q., and Liu, Y. (2012). Farmland and Water: China invest
abroad. Report of International Institute for Sustainable Development.

and trader, between 2014 and 2015 purchased majority shares of
Dutch grain trader Nidera and Singaporean commodities trader
Noble Group Ltd, making a combined US$2.8 billion investment.
These acquisitions will allow the COFCO Group to gain access

to well-developed grain export infrastructure in South America,
Central Europe, and other regions. As a result, the company
should be able to better compete with the most influential
multinational grain traders, the so-called ABCD group: Archer
Daniels Midland Co., Bunge Ltd., Cargill, and Louis Dreyfus. The
chairman of COFCO Group Frank Ning highlights this approach
in his comment that by establishing itself as an international grain
trader with a “leadership position and competitive advantages” his

company bridges national strategy and corporate strategy.’'

31.Ning, F. (2015). Key note speech at the Yabuli China Entrepreneurs Forum
Summer Summit. COFCO News (Aug. 28, 2015). : http://www.cofco.com/en/about/
news/24339.html.
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IN THE MID-
2000S, FOOD
SAFETY BECAME
A HIGH PROFILE
ISSUE IN CHINA.

ABOUT 80% OF
RESPONDENTS
INDICATED THAT
THEY ARE NOT
HAPPY WITH
FOOD SAFETY

Food safety is an integral part of food security; yet, because of the long-standing focus on
maintaining basic food availability, until very recently food safety was not high on the list of priorities
for the Chinese government. China’s aspiration for self-sufficiency is in conflict with food safety in two
major aspects.*? First, China’s government is motivating farmers to maximize production, which has
led to the development of some unsustainable and harmful agricultural practices (e.g. overly intensive
farming, excessive use of fertilizers and pesticides). Second, China’s government is determined to
make basic foodstuffs as affordable as possible for the populace and adjusts the prices of agricultural
goods. As a result, producers are under pressure to cut costs in the drive for profitability by using

illegal additives and adopting unsafe food processing practices.

In the mid-2000s, food safety became a high profile issue in China, with significant public
health, economic, and social implications, and can be said to now “represent one of the top three
governance concerns of China’s population, along with inequality and corruption”** Numerous
food scandals, such as the notorious milk scandal of 2008*, have led to enormous mistrust among
consumers and a rapid rise of public anxiety about food quality and safety.*” In a survey conducted in
2014, about 80% of respondents indicated that they are not happy with food safety, with 58% believing
that production and processing pose the greatest threat to consumer safety and 25% seeing planting

and breeding as a major source of food safety risks.*®

The Chinese middle-class, which constitutes about 24% of China’s population (300 million
people),” has particularly high expectations about food quality and safety. While lower-income
Chinese may “simply buy the products they normally buy in larger quantities, or more frequently;’
middle-class Chinese “trade up to more expensive, branded version of products they already buy”*
Increasingly affluent middle-class consumers are well-informed and attentive. They are very sensitive

to the reputations of brand names and are loyal to brands that they perceive to be better in some way.”

32. Yasuda, J. K. (2015). Why food safety fails in China: the politics of scale. The China Quarterly, (223), p. 745-769. Zhang,

H. (2015). China’s Food Conundrum: Safety Versus Security. Food, Feeding, and Eating in and out of Asia 7th International ADI
Conference 24-26 June 2015.

33. Yasuda, J. K. (2015). Why food safety fails in China: the politics of scale. The China Quarterly, (223), p. 745.

34. During the summer of 2008 it was discovered that milk suppliers were adding melamine, a colorless crystalline compound,
to artificially boost the protein readings of their milk. Milk powder contaminated with melamine led to the deaths of six infants and
hundreds more being hospitalized.

35. Wu, L., Zhong Y., Shan, L. and Qin, W. (2013). Public risk perception of food additives and food scares. The case in Suzhou,
China. Appetite 70 (2). Lain, H., Remais J., Fung, M., Xu, L., and Sai-Ming Sun, S. (2013). Food supply and food safety issues in
China. Lancet 381 (9882). Wu, L., Zhang Q., Shan, L., and Chen, Z. (2013). Identifying critical factors influencing the use of additives
by food enterprises in China. Food Control 31(2).

36. China Daily. (July 25, 2014). Dissatisfaction with food safety pervasive: http://www.chinadaily.com.cn/china/2014-07/25/
content_17920201.htm.

37.Lu, X. (2010). Social Structure of Contemporary China. [ 44X [E#1:2:4514]. Beijing: Science Academic Press; Wang, Helen
H. (2012). The Chinese Dream: the Rise of the World's Largest Middle Class and What it Means to You. Bestseller Press.

38. Garnett, T. and A. Wilkes. (2014). Appetite for Change: Social, Economic and Environmental Transformations in China’s Food
System. Food Climate Research Network, University of Oxford: http://www.fcrn.org.uk/sites/default/ files/fcrn_china_mapping_astudy
final_pdf 2014.pdf.

39. Atsmon, Y., Magni, M. and Li, L. (2012). From mass to mainstream: Keeping pace with China’s rapidly changing consumers.
2012 annual Chinese consumer report. McKinsey Consumer & Shopper Insights: https://solutions.mckinsey.com/insightschina/default/
en-us/about/our_publications.aspx.
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Many of these middle-class consumers are motivated by
“individualistic health concerns* They are willing to buy
ecological and organic food at any time of the year and ready to
pay higher prices for it. However, China’s domestic production
capacity is not sufficient to meet this growing demand for

ecological and organic food.

Consumers are distrustful of domestic organically
certified products offered in mass market grocery stores and are
looking for new options, but urban, alternative food networks,
such as farmers’ markets, buying clubs, and community supported
agriculture, are still rather underdeveloped.*! As a result, Chinese
urban middle-class consumers are increasingly turning to
imported products that are perceived as being of higher quality
than local equivalents. The country of origin has become one of
the key elements that influence the consumer choices of China’s

middle-class.*?

Safety concerns and the limited availability of imported
products on the domestic market push many middle-class
consumers in China to buy their food from abroad rather than
domestically. As a case in point, the demand for imported infant
formula in mainland China is so high that in March 2013 the
customs authorities of Hong Kong had to issue new export
regulations to prevent an influx of traders who would buy milk
powder in Hong Kong to resell it in mainland China. Under
the new regulations, a person can carry only 3.9 pounds of
baby formula out of Hong Kong.* Similarly, in 2013 Australian

retail chains in Melbourne and Sydney established limits on the

40. Si, Z., Schumilas, T. and Scott, S. (2015). Characterizing alternative food
networks in China. Agriculture and Human Values 32, no. 2, p. 304.

41. Ibid.

42 Balestrini, P. and Gamble, P. (2006). Country-of-origin effects on Chinese wine
consumers. British Food Journal, 108 (5). Qing, P., Lobo, A., and Li, C. (2012) The
impact of lifestyle and ethnocentrism on consumers’ purchase intentions of fresh fruit
in China. Journal of Consumer Marketing, 29(1); Wang, O., Gellynck, X. and Verbeke,
W. (2015). General image of and beliefs about European food in two mainland Chinese
cities Shanghai and Xi’an. British Food Journal, 117 ( 50).

43. Import and Export (General) (Amendment) Regulation 2013 ( with effect from
1 March 2013 ) - Quantity of Powdered Formula for Persons Departing from Hong
Kong. (2013). Customs and Excise Department. The Government of the Hong Kong
Special Administrative Region: http://www.customs.gov.hk/en/whats_new/API/.

number of tins of infant formula one customer could buy in order
to prevent Chinese nationals from exhausting local supplies.
According to Australian mass media, retailers faced challenges
enforcing the limits and dealing with “shelves often stripped bare

as quickly as new stock arrives”**

Under the twin pressures of public concern and demand,
the policy vision for food safety challenges is changing. Over the
past five years, China’s government has been massively investing
in enforcing the new legal system and upgrading monitoring
facilities. Importantly, Xi Jinping’s administration set up a
comprehensive reform of the national food safety management
system. In 2013, to consolidate downstream food safety
supervision and enforcement functions, the China Food and
Drug Administration (CFDA), the regulatory body responsible
for protecting and promoting food safety, was elevated to the
ministerial level directly under the State Council, China’s highest
administrative body. As a centralized authority, the CFDA is
responsible for building a high-level, unified system to handle
food safety issues.* This reorganization of the food regulatory
environment indicates the high priority that China’s current
government sets on attaining food safety. Nevertheless, due to
the huge scale of China’s food industry and its decentralized
and fragmented structure, progress on food safety control and

regulation has been limited.*

44. The West Australia. (October 17, 2015). Baby formula in short supply:
https://au.news.yahoo.com/thewest/wa/a/298 34546/baby-formula-in-short-supply/;
NEWS.com.au. (September 19, 2015). Parents outraged as Chemist Warehouse
buys into Chinese baby formula racket: http://www.news.com.au/finance/business/
parents-outraged-as-chemist-warehouse-buys-into-chinese-baby-formula-racket/story-
fnkgdftz-1227534870524. BBC News. (January 14, 2015). Australia to cash in on
China milk boom: http://www.bbc.com/news/world-australia-30705467.

45. Lam, H. M., Remais, J., Fung, M. C., Xu, L., & Sun, S. S. M. (2013). Food
supply and food safety issues in China. The Lancet, 381(9882).

46. Lam, H. M., Remais, J., Fung, M. C., Xu, L., & Sun, S. S. M. (2013). Food
supply and food safety issues in China. The Lancet, 381(9882). John Kojiro, Y. (2015).
Why food safety fails in China: the politics of scale. The China Quarterly, (223).
Zhang, H. (2015). China’s Food Conundrum: Safety Versus Security. Presentation.
Food, Feeding, and Eating in and out of Asia 7th International ADI Conference 24-26
June 2015.
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China’s record in protecting its basic food security is indeed impressive for
a country of its size and limited resource endowment. Over the past three decades,
CANADA'S EXPORTS China’s government has been successfully pursuing food security by maintaining
TO CHINA self-sufficiency. China’s government uses reserves under its direct or indirect control
to stabilize prices for staple food commodities and ensure profitability of domestic
producers. It also widely supports modernization of traditional, labor-intensive,
and low-productivity methods of farming through an extensive system of subsidies,

$5.615 QGF%I&L)J LTURE \ and maintains control over food imports and exports. These policy tools ensure that
BILLION

$20.2/2015 China can meet domestic consumption demand with domestically produced food,
and minimize its dependence on global markets. However, recent socioeconomic
BILLION| SXFORTS d minimize its depend global markets. H t soci i

changes add extra complexity and pressure to China’s food security situation and a
growing dependence on the global food system is already a part of the present-day
reality.

Canada is one of many countries competing for reliable access to China’s
market. Between 2011 and 2015, Canada’s exports to China have increased 52.8%.*
In 2015, Canadian agriculture and food exports to China grew to CAN$5.615 billion
$13.3|2011

S1LL10n | EXPORTS and accounted for 28% of the total value, making China the second-largest export
TOTAL

destination for Canadian agriculture and food products.*® Such remarkable and rapid
growth was advanced by the success of market access efforts of federal and provincial
governments. In 2012, Canada improved access for exports of its canola seed, alfalfa
hay, beef and beef products, and dairy products.*” New dietary aspirations of China’s
increasingly affluent urban population also offer good prospects for Canadian
exports of high-value farm products. For example, the new market access in China
for fresh British Columbia blueberries that opened in 2015 is expected to generate up
to CAN$65 million annually.® Nevertheless, remaining market access barriers in the
form of both tariff and non-tariff barriers still create many challenges for Canadian
exporters and slow down the development of trade relations between China and

Canada in the agriculture and food sector.

47.Source: Statistic Canada (2016).

48. Agriculture and Agri-food Canada. (2016). China - At a Glance. http://www.agr.gc.ca/eng/industry-
markets-and-trade/statistics-and-market-information/import-and-export-data/countries-at-a-glance/
china/?id=1410072148234

49. Agriculture and Agri-food Canada. (2015). Market Access.: http://www.agr.gc.ca/eng/industry-markets-
and-trade/market-access/?id=1373384342105.

50. Agriculture and Agri-food Canada. (2015). Harper Government Secures Access for Fresh British
Columbia Blueberries to China: http://news.gc.ca/web/article-en.do?nid=991209.
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Canada’s exports to China have been heavily focused
on commodities and primary processed products. Canada is
particularly interested in effective market access to sell canola
and canola oil without tariff trade barriers. In 2015, Canada
exported 4 million tonnes of canola seed to China, valued at
CAN$2.045 billion, which is almost half of Canada’s total exports
during the year.”' Chinese demand for Canada’s canola oil also
remains strong: in 2015 Canada sold 609 thousand tonnes of
oil to China, valued at CAN$545 million. As China Institute
researcher Kerry Sun points out, the fact that reduction of tariffs
on seeds and vegetable oils were not included in China’s free trade
agreement with Australia, signed in 2015, is “a mixed blessing

for the Canadian canola industry.”>

Canada’s exports of canola
and canola oil most probably will not be affected by advantages
provided by the agreement to Australian producers. At the same
time, China’s strong reluctance to open its agriculture sector,
ostensibly on the basis of “food security” arguments, does not
bode well for any future negotiations between China and Canada
on tariff reductions, nor for prospects that China might be

welcomed into the Trans-Pacific Partnership.

In addition to tariff barriers, Canadian exporters
experience difficulties with a number of technical, non-tarift
barriers that are enforced through import regulations, such as
food safety standards, labeling requirements, inspections, and
import licenses. China’s sanitary and phytosanitary requirements
do not always match standards recognized by Canada and are not

always consistent with international standards.

As a case in point, Canada’s canola seed exports are

presently threatened by China’s plans to impose new regulations

51. Canadian Grain Commission. (2015). Canadian grain exports (2014-2015):
https://www.grainscanada.gc.ca/statistics-statistiques/cge-ecg/cgem-mecg-eng. htm

52. Sun, K. (2015). China-Australia Free Trade Agreement: Implications for
Canada. China Institute at the University of Alberta. Occasional Paper Series Vol.
2 No. 1, March 2015. : http://www.china.ualberta.ca/Research-and-Publications/~/
media/China%?20 Institute/Documents/Publication/Occasional%20Paper/ChAFTA _
KerrySun _201503.pdf .

on the maximum allowable tolerances for dockage (straw or
other foreign plant materials) in shipments. Current Chinese
regulations allow dockage to contain up to 2.5% of canola seed
imports from Canada; however, recently China has announced

a decision to implement a tougher standard on Canadian canola
shipments on September 1, lowering the maximum allowable
tolerances for dockage to 1%.% There is a disagreement as to
whether new standards primarily work for the benefit of Chinese
consumers and producers or represents a non-tariff barrier.
According to Chinese authorities, new regulations address
concerns about spreading blackleg disease from Canadian
shipments to China’s domestic canola or rapeseed production,
whereas Canadian experts claim that there is “virtually no risk at

»54

current dockage levels”* In addition, some experts see plans to

toughen standards for Canadian canola shipments as an attempt
to deliberately limit imports in order to facilitate the sales of
China’s large domestic canola oil reserves, which deteriorate over

time.>®

Non-tariff trade barriers also hamper Canada’s exports
of value-added food. For example, Canada has a voluntary
labeling system for GMOs, inasmuch as, according to Canada’s
assessments, existing GM products are not materially different as
compared to conventional food products. Conversely, mandatory
labeling for GM products is considered in China as a form of

risk communication that allows consumers to make an informed

53. In the end of February, the Canadian Food Inspection Agency was notified that
China’s new standard for dockage in canola shipments will take effect on April 1, yet
China has postponed implementing a tighter standard, just days before it was to take
effect, until September 1. Mazereeuw, P. (April 6, 2016). Tory MPs push Liberals on
China’s canola crackdown. The Hill Times, Embassy: http://www.embassynews.ca/
news/ 2016/04/06/tory-mps-push-for-further-action-on-china%E2%80%99s-canola-
crackdown/48455.

54. Heppner, K. (March 29, 2016). China Postpones Tighter Canola Dockage
Standards. Can Blackleg Concerns Finally Be Resolved? Real Agriculture: https://
www.realagriculture.com/2016/03/china-postpones-tighter-canola-dockage-standards-
can-blackleg-concerns-finally-resolved/.

55. Nickel, R. (February 24, 2016). China to toughen standard on Canadian canola
shipments. Reuters: http://uk.reuters.com/article/uk-china-canola-canada-exclusive-
idUKKCNOVX0AA.
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choice. Importantly, China has zero tolerance policies for
unapproved and untested GMOs in food. As a result, Canadian
food companies are “less inclined to invest in exporting to China
because of the complexity of understanding Chinese rules about
clearances and approvals” * Even though Canada has great

» «

potential in the Chinese market as a supplier of “authentic,” “safe,”
and “trustworthy” food, value-added food represented only 1% of
Canada’s exports to China and “Chinese retailers generally don’t
think about ‘Canadian food’ as a source to help them meet their

customers’ food desires.””’

Tariff and non-tariff trade barriers are likely to continue
to impede Canada’s exports of agricultural and food products
to China, affecting not only the stability of Canada’s exports
of agricultural commodities but also restricting opportunities
for diversification of Canada’s export portfolio. The future of
trade relations between China and Canada will depend on how
well Canadian federal and provincial governments can manage
to maintain and improve market access for leading Canadian
agricultural exports. In addition to this, Canada’s producers of
value-added food could benefit from a guide that addresses the
options for accomplishing their goals in the Chinese market and

its unique regulatory requirements.

At the same time, constructing effective trade relations
with China is not only a matter of successful intergovernmental
negotiations on tariff and non-tarift barriers, but also a matter
of building trust with Chinese retailers and consumers. The
challenges of China’s protectionist food security policies present
an opportunity for Canadian producers to generate innovative

solutions and creative business models. In this sense, creating

56. Canadian Agri-Food Policy Institute. 2015. Competing in the Worlds No. 1
Emerging Market: http://www.capi-icpa.ca/pdfs/2015/ CAPI ChinaReport ENG.pdf.
57. Ibid.
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brand awareness and building a reputation for “Canadian food”
in the Chinese market are important goals. As recent reports
indicate, currently “Canadian food remains off the radar for
most Chinese consumers and retailers”*® There is a need for a
comprehensive and coordinated strategy, promoted by Canada’s
government, to improve the visibility and positioning of Canada’s
food products on the internet. Canadian producers should be
encouraged to develop niche advertising campaigns to achieve

a unique identity within Chinese food networks and to explore
online retail opportunities as a market channel for their products.
Should Canada open negotiations with China on a free trade
agreement this would represent an opportunity to address in a
comprehensive manner a wide range of access issues for Canadian
food exports, including non-tarrift issues. However, the Sino-
Australian free trade agreement would tend to indicate that
achieving enhanced access for Canadian foods would still be

affected by China’s deeply-rooted food security preoccupations.

58. Ibid.



CHINA'S INVESTMENT IN
OVERSEAS AGRICULTURE, LAND
ACQUISITIONS, AND PUBLIC
OPINION

Chinese investment in agriculture overseas has become
an extremely sensitive topic. Lamido Sanusi, Governor of the
Central Bank of Nigeria, in his article in the Financial Times,
claimed that China “is no longer a fellow under-developed
economy” and “is capable of the same forms of exploitation as the

west,” contributing to “deindustrialisation and underdevelopment

of African countries.”

Public debates often inaccurately portray China’s
ambitions in the agriculture sector. Particularly, discussions
of China’s foreign land acquisitions often imply that Chinese
investors are purchasing or renting agricultural assets that were
previously owned by local farmers, whereas in reality the majority
of acquisitions have been made between China and foreign
companies. In addition, very often the actual size of China’s
foreign land acquisitions is significantly exaggerated. Some
experts go as far as to accuse Chinese investors of worsening
famine situations in Africa. For example, in 2011, the German
Chancellor’s Personal Representative for Africa, Glinter Nooke,
claimed that Chinese investment in Ethiopian agriculture is
focused on land acquisitions, and thus potentially can provoke
“major social conflicts in Africa”® However, there is no evidence
to suggest that Chinese investors were to blame for a devastating

famine in 2011 in Ethiopia. China actively invests in the mining

59. Sanusi, L. (2013). Africa must get real about Chinese ties. The Financial Times
(March 11, 2013). : http://on.ft.com/Y Wmyxm.

60.Foreign Policy. (July 29, 2011). German official blames China for Somalia’s
famine: http:/foreignpolicy.com/ 2011/07/29/ger man-official-blames-china-for-
somalias-famine/.

and infrastructure sectors in Ethiopia, yet is absent from land
investment deals. Data collected by independent observers
indicates that, in 2011, a Chinese company leased a concession of
25,000 hectares to produce sugarcane and “this company claimed
to be the first agricultural company from China investing in
Ethiopia”®

Another illustrative example is a massive farmland
acquisition in Ukraine in 2013. The South China Morning Post
reported that Ukraine will “become China’s largest overseas
farmer in a 3 million hectare deal”® The newspaper argued

that 3 million hectares in the eastern Dnipropetrovsk region
would be leased to the Xinjiang Production and Construction
Corps (XPCC) by KSG Agro, the largest Ukrainian agricultural
company. Various international mass media copied the
information, describing the deal as an unprecedented acquisition
of “5% of Ukraine’s arable land, equivalent to the size of Belgium
or Massachusetts”* However, the head of KSG Agro, Sergey
Kasyanov, officially denied that his company sold or subleased
land to XPCC. In fact, KSG Agro and XPCC reached an
agreement for XPCC to invest in the development of a 3,000
hectare portion of assets owned by KSG Agro.**

61. Oakland Institute. (2011). Understanding land investment deals in Africa.
Country report: Ethiopia. : http://www.oaklandinstitute.org/understanding-land-
investment-deals-africa-ethiopia.

62. South China Morning Post. (September 22, 2013). Ukraine to become China’s
largest overseas farmer in 3m hectare deal: http://www.scmp.com/news/china/
article/1314902/ukraine-become-chinas-largest-overseas-farmer-3m-hectare-deal.

63. See for example: The Telegraph. (September 24, 2013). China is going “to
rent five per cent of Ukraine”: http://www.telegraph.co.uk/news/worldnews/asia/
china/10332007/China-to-rent-five-per-cent-of-Ukraine.html. Reuters. (September 22,
2013). China to invest in 3 mln hectares of Ukrainian farmland: http://www.reuters.
com/article/2013/09/22/china-ukraine-idUSL3NOHI 04620130922,

64. KSG Agro. (2013). Refutation of information. : http://www.ksgagro.com/
en/2013/09/23/refutation-of-information/. On the top of it, the KSG Agro does not own
3 million hectares of land in Ukraine: by the end of 2012 the land bank of the company
was only 92,000 hectares.
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China’s investment attempts in agriculture are met with
suspicion and mistrust by the public not only in developing
countries but also in OECD countries. For example, public
opinion is not favorable towards China even in countries such
as New Zealand, which in 2008 became the first OECD country
to sign a free trade agreement with China. China’s investment in
New Zealand is mainly driven by its interest in gaining access to
established dairy farms and processing facilities, knowledgeable
employees, and a well-developed dairy market. While local
experts point out that the economy of New Zealand has benefited
significantly from China’s fast growth over the past decade,* the
public has expressed strong concerns about China’s interest in
New Zealand’s agriculture.®® Despite considerable attention from
local mass media and public concerns, China is not as actively
expansionist “as it has been made out to be” accounting for only
14% of foreign investment in New Zealand, while 22% comes
from Canada.” A similar trend can be seen in Australia. Surveys
show that 57% of Australians think that their government “is
allowing too much investment from China”*® The Australian
public is particularly cautious about welcoming Chinese
investment in the agriculture sector, even though so far less
than 2.6% of Chinese investment went into agriculture and land

acquisitions.*

Similar trends are observed in Canada. Chinese
investment in Canada is a relatively recent phenomenon, and still
represents only a small part of the overall share of global inward
foreign investment in Canada. According to the China Institute’s
China-Canada Investment Tracker, Chinese investments were
valued at CAN$66 billion as of March 2016, accounting for

65. Kendall, R. (2014). Economic linkages between New Zealand and China.
Reserve Bank of New Zealand. Analytical Notes.

66. BBC New Zealand. (September 17, 2015) New Zealand blocks farm purchase
by Chinese firm.: http://www.bbc.com/news/business-34276362; Mccarthy, P. (January
31, 2015). Blue River sold to Chinese company. The Southland Times: http://www.stuff.
co.nz/ southland-times/news/65610114/Blue-River-sold-toChinese-company.

67. KPMG. (2015). Foreign Direct Investment in New Zealand: Trends and
Insights, p. 6.

68. The Lowy Institute for International Relations. (2013). The Lowy Institute Poll
2013. : http://www.lowyinstitute.org/publications/lowy-institute-poll-2013.

69. Sanyal, K. (2014). Foreign investment in Australian agriculture. Parliament
of Australia. Research papers 2013-2014: http://www.aph. gov.au/About Parliament/
Parliamentary Departments/Parliamentary Library/pubs/rp/rp1314/ ForeignInvest .
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up to 7% of the total value of foreign investments.” As for the
agriculture and food sector, the data collected by the China
Institute shows that China has funded only 13 investment projects
in Canada to date, worth CAN$102.7 million.” Increasing public
concerns and other informal barriers present a challenge for

Chinese enterprises operating in Canada.

A survey conducted by the Asia Pacific Foundation of
Canada indicates that 49% of Canadians are opposed to foreign
direct investment from China. Only 42% of Canadians have a
positive attitude towards Chinese investment, as opposed to
78% towards Japanese investment, 77% towards American, 67%
towards South Korean, and 59% towards Indian investment.”
The survey also shows that Canadians do not have an accurate
perception of how much of Canada’s foreign direct investment
comes from China. As the authors of the survey note, China has
become one of Canada’s major trade and investment partners
relatively recently, and thus it has yet to build “a visible and
established track record of contributing to the country that could
be used to counter the skeptical attitudes many Canadians have
toward China in general”” It is also quite possible, based on the
experience of other jurisdictions, that public resistance towards
Chinese investment will be greater where it involves the actual
acquisition of agricultural land by a Chinese company or Chinese
national. Industrial investments that add value to Canadian
agricultural exports would appear to be less likely to attract

resistance.

70. China Institute, University of Alberta. (2016). China-Canada Investment
Tracker: https://chinainstitute.ualberta.ca/.

It should be noted that the China Institute’s figures for Chinese investments in Canada
are significantly higher than the numbers offered by Statistics Canada. According

to the most recently available numbers from Statistics Canada, the value of Chinese
investment in Canada was only approximately CAN$25.080 billion by the end of 2014,
accounting for 3.4% of the total value of foreign investments. The China Institute has
tracked Chinese investment valued at nearly CAN$54.643 billion by the end of 2014.
Source: Statistics Canada. (2015). International investment position by country: http://
www5.statcan.ge.ca/cansim/a26?lang=eng&id=3760051.

71. China Institute, University of Alberta. (2016). China-Canada Investment
Tracker: https://chinainstitute.ualberta.ca/.

72. Asia Pacific Foundation of Canada. (2015). 2015 National Opinion Poll:
Canadian Views on Asian Investment: http://www.asiapacific.ca/surveys/national-
opinion-polls/2015-national-opinion-poll-canadian-views-asian-investment.

73. Ibid.
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