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Chairman’s Message

Active and involved AmCham China members who are agriculture experts drafted this report. With the
interests of both AmCham China members and China’s agricultural development foremost in thought,
we expect that the ideas and recommendations included in this report will be helpful to Chinese and US
government decision makers and business leaders.

Agriculture industry development continues to be a mainstay of China’s economic development and an
important aspect of US-China economic relations. AmCham China is encouraged by the government’s
focus on rural revitalization, captured by the expanded authority of the newly formed Ministry of
Agriculture and Rural Affairs, formed in 2018 during China’s government reorganization. AmCham China
members also witnessed several important events in 2018, including further reduction of restrictions on
foreign investment in agriculture, as well as consolidation of anti-monopoly enforcement activities under
the State Administration for Market Regulation (SAMR) that were previously housed within the Ministry
of Commerce, National Development and Reform Council (NDRC) and the State Administration for
Industry and Commerce (SAIC) -- which we believe will help streamline antitrust enforcement. Moreover,
we appreciate the continuous improvement in China’s crop variety registration, and the Chinese govern-
ment’s continuing efforts to develop more stringent emission regulations for non-road machinery.

At the same time, AmCham China members are deeply concerned about the presence of retaliatory tariffs
and ongoing trade tensions between China and the US, which drastically reduced trade in agriculture prod-
ucts between the two countries throughout 2018. While reports that China is planning to commit to signifi-
cant purchases of US agricultural products as part of a negotiated outcome are important for members in
this sector, China is the second-largest market for US agricultural products -- and any sustained imposition
of the tariffs will harm US market share as China diversifies its agricultural import base.

Given current tensions in the US-China relationship and in the spirit of working toward mutually bene-
ficial solutions, the agriculture industry represents a sector where AmCham China member companies
have longstanding partnerships that can help stabilize the relationship. We believe the recommendations
provided in this report will support China in developing an even more modern agriculture industry. To that
end, we recommend improving the sustainability and competitiveness of Chinese agriculture by opening
up to foreign investment in agricultural biotechnology, modern agricultural processing, and bulk trans-
portation. Another suggestion is to simplify the approval procedure for import and export of seed and
breeding materials, which should advance development of China’s seed varieties. We also recommend
China streamline agricultural biotech regulatory and certification processes and implement clearly defined,
scheduled timeframes, to allow foreign biotech products to more rapidly enter the Chinese market. This
should accelerate development of China’s domestic agriculture biotech industry.

For the US government, AmCham China continues to recommend seriously considering Chinese requests
for market access for meat, fish, and produce, including cooked poultry, apples, pears, and catfish in a fair
and reciprocal manner.

Dty f. /otratfod
Timothy Stratford

Chairman,

American Chamber of Commerce in China
July 2019
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Introduction

mCham China would like to congratulate

the government of China for the progress

in the agriculture sector beginning in 2018.

Over the past 12 months China expanded
the authority of the Ministry of Agriculture and Rural
Affairs (MARA) (formerly the Ministry of Agriculture),
captured by the release of 2019 document No. 1 to better
reflect the government’s focus on rural development and
the elimination of rural poverty. China’s overarching
agricultural policy continues to focus on modernizing
the industry and encouraging innovation while simulta-
neously ensuring food security and safety.

During 2018 AmCham China members witnessed
several important events:

* The Ministry of Commerce (MOFCOM) and
National Development and Reform Commission
(NDRC) jointly published the Special
Administrative Measures (Negative List) for
Foreign Investment Access (2018 version) and Free
Trade Zone (FTZ) Special Management Measures
(FTZ Negative List) for Foreign Investment Access
(2018 version). Similarly, MOFCOM and NDRC
published a Negative List in July 2018, which
replaced the earlier Guiding Catalogues on Foreign
Investment and removed additional sectors from
investment restrictions.

* Continuous improvement in China’s crop variety
registration following amendment of the Seed Law
in 2016.

* The Chinese government announced the consolida-
tion of anti-monopoly enforcement responsibilities
previously residing in three agencies (MOFCOM,
NDRC, and State Administration for Industry and
Commerce (SAIC)), under the newly established
State Administration for Market Regulation
(SAMR), which should streamline antitrust enforce-
ment.

Despite economic tensions created by the uncertainty
of US-China relations, China’s economy grew by an
estimated 6.6% in 2018, in line with government expec-
tations, but the slowest rate since 1990. Chinese citizens
continue to exhibit strong demand for high-quality, safe
and nutritious food.
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Agricultural trade between China and the US faltered in
2018 (Figures 1 and 2). US companies exported US $9.1
billion of agricultural products to China, a year-on-year
decline of over half as much as 2017. Trade tensions
between China and the US have taken a toll on the agri-
cultural industry in both countries. In July 2018, the US
government introduced 25% tariffs on US $34 billion of
Chinese imports. In response, China imposed 25% tariffs
on US $34 billion of imports from the US that heavily
targeted agricultural products including soybeans,
sorghum, red meat, fruits, and produce. Tariffs imposed
by both the US and China in August 2018 on an addi-
tional US $16 billion of goods raised the total of import
tariffs on goods to $50 billion imposed by each country.

Figure 1. US Agricultural Trade (Imports
and Exports) to China
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As a central pillar of the trading relationship, the agri-
cultural industry in both countries bears the brunt
of deteriorating trade relations. These actions will
have longstanding ramifications should the tensions
continue. Additional American tariffs went into effect in
September 2018 on US $200 billion of Chinese products
including consumer goods, while reciprocal Chinese
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tariffs announced in September 2018 now impact nearly
90% of US agricultural exports. As China is currently
the second-largest market for US agricultural products,
sustained imposition of these tariffs will cause the US
market share to fall as China diversifies its agriculture
import base.

Though AmCham China member companies remain
confident in their longstanding partnerships with the
Chinese agricultural industry, we are deeply concerned
about trade tensions between China and the US.
AmCham China hopes to see a de-escalation in trade
tensions between both countries and intends to work
together with Chinese and US agricultural industries to
help ensure that business partnerships remain strong.
AmCham China also intends to continue supporting
China’s goal of agricultural modernization and ensuring
affordable, healthier, and sustainable food products for
Chinese consumers.

Ongoing Regulatory Issues
Seed Industry

Market Access Challenges

We are encouraged to see restrictions on the agricul-
tural industry in the 2018 Negative List be reduced in
comparison to the earlier Guiding Catalogues on Foreign
Investment. In particular, the new FTZ Negative List
further increased the equity cap on foreign investment
in wheat and maize breeding and seed production from
49% to 66%. Breeding of wheat and maize crop varieties
and seed production can now be controlled by foreign
investors. AmCham China recommends the policies of
the FTZ be extended to the national level and the govern-
ment further relaxes restrictions on foreign investment
in the selection and breeding of new varieties of wheat
and maize.

The 2018 Negative List and the FTZ Negative List still
prohibits foreign investment in “genetically-modified
(GM) varieties breeding and GM seed production,”
however. Prohibiting foreign investment in these areas
will not only limit competition and efficiency but is
detrimental to China’s goals emphasizing innovation
and modernization of the agricultural sector. We urge
the Chinese government scale back this provision from
“prohibited” to no more than “restricted” to allow joint
ventures to engage more widely in seed technology
innovation and crop production. This recommendation
is also particularly salient in light of ChemChina’s take-
over of Swiss pesticides firm Syngenta in 2016, a move
that should lead to a reduction of barriers to foreign
investment in this sector.

| AmCham China's 2019 Policy Spotlight Series |

Import and Export of Seed and Breeding
Material

AmCham China saw continuous improvement in
China’s crop variety registration following amendment
of the Seed Law in 2016. Our member companies believe
significant changes to regulations governing import and
export of seed and breeding materials are necessary to
streamline lengthy and complex approval processes. This
will reduce the delays AmCham China members face
from redundant required approvals, slowly processed
intellectual property (IP) phytosanitary certifications
and permits, and unclear policy guidance and directives.

Exporting seeds for research purposes is overly compli-
cated for multinational corporations (MNCs). For
instance, germplasm exports from China are prohibited
if domestic germplasm is used. Even when domestic
germplasm is not used, the application and approval
procedure is unclear, lengthy and protracted, and is
characterized by very low approval rates.

Meanwhile, the general import procedure requires
approvals from multiple authorities in provincial
seed administration agencies as well as MARA. Such
approval procedure slows technology exchange and
research cooperation between MNCs and the local seed
industry, hampering new variety development.

Counterfeit Seeds and Intellectual Property
Protection

The seed industry is technology and research intensive,
making effective IP protection critical to its success.
Weak IP protection has been a major barrier to the
development of China’s seed industry. Variety violation
and counterfeit seeds are common problems for both
imported and domestic seeds. We recognize that the
Chinese government, including MARA, the Ministry of
Public Security (MPS), and SAMR, are working to create
a favorable environment for innovation in the seed sector
by strengthening IP legal protections.

AmCham China members would like to continue to
work closely with relevant Chinese government agen-
cies. We urge Chinese authorities to impose more severe
penalties on Plant Variety Protection (PVP) infringe-
ments as an effective way to protect breeders’ PVP
rights. AmCham China also recommends the provision
of more IP tools to provide comprehensive innovation
protection. We recommend:

* Apply Essentially Derived Varieties (EDV), which
are already being trialed by rice crop varieties, to
more seed types like corn;

* Trade secret protections should be applied to
germplasm products to protect breeding innovation

rights;
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Figure 2. Monthly US Agricultural Trade with China in 2018
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* Proper patent rights should be granted to innova-
tive biotech products which are not individual plant
varieties;

*  Molecular detection methods should be introduced
to help protect crops from pests and disease;

*  AnIP credit system for seed companies should be
established to better manage IP rights over seed
development and enhance PVP enforcement.

Agrochemical Industry

Mutual Acceptance of Data (MAD) Program
for Pesticide Registrations

China revised its domestic pesticide regulations in 2017.
According to MARA's interpretation of the new regula-
tions, to register an internationally-produced pesticide
in China, the foreign enterprise must appoint a MARA-
approved entity to conduct all registration tests in China.
As of November 1, 2017, MARA has stopped accepting
OECD-Good Laboratory Practice (GLP) reports issued
by overseas laboratories in the registration procedure.
These reports support the OECD’s Mutual Acceptance of
Data (MAD) program, which provides that after a pesti-
cide has been tested and approved by one MAD signa-
tory, it is deemed accepted by all. Therefore, pesticide
registration authorities can waive domestic registration
requirements for relevant, good quality data generated
in other countries. China is in discussions but has yet to
join the MAD program.

Consequently, foreign enterprises must now conduct
registration tests with a China-based entity, at a cost of
RMB 20-30 million per registration, and face an addi-
tional registration procedure that can stretch out over
an additional three to four years. China is now one of
the only countries in the world that will not accept data
for pesticide registration under the MAD program and
requires all registration tests to be conducted within its
territory. AmCham China urges MARA to work with
industry stakeholders and relevant international orga-
nizations to join the MAD program and stop requiring
duplicative registrations of foreign pesticides. We note
in this regard that Chinese government authorities are
accelerating the registration of innovative drugs by
accepting overseas clinical test results. AmCham China
therefore also urges MARA to study the experience of
the National Medical Products Administration (NMPA),
which has overseen this effort.

Registration Management of Only-For-Export
Pesticide

Article 48 of the Measures for the Administration of the
Pesticide Registration, published on June 21, 2017, stated
that “Registration Management of Only-For-Export
Pesticides will be stipulated separately by the Ministry
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of Agriculture.” To date, these regulations have yet to
be introduced. This creates operational uncertainty
for both domestic pesticide manufacturers and global
pesticide supply chains. Considering that all pesticide
registration licenses for exports will expire in 2019 (the
exact expiration date depends on the license holder),
AmCham China members are concerned this could
affect continued production of export pesticides, nega-
tively impacting the competitiveness of domestic manu-
facturers in foreign markets and endangering access to
pesticides for farmers who rely heavily on the Chinese
pesticide industry and may produce food intended for
the Chinese market.

AmCham China urges MARA to release the relevant rules
as early as possible. In the continued absence of final regu-
lations, interim measures are necessary to guide pesticide
manufacturers and traders on implementation.

Addition of lllegal Pesticide Analogues

In 2018, Chinese regulatory agencies detected traces of
chemical analogues in several pesticides used throughout
China. While these analogues have similar properties to
the active ingredients identified on the pesticide label,
according to national Chinese regulations on pesticide
management, the presence of chemical analogues classi-
fies these pesticides as “fake.” AmCham China members
have found, however, differing interpretations at the
regional level as to whether the presence of these chem-
ical analogues violates the law and is therefore subject to
relevant legal procedures and penalties.

AmCham China encourages MARA to coordinate with
provincial governments and industry associations to
develop unified implementing measures on how to
deal with the presence of illegal analogues in domestic
pesticides.

Biotechnology

Regulatory and Permit Issues Facing
Commodities with Biotech Traits

The regulatory approval procedure for crop commodi-
ties with biotech traits made little progress in 2018.
No new approvals were granted. Continued delays
in approving biotech commodities severely inhibits
global agricultural innovation. AmCham China is also
concerned by the increasing number of repetitive data
localization requirements imposed by the regulatory
authorities with respect to safety approvals for imported
biotech products. AmCham China encourages MARA
to adopt more flexible data localization requirements
that take into consideration the product’s intended use
in China, rather than imposing restrictive, “one-size-fits
all” data requirements.
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In 2017 several new amendments to existing biotech
regulations were issued. These amendments removed
in-country studies as a precondition for applying for
import safety certificates, and removed application
and trial fee requirements for biotech product import
approvals. While our members welcome the Chinese
government’s intention to reduce the administrative
and financial burden on companies, we also believe the
amendments provide opportunities to further reduce
the requirements for in-country studies which are
unique to China and are considered redundant along-
side import safety certificates. When these amend-
ments are adopted without a clear transition period or
detailed implementing regulations, they add significant
operational uncertainty for AmCham China member
companies. AmCham China urges MARA to clarify
the changes to the regulatory procedure resulting from
these new amendments and establish implementing
rules after a transparent, open consultation process
with all stakeholders.

AmCham China also notes that export approvals from
the country of origin are still a required precondition to
apply for import safety certificates for biotech products.
This leads to significant delays between approval by the
country of origin and approval in China. AmCham China
encourages MARA to allow companies to apply for China
import safety approval while the export approval is under
consideration in the country of origin to expedite the entry
of these products into the China market.

In addition to acquiring an import safety certificate,
MARA also requires agricultural commodity traders
to obtain a biosafety certificate for each individual
shipment of biotech products abroad. These additional
approvals are redundant. In 2018 the rejection rate for
biosafety certificate applications for shipment permits
filed by commodity traders increased at great cost
and uncertainty for commodity trading businesses.
AmCham China urges MARA to provide a clear set of
criteria to guide document preparation for this appli-
cation process.

Feed Industry

Silage Evaluation Standards

It is estimated that about 140 silage corn varieties have
been registered since the founding of the People’s
Republic of China in 1949. Due to China’s Corn Silage
Standards, which focus on dry matter yield, these vari-
eties are subject to unreasonable evaluation methods and
standards that do not correspond to the practices of the
modern dairy industry. AmCham China members call
on China to adopt scientifically-based evaluation stan-
dards of silage corn varieties in line with Document 2015
No. 1 of the Communist Party of China (CPC) Central
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Committee to promote “food grain to feed” in order to
continue the development of China’s feed industry.

Feed Import Approvals

Feed additives and ingredients exported to China for the
first time are required to undergo a government approval
process that involves registering these products with
MARA and additional product safety evaluations and
producer registration with the General Administration
of Customs (China Customs).

The MARA and China Customs registration proce-
dures are lengthy and complicated, often taking years
to complete. This discourages new technology from
entering China’s food production supply chain and
reduces the options available to Chinese farmers for
important feed additives, including important antibi-
otics alternatives, thereby undermining domestic feed
and food safety.

AmCham China urges that the procedure be reformed
and the timeframe shortened by allowing companies
to submit the same documents simultaneously to both
MARA and China Customs. We further recommend
that China Customs oversee supervision risk control of
imported feed additives and ingredients.

Agricultural Processing and Transportation

Merger & Acquisition Review

AmCham China would like to see that SAMR take steps
to improve regulatory transparency. We urge SAMR to
release more information publicly about specific Merger
and Acquisition (M&A) case decisions and issue a list
of antitrust principles under consideration during the
M&A review process so companies can better prepare
filing documents. The lengthy, opaque M&A review
common in the past created much unhelpful uncertainty
for the business community.

Bulk Transportation

High transportation, shipping and logistics costs impairs
the global competitiveness of China’s agricultural prod-
ucts. AmCham China is glad to see that China aims to
increase the portion of cross-provincial grain movement
handled in bulk to 50% by 2020.

Railway and truck transportation currently comprise the
major forms of bulk transportation, but they are inhib-
ited by limited capacity. Low-cost, integrated logistics
solutions such as barge systems, which are used for
transport along major US rivers, could be a viable substi-
tute. AmCham China members would be pleased to
share their experience with their Chinese counterparts.
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Beef and Pork Trade

China’s growing demand for a wide range of sources
of safe and nutritious protein has resulted in China
becoming the world’s largest import market for beef and
pork, and imports are expected to grow nearly 50% year-
on-year over the medium term. Due to multiple restric-
tions on market access, however, US beef’s market share
is expected to be roughly a mere 1%.

China’s demand for imported pork is likely to increase
rapidly due to the outbreak of African Swine Fever in
parts of China in August 2018. Pork shipments to China
this year will be valued at about $3.4 billion. US pork’s
share of that will be less than 10%.

China currently has zero tolerance for residues of
FDA and Codex approved beta agonists and synthetic
hormones. These veterinary drug restrictions add signif-
icant production costs to both beef and pork exports
to China. To enable Chinese consumers to have access
to a wider range of pork suppliers at reasonable cost,
AmCham China urges China to embrace international
standards for veterinary drug residues by recognizing
Codex MRL's for these products.

Other impediments that reduce the domestic consumers
access to safe and varied protein sources include unrea-
sonable traceability requirements for beef, limitations on
the range of beef products that can be imported, and a
ban on the use of USDA Food Safety Inspection Service
(FSIS) replacement health certificates.

Agricultural Machinery

Agricultural Machinery Subsidies

Since 2004 subsidies and other favorable policies have
powered sales of agricultural mechanization equipment
in China, reducing the overall cost of food production
domestically. AmCham China particularly appreciates
the new subsidy policy released in 2018, which added
imported agricultural machinery to the subsidy list.
Provincial agricultural authorities have substantial
autonomy regarding subsidy implementation, and poli-
cies differ from province to province. As a result, agri-
cultural machinery manufacturers must work with all
provincial authorities responsible for subsidy enforce-
ment. AmCham China urges authorities to adopt consis-
tent provincial-level subsidy policies in order to foster
a healthy business environment and improve farming
efficiency.

Emission Standards

AmCham China welcomes the release of the long-awaited
Non-road Mobile Machinery and Diesel Engine Stage IV
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emission requlation (NR4) and supports stringent and
consistent enforcement of the regulations to ensure a
level playing field for the whole industry. The new NR4
emission certification test is much more intensive than
the previous NR3 certification test, requiring significantly
longer preparation on behalf of the manufacturer to meet
each requirement. We ask MARA to simplify the homolo-
gation process so manufacturers can deliver clean and
efficient products to customers on time. After the NR4
emission regulation becomes effective, AmCham China
urges the Ministry of Ecology and Environment (MEE)
to ensure strict and consistent enforcement and provide
implementing guidelines that clarify regulatory standards
to minimize the opportunity for inconsistent interpreta-
tion by different regulatory bodies.

Recommendations

For the Chinese Government:

* Improve the competitiveness and sustainability
of Chinese agriculture by further opening the
industry up to foreign investment in agri-
cultural biotechnology, modern agricultural
processing, and bulk transportation.

* Simplify the approval procedure for the import
and export of seed and breeding materials
at both the central and provincial levels to
advance the development of seed varieties in
China.

* Streamline the agricultural biotech regulatory
process and associated review timeframes.
Relevant certification proceedings should be
conducted periodically and according to a
defined, scheduled timeline. Adopt the MAD
Program in line with internationally-recognized
practices. Allow applicants to make submis-
sions in China at the same time as applications
elsewhere in the world and eliminate redun-
dant import safety approvals.

¢ Continue to adopt scientific evaluation stan-
dards across the agricultural supply chain, such
as in the evaluation of silage corn varieties, beef
and pork imports, and allow Chinese farmers
greater access to alternatives to antibiotics by
streamlining the approval procedure.

* Encourage the consistent implementation
of agricultural machinery subsidies across
provinces to raise efficiency and simplify agri-
cultural machinery homologation processes
to meet NR4 emission standards with limited
preparation time.
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For the US Government:

¢ Strengthen communication with the Chinese
government, explore space for cooperation,
and resume the normalization of bilateral trade
between the US and China.

* Consider Chinese requests for market access
for meat, fish, and produce, including cooked
poultry, apples, pears, and catfish in a fair and
reciprocal manner.

* Work with Chinese officials through official or
unofficial bilateral dialogues to address trade
and investment restrictions faced by US agri-
cultural producers.
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