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Key points

•

 

China is Australia’s largest agricultural export market and is growing rapidly. 
Around 23% of Australia’s total agricultural exports are destined for China, 
compared to only 11% just five years ago. 

•

 

The Australia-China Free Trade Agreement (ChAFTA), announced this month, 
includes significant reductions Chinese tariffs applied to a number of 
Australian agricultural imports. Dairy and beef are winners under the

 

 
agreement, but wool and cotton, which make up more than 40% of Australian 
agricultural exports to China, are not likely to see any great benefits from the 
deal. 
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Figure 1: Chinese tariff reductions for Australian producers

Source: DFAT *for most products

Figure 2: Australian agricultural exports to China

 
(AUD million)

Source: ABARES (excludes fisheries)

Tariff changes

China is Australia’s largest agricultural export market, valued at AUD8.7

 

 
billion in 2013-14 –

 

around 23% of Australia’s total agricultural exports for 
the year. This is up from only 11% five years earlier. 

ChAFTA, announced on 17 November 2014, includes significant reductions

 
Chinese tariffs applied to many Australian agricultural imports.

 

The FTA will 
reduce tariffs to zero over several years for Australian dairy, beef, live

 

 
animals, lamb and mutton, wine, horticulture, barley, seafood, hides skins 
and leather as well as processed foods. The FTA also creates an Australia-only 
duty free quota for wool. There are no changes to tariffs or market access for 
Australian rice, wheat, cotton or sugar.

While ChAFTA, is relatively ‘clean’

 

insofar as it introduces few agricultural 
barriers to trade, China retains discretionary safeguards (which

 

allow higher 
tariffs above a trigger level) for Australian beef and whole milk powder 
exports, as well as an Australia specific duty free quota for wool. 

Trigger points for discretionary safeguards on Australian beef and whole milk 
powder are 170,000 tonnes and an unpublished rate above current levels 
respectively. Australian beef exports to China stood at 154,294 tonnes in 
2013, but have since fallen somewhat in 2014. Nonetheless, the beef 
safeguard will allow China a trigger to impose tariffs should exports to China 
grow much beyond current levels. 

For wool, China already provides a WTO tariff rate quota of 287,000 tonnes, 
within which tariffs are 1%. ChAFTA

 

will provide Australia with an additional 
quota of 30,000 tonnes (clean wool). While China may impose a tariff of 38% 
beyond these quotas, it generally declines to do so.

Commodity Current tariff New tariff Timeline

Dairy 12-25% 0% 4-11 years

Beef 12-25% 0% 9 years

Live animals 10% 0% 4 years

Lamb and mutton 12-23% 0% 8 years

Wine 14-20% 0% 4 years

Horticulture Up to 30% 0% 4 years*

Barley 3% 0% Immediately

Seafood 14-15% 0% 4 years

Hides, skins, etc. 5-14% 0% 2-7 years
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Figure 3: Share of total Australian agricultural exports sent 
to China

Source: ABARES (excludes fisheries)

Figure 4: ABARES projected increase in Chinese food 
demand to 2050 (2009 USD billion)

Source: ABARES 

Implications

Australia’s agricultural exports to China are dominated by fibres. Over 40% of 
the total export value in 2013-14 was fibres –

 

wool, cotton and animal skins. 
Grains, in particular barley, wheat and oilseeds, are also important, as is beef.

While significant reductions in tariffs for Australian, dairy, beef, lamb, wine 
and horticultural producers are certainly welcome, these five sectors 
collectively make up only 22% of total Australian agricultural exports to

 

 
China. While China has become increasingly important for these sectors over 
the last 5 years (up from 10% of total exports to China in 2008-09), it remains 
a relatively small destination for these sectors -

 

less than 20% of total 
exports for each sector.

Agricultural sectors more heavily dependent on exports to China,

 

such as 
wool and cotton, do not enjoy greatly more favourable treatment under 
ChAFTA, notwithstanding the Australia-only duty free quota for wool and 
lower tariffs for hides, skins and leather. Sectors increasingly

 

dependent on 
China, such as oilseeds and barley, have mixed fortunes. While China’s 
already low 3% tariff on Australian barley is cut to zero effective immediately, 
oilseeds do not enjoy improved tariff rates or market access.

Although Cotton is one of Australia’s biggest agricultural exports to China, 
ChAFTA

 

has not delivered an improvement in market access. China will 
restrict cotton imports to the 894 kt

 

specified in their WTO commitments, an 
unfavourable outcome for Australian cotton growers.

ABARES modelling (Figure 4) forecasts that real real value of Chinese beef 
and dairy production will grow 236% and 74% respectively between

 

2009 and 
2050. Lower tariffs will give Australian producers an advantage when

 

 
competing to supply this product. However, the real value of cereals and 
oilseeds consumption is forecast to grow 52% and 866% over the same

 

 
period. ChAFTA

 

as announced is not likely to greatly improve Australia’s 
competitive position in these sectors. 
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Figure 7: Australian dairy exports to China 
by type (AUD million)

Source: ABARES, NAB Group Economics

Figure 6: Australian milk production 
(million litres per year)

Source: Dairy Australia
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Longer term trends for Australian dairy have 
been less favourable and characterised by 
industry consolidation and lower milk

 

 
production. Total Australian milk production 
fell 15.2% between 1999-00 and 2012-13.

Lower Australian production has arguably 
been driven by the removal of price

 

 
regulation in 2000 combined with the effects 
of the millennium drought on the industry. 

It remains to be seen whether the China-

 
Australia FTA will spur increased Australian 
dairy production and export. While New 
Zealand dairy benefited from an FTA with 
China, it was already enjoying strong

 

 
export growth, in part allowed by

 

 
favourable climatic conditions for dairy. To 
fully capitalise on the ChAFTA, Australian 
dairy producers require further economies 
of scale in farming and investment in 
processing capacity, as well as strategies 
to mitigate the effects of future droughts. 

Figure 5: New Zealand dairy exports 
(USD million)

Source: UN Comtrade, NAB Group Economics

In Focus: Dairy   

There has been considerable interest in the 
impacts of ChAFTA

 

on Australia’s dairy 
industry in light of the impact of the New 
Zealand-China FTA on New Zealand’s dairy

 

 
industry. 

The New Zealand-China FTA is often credited 
with boosting New Zealand’s dairy exports 
since coming into force in October 2008.

 

 
Figure 5 shows a substantial increase in New 
Zealand dairy exports to China since 2008,

 

 
although New Zealand enjoyed strong dairy

 

 
export growth throughout the 2000s.
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Disclaimer
This document has been prepared by National Australia Bank Limited ABN 12 004 044 937

 

AFSL 230686 ("NAB"). Any advice contained in this document has been prepared without 
taking into account your objectives, financial situation or needs. Before acting on any advice in this document, NAB recommends that you consider whether the advice is appropriate 
for your circumstances. NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure document, before making any decision about a 
product including whether to acquire or to continue to hold it. Products are issued by NAB unless otherwise specified.
So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or contractor thereof (the "NAB Group") 
does not warrant or represent that the information, recommendations, opinions or conclusions contained in this document ("Information") is accurate, reliable, complete or 
current. The Information is indicative and prepared for information purposes only and does not purport to contain all matters relevant to any particular investment or financial 
instrument. The Information is not intended to be relied upon and in all cases anyone proposing to use the Information should independently verify and check its accuracy, 
completeness, reliability and suitability obtain appropriate professional advice. The Information is not intended to create any legal or fiduciary relationship and nothing contained in 
this document will be considered an invitation to engage in business, a recommendation, guidance, invitation, inducement, proposal, advice or solicitation to provide investment, 
financial or banking services or an invitation to engage in business or invest, buy, sell or deal in any securities or other financial instruments. 
The Information is subject to change without notice, but the NAB

 

Group shall not be under any duty to update or correct it. All statements as to future matters are not guaranteed to 
be accurate and any statements as to past performance do not represent future performance. 
The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies)

 

may hold a position or act as a price-maker in the 
financial instruments of any company or issuer discussed within this document, or act and receive fees as an underwriter, placement agent, adviser, broker or lender to such 
company or issuer. The NAB Group may transact, for its own account or for the account of any client(s), the securities of or other financial instruments relating to any company or 
issuer described in the Information, including in a manner that is inconsistent with or contrary to the Information. 
Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or misrepresentations in the Information 
(including by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage (whether direct or indirect)

 

suffered by persons who use or rely on the 
Information. If any law prohibits the exclusion of such liability, the NAB Group limits its liability to the re-supply of the Information, provided that such limitation is permitted by law 
and is fair and reasonable. 
This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB.

 

The Information is governed by, and is to be 
construed in accordance with, the laws in force in the State of Victoria, Australia.
Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters discussed, and is based upon 
sources reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of the NAB Group. No part

 

of the compensation of the 
author(s) was, is, or will be, directly or indirectly, related to any specific recommendations or views expressed. Research analysts responsible for this report receive compensation 
based upon, among other factors, the overall profitability of the Global Markets Division of NAB. 
United Kingdom: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street, London EC2V 7QQ. Registered in 
England BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the State of Victoria, Australia. Authorised and regulated by the 
Australian Prudential Regulation Authority. Authorised in the UK

 

by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited 
regulation by the Prudential Regulation Authority. Details about

 

the extent of our regulation by the Prudential Regulation Authority are available from us on request. 
US Disclaimer:

 

If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or solicitation

 

for the 
purchase or sale of any securities, financial instrument or product or to provide financial services. It is not the intention of

 

nabSecurities

 

to create legal relations on the basis of 
information provided herein.
Hong Kong: In Hong Kong this document is for distribution only to "professional investors" within the meaning of Schedule 1 to the Securities and Futures Ordinance (Cap. 571, 
Laws of Hong Kong) ("SFO") and any rules made

 

thereunder

 

and may not be redistributed in whole or in part in Hong Kong to any person. Issued by National Australia Bank Limited, 
a licensed bank under the Banking Ordinance (Cap. 155, Laws of Hong Kong) and a registered institution under the

 

SFO (central entity number: AAO169).
New Zealand:

 

This publication has been provided for general information only. Although every effort has been made to ensure this publication

 

is accurate the contents should not 
be relied upon or used as a basis for entering into any products

 

described in this publication. To the extent that any information or recommendations in this publication constitute 
financial advice, they do not take into account any person’s particular financial situation or goals. Bank of New Zealand strongly recommends readers seek independent 
legal/financial advice prior to acting in relation to any of the

 

matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts 
any liability for any loss or damage whatsoever may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent or otherwise, 
contained in this publication. National Australia Bank Limited is not a registered bank in New Zealand.
Japan: National Australia Bank Ltd. has no license of securities-related business in Japan. Therefore, this document is only for your information purpose and is not intended as an 
offer or solicitation for the purchase or sale of the securities

 

described herein or for any other action.
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