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US-China take two steps forward, Trump takes one step back 
• Recent US-China trade agreements have the potential to significantly lift beef and dairy exports to China. 
• However despite the positive trade outcomes, President Trump is again criticizing Chinese foreign policy. 
• For NZ, this is likely to mean more competition from US dairy producers in the Chinese market, but the 

impact on beef exports may be blunted to a degree. 
 

US-China trade relations take one step forward…  
One wonders if President Trump, the author of “The Art of the 
Deal”, a book about negotiating, is following some ideas in that 
book when it comes to US – China trade. First, the poor state of US 
– China trade relationships was an important part of Trump’s 
election campaign.  He frequently discussed unfair Chinese trade 
practices and currency manipulation that warranted, in Trump’s 
pre-election rhetoric, potentially a 45% levy on Chinese products 
brought into the US.   

Shift to today. There have been two recent US-China agricultural 
trade agreements that will improve, potentially significantly, US 
exports of beef and dairy products to China plus open the door for 
Chinese poultry imports into the US.  Depending on the 
implementation of these agreements, the impact on New Zealand 
beef and dairy exports could be significant. Couple these new 
agreements with a recent positive trip by the US Secretary of 
Agriculture to China, it would appear all is well in US-China 
relations.   

…but Trump the takes one step back 
But, recently, President Trump has publically criticized China’s policy 
toward North Korea, commenting they are not doing enough to 
solve the North Korean problem.  So, rough patches could appear, 
potentially slowing implementation of the agreements.  

A quick look at Chinese dairy 
First, let’s discuss the dairy agreement.  As is well recognized, China 
has experienced problems with its dairy products – initially the 2008 
melamine scandal, with several child fatalities and numerous 
illnesses associated with contaminated domestic Chinese milk 
powder. In response to the assurance of safe dairy products, 
Chinese consumers and businessmen looked to New Zealand as a  

   

 
 

source of safe product.  Dairy safety problems, this time with imported products, and with domestic Chinese price 
fixing regulations, arose again in 2013. 

Chinese consumer prices increased, leading the Chinese government to take two steps to improve things – encourage 
domestic production and import significant volumes of milk and dairy products. With faltering domestic demand, 
increased domestic production and large volumes of dairy products in Chinese inventory, both prices and demand for 
imported products fell.  In response to those economic situations, the Chinese government enlarged its food safety 
program, initiated in 2009 following the melamine scandals. The impact on US exports was noteworthy, since in order 
to export to China, US exporters must be certified and dairy facilities registered to assure they meet Chinese standards.  
A consequence of the Chinese ruling was no new US dairy plants could be importers into China.   Despite what was, in 
effect, a non-tariff barrier on US dairy imports to protect domestic producers and consumers, foreign brands 
constituted 80% of the market for infant formula in 2015. 
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Nevertheless, the Chinese market remained an import destination 
for US dairy exports, with China the third most important dairy 
export destination, after Mexico and Canada, in 2016.  US lactose 
and butterfat exports to China have been flat since 2014, whey 
exports are up more than 20%.  However, exports of both skim milk 
powder (down 27%) and whole milk powder (down 37%) have 
helped move the US toward working out an agreement with China 
to expand US dairy exports to that country. 

New Zealand dairy exporters faced significant changes between 
1992 and 2012.  The two shifts that are significant are the dramatic 
decline in exports to the United Kingdom and the huge rise in 
exports to China.  It is this reliance on the Chinese market that has 
the most significant potential impact on New Zealand exports as the 
US gears up its export efforts to that country.  New authority to 
increase the number of approved US dairy exporters means those 
firms could be soon competing directly with established New 
Zealand exporters. 

US dairy’s Chinese breakthrough 
The domestic US dairy industry, working closely with both the US 
and Chinese governments, was able to help establish a process to 
permit additional US dairy exporters to reach Chinese consumers.  
The US and Chinese government players involved – the US Food and 
Drug Administration and the Certification and Accreditation 
Administration of the People’s Republic of China (CNCA) – 
underscore the increasingly complex world of agricultural trade.  
Agricultural trade issues have often been between governments 
rather than agencies. Looking at past history, grain embargoes 
against Russia, and the current limitation on dairy exports to that 
country, underscore the role of foreign policy rather than business 
when trade constraints are involved.  The recent US-Mexico sugar 
agreement and the on-going dispute between the US and Canada on 
certain dairy exports are also more traditional political examples.  
For sugar, it was the Secretary of Commerce and his counterpart in 
Mexico, rather than domestic agencies, who announced the 
agreement, as new North American Free Trade Agreement 
negotiations lurked in the background.  For dairy, President Trump 
has been very vocal in his support for US dairy producers who want 
to export product to Canada.  He has been silent on limitations on 
US dairy export to China. 

Although US dairy will take time to grow its Chinese presence 
The impact of the FDA and CNCA agreement will take time to have a 
real effect on US dairy exports.  There are a myriad of rules, 
regulations, and inspections that need to be established before new 
US exporters can enter the China market.  But those inspections for 
new exporters now have a path that may be followed. As new 
exporters enter the market, New Zealand dairy exports could 
potentially be significantly affected. China is an important, and 
currently growing, market for the New Zealand dairy industry. 
Comparing May 2016 to May 2017 export values, New Zealand dairy 
product exports were up 42% with 3 parts of that group, milk 
powder, butter and cheese, all up 40%. As US companies are 
approved to export dairy products to China, pressure will be put on 
New Zealand exporters.  Whether that pressure is market/consumer 
driven or attempts by the Chinese to enhance relations with the US 
is yet to be determined. 
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The Chinese import market is dominated by countries with which they have free trade agreements. Both New Zealand 
and Australia have free trade agreements with China and continue to expand their share in the Chinese dairy market. 
Under recently negotiated agreements, New Zealand and Australia are able to ship fresh milk by air to China. In 
addition, Chinese domestic producers have invested heavily in New Zealand and Australian production and processing 
facilities. The majority of dairy products produced in those facilities are exported back to China and target Chinese 
domestic consumption markets. The EU, which also has a free trade agreement with China, leads Ultra High 
Temperature product imports with a 65 percent market share in China. Since the Russian market remains closed to the 
EU, China’s important role as a key EU export market is expected to continue. US imports remain constrained by slow 
approvals of US dairy facilities and products, but the new protocols may speed up that process. Once resolved, imports 
of US dairy imports, including potentially fluid milk, are expected to be significant because of the Chinese consumers’ 
overall positive perceptions about the safety and quality of US food products, something New Zealand exports have 
also benefited from in the past. 
 
Meanwhile, US beef exports to China are a step closer, although hurdles remain 
The other significant new trade arrangement between the US and China focuses on beef – but there are some rather 
complicating factors that could affect the stability of that agreement.  As with a recent sugar agreement between the 
US and Mexico, the announcement of the resumption of US beef exports to China was made at the Cabinet level – not 
the agency level.  The Secretaries of Commerce and of the Treasury were part of the public announcement, linking 
President Trump to improved China-US relations. But former Secretary of Agriculture Tom Vilsack under President 
Obama, now head of the US Dairy Export Council, initially spearheaded the effort.  As with the US-China dairy 
agreement, the basis for increased beef exports is the inspection and approval (Export Verification) of US beef 
exporters. 

The problem – and current ban of US beef imports into China – began 14 years ago with the emergence of Mad Cow 
Disease in the US.  In an attempt to protect their citizens, the Chinese government, along with Canada, Mexico, South 
Korea and Japan, banned the importation of US beef.  While Canada, Mexico, Japan and Korea began accepting US beef 
a number of years ago, China has been resolute in keeping US beef out. That has now potentially changed. In exchange 
for letting US beef into China, two non-beef issues must be addressed - First, the US must agree to food safety 
considerations with regard to poultry – this concern focuses on the importation of cooked chicken from China and, 
secondly, the exporting of US chicken to China. The link between chicken imports/exports is not clear. 

There are two components to China’s beef importation requirements. The first issue is China’s requirement for source 
and age verification for US beef, which they identify as a food safety concern and their reason to stop importing US 
beef in 2004.  Currently, there is no mandatory cattle identification program in the US.  It is voluntary.  So, some cattle 
producers may think the effort is worth it and maintain comprehensive records on their cattle’s age and activities – 
hoping to be rewarded with access to the China market.  Also, China may demand verification the beef is hormone and 
GMO free.  It is not yet clear if they will demand that, but verification of those stipulations would be very difficult.  And 
I suspect China will maintain its opposition to GMO imports until their seed industries develop their own varieties.   

The link between Chinese chicken exports to the US and US beef exports to China is seen by many as a powerful lever 
used by the Chinese to get their chicken to US consumers.  How well US consumers will accept Chinese chicken, even if 
it is sent here cooked and not raw, remains a question that will soon be answered.  Another question that might 
eventually be answered is if US consumers don’t purchase Chinese chickens, will that result in a Chinese response to 
again limit US beef sales in China?   

The overall impact on NZ beef exports may be blunted 
China has been an important market for New Zealand beef. As with a variety of food products, China’s demand has 
increased significantly.  In 2016, China was the world’s second largest beef importer.  Further, beef imports in 2017 are 
forecast to increase 17% from 2016 levels.  New Zealand is the source of more than 10% of Chinese beef imports.  It is 
well established that as consumer incomes grow, so does the demand for beef.  With the Chinese economy reasonably 
buoyant, beef demand is forecast to continue growing.  Current indicators are that Chinese consumers, preferring 
premium steaks from the US rather than Australia, will be eager buyers of US beef.  Their demand for US steaks will be 
met from a variety of commercial outlets, including Sam’s Club – a part of Walmart. 

As with any change in market dynamics, the question is always “How will producers react?”  The potential increase in 
US beef exports to China may open up new opportunities for New Zealand beef sales to the US – already NZ’s largest 
customer.  And the recent problems with the Brazilian beef industry, a major player in US beef production and a 
leading exporter to China, could change the market dynamics even further.  If exports of high quality beef to China take 
off, will US producers make the record-keeping efforts to benefit from a newly re-opened market?  Or will they put that 
into the ‘too hard’ pile and continue their focus on US consumers?  If so, the impact of the removal of the US beef ban 
on New Zealand producers will be blunted, to a certain extent.  
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Important Disclosures 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to 
your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on 
the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to 
accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere 
by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor 
any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this 
document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant 
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   
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