chapter 8:	economic efficiency


Objective (e)		maximising economic efficiency in the exploitation of fisheries resources; 


The introduction of the enabling legislation that established AFMA signified a major shift in the way Commonwealth fisheries would be managed. Previously, the focus of management had been primarily on the biological protection of fish stocks. Other impacts of management had been of secondary importance.� 


Australian and international experience has shown that managing in this way leads to fundamental problems in the fishing industry. Principally, massive over capitalisation and excess capacity is prevalent in most of the world's fisheries. Not only has this created an inefficient industry, but in many instances it has also posed a substantial threat to the sustainability of stocks as greater and greater levels of fish must be caught to maintain the industry's viability. 


The 1989 policy statement identified key objectives for fisheries management that went beyond the biological protection of fish stocks. It discussed the economics of exploiting fisheries resources and highlighted that, from a national perspective, fisheries resources should be exploited in an economically efficient manner.� 


Economic efficiency in the exploitation of fisheries resources became one of AFMA's principal objectives in the Commonwealth fisheries legislation.� It is important to recognise that the policy that led to this legislation focussed on the economic efficiency of exploiting fisheries resources and not the efficiency of individual operators. The role of individual operators in determining the overall efficiency of a fishery was seen as important, although it was not envisaged that the new fisheries management authority would concern itself with the efficiency or otherwise of individual operators. The policy held that as long as management arrangements did not place unnecessary restrictions on the way an individual fisher operates, then it is up to that individual operator to make appropriate investment decisions. � 


The Committee has found that of all AFMA's legislative objectives, this one caused the greatest confusion, particularly amongst industry. In its broadest sense economic efficiency refers to the optimal use of scarce economic resources such that a certain resource or input, eg capital or labour, cannot be employed more productively elsewhere in the economy. In other words, economic efficiency is maximised when reallocating economic resources cannot result in a more productive outcome for the economy. 


The Committee is concerned at the use of the word "exploitation" in AFMA's legislative objectives. "Exploitation" has negative inferences that draw attention away from the intent of this objective. The Committee believes that this particular objective should be modified by substituting a different term for "exploitation" that would not compromise the purpose and intent of the objective. The Committee recommends that:


(20)	Commonwealth fisheries legislation that refers to the objectives of the Australian Fisheries Management Authority be amended so that the term "sustainable harvest" is substituted for "exploitation" in AFMA's legislative objectives. 


One of the reasons for inefficiencies in the fishing industry has been the problems associated with excess capacity and over capitalisation. Historically, management had been unable to come to grips with these structural problems.� Therefore, the Commonwealth saw a need for the new fisheries management authority to not only have economic efficiency in the sustainable harvest of fisheries resources as one of its principal objectives, but also for the authority to have the power to address structural and adjustment issues in fisheries.� 


In the Commonwealth's fisheries legislation AFMA was given the function of developing and managing fisheries adjustment programs and restructuring packages.� This gave AFMA the power to pursue its objective of maximising economic efficiency in the exploitation of Commonwealth fisheries resources. Many of the policy directions set down for AFMA were made on the basis that they would maximise economic efficiency in the sustainable harvest of fisheries resources. For example, there was an expressed preference for individual transferable quotas (ITQs) to be used in managing Commonwealth fisheries partly because of the autonomous adjustment and efficiencies it was believed ITQs would deliver.� 


The ANAO findings on economic efficiency


The ANAO concluded that there was little evidence to indicate there had been a significant improvement in economic efficiency in Commonwealth fisheries since AFMA's establishment. The ANAO based this finding on the limited reduction in fishing effort as well as the slow progress in implementing output controls into Commonwealth fisheries.� 


One of the major problems the ANAO found was poor reporting against this objective. AFMA's performance indicators in the corporate and operational plans were predominantly workflow oriented and AFMA's Annual Report offered little in the way of actual achievements against this objective.� 


The ANAO was concerned that AFMA provided:


little information about the use of input controls or the way in which they have limited fishing and imposed inefficiencies on commercial fishers;


little information about industry restructuring that is occurring through the National Fisheries Adjustment Account or structural adjustment that has taken place through the management controls used; and


no indication of current fishing capacity in each fishery or the management strategies being implemented to increase or reduce capacity and the success of these strategies.� 


As a result, the ANAO recommended that AFMA improve the quality of its reporting against this objective (ANAO recommendation 38). The ANAO was specific about the way reporting against this objective could be improved, directing AFMA to report:


increases or decreases in fishing effort;


quantitative results of changes in controls;


details of any inherent impediments to economic efficiency; and


comparative statistics over a number of years for the number of boats, permits and Statutory Fishing Rights in its fisheries.� 


In its response AFMA recognised the need to improve its reporting against this objective, although it disagreed with the recommendation. AFMA stated there are conceptual problems to be addressed before meaningful reporting can occur. This would involve a considerable allocation of resources and is unlikely to be cost-effective with current methodology.� 


In terms of defining economic efficiency, AFMA's general manager of fisheries, Mr Martin Exel, stated:


the way the Act is structured and the way we treat it at AFMA is that the bottom line is the resource. So, from an ESD point of view, we work out how much fish can be taken. Maximising economic efficiency in our legislation is to pursue maximisation. We look at trying to set up management regimes that provide the maximum possible market flexibility. In other words, ITQs are what we talk about where it is commercially driven with the minimum amount of government impediment. Really, the basic idea behind the whole individual transferable quota system is to get as many government regulations — what we call input controls; in other words, how big your boat can be, which area you can fish in, times of the year — off as possible to allow the industry to actually maximise their efficiency in taking that resource.


... the approach we are taking is to set up a management framework that allows market driven forces to work and still maintain the bottom line of the stock.�


A further concern of the ANAO was the way AFMA defined this objective. The ANAO report detailed advice provided by AFMA on its interpretation of economic efficiency. AFMA advised the ANAO that it saw its role was ensuring management arrangements did not impede operators from maximising economic efficiency in the taking of fisheries resources. AFMA used the example of a fishery managed through ITQs as ideal because operators are able to determine the most economically efficient way of harvesting their share of the resources.� The ANAO had reservations about this response because it only looked at the actual catching of fish and did not consider things such as the landing, transportation, processing and marketing of fish.� 


The ANAO was also concerned with AFMA's interpretation of this objective in its Corporate Plan. In its 1996-2001 Corporate Plan AFMA uses the term 'maximising economic returns to industry'. The ANAO believed the way AFMA has interpreted this objective in its Corporate Plan could lead to increased catch levels.� 


Industry and government comments


As stated previously, there was considerable confusion about what is meant by the legislative objective of maximising economic efficiency in the exploitation of fisheries resources. One problem that has arisen from this confusion is legal action against AFMA based on how this objective is interpreted and what it means for the management of Commonwealth fisheries. 


Amongst the evidence received by the Committee are criticisms of the ANAO interpretation of economic efficiency as well as criticisms of the legislation. The Deputy Chairman of ASIC, Mr Brian Jeffriess, stated that economic efficiency has been a very difficult concept for management and industry to come to grips with. He stated:


in the view of some of us, AFMA has really struggled to come to terms with the way that the act introduced, just like that, the words 'economic efficiency'. There had been historically no definition of economic efficiency in any fishery in the world, to our knowledge. AFMA, because it has been under more pressure than most fisheries management groups, has tried to come to terms with it. In the past 12 months, they have been coming to terms with it. There is still a range of definitions in industry and government or whatever it may be. �


The Tuna Boat Owners' Association of Australia stated that the ANAO has not understood the concept of economic efficiency in the sustainable harvest of fisheries resources. In their submission the Association provided a detailed account of what improved efficiency might mean in different fisheries:


It is sometimes difficult to identify the cause of increases in economic efficiency. However, in the case of the Southern and Eastern Tuna Fisheries it is apparent there have been major increases in the 1990's. Our view is that AFMA has been a very positive influence on achieving the improvements. In SBT, the approach of AFMA in adopting a flexible Management Plan, a longer-term planning horizon and the more objective environment of a statutory authority, have all been significant factors in the surge in investment. 


What concerns us is the substantial misunderstanding of the ANAO on what constitutes economic efficiency — a problem often shared with some fisheries managers. For example:


(1)  Superiority of ITQ's: Although we strongly prefer output control management systems (eg. ITQ's) in a long-lived species such as SBT, it is incorrect to believe that they are superior to input controls in many other fisheries. For example, in the largest Commonwealth fishery (ie. NPF ), a short-lived species means input controls are more efficient in exploitation and cost-effectiveness. ABARE also rejected ITQ's for the Northern Prawn Fishery. The same applies to GAB Trawl and East Coast Tuna. 


(2)  Number of Boats: The ANAO seems to conclude that more permits (licence, statutory rights) and more boats in a fishery somehow means less efficiency or, as we call it, below optimum utilisation. This is patently false in the case of SBT and most non-industrial tunas. In the Australian context, the optimum resource use of SBT is by longlining, poling and farming. Farming operations automatically require substantial vessel numbers. ... Therefore maximum economic efficiency actually means higher boat numbers in tunas. 


(3)  Quotas and Boat Numbers: The ANAO, and many others, seem to feel that effective quota systems lead to less boats and so will be more efficient. Again this is wrong. NZ is widely thought to have probably the most effective quota system in world fisheries. Yet in NZ, boat numbers increased by 16 per cent in 1995, partly caused by further fragmentation of quota use in high price fisheries such as rock lobster. The only way this is avoided in some Australian quota-controlled fisheries (eg. abalone) is by also maintaining input controls (eg. minimum holding). � 


The Victorian Fishing Industry Federation detailed what it believed the intent of this objective was from the perspective of fisheries management. They emphasised the fact that economic efficiency in the sustainable harvest of fisheries resources will be maximised if fisheries managers do not unnecessarily impede operators harvesting their catch in the most economically efficient way:


Ideally, the aim of fisheries management should be not to impede the economic efficiency of fishers but to allow them to harvest the catch in the most economically efficient way. In theory this policy is correct, however, in a number of fisheries socio-economic and other factors have to be taken into consideration in order for fisheries to be managed effectively.�


The South East Coast Trawl Operators (SECTOR) discussed the confusion surrounding the definition of maximising economic under the provisions of the Commonwealth legislation. In their submission, SECTOR highlighted the failing of the legislation, namely:


the failure to clearly define the meaning of the term " economic efficiency" in the context of the act. 


Much time and effort has recently been spent seeking to get a handle on the meaning of the term. (See for example the primary decision in P W Adams Pty Ltd v AFMA, and also the discussions of SETMAC). The term as presently drafted, is meaningless to management of fisheries.�


As a result of the legislation's lack of clarity and the confusion this has created, AFMA has faced legal action based on the interpretation of the economic efficiency objective. Mr Stevens highlighted this problem and accounted for it on the basis of the opportunity it provided lawyers to challenge AFMA's decisions on fishers' behalf:


I guess the problem has been more that some legal practitioners have said that here is a possibility that we can use to maximise the potential of our candidate or our applicant or our fisher, to challenge management arrangements. I do not think that it has been anything more than that.


Until the last two or three years, there were not any challenges about our objectives at all. It is only when we got to allocation decisions or the size of vessels in various fisheries that some legal practitioners decided to challenge the approach that we are taking by using that maximising economic efficiency objective. What they were trying to do was use it in an individual sense rather than in a total fisheries sense. I guess they were seeking to get an advantage for their client over other operators in the fishery. That is the way that the challenges have come forth.�


One such case has been the action between PW Adams and AFMA. The applicant (Mr P. W. Adams) brought action against AFMA, arguing that he received insufficient quota to enable him to operate efficiently in the industry. This argument was based on a particular interpretation of maximising economic efficiency which applied it to individual operators. In considering this question, the Administrative Appeals Tribunal (AAT) concluded that the concept of 'maximising economic efficiency in the exploitation of fisheries resources' has a general rather than a particular application. The AAT also concluded that this objective does not mean maximising the economic efficiency of any particular operator.� 


The Committee requested a supplementary submission from AFMA explaining its interpretation of this objective. In this submission AFMA described how economic inefficiency results from relatively weak fishing rights. The absence of private ownership means that if someone decides to leave fish unharvested, they have no assurance that the same stock will be there tomorrow. This leads to excessive investment in fishing capacity because of the need to harvest fish before others.� 


AFMA equated economic efficiency in fisheries with allocative efficiency, ie a state where resources cannot be more productively employed elsewhere in the economy. In pursuing its objective of maximising economic efficiency in the exploitation of fisheries resources, AFMA stated that:


we must ensure that management arrangements do not tie up scarce resources in fisheries production (due to the management regimes imposed and their effect on individual decision making) which could be used to provide greater productive outcomes elsewhere in the economy.� 


DPIE also examined the problems associated with developing performance indicators for economic efficiency in the sustainable harvest of Commonwealth fisheries. Their submission considered a number of options for assessing changes in economic efficiency in fisheries:


The complex interaction of economic and biological factors in fisheries makes it very difficult to identify, measure and interpret relevant indicators of economic efficiency. 


One possible indicator is whether the users have an incentive to take account of the full value of the resource and the effects of their fishing on it.  However, having a system of tradeable access rights such as individual transferable quotas (ITQs) is by no means a guarantee that the resource is being exploited in an economically efficient way.  A second indicator of economic efficiency is that inputs are being used efficiently; for example, there should be no wasteful use of resources or excess capacity.  A third indicator that the resource is being exploited in an efficient way is the extent to which costs and benefits beyond those borne directly by the fishers are taken into account in the management of the resource.�


AFMA also discussed the issue of developing performance indicators in relation to this objective AFMA:


It should also be recognised that, in attempting to develop performance indicators, AFMA has virtually no precedents on which to draw. There are no short or simple measures to assess performance and in this, as in many other aspects of fisheries management, AFMA is a world leader continually having to break new ground.�


Restructuring and adjustment in Commonwealth fisheries


A great deal of the discussion about adjustment and restructuring in Commonwealth fisheries was from participants in the SEF. It has to be recognised that the problems faced in this fishery have presented considerable problems to AFMA and the ITQ management of the fishery is yet to deliver effective adjustment in the SEF. It is difficult to summarise the views of all those participants in the SEF, however, SETFIA clearly illustrated in its submission how important adjustment is in this fishery. 


SETFIA advised Senator Parer that it believes it is essential an adjustment package be developed to help stabilise the fishery, so as to ensure the long term sustainability of the resource and the industry.  This view is supported by SEF operators (including the dissatisfied NSW operators), SETMAC and AFMA.  SETFIA representatives met with Senator Parer on 3 June on this issue. It is the view of SETFIA that these issues must be resolved in order to successfully implement a management plan for the fishery and to implement workable management arrangements.�


In October 1996 the Minister for Resources, established the SEF adjustment working group. The working group presented a report in November 1996 which the Minister is currently considering. The adjustment proposals recommended in the report included:


dequotaing three of the sixteen species in the SEF;


the provision of financial assistance to those operators whose values of fishing entitlements were reduced via transition from boat units to quota; and


the introduction of a buy-out scheme with the objective of reducing the fishing effort in the SEF by about 30 percent.� 


In its report, the SEF adjustment working group estimated the cost of implementing these recommendations at $9.3 million. The working group concluded it would be appropriate for these costs to be met by taxpayers given the way the problems in the fishery arose.� In the 1996-97 Budget the Commonwealth Government allocated $6.9 million for adjustment in the SEF. The details of this adjustment program have not yet been determined. 


Given the need to develop adjustment and restructuring programs in a number of  Commonwealth fisheries in order to achieve efficiency gains, AFMA highlighted the progress it has made in restructuring some of the Commonwealth's key fisheries:


AFMA has made significant progress in removing excess fishing capacity from Commonwealth fisheries. For example, significant improvements in economic efficiency have been achieved in the Northern Prawn Fishery through a buy-back commenced in 1988 and an across-the board reduction implemented in 1993.  The benefits from this adjustment program are reflected in the most recent assessments by ABARE (1995).  Similarly, improvement has also been shown in the average economic performance of operators in the South East Fishery (SEF), although the full potential of quota trading has not yet been achieved. This has been mainly due to ongoing litigation, problems with the application of capital gains tax to quota trading, and the need to resolve jurisdictional issues between the Commonwealth and the southern States. 


In regard to latent fishing effort, the application of a stringent licensing policy under the new legislation has resulted in the 2,335 Commonwealth Fishing Boat Licences present in 1992 being reduced to less than 1,758 boat entitlements under Fishing Permits and Statutory Fishing Rights by 30 June 1996. 


Implementing such structural adjustment programs inevitably results in considerable financial and social stress at both the individual and community level. Securing overall industry support, which is absolutely essential for success, is a major part of achieving successful adjustment outcomes.�


The Committee's conclusions on economic efficiency


The Committee believes AFMA has a responsibility to ensure all stakeholders in the Commonwealth fisheries environment understand what the economic efficiency objective means and what it means for the management of Commonwealth fisheries. Having identified this as a necessary step, the Committee is concerned at the various definitions AFMA has given the economic efficiency objective. In a supplementary submission AFMA focused on the use of management arrangements that do not lead to a wasteful use of resources.� However, this is very different to AFMA's interpretation of its economic efficiency objective in its 1996-2001 Corporate Plan. AFMA stated in the plan that it must:


Establish management regimes which allow individual fishers to pursue profit maximisation goals in an environment where total economic inputs remain in balance with the sustainable level of harvesting.� 


This interpretation is not only confusing, but misleading. In all the evidence AFMA has provided to the Committee it focused on efficient use of resources and creating an environment where industry is able to determine the way it operates. Yet in this interpretation, AFMA introduces the concept of profit maximisation which confuses others as to what AFMA's role is in the pursuit of this objective. 


The evidence received by the Committee suggests there is widespread confusion and misunderstanding about this objective and what it means for the management of Commonwealth fisheries. This confusion is partly AFMA's fault. AFMA appears to have struggled with the concept and as a result have been incapable of effectively communicating what this objective means. Furthermore, the Committee believes that AFMA changes its interpretation of the economic efficiency objective to different audiences. For these reasons, it is hardly surprising that many industry participants are uncertain what this objective means for them and for the management of Commonwealth fisheries. AFMA must realise that, as difficult as this objective is to understand, it must provide clear and consistent information about this objective in order to minimise the level of confusion. 


The Committee acknowledges that not all stakeholders may be satisfied with the definition provided by AFMA given the poor construction of this objective in Commonwealth fisheries legislation. This has made the economic efficiency objective elusive for both stakeholders and fisheries managers. In order to reduce the confusion over what this objective means from a fisheries management perspective and also to end the legal actions that have been based on the differing interpretations of this objective, the Committee recommends that:


(21)	the Fisheries Management Act 1991 be amended to define and clarify the objective of maximising economic efficiency in the sustainable harvest of fisheries resources.


In relation to AFMA's performance against this objective it is clear that making an assessment is not as simple as the ANAO implied. Maximising economic efficiency will be characterised differently in each fishery. This makes it extremely difficult to assess AFMA's performance and whether economic efficiency has improved or otherwise in the Commonwealth's fisheries. The evidence received by the Committee varies from fishery to fishery, although very few submissions commented on changes in economic efficiency since AFMA's creation. 


Despite these difficulties, it is important that AFMA's performance against this objective can be assessed. It is also necessary that AFMA develop performance indicators so its reporting against this objective improve in line with its response to ANAO recommendation 38.� The Committee recommends that:


(22)	in complying with recommendation 21, the Australian Fisheries Management Authority develop performance indicators in relation to the objective of maximising economic efficiency in the sustainable harvest of fisheries resources. This should involve outlining the strategies that will be used in each fishery to improve economic efficiency in that fishery. The impact and effectiveness of these strategies should appear in its Annual Report.


The question of economic efficiency is linked with the problems of excess capacity and over capitalisation in the fishing industry. There are a number of ways AFMA can achieve adjustment in a fishery to reduce these problems, but where structural problems exist they will differ in nature from fishery to fishery. Addressing these structural problems requires action from AFMA if it is to pursue maximum economic efficiency in the sustainable harvest of fisheries resources. It is necessary that AFMA consider the structural problems in each fishery and they can be overcome as part of the management process. Therefore, the Committee recommends that:


(23)	in complying with recommendation 21, the Australian Fisheries Management Authority also consider which fisheries require structural adjustment and detail the strategies being used to achieve the necessary outcomes for each fishery.
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