chapter 6:	trade impediments within australia





Introduction


The previous chapter raises issues concerning the removal of trade barriers to allow Australian agricultural products freer entry to export markets.  However, opportunities in new or expanded export markets can only be realised if Australian companies are competitive in those markets.  The Committee has been told how bureaucratic administration and high input costs impede the ability of Australian agribusiness in export markets.  Companies related incidents of unhelpful attitudes from Australian Quarantine and Inspection Service (AQIS) staff and concern about high costs of AQIS inspection services, especially when overseas competitors are receiving their inspection services under arrangements that are at least partially funded by government.  Other businesses also reported that some AQIS officials had an inadequate understanding of business practices and the particular industries concerned.


Labour costs, especially in the horticultural industries, were a source of concern among persons with whom the Committee held discussions during its inspections.  The Committee also found widespread concern about the costs and availability of transport services, especially sea freight, and waterfront services.  Taxation and anti-dumping arrangements also came under criticism for their impact on Australian competitiveness.





Australian Quarantine and Inspection Service


AQIS has a vital role in export facilitation and certifies $10 billion of food and agricultural exports each year. All countries recognise AQIS as the “competent authority” for importation purposes to their countries. This means being an impartial monitor of food safety and legality, to ensure that Australian food exports are of an internationally accepted standard. AQIS therefore facilitates the export of Australian agricultural food products by providing inspection and certification to meet overseas country requirements. 


AQIS export inspection role


Virtually all bulk agricultural produce exported from Australia is inspected by AQIS. The inspection ensures that export premises are up to standard, that product description, labelling and documentation are in accordance with regulations, and that the requirements of importing countries and Australian statutory marketing authorities are met.  Costs are particularly high for meat inspection services, which are very intensive.  Animals are inspected by AQIS before slaughter and carcasses undergo detailed health inspection to make sure they are safe for human consumption. 


In some instances, AQIS has moved away from final product inspection to quality assurance (QA) based systems.  Under a variety of quality management systems approved by AQIS, exporters can take responsibility for the quality of their product.  These systems enable exporters to reduce the direct involvement of AQIS personnel in export inspection. 


�
Some countries require Australian phytosanitary certificates stating produce is free of pests which are determined to be a quarantine concern of those countries.  This can only be attested by AQIS inspectors or authorised officers inspecting a random predetermined amount of the consignments and passing the consignment free of pest and disease at the time of inspection. 


Phytosanitary certificates are also requested to attest that treatments in accordance with overseas country quarantine disinfestation requirements have been performed and verified by AQIS.  This can be attested from certification provided by fumigation companies, or the actual sighting of records in the case of cold disinfestation or dipping and spraying treatment centres. 


The United States (US), New Zealand and Taiwan request that the phytosanitary certificate attest that the growers and packing houses have undertaken and performed the responsibilities under a bilateral trade arrangement between the two countries.  These responsibilities include hygiene within the packing house, growers' spray diaries or trapping regimes for pests being maintained and the security required to stop cross contamination or reinfestation following treatments.


AQIS fees and charges


Over many years, the Commonwealth has pursued a policy of partially recovering the direct operating costs of quarantine programs.  Since 1979, successive Governments have instituted policies of recovering higher percentages of costs, culminating in a 1990 decision to increase cost recovery levels to 100 per cent.  Cost-recovery was gradually extended over the next three years to this pre-determined level.


There are three basic types of fees, all of which are an essential consideration for exporters: 


•	Establishment Service Charge - charged for registration of an export establishment.





•	Fee for Service - charged for specific services; audits. 





•	Quantity Charge - exporters pay a levy or quantity charge for some products based on the amount of export product. 


Many of the farmers and processors that the Committee encountered during its inspections were critical of AQIS costs which are considerable for many businesses.  For example, a game meat processor in Tasmania informed the Committee his company’s AQIS costs amounted to $75 000pa for an on-site inspector, plus $30 000pa for export registration of the premises (including monthly inspections at $1300 per day and $10 000pa flat fee for registration, regardless of size of operation).


State governments confirmed the view widespread in industry that AQIS inspection was an excessive burden on business costs.  One state department of primary industries informed the Committee it had received numerous complaints about AQIS's inspection charges.  It said the move to 100 per cent cost recovery was introduced before AQIS was restructured and efficiency gains achieved.


�
Pork producers claimed Australia competes at a disadvantage when it comes to inspection costs:


The Federal government has recently moved to increase Australian Quarantine and Inspection Service (AQIS) export meat inspection and registration charges.  Cost recovery on AQ1S services are a substantial cost burden that is not imposed on our international competitors (USA, Canada, Denmark), whose governments meet these costs as a community service obligation.  Does Australia consider these payments are government a subsidy to foreign meat industries?  Will action be taken by Australia to challenge these payments through the World Trade Organisation?�


Such differentials can have a real impact in export markets.  The Committee was told Canadian and South American exporters beat Australia on price in recent negotiations for pigmeat exports to Japan by as little as 20c/kg.  The Australian industry considers that the cost of AQIS inspection played a part in this cost difference as Canadians are not fully charged for inspection services.  The new inspection costs have added a significant burden to an industry in the embryonic stages of exporting and the fees are now prohibitive.  The example of Victorian processor Auspork, which processes 5500 pigs per week, was cited.  The new AQIS fees amount to $460 000 for the company, translating to cost increases of $0.20 per kilogram for the domestic market and $0.40 per kilogram for export.  The company would have to increase its exports by a minimum of 10 per cent to cover these costs.  In the case of offal the company would have to increase the profit potential of this product to cover the new inspection costs.  Auspork's own quality assurance inspectors cost $45 000 per annum, whereas the AQIS inspectors cost $75 000.


The Grains Council of Australia (GCA) indicated that it was concerned that AQIS was not fulfilling industry expectations of efficiency.  Similar concerns about AQIS costs were raised in the submission from the meat and livestock industries:


The major government service to the red meat industry is in the provision of meat inspection by both federal and state governments.  The Australian meat industry will pay around $60 million for meat inspection in 1996-97 - substantially less than two years previous but still a significant cost burden. 


Inspection is justified globally on a public health basis and is almost always funded by the taxpayer.  The US Government fully funds meat inspection while the Australian Government has determined that the meat industry should fully fund the service.  This forces a major cost disadvantage on the Australian export processors. 


Furthermore, the industry has ongoing concerns over the efficiency of the service (despite recent improvements), particularly given its monopoly status.  The AQIS Reform Steering Committee report, recently released for comment, proposes major reforms capable of introducing competition and a move from line inspection to plant quality assurance.  These reforms need to be quickly adopted and the cost reductions passed on to industry.�


Apple growers in NSW complained of AQIS costs associated with implementing its quality assurance system.  The Towac company was one of the first to decide to introduce an AQIS Certification Assurance system using matching funding from the Department of Primary Industries and Energy (DPIE).  The system was completed and audited in 1996.  Towac was unhappy that the system had to be audited annually at a cost of $1500 and decided to move to SQF2000 (a self regulation quality standard) because the audit can then be carried out by qualified service providers, and not limited to AQIS.  Towac complained that AQIS has charged $300 for reading a quality manual, $115 for checking an amendment to the manual and $280 for the inspection of a 1500 carton shipment to Fiji. 


A game meat processor/exporter explained how AQIS costs prevented expansion of his business. The company pays $70 per day in AQIS inspection fees and the manager claimed he could increase its operations from 5 to 7 days a week but AQIS penalty charges would be too high.


There is no doubt the cost of AQIS inspection services is causing considerable aggravation amongst processors and exporters and is blamed for affecting their ability to compete in the international scene.  AQIS itself noted that overseas competitors are not required to pay inspection costs to the same extent as Australian businesses.  


We know that other countries that compete with us in important meat markets have inspection systems that are inherently as inefficient as ours was. ...Other countries, like New Zealand, also charge. Some partially charge, like Canada. Others do not charge at all.�


It is in the interests of government and industry to remove, or at least reduce, whatever costs are incurred by industry, wherever possible.  One solution would be to wind back the 100 per cent cost recovery policy to a reduced level.  However, the Committee does not support this option.  Those exporters requiring AQIS inspection services are direct beneficiaries of the service.  Where beneficiaries are discretely identifiable and have the ability to pay, the Committee sees no justification for AQIS inspection services to be undertaken under any arrangements other than a commercial basis attracting user-pays fees.


A more preferable solution is to seek improved efficiencies in the operations of the AQIS inspection program and improve the value delivered in the service.  The issue of AQIS resources and efficiency is certainly not new and has been the subject of previous inquiries.  In its report on AQIS in 1996, a Senate Committee noted that:


Prior to the implementation of the 1993–94 reform package, there was a prevailing view that AQIS was over-staffed and inefficient. However, since that time AQIS has made substantial reductions in staff that have been accompanied by significant productivity improvements. The Committee considers that the 1993–94 reform package was necessary, but that, in some areas, the cuts appear to have been too severe. On the basis of evidence presented during the inquiry, the Committee is convinced that AQIS could not absorb further across-the-board reductions in staffing and resource levels without severely compromising its effectiveness. Indeed, the Committee is of the view that in certain areas of AQIS' operations, staffing and resource levels must be increased.�


AQIS itself claims to have performed well in cost reductions.  The 1996-97 DPIE Annual Report states:


AQIS is required to recover 100% of user-attributable costs. It continued to reduce costs and improve the efficiency and range of services in both export inspection and quarantine programs. The success of the Service's strategies can be measured by: 





achievements in conjunction with Australian industry in maintaining and improving access to existing overseas markets and opening new export markets 


improvement in industry satisfaction with services resulting from increased efficiency and reduced cost of service delivery 





maintenance of high levels of professional and technical integrity of inspection processes and quarantine systems.�


AQIS sought to defend its level of costs in its submission to the Committee, arguing that it had introduced an industry consultative structure which discusses inspection costs, and had successfully reduced the costs of its services:


The composition of AQIS export inspection costs is discussed with industry and mechanisms for cost recovery negotiated with the individual industries through the AQIS-established industry consultative committees (ICCs).  These costs compare favourably with private enterprise and public concerns supplying equivalent or similar services.  AQIS provides a fully professional technical inspection and certification service.  Field inspectors are either professionally qualified or backed up by qualified staff.  In comparison to private agricultural and veterinary consultancy firms, AQIS is required to provide service on a national basis on demand.  Inspection/certification fees are typically very low in comparison to the value of high volume, established trades, but they are relatively larger in circumstances such as start up situations and where export shipments are sent on an opportunistic basis.


Over recent years AQIS has vigorously pursued many initiatives to reduce and minimise the cost of the services it provides.  Major initiatives include switching from traditional hands-on inspection to auditing of industry quality assurance plans, renegotiation of staff employment conditions, multi-skilling of staff, and resumption of central administration of field services.�


The Committee has reservations in accepting the self-assessment from AQIS that efficiency has improved since the introduction of full cost-recovery and will continue to improve for the short term.  However, it acknowledges the approach by AQIS to move away from on-site inspections to a system of quality assurance adoption by companies to satisfy import market requirements is an important step towards cost efficiencies.  The Committee expects that a strong commitment to client focus by AQIS will result in more acceptable levels of fees and charges.  Especially important for a government agency providing services in a monopoly is the need for AQIS to ensure the transparency of its cost structures and to allow full public scrutiny.


The Committee discussed options for improving AQIS services through privatisation.  It noted, however, the conclusions of the Nairn Review Committee which discounted this option in its deliberations.�


AQIS services


The Australian Horticultural Corporation (AHC) understood the difficult role of AQIS and portrayed some sympathy for its position among exporters:


…AQIS do tend to get beaten around the ears when it comes to operational matters and costs. They also get criticism for what is perceived as a boots approach and a lack of flexibility in interpreting the requirements of other countries. The question is whether we are any different from any other country when it comes to certification. I do not know that I understand that fully and I have worked in AQIS. 


 The two areas that I certainly get feedback on are the costs and the role of the inspector when inspecting a consignment of product, finds an insect. The inspector then has to interpret and make a decision about that. The letter of the law, his guidelines, says, ‘Find an insect: you shall reject.’ The question is whether there is scope for some flexibility with insects. I am sure the exporter would be very happy for there to be flexibility. But, if there is a problem at the other end, who will get blamed? It will not be the exporter, he will blame AQIS again. That is a difficult area.  


Having worked within AQIS, and now having worked outside of AQIS, I believe that that is an area that could be given more attention. We need to look at the commercial reality of the business, and look at how some of the inspections relate to that commercial reality. Perhaps, country by country, we should ask how, based on a best understanding, they would react if they were to find this type of insect, which is normally a non-quarantine insect. It is not a significant pest but it is an insect and, according to the letter of the law, if they find one live insect of any sort, they cannot sign the phytosanitary certificate. There is a real issue there and I know it is not an easy one for AQIS. In terms of management, if they were to start to demonstrate flexibility and start to loosen up, it could go the other way. Then you do lose control and the certification loses credibility. It is not an easy one.�


The Committee heard examples of the inflexible approach referred to by the AHC from several industries.  However, a vegetable exporter in Tasmania told the Committee he believed AQIS has improved over past five or six years, losing some of its dictatorial offensiveness.  


When it comes to AQIS relations with clients at ground level it seems problems do emerge, as experienced by one cheese manufacturer trying to develop an export market.  The company’s major export impediment to date has been the costs of an export licence and the bureaucratic nature of AQIS.  The company is unable to export product without a licence, but samples can be sent with an exemption to the licence for $150 for the first exemption, $250 for the second exemption and $500 for a third exemption within twelve months.  However, it can only send maximum 25kg samples.  The Committee was told that AQIS staff were rude and unhelpful when the company sought exemptions and further information concerning sample shipments of its product for market development purposes.


Other examples of alleged poor service from AQIS were provided by the Queensland grains industry. The industry was concerned about the importation of an exotic disease either in imported grain or second-hand machinery.  Producers provided examples of foreign material being imported in grain and machinery.  Maize imported from the US was contaminated with large rocks and deposits of soil had been found in second-hand machinery also imported from the US.  In both cases AQIS had insisted that the inspection process, conducted by its US equivalent, was secure.  These producers felt that AQIS needed to be more thorough and to conduct inspections itself, rather than continuing to rely heavily on the ability and integrity of its overseas counterparts.  The producers stated that AQIS does not pay attention to industry examples of breakdowns in the inspection system.


The South Australian Horticultural Export Company was not appreciative of AQIS inspection procedures, or the costs involved.  It claimed AQIS contributes to costs by delaying packing operations and, for example, requiring packed stock to be re-opened.  The company held the view that the resulting delays actually benefit AQIS because their cost recovery is time based.  As a result, the Committee was told that the company is introducing its own accredited quality assurance system to limit AQIS involvement.


One honey exporter informed the Committee he considered AQIS is “flying blind” in terms of certifying product for export and AQIS officers have little knowledge of the nature of the honey industry.  


On the other hand, AQIS pointed out to the Committee that it can be flexible to meet industry needs.  In evidence to the Committee, Mr Paul Hickey, the Executive Director of AQIS, said:


We just had an approach meeting with a delegation from Western Australia in the last week or so. It was a cooperative of farmers, shippers and agents who were bringing fertiliser into the country. They are fully conscious of the concerns that led to the restrictions we put in place following the outbreak of karnal bunt in the United States. They put to us a series of measures that they have voluntarily implemented which adequately address the risks that we have been concerned about, so they have devised an alternative system of their own. We have been quite happy to look at that and agree to change our procedures accordingly so we do not double up on inspection, if you like, at our end. There is always that opportunity for people to approach us with different ideas.�


AQIS has also established formal consultation arrangements with each major industry group, specifically to consider operational arrangements for AQIS.  These industry consultative committees discuss the delivery of AQIS services and cost structures, total costs for various programs and cost recovery issues.


The Committee believes that dissatisfaction levels with AQIS can partly be attributed to grassroots producers lack of involvement with industry bodies with whom AQIS is in regular contact.  Producers who feel AQIS is "out of touch" and not co-operative or consultative with industry may be unaware of the real level of consultation AQIS has with industries through it industry consultative committee structures.  The Committee surmises that an unfortunate consequence of non-involvement in producer organisations may be that producers are not as well informed about AQIS policy and administration as they otherwise might be.  Whereas the communication and consultation between industry leaders and AQIS has improved in recent years, producers and exporters at grassroots level may feel disenfranchised in their capacity to raise issues directly with AQIS.  There are joint responsibilities for AQIS and primary producers to ensure communication between themselves is maintained.


Not all processors presented negative responses on AQIS to the Committee.  The Committee met with Mr Sandy Murdoch, Managing Director of Metro Meat International Ltd, who portrayed AQIS as constructive and positive, although Mr Murdoch recognised that this was an atypical view for the industry.  AQIS has provided assistance in trade related areas where they could, for example in demanding equivalence in quarantine requirements. Mr Murdoch said he was in favour of cost recovery but holds reservations about its introduction before cost efficiencies were achieved.


The above details of complaints against AQIS costs and services are anecdotal evidence of impediments to improving Australia’s exports of agricultural produce which would require substantiation before the Committee could comment in detail on each case.  However, the Committee received a widespread negative reaction to AQIS costs and services from a broad range of industries.  It is obvious that AQIS suffers from poor image amongst its clients.  This can probably be explained, at least in part, by the nature of its business.  The dual role of regulation and enforcement is inevitably fraught with public relations difficulties.


The Committee notes with interest that the poor client perception of AQIS services was picked up in the results of a recent Client Satisfaction Survey conducted for AQIS by AC  Neilson.  The survey concluded that:


Where AQIS needs to focus in the coming years is improving their understanding of business needs.  This contributes greatly to giving AQIS a human face.  This is the area that offers the best opportunity to continue to shift satisfaction levels in an upward direction.�


It is AQIS staff dealing directly with clients who mould public perception of the organisation.  While relations between high-level AQIS staff and industry organisations appear cordial and productive, there is scope to improve AQIS public relations with its clients.  Inspection staff must have good understanding of the industries they deal with and should clearly communicate to clients their reasons for adopting a certain approach or taking certain action.  On-ground staff need support from management in the AQIS organisation, in the form of a public awareness campaign on the role of AQIS and its operations, including its cost structures.


The Committee noted that the Nairn Report commented that staff training in AQIS had suffered and that “this has been borne out by operational deficiencies noted by the [Nairn] Review Committee during its inspections”.�  The Nairn Review concluded that increased levels of training were essential if quarantine services were to maintain a high level of effectiveness.  The Committee agrees with this approach but also considers that AQIS should place strong emphasis on the recruitment of staff with proven industry experience and knowledge.


Certification procedures


Another issue raised with the Committee by exporters was the duplication of their efforts in preparing export related paperwork for both AQIS and the Australian Customs Service.  Exporters not operating under a recognised Quality Assurance system or an alternate documentation system must complete an EX28 Notice of Intention for each proposed export consignment and present it to an AQIS authorised officer for a stamp and signature before shipment.  Under Quality Assurance inspection systems an Export Clearance Notice can be used by exporters instead of an EX28 and this form can be signed by the exporter (nominated authorised signatory) instead of an AQIS authorised officer.


For meat, meat products, poultry, game and rabbit meat certification, procedures have changed from a manual Notice of Intention or Export Clearance Notice to one of electronic submission of information, known as EXDOC.  AQIS intends to extend EXDOC to include exporters of non-meat products that require AQIS export clearance.


Exporters mentioned the desirability of a system of harmonised Customs and AQIS documentation to prevent unnecessary duplication.  As part of the Supermarket to Asia program, AQIS and Customs are seeking to introduce arrangements for the interaction of EXDOC with the Customs electronic clearance system, EXIT.  The Committee encourages this development and also sees advantages in allowing improvements to existing arrangements to accelerate the clearance process, such as allowing electronic signatures on electronic documentation.


Subsidisation of inspection services


One approach to reducing the cost impact of AQIS charges on Australian exports would be to seek the application of full cost recovery by competitor countries such as the US, Canada and Argentina.  Inspection in these countries is currently subsidised by government.  The provision by governments of such services results in distorted resource use and destabilised world market prices and trade, similar to distortions arising from access and export subsidy measures.  Mr Hickey told the Committee that the cost of providing inspection services is not covered by World Trade Organization (WTO) rules.�  In fact, inspection services are treated consistently with structural adjustment policies, research, food security, marketing and promotion services and pest and disease (i.e. phytosanitary) control.  These policies are included in a category known within the WTO as “green box” supports and are exempt from the Aggregated Measurement of Support (AMS) reduction commitment.�


The provision of subsidised support in the form of export inspection needs to considered in future trade negotiations.  Its impact on the volume of international trade and world prices should be taken into account.  Australia should ensure that such subsidies are recognised by the WTO and included in calculating the AMS, the official WTO measurement of levels of domestic support.  It is clear that the cost impact of inspection charges is the source of aggravation among exporters.  In light of concerns of exporters, Australia needs to re-evaluate the current WTO policy that inspection charges are included among government services which have no, or minimal trade distorting effect or effects on production.  The Committee recommends that:


(26)	Australia puts forward a strong case in trade negotiations:


	(a)		by establishing the significant market distorting effect of government-subsidised provision of inspection services in other countries and arguing for their transferal to a cost-recovery basis; and


	(b)	by arguing that the subsidised provision of inspection services be removed from the Agreement on Agriculture “green box” exemptions and be fully accounted for in calculations of the Aggregate Measurement of Support.





Other impediments to Australian competitiveness


Three other major internal factors were identified by producers as impediments to competitive performance: labour costs; transport; and taxation.  The National Farmers’ Federation (NFF) has prepared a discussion paper, Beating the trend - a path to rural prosperity, that outlines domestic economic policy reforms it believes are necessary to ensure that Australian agriculture can compete in export and domestic markets. 


The NFF report reveals a long list of taxes and inefficient practices that have added $3.8 billion to farm costs, which if removed, would substantially improve competitiveness.  These include: 


Inefficient labour markets 	$1.7 billion


High indirect taxes on inputs 	$1.0 billion


Inefficient infrastructure services 	$0.5 billion


Tariffs on inputs 	$0.3 billion


High interest rates 	$0.3 billion


Total	$3.8 billion


NFF estimates that economic reforms in these areas could raise farm production by 20 per cent and improve the ability of agriculture and the processed food sectors to adjust to trade reform.�


The GCA echoed the concerns of the NFF and specifically identified inefficiencies in public utilities; the labour market; waterfront and shipping services; rail services; road services; and also tariff protection for products that are inputs into agricultural production, such as transport equipment.�


The Department of Foreign Affairs and Trade acknowledged the role of government in creating a suitable microeconomic environment for businesses to operate within:


The Government has a well-enunciated policy for improving the competitiveness of the Australian economy.  It involves medium-term fiscal consolidation, keeping inflation low and pursuing a range of productivity-enhancing microeconomic reforms, including creating a more adaptable labour market, cutting the regulatory burden on business and lifting the efficiency of infrastructure, especially in transport and energy delivery.�


The Committee is aware that each of the above issues has been the target of various inquiries and initiatives over recent years and that reforms to each sector have resulted in cost savings.  However, there is great concern amongst primary producers of the impact of these factors on input costs.  Australian farmers correctly regard themselves as among the most efficient producers in the world, but are concerned about the added-on costs their product attracts from the time it leaves the farm gate.





�
Labour issues


Labour issues were presented to the Committee in two categories – the cost of labour and the availability of labour.  Producers and processors were concerned at the disparity between labour costs in Australia compared with overseas competitors.  Some were also concerned that their wages costs were high because they were in competition for labour with other sectors, such as mining and welfare sectors.


Labour availability


During discussions with local producers in Dubbo, the Committee was informed that labour market programs (specifically, the Community Development Employment Program) are having a very serious impact on the availability of labour in the region.  The producers told the Committee that it is difficult to encourage locals to pick fruit at award rates when government welfare programs are available and are utilised as an alternative to paid work.�  In addition, local growers considered that it was difficult to attract seasonal labour to the Macquarie region as it is situated off the main tourist trail and the relatively small scale of the industry serves to limit the amount of work available.  The problem is particularly acute for horticultural growers who depend on labour to harvest highly perishable produce.


The Tasmanian Department of Primary Industries and Fisheries (DPIF) advised the Committee that Tasmanian horticultural growers also experience harvest labour shortages.  This view was supported by a large vegetable grower/exporter from northern Tasmania who claimed that the main problem facing his business was the lack of international competitiveness due to the cost and availability of labour (as well as low product volumes).   DPIF indicated that some progress on attracting labour occurred with the emergence of contract labour pools, following the corporatising of the Commonwealth Employment Service.  DPIF is confident these pools will bring greater continuity of employment and enable growers to avoid the costs of recruitment and training.  The Department indicated that there is likely to be a slight premium for labour through these pools but this will be balanced by reductions in on-costs.  


The Committee recommends that:


(27)	the Department of Employment, Education, Training and Youth Affairs require new employment service providers (Job Network Members) to develop strategies which will improve the ability of primary producers, particularly in horticultural industries, to meet their labour requirements.


�
The seasonal nature of harvest work limits the availability of a sufficient labour supply from the local region and growers consequently rely heavily on itinerant workers, such as backpackers.  The Committee recommends that:


(28)	the Department of Immigration and Multicultural Affairs encourages the uptake of harvest work among Working Holiday Makers and increases the number of young workers to the country under the Working Holiday Maker Scheme by widening the scope of countries participating in the Scheme.


Labour costs


Interestingly, the Committee was informed that there is no shortage of labour for growers in Kununurra, despite its isolation.  This seems to be a result of the area attracting backpackers as working tourists, and the concentration of the horticultural industry in the region.  However, it was claimed that the cost of labour is a problem for producers because growers compete with the mining industry and because the costs of living are relatively high. 


Most concerns about labour costs came from the processing sector, rather than the on-farm sector where labour is less intensive.  The meat and livestock industries indicated that studies had been undertaken for labour costs in meat processing: 


Processing costs are high in Australia and some of this cost is unnecessary.


A 1990-91 benchmarking study indicated that Australian beef processing costs were high at approximately double that of the United States.  A more recent comparison shows that Australian costs were 30 per cent above the cost of New Zealand processing in 1993-94.  New Zealand had lower inspection, labour and industry costs than did the Australian industry. 


A 1994 study of sheepmeat processing costs over a limited number of plants in Australia and New Zealand indicated areas where Australian costs were appreciably above those of New Zealand.  Notable were labour costs where New Zealand had the lowest people costs at 50 per cent of the total processing costs for slaughtering, co-products and fabrication while the figure for the Australian plants was around 68 to 69 per cent. 


Labour costs are the single most important cost of abattoirs (excluding the cost of cattle purchase).  Labour costs represent approximately 60 per cent of abattoir costs - that is, cattle and sheep processing is very labour intensive.  In the past, much of the meat industry has been affected by traditional management and labour practices.  More recently, significant change has been made and will continue to be made in this area.  Hand-in-hand with these changes is the need for a change in the culture of management and leadership in the industry to implement better employer/employee relationships.  Failure to achieve changes in this area represents a major threat to Australia's competitiveness relative to the United States and New Zealand.� 


The Queensland Pork Producers Association informed the Committee that “industry benchmarking studies” had been undertaken on labour costs in its processing sector and had found that “abattoirs, boning rooms and meat processing plants in Australia are well behind international benchmarks for competitiveness.  High labour costs and government meat inspection charges are key reasons for the lack of international competitiveness post farm gate”.�


The Queensland Government considered that the estimated benefits of the Uruguay Round trade reforms will only be realised in the beef industry if labour reform in the processing sector is achieved.�


These comments on labour reform were reinforced when the Committee met with a large sheep meat processor and exporter.  The company holds a $30 million investment and has operating costs of $10 million per year.  It employs 700 staff and is the largest employer in the local region.  The company indicated that labour was a major issue to improving competitiveness.  It advocated the abandonment of the minimum wage structure and said that it was inequitable to exempt small business employers from unfair dismissal provisions that apply to other businesses.  The company manager also criticised the current system of workers’ compensation, saying that it made it easy for some dishonest workers to claim benefits.


The same issues arise in horticulture.  A major Tasmanian vegetable processor included labour costs in a list of major impediments facing the company.  The Kununurra Horticultural Producers Association told the Committee that Australia's occupational health and safety and worker protection regimes result in higher costs for Australian producers.  The Committee was also told that exports from sectors of the flower industry have declined in recent years due to competition from other countries, principally South Africa, where labour costs are cheaper.


It is clear to the Committee that labour costs constitute a significant proportion of total production costs, especially for the processing sector of agrifood industries, and these costs can have a significant impact on competitiveness.  Labour costs are high relative to many of Australia’s competitors, notwithstanding a generally higher productivity rate across the primary industries.  Companies are attributing lost export markets to costs of labour.





Transport issues


The Committee found that concerns about freight costs fell into three categories: transport from farm to processor or market; port to port shipments; and stevedore charges.  Many companies regard transport as the biggest input cost component of their business.  Comments on transport costs were more common from the isolated area of Kununurra� and from companies in Tasmania dependent on sea freight to consign export product through Melbourne.


�
Domestic transport costs


Most agricultural industries are transport intensive and therefore transport costs are a major component of total production costs, either in adding costs to bringing grain to feedlots, in the case of pork producers, or in delivering produce to markets or ports.  For road transport, fuel excise was targeted as a major contributor to costs and was criticised for not reflecting user-pays policy.�  In the Ord region, fuel excise was suggested as the reason that a rail link would be more cost efficient than road links.  A large vegetable processor in Tasmania, Simplot Australia Pty Ltd, regarded the large distances between farms and the factory as adding significantly to the company’s overall cost competitiveness.  Simplot was also critical of domestic shipping rates and claimed the cost of shipping to Japan is equal to costs of shipping to Melbourne.�  United Milk of Tasmania quoted figures of $1100 per container from Devonport to Singapore and $900 to ship the same container from Devonport to Melbourne.  


Queensland grain growers believed that internal freight costs and stevedoring charges are too high for the services provided.  Internal freight costs are twice those of their US competitor, according to the industry.  Pork industry representatives advised the Committee that the cost of domestic shipping is 30-40 per cent more than international shipping.  The Australian Macadamia Society also referred to the “exorbitant” costs of inland freight as a major cost to its export-focused industry.�  


As an alternative to road transport, some companies had invested in railway networks to shift product to port.  The cotton industry in the Macquarie has developed a system of 'just in time' delivery which involves loading cotton into containers for freight by rail to the port as soon as orders are received.  This system has a number of advantages for the region.  Storage of cotton in the region is cheaper than at the port and keeps money in the local region.  Further cost savings result from limiting the handling of bales.  Importantly for road infrastructure in the region, the use of rail has removed 1200 semi-trailers from the Western Highway.


The Manildra company has purchased its own rail wagons from the NSW State Rail Authority, but continues to pay the Authority about $14 million per year for freight.  Manildra has been unable to get a detailed breakdown of the Authority’s charging, and considers that it is paying above the actual cost of the service provided.


Stevedoring costs


Many primary industries mentioned stevedore costs and the need to reform waterfront practices on Australian wharves.  Apart from the NFF, most references to waterfront inefficiencies provided to the Committee were anecdotal.  The NFF provided the following �
data which, it said, highlighted the importance of waterfront reform as a factor in achieving international competitiveness:


Waterfront services account for over 4% of the export price of Australian agricultural produce.


While many of our bulk goods facilities are close to world’s best practice, container and break bulk facilities are at least 40% below benchmark in terms of cost and reliability.


Although Australia accounts for only 1% of world trade, we accounted for 23% of time lost in the maritime industry world-wide due to industrial action in Australian ports.


Despite major investment in new cranes and other state of the art equipment, one of the major stevedoring firms has experienced a 20% fall in productivity.�


The Committee notes that, since the provision of this information, the NFF has involved itself in its own stevedoring operations with the aim of using non-union labour in an attempt to introduce cost-efficiencies in stevedore services.


Port to port transport


One comparison of high shipping costs was provided by Towac apple growers who claimed it cost $4000 to ship a 40ft refrigerated container from the US west coast to Malaysia or a 20ft refrigerated container from Sydney to Malaysia.  This was independently corroborated by Queensland horticultural producers who claimed Californian growers can land a 40ft container in South East Asia for the same price that Queensland growers can a 20ft container into the same market.


The Tasmanian DPIF informed the Committee that freight costs are the single most important differential for Tasmanian exports.  The Department said returns on meat products suffer a 10 per cent discount for producers compared with mainland producers and wool suffers a 10-15 per cent discount.  DPIF claimed Tasmanian exporters pay $1600 more per container because it does not have direct access to conference lines.  It was also suggested to the Committee by one large processor that the consolidation of Tasmanian port authorities into one body would improve transport efficiency.


Examples of comparative freight rates were brought to the attention of the Committee as indicative of Australia’s high shipping costs.  The Committee heard that the South Australian export hay industry's major competitor is the US, where shipping rates have halved in a shipping price war for backloading ships to Japan.  The Australian industry is looking at the possibility of backloading to Japan on Mitsubishi car carriers, but the success of this will depend on the proximity of growers to the port in Adelaide.  At present there are problems with Adelaide as a shipping port because it is not well serviced and the industry is concerned about further downturns in shipping volume if the Darwin - Alice Springs rail proceeds. 


As well as costs, exporters also complained of a lack of freight services.  Transport logistics for perishable export products was an issue examined recently by the House of Representatives Standing Committee on Communications, Transport and Microeconomic Reform which dealt with the problems of export infrastructure in considerable length in the report of an inquiry into air freight exports of perishable and time sensitive products.  There are, however, several specific problems discussed by that Committee that still need to be considered.


One such issue centres on the runway at Kununurra which is capable of taking small-medium freight aircraft, but the costs and reliability of such freight make it unlikely to be utilised in the foreseeable future.  Although Darwin is the closest international port/airport, there is a lack of coolrooms at Darwin airport.  The Port of Darwin is being upgraded and may stimulate new trade, but suitable air and sea freight services are irregular. Producers are presently able to get very good air freight rates out of Perth.  On the other hand, although Wyndham is a tidal port and can service ships with a capacity up to 30 000t, the general port infrastructure at Wyndham requires upgrading.  Additionally the sealing of 70km of road between Kununurra and Wyndham would shorten the distance and time travelled from the Ord region to the port by about 40 minutes.


The Western Australian Department of Transport has initiated a government-industry forum, the WA Air Freight Export Council (WA AFEC), to better coordinate the freight requirements of fresh food and flower exporters with the availability of air freight from Perth.  While WA AFEC's focus is primarily on exports out of Perth it has also looked at regional air freight initiatives in both the north (Broome) and south of WA, and has set up a transhipment centre at Denpasar, Bali.  It is possible that these initiatives may have some potential for the Ord in the future.


Vegetable growers in the Macquarie region of NSW produce and export broccoli for Asian markets.  Presently there is about one container of broccoli per week shipped to Taiwan, with smaller quantities airfreighted to Singapore.  Freight represents a major component of the cost as Macquarie producers are shipping only one refrigerated container per week.  By comparison, Californian growers are sending more than 20 containers per week to Taiwan and can demand cheaper freight rates.  Where practical and possible, horticultural exports from Australia have moved quickly from filling 20-foot containers to filling 40-foot containers, resulting in a significant cost advantage.


Airfreight for horticultural product is more problematical than shipping.  The AHC advised that Qantas, Singapore Airlines and Cathay are moving other freight at $4 or $5 a kilogram rather than fruits and vegetables at 80c a kilogram.  This can lead to freighters giving less care and attention to horticultural produce.  The AHC have identified specific problems of unsuitable storage and handling arrangements for fresh fruit and vegetables which are indicative of this lack of care.�


Queensland vegetable producers advised the Committee of significant logistical problems exporting product.  There is insufficient air freight capacity in the eastern states for export of fresh produce.  Growers told the Committee air freight rates were expensive and horticultural product is sometimes offloaded in favour of higher value product.  Growers advised the Committee that air freight is generally only used to develop a market.  In Victoria, the Committee was informed that flowers for export from Victoria are air freighted via Sydney, with only occasional direct air services available from Melbourne.


�
The Australian trout industry claimed to face increasing competition from US and European Union producers where the scale of production is much larger, and freight is cheaper.  It also raised concerns about the lack of consolidation of export loads in Australia compared with major competitors where it is much more commonplace.


The Committee heard other agri-food exporters lament that Australians have not been proficient at consolidating containers of fresh product for export.  Yet it is widely acknowledged that Australia’s fresh fruit and vegetable wholesale markets are among the world’s best and the Committee believes they could be more fully exploited and networked with other markets (such as seafood) to improve opportunities for consolidated loads.


In late 1997, the government announced its support for the establishment of sea and air freight export councils at each major export transport hub, based on the WA AFEC model.  The councils will discuss industry problems and formulate strategic initiatives necessary to improve standards and maximise agri-food opportunities.  The councils will be jointly funded on a dollar for dollar basis by the Commonwealth, the States and industry.  The Committee recommends:


(29)	that the Minister for Transport and Regional Development refers the problem of the lack of consolidation of fresh foods into export containers to the sea and air freight export councils, as they are established, for consideration.


The Committee does not believe solutions to airfreight capacity are likely to emerge in the short term.  New technologies are becoming increasingly utilised to prolong the shelf life of harvested horticultural products – known as controlled atmosphere technology.  Such innovative technology enables product previously unable to enter certain export markets to now reach those markets more competitively due to cheaper costs of sea freight. 


The Queensland Government submission also recognised the effect of new technologies for shipping perishable product:


Traditionally, air freight charges on much primary industry freight are low, as competition in overseas markets has limited the capacity of exporters to recover higher rates from their customers.  As a result, airlines tend to place a low priority on such freight, making forward planning and consistent, reliable customer service and delivery difficult.  Other factors, such as irregular demand patterns, airport practices and handling infrastructure, have also hampered the efficiency of transport services. 


These factors, as well as significant improvements in transport technology available for sea freight, have led to a greater utilisation of sea freight for less perishable products.  As significant increases in the quantity of primary industry exports is needed, sea freight will need to be a major focus area.  Air freight services will, however, continue to be used for niche markets for high value perishable products such as seafood, flowers and other high value horticulture products.�


In effect, the technology has enabled many more markets to be available for Australian fresh fruit and vegetables.  However, like many of the impacts of trade reform itself, the innovation is a two-edged sword, facilitating trade in and out of Australia.  Controlled atmosphere technologies are not exclusive to Australian exporters.  The Committee was made aware that one very perishable product, asparagus, is coming into Australia by sea from Mexico.


Many different types of packaging have been developed to extend shelf life, reduce the risk of spoilage and/or improve the quality of the product.  The Committee is aware that a number of these technologies are already in commercial use.  Others require further industry participation and investment.  The Committee recommends that:


(30)	the Commonwealth Government liaise with exporting and transport industries to facilitate the commercialisation of research and development into packaging designed to extend the shelf life of perishable products, while maintaining product quality.





Taxation issues


The 1997 Review of Business Programs (the “Mortimer Review”) reviewed the impact of indirect taxes on exporters and concluded that, as a result, Australian companies were losing export market share.  The Mortimer report quoted Treasury estimates of an additional five per cent costs to exporters due to the impact of indirect taxation.�


Specific criticisms of the current tax regime came from a number of primary industries concerned about its impact on industry competitiveness.  The Australian Citrus Growers voiced its concern about the impact of an increase in sales tax rates for fruit juice containing not less than 25 per cent Australian content following a decision to remove partial sales tax exemption.  The industry body representing citrus growers said that this move, together with the reduction in tariffs from 30 per cent in 1988 to five per cent in 1995, had destroyed Australia’s frozen concentrate orange juice industry.�


The imposition of wholesale sales tax was also criticised by winemakers in Victoria who indicated that the wholesale domestic tax on wine in Australia (26 per cent plus "State liquor licence fees") acts as a disincentive to the development of small and new wineries.  This served to act against the need for continual innovation and diversification in the wine industry to maintain industry character and vigour.  Impediments to industry performance include the compulsory compliance paperwork, uncertainty about sales tax and, payroll tax.


The Queensland grain industry supported the view that indirect taxes presented an impediment to growers.  As an example, it was suggested that growers could suffer a �$30-50 000 loss and still pay $20 000 indirect tax on production inputs.  It was also said that the diesel fuel rebate should not be removed.  Other industries that nominated tax issues as an impediment to industry performance and exports included hardwood timber companies in Victoria and the Australian Dried Fruits Association.


�
The Committee notes that the Government is currently reviewing existing taxation arrangements and recommends that:


(31)	a major outcome of reforms to the tax system should be a reduced tax burden on export products, thereby improving the competitiveness of Australian primary industries in overseas markets.





Australian Anti-Dumping Arrangements


In a more liberalised trading environment, it is imperative that protection is maintained for local producers against unfair dumping of imported product onto the Australian market.  The Uruguay Round agreement allows governments to act against dumping where there is material injury to the competing domestic industry.  The government must be able to show that dumping is taking place, calculate the extent of the dumping and show that the dumping is causing injury.


Australia should continue to operate within the rules to protect our producers and processors from unfair trading practices of other nations.  Despite this, the anti-dumping provisions in the WTO are seen as impractical among producers.  The Anti-Dumping Authority (ADA) processes (prior to recent changes) were perceived as being too slow and cumbersome.  A major milk processor said that while it has faced dumping from time to time, it has not initiated anti-dumping action and told the Committee that it was futile for the company to prove that it had suffered damage after the damage had already occurred and could not be repaired.  The company said anti-dumping action can take them out of the market place and it could not afford to do this for any period of time.  It was suggested that anti-dumping procedures should be more proactive and effective, particularly in light of the practice of other countries in continuing to subsidise their products.  Again, there was a popular perception that Australia has taken the high moral ground when it comes to trade issues, at the expense of its local industry.


On several occasions the Committee heard producers complain that Australian anti-dumping legislation is seen to be contrary to the interests of local industry and weighted in favour of importers.  Dumping and material injury are often difficult to establish, particularly when it is necessary to acquire pricing information from overseas.  It was claimed that other countries have anti-dumping measures which make it easier for local business and government to initiate action against Australian producers.  For example, the Committee was told that the canned fruit industry in the US is protected by continuing anti-dumping action against Australian product which is maintained on the basis of complaints from US domestic producers without any real evidence of dumping occurring or damage to US producers.


The Committee notes the announcement on 24 February 1998 by the Commonwealth Government that Australia’s anti-dumping arrangements have been revised.  Under the new arrangements, interim duties can be imposed after 60 days, the time taken to reach a final finding has been reduced to 155 days and the ADA will be abolished.  The two investigative processes - by the ADA and the Australian Customs Service - have been combined into a comprehensive investigation and consultative process to be undertaken by Customs.  Customs now provides a statement of essential facts at day 110, giving industry full opportunity to examine the facts of the case as seen by Customs.  Industry responds by day 130 and the investigating officers then consider the response, providing a recommendation to the Minister by day 155.


The Committee also notes that the Government's scheduled inquiry into anti-dumping under the Competition Principles Agreement will be delayed to allow implementation of the new arrangements. 





Conclusion


There is little sense in pursuing intensive market access negotiations to open markets for Australian products if businesses are unable to compete in international markets due to high costs incurred in the supply chain.  Australian farmers are generally regarded as being among the world’s most efficient primary producers.  Post farmgate inefficiencies have been highlighted to the Committee as areas where significant improvements could be made to enable Australian primary produce to become more competitive on international markets. AQIS inspection charges are a common concern among exporters, whose competitors in many instances are not subject to full cost recovery for the equivalent service in their country of origin.  Other inefficiencies identified by exporters include labour, transport and taxation issues.  The ineffectiveness of anti-dumping arrangements was also a common source of complaint.





Much of the responsibility for these issues ultimately rests with government.  However, it is essential that industry is involved in reaching solutions to the problems.  Partnerships between industry and government have improved the efficiencies of AQIS services.  Obviously there remains scope not only for further improvements in AQIS but also in labour and transport markets, taxation and anti-dumping policies.  Neither the government nor industry can progress these issues alone.
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