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1.
ABOUT GROWCOM
Growcom is the peak representative body for the fruit and vegetable growing industry in Queensland, providing a range of advocacy, research and industry development services to the sector.  We are the only organisation in Australia to deliver services across the entire horticulture industry to businesses and organisations of all commodities, sizes and regions, as well as to associated industries in the supply chain.  We are constantly in contact with growers and other horticultural business operators. As a result, we are well aware of the outlook, expectations and practical needs of our industry.

The organisation was established in 1923 as a statutory body to represent and provide services to the fruit and vegetable growing industry.  As a voluntary organisation since 2003, Growcom now has grower members throughout the state and works alongside other industry organisations, regional producer associations and corporate members.  To provide services and networks to growers, Growcom has approximately fifty staff located in offices in Brisbane, Bundaberg, Ayr, Toowoomba and Tully.  Growcom is a member of a number of state and national industry organisations and uses these networks to promote our members’ interests and to work with other industry bodies on issues of common interest.

2.
ABOUT THE QUEENSLAND HORTICULTURE INDUSTRY
Queensland is Australia’s premier state for fruit and vegetable production, growing one-third of the nation’s produce.  Horticulture is Queensland’s second largest primary industry, worth more than $1.8 billion per annum and employing around 25,000 people.  Queensland’s 2,800 farms produce more than 120 types of fruit and vegetables and are located from Stanthorpe in the south to the Atherton Tablelands in the far north.  The state is responsible for the majority of Australia’s banana, pineapple, mandarin, avocado, beetroot and fresh tomato production.  There are 16 defined horticultural regions with a total area under fruit and vegetable production of approximately 100,000 hectares. 

The Queensland horticulture industry is:

· A major contributor to regional economies and the mainstay of many regional communities;

· The largest high quality supplier of fresh fruit and vegetables to Australian consumers;

· A diverse industry utilising a range of production methods in different locations and climates;

· A resource base for significant value adding throughout the food, transport, wholesale and retail industries;

· The most labour intensive of all agricultural industries, with labour representing as much as 50% of the overall operating costs; 

· An industry with significant links to the tourism industry, providing income for thousands of backpackers and “grey nomads” each year;

· A high value and efficient user of water resources in terms of agricultural production;

· A primary and secondary source of income for many families in regional Queensland e.g. through seasonal work in packing sheds; and

· The site for a number of emerging agricultural industries including olives, Asian exotic tropical fruits, culinary herbs, bush foods, functional foods and nutraceuticals.

3.
GROWCOM’S SUBMISSION
Growcom, the peak fruit and vegetable body in Queensland, welcomes the opportunity to submit to the DFAT Export Policies and Programs Review, called by Minister for Trade – The Hon Simon Crean on February 21st 2008.

Background 

This submission focuses on Export Policies and Programs as they relate to the Australian horticulture sector which comprises some 45 fruit, vegetable and nut industries with a current gross value of production (GVP) approaching $7.0b. 

Horticulture accounts for about 25% of the total Australian agriculture sector GVP and being at the more intensive and apparently innovative end of farming activity – has achieved relatively rapid sectoral growth in recent years. However, this growth has been far from even with many industries within the sector struggling to develop beyond the domestic market.

DFAT policies and programs that help to promote growth and competitive advantage internationally - combining market access and development initiatives – are considered vital to the future expansion of the sector and complementary to emerging global developments that are independently helping to shape new supply and demand relationships for many of the “soft” staple food commodities. 

However to take advantage of new prospects for future food trade and industry profitability more needs to be done for many horticulture industries to effectively make the jump into the international arena as export progress in recent years has been modest.

Export Trade in horticulture is flat and some industries are under intense competitive pressure

Export trade in primary horticulture products reached a peak in 2001/02 at some $966m. With reference to the annual exports and imports (by value) Table 1 below, total horticulture primary and secondary (prepared and preserved) exports have essentially remained flat over recent years while horticulture imports have risen quite strongly – especially secondary (prepared and preserved) imports.

Table 1

HORTICULTURE EXPORTS & IMPORTS IN $M (2003 – 2007)

	
	2003/04
	2004/05
	2005/06
	2006/07
	% change

	Primary Exports
	729.9
	824.0
	834.9
	759.7
	+4.1%

	Secondary Exports
	259.2
	243.3
	253.6
	269.2
	+3.4%

	Primary Imports 
	573.6
	619.2
	693.5
	729.8
	+27.2%

	Secondary Imports
	418.7
	497.6
	483.7
	624.0
	+125%


Source: HAL

The flat overall situation hides the fact that only a few emerging industries are meeting the export challenge while many more traditional horticulture industries are suffering an export value decline.

Snapshot features and factors affecting the trade are as follows
Exports:

· Declining exports of apples & pears, stone fruit and vegetables (cabbages and cauliflowers) mainly to east Asia countries including China and Taiwan 

· Increasing exports of nuts (macadamias and almonds) and table grapes to Europe (Germany, Netherlands and UK) and the Middle East

Key influencing factors (in varying degrees) are:

· Drought through 2003-2007 predominantly in southern Australian irrigation regions 

· Rising A$ mainly 2005 through 2007

· Loss of market access associated with bio-security/phyto-sanitary requirements – principally into China (from about 2002 onwards)
· Alternative supplier competition from Africa and South American countries 

· Slower progress with negotiation of bilateral arrangements (preferred trade agreements) and developing country preference (DCP) arrangements - leading to loss of competitive advantage with other suppliers such as South Africa, Chile and China

· Significant and generally externally driven cost increases
Imports:

· Trend increases in imports from virtually all countries – principally China, India and Vietnam

The main influencing factors are:

· Generally low levels of tariff and non-tariff (quota) barriers to Australian market entry

· Declining industry cost competitiveness in the face of (often) dumped further processed food imports

· Relatively open quality control, compliance regulations and protocols

TOPIC FOR INPUT AND COMMENT

GENERAL

What have been the key drivers of Australia’s export performance in recent years?

Overall sectoral drivers of export performance are:

· Relative cost competitiveness – including the cost of raw materials, labour and length of supply chain

· Relative (long term) profitability as reflected in the terms of trade

· Cyclical movements in exchange rates relative to competing suppliers

· Market access restrictions – tariff and non-tariff
· Market development activity

· Innovation and research

In recent years, the key drivers of supply and demand for horticulture have differed substantially in relative importance and impact compared to other export sectors such as mining and energy.

Further, there is reason to suggest that one sector’s export performance success can be at the expense of another – when it comes to bidding for resources that are needed to achieve long term productivity gains.

It has been noted in the DFAT background paper that low productivity in the last five years appears to be associated with a less open economy – compared to the 1980’s and early ‘90s.

Whilst failure to complete the Doha round of multilateral negotiation is evidence of this, it is considered that capacity constraints in the Australian economy are currently having equal or greater impact on sectoral productivity especially where some export sectors (relative to others) do not have the “fire power” to bid for resources.

This is the situation facing horticulture

In relation to Australian horticulture:

· Cost Competitiveness has been adversely affected by the lack of reasonably priced labour – especially seasonal labour – which makes up a substantial component of grower production costs. As well, a lack of production scale associated with competing land uses close to urban areas (in some instances), higher energy driven input costs and the impact of the ‘tyranny of distance’ on freight and transport has increased operating costs. 

The impact of climate change on cost competitiveness seems likely to be both positive and negative – driving up costs and returns – but the impact is an emerging one and is unlikely to become clear until government policy in relation to emissions trading is in place. 

· Export profitability is relatively less to the extent that competing suppliers such as Chile, Republic of South Africa and China have lower unit labour costs and fewer constraints on export quality control
· Exchange rates that adversely affect competitive advantage viz other country’s suppliers are a deal-breaking uncontrollable element of the macro-economic environment. More importantly, movements in the A$ can be driven by totally unrelated sectoral activity – as currently evident with mining and energy resource demand.

· Market Access impediment whether in the form of a tariff or phyto-sanitary barrier is currently the greatest limiting factor to expanded trade in horticulture exports from Australia.
Whilst a more strategic and collaborative approach has been adopted in addressing horticulture sanitary and phyto-sanitary issues, the progress is painfully slow and this is considered to be severely limiting the capacity of the sector to adopt a more vibrant export focus – and attract resources.

Excessive reliance on the achievement of a multilateral trade outcome, while preferred in terms of minimising trade distortion, has seemingly contributed to a very measured approach to promoting bilateral (preferred trade) solutions compared to some of Australia’s horticulture’s competitors. 

Although difficult to resolve, it is also suggested that greater transparency between government and industry sectors in identifying winners and losers from free (preferred) trade and in setting priorities for negotiation would assist the process of delivering outcomes.

· Market Development programs including Export Market Development Grants (EMDGs) are specifically addressed in due course. However, at this point it is important to note that often market assistance and development programs are only as good as the strategic industry focus and willingness of all industry stakeholders including export processors - to build a more competitive export platform and shorten the supply chain. 

Some horticulture industries have successfully utilised the Horticulture Australia Limited (HAL) Export Efficiency Powers (EEP) to establish the structural unity (and address market power concerns) that underpins more effective market development programs. 

The idea that EMDG for example might be linked to industry structural unity and/or innovation will be explored further in due course.

· Innovation and Research investment has traditionally underpinned industry competitive advantage. More recently however, more horticultural industries have been faced with investing in research that addresses market access and the development of phyto-sanitary protocols.

Whilst many horticultural industries have levy mechanisms in place and have access to government matching funds, the resources needed to undertake the research to (for example) complete a pest risk analysis (PRA) and develop export protocols are generally way beyond that of most industry organisations. Similarly research funds that may help to mitigate climate change impacts including carbon foot-printing are also currently in limited supply.
It is considered that government can play a major role in expediting this research and the justification for doing so is that it is clearly an important area of market failure and where the benefit to industry and wider community is likely to be long term. 

What factors are influencing the future global trading environment and what are the future opportunities and challenges for Australian business?

Factors influencing the global trading environment of agriculture generally and horticulture in particular are essentially external to Australia and increasingly driven by macro-economic events.

On the positive side, factors and opportunities include:

· Increasing population, income and wealth of Middle East and East Asian consumers who can be expected to steadily increase purchase of fresh high protein quality foods
· Australia’s regional proximity and relative freight cost advantage into East Asia markets – specifically Singapore, Malaysia China and Indonesia

· Increasing consumer focus on environmental food safety and security which should give Australia an export advantage – all other things equal
· Given the continuing emphasis on food commodities for bio-fuel production, a much tighter supply/demand relationship and higher prices for most horticulture foods
On the negative side, factors and challenges include:

· Significant increase in energy related input and freight costs within and external to Australia, causing loss of competitive advantage into traditional European markets – relative to southern African suppliers
· Uncertain medium-term impact on competitive advantage of adverse Australian currency movements and China trade flows as a result of weakness in the US economy - the largest consumer market in the world. Further, whether Asia can drive demand growth – decoupled from the US economy is far from clear.

· Market Access restrictions and intense import competition facing key horticultural industries are working against the development of an export culture and more effective industry support programs
· Uncertain medium-term impact of climate change on horticulture input costs and farmer capacity to adopt more organically based farming practices as well as consumer responses to higher commodity prices
What outcomes can realistically be achieved through trade policies and programs and what are the most appropriate indicators of effectiveness?

With reference to the poor horticulture export performance data presented in Table 1, it would be easy to say that government trade policies and programs are not working.

However, from the perspective that government trade policies and programs can at best facilitate and support the trade and market development process, a key aim of trade policy should be to raise market trade efficiency through encouraging greater transparency and eliminate (generally inward-looking) regulatory barriers to trade.

Secondary aims (as identified in the DFAT background paper) include promoting trade education and skills, improving infrastructure and transport, and boosting research and innovation.

Although support programs that target these aims through Austrade, EFIC funding and EMDG have stood the test of time, the changing trade environment calls for some refocusing of programs – perhaps along the following lines:
EMDG Strategic Linkage - with the aim of targeting the provision of market development exploration and negotiation assistance to more specific industry outcomes, it is suggested that EMDG funding be made contingent upon demonstrating potential industry benefit by way of added competitive advantage and/or innovation – being important outcomes for sustained improvement in trade performance.

A possible model for this approach is the scoring system that is now applied to market access prioritisation (developed through HMAC) and involving a high level of industry/government collaboration. This vehicle now guides the application of resources to the market access PRA process.

Specific Market Access R&D Provision - The task of complying with phyto-sanitary aspects of market access including the completion of research to prepare pest treatment protocols has become a major one for an increasing number of horticultural industries. Further, in many cases these industries are not able to develop or are locked out of the export arena without this research. In addition such research often becomes necessary to maintain access to existing markets. 

Against this background and recognising that it is clearly an area of market failure that can negatively impact exporting industries for an extended period – it is proposed that a specific government budget provision for market access research be established – similar to the EMDG budget.

Tariff data – Austrade – One of the first ways that an exporter gets exposure to the government export support system - and the rules of trade - is when tariff data for a particular country is sought. In recent years the provision of this data as a service by Austrade has been discontinued.

It is suggested that the importance of this service and information to intending exporters and the community generally is under-estimated and should be re-introduced as an Austrade service. 

STUCTURAL AND SUPPLY SIDE FACTORS

What factors are inhibiting Australian businesses from exporting, for example, in areas such as infrastructure & transport, energy, skills and labour?

Focussing specifically on cost competitiveness, the ‘tyranny of distance’ and specific quality control requirements for fresh foods means that access to competitively priced internal and external sea container/air freight is essential – or else traditional markets will be lost to competitors. 
Labour costs for primary horticulture and value-adding are increasingly driven by the mining and construction sector and (although this is the market at work) labour is becoming an important capacity constraint that is pushing Australian horticulture costs ahead of competitors.
The impact of market based water pricing on horticulture is yet to be fully felt by many industries, but it seems certain that it will become a more important factor that in time will impact Australian growers more than competitors.

Mention as has already been made of probable climate change impacts on costs of production and the prospect that alternative, more organically based farming practices, will need to be found to keep transport energy and plant nutrition (fertiliser) costs down.

As many of these costs will be driven by the market, policies and programs need to focus on transparency and alleviating capacity constraints.

As previously stated, market access funding for PRA research and protocols development is considered a major area of market failure as well as a capacity constraint on a more export-oriented horticulture sector 

What is the contribution of innovation to improving export performance and international competitiveness? How can export-focused innovation be encouraged?. What action can be taken to improve Australia’s technological competitiveness?

Innovation in market access R&D and associated funding would make a significant contribution to a more focused export culture and ultimately export returns from horticulture.

Innovation in industry structure that facilitates more unified industry marketing including greater transparency in pricing, setting of quality standards and industry branding would assist many horticulture industries towards enhanced export competitive as well as improve the effectiveness of export market development programs. Mention has already been made of the role that HAL export efficiency powers (EEP) may play in assisting this process.

In the broader area of production innovation, it is considered that Australian horticulture is at the forefront with many countries seeking Australian expertise in management of water and farming practices.

What are the main regulatory issues affecting export performance? What action could be taken to enhance the business environment in ways that would drive improvements in export capacity? 

The main regulatory issue affecting horticultural exports relate to WTO members’ requirements in respect of sanitary and phyto-sanitary (SPS) arrangements for trade and market access. These arrangements cover export treatment and storage protocols to prevent export of pest and diseases according to science based criteria  and agreements between countries on the application and trace-back of farm based chemicals. 

Whilst the main focus of these arrangements is on protocols that minimise risk of delivering pests with imported product and maximising delivered product safety (in relation to applied chemicals), the area is complex and does not readily allow streamlining. 

As a result, the focus of action is increasingly shifting upstream - with growers being required to find solutions and demonstrate an audit trail that complies with SPS requirements.

This is considered further justification for added government support in funding market access R&D directed at pest management and export protocols.

Another key area of regulation that limits export performance is tariff and quota restrictions into various markets which, together with the harmonised tariff code, should be streamlined at every opportunity in government-to-government multilateral and bilateral negotiations.

To what extent is the relative profitability of export revenue versus domestic revenue a factor in determining firms’ ongoing commitment to export?

There is no doubt that differences in relative profitability are a major factor that can limit export market commitment - the high level of the A$ being a current limiting factor. However, it is also clear that those industries - whether by necessity or because they began with a strong export culture - need a strong support system that as far as possible mitigates against market access tariff and non-tariff uncertainty and facilitates firms’ commitment to build on past export performance.

As previously noted incentives that encourage supply chain unity in addressing export market competition are considered important in establishing competitive advantage. It is suggested that EMDG could be tweaked with this outcome in mind.

To what extent has strong economic growth in the domestic market economy affected export performance in recent years?

Strong economic growth in the domestic economy has undoubtedly affected the rate of growth in export performance for small horticulture industries that have no exposure to export. However, once an export culture is established, the commitment goes significantly further than immediate financial return that might for example be associated with a rising A$ and loss of export income relative to domestic sales.

It is well understood by most exporters that currency related movements in returns are cyclical and that once export customers are lost for reasons of expediency, they can often be lost forever.

So again it comes back to overcoming impediments to market access over the long run that helps to underpin export market commitment.

TRADE NEGOTIATIONS & MARKET ACCESS ISSUES

Are Australia’s trade negotiating priorities and policies suited to contemporary international competitive conditions?

Australia’s trade negotiating priorities are reflected in major contributions over many years through the WTO global multilateral rounds, bilateral and regional gatherings such as APEC, and the Cairns Group.

Whether the input is suited to the contemporary conditions is much harder to answer when measured against export performance outcomes and the relative success of Australia’s competitors in achieving possibly better and faster market access outcomes.

To minimise the risk of trade distortion DFAT has focused on achieving a WTO trade solution as a “first best” priority; whilst this is preferred, it is highly resource intensive and only makes sense if a WTO outcome can actually be achieved.

In relation to bilateral and F (preferred) T Agreements, Australian negotiations are currently taking place on a number of fronts with further preliminary investigation studies taking place with other countries. It is to be hoped that “one in - all in” FTA negotiations ensures that trade distortion is kept to a minimum. 

However, in the final analysis the test must be whether the negotiated outcome is in the national interest and, in relation to F(P)TA’s, whether a two way benefit is actually delivered. 

As far as the horticulture sector is concerned, serious doubt is held about the two-way benefits of an FTA currently being negotiated between Australia and Chile.

Conversely, getting an FTA started with Korea, from which there would appear be significant benefits to Australia and few dis-benefits to Korea, is proving elusive. This is a major concern considering the competitive downsides for Australian horticulture when the US-Korea FTA is eventually ratified.

What changes in Australia’s negotiating policies or approaches could be considered to reflect the changes in the structure of the Australian economy over the past 20 years?

In the absence of much greater information, there is no clear basis for suggesting that policies and approaches should reflect the changing structure of the Australian economy over the past 20 years.

Certainly there has been significant change over time in industry competitive advantage and relative contribution of sectoral trade to the Australian economy. However, the best policy and approach is the one that produces the best outcome for Australia at the time of negotiation without compromising overall stance on future trade negotiations.

As previously stated, adhering to the principles that underpin an increasingly elusive WTO outcome may not serve the national interest outcome while bilateral negotiation should deliver two-way benefits and/or no dis-benefits.

Finally, there needs to be strategic openness in debating these issues between industry and government.

MULTILATERAL TRADE SYSTEM

Are multi-lateral trade negotiations, such as the current Doha Round under the auspices of the WTO, the most effective way to open new markets and improve international trade rules?

Such global trade negotiations are the preferred approach in terms of achieving an outcome which minimises the risk of subsequent trade distortion. It is the “first best” approach. However, this only applies if an outcome is actually delivered.

Given a more rapidly changing global trade environment, the time delay until possibly gaining agreement and the questionable practicality of getting some 146 countries to agree to the final outcome, it must be seriously questioned whether Doha relevance - if and when achieved - has justified the cost. 

In posing the question, only government has sufficient information to provide the correct answer.

It might be concluded that as all other negotiated outcomes are “second-best” the continuing focus on multi-lateral is preferred over more narrow, potentially trade distorting, bilateral arrangements. 

But taking a lead from the US which has signed in the order of 36 bilateral deals (with more that are waiting ratification) it suggests the largest world economic power has doubts about achieving the desired outcome through Doha or similar global negotiations. 

One of the reasons for giving added focus and resources to SPS market access is that this can potentially deliver expanded horticulture trade - independent of Doha.

What emphasis should Australia place on building coalitions with like-minded countries to enhance its leverage in WTO negotiations?

Australia has traditionally placed a good deal of emphasis on building coalitions with like minded countries such as the Cairns group and through regional alliances such as APEC.

As an observation, it would appear that the Cairns Group added significantly more weight to the Uruguay Round negotiations than the current one which begs the question of whether the individual countries that make up the Cairns Group have as much impact as in previous negotiations.

Are there new strategies or approaches Australia could be adopting in the WTO or elsewhere to enhance its effectiveness in terms of opening new markets?

As indicated earlier in this document, it is important that government agencies,  including at the State level, liaise with industry at a more strategic level to consolidate priorities and approach in opening new markets 

The practice of encouraging industry to be ‘on tap’ to support government in the negotiating process is considered worthwhile in achieving quicker agreed decisions and outcomes.

Should Australia support or initiate proposals aimed at reforming the WTO with the aim of improving its effectiveness? What areas should be the focus of Australia’s effort?

Whilst not having specific details of reform proposals, our belief is that this must be on the table considering the extent of the WTO resource commitment, negotiation time-span and whether the expectation that such a large number for countries can agree through the WTO process is realistic.
Further, whether a finally agreed WTO outcome is worthwhile considering that the trading environment may have changed in the meantime – also warrants evaluation.
Put another way, the GDP of China has more than doubled since the Doha Round commenced when the US economy was producing close to balanced budgets under the Clinton administration and country capital accounts (which impact currency levels and in turn competitive advantage) were much different than today.

At the very least the issues must be debated with industry and decision-makers challenged.

FREE TRADE AGREEMENTS

Do free trade agreements support our trade interest including by providing us with a useful platform for securing market access?

With reference to previous comments, there is reason to believe that intended FTA’s need to be thoroughly researched before they are commenced to clearly establish whether a meaningful outcome will be achieved.
In relation to horticulture, there is concern that the FTA reached with the USA may have delivered very little and there is current concern that the FTA now being negotiated with Chile may produce competitive dis-benefits. That said, the perspective must capture national interest although as a backstop should not produce sectoral dis-benefits.
Assessments of FTA effectiveness should also take place well after ratification on the basis that tariff and TRQ reductions can take years to work through and the commercial response may be slower still where gearing up to add value is required.

Some consideration of FTA benefit in the light of possibly adverse currency movements that offset tariff lowering benefits should also take place. On the other hand, a significant appreciation of the A$ should not be used as support for FTA failure. 
Have Australia’s FTA’s had an adverse or positive impact? Provide information and analysis to support your view. 

To the extent that an FTA results in an improvement in competitive advantage for an industry, whether immediate or over time, it is worthwhile. However, for reasons outlined above, the benefits can be eroded by other factors such as adverse exchange rate movements.
Secondly the FTA justification in the first place may have been to offset an improved competitive position of a competing supplier into pre-existing Australian markets.

FTA’s ratified for example between Chile and China and the Republic of South Africa (RSA) have already adversely affected Australia’s competitive advantage,  while FTA’s awaiting ratification such as between the USA and Korea can be expected to impact a number of broad acre and horticulture industries adversely.
Some of Australia’s customers already have developing country preference with competitors, as between RSA and USA, such that the FTA will do little more than stem already occurring market share erosion (all other things equal).

How should the WTO system be factored into future policy approaches to bilateral and regional trade agreements?

To the extent that multilateral trade negotiation finally comes through, it remains an important and continuing negotiating forum in conjunction with bilateral and regional negotiations. 

The main reason is that only the WTO multilateral forum addresses trade distortions caused by production subsidies and export credits 

On the other hand, if the Doha Round achieves little in pushing the main protagonists (the USA and EU) to lower their respective support levels in these areas, then (in light of other negative aspects – time span and changing trade environment ) the WTO forum has probably delivered very modest value.

What benchmark criteria should Australia apply to future FTA negotiations to ensure they maximise our national interest, including fostering a strong multi-lateral trading system? 

The merits of any FTA need to be analysed and discussed in detail with industry prior to initiating FTA negotiations with any country. 

As a starting point it would be hoped that a basic national interest position would be based on the premise that an FTA delivers two-way benefit and no sectoral dis-benefit. However, for reasons previously outlined above, an FTA may be initiated in response to competing supplier FTA with traditionally Australian customers and there may be over-riding macro economic influences which can change the benefits of the best-intended FTA.
In the sense that an FTA is bilateral and the Doha Round multilateral, they are serving very different purposes in seeking to reduce barriers to trade.

It is possible to envisage a regionally oriented multilateral Round that might achieve more for Australia than is currently being achieved through Doha negotiations - provided that countries that are party to the Round are obliged to negotiate under WTO rules. As a member of an East Asian Round operating under WTO rules, Australia would be expected to achieve competitive gains in markets that are likely to grow in future importance.

What countries might be considered as future FTA negotiating partners and why?

Ideally all countries that currently give or are expected to give Australia a comparative and competitive advantage, such that there is a two-way trade benefit and regional proximity, compared to competing suppliers of the same products.

The question of whether the trade outcome delivers a ‘free’ as opposed to a ‘preferred’ trade outcome that is sustainable into the future also needs to be addressed as some of the ‘ideal’ countries in our region – including Japan, Korea and China – show signs of being opposed to ‘free’.

What balance should Australia seek between achieving ambitious and comprehensive FTA’s and securing agreements with countries that are less ambitious in the near-term yet would result in commercial and political benefits (long-term)?

For the most part world trade happens because of commercial benefit and competitive advantage. To the extent that an FTA delivers both of these outcomes in the national interest, whether on ‘free’ or ‘preferred’ terms, it should be supported because it is likely to deliver sustainable benefits into the future.
There is little evidence of trade agreements being built on political ties.

What are the possibilities of developing regional trade agreements which might build on existing bilateral FTA’s? What steps might feasibly be taken to encourage the development of regional trade agreements?

The concept of a regional trade block is a logical extension of negotiating the bilateral FTA’s or PTA’s arrangements with those countries in the region with whom it makes sound competitive sense. It is not an end in itself.

As suggested in an earlier response, there are a number of East Asian and ASEAN countries with whom FTA negotiations are under way.

Getting agreements into place with them individually should be the primary aim. The idea of forming a ‘free’ trade block should be secondary because it is not clear that it can deliver any more than FTA’s or PTA’s with individual countries.

There is perhaps a potential situation which might change this priority and that is if countries interested in forming as regional block are prepared to come together under WTO trade rules.

Has APEC’s work program on trade and investment liberalisation and facilitation assisted Australia’s export and investment? What is the most effective role for APEC in future in terms of promoting regional trade and investment?

As far as we are aware the APEC work program has not been a matter for discussion by Australian horticulture as there has been no horticulture industry focus on promoting regional trade and investment.

What forms of regional economic integration in the Asia–Pacific would maximise Australia’s trade and economic interests?

The concept of regional economic integration leading to the formation of a block or economic union that operated under WTO rules would have appeal.
However, as far as the Australia’s horticulture sector is concerned, it does not have priority over the negotiation of FTA’s or PTA’s with the individual countries that might make up the Asia – Pacific and /or APEC collective.

There seems no way that regional economic integration would save on the resource requirements that are needed to facilitate FTA’s or PTA’s with the individual countries. 

What would be the most effective way to promote regional economic integration in the Asia-Pacific? Under what conditions would a proposed Free trade Area of the Asia-Pacific be a worthwhile undertaking?

The most effective way to start the process of promoting regional economic integration in the Asia-Pacific would be to have a detailed government and industry discussion of the strategic benefits.
At this stage it is difficult to see how regional economic integration might deliver a better national interest outcome for Australia than negotiating bilaterally with countries in the region unless the model was based on a regional (mini) multilateral round conforming to WTO rules.
However, the fact that it involves fewer countries does not mean there are any fewer issues to be resolved.

Which factors are driving growth in Australia’s outward investment? Is outward investment motivated primarily by a drive to expand the company’s operations to achieve economies of scale and market advantage or by benefits of jumping tariff and cost barriers? Is outward investment replacing exports, enhancing exports or not relevant to exports?

As far as the horticulture sector is concerned, outward investment is limited to relatively few industries and pretty much restricted to offshore farm based investment in competitor supplying countries such as South Africa and joint ventures (JV’s) in overseas nut processing countries such as China.

The main reasons for investment and JV’s respectively are to lower costs of production and processing and gain market advantage by being closer to key consumer markets. In the case of South Africa developing country preference into other counties affords some tariff lowering benefit in exporting in to Europe.

Outward investment is replacing Australian exports but may also be seen to be enhancing exports in the sense of gaining greater strategic control over the international industry and perhaps the supply chain.

What are the implications and impacts of the increasing integration of exporting, outward investment and inward investment? How is inward investment contributing to export activity? 

The main implications and impacts are that it promotes counter-regional production and financial (macro) stability and facilitates better integration of product into the supply chain through a progressively more internationally concentrated retail sector.
Inward investment is contributing to export activity because it is indirectly creating new marketing and sales channels in those (and allied) countries from whence the investment emanates.
Currently, it is known that there is inward investment into Australian horticulture from Japan, New Zealand and Korea.

In what ways might it be possible to improve capacity of Australian business to secure access to international supply chains and networks?

The concept of offshore investment in counter seasonal production and processing is the starting point for establishing access to global distribution and retailer linkages that are looking to purchase larger quantities of specific quality and branded (food) product that is available year round and seamlessly sourced by retailers from one country or another on a tightly managed basis. 

TRADE DEVELOPMENT PROGRAMS & SERVICES

What are the international trade development needs of the export and international business community?

· Do these needs vary by industry sector, size of business, experience, stage of internationalisation and, if yes, how?

· Are these needs currently met by existing programs and service? Could existing programs and services be improved and/or new programs and services introduced?

· What services are available from the private sector to address this need? Is there any market failure?

From an industry perspective the needs are the shortest and most transparent supply chain possible that is able to feed back to upstream suppliers accurate, reliable and timely consumer response data – needed to underpin an orderly supply of consistent quality product.
Programs are available to a certain extent through education courses provided by the Australian Institute of Export and Austrade seminars and meetings arranged in conjunction with trade fairs. The private sector is active in the provision of coordinated industry production and scan data at retail. 

What measures could be taken to assist companies to become export ready?

Measures are already available to a greater or lesser extent. The starting point to becoming export ready is to understand the key elements underpinning an export culture.

They are:
· A commitment to meet customer needs that often goes beyond short term financial gain
· An understanding of export market requirements for the product

· An understanding of supply chain requirements through to the customer
· A focus on timely delivery of consistent product quality

· An understanding of the industry requirement in order to establish and build competitive advantage
In terms of horticulture a major shortcoming is considered to relate to the last point.

What are the principles that should guide the allocation of funding to support trade development programs and services?

Funding support should be contingent upon being able to demonstrate what competitive advantage means in terms of supply chain efficiency, transparency and the structural unity required to facilitate orderly marketing.
As previously stated, effective trade development depends on having a thoroughly researched strategic marketing plan that is agreed to by the key supply chain stakeholders - without it being perceived to compromise individual initiative.
A willingness at an industry level to use export efficiency powers to assist orderly marketing should be part of the package if clearly an industry need.

How are the businesses in other countries supported in international business development? Do Australian businesses have access to the same breadth of service and support? 

Yes and no. There appears to be a stronger focus on establishing an maintaining an industry market presence on the part of some of Australia’s competitors than by Australia in key consuming markets – supported by government rather than industry ‘user-pays’.

How effective is the EMDG scheme, as currently structured in the following terms:

· Increasing the number of businesses that develop into exporters?

· Increasing the value of exports by grant recipients?

· Increasing the number of businesses that achieve sustainability in export markets and generate additional exports?

· Developing an export culture? 

Answers to specific questions relating the numbers are not known, but it is considered extremely doubtful that EMDG is effective in creating an export culture as funds are essentially used to fund travel to collect export market data and talk to potential customers which is well short of developing an export culture.

Could the Scheme’s performance be improved? Could its rules including on eligibility be simplified while retaining a high degree of accountability and consistency with overall government policy?

Yes, the key suggestion is that EMDG be changed and be contingent upon meeting certain criteria or points that demonstrate an over-arching approach to collaborative orderly industry marketing that is clearly aimed at enhancing competitive advantage and raises the effectiveness of industry promotion programs.

Should the EMDG Scheme be extended? If so, for how long?

An amended scheme needs time to be assessed so it should be extended and recipients required to show how export performance and/or competitive advantage has been increased as a result of receiving EMDG.

Are there alternative approaches to EMDG that would deliver support more effectively or efficiently?

Provide details of any models, including at the international level to support your argument.

We are not aware of any specific approaches or models, but are of the view that it is possible to identify a series of market development outcomes that could be used to score market development effectiveness – including supply chain collaboration, understanding of market drivers and what has been done to address them.

INVESTMENT PROMOTION AND FACILITATION

How is inward investment contributing to export activity?

In those industries where inward investment is apparent it is contributing to a tighter vertically integrated production and marketing structure – that is facilitating more orderly industry marketing; either because of ownership concentration or through the use of export efficiency powers to set standards, better mange marketing practices and facilitate coordinated use of accurate/transparent market data.

What action could be taken to enhance Australia’s attractiveness as a destination for productive foreign investment? 

Identify the market delivery and supply chain efficiencies that might flow from product production and sourcing from Australia. It basically adds up to the competitive advantage and return on investment. If this can be demonstrated including for example innovative farming practices that support consumer preference, the investment funds will follow.

MAXIMISING EFFECTIVENESS OF TRADE DEVELOPMENT RESOURCES

Are Australia’s government resources at Federal & State/Territory levels optimally aligned to assist Australian business take advantage of the expansion and evolution in international trade and investment?

There are many examples where State and Federal governments compete in the provision of trade development resources to Australian business. While this has been the case for some time, it is not altogether clear whether duplication works against trade development efficiency. 

How do the programs, services, level and deployment of resources in Australia & offshore by the Australian Trade Commission and the Department of Foreign Affairs and Trade assist?

What about the programs and services of other Commonwealth & State/Territory agencies?

Austrade and DFAT are able to provide extremely detailed in-market knowledge to budding exporters, including research on market contacts for anyone seeking to assist market opportunity and potential, and they have served horticulture well.
Austrade / Ag councellors also in arranging and organising market development promotion programs on behalf of industry and other government service agencies – mostly on a fee for service basis.
State/ Territory export and trade agencies also provide similar services, some States having a much greater in-market presence than others.

End of Submission Questions

Comments and Responses prepared by Andrew Heap on behalf of Growcom
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