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Australian Dollar

FDI
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Free Trade Agreement
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Horticulture Australia Limited
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Managed Investment Scheme
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Research and Development
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WTO
World Trade Organisation
1. Introduction to this submission

Horticulture Australia Ltd (HAL), on behalf of the Australian horticulture industry makes this submission to the Department of Foreign Affairs and Trade Review of Export Policies and Programs who have called for pubic submissions and comments relevant to the review of Australian export competitiveness in an enquiry called by Minister Crean.

HAL is a company owned by the horticultural industries, limited by guarantee, which provides research and market development services to the Australian horticulture industry. HAL works with 44 national industries plus numerous state regional and stakeholder bodies as the approved organisation to manage the investment of $80m p.a. of levy, government and private and funds in projects that deliver research and marketing benefits to the horticulture industry.

This submission identifies some preliminary information and views that the Australian horticulture industry would like to raise for the consideration in the review. This includes an outline of the Australian horticultural export trade and the general issues facing the development of horticultural export trade. 

HAL looks forward to maintaining a dialogue with the export review team on the topic of Australian export competitiveness and any aspects of the review that may impact on the Australian horticulture industry.

Enquiries regarding this submission and contact on the issues raised may be addressed to:

Market Development Issues: 

Wayne Prowse, Export Development Manager, Horticulture Australia Ltd, 

Tel: 02.8295 2318 Email: wayne.prowse@horticulture.com.au  

Market Access Issues:

Stephen Winter, Horticulture Market Access Coordinator, Horticulture Australia Ltd

Tel: 03.9832 0787 Email: market.access@horticulture.com.au 

2. Importance to export trade to horticulture

The Australian horticultural industry is valued at $6.9bn and is third in size to meat and grains within the agricultural sector. The industry consists of fruit, vegetables, nuts and nursery products. See Attachment 1 for more detail.

Export of horticulture products generally include primary (principally fresh) fruit, vegetables and nuts, flowers and nursery products as described by HS categories 06, 07 and 08 valued at $756m in 2006/07 and may also include processed horticultural products category 20 (total combined value $1,024m.)  These products account for approximately 10% of total horticulture production at farm gate value. 

The export of primary horticultural products has increased barely $50m in last 10 years. The total growth of products driven by Almonds, Citrus, Macadamia Nuts and Table Grapes has exceeded $200m however has been offset by $150m decline for other products such as Apples, Pears, Cauliflower, Asparagus and Frozen Vegetables.

In general terms, in the international marketplace, Australian horticultural exporters have been faced with:

· A strong dollar;

· Phytosanitary market access restrictions

· Restrictive high tariffs in markets with protectionist international trading policies.

· Increased international competition from southern hemisphere suppliers (including South Africa and Chile);

· Development of a highly competitive, interconnected global marketplace which favours higher volume and consistent quality lines of produce; and

· Changing consumer preference (eg decline in the acceptability of some Australian grown fruit and vegetable varieties, though also the increased acceptance of other products); 

The following graph illustrates the major trends in horticultural exports and imports that show the decline in exports since 2001.

Figure 1: Global Horticultural Trade of Australia 
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3. Some notes on key points

Export Competitiveness

To compete in the international arena Australian horticultural exporters must be cost competitive to be profitable. An important factor is that labour in Australia is a high proportion of the value of production. Producers and exporters need to continually address supply chain costs with a view to reducing them to compete successfully in the international marketplace. Australia is a very small player (less than 1%) in the world horticulture trade and does not have a competitive advantage in management, marketing, distribution or packaging. Innovation and new technology is needed. Southern hemisphere suppliers (eg Chile) with their combination of low labour costs, high production volumes and technology best practice pose strong competition to the Australian industry in northern hemisphere markets.  
Export Profitability

The sustainability and profitability of most businesses and industries today depend on applying the best appropriate technology to produce better quality products at prices customers are prepared to pay.  Australian producers are arguably more efficient than many competitors however not enough to offset the higher minimum wages in Australia.  Processing in Asian countries is often cheaper than Australia. With a strong domestic market in Australia, profitability at home is often higher than in export markets and this is a disincentive to develop export competitiveness until the trend to greater import volumes drives domestic prices down in future and encourages further focus on exports.

The need to maintain export profitability in these circumstances is a powerful driver to productivity and efficiency in the industry. It also means in the short term producers must look beyond domestic market profitability when making decisions about long term export development.

The following table illustrates the difficulty Australia faces in supplying export markets with labour intensive horticultural products. 

Table 1 Daily Field Labour Cost Major Summerfruit Producers ($US)

	Summerfruit Producer
	$US/day

	China
	2.50

	Chile
	10.00

	South Africa
	10.00

	New Zealand
	90.00

	Australia
	120.00


Prepared by AgEconPlus from various primary and secondary sources 

Exchange Rates  

Export profitability is also greatly influenced by the value of the A$ against other currencies and current government policies and programs can have little if any impact. Increased value of the A$ makes product less competitive in some export markets and exporters face the challenge of being competitive in one market one year and not profitable in the same market the next. Supply discontinuity does much to damage a consistent reputation of ‘brand Australia’ and is incongruent with modern high value, integrated supply systems.  Consequently many Australian horticulture exporters compete in opportunistic ‘spot’ markets in preferred export destinations rather than develop long term business with the more modern and sophisticated supply chains.

Figure 2 shows the correlation between Australian horticultural exports and the AUD:USD exchange. Export values were highest in the period when the AUD value was lowest. 

Figure 2
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Future horticulture exports from Australia must be able to service sophisticated markets at less cost with higher and more consistent quality fruit.  This means growers must lift quality and supply volumes and partnerships of industry and government must work to take costs out of the supply chain.

Market Access

Phytosanitary market access is the greatest single obstacle to the expansion of the horticulture industry’s export performance. Currently the overall extent of this constraint is probably of the order of half again (around $400 million) of the current level of fresh horticultural exports (around $800 million) i.e. Australia has an annual export potential for primary horticulture of $1.2 billion with appropriate market access. Considerable effort and attention is being given by the industry to this area and additional government support would add to the effectiveness of current efforts. 

Research and Innovation

Research and development, innovation and new technology are very important elements in any strategy to increase the international competitiveness of Australian horticulture. A foremost area is market access related R&D that is required to contribute to new and improved market access outcomes, and where the primary challenge for the industry is funding.  Supply chain investments are also needed and industry has been prepared to back export development with R&D in this area (eg: cold storage technologies for longer distance sea freight).

4. Commenting on the issues raised in the review paper

The following questions correspond to the topics for input and comment, which are found in Part C of the Invitation for Submissions. Only certain most relevant questions are answered. The response here is provided for purposes of the public document. The industry is willing also to respond with additional detail in camera and provide confidential support material if so required.

C1.       General  

	Q1
	What have been the drivers of Australia’s export performance in recent years?



	A
	Horticultural exports are driven by both supply and demand factors and economic viability compared to the domestic market. 

Almonds, macadamia nuts, citrus and table grapes account for 80% of the last 10 year horticulture export growth. The worldwide increase in demand for nuts has driven investment in Almond and Macadamia industries to expand production for export markets. Similarly counter seasonal demand for navel oranges and table grapes has driven investment in these industries although distribution has been curbed due to lack of phytosanitary market access.

On the negative side increased competitive supply of apples, pears, Brassica vegetables such as cauliflower and broccoli, and asparagus has accounted for 80% of the decline as Australia has become less competitive in these products mainly due to the increased exports from China and a high AUD.




	Q2
	What factors are influencing the future global trading environment and what are the future opportunities and challenges for Australian business?



	A
	Horticultural exports from Australia are often shipped long distances, at high costs, restricting the markets available and reducing profits through loss of quality, saleable weight and discarded produce. Opportunities exist for export growth of more perishable produce when new technologies are developed for shipping long distances and maintaining superior shelf life.  

There are opportunities for growth in markets with border restrictions where greater government assistance is afforded to address market access and post border restrictions. 

Government driven programs that provide linkages between trading partners plus market intelligence to guide production and supply response would drive efficiencies and supply capabilities to open new export opportunities through a holistic approach. 

Accordingly, it is important that industry and government work in partnership to improve all elements of the export supply chain from producers to consumers ensuring that Australia maintains a viable horticultural export sector.  




	Q3
	What outcomes can be realistically achieved through trade policies and programs and what are the most appropriate indicators of effectiveness?



	A
	Trade policies and programs are not viable if they do not address market access and the fundamental competiveness of Australian export businesses (labour costs, productivity, etc). The EMDG scheme for example encourages many NEW exporters who, in the horticultural sector at least, end up competing with existing exporters for the same markets. Programs that actually encourage collaboration to build more effective supply chains with longer lines of consistent quality fruit, resulting in regular contracts rather than spot selling are more effective measures of success. 

For example the Australian citrus industry has a successful model developed in partnership with government that makes use of HAL’s Export Efficiency Powers. The program has the supporting legislation that drives the collaboration of several exporters to supply a dedicated supply chain with longer lines of consistent quality fruit to meet the market needs. The Australian citrus industry’s program has resulted in sustained export success in the USA at prices favourable to all those involved in the trade, especially growers. The legislation used to support this integrated supply chain program must not be allowed to unravel.




C2.       Structural and supply side factors 

	Q4
	1. What factors are inhibiting Australian businesses from exporting, for example in areas such as infrastructure – transport and energy – and skills and labour? 

a. What has been the impact of specific factors on the export performance of particular sectors?  Provide detail on the scale of any impacts.   

b. What action could be taken to address these factors?



	A
	There are a number of such factors that inhibit exports, including the following: 

· Prohibited or difficult to achieve phytosanitary market access in potentially very important horticultural markets eg China, South Korea, Japan, USA and others. Potential market impact is around $400m. Ongoing trade access initiatives are required; 

· Periodic market access closures eg Taiwan with a loss of $15m trade in fresh fruit p.a - improved government to government  interaction is needed; 

· Long distances to Europe and USA markets so that some fresh produce needs to be sent by air if they are to arrive in marketable condition eg summerfruit, cherries, mangoes - R&D and a holistic approach to the export supply chain including freight forwarder and shipping companies is required; 

· Export costs and charges including those levied by AQIS (relatively minor in the big scheme) but also government compliance costs associated with all three tiers of government in Australia - these should all be reviewed on a regular basis;

· Inappropriate availability of suitable sea containers and also air freight capacity results in exporters missing customer deadlines and deteriorating product quality;

· Lack of export capability or long term commitment to export by producers comfortable with the domestic market - skills and training required and there is very much a role for government in this area; 

· Need for increased market research to identify niche market opportunities which are not accessed by traditional trade arrangements - this is partially, though not fully, addressed through individual industry R&D initiatives, and government support would also contribute; 

· Need for a cooperative or regional approach and economies of scale to ensure profitability and sustainability to secure longer lines of fruit and pack it at a competitive cost to a supply chain;

· Impact of drought and lack of water impacting both quantity and quality of exportable products - water reform and climate change strategies needed; and

· Availability of labour to support horticultural production.




	Q6
	What is the contribution of innovation to improving export performance and international competitiveness?  How can export-focused innovation be encouraged?  What actions could be taken to improve Australia’s technological competitiveness?  



	A
	Innovative Research and Development to continuously improve Australia’s quality of produce is essential to maintain a competitive advantage in markets dominated by high volumes of similar products. Innovation in variety breeding, packaging, shipping practices and marketing all play a role and there needs to be greater incentive in the form of profitable returns to increase the effort by individual companies.

Innovation, as represented by market access related R&D is essential to address the primary barrier to horticultural export growth, which is phytosanitary access. R&D will support phytosanitary access requests with the necessary evidential technical data and will also facilitate agreement to new or improved phytosanitary access protocols. 

Horticulture is making steady progress with new and innovative R&D but much more remains to be done and the industry faces a funding constraint to reach its potential for market access through R&D.




	Q7
	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?



	A
	The export of fresh horticultural produce is substantially constrained by the requirement of achieving and maintaining phytosanitary access. Phytosanitary access is only achievable in the context of and under the approach mandated to WTO members through the SPS Agreement. Its primary features include mostly lengthy phytosanitary assessments and access negotiations between exporting and importing countries. Most quarantine access authorities in the world have a prospective workload which is substantial and growing and which they have difficulty in handling expeditiously, other than in terms of processing a limited number of access requests at any one time. 

The system is designed, from the perspective of the importing country, to provide adequate protection, based on scientific assessment, against new pest and disease incursion and spread through new or current trade. It is important for WTO members to find ways of ameliorating trade obstructive features of this system, consistent with the maintenance of suitable protection against phytosanitary risks through a science based approach.

Sanitary issues are a further area of regulatory impact on horticultural produce exports. For example the international situation addressing chemical residues is complex, meaning prospects for improvements will be slow and subject to various regulatory considerations and approaches across a number of countries and international bodies. Furthermore some retail operators are implementing lower MRL’s to the country’s standards as a competitive advantage for consumers and this must be addresses at collective industry or government levels as exporters face a “comply or do not supply” attitude.  


	Q8
	To what extent is the relative profitability of export revenue vis-à-vis domestic revenue a factor in determining firms’ ongoing commitment to export?



	A
	Relative profitability is a significant factor to the commitment to export. 

Businesses that achieve better returns in the domestic market have a disincentive to export regardless of clear messages that it takes time to establish export markets and that the domestic market will at some stage in the not too distant future become over supplied.

For example the Australian apple industry achieves domestic prices significantly higher than achievable in Asian markets that were once core export markets for the industry sector. Only in small niche markets within the UK are exports remaining viable for specific varieties. Consequently of 240,000 tonne apple production in Australia, less than 5,000 tonnes (2%) is exported.  




	Q9
	To what extent has strong economic growth in the domestic economy impacted on export performance in recent years in specific areas?



	A
	Domestic economic growth has been a factor however the drought conditions, cyclones and other weather conditions have also driven prices up in the domestic market. The higher domestic prices, and the higher value of the AUD in the last 6 years has meant that export of fresh produce is less attractive and a lack of long term commitment to export means that growers chase the higher return regardless of long term market consequences. 

 


C3.       Trade negotiations and market access issues 

	Q10
	Are Australia’s trade negotiating priorities and policies suited to contemporary international competitive conditions?



	A
	Australia’s trade negotiating priorities are represented by the global trade negotiations under the Doha Round as well as by a group of mostly bilateral FTAs.

Australia rightly places a priority on the Doha Round as the only vehicle for trade access negotiations on a global basis. Australia appears an active participant in the Round in support of competitive outcomes in Australia’s interests.

Australia has a limited number of FTA negotiations either completed or currently in hand. From the viewpoint of horticulture, these cover Australia’s major trading partners with certain exceptions to date, some of which are ‘under study’ to support a decision whether to proceed or not into negotiations.

Australia needs to progress FTA negotiations to achieve access under conditions similar if not preferably also superior to those our competitors are achieving under their FTAs. Failure to do so in a timely and competitive fashion will put Australian exports at a serious disadvantage. 

Australia needs to concentrate its trade negotiating resources on negotiations with countries likely to result in significant improvement in bilateral two way but not unilateral one way trade. From the viewpoint of horticulture, the current Chile FTA negotiations fall into the latter category.

While Australians will agree that maximum national benefit should be the national objective, it is likely that several ‘FTAs’ into the future may only be negotiable if less than ‘fully comprehensive’. Accordingly the question needs to be addressed and answered whether some benefits from a ‘FTA’ negotiation are better than none or even losses in comparison with competitors in the absence of a FTA.


	Q11
	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?



	A
	Negotiating policies or approaches are likely to be highly specific to the times and circumstances of negotiations. It is crucial that the government and government agencies improve interaction and communication with stakeholders, and particularly with the range of industries, so that the assumptions behind policies and approaches, and the negotiating strategies which are developed, are reflective of commercial requirements and realities at any one time or circumstance.


	Q12
	How significant are tariff barriers vis-a vis behind the border barriers to trade such as discriminatory domestic regulations and standards in terms of their impact on exports and international business activity?



	A
	There should be no downgrading of Australia’s efforts towards the removal of tariff or similar border barriers, as such barriers are clearly trade impacting and are measurable.

Behind the border barriers are more opaque and more difficult to negotiate in terms of seeking preferential access for Australia where the barriers are common to all import suppliers as is usually the case.

Nevertheless there are some significant other than border barriers. For example particularly where phytosanitary access or food safety regulations may be applied in fashions with are judged to be excessive or out of line with international regulations from a trading partner perspective. Protection of IP rights could also in certain circumstances represent a behind the border issue for horticulture.


Multilateral trade system

	Q14
	Are multilateral 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?



	A
	Trade negotiations need to achieve trade generating outcomes, as the Round itself acknowledges. The jury must be out on whether the Doha Round will achieve this. For example, just diminishing the ample ‘water’ in the tariffs and subsidies will do nothing for trade generation. Neither will adoption of a wide spread set of exemptions or special circumstance considerations for certain countries or groups of countries. Nevertheless all parties to the Round will at some stage have to judge whether some gains are better than no gains at all which would be the case in the event of Round failure.

There are no current alternatives to the pursuit of Round outcomes. There are no alternative structures in place to achieve comparable or even partially equivalent results. Any such alternatives are likely to be less than comprehensively multilateral.


	Q15
	What emphasis should Australia place on building coalitions with like minded countries to enhance its leverage and influence in WTO negotiations?



	A
	Australia already has involvement through the Cairns Group as a major coalition to support many of Australia’s objectives under the Round. Australia can also benefit from interaction with Cairns Group members, which also belong to other coalitions. Australia is a member of various smaller ad hoc groups addressing particular Round issues from time to time.


	Q16
	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?



	A
	It is essential that government and government agencies improve their dialogue and interaction with Australian industries to understand the opportunities for new market opening and access, and to better judge the roles that government and the industries can take in effectively pursuing all forms of market access. This comment is applicable to all trade relevant features of the WTO.


	Q17
	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 efforts?



	A
	All WTO members have an obligation to seek to improve the WTO’s effectiveness. The primary question for Australia should be whether such activities and efforts, as anticipated, would be justified in terms of likely outcomes and timespans, and the appropriate use of Australia’s resources. To the best of knowledge, no such assessments or proposals in this area appear to have been made. 

To present judgement, it is thought that use of resources in the context of the current and prospective batch of trade negotiations and in the key area of improving dialogue and interaction with industries to support these negotiations would be a superior use to any diversion of resources to the currently undefined area of the WTO’s effectiveness. 


Free Trade Agreements

	Q18
	Do free trade agreements support our trade interest including by providing us with a useful platform for securing market access?



	A
	Free trade agreements are a potentially important platform for securing improvements in market access. Whether they support Australia’s trade interests will best be shown in post event terms by estimating what portion of subsequent growth in trade may be attributable to the FTA concerned. Pre- event, it is essential that Australia undertake an in-depth strategic analysis of the anticipated pros and cons of a free trade agreement in order to make a judgement on probable net benefits of pursuit of any FTA. Such analysis would best go beyond the usual detail of analysis, which is available through public studies.


	Q19
	Have Australia’s existing FTAs had an adverse or positive impact? Provide information and analysis to support your viewpoint.



	A
	Any reduction in tariffs achievable through FTAs will be positive and worth pursuit. After the event these reductions can be assessed by reference to the benefiting parties as to the value of the reduction. In more general terms however, it is difficult to distinguish FTA ‘impact’ from other on-going economic factors impacting on trade. 

The picture is far from strictly bilateral as for example other FTAs may come into force and impact the target market and Australia’s competitive position. It is clear that in certain FTAs Australia’s negotiators have achieved lesser outcomes than have the negotiators of Australia’s competitors, inevitably leading to loss of Australian market share.


	Q20
	How should the WTO system be factored into future policy approaches to bilateral and regional trade agreements?



	A
	Market access outcomes under the Doha Round are almost certainly likely to be inferior to those achieved at least under those FTAs, which have ultimate free trade though liberalised border access as their objective and outcomes. However Doha Round outcomes can fill in some gaps and do more. 

In particular multilateral negotiations cover areas such as subsidies and export credits that, in the absence of unilateral actions, are basically best negotiable at a global or multilateral level. The implication of this observation is that both multilateral (Doha Round) and bilateral (FTAs) negotiations are needed, as both are ultimately directed at trade generation in various ways.


	Q21
	What benchmarks/criteria should Australia apply to future FTA negotiations to ensure they maximize our national interest, including by fostering a strong multilateral trading system?



	A
	Trade liberalisation through FTA negotiations alone is a patchy approach where the winners are likely to be those counties that are adept at negotiating speedy and effective FTA access outcomes with their principle trading partners. Single FTAs will not of themselves produce a strong multilateral trading system but merely offer a number of building blocks towards that picture. FTAs should be pursued for reasons previously given, and particularly as in comparison to the Doha Round they are likely to secure superior bilateral trade generating outcomes.

Australia’s national interests in the FTA context are best supported by in depth analysis based on consultation with stakeholders, particularly industry who are the generators of trade, regarding objectives and net benefits to the Australian industries. Australia’s national interests should not be restricted by any commitment or adherence to any particular philosophical stance on trade which abstracts from industry issues and impacts.


	Q22
	What countries might be considered as future FTA negotiating partners and why?



	A
	Australia is correct to consider the case for FTA negotiations with countries such as Korea, Indonesia and India. However at least two of these countries are likely to be variously opposed to comprehensive trade liberalising outcomes. This is also currently evident in on-going FTA negotiations with Japan. 

Australia will need to consider whether it is prepared to enter or pursue negotiations with such countries from the perspective that this fundamental issue will arise, and that outcomes from such negotiations will only most likely be possible at less than free trade outcomes. The EU is another entity with which Australia should enter such negotiations and where it would be faced with this same issue. 

While Australians will agree that maximum national benefit should be the national objective, the question needs to be addressed and answered whether some benefits from a ‘FTA’ negotiation is better than none or even losses in the absence of a FTA. This is the very same question which will be faced for the Doha Round and where no fully free trade outcome is conceivable.  


	Q23
	What balance should Australia seek between achieving ambitious and comprehensive FTAs and securing agreements with countries that are less ambitious in the near term yet would result in commercial gains and political benefits?



	A
	To maintain international competitiveness it is essential that Australia seek maximum national benefit from whatever opportunities may arise through negotiation of both ‘full’ and ‘partial’ FTAs according to the circumstances. 

Commercial gains should be the foremost consideration. If there is also a sacrifice to the commercial base, pursuing FTAs for ‘political’ benefits should be considered only very carefully. Political benefits are likely to be much more ephemeral than commercial impacts. 


	Q24
	What are the possibilities of developing regional trade agreements which might build on existing bilateral FTAs? What steps might feasibly be taken to encourage the development of regional trade agreements?



	A
	Regional trade liberalising agreements are most likely rare events. The most obvious precedents close to Australia are the agreements negotiated and under negotiation by various countries with the ASEAN as a regional organisation. However even in the case of negotiations with the ASEAN the exercise appears in varying degrees to revert to negotiations with the individual ASEAN parties. 

Some of these ASEAN negotiations, such as the Australia-New Zealand ASEAN FTA negotiations are supplemented by additional negotiations also termed separate FTAs between certain ASEAN countries and Australia.

The encouragement of additional regional trade agreements needs to be undertaken only with careful consideration of likely time and resource requirements as well as the net benefits, for priority diversion of resources to these circumstances.


Regional Efforts

	Q26
	Has APEC’s work program on trade and investment liberalisation and facilitation assisted Australia’s exports and investment? What is the most effective role for APEC in the future in terms of promoting regional trade and investment?



	A
	APEC’s work program is not well known and, as to the best of knowledge, does not appear to have been introduced and discussed with the horticulture industry.




	Q27
	What form of regional economic integration in the Asia Pacific would maximize Australia’s trade and economic interests?



	A
	The question seems secondary to the primary question whether regional economic integration in the Asia Pacific is desirable and feasible. The answer as to desirability may be yes if it were possible to achieve greater economic liberalisation and trade through such integration. The answer on feasibility is much more doubtful. 

The Asia Pacific may be viewed as a mirror to the issues which arise where a substantial multilateral negotiation is undertaken, as currently evident under Doha. Although, in the case of the Asia Pacific where the number of countries may be fewer, the range of complexities and conflicting interests is likely to be no less.


	Q28
	What would be the most effective way to promote regional economic integration in the Asia-Pacific? Under what conditions would the proposed Free Trade Area of the Asia-Pacific be worth undertaking?



	A
	‘Regional economic integration in the Asia-Pacific’ seems only a very distant goal. The difficulty of achievement of any such goal will most likely be mirrored and compounded in comparison to the on-going bilateral and multilateral negotiations. 

Without considerations in support of this concept, there is a strong case to focus on solutions and outcomes to current and prospective negotiations, rather than to open any new and confounding activities. 


C4.       International business development

	Q29
	What 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 advantages or by benefits of jumping tariff and cost barriers? Is outward investment replacing exports, enhancing exports or not relevant to exports?



	A
	To date there are minimal investments of this nature by the Australian horticultural industry. There are however some particular circumstances. For example, some exporters have joint ventures in China to process nuts grown in Australia for developed country markets. Also, while not necessarily of the nature of substantial investments, some parties are making approaches to undertake ‘cooperative’ arrangements with countries such as China for technology exchange and market development. 

Some larger grower businesses have invested in plantations for example in Africa, Argentina and China which spreads risk, supply base and cost structures and give them a longer supply window to their customers. These scenarios have little impact on replacing exports.  They are more likely to improve the competiveness of the suppliers and improve their position in the world market that may be more beneficial for their Australian operations as well. 




	Q30
	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?



	A
	An increasing feature is the involvement in Australia of companies that also have an overseas production bases. New Zealand is a particular example where some export businesses have joint ownership with New Zealand companies. There are also Asian examples such as Japanese investment in Tasmanian cherries and Taiwanese investment in stone fruit orchards. 

Parts of the horticulture industry view it desirable and are expected to increasingly encourage Asian investment in Australia to support counter seasonal supply back to northern hemisphere markets.


	Q31
	What are the implications and impacts of how Australian companies engage in international business, for example through global supply chains, ecommerce and franchising?


	A
	Within horticulture this is apparent with several packers now packing fruit under license to international brands such as Chiquita and Sunkist. There is a marketing benefit to global suppliers to be part of a year round supply chain and the use of the brand in Australia can provide opportunities for transfer of technological and marketing ‘know-how’.




	Q32
	Given the strongly growing and diversifying economies in the Asia-Pacific region, why is the majority of Australian FDI abroad directed toward OECD countries? Why is Australian investment directed to some countries and not to others? 

a. What measures – including ‘behind the border’ – could be taken to encourage the expansion of investment and participation of global supply chains in Australia’s region?  



	A
	Security, culture and history explain the reasons for existing foreign direct investment (FDI) patterns.  Participation in global supply chains will need to be on the same basis as existing export successes – i.e. the promise and delivery of a superior value proposition and this includes meeting consumer requirements, consistent fruit/vegetable/nut quality and long consistent lines. Dialogue with the drivers of international supply chains such as the global supermarket chains would be an ideal starting point for any number of Australian horticultural industries with sufficient scale and co ordination to make it work.




	Q33
	In what ways might it be possible to improve the capacity of Australian business to secure access to international supply chains and networks?



	A
	This would be supported by a cultural change towards international linkages. Current commitment to traditional supply chains may be strong and discouraging to addressing new international chains, such as direct selling to emerging country supermarkets or their category managers.

Currently, meeting specifications for new distribution channels may be seen as onerous and difficult. As has already been mentioned, programs that encourage collaboration to build more effective supply chains with longer lines of consistent quality produce, resulting in regular contracts rather than opportunistic spot selling would be beneficial.


C5.       Trade development programs and services  

	Q36
	What are the international trade development needs of the export and international business community?

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

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

c. What services are available from the private sector to address these needs? Is there any market failure?



	A
	More streamlined and effective supply chains are a primary requirement for improved trade development together with in market support for customer service. There are programs and services that have in the past addressed these issues though it would be ideal if these programs and services could be enhanced in future. 

There is considerable variation in the needs by sector and most exporters in horticulture do not have the resources for in market support to service customers in the way that competitors do. Only larger businesses employ their own in market staff, even if on a contract seasonal basis, to provide a higher level of customer service.   

Enhancement might address greater in-market support for companies collaborating together. Austrade has played a useful role in this area and its activities could be increasing towards this objective however their costs are a disincentive in the current format.

There are many private sector services, usually in the form of brokers and agents to assist, however these people often have alternative agendas for their own needs and have less support for exporter needs resulting in less than potential export sales development.




	Q37
	What measures could be taken to assist companies to become ‘export ready’?



	A
	Export development should be planned and encouraged by the Australian Government.  Success in export markets depends on a range of factors including high calibre business management skills, including understanding the requirements of business and cultural factors in respect of the export market.  Austrade does assist in these areas.

To access finance and government programs, exporters need business plans which stand up to scrutiny.  Marketing and research skills are also essential for producers in assessing options and developing strategies for their products, price points, distribution (joint ventures, use of agents, etc) and promotion.  

Unless small companies have a unique selling proposition, the major commodity product suppliers need to collaborate further to service new and existing markets with a size that is comparable to competitors. The key is how to use market information and existing government support in developing and delivering successful ongoing horticultural exports.

  


	Q38
	What are the principles that should guide the allocation of funding to support trade development programs and services? 



	A
	Collaboration between chain participants is probably a better principle than the establishment of new exporters. Encouragement through funding should be given to parties that can demonstrate positive synergies through collaboration and longevity of commitment. 


	Q39
	How are businesses in other countries supported in international business development? Do Australian businesses have access to the same breadth of service and support?



	A
	Business support varies by country however one stand out example is Chile which has become the leading southern hemisphere fruit supplier. Its horticulture industry has strong government support for trade building activities, government supported promotion offices in each major market and a well resourced export body in Santiago that shares information with exporters and works on issues that improve competitiveness.




Export Market Development Grants Scheme (EMDG) 
	Q40
	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?



	A
	In relation to the EMDG and horticulture:

· An increase in the number of exporters in the horticulture industry is not foreseen and further reduction in numbers is more likely.

· Grant amounts are most probably too little to gain any appreciable benefits.

· Horticulture is aware of very few activities that resulted in an increase in sustainability in export markets.

· The scheme is not effective in developing export cultures.

In horticulture the majority of exporters have been exporting for more than 5 years and are not eligible for support from EMDG. Conversely the EMDG only encourages newer exporters who may not be adding value to the wider industry by competing with established exporters. 




	Q41
	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? 



	A
	Yes – however if simplified it becomes easy access for funds for an overseas trip. It would be better to see collaboration encouraged with a formula that increases the funds available where two or more companies collaborate together on an export venture. A further incentive should be to encourage longevity and commitment. EMDG programs could for example be based on a 5 year program with a higher proportion returned each year to encourage longevity and consistency.


	Q42
	Should the scheme be extended and if so for how long? 



	A
	The scheme should be extended with appropriate review of its achievements on a rolling 3 year basis.




	Q43
	Are there alternative approaches to the EMDG that would deliver support more effectively or efficiently? Provide details of any models, including at the international level to support your argument.



	A
	Export development programs could be formulated that target strategic areas for horticulture (eg differentiated products into high value niche markets) based on a supply chain approach. 

Support for exporters should be based on innovation and new opportunities including collaborative efforts to build capacity and supply consistencies rather than simply a length of time exporting. 

HAL has its own industry support programs for raising the profile of Australian horticulture at trade exhibitions and some key retailers in selected markets with a focus on collaborative efforts with exporters rather than individual company support. However HAL receives no government funding for promotion and is under resources by comparison to Chile and other South American competitors.




Small and medium-sized enterprises (SMEs)

	Q44
	What measures could be taken to enhance the export and investment performance of SMEs?  What specific trade development support services are most effective for SMEs? 



	A
	Most SME’s do not have resources to service export markets – particularly in market support – so they must collaborate in some way to ensure that they have in-market support. 

As mentioned a program to assist with in-market support is necessary, however better collaboration and focus is needed to provide economies of scale for SME’s to service targeted niche export markets effectively. 

We do not want to see multiple SME’s all trying to service multiple markets and compete with each other. 




C7.       Investment promotion and facilitation

	Q49
	How is inward investment contributing to export activity?



	A
	Inward investment in some sectors of horticulture is driving some export growth however this appears limited to the high export growth industries (eg almonds, citrus and table grapes). It is not surprising that the higher export growth industries have an expanding share of Managed Investment Scheme (MIS) ownership of the supply chain which involves both overseas and local capital. 


	Q50
	What action could be taken to enhance Australia’s attractiveness as a destination for productive foreign investment?



	A
	Counter seasonal supply windows for marketing into Asian markets may attract investment from those markets seeking counter seasonal supply lines providing market access is assured and Australia is able to offer the ‘complete package’ of comparative advantages (eg management, labour supply, resource access, infrastructure, etc).  In such circumstances it would be possible for the horticulture industry and those relevant areas of government to give support to such opportunities.


C8.       Maximising the effectiveness of trade development resources

	Q52
	Are Australia’s government resources – at Federal and State/Territory levels - optimally aligned to assist Australian business take advantage of the expansion and evolution in international trade and investment?



	A
	In the view of horticulture government resources are not optimally aligned as they can be duplicative and competing with each other or simply state parochial.  


	Q53
	How do the programs/services/level and deployment of resources in Australia and offshore by the Australian Trade Commission (Austrade) and the Department of Foreign Affairs and Trade assist? What about the programs and services of other Commonwealth and State/Territory agencies? 



	A
	From horticulture’s perspective Austrade are very good at providing a contact point in a market and to represent our industry to develop promotion programs and find appropriate resources. However, due to the requirement to maintain confidentiality they may work for several clients in the same industry on essentially the same brief. 

Austrade’s charging rates ($190/ hr) are a disincentive to involve them too much, particularly as a regular in-market resource. Various state offices also tend to offer the same services.   




	Q54
	How could Australian companies become more aware of and be able to more easily access and navigate the full range of relevant trade and business development programs (with domestic and international focus) offered by State/Territory and Commonwealth agencies?



	A
	Increasing awareness of assistance is always problematic.  Links detailing the offering and case study successes on the HAL website along with presentations at industry and exporter conferences would be of value. 

Reward programs for young achieving exporters could be enhanced with sponsored opportunities for travel to international exhibitions to experience the opportunities and challenges of export market development. Such opportunities are an incentive to seek out trade and business development programs. 

 


Notes on horticulture  

Attachment 1: Summary of Australian Horticulture

Horticulture in Australia is a $6.9 billion industry.  It is extremely diverse and comprises fruit, vegetables, nuts, nursery, extractive crops, cut flowers and turf.  Total primary horticultural exports in 2006/07 were $756 million.  It is the fastest growing industry in agriculture with 17,273 enterprises.  Horticulture employs over 100,000 people, this translates to about 20 per cent of total employment in agriculture being within horticulture.

HAL members 

Apple and Pear Australia Ltd.
Almond Board of Australia
Avocados Australia Limited
Australian Citrus Growers Inc.
Australian Custard Apple Growers' Association
Australian Dried Fruits Association Inc.
Australian Lychee Growers Association
Australian Macadamia Society Ltd.
Australian Mango Industry Association Ltd.
Australian Mushroom Growers' Association Ltd
Australian Nashi Growers' Association Ltd
Australian Onion Industry Association
Australian Papaya Industry Association Ltd.
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Australian Rubus Growers Association
Australian Table Grape Association Inc.
AUSVEG
Cherry Growers of Australia Inc.
Chestnuts Australia Inc.
Nursery and Garden Industry Australia
Persimmon Industry Association Inc.
Potato Processing Association of Australia
Strawberries Australia Inc.
Summerfruit Australia Ltd.
Turf Producers' Association Ltd
Australian Asparagus Council
Australian Banana Growers Council Inc.
Australian Garlic Industry Association Inc.
Australian Nut Industry Council Ltd.
Australian Processing Tomato Research Council
Australian Sugar Plum Industry Association
Australian Walnut Industry Association
Canned Fruits Industry Council of Australia
Growcom
Pistachio Growers Association of Australia Inc.
Tasmanian Pyrethrum Growers Commodity Group
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