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ECONOM C AND MARKETI NG | NFLUENCES ON FUTURE AN MAL PRODUCTION IN AUSTRALI A

MJ. TAYLOR

| NTRODUCTI ON

Agriculture in the Australian econony

Despite a doubling of output, agriculture has declined froma 25 per cent
share of the economy in the immediate post-war period to around 5 per cent in
recent years. Agriculture's share of exports have fallen from 80 per cent to
around 40 per cent in the sane period. However, the total contribution of agri-
culture and the agriculturally related industries (input supplies, financial,
transport, processing and marketing services) is still approximtely 20 per cent
of the Australian econony.

Price trends

The econonmic factors influencing production changes are both domestic and
international. The nost significant matters in recent tines have nearly all been
related to the overseas situation because the prices paid for alnost all our
broad-acre industry products are determined either directly or indirectly on world
mar ket s.

There has been a long-term downward trend in the prices paid for agricul-
tural products; and variations in prices paid for products over quite short tine
periods are very significant. Food products produced in Australia received above
trend prices for a period in the fifties, and again during the seventies. There
has been a rapid price decline below the trend for nost products in the 1980s.

Production trends

Qur long termprice trend probably reflects the fact that the growth' in
supply has exceeded growth in demand. Both in inporting countries and in com
peting exporting countries, production growth is the major factor affecting the
demand and prices for Australian agricultural exports. Both devel oped and
devel oping countries are continuing to increase food production at a faster rate
than popul ation growh.

Gowh in agricultural output has been fostered by some devel oping nations
adopting nore liberal -policies within their domestic economes: (e.g. China), and
others making substantial investments in infrastructure support and new technol ogy
adoption (e.g. India). |In some developed countries, particularly the European
community, United States and Japan, continued production growh is primrily
stimulated by their artificial agricultural support policies inducing unecononic
producti on.

Macroecononic  factors

In addition to these prinmary econom ¢ deterninants of demand for Australia's
agricultural products, short term price noverments and long term production
devel opnents are being increasingly influenced by broad macroeconomic factors.
Fiscal and nonetary policies, through their effects on interest rates, inflation,
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exchange rates and economic growh rates, have a significant inpact. Changes in
these factors result in large volatile price novenents. These novements reflect
the short term inelasticity of the underlying demand and supply responses.

The energence of macroecononic factors as a mmjor influence on future pro-
duction is related to three devel opnents. Firstly, production is beconing nuch
more dependent on purchased inputs with the cost of these production factors being
deternined largely outside agriculture. Secondly, farmers are increasingly
adopting capital intensive technologies and increasingly financing such technol o-
gies through debt. Thirdly, farm output is tied to an increasingly interdependent
world econony and this sector is now much nore sensitive to macroecononic devel op-
ments.

| NTERNATI ONAL  TRADE | SSUES

The value of trade in agricultural products expanded rapidly in the 1970s to
a peak in 1980, but agriculture's share of total trade has continued its long term
decline. Developed countries, particularly in North Anmerica and Western Europe,
accounted for nost of the increase in export volumes of agricultural products
during the 1970s. In these countries, agricultural policies have tended to
encour age production and-discourage domestic consunption.

Agricultural trade problens of the 1980s have resulted from the conbined
effects of the worldw de economic recession and agricultural polices in the mgjor
devel oped countries. These policies in the developed countries have protected
their domestic producers from declining international demand for agricultural
products and denied the benefits of lower prices to their consuners. This has
further reduced world prices and shifted the burden of adjustnent dispropor-
tionately on to lowy protected; efficient producers in exporting nations heavily
dependent on world narkets.

The recent trade and macroecononi ¢ devel opnents represent a crisis in inter-
national agriculture that is conparable with the depression of the 1930s. In
response to this crisis, the Australian Governnment has been pressing in a range
of international fora for a reduction in protectionist policies for agriculture.

PROTECTI ONI SM

Protectioni st programres artifically raise the returns from conmodities,
, stimulate excess production and, if passed on to consumers,reduce consunption of
, the protectedconmodity. These policies give rise to additional costs both to
the country applying them and internationally;

Al'l devel oped countries, subsidise their producers, but Australia does so
only to a minor extent.'. In the European Community and Japan,support is primarily
del ivered by consumer. transfers; in the United States it is funded mainly by
taxpayers through budget contributions.

“The underlying goal of all.these countries has been to shield their pro-
ducers from foreign conpetition. The direct costs of these policies to consuners
and taxpayers is over AS200 billion per year for devel oped countries. Recent work
by Australians has focussed ondrawing the attention of the nmjor international
powers ‘to.the substantial costs they bear internally fromthe msallocation of
.resourcestoward their protected agricultural sector.

Japanese agricultural policies are estimted to cost Japan as nuch as
$10,000 nillion per year (1 per cent of gross domestic product). In conjunction
with simlar policies in South Korea- and Taiwan'they are estimated to have
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depressed world ruminant meat prices by as much as 9 per cent. The BAE estinmated
that in the five years to 1984/85 the European Conmmunity policies had resulted in
Australia foregoing alnost $1 billion in export earnings from agriculture and had
increased unenploynent by nearly 1 nillion persons in the European Community.

MARKETI NG FACTORS

In Australia, producers and governments alike are recognising that inter-
national conpetitiveness depends on each of the links of the production and
marketing chain. The nultiple marketing and production stages involved in the
delivery of agricultural products to final consumers in Australia and overseas
all represent opportunities for inprovement, nodification, and the addition of
services that will add to conpetitiveness of agricultural products.

Increasingly, the share of the consumer dollar expended on food is asso-
ciated with services and activities prior to or beyond the farm gate. For sales
within Australia the farnming sector accounts for only one-third of the consuner
food dollar. Innovation and inproving performance and economic efficiency in
these other areas is just as inportant to success as on farm inprovenents.
Significant opportunities exist for inprovenents in the transport, storage and
distribution of agricultural products. Marketing chain costs of many products are
i ncreased by State and Commonwealth Governnents and their agencies. It is essen-
tial that these bodies assess and review options for inproved performance. The
Royal Commission into Gain Handling and Storage is but one exanple.

VWHAT DCES MARKETING MEAN AT THE VI CTORI AN DEPARTMENT
OF AGRICULTURE AND RURAL AFFAI RS?

John Naughtin*
WHAT BUSINESS |'S DARA | N?

This seemingly innocuous marketing type question produces sone fundanental
consi derations about organizational direction. Organizations evolve in response
to changing economic and political conditions. Restructuring, amalgamation,
divestiture, and takeovers are often means of inplenenting such change.
Departnents of Agriculture in most States have undergone some ngjor changes in
recent times. In this climte of change and in this audience it is worth asking
"what i S our business?".

The view of the Victorian Government is that DARA is not only a scientific
department concerned with the application of research, developnent and extension
skills and regulatory activities to enhance productivity in rural industries.

The emphasis has now been placed on DARA as an econom c devel opnent departnent.
Econonmic devel opnent inplies a concern for the performance of the whole of the
industry," including handling, packaging, distribution and narketing. This trend .
is consistent with the much wider role that is being inposed on DARA in recent
years with priority being given to concerns like nmarketing, rural affairs and nore
recently food purity.-'

DARA is now in the business of agricultural industry devel opnent. Conse-
quently we-are concernedwith econonmic efficiency in all aspectsof the functions
undertaken by our industries and not least, the marketing function. The contrast
with the traditional Departnent of Agriculture> can be easily overstated, but. the
change in enphasis is considerable. It is.a change which has created both excite-
ment and concern in staff, and has significant inplications for career devel opnent,
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SOMVE MARKETI NG CONCEPTS OF RELEVANCE

Most people concerned with animal production, particularly research and
extension officers, were brought up in the scientific culture which has a
different value system and ways of thinking from the marketing culture. Marketing
is concerned with some very qualitative issues |ike changing tastes and pre-

ferences of fickle consuners. It is concerned with economic issues like efficient
performance in the storage, handling, transport, distribution and selling of pro-
ducts, It is also concerned with strategic planning for market share, product

positioning, product mx, rate of return etc.

Some inportant concepts include the following: (i) marketing is concerned
wi th what the product is and what it does for the consunmer - the product is not
sacrosant; (ii) the product has different meanings for different custonmers - we
need to be aware of market segnentation possibilities; (iii) an awareness of
the qualitative shifts which occur in the markets; (iv) the evolution of market
segnents over tineg; (v) the fact that market dominance arises from some net
conpetitive advantage; and (vi) that sustained conpetitive advantage arises from
conmi t ment, persistence, strategy and resource allocation.

THE ESSENTI ALS OF MARKETI NG

An analysis is required of the following: (i) market; (ii) customner;
(iii)  conpetitors; (iv) trade situation; (v) the conpany narketing the
product ; (vi) .economics.

Critical decisions are required on selection of the market, policy
concerning the product, appropriate pricing, distribution and promotion. Note the
| evel of planning and resource conmitment required in all this. The marketing
plan or strategic plan becomes a critical feature of how a company proceeds with
product devel opnment.

DARA'S ROLE IN MARKETI NG

DARA's contribution to industry devel opment stens fromits know edge and
skill base, research and devel opnent capacity, and its regulatory functions. |f
we consider an agricultural industry in national or state terms as roughly
equivalent to a large firm conpeting in export markets, then in marketing terns,
mich of the work in product devel opment, market research, nmarket information,
conpetitor analysis and inprovement in transport and distribution systems is done
in the public sector, including Departnments of Agriculture. This .is especially the
case in smaller industries where there is no existing marketing organization.

1f some of the marketing functions are performed in the' public sector, then
it is essential that close links be established with exporters and farmer groups.
This can be difficult, but has nostly worked well in Victoria, DARA staff need
to accept both the role of intense interaction with other industry groups, and the
project orientation inplied. The objective is an applied industry devel opnent
project involving a team approach across a whole industry.

The key to a marketing project is a strategic plan or marketing plan. A
strategy is produced on how an industry wll develop and market existing or new
products in terns of the marketing decision framework. The plan will specify in
detail how producers, exporters, wholesalers, DARA etc. will develop the product
and narket.

A strategy involving some of the outlined principles has been evolved in
Victoria for the table grape industry and the pear industry. W hope to evolve,
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an appropriate strategy for sonme of our animal industries.
MARKETI NG OF WOOL
John O Connor *
WHAT ARE THE | MPORTANT |SSUES IN MARKETI NG WOOL?

The market faced by Australian wool growers differs quite markedly from those
faced by producers of other inportant conmodities. Australian wool growers provide
28 percent of world wool production, and 52 percent of world wool trade. These
figures understate Australia's position because we provide 40 percent of the
world's apparel wool (fibre dianeter less than 30 nicrons) production and around
75 percent of world trade in apparel wool.

This donminance in the market allows the Australian industry to do two things
which other industries cannot do. Firstly, it makes possible the Reserve Price
Schene, which makes the Australian Wol Corporation the largest single factor in
the world wool market and allows it to stabilize prices over time to a significant
extent. The Scheme is concerned with medium term stability and does not have an
identifiable effect on the long term position of wool in its market. Secondly,
the dominance of the Australian wool industry makes it potentially profitable to
pronote wool in apparel. There is little point in the Australian industry. pro-
moting sugar worldwide: the benefits would accrue largely to other producers:
There are linited opportunities for pronoting Australian wheat, but the amounts
which can usefully be spent are small. By contrast, the Australian wool industry
will spend about $180 million this year on promotion (including a governnent
contribution of $35 million). Mst of this is spent jointly with other exporters
throughthe International Wol Secretariat, but Australia provides around 70% of
the total expenditure.

There is increasing evidence that this nmoney is well spent, in that it
returns to Australian wool growers an ampunt greater than their outlay. Yet such
evidence as is available suggests that the long term future of wool in the world
fibre market will be determined not primarily by the success of our pronotion
activities, but by the nost fundamental factor of all: price - or, nore
conpletely, price by quality or value for noney. This point is best illustrated by
exanmining the conpetitive position of wool in the fibre markets. For 15 years the
ratio of wool prices to synthetic fibre prices has shown no identifiable trend and
it has fluctuated around 3:1, but that ratio does not appear to be changing. Yet,
and' this is the point, when wool prices fall causing a drop in this ratio, the
quantity sought by the world textile industry increases substantially and quite
quickly. A simlar but opposite effect follows increases in wool prices and the
ratio. Wol prices are more volatile than synthetic fibre prices, and are
therefore more likely to cause a change in the ratio. In economsts' ternms,
therefore, the.Australian wool industry faces a very elastic demand curve despite
its market dominance, and any reduction in the cost of producing wool wll result
in a solid response in terns of the amount of wool we can profitably sell. = Put
more sinply, the revenue earned by the Australian wool industry is very sensitive
to the efficiency with which we produce and market our wool, and the evidence
suggests that this efficiency is a nmuch nore inportant factor than our efforts in
promoting wool. Thus it is those who succeed in increasing efficiency in produc-
tion,  distribution and transport who nake the nost inportant contribution to
marketing Australia's wool (and other inportant commodities) not the advertising
and PR people. Unfortunately, it is fashionable at present, particularly anong
politicians of both the parliamentary and agricultural varieties, to assume the
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reverse ranking.
CURRENT [ SSUES IN WOOL MARKETI NG

Two issues which have attracted nuch interest in recent times are objective
measurement and the devel opnent of the wool processing industry in Australia.
They are also likely to be inportant issues for a considerable tine.

The further devel opnent of objective neasurenent for wool is considered to
be inportant for two mmjor reasons. For processors, wool is a very inconvenient
fibre to handle, particularly conmpared with its clean and uniform najor com
petitors, synthetic fibres. As a natural product, wool will never be able to
fully close the gap, but we hope to reduce the cost of processing it sufficiently
to obtain some increase in the 3:1 price ratio. The second purpose of objective
measurement is to assist the developnment of a more efficient wool marketing
system  Marketing systems which require buyers and sellers to travel to a central
location to present and inspect the commdity are necessarily relatively
inefficient, yet they continue to be prominent in agricultural marketing,
particularly in Australia for wool, neat and horticultural produce. The single
factor which prevents cheaper "sight unseen" marketing systems is the ability to
objectively describe the product. If and when we can objectively describe wool
as we can wheat and eggs, wool marketing processes wll be cheaper.

The weakness of the Australian dollar since early 1985 has increased talk
about, and even action in, the development of the early stage wool processing
industry in Australia. This is not surprising given that Australia already had
a nunber of advantages over nost countries in this industry. The fall in the sa
i ncreased those advantages by reducing the cost of Australian capital and labour
inwrld terms. A point I want to make on this issue is that again politicians
and others have their perspective wong. Wile there is nmuch talk about the
devel opnent of the processing industry, the additional earnings from that industry
will be nuch smaller than the additional earnings from the increased wool produc-
tion which is resulting from the same inpetus, namely the reduced val ue of the sa..
This illustrates the broader point that it is probably Australia's existing
industries which will play the magjor role in ending our balance of paynents pro-
bl em rather than the much tal ked about new manufacturing industries which are
notably slow to appear.. Those involved in agriculture in any capacity should not
fear for their relevance to the national 'econony.

MOVI NG THE MEAT | NDUSTRI ES INTO THE 1990s
D. Phillips*
| NTRODUCTI ON

To maintain or inprove our financial position both at home and abroad,
Australia's red nmeat (beef, lamb 'veal and nutton) industries will need to reach
levels of efficiency and marketing which place us in a strong position vis-a-vis
our conpetitors. The inportance of our overseas markets is illustrated by the
fact that over 50% of Australia's beef, veal and nutton and nearly 20% of -our
| anb production was exported during 1985/86. On the donestic front, even though
the red neat industry accounts for 74% of the domestic neat market, sales of red
meat have met stiff conpetition from the white nmeat (poultry and pork) industry,
in recent years. From 1982 to 1986, per capita consumption of red neat fell
3.0, kg while per capita consunption of poultry rose 3.2 kg (AMLC 1986).

*The Australian Meat and Livestock Corporation, P.O Box A498, Sydney south,
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The need to be conpetitive, increasing cost pressures and the introduction
of new technology will move the Australian red neat industry towards greater
rationalisation, specialisation, integration and centralised boning. New
marketing and product devel opments will increase demand for |ivestock which neet
very specific market requirements and can be supplied continuously. Initiatives
such as Aus-MEAT and CALM are indicative of a response to this. They assist
industry movenent towards specialised production for identified market niches.

CURRENT | NI TI ATI VES
AUST- MEAT

The Authority for Uniform Specification of Mat and Livestock provides the
means for the establishment of a national system of product description based on
obj ective carcase neasurenents. It facilitates the rapid conveyance of market
signals from consumer to producer, provides for sight unseen trading and shoul d
increase product consistency, thus hopefully increasing customer satisfaction.

AUS-MEAT is a quality assurance system which relies on industry self
regulation. It is supervised by a National board elected by the industry. Area
managers accredit abattoirs and nonitor their quality control prograns.. They
also provide industry training, run national carcase conpetitions and handle
trade conplaints. Accredited abattoirs maintain a quality control program run
by certified staff, they adhere to a Code of Practice for trading in carcases and
provi de feedback information to producers.

The description |anguage used by AUs-MEAT i s based on carcase wei ght, fat
thi ckness, dentition, sex, bruising and a muscle or visual score. This inforna-
tion is passed back to producers in the form of feedback sheets and forwarded
along the marketing chain to wholesalers, retailers and inporters via carcase
tickets, carcase brands or carton |abels.

An accurate description system tied to product price, wll give the Iive-
stock producer/processor the incentive to produce/process the nost desirable
animal for a particular market. For the producer, increased enphasis nust be
given to better livestock handling, direct delivery to abattoirs using the appro-
priate genotype and the selection of breeding stock on econonic performance.

Equi pnent trials

The high cost of data collection and its analysis in abattoirs is being
reduced through the inplementation of automated equipnment. Larger abattoirs have
moved towards conputerised data collection on their slaughter floors. In sone
cases this has included the electronic neasurenment of carcase fat depth.

The AMLC has devel oped' and provided to industry a software package AMIS
(Aus-MEAT | nformation Systenm), to facilitate the analysis of collected carcase
data. . The primary objectives of aMIS are to facilitate feedback sheet production
and to lead the industry into grid selling,

Gid selling involves awarding premunms and discounts to carcases based on
obj ective nmeasurenents which give sone indication of yield of sal eable neat and
meat quality. It is the ideal neans of relaying information to the producer on
specific market requirenents. Feedback sheets will enable producersto conpare -
their carcase information fromdifferent abattoirs and over tine.

A nunber of other managenment aids including an extensive costing system are
al so provided.
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CALM

Conput erised Aided Livestock Marketing provides an alternative to the tradi-
tional nethods of selling livestock with the aim of increasing industry efficiency.
CALM uses the aus-MEAT | anguage and al |l livestock sold using the CALM system are
slaughtered in accredited abattoirs with carcase neasurenents nonitored by
AUS-MEAT Area Managers.

Implications

Some of the inplications of these initiatives for producers, processors and
researchers are as follows :

Firstly, producers will increasingly face price grids and tighter specifica-
tions based on objective carcase measurenments and assessments. Increased carcase
wei ghts, reduced bruising and stress, increased carcase yield and year round
supply are obvious consequences of cost pressures in the market place. Throughout
Australia, much greater specialisation of beef production will occur as narkets
are identified for the types of stock that can be reared in different environnents.

Secondly, the processor will be faced with increased rationalisation as
automation, specialisation and integration have their inpact upon the industry.
Cost efficiencies through such things as centralised boning will be facilitated by
AUS-MEAT. Geater enphasis will be given to product branding as processors,
whol esal ers and retailers are guaranteed more consistent |ivestock and/or product,
through tighter specifications, nade possible through AUS-MEAT.

Finally, the researcher will need to direct his/her attention towards those
factors which will aid the movenent of the nmeat industry into the 1990s and
beyond. Wth respect to AUS-MEAT, areas requiring attention include :

a better understanding of the |inks between carcase and neat
quality and factors such as age (dentition), fatness, nuscling
and neat and fat colour;

practical nethods of neasuring carcase quality including neat
and fat colour, tenderness and yield of saleable meat; and

ani mal breeding and production evaluations which specify what
mar ket destinations are being targetted.

CONCLUSI ON
MJ. TAYLOR

Marketing innovation will play a critical role in animal production in the
future. John Naughtin, discussed the new approaches to marketing being devel oped
in the Department of Agriculture and Rural Affairs in Victoria. These approaches
were pioneered in the horticultural industry but they now are being applied to the
animal industry. The approaches are obviously fashionable, novel and will inpact
on the role of the CGovernnent scientists in the future;

John O Connor, from the Australian Wol Corporation, provided a contrast by
| ooking at promotion through the inportance of price of wool relative to its ‘com—
petitors. COher popular issues such as further processing in Australia and objec-
tive measurement were also raised but he stressed the overriding inportance of
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ensuring efficiency of production rather than relying too much on pronotion.

The paper by David phillip of the amLc provides another narketing angle by
| ooki ng at objective neasurenent of carcases through Aus-MEAT and the rel ated
Conputer Aided Livestock Marketing (CALM. These represent technical innovation
in marketing of neat which could considerably reduce costs in neat marketing.

M/ objectives in this contract is to put together papers which present some
of the current approaches to innovation in marketing. | expect that all of these
approaches will be relevant to nost of this audience to greater or |esser degree.

Monitoring and assessing economic devel opnents, and nore investment in
marketing as well as on farm technologies, will be crucial to future animl produc-
tion. In ny view this sector of the Australian agriculture econony will continue
to grow but the share of the total econony will probably decline. Qur prospects
will depend on those producing and marketing products being able to out-
perform Australia's international conpetitors in all areas including nmarketing
requi rements, product quality, and reliability of supply as well as price.

Technical innovation will remain a critically inportant elenment in the
future of animal production in Australia and is of continuing inportance to the
growth and development of the Australian agricultural econony. Adoption of nore
efficient production nethods eases the production constraints inposed by limting
resources and reduces the marginal costs of production. Benefits of technical
change accrue to those farners, and countries, who adopt new innovations first.
Countries adopting innovations that inprove their relative conpetitive position
will succeed in the international market. Those that do not will be faced with an
intensifying cost price squeeze as the ‘economic inmpact of the innovators works its
way through the international agricultural econony.
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