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Key Points

1. Prior to 2000 each state government held administrative responsibility for the sourcing and sale of drinking milk within its territory. The Australian Government operated national marketing arrangements for manufacturing milk. Regulation caused the industry to be primarily domestically focused.

2. In late 1999 state governments and the Australian Government agreed to the simultaneous removal of all domestic regulations relating to the supply and pricing of milk in Australia. Since July 2000 there has been no regulated price support for Australian dairy production.

3. Deregulation of the dairy industry was intended to facilitate the development of an internationally efficient and competitive industry. Deregulation achieved this by encouraging farmers to become more efficient in their production of raw milk and by making processors become more innovative in product development and marketing.

4. Deregulation has also ensured that local market returns are open to international market price movements; we are now seeing record world prices for dairy commodities and, through higher farm gate prices, Australian farmers are now direct beneficiaries of high global prices.

5. To lessen some of the initial impact of the overnight withdrawal of all price support measures, in 2000 the Australian Government and industry implemented a structural adjustment package worth $A1.94 billion.

6. The Package was designed to ensure transparency, as well as to ensure that farmers were given a choice regarding their future in dairying:

· the Package was designed to grant entitlements to dairy farmers who were dairy farming on 28 September 1999 and had delivered milk in 1998-99. The Package covered a range of different farming options: owner-operators, share-farmers, lease farmers and others;

· it recognised that farmers who relied on the drinking milk markets would be most adversely affected and accordingly offered those farmers more generous payments than those who relied on the manufacturing milk sector; 

· the Package allowed farmers to choose between receiving adjustment payments and continue in dairying, or take an exit payment and leave the industry. It also assisted dairy farming communities to adjust to deregulation;

· entitlements were determined by a statutory authority – the Dairy Adjustment Authority, and payments are made by Dairy Australia Limited, the levy funded dairy industry research and development organisation.

7. The Package has been successful in helping Australian dairy farmers either adjust to the deregulated trading environment or exit with some return on their investment. Many farmers who took adjustment payments either invested these on or off farm – to assist them in becoming more efficient producers with options for future growth. Australian farmers are self sufficient and now enjoy high farm gate prices as a result of strong global demand.

8. Final payments under the Package will be made in April 2008, after which the Package will be formally wound up.

Setting the scene: the dairy industry pre-deregulation

Historically, milk supply in Australia was regulated by a combination of state and Australian Government policies. For the purposes of this case study, it is appropriate to examine industry regulation from the 1980s onwards – this is where the most significant regulatory change has occurred.

Prior to 1986 the Australian dairy industry was primarily focused on supplying the domestic market, exporting only around 26 per cent of total production. Although the industry went through regulatory changes in the 1980s, state governments remained in control of the supply of fresh milk to the drinking milk sector and the Australian Government continued its responsibility for the manufacturing milk sector into the 1990s.

Prior to the mid 1980s, price regulation in the drinking and manufacturing milk sectors was structured so that milk sold on the domestic market received a higher farm gate price than milk used in manufactured goods – largely for export. This was because the price of drinking milk was set according to the estimated cost to sustain milk production on a year round basis, which is much more expensive than producing milk on a seasonal basis for manufactured product. This imbalance was a problem – it did not provide farmers or milk processors with the incentive to grow export markets. 
 

Manufacturing milk

The Kerin Plan
 was introduced in 1986 to encourage the dairy industry to restructure and look for new export opportunities – to become internationally competitive. This was done through a manufactured milk
 export subsidy scheme, which raised export prices around 44 per cent above average world export prices. The Plan was also designed to allow for a gradual fall in support so the industry could make the adjustments and rationalisations required to become a world competitive dairy product producer and exporter.

While the scheme afforded a margin above world prices, dairy product manufacturers were essentially basing production decisions on international price movements, rather than an averaged and equalised price. These meant companies were able to realise the returns from their own production and marketing efforts.

The Kerin Plan was scheduled to terminate in 1992. However, the Australian Government decided to continue to support the dairy industry. The then Australian Government Minister for Primary Industry, the Hon Simon Crean MP, devised a plan to allow for the continuation of most elements of the Kerin Plan to 2000.  The Crean Plan also phased down the support offered under the Kerin Plan from 1992 onwards.

The Uruguay round and Australia and New Zealand CER agreement

The signing of the Australia and New Zealand Closer Economic Relations (CER) agreement was a catalyst for change in the industry. In particular, the agreement allowed complete free trade between Australia and NZ. It gave the highly efficient and export-orientated New Zealand dairy industry unrestricted access to the Australian domestic market, meaning that for the first time Australian suppliers and processors had to compete against international product on a level playing field. This proved to be a motivation for the development of further efficiency in Australian milk production.

The Uruguay round of the WTO in 1994 deemed that payments under the Crean Plan amounted to domestic and export subsidies. To comply with its obligations under the Uruguay round agreement, the Government introduced new marketing arrangements for the industry – the Domestic Market Support (DMS) scheme – designed to expose the industry to international market forces while phasing down support. The Crean Plan was stopped on 30 June 1995 and replaced with the DMS scheme from 1 July 1995.

The DMS operated by imposing two levies. One paid by manufacturers based on the protein and fat content contained in milk products sold on the domestic market (paid ultimately by consumers) and a second paid by farmers who sold milk on the domestic drinking milk market. 

Proceeds were paid to farmers who produced manufacturing milk – at a rate of less than a cent per litre. Payments under the DMS were intended to bring the Australian farm gate price of manufacturing milk up to par with the prices received by dairy farmers in other countries for manufactured milk – thus promoting exports.

The DMS was successful in exposing the Australian dairy manufacturing sector to international market forces while offering a small and declining measure of support – the DMS was designed to phase out by 30 June 2000 (see figure 1). The phased approach to removing regulation gave the industry the time to adjust and become an internationally competitive producer and exporter of dairy products. The cessation of the scheme on 30 June 2000 ended the payments to dairy farmers for manufactured milk, as well as the levy on domestic dairy product sales.

Figure 1: An illustration of the planned phase-down of support under the DMS 
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Fresh drinking milk

Prior to complete deregulation in 2000, Australia’s supply chain for fresh milk was regulated by each of the state governments. Most state governments established Dairy Authorities to control the sourcing, distribution and pricing of milk. This regulated environment was targeted at ensuring year round supply of fresh drinking milk and in effect created separate regional markets for drinking milk. 

While the details of state arrangements varied slightly between each state, a commonality was the use of production quotas or milk pooling arrangements to source drinking milk. The farm gate price of milk was set by each state government depending on the approximate annual costs of production in that state.

National Competition Policy

In 1992, the then Prime Minister, the Hon Paul Keating MP, announced the establishment of an independent inquiry into competition policy in Australia. A guiding principle of the review was that regulation should not restrict competition unless these restrictions passed a ‘public benefit’ test – where regulation was the only effective means of ensuring the public interest prevailed. A key recommendation of the inquiry
 was for the immediate review of state and Australian Government laws which restricted competition.

The ensuing review of the ‘public benefit’ of Victorian state based drinking milk regulations (conducted in the late 1990s) found that the regulations caused a negative net public benefit. Accordingly, under the National Competition Policy agreement the Victorian government was required to remove its milk pricing regulations. All other states found net public benefit in maintaining regulated prices for drinking milk.

It is important to note that Victorian dairy farmer and manufacturing representative bodies supported removal of the regulations. Through Australian Dairy Farmers Limited, the peak representative body for dairy farmers in Australia, farmers in all milk producing states recognised that complete deregulation was imminent if Victoria deregulated – largely because Victoria produced two thirds of Australia’s milk (a large portion for export) around the time of deregulation.

However, dairy farmers and processors in the other states were reluctant to give up regulation, particularly given their greater reliance on the higher priced drinking milk market. Notwithstanding this, the states recognised their own arrangements were unsustainable if Victoria proceeded with deregulation.

This was largely because Australia’s Constitution ensures free interstate trade. If Victoria deregulated it would be able to provide cheaper milk to neighbouring states and therefore out-compete local supplies of fresh drinking milk. Accordingly, all states agreed to an orderly and managed reform process, provided the Government could put together a restructure package.

In 1999-00 the dairy industry and the Australian Government negotiated the Dairy Industry Adjustment Package which signalled the end of all Government regulation of milk pricing.

The Dairy Industry Adjustment Package

Following the decision to deregulate the Australian dairy industry, both Government and industry agreed that structural adjustment within the industry should occur with the least possible disruption. Accordingly, on 28 September 1999, following consultation with industry, the Australian Government announced its intention to implement a $A1.74 billion restructure package – the Dairy Industry Adjustment Package (DIAP). The DIAP remains the largest package provided to an Australian agricultural industry to assist with structural adjustment pressures.

Design of the DIAP

The DIAP originally comprised three programmes: the Dairy Structural Adjustment Programme (DSAP); Dairy Exit Programme (DEP – which later became Dairy Type Grants); and the Dairy Regional Assistance Programme (DRAP). These programmes were designed to give dairy farmers choices for their future: to either position themselves to operate in a deregulated environment or to exit the industry with some return on their investment. The DRAP was set up to assist communities that were dependent on dairy farming to cope with structural adjustment.

In 2000 the Australian Government established a statutory authority – the Dairy Adjustment Authority – to administer the DSAP, which is the largest component of the DIAP. In particular, the Authority determined the eligibility of individual farmers to receive adjustment payments as well as the value of these payments. 

To be eligible for DSAP payments a person needed to be a dairy farmer on 28 September 1999; the use of this date ensured that only farmers who were farming under the formerly regulated system received payments. Eligible farmers would receive quarterly payments over 8 years (a total of 32 quarterly payments) starting July 2000. 

Farmers did not have to own their dairy farm to be eligible for DIAP payments – farmers could be farming as share-farmers, lease-farmers or owner-operators. This reflects the concerns of industry and Government that to be successful, the DIAP needed to provide adjustment payments to all dairy farmers.

In recognition that deregulation would have a more dramatic impact on farmers who sold milk to the more heavily regulated drinking milk sector, the DIAP was structured so that farmers who were reliant on this sector received higher payments compared with those who sold their milk for use in manufactured goods.

Government considered that as consumers would benefit from deregulation through lower retail prices, it was appropriate that consumers fund the DIAP. Accordingly, the DIAP is funded by a retail levy imposed on the sale of drinking milk – at the rate of 11 cents per litre. 

Proceeds of the levy are kept in a trust fund held by Dairy Australia Limited, the levy funded dairy industry research and development organisation. Dairy Australia Limited is also responsible for making quarterly payments to entitlement holders, based on advice from the Authority. 

To ensure transparency it was important to keep the levy funds under the control of an entity separate from the entity responsible for making eligibility determinations. An electronic register of entitlement holders and payment details is held with a third party provider which also strengthens the transparency of the DIAP.

Entitlements under the DIAP were capped at a maximum of $A350,000 per farmer. While the average payment was around $A55,000 per farmer, farmers in New South Wales, Queensland and Western Australia received much higher average payments because of their reliance on the more heavily regulated drinking milk market. Based on the national average entitlement of $A55,000, the average dairy farmer receives $A6,875 each year (over eight years) in four quarterly instalments of $A1,718.

The programmes under DIAP

Dairy Structural Adjustment Programme – $A1.63 billion

This is the major element of the industry restructure package, with expenditure to date of $A1.62 billion. Payment rights under DSAP were determined in 2000 by the Authority. Payments under the DSAP have been made to farmers on a quarterly basis over 8 years, ending April quarter 2008. Farms were eligible for a DSAP payment if they were operative at the time of the national deregulation agreement on 28 September 1999. Farms which had ceased operation before this date (or entered production afterwards) were ineligible for any payment right.

DSAP payments are fully decoupled from future milk production and entitlements are based on production levels of individual farms in 1998/99. Once granted, an individual’s entitlement is not affected by any subsequent change in their status as a dairy producer (or their level of milk production). A farmer retained their entitlement if they subsequently exit the industry (unless they took an exit payment under the DIAP).

As at 1 January 2008 $A1.62 billion had been paid to farmers under DSAP to 29,934 eligible farmers.

Dairy Exit Programme – $A30 million

Farmers who qualified for a DSAP payment, but who chose to leave the industry within two years of deregulation, were eligible for exit funding under the DEP. The maximum value of this one-off exit payment was $A45,000. To qualify, farmers were required to first sell their interest in their farm and then withdraw from agricultural production for five years. If a farmer chose to take an exit payment when exiting the industry, the remainder of their DSAP entitlement was relinquished.

The DEP closed in 2002 – 141 farmers received payments worth a combined total of $A5.92 million. 

Following the closure of DEP, it was decided to continue the exit programme under a new programme, Dairy Type Grants (DTG). This was because although the DEP was underutilised, exit support was seen as necessary while the industry was still going through adjustment. Funding for the DTG continued from the original allocation of $30 million to the DEP.

The DTG closed on 30 June 2007 – 35 farmers received payments worth a combined total of $A1.21m.

Dairy Regional Adjustment Programme – $A65 million

In addition to direct farmer payments, $A45 million was set aside to assist communities adjust to the economic impacts of deregulation. There was a $A20 million extension of DRAP was provided in 2001. Under the DRAP, individuals or groups in affected regions could apply for one-off grants to assist in the establishment of viable alternative economic activities to dairy. Applications for the DRAP closed in 2004.

There were 344 entities granted payments under the DRAP, worth a total of $A63.6 million at 1 January 2008.

Extension of the DIAP – the $A139m Supplementary Dairy Assistance scheme

Deregulation affected the incomes of all Australian dairy farmers. However, the impacts of deregulation were greatest in the states where drinking milk traditionally accounted for a large share of total production. 

In late 2000 a study by the Australian Bureau of Agricultural and Resource Economics (ABARE) identified that the impacts of dairy deregulation had varied significantly across different regions of Australia. Producer incomes had fallen significantly in the drinking milk states (New South Wales, Queensland, Western Australia), as prices paid for daily drinking milk deliveries under new contract arrangements were well below the previous regulated price. Industry exits had been greatest in these regions. 

By contrast, in states where dairy manufacturing and export account for the major part of production, average farm gate returns actually increased in 2001-02 due to the beneficial impact of higher world prices and favourable exchange rate movements.

In response to the ABARE findings, the Australian Government implemented an additional programme – the Supplementary Dairy Adjustment (SDA) Scheme. The SDA targeted dairy producers in the regions that were most adversely affected by deregulation. While the SDA had links with DSAP entitlements, the SDA also allowed a discretionary payment to be made to farmers who were not receiving DSAP payments. There were around 660 discretionary grants made under SDA. 

As at 1 January 2008, $A122 million in SDA payments have been made to 7,742 farmers. Including the extension of the DIAP in 2001 the four programmes involved total funding of $1.94 billion.

Industry Statistics – a pre and post deregulation comparison

Key points on farm numbers and production (table 1) include:

· following deregulation, the number of registered dairy farms in Australia fell by around 1,000 in 2000-01 to near 11,839. This represents a decline of around seven per cent during the year, which is roughly three times the average trend rate in farm exits over the previous five years;
 

· the number of registered dairy farms fell by 3,784 between 2000-01 and 2006-07 – a result of deregulation and drought;

· while milk production in Australia reached a high of 11,271 million litres in 2001-02, it has declined to 9,582 million litres in 2006-07 because of ongoing drought.

Table 1: Farm numbers and milk production

	
	1979-80
	1999-00
	2000-01
	2006-07

	Farm Numbers
	21,994
	12,896
	11,839
	8,055

	Milk Production (billion litres)
	5.3 
	10.8
	10.5
	9.5


Table 2: National herd size and annual milk yield

	
	1979-80
	1999-00
	2000-01
	2006-07

	Cow herd (million)
	1.880
	2.171
	2.176
	1.810

	Milk Yield (litres/head)
	2,848
	4,996
	4,859
	5,163


Table 3: Australia’s dairy exports

	
	1990-91
	1999-00
	2000-01
	2006-07

	Export value ($A million)
	712
	2,291
	3,019
	2,532

	Export volume (‘000 tonnes)
	350
	936
	903
	846


Table 4: National average farm gate price of milk

	
	1990
	1999-00
	2001-02
	2006-07
	2007-08

	Farm gate price (cents/litre)
	31.95

	29.11

	33.0
	33.2
	43.0


Key points on the national herd size and milk yields (table 2) include:

· cow numbers have remained relatively steady since 1979-80 – at around 1.8 million head; 

· cow numbers fell by around 366,000 head between 2000-01 and 2006-07, largely a result of drought; 

· the decline in farm numbers along with relatively static cow numbers reflects a period of consolidation within the industry; 

· average annual milk production per cow in 2006-07 was 5,163 litres, up by 2,315 litres on 1979-80 production; 

· on average, dairy cows in South Australia are the most productive in Australia – capable of producing an average of around 6,500 litres per annum;

· these strong productivity gains are attributable to improvements in herd genetics, pasture management practices and supplementary feeding regimes. 

Key points on Australia’s export performance (table 3) include:

· in 1990-91 exports were valued at $A712 million – they had more than doubled to a value of $A1.6 billion by 1995-96;
· Australia’s dairy exports were valued at $A2.5 billion in 2006-07, down on the previous year’s exports because of ongoing drought; 

· since deregulation the Australian dairy industry has confirmed itself as a highly productive, export focused industry. Although Australia produces only 2 per cent of the world’s milk, Australia holds 12 per cent of the world’s dairy trade by value.

Key points on Australian milk prices (table 4) include:

· in 1990 the Australian average farm gate price of manufacturing milk was 24.2 cents per litre. The national average price of market/drinking milk was 39.7 cents per litre; 

· in 1997 the average national price of manufacturing milk had dropped to 23.6 cents per litre, while the average price of drinking milk had risen to 51 cents per litre; 

· the current increase in milk prices is largely a result of strong world demand for dairy products and a shortage in global supply.

Achievements of deregulation

Deregulation has been successful in improving the efficiency of Australian dairy farmers. The overnight removal of state and Australian Government price regulations had an immediate impact on farm incomes, particularly in the states that rely on fresh milk sales. Without the $1.94 billion DIAP, it is likely that the effects of overnight deregulation would have adversely affected viable milk producers, and accordingly the long term sustainability of the industry.

This has been confirmed by a number of reports. Examples include the Agriculture and Resource Management Council of Australia and New Zealand (ARMCANZ) taskforce report on the delivery of the DIAP and the report on the effects of deregulation by the Australian Bureau of Agriculture and Resource Economics (ABARE) – both initiated in 2000. 
ABARE’s report found the DIAP was successful in easing the pressures of overnight deregulation on the industry and dependent communities. It also found consumers benefited from deregulation by a reduction in milk retail prices. A key finding of the ARMCANZ report, which was presented to Ministers in 2002, was DRAP was successful in providing employment solutions and social support services for communities in regions most affected by deregulation.

Farmers who chose to receive structural adjustment payments and continue in the industry used these funds for a number of purposes, primarily on-farm investment and debt reduction. On-farm investments included upgrades in milking and irrigation infrastructure to improve milking capacity, as well as pasture improvements to increase milk yield. Debt reduction was undertaken by many dairy farmers to increase the business’ financial flexibility. Results of a Dairy Australia survey on use of structural adjustment funds by dairy farmers can be seen in figure 2.

Figure 2: A break-down of the main uses of adjustment funds by dairy farmers
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Deregulation has forced milk processors to become more innovative in terms of product development and marketing strategies – to enable them to become more competitive for the consumer dollar against alternative products. Deregulation has allowed larger, more innovative processors to expand their businesses and thrive in the competitive market. The DIAP has allowed dairy farmers to consolidate and thus produce more milk using fewer inputs.

The overall result is that Australia’s dairy exports have remained highly competitive against the products of other exporting countries which continue to offer subsidies to support milk production. Although Australia produces only 2 per cent of the world’s milk, Australia holds 12 per cent of the world’s dairy trade by value.

The impact of dairy deregulation varied substantially across different regions. The number of registered dairy farms in Australia fell by around 1,000 in 2000-01 to near 11,800. This is a decline of around seven per cent during the year, which is roughly three times the average trend rate in farm exits over the previous five years.
 However, farm exits were concentrated in the drinking milk states, which saw farm numbers decline by around 15 per cent. In major production regions such as Victoria farm number movements were in line with five year trends.

From a national production perspective, a more significant indicator of the success of deregulation is the relative stability in the overall size of the herd in the 3 years following deregulation. This indicates that although farm numbers have declined since deregulation, remaining dairy farms are expanding the size of their herds. Severe ongoing drought has been the major cause in the falling herd size since 2005-06.

National milk production declined marginally in 2000-01. While accelerated farm exits had some effect on production, the primary reason for the decline was the down-turn in average milk yield per cow associated with drought.

The design of the DIAP

The DIAP lessened the impact of deregulation on farmers who relied heavily on the generously subsidised drinking milk market. This was achieved by the formula used to determine payment rights, which gave a higher price to farmers who sold their milk to the drinking milk market throughout 1998-99. 

The DIAP was designed as a flexible package that offered a number of targeted programmes to ensure that farmers were given the option to either remain in the industry and adjust, or exit with dignity and a return on their years of investment. The DIAP was also designed with the broader community in mind. It recognised that dairy-dependent communities would be affected by overnight deregulation, and accordingly provided generous support to assist such communities to develop new income generating industries.

After the implementation of the initial package, the Australian Government recognised there were a number of farmers who were particularly affected by deregulation, and as a result, introduced the SDA programme. This programme was successful in reducing the negative impacts of deregulation by allowing further payments to those most adversely affected by deregulation, including a discretionary payment option.

An important design feature of the DIAP was the separation of the entity that determined entitlement rights –the Dairy Adjustment Authority – from the entity that holds the trust fund for the DIAP and makes payments to farmers – Dairy Australia Limited. At the time of deregulation, both of these entities were government authorities. 
Although this design allowed transparency through the duration of the DIAP, an unforeseen complication with this arrangement was the privatisation of Dairy Australia in 2003, meaning that the Government was forced to devise new accountability arrangements to allow Dairy Australia to continue to administer the trust fund for the DIAP as a private organisation.

A further important design of the DIAP was that entitlement holders would receive their payments each quarter over an eight year period. This allowed farmers to build additional income into their budgets, and has provided them with the financial flexibility to cope with deregulation. 

The Package was designed to allow farmers to take lump sum payments in the form of bank loans, secured against their DIAP entitlements. This allowed farmers to undergo immediate capital improvements to their property.

Clear communication has been a success in the roll-out of the DIAP. Government and industry have worked closely to ensure that all farmers, extension officers, industry groups, processors and the financial sector are aware of the progress of the DIAP. Clear communication has been particularly relevant at the roll-out and wind-up stages of the DIAP.

It was important to design the DIAP in a form that was consistent with Australia’s World Trade Organization obligations. This was achieved by linking restructure payments to past levels of production, as well as ensuring that restructure payments were not linked to exports of dairy products. 

In 2004 the Australian National Audit Office (ANAO) completed a performance audit of the Australian Government’s administration of the DIAP. The ANAO found that the DIAP was implemented consistently with the Government’s policy and achieved its objectives. It also found that the DIAP trust fund was managed consistent with the legislation. 

An ANAO criticism was that planning for the implementation of the DIAP was insufficient and increased the risks associated with possible delays and high administrative costs. The Australian Government Department of Agriculture Fisheries and Forestry noted the criticism, and in its response to the ANAO outlined that it had underestimated the workload and demands on the Authority in the initial roll-out stages of the DIAP. The Department agreed with the ANAO recommendation that future programmes of this scale should include more thorough identification and analysis of risks, costs and challenges of implementation – thus enabling greater assurance of timely and cost effective programme delivery.

The wind-up of the DIAP

As planned under the enabling legislation, final payments to farmers under the DIAP will be made in April 2008. Arrangements are currently being put into place to wind up the Authority in December 2008, including transfer of residual functions to the Department. The levy that funds the DIAP will be terminated in the first half of 2009 – once all debts associated with the DIAP are brought into balance.

Further information

There is a range of web-based information on deregulation of the Australian dairy industry, the DIAP and the dairy industry in general.
Deregulation and the DIAP:

The Dairy Adjustment Authority: www.daa.gov.au 

The National Competition Council: www.ncc.gov.au
The Australian Government Department of Agriculture Fisheries and Forestry: www.daff.gov.au 

Australian Government Senate inquiry into deregulation of the Australian dairy industry: http://www.aph.gov.au/Senate/Committee/rrat_ctte/completed_inquiries/1999-02.htm 

Australian Parliament House Library, for information on the enabling legislation for the DIAP: www.aph.gov.au/library/pubs
Comlaw, the Australian Government website listing all Australian primary and secondary legislation, regulations etc: www.comlaw.gov.au 

General dairy industry information:

Dairy Australia Limited: www.dairyaustralia.com.au
Australian Dairy Farmers Limited: www.australiandairyfarmers.com.au 
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Introduction

Agriculture remains the major sector in the Thai economy. It plays important roles as the country’s base of economic and social development. Agriculture has been traditionally a way of life of the Thai people. In addition to providing the main sources of income and employment for farmer and rural people, it has supplied food and agricultural products for domestic consumption and exports. Internationally, agriculture has continued to gain net export revenue in the country’s balance of trade.

Despite of its important roles to play in the Thai economy, agriculture is facing a number of changes which generate major impacts on the sector. These can be described as deterioration of natural resources in agriculture; establishment of free trade arrangements both at bilateral and multilateral levels; price increases of factor inputs; climate changes (natural disasters, global warming); changes in consumers’ behavioural preferences (food safety, nutrition awareness), etc.  
All these changes have been challenging to sustain growth and development in agriculture.   Among these impacts, one of the most important problems remained in the rural sector is “poverty”. Hence, Thai agriculture needs to take adjustment in response to changes.

The 10th National Social and Economic Development Plan (2007-2011) has set up the policy guidelines for implementation on agricultural development. Under the 10th Plan, development strategy has outlined the adjustment target by focusing on “farmers” as the centre for development.  
For implementation, the targeted farmers have been categorized into 2 groups, i.e. Small farmers who are poor vs. medium scale or commercial farmers. The former will be developed so as to achieve self-reliance and sustainability. The latter will be developed to increase production potentials so as to become competitive under the free trade regime.  
Based on the two categories of target groups, agriculture structural adjustment policy guidelines are as follows: 

· Small farming –  farm adjustment focuses on people-centred development towards self-reliance through creating a system of resilience basing on “Sufficiency Economy Philosophy”; and
· Progressive farming – farm adjustment focuses on increased farmers’ competitiveness through crop diversification in response to changes in world demand.
Risk management policy for the agricultural sector

Considering risks involved in the agricultural production, one might perceive that the poorer producers, the higher risks should involved in their production process, marketing and thus, farm income.  This paper will discuss the role of “Sufficiency Economy Philosophy” to play on risk management for poor farmers in the process of sustainable development.

Sufficiency Economy is a philosophy initiated by H.M. the King to lead lives attaining happiness. The philosophy shows the guideline for a person to live and practice based on the “middle path” in line with one’s potentiality.  “Sufficiency” should consist of 3 attributes: 
· moderation;

· reasonableness; and 
· immunity.

In the context of agriculture, the 3 attributes embedded in sufficiency economy could be explained as follows:

· moderation in expenditure using level income as the determinant of the degrees of expending.  As a result of moderate spending, the farmer will have money left for saving;
· reasonableness to produce and consume with rationality and responsibility as having a good planning in production.  With mixed farming, the farmer can generate production activities all year round; natural resources (soil and water) could be optimally used; diversified food production thus could be available to feed farm household throughout the year; and
· immunity as to eschew excessive risk-taking from mono-cropping, money shortage, indebtedness, food safety and environmental deterioration.

The application of Sufficiency Economy to agriculture could be through an example model of “The New Theory” approach.  It is a practical way initiated by H.M. the King to help farmers manage their resources efficiently and sustainably. It serves a development guideline for small farmers to achieve self sufficiency.  
The approach promotes maximization of land use and income diversification through division of individual family farm land at the ratio of 30:30:30:10 to support a variety of economic activities.  Conceptually, the farm land could be allocated at this ratio respectively for a pond, paddy fields, fruit and vegetable gardens, and other purposes such as housing, etc.

The Ministry of Agriculture and Cooperatives (MOAC) had implemented the “New Theory” project during 1998-2001, having 10,000 farmers from all regions participated in the project.  A taskforce was established to study the project performance after its termination:

· it was found that the majority of samples have appropriately used their land and water resources efficiently.  
The division of land use has generated labour use all year round, and therefore reduced risks from weather and price variations.  Farmers have positive attitude toward the project since they have the chance of learning more about production and marketing information, as well as creating network among rural community. 
Nevertheless, it could be concluded that the key to alleviate poverty through structural adjustment should start from: 
· firstly, the farmers/farm household members to work hard and being self-reliance; 
· secondly, the appropriate production model/activities following the Sufficiency Economy principle; and

· lastly, the availability of supplementary water resource is very important factor that facilitates the success of structural adjustment in agricultural sector.
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The context for reform: Farming and the New Zealand economy prior to 1984
Background

New Zealand has a total land area of 29 million hectares, covering a broad range of latitude extending 1,600 kilometres from the subtropical top of the North Island to the cool southern end of the South Island. It is relatively isolated with its closest neighbour, Australia, approximately 1,600 kilometres to the west.

Only one quarter of New Zealand is less than two hundred metres above sea level and the landscape are dominated by hill country and snow-capped mountain ranges. Because of its location and its fifteen thousand kilometres of coastline, New Zealand has a temperate, westerly maritime climate. Annual rainfall ranges from 380 millimetres in drier eastern areas, to over 8,000 millimetres in the wettest areas of the West Coast. Although there are regional contrasts, sustained climatic extremes are rare, making New Zealand ideally suited to pastoral farming as the climate generally allows grass growth all year round.  

New Zealand has a population of 4.3 million people and is a highly urbanised society. About 86 percent of the population live in towns and cities occupying about 3 percent of the land area
. New Zealand has a large area of productive land. About half of New Zealand’s total land area (26.9 million hectares) is used for primary production (agriculture, horticulture and forestry):

· for this reason farming and, more latterly, forestry has become a specialist sector, concentrating on production for export. 

More than 90 percent of New Zealand’s agricultural production and about 70 percent of New Zealand’s annual forest harvest (round-wood equivalent) is exported. Agriculture and forestry generates about 66 percent of New Zealand’s merchandise exports, or 50 percent of New Zealand’s exports, including services. Agriculture and forestry (excluding fishing, but including input supply, processing, transport, wholesale retail and food processing) accounts for almost 16 percent of New Zealand’s gross domestic product.  

New Zealand production has been traditionally centred on sheep and cattle, and the production of sheep meat, beef, wool and dairy produce. In recent years there has been an expansion of dairy farming, forestry and horticulture largely at the expense of sheep farming. Cereal crops are grown on a limited scale, mainly to supply the home markets.  

The New Zealand economy before 1984

Agricultural production has been a significant component of New Zealand’s economy and export income for most of the relatively short history of European settlement. New Zealand used to export most of its agricultural produce to the United Kingdom, first wool for textile mills and then in 1882, with the advent of refrigerated ships (designed in New Zealand), dairy products and meat. New Zealand emerged from the Second World War with its industrial and agricultural capacities intact, in a world facing major shortages of agricultural goods.

The country grasped these opportunities so effectively that in the early 1950s New Zealand was considered to be one of the richest countries in the world on a per capita basis. New Zealand’s primary industries were also boosted by the demand for wool and meat created by the Korean War (1950 -1953) and later the Suez Crisis (1956).   

However this prosperity of the agricultural sector was threatened by far-reaching events in the 1970s. New Zealand was hard hit by the oil shocks of the 1970’s and its loss of preferential access to its traditional (and key) export market when Britain joined the European community in 1972. Many other countries increased their rates of protection for agricultural products, which prevented New Zealand primary producers from utilising the comparative advantage they had previously relied upon.

In response to this situation (and to protect consumers and producers from these events) the New Zealand government raised barriers to manufactured imports and intensified its intervention in the economy. This increasingly led to inefficiencies that multiplied and deepened. Largely to compensate farmers for artificially high input prices and low input prices resulting from these measures an extensive system of subsidies to New Zealand farmers was gradually developed.  

Assistance to agriculture 

Initially New Zealand government policies were inclined to favour the manufacturing industries over agriculture. In the 1930s there was a move to establish manufacturing industries by the introduction of a licensing system, and the imposition of steep tariffs on imported goods.  

Until the late 1960s there was no significant government support for agriculture. After this time protectionist measures for agriculture began to parallel those implemented for the manufacturing industries thirty years earlier. Over the period from 1980–1984 the level of government assistance increased considerably, fuelled by a general slump in world commodity prices.  

Price support and stabilisation programmes for farm returns 

Farm gate prices were affected by government interventions including product price support and stabilisation programmes under which the Government paid the difference between the market and the minimum price. These were historically administered by producer and marketing boards who received low interest loans from the government.  

Although the stabilisation schemes were in place from 1976 they were not used to any marked extent until 1978 when the Government created a new stabilisation scheme for pastoral agriculture known as the Supplementary Minimum Price (SMP) scheme.  SMPs where completely financed by public funds and cost the New Zealand taxpayer $505 million by 1983/84.    

These measures encouraged farmers to focus on products, which had higher levels of government support. As a result there was an increase in lamb and wool production at the expense of beef and dairying. The New Zealand taxpayer-subsidised overproduction of sheep products was however, unwanted in the international market place.

Subsidies on farm inputs

Subsidisation of the transport and application of fertiliser began in the 1930s. Other incentive schemes were available, including a generous subsidised depreciation rate, granted in the first year for buying new machinery, equipment, and for the construction of farmhouses for employees. Capital inputs were subsidised by a reduced interest rate from the, government-owned, Rural Bank of New Zealand.

Assistance to increase farm output

To increase investment in the farming sector, the government introduced the Livestock Incentive Scheme and the Land Development and Encouragement Loans. These programmes, which targeted the pastoral sector, were designed to increase the number of stock reserved for production and encourage the development of marginal or unimproved land, into pasture.  

Overall effects of government support on New Zealand farming

Government support had a profound affect on New Zealand farming. Farmers became highly dependant on government support, so much so, that by 1983 the level of support was equivalent to 35.5 percent of farmers’ gross farm income. Farmers became very vulnerable to any unpredictable changes in government policy.  

The increasing levels of support altered farm practices. Higher support for sheep resulted in an overproduction of wool and lambs – approximately one million lambs were rendered down for fertiliser as there was no market for them. As beef farming received less support, less beef was produced, even when market demand was high, this led to a loss of export opportunities.

The government’s encouragement of pastoral farming on poorer, marginal, land resulted in environmental problems, such as, erosion. Farmers used more fertiliser than was necessary (due to considerable subsidies) and also bought more plant and equipment than was required. Forestry was initially encouraged by a grant, but was later disadvantaged by changes in taxation and support for land clearance and sheep and beef farming.

The servicing sector, including the ports, meat processing plants and transport sector became less efficient as a result of the general perception that farmers could afford to pay and, as was the case with ports and NZ Railways, protection from open competition. Support was capitalised into land values which led to an increase in prices, and created a debt problem as farmers borrowed against this equity using government subsidy-supported income. 

New Zealand farmers were insulated from international prices for both the costs of farming inputs used and farm products. As a consequence New Zealand’s farming systems were not in tune with either international requirements or prices. This was an unsustainable situation for a country that exported around eighty percent of its agricultural output. The farmers were always paid, regardless of what they produced, as the government carried the risk of poor decisions. This had negative repercussions for farmers, foresters, taxpayers, and the country as a whole. 

New Zealand was once proud of its comparative advantage in international agricultural markets. But it lost its international competitiveness largely as a result of government interventions.

The need for government reforms: The state of the New Zealand economy by 1984

The government’s steadily increasing level of intervention in the economy since the late 1960s had led to a situation that was unsustainable. By 31 March 1984 a number of acute problems had to be addressed:

· the fiscal deficit (including debt servicing) had reached eleven percent of GDP (2 – 4 percent from 1960 to 1975); 
· a Balance of payments deficit close to 8 percent of GDP;
· a growing public debt problem, borrowing used to support consumption and an overvalued exchange rate  (Public debt increased 17 percent in the previous year and servicing costs accounting for 14 percent of Government expenditure);

· an overvalued (fixed) exchange rate – in support of government’s goal to control inflation. The Reserve Bank was forced to borrow externally;

· double digit inflation from December 1973 to March 1983 – artificially controlled by a general wage and price freeze imposed from June 1982 until February 1984 and reintroduced for three months in July 1984;

· low growth – average increase in real GDP 0.6 percent from 1975 to 1984 (2.7 percent OECD average). 

The reforms of 1984 onwards: What was done

In July 1984 there was a change in Government following a snap election called by the leader of the then National Government. To redress the economic crisis faced by New Zealand, the new Labour Government instituted wide-ranging and radical reforms in both the macroeconomic and microeconomic areas.   

In the economy as a whole, reforms were implemented with the aim of generating sustained economic growth and promoting efficiency. The philosophy underpinning the reforms was that of ‘the level playing field’. 
The previous tendency of successive governments to select ‘favourites’ (for example the manufacturing sector) to benefit from considerable subsidies and tax incentives, was no longer acceptable. On the level playing field all sectors would compete equally and market forces, instead of government favouritism, would determine which sectors would succeed.

All sectors of the economy were affected. One of the first acts of the new government was to announce a twenty percent devaluation of the New Zealand dollar, along with the removal of controls on all lending and deposit rates. The wage freeze was lifted in October 1984 and the price freeze lifted in November 1984 Exchange controls were removed in December 1984 and the New Zealand dollar was floated in 1985.

Broad-based tax reforms were introduced to decrease the government deficit. This involved raising average tax rates, simplifying personal tax scales and the introduction of a uniform Goods and Services Tax (GST), creating one of the least distorting tax systems in the OECD.  

The reforms included economy-wide measures including deregulation of the finance, communications, and transport sectors. Tariffs were lowered and the import licensing system was removed. Free trade with Australia expanded under the Closer Economic Relations agreement (CER) that eventually included most services and almost all goods.

The government began to disengage from commercial enterprises and reduced in size through the disestablishment of government departments and establishment of 24 state-owned enterprises (SOEs) which included transport, finance, tourism, forestry, broadcasting, utilities and service industries. SOEs were subject to the same competition laws applying to private enterprises and made accountable on a profit and loss basis.

The reforms required the central bank, the Reserve Bank of New Zealand, to set a clear single monetary policy with the aim of achieving and maintaining price stability to reduce the persistently high levels of inflation. This led to the establishment of the Reserve Bank as an independent institution in 1990.

Labour reforms were also implemented, some years after the first changes. A new Employment Contracts Act took effect in 1991, effectively deregulating the labour market with the introduction of individual employment contracts. This development allowed employers and their staff more choice in determining terms of employment.

New legislation affecting the environment was introduced in 1991 in the form of the Resource Management Act to encourage (amongst other matters) land mangers to take into account third party effects of their actions and to promote sustainable farming and forestry practices.

Reform measures relating directly to agriculture 

The agriculture sector was one of the first affected by the reform process.  In 1984 the

Government announced the disbandment of output price assistance for agricultural products. Fertiliser subsidies were abolished, as were investment and land development concessions and interest concessions for Producer Board. In addition, taxation concessions for farmers were withdrawn.  

Capital development subsidies, input subsidies, and free government services for farmers, such as, inspections and advisory assistance, were removed. Research and development progressed to an equal footing with other forms of investment. Farmers were now fully exposed to world market forces without the protection of Government interventions.  Before the reforms government interventions had absorbed market risk and insulated farmers from unpredictable market conditions.  
The transition

New Zealand’s experience shows that rapid removal of government support measures when the farming sector relies on this assistance impacts heavily on both rural communities and on the nation as a whole.

The sheep and beef sector was most seriously affected by the reform policies as it had previously received the greatest levels of support. While sheep and beef farm incomes doubled briefly in the 1984-85 period this was largely due to a favourable exchange rate and good climatic conditions, rather than as a direct result of the government reforms.

When the NZ dollar was floated in March 1985 it appreciated significantly largely due to a surge in interest rates (previously kept at artificially low levels). These factors coupled with a fall in international prices for meat and dairy products and the removal of subsidies had a significant effect on farmers’ incomes. Land prices, which had previously peaked in 1982, fell about 50%.

The weakened financial position of New Zealand farmers seriously impacted on rural towns and businesses, as farmers reduced expenditure on new plant and equipment, and ceased work on non-essential repairs and farm maintenance. This contributed to employment reduction in associated processing and production industries. Between 1986 and 1991 the number of people employed in dairy product manufacturing, meat processing, slaughtering and food preparation fell by 16 percent.

Rural communities were also affected the restructuring and centralisation of many government and private sector services, such as, post offices, railways and banks, also affected the rural sector. New land development also stopped at this time. The total area of pastureland declined from 14.1 million hectares in 1983, to 13.5 million hectares in 1995. Some newly developed marginal land reverted to indigenous vegetation or was converted to commercial forestry.

The absence of government support measures resulted in farming families taking a self-help approach with one or both partner(s) working off-farm to supplement their income. Many farmers showed their discontentment by marching in protest to Parliament in 1986 giving a clear message to the government that there was considerable opposition to many of the reforms. 

The farmers’ main representative body, Federated Farmers, were in a difficult position as they had recognised the need for reforms and had advocated for a major reform of the New Zealand economy prior to 1984. They stressed that significant reforms in other sectors of the economy were required such as labour market reform and the removal of protective measures in place for New Zealand manufacturers – however these changes did not take place for several years.

The need for transition programmes 

It became apparent that while some farm families could survive the withdrawal of agricultural support by reducing discretionary expenditure and by seeking off-farm income. But these methods were not sufficient for all farmers. The government implemented a number of transition programmes in order to assist the agricultural sector to adjust to a new economic environment determined by the international market:  

· in 1986 it introduced a debt-scheduling proposal, known as the Rural Bank Discount Scheme available to farmers who were experiencing difficulty in meeting their financial obligations. The Rural Bank wrote off part of their debt, but the subsidised interest rates were raised to market levels. The scheme operated on the understanding that other creditors agreed to a restructuring of the debts of individual farms. This scheme allowed much of the farm debt to be written off and was complemented by the Conditional Seasonal Finance Guarantee for other lenders where the Rural Bank was not involved (4,700 farmers involved - $228 million of debt written off);

· an exit package (New Start Grant) for those who remained heavily in debt and agreed to leave their land. They were given $45,000 and allowed to keep their car and personal possessions. Rural financiers supported this on the grounds that it prevented a more significant fall in land prices through reduced mortgage sales;

· social welfare payments for farming families in particular situations to covered minimum cost of living expenses and financial assistance for job seeking;

· assistance was also provided by local support groups who provided both social and financial counselling and support (many still exist today);

· partially government-funded Rural Co-ordinator service was set up to encourage local responses to opportunities as they arose. Rural coordinators helped in financial counselling and welfare assistance to farmers. This programme proved to be very successful. It also helped initiate the development of a number of non-farm activities in rural areas.

Recovery – profiting from the reforms

It is generally accepted that an economic upturn in the agricultural sector began about three years after the first round of reforms were introduced. Farmers began to recognise the value of the 1984 measures and did not seek a return to assistance programmes. Today the government provides minimal direct support to agriculture and expects the agricultural sector to make its decisions based on international competitive advantages. 

The Producer Support Estimates (which measures level of assistance and protection for producers) shows that the level of assistance to New Zealand agriculture compared to other OECD countries is now very low (see Charts 1, 2 and 3).

In late 1988 meat and dairy product prices improved. Farmers terms of exchange strengthened both as a result of the long-awaited benefits from the reforms and improving world market prices for commodities. Since the reforms the real price of farmland has increased, reflecting the improved returns to farming and is now higher than its pre-reform peak.

The pattern of farm output greatly changed since 1984 with sheep numbers dropping back to 40 million in 2006, compared with around 73 million in 1983 (34 million in 1950).  There has been a significant increase in dairy cattle numbers (from 3.1 million in 1983 to 5.2 million in 2006) with beef cattle at similar levels today as they were in 1983.  

The number of farmed deer farming has increased dramatically from 195,000 in 1983 to nearly 1.6 million in 2006. Land in horticultural has expanded steadily from 95,000 hectares in 1983 to about 120,000 hectares today. However the value of horticultural exports has increased significantly from $115 million in 1980 to over $2.3 billion in 2005, a rise from 4.4 to 7.4 percent of merchandise exports (see Chart 4). 

Sheep and beef production had seen a shift from quantity to quality with lambing percentages increasing by 25 percent compared with the levels recorded for 1984–1985, while average carcass rates have increased by a quarter. Sheep meat prices had significant increased by 2002 but have since fallen back, partly as a result of the high value of the New Zealand dollar and static prices in New Zealand’s key European and US markets. 

Key lessons learned form the New Zealand experience

New Zealand presents a case study of a country moving from a highly regulated economy to one of the most deregulated in the Western World. While operating in a deregulated economy is not easy few would argue for a return to the old days.  

It is considered that New Zealand agriculture would have benefited from better sequencing of the reforms. Farmers’ cooperation in the agricultural reform programme was strengthened by plans to remove tariffs on imported inputs. However the lowering of tariffs did not proceed as quickly as the removal of agricultural support, so farmers were affected by falling outputs years earlier than they were to experience the benefits of labour deregulation in 1990s.

New Zealand’s example showed deregulation should be ‘multi-sectoral’ and proceed uniformly across the economy. If such an approach had been implemented, farmers may not have been seen as the only contributing group and this might have lessened resentment towards the reforms. In addition, farmers would have received more immediate gains from a more general deregulation.

While there are advantages in removing all support, it was found that people and industries are more amenable to progressively small reductions in support, than having it totally removed. While it is prudent to plan for the total abolishment of support, from a political point of view it is advisable not to announce it beforehand.

Deregulation can proceed unilaterally – quantitative research undertaken by the OECD shows that the benefits of agricultural liberalisation are maximised when countries deregulate multilaterally, New Zealand’s experience is that in the long run reform does confer substantial benefits on the liberalising economy as the reformed sectors become more market-orientated and less of a burden on natural resources.

Adjustments to, and benefits from, reform are not instantaneous, while New Zealand farmers responded quickly by taking appropriate steps to increase the profitability of their farms, the return of economic growth, and reduction of general unemployment took longer to achieve.

The need for transition measures showed that certain assistance measures may be required (for a limited time) to support household consumption.

The New Zealand reform experience renewed the self-respect of farmers through their independence from government support. They are no longer reliable on the public purse and this has increased their credibility in the eyes of the general public.  

New Zealand has achieved more respect internationally in its efforts to promote fair trade.

New Zealand has shown that agricultural market support does not lead to sustainable farm and rural incomes. When a government insulates its agricultural sector from trends in the international market, inefficiencies and a loss of competitiveness are likely to occur.

Protection and support measures merely delay the inevitable adjustments the rural sector needs to make in response to changes in the use of resources, keeping current with technological developments, and social trends.
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Tables and charts
Table 1: New Zealand fiscal costs of support in pastoral agriculture 

Average for each period in NZ$ million

	June years 
	1980–84
	1985–90
	1991–95
	1996–98

	Support prices 
	209
	47
	0
	0

	Fertiliser subsidy 
	49
	9
	0
	0

	Interest transfers 
	136
	186
	1
	0

	Marketing board debt 
	132
	158
	0
	0

	Tax transfers 
	73
	54
	1
	0

	Inspection services 
	49
	46
	5.5
	3

	Advisory services 
	10
	13
	1
	0

	Research services 
	38
	54
	59
	61

	Quarantine services 
	27
	34
	34.5
	48

	Other 
	49
	76
	13.5
	3

	Total 
	772
	677
	115.5
	115

	
	
	
	
	

	Average farm GDP 
	2,356
	3,619
	4,660
	5,052

	Transfers as % of farm GDP 
	32.7
	18.7
	2.5
	2.3


Source: NZ Ministry of Agriculture and Forestry
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5.  
Experiences with agricultural structural adjustment – Chile
Ms. Cecilia Rojas Le-Bert

International Affairs Officer, Office of Agricultural Policies and Studies, Ministry of Agriculture, Chile

Chilean experience on structural adjustment policies
The agricultural sector has undergone two significant structural adjustment reforms: 
· the land reform; and 
· the trade liberalising reform.

Land reform took place between 1964 and 1973 and it was conducted through a specialized agency. CORA expropriated about 10 million hectares, an area equivalent to 59% of Chile’s agricultural farmland. A more significant reform, introduced to the whole economy, was trade liberalization.  At present this process has been consolidated.

So, the country’s economic growth since the restoration of democracy in 1990 has been the fastest in the region (Latin America), although it has not been as significant as the rates recorded in East Asia.

The support of Chile’s strong economic performance has been a set of thorough macroeconomic management and institutional and structural reforms that have led to the emergence of a market-oriented economy. The economy has become progressively more open, with a ratio of exports plus imports to GDP of about 75% that is higher than anywhere except East Asia.

Said reform began in 1974, when Chile adopted unilaterally an open trade regime characterized by low and uniform import tariffs with few exchange or trade controls. The government has continued to open the country’s markets, first by unilaterally lowering tariffs and then by concluding a series of free trade agreements:

· the uniform tariff system was maintained and currently stands at 6%. 

Since 1990, an active policy of negotiating Free Trade Agreements (FTAs) and Economic Complementation Agreements (ECAs) has been pursued as a complement to unilateral liberalisation:

· this has lowered the average tariff levied by Chile still further, to just 2%;
· it means that applied tariffs taking account of preferences are typically much lower than the MFN average. 

Chart 1: Trade openness (% GDP 1960-2005)
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Source: World Bank, World Development Indicators, 2007.

Agriculture’s role in Chilean economy

The agricultural sector has played a key role in Chile’s economic success. For much of the past 20 years, agricultural growth has matched growth in the rest of the economy, enabling the sector’s share of national income to remain roughly constant and defying the general experience that agriculture’s importance to the economy declines with economic development. 
Since the mid-1990s, agriculture’s share of GDP has declined to just under 4%, a ratio that is lower than the average in countries with similar per capita incomes, but understates the sector’s relative importance once the relatively high degree of value added is considered.

Trade
Agriculture makes an important contribution to Chile’s overall trade balance, with agro‑food exports accounting for 15% of all exports last year (see table below). This share is considerably higher than the cumulative share of agriculture and the food industry in GDP – which has averaged 9% over the past 10 years, or 11% if fisheries are included.

Agro-food exports have grown much more rapidly than agro-food imports in recent years, with the net surplus reaching nearly US$8 billion in 2007. This growth has come from developing new markets abroad and successfully expanding sales of high value items such as fresh fruits, wine and agro-processed foods (including meat of swine and poultry).
Chart 2: Shares of GDP by sector (2002-2005)
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	Table 1: Chile's agro-food and forestry trade and total trade (2000-2006)

	
	
	
	
	
	
	
	

	 
	Value (million US$)

	 
	2000
	2001
	2002
	2003
	2004
	2005
	2006

	
	
	
	
	
	
	
	

	Total Exports
	18.415
	17.668
	17.676
	20.627
	31.460
	39.247
	57.738

	Total Imports
	16.970
	15.288
	15.790
	16.981
	22.454
	29.915
	34.912

	Trade balance
	1.446
	2.381
	1.886
	3.647
	9.006
	9.332
	22.825

	
	
	
	
	
	
	
	

	Agro-food and forestry exports
	4.976
	4.785
	5.185
	5.936
	7.515
	8.043
	8.891

	Agro-food exports
	2.681
	2.629
	2.878
	3.316
	3.904
	4.175
	4.631

	Livestock exports
	192
	266
	285
	406
	600
	775
	789

	Forestry exports
	2.103
	1.891
	2.022
	2.214
	3.011
	3.093
	3.471

	
	
	
	
	
	
	
	

	Agro-food and forestry imports
	1.201
	1.133
	1.203
	1.397
	1.606
	1.836
	2.295

	Agro-food imports
	845
	808
	874
	980
	1.111
	1.188
	1.627

	Livestock imports
	283
	244
	246
	339
	386
	519
	510

	Forestry imports
	73
	80
	83
	78
	109
	129
	158

	
	
	
	
	
	
	
	

	Agro-food and forestry trade balance
	3.775
	3.653
	3.982
	4.539
	5.908
	6.207
	6.596

	Agro-food balance
	1.836
	1.821
	2.004
	2.336
	2.793
	2.988
	3.004

	Livestock balance
	-91
	21
	39
	67
	214
	256
	279

	Forestry balance
	2.030
	1.810
	1.939
	2.135
	2.901
	2.964
	3.313

	
	
	
	
	
	
	
	

	Source: Prepared by ODEPA.
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Explaining the growth of Chile's agro-food exports
Particular cases

There are some study case from specialists, Agosin and Bravo Ortega (2006), that consider three successes from the Chilean experience, in an attempt to discern the relative importance of these various factors and delineate the role played by the state. The three cases they consider are wine, blueberries and pork meat.
Wine started to be exported in significant volumes in the mid-1980s and is now a major industry with annual exports of around USD 900 million. The majority of these exports go to European markets. The growth of blueberry and pork meat exports is a more recent phenomenon. 
Blueberries, which are not traditionally consumed domestically, emerged as a significant export in the mid-1990s, with exports growing to an annual average of USD 100 million, mostly destined for the United States. Pork exports have developed even more prodigiously, rising from less than USD 6 million in 1996 to over USD 300 million in 2005. The majority of these exports are taken by Japan and Korea.

A key point made by Agosin and Bravo Ortega is that these exports have grown in the absence of an active government policy. The role of government has been to facilitate rather than direct economic activity. In addition, they note a number of specific features behind each export growth story.

In the case of wine these contributory factors include the adoption of foreign technologies, the switch to stainless steel vats that enabled Chilean producers to bring the quality of their wines up to international standards, the co-ordinating activities of industrial associations and a general growth in world demand. 
The growth in blueberry exports has taken place as part of a remarkable diversification in fresh fruit exports, which draws on favourable natural conditions including a mild Mediterranean climate and off-season production compared with the northern hemisphere. The main exporting companies (Hortifrut and Vital Berry) have joint ventures in the United States and strong links to specialised traders. 
Foreign investment played an important role in the development of pork exports. The main buyer, Japan’s Nippon Meat, started prospecting for suppliers when FMD hit two of its main suppliers, Denmark and Chinese Taipei. This company buys from the dominant supplier, Agrosuper, which has a vertically integrated structure and low labour costs, which enables it to meet specific demands – notably for speciality cuts – from Asian markets.

All three products have benefited from favourable natural resource, macroeconomic and trading conditions. In each case, however, the government has played an important facilitating role.

While Chile benefits from naturally favourable SPS conditions by virtue of its physical isolation, SAG has played an important role in protecting this endowment, especially in the case of blueberries and pork.

CORFO has sponsored the setting up of producer associations that can assist producers in meeting the quality requirements of foreign markets. This was particularly important in the early stages of the boom in wine exports. Fundación Chile helped establish a viable export concern for blueberries, helping to compensate for weak private sector R&D and an infant venture capital industry. More generally, PROCHILE’s promotion activities are considered to have had a significant effect on Chile’s exports of food and wine.

Finally, the conclusion of trade agreements has had an important impact in each case, with exports of wine to the EU benefiting from a specific agreement within the Economic Association Agreement, and exports of blueberries to the United States and of pork to Japan and Korea covered by free trade agreements.

Producers have argued that the scope of government initiatives is too limited, and that they are typically obliged to pick up the costs of government services, such as inspection. Nevertheless, the government’s focus on providing public goods and correcting clear cases of market failure, as opposed to trying to pick sectoral winners, has shown a valuable return.

Institutional arrangements for agricultural policies in Chile

Policies implemented by the Ministry of Agriculture (MINAGRI)

The Ministry of Agriculture (MINAGRI) is responsible for the design, implementation, administration and regulation of national policies related to agriculture, livestock, forestry, food, and rural development. MINAGRI is organised into an under-secretariat and ten agencies:

· five agencies (INIA, FIA, INFOR, FUCOA, and CIREN) are managed through the under-secretariat (SUBSE);

· the other five – INDAP, SAG, CONAF, CNR, and ODEPA – are decentralised institutions with individual budgets.

Under-Secretariat of Agriculture (SUBSE)

SUBSE’s mission is to contribute to improving the competitiveness, sustainability and fairness of the agriculture and forestry sectors, by means of an efficient organisation of the Ministry of Agriculture in terms of articulating, monitoring and co-ordinating the policies, programmes and projects that are executed directly by the ministerial agencies or implemented by agreements with other institutions.
National Institute for Agricultural Development (INDAP)

INDAP is the main agency providing support to small-scale agriculture. Its aim is to improve the competitiveness and market orientation of Family Agriculture (Agricultura Familiar Campesina, AFC). In order to carry out this mandate the institute contributes to financing the investments and operational capital of small-scale producers. It also co-finances technical assistance and management programmes for smallholders, and implements general assistance programmes for poor farmers.
Agriculture and Livestock Service (SAG)

SAG is responsible for protecting, maintaining, and improving the sanitary conditions of livestock and agricultural production; protecting, preserving, and improving the natural renewable resources used in agriculture; and controlling the inputs and outputs for agricultural production, according to legal regulations and standards.
National Forest Service (CONAF)

CONAF’s mission is to preserve and increase the country's forestry resources. CONAF manages a programme for recovering eroded soils and promotes the creation of a renewable resource for small and medium-sized owners of forest areas. At the same time, it controls the enforcement of regulations concerning the use of forests. It also has a forest-fire control programme and manages a national system of protected areas.

National Irrigation Commission (CNR)

CNR co-ordinates all the institutions with irrigation activities, and implements its own irrigation and drainage policies, programmes and projects. It also manages the funds available for promoting the construction of private irrigation and drainage projects; and promotes public actions oriented to agricultural development and training in the areas that benefit from irrigation projects.
Office of Agricultural Policies and Studies (ODEPA)

ODEPA is a centralised public institution that provides and maintains regional, national and international information useful for policy making. ODEPA advises the Ministry of Agriculture on policies related to production and international trade. It also provides services such as legal advice, evaluation and monitoring of the budget of the Ministry's agencies, and co-ordination of international technical assistance and co-operation programmes.

National Institute for Agricultural Research (INIA)

INIA’s mandate is to create, adapt and transfer technological knowledge. Its actions are framed within a Research and Development concept, implying that research projects are started with a final, achievable product in mind. Nevertheless, it also performs some research projects in basic science.
Foundation for Agrarian Innovation (FIA)

FIA promotes innovation in Chilean agriculture by financing the development of programmes and projects that are oriented to the industrial transformation and commercialisation of agricultural and forestry products. It also promotes the co-ordination of sectoral innovation efforts, and provides extension services.
Forestry Research Institute of Chile (INFOR)

INFOR’s mission is to carry out research projects, prepare statistics, and transfer scientific and technological knowledge related to the sustainable use of forest ecosystems, the management of its resources and the commercialisation of its products. It supports the development of small and medium-sized forest owners, and technological innovation among small and medium-sized wood-product companies.
Foundation for Agricultural Communication, Training and Culture (FUCOA)

FUCOA is in charge of the communications of the Ministry of Agriculture and its agencies.

Natural Resources Information Centre (Centro de Información de Recursos Naturales, CIREN)

CIREN’s function is to compile, update, maintain and integrate statistics and cartographic information related to the country's natural resources; and to provide timely and useful information for the analysis of different sub-sectors.

Policies by MINAGRI but implemented by Non-MINAGRI agencies

PROCHILE

PROCHILE is part of DIRECON (Directorate for International Economic Relations) and its mission is to promote Chilean exports. For this purpose, PROCHILE undertakes studies to 
· guide and train entrepreneurs; supplies international trade information; 
· organises and participates in international trade shows and missions for entrepreneurs; 
· develops programmes for incorporating small and medium-sized companies into international trade; and 
· administers funds for the promotion of exports.
Economic Development Agency (CORFO)

CORFO’s mission is to promote the “development” of national production. It promotes management improvements, innovation, the generation of capital, and the creation of new businesses.
Fundación Chile

Fundación Chile is a private non-profit organisation that introduces innovations and develops human resources in key areas of the Chilean economy.
Policies implemented by other ministries

These are agencies with programmes that reach the agriculture sector, but where resources do not originate from MINAGRI.
Social and Solidarity Investment Fund (FOSIS)

FOSIS is a decentralised public agency under the supervision of the President of the Republic, with whom it interacts through the Ministry of Planning (MIDEPLAN). FOSIS finances activities that contribute to poverty reduction.
SENCE, Servicio Nacional de Capacitación y Empleo

SENCE is a decentralised public agency that promotes the competitiveness of enterprises and individuals through training programmes.
CONADI Corporación Nacional de Desarrollo Indígena – MIDEPLAN – Ministry of Planning

CONADI is part of MIDEPLAN and promotes, co-ordinates and executes state initiatives for the development of indigenous people.
Ministry of Public Works (MOP)
MOP implements a number of agricultural infrastructure and irrigation projects. 

In a more schematic way, the following table links the institutions with their respective on-going programmes and instruments.
Table 2: Chile's agro-food institutions and programs
	Policies
	Institution
	Main programmes

	Productivity improvements and skills development programmes
	INDAP, CORFO
	1. Services for the development of productive and entrepreneurial capacities, INDAP (Servicios Desarrollo de Capacidades Productivas y Empresariales)

	
	
	2. Incentives for the development of agricultural investment, INDAP(Incentivos Mejoramiento y Desarrollo de Inversiones)

	
	
	3. Subsidies for the diversification of economic-productive activities, INDAP (Apoyo a la diversificación de actividades económico-productivas MYPE)

	
	
	4. Livestock improvement programme, INDAP (Desarrollo y Tecnificacion Ganaderia)

	
	
	5. Transfers from MINAGRI to CORFO to be used in instruments like PROFO, PDP, FAT (Transferencias de MINAGRI a CORFO)

	
	
	6. CORFO own budget allocated in agriculture through instruments like PROFO, PDP, FAT, PIR (Presupuesto propio de CORFO)

	The Soil Recovery Programme
	INDAP, SAG
	Soil Recovery Programme (Programa para la Recuperación de Suelos Degradados) INDAP & SAG

	Irrigation subsidies and spending
	CNR, MOP, INDAP, CORFO
	1. Law 18.450 (Ley 18.450)

	
	
	2. Irrigation Development of Poor Communities, CNR (Programa Desarrollo del Riego en Comunas Pobres)

	
	
	3. Studies for the Feasibility of Irrigation Works (Estudios y Programas de irrigación), CNR

	
	
	4. Large-scale irrigation works (Grandes obras de irrigación) MOP

	
	
	5. Associative Irrigation Works Programme (Programa de Riego Asociativo) INDAP

	
	
	6. Irrigation Programme (Programa de Irrigación) PI/PIR, CORFO

	Rural development programmes
	INDAP, CONADI
	1. Services for the Development of Poor Areas ( Servicios de Fomento para Sectores Especiales) INDAP

	
	
	2. Local rural communities development services (Servicio de Desarrollo Local en Comunidades Rurales) PRODESAL, INDAP

	
	
	3. Indigenous Development Programme/Orígenes Programme, (Programa Desarrollo Indígena) INDAP

	
	
	4. Support for the Training of Rural Women (Programa de Formación y Capacitación para Mujeres Rurales) PRODEMU, INDAP

	
	
	5. Support for the improvement of productive activities in region IV (Proyecto de Desarrollo Rural para Comunidades Campesinas IV Región) PRODECOP IV-INDAP

	
	
	6. Support for the improvement of productive activities in regions VI, VII, VIII ( Proyecto de Desarrollo de Comunas Pobres del Secano Regiones VI,VII y VIII) PRODECOP SECANO, INDAP

	
	
	7. Support for the family agricultural production (Bono de Producción Agrícola Familiar), INDAP

	
	
	8. Fondo de Desarrollo Indígena (Subsidies for Agricultural Productive Activities), CONADI

	
	
	9. Fund  for Indigenous Land and Water, Land & Water rights purchases, (Fondo de Tierras y Aguas), CONADI

	R&D, Training, Extension
	INIA, FIA, etc.
	1. National Institute of Agricultural Research (Instituto de Investigaciones Agropecuarias) INIA

	
	
	2. Foundation for Agrarian Innovation (Fundacion para la Innovacion Agraria) FIA

	
	
	3. Fundación-Chile (Fundación-Chile)

	
	
	4. Forestry Research Institute (Instituto Forestal) INFOR

	
	
	5. Natural Resources Information Centre (Centro de Información de Recursos Naturales) CIREN

	
	
	6. Fund for agricultural communication, training and culture (Fundación de comunicaciones del Agro) FUCOA

	
	
	7. Institute of rural education (Instituto de Educación Rural) IER

	Animal & plant health, standards
	SAG
	1. Fund for the Improvement of Sanitary Conditions (Fondo de Mejoramiento del Patrimonio Sanitario)

	
	
	2. Agricultural and Forestry Export Inspection Programme, (Inspección de exportaciones agrícolas, forestales, pecuarias)

	
	
	3. Export Certification Programmes, (Certificación de exportaciones agrícolas y pecuarias)

	
	
	4. Border Control Inspections (Programas de controles fronterizos)

	
	
	5. Foot and Mouth Disease Transfers Fiebre Aftosa (transferencia)

	
	
	6. Brucellosis Bovine Transfer (Brucelosis Bovina transferencias)

	
	
	7. Fruit Fly Transfers (Mosca de la fruta transferencias)

	
	
	8. Seed Programme Transfers (Programa semillas transferencia)

	
	
	9. Fruit Mediterranean Fly Control Region Arica (Control integrado mosca del mediterráneo Región de Arica)

	
	
	10. Livestock development programme-animal health programme (Programa de desarrollo ganadero sanidad animal)

	
	
	11. Plant Health Programme (Programa de sanidad vegetal)

	
	
	12. Seed Programme, labs (Programa de semillas)

	
	
	13. Food Safety Programme, (Programa de inocuidad de productos agrícolas)

	
	
	14. Genetic Improvement Programme (Programa de mejoramiento genético)

	
	
	15. Foot and Mouth Disease Control (Vigilancia fiebre aftosa)

	
	
	16. Brucellosis Bovine Control (Vigilancia brucelosis bovina)

	
	
	17. Fruit Fly Control (Vigilancia mosca de la fruta)

	
	
	18. Plant Health Committee of Southern Areas (Comité de sanidad vegetal del Cono Sur)

	
	
	19. Labs for Residuals Control (Laboratorios de control de residuos)

	
	
	20. Reference Labs EU (Laboratorio de referencia Unión Europea)

	
	
	21. Homologation Standards EU (Homologación normativas Unión Europea)

	Marketing and promotion
	PROCHILE
	1. Agricultural export promotion fund (Fondo de Promoción de Exportaciones Silvoagropecuarias) PROCHILE/DIRECON/ MINAGRI

	
	
	2. Export promotion for  family agriculture (Internacionalización de la Agricultura Familiar Campesina) INTERPA, MINAGRI

	Others
	INDAP & SAG 
	1. Emergencies (Emergencias) INDAP, SAG, Under-Secretariat

	
	
	2. Subsidy estimation in INDAP’s credit (Estimación del subsidio en el crédito de INDAP)


Concluding comments
There are some key issues it would be of utmost interest for Chile to share with other member economies. These include:
· policy instruments designed for SMEs, that is, how to extend to this segment benefits coming from the export growth process; 

· technology and innovation systems; and
· adjustment and modernization of the Ministry of Agriculture and its agencies.
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� Joint Committee on the Impact of Deregulation in South Australia: Final Report, May 2003.


� The Hon John Kerin MP – the then Australian Government Minister for Primary Industry and Energy. 


� Manufactured milk is milk that is used in the manufacturing of value added dairy products, including cheeses, yoghurt, butter, powders. 


�Dairy Australia Limited. 


� ABARE, the Australian dairy industry: impact of an open market in fluid milk supply: report to the Federal Minister for Agriculture, Fisheries and Forestry, January 2001, p.4.


� Australian Dairy Farmers Limited.


� Hilmer Committee Report, handed to Government August 1993.


� Dairy Australia Limited.


� Note that the Supplementary Dairy Assistance, introduced in 2001 offered discretionary payments to farmers, including those that had delivered milk in 1998-99 but had left dairy farming before 28 September 1999.


� Includes an estimated $75 million in administrative expenditures.


� Dairy Australia Limited.


� Taken as an average of the manufacturing and drinking milk farm gate prices.


� Taken as an average of the manufacturing and drinking milk farm gate prices.


� Dairy Australia: Australian Dairy Industry In Focus, 2007. 


� Dairy Australia Limited.


� Dairy Australia Limited.


� Source: Statistics New Zealand  - Urban includes towns and cities with a residential of 1,000 people and over 
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