APPENDIX A

A.1
Overview of AFFA

AFFA serves the Australian community by promoting the profitability, competitiveness and sustainability of Australia’s agricultural, food, fisheries and forestry industries and enhancing Australia’s natural resource base to achieve greater national wealth and stronger rural and regional communities.

AFFA’s responsibilities include:

· assisting Australian agricultural, food, fisheries and forestry industries become more competitive, profitable and sustainable;

· enhancing the natural resource base that supports Australia’s agricultural, food, fisheries and forestry industries;

· delivering scientific and economic research, policy advice, programs and services to assist portfolio industries overcome challenges and capitalise on the opportunities of a dynamic and globally-integrated operating environment;

· addressing issues relating to the integrity of Australia’s food supply chain, from producer to processor to the consumer;

· safeguarding the integrity of Australia’s animal, plant and fish health status;

· undertaking quarantine, export inspection and certification, and food safety standards activities and ensuring their consistency with international regulations governing trade between nations; and

· optimising opportunities for Australian animal, plant, fish, food and forestry products to access overseas markets.

AFFA includes businesses that provide specialist services to portfolio industries such as the Australian Quarantine and Inspection Service (AQIS), the Australian Bureau of Agricultural and Resource Economics (ABARE), and the Bureau of Rural Sciences (BRS). AFFA also oversights a number of statutory marketing authorities, regulatory authorities, Research and Development Corporations, and advisory bodies.

In 2002-03, AFFA received an estimated $250,597 million in Commonwealth revenue to deliver portfolio outputs in addition to receiving around $181,298 million from external customers and clients for specific services. AFFA also administers about $1,098,026 million of additional Government funds directed towards programs for Australia’s agricultural, fisheries, forestry and food industries and to support improved natural resource management.

A.2
Rural Commodity Overview

The agricultural, fisheries and forestry industries play an important role in the economic health of Australia. The gross value added to the Australian economy by the agricultural sector amounted to $18.4 billion in 2000-01, representing 2.9 per cent of Gross Domestic Product (GDP). The forestry and fishing industries together contributed $1.6 billion of gross value added, or one quarter of a GDP percentage point. 

In 2001-02 there were 429,000 people employed in the agricultural, forestry and fishing industries. This figure comprised: 369,000 people engaged in agriculture; 28,000 in rural service industries; 13,000 in forestry and logging; and 19,000 in commercial fishing. 

Farm, forest and fisheries products represented around 21 per cent of Australian exports of goods and services on a balance of payments basis in 2000-01. Mineral resources (36 per cent), other merchandise (22 per cent) and services (21 per cent) constituted the remaining export categories.

A.2.1
Agriculture

Australia’s gross value of agricultural production was estimated at $37.8 billion in 2001‑02, a 34 per cent increase over the $28.3 billion recorded in 1996-97. Farm exports contributed $30.5 billion to the Australian economy in 2001-02, representing more than 80 per cent of total agricultural output. The total value of farm exports has risen by an estimated 40 per cent over the past five years.

The pattern of rapidly declining numbers of agricultural establishments in the early 1990s has slowed, with the number of establishments remaining at around 145,000 between 1995 and 2000. The number of agricultural enterprises in Australia increased slightly from 145,226 in 1999 to 146,371 as at 30 June 2000. The number of establishments by agricultural activity is detailed in Table 1.

In 2001-02, the relatively low value of the Australian dollar, relatively buoyant international prices for agricultural commodities and good seasonal conditions in most parts of Australia contributed to significant increases in both the total value of agricultural production and the value of agricultural exports. However, the gross value of farm production and the value of farm exports for 2002-03 are both forecast to decline by nine per cent due to an appreciating Australian currency, lower commodity prices and less favourable climatic conditions. 

While the net value of farm production is forecast to decline by 40 per cent to around $5.8 billion in 2002-03, following a 51 per cent rise in 2001-02, it is still likely to be higher than for any year in the 1990s.

A.2.2
Fisheries and Forestry

The gross value of Australian fisheries production was estimated at $2.5 billion in 2001‑02, having increased by around 41 per cent over the previous five years. Australian exports of fisheries products have increased by 70 per cent since 1996-97 and realised an estimated $2.1 billion in 2001-02. 

The gross value of forestry production amounted to an estimated $1.3 billion in 1999-2000, a 27 per cent rise over the four-year period since 1996-97. The value of Australian forest product exports, including paper and paperboard products, was estimated at $1.7 billion in 2001-02. The total value of forest product exports has risen by 46 per cent since 1996-97.

Table 1: Establishments with agricultural activity, as at 30 June 2000

	Enterprise                                  
	No. of Establishments

	Beef cattle farming
	35,236

	Grain-sheep/beef cattle farming
	18,232

	Grain growing
	16,463

	Sheep farming
	14,302

	Dairy cattle farming
	13,820

	Sheep-beef cattle farming
	9,253

	Other fruit growing
	8,300

	Grape growing
	6,522

	Vegetable growing
	5,313

	Sugar cane growing
	5,029

	Plant nurseries, cut flower and flower seed growing
	3,630

	Horse farming
	2,021

	Crop and plant growing n.e.c.
	1,614

	Other livestock farming n.e.c.
	1,158

	Pig farming
	1,145

	Cotton growing
	974

	Poultry farming (meat)
	845

	Poultry farming (eggs)
	508

	Deer farming
	196

	Other industries
	1,811

	Total all industries
	146,371


n.e.c – not elsewhere classified

Source: Australian Bureau of Statistics; Agriculture (Catalogue 7113.0) (October 2001)
A.3
The Australian Food Industry

The food industry is a vital component of the Australian economy. Food products, incorporating fresh horticultural produce and processed goods (i.e. meat, dairy, processed seafood, beverages and ingredients), account for about 43 per cent of total retailing turnover in Australia and around 20 per cent of Australia’s merchandise exports. Exports of these food products have averaged annualised growth of nine per cent over the past decade and realised $16.9 billion in 2000-01. Wine industry exports represented $1.753 billion of this total, and rose to $2.101 billion in 2001-02. In the 2000-01, Australia imported $4.3 billion of processed food and beverages. 

The food industry directly employs over 225,000 people throughout Australia in around 25,000 horticultural establishments and other food businesses. Australia’s food product system makes a significant contribution to the economies of regional areas through employment, business and service opportunities.

The processed food industry is Australia’s largest manufacturing sector (with a turnover in excess of $55 billion in 2000-01) adding value to Australia’s agricultural commodities sold in both domestic and export markets. The industry contributes around $14.3 billion or 2.2% to Australia’s GDP. The industry comprises around 3,400 firms employing over 163,000 people. Around 22 per cent of processed food and beverage sales are to international markets.

Changing consumer tastes; preferences for healthy eating; improvements in handling, storage and distribution systems; enhanced plant breeding techniques; improved management practices; and more targeted marketing in the Australian domestic market, has resulted in a 15 per cent increase in the consumption of fruit and vegetables over the last decade and an increase of more than 40 per cent in the past 50 years. This trend has provided significant growth opportunities for Australian horticulture.

Fresh horticultural products contribute around five per cent of the value of Australia’s food exports and have doubled in value over the 1990s to around $680 million in 2000-01. The horticultural industry makes a significant contribution to rural and regional economies with over 60,000 employees located in these areas.

A.4
The Changing Nature of International Food Trade

While agricultural commodities and processed food products have long been internationally traded, the composition of world food trade has changed significantly in recent years. The four major components of world food trade include: bulk commodities; processed intermediate products (such as skim milk powder, bulk cheese and boned meat); fresh horticultural products; and processed consumer goods (such as beverages, smallgoods, biscuits, and confectionery). Recent figures show that trade in processed food products has increased to an estimate of 75 per cent of global food trade, from 50 per cent in 1985, and is growing at twice the rate of trade in primary products. 

However, Australia has a relatively small share of the international food market with around three per cent of global trade in processed food. While this figure has remained steady over the last few years, Australia’s major competitors have been steadily increasing their global market share.

A.5
Globalisation of the Food Industry
The global food product system has undergone significant and accelerating change in recent years. This has been fuelled by the removal of barriers to the flow of information, capital services and goods. Rapid technological advancements in transport, financial services, telecommunications and computer technology have also been responsible for driving change. While global economic and trade developments present opportunities for Australian industry, they will increasingly challenge Australia’s capacity to compete in globally integrated food markets. 

Globalisation allows firms to treat whole regions, or indeed the whole world, as a single market. This supports the global sourcing of inputs and the manufacturing and marketing of products on a very large scale and at highly competitive prices. In addition to cost savings, international expansion through greenfields investments, mergers and acquisitions provides new growth opportunities for food processors faced with mature and low-growth domestic markets. The trend to global mega-mergers is accelerating with the value of mergers and acquisitions in the food industry in 2000 representing around 12 times the historical norm. 

International businesses are restructuring and extending their operations along international lines, siting their operations globally to centralise operational functions, such as marketing, R&D or procurement, in locations that leverage competitive advantage. 
Australian domiciled businesses are increasingly under pressure to justify Australia as a strategic location for corporate production and global supply. This builds pressure to further rationalise and restructure to: reduce costs; achieve economies of scale; innovate in product development; and enhance process efficiencies, packaging and marketing to compete with the large multinationals. These efforts need to be supported by Government policies conducive to international competitiveness in meeting import competition and forging export markets.

� Information on the Australian food industry and world food trade presented in sections 2.3, 2.4 and 2.5 has been extracted from an AFFA publication National Food Industry Strategy (June 2002).
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