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1 Introduction 

The NSW Department of Primary Industries' (DPI) submission to the Standing 
Committee's Inquiry into .4spects of Agriculture consists of four sections. Section I 
contains introductory conments about the e~~vironmmt in which agiculture operates and 
those factors that have been important in explaining the sector's performance to date. 
Section 2 contains information on the contribution of agriculture to the NSW economy. 
Section 3 contains a discussion of certain potential impediments to the growth of 
agriculture in NSW and, finally, Section 4 outlines how DPI's information, education, 
Research & Development (R&D) and regulatory activities build 'capacity' within the 
NS W agricultural sector. 

The focus of the Inquiry on addressing impediments to growth of the agricultural sector 
aligns closely with many of the activities of DPI. For example, DPl's vision and key 
result areas require it to contribute to the strong economic performance of primary 
industries, while at the same time helping those industries operate in accordance with 
sustainable development principles, ensuring they have appropriate access to natural 
resources, and helping them to manage key risks in areas such as bio-security and natural 
disasters. 

DPI identifies key impediments to the growth of agriculture in NSW after first 
considering the broader environment in which agriculture now operates, as well as the 
productivity 'drivers' that have enabled the sector to perfonn within that environment. 

The operating environment, for example, is one characterised by: 
ongoing climatic variability, with the added complexity of climate change; 
increasing community concerns about the social and environmental standards by 
which resource based industries operate; 
increasing resource access pressures and the need to compete for scarce water and 
land resources; and 
the ongoing challenge of reform in international commodity markets. 

Key drivers of the sector's productivity performance have been technological innovation 
driven by research and development, levels of farmer education and policy refom~s that 
have exposed agriculture to market based input and commodity prices. 

Consistent with these findings. issues identified by DPI in this submission include the 
need to: 

1. maintain and strengthen existing Research, Development & Extension (RD&E) 
efforts particularly in areas such as sustainable farming systems, water use 
efficiency, drought management and climak change; 

2. ensure appropriate access to natural resources; 
3. slay abreast of international market developments and to identify more innovative 

ways of influencing the policy settings of key trading partners; and 
4. develop and maintain an increased awareness of the regulatory compliance burden 

on agriculture and continue to reduce red tape and pursue innovation in regulatory 
design. 



2 The Contribution of Agriculture and Agricultural-based Products to 
the NSW Economy. 

2.1 The Market and Xon-Market Contributions of Agriculture 

The production and processing of agricultural commodities comprises a significant 
proportion of economic activity in New South Wales. State agricultural commodity 
production of around $9 billion in 2005-06 represents around 2.8 per cent of Gross State 
Product and agriculture directly employs around 100,000 people, or 3 per cent of the 
NSW workforce. When further processing is taken into account, production and 
processing of agricultural commodities in New South Wales accounts for around 6.1 per 
cent of GSP and agriculture en~ploys about 5.6 of the NSW State workforce. 

Figure 1 shows the gross value of agriculturd production (GVAP) inNew South Wales 
between 1953 and 2006 in both nominal and real terms (adjusted to 2006 dotlars). The 
primary feature of the data is that real State GVAP has remained relatively steady at 
between eight and ten billion dollars over the period, although a do%mward trend is 
discernable from the early sixties to the early eighties, followed by an upward trend to the 
present. The effects of major droughts on GVAP are also evident, with significant 
declines recorded around 1982, the early 1990s and from 2001. 

Figure I : Real and NominaI Gross Value of NSW Agricultural Production 

Figure 2 shows the real gross value of selected agricultural commodities produced in 
New South Wales between 1977 and 2006. High volatility is the predominant 
characteristic of this data, with the value of most commodities fluctuating with seasonal 
and price variations through time. The effect of drought, particularly the drought 



commencing in 2001, is pronounced among cropping commodities and particularly on 
the value of cotton and rice produced, both of which rely on irrigated production systems. 

Figure 2: Real Gross Value of selected NSW AgriculturaI Commodity Production 

The effect of the drought on the number of people employed in NSW agricultural 
industries is equally apparent, as shown in Figure 3, which also demonstrates that prior to 
the drought, employment in the State's agricultural industries had been increasing, albeit 
at a rate less than the increase experienced in the rest of the economy. Consequently, 
agriculture's share of State employment has been declining over the long-ternl. 



Figure 3: Employment in NSW Agricultural Industries 1984-85 to 2006-07' 
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When conside& the contribution of agriculture to the New South Wales econoniy, there 
are a number of factors that are not always obvious from the statistics. For example, the 
contribution of agriculture to regional economies is in most areas much more substantial 
than that to the State economy as a whole. 

Agriculture is also a highly export orientated sector that contributes to the nation's trade 
position to a degree well in excess of its contribution to GDP. While the degree of export 
orientation varies widely across individual agricultural industries, the major agricultural 
commodities produced in New South Wales are particularly focussed on export, as shown 
in Figure 4. 

Includes small numbers of people employed in forestry and fishing 
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Figure 4: Export Orientation of the NSW Wheat, Beef and Wool Industries (2005) 
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Farmers in New South Wales also manage 80 percent of the State's land area, 
significantly contributing to the maintenance and improvement of the natural resource. 
For instance, in 2004-05, the proportion of the State's farmers that reported undertaking 
activities on their holdings to manage native vegetation, land/soil and water NRM issues 
was 40 percent, 59 percent and 33 percent, respectively. Such activity improves both 
agricultural productivity and environmental outcomes valued by society. 

Furthermore, while New South Wales agricultural production generates considerable 
direct economic value, the agricultural sector also enhances the profitability of other 
industries and provides 'well-being' benefits to the broader community through the 
provision of 'amenity' values, such as picturesque rural landscapes, management of 
naturai resources and the conservation of biodiversity. These amenity services not only 
contribute to the community's sense of well-being and its culture, they often directly add 
to the tourism appeal of particular geographic areas. The most obvious example of the 
latter benefit is the enhanced attractiveness of the State's wine producing regions to 
tourists arising from the visual anlenity value flowing from landscapes dominated by 
vineyards. 

2.2 Agricultural Productivity and Growth 

Information about productivity growth in Australian agriculture is summarised in the 
Productivity Commission's 2005 report 'Trends in Agriculture' and the rcpoit by Mullcn 
and Crean (2007) titled 'Productivity Growth in Australian Agriculture: Trends. Source, 
and Performance'. 



The following points are extracts from those reports: 

* Productivity growth in agriculture has been strong averaging approximately 2.5 
percent per annum over the past 50 years, more than offsetting the continuing 
decline in farmer's terms of trade. It has, however, been highly variable with large 
falk reflecting seasonal conditions, as s h o w  in Figure 5. 

Figure 5: Total Factor Productivit\. and Ternis of Trade for Australian 
Broadacre Farms 

Approximately 70 percent of the current real value of Australian agricultural 
output can be attributed to productivity g r o h  that has occu~~ed  since the early - - 
1950s, as shown in Figure 6. 

Figure 6: Real Value of Australian Agricultural Output 
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The Productivity Commission (2005) found that for the period 1975-2004 
productivity growth in agriculture outstripped grou2h in all other 'market' sectors 
of the economy with the exception of the communications sector. The 
Commission also observed that uhile the agricultural sector (including forestv 
and fisheries) accounted for less than 7 percent of gross domestic product in the 
market sector, its contribulion to the growth in Total Factor Productivit) for the 
economy as a uhole was 16.4 percent - behind only the manufacturing sector at 
3 I percent. 

Over the period 1980-2000, productivity growth in Austraiia has been similar to 
that in the United States and well above average for agriculture in OECD 
countries. Within Australia, agricultural productivity growth has been higher f o ~  
cropping specialists than for livestock specialists. 

r Research and development has been found to be a consistent and significant 
source of agricultural productivity growth, both in Australia and internationally. 
Other sources of productivity growth include extension, farmers' education, 
foreign R&D, public infrastructure and economic reform. 

Farm survey studies within the agricultural sector provide fbrther information 
about the characteristics of farms, regions or industries associated with higher 
productivity. Key findings include: 

0 Farmers relying on cropping for a significant share of their income have 
enjoyed rates of productivity growth as high a s  5.5 percent and more 
generally have higher rates of productivity growth than those relying on 
extensive livestock enterprises. 

Larger farms specialising in cropping in climatically favoured regions that 
were run by farmers with high education levels who engaged consultants 
and participated in farmer groups were found to have higher rates of 
productivity growth (Alexander and Kokic 2005). 

Productivity growth in the sheep industry, as estimated by ABARE has 
been 1 percent or less in recent decades. Beef s~ecialists have exoerienced 
higher productivity that sheep specialists, but ldss than that of cropping 
specialists. 

Productivity in the dairy industry is estimated to have grown by 1.5 
percent per annum (see Kompas and Tuuong Nhu 2004) but little is knomn 
about the productivity performance of other intensive animal and plant 
industries because ABARE f m  survey data is not routinely collected for 
those industries. 

The NSW State Plan priority area 'Growing Prosperity Across NSW' commits the NSU' 
Govemment to developing strategies to focus Govemment attention on high wage, high 
skilled, export oriented industries that have the greatest potential to thrive in NSW in the 
future. 



It is also significant that the State Plan commits the Go~emment to enhancing knowledge 
and information ini?astructure. creating a stable business environment and strengthening 
the innovation capability of those sectors with a demonstrated capacity for innovation. 

Being highly export orientated and characterised by very high levels of productivity 
growth and innovation, it is apparent that agriculture should be identified as a key 
industry to be targeted under the State Plan. 

Consistent with this observation, it is acknowledged in the State Plan that "Innovation 
occurs in all sectors of the economy, notably agriculture and primary industries, and the 
Government will continue to work with these industries to support innovation that 
provides economic benefit for the State". 



3 Impediments to Sustaining Appropriate Leveis of Productive 
Capacity and Growth in the Agricultural Industry. 

3.1 Information Technology and Innovation 

One of rhe highest priorities for agriculture is the continued availability of new 
, information and technologies related to sustainable and profitable farming systems that 

are also capable of meeting community expectations and supporting regional 
communities. R&D has been a primary driver of agricultural productivity and, given the 
increasing challenges confronting the sector in areas such as natural resource 
management, climate change and biosecurity, insuficient research and educational 
capacity represent one of the major potential impediments to growth. 

3.1.1 Agriculture and innovation 

The benefits from agricultural R&D are high, with most studies indicating returns of 
greater than 20 percent per year. Most agricultural technologies are, however, sensitive to 
local conditions such as climate, soil and other bio-physical attributes. As a result, 
Australia needs to maintain strong agricultural R&D capacity and the means to ensure its 
adoption, particularly given the intensification of agriculture and its unique characteristic 
of being reliant on the natural resource base of NSW. 

Without government investment in agricultural R&D, it is widely accepted that there 
would be 'under-investment' because of the inability of individual businesses and 
companies to fully capture the benefits of certain R&D investments, and because those 
investment opportunities characterised by a mix of industry and public benefits would fail 
to be fully explored without government intervention. These well known 'public good' 
characteristics of agricultural R&D justify government involvement, and given that the 
adoption of innovative technology by farmers often generates environmental as well as 
productivity benefits, government co-investment with industry in both agricultural R&D 
and extension will often generate the optimal investment mix. 

Presently, about 48 percent of the direct costs of DPI's Science and Research Division 
comes from external funds. 

3.1.2 Adapting to climate change 

Seasonal conditions are a key driver of agricultural productivity. Climate change and 
more variable seasonal conditions therefore have the potential to significantly impact on 
agricultural sector growth and natural resource management, with adverse flow-on 
impacts to regional communities and the State economy. 

It is apparent that significant investment to quantify the likely bio-physical, as well as 
socio-economic impacts. of climate change is necessary. Investment is also required in 
developing new technologies and practical adaptive management approaches to maintain 
the State's productive capacity and to avoid significant social dislocation. 



3.1.3 Education and training 

The XSW State Plan identifies better access to training in rural and regional NSW to 
support local economies as a key priority. Skills development delivery in rural NSW 
faces the obvious challenges of geography, diversity and the need to tailor programs to 
suit seasonal and uorkplace tinieframes. Furthermore, with increased regulatory 
requirements being placed on farm businesses in areas such as natural resource 
managements. occupational health and safety and product integrity, the education and 
skills development needs of farmers is ongoing and increasing. 

NSW DPI has developed a comprehensive suite of training programs, through its two 
agriculture colleges and P R O f m ,  focusing on business risks including climate risk. 
While the primary focus is on enterprise development and natural resource management, 
a range of factors will create additional pressures on rural landholders to undertake and 
invest in training and skills devetopment. It will be important that these skill requirements 
are identified in the Regional Innovation Strategy, and that strategies are identified to 
increase the number of farmers with accredited training qualifications. 

3.1.1 Recruiting and retaining talented people 

It is becoming increasingly difficult for agricultural industries to attract and retain 
talented young people, including professionals in regional areas. Aspects of these issues 
have been considered by the Frawley Review and by the AgStart Board. The 
demographics of our agricultural industries suggest constraints of this type are likely to 
become increasingly important as current industry participants retire in future. 

3.2 Resource Access 

Demands placed on agricultural land and water resources will intensify due to increasing 
population pressures, the growth of other resource-intensive industries and increasing 
public concerns about environmental management. 

Innovative solutions to resource use conflicts will require increased levels of 
communication and cooperation between user groups. The policy settings of government 
relating to resource access will also need to adequately reflect the broader economic, 
environmental and social values of resource use options. 

3.2.1 Water 

Access to the State's water resources has emerged as one significant potential 
impediment to growth of agriculture in NSW. The scarcity of water resources and the 
need to shate these appropriately between agriculture, industry, the environment and 
other users will require ongoing adaptation by agricultural and processing industries. The 
water reform framework, as encompassed by the National Water Initiative and the 
proposed % 10 billion National Plan for W-ater Security rvill continue to require the 
inigated farm sector to adjust their water management practices. This presents challenges 
and opportunities for increasing business investment in rural and regional NSW. 

For the Inquiry, this key resource access issue raises a number of important questions. At 
a broader poIicy level, for exanlple, emphasis should be given to: 



the need for governments to continue to explore innovative policy mechanisms 
for resource sharing between the environment and production sectors; 
the need to ensure that govenunent water purchase for purposes such as the 
environment is done so in accordance with competitive neutrality principles; and 
in view of the evolving policy environment, appropriate assistance continues to be 
provided to facilitate regional and farm sector adjustment and adequate R&D that 
identifies more efficient water use systems and technologies. 

3.2.2 Agricultural land 

Demand for access to agricultural land for urban and peri-urban development will 
continue to intensify due to popularion growlh and demographic changes, such as the 
aging of the population and the migration of people from cities to coastal and regional 
centres. 

Prices at which l'and is exchanged does not always fidly reflect broader community 
values associated with agricultural land. For example, a range of 'non-market' or 
.anlenity' values are often associated with agricultural land, such as environmental and 
aesthetic values, which in turn, positively influence regional identity and industries such 
as tourism. It can be argued that 'market failure' exists given that incorporating these 
unpriced community values to be incorporated into private land market transactions, 
would see higher agricultural land prices, and less peri-urban development. 
Rather than seek policy measures which incorporate amenity values into Land prices (see, 
for example, USDA 2002), the NSW Government applies regulatory planning 
approaches. 

Within the context of the State's Regional Strategies, planning instruments (SEPP, REP, 
LEP, DCP) under the Environmental Planning and Assessment Act determine where 
different enterprises can be located and the conditions under which they must operate. 
EPls have the capacity to create or minimise conflict by regulating land use on adjacent 
land and they also influence access to roads and other infrastructure. There are already 
some SEPPs relevant to aspects of agriculture, such as SEPP 30 for Intensive Agriculture 
and SEPP52 for Farm Dams and drought relief, and various components of Regional 
Environmental Plans. 

There is an advantage in having simple consistent rules as evidenced by the recent 
development of the standard LEP, which has helped address some inconsistencies 
between councils that may artificially influence the cost and Location of development. 

NSW DPI acknowledges the consideration of these issues contained in the recent review 
Chaired by Gary West and various planning reviews being undertaken by the Department 
of Planning. 

To address such issues, governments need to continue to ensure that planning instruments 
support agricultural objectives and integrate key policies relevant to rural communities 
and economic development. 



3.3 Drought 

3.3.1 Increasing the policy emphasis on drought preparedness 

Given the over-riding impact that seasonal conditions have on agricultural productivity, 
the rccent decision by Australian governments to shift the focus of the National Drought 
Policy from providing business support during drought, to improving drought 
preparedness, provides an important opportunity to strengthen and enhance the 
sustainability of farming systems in NSW. 

Following this decision, Australian governments are now reviewing the effectiveness of 
pre-drought preparedness measures and are considering new initiatives. 

For example, NSW DPI has been a key contributor to the development of the National 
Agricultural Monitoring System @AMS), which is a database of climatic and agronomic 
data that will be used to streamline Australian Government Exceptional Circumstances 
drought determinations and NSW drought declarations. 

NAMS may also provide an earlier indication of the onset of drought allowing additional 
time for farmers and governnlents to make associated tactical and strategic decisions. 

Improving preparedness beyond reliance on reactive assistance will require an increased 
proportion of farmers to develop and manage production systems that are more drought - .  - .  - 
resilient, and more profitable in the intervening 'good' years. 

NSW DPI wiIl need to provide fanners with the improved skills required to implement 
and manage these systems along with skills in adaptive management decision making to 
adjust enterprises as seasonal conditions change. 

The potential for drought to be more prominent as a result of climate change needs to be 
reflected in R&D in areas such as plant varieties and RD&E on sustainable farming 
systems. 

The national approach to developing a set of preparedness programs, and gaining their 
widespread acceptance among the farming community, in exchange for within-drought 
business support will be an important challenge for the sector. 



3.4 WTO Negotiations 

Agricultural industries in NSW are heavily reliant on export markets (see Figure 4) and 
therefore developments in multilateral trade negotiations will impact signiticantly on the 
agricultural sector's growth prospects. Issues, such as biosecurity, are increasingly being 
used as non-tariff trade ba~riers. 

3.4.1 Lack of progress with \IT0 negotiations 

Significant frustration has arisen in response to the lack of outcomes from the six years of 
Doha Round negotiations. Current negotiations have largely reached a stalemate, with 
very few substantive offers on the table and many member countries having adopted 
'mercantalism' trade perspectives (ie. exports are good, imports are bad). Consequently, 
there is a high risk of failure with the Round and a feeling that new approaches are 
required. 

A new approach currently being explored is to promote, particularly with developing 
econon~ies, domestic reform programs. The approach is intended to build capacity in 
'public interest' policy assessment and in so doing build an appreciation that trade, 
regardless of the level of imports, is in the long term interest of all economies. 

The initiative would potentially involve encouraging WTO countries to establish 
domestic institutions, independent of government, to provide independent advice on the 
economy-wide costs and benefits of changing protection in domestic markets for goods 
and services. 

Australia's domestic reform program over recent decades and the associated institutions 
that have accompanied it, such as the Productivity Commission, is a reform model that 
has been widely promoted. Importantly, however, state and territory govelnments in 
Australia have also been substantially involved in reforms. particularly those related to 
agriculture. 

This development is presented to the Committee in order to: 
highlight the important impediment that lack of progress with WTO negotiations 
presents for the agricultural sector; 
flag the potential for more innovative approaches to trade reform; and 
suggest that a new strategy may be for Australian governments, at all levels, to 
work more closely with key trading partners on progressing domestic policy 
reform programs. 



3.5 Compliance Costs 

3.5.1 Cutting red tape and reducing regulatory compliance burdens 

Consistent with the COAG National Reform Agenda, cutting 'red tape' is a key State 
Plan priority of the NSW Government and it is committed to enhancing its 'gate-keeping' 
processes to ensure that the stock of existing regulation docs not impose any unnecessary 
burdens. 

While reducing red tape has been an ongoing priority of governments, placing new 
emphasis on it is consistent with the increasing demands being placed on the agricultural 
sector in areas such as environmental management, occupational health and safety and 
product integrity, which all have the potential to translate into increased production costs 
and lost competitiveness. 

The need for closer tnonitoring of cumulative compliance burdens and increased 
innovation in regulation making is therefore an important priority for the sector. This is 
reflected in the COAG 2006 agreement that all Australian governments undertake 
targeted public annual reviews of existing regulation to identify priority areas where 
regulatory reform would provide significant benefits to business and the community. 

Following from that agreement, the Productivity Commission will undertake a systematic 
^review of the cumulative stock of Australian Government regulation with its cwerlt 
inquiry, "Annual Review of Regulatory Burdens On Business - Primary Sector" being of 
potential relevance to the Committee. The NSW Government will also be conducting 
and implementing the findings of three industry specific red tape reviews of existing 
regulation per annum over the next five years. 

As part of this process, NSW DPI will shortly commence a review of its bio-security 
Iegislarion. 



4 DPI's Role in Building the 'Capacity' of Agriculture in NSW 

4.1 Creating Options and Maximising Value 

Contemporary investment decisions help determine the future value of resource use 
options in the furure. For example. investment in a yield-improving technology now 
affects the future return from the given crop, as well as the relative returns of the crop and 
alternative land uses. The value of such future resource use options are not restricted to 
agricultural productivity outcomes, but can also be measured in social and environmental 
terms as well to give an overall community value. 

Consequently, a primiuy focus for DPI, across all of its activities, is to contribute to 
overa1l~community value through sustainable and profitable primary industries. DPi has a 
range of tools that can be used to: 

guide greater social, environmental and economic value being obtained from the 
State's natural resources by both more efficient current productive use and the 
creation of options for future use; 
undertake investments in better understanding natural systems and the impacts of 
system modifications on environmental sustainability and profitability; and 
in some cases, support this understanding with regulatory and advisory measures. 

DPI's approach places significant importance on providing agricultwe with 'insurance' 
and 'capability' values. For example; 

certain classes of RD&E and biosecuity are recognised for the insurance values 
they provide to farm profitability; 
skills and capability, within DPI or fostered as a result of DPI capability, provide 
current and ongoing potential value in the future; and 
the development of flexible industries and capability, able to deaf with, adapt to 
and plan for the high levels of uncertainty that will be features of agriculture for 
the foreseeable future. 

The availability of DPI activities therefore enables things to be done that would not 
otherwise be possible, or that could not be done as cheaply. Good resource management, 
including risk management and research, plays a key role in increasing the value of the 
options available to the NSW community associated with agriculture and its resource 
base. This arises because the assets become more accessible; because using them 
becomes lower in cost or risk; or because new ways of deriving value from them have 
been created. 

Investments in technologies also deliver greater value by allowing substitution of 
technology for physical assets, and in doing so, may relax the trade-off between current 
and future resource use. For example. investments in conservation can secure future 
options, but may come at the cost of short-term tangible wealth creation. In effect, it 
involves substitution of nahiral capital for financial capital. 

Better information, such as the results of well-targeted extension, can create new options 
and add to the value of existing options by supporting better decisions as to when and 
whether to exercise the options. For example, farmers develop risk and business 
management skills through 'Stockplan', an integrated program developed by DPI that 



facilitates decisions about when to sell, feed or agist stock, as well as plan herd or flock 
management. The development of such skills allow farmers to access more options for 
the economic development of their business, as well as ensuring they protect and enhance 
the resource base for the future. 

Demonstration of the freedom or the eradication or management of certain animal and 
plant pests and diseases in NSW and Australia, enhance the value of future marketing 
options by protecting existing, or creating new, markets for NSW agriculrural produce. 

All of these activities of DPl assist the ability and performance of agriculture in NSW to 
extract value from resources and to reduce conflicts between extractive and conservation 
values of resources. 

DPI's objective is therefore to help ensure that options are available in the future, and that 
the value of agricultural 'production options' are as high as possible while balancing 
alternative resource use demands and environmental sustainability. This role is one of 
facilitating the progressive fostering of the value of the set of options that are available to 
the NSW community that are linked to industry-based use of the natural resources and the 
effectiveness with which these options are managed and uscd. 
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