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Introduction

Australian farmers contribute sigmbaant <ums of money through taxes tevies) on output
to support expenditure on generic promotion of their conmredities and research and
development (R&D1 of various Kinds which s anned wiamately atshifting either primary-
level supply or denved demand to the right. Recent expenditures for these purposes in
the cise of the Australian wool, red mivat and dairy indastries are shown in Table 1. The
bulk of expenditure has been fur promotion. : '

Some recent research aimed at measuring hencfits to producers from incremental
promotion expenditare is reviewed 1n this paper. At the oulsel, the luck of attention given
to  ‘uaton of promotion progrante, fur Australian agricultural commodities is
heghnighted and contrasted with the Umted States where recant events have thrown the -
spatlight on commaodity promotion prograns. An overview of methods tollows with the
focus of attention being on methods used in recent Australion stud’es. Selected results
relating to the effectiveness of promotion expenditure in enhancing producers’ profits are
presented for the Austraban meat, fibre and duiry industries. The need to consider cross-
~ commodity relationships in deriving results is bighhighted. The paper is concluded with a
discussion of limitations, future ras2urch needs and duta requirements, :

Lack of Evaluation: A Cause for Concern

Consider the case of wool promotion. Ceareatly Australian wool producers contribute
3.5 per cent of gross wonl receipts to promotion by the International Wuol Secretariat
(IWS) through a compulsory levy. Accoiding to Watson (19965, for many specialist
wool producers, this has probably translated 15t0 about 10 per cent of net wool receipts in
recent years. Promotion expenditure by Austrajia has averaged about $150M/year aver
the period 1989/90 to 1994/95. In contrast, expenditure on R&D has averaged about
$43§'\8/£115)/car, About 78 per cont of total levy dollzzs has gone t promotion and 22 per cent
1o R&D. : . - S ~ ,

Watson (19¢6) points out tha: wool promotion has always been a controversial issue, It
has been the subject of much debate within both the wool industry and, to a Jesser extent,
the research community. However, despitc il debate in the professional lit:rature during
the 1970s, there is still scant evidence available on the profitability of wool promotion.
Empirical studies have been rare (Hill, Piggott and Griffith 1996b) provide a brief review
of the literature). To quote W+tson (1996, p.7-8): : o
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paper. : :



- Unfortunately, wool promotion has net had much critical investigation, This
is partly because the Commonwealth Government made significant
contributions to the cost of prontotion over many years. The desire to
maintain Government confributions turned the International Wool Secretariat
and its Australian sponsors into good news organisations.

Of (great) coneern is the cursory wiy wool promotion is justiiea  Invalid
performance indicators hke an alleged "premium’ of wool over synthetics
have been proclaimed as 2vidence of successful promotion.  Apart from
measurement prohlems, the premium is explained hy falls in synthetic costs
which wool cannot mateh.

Unfortunately wool promotion is not treated as an empirical question
requiring generation of mformation for evaluation,

‘As evidence of the cursory way wool promotion is evaluated, consider a recent account of
the cffectiveness of IWS Luropean campaigns { Anon. 1996, p.1 ) ‘

The advertising campaigns have been independently assessed in ail the major

~markets, and the results for the Autumn/Winter 1995/96 promotion showed
that positive attitudes to wool it reased by 5% and the likelihood of
“purchasing wool increased by 44 after only one season.  The advertising
assessment appears to be answering calls from woolgrowers for the IWS to
be more accountable, and will be used in an ongoing manner to improve
future cangpaigns. : ~ :

Australian woal producers are becoming more vocal on the issue of effectiveness of wool
promotion. Recently there has been a call by the IWS for an extra $70M to be spent on
wool promotion in order to build market shaie (Carson 1996), The concept of ‘market
share' is of same importance in ‘business school’-type thinking about promotion which,
unfortunately, seems to have captured the attention of industry politicians more so than is
warranted given that profits are what really matter, But Victorian producers have been
calling for a thorough evaluation of wool promation and the matter also received attention
at a Ministerial roundtable on wool marketing held recently in Canberra. These are
welcome developments. Based on his recent addresses in Armidale, Jack Lewss, a long-
time employee of the IWS and eritical thinker on the eronomics of wool promotion,
would also think these developments are not before their time (see Lewss 1996a; 1995b).

The effectiveness of promotion expenditure on Australian meats has received somc recent
attention (Fiegott, Piggott and Wright, 1995; Piggott, Chalfant, Alston aud Griffiti: 1996)
~and this work is discussed later. Little attention has been given to promotion expenditure
on other Australian commodities. On the other hand, Australian researchers have been at
the forefront in developing methods to evaluate payoffs to R&D and some would argue
that the high degree of competition involved in winning research grants helps ensure that
R&D dollars are well spent. i ‘ .

It is a concern that so little attention is being given to the evaluation of promotion
expenditure on Australian commodities. Wohlgenant (1993) has demonstrated that
farmers should not be indifferent to how their marginal levy dollars are allocated between
promotion on the one hand and R&D on the other, Alston, Carman and Chalfant (1994)
~ draw attention to the public policy dimension of commodity promotion programs which
 arises because they are usually financed through legislated levies on output, the cost of
which ix ultimately shared between producers and consumers,

The lack of attention to promotion in Australia contrasts with the United States where
‘empirical studies on the effectiveness of promotion have been published sioce at least the
carly 1970s. There is an institutional structutc to foster and support .esearch on
commodity promotion programs. For example, the Regional Research Cotnmittee on



~Commodity Promotion, or 'NEC-63", a conmittee of the Cu-operative State Research
Service of the United States Department of Agriculture, was established in 1985 as a
network and forum for communication among individnals inierested in commeodity
promution programs. It meets twice yearly and in¢lade members from goverament,
industry and academia, An ‘offshoot” of this organisation is the National Institute for
Commodity Promotion Research and Evaluation, founded in 1994 and located at Cornell
University, which undertakes and sponsors research using funding from government and
industiy as well as publishing a quatterly newsletter.

In the United States research on the effectiveness of compdity promotion programs,
“which are typically funded under cempulsory marketing order provisions, has been much
in demand of late and is likely to conunue as such. Farmers have been issung challenges
to the compulsory ‘check-oifs” on constitutional grounds.  Eleven cases are currently
pending before US courts. Signiticantly. the US S preme Court has chosen to review a
challenge against compulsory check-offs far promotion commenced by a group of
Californian fruit growers i 198K, one of 35 cases chosen by the Court from
approximately 7,500 cases which were pentioned for review 1i the current ‘oral argument
annual term’ (Cline 19963, ‘ T

Also significant is the provision i the 1996 US Farm Bill requiring prometion and
research programs financed through chieck ofty to be evaluated at least opee in every five
years  Kenneth Cluyvton, Deprty Adrumstrator of the USDA's Agricultural Marketing
Serviee, had the following to say sbout vhis requirement 1Claston 1996, p. 2k

From the research and promotion boards” pont of view, evatuation will be
an opportunity to bring geeater analytieal strength to business planning, offer
insight to those paying ae ssments as to their return on their investment, and
previde 3 hine of defense when programs courz uncer legal challenge as to
thei: effectiveness.  For the rascarch community. this new evaluation
requirement- represents both an opportunity and a responsibility.
Methodological and data devetopment 1ssues must be addressed. Approaches
teevalurtion will have to be tadored to fit a diversity of programs.... And,of

~ course, results of econometric or statistical analyses must be put into usable
form for *ndusiry boards. ‘

The recent Htigation in the US must be driven at least in part by scepticism about the
benefits of roaeric piorioticn. While the Constitutional validity of the Australian sytem
of Juvies to support promotion does not seem to be in question, Australian farmers--and,
for that matter, consumers and govemment--ought to be guestioning of the benefits frem
generic promotion and one would hope that they become 1~¢reasingly ocal in calling for
exante and neriodic evaluations of promotion programs. To date. they have been
relatively silent on the issue compared with their US counterparts, If this occurs,
researchers will need to assist in the evaluations. This raises the issue of evaluation
methods to which attention now turs. : ,

 Methods
- Overview

To the extent that those responsible for commodity promotion programs evaluate the
effectiveness of those programs, little is known about the way the evaluations are done.
Based on the quctation from Anon, above, it seems that changes in consumers’ attitudes
followinz a promotion program are used as one indicator of success. Given the pubiic
policy dimension of promotion expenditure, the procedures used in evaluation ought to be
made available for scrutiny.

The general procedure that has been widely used by researchers in govemnment agencies
and universities to evaluate the effectivencss of generic promotion programs has involved



estimating (generally) a single -equation regression medel relating quantity demanded or
“sales to a set of variables which includes a mieasure of promotion effort such as promotion
expenditure, A statistically-significant regression coefficient associated with the
promotion variable has been used as an indicator of success, In recent literature (e.g.,
Piggott et al 1995) attention has been drawn to the limitations of this approach. In short,
a statistically-significant regression coefficient associated with the promotion variable 15 a
necessary but net a sufficient condition for prome tion expenditure to be profitable to
- producers. A

There are some key features of agricultural commaodity markets which must be
accommodated in any procedure for evaluating the effectiveness of promotion progsams,
First, the commodity being promoted may have close withstitut: 5 in demand and/ or
supply. This being the case, a shift in demand for the promoted commodity is only the
first event in a chain of events leading to a new market equilibrium following an increment
of promation expenditure. The chain of events might include increased promotion
expenditure by producers of products which are substitutes in demand. Australian meats
and fibres are examples of commadities where thess cross-cemmaodity relationships are
important. : ' ,

Second, commodities are generally sold on more than one market and promotional effort
“in one market cannot be evalvated without taking aceount of spiliover effects to other

markets. In the Australtan case, the domestic-export market dichotomy is cleatly

important. This point ean be demonstrated as follows (Piggoit et al 1995, p, 497

..suppose that a product is sold in two markers. the domestic market having

a negatively sloped demand and the expest market having a perfe tly elastic
demand. Assuming the two mark2ts canrot be separated. there is a conimon
price determined by the export price. Suppose that advertising of the product
on the domestic market has a statistically-significant and positive influence on
domestic demand. This does not mean that domestic advertising is profitable.
i1 fact it will be unprofitable. The expansion in domestic demand merely
results in product being diverted from the export to the domestic market. price
{and hence revenue) does not increase and pre-advertising profits are
decreased by the amount of the advertising expenditure.  This i so
irrespective of whether or not the advertising was undertaken to offset
advertising expenditure by a competitor. :

‘Data permitting, these features of commaodity markets can by accommodated in a structural
- econometric model which includes promotion variables and supply-side relationships.
“The model can then be used to simulate the effects of promotion. A team of researchers at
- the University of California-Davis has been devoting much attention recently to
procedures for econometric modelling of commodity promotion programs (see, for
‘i’c‘,‘;’.‘;}"e* Alston, Chalfant and Piggott 1995; Piggott, Chalfant. Alston and Griffith

- In a sense one might regard the availability of a 'correct’ structural econometric model as
‘the ultimate’ among the procedures one might use to evaluate the effectiveness of
commodity promotion programs. However, data availability has often been a severe
limiting factor for those adopting this approach. It may be that appropriate data are not
collected or time series may be too short. Too, the structural econometric approach to
evaluation of commodity promotion programs is time-consuming even when data
availability is not a problem. There would seem to be a place for a procedure which can
be implemented using simple spreadsheet methods and which is capable of producing
~ answers quickly, : , :



The Equilibrium Displacement Modelling Approach

Recent research by the author and his colleagues has bean directed at accommodating the
important features of commodity markets outhned abave. 1t has a focus on evaluating the
profitability of incremental promotion expenditure to producers. It uses a procedure--
equilibrium displacement modelling-- which can provide results quickly provided the
researcher is prepared to use informed judgement about key parameters where estimates
of those parameters are missing.  Uncertainty about parameter values can be
accommodated through sensitivity analysis, ; :

The procedure is ouilined in detail in Piggott et al (1995). Tt can be summarised as
follows. A structural market model (demand tunctions incorporating prometion
variables, supply functions and market clearing wdentities) s specified. The model is
- manipulated to derive general equilibrium elastis i#2< showing the percentage changesin
prices associated with a one per ce«t change 1o any prom tion vanable allowing for all
cross-commodity impaets to oceur. General equilibrium elasticities tor other variables of
interest (quantities, revenues, producer surplus and profits net of promonon expenditure)
are derived from the general equilibrium clasticiues for prices. '

Varjous experiments can be conducted using the general equilibrium elastigites. For
example, one can examine ‘own promotion” effects showing the impact on, say, beef
producers’ profits of an increment 1 promotion expenditure on beef assuming promotion
expenditure on other competitor meats remams constant, ‘¢t s promotion’ effects
showing the impact on beet producers’ profits of an increment in promotion expenditure
on lamb assuming promotion expenditure on beef and other competitor meats remains
constant, or ‘catch-up promotion’ showing by how mach beef producers need to increase
their promotion expenditure to preserve existing profit levels in the face of an increment of
promotion expenditure by lamb produceis. The general equilibrium elasticities can also
be used to derive benefit-cost ratios (ratios 1 increased producer surplus to incremental
promotion expenditure} for either 'own promotion’ or an increment it promotion
expenditure which occurs simultaneously with an increment of promotion expenditure on
one or more competing produets. : ‘

Implementation of the procedure requires a set of base data on prices, quantities sold in
various markets, promotivin expenditure and Marshallian supply and demand elasticities.
~The latter include ‘own- and cross-promotion elasticities' showing the percentage change -
in gquantity demanded in response to a one per cent increase in promotion expenditure,
Clearly, the data requirements are substantial, However, they are dictated by the facts
about how commodity markets operate, namely, cross-commodity relationships in
demand and/or supply. In the studies undertaken *  ate covering the Australian meat,
fibre and dairy industries, the Marshallian elastici...s hava been chosen using published
estimates as a guide wherever possible, However, many eiasticities had to be chosen
based sclely on judgement, : ;

Example: Australian Fibres

A brief description of the structural modelling and data used in recent research on the

effectiveness of promotion of Australian fibres (ifill et al. 199€" s provided here as an
~example of what is involved in the equilibrium displacement modeiling approach. Similar

modelling and data were needed in evaluating the effectiveness of promotion it the
- Australian meat and dairy industries ‘

W‘ith respect to the structural model, the following represent the key features.

* The fibre. included are apparel wool, non-apparel wool, coiton and
synthetics. , , ‘ ;



The algehraic representation of the moadel v as follows:
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« The model is intended to be representative of the farm-level’ in the case of
wool and cotton and the “factory door' in the case of synthetics. ~

« A tme period in the model is three years to aveid complexities caused by

lagged responses.

+ Both domestic and 2xport demand finctions are defined for cach commodity
~ except for non-appare] wool whichiis assunied to be sold only domestically.

« A single supply function 1s definesd for each commadity.

¢ Eight promobon expenditure variables were included covering domestic and
- export prometion for each of the tour commacitics {expenditure on export -
promotion of ncn-apparel W gol, cotton and synthetics comes from non-

- Australian sourcest, ;

+ The pattern in which prive and promotion v tubles enter each eguation is
determined by the wuthors” pdgement abowt cross-gommodity reiationships i

demand and supply.

« The model contains 1 structural deman

drsupply equations and four market-

clearance identities which together determine 15 endogenvus variables.
namely, four prices, four domestic demend quaniities, three export demand

quantities and foursupply quantitics,
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where D, S, P and A are the guantity demanded, quantity supplisd, fibre price and

promotion expenditure, respectively. Other exogenous variables affecting individual fibre
demand and supply are captured in the Z,t1=1.....11) vectors. The subscripts, a,n,c

‘and m relate to apparel wool, nen-apparel waol, cotton, and synthetic fibres, while the

superscripts, d and e ref rto the domestic and export srarkets, respectively. ‘

The base Marshallian elasticities are provided in Table 2. (Similar matrices had to be
developed for meats and dairy products.) Key points concerming the data and their
sources can he summarised as follows. ‘

» Data were for the financial years 19911992 to 1993194,

« The Marshallian domestic price elasticities of demand and supply wete drawn
from previous studies or based on the authory’ judgement. The Marshallign
export price elastivities of demand were derived as excess-demang efasticities
(see Alston, Norton and Pardey 1995, p.324) e '

* Promotion elasticities were based pantly on previous studies but mostly on the
- authors’ judgement. ‘

¢ The base prices and quantities were obtained mainly from g(sw:rpmcm
publicationt, such as ABARE's Conunadity Statistical Bulletin, either directly
orafter some adjustment. e

+ The base promotion expenditure data came mostly from industry sources
either as published data or as estimates received in response to requests from
the authors.  Howewver, data relating to the promotion of synthetics were
esti.nated by the authors’ Targely on the basis of anecdotal evidence. For
example, the data were estimated based partly on the belief that manufacturers
of synthetic fibres generally out-spend the wool industry on research and
promotion by three to one (Wool Industry Review Commitee 1993).

Clearly, the data used in the analysis were far from perfect, a point which will receive
attention fater. ; oe : o Sl

Selected Results for the Australian Fibre, Meat and Dairy Industries
Fibres

The following account of results for the Australian fibre industry, save for the final
paragraph, has been extracted verbatim from the forthcoming paper by Hill et al (1996).

The estimated base geneial equilibrium promotion elasticities for Australian fibres are
presented in Table 3. Consider, for example, the figures in the fifth column which are the
genezal equilibrium elasticitics associated with a one per cent increase in expenditure on
- apparel wool promotion on the export market, Such an increase would cause a 0,061 per
cent increase in the price of apparel wool, a4 0,083 per cent increase in the quantity of
-apparel wool traded, a 0.144 per cent increase in revenue for apparel wool producers, a
- 0,166 per cent increase in producer surplus accruing to apparel wool producers and a
0.062 per cent increase in their profits net of the incremental promotion expendituse,



The signs of the general ecuilibrium elasticities depend on a complex pattern of cruss-
comuodity price and promotional relationships. For example, increased promotional
expenditure on apparel wool will, as a first-round’ affeet, cause the demand for apparel
wool to shift right and the price of apparel wool to increase. As a ‘second-round' effect,
the dema.d fv betitute (e.2.. eotton) can be expectzd to shift rightward (because the
prfeg of v fawool is now at s higher level) causing the price of cotton to increase,
Tiis et v Jead to further adpustments in the apporel wool market. Al of this is
complicat . .urther through cross-price relationships i supply and the fact that wool is
sold domestici Ity and internanonally. ; ‘

Kinnucan (1996} has shown that the ‘own’ price effects of incremental promotion
expenditure can be zero or negateve in the presence of eross-commodity effects of the type
assumed in this paper. This also holds when the commadity concerned is sold o.,

multiple markets, Consider a tvo-commodity example where both commadities are sold

in two markets, the two commodities are subsutites in demand in each market as well as
substitutes in sepply and ineremental promotion expenditure on commodity § has o

positive (negative) etfect on the demand for commodity 12), It can be demonstrated that

an increment of promotion eypeaditire on commodity 1 i market 1 wall have i 7ero effect
on the price of commadity | tue,, zero 'own’ price effect) il
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- where 1], = absolute value ot the elasticity of demund fer commodity 1 with ¢ pect to
price of commodity j: &, = ibsolute value of the elasticity of supply of G weulsy

with respect to price of comn sdity 5,, = abvolute value of the elasticity «{ demand for

commiodity i with respect (o jromotion expenditure on commodity j; p, = proportion of
commodity i sold on market 1; subsenipts 1.2 denote commodities 1 and 2. respectively;
the * supe;script denotes aggregate demand; and superscripts 1,2 denote markets | and
2, respectively. Note that 7, is the quantity-weighted average of ﬁ,'} and 712, If the lef-
hand-side of (3} or (4) is greater tless) tian the pght-hand-side then the ‘own’ price effect
will be positive (negative). - ~

Several of the general equilibiium pri se elasticities in Table 3 are extremely small and, in

the case of apparel wowl promotion on the domestic market, all the general equilibrium
price elasticities are zeio w.hile, in the case of non-anparel wool promotion on the export
‘market, the elasticities for spparel and non-appurel 1 50l prices are zero (corrected to thiree
decimal places). In some cases, the ‘own’ price effects from incremental promotion
expenditure are negative (oristic cotton promotyan, dorestic syntiietic fibre promiotion,
exrort cotton promotion nd export synthetic fiby» promotion), A point to keep in mind
whien rationalising thesi. results i chat a given rightward shift in the demand for a
commodity in one market segment as a result of incrsased promotion expenditure will
have a smaller impact on price the more elastic is agaregate demand and the more elastic is
supply. For example, the bulk of Australia's apparel wool is exported and, hence, the
aggregate demand elasticity for Australia's apparel wool is influencec heavily by the
(assumed) higher export demand elasticity of -3.4 than the (assumed) Jower domestic
demand elasticity of -0.8, A '



The general equilibrium price elasticities are used to compute the general equilibrivm
quantity elasticities (see Piggott er o/ 1995, equations B-11) which are, in tum, used to
compute general equilibrium clasticiries for producer surplus (Piggott ef al. 1995, equation
17). The zero values for several general equilibrium price elasticities and negative values
for some ‘own' prive etfects therefore filter through to zero or negative 'own’ quantity
and ‘own' produces surplus effects, If the 'own' producer surplus effect from
incremental promotion is 2ero or negative, the ‘own' profit effect will be negative,

The profitability of incrementyt promotion expenditure can also be expressed in ferms of
benefit-cost ratios having the increase in producer surplus in the numerator and the
increase in promotion expenditure in the denominator, The values of the numerator and
dencminator are caleulatzd by applving the percentage changes from the matrix of general
equilibrium elasticities w base values for producer surplus and promotion expenditure.

Selected benefit-cost ratios are reported 10 Table 4. An example of the calculations
involved is given in Appendix A. The diagonal elements i Table 4 are benefit-cost ratios
associated with a one per cent increase m the promotion expenditure indicated by the row
‘and column heading, assuming atl uther forms of prometion expenditure remain constant.
For example, it there is @ one per cent increase in apparel wool promotion on the export
market with all other forms of proniotien expenditure remaining constant, there is a 1.498
~ dollar inerease in producer surplus acerumg to apparel wool producers for each additional
one-dollar outlay vn promotion. On the other hand, the producer surpluy accruing to
apparel wool producers is diminished by 0.211 doliars for each additionul one-dollar
outlay on domestic apparel wool promoton expenditure, assuming ne change in other
forms of promotion expenditure. .

The off-diagonal elements in Table 4 are benefit-cost ratios associated with simultaneous
one per cent increases in the promotion expemditures indicated by the row and column
headings, assuming all other forms of promotion expenditure remain constant, with the
benefits und costs being those applving to the producers of the commodity corresponding
to the row heading. For example, if there 15 2 simultaneous one per cent increase in
domestic appare; wool and domestic cotton promotion expenditure, the producer surplus
accruing to apparel wool producers declines by 11.258 dollars for each additional one-
dollar outlay on apparel wool promotion. On the other hand, if there is a simultaneous
one per cent inerease in both domestic and exnort apparel wool promotion, the producer
surplus accruing to apparel wool producers jscreases by 1,474 dollars for each additional
one-dollar outlay on promotion expenditure. : o

The results of only five types of incremental promotion expendinire are presented in Table
4: domestic promotion of apparel wool, non-apparel wool, cotton and synthetic fibres and
promotion of apparel wool on the export market. Moreover. only increments in two
types of promotion at any one time are analysed. Nevertheless, the results shown in the
table demonstrate the types of outcomes possible when cross-commodity impacts and
multiple markets are considered, Some of the results are highlighted below.

¢+ There are several negative ratios and some of those which are positive are also
less than one. Such ratios indicate unprofitable incremental promotion
expenditure. For example, increased domestic promotion of apparel wool is
only profitable for apparel wool producers if it is accompanied by increased
promotion of non-apparel wool on the domastic market or increased

- promotion of apparel wool on the exnort market, ; :

s On the cther hand, promotion of apparel wool on the export market is always
profitable for apparel wool producers except for the case where it is
accc;‘mpanwd by increased promotion of synthetic fibres on the domestic
market, , ‘ ‘



¢ Increased promotion of apparel wool on the export market is more profitable
for apparel wool producers if accompanied by a simultaneous increase in the
promotion of nen-apparel wool on the domestic market,

s Increased domestic cotton promotion is only profitable for cotton preducers
when accompanied hy increased promotion of son-apparel wool on the
domestie market or inereased promation of apparel wool on the export market
(see Appendix A, e 5 - -

o Note the relatively much larger tin absolute value) benefit vost ratios in the
row for domestic cotton nramotion. Tliese are a result of the fact that the base
ratio of cotton producet surplus fo cotton promuotion expenditure (1,738,7) is
very large relative o that tor the uther fibres (e, 8.9 in the case of apparel
wool). Hence, even if the percentage change i nroducer surplus foilowing a
ane er cent increase o domestie cottan pramotion {either alone or
simutanecusly with inaeased promotien expenditure on another fibre) is
much less than one per cent. the benefit-cost mtio associated with the
incremental promotion expenditure can be lacee mabsolute value,

There has been a suggestion recently that an addisonal $70M he pent on apparel wool
promotion 1n order to build market share. This would amount to.a 17 per cent increase in
the three-year budget for apparel wool promotion used as tie base budget in calculating
the results presented above. One can compare the henefit-cost satios assocrated with
hfferent ways of allocating the addivonal exp wdnure, For example. assuming both
demestic and export promotion expenditures are increased by 17 per cent, the benefit-cost
ratio would be 148, The benefit cost ratio decreases as muore of the additional budget iy
allocated to ¢mestic promotion. For example, it domestic promotion expenditure is
ncreased hy 50 per cent with the remainder of th. additional $70M going to additional

export promotion trepresanting a I3 per cent merease in the lattery, the benefit-cnst ratio

decreases to 1,30,
Meuts

Some results for Australian meats have been published in Piggott et al (1993) and are

summarised here. The emphasis in that paper was on ontlining methody and the types of
- questions that can be addressed. Pence, the types of results presented differed somewhat
rom those reported above for the fibre industry.

‘Two important 12sults apparent from the matrix of general equilibrium elasticities (Table
5) are: {(a) a one per cent incrcase in lamb promotion on either the domestic or expont
market causes a decrease in lamb producers’ profits; and (b} export promotion of ‘beef*
and ‘red meat' has a pusitive impact on the pmgzs of al! producer groups.

Various simulations were reported in the paper. For example, i .imultaneous five per
cent increass in doinestic beef and lamb promotion expenditure was found to decrease
- pork producers’ profits by about 0.1 per cent. If domestic beef promotion expenditure
was increased by five per cext, pork producers would hav, t0 increase their promotion
expenditure by a little Jess than five per cent in order (o preserve their existing level of
profit, These increments in promotion expenditure would result in beef profits increasiig
- by 0.03 per cent and lamb profits decreasing by 0.08 percent. A ‘

~ An experiment conducted sinice the paper was published audressed the fallowing‘ issue,

Suppose that all forms of mest promotion expenditure were increased by one per cent.

What would be the impact on profits across the different groups of producers and for the
meat industry as a whole? How would these results compare with the situation in which
the same incremeit in expenditure was used, perhaps along with contributions from
elsewhere, to lobby for microeconomic reform which subsequently resulted in a one per
cent increase in copsumer incomes? The results are shown in Table 6. While beef
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producers gain a little from an across-the-board increase in promotion expenditure, lamb,
pork and chicken producers lose although the meat industry as a whole gains slightly
(about $1.2M), The Jobbying exercise is profitable for all producer groups and the
industry as a whole gains $20M. : | , ~

The effectiveness of meat promotion in evhancing producers’ profits can also be presented
as benefit-cost ratios showing the rativ of the increase in producer surplus to the increase
in promotion expenditure, For example, in the cases of a one per cent increase in
domestic promotion of beef, lamb and pork where each is assumed to occur in isolation,
the benefit-cost ratioy are .85, 0.49 and 184, respectively. The benefit-cost ratios
associated with spending the extra dollars on lobbying which subsequently raises
copsumer incomes Y ¢ one per cent are 14.85, 12.31 ard 51.8Y for beef, lamb and pork
producers. respectively. '

Duiry

Preliminury results from: a study of the effectiveness of dairy promotion were presented
in Hill, Piggott and Griffith  1996a) but those results bave been modified as the research
has continued. {he biy difference between modelling the smpacts of dairy promotion
wversus those for meat und fibres 1s the high degree of government intervention in the
Ausiralian dairy industry. ‘

The approach that has been taken in modelling returis to dairy promotion was (o use
equilibrium displicement modelling to simulate rewurns assuming a free-nzarket sitation
as is expected to prevail by about the year 2000 and then o exanune graphically how the
returns would compare with those obtained in a sitwation of government intervention of
the kind currently 1n place. This approach is sinular to that used by Freebuwn (1992a;
1992b) in modelling the impact of the Kerin Plan and evaluating returns to research i the
Australian dairy industry. :

The general equilibrivm profit elasticities associated with dairy promotion under simulated
free-market conditions are shown in Tuble 7. Geperaily, 'own-promotion’ is profitible
(positive elasticities) and bas a regative or zero impact un profits in competing indusiries
{negative or zero elasticities). An exception is that export promotion of dairy products is
unprofitable. With the assumed elasticity figures, and giver that exports account for only
2.3 per cent of raw milk under the simulated free-market conditions, the price rise
- associated with export dairy promotion was predicted (o be negative after cross-
commodity impacts are taken ato account, : , :

Benefit-cost ratios of the type presented for the fibre industry are given in Table 8. Note

that an increment of domestic dairy promotion expenditure is profitable irrespective of

whether it is accompanied by an increment of mea&icn expenditure on export markets or
on domestic promotion expenditure on one of the competitor products. An increment of
dairy export promotion expenditure is more unprofitable when accoi:panied by an
increment in domiestic pron:tion expenditure on une nf the competitor products than if it
occursén isolation. It is profitable when accompanied by an increment of de.:nestic dairy
‘promotion, : , ' ~ : i

Graphical analysis suggests that the retums to increased dairy promotion are higher in the
current regulated marnet setting than in a free-market situation. However, this analysis
does not take into account cross-commodity impacts which, as shown above, complicate
outcomes considerably, ‘ : ;

Sensitivity Analysis ’
In all of three studies discussed ahove, only a very crude sensitivity analysis was

‘undertaken but it was sufficient to reveal that results certainly do change with
assumptions about the magnitude of Marshallian demand and supply elasticities. In the
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cases of fibres and meats, while the signs of the general equilibrium profit elasticities
were robust with respect to a variety of changes in parameter values, some profit
elasticities were changed markedly, For example, doubling all the domestic own- and
+105s-promotion clasticities resuited in the own-piofit elasticity for export apparel wool
promotion changing from 0,062 to 0.249. In the case of the dairy study, a doubling of

supply elasticaties resulted in domestic dairy promotion becoming unprofitable under

assumed free-market conditions.
There is scape for undertaking a much more sophisticated type of sensitivity analysis
using, for example, Monte Carlo-type simulation procedures and this will be one of the

directiops of future research. There are now software packages available which canbe

~used in conjunction with spreadsheet packages (e.g., the @Risk add-on to Excel) to
undertake such inalyses. ; :

The Inportance of Cross-Commuodity Impacts

It is insightful w examine the various components witich make up the BCRs working

from the demand functions in which most of the cross-commaodity relationships are

embodied. This analysis is presented it Appendix B for the case of appurel wool -

promotion and serves to highlight the imponance of induced price changes following an
increment of promotion expenditinre in determining the value of the benefit-cost ratios,
Note, in particular, that changes in the prices of systhetic fibres and cotton are important
in determining the benefit-cost ratio associated witi, increased apparel weol promotion,

~ The benetit-cost ratios associated with own-prumotion of fibres were recomputed
assuming: #2° eross-promution elisticities were zero; and (b) cross-prive elasticities were
., zero, Nue th.l, in the evajuation of the etfectiveness of awn-promotion, the latter
amounts to assuming that the only impact of prometion is to shift the promoted
- commodity's demand function along a stationary supply function which, of course, is the
-asuraption implicit in most of the early empirical work on the effectivene ss of commodity
promotion programs. The results are shown in Table 9. Ignoring cross-promotion
effects biases the benefit-cost ratios upward in all cases. Ignoring cross-price elasticities
biases the benefit-cost ratios upwards in three cases and downwards in two cases.

The implications of ignoring cross-demand eff cts have been explored by Kinnucan
(1996). He rciers 1o cross-promotion demand effects as 'spillover' and cross-price
demand effects as 'feedbuck’. A graphical depiction of the concepts is given in Figure 1.

It is assumed that there are two commodities--wool and synthetics--each sold on a single

market and in fixed supply. Initjally the price of each commodity is given by Py. An
increment of expenditure on weol promotion shifts demand from Dy to Dy, with the size

of the horizontal shift depen-iing on the own-promotion elasticity for wool, Byw.

Spillover shifts the demand for synthetics from Dy to D1, with the size of the horizontal

shift depending on the cross-promotion elasticity for synthetics with respect to wool
promotion, Boy. If thesc were the only effects, prices for wool and synthetics would rest
at P2, However, relative prices have changed and this induces feedback: because the
price of synthetics has fellets, the demand for wool shifts leftward to D3 with the size of
the horizontal shift depending on the cross-price elasticity of demand for wool with

respect to the price of synthetics, Tlws; and because the price of wool has risen, the

- demand for synthetics shifts rightward to D3 with the size of the horizontal shift
depending on the cross-price elashicity of demand for synthetics with respect to the price

of wool, Ngw. The final prices in cach market are at P3,

In this sitnple model, for a given ottlay of additic nal promotion exp2nditure on wool, the
increased profits to wool producers are directly related o the extent of the price increase
for wool, Profits (net of promotion expenditure) cai be decreased by the increment of
promotion expenditure if the price rise for wool is sufficiently small. Indeed, the price
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rise for wool might be negative. The likelibood 2i 2 small or negative price rise for wool
is greater the more inelastic is the demand for svathetics, ihe greater is the promotion

spillover effect and the greater is the feedback offeci from synthetics to wool. If feedback

effects are ignored, and irrespective of whether spillover eifects are ignored, the price
mavenient for waol would be predicted to be from Py ro Po: the increase in profits for
wool producers would he overstated. If spiliver effects ars: ignored but feedback effects
are included, then the price for wool woald be predicted t rise above Py because the
initial rise in the price of wooi from Py to Pa'would lead to a prediction of an increase in
demand for synihetics to the right of I and, hence, a rise in thi= price of synthetics above
Py and a further shift in wool demand to the right of Da. , '

Tracing through the etfects of ignoring »pillover and/or feedback becomes more complex
when allowance is made tor praducts to be sold on more thar one market and own- and
cross-supply responses are introduced. However, it siould be clear that ignoring cross-
commaodity effects has the potential to bias results severely.

Concluding Comments

As with any analytical tool, the modelling procedure used in the Australian studies
discussed above have weaknesses which are discussed in various publications (e.g.,
Piggouwt 1992 and Piggult ef gl 1995). The procedure does lend itself to speedy
generation of results provided, of course, the analyst is prepared to make informed

judg ments about missing paramefer values, - Sensitivity analysis of the type

reconynended above can offset lack of informatio to some degree,

While the assumed paruneter values used in the Australian studies were based in part on
elasticities derived from previous econometrie studies, information on some elasticities
was extremely limited, particuiarly with regard to own- and cross-promotion elasticities.
In this context. recent economelric work {¢.g., Piggott et al 1996) ammed at producing
“theoretically consistent sets of demand parameters incorporating promotion effects and
flexible functional forms will fucilitate future research, But even basic information on the
base prices, quantiies and promotion expenditures was scarce or non-existent in some
cases. Mcreover, data limitations required the authors to use highly-aggregated measures
of promotion (e.g.. export promoton of apparcl wool). In practice there are many types
“of promotion expenditure and, in principal, one would expect them to vary in their
cifectiveness. ; ‘

Given the public policy dimensions of the promotion issue, it seems reasonable that
industries be required 1o provide data to assist public evaluation of promotion program=,
This ought to include very detailed breakdowns of how promotional dollars are spent.
Indeed, it would be in the public interest if industry renresentatives and researckers liaised
on data needs to support the public evaluation of promotion programs.

- Notwithstanding the limitations of the modelling approach and data deficiencies, it does

seem that several forms of incremental promotion expenditure in the Aust:alian fibre,
meat and dairy industries are at the very least questionable in terms of bencfits to
producers. The returns from alternative uses of levy dollars. in particular, th: vey ens
from research and development, are also difficult to measure and bigily w: ~vr.ain,
although many studies have suggested that the returns are high (see, for example, Scobie,
Mulien and Alston 1991). As explained at the outset, a major concern is that evaluation
of the profitability of incremental | romotion expenditure seenis to be given relatively little
attention compared with incremental expenditure on research and development, even
though expenditure of levy dollars or promotion far exceeds expenditure of levy dollars
“on research and development, Little is known about the ex-ante evaluation process for
promotion campaigns, although ex-a:ite and ex-post evaluations of promotion campaigns,
~ like any other investment decision, are important management tools. : ‘

13



14

In this paper attestion has not been given to the vertical distribution of benefits and costs
+ promotion expenditurc. This would be an obvious extension to the

from incremett. d
present analysis, a5 would 'endogenising’ promotion cexpenditure by incorporating a tax

variabie in the supply functions within the structural models,



“Appendix A
e lerloting Cotton Benefit-Cost Ratios |

The following nptmion x used in the example below: |

BCR = benefit-cost rativ i
- Q. = equilibrium quantity of cotton

PL = equihhrium price of cotton

PS, =cozon producer surplus

A}f = c:xpcx\dilxs['£* oft detriestic cottan promution

A{ = expenditure on export cotton promation

EQ; = proportionale change i (),

EP, = proporimnate change in P
CEPS, = proportionate change \iﬁ PS,

EAY ::’ I»mpmtéma;c change in Al

EA{ = proportionate chavige in A |

niP. A = general equilibrium elasticity of P, w}th sespect (0 Al

nk P,,,Agi & gexjo:ml equilibrium elasticity of P, with respect to Al
B = 0wn-price elmstici(y of cotton supply. | |
The change in producer surplus for any commodity resulting from an increment of
promotion expenditure on that commodity or a related commodity is measured as

2EQ, +EQ.% The value of EQ, can be found either by working from the demand
function or the supply functinn, L

The following example (see nex: page) of the calculation of benefit-cost ratios for cotton
promotion will serve to demonstiate, (This particular example is interesting because of an
anomialy: a one per cent increase ui -lomestic cotton promotion is more profitable to cotton
producers if accompanied by a one percent increase in domestic non-apparel wiol
promotion than if it occurs alone.) ~ ‘ ‘ ;
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For an increase in domestic cotton promotion alone:

BOR = EPS, (PS, 1+ EAZ(AY)
PS, = $869.379425M
Al < $0.5M ok
EPS, = 2EQ, +EQ, ¥
EQ, =6, EP,
=g, mPATEAY
= (1S u~0.01 2241 0.01
= ~0.0001836 '
EPS, =-0.0003672
EPS,(P3, )=$—0.3192069M
EASTAY) = $0.005M |
© BCR=-0.3192069 + (003
=638 :

For an increase in @mestic cotton pr ¥ ion accompanied hy an increase in domestic

non-apparel wool prometion:

EP, = 1P ALIEA] + MP L ADEA]
=(=0,0122410.011+10.04728)(0.01)
o =000035 '
EQ, = (L510.00035)
=0.00053
EPS, = 0.00105
BCR = 182.816
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Appendix B
An Iiimmp[e of Decomposing Benefit-Cost Ratios

The equilibrium guantity of apparel wonl demanded (Q) has to sitisty the equation:

Q=Dy(P Py PP ALALALZD
+ 5P PP AL ALALZ)

If there is a change in A and/or A’, the resulung proportionate change in Q (ie., EQ) on
which the change in producer surplus depends (see Piggott et al 1995, equation A, 14)
will be the sum of terans containing .ty general equilibrium elasticities for price with
respect to promotion variables: (b Marshallian price and promotion elasticities; (c¢)
propottions sold on the domestic and export matket; and (d) the properticaate changes in

the promotion variables. In our model there are eight components when only domestic

apparel wool prorotion 1s inereased and 16 components when both domestic and export

promotion of apparel wool 18 increased. The conttbution of the vanous components to

the change in equilibrium guantity 1o the case of an merease in domestic wool promotion
are shown in Table B.1, ' :

This ailows one to desompose the Gipproximate) BCR nto (a) direet promaotion impacts;
and «b) indirect mpacts through induced prce changes. The decompositions are shown
in Table B.2. In hoth cases the effcets come mamly through export market effects
because of high price ehasticities, the high level of export refative to domestic promotion
expenditure and the high proportion of woal exparted. ‘ ‘ '

17



Table 1;  Expenditure of Levy Dollars on Promotion vs, Rescarch and ‘
Developmeat:  Australian Wool, Red Meat and Dairy Industriest '

I8

Commodity/

4 The sources are: (4) for wool, various Annual Reports of AWC, WRDC, AWRAPO
and pers, comm, with IWs and AWRAP; (b) for red meat, Annual Reports of MRC und
AMLC:; and () for dairy, Annual Reports of DRDC, various issues of DR
in Progress and Annual Reports of ADC.

DC's Research

Year Promoton Reseatch and déwl‘npmcm Total -

| M G N % SM o
Wool : ‘

1989/H) 173358 77.045 49911 22.355 223.266 10
199091 215 064 78,453 59.067 21.547 274.136 100
1991792 K000 TK.116 47.004 21884 215.064 100
{99293 1 37.080 76217 42770 JLI83 179.862 100
1993/94 L1377 0870 MOURT 234X 149.364 100
1994795 99,806 TR Y3} 26.639 068 126,445 o
Average 151,252 TR.057 42407 22343 1M690 Ithi
Red Mout - : , : ‘
109/91 S4007 trd 612 0072 15 388 84.979 1)
1991792 61412 6l 486 33821 35514 95.233 1)
1992193 70.220 59930 46 Y35 40.070 117 181 100
199394 70911 Y083 4707 40017 118.218 100
199495 70.611 60 624 458062 39.376 116.473 [0
Average 65613 61927 40 803 8073 106.417 100
Dairy : : ‘ o

1990/91 14292 67415 6908 32.585 21.200 100
1991/92 14300 60.750 9.239 39.250 23.539 100
199.2/93 14963 54452 12,516 45.548 27.479 100
1993/94 16236 54.948 13.312 45.052 29.548 100
1994/95 19.489 53.040 17.255 46,960 36.744 00
Average  ISES6 S821  ILB46 41879 27.702 100
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Table 2: Race Marshallun Elasticily Matrix for Fibre Study?

a0

v

{iad

Do

B!mmy mxh Fespatle
; nt Appm:{ wool Now- avpml Cotion Syathetie Ebm Domestie l)mmsﬁc non- lhmncwm Dmmtm Expoet apparel Expm now- Export . Export symthetic: .
sanable gm:e wosl poy price - prce apparc) wobl  upparel wool - prondion m:i-em: fibre  wool pioaiotion appasel wool colion promition
mmauan protaoton ?tmm PEOTIAMION:

Domestic apparel . : ] ; : 3 ‘ . '
wool demand 080 DOs e B3 G 4 L1128 D05 L00 o oD 0,00
W\‘)!gg::m& ~340 L343 13 160 (4t IRy {0 181 13 {20 0.00 B 1123 840
apparel wool : Do . oo o
demand 10 4180 0.3 L3 g i ~RS A G o 000 000
. Domestic cokton : : ) : i ;
demand 0os am = U D0 L3 R g5 - Ol -3 1 Qo oo aon 400
Jemans 2500 1R R 111 LY g} EAl X fi1 4 <AHUR ’ -85 a1 —015
Domestic sythetic ; : ‘
Hitre desmand ! : : ; : i

Bos $15 316 {Ha L A i} L ax T oo0 00 000
Expost symthetic ~ B
fibte demand 35e00 fU 185 1 CAST N 200841 fFE1 83 ik} g (11 1] {1 -3 08 -00% nzg
Apparel %ol : i C :
sapply 1406 43 2} ke {hns ik oKk Bins G} ALY 13013 .00 000
supply iRt i {4 L300 LHAE KR 5% Dy B 1i34.¢] 400 aoo
Cottoe sipply G} i) 1) 153 4 v 1 KkE HEY 2] pon Qo oo V00
Syathetic fibre ‘ ‘ :
supply Bix - R (1§14 18y - LA Qo0 i1}

o0

' Source is Hill, Piggott and Griffith ¢ 1996). Values are based on pubiﬁ:.hed estimates and authors’ judgement.
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Table 3: General Ethbrinm meanon Elasticities for Austrahan hbm‘

; G ‘ Pmmsmvmﬂﬂc ) e ) ) R

Dependont Domestic apparel  Domestie non-  Dioinestie cotton Domeste Expont ap;zmi - Export non- - Export colton  Export syrthetic’
vanbl : wool apparst wool synthefic filbas - woal #pparel wool : o Tibees

- Apparel wool Q000 0033 Rkt i) L33 0061 0000 -0.015 -0.032
Non-apparel wool oo 66 L7 066 R E 0.000 -0.003 0DR
Cotton a000 6047 0012 L0447 D035 0001 -0.007 -0.021
Synthetic fibres 1000 ISy U Eiiiiang w029 -001 0006 -0016
Quantity ' : , :
Apparel wool KK IR R BH (o8 0001 -0.020 40043
Non-apparcl wool 000K {1076 ANy 0076 0011 0.000 -0.002 <0006
Coiton -0t ut AR 0070 0052 0002 -0.010 0031

- Systheuc fibres 1AL N s Aip 7051 0 001 -0.011 -0.029
Revenue :

Apparel wool - 1 {KK? nonT i1 it {1144 001 -0.034 -0.076
Non-apparel wool SHIHR RELEE3 RIESEEN IR 3NN w2 HO00 0,008 0014
Cotion A1 118 A3 41317 nus? 1003 0017 -0.052
Synthetic fibres -1 En t 34 A1 43 146 0080 D02 0018 -0.045
Pmlnrer&'ﬁmfus : :

Apparel wanil AV T CAEUEY Arubs {1166 0,001 -0.039 0087
Non-apparel woul R T R R h RN BRI oan D000 0003 0.012
Cotton A1l PR 137 EIR AN 01y 0003 0021 0063
Synthetie fibres LR i 391 Bl LA LL T t1nd 4002 <0023 ~-0.058
Net Profir -

Apparel wool A2 {1uh7 AR {ihe 4062 - =04K01 0039 -0.087
Noa-appare! winl O g il 0034 151 402 0.000 -0.008 ~o-am2
Coti i 41401 1142 D37 AR 140 g 003 0021 <0063
Senthene fibircs O il D50 0227 0103 G002 003 -0.058

2 The numencal values imdicate the pere enmze t.hzmge mthe dependem variable mdicated in the row heading with mpect 1o aone per»em

mc:rcase n expenditure on the promotion vanable indicated in the column heading after allowin g for all cross-market mxpacts,
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Table 4 Selectec Benefit Cost Ratios Associated with Australian Fibre
Promotion®

© Pramotion vagiable

Promotion Dom. . Dom.non- Dom.  Dom,  Export
variable apparel apparel cotton synthetics — apparel
s , wool  wool wool
‘Dom. apparel w, V100 T A § I AR I B R N 0 v B W ¥ 2
Dom. non-apparel w. 1224 1226 0916 0003 1.396
Do, cotton RO NN ’ Is28t6 -h NS ~307.860  117.636
Doy, synthetics AR TRILES -7.59] ~5.9958 2715
Exportapparefwool 1474 2000 1339 0904 1498

A The diagonal elements are henefit-cost tatios assoctated with a one per cent increase in
the promotion expenduure indweated m the rew and columap headiag, assuming all other
forms of promotion expenditure remain comstan The oft-diagonal elements are benefit-
cost ratios assocted with simultuneous one }wer vent inereases in the premotion
expeniitures indicated by the row and column heahngs assuming abi other forms of
promotion expenditure reman constant, with the benetits and costs being those applying
to the producers of the commodity cornssponding to the row heading. '
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Table §: Meat Gener' Equilibrium Profit Elasticities

. Pomotionvariable
Dom.  Dom.  Dom.  Esport  Export  Export  Dom.

Profits

_beel  lamb_ ) red meat l?ﬂel' _Jamb  redment pork
Beef 0010 0004 0008 0017 0000 0.014 ~o;003
Lamb 0009 0012 0003 Ouo4 003 0002 0007
Pork 0011 0011 0010 0me o D000 0004 0011

Chicken  -0023 0023 0023 Q00% 0000 0002 001

Table 6:  Profit_Impacts of Increased Promotion versus  Domestic
Consumer Income Enhancement:  Australian Meats

 Percenfane merease 11 Profiis @90k e st 2 400¢ per
COnL InCreEs I ‘

Industey 7 'l’r’dmmmﬁ o Consumer incomest
Beef ‘ . 0o 02
Lamb S RITIE 05
Pork e | 001 07
Chicken e e
Allmea UMM RV

& Assumes income elinticities of demand at farm jevel of 0.5,




Table 73 l)ﬁiryii‘.cneral iiquﬂibrium Profit Elasticities

Promotion vagable
Profits Domestie - Domistic . Domesic sofi | ERpor
A day - fnut juwe ‘ u‘trm}rg o ‘g,ﬁ '
Raw mxm RENEIR S hia 101 4);(5(’!&
Frt puce g QR ‘u,()‘}‘;‘ N H0l
~ Soft drink e Lnuis ana 0066 D634
Masgarine Q008 b onoo 0000

Table 8t Dairy Benefit-Cost Rtiosh

Prorotien vasiagble

Profits Domestic . Domeatic . Domestic  Export
e daiy frutjuee  softdenk - dairy
Domestic dury 1616 1029 123 1,342
Domestic fruttjuice  (ggy 1260 0,619 1227
Domesticsoftdrink 575574 181272 356427 172486
Expotdaity 342 20939 1927 0018

2The diagonal ¢lzients are benefit-cost ratios associated with a one per cent increase in
~ the promotion. «xpenditure indicated in the row and column heading, assuming all other
forms of ptomotion _e)gpendiiurc remain constant, The off-diagonal elements are benefit-
cost ratios associated with simultancous cne per cent increases in the promotion
expenditures indicated by the row and column headings nssumingﬂall otker forms of
promotion expenditure remain constant, with the benefits and costs being thos2 applying
to the producers o' the commodity corresponding to the row heading. ‘ ‘
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’rabie 9: Selected Fibre Promotion Benetit Cost Ratios: Full Effects
versus Partial Effects®

TFal

No_ No ___ Nospiloveror
effects  spillover  feedback feedback
Do ; , . LN e -
- apparel w. -0.211 1,268 0.187 0.187
~ Domestic non-{ i PRI B ‘
upparel w. 1.226 1230 | 0969 | 0969
Domestic k , ,
cotton 0384 0.775 0.430 0430
Dmhf:stic v R : V
synthetic fibres ~ -5.995 0217 0.113 0.113
Export appareil SoMEat SEEN
wool U tavs | usie | vwss ] v

4 The numerical entries in the first column are the diagonal elements fram Table 4. That
is, they arz the benefit-cost ratios associated with ‘own-promotion’ assuming other forms
of promotion expenditure remain constant. The re.oaining columns are the benefit-cost
- ratios when either spillover, feedback or hoth effects are ignored.
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Table B.1:

Components of EQ for Increased Domestic Apparel Wool

Promotion®
) : "kanponi;:‘nt’ % éomriﬁutibﬁ
P, R A EA] , -0.165
ot mE AL B 0.009
pns mP LAY )lf?\;’ 0,104
pnd. I’m,,iﬂ YEAY 0.199 ‘
(- p! n,m P"if } 1:'.*\,‘,’ -274.924 |
- m 0 mP A ES 264.177
(I&p)m mP L ADEL 414.806
_PBLEAT -304,205
Total 100

Tln mterpn,tm - the results in needs to be kt.pt in mmd that EQ is actually nezauw: when
there is an increment of dome stic apparel wool promotion (all other forms of promation
remaining constunt) so that a pegative percentage contribution in me results indicates that

the particular effect had & positive influence on Q.
_Components of BCRs for Increased Apparel Wool Promotion

Table B.2:

~ Tnereased domestic

Increased domestic and

- promotion only _export promotion

(%) (%)
Direct promotion impact 304 242
Change in P, 275 251
Change in P, =0 =0
bemgein P 264 | 54
Changein P, 415 __54
Total 100_ »




Figure 1: Spiliover And Feedback
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