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Government involvement in agriculture is under seruting in most 'developed' countries
throughout the world.  Significant changes o government-based services have already
oceurred in most Australian states and in New Zeatand,

This paper reports the findings of a ‘review of recent reviews' on this topie. The puper
compares and contrasts the rationale for reform, the assessments of the market
environment, the role of government, as well as the policy and analytical frameworks
developed in these eontemporary reviews,

The aims are to provide o greater understanding of the key forees underlying adjustments
in the levels of government intervention in agriculture, and o stronger basis for the more
efficient allocation of public resources hetween competing demands,
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I, INTRODUCTION

The period of the last five years has witnessed a marked intensification in the agricubural
secton of the broader process of public sector reform, This has occurred both in Austrdia
angd New Zenlands as well as I o range of countries of some traditional (but not
necessarily eurrent) economie significance (such as in England ,..),

Governments' collective involvement in agriculture has been diminishing in o budgetary
sense relative to other portfolio arens and sectors of the cconomy as well a8 in real terms
in many instances.  As o declining seetor in terms of gross produet, employment argl
tradle, its political influence is being tested, Signifieant changes in government regulations
angl services to Australian agriculture have oceurred and will continue to oceur ab all levels
- Commonwealth and State Departments, CSIRO, Universities and o range of other
government instrumentalities including marketing boards, rural assistance agencies and
rural counselling services, The varfability In these changes stems from differing weights
of economic and political forces as well as the nature of these forees in creating the
environment, if not the requirement for change,

Change has usually manifest itsell in theee (often contradictory) ways:

1. Diminishing overall budgets {and staff);

2. Expansion, both horizontally and vertically, in the focus and scope of programs and
aetivities (and thelr elients!);
3 Increastagly commercial approach to service provision where possible (If not

appropriate) fn o sirategle attempt fo elose the gap between the economie realities
and politieul expectations/justifcations suggested by 1, and 2,

Some more comprehensive 'eoramape . mation' appronches have recognised the potential to
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general net social benefits by 'privatising' ressareh or extension services (or the no longer
approptiate parts thereof). 'Whilst there has been no typical contrnction path for freo
government services in agrieuliure, extenslon serviees have usually bome the (perceived)
brunt of commercialisation efforts (ahead of research), leaving policy and regulation ay the
less disputed preserves of government,

Muny of the sirategie responses to ehange have been developed through o broad review
process, sometimes involving external consultants to government,  As part of the NSW
Government's reform initiatives, n fundaniental review process (FRP) was implemented in
1990, "This ongoing process required Departments to continually (re)examine the purpose
of thelr programs and structures,  NSW Aprieulture’s inital participation fn this process
was through the conduet of an internal review in 1991, A key outconse of this review was
the establishment of o Poliey and Planning Unit (of wiich these authors are now o part)
and the commencement of & core project exaniining the changing role of govemment fn
agriculture, The project hos iwo key aims:

. to improve the Department’s understanding of the key dimensions and status of
market operations within agriculture and related seetors, amd the ehanging demands
on government which are expressed or implied through these operations;

& todevelop a poliey framework 1o assist with the evaluation of efficieney Inereasing
strategies.

More recently (Jate 1992) the NSW Premier hos added o most significant independent
perspective o the issue through his onnouneement of an external 'management and
strategy' review of NSW Agriculture (o be condueted In two stages during 1993, This
review Is consistent with, but not o part of, the FRP and Stage 1' speeifically aims to
bulld on the recent reviews in the course of doveloping ".. an economic and policy

Yotage 1 oof the roview will nst md Twther refing e framework In o mnagement  ad
arganisationsl content thraugh & sumbiy of applieation studies Tnvalving cost benefit analysis of progroms,
Lustumer surveys ol assessiment of organtsations] issies,



framework and rationale for government involverient In agriculture in this State",

Thus while the commissioning bodies, the incentives and rewards may differ (significantly
in some respeetst), the foeus of NSW Agriculture's study and the external consultancy on
NSW Agriculture are cssentially the same = the changing role of government in
apriculture.

I this paper, the rationale for reform and assessments of developmients in the markets
(ond missing markets) for government services are diseussed in an attempt fo fdentify
some of the major eluims on government,  Appronches to filtering these clalms throagh
the spplication of ceonomic and reluted  frameworks ore then considercd  before
commenting finally on the emerging trends In government services to the agriculture
seetor.

2. THE BATIONALE FOR REFORM
21 At the Government Level

Reform in agricaiture, along with all other seetors is essentinlly performunce
driven.  Whilst in some other sectors, reforms may be designed to enhunge
the performance of expanding seetors of the economy, in agriculture's ase
(us would be anticipated in o relatively developed economy), it is more an
issue of reforms being designed o manage the wide range of Impacts
potentially associoted with the declining cconomy wide significance of a
sector which had brought Australla to the very edpe of wenlthyAleveloped
country status,

The declining economic significance of agriculture can be seen through o
nuniber of factors ineluding:

™ declining proportion of gross produet at the natlonal and state levels;



o
= declining significance as an employer;

- ueclining proportion of Australian export retums;

" dectining significance in the overall prosperity and dynamics of rural
towas (the uscoupling effest),

These factors when combined also franslate inte deelining influence of the
agricaltural sector at the political level,  Deelising cconomie and political
significance means o smaller budget allocation but there §s o fange of
factors which can influence the extent of the reduction, These include,

= ay conracting influences:

» poor performanee of the economy as a whole;

. political philosophies favouring smaller governments, deregulation
and recognising the need to respond to changes in the publie/private
interface;

= a5 ameliorating influcnces:

® the significance of linkoges between agriculture and other seetors of
the economy, « the downstream or vertical linkages exiending 1o
final consumers of food and fibre products and the seetors in
hetwyen, currently promoted under the guise of value adding and
creating an apparent inerease In the signifleance of agniculture
through the aseription of multiplier effects (both In economic and
client terms);

# the emergence of widespread community interests in envirommental
issues,  These have the effeet of creuting horizontal linkages and
extending the recognition of agriculture s part of the broader



resolitee management interests of communities and gavernment,
Whilst this may expand the political influence of agriculturs, this i
eritically dependent on the cmmunity viewing  agricultures
influence on the environment in & positive light.

In the future, the upricuiral scetor Is Hkely to face of further deelines in
fis economie and political significance nnd of declining serviees fron
governments,  Such declines muy be offsel, av Jeast partially, by the extent
to which the boundaries between agricwture and olher seetors beconie
Dlurred® along with its cconomic and politieal significance,

At the Department Lavel

Whilst the matjonale for reform at the overall budget level §s based on n
need to balanee economic and political factars, these factors often take on
new guises as ‘management efficiency and sccountability' influences when
determining reforms in the course of allocating » budget within a particular
portfolio ares,

Approprinteness, efficiency and cffectiveness are promoted by management
specialists ns key oriterls in allocation degisions,  Ironically, whilst
economists may be offended by the semantie distinctions inherent i the
madel, due o the scope provided under the approprinteness criterion to
evaluate arcas of focus or programs against a public economics framework,
it offers a eritical additional evaluative layer compared with those reflected
by conventional benefits cost annlyses of (for example) research priority
issues,

Rather than government organisations taking the purpose of their programs
and stroctures as given, the new 'munagerialism' of government s
challenglng organisations to reconsider very bagic questions about the nature
and scope of their core activities and how approprinte they are within the
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context of the overall role of governmient,

Whilst the management orientation of reform has introduced some now
terminology o government (such as risk  management, dnwz;stx‘mm
autonomy, contructing out, custoner focus, benchmarking, c:ic;)‘v there remain
o number of terms with which we are all familior sueh a8 cost reduetion,
maintaining services and 'new Inltfatives!, The rationale for reform thus
remaing the sare irrespective of the level of government = it I8 about
bridging the gap between budget yenliies and political expectations, ideally
i u manner desigied to fmprove agrieeltures contribution to the ecotionty,

THE DEMANDS ON GOVERNMENT

The environment confronting State governments in providing services to agriculiure
(and related sectors aecording 1o Individual choices) Is essentially similur across
Australin. There are many dimensions (o the environment ranging from external to
internal (to the organisation); from sole traders and partnerships to multi-national
corporations: from Toesl government 1o internationnl teading blocks; from farmers
to consumers; from  socio-ceonnmie to politieal; from pests and diseases 1o the
broader enviromment; from  conventional to organic:  from  low tech 1o
biotechnology; from public goods to property rights: from efficiency to customer
serviee, The netivities of these and many more influences combine in a vast array
of agricultural (and related) markets o yield a set of private goods and services
which can be supplemented by a range of public goods and services when overal)
efficiency gains are likely to result,

Aceordingly, not just the outcomes of market operations but the operations
themselves beeome eritical for monitoring by government for it Is only through
improved aperations that 8 more efficient set of outcomes ean result,

The demands on governments gre endless and may be dircatly articulated by
miarket participants or observed by governments on their behalf,



These demands are either efficiency or welfare based and are competitive for
resources and, in many cases, in thele nature and direction as well,

Government agriculre departmients are currently being asked to- examing thelr
own efficiency and nccountability, and to ensure complomentarity and consistency
between thelr functions and policies,  ‘This suggests a strowg inferest in the
changing operations and outcomes of markets in which they are involved and the
publie/private interface.  Claims for smaller government, efficiency, deregulation
and industry self~reliance compete with demands for agriculture departments (o
commit resourees both downstrenn and putwards in pursult of further productivity
gains in the food ond fibre markets compatible with the effigient management of
matural resources. Speeific el fms require government assistanee with o range of
issues ineluding: technologys quality and marketing; farmaer (and tural community)
educntion and training: Tamy health and safety; public and private infrastructure.,
ete.  Further claims refleer demands for government 1o bronden its efficiency
oriented brief in the agricultute sector to Ingorporate o welfare component.  These
elaims focus on adjustment assistance at the farm {Ineluding rural counselling) and
raral community levels (developing rural infrastruchyires),

Whilst these efficiency and welfare claims are relatively dircet nnd transparent
(although not neeessarily well speeified), there Is a e ~e of other claims whose
influence is more subtle. These inelude an increasing community seepticism about
seientific views and their contribution to the 'state of the nation', and o general
interest in cleantiness (fooxd, air, water, lunds g forests, ete.),

Given the breadth and multi=faceted nature of nany of these elaims, there s a
pressing need for goveraments to have well founded prineiples with which to fitter
existing as well as new demands,  Such o framework is essential if negotiations
with stakeholders, elients and staff on Rature policy dircetions ond implementation
options are 10 yield consistent efficioncy incrensing results,
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POLICY AND ANALYTICAL FRAMEWORKS

In tecent years there have been o number of external reviews of public serviees to
the agricultural seetor, Three such reviews focused on specifie functions provided
hy state agricultural depurtments to the rurnl seetor, viz

» Review of Agricultural Research in Vietorin 1990;

. Review of Field=based Serviges in the Vietorian Department of Food: and
Agriulture, 1992; aid

® QDI Extension Policy Review, 1990,

A fourth review involved o fundamental' review of all the functions of the South
Australian Department of Agrieulture:

o South Australion Department of Agriculture Organisation  Development
Review, 1993,

I this section the poliey frameworks in each of the abovementioned reviews are
examined to compare and contrast the analytical approaches,

41  Review of Agriculivral Resenrch in Yietorin

This review was the first external review of DARA' research function in
more thun balf o century,  The timeliness of o re-nssessment of research
nside, straitened  economic  eireumstanees  and  demands  for improved
performange from public expenditure were identified as wajor grounds for
the review. The Review Panel were requested to repor o a number of
issues relating to the conduet and funding of research within the (then)
Vietorian Department of Agrieulture and Rural Alfaivs (DARA), particularly
i relation to the finknges between public sector and private seetor in the
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Neatling and conduet of rescarch,

The arguments for government Jovolvement in sgriculturl rosearch
proposed by the Review Panel rest malnly on the luck of appropriability of
rescarch benefits = where the produets of research are of a eollective good
(or publie good) nature, 1t Is argued the inability for individuals or flims to
approprinte research results leads to an under~investment in the production
of these eolleetive gonds from soclety's viewpoint,

The Review Panel acknowledge the possibifity that government wilt also be
involved in providing private goods, often 08 o joint product with colleetive
goods.  However, the Review Panel argued governmenis involvement in
producing privite goods should be small, limited to commerclally vinble
researeh outpuls which arise by chanee in the course of research, or
rescarch utilising exeess eapucity In the public reseurch sector, with the
proviso that this be underiaken on the basis of fil-cost recovery,

On o more fundameniol level the Review Panel ncknowledge the role
governments have (o play In ereating an environment in which the private
seetor is eapable and willing to earry out research = for example, through
the development and enforcement of propesty=tights.

Field=Based Services Review

The review of figld hased services Including the advisory (extension)
services provided by the Vietorlan Department of Food and Agriculture
(DFA) and the enforcement of regulutions, succeeded the review of
agrieultural researeh In Vietorin,  The Review Panel were directed to
consider three mnjor Issucs:

o  the approprinte objective(s) for feld=based services and implications
for Tunding and service delivery;
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% he adequicy of the present organisation and resources; and

o priorities for change In organisation and resource ollocation to
effestively and cfficiently achicve the program objeetives,

The Review Panel argue that the rationale for governiment involvement in
agriculture depends upon the existence of significant levels of morket
fallure.  The most likely sources of markel fallure that conld justify
government involvement in Information services wore considered to derlve
from the riskiness of Australian ngricultuee, the publicgood nature of
certuln forms of fntervention, and the Importance of externulitics,  The
Review Panel also considered an organisation like the Department of Food
and Agriculture s necessary to peeform various functions reloted to orisls
angh emergencies such as bushfires, droughts, floods and outbreaks of
disenses.

The Review Panel assert that arguments for governme 1t fnvolvement do not
apply with equal foree 10 oll industries or to all types of extension,
Arguments about risk centre on the unstable demand for information
services as farmers adjust thelr diseretionary expenditures during periods of
low incomes. Thus the argument for government nvolverient Is constdered
o be strongest for the volatile broadagre industrics and wenkest for
intensive Hvestoek industries, The Review Panel also notes that whe markel
structures of some industries lend themselves more readily 1o the provision
of extension services that are financed and/or provided by the industries
concerned.

On issues of funding, e Ponel identify o class of extension netivity
traditionally condueted ot tspayer's expense which should be ehurged
againgt the hencficinries in o purtienlar industry,  "This oceurs i
clreumstances where the program favours one industry that Is In competition
with aother tndustries for aceess to elther resources or markeis”" (DFA 1992,
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pds).

In essence, the poliey framework for the field=based services review derlves
from the teaditional public economics model which emphasises the role for
government to redross market follures.  Although the Review Panel Identify
broad elnsses of murket faflure, they find that the extent of market fallure
anc consequently the role for government varles oeross mid within
agricultural fndustries.

The Review Panel argue the objective of government support in the
provision of field=based serviees If primarly to improve Industry
competitiveness amdd praductivity,  The Panel contend it 15 extremely
doubtful that extension serviees could be used os an effective means of
achleving soglal welfare objectives,

Queenstand Yxtension Polley Review

The task of the Queensland Working Party was to develop a poliey
framework which would also assist In program design and gulding resouree
allocation deeisions,  The Working Party were to oxaming the relevance
and cffectiveness of QDPI's extension services in contributing 1o sustained
development of Queensland's agricultural and fishing industries, The report
of the Working Party represented the first stage In the redesign of QDPI's
extension programs. Second and third phases involve the finalisation of the
policies and the implementation of new extension programs, respeetively

In considoring whether there Is o newst for public sector Involvement fn
extension services (he Working Party identify the dominant role of the
market system within the Australlan economy. The Working Parly asserts
"o demonstration of & filure of these market mechanisms 10 neiieve
satisfactory economie performnnee should be a prerequisite for government
Invalvement in agricaltural extension®, (QRPE 1990, pd0).
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The nature of market failures identified by the Working Party include:
imperfeet market signals between producers and consumers; the inability of
individuals to capture the full benefits and/or to incur the full costs of their
actions; and the inefficiencics that exist in reallocating resoutces to more
productive pursults (p.34).  Significantly, the Working Parfy identify two
main strategies for the public sector to redress market failires ~ cither by
implementing effective magket mechanisms, or by providing services to
target groups.  Furthermore, the "Norking Party urge that publie sector
involvement in these roles be evolutiosary, enabling future transition 1o the
private sector,

The Woring Party’s framework for extension policy fullows the welfare
ceonomics approach with an emphasis on a strategic vole for government in
improving  martket operations  rather than  maimaining  an - ongoing
commitment to service delivery, Fusthermore, the Working Party interprets
the scope of government involvement to the provision of publie goods,
where the 'community as a whole is the principal benefielary',  Activities
resulting in benefits to an individual or a group of individuals are
considered to be most effectively and equitably excewted by the private
seetor,

South Australian Department of Agriculture Organisation Development
Review

The Terms of Reference of the ODR call for a detailed review of the South
Australlan Department of Agriculture with an emphasis on priority setting,
service rationalisation and funding options, The ODR team began by
emphasising the Department's role in egonomic development, arguing that
environmental and soctal considerations "should be subsidiary to and
complementary with the economic development goal” (SADI 1992y, p.3).

Within the context of maximising the cconomie value of agriculiure to



South Australia, the ODR team proposed an ‘opportunities and role' analysis
a8 the key planning tool for the department, This methodology involved
two factors:

© The annual opporfunity to inerease the contribution of any given
commadity within the State,

The assessment of future opportunitics appears to be an amulgam of
technological and struetural considerations, and market outlook
informption.

® The role of the Department in realising the opportunity,

The ODR team argue that in many Instances there are other potential
atoviders of serviees needed.. (o, realise...opporunitiss,  "The
‘opportunities and role' methodology identifies those opportunities
that can only be realised if the Depurtment gets involved" (SBADI
19924, p9).

The ‘opportunities and role' methodology differs from the frameworks
applied in each of the previous 3 reviews in o number of important respects;

o First, the identification of ‘opportunities’ focuses on thie value of the
agricultural industry as o consideration rather than the magnitude of
the market failure,

) Second, the argument that 'if not industry, then government'
involvement is needed to realise opportunities places considerable
importance on the capaeity of the department to aceurately identify

rhe calewlation of the eeanomie contribution of the industry involves the addition of net value of
production st Tam gote o the value of produet eost captured in South Australia, and valug added by
downstream: industry, with adjustments for costs of resotres use and Industey assistanes or profection,



5,

uniexploited 'opportunitics’ of high soelal value,

e  Thirdly, it is not clear whether unrealised nppbrmnit’i@s can be
interpreted ag arising {rom market failures, for example due to the
problems of appropriability,  However, the ensulng recommendation
that effort or market and industry development should inerease,
sugpests this is not the case,

The QDR team recommend o realignment of Departmental tesources into
high opportunity, major role commodities such as whent and wine grapes
and away from low opportunity, low role commodities such as pigs and
poultry.

APPLICATION OF THE FRAMEWORKS

In light of significamt developments within the agricultural sector and in the
dehivery of pubii services more generilly, it is pechaps surprising that the terms of
reference in only one review (SA Organisation Development Review) invited o
fundamental re-examination of the role for government involvement in agriculture.
This seems even more surprising when the previous external review of research in
Vietorin was condueted over 80 years ago. It remains to be seen whether the
opposing forees of declining budgets and inereasing demands for publie services
cun be suceessfully managed by a process ineremental of poliey revision.

The reviews all identified o potential role for government where private firms
appear unwilling or unable to operate. The Victorian and Queenshnd reviews also
emphasised the importanee of identifying significant market fallure as o pre=
condition for publie seetor Involvement,

The emphasis on the role of government to redress market faflures neglects the
possibility that intervention by the public seetor may also 'fall' or manifest serious
deficiencies of its own. Consequently there is the risk of exaggerating the capucity
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of government to intervene effectively, particularly i ureas where the likelihood of
mon=matket' failure is high, One of the patadoxes about the role of the public
sector n the geicultural seetor which hos & bearing on the scope for intervention is
thiat where contmunity gains frons infervention appear high, governnent Is most
likely to have limited capaeity to intervene cffeetively.  Conversely, the state can
aet most suceessfully in situations where private markets already work effectively,
The fallibility of government is particularly important in the context of the South
Australian review which recommends the publie sector identify and support
eeonontle opportunities within the agricultural secior,

The QPP review of extension services believes public sector involvement should
be restricied 10 services where the community a8 o whole I8 the principle
beneficinry.  Strietly applied this poliey would severely constrain the sctivities of
the department, examples of ‘pure’ publie goods being relatively rare. By contrast
the Vigtarian reviews of researeh and field~hased services and the South Australian
ODR acknowledge that certain public services provide primarily Industry or
seatoral benefits.

The issue of funding arises when the beneficaries of a publie program are confined
to a recognisable group.  Although the principle of 'heneficiary pays' is generally
endorsed for eollective goods which provide industry benefits, o number of coveats
apply = pandeularly where user charges jeopurdise the 'public rationale’ of the
government's aglivities.

For agencies  premised on providing  public  goods, the environment of
commercialisation of public programs and priorities to develop eloser industry
linkages are  particularly  ehollenging  issues  hoth  conceptually and in the
management of publie resourees.

T ROLE FOR GOVERNMENT » EMERGING TRENDS

The sconomic and politieal environment impinges on the analysis of the role for



government in a number of ways  First, percelved shorlcomings in market
operations or outeomes provide the busis for m‘mmumty demands on governments
to provide & remedy,  Second, the community expeetations for public accountability
and efficiency holds implications for the conduct of public services, wherdas
demands for 'sialler government' influence the seope of public sector activitics,
Finally, changes within the morket environnsent affects both the capacity of
individuals and firms to effectively provide goods and serviees, and the options for
government involvement.

The consensus that incrensing conmunity demands on the public seetor will be
accompanied by inereasing budgetnry pressures on agricultural departments places
a premiune on the development of o framework for systematically diseriminating
between competing claims on government,  Methodological frameworks developed
have tended to focus on providing o ratfonale for publie involvement in service
delivery with subseeuent attention on improving the effectivencss and efficiensy of
government services,

On o broader seale o number of wemds emerge which have the capagity to
significantly influence the role and functions of government in agriculture, A trend
to recognise clients fnvites grenter community participation in public poliey
development.  Although there are gains 1o be realised from a more plusalistic
approach to publie policy, the move from an 'institution=led’ process to ‘elient or
market driven’ programs endangers the 'public’ focus of government programs
uniless governments retain o elear view on thelr role within the economy,

A subset of community discontent with the consequences of  government
involvement is the public disquiet for the wisdom and benefits of seience. In both
cases, the community's distrust for government has led o demands for less
intensive forms of government involvenient, with an emphasis on better informing
the community rather than more preseriptive, interventionist strategles.  Opposing
this implied contraction of publie sector activities are the demands arising in some
guarters for government involvement in resource monagement, ensuring food safety



and promoting indusiry development,

A common themie of all reviews 5 the focus on industry efficiency and
competitiveness ns a key objective of government involvement, e prominence of
efficiency objectives, reinforced by perceptions that agricultyre is o business,
oceurs at the expense of the teaditional notions of the family fam, Tronically this
shift in pereeption tends to further rode the famming sectors political power tnd
further undermines attempls fo invoke 'social justice' or 'equity' arguments 1o gamer
public sector support for agrieulture, |

The trend to devolve greater responsibility 1o the private seetor to meet sociery's
needs, with government retaining 4 strategie role in fostering murket efficiency,
will continue to be resisted by sectional interests who perceive the scope 10 satisfy
private wanis with public memns.  Consequently, the framework for policy
development 1 imporant not only for identifying the rationale for government
fivolvement and in puiding resource allocation deeisions, but provides the basis for
engaging fn more netive and widespread debate regarding the future dircetions and
seope of government involvement in the agrieulural seetor.
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