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Ahstract

It is accepted in the economics literature that a c_aun‘txy may be able to gain by restricting
exports of commodities which face less than perfectly elastic foreign demand. The empirical
evidence suggests that the elasticity of demand for Australia’s exports of wool is law, but littie
interest has been shown in restricting wool exports, In the present paper, some of the major |
economic and other issues involved in thinking about restricting exports of Australia’s wool are

examined.
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THE E V,'ONOMICS OF RESTRICTING
EXPORTS OF WOOL

‘Geoff Edwards

Itis well established that a country which can influence the terms on which it conducts

 its international trade may be able to gdm by restricting the volume of its imports and exports

(Corden 1974), Theterms of tradc case is the one econoniic argument convcmmmuy accepted
by economists for restricting a country’s international trade,

In this pdger consideration is given to the economics of msmctmg Au%traha s exports of
wool. Australia is considered to have more influence on the world price of wool than of any
other ~~tx‘fadéatﬂe item. ‘The economic case for departing frém a ;;ialicy of unrestricted trade
therefore seems to be strongest for wool. It should be emphasised that the case for rcSmicting
exports of wool exists independently of Australia’s current wool stockpile and stockpile-related
debt. Hawever, the presence of the stockpile and the wool debt gives rise to a particular

~ opportunity for restricting exports which is outlined.

' The paper has four sections. fursz a brief account is given of some policy debates th*u:
represent a useful background for thinking about restricting exports of wool. Second, the
economic case for restricting wool exports is outlined. Third, ways of m‘strici,ing exports of
wool are discussed, with attention being given to differences in the etficiency and distributional

~consequences of taxes and Qumas, Fourth, some further issues that are relevant in considering

the restriction of wool exports are noted.

‘Background
In this section a brief account is given of the role assigned to terms of trade
considerations in certain policy discussions in Australia. Consideration is given first to debate
at the macro/structural level, and then to discussion of policy for the wool industry.
The Bridgen Report of 1929 saw the tariff having the favourable effect of allowing a

larger population to be supported in Australia at a given per capita income. This assessment

.



‘rested panly on the rcascmng that, { m the abscnce: of the tauff production of rural cxport xtcms‘
* would have been higher, resulting in lawwcxport pnczcsﬁ , £
| Ths: Report of the Commmee ofE‘cmmmzc Enqzmy ( 1 965) made imle of terms. of trade |
‘ effects (see Vol.1., p,361) “The Committee sugge&xeﬂ that the wool mdustry bcre
. pmpomanmciy more of thc ccst mcmascs c.mscd by tauffs than otbcr industries (Vol. 1
p:356). Buti it did not cansxdcr the extent m which it was desirgble dm wool be taxcd more.
‘ hca\zﬂy than athcr mdusmas by the tariff because of dﬂ‘femnccs in elasticities of dcmand.
Tnmmg 1o writing that focuscs on wool policy, the restrictior of cxparts asa iongnterm '
policy measure has received negligible attention in. mdustry circles and from researchers, In
fact, it is hard to find authors other than Edwards (1971, 1990, 1993) who have shown :my
mtf:re*it in thmkmg about restricting wool exports on a long«u:rm basis. Gruen { 1972)
suggested that Lhc economic case for “countervailing protection” for primary industries did not
“apply to the wccxl mdusrry This qualification on terms of trade grounds to the argument for
compensating assistance for export industries — an argument for taxing wool relative to other
- export nommodiﬁes ~ was conceded at the in-principle level in the Rural Green Paper (Harris
et.al. 1974), of which Gruen was a co-author (p.44). However, the practical signiﬁcaﬁcc of
the qualification was not spelled out. Davidson and Stewardson (1979), in theif case study of
the wool industry, did not address the economic case for restricting exports of wool, even
though they reported an estimate by Emmery (1967) of -1.5 for the price elasticity of demand
for Australian wool in the United Kingdom,
~ Gruen had earlier suggested (Gruen 1960, 1962) that *... the expansion of wool
production resulting from pasture improvement may not be of direct benefit either fo
woolgrowers as a whole or to the Australian economy. The reason for this is that the increase
in Australian wool output resulting from pasture improvement will have some effect on the
- average price obtained for the total Australian clip™ (Gruen 1962, p.357). In effect, Gruen was
- Suggesting that the return from pasture improvement was reduced because of the absenee of 2
poliey to restrict wool exports to their optimal level,
In a submission to the Wool Industry Review Committee {Garnaut Inguiry) (1993),

Chisholm, Haszler, Edwards and Hone (1993) suggested that “There is prima facie a sound



' ccanamtc argmmnt for msmctmg Austraim s cxpam of wool mx a 1nng~tcrm hams” (p;?.‘)) g

: The Garnaut Inqmry d;d not: accept :hxs suggcsuon, The Comm;ttce doubtcd that the. dammd :
fm' woonl was sq pnm melasm Lhat msmcnom bn supply wpuld mcmaac wquigmwcrs
incomes ovcr ﬂm medium and iong-term. ’Thcse: doubts cxmcd despite the Commitiee's
prescntation uf an estimate by Cunnolly (1992) of ~1.01 for me Inng»mn pncc alasnmy of
ﬁcmanﬂ for Austmlm s e;xpc;m: of wool (WIRC, P, 1{)0) The C:omzmttee gavc reasons, which -
are nmed Iater, for taking the view that the pﬂcc elaf;ucxty of dcm‘md relevant to the future wis |
much lugher a}m (’Zonnolly s cmmzuc. The Committee went a step bcyond its dxsmlssal ot? tht:
- case for msmc{mv wool cxporrs: “The Comiittee s also of the view that there would bc
| powerful argumcms against aontmls on pxoducuon orexports even if the opnmal restriction”
argument had trerit” (p.56). Some of these arguments are considcmd later,
The neglect of long-term restriction of exports is especially surpmmg; in view of the
‘ am:nuon devoted to buffer stock schemes with reserve prices for wool (see A, quyd 1965, and
references cited there). A buffer stock scheme for Australian wool raises prices by restricting
exports when the buffer stock imthon'ty is buying. But it depresses prices when the uutlmﬁr;y is
selling from its stocks, increasing exports, In standard analysis of buffer stock schemes, a
necessary condition for them to benefit the wool industry s that the price elasticity of demand
for wool is higher when the authority is sellin g wool than when it is buying it (eg. Powell and
Campbell 1962).2
Given that there is no firm basis for ﬂﬁnking that a buffer stock cum reserve price
scheme would raise the average price for wool over a period in which sales of stocks were
equal to purchases, it might be thought that a continuing policy of restricting exports would
have attracted more uttention. The in-principle case for restricting exports when the foreign
elasticity of demand is less than infinite is much more respectable than the economic case for a
buffer stock cum reserve price scheme. In fact, a policy of restricting exports on a conti nuing
basis has parallels with a one-sided — buying only — buffer stock scheme: the policy is
always acting 0 pull prices up. But unlike buying activities by a buffer stock authority, the
restriction of exports in other ways does not result in the accumulation of stocks that depress

prices when they are sold — or by their mere existence.



: The Economgc CaSe for RcsmehngExpOr(s

. I‘he, co:wentxonal way of‘ makmg the LCQH(‘)I‘HIC case f0r rcstncﬁng trade whcn a counuy‘
~ has influence @vcr world pm:es relies t)n the fact that unresmcted trade will fiot under these
~conditions allow achmvcmem of the conditions for Parcto cftlmcncy, BRS DRT FRT
where DRS is. the marginal rate of subsmuuon bctvvecn goods: in ﬁomuncx consumption, DRT‘
is the margm.xl rate of transformation in dome:stxc prcductxan andd FRT isthe marginal rate of |
transformation through fomxgn trade (Bhagwau and Ramaswamf 1963 Corden 1974) Under
compeuuve conditions, and in the absence of any other causes of mcfﬁo;cncy‘ the relaHOnsh}p
 achieved will be DRS = DRT # FRT, This is because decisions on trade will be made on the
basxs of relative prices, rather than relative margmal export rcvcnucs[mar ‘rmal import costs, as
is required for efficiency. V.In, the two.commaodity case, where foreign exchange eamed from the
export cbmoc}itfy equals foreign ex;chabge outlays for the impm commodity, mc'cnndiﬁwns
for efficiency can be achieved by restricting exports or imports (Corden 1974, p.160).
In the presence of many tradeable commodities, the existence of a potential welfare gain
to a country from restricting trade in one commiodity — wool — can be demonstrated more
~conveniently with a simple partial equilibrium approach. Three assumptions of the apprOatih
should. be highlighted. First, it is assumed that all wool produced is exported — an assumption
thatis close to r‘adﬁiy for Australia. Second, it is assumed that the inefficiency arising from the
' uﬁcxemise’d ability to restrict exports of wool to its advantage is the only source of inefficiency
in the Australian re:«':ommy. This assumption means either that there are no other factors
causing inefficiency, or that other inefficiencies have been removed using first-best pdﬁcics.
Tmrd it is assumed that adoption of a pbli,cy of restricting exports has no repercussions on
Australia through policies implemented in other countries.

The inefficiency in the wool export industry is shown in Figure 1. With the
assumptions made, Australia’s supply curve for wool is also a social marginal cost curve. The
ROW excess demand curve for Australia's wool — or average revenue curve — is also shown,
along with the corresponding marginal revenue curve. The equilibrium quantity of exports is Q

and the equilibrium price P. However, exports in excess of Q' are made at a Toss to Australia



| wma:gmﬂ naucmal rcvenue, xs less than margm il ¢ sts. ’I‘he Wclfdrc los*; t‘mm prcducmg ,md

5 expomng quzmuty Qrather than Q‘ is gmnrby area ABGK
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~ Figure 1: The economic loss fmm unrestricted espt}ris
of wool,

The size of the welfare loss depends on the price elasticity of demand for Australia’s
wool by the rest of the world (ROW) and on Australia’s elasticity of supply of wool, The less
elastic is ROW.»d‘emzmd, the greater the economic loss to Australia from its super-optimal wool
exports. The reason for this is that the less elastic is demand the larger is the gap beiween ;
évk.eragc‘ revenite, on which decisions on how much to export are made, and marginal revenue
to Australia from exports of wool. The size of the welfare loss increases with i’nérez\sing
domestic elasticity of supply of wool: greater responsiveness of supply adds to the surplus ,
production occurring with any given distortionary gap between price and marginal revenue for

wool. There is much uncertainty about the values of the price elasticity of demand and supply



, | for Auamlm 5 w«;ol exportsz Fot a summary ot’ many of ;he csttmatsﬁ see C’ fsholm er al, S

(1993) 'X‘o gwc an mdmauon of: eypocmblc natxonal!ccanomm ls)sszs fxom premng Q‘rather‘ .

o 'beawecn »—0,5 and wB and tha alasucuy af suppty bctwccn 0 5 and LS, ﬂm zumunl !osq to .

; ‘Austmha with 1992-93 prices and. quannncs wauld mngg from $O 18 bm;on to $0.99 billion,
Wuh pmcs and quantmcs fqr carlxcr, morc pmSpcrous years, Austraha s rmnual loss fmm

- unmirictcd c:xpons wmﬂd havcs been hxgher tlmn thc Ios< with 1992~93 pnccs .md quanmws‘ :

~ Ways of Restricting Exports |
It would be pbs*;i‘b‘l‘a 10 Use price or non-price measures (o restrict wool exports to Q'

'An pr(m m\: would be a price measure whﬁe export quotas would be a non-price measure*

‘;;:f;,r: Connnnnwealth Government has power: under the Constlmtxon tointroduce t:rxcq or: quomx
on exports, Aliemmvely, under the assumpnon that all wool is exported, action by the state
governments collectively to impose quotas on wool pmduz:tmn or wool marketings wguldfbe
lcq;uivalient to a quota on wool cx;porm, In pfr?innipl,e, and assuming no shifts in supply and
demand, any of these approaches could be used to reduce wool exports efficiently from Q to
o ;

Another approﬁﬁh to reducing wool exports was used in 1990 - 91 in an attempt to
sustain :the‘rcscrvé price scheme. That was a flock reduction scheme, subsidised by the wool
industry from a levy on woolgrowers to fund “market support” activities ’(Auswmian Wool
Corporation 1991). The aim of this scheme, developed by the AWC, was 1o humanely kill 20
million sheep, 4t a maximum ‘budg;:n cost to the wool industry of $20 million. The scheme
operated uzi'rii the suspension of the reserve price scheme in February 1991, by which time
10.6 million sheep had been killed.? A sheep slaughter program, because it sin gles out one
woolgrowing 'input:, henee increasing the costs of wool production, could m;)t be expected to
 reduce wool exports in an efficient manner |

The “optimal export we’ which would reduce wool exports to Q. is equal to the gap
between price and marginal revenue, measured at Q'. This gap depends on the price elasticity

of demand for Australia's wool exports, On the assumptions made, the optimal rate of export



. mzc is :c‘q,ttéti{.ta h Wherc nis :hc ;m, eiaeucny of ,,Lmdnd f'or Ans_ ,. scxporta waom LQ

szpm tax“’ sz view is ;hm ;he rclcvam clwwuy is an uvcragp ﬁf thf: shmmmn and Iong»mn; ‘

>

' elamcmas, wxm the tong«nm elasumxy receiving less wmgm because the time pmmi to: whichit

o ﬁpphcg is more dxsmm‘ In cffct:t the long-mn x:Iasnmty of demand needs to be. dxmumc:d
‘, (Reperm 1972). 4 9
* The second ﬁiﬁﬁm@ in determining the optimal export tax is that there is much
 uncertainty about the size of the elasticity of demand, defined for any length of run, for
Australia's exports of wool, Mmemcr, thcra is r:mxmctmg evidence that an e,hmc:ny for a
specified adjustment period varies with the state of the wool market, For example, Dalton and o
Taylor {1975) ;fcmnc}:athatsme short-run e‘zaxtmty of demand was higher at times of high wout |
prit:fzs than when wool prices were low, while C’ampb«al! Gardiner and wmm (19801 found
the opposite. ;
The ih,md,diir‘ﬁmmy is that, even with good estimates of the price elasticity of demand
| for actual market conditions in the estimation period, these estimates could have significant
~ limitations for accurate determination of the optimal a—:‘cparft tax. One reason for this is that the
estimated elasticities of demand relate to demand under actual prices and quantities, such as the
price-quantisy equilibrium (PQ in Figure 1), rather than the equilibeium with the aptimal export
tax in place, P'Q', which is relevant. Another reason is that the present price elasticity of
demand might be different at any given price than in the estimating period. It was stated in the
Wool Industry Review Committee (1993), for example, that the price elasticity of demund for
Australia’s wool exports had increased recently due o an increase in the Share of wool going to
price responsive markets such 'ts China, and to technical developments making .fcmﬂpc_t:iﬁg

fibres closer substitutes for wool.



I‘he dtffcultxcs Qudmed abovc are. dxff‘c:umcs of :mplmemmg an opumal cxpon tax far 2

woa} 'ﬂaey are not argumcms agmust the. r:ancepr of an cxport tax,

- The effects of i xmpasmg the ammml cx.pcrt Tax are shown in thum 2, The opnmal, e

m;pm mx is P!~ P" per unit. of wool, The tax is cqual lo thc exccm of | pnc«; cwcr margnal 0 ',

mvcnuc at the opnmai xavc,l vf‘ cxportm Q. ’!’lm axpon tax raises thc cxpcm f;llpply cum for
| 'wqol by ttw dmount of the bm«m aasumcd in I‘lgumz o be 4 a conamut perccntagc of the supply
s pnce. ’th, loss in national welfam mcurrcd wnh unresmmcd cxpom, f:qudl 10 area AB(::‘ is
climinated, 3 Wmlgmwm, howwar, experience a Wcit‘ara loss fmm imposition of me cxport
ax, The loss‘ is equal to are PBAP" the d;ffercnce in producer: turplu:, with free trade i in w«i)olﬁk

 and with cxports restnmd to Q by the qumal export fax. &

Price
s .
G Q ‘ﬁuaniitﬁ'

F‘rg,ura 2; Effects of imposing an optimal tax on exports
of wool,



 odd m‘gnmcnt to adva nce it the terms of tradc: case for rcsmu;mg cxpom is granted

One. of thc: Gamam Cammutec § powm’f i} ‘Lgumcnts’ o "mmtrf:ﬁsmct.mg pmductmn or

axpcns even if thc:rc were & terms of trade case for domg s0 w:w: “'ﬂu.rc‘would lx: a g.mat

~prac£wa2 pmbl‘cm in ccntmllv detcrminmg thc ‘quxmx level of producuon‘f . 56) Tlns is an ey e

analcsgous to Qppmmg action to rcduc:e pollution on the basw that it is hard to work out what -~

E mdummn in pollu»iorl ccmfars the large‘;t social bcmcf“ b If czxpom of wm:}l e OF pmductsm of .

P llutmn o an. ;;,mater th'm the social: 0p31mum, sm;al wclt'm i8 maxums«:d by rcducm& waal g

; cxpumm or pouuus;m ~ 10 the opnmal avai. But even if the mduam:ms, iu wool wpons or -

‘ : pouuuoxx, proceed mméwhat funhcx: man is opumah aoc;al welmm wm bc grcatcr‘ than ifno

;acztmn wem mken to reduce them. Tha ;dea that nm}um; should bc done about a Iumwn uxccssr [
‘ of stsmethmg becduse of uncertainty about the size of the optimal rcducrmn appcars to bc a |
; pertectxom:;t appmach inappropriate to a world in which what i is sought are walfarer
-improvements, not optimisation,

Many would vmw it as unfair to make wmlgrowem worse off through a pohcy that
increased mational welfare by removing super-optimal exports of wool, Wcmlgmwcxs could
benefit I‘mm zmpnssimn of‘ the cspnma} export fax i sufi‘ icient of the revenue I‘ﬂlbﬁd by the tax
were mmmcﬂ to them. The retum of export tax proeeeds o wanlgmwcm would need to aceur ‘
in & lump-sum fashion or gmwers would face an mc;:mwe to mam‘m wom pmﬁummw
k ofﬁmmg the effects of the tax. The most obvious way to decouple redistributions from current
produgtion would be to base them on woplgrowers’ production in the p.mt - for ¢xample,
p&ymgznta could be based on the average value of wnol produced in the three years prior to the
introduetion of the expart tax, The lil;a}ilmac“ithat pressute would emerge over time to update
the base period used for mdismbuﬁng tax revenue to woolgrowers - threatening the
destruction of the lump-sum characteristic of the compensation — could be reduced 'by'
announcing when the tax was imposed that the cnmmusaxion payments would be phased out
over, say seven years, |

Almmﬁiiv&:ly, the risk of losing the lump sum characteristic of the redistribution could
lxe removed, at a significant one-off cost to the federal budget, by paying in one ycﬁ:ar‘;h.e

capitalised stream of estimated annual payments to woolgrowers, There is, lowever, a maral

10



- hzmxrd prc)mem wmx upA‘mm cmnpcnsaunn' aamparcd wnh a scries '”fanmml paymems, :t

wnnm cre ma an inventive for wqolt,rowm m Iobby x‘m* removzﬂ of clm export tax, *I’tus s
suggests that there s a mdg»ot‘f between m'!."lngﬁbn\pexlsdtmxl in a way that minimises the
1 pmsaurc«. to dcpart froma lump«sum axmm,cmcm 'md mmxmzsmg the hkchhoad that thc c:xpott £ |
- tax deself will be: uvmhmwn, ‘ e k
, «\lmough the ccmmmxc caSq fnr resmcung exports is a mng term onc, mdcpcmdcnt of =
‘ ﬂu: presence of the wml stmkpx le, uu, existence of smckp:!e~mjated levy ¢ on wool pmdueuon =
| e currently 4«* pc:r cent - means that ade facto Sxport tax, *xnd thc institutional mcc.hamm for
’a higher wx, is already in pIace. Moreover, the application of pmcct:d«; from the s&ockpxh: lcvy
to reducing thc xtockpﬂe dcbx -~ while not quahfymg as genuine lump-sum redistribution ~
would appear to have smmc attraction m pobﬁcal economy terms (Burdsley L993 1“dwards
1993)
There is zmmhcx' ccns:dcmiion that is refevant i in assessing the economics of export
“taxes. Export tuxes, like soundly formulated pmmtmn taxes, raise revenue while i xmpmvwg
efficiency. They therefore make it possible far governments to reduce other taxes that gérxcm‘uﬁ
efficiency costs, whﬂe rwing a given amount of revenue. The f,copc for reducing other taxes,
and the dc:adwmgm losses to which they give rise, d»pends on the amount of revenue raised by
export taxes and the proportion of this returned as cmﬁpcnsaﬁon to those paying it. '
In principle, as already noted, wool exports could be restricted to Q' usin g an efficient
system of quotas. This would eJiminate the welfare loss from excessive exports. The effect on
wbml’ producers would be very different from that of an export tax. Producers would receive
the price P', compmd with a net price of P* with the optimal export tax — and a price of P
 with unrestricted trade. As with producers of pollution, producers of wool would prefer that
production be reduced to the optimal level by means of a quota than by the use of 4 fax ~-
assuming that tax revenue were not returned to producers, Compared with unrestricted trade,
wool producers’ annual gain froim export quotas s equal to area P'DEP minus area EBA.
ROW consumers lose surplus equal to area PDBP, From a global view the welfare loss from

an efficient export quota, as with the export tax, is equal to area DBA,

1




Thcre are, howwt:r, rcasons for thmkmg tlmt quotas wculﬁ not bc as cff‘cxent as an

export tax in rmucmg woal cxports under condmons of shmmg dummd and aupply( Tlus is

‘ »elabomted upon below,

F‘urthw Issues :

In this sectmn some add;tmna} ma;turs that hzm: bmn raised in mlauon to rc:,tru,ung :
. Austrnlm s c)\ports of wool are rccogmscd and Con‘nddred brxcﬂy, These mmtcrs arer
dlffemnuanng betwcc:n wool typcs on the basis Qf dmrmnd ch,uacis,rmms in nnposmg ,
restrictions on exports; differentiating botween segments of the wool industry on the basis of
production characteristies in restricting exports; the effects of restricting wool exports on the
responsiveness of the woo Industry to changing conditions; the implications for the restriction
of wool exports if there is less than perfectly elastic forexg,n demand for some exports mher
than wool; and foreign policy issues. | '

The price elasticity of demand by ROW for Australia's wool exports could differ

petween classes, Suppose, to simplify, that wool is made up of “fine” wool and “coarse™
wool. Recalling the fommm for the price elasticity of demand for Australia’s exports by the ’
ROW, the elasticity of ROW demand for Australia’s exports of the two categories of wool
could differ because of differences between ﬂxe two wool types in the elasticity of demand in
the ROW or because of differences in their elasticiries"af supply in the ROW, I’f‘diﬂ’ewnc:c:s in
| price clasticities of demand for exports existed across wool types there would be a case for
applying differential restrictions to different classes of wool exports, While the existence of
such differences would complicate the introduction of efficient export taxes for wool, they
would not support the status qﬁ‘o of using an export tax of zero on both (all) wopl types.

If exports of wool were rﬂstrictcd, would it be sensible to restrict wool from some
 regions or farm types more than others? We abstract here from the likely existence of an
interaction between region and the issue discussed immediately above — wool type = which
could justify differential restrictions on ¢xports because of differences in elasticities of export
demand, It may appear that wool production should be restricted more in areas where farmers

have atiractive lternative uses for their resources — such as wheat or beef production — and

12




5 less in areas whcrc ptoﬁmbla s,nbsmuws are abscm Thm is not Sm Fxrms wnh attmcuve, '

i altcmmwcs to wuorgrowmg, wm facc hngbcr margmal cost curVes forwoal pmducnan, cettms ;

' par:busf. reflecting h:ghcrmdrgmai opportunity costs, than firms with nQ alternatives. For :
efﬁc;ency itis nceessw to create the: Incenuvcs for firms wnh high opportunity costs and those
with low opparmnxty costs to rc,smm pmducnon 10 the level where margmul nancma) revenue
equals marginal costs. ' ; ‘

The Wool Industry Review: Cummmcc (1993) claimed that “a any comml on supply is

likely to reduce the speed atwhmh the mdnstxy reacts to ch‘mgcs” {p.56). ’l‘fm ¢laim ap\pcars‘
o bc incorrect in the case m* an ad valorem export tax: market measures that reduced qr'
’ mmovs:ri divergences between price and margmal social cost {or price and marginal nzmcmal
“revenue) would improve incentives for adJustmg efficiently to changes in supply and demand

Itis true that Iesmcnng wool exports with guotas would be likely to reduce the response :m

wool exports caused by an increase in wool prices: policy delays and uncertainty would retard |

adjustmcnb even if the size of the quota was :ihcmas.ed{ in response to a stronger wool market.”

However, there seems to be no reason for downward adjuémwnts in wool exports to be
~retarded by qnmas, 50 Iong as there was no penalty for producm exporting less than their
‘ quma,

What are the consequences for the optimal restriction of wool exports if Australia
possesses some influence on world prices of other tradeable items? As noted previously, there
are impiicatians only if policies to restrict optimally trade in items other than wool are absent.
Then it is necessary to take account of losses to Australia that result because taxing wool

_exports causes resourees to shift into the production of other export commodities, reducing
their world prices. It can be expected that the reduction in the optimal export tax for wool on |
account of this general equilibrium consideration will be relatively small. This is because
overall other rural export commodities face much more price elastic foreign demand than wool
does, and because a part of the resources released from wool would move nat into other export
items but into the production of importable items.

~ The likelihood of foreign responses to a policy of restricting Australia’s exports of

wool, and the consequences of any responses, would need to be assessed. However, it is

13



relevant that cxpm taxcs are not ouuawcd under’ thc GA*IT as are the ex;mn suba:du:a which

dre wxdely used overseas.

Concluswn

Notwithstanding argument to the contmry inthe Garnauf Rt,pmt the evidence on the
pm:c clasticity of demand for Austmha § cx;:on& of wool sug&,csts the potential for L.conomxc
gmns from restricting wool ewcpons Reductions in recent yaar«; in assistance for the whc;m
industry and for manufacmrmg industries havc reduced the indirect taxing of wool growmg
- and, ceteris panbmg hava increased the case for directly restricting c»,pnrts of wool. An ad
valarem cxport tax agpcars to be thc most efficient way to restrict wool exports. There are,
hcwcvu, difficulties in determining the optimal degree of restriction and the optimal rate of tax.
"I?hesawould need to be researched, as would foreign policy implications, On the assumption
that it would be Judged fair to return 3 Substantial part of export tax proceeds to woolgrowers,
 the auractiveness of an export tax would depend on the feasibility of making satisfactory lump-
sum type redistributions to the wool industry.

The economic case for restricting wool exports exists independently of the presence of
the waol stockpile. However, while the stockpile-related debt exists, increasing the stockpile
levy above its current Jevel of 4} per cent would be an administratively casy way of imposing a
de facto export tax, Since the proceeds of the levy are hypothecated for redm:ihg the wool
debt, it could reasonably be claimed that they were being used for the benefit of the wool
industry.
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1.

Brigden ena{ were mcrc: cumcmcd about fallsin Lhﬁ ‘price of wheat Lhzm nf wool. Whﬂa '
nnt exmccsmg a mew on the rulaawe price. cidhucmc:s of dcm'mci for expom of Lhi:ﬁﬁ WO

ecmmedmcs, th{:y canszﬁﬁrcd that wheat produc:tmn would have bcen subsmntxany greater

: and wool produc:mn litle grcatcr uader conditions of free trade.

When allowance is made for possible benefits to ~w¢algmw¢m s from a reduction in price

risk, there could be a gain from the operation of a buffer stock/reserve price scheme even if

the price clasucmy of demund in (he wllmg mnoﬁ isnot hxghur than in the buymg period.
{Hinchy and Fisher 1’9883

Bv February 1991 th: AWC had also develaped and prcpared to xmpfemem a syetcm of

‘ wnml marketing quotas miem}cd to limit shom wool offered for- e:x;mn salein W91»92 m

750 kt. Plans for this scheme were also mscannnued with the suspension of the reserve
price scheme, |

1f the :objct:tiva_wm'to increase wool exports, it is possible that subsidising a single input
could be more efficient than subsidising production/exports when allowance is made for
the dead~wmghx iasﬁes involved in mxﬁmg the revenue to pay the subsidy. (See !’mm and
McLaren 1982.) ‘

From a global perspective there is a welfre Joss from restricting exporis, In Figure 2 the
global welfare loss is equal 10 the welfare loss to domestic producers (area PBAP") plus
welfare loss to ROW consumers (area P'DBP) minus gain in tax revenue to Australia (arca
P'DAP"). This gives a net world we‘l’fm loss equal to area DBA.

We abstract here from the tax for wool research and promotion, the stockpile tax, and
indirect taxation of wool via assistance for other industrics.

The responsiveness of wool exports to a price rise would be somewhat greater if there Was
an automatic expansion in quota as the price of wool increased.

Australia is generally considered to be a price taker in world markets for jtems that it
imports. To the extent that Australia does possess unexploited influence over prices for

impartables, this works to increase the optinal export tax for wool,
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