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Abstrac
Exceptional Circumstances: Exploring Some New Definitions and Approaches

David Thompson and Roy Puwell, Centre for Agricultural and Resource Economics,
University of New England'

Invited Paper presented to the Annual Conference of the Australian Agricultural
Economics Socicty Conference, Melbourne, 12-15 February, 1996.

Under the National Drought Policy launched in 1992, drought was to be regarded as a
normal feature of the operating environment for Australian farmers with an increased
cmphasis on improved drought preparation and self-reliance. Assistance provisions in the
vase of ‘exceptional’ droughts were to remain in place hawever. Several commentators
have questionea the need 10 single out drought risk for government intervention on the
grounds of resource misallocation and that this approach is inconsistent with the "total’ risk
managemem approach now widely advocated by advisers.

In this paper, the results of a whole-farm stochastic budgeting analysis on a NSW and WA
farming system are reported. The objective is to provide a perspective on drought as one
of several causes of poor financial performance. Results indicate that while drought
avents lasting several production cycles are a significant contributor to poor performance,
they are not exclusively so. Combinations of other factors can be equally significant,
lending support to the notion of a whole-farm approach to risk management.

Perhaps it is time to review the basis for the application of exceptional circumstances in
farming. A case can be mounted for support in 'business threatening' sitvations, but it
should be approached from a whole-farm perspective with limits on access to support.

Key words: Exceptional circumstances, drought, risk management.

! The authors now work in the Centre for Agricultural and Regional Economics, 215 Mann Street
Armidale, 2350. ph 067 713833




Exceptional Circumstances: Exploring Some New Definitions and
Approaches

David Thompson and Roy Powell, Centre for Agricultural and Resource Economics,
University of New England

I Background

In August 1992, the then Minister for Primary Industries and Energy, Mr Simon Crean,
announced a new National Drought Policy, agreed between the Commonwealth, State and
Territory Ministers for Agriculture. This followed extensive review by the Drought Policy
Review Task Force, set up in April 1989 o idemify policy options for government in
establishing national drought policy (Drought Policy Review Task Force 1990).

The broad thrust of the new policy was a phasing out of transport and fodder subsidies
during drought, and an emphasis on self-reliance and better drought preparedness by
farmers. The philosophy of this new direction is that climatic variability is a normal
feature of the operating environment for Australian agriculture and is just one of many risk
factors to be dealt with by farmers (Crean 1992). The policy did, however, provide for
government assistance in cases of ‘exceptional’ drought.

The objectives to be achieved by the new policy include:

3 encouraging Australian primary producers to adopt self-reliant approaches to
managing climatic variability;

0 maintaining and protecting Australia’s agriculwral and environmental resource base
during periods of extreme climate stress; and

3 cnsuring early recovery of agricultural and rural industrics, consistent with long-term
sustainable levels of production.

This policy change was in line with the recommendations of the Task Force. It was also
consistent with many of the views of economic analysts who had gencrally argued that
drought was one element of risk that had to be managed along with all other risks. To the
extent that drought was singled out for special treatment in policy resulted in resource
misallocation such as too much investment of resources to farming drought prone areas
relative to less drought prone arcas, and too little attention being paid to managing
drought risk relative to other risk where there was less policy intervention and the equity
of a special policy for agriculture relative to other industries exposed te similar risks but
without such assistance measures (Freebairn 1994, Kraft and Piggott 1989, Simmons
1993).

The new policy included three other clements. First, State Governments were able to
continue to offer drought assistance in the form of drought subsidies for the movement.of




fodder, water and stock. The chunge meant that the states would not receive any
Commonwealth assistance for these subsidies. Sinee the ehange, (he Basterny Australian
states have provided this formy of subsidy duging drought in the early 1990y,

Seeond, under-the Rural Adjustment Scheme (RAS) additional assistanee to farmers could
be provided under the ‘exceptional cireumstances’ provisions. These guidelines include
defmed situations of drought which indicate regions where farmers are eligible to apply for
assistance under RAS. That assistance s manly in the form of subsidies on interest paid
on bogrowings, to farmers who meet the chigbility ceiteria for support, essentindly that the
farrn business can be viable in the medium term.

Third, there has been some further refmement of the range of taxation arrangements {or
draught affected farmers including some adjustments 1o the provisions encouragiing
farmers 1o establish cash reserves as part of thew preparedress for draaght and other risks.

I swmmary, the changes to droughn pulicy have been part of the general evolution of Garm
support pohicy secking new ways of encouaging better frm management m general and
risk management in pasticulir. Those ehanges can be evaluated both through experience
gained i drought and through analysis of how the policies are Tikely to smpact on farm
financial outeomes. The work reported hiere s part of that evolution which should also
provide mformation to farmers on how best to develop theie own risk management
steategies. TUhailds on work from a LWRRDCRIRDC funded project on the analysis of
the farm fnancial tmpacts of alternative drounght management strategios.

Not all commentators agree witl the changes (see Jahnson 1992) Further, the policies
were nof analysed m the way this work allows during their formudation. At that stage the
models and methods were stdl being developed although Farrell (19773 had indicated that
ruend farme models maght be especially useful for this purpose. 10 also likely that
insufficient tme was allowed for farmers 1o adapt therr business structures and strategies
to the change 1 policy. This became apparent as the policy change almost coingided with
the begmning of perhaps the worst drought this century in North Hastern Australia,

{n this work, the financial and risk implications of alierative drought preparedness
strategies are investigated against the background of the toral risk’ faced by farmers, The
analysis is based on selected regional studies using a whole-furm model whicly ineludes
analysis of risk and & tull financial specification ineluding the current taxation provisions,
Al of the analyses have been earried out in consulfation with a refeence group of local
farmiers and their advisers.

In section 2 of this paper, the coneept of exceptional eireumstances is explained and
questions are posed about the desirability of the policy. Seetion 3 provides some
background on the RISKFARM miadel which was the analytical tool used in the study.
Modelling results are presented in seetion 4 (o demonstrate e impact of key risks on two
farming systems. I section § some altemative methods of assessing exeeptional
cirenmistance arrangements for farm businesses are xngg&smda




2. ixceptional circumstances and risk management

Under government current policy, ‘exceptional circumstances' assistance has been
available (o farmers under conditions of severe drought, flood or wool price reduction,
Withreference Lo severe drought, onee an area has been officially declared 1o he
experiencing ‘exceptional drought', the forms of assistance available include:

0 Drought reliel payments of up to $ 14,000 per year for basic farm family needs (subject
to the same eligibibity tests as the Jobsearch allownnee).

0 Interest subsidies on new or existing loans up 1o a maximum of $100,000 per year and
$300,000 over five years,

71 Austudy Dnancial assistance for full-tune students over 16, exempt from the normal
asset and mcome tests (INSW Agriculture 1995).

The assessment of conditions upon which exceptional drought declarations are made
include:

0 Meteorological conditinns.

01 Agrononne and hivestoek conditions.

0O Environmental sod natural resource conditions.,
0 Scale of the drought.

0 Effects on farm income (NSW Agniculture 1995),

A fundamental question arisimg from the « xeeptional cireumstances coneept and which
relates 1o risk managerment in general is ‘why target only certain forms of farm risk such as
drought™ This question has been discussed before (e.g. Kraft and Px;;,&,ou 1989, Simmons
1993), and leads into the termtory of considering risk management in a holistic manner and
the concept of a farm risk profile which identifies key risks in the farming system as o siep
toward formulating the most cost-cffective risk management strategy,

Marcover, it is not simply (he catastrophic ‘one-off events which require attention, but the
possibility of a coincidence of events, sach as occurred in 1995 when drought, frosts, mice
and locusts all affecied crap pmalm,lmn in Northern NSW in the one season. Although
this was probably a rare occurrence, it is more likely that low prices and poor seasons will
ogetr together causing similar resulls,

The non-uniqueness of climate variubility - of which drought is one state - interms of it
simply bun&, one of many contributors to the risk profile of furm businesses, raises :Mc.r.il
policy issues related 1o the provision of rural assistanee,




1 The rural assistance regime in Australia currently provides direet financial support in
the event of poor climatic conditions but not for adverse events in all other areas of
risk. W assistance s provided o manage climate ancenainty then why not the other
sourees of risk also? And, if not for t‘hiz others, why for climate uncertainty? There is
no-obvious rgonale for this inconsistency i government policy.

0 Bvenif drought can be shown to be the major risk facing primary producers, speeial
pravisions for assistance when it occurs must be open to question. Such provisions do
not reduce the risk, but merely alter who bears the nisk and its costs (this was also
raised by Simmons 1993). In fuct, the overall cost of rsk borne by the community is
increased by such schemes, doe w efficiency loses inthe economy as a whole in rising
taxation revenues to subsidise farmers. o any case the results reported in this work
reveal that drought - or, inore strietly, clinate variability - is only on¢ of many sources
of risk to furmers. Further investigation is required to determine its contribution to
total risk relative to the contrtbutions of other sources of risk.

0 Despite political thetorie regarding its ympermanenee, the now fong-term existence of
publicly-funded drought assistance has engendered high expectations amongst farmers
about its on-going availabibiry. This raises the issue of the magnntude of the
disincentive this assistanee. may hawe provided to the developnient and implementation
of private climate rish management options. That is, aceess o the assistance regime
may have been the resort of farmers who would otherwise have adopted private
management strategies (o cope with more extreme climatic events. Moreover,
assistanee of this form may give nse tomequitible outcomes in that those who have
horn the cost of taking action an a private basis and ure henee more self-reliant in
adverse circumstances, may not guahfy for equivalent assistance o that accessed by
less independent Farmers.

0 Fundamentally, it would seem to be preferable to avoid forms of intervention that
impact direetly on the sk environment of farm businesses and henee have the
potential to reduce risk management activity on a private basis and hence fo interfere
with the process of development of market-based, nisk management produets,
Efficient markets will also provide any necessary premiums for risky activities through
higher returns and adjustment of asset values. As advocated by commentators such as
Milham and Davenport (1995), a more appropriate approach may be 1o limit public
finaneial assistance to addressing the welfare needs of farm families rather than
attempting to (partially) address the eause of the problem. Given that the operating
environment of farmers is changing with the removal of regulatory protection, it may
however be appropriate to provide temporary, adjustment assistance in the form of
education and training in risk management,

istic view of risk
ntexeeptional
hewaprant

There appear 1o be @ number of inconsistencies between a hol
management, and the technical event focus which appli

fies to the ¢
circumstances provisions. The 'lines on taps' approach of declaring arcas whic




assistanee may appear inequitable (o farmers who have made a genuine investment in

drought preparedness or wha happen-to be on the ‘wrong side of the line', Morcover, as
the results of this work demonsirate, there are events other than those covered by
exceptional drought which produce very unfuvourable finangial outcomes, are beyand the
faenymanagers control, and may threaten the survival of otherwise viable farm businesses.

3 Using the RISKFARM model to-examine sources of farm risk

Farrell (1977) has made the point that moch policy-oriented research is partal in natuge in
that it does not estimate the fell ympacts of pohicy mstruments. Moreover, such research
may not secount for differental impacts among regions. The approach taken in this work
wiis 4o adapt the genene whole-frm stochastic budgeting moded, RISKFARM, 1o capture
the essential elements of several different farnung systems in NSW aed WA.

Whuole-farm stochastie budgeting mvolves developmg a model that enmics the operation
of the business and can simulate inancial performance while faking aceount of the
upeertnty inherent m srany aspects of the farm busmess. Applied stochastic badgetmg
for & farm buxaess thus requues an analyteal tool that encompasses linanceral analysis and
enables an assessient of how the level of retuens and risk are influenced by alternative
production ind finance strategies. An approprite model fortus purpose is a
computersed staulation model with e capacity to ubise probabilistic mfommation ~
RISKFARM ts a muodet of thiy nature which cominnes the @®RISK software with a
spresdsheet.

The stachastic varables in the general version of RISKFARM include commodity prices,
grop and wool yields, livestack weaning and mortality rates, farm costs, and investment
and loan mierest rates, The modified regional verstons of RISKFARM developed during
the course of the Drought Strategies Project also inclide o probabilistic elimate variable to
which yield outcomes are correlated. This fndex was based on histarieal rainfall data
avatlable through the AUSTRALIAN RAINMAN saftware (Clewett er al, 1994).

Common drought management responses elicited from logal farmer consensus groups
were then added (o the model. Thus, uncerainty in farm production and commadity and
finungial markets can he secounted for in some defail. Tn addition to assessing the
performance of alternative drought preparedness strategies, this also provided the scope
for examining the relaive importance of climatic risk on farm financial performance, s
opposed to other sourees of risk,

In terms of an holistic approach to examining risk, the RISKFARM model does not
include many of the more personal risk elements suelyas legal and social risk. Rather, the
focus is on risk factors which are generie to most farming systems, but with the capacity
for the specification to be modified to reflect the nature of the specific farming system
under investigation.
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The interactions between risk variables are also difficuitto mimic in o model such as
RISKFARM. The estimation of the parameters of the probability distributions forthe
stochastie variables and their correlations is pam.my empirically based and partially hased
on clicited subjective expectations. Costs and interest rates are related 1o macro<level
variables - the ABARE index of commodity prices received and the top prime rate on
overdrafts - through regression equations, These equations are then used in conjunction
with user estimates of future movements in these variables Lo praduce probabilistic
estimates,

Yield parameters for both livestock and erapping activities are correlated through the
climate indexes added to the regional models. In general, yields and prices were not
correlated, though there were some exceptions (¢.g. in the centeal west of NSW, whea
prices and yields were correlated to reflect the fact that low yields associated with low
rainfall tend o produce high protein geains which attract higher prices).

While undertaking this work and in discussing it with others, it is apparent that in
developing appropriate nisk profiles, the correlations mmong many variables is a eritical
issue. Much more work 1s needed to develop low cost ways of determining these
correlations for tacal arcas. For the present, those outlined above have passed a form of
reasonableness test based on analysis of data and the opinions of the farm focus groups.

A final feature of the RISKFARM model s its detailed treatment of farm- taxation issues.
Basic income tax, provisional tax, the Medicare levy, income averaging, income
equalisation deposits/farm manngement bonds (IEDAEMBs) and livestoek election
provisions during forced sale are all captured in the modelling framework. In addition to
physical drought management responses, this allowed an investigation of the impact of
taxation instruments as a method for dealing with elimatic (and other forms) of uncertainty
(see Thompson et al. 1996)

The focus of the work reported here relates 1o the events which produce poor farm
financial performance and could be regarded as conditions where ‘exeeptional
circumstance' intervention may be necessary. This is done in the context of a broader
consideration of the risk factors impacting upon farm performance.

The following analysis is not necessarily ideal for the task in hand, The madel as
developed is for mediumsterm strategy assessment over a four yaarpcriod Tt wauld be
better to-be able to simulate over much fonger terms in a recursive fashion, More mnmm,
systems could be evaluated. There is potential for the development of 'risk prof :
various farming systems and regions in a general context of benchmarking, RISKEAFR
could be used for that purpose but there wonld need to be further development of th;,
model and analytical strueture required to do that, 1f that were done, then it would be
suitable as an element in the discussion of the issues raised in this paper,




4. Some modelling results

The structure of the regional RISKFARM models allows mdavndual model iteeation data
(each iteration being a five year time frame consisting of ane deterministic year and four
stochastic years) to be extracted. Consequently, the {requeney with which uncertain
model variables take on particular values can be analysed and related to the financial
performance of the farm business. This provides an indication of how the key risks
modelled in the system affect {inancial performance.

InFable 1, the impact of "drought events’ on a mixed shupﬂwcd" Northern Tablelands
farming system are presented. Tn this context, a ‘drought event' in any one year consists of
aperiod of minimal rainfall (below 30mm per month), which lasts two months or more.
The model is structured such that as the length of the dry spell increases from two months
to beyond six months duration, progressive destocking and supplementary feeding take
place.

Table 1. Lnpact of drought an farm financial performance - - Northern Tablclands‘ .

Net Cash tncidence of Incidence of
Positton tolal drought drought
ranking evenis in NCP events (%)
ranking (%) e sr
O drought I draught 2 drapght Jdrought  Drought
eventsind  oventsind  eventsind  cventsing events
years yiars years years requiring
heavy de-
o stocking®
Columun No. (11 2] 3 9} {5 {6) [
0-5% 1.1 24 74 11 50:0 19.1
5-10% 6.8 19 6.0 56 0 14:.0
10 ~ 15% 8.0 3.0 0.3 11.1 0.0 88
15 - 20% 0.8 36 6.3 14 0.0 9.0
20-25% 4.0 54 4.2 5.6 0.0 34
25 - 30% 5.8 4.5 5.3 7.0 0o 56
30 - 35% 7.3 33 7.3 5.6 250 79
35-40% 34 6.0 34 39 0:0 3.4
40 - 45% 4.3 54 4.9 37 0.0 5.6
45 - 50% 37 57 4.9 1Y 0.0 7.9
50 - 55% 6.4 3.6 6.8 7.4 .0 34
55 - 60% 4.0 5.7 44 37 0.0 56
60 - 65% 37 6.3 32 56 00 2.2
65 - 0% 34 6.3 34 3.1 0.0 34
70 - 75% 2.1 6.9 34 0.0 0.0 34
75 - 80% 4.3 57 39 56 0.0 22
80 - 85% 50 4.8 4.9 5.6 25.0 2.2
85 -90% 4.3 5.5 4.9 37 0, 0 22
90 - 95% 34 59 5.3 0 51
_95- !()(l% 2.8 66 34 19 1.1
o 100 100_ 100 B (L.

2. These are droughtcvents where the entire wether flgek and pan of the breeding Hock
remaining sheep being fed,




Table 1 should be interpreted us follows. The row labelled '0 - 5%’ shows the incidence of
vartous drought events forthe worst 5 per cent of Net Cash Position (NCP) results, NCP
is the accumulated cash surplos or deficit in the bank following five years of farm
aperation. 1tis a reflection of total farm income less all tarm costs including variable and
overhead, financial, personal and taxation costs,

Looking along this row, the ¢ alumn (2) shows that 10.1 per cent of all deought events (ie.
of any length) accurred in the worst 5 per cent of NCP outcomes, Column (3) shows that
for wil the model runs where there were no drought events over the four year period, 2.4
per cent of those model runs resulted in an NCP ranking in the worst 5 per cent of
outcomes, Similarly, in column (0) of Table 1, for all of the model runs where three of the
four years contained 1 drought event, 50 per cent of those resulted in an NCP outcome in
the worst ranking (0-5%). Column (7) shows the incidence of at least one severe drought
event in the four year timeframe.

Some interesting features emerge from this analysis. Although there is some correlation
between the occurrence of drought and net cash performance, poor financial outcomes are
still experienced in the absence of drought (column (3) of Table 1). This indicates that
other risk faetors are having a significant impact on the system. Morcover, an analysis of
the severity of the drought events represented in the model indjcates that poor financial
performance is more closely gssociated with the presence of one or more fonger drought
events during the model timeframe, than the incidence of less severe events. This is
largely a result of heavy destocking, which wkes several years (o recover from.

It is afso notable that a good financial performance ranking is attainable with two drought
years, column (5) and in one instance, an 80-85% NCP ranking was achieved with three
drought events in four years, However, three drought events took place just four times
over 60/ nodel runs and there were no instances where four conseeutive drought years
occurred,

A similar analysis was performed for a mixed 'shc.cp/cmpping system in the Merredin
region of WA (Table 2). This table should be interpreted in the same manner 4s Table 1,
however the definition of season type was different from that for the Northern Tablelands
model, since nine disercie scason types related to the timing and amount of rainfall have
been used based on information from the MUDAS model (Kingwell er al. 1991).

fn this case, the correlation between season type and financial performance was also
evident, but as only one of the nine season types was severe enough to-be regarded as ¢
drought event, a-run of poor se¢ason types where the pattern of rainfall was unfavourable
for higher levels of cropping and pasture growth was also strongly related (o poor
financial outcomes. InG6 per cent of the worst ranked NCP performances, there was at
Jeast one season type 9 drought event over the four year model period. In addition, three
or four poor seasons in a row usually caused the NCP 1o fall into the lower rankings.
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There were no instances in the worst 20 per cent of NCP results where no poor seasons

aeeurred, however performance could fall to this level with Just one poor season again
indicating that other risk factors in the system are important. Financial performance at

Merredin « appears o be closely linked to season type, 4 reflection of the large component
of tota} farm income derived from eropping relative to livestoek, Crop areas sown, vields
and input costs are resppnsive to a range of season types at Merredin, In contrast, wool
yields and Jivestoek numbers in the Northern Tableiands only change dramatically under

drought type conditions.

Tabhle 2. Impact of season type on farm financial performance - Merredin
Ner Cash Incidence of Incidence of
Position total poos POOF SEASON
ranking seasons® in NCP length (%)
ranking (%) ; , —
0 poor 1 poar 2 poar 3 poar 4 aoF
seasans M4 seasonind  sepsonsind  seasonsind  ser-ongind
YO years YOUrs years e ears

Column No. (11 ) 4 ) {5 () (71
- 5% 8.7 0 0.0 0.0 6o 50.0
5-10% 74 4.0 .0 8 9.9 30:0
10 - 15% 7.2 {10 0.8 0.8 13.6 | 551
15 - 20% 0.3 {6 18 4.0 1.5 50
- 236 o.1 an 0.8 4.4 10.8 2.5
25 - 30% 5.9 [1R¢] 0.0 1.0 9.3 (Lo
30 35% 59 (1.0 4R 8.2 9.9 (A1}
35 - 404 50 0.0 [a 6.0 80 0.0
40 - 45% 5.5 (LG 1.8 713 6.8 0.0
45 - 50% 4.7 0.0 5.6 G4 4.3 0.0
50 - 55% 4.9 0.0 32 8.0 3.7 0.0
55 - 60%. 4.6 0.0 4.8 80 25 04
60 - 65%: 4.5 0.0 4.0 9.2 1.2 0.0
65 - 0% 43 1.0 5.6 8.4 1.2 00 g
70 - 75% 37 8.7 8.7 6.0 L2 00 =

5 - B0% 30 0.0 Py 6.4 1.0 0.0 ;
80 - 85% 35 87 103 5.2 1.2 0.0
85 - 90% 2.8 13.0 15.1 3.2 0.0 0.0
90 - 95% 24 4 11.9 32 0.0 4.0
95 - 100% 9 3w 12 o0 00
Totals 100 100 100 100 100 00

season lypes, season 9 can'be regarded as a drought,

Figure | provides an insight into the factors other than drought which wmiay cause very
poor net cash performance in the Northern Tablelands system. In Figuee |, the worst §
per cent of net cash outcomes have been isolated, and the performance of key risky
variables analysed in terms of where (on average) they rank for each of the four stochastic
madel years. In this analyms, the chance of a drought occurring has been oliminated from

the simulation, to gauge the importance of other risk factors.

10

"o In the Merredin version of RISKFARM, the elimate index is classified into 9 discrete season typcs.
based on prabability information from the MUDAS model (Kingwell ¢ al. 1991). Only one of those




A low decile ranking indicates below average performanae which for most variables leads
to poor financial outcomes. The exception is interest rates, where a below average result
is desirable. From Figure 1, it appears that wool y telds and prices were always below the
40 percentile and often around the 30 percentile. Hogget and cattle prices also ranked
consistently helow the 40 percentile. In terms of farm income, wool is the major
contributor, followed by cattle sales and their low decile rankings in the worst § per cent
of financial outcomes indicates that they are key contributors (o poor financial
performance.

The other risky variables tended to be closer fo their mean values around the 50 pereentile,
This again emphasises the point that risks other than drought are important, Indeed, even
in the absenee of drought, the worst § per cent of five year NCP performances averaged -
$248 400 while where there was also the chance of dronght events oceurring, this figure
declined to -5292 800. This result indicaies that cireumstances other than drought can he
business threatening and therefore may warrant consideration as exceptional events.

Figure 1. Factors contributing to poor net cash performance - Northern
Tablelands
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The results for the Merredin and Northern Tablelands farming systems indicate the
following:

U Circumstances other than prolonged drought may have severe financial impacts,
Q There are considerable differences in the risk profiles, the relative imponance of risk
elements and their impact on farm financial outcomes among regions. Further, the

worst outcomes are likely to be combinations of unfavourable events rather that being
due to a single cause,

1t




U The differences make it extremely diffieult if not impossible o develop som,csvt:.qujimbla
definition of exceptionnt circumstunces based on physienl atributes. This point has
been made previously by Goucher (1989) and Smath (1989) and it is apparent in this
drought work (Thompson ez al. 1996). 1t confirms many of the operational difficulties
that have been noted in relation to the recent drought.

L the thrust of policy is to assist businesses that are tireatened (as distinet from other
objectives such as maintaining the environment and production capacity) thei it is
¢lear that a holistic approach to the policy should be taken which allows for all of the , |
sourees of risk and the possibility that they may oceor in any number of combinations
and sequences.

0 There is a possibility that with some refinement and careful restructuring of the
RISKEFARNM madel, it would be passible to develop risk profiles for a range of
farming systems taking mito account those that we associnted with the farming system
(ather personal, so-ial und legal risks being left aside for the moment). These could
begin to form the basis of a set of risk benchmarks which are likely to be valuable for
arany in the finance sector and for better mformmg the land market.

5. Exceptional Circumstances

These comments are oifered in the general context of the evolution af disaster relief
arrangements, They are arehiminary in nature, recognising that there is usually along lead
time in developing new arrangements. In particular, the comments are made to nddress
the issues of the less than holistic approach to the assessments, the arbitrariness of defining
geographic boundaries for eligibility and the potential to develop betier
apphication/assessment procedures.

There seems to be general agreement about the peed 1o improve the secess of farmers, and
indeed any self-employed people, ta the range of welfare provisions (o assist those in
need. There s much less agreement on whether assistance should be provided at times to
busingsses in trouble. Where the problems arise from poor business management, of from
situations where 1 anagement could he reasonably expected 10 take some preeautionary
action, it seems that there is no real case for assistance.

However, there are likely to be some eircumstances where assistance might be justified as
it is a threat to the continued existence of @ business or businesses. This could be the
result of any of the following situations.

U A combimation of relutively unlikely events oceurring in a short period of time, Even
though each of the events might individually be able to be protected against in a
reasonable and cost effective way, the combination may not be, Although vur
simulations using RISKFARM are not ideal, what is apparent is that most of the worst
cuteomes for farms are the result of o number of causes ocenrring simultaneonsly orin
a sequense that have a cumulatve effect on the business. As an example, the past




season has seen some farmers experience drought, frost damage, and mice diamange all
in one season;”

L The severity of an even: vy be a factor that is threateni- g, This brings the distinetion
hetween events that -+« be prepared for, say # drovght that tmpaets on production
mup o two producoe cyeles relative to conditions that affect up 1o six successive |
production eyeles as has oceurred in some areas in recent years. .

U The events may impaet on a particular focality in o way that is likely to thieaten the
fabrie of th « acgl economy. This is often o feature of rral ecconomies where there is
ahighdegic of specialisation m particular ndustries (often agriculture) relative o L
urhan econouties. Thus, the impact will be widely spread across businesses it the foeal
ared. In some respecets, that might be more af o ‘money or cash-flow drotght' in that
Jocal area, that 1s not replaced adequately by compensating finaneial flows (Tor an
example based on the Gwydir Valley, see Powell 1993),

LE A refated case is where a businesstes) is o key element in that local economy strugture.
i1 that business fails, there are likely o be significant effects ‘external’ to that business.
[nstances along diese lines it the past hiave been associated with agriculural
processing plants which service large numbers af producers, and sinilir examples exist
with major manufactarng aperations i srbaa areas where assistance has been
provided under various ‘industry plans’.

Within the furm contest, it would appear 1o be possible to develop an altermnative approach i
to providing assistance, The characteristics of the approach could involve the following: i

O That itis based on a whole farm financial performance analysis.,

L That it is not specific to any particular defined event but alows for combinations of
gvents. Thase events would be of the type generie to the industry rather than those of
a personal ar social type (death, divoree or due to ather non-industry misfortunes
arising from gambling or From changes 10 the Iaw or from chaoging social
preferences).

G “That the ease for assistance has 1o be made By the farmer - it is up to the farmer to
argue that the situation is not due fo factors that could reasonably have been managed
in the normal course of the business,

B A set of guidelines, or henchmarks would need to be established against which the
application would need to be prepared. The guidelines might include information on
yields, market prices, fingncial structure and risk management strategios and decisions,

G The above would be requirements additional (o those currently employed under the
RAS such s o plan for recovery which demonsteates how the sissistance would fif into



that plan, that the business would return to profitability and could service both
personal and financial commitments,

8 The form of assistance could aiso be based on the current measures used within the
RAS program, namely, subsidies on finance, but might also include the assistance in
building skills and management capacity.

To provide for the program, governments would have the possibility of regulating the
frequency of events that will be serviced by the program (see Goucher 1989). For
example, exceptional circumstances might be defined as these that oceur no more
frequently than (say) one in twenty, or thirty (this variable could be subject to adjustment
by policy makers). The government would make provisions for the program by setting
aside an estimited amount each year for this purpose and surpluses/deficits would be
carried forward.

Any applicant would only be able to obtain such assistance once in twenty years. This will
create a number of issues to be resolved related to the prevention of its exploitation
through changes in ownership and business structures,

Consideration would need to be given to the scope of the activities covered by the
program. For example, for somebody with off-farm investments, the program may be
defined to relate only to the farming activities independent of any off-farm investments.
This issue would need to be considered in the context that it not act as a disincentive to
the development of more robust business structures through various types of off-f:rm
activities.

An issue of perhaps more importance is the extent to which assistance might be available
under these guidelines to non-farm rural (and even urban) businesses. There is evidence
that exceptional event effects extend across most areas of business (see Kraft and Piggott
1989} - a point recognised in NSW where some modest assistance was made available to
assist non-farm businesses plan their way through and out of the drought. Some atniecdotal
evidence also suggests that farmers often have more drought management options
available to them than many non-farm businesses. Clearly, there is a basis for extending
this type of assistance across all industries and that should be explored further.

0. Conclusion

The issues raised in this paper arise from work related to the investigation of the range of
strategies that are available to farmers that will allow them to cope better with climate
variability. Although the focus was climate variability, the work has been undertaken in a
whole farm context where all risks related to farming operations are considered.

As a sideline through the recent drought were a number of concerns (mostly raised

previously) about drought assistance and the way it is handled, especially the exceptional
circumstances provisions. It became obvious that the single event, physical definitions
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employed were not consistent with current thinking about a whole farm approach to rigk
management, nor was it likely to lead 1o equitable or efficient definitions of eligibility
given the diversity of farming systems and risk profiles.

That prompted us to consider what pointers were provided by our regearch that may
contribute to discussion of these policy issues. While we acknowledge thut there are many
who do not believe that assistance should go any further than welfare assistanee, the fact
remains that there has been various forms of industry assistance, both agricultural and
non-agricultural, in variously defined ‘exceptional cireumstances’. We happen to believe
that the structure of rural cconomies and financing policies will occasionally mean that
those regions will *fall into a hole” where some additional assistance is likely to have high
payoffy in keeping the productive fabric of those cconomies together, Further, cvents of
this magnitude may only occur about once every twenty years,

OQur modelling, while not exactly suited 1o the task, has been able to provide some insights
inta the nature of those rare events and their effects. [t provides some expeetation that
further modelling might fulfil the promise (noted by Farrell 1977) of being useful in the
development and planning of new or modified policies. Some suggestions have been made
in relation to the operation of exceptional circumstances provisions. It might also assist in
the operation of risk and land markets through the development of benchmark ‘risk
profiles’.

There would appear to be much more work to do, especially in the development of some
refinements to the approach to exceptional circumstances and in developing risk profiles
as suggested in this paper, Maybe the outcome will be anather step in the continuous
process of palicy refinement and our understanding of risk.
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] i mluumt;\ .&uoh aa dmm fmma |~
, f”qcmry were rhs::zhargmci into a i‘mxhwa(cr pond and have affected the local
mities who use this pond.  The public sutery, especially from the affected
communities, led fo the closure of the faetory for 36 days,

Unbke water allocation, the command-and-control rules regarding water quality
are quite clear, However, the manpower availuble Tor monitoring water quality and
effluent discharge is limited, and enforcement of the regulations is haphazard at best,
chrmmmg these abstacles will require more participation from the publxc. Reeent
changes in the law alfow private groups such as NGOs to take legal action against
polluters,  As the demand for cleaner water rises, there will be stronger demand for
~enforcement of regulations from the general publie, especially if the government is
responsive to such participation.

4, WATER PRICING IN THALLAND

In the miny season, there is no water shortage and allocation of water is rarely a problem,
In the dry season when the stock of water is down, open amd free aceess to water
accentates the wllocation problem. In Thailand, those who are closer to the water
resources can generatly draw as pmeh water as required even from the irrigation system,
Although the existing State liripation Act allows for the pricing of the i‘rri;‘;ation water, the
fixed ceiling price of 0.50 baht {approximately 2 US cents) per cubic meter is considerably
below the cost of operating the system. Water supplied to farmers is (ree of charge, The
RID collects only a small sum of fees from.a handful of large users amounting to about 10
million baht (approx. US$ 400,000).

- Underpriced water undoubtedly leads to incfficient use. Water tends to be overly
used to substitute other relatively highly prived inputs such as land improvement and sofl
conservation, leading to water logging, salinization and alkalization, According to the
Food and Agriculture Organization, abont 50 pereent of irrigated lands in developing
cotmtries are affected from salinization, alkalization and water logging (cited in Panayotou
1993, pp. 11), For industries and urban consumers, cheap water induces overuse, which
unduly raises the cost of wastewater freatment,

Water pollution from the diseharge of residential and industrial effluent into pablic
waterways is an example of the “extemality” type of market failure, In this situation, the
economic activities of polluters affect other individuals who derive no benefits front those
activitics, Morcover, if the number of polluters is large, it is increasingly difficult and
costly for ‘in,c!iviclunls m idc,ntify the b\ll})l its and c,.sﬁsxm"e the de;,me p‘f d‘,qm.u,(: ¢ atcd lsy

decrease whih;, the costs of or;,am*m mn of tlw futc(:tul mmcs mcrcaw

When the market fails to funetion efficiently, there is a role for the State m play‘
The State may intervene by way of direct regulation, for example, by requiring pc
set up treatment facilities and observe elfluent standards. Tt ean use. economic

ém,l,!tllfﬂ,!h
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