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5  CONCLUDING REMARKS

We have attempted to quantify the medium term effect on the
Australian agricultural sector of two pressures for adjustment; changes in
world prices of traded goods and an accumulation of foreign exchange (which
we attribute to a projected expansion in mining mxwownmv.p While we believe
that both these pressures will operate in the medium term, our projection
scenarios remain extremely speculative. Our price scenario by itself implies
an extremely favourable outlook for the agricultural sector as a whole.
Within the sector however, industries producing mainly wheat, sugar and
tobacco are projected to fare relatively poorly compared with those producing
predominantly wool and meats. Our simulations demonstrate the adverse
effects on the traded goods sector (especially the export industries) of the
increased foreign exchange likely to flow from a further expansion in
mineral exports. Unlike the import competing industries, the export oriented
agricultural industries gain little from the overall expansion in domestic
absorption afforded by the mining boom. The 25 per cent across the board
tariff reductions go some of the way to reducing the cost price squeeze on
the agricultural sector arising from the foreign exchange effects of the
mining boom. Given, however, the tentative nature of our scenarios we would
not want to place too much emphasis on the detailed numerical projections.
A more fundamental aim of the paper has been to illustrate the importance of
a multisectoral framework, such as that provided by the ORANI model, in
analysing policy issues of this type. While our results remain specific to

the Australian economy, our quantitative approach is applicable to any market-

oriented economy.

1. Our analysis overlooks a number of other potential adjustment pressures.
These include technological developments and demographic factors both
of which are likely to contribute to changing patterns of industrial
demand and occupational employment. Both these issues are amenable
for analysis within the ORANI framework.

ABSTRACT

This paper uses the Australian multisectoral model (ORANI) to
assess the medium term impact on the Australian agricultural sector of two

likely pressures,

1) changes in international demands for and supplies of
agricultural and other commodities of importance to

Australian trade; and

(ii) an accumulation of foreign exchange which would be
associated with a further expansion of Australian

mining exports.

We then explore the effectiveness of across the board reductions in

protection to import competing industries as a means of dissipating adjust-

ment pressures on agricultural industries arising from (i) and (ii).

The world price scenario for traded commodities implies a terms
of trade gain to ﬁvm Australian economy and is especially beneficial to the
agricultural sector as a whole. Adjustment pressures emerge, however, on
the manufacturing sector and on some agricultural industries (producing
commodities whose world prices are projected to increase relatively slowly).
The simulations demonstrate the adverse effects on the traded goods sector
(especially the export industries) of the increased foreign exchange
associated with a projected further expansion in mineral exports. The tariff
reductions go some of the way to reducing the cost price squeeze on

agriculture arising from the foreign exchange effects of the mining boom.

While our results remain specific to the Australian economy, our

quantitative approach is applicable for any market-oriented economy.



‘uotidunsuod srisowop pue syzodxs 01 SSTENUTT $3T Jo esneoaq spuedxs 101098 Spooy
passedoxd syl artyn ‘uoradiosqe ST1SSWOp UT 3SBAIOUT 2yl pus sefequri uoridumsuos
SIT Jo osneddq ‘spuedxs I03I09S SPITAIIS BYL "3md FFTIRY BY3 JO 1Insex e

SE SI0BIIU0D 1031295 Furanioegnuew Furioduods 3xodut £17vriuesss oy TSOTIISNPUT
Buturut y3im paxeduod teaniynotade yo osuodses andano syy STTRIIND puey Paxiy jo
JOUDISTXS Byl ‘jusuwrzedxe wooq SuTuTw Y3 YITH osED Yz sem sy -aeinotiaed ut
$I0128S PajusTao 120dx0 9U3 03 puw BT0UM B SB AWOUODS Ul 01 [BIDIFoudq ST Ind

FITIBI parOq oyl ssoxoe ued tod §z B 3BYI S9IBOTpUT ¢ uumyon

1 X0309S

S9ITAIDS YL JO SOTIAISNPUT POPRII-UOU OU] 9I8 SOTIBTITISUSQ IBOTD 9yl *§103330
953y} UoTYsnd sd{ay uo13ldIOSqe STISOWOD POSELIOUT BY3 ‘uotytieduod jrxodut
t28uoals ySnoxyl x103ves SuranideFnuBm oyl Uo seansserd jusuasnipe 03 speoj osye
wooq Fututw 9y STTYM - (puer dtzyroads Axisnpur) $I01DEF POXTI Fo odusssad ayl
Fo ssmeoeq sindino Lxasupur Jututw ueys 91t1eIOA $501 A[qeaapisuod exe sindine
AIISNPUT TRamIOTIBY “dq9 UT PoldoTos 10U age uotsuedxs Jururu oyl jyo
SI093F9 1094TP SYL SIOUIAYRINY  ~SOTIISNPUT 2x0dXe Ieyjo S®B IOUUBW DWES OUL UT
19FFNs OX0FOIAYY SOTIAISnpUT Furutw TUTISIXS oyl ($3003j0 (e8uryoxe udrexoy)
I02ITPUT 9yl ATuo soanided UOTIBTTMLS DYl 1BYI ‘IDADMOY ‘parIEdaL oq pinoys 1y
‘wooq Sututw 9yl £q pelesound ofumyoxe UST8I0F TRUOTITPPE 9yl WOIJ SOTIISNPUT

110dx2 U0 1I93F9 9SIVAPE OYI 9IBIISUOWSP 7 UUMTOD UT SI{NSOI oy,
‘setaTpoumod palrodur 3sow

T



10.

TABLE 1 MEDIUM TERM IMPACT OF CHANGES IN WORLD PRICES, A NEW MINING BOOM

AND TARIFF REDUCTIONS

Variable Projected

Simulations of Effects of:

World Mining Tariff Total
Prices 'Boom' Reductions Impact
{ percentage change )

Real Absolute Wage 1.09 0.81 1.04 2.94
Aggregate Real Absorption 1.43 1.93 0.28 3.64
Aggregate Real Exports 2.00 -10.91 3.68 -5.23
Aggregate Real Imports 1.69 2.18 3.11 6.98
Rural Employment 6.04 -2.86 0.53 3.71
Agricultural Commodity Qutputs
Wool 6.61 -1.78 0.38 5.21
Sheep 9.75 -2.13 0.46 8.08
Wheat -1.32 -2.19 0.51 -3.00
Barley 0.81 -1.89 0.45 -0.63
Other cereal grains 1.33 -0.99 0.29 0.63
Meat cattle 10.27 -2.23 0.51 8.55
Milk cattle and pigs 3.75 -0.75 0.18 3.18
Other farming exports ~4.38 ~2.55 0.73 -6.20
Other farming import competing 1.24 -0.05 0.13 1.32
Poultry 3.33 -0.70 0.16 2.79
Industry Sector Outputs
Agriculture 3.67 ~1.,72 0.41 2.36
Mining (Existing Industries) -2.01 -17.81 6.72 -13.10
Processed Foods 1.19 -1.07 0.27 0.39
Other Manufacturing -3.28 -0.93 -0.61 -4.82
Services 1.18 1.26 0.32 2.76

Table 1
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8.

general. Annual percentage increases in prices are cumulated for the 5 year

period.

Australia's apparent long run comparative advantage in the export
of minerals is likely to lead to a further comparatively rapid growth of the
mining sector with the restoration of global macroeconomic rmswﬂ:.a In
simulating a future mining boom we assert that the direct effects of new
mining activity on domestic demands and employment are likely to be small by
comparison with the indirect effects arising from the additional foreign
exchange mma:o&.m We assume that additional mineral exports yield by the
fifth year an addition to foreign exchange of $A 500 swwwwo:.w That is, the
model is allowed to run a balance of payments deficit in the fifth year which
is financed by a free gift of foreign exchange representing the new mining

export receipts.

Our third simulation involves a further across the board

reduction in ad valorem tariffs of 25 per cent. This proposal is purely

hypothetical.

Since we wish to consider the adjustment forces independently of
short run business cycle phenonena, the macro environment is assumed to be
one of full employment. Occupational wage relativities are fixed but the
overall level of real wages adjusts to maintain full employment. The endogenous
change in real absorption from the exogenous shocks is allocated among its

components (aggregate consumption, investment and government expenditure)

according to their initial shares.

1. A number of potentially large (in terms of foreign exchange earnings)
developments are currently underway. These include the North-West Shelf

gas project of Western Australia and the uranium mining programme.

2. The direct input-output linkages to new mining activity are becoming
increasingly important in Australia. The input-output data base currently

used in ORANI 78 refers to the 1968/69 economy. A new set of input-output

tables for the year 1974/75 have recently become available in preliminary

form. It is to be hoped that the completed version of these tables will

soon be released, thus enabling the ORANI data base to be revised.

3. This is equivalent to about 12 per cent of total export earnings in the
base year (currently 1968/69).

ADJUSTMENT PRESSURES ON THE AGRICULTURAL SECTOR
OF AN OPEN ECONOMY ; THE AUSTRALIAN SITUATION

by
D.P. Vincent and G.J, Ryland

1 INTRODUCTION?

The Australian economy has undergone substantial compositional

changes since the early 1960's. The relative position of agriculture has
declined following the more rapid growth rates of other sectors, especially
aw:wzw.w The uneven growth rate between sectors has led inexorably to
adjustment pressures emerging on the slower growing sectors and on the slower
growing industries within sectcrs. The agricultural output mix has changed
markedly. Value shares of output and exports represented by wool, fruits
and dairy products have declined while those represented by beef and wheat
have increased. Numerous factors have contributed in recent years to the
adjustment pressures facing the agricultural sector and its constituent
industries. These include; changes in international trading conditions,
the mining boom of the late 1960's, real wage increases in excess of
productivity gains in the domestic economy and increased protection from

imports afforded to key manufacturing industries,

From the late 1960's to mid 1970's world prices for textiles,

footwear and other manufacturing products mmem relative to the prices of

1. This paper is a sequel to a previous IMPACT study [5, Ch.4]1. Although
the focus of that study was long term, the projections were obtained

from a short term model. The present study takes advantage of the

recent completion of the ORANI model's long term snapshot facility,

2. Between 1962/63 and 1973/74 real gross product increased at an average
annual rate of 2.6 per cent for the rural sector compared with 16.0 per

cent for mining, 5.3 per cent for manufacturing and 5,7 per cent for

the service industries. Over the same period rural sector employment

declined by 1 per cent per year compared with increases of 5.4 per cent

for mining, 1.9 per cent for manufacturing and 3.6 per cent for services.

3. These relative price decreases reflect the trade and development
strategies of their producers - the labour abundant third world countries,
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6.

tobacco industry to boost its output by 10 per cent then tobacco output is

exogenous and its tariff endogenous.

Of particular relevance to this study is the switch between
industry rates of return and industry capital stocks. With fixed capital
stocks and endogenous rates of return the model is cast in short run mode.
The alternative - long run specification - employed here involves fixing
industry rates of return and allowing capital stocks to adjust. The model
then provides a picture or snapshot of a single year, ﬁ:m,:smmwwww:m assump-
tion being that the snapshot year is far enough into the future such that
changes in relative rates of return induced by the wdw&wwu disturbance are

eliminated by capital mobility between w:mCmdwwmm.H

1. See [3] for a discussion of the theory of long run simulations with the
ORANI model.

3.

(i) changes in international demands for and supplies of
agricultural and other commodities of importance to

Australian trade, and

(i) a further expansion of Australian mining activity.

It then explores the effectiveness of reducing tariffs on import competing
industries as a means of dissipating adjustment pressures on agriculture
arising from the combined effect of (i) and (ii). Section 2 contains an
outline of our analytical framework while section 3 discusses the size and
nature of the structural forces considered. Results are presented in

section 4 and concluding remarks are set out in section 5.
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