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Table 42.1: VARIABLES TO BE SET EXOGENOUSLY I¥ THE PROPOSED SHORT RUH

e STULATICH

a No. of

Variable components .

Qutput of the Publiec Native Forestry industry
Exogenous commodity exports

Powers of exogenous zgd valorem export subsidies
Import prices (foreign currency)

Ad valorem tariff rates

Nominal exchange rate ($A/$US)

Base period capital stocks by industry
Employment of land 1
Balance of trade (&& x 109)

Aggregate real consumption

Number of households

Shift term for exports

Shift term for occupation wage rates

Shift term for industry wage rates

Shift term for average wage prate

Shift term for other costs {except the PNF industry)

Shift term for exogenous investment

Shift term for other usage (domestic)

Shift term for other usage (imports)

Composite variables by ip gost of capital equation

Composite variables by 15 price equation

Composite variables b3 jn domestic consumption equation

Composite variables by iy import consumption equation

Composite variables Ds in labour demand equation

Composite variables bg i,
Composite variables by ip land demand equation

Composite variables bg in domestic market clearing equation
Composite variables bg in imports market clearing equation
Composite variables byg in import price equatiocn

Composite variables byy in export cost equation

Composite variable bys in CPI equation

Composite variables vuw in CRETH equation

P‘S‘ZWHMHOS‘P‘WWOV"\H
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i
Sy B
&

capital demand equation

[
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a

b

These variables are explained in Table III.2 of Higgs and Parmenter
(1982).

For the proposed database, the number of commodities (g) is 40, the
number of industries (h) is 39, the number of endogenous export
commodities (G) d4is 7, the number of endogenous investment industries
(J®) is 30 and the number of occupations (M) is 10.
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Finally, 100 per cent indexation of wages to the CPI and of "other®
(government) final demand to real household consumption would be imposed.
All non-forestry exogenous industry investment would be set to zero, as

would the indexation parameters for each industry’s "other costs”.

The policy package is to eliminate the Public Pine Forestry
industry by transferring ownership and management of i1its assets to the
Private Forestry industry whilst eliminating investment (e.g., in
afforestation) by the Public Pine Forestry industry. It is proposed to
achieve this result within the economic environment specified above by

imposing three shocks simultaneously:

(a) Reduce assets in the Public Pine Forestry industry by 100 per cent;

(b) Increase fixed capital in the Private Forestry industry by a percentage
which is equivalent to the base value of Public Pine Forestry industry

assets.

(c) Reduce Public Pine Forestry investment by 100 per cent.

For long run simulations, it may alsc be appropriate to shoak the
model so as to reflect the expected rationalisation of land use as
plantations which are poorly located are cleared and the land is sold to

other users. This might be achieved by simulating the effects of reduced
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A GENERAL EQUILIBRIUM ANALYSIS OF THE EPFECTS OF
CEASIHG GOVERNMENT PRUDUCTION OF EXOTIC SOFTHOOD
TREES IH AUSTRALIA:

Ressarch Proposal
by

Ian A. Bruce®

1. IHTRODUCTION

A aonwwamwmdwm amount of government expenditure in Australia is
directed to the production of marketable goods and services where there may
not be strong theoretical reasons for public production. Examples of
industries which are wholly or partly government dominated, and for which
the present arrangements can be questioned, include: Conmunications,
Elsctricity generation, Railway Rolling Stock and Ships and Boats. .mcnu

areas may collectively account for a substantial proportion of Australia’s

GDP2,

The purpose of this paper is to outline a research project to
analyse the economic effects of the withdrawal from the Australian economy
of existing government production of a market commodity: the exotic
softwood tree. The paper commences with a description of log sellers and
buyers in the Australian forestry sector. Normative economic arguments are

then applied to the sector, illuminating its current organisation and
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Iable 41.4: (Continued)

No. Mnemonica Deseription Corresponding Nos.b in
the Standard Database
19 Non~traded Manufacturing 19, 20, 23, 26, 27, 42,

43, 45, 48, 51, 53,
58~61, 65, 66, 69, T0

20 Import—~competing Manufacturing 21, 24, 28, 29, 31-39,
46, 47, 50, 52, 54, 53,
57, 62, 63, 67, 68,

71-15, 79-83
21 Sawnill Products 40
22 Veneers and Boards 41 .
23 Pulp, Paper and Paperboard 44
24 Chemical Fertilisers 49
25 Petroleum and Coal Products 56
26 Agricultural Machinery 76
27 Construction Machinery 11
28 Other Machinery and Equipment 8
29 X Utilities 84-86
30 Construction 87, 88
31 M Other Hargins 89, 90, 95, 96, 101, 110
32 Mechanical Repairs 9
33 Private Services 92, 97-100, 102, 109
34 M Road Transport 93
35 XH Rail, Other Transport + Storage 94
36 X Ownership of Dwellings 103
37 X Public Services 104~-108
38 X Personal Services 111
39 X Non-competing Imports 112

a E endogenous export commodity, L *land” using industry, X exogenous
investment industry, M Margin commodity.
b See Table A1.1 for descriptions of each standard commodity and industry.
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prevent unsustainable exploitation.

Intervention <first occurred in each of the Colonies (later States)
at various times, with differing objectives and diverse effectiveness.
Lewis  (1975) records that the South Australian Woods and Forests
Department, created in 1882, was possibly the first forest service, in its
own right, in the British Commonwealth. There were several changes in and
differences between the State forestry services but by about 1920 all of
them were managing substantial areas of Crown Lands, gazetted as forest
reservations and otherwise, and had powers to levy, and enforcenent
capacity to collect. royalties on Crown timber [Carron (1979)}.
Additionally, they could limit the volume and size of logs removed from
‘their’ lands. At 30 June 1983 they directly controlled 32 per cent of the
area of the Australian forest estate from which wood may be removed, and

Hzawdmnnu< controlled up to a further 39 per cent [BAE (1984)1.

Technical and cultural preferences for softwood lumber for many
end-uses led to the rapid decimation of most of the initially restricted
native softwood forests. The later development of softwood plantation
Torestry was due to the continuation of those preferences, and the
resulting domestic scarcity, ocombined with the relative isolation of
Australia and the discovery that certain exotic conifer species can grow

quite rapidly in parts of the nation.

More recently there have been substantial inoreases in the
perceived demands for non-wood outputs from native forests, including

conservation, wilderness, wildlife, aesthetic appearance and various
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Table A1.3: SCHEMATIC MAER MATRIX FOR THE DISAGGREGATED FORESTRY ARD
e LOGGING SECTOR

Conmodity Industry.
Public Native Publice Pine Private Logging
Forestry Porestry Forestry

Exotic Softwood Trees Zero Positive Positive Zero
(Pines)

ALl Other Trees and Minor Positive Zera  Positive Zero
Forest Products
{Hardwoods)

Logging Zero Zero Zero Pogitive

-56- .

free under Section 92 of the Australian Constitution, the actual management
objectives of the government forest services are open to wide

interpretation.

The six State forest services, and ACT Forests Section, dominate
the ownership and new planting of exotic softwood forests (see Tables 2.1
and 2.2). There is clear evidence that, barring excessive fire or disease
losses, the States are planting more than the domestic market will use [BAE
(1977), Treadwell (1978)1, so that they have moved to examine the export
potential of the "surplus” [Byron (1979), Nixon (1980), Senate Standing

Committee on Trade and Commerce (1981)],

Supply ooownu:mnwos between the States mxvmwwmanmn a quantum leap
with the establishment of the Australian Forestry Council in 1964 and later
through the Softwood Forestry Agreepent Agts of 1967, 1972, 1976 and 1978
and the FORWOOD Conference [Australian Forestry Council (1975)]. The
analyses upon which such coordination has been based were largely conducted
in the absence of price and other vital considerations [Bruce (1980), Byron
(1981), Ferguson and Parkes (1974)1. Reasons for these deficiencies are
probably the technical/scientific nature of most of the forestry
profession, the isolation of pricing policies from production costs and the
separation of public forest managers’ salaries from the profits of their
forestry ventures [Strahan (1960))}. In most of the coordination there
seems to have been an emphasis on State forest service empire building with
little consideration of the national context [Carron (1980)1 or indeed the
international situation -~ even of New Zealand [Byron (1980), Leslie

(1975)1.
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Zable A1.1 (Continued)

No. Description No. Deseription
64 Non-ferrous basic metals 89 Wholesale trade
65 Structural metal products 90 Retail trade
66 Sheet metal products 51 Mechanical repairs
67 Other metal products 92 Other repairs
68 HMotor vehicles and parts 93 Road transport
69 Ships and boats 94 Railway, other transport and
70 Railway rolling stock storage
71 Aircraft 95 Water transport
72 Photographic and scientific 96 Air transport

equipment $7 Communication
73 Electronic equipment 98 Banking
74 Household appliances 99 HNon-bank finance
75 Other electrical equipment 100 Investment
76 Agricultural machinery 101 Insurance, services to insurance
77 Construction equipment 102 Other business services
78 Other machinery and equipment 103 Ownership of dwellings
79 Leather products 104 Public administration
80 Rubber products 105 Defence
81 Plastic and related products 106 Health
82 Signs, writing equipment 107 Education, museums, libraries
83 Other manufacturing 108 Welfare and religious
84 Electricity institutions
83 Gas 109 Entertainment, recreation
86 VWater, sewerage and drainage 110 Restaurants, hotels and clubs
87 Residential building construection 111 Personal services
88 Other construction 112 Non-competing imports

54

To this must be added the observation that Australian forest
service executives have never forecast decreasing wood demand but
Trequently have forecast “wood famines”, with no apparent appreciation of
the market clearing function of the price mechanism. Such naive forecasts
may again reflect empire-building [see Stigler (1975)] and/or that the
forest services are simply incapable of responding, at least cost to the
real forest owners (i.e., the citizens), to changes in overseas supply or
domestic demand. The philosophy seems to be “plant as much as possible”,
Poliecy~level considerations relating to «rw wise investment of
{intramarginal) taxpayers’' dollars have not appeared within the forest
services so far as the observer can tell, although their empowering
legislation gives them control of ®all matters of forest policy” in several
States. This is not te say that State Treasuries have not imposed external

diseiplines on the forest services.

It has been noted in the literature that there seems to have been
little objective consideration given to the size or location of public
softwood forests [Ferguson and Parkes (1974}]. The rational decision of an
entrepreneur 1is to locate his plantations as close as possible to major
market centres, given the low value to weight ratio of logs and most
intermediate forest produets, and non-zero transportation costs. or
course, the location decision must be consistent with the ability to buy
land from competing but less profitable uses, with scale economies, and

with the pattern of existing or potential transport routes.

Hardwood forestry has historically been a residual land use on

terrain not suited to other productive enterprises, and the same approach
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pines under alternative market arrangenents., For example, the posaibility
would be remote for agents in the Northern Beef and Pastoral Zone

industries of the standard ORANI database.

The Personal Services sector remains unaggregated because it has
been used as a dumping ground for margins on capital investment in the
1977-78 ORANI capital stocks matrix [see Bruce, Sutton and Da Cruz (1984,
pp. 6~7, Lawson (1985) and Stevenson (1981}]. It was necessary to do this
because the ORANI capital stock matrix [Hourigan (1980)1 was estimated at
basic values. Consequently, the rows corresponding to the commodities
primary to the margins industries show markups on the capital stocks of
each industry. As well as markups, however, some margins industries have
direct sales to investwent, Since the main use of the capital stock matrix
is to derive investment matrices, the values in these rows may give a
misleading picture of the distribution of direct investment sales to each
industry. Consequently, the values in these margins rows have been added
to the Personal Services row and then set to zero. Personal Services was
chosen for this purpose because, in 197778, it had no sales to capital
creation, so there is no distortion to its sales shares in the ORANI
database. Were it to be combined with commodity groups which have non—-zero
sales to capital formation, this desirable feature would be lost. Finally,
the dummy industry, Non-competing Imports, has been left alone since the

aggregation is not "severe” [see Bruce, Sutton and Da Cruz (1984), p. 61.
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b)

el

d)

e}

products due to wmanufacturers pricing their ~“finished products
commensurately with the landed duty-paid prices of imported

substitutes;

Restriction of nonindustrial private forestry® to a very low level

compared with that expected in a free log market;

Relatively wasteful use of: (i) each tree at harvesting: (ii) each log
at milling; and (ii1) processing residues. Corresponding over-use of
labour and capital to the extent that processors act to equate the

marginal value products of each input;

Distortions to the economics of silviculture;

Rendering most of the forest services unprofitable in accounting terms

after reasonable deduction for outputs of public goods and investment

agortisation, and probably the rendering of all the forest services

unprofitable in economic terms.

-
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- APPENDIX 1
Proposed Industry/Commodity Structure

The most recent database for ORANI »m a representation of the
Australian economy as it was in 1977-78 with a typiecal year agricultural
sector [ABS (1983), Bruce (1985b)]1, 114 commodity groups, 112 industries
and 10 occupational categories are used to portray the structure of the
econony (see Tables Al.,1 and A1.2), For the preszent purpose it will be
necessary to disaggregate the uniproduct Forestry and Lopging industry into
four sub—industries as shown in Figure Al.1, Two of these, Public RNative
Forastry (PNF) and Private Forestry (PF), will each produce two outputs:
hardwood and exotiec softwood (“pine”) trees. The Vmccpwo Pine Forestry
(PPF} will only make pines. Table A1.3 depicts a schematic wake matrix for
the disaggregated sectors. The output possibilities of the PHF and PF
industries will be described by CRETH ({Constant Ratio of Elasticity of
Transformation, Homothetic) technology, which is used in ORANI to allow
choices between the production of different commodities by the major

agricultural industries [see Dixon et ag)l. (1982), pp. 74-751.

Software to accomplish the disaggregation of Forestry and Logging
with such data as can be obtained is expected to be commissioned shortly
[Bruce and Sutton (1984)]. It must be noted that the Private Forestry
industry in Australia is in fact largely vertically integrated with forest
products manufacturing. ORANI has no mechanism to accomuodate these
ownership and control 1linkages which in reality way have substantial

effects on dindustry behaviour. Instead, profit maximisation will be

Potential entrants face the cost of having their case considered at Cabinet
levell To run a sawmill using timber from public land in most States
requires a licence in addition to a quota. In some States the requirement

extends to the sawing of timber from any land.

Since the forest services in most cases have paid nothing for their
land, this further disadvantages potential private growers and distorts the
land use pattern by limiting competition with directly comparable

productive enterprises. Under these circumstances, resource misallocations

seem inevitable.

“Oversupply” can be said to occur if the actual return on the
forest investment [falls below the opportunity interest rate, i.e., if
owners' funds have not been used with full economic efficiency. In a free
and open log market, oversupply is observed when the market clearing price
is less than the average costs of production of a firm or firms. In such a
case those firms will cease production {(e.g., plantation establishment and
silvicultural inputs to existing plantations in the short run, and perhaps
log harvesting in the longer run). If log prices fall further to below
the average Cfixed costs? of some firms, the firms would behave rationally

by going out of business and engaging their assets in more productive

endeavours.

As noted above, Australian log markets are neither free nor open
and in such a case it is difficult to Judge whether oversupply is
ocecurring. However, given the objectives of the forest services, their

pricing policies and their published accounts, it seems highly likely.

-11~
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48~

{1977)1. The BAE study noted that it would appear that the pricing of
domestic timber in Australia is influenced strongly by the level of imports
in relation to timber demand (i.e. housing starts).” Imported timber
prices are consistently in excess of prices of most domestic timbers,
although the differences may relate to substitution imperfections rather
than an efficient domestic industry, since Australia imports far more
sawnwood than it exports. An empirical study using annual Australian data
from 1956-357 to 1976~77 found that the demands for domestic and imported

sawntimber were oomplementary [Doran and Williams (1982)].

Byron and Douglas (1981) noted that, whilst there was no evidence
to suggest the presence of above-normal profits in the sawmill sector, the
value of quota entitlements to cheap logs had been capitalised into market
prices for mills with quotas: the “prices paid for sawmills often exceed
the wvalue of their productive assets by considerable amounts® (p. 50).
Following the Australian Government's acceptance of the sawnwood
recommendations of the JAC (1981), import duties are 5 per cent for
early-stage processed timbers and 15 per cent for dressed timbers. The
1981~82 nominal protection rate used in the ourrent ORANI database for

Sawmill Products is 6.7 per cent [Bruce (1985b), Table A.2].

The Pulp, Paper and Paperboard industry is highly concentrated,
there being six significant producers, most of whom have more than one
establishment and are vertically integrated into forest growing and/or
other wood using industries. Most of the major vertically integrated
companies in the Australian wood-based industries are represented here,

including Australian Paper Manufacturers Limited, Associated Pulp and Paper

-13-
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Australia is the world’s largest exporter of hardwood woodchips.
The local industry is composed of about ten firms, located in several
States. The material is used to make paper products in Japan and other
North-East Asian countries. Australia does not (yet) export woodchips from
pine plantations. The sector is included in the Sawmill Products industry

in the ORANI database [sce ABS (1983)].

The Veneers and Manufactured Wood Boards industry comprises a
pumber of distinot activities, including particleboard, plywood and veneer,
hardboard and medium density fibreboard szmv. There are about five plants
making particleboard, over 20 making plywood and one sach for hardboard and
MDF. Tariffs applying to the group have been high relative to other wood
products, but ars currently being phased down: from 40 to 25 per cent for
plywood and from 30 to 20 per cent for particleboard [Newman (1982)].
Import quotas which applied to plywood have also been abolished [IAC
(1981), Newman (1982) and Parsons, Wallace and Bruce (1982)]. The overall

nominal protection rate for the industry in the ORANI database is 19.8 per

cent,
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(b) The social benefits include and exceed the private benefits due to the
existence of benefits which are unpriced, such as wilderness, wildlife

and soil conservation, due to poor market development;

(e) The social costs include and exceed the private costs, e.g., due to
environmentally damaging forest harvesting operations in municipal

water catchments.

As an economic argument, (a) may be successfully challenged on the prenise
that it 1is essentially an equity consideration between consumption now or
later, whereas (b) and (¢) are efficlency considerations and are therefore

more robust.

The proposition that “forestry is a long term venture and therefore
the government must plant for its mz«:wm,ou«uumamc is easily refuted by the
extent of private forest management in older western countries where most
of the land is freehold. e.g., Scandinavia [see also Walsh (1970),
mwvmaumwww p. 81. As another example, wine production was traditionally a
very long term enterprise, yet it has been exclusively in the private

sector in most mixed economies.

The need for public management of most of the remaining areas of
native forest where significant non-market goals exist is not at issue here
(although the question of gwnership of such forests is highly debatable).
From the private sector viewpoint, there is a cost imposed by public

management of these forests. From the social aspect these costs may be
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g2

legislative mandate to provide wood for the people of the State (usually
“at low cost¥), the forest services extended the range of their activities
into pine afforestation when it became clear that the private sector was
not about to do so to a "sufficient®” extent. That the prevailing royalty
(log pricing) structure precluded much private plantation forestry,
especially nonindustrial private forestry, was either not perceived or
deliberately ignored .. either because of despair at the low probability of
Ministers allowing real royalty increases or because of empire building by
the forestry bureaucrats. The forest services have been price leaders for
logs in each State for wm=< decades, Due to the interaction of the
relatively concentrated log buyers with the Ministers in charge, logs have
tended to be a0ld for nominal amounts. No amount of dissension by
professional foresters in the forest services has been able to overcone
this relationship for any substantial period, although some recent trends

are encouraging.

Other causes undeniably existed, although none may persist to the
present., The preoliferation and subsequent collapse of many plantation
investment companies in Australia and elsewhere in the 19208 cannot be
wholly attributed to inadequate output prices. In many cases the
plantations were vvoxww planned and managed (if 4indeed they existed
elsewhere than on paper!), Even had the best existing silviculture been
applied, the prevailing level of silviecultural technology was considerably
inferior to that which now exists. Today, the combined existences of a
large, well trained and organised forestry profession with its own code of
ethics [Carron (1985)], an assocation of private consulting foresters with

a credible code for business conduct, and a private growers' organisation

~19-



-1y-

*oy *oTnpoy INYHo ‘VINPUEIONSH UOJESESY I0VAHI .°8L INVHO UT SoTd

-380puY pue SITYTPONMO]) JO uoT3eiesiPesiq, °(PSEI) UOlINg ‘p pue *I ‘9onag

*gsnfny
‘ouanoqTel ‘g5-d0 ON ISP SUTHAIO[ AJUUTHTTSId LOVAHI «‘pesp eseqejeq

sy3 03 suoyyoefoad gL INVHO JO KITATITSUSS OYL. *(O§861)

*faeha

~Usj SUJNOQTBH ¢ I§-d0 “ON TBUET JUTHIOH KIBUTHTTOOd IOVAWI & SL-LL61

404  SOTT4 J9jemweJded pue gndinp-Indul gL INVHO 9UlL. °(4536T)

raequezdeag ‘T8PON INVHO

‘oLT-¥0  *ON THPUEICTSH UUTESSBY JOVIHI o' Awouody ueriesieny oyl ut

Jurifo pur Aa3saa04 JO JUSWIVSIL BUF UO SOJ0N 8WOT, *(€5367T)

*80T-201¢ (2) vy KITECIGT UETTEIIENG ,,* ss0404

weTteaisny wouay Arddng poon Jo suorjosfoad FuTHeH, *(0861)

*9-g: (7)€ FETIUSTOY Ny

#{BTTBJIISNY UT SUOTIRIUETd SUTJ OTIOKY P9ay oM OU. *(6L61) *V'I ‘eonug
*yoJdel ‘A1TSJISATUL ©qOJL B ‘ SOTHOUODY
JO Tooudg ‘STSeu] (Ud #TB6T-I96T iBTTRJISRY UT guemfordmy pue 4500

JanoqeT ur soBuey) jJo s30edsy owog JO UOTIBUTMEXT UY, *(¥RET) ‘WS ‘TISuuCg

‘BaJOqUED ‘SdDV  *TEGT SOOJNONDN J8940] UBTTEJIBAY - (y861) —

.lQN.I

‘{s6-¥3
*dd “(1867) OVI pue 'gey-gg *dd ‘(8L6T) OVI ‘sordmexe JoJ ‘8os] UOTSSTHNG)
B0UEYSTESY SOTJIISNPUI  SYq ©F SUOTSSTUQNS U SITJIYSNPUT  SUTSN-POOK
403  uoT40830ad TRUOTIIPDE J0J DONSE SABY SOOTALRS 482J40F oY3 USUA
‘eouBlisuUT JOJ ‘e 530npodd 1504037 JO SJISWNSUCD TRUTJY BY3 JhoqB  £89T oJEd
J0u  prnoo  £2y3  JT SB DaABgeq DABY DSOPUT pue ‘AeM eyl 3T 988 07 Jesdde
10U 0D Se0TAJ8S 388403 oyl ‘pred ST Anp Jyraey asqw  sjonpoud 483403
23n3IIegNs  Jo  sjdoduy popuet JO 9Byl UITM 8aTiTiedmod aotad v 3w gjonpoud
JTAUY TTOS usyy oym ‘sJossedodd syj3 03 3800 moTeq sBoy Jurrres uwyjy qdedsuoo

JUBIBIITP B ST 81e4g B Jo ordoad syy 03 sorad MOT 92 POOM BUTPTAOJ]

*puodsq pue 0861 943
ut 38840y yons aFeuem pue mouF o3 spuny ,saofedxey Lopdms o4 judno  Jog08s
JusUUISA0E 8yg JeyjeyMm ST SnSSY oYl ‘[(6L6T) 20nug] suotiequeyd SNOJLITUOD

DTOXs  JOJ pPedU  §,BTTRJISNY u3IA  9ndSTP ou 8By JYTJM B8yl

*SUOTINGTISUT JUBTUIIDA0S
assy3 JO ‘EOTITATIOR  JBYRT DUR  ‘jusmySTIqeIse oy3 JOo sjoduem  FoT uo
8308JJ9 pepuUsjUTUN By} 03 POINQTJIIIE BG SJOIBAIY] UBD SOTAJSE 389403 oy3
£q Aagsedo] uorgejuerd OTI0X® JO UOTJRUTEOD Yyl *jJuUsmefeuem TeUOTSEaJoadun
Jo suoseed a0y J0j0es uotjesuerd ejearad eyj ur  Logdnaueq Jauganyg
Jo wuﬁnanﬁmmoa 8U3 [TR3JN0 ATOJBASS ‘[(°DP*U) ‘89njT3sur quomdoreasq 383404

uByTRIISNY] seruBdmOd LJ15840y JUOWYSSAUT J0J o0130mad JO epOd B 43TA



REFERENCES

ABS (Australian Bureau of Statistics)(1979). Yearbook Australis 19792, Cat.

No. 1301.0, Canberra.

..(1983).

No. 5209.0, AGPS, Canberra.

_..(1984a),

__(1984D).

1982-83, Cat. No. 5204.0, Canberra.

Albon, R.P. (1985). “"Should Public Monopolies Remain Public and/or Monopol~-
istic?® Paper presented to the 14th Conference of Economists,

University of New South Wales, May.

Australian Forest Development Institute (n.d.). "Code of Practice for

Afforestation Investment Companies.” 4pp.

Australian FPorestry Council (1975). WOQD: R

Hood-based

Australian Government

Publishing Service (AGPS), Canberra.

BAE (Bureau of Agrioultural Economics) (1977). The Australian Softwood
Products Industry. AGPS, Canberra.

-40-

4n  important consequence of low log prices :mm been the very
limited role which Australian farmers have played in growing trees for
financial gain. . In Australia in recent years there has been considerably
heightened awareness of the value of trees on farms for shade, shelter,
salinity control and the like, but not as a viable erop. The economic
distortion to relative prices imposed by administered log royalties, and
limited export possibilities, has resulted in a considerably lower level of
tres cover in much of rural Australia compared to what would have otherwise
have been the c¢ase. Due mainly to increases in soil salinity and soil
erosion, there are substantial social costs imposed on Australias by the
rational production decisions of farmers who choose not to plant trees on
the basis of inadequate log prices. State Governments have responded to
calls for inecreased private rural tree plantings with a <m1pwnw of
afforestation loans and grants [see Treadwell (1982), pp. 8~9]. It is
argued that these schemes are very poor sacond-best approaches when

compared with the achievable policy goal of freeing up log markets.

The thrust of desirable change in any realm of economic activity
ought to emphasize, or at least include, increases in economic efficiency.
In the production and exchange of goods and services where non-market
considerations are insignificant, practiecal experience reveals that private
ownership and management with intense interfirm competition is the wmost
effective form of organisation, Advocates of desirable changes in the
Australian forest economy in recent years have tended to take the publie
institutions which dominate it as exogenous and have made suggestions for
more appropriate pricing and distribution methods [Byron and Douglas

(1981), Dargavel (1980), Ferguson (1982)]. However, whilst such work is

-
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FOOTHOTES

A draft version of this paper was presented to meetings of the
University of Helbourne's Graduate Economic Seminar and Workshop in
Computable General Equilibrium Modelling in October 1985, The present
version has benefitted from the constructive comments of the
participants at these fora, particularly Professor Ian Ferguson, Mr
David Johnson and Professor J.0.N. Perkins. I am especially grateful
to Professor Alan Powell for his wcmnow« for this paper and his helpful
couments at all stages of its development. Messrs Tony Lawson, Mike
Kenderes and Philip Adams made useful suggestions on the final draft.
Harie Silic gave assistance with word processing. Remaining errors are

all my own.

Public enterprises accounted for 9.9 per cent of Gross Domestic Product
at Factor Cost (GDPAFC) in 1980-81 [ABS (1984b)]. However, the
national acoounts do not recognise the presence of public enterprises
in the “Agriculture, Forestry, Fishing and Hunting” sector, so that
this figure is probably an underestimate. Given the accounting
definition of zero returns to capital in the public sector, an upper
bound on the value of mparket activities in which governments are
involved may be set by including the wages, salaries and supplements of
general government. Public enterprises plus general governnent
accounted for 25.3 per cent of Australian GDPAFC in 1980-81, The
Porestry and Logging sector, as measured, accounted for 0.2 per cent of

GDPAFC in 1977-78 [ABS (1983)1].
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this still leaves nearly half a million hectares of existing public
plantations with which some action is necessary. The action in each State
may well be different because of differing State policies and obligations.

For example, in South Australia, the only course may be to sell the
existing plantations to the existing dindustry, although there is
considerable scope for decision in the way in which this would be done. 1In
general, however, the well advertised sale of plantations to the highest
bidders with sealed bid auctions together with some reasonable limit on the
area which any individual or organisation could buy, would seeuw
appropriate. The rewmaining question of what should become of the land
underneath the trees may best be left to specific cases although, given the
rent and rate-free nature which those lands have had to the present, their
continued dedication to wood production may preserve the location of
forestry centres in a way which misallocates resources if a wmore open

system would lead to alternative placements [see also Muench (1966)1.
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subaidy on PPF ocav:«w and the designation of PPF as a land using industry

(see Table Al.4).

As noted in Section 4.1, the Gross Operating Surplus {(GO0S) of the
Forestry and Logging industry has been underestimated in the ABS I0 tables
because public enterprises are defined to have zero GOS. It will therefore
be necessary to estimate the inmplicit returns to capital of the public
forestry industries and to insert them into the disaggregated database.
Within each industry, these estimated returns will have to be split between
the fixed capital and land categories for the reason given in Section 4.3.
The subsidies on the outputs of the public forestry industries would then
be set equal to the returns on their assets plus the amount by which the

value of sales falls short of all other current expenses.

For all the new industries shown in Figure Al,1 it will be
necessary to obtain information on the commodity composition of capital
stocks. At the same time a& much overdue appraisal of the relevant parts of

the IMPACT capital coefficlients matrix can be nade.

The npature of the proposed study is such that most of the
parameters which must be specified for the disaggregated sectors ocan be
default ({parent) values. These include the expenditure elasticities, the
Armington {import substitution) elasticities, the import protection rates
and the export demand elasticities. Investment parameters will be needed
for the new industries for which the ORANI rate-of-return theory will be
permitted to explain investment: Logging and Private Forestry. CES and

CRETH parameters will also be needed for some of the new comnmodities and
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commissioned. Current work  at the IMPACT Project is aimed at improving
ORANI in several important respects [see Powell (1985), pp. 26-28 and

Wilcoxen (1985)],

The nature of suitable adaptations to the current version of ORANT
is the major technical difficulty perceived at the time of writing. Four

paths might be considered, each of which has its drawbacks.

Firstly, ORANI could be run in its standard form with a s$tandard
database, This is the first option which confronts the would-be user of
ORANI in any situation, and one needs to have sound reasons for rejecting
it. In the present case, the industry/commodity structure is too
aggregated because all forestry components are lumped in together along
with the logging industry [Bruce {1985b)]. The act of selling the
plantations to the private sector would only be manifest in the model as a
removal of part of the net commodity subsidies on sales of Forestry and
Logging. Whilst the cost consequences for downstrean buyers of the
Forestry and Logging commodity group would be reasonably projected by such
an experiment, there would be no distinguishable details of the micro lavel
effects on the various components of the forestry sector or on the logging
industry. For this reason, a necessary part of the final model will
include a disaggregated Forestry and Logging sector, and the remaining
options each presume this. The proposed structure is developed in Appendix
1. At this stage we may also note that ORANI proper has no mechanism for
showing the effects of the tax relief engendered by the cessation of
subvention; this deficiency, however, is overcome in recent work by Meagher

(1984, 1985) on the fiscal elaboration of ORANI.
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5 PROBLEMS AND PROSPECTS
5.1 Data Problems

The ABS has supplied data which will enable wost of the splits
between the Logging (ASIC 0303) and the Forestry and Services to Forestry
(A3IC 0304) sectors — see Figure A1.1 - to be made [ABS (1985), personal
comuunication]. This information is presented according to the
Input-Output Connodity Classification (I0CC), as shown H:. Table 35.1. An
initial appraisal of this material indicates much the expected pattern
except for a basic value flow of $7 769 000 in 1977-78 frou forestry and
services to forestry (IOCC 0304015) to the Meat Cattle industry (IO
01.03). That flow seems anomalous when compared with the reported basic
value sale of $4 839 000 from forestry and services Lo forestry to the
Forestry and Logging industry (IO 03.00), which is taken to represent total
Australian log sales on stump at basic values., The anomaly persists in the
1978-79 data. It has been indicated that, for 1978-79, a more reasonable
flow to the Meat Cattle industry would be $1 willion [ABS (1985), personal

communicationl.
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private "industries” producing the same commodities. Consequently, it will
be necessary to wmodel the subsidy on public log sales as an industry
subsidy, rather than via the standard ORANI method which only recognises
coomodity subsidies. The role of these industry subsidies would be to
eliminate the erroneous impression of a near-zero capital intensity. This
could arise in an ORANI database because capital intensity is measured,
ultimately, by the relative sizes of the gross operating surplus (G0S) and
the value added attributed to the p:a:wwvw in the input-output accounts. A4
convention used in preparing the national accounts is not to include any
notional GOS in the value added of public enterprises. The incorporation
of an explicit subsidy, just matching such a notional GOS, would correct

the specification error.

¥hilst there have been no ORANI studies which have modified the
supply side of the model by allowing a richer set of substitution
possibilities among intermediate inputs, the household demand specification
has been extended in the ORANI-WINE and ORANI-MILK models to allow for
non-zerc cross-price elasticities Dbetweeen substitutes in consumption
[Clements and Smith (1983), IAC (1983), Sutton, Vincent and Zeitsch
(1984)]. It must be emphasised that the problem of implementing supply
side substitution possibilities for material inputs is different in
substance to, and rather more difficult than, that faced by those who
extended the demand specification. However, the materials substitution
problem in ORANI is the subject of current work at the University of New
South Wales I[Truong, Chapman and Gallagher (1985)). Some ideas on the
required substitution possibilities for the forestry study are given in

Section 4.2. Good reasons exist for postponing the computer implementation
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proposed to model the demand for land similarly to the way in which
industries demand labour in ORANI: with CRESH technology mcauwmn to
constraints on the total available quantity of the primary factor in
question. Consequently, there will be several land categories, each of
which could conceptually be used by all 10 industries. Some land types
would in fact be only used by one industry, and others by more than one.

The proposed structure is shown in Table 4.196,

~32-

As noted in Section 4.1, it is proposed to modify the ORANI input
demand theory of Dixon gh al. [{1982), pp. 76-90) to allow nonLeontief
substitution possibilities between forestry inputs to current production.
The idea 1s portrayed in Figure 4.1, which has been adapted from Hipgs,
Parham and Parmenter (1981). The figure shows that the only departure from
the standard OBANI technology is the way in which an effective unit on
forestry input is obtained. A CES function is used to combine Hardwood and
Pine trees. A nested CES function is used in the usual ORANI way to
combine domestic and imported “Hardwood Trees® (actually, minor forest
products, notably eucalyptus oilas). There are no imports of "Pine Trees®
as such. While 39 commodities will be produced domestically in the model,
it is clear from Figure 4.1 that each industry will, in general, use 3%

composite commodities as inputs to current production,

- G
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