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The Australian fisheries industry has been through a period of substantial challenge
and change in recent years. The combined impacts of softening global demand, a
stronger Australian dollar which has encouraged imports and discouraged exports,
generally declining fishery resources and declining fisher returns has placed pressure
on many parts of the industry. These circumstances have arisen despite a generally
positive consumer attitude to seafood and willingness by consumers to increase the
amount of seafood in the diet.

From a bank’ s perspective, lending to seafood companies can be more complex than
lending to other food and agribusiness companies. Not only do seafood businesses
face the normal market challenges, but they are a'so dependent on a generally
unreliable and mobile resource base that makes it difficult to accurately predict with
confidence their production levels. With these variables, inevitably sales and profit
are also very difficult to forecast. Moreover, with the impact of changing fisheries
management practices, it is an extremely complex environment for bankersto
understand. However, asin most industries, the best operators will find away to
maximise their opportunities and will generally be successful over the long term.
Thus, there are very real opportunities for banks to support the Australian seaf ood
sector.

Australian fisheriesindustry challenges

The raw statistics reveal the disturbing truth that has been felt across much of the
Australian seafood industry in recent years. Production has fallen for various reasons,
from over fishing, tighter fisheries management to lower prices, ageing fleets.
Exports are well off their highs and imports continue to grow in volume, but
interestingly much lessin value terms. The problems have been driven by a number

of coincidental factors, including:



A strong Australian dollar has made exports dearer and imports cheaper. This has
lowered export prices as well as making the price of imports cheaper thus pressuring
the domestic market — a case in point would be prawns. While it istempting to claim
that the higher dollar is the root cause of the industries woes, in truth it is but one of
many contributing factors. While the dollar isindeed currently higher than its ten
year average at around USDO.74 compared to USDO0.67, it is by no means
exceedingly so.

Figure 1. Australian dollar value since 2000
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Difficult demand conditions both in export and domestic markets. Export demand
was particularly hurt by struggling economiesin Asiain 2002-2003, as well as
softness in tourism at that time due to SARS and terrorism fears. Demand has now
improved, as have prices. However, they still lag levels reached early this decade. In
addition, low cost producers of specific aquaculture items have increased exports
substantially over the past few years and this has weighed on world prices. According
to the Food and Agriculture Organisation of the United Nations (FAO) agquaculture
now represents around 30% of total global seafood production, having grown at an
annual rate of 10% since 1984, compared with 3% for livestock meat and 1.6% for capture

fisheries. World aguaculture production is forecast to overtake wild caught production



some time between 2020 and 2030. The impact on Australian fisheries has been
significant, especially in prawns, salmon, tuna and white fish sectors.

Declining fisheriesoutput. In general Australian wild caught fisheries are declining
in annual productive output as aresult of various factors including overfishing, as
well as adverse seasonal conditions which have reduced breeding and available
catches. Figure 2 illustrates this problem. Firstly, production is lower and unstable,
and unit prices have been unable to maintain their momentum from early in the
decade when the Australian dollar was extremely low. In Australia’ s significant
sectors, only rock lobsters and abal one managed to increase production in the first
five years of thisdecade. Prawn and tuna catches declined substantially, suggesting
these industries have a pressured resource base and new investment in the fisheriesis
lagging. Interestingly fin fish catches were up by 13% over the same period, perhaps
in part explained by strong growth in salmon production.

Figure 2: Seafood production variances — 2000/01 — 2004/05
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Higher fuel prices have also been problematic for Australian seafood operators.
While not the primary problem for these industries, the fact that diesel fuel prices
have increased significantly at atime when production levels and prices have been in

decline has clearly encouraged some boat operators not to fish at all in some cases.



Fuel isjust one example of where operators’ terms of trade have declined. While
prices are well down from the highs of earlier this decade, costs continue to climb,
especially labour and energy. In fact merely retaining deck hand labour is for many
fishing businesses the primary day-to-day challenge. This has forced substantial
rationalisation in fisher numbers in many fisheries with those interested in remaining
in the industry forced to build scale to amortise overheads and reduce costs.

Import verses export performance. Thereality for the Australian seafood industry
isthat it isincreasingly operating in a global marketplace. Ironically, reports of the
rapid demise of world fishery stocks appear not to be having a strong positive
influence of global seafood prices. Thisislargely due to the fact that aquaculture

production is rapidly growing to replace wild catch production.

Figure 3: Seafood export and import variance — 2000/01 — 2004/05
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Figure 3 illustrates the challenges faced by the industry as a player in the global
seafood market increasingly dominated by aquaculture. The prawn industry has been
most severely impacted and isfinding it extremely difficult to compete with imported
white (Vennemai) prawns from Chinaand Thailand. With declining catches in recent
years and huge imports of cheap farmed prawns, only the very premium Australian

wild caught and farmed prawns can achieve reasonable margins either in the domestic



or export markets. Declining catches and world prices have seen export values
decline by 44% over the past 5 years, while import volumes have sky rocketed by
92%. In the other key sector, tunafaces a similar dilemma. Export values declined
by 36% in the period, while imports increased by a massive 106%. While Australian
product fits adifferent specification to the majority of the imported tuna, largely
canned, thereis clearly aworrying trend at play for these key sectors.

Asaresult of these difficulties there has been a substantial narrowing in Australia’s
seafood trade balance. While traditionally Australiaimports much more seafood than
it exportsin volume terms, the balance of trade in value terms has historically been
strongly in the positive. Asillustrated in Figure 4, Australia' s seafood trade balance
stood at arecord AUD846 million in 2000/01, driven largely by alow dollar.
However, as the Australian dollar has moved back to and above the long term average,
the Australian seafood industry has found it increasingly difficult to compete in the
global market. In 2004/05 the trade surplus narrowed to a modest AUD277 million,
and with seafood consumption in Australialikely to continue growing, no forecast for
increased catches and the Australian dollar remaining above its long term average, a

seafood trade deficit in coming years appears a distinct possibility.

Figure 4: Australian seafood trade balance, 1997/98 — 2004/05
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Signals are that times will remain relatively tough in Australia’ s seafood markets,
both export and domestic, assuming the currency remains at its current high level.
Increasing aquaculture production, especially in Asiaand south Americaislikely to
continue. Aquaculture imports will increasingly take market share from local
producers at the lower end of the market, and will also erode market return in export
markets. The task for the Australian seafood industry will be to clearly differentiate
its product in terms of premium quality and freshness, both in domestic and export

markets.

Positive factorsfor the Australian seafood industry

Despite these many challenges there are numerous positive aspects to the Australian

fisheriesindustry.

First among these is the recently announced $220 million federal government
restructuring package “ Securing our fishing future’, a one off package aimed at
reducing overfishing in some of Australia’'s most pressured fisheries by removing
excess capacity from the industry. The centrepiece of the package is $150 million for
aone-off, capped fishing concession buyout focused on reducing the high level of
fishing capacity in those Commonwealth fisheries that are subject to over-fishing, or
at significant risk of over-fishing in the future. The package is a positive step for the
long term welfare of the industry. However, clarity is urgently needed on the details
of how and when the package will be implemented. The current lack of information
and delays in implementing the package is causing significant confusion among
operators in the targeted fisheries and their bankers. Without this clarity operators are
unable to make decisions about the future of their businesses and banks find it
impossible to consider proposals put forward by clients. So the quicker this package
isfinalised and delivered the better for all concerned.

Improved fisheries management is also a positive sign for the long term viability of
Australian fisheries. The switch by some fisheries to Statutory Fishing Rights (SFR)
based fishing permits, along with improved science regarding the available
commercial catch, will obviously cause some pain while afishery adjusts through
rationalisation. However, it will help put these fisheries on a more sustainable long

term footing.



Another positive sign for fisheries in Australia has been the rapid growth in
aquaculture in recent years. The two primary drivers of this have been the Tasmanian
salmon sector and the tuna ranching operations of South Australia. Businessesin
these sectors are demonstrating that innovation and investment in technology, and
proven land based farming techniques, can help drive productivity and industry
growth. Australian salmon production has expanded dramatically over the past 12-18
months following much needed industry rationalisation and industry profitability is
being enhanced, primarily through the adoption of technology and improved cost
efficiencies.

Finally, consumer demand for healthy, clean and tasty seafood remains an ally of this
industry. Australia sincreasingly affluent consumer base is now well aware of the
benefits of eating seafood products and isincreasingly happy to pay for better quality
food. The challengeisto continue to enhance the seafood product offering, through
innovation and marketing. In addition, eliminating any bad experiences consumers
may have due to poor product quality isvital in ensuring positive consumer demand
growth for seafood.

Conclusion

The Australian fisheries sector remains heavily reliant on exports. However, exports
have been heavily pressured in recent times. Largely, this has been due to changing
demographics in export markets and a generally higher dollar, with respect to the
value of currencies from customer and competitor countries. While a strong domestic
economy and global minerals boom have helped drive up the Australian dollar,
growing domestic demand for seafood has been increasingly satisfied by lower cost
imports, rather than premium Australian seafood. The boom in low cost aquaculture
in east Asia, especially Thailand, Vietham and China has been particularly severe on
global pricesfor key seafood commodities.

The challenges for the Australian fisheries industry appear numerous and complex.
On the supply side declining catches are naturally a concern. However, with efforts
currently under way to improve the capital imbalance in anumber of Australian
commonwealth fisheries, there is hope that the current over capitalisation of these
fisherieswill be aleviated. The ongoing adoption of fishery management plansis



also astep in the right direction towards making the fisheries industry not only
ecologically sustainable, but also economically stronger.






molluscs 21 per cent. Rock lobster, prawns, tuna and abalone
remain important contribufors o gross value of production
(figure E) — these are also Australia’s major export species.

While the total volume of Australia’s fisheries production
has increased by 30 per cent over the past five years, the
real value of production has fallen by 25 per cent (figure F).
This largely reflects recent declines in average real prices for
seafood products, which have meant that although produc-
tion has increased, the real value of Australia’s fisheries
production has not kept pace. This was particularly the case
in 2002-03 and 2003-04, and to a lesser extent in 2004-
05, when the Australian dollar appreciated strongly against
the currencies of major trading partners.

Of the $2.1 billion of fisheries products produced in
2004-05, wildcaught fisheries accounted for $1.4 billion
(70 per cent). Although wildcaught production in the lafer
half of the 1990s remained relatively constant, fluctuating
around 200 000 tonnes, over the last five years, wild-
caught production increased by 30 per cent, from 222 000
tonnes fo 288 000 tonnes. This change can be aftributed to
increased pilchard production, which has tripled in volume
since 2001-02. However, being a low value species, the
increase in pilchard production was not sufficient to offset
declining prices for Australia’s major production species and
the total value of wildcaught production therefore decreased
by 26 per cent over the same period.

The value of aquaculture production continued to decline
in 2004-05, falling a further 15 per cent to $619 million.
The fall reflects a decrease in aquaculture production of 741
tonnes and a decline in world seafood prices, particularly
for southern bluefin tuna which fell by $108 million in value
terms. Major aquaculture species in Australia include southern
bluefin tuna, pearls, Atlantic salmon, prawns and oysters
(figure GJ. These five products accounted for 82 per cent of
the value of total aquaculture production in 2004-05.

Australian exports continued fo fall in 2004-05

Australian exports of fisheries products fell by 7 per cent to
$1.5 billion in 2004-05. Approximately 80 per cent of the
tofal value of exports related fo edible seafood products,
which also declined by 2 per cent in volume terms in 2004-
05. Pearls accounted for 95 per cent of nonedible exports.
The main exported products in terms of value were rock
lobster (28 per cent of gross value of exports), pearls (19 per
cent), abalone (17 per cent), whole tuna (11 per cent) and
prawns (11 per cenf] (figure H).

The decline in export values was primarily caused by a
drop in the export quantity and price for whole tuna, which
fell by 18 per cent and 29 per cent respectively. Together,
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fisheries

Current economic status of Commonwealth fisheries

The Australian Fisheries Management Authority [AFMA) manages more than twenty fisheries
on behalf of the Commonwealth. Together, these fisheries produced 71 800 tonnes of fish-
eries products valued at $323.0 million in 2004-05. ABARE's regular economic surveys
suggest that many of the fisheries do not earn significant, positive returns. Historically, returns
in the eastern tuna and billfish fishery, and the Commonwealth trawl sector of the southern and
eastern scalefish and shark (SESS] fishery have been low, especially relative to returns in the
northern prawn fishery (figure NJ. In recent years, these poor returns have been caused partly
by unfavorable movements in world fish prices, exchange rates and fuel prices, all of which
are beyond the control of fishers and the management authority. However, one important
variable that can be managed to some extent is the abundance of the fish stock, which is

influenced not only by environmental factors but also by the
level of fishing effort. A ‘thick’ stock makes fish easier to find
and cheaper to catch, leading to higher returns and a more
resilient industry. An abundant stock is only possible if fishers’
effort is restricted.

To help Commonwedlth fisheries become more profit
able and fo protect fish stocks, the Australian Government
has announced a structural adjustment package targeting
the SESS fishery, the eastern tuna and billfish fishery and
the Bass Strait central zone scallop fishery (see box 2). The
package will also be available to northern prawn fishers if
output controls are adopted in that fishery. The announce-
ment of the package coincides with changes to the way in
which some of the Commonwealth’s most valuable fisheries
are managed, including the eastern tuna and billfish fishery
and the SESS fishery. Current issues in these fisheries — and
the northern prawn fishery — are discussed below.

N Recent net returns in surveyed
Commonwealth fisheries
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ABARE regularly conducts economic surveys of the larger
Commonweadlth fisheries. From the cost and revenue data
collected, ABARE estimates a fishery’s net retumns, which is

The measurement incorporates some items that would normally
not be included in fishers" accounts, such as the opportunity
cost of family labor and @ 'normal’ rate of return to capital. See
Galeano et al. (2005) for more information about how net
returns are calculated.

Offroad diesel price
Depending on the fishery, fuel costs typically make up 10-20
per cent of fotal cash costs for a fishing business. The real price

05 to an average of 71 cents a litre. This follows a substantial
increase in 2003-04 of 10 cents [or 22 per cent]. Diesel prices

85. Prices are expected fo increase slightly in 2006, and then
fall over the medium term.

equivalent to fotal revenue less all cash and economic costs.
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Box 2: Securing Our Fishing Future
adjustment package

In November 2005 the Australian Government
announced a $220 million structural adjustment
package for the fishing industry that, combined

is aimed at addressing overfishing and rebuilding
overfished stocks. The package includes a $149

off, voluntary tender process to allow individual

fishing businesses to exit the industry.
Commonwealth and state fishers affected by

the declaration of marine protected areas in the

business exit assistance.
Additional elements of the package include

onshore and fishing related businesses affected
by the reduction in fishing activity, and up to
$20 million for fishing community grants to help
generate economic activity in ports affected by the
adjustment.

A further $21 million is being provided to
offset management costs, improve management
measures and fund research. More information is
available af www.daff.gov.au.

with a range of fisheries management measures,

million fishing concession buyback involving a one-

South East Marine Region will also be eligible for

$30 million for business restructuring assistance for

Catch as a share of total allowable
catch for the SESS fishery’s top ten
species 2005
Blue grenadier m ———
Flathead e ——
Spotted warehou I ————
Gummy shark

Pink ling ——

OraNg e OUG Y —
(Cascade Plateau)

Jackass morwong I
Orange roughy p——
(Eastern)
Mirror dory I

Redfish m———

% 20 40 60 80 100

Percentage of TAC filled

Northern prawn fishery

Southern and eastern scalefish and shark fishery

The SESS fishery was formed in 2003 by merging four
fisheries: the south east trawl fishery, the Great Australian
Bight trawl fishery, the east coast deepwater trawl fishery
and the gillnet, hook and trap fishery. Management controls
vary between secfors, but the predominant arrangement is a
system of individual transferable quotas that gives fishers a
right to a portion of a tofal allowable catch (TAC] set for 24
species. Other restrictions include limited entry, gear restfric-
fions and area closures.

Although TACs are theoretically capable of strictly limiting
the cafch of many of the fishery’s key species, the most recent
report on stock status classifies seven stocks as overfished, and
af least six as subject to overfishing (Caton and Mcloughlin
2004). Although not all quotas will be met every season
in o multispecies fishery, it would appear that TACs have
generally been sef too high in the SESS (Elliston et al. 2004).
For example, TACs for some species that have been classi-
fied as overfished have not been filled. Of the SESS fishery's
fop fen quota species in terms of volume, pink ling was the
only species for which quota was filled in 2005 (figure OJ.
Apart from possibly jeopardising fish stocks, unfilled TACs
suggest that fishers’ effort is not being restricted. They are an
indication that returns in the fishery are not high enough to
encourage fishers to increase their fishing effort. The results of
economic surveys of the Commonwealth traw! sector of the
SESS [formerly the south east frawl fishery] presented in figure
N confirm the low returns that are expected given the large
amount of unfilled quota.

When TACs are not binding, one of the key benefits of
a tradable output control is lost — the incentive created by
a system of binding TACs for quota to move to the least cost
producers. The slow rate of autonomous adjustment in the
fishery partly reflects quotas being set well above historical
levels of catch.

AFMA has reduced TACs for at least thirtleen species in the
SESS for the 2006 and 2007 fishing seasons. Using 2004
catch levels as a guide, this is likely fo restrict fishers’ catch
and thereby give betfer protection to fish stocks, generate
greater net returns, and improve the efficiency of the fishery
overall by making the quota market more effective at transfer-
ring effort to least cost producers. Adjustment in the fishery
will also be enhanced by the Securing Our Fishing Future
structural adjustment package (see box 2).

The northern prawn fishery is the Commonwealth’s most valuable fishery and one of the few
that regularly earns substantial and positive net returns. Effort is controlled principally by limited
enfry and input controls that specify a maximum length for headrope that controls the size of the
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net fishers can tow. At present, the sfock sfatus for endeavour P Input substitution in the northern prawn

and king prawns is not known, while banana prawns and fishery
grooved tiger prawns are classified as not overfished (Caton
and Mcloughlin 2004). The status of brown figer prawns is
currently under review.

However, there is evidence that the fishery could perform 425

better. Input confrols are not the government's preferred

A units
430

size and power

:
I
I
I
I
1

management arrangement, except for fisheries where output 420
confrols can be shown to be infeasible. Input controls do not
leave fishers free to choose the combination of inputs that
minimise costs for their particular operation. Further, fishers 4,

415

Compulsory cut in vessel

are quick fo circumvent restrictions on one input by increasing | Headrope length
| becomes controlled |

their use of another. This means that the management authority A units | input
must reconfigure input controls regularly fo keep effort under 1988 1991 1994

control, possibly leading to gear being made redundant. In

the northern prawn fishery, the introduction of resfrictions on

vessel size and power resulted in fishers trawling with larger nets (figure P). Kompas and Che

(2002, 2004 estimated that this was associated with a decline in the average efficiency of

the fleet of approximately 4.5 per cent. When headrope length became the controlled input

in 1999, vessel power and size increased again.

Apart from fishers being forced to use an inefficient combination of inputs, there is also
evidence that the total cafch of tiger prawns in the fishery might be oo high to maximise
refurns. Rose and Kompas (2004) suggested that a total harvest of 1560 tonnes was appro-
priate, which is significantly lower than the actual catch of tiger prawns of 1785 tonnes in
2004-05. This situation should change following the fishery's adoption of maximum economic
yield as the basis for effort level restrictions in the fishery.

A component of the recently announced structural adjustment package [see box 2) is tied
to northern prawn fishers accepting oufput controls as the principal management arrange-
ment. Apart from being the Australion Government's preferred option generally, output controls
would prevent the problem of input substitution and give managers greater control over fotal
catch. They can also reduce the incentive for fishers to acquire bigger, more powerful vessels
for the purpose of catching the largest proportion of the catch quickly. The northern prawn
fishery is well suited to output controls, having only a few farget species and good data on its
economic and biological aspects. Further, Rose and Kompas [2004] report that uncertainty
about stock levels is usually less than uncertainty about catch per unit of effort in the fishery,
suggesting that output controls are more appropriate than input controls as a management
tool.

Eastern tuna and billfish fishery

The eastern tuna and billfish fishery lies off the east coast of Australia and is the principal
Commonwealth longline and minorline fishery. Management of the fishery is in transition
fo a new management plan that will infroduce transferable effort units. In the meantime the
fishery will continue to be managed using a permit system. The fishery currently has no target
stocks classified as overfished, although overfishing is occurring for bigeye. The status of
both yellowfin tuna and broad billed swordfish are uncertain (Caton and Mcloughlin 2004
Campbell (2005) reports that the area of the fishery subject to fishing has been expanding
recently, suggesting fraditional areas are no longer productive enough.

The revamp of the fishery’s management arrangements was motivated partly by the persis-
tently low or negative economic refurns shown in figure N. These low refurns are reflected in

australian commodities > vol. 13 no. 1 > march quarter 2006
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the high proportion of lafent permits in the fishery. In the eastern tuna and billfish fishery it is
common for many permits fo be unused (table 1) (Galeano et al. 2005). A high proportion
of latent permits implies that management controls have not restricted effort effectively and
that any profits that might be generated in future will be dissipated quickly by an expansion
of effort (and costs).

Under the new management plan, fishers will be allocated statutory fishing rights entitling
them to a particular number of effort units. The fishery will remain partitioned info subareas,
with each subarea having a subarea factor that reflects differences in the level of productivity.
The number of effort units expended in a fishing set is found by multiplying the number of hooks
used by the subarea factor.

The susceptibility of the Australian fishing industry to changes
in variables beyond the control of managers and fishers has high-
lighted the important impact management arrangements can have
on profitability. Fishers have had to catch fish from a thinning sfock
when fuel prices are high, and then sell them when exchange
rafes and seafood prices are unfavorable. While stock size is influ-

'| Issued and active permits in the
eastern tuna and billfish fishery

Year Permits Active permits a } ) )
enced by environmental factors, it can also be strongly influenced
1998 222 151 L . S .
1000 550 152 by fishing mortality. Maintaining thicker stocks so that total costs
2000 220 142 are significantly below fotal revenue creates a buffer that allows
2001 220 140 the industry fo better withstand fluctuations in economic condi-
2002 220 143 tions. Recently implemented changes to management arrange-
2003 220 135 ments, combined with a substantial structural adjustment package,
a Defined as permits for which a logbook was returned. are likely to result in healthier stocks and a more robust fishing
industry.
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