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Table of Definitions

Agriculture Import Management System (AIMS): The primary import software
used by the Department of Agriculture,Water and the Environment to manage
biosecurity and food safety risks associated with imported cargo, track and record
imported consignments and assign fees, and collect revenue on imported cargo.
Entries of potential biosecurity concern are referred to AIMS from the Integrated
Cargo System.

Approved arrangements: Voluntary arrangements, defined in Chapter 7 of the
Biosecurity Act 2015, that allow persons to carry out activities to manage the
biosecurity risks associated with specified goods, premises or other things. An AA
can cover all biosecurity activities involving the physical handling of goods, such as
storage, inspections and post-entry quarantine requirements, at one or more approved
sites. It may also cover biosecurity activities that don’t involve the physical handling
of goods, such as documentary assessment for goods subject to biosecurity control by
accredited persons or performing health-related measures to control or kill insect
vectors of human diseases on aircraft. Both physical and nonphysical biosecurity
activities can be grouped together under the same AA.

Aquatic Animal Health Code (Aquatic Code): Developed by the OIE and aimed at
assuring the sanitary safety of international trade in aquatic animals, and their
products.

ALOP (Appropriate Level of Protection): Under the Sanitary and Phytosanitary
Measures Agreement, World Trade Organization members are entitled to maintain a
level of protection they consider appropriate to protect life or health within their
territory. Australia’s ALOP is expressed as providing a high level of sanitary and
phytosanitary protection aimed at reducing risk to a very low level, but not to zero.

AEP (Automatic Entry Processing): An Approved Arrangement under which
accredited customs brokers or self-reporting importers perform documentation
assessments for non-commodity documentation and, for selected commodities,
commodity documentation on behalf of the department. Brokers using AEP enter an
additional ‘AEP code’ when lodging a full import declaration into the Integrated
Cargo System, which, when the entry is referred to AIMS, triggers the automatic
application of the subsequent direction by the g-ruler. Under these arrangements,
brokers undertake training and assessment, to gain ‘accreditation’ to assess
documentation and process and lodge entries (Import Declarations) using Automatic
Entry Processing (AEP) under the Non-commodity for Containerised Cargo
Clearance Scheme and the AEP for Commodities Scheme (AEPCOMM).

BICON (Biosecurity Import Conditions): An online database that houses the
Australian Government's biosecurity import conditions database for more than 20 000
plants, animals, minerals and biological products. It is used by importers, customs
brokers and overseas suppliers to determine biosecurity conditions associated with
importing a product into Australia. For example, this could include whether the
product requires an import permit to be granted by the Department of
Agriculture,Water and the Environment. Users of this database can also subscribe to
notifications (BICON alerts) when specific entries in BICON change.

Biosecurity risk material: Material that has the potential to introduce a pest or
disease to Australia. This could include, but is not limited to: live insects; seeds;
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soil; dirt; clay, animal material, and plant material such as straw, twigs, leaves, roots,
bark, food refuse and other debris.

Codex: the Codex Alimentarius Commission of the FAO/WHO is the international
food standards setting body developed under the Joint FAO/WHO Food Standards
programme.

Competent Authority: the veterinary authority or other governmental authority of an
OIE member country having the responsibility and competence for ensuring or
supervising the implementation of aquatic animal health and welfare measures,
international health certification and other standards and recommendations in the
Aquatic Code in the whole territory (OIE 2017).

Consignment: An import of goods lodged in a single Import Declaration. In general,
a consignment consists of all the goods for a single consignee that arrives on the same
voyage of a vessel; a single consignment can consist of many container loads of
goods.

Health Status (Aquatic Animal Health Status): the status of a country, zone or
compartment with respect to an aquatic animal disease in accordance with the criteria
listed in the relevant chapter of the Aquatic Code dealing with the disease (OIE,
2017). A ‘“free country’ fulfils the requirements for self-declaration of freedom from
disease with respect to the diseases(s) under consideration in accordance with the
relevant chapter(s) in the Aquatic Code (OIE, 2017).

Inspection: Examination of product or systems for the biosecurity of animal, plant,
food and human health to verify that they conform to requirements (Beale et al.
2008).

International Aquatic Animal Health Certificate (Health Certificate): a
certificate, issued in conformity with the provisions of Chapter 5.11., describing the
aquatic animal health and/or public health requirements that should be fulfilled prior
to export of commodity (OIE, 2017)

Intervention: Legally enforceable obligations (through legislation or regulations)
imposed by government on business and/or the community, together with government
administrative processes that support the obligations. In the biosecurity context, this
includes requirements related to:

e prescribing specific actions that must be completed before goods can be
brought into Australia;

e giving notice of goods to be unloaded in Australian territory;

e providing information, including documents, about the goods if requested by
biosecurity officers;

¢ allowing for the goods to be physically inspected;

¢ allowing for samples of the goods to be taken; and

e prescribing treatments to reduce the biosecurity risk associated with goods or
conveyances.

Pathway failure: A pathway failure is any kind of non-compliance associated with a
consignment on a pathway, including failures that do not necessarily represent a direct
biosecurity risk e.g. inadequate documentation for a consignment is a pathway failure,
as is contamination by a pest or disease.
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Sanitary measure: a measure, such as those described in various chapters of the
Aquatic Code, destined to protect aquatic animal or human health or life within the
territory of the Member Country from risks arising from the entry, establishment
and/or spread of a hazard (OIE Aquatic Code glossary 2017)%.

SPS agreement: The World Trade Organisation Agreement on the Application of
Sanitary and Phytosanitary Measures. The Agreement on the Application of Sanitary
and Phytosanitary Measures (“SPS Agreement”) entered into force with the
establishment of the World Trade Organisation on 1 January 1995. It concerns the
application of food safety and animal and plant health regulations. The SPS
Agreement encourages governments to apply national SPS measures that are
consistent with international standards, guidelines and recommendations.

World Organisation for Animal Health (OIE): The World Trade Organisation
recognises the OIE as the relevant standard-setting body for sanitary measures
relating to animal health and zoonoses.

World Trade Organisation (WTO): an international body that determines
international trade rules, where rules are negotiated and signed by the member
countries, consisting of most of the world’s trading nations.

WTO Dispute Settlement Mechanism: By becoming a WTO member, countries
agree that if they believe fellow-members are violating trade rules, they will use the
multilateral system of settling disputes instead of taking action unilaterally. Dispute
settlement is based on clearly-defined rules, with timetables for completing a case.
First rulings are made by a panel and endorsed (or rejected) by the WTO’s full
membership. Appeals based on points of law are possible.

! The Department of Agriculture,Water and the Environment equivalent is a ‘risk management
measure’
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1. Executive Summary

International trade in aquatic animal products typically relies on certification
undertaken by an exporting country’s ‘Competent Authority’ (CA) that an exporter’s
product meets the importing requirements of a given country, including freedom from
certain pests and diseases of concern to the importing country. The CA is usually the
national veterinary service or other relevant authority of the exporting country.

In Australia, the Department of Agriculture,Water and the Environment (the
department) has responsibility for evaluating a prospective CA and for checking
compliance of a CA with certification requirements. Non-compliance with Australia’s
certification requirements may be discovered during document assessments, or
through routine physical inspections of goods at the border. In some cases, however,
there is no requirement for a physical inspection of CA-certified goods — goods will
be released from biosecurity control based only on an assessment of the
documentation. Furthermore, the evaluation of a prospective CA by the department
occurs only once, prior to establishment of the approval, and there is no requirement
for random or routine auditing of CA procedures by Australia once the initial
agreement has been established. Penalties for non-compliance, including trade
suspension, are possible, but agreements do not specify penalties nor what level of
non-compliance would cause them to be applied.

In essence, the authority to make decisions about the biosecurity status of a product is
being delegated to the CA by the importing country. The scope and effectiveness of
this delegation will be governed by how well-aligned the interests of the two parties
are — delegation typically involves shifting decisions away from individuals who have
the strongest incentives to act in the interests of an organisation to individuals who
face weaker incentives to do so. Where delegation occurs it is therefore important to
monitor whether actual decisions being taken fall within the rules and guidelines that
have been prescribed.

Managing risk off-shore using certification by a CA may present a risk to achieving
Australia’s Appropriate Level of Protection (ALOP), especially in cases where
certification by a CA is the only source of information about biosecurity standards.
This project focuses on investigating the behaviour of CAs in undertaking their
certification role and provides guidance on whether Australian border inspection
policies should be modified in response.

Two pathways were chosen as case studies in this project: i) ornamental fish; and ii)
finfish for human consumption (non-salmon and salmon finfish). Certification by CAs
is routine on both pathways. Analysis involved using a mix of economic theory, data
analysis and stakeholder interviews to understand the incentives facing CAs in their
certification capacity.

1.1 Project outcomes and recommendations

It was hoped that analysis of available qualitative and quantitative data would allow
clear conclusions to be drawn about CA behaviour and that these in turn would allow
guidance on whether/how Australian border inspection policies should be modified in
response. Unfortunately, while the analysis provided some useful insights into aspects
of CA behaviour it did not allow for conclusions to be drawn on whether
modifications of inspection protocols were required. We strongly recommend that the
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required information be collected and analysed, and an an incentive-based mechanism
be implemented if subsequent analysis suggested incentives are mis-aligned.

Analysis of biosecurity regulations on the chosen pathways highlighted an issue with
verifiability of the rules, and the benefits that would flow from improving
communication flows with CAs.

A detailed discussion of the recommendations is contained in Chapter 6. In summary,
recommendations are:

1. That a targeted investigation of finfish pathway be undertaken

A targeted investigation of the finfish pathway would be used to determine baseline
performance rates for each CA and whether that performance achieves ALOP for
Australia. It would establish the nature of any poor performance, inform future and
on-going monitoring in a more targeted fashion, and determine the scope for
improving performance of any poorly performing CAs.

2. That non-verifiable rules be identified and replaced with rules that are
verifiable and provide equivalent levels of assurance

There are instances where regulations imposed on imports are unverifiable, or at best
verification is prohibitively expensive, for example, in cases of species substitution or
misidentification. Where verification of rules is problematic, it would be beneficial to
either i) impose alternative regulations that result in the same level of assurance, or ii)
adopt an outcomes-based approach, where a range of verifiable measures offering
equivalent assurance may be available to entities certified by CAs.

3. That interviews with offshore CAs be undertaken

Interviewing off-shore CA employees and employees of foreign embassies based in
Australia would reveal information on CA governance that has been unavailable in
interviews to date. This includes information about the costs of operating CAs, time
frames for correcting errors, and challenges faced in meeting Australia’s certification
requirements. Decisions regarding interviews should be made by the department’s
Trade, Market Access and International Division and by Animal Division.

4. That CAs be provided with regular feedback reports on certification
performance

One of the themes that emerged from stakeholder interviews is how CA performance
could be improved through better communication and the provision of useful
information. Providing regular feedback reports to CAs on their certification
performance should lead to improved biosecurity outcomes.

5. That the impact of feedback reports be measured during the roll-out period.

Evaluating the impact of feedback reports would involve the measurement of error
rates overtime following receipt of reports, supplemented with measurement of
engagement with CAs on a pathway, responsiveness of the department to being
contacted by CAs, and a survey of CAs regarding their experience with feedback
reports.

6. That an incentive-based mechanism for finfish be implemented to correct mis-
alignment of incentives.

If additional data collection confirms incentives on the finfish pathway are mis-
aligned, our preliminary recommendation is to implement a mechanism that involves
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a ‘sliding-scale’ of interventions that correspond to the seriousness of the non-
compliance. The mechanism should be implemented in a treatment-control setting.

7. That third-party certification schemes be investigated as complements to
border inspections.

Third-party certification schemes may provide an alternative means of assuring
biosecurity standards at the border. In order to be considered as such, schemes would
need to demonstrate i) credibility, and ii) equivalence with Australia’s existing
biosecurity standards. Where this is the case, allowing such schemes to complement
border inspections would potentially reduce overall system costs and improve
economic efficiency.

8. That inconsistencies in data entry be removed to allow for more rapid data
analysis

A significant amount of data cleaning was required before analysis could be
undertaken. In summary, there were anomalous dates, records with empty fields, and
variations in names caused by spelling variants, typographical errors, punctuation and
spacing, and other inconsistencies.

Page 11 of 73



Pre-border risk management

2. Introduction

International trade in aquatic animal products is governed by the World Trade
Organisation’s SPS Agreement? to which Australia is a signatory. The trade typically
relies on certification undertaken by a ‘Competent Authority’ (CA) to certify an
exporter’s product meets the importing requirements of a given country, including
freedom from certain pests and diseases of concern to the importing country. In this
context the World Organisation for Animal Health (OIE) defines a CA as a veterinary
authority or other governmental authority3 of a member country having the
responsibility and competence for ensuring or supervising the implementation of
aquatic animal health and welfare measures, international health certification and
other standards and recommendations in the Aquatic Code in the whole territory (OIE
2017).

Australia requires a CA to certify a range of imported aquatic animal goods. A CA
may be recognised or approved. For trade in many aquatic animals and animal
products to occur the Australian Government’s Department of Agriculture, Water and
the Environment (the department) must first recognise a country’s CA. This is a less
rigorous process than approval, and involves simply confirming the agency with the
legal authority to issue the health certificate. For other aquatic animals and aquatic
animal goods, like ornamental finfish, salmon and prawns , the department will only
accept trade from countries with a CA the department recognises and has approved.
The department grants the more rigorous approved status to a CA once an evaluation
occurs on the capacity for the agency to comply with Australia’s import requirements.
The evaluation process consists of a desk-top assessment followed by an in-country
verification — departmental officers visit the CA, its facilities and laboratories, to
verify that the organisation has the capacity to comply with Australia’s import
requirements. Information about the certification process is given in Appendix A.

The evaluation of a prospective CA by the department occurs only once, prior to
establishment of the approval. There is currently no requirement for random or
routine auditing of CA procedures by Australia once the initial agreement has been
established. Monitoring of service delivery by a CA is through self-regulation, with
guidance available from the OIE Phytosanitary Veterinary Services (PVS) tool* (OIE
2013). Non-compliance with certification requirements may be discovered during
document assessments, or through routine physical inspections at the Australian
border. In some cases, however, there is no requirement for a physical inspection of
CA-certified goods — goods will be released from biosecurity control based only on an
assessment of the documentation.

Managing risk off-shore using certification by a CA may present a risk to achieving
Australia’s Appropriate Level of Protection (ALOP), especially in cases where such
certification is the only source of information about biosecurity standards.

2 More information on the SPS agreement may be located at
https://www.wto.org/english/thewto e/whatis _e/tif e/agrm4 _e.htm

3 A full list of the CA in each country may be located at
https://bicon.agriculture.gov.au/BiconWeb4.0/ViewElement/Element/Index?elementPk=561093&case
ElementPk=563440

4 See http://www.oie.int/solidarity/pvs-evaluations/oie-pvs-tool/]
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Considering the appropriate mix of on-shore and off-shore risk management for
imported goods requires an investigation into the incentives for compliance provided
by such rules. For its off-shore risk management the department is delegating
certification authority to a third party. Economic theory on incentives, in particular
delegation theory, suggest the scope and effectiveness of this delegation would
usually be governed by how well-aligned the interests of the department and CA are
(Holmstrom 1977 and 1984). Economic theory would also suggest the implementation
of monitoring by the department is needed to ensure the actual decisions being taken
by a CA fall within the rules and guidelines that have been prescribed.

This project focuses on investigating the behaviour of CAs in undertaking their
certification role and provides guidance on whether Australian border inspection
policies should be modified in response. The analysis involves interviews with
stakeholders, analysis of import inspection data and insights from economic theory.
Two aquatic-animal pathways are used in the analysis, but methodology and findings
are likely to apply across a range of other pathways.

2.1 Objectives

This project focuses on investigating the behaviour of CAs in undertaking their
certification role and provides guidance on whether Australian border inspection
policies should be modified in response.

More specifically, the objectives of this two-year project are to investigate:

1. the current behaviour of CAs in their regulation of exporters for a range of
aquatic animal-product pathways, with a view to improving the design of
future CA agreements;

2. the complementary role that assurance (industry and international and
departmental) schemes may provide on pathways associated with CAs in
achieving ALOP;

3. the evidence that could be collected (or collated) from post-arrival
surveillance that would give insights into the behaviour of import supply-
chain participants (CA employees, importers, customs brokers) on these
pathways; and

4. options for the department to design import requirements that would align
the objectives of import supply-chain participants with those of the
Australian Government.

2.2 Pathway information

Two pathways have been chosen as case studies in this project: i) ornamental fish
intended for display; and ii) finfish for human consumption (non-salmon and salmon
finfish)®, defined by the BICON cases and import scenarios listed in Table 1. These
pathways were chosen because of the different end-uses, and thus risks, that each

5 Sensitivity surrounding the inclusion of salmon means this pathway will only be considered if
analysis of ornamental fish and non-salmon finfish proves unsatisfactory.
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poses. In most countries the CA providing certification for finfish intended for human
consumption is different to that providing certification for ornamental fish.

Table 1 Relevant pathways and import scenarios for analysis in the project

Pathway BICON Case | Import scenario

Marine

aquarium fish | Live marine fish from an approved export country

Ornamental e  Approved export country for freshwater fish — Approved
fish Freshwater CA —Gouramis, cichlids or other finfish (excluding
aquarium fish goldfish) .
e  Approved export country for freshwater fish — Approved
CA - Goldfish

e Non-Salmonidae — Consumer-ready form

e Non-Salmonidae — Not in a consumer-ready form —
Personal use

¢ Non-Salmonidae — Not in a consumer-ready form — Non-
personal use — Finfish were caught in international waters

e Non-Salmonidae — Not in a consumer-ready form — Non-
personal use — Finfish were not caught in international
waters

e  Salmonidae — Personal use

e Salmonidae — Not for personal use — Sourced, processed and
exported from New Zealand — Standard permit conditions

e Salmonidae — Not for personal use — Sourced, processed and
exported from New Zealand — Non-standard permit
conditions

e Salmonidae — Not for personal use — Not sourced, processed
and exported from the same approved country — Non-
standard permit conditions — Not sourced in an approved
country

Finfish for
Finfish human
consumption

These pathways were selected during a project workshop from a range of candidate
pathways where CAs routinely undertake certification. It was thought that the
relatively large amount of data available for ornamental fish would allow some initial
conclusions to be drawn. The absence of data for finfish would provide opportunities
for improving the collection of data into the future, and the ability to
increase/decrease inspection frequency to provide incentives for CA behaviour.
Further, there would be ample scope to transfer findings from analysis of these two
case studies to other pathways.

Both pathways have been the subject of regulatory attention and review of import
requirements in the past. In November 1998, the WTO found that Australia had not
complied with its obligations under the SPS Agreement with regard to the measures
applying to salmon. In response, an accelerated import risk analysis (IRA) was
conducted on the following products: non-viable salmonid product, non-salmonid
marine finfish product, and on live, ornamental finfish (AQIS, 1999a; 1999b; 1999c).

Soon after the release of the Ornamental fish IRA the Megalocytivirus was detected
four times from fish held in post-arrival quarantine during 2000-04 as part of an
ornamental fish testing project commissioned by the Department of Agriculture to
obtain data on disease occurrence during post-arrival quarantine (Stephens et al.
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2009). An iridovirus associated with disease was also detected in farmed Murray cod
(Maccullochella peelii peelii) in Victoria (2003), which was subsequently eradicated.
The virus was later found by Go et al. (2006) to be a minor variant of dwarf gourami
iridovirus (DGIV). Researchers at the University of Sydney reported the detection of
an iridovirus, considered exotic to Australia, in several species of ornamental
gouramis held at two Sydney pet shops (Go and Whittington 2006; Go et al. 2006).
The origin of the fish is unknown, but presumed to have been imported, suggesting
that the current pre-export and post-arrival quarantine measures may be inadequate to
manage risks associated with iridoviruses of quarantine concern (Department of
Agriculture, 2014). A subsequent review of the policy on the importation of
freshwater ornamental fish with respect to iridoviruses was completed in 2014.

During the intervening period the Interim Inspector-General of Biosecurity, examined
the effectiveness of controls used by the Department of Agriculture, Fisheries and
Forestry (DAFF) to manage biosecurity risks associated with the importation of
freshwater and marine ornamental fish (11IGB 2012).

The import certification requirements for the finfish for human consumption and
ornamental fish pathways are listed in Table 2. This table includes the role that CAs
play in certifying particular import scenarios, and additional certification requirements
that are required for entry into Australia. Upon arrival in Australia, ornamental fish
require document assessment and inspection, while finfish for human consumption
are released from biosecurity control after an assessment of the documentation only.

Table 2 Summary of Import Certification Requirements for finfish for human consumption and
ornamental fish

BICON Case CA IP MD ED ID HC
Consumer Ready X X v X X x
Personal Use X X X X x x
International Waters X v X X v x
New Zealand v X X x x v
Cocos Islands X v x x x
Eviscerated v x X X x v
Farmed Vv v x X X v
Not eviscerated v v x X x v
Salmon-Personal use X x X X x X
Salmon-NZ Vv v x X X v
Salmon-approved country v v x x v v
Marine aquarium fish v v v
Freshwater aquarium fish v v v

CA: Competent Authority (x not recognised) (v recognised) (v'v" recognised and approved); IP:
import permit; MD: manufacture’s declaration; ED: exporters declaration; 1D: importer’s
declaration; HC: health certificate
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Since 1999, Australia has used the certification services of recognised and approved
CAs on imports of ornamental finfish and finfish for human consumption from
various countries (Table 3).

Table 3: Products, countries and year in which CAs were first introduced on the pathway.

Product Year of first CA Countries
Salmon 1999 USA, Canada, New Zealand, UK, Denmark,
Philippines, Poland, Thailand
Non-salmon 1999 Countries on List of Overseas Authorities — Aquatic
Animals for Import (88 countries)
Ornamental finfish 1999 Thailand, Malaysia, Sri Lanka, China, Indonesia,
Vietnam”™:

 These 6 countries have been evaluated and approved since 1999. At that time, a number of other
countries were “approved” based on existing trade. For freshwater species, those countries were:
Belgium; China; Federated States of Micronesia; Fiji; French Polynesia; Germany; Honduras; Hong
Kong; Indonesia; Kenya; Malaysia; New Caledonia; New Zealand; Nicaragua; Philippines; Saudi
Arabia; Senegal; Seychelles; Singapore; Solomon Islands; South Africa; Sri Lanka; Thailand; USA.
For marine species, those countries were Bahrain; Belgium; China; Federated States of Micronesia;
Fiji; French Polynesia; Germany; Hong Kong; Indonesia; Kenya; Malaysia; New Caledonia; New
Zealand; Philippines; Saudi Arabia; Senegal; Seychelles; Singapore; Solomon Islands; South Africa;
Taiwan; Tanzania; Thailand; USA; and Vanuatu.

2.3 Methodology

This project employed a mixed-methods approach; that is, it used two complementary
data collection and analysis strategies to evaluate the behaviour of a CA in
undertaking its certification role. The first involved a largely qualitative analysis of
interviews with relevant biosecurity stakeholders and department staff, while the
second adopted a primarily quantitative analysis of departmental import data. Insights
from economic theory guided data collection and analysis.

2.3.1 Economic Theory

The relationship between the department and CAs lends itself to analysis using the
theory of delegation. Delegation occurs when a party with the authority to take a
decision delegates the choice of it to someone else. There are costs attached to
delegation as it involves shifting decisions away from the individuals who typically
have the strongest incentives to act in the interests of the organisation as a whole to
individuals lower in the organisation who face weaker incentives. The implementation
of effective delegation involves monitoring by management to ensure that the actual
decisions being taken fall within the rules and guidelines that have been prescribed.

A discussion about the incentives created by the CA-department relationship, in
particular how these may be ‘measured’ and aligned, is given in Chapter 3. Insights
for economic theory guided the development of stakeholder interviews and analysis of
results (see Chapter 4).

2.3.2 Interviews with stakeholders

Biosecurity system stakeholders are an important source of intelligence that could
help the department better understand the various influences on the efficacy of
offshore assurance processes on the ornamental and finfish pathways. Relevant
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stakeholders in the current context include: CAs, the exporters they certify;
department staff who facilitate CA agreements; and importers who handle the
certified goods.

Semi-structured interviews were conducted with Australian-based stakeholders to
elicit an understanding of:

e Issues around CA governance

e Characteristics of the CA/stakeholder relationship;

¢ Internal monitoring systems and incentives within a CA;
e Information on market structure; and

e Benefits/costs of avoidance for exporters/importers.

Details of the interview process and insights gained from the interviews are given in
Chapter 4.

2.3.3 Data analysis

Ideally, available data would allow an examination of CA behaviour in certifying that
goods (from their country on a pathway) to Australia meet particular
conditions/standards. To understand whether a CA is fulfilling its role, the data must
contain information on inspections/audits that Australia has carried out at the border
to verify that what is being certified by a CA, when it arrives, is either true or false. In
addition to these data, it will be useful to have additional information related to the
characteristics of each consignment:

Identity of the importer;

Identity of the exporter;

The value of the goods in $; and

Volume of the goods (weight, number etc).

This additional information will allow us to determine whether a CA’s behaviour
varies systematically with any of these characteristics of a shipment. For instance, is a
shipment more or less likely to be certified correctly if it is of high $ value?

The data analysis is discussed in more detail in Chapter 5. Unfortunately data were
not available for finfish. A planned targeted investigation of this pathway to collect
baseline data on CA performance was not able to proceed. We recommend such an
investigation be undertaken in the future. Details of how such an investigation could
be used to gain insights into CA behaviour are given in 5.3. A review of reports from
past targeted investigations in 5.3.1 allows some common pieces of evidence of CA
performance and compliance to be revealed, along with methods that are employed to
deliberately evade Australian import requirements.
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3. Insights from economic theory

3.1 The theory of delegation

The relationship between the department and a CA shares many similarities with the
theory and practice of delegation in organisations (Mookherjee 2006). Delegation
occurs when a party with the authority to take a decision delegates the choice of it to
someone else. This is a common practice in many organisations where the formal
authority to take actions on the organisation’s behalf lie with upper management but
individuals lower in the organisation are given discretion to take many of the day-to-
day decisions that govern the organisation’s functioning. There are a number of very
good reasons why it is efficient for an organisation to do this in practice. In particular:

e Infeasible or too costly for upper management to make many of the decisions
needed to run the organisation.

e Individuals lower in the organisation may have better information specific to
certain types of decisions.

e Individuals lower in the organisation have different skills that allow them to
make better decisions or make them more efficiently.

There are costs attached to delegation, however, as it involves shifting decisions away
from the individuals who typically have the strongest incentives to act in the interests
of the organisation as a whole, to individuals lower in the organisation who face
weaker incentives®. Hence, the scope and effectiveness of delegation is often
governed by how well-aligned the interests of the two parties are (Holmstrom 1977;
1984). Furthermore, many of the rules and processes in organisations serve to limit
these costs while still facilitating some efficient delegation of decisions. For instance,
the heads of divisions in an organisation may have discretion over how to spend
money but are limited by a budget, or they have discretion in hiring subject to a quota
and/or qualification requirements. Therefore, the implementation of delegation
involves monitoring by management to ensure that the actual decisions being taken
fall within the rules and guidelines that have been prescribed.

In the current context the department delegates to a CA the authority to certify that a
product satisfies specific biosecurity requirements. It is a requirement of the CA to
undertake this activity in order for the exporters from their country to be able to gain
access to the Australian market. However, there is no explicit arrangement or contract
that makes payments to the CA or restricts access to the Australian market contingent
on the accuracy/quality of the CA’s certification.

A CA is typically a foreign country’s counterpart to Australia’s Department of
Agriculture, Water and the Environment — it is a department or ministry of that
country’s government. The individuals who work for the CA, and on whom Australia
relies upon to provide certification activities, face a range of formal and informal

6 Mookerjee (2006) in his review of the costs and benefits of delegated decision making in hierarchical
organisations notes that “costs arise from the fact that agents that are delegated decision-making
authority act in their own self-interest, rather than of the organisation as a whole or of the central
designer. Accordingly, it gives rise to a problem of “loss of control” or “abuse of power.”
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incentives that influence their behaviour. These incentives are likely influenced by a
number of factors:

e Senior politicians that oversee the CA,;

e Industry stakeholders for whom the CA provides services;

e Relation of CA to other parts of the government bureaucracy; and
e Internal organisation of the CA itself.

As such, the degree to which an individual within a CA will act in/against Australia’s
interest is in large part determined by how well these forces create a set of incentives
for it to act in a way that is aligned with the department’s interests. The source of the
incentives that serve to align the behaviour of a CA with the department’s interests
come from what the CA perceives to be the consequences of high rates of certification
error that may exceed ALOP for Australia. There is no explicit contract or agreement
that lays out acceptable levels of certification error and a set of consequences for
exceeding these. However, provided that there is the potential for consequences from
poor performance then this can serve to influence a CA’s behaviour. We discuss four
categories of factors that may affect CA behaviour:

1. CA’s perception of the consequences (responses from department) from a high
certification error rate.

2. Other costs / benefits to a CA from achieving higher / lower error rates.

3. CA’s perception of the likelihood that the department will identify whether the
CA’s performance is acceptable.

4. Awareness of Australian import requirements and awareness of certification
performance.

Information about these factors will be sourced, where possible from stakeholder
interviews.

3.2 Equivalence and credibility of third-party certification in
aquaculture

Certification schemes and pre-border audits of production, processing and
transportation of imports have been suggested as an alternative means of assuring
biosecurity standards at the border (Rossiter et al. 2016). In order to be considered as
such, schemes would need to demonstrate i) credibility, and ii) equivalence with
Australia’s existing biosecurity standards. In cases where equivalence IS
demonstrated, there is potential to reduce overall system costs and improve economic
efficiency by allowing such schemes to complement border inspections.

Of particular interest to the current project are the various third-party certification
schemes that have developed around the production and processing of seafood. Those
with embedded biosecurity standards are identified and assessed against criteria for
evaluating credibility.

3.2.1 Certification

Certification (conformity assessment) is the process through which written or
equivalent assurance states that a product, process or service conforms to specified
requirements (Corsin et al. 2007) — certification confirms that a required standard has
been met. Standards typically relate to production practices, and allow consumers and
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manufacturers to differentiate products by attributes such as animal welfare,
environmental sustainability and worker welfare.

A typical certification scheme contains the following elements (Corsin et al. 2007):

« A standard-setting organisation, in charge of developing standards or
coordinating the standard development process;

o A clearly defined set of objectives that the scheme is aiming to achieve;

o A set of certification standards that describes the characteristics that a process
or product should have, to be certified by the scheme; and

o A certification process (operated for example by one or more certification
bodies) that assesses conformity of a product or process to the certification
standards.

The classification of certification schemes (first-party, second-party etc) indicates the
degree of independence between the certification body and the party being certified.
Under first-party schemes the producer reports on their compliance to a set of
standards; in second-party certification, conformity is assessed by a person or
organisation that has an interest in the products; a third-party certification scheme is
one where the certifying body is independent from both the supplier and consumer
organisations; and a fourth-party certification scheme is one that involves government
in the rule setting or monitoring/enforcement activities.

Third-party schemes, also known as ‘non-state market driven’ governance systems
because there is minimal state influence in the certification process, have proliferated
in recent decades with the globalisation of agrifood systems (Hatanaka et al. 2005),
while fourth-party certification is not widespread due to a potential for conflicts of
interest between certified parties and the certification authority (Corsin et al. 2007).
At least 30 such schemes relate to aquaculture certification (Corsin et al. 2007).
Several of these schemes are summarised in Section 3.2.3.

3.2.2 Evaluating credibility of third party certification schemes.

Certification is a mechanism to increase the credibility of claims related to product
quality. Credibility relates to the perception and assumption that the operations of an
actor or agent are trustworthy, responsible, desirable and appropriate (Bogstrom,
2006a). While there appears to be no exhaustive list of attributes by which to evaluate
credibility of non-state, third party certification schemes, the following are typically
cited as key: scientific rigour and validity; inclusiveness; transparency; independence;
auditability; and impact (Bogstrom, 2006b; Gulbrandsen, 2008; Anders et al. 2010;
Miller and Bush, 2015). Each of these criteria are described in more detail in Table 4.
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Table 4. Criteria for evaluating credibitlity of third-party certification (modified from Miller and Bush,
2015).

Credibility criteria Description

Scientific rigour ¢ Incorporation of scientific knowledge into principles and standards
e Transparent and independent scientific process underlies standard
creation and verification
Inclusiveness ¢ Incorporation of diverse interests in a formal structure of deliberation
 Facilitation of critical engagement of groups with diverse expertise
and interests, even where asymmetric power structures exist.
Transparency/openness e Continual demonstration of capacity to practice the ideals that are
embodied in their principles and standards

e Degree of openness of decision making or adjudication (procedural
transparency)

e Accessibility of information needed to determine whether and how
regulation is effective in meeting its goals (outcome transparency)
Impartiality/independence ¢ Organisation of information and degree of transparency
e Separation of the standards and those verifying standards
Impact e Measurable impact based on compliance provides feedback on the
salience and precision of standards

e Organisational capacity certification system to both long-term
strategic and short-term operational improvements

3.2.3 Third-party certification schemes in aquaculture

There are at least 30 certification schemes and eight key international agreements
relating to aquaculture certification (Corsin et al. 2007). These include schemes
related to food safety, the environment, aquatic animal health, social and animal
welfare. Initial analysis of several schemes containing standards relating to
biosecurity — particularly in the areas of aquatic animal health and disease control —
appear to meet credibility criteria listed in Table 4. These schemes, briefly discussed
below and in Appendix B, should be investigated further in order to understand
whether their biosecurity standards provide equivalent assurance with those of
Australia.

Aquaculture Stewardship Council and Chain of Custody

The Aquaculture Stewardship Council (ASC) is an independent non-profit
organisation which operates a third-party certification and labelling programme for
aquaculture around the globe. The ASC has developed 11 standards’, covering 17
species groups® and different types, locations and scales of aquaculture production
systems. In addition, the ASC uses the Marine Stewardship Council’s (MSC) Chain
of Custody standard to verify the origin of seafood sold as ASC certified.

The ASC’s standards are science-based and biosecurity principles are an important
component. The process of setting, reviewing and managing standards is inclusive,
transparent and independent. Assessment of aquaculture producers for conformity

7 See: https://www.asc-aqua.org/what-we-do/our-standards/

8 Abalone; bivalves (clams, mussels, oyster, scallop); flatfish, freshwater trout; pangasius; salmon;
seabass, seabream, meagre; seriola and cobia; shrimp; tilapia, tropical marine finfish]. There is also a
joint ASC-Marine Stewardship Council standard for seaweed.
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with standards is conducted by independent and accredited bodies. Certification status
by country, producer name, and species is publically available through a searchable
database®. Importantly, entities whose certification status has been revoked are clearly
identifiable.

Global Aquaculture Alliance’s Best Aquaculture Practices

Best Aquaculture Practices® (BAP) is a third-party aquaculture certification program
for seafood processing plants, farms, hatcheries and feed mills. The program
addresses social responsibility, animal health and welfare, food safety and traceability
at each step of the aquaculture production chain. Biosecurity principles feature in
many BAP standards and guidelines, including those for: on-farm production systems;
area-wide management; and managing the effluent level in recirculated water
systems.

Development and administration of BAP certification standards are undertaken by the
Global Aquaculture Alliance. Standards are science based, publically available and
continually updated by technical committees with guidance from academia, industry
and conservation. Assessment of conformity with BAP standards is conducted by
various accredited certification bodies. BAP certification status by country, producer
type, and species is publically available via a searchable database'!, updated every two
weeks. Supply-chain linkages may also be identified via the database. The database
clearly shows producers with and without certification, and those aspiring to receive
accreditation. Detailed information on non-compliance by stakeholders is not readily
available.

GLOBALGAP

GLOBALGAP is a trademark and a set of standards for good agricultural practices
(GAP). GLOBALGAP (originally EUREPGAP) started in 1997 as an initiative by
retailers to help producers comply with Europe-wide accepted criteria for food safety,
sustainable production methods, worker and animal welfare, and responsible use of
water, compound feed and plant propagation materials 2. Three standards are relevant
for aquaculture operations: the aquaculture standard; the standard for compound feed;
and the chain of custody standard. The aquaculture standard covers all aquaculture
species and the entire production and distribution chain and contains detailed
instructions for biosecurity practices that must be followed. Once certification is
received, producers may use a global gap number (GGN) that allows their farm to be
identified by consumers of their products.

Independent certifying bodies implement the GLOBAL GAP standards — the process
for identifying and accrediting certifying bodies is clearly defined and involves
accreditation with International Accreditation Forum . Certifying bodies conduct

9 See http://asc.force.com/Certificates/

10 See hitps://bapcertification.org/About for more information about the certification program,
individual standards, and the facilities across the globe that have achieved certification or that are in the
process of achieving certification

11 https://bapcertification.org/Producers
12 See https://www.globalgap.org/uk_en/who-we-are/about-us/history/

13 See https://www.globalgap.org/uk_en/what-we-do/the-gg-system/certification/
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both announced and unannounced onsite inspections and audits throughout the year.
Certification bodies themselves are monitored via additional governance bodies.
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4. Interviews with stakeholders

Semi-structured interviews with key Australian-based stakeholders were undertaken
in order to reveal both qualitative and quantitative information about export-country
assurance in terms of processes, perceived effectiveness and cost. At a minimum, it
was hoped that evidence would be obtained on the cost of offshore assurance
processes, since this is an important component that could affect financial incentives
for compliance.

Design of questions/topics

The project team developed three semi-structured interview templates for (name of
group in parentheses)*:

e Importers on the ornamental and finfish pathways (importers);

e Departmental staff involved in Australia’s activities as a CA (Exports); and

e Government officials from the Trade and Market Access Division (TMAD)
involved in the facilitation of market access with off-shore CAs (TMAD).

Interview templates were developed for each group of interviewees (Appendices C-
E). Interviews ranged in length from 15 minutes to over 60 minutes.

Selection of interviewees

Names of potential interviewees were supplied by industry organisations (for
importers) or by managers within relevant departmental divisions (for TMAD and
Export staff). Initial contact with potential interviewees was via email. The email
contained information about the field trial, an invitation letter, Consent Form and
Plain Language Statement. Stakeholders indicated their willingness to participate in
the interviews by contacting the team through an email reply or during telephone
contact with a member of the project team. A total of 30 stakeholders were contacted.

Interviews took place between April and June 2018 (Table 5). Interviews were
undertaken via telephone or face-to-face meetings, and most interviews were digitally
recorded.

Table 5. Interviewees by stakeholder type and pathway

Importers Department- Department -
TMAD Exports
Ornamental -
fish
Finfish for
human 4 5 11
consumption
(non-
salmon)
Total 4 5 11

14 University of Melbourne Human Ethics ID: 1750828.1
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Selection of interviews

As discussed in section 2.3.2, four relevant groups of biosecurity stakeholders were
identified as “information rich” sources of intelligence for the aims of this study: CAs,
the exporters they certify, department staff who facilitate CA agreements, and
importers who handle the certified goods. This type of purposive sampling is a widely
used technique in qualitative and mixed methods research (Patton, 2002).

Analysis of interview data

Interviews were transcribed by a third-party transcription service using ‘intelligent
verbatim’, and in a format suitable for analysis using the qualitative data analysis
package NVivo 11 Pro (QSR International, 2015).

A thematic content analysis of the transcribed interview data was undertaken.
Interview data were coded using an integrated approach, i.e. coding by predetermined
themes of interest for the study but also allowing for emergent (unexpected)

themes. In qualitative research, coding refers to the process of identifying or
‘tagging’ blocks of text that convey a unique meaning (code) across interviews
(Bazeley and Jackson, 2013). Coding recontextualises data, in this case, moving the
frame of analysis from the interviews to the emerging patterns or codes that link the
interviews.

4.1 Insights from stakeholder interviews

In the previous chapter, we noted that the effectiveness of a delegated authority
depends upon two characteristics: the first was that the goals and/or incentives of
stakeholders need to be well-aligned, and the second was that the work function of
the authority requires regular monitoring. The stakeholder interviews were designed
to elicit information that provided grounded insight into the current character of CA
certification and its effectiveness.

The following discussion centres on findings from the first set of interviews
undertaken with departmental staff in the TMAD and Export functions — comprising a
total of 16 interviews. It highlights the general perceptions of the effectiveness of CA
certification, as well as the challenges a CA faces in maintaining consistent
performance.

It was hoped interview data would provide insight into the benefits/costs of avoidance
for a given exporter/importers, as well as insights into the current incentives created
by industry relationships and internal organisation of the CA itself. Unfortunately,
interviewees did not have sufficient knowledge in these two specific areas of interest
for robust patterns to emerge. Undertaking interviews with additional importers, as
well as interviews with relevant overseas CA staff and embassy staff will address this
gap. This is discussed further in Chapter 6.

Alignment of CA'’s interest with the importing country

In general, interviewees believed that CA officials — typically government employees
— are “trying to do the right thing”. CAs are aware of the critical function they
perform in sustaining often multi-million-dollar export markets, as well as the
devastating impact inaccurate certification can have on both local industry as well as
the health status of the importing market (compromising human and/or animal health).
The majority of interviewees identified facilitation of trade, and the imperative to
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sustain trade as the primary driver for CAs, which contrasts with the regulatory
authorities of the importing country whose primary driver is maintaining an ALOP,
with trade being a secondary albeit important factor.

Interviewees also described several other factors that determined the alignment of
interests between a CA and the importing country, including the:

e Proportional value of the country-specific trade relationship

e Proportional value of the commodity-specific trade relationship

e Perception of the importing country as a “highly-discerning” market®®

e Value placed on the overall international trade reputation of the country, of
which the CA comprises a part

¢ Independence of the CA from industry influence

e Independence of the CA from undue government influence (applicable when
there is a high proportion of state-owned enterprise, or state interest in the
enterprise).

Essentially, the general alignment of a CA’s interest with that of the importing
country can be described as a sliding scale, contingent upon each of the above factors,
and therefore highly individual or country-specific.

Perceptions of the consequences of poor performance by a CA

The reported consequences of poor performance by a CA varied depending on the
nature of the certification error. At the most extreme end, poor performance by a CA
could result in restriction and suspension of trade, with the accompanying economic
consequences for exporters in that country. The high visibility of such measures were
coupled with loss of reputation for the sanctioned country. Depending on the nature
and reception of the sanctioned country, this could prompt retaliatory measures.
Certification errors that have less serious biosecurity implications could result in the
CA needing to invest in staff-training and change internal processes and systems to
ensure future compliance.

Other consequences reported include additional sanctions (with potential increase in
costs to exporters); human health implications; negative impact on natural
environment; reduced consumer confidence in a commodity; and needless euthanasia
of animals.

Capacity of a CA to maintain a high-level of performance

While the overarching alignment of interests shared between the CA and importing
country might be high or very high, there were several challenges identified by
interviewees that may compromise the consistency of a CA’s certification. Many of
these challenges are well understood, typically affect developing and least-developed
countries disproportionately, and can be broadly grouped as factors affecting capacity.
Interrelated factors include:

e Resource constraints imposed by insufficient government budget allocation
e Lack of sophistication and automation of systems
e Loss of oversight in regions owing to decentralisation

15 NB: Australia is seen as a “highly-discerning” market, together with countries or trading blocs
including Canada, the EU and New Zealand.
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e Loss of oversight by the CA owing to a trend of outsourcing of veterinary
service function to 3" parties

e Low rewards for CA staff which impacts on individual incentives

e Ability of a country to maintain disease freedom.

Additionally, the impetus to establish a trade relationship might result in the CA
demonstrating the capacity to perform the required services to meet the import
conditions of a country, but often these negotiations do not account for the ability of
exporters or stakeholders up the supply chain to comply with the sanitary
requirements negotiated.

For example, a recent OIE-sponsored survey (Khan, 2018) of 181 country delegates
found that,

although requests from the private sector were recognised amongst
the ‘triggers’ for the development and review of sanitary
requirements, 60% of countries stated that private sector
stakeholders were not consulted systematically when setting
sanitary measures. There was a marked difference in the responses
of developed countries and other countries.

Interviewees for this research project echoed this finding, noting that government/CA
engagement with industry associations and exporters varied considerably between
markets, and this presented a challenge when exporters find themselves unable to
comply with the import requirements agreed upon when market access is being
negotiated or reviewed.

Visibility of CA capacity

A challenge for importing countries is the difficulty or resource-intensity of
monitoring individual CAs’ ongoing capacity after the initial, resource-intensive
processes through which a CA is recognised and/or approved for market access. Each
importing country can negotiate agreements with trading partners that includes agreed
timeframes for renewal or re-evaluation, which might include an in-country visit or
other verification activity. In the case of aquatic-animal goods, the department’s
current practice is not to monitor CAs through additional in-country visits, although
their intention is to initiate these in the future.

Overall, the ongoing ability for an importing country to assess the capacity of a CA is
limited after the initial negotiation for market access is complete. The OIE’s PVS
assessment tool is designed to encourage voluntary engagement in regular evaluation
of a CA’s capacity, however, the result of this assessment is confidential. Typically, a
country won’t report the outcome of its PVS assessment unless the results were
positive, and/or likely to not compromise their reputation.

There are reportedly very few international fora where a large number of CAs
convene to share detailed information about their internal structures, governance and
systems; and/or highlight and discuss best practice. Groups of countries appear to
have smaller forums, for example, the Quads between Australia, USA, Canada and
New Zealand. However, the general, annual OIE meeting was identified as the most
widely-accessible forum if discussions related to health certification were to be
reported or discussed. Codex meetings on food safety certification is reportedly a
forum in which transparent information on CA activity is more regularly shared.
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Awareness of certification performance/non-compliance

Many interviewees identified the lack of consistent communication between CAs as
an ongoing weakness of the current CA certification process. The OIE requires
member countries to report disease freedom, as well as changes to sanitary
requirements that might impact trade. However, there is no requirement for
governments of importing countries to regularly report non-compliances owing to CA
certification error to their counterparts, unless a Health Certificate is missing or
suspected as being fraudulent. Typically, non-compliance is reported to the importer,
and this information may or may not eventually reach the CA through the exporter.
This channel of communication depends on the nature of the relationship between the
importer-exporter, as well as the incentives/ability of the exporter to easily provide
feedback to their local CA.

The exceptions to this appear to be when there are long-standing and/or close trade
relationships between trading partners. For example, Australian CA staff reported a
high-level of regular communication with counterparts in New Zealand and the UK
about certification errors, or if the commodity was considered low-risk. For example,
the export of companion animals was a frequently cited case. In contrast, Australian
staff reported that some export markets were considered to be “politically sensitive”,
and communication of even simple certification errors might require facilitation
through more formal channels. Some embassies have liaison officers based in
consulates for strategic markets. For Australia, these are Agricultural Councillors. In
these markets, the level of information shared and visibility of a CA’s capacity might
be higher depending on the relationships established and maintained by the individual
Councillor.

The manner and regularity with which countries currently report non-compliances to a
CA also varies considerably, with interviewees noting that the severity of a breach
seemed to determine this. For example, a serious breach might first be communicated
through trade restriction or suspension, while incorrectly filled health certificates
might be “banked” and communicated to the CA only if a pattern was detected.

Awareness of Australian import requirements

Language barriers was reported as one of the most common reasons for CA non-
compliance, particularly when changes are made to import requirements. Importing
countries commonly publish changes in their primary language, and may engage
consulate staff to translate information into local languages. However, this is ad hoc.
The impact of the language barrier should not be underestimated in a frequently-
changing operating environment, with Australian CA staff reporting that more
complex changes can require translation of hundreds of pages and it was not
uncommon to lack the resources to translate all communication received on changes
from export markets.

Australian TMAD staff and some importers we interviewed noted that the uniqueness
or specificity of important conditions to a specific country typically resulted in a
longer lead time before changes were understood and processes adapted to reflect
them. This was exacerbated for Australia because Australian biosecurity requirements
tended to be more stringent and complex than other trading partners; official
documents and communication issued by Australia could sometimes be in formal
language, and more difficult to be widely read by CA staff; and that the effort
countries invest into translation and dissemination of information — particularly to
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regional staff, and third-party service providers — can also depend upon the value of
the trading relationship for the commodity. Therefore, if the Australian market share
represented a relatively small overall share of the export industry, this could be
reflected in the speed and accuracy with which changes are understood and
operationalised.

Finally, importers and Australian CA staff noted that it was not uncommon for a CA
to first discover relevant changes to import conditions through exporters. Therefore,
the strength of the relationship between a CA and industry associations/exporters
currently appears to determine how quickly a CA learns of changes to Australia’s
import requirements.

Regular feedback to CAs

Export and TMAD staff interviewed were explicitly asked to reflect on the value or
reception of hypothetical policy changes, including the reception and impact on
compliance if overseas CAs were provided with more regular, formalised feedback
(see Q.15 and Q.10 respectively in the semi-structured interview template).

It was generally reported that for the reasons discussed above, more regular and
consistent feedback to CAs would be welcome. This policy response was seen as
more likely to meet with general positivity compared to increase in on-shore
inspections and/or restriction or suspension of trade in response to non-compliance. It
was seen as being proactive rather than reactive, as one interviewee noted, it would be
“building bridges rather than putting out fires”. It would also reinforce already
compliant behaviour. As one interviewee observed,

[it is about] reciprocal respect of what CAs are trying to achieve in
each country, I think they would welcome it. I would like to think
that they would welcome the check to verify that systems are clean,
and they want to check - they want to know that their systems are
clean.

Overwhelmingly, interviewees focussed on the engagement and content of the
feedback provided to CAs, noting it needs to be:

Agreed upon/communicated with trading partners before implemented
Timely

In simple language

Culturally-appropriate

Tailored

Include clear timeframes or invite dialogue for corrective action

Not seen as punitive (particularly if it was to be publicly-available).

Some interviewees noted that the drawbacks of formal versus informal feedback
could include the perception that it was “showing up the lack of competence” of a CA
which could damage their reputation as well as Australia’s relationship with that
trading partner.

With particular reference to Australia’s relationship with CAs, interviewees reflected
that the early response to White Spot Disease found in imported prawns was

Page 29 of 73



Pre-border risk management

wholescale trade suspensions.*® For some countries, this suspension was the first time
the CA learned of the discovered certification errors. As one TMAD interviewee
observed,

[Country X] was quite frustrated around the prawns exports issue when they
had found that there were numerous consignments in the past that had tested
positive and the Competent Authority had never been advised of that. They
[the CA] definitely have a focus from the [Country X’s] Government on
making sure that their exports are compliant and they do take measures when
they're told they're not ... they will suspend exporters or they will investigate
and put in place new measures, so they do have those systems there.

Many interviewees thought that the CAs could have been given an opportunity to
“show cause” and initiate internal investigations before the trade suspension was
introduced. Several interviewees noted that the subsequent monitoring under the new
prawn import rules includes reporting discovered errors to the relevant CA, and is
more about feedback and collaborative action.

Interviewees saw Australia as having the reputation to influence other CA
performance. Australia sees itself as a global standard-setter in CA performance and
governance, and the insights from interviews suggest that developing countries and
least-developed countries welcome direct financial aid, as well as support notably
through the OIE and FSANZ, through which it works with trading partners in the
Oceania and Asian regions to improve CA capacity. In general, developing and least-
developed countries appear to welcome the support of developed nations in improving
their CA performance.

The EU’s third-country carding process (yellow-red-green card) for Illegal,
Unreported, and Unregulated (IUU) fishing was commonly cited as a transparent but
ultimately effective example of influencing CA performance through feedback. The
enacted legislation allowed the EU to enter into dialogue with non-EU countries
assessed as not addressing identified 1UU fishing effectively. In February 2016, it was
reported that the EU had engaged with almost 50 countries, 20 of whom received
yellow cards and four with red cards. Of these nine yellow-carded countries and one
red-carded country have since been de-listed (have a green card).}” Although the
diplomatic and trade fall-out with sanctioned countries has been mixed, it is widely-
acknowledged that a large number of countries have improved their systems and
oversight as a result of the EU’s measures.

Changes to Australia’s physical on-shore assurance procedures (increase/decrease in
monitoring)

Interviewees were asked to reflect on hypothetical scenarios based on the current
operating environment (see Appendices B-D), one of which was the possible
responses by overseas CAs to an increase/decrease in on-shore physical inspections.

Interviews overwhelmingly reported that a decrease in on-shore assurance i.e. reduced
frequency of inspections would be welcomed by CAs and importers/exporters alike.

16 http://www.igb.gov.au/Pages/uncooked-prawn-imports-effectiveness-biosecurity-controls.aspx

7 The EU IUU Regulation: Building on Success. EU Progress in the Global Fight against Illegal
Fishing (EJF, 2016). Access online, 22 June 2016 at, http://www.iuuwatch.eu/wp-
content/uploads/2016/02/IUU_report 090216 _web.singles.pdf
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Importers noted that they would welcome a decrease in on-shore inspections as a
recognition of long-standing compliance.

In contrast, interviewees reported that an increase in physical inspections —
particularly if not routinely undertaken, or as an uncommunicated response to non-
compliance — would likely be negatively perceived by the overseas CA. Additionally,
such uncommunicated measures if perceived to be unreasonable or trade restrictive
might open Australia to retaliatory measures, and/or a formal WTO dispute being
lodged.

As one interviewee summarised, the reception of such a change by a trading
partner/overseas CA depends on:

... If the reasoning behind it is clearly explained and that there is
evidence that if [Australia] don't check at a higher level then we're
[exporting country] in danger of losing our reputation and trade
status. | think it's how it's delivered is really important, not the end
process. | think it would take sensitivity, again, depending on the
country. Because essentially you're saying to that other country ...
you're not good enough anymore, we used to accept these now
we're going to check more.

However, there was strong agreement among interviewees that a reasonable, well-
communicated change to on-shore monitoring would be preferable to suspension of
trade, particularly if in response to suspected or discovered non-compliance.
Additionally, interviewees suggested that the results of such measures could provide
useful data for a CA to examine and improve its systems. It was suggested that the
daily operating environment of CAs was constantly changing, and CAs were aware of
their “need to be adaptive”, but “if they're uninformed and unaware, they don't
even have a cause for creating an initiative [to] change”.

CA’s perception of the consequences from a high certification error rate

Our analysis of stakeholder interviews reveal some of the factors that align a CA’s
interest with the department:

e CA agreements facilitate a strong trade relationship. As one interviewee
summarised,

... these are people’s livelihoods. There's exporters and producers
and farmers over there that rely on the trade to Australia just as
much as our exporters and producers and farmers rely on the trade
going out of Australia.

This suggests the benefits from ongoing trade help to align both party’s
interests. The consequences of poor performance are to endanger a valuable
trade relationship and this serves to provide incentives for the CA to perform
well.

e For a CA their “reputation is important.” A CA values how they are perceived
by their counterparts such as the department. This suggests that their
reputation (as a reliable certifying entity) is valuable for maintaining existing
trading relationships and for establishing new trading relationships. One
Australian CA staff member reflected that,
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the certificate represents our country and our reputation for having
high quality, safe product and so when they [exporters] have that
certificate, that's essentially what they're saying. Is that, you can
trust this product, it's from Australia which has good regulatory
controls.

Another interviewee observed of overseas CAs,

there's a national pride thing here as well. They want to make sure
that they are exporting what they see as the best products for the
world and they don't like hearing about when there are failures.
When they hear that they take measures to make sure it doesn't
happen again.

The natural extension of these insights is that there is a perceived penalty from poor

certification performance to trade and/or the CA’s reputation. Both of which are
“valuable” to the CA.

Other costs or benefits to a CA from achieving higher/lower error rates

Some of the factors that are highlighted in the stakeholder interviews that may
undermine a CA’s incentive to act in Australia’s interest include:

e A CA may be open to industry capture whereby industry participants may be
able to influence a CA or CA workers to act in their interests which may be
counter to achieving ALOP.

e Lack 