Chapter 1


wheat marketing AMENDMENT BILL 1997


On 26 June the Government introduced legislation which continues the major changes to Australia’s wheat marketing arrangements first given effect in the Wheat Marketing Act 1984 and continued under legislation passed in 1989 and 1992. This legislation follows the announcement on 17 April 1997 by the Minister for Primary Industries and Energy of a new commercial structure for wheat marketing in Australia.


The key element of the new arrangements is the Government’s intention that by 1 July 1999, its only involvement in the wheat industry will be in relation to the export monopoly which is to be conferred on an independent grower-owned company.


The current legislation is the first part of a two stage process with the second round of measures, which will include the mechanism for the export monopoly, intended to be implemented next year. Once this process is complete, Australia’s legislative arrangements for wheat marketing will, with the major exception of the continuation of an export monopoly, bear little, if any, resemblance to the provisions which have characterised the wheat industry for many decades.





Purpose


To provide the framework for the restructure of the Australian Wheat Board (AWB). The major provisions of the Bill provide for:


the transfer of the AWB's wheat marketing and financing functions to an AWB wholly owned holding company and its subsidiaries; 


for the AWB to retain control over export and marketing of wheat overseas;


the AWB to retain control of the Wheat Industry Fund (WIF) until the WIF component of the levy on wheat sales is terminated on 30 June 1999; and


the AWB to be treated as the agent of nominated companies A or B in respect of new season wheat transactions (ie. wheat of a season that began on or after 1 July 1997).





Moves towards a substantially new structure for the AWB had their origins in 1989 when the Grains Council of Australia (GCA) initiated the Grains 2000 project. This was in recognition of the need for strategic planning for the future of the grains industry. One of the main events early in this process was the Grains 2000 Conference in 1991. To the extent that the status of a conference is reflected in the line up of speakers, then this one rated very highly. It was opened by Prime Minister Hawke and addressed by three Ministers as well as the Head of the EU Delegation in Australia, a senior representative from the US Department of Agriculture and the Secretary of the Treasury. In addition a significant body of commissioned supporting research was presented and provided a basis for debate. 


At the conference it was recognised that the AWB would need much greater flexibility to be successful in the medium to longer term given the changes occurring both internationally and domestically. Subsequently in late 1993 the grains industry established the National Grain Marketing Strategic Planning Unit (NGMSPU). Membership of this body comprised the GCA, the AWB, the Australian Grain Marketing Federation, the Bulk Handling Authorities of Australia, Australian Flour Millers, the National Agricultural Commodities Marketing  Association, Australian Maltsters and Brewers, the Department of Primary Industries and Energy, and the Grains Research and Development Corporation (GRDC). 


The NGMSPU process included the Milling Wheat project which had as one of its major components consideration of the AWB’s structure. In February 1994, consultants Booz Allen and Hamilton began a ten-month study, funded by the GRDC, designed to culminate in a strategic plan for the Australian milling wheat industry. Their report was published in January 1995. Later that year the GCA issued a discussion paper and instigated an extensive schedule of grower meetings in September/October that year. The main options canvassed during these consultations were re-regulation, deregulation, maintaining the current structure, corporatisation with retention of a single desk  and privatisation with retention of the single desk.


The GCA subsequently identified as key objectives for any AWB restructure:


retention of single desk selling for exports;


grower control/ownership;


an adequate capital base to maintain the existing level of harvest payments;


increased commercial flexibility; and


industry self determination.





Working Group Report


It also expressed support for a structure based on a statutory authority and a wholly owned subsidiary company. The next part of the process was the establishment of a GCA/AWB/DPIE working group which was given six months to recommend on:


initial and future requirements of the subsidiary;


future of WIF/revolvement/potential conversion of WIF to shares;


the extent to which a statutory authority can raise finance for harvest payments;


structural options for the subsidiary; and


the implementation and trialing of enhanced business rules and a tender system for pool sales on the domestic market.





The Working Group appointed independent financial and legal advisers, Bankers Trust and Mallesons Stephen Jacques to provide advice on the appropriate corporate and financial structure for the AWB in line with the objectives listed above. Other possible corporate/financial models, including the dual class and grower corporate models were later added to the advisers’ brief.


The working party agreed to recommend the grower corporate model to the Minister for Primary Industries and Energy and this was essentially the structure announced by the Minister on 17 April.


Although most attention in the debate on the future of wheat marketing arrangements has focussed on the GCA, the AWB and the Working Party there have been contributions from a range of other parties. In October 1995 a group of grain user and private grain trading organisations presented their views on future marketing arrangements for wheat and other grains. The principles they espoused included a fully competitive and deregulated grains market, both domestic and export, and continuation of grower owned organisations but without statutory provisions and on an equal basis with private sector operators. The main features of their plan were immediate privatisation of the AWB’s commercial activities; establishment of the Australian Grain Industry Corporation to administer export licences (this would be the single desk operation for markets where premiums are obtainable), quality programs and be responsible for market development and generic promotion. 


Apart from the relevant Commonwealth legislation, State legislation also impacts on the wheat industry. In the first instance, complementary State legislation exists to transfer certain powers to the Commonwealth thereby giving effect to the AWB's powers of pricing and acquisition. With the exception of Queensland, each State's wheat marketing legislation is broadly similar to the Commonwealth's.


State governments are also heavily involved in the transport, storage and handling of wheat. Traditionally the bulk handling authority (BHA) in each state was appointed as the sole authorised receiver to accept wheat and co-ordinate handling and storage on behalf of the AWB in that State. However, an amendment to the Commonwealth's Wheat Marketing Act passed in 1988 now allows the AWB to deal with whomever it chooses in regard to the provision of storage and handling services.





The Australian Wheat Board


The AWB is a statutory marketing authority which has existed continuously since 1948. During that period it has become one of Australia's largest single exporters and one of its largest commercial entities. As mentioned previously, some of its powers arise from complementary legislation passed by the States.


The AWB's principal function is to control the export of Australian wheat through a single desk. Its other functions include domestic trading in wheat. It also trades in other grains both on the domestic and export markets in those States that do not have single desk arrangements in place. The AWB is required to discharge these functions with the objectives of:


maximising the net returns to wheatgrowers who use AWB pools by securing, developing and maintaining markets;


operating in a commercial manner to provide grain growers, especially wheat growers, with a choice of marketing options; and





participating in value adding activities for the benefit of grain growers.





Current Wheat Market Situation and Outlook


Production


Western Australia is Australia’s largest wheat growing region. Over the five years to 1994-95 it has accounted for an average 42 per cent of national output. New South Wales is the next largest producing area with 24 per cent followed by South Australia, Victoria and Queensland with 16, 12 and 6 per cent respectively. Western Australia dominates export activity contributing almost 60 per cent of Australia’s wheat exports in the four years to 1995-96


After recording both yield and production records last season, the Australian wheat crop is forecast to be considerably smaller in the then record year of 1997�-98 although still well above the average for the five years to 1994-95. In its latest Crop Report (released 2 September) the Australian Bureau of Agricultural and Resource Economics (ABARE) has forecast a wheat crop of 16.2 million tonnes in 1997-98. ABARE notes that the season to date has been drier than average and that this has coincided with a strong El Nino event. Nevertheless, severe drought conditions of the type which occurred in 1982-83 and 1994-95 are not considered likely.


In early August the AWB revised downwards its production forecast by 1 million tonnes to 14-15 million tonnes following below average rainfall in June and July as well as frequent and severe frosts.  Key wheat production figures from ABARE's September Crop Report are included in Table 1.


The Government has announced that the review of the wheat industry under the National Competition Policy (NCP) Principles agreed between the Commonwealth and State Governments will be conducted in 1999-2000. The timing of the review has drawn criticism from the National Competition Council (NCC), the independent review body whose functions include assessment of governments’ progress in competition policy reform. The NCC has urged governments to give priority to reforms likely to deliver greatest gain. In its 1995-96 Annual Report, however, the NCC has cited the Commonwealth’s decision to review the Wheat Marketing Act 1989 in 1999–2000, which is near the end of the period for all such reviews, as an example of failure to schedule an early review of important legislation.


World Trade Organisation


Another issue which may arise in the medium to longer term is whether the proposed statutory arrangements comply with changes arising from future World Trade Organisation (WTO) negotiations. While Australia’s current statutory marketing arrangements are permitted under the WTO, the United States has signalled that it intends to pursue the issue of state trading arrangements in this forum. While it is believed that these moves are aimed primarily at import organisations, and any developments are a long way off, the possibility that there may be consequences in the long term for the AWB’s export monopoly cannot be ruled out.
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