30 May 2003

Senator The Hon. WD Heffernan

Chair

Senate Rural and Regional Affairs and Transport Legislation Committee

Parliament House

CANBERRA  ACT  2600

Dear Senator

AWB (International) Limited (‘AWBI’) was disappointed not to be able to appear before the Senate Committee (Committee’) on Monday 12th of May. AWBI is still willing to meet with the Senate Committee and respond to any questions that will assist the Senators with their investigation.

In the meantime, AWBI would like to present an additional submission for the Committee’s use and information, which deals with a number of key issues, which have been raised through the course of the Senate hearings. 

This information relates to:

1. Export consents for bags and containers;
2. Cash trading and the National Pool;

3. Seed breeding and classification; and

4. AWB Geneva.

Please do not hesitate to contact me should the Committee have any remaining questions that they would like to raise.

Finally, I would like to reiterate AWBI’s support for the proposed Wheat Marketing Amendment Bill 2002 in its existing form.  

Yours sincerely

Andrew Lindberg

Managing Director

Export Permit Applications and the National Pool

In drafting sections 57 (3A) & (3B) of the Wheat Marketing Act 1989, both Government and Parliament recognised the need for AWBI to have input into the decision making process for the granting or withholding of export permits. This input was specifically reserved to AWBI to give it the necessary mechanism by which to protect the value of the Single Desk for growers.

Under the provisions of section 57 (3A) and (3B), AWBI is effectively provided with a veto right in respect to the granting of permits for bulk wheat exports – which is the core business of AWBI. However, in respect to permits for container or bag exports, AWBI has no veto right, and the ultimate decision as to whether a permit is granted rests with the WEA. AWBI is only consulted in the process. 

In respect to all applications received by AWBI (whether bulk, container or bag) AWBI is bound to consider each and every application for export permits on its merits and will not oppose the granting of a permit unless it considers that to do so will harm the value of the National Pool and/or returns to growers.

By way of example, AWBI will not normally object to permit applications which complement or add value to the National Pool or which do not detract from that value. Specifically, AWBI may well consider that applications relating to the following would not harm the value of the Pool:

· Organic wheat exports;

· bagged wheat for specific niche businesses; and

· exports to markets such as Myanmar/Bangladesh market(s)– primarily due to low prices & lack of availability.

A profile of export permit applications and the importance of the consent system to the Single Desk is outlined below.
Container/Bag Export Permit Applications for the Year 2001/2002

· WEA approved 3 in 4 applications in 2001/2002;

· WEA approved volume for 682,000mt;

· Exporters only shipped 147,000mt (despite having permits approved for over 4 times this amount); and

· AWBI did not object to 1 in 2 applications.

Market Development Opportunities – AWBI versus Export Permits

AWBI has recently started to itself engage in container business in a number of markets in order to meet customer needs and develop stronger market links. These include:

· Japan/South Korea – Container trials were originally used for the current premium paying noodle wheat market in West Australia which exports up to 2million mt per year; and

· Philippines – Containers have been used on the east and west coasts of Australia in respect to AWBI’s customer Monde Nissin, which required a specific noodle blend of wheat. The outcome of this business was the successful export of 80,000mt from the east coast of a specific grade blend for a premium paying customer.

How Container/Bag Permits Undermine Pool Returns

There are numerous reasons why the granting of permits for export wheat can damage the value and reputation of the AWB National Pool. Some of these are set out below: 

Erosion of the Pool ‘Premium’

Since 1939, the Australian Wheat Board (and now AWBI) has invested considerable resources into becoming a world class leader in:

(i) understanding the needs of international customers, both in terms of grade, tonnage and varieties of wheat as well as contracting options and terms; 

(ii) matching Australian wheat varieties and grades to meet customer demands;

(iii) ensuring reliability of supply to meet customer needs and expectations;

(iv) seeking out and ensuring continued supply to premium markets such as Iraq and Japan;

(v) resolving customer complaints with minimal time, expense and ‘dispute’;

(vi) understanding global market trends and planning ahead to accommodate for those trends; and

(vii) being able to hedge against global market fluctuations.

In being able to excel in these tasks, AWBI is able to levy a ‘premium’ for its growers from the export of wheat globally. In other words, via its operation of the Single Desk, over many years AWBI is able to levy consistently sound ‘premium’ prices for Australian growers. The granting of permits can severely affect this ‘premium’ in the following ways:

· The international market begins to compete for different sources of Australian wheat and starts to recognise that cheaper prices for wheat may be obtained;

· International customers will no longer be content to pay the prices that are sought by AWBI for its growers, and will start to seek lower prices;

· Permit holders will be encouraged to ‘buy’ market share by selling inferior grades of wheat at lower prices; and

· The sale of inferior grades of wheat can have disastrous effects on markets with which AWBI has built long-standing, commercially beneficial relationships. (An example is the serious, although temporary, loss of confidence which the premium paying Japanese market recently sustained as a result of one of AWBI’s service providers inadvertently allowing a minute quantity of harmless food dye contaminate a shipment to Japan in mid-2002).
Domino Effect

Australian wheat competing against itself in one market or country spreads to other countries and can manifest in:

· increased transparency of information to international competitors; and 

· multi-national global milling operations seeking cheap wheat for all their subsidiaries if access to cheap Australian grain in one market is permitted.

‘Effect of Cherry Picking’ erodes Pool Returns

The National Pool return to growers is calculated by reference to an average of prices (i) for respective wheat grades (ii) across all international markets, from premium to discount markets. This means that all growers benefit from AWBI’s ability to service both ‘ordinary’ or ‘discount’ markets as well as ‘premium’ markets. 

Where permits are provided for the export of wheat (whether by containers, bags or in bulk) this encourages local traders to source only those types and grades of wheat which service the premium markets. This might be called a market ‘cherry picking’ approach to export sales. 

This means that the overall pool return which is offered by AWBI to growers is eroded. Premium markets are able to be serviced at cheaper rates (with possibly inferior quality wheat and services). In turn, AWBI’s calculation of pool returns suffers from less volume being obtainable in respect to premium paying markets. 

The result is that a loss in market share and loss in premium price for both container tonnage and AWBI’s bulk customers ultimately lowers the average National Pool Return to all growers.

This not only reduces returns to National Pool growers but also reduces returns to all Australian growers by reducing the export parity floor price in the domestic market.

Container trade may (therefore) give the perception of higher returns to specific growers in the short term. However it can do far greater damage to the National Pool participants in the long term.

Differences Between Wheat and Barley Marketing

The export of barley in bags and containers and its effects on grower returns and marketing strategies does not provide a true comparison for the wheat industry. This is highlighted by the differences in the respective commodity markets and marketing structure for each of these grains.

The major differences include;

· Barley is not marketed from Australia via a true Single Desk;

· Single desks for barley are state-based, as in Western Australia, South Australia and New South Wales (or are deregulated as in Victoria and Queensland);

· As a result, Australian barley has been competing against Australian barley for several years. Given this pre-existing competition, it is not surprising that the removal of permits for bags and containerised exports of barley has had a negligible effect on Western Australia’s bulk exports.

· The international market dynamics for barley are considerably different to that of wheat;

· Australia has relatively few major competitors in terms of export malt barley, the most significant being Canada. Together, Australia and Canada account for over 90% of malting barley traded worldwide. Australia’s share of international wheat trade ranges between 8-15 per cent. 

· Australia has a dominant export market for malting barley, with China taking 50 per cent or more of Australian exports. AWBI is dependent on up to 40 countries for its trade of wheat. 

· Feed barley is mainly exported to two markets, Japan and Saudi Arabia. The concentration of the market lends itself to bulk exports and provides fewer opportunities for containerised exports. The possibility of losing a market due to quality or other issues is marginalised due to the lack of competition in the world barley market;

· Australia is facing an increase in global demand for its barley. Growth forecasts in Asia and expansion of the markets to include South America could lift the increased requirement for Australian malting barley to well over 3 million tonnes. Currently, it produces approximately 2.2 million tonnes per year. Export demand for wheat (as opposed to barley) is both weakening and increasingly competitive, which enhances the reliance on relationships to place product.

· GRDC forecasts that in order to maintain its international market share, Australia needs to produce and market an extra 1.5 million tonnes of malting barley by 2010.

· There are only two grades of barley, feed and malt, compared with many grades of wheat, which results in a greater potential for substitution. 

· Given the very generic nature of wheat it is possible to substitute lower grades if the offer price is discounted and heavily outweighs detrimental quality parameters.

 Cash Trading and the National Pool

It is critical to note that AWBI is in no way interested in the profits or margins achieved by AWBA. There is no profit sharing arrangements between AWBI and AWBA and AWBI in no way acts to increase the ability of AWBA to make profits.

Further, it is crucial to recognise that AWBA is treated in the same manner as every other trader in respect to:

1. the operation of AWBI’s pool rules and policies, including the ticket by ticket policy, deferred delivery limitations, stock swap rules, in-store deliveries policy etc;

2. all traders and growers have equal access to the National Pool. Under section 84 of the Wheat Marketing Act, AWBI is compelled to accept all deliveries irrespective of the party making that delivery (subject to its quality requirements);

3. any trader has the ability to seek to buy grain from the National Pool (whether through the AWB Tender system or via a stock swap). AWBI will equally sell to AWBA, GrainCorp, Cargill or Conagra depending upon whether the transaction adds value to the National Pool; and

4. AWBA has no advance access to or warning of pool closure dates. These dates are sent to the ‘market’ at the same time by AWBI and are received by AWBA at the same time as all other growers and traders.

It is also critical to note that other market participants have access to valuable market information to which AWBA does not have access. Each of the trading divisions, which are affiliated to the bulk handlers, have almost perfect stock information on a state-by-state basis, including the tonnages held by every grower and trader, variety, grade, location of stocks and levels of, warehoused grain etc. This allows them to ‘cherry pick’ stocks to meet domestic customer and export demand. It also allows them to predict the demand and needs of the National Pool and levy premium prices when the Pool needs to meet export demand. Similarly, global traders have detailed global market information, which assists them in understanding global wheat and other grain price movements and fluctuations and global wheat demands and market movements.
AWB’s role in classification and seed breeding

Over the last 5-6 years, significant changes have occurred within the Australian wheat breeding and seed commercialisation sectors.  Coupled with the outcomes from the Grain Research and Development Corporation’s part privately funded wheat breeding programs, there has been a far greater commercial focus within the industry, leading to a situation where there are today a number of corporate entities involved in the breeding process with clear objectives to make profits.  

Coinciding with the establishment of AWB Seeds and LongReach Plant Breeders, there has been the growing industry perception that these two organisations have/will be given preferential treatment (e.g. better classifications, access to more or better information) than others breeding or commercialising wheat for Australia.   This has resulted in the citing of potential conflicts of interest within the AWB Group because of its involvement in two areas - breeding/commercialisation and classification. 

The classification of individual wheat varieties is a complex and multi-disciplinary task requiring more than just an in-depth understanding of the fundamentals of wheat quality, grain processing and end-product evaluation. Other important factors impact on classification decisions include detailed market knowledge, individual customer requirements and preferences, and the logistics of grain handling and transportation.  


Response to industry concerns

AWB Limited has undertaken a number of actions to ensure greater confidence to the industry with respect to the perceived conflict of interest over our role as breeder and classifier.

After a meeting with the Seed Industry Association of Australia's Plant Breeders and Proprietary Marketers Group in early 2002, AWBL decided to review its processes with the aim to establishing an auditable process with a view to improving transparency and adding weight to fairness to ensure the same treatment for all industry players.

Subsequently AWBI and AWBL took independent advice to provide recommendations on what changes to policies, procedures, controls and information security that would be considered desirable both on a “mandatory” and “best practice” basis to ensure independence between the activities of AWB Seeds and LongReach Plant Breeders, and AWB’s wheat classification functions and the impartiality of the wheat classification process.  

The recommendations were divided into two parts and were designed to make the relevant classification guidelines less open to subjective interpretation:

· Organisational and structural
– Ownership of variety classification
– Provision of information

· Process & Procedural

· Veracity of data.
· Sample sources (i.e. number of trials & locations)

· Compositing methods 

· Standard format for data
· More robust “indicative” classification process

· Greater rigor for specialty classes

· Laboratory accreditation

These recommendations are currently being implemented by the Grain Development group in readiness for 2003/04 harvest. 

To assist in the independence of the classification process AWBL will establish a Classification Panel with both AWBI and external appointments to oversee the operations of the new classification requirements.

The new classification requirements were canvassed and discussed at the Breeding Quality Wheat Forum for 2007 held in January 2003 in Melbourne.  

Industry players involved included all wheat breeders, seed commercialisers and users of wheat.

Key goals for the forum were to demonstrate ownership of Grain Development's crop shaping work by the National Pool, and discuss transparency of information and roll out our new classification requirements.  

Industry players indicated their support for the new requirements and the new processes to be implemented.

As a part of improving the process of transparency and confidence in the new classification requirements, AWB is developing a dispute resolution mechanism whereby breeders who feel they have been adversely affected can appeal to the panel oversighting the classifications.

It should be remembered that this panel will consist of AWBL personnel as well as external appointments.
AWB Geneva

The AWB Geneva office was established in July 2002 to expand the knowledge and participation of the AWB Group in the global market place.  The office is still in its establishment stages.

Under the terms of the AWB Geneva Business Rules, which have been entered into between AWBI and AWB Geneva, the latter is bound by the following two important restrictions:

· that, in carrying out its business, AWB Geneva will not enter into any transaction which would or might reasonably be expected to injure or cause detriment to AWBI in its business as exporter of Australian bulk wheat or hinder AWBI in securing, developing and maintaining markets for Australian bulk wheat; and

· AWB Geneva must not sell wheat to any customer outside Australia unless it has disclosed all information about that sale to AWBI and AWBI has consented to the sale.

Importantly, AWBI has the power to veto any proposed wheat sale that AWB Geneva proposes to undertake.

AWB Geneva assists the operation of the Single Desk in a number of ways. 

· Market information is picked up in real time by trading in the US, EU, Argentina etc

· Provide more comprehensive service, building goodwill with export customers, by increasing origins to existing customers,

· Provides an alternative source of grain to provide flexibility for AWBI to build greater options into the export program, including blending, and opens up the potential for improved returns where AWB can achieve buyer options on sales. This is particularly useful for feed wheat, durum and other specialty products.

· Provides an alternate source of grain to meet customer demands in times of drought or short supply.
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