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Pastoralists and Graziers 
Association of W.A. (Inc)

Submission to the Senate Rural and Regional Affairs and Transport Committee

Wheat Marketing Amendment Bill 2002 

Executive Summary

The Pastoralists and Graziers Association of Western Australia Western Grain Growers (PGA-WGG) regards the Wheat Export Authority (WEA) as a costly toothless tiger which has failed to maximise returns to Australian growers, stifled exports and curbed market development.

This submission examines the issues raised by the Senate Committee inquiry into the Wheat Marketing Amendment Bill 2002.  The PGA-WGG puts the view that the problem confronting the Australian grain industry goes well beyond funding of the WEA and the Senate Committee should take the opportunity to undertake a more comprehensive review and address the role, performance and industry wide costs and benefits of the WEA.

PGA-WGG believes that the WEA ought to be disbanded along with the monopoly wheat export system but it is understood that the industry will need time for the transition to a free export market for Australian grain. Accordingly this submission sets out a positive action plan designed to provide AWBI with protection in markets where there is a ‘proven and demonstrable price premium’ attributable to the single desk license holder, frees non-premium price markets to all exporters and offers market development opportunities for all bag and container wheat export markets. 

This submission has three main aims.  Firstly, to show the deficiencies of WEA performance and how it has damaged the Australian grain industry, secondly, to show that the current WEA functions and Board require immediate reconstitution and thirdly to show why growers should not be coerced to pay a tax or levy to finance the WEA in the future.

The Australian grains industry has experienced reform over the past decade.  Despite extensive changes to the Wheat Marketing Act and privatisation of the Australian Wheat Board to become the AWB group of companies, the aspect that has not seen significant change are wheat exports.  Where marketing reforms have been effected, in the domestic wheat market or the Victorian barley market, the industry has seen tremendous innovation, efficiencies and grain price premiums. Yet Australia still retains a monopoly wheat export desk allegedly managed by the Wheat Export Authority.  In Attachment One of this report, it is shown that the value of monopoly export arrangements is probably more about emotions than economics or improving returns to growers.  A series of studies to try and show premiums attributable to the single desk, mostly commissioned by marketing agencies to justify their existence, have had trouble showing consistent prices premiums.  Many of these studies disregarded the real industry wide costs associated with the single desk.   

This report argues that WEA has not achieved its intended purpose, has performed poorly and even damaged Australian exports and market development opportunities.  The PGA-WGG submission details and describes a number of contributing factors; firstly, the WEA mandate which exclusively protects the main license holder, AWB International (AWBI), and disregards the impacts on rest of the industry, secondly, experience which shows the WEA does not appear to be qualified or able to administer a reasonably balanced industry wide approach and thirdly that WEA does not appear to be independent of the companies it purports to regulate, the AWB group of companies.  Industry perception and experience suggests that the regulator, the WEA, is at the beck and call of the organization it is meant to regulate.  It is suggested that WEA be completely independent of the AWB group of companies and that the requirement for referring applications to AWBI be completely removed. While WEA is required to ‘consult’ the organization it is meant to regulate the possible perception of dependence or compromise will remain. 

WEA appear to have largely focused on administration of applications for wheat exports but it has apparently played little or no role in what some see as larger issues involving the abuse of the privilege of the single desk license.  Issues like the separation of AWB Ltd and AWBI Boards, industry information transparency, AWB Ltd and AWBI stock swaps policies, discriminatory and limited access to pools, freedom of delivery at different access points for wheat do not appear to have the attention they deserve. All of the above examples have serious impacts on the returns of Australian growers.  

PGA-WGG considers the functions and performance of the WEA requires has not served the industry well and WEA has failed in its prime purpose – to maximise returns to Australian growers.  The PGA-WGG concludes that the only solution is to call an independent public enquiry to review the WEA and reconstitute the organization in the interests of the Australian industry.  The same review committee could at the same time review the performance of the single desk, which was originally scheduled for 2004. 

In addition to the suggested independent review the PGA-WGG urges the Senate Committee to consider the following recommendations to revamp the WEA and make the organization more effective by adoption of the following guidelines:

a) Redefine the WEA purpose and objectives to ensure the interests of all industry participants are equitably safeguarded.  

b)  Reconstitute the WEA Board to ensure membership of qualified and experienced commodity and international exporters.

c) Eliminate the requirement of WEA to refer export applications to AWB, AWBI or any other single desk license holder.  

d) Repeal the need for applications for all bag and container wheat. 

e)  Institute a revised system for bulk shipment licenses. WEA could issue annual licenses for exclusive AWBI markets, subject to AWBI providing ‘provable and demonstrable price premiums as a result of AWBI involvement’ – all other markets would be available for all exporters (including AWBI) 

f)  Levy payment: Government must pay the WEA levy. If government limits commercial freedom of growers and imposes a system which circumvents Competition Policy then government must pay the cost. 

	PGA-WGG:

Leading advocate of free trade in WA. 

Only WA farm body affiliated with NFF. 
	1. PGA Western Grain Growers 

The Pastoralists and Graziers Association of WA grain committee operates as PGA Western Grain Growers (PGA-WGG).  The PGA philosophy is to promote the welfare and profitability of the interests of Members through the encouragement of private enterprise.  The PGA is proud of its achievements and history as a leading advocate for removal of statutory interference in Australian agricultural commodity markets.  The PGA is also proud to be independent of other farmer and rural commodity representative organizations.  PGA has little in common with organizations, which promote policies, which espouse dependence on government and intervention in markets. The PGA is the only Western Australian producer group now affiliated with the National Farmers Federation.  

  

	2. Purpose of submission:

The purpose of this submission is to:

2.1 Represent the views and interests of WGG Members to the Senate Committee, and,

2.2 Inform the Senate Committee about how the operations of WEA have adversely affected the Australian wheat industry and,

2.3 Provide relevant information, facts and where  possible data in support of the issues raised,  and,   

2.4 Recommend strategies for consideration of the Committee to either disband the WEA or alternatively, reform the WEA to make the organization operate in the interests of the industry, and,

2.5  Propose alternative funding strategies for WEA. 

3. Terms of Reference: 

There are no formal “Terms of Reference” however in its report dated 4 February 2003, the Selection of Bills Committee stated the reasons for referring the Wheat Marketing Amendment Bill 2002 to the Committee were:

3.1 Sections of the Australian Grain Industry do not support the proposed levy

3.2 There is concern about the performance of the WEA – the body to be funded by the levy

3.3 There is also concern about the capacity of the WEA to properly review the Single Desk Marketing arrangements and

3.4 Timing of the review

- Selection of Bills Committee
Comment: PGA-WGG  is deeply concerned that WEA has had a detrimental impact on the Australian grain industry and Australian growers.  

The recommended option in the Bill - to levy a charge of about 12- 15cents/tonne on all exports of wheat plus an additional consent fee (which is not estimated or published) to be charged to exporters which seek to export wheat (other than AWBI) is a flawed inequitable approach.  The recommended preference seems to have been chosen more for administrative ease than equity. 
 

	4. The Wheat Export Authority  

4.1 .1 The Wheat Export Authority (WEA) was originally constituted under the Wheat Marketing Act 1989 to control the export of wheat from Australia, after the transfer of the Government’s wheat marketing and selling role to a private company controlled by wheat growing shareholders (AWB Limited). The WEA claims to operate independently from AWB Limited and its subsidiaries, which include AWB (International) Ltd (AWB (I)).
4.1.2 The WEA has three main functions:
i. to control the export of wheat from Australia; 

ii. to monitor AWB (I)’s performance on wheat exports and examine and report on the benefits to growers of that performance; and 

iii. to conduct a review and report to the Minister for Agriculture, Fisheries and Forestry on AWB (International) Ltd’s use of its wheat export rights under the legislation before the end of 2004. 

4.1.3 The WEA also considers wheat export applications against a set of Guidelines.  

4.1.4 The Act entitles AWB (I) to special wheat exporting privileges.  AWB (I) does not need to apply to the WEA for consent to export wheat.  All other wheat exporters must apply for written consent from the WEA to export wheat.
4.1.5 Exports of wheat in bulk, containers or bags by exporters other than AWB (I), are subject to WEA approval following consultation with AWB (I). The WEA must have AWB (I) written agreement before issuing consent to export wheat in bulk.
4.1.6 The WEA is required to report on the ongoing benefits to growers, and subsequently report on, AWB (I)’s use of its wheat export rights before the end of 2004.
i) The WEA monitors the performance of AWB (I) and has engaged The Allens Consulting Group to assist with the analysis of the performance data. The WEA continues to consult regularly and work with AWB (I) and the Grains Council Australia.


	· Control the export of wheat

· Monitor AWBI performance 


· Review and report to Minister
Current objectives too narrow – niche markets deterred by WEA

It has curbed market development and ..

Even caused trade to be directed to Australian competitors…

Australia lost sales and it did not help AWBI sales. 

Commercial exporters don’t trust WEA. 

WEA does not understand trading
Protection of the single desk is not always in the best interests of growers. 

WEA protects vested commercial interests of AWBI, a publicly listed company, but that’s not the same as protecting growers.

WEA reinforces AWB market power at the expense of  Australian competitors.

No grain or commodity marketing qualifications or experience on the Board. 

Members with affiliations with ‘single desk’ marketers…

But that is not market or marketing experience.

No representation of post farm gate sector which  has been affected by WEA. 

Danger that Board maybe overly influenced by AWBI 

Claimed price premiums seem exaggerated - no supporting evidence or data. 

‘Commercial-in Confidence” rules used to suppress information – stakeholders unable to validate WEA claims

WEA consultative group a rubber stamp – only a veneer of consultation 

WEA have spent $6 million with little to show apart from export imposts

Need NACMA or some similar representation on Board and committee
WEA imposes unfair inequitable double standard on non-AWBI exporters.

Scrap need to consult with AWBI

No approval should be necessary for any bag or container wheat.

Effective veto rights must be removed from AWBI for bulk shipments.

Most WEA funds appears to have been spent on damaging exports.      

WEA bureaucracy deters exports and..

Exporters doubt WEA is competent to understand trade.

Exporters are also reluctant to provide information - they suspect there have been leakages.

There is a perception that WEA is at the bidding of the organization it is meant to regulate

How do stakeholders know whats going on? WEA data suppressed by ‘Commercial in Confidence’ rules

WEA information to growers is superficial and unable to be independently verified

Where are the KPI’s 

GCA not representative or independent

No views of other grain interests which have an affect on growers prices.  

$6 million looks costly for the results that have been delivered so far – unless its changed is WEA worth funding in the future? 

WEA focus on export applications but ignored some other major issues 

“Consent’ fees for exporters will kill niche markets. 

Neither funding option acceptable to industry.  

WEA levy - Taxation without representation 
	5. Pertinent Issues

5.1 WEA Functions

The functions of WEA are:

a) “to control the export of wheat from Australia;
b) to monitor AWB (I)’s performance on wheat exports and examine and report on the benefits to growers of that performance; and 
c) to conduct a review and report to the Minister for Agriculture, Fisheries and Forestry on AWB (International) Ltd’s use of its wheat export rights under the legislation before the end of 2004”. – source WEA. 
5.1.1 The prime purpose of the WEA is to control the export of Australian wheat.  But the WEA charter must take account of all industry interests and sectors as well as the AWB

5.1.2 According to the trade, the WEA charter has had the consequence of damaging smaller commercial niche market exporters and curbing market development. (See press clippings attachments for verification for this section) 

5.1.3  WEA activities have caused some of the most enterprising wheat market developers in niche markets to withdraw or reduce efforts to export wheat. In some instances where applications to export Australian wheat have been rejected by WEA Australian exporters engaged in ‘optional origin’ business to countries like Vietnam and New Zealand have been forced to supply Canadian or American wheat to markets.  

5.1.4  In those instances WEA did not achieve any additional sales for AWB and did not protect AWB markets. WEA appears in those instances to be directly responsible for the loss of sales of Australian wheat and redirection of wheat sales to competitor exporters.

5.1.5  It is clear WEA fails to understand the nature of commercial grain exporting.  WEA bureaucratic applications requiring days or over a week are inflexible and unrealistic in a trading environment.

5.1.6  It is incorrect to conclude that the protection of the single export monopoly is in the interests of maximising returns to wheat growers in Australia.  As shown in Attachment One which examines the effectiveness and costs of the wheat export monopoly the assumption that the single desk benefits the industry and produces significant premiums is open to doubt. Comparison of pool returns and cash market returns for comparable wheat in recent years certainly does not suggest there is any premium in export pools despite the claims.  Numerous studies commissioned by vested marketing interests to justify their existence have been inconsistent and had difficulty providing clear-cut evidence or price premiums. Few studies have taken real account of the costs of pooling.   The implicit assumption is that growers ought to benefit through the pooling activities of AWB International (AWBI) is doubtful. 

5.1.7 The effect of WEA is to protect vested marketing interests and the share value of a publicly listed company – the AWB group of companies.  Apart from former statutory grain marketers, PGA-WGG knows of no other public companies in Australia, which receive the same benefits from a government enforced export monopoly.

5.1.8  The controls exercised by WEA have shored up AWB market power and effectively ‘crowd out’ potential competitors like GrainCorp, GrainCo, AusBulk and WACBH. These second tier organizations are disadvantaged by the single export desk policy. AWB is allowed to construct storage and handling facilities to compete against these organizations yet they are unable to compete in the wheat export market.  Growers lose out when share values of the second tier organizations cannot be fully realised while the AWB group of companies enjoys the export monopoly.  

Comment: In effect WEA is little more than an anti-competitive regulatory mechanism designed to support the activities of AWB and circumvent the wider community interest as intended in the government  NCP policy.  WEA charter should be broadened to ensure complete objectivity as well as recognise and consider the impact of WEA decisions on all grain industry sectors. 

PGA-WGG is concerned that the current functions of the WEA effectively reinforce the AWB group of companies market power –the AWB companies do not appear to regard the single desk license as a privilege but a right which is being abused at the expense of growers and competitors. WEA has stood by and watched it happen. 

5.2 WEA Expertise and Competence 

The Board Members of WEA as shown on the WEA website are are as follows:

“Mr John Walter : Mr Walter is a senior partner in a law firm and is Chairman of the WEA.  He has expertise in finance, commerce, agricultural investments and agricultural reform, and holds a MBA from Monash University and a LLB (first class) from Melbourne University.  Mr Walter is a member of the Australian Barley Board.

Mr Tim Besley AC: Mr Besley is a legal barrister and civil engineer.  He has held a number of high level appointments including Chairman of the Commonwealth Bank of Australia and Chairman of the Telecommunications Service enquiry.  He is currently a Director of O'Connell Street Associated Pty Ltd, the Chairman of Centec Ltd and President of the Australian Academy of Technological Sciences Engineering. 

Mr Malcolm Heath: Mr Malcolm Heath is a fourth generation wheat grower from northern New South Wales and a WEA Board member.  He was a former member of both the NSW Farmers’ General Council and North West Catchment Management Committee, with a long history in grain production and expertise in marketing grain from a grower’s perspective. He is also a cotton and beef producer.  Mr Heath holds a Bachelor of Agricultural Economics from the University of New England, and has had postgraduate experience in the UK in agricultural adjustment and structural issues.
Mr Jim Flockart: Mr Jim Flockart has been a wheat grower for over 50 years in Western Australia and is a WEA Board member.  He has a long history in grain production and expertise in marketing grain from a grower’s perspective. He has developed virgin country to high producing agricultural land, and successfully manages and works a large wheat and sheep farm.  Mr Flockart is a member of the Western Australian Farmer’s Federation, the Chairman of the Western Australian Grains Logistics Committee, and is a Board member of the Western Australian Football Development Trust.

Dr Cliff Samson: Dr Cliff Samson is the Assistant Secretary of the Field Crops Branch in the Agricultural Industries Division of the Department of Agriculture, Fisheries & Forrestry - Australia.  Dr Samson has responsibility for domestic and international policy on broad acre crops including grains, sugar, cotton and rice.  Dr Samson was appointed as Government member on 31 August 2001 and holds a Bachelor of Arts (Honours), Master of Arts, PhD, and FSA (Scot)”.  Source:WEA website. 

5.2.1 The Membership of the WEA Board concerns PGA-WGG.  The Board appears to lack independence and the capacity to be objective. PGA-WGG is also concerned that there is little evidence of any grain or commodity marketing qualifications or experience of any member of the Board.  

5.2.2 Apart from competency to conduct the affairs of the WEA, Members of the Board appear to hold or have held potentially prejudiced and compromising positions. PGA-WGG notes that the Chairman is shown as a Board Member of a single desk-marketing agency.  The PGA-WGG is advised that another member was once a board member of the failed NSW Grains Board. 

5.2.3 It is also concerning that the Grains Council of Australia nominates two of the five Member WEA Board.  GCA does not represent the views of all growers (PGA-WGG is not a member of GCA yet represents a large number of WA growers) besides GCA is not independent as it regularly receives funds from WEA. 

5.2.4 Grain and commodity marketing is a specialist business which requires specialist skills. The absence of any formal qualifications and experience in commodity marketing and international trade suggests that the Board is not appropriately qualified to oversee the wheat industry as part of WEA or make balanced judgements about the implications to other industry sectors of WEA actions. 

5.2.5 The Board is not representative of the whole industry or the value chain. It is questioned whether WEA Members are able to objectively understand the interests of exporters. 

5.2.6 Performance of WEA to date also suggests that the Board has been overwhelmed and dominated by sectional vested interests, notably those of the AWB group of companies. 

5.2.7 Claims in the 2002 Annual Report of WEA throw doubt on the ability of WEA.  Claims that AWBI achieved price premiums of approximately A$14/t to A$32/t higher than prices achieved by overseas competitors (without any supporting evidence) are regarded by well-informed analysts as very unlikely or the result of inadequate methodology.  But there is no opportunity to test or refute these rather ‘ambitious’ claims. 

5.2.8 The WEA Consultative Group comprising members of the Wheat Export Authority (WEA), AWB (International) Ltd (AWB (I)), the Department of Agriculture, Fisheries and Forestry Australia (AFFA) and the Grains Council Australia (GCA) offers no confidence to the industry.
AWBI clearly has a vested self-interest in WEA policies; the GCA publicly advocates the single desk.  GCA is also compromised by regular funding received from WEA, which probably explains why GCA is opposed to the current Senate enquiry into the WEA funding.   AFFA is duty bound to execute government policy.  The WEA consultative group offers nothing beyond a mechanism to endorse current policy and give the appearance of industry involvement. 

Comment: The WEA Board requires reform to ensure more representative, appropriately qualified Membership.  Some current WEA Board Members are unrepresentative,  potentially biased through former associations, potentially compromised through funding of GCA and appear to fail to meet reasonable objective criteria while there are no qualified or experienced commodity marketers on the WEA Board.  
The Consultative Committee cannot be taken seriously – they are not independent and  do not properly represent all stakeholders.  The Consultative Committee is merely to endorse WEA policy and give the veneer of industry consultation. The Consultative Committee is a costly rubber stamp. 

5.3 AWB ‘Consultation’ role
“All exporters other than the AWB (I), must have WEA consent to export wheat.  The WEA is required by law to consult with AWB (I) on all applications before considering them against the WEA Guidelines. The WEA send the following details to AWB (I) for consultative purposes:
· grade and quantity of wheat 

· country of destination 

· shipping period 

· shipping method (bulk, container, or bags) 

It does not pass on details such as the exporter’s name, buyer, end user, and end use of the wheat.  This information is kept within the WEA on a commercial-in-confidence basis.  The WEA requires your written authorisation to pass on any further information to the AWB (I).  After consulting with AWB (I) and compiling market information from other sources such as Austrade, the WEA decides whether or not to grant an export consent.  It's decision is based on factors such as the impact the export may have on AWB (I) sales, premiums, and market strategies (for more detail refer to the Guidelines).  The WEA cannot give consent on applications for bulk wheat exports without the written approval from AWB (I).” – WEA website.
5.3.1 WEA administers export ‘consent’ arrangements for bulk, bagged and containerised wheat.  WEA is obliged to refer all applications for the export of Bulk bagged or containerised wheat to AWBI.  Approval for the export of bulk wheat requires written approval of AWBI. WEA is obliged to “consult” with AWBI for the export of wheat in bags and containers.  The attention of the Committee is drawn to the fact that AWBI is not required to seek WEA consent for bulk, bagged or containerised export wheat.  

5.3.2 According to their website WEA has not approved any bulk wheat cargoes although it is noted in the 1999-2000 WEA Growers Summary that one cargo had been approved.   

5.3.3 The WEA legislation imposes an unfair and inequitable double standard on some sections of the industry.  AWBI does not require WEA approvals but non-AWBI exporters in bulk must have AWBI written approval.   WEA is obliged under the legislation to ‘consult’ with AWBI for the export of wheat in bags and containers.  

5.3.4 This mechanism appears to give AWBI the right to veto any potential competitors in bulk markets.  

5.3.5 The extent of the deterrent can be seen from WEA statistics.  In 1999-2000 there were 26 applications to export wheat in bulk – none approved.  In 2000-2001 9 applications to export wheat in bulk – none approved. 
In 2001-2002 the WEA statistics have been changed so that it is not possible to see the result in that year. 

5.3.6  It is clear that WEA is being used solely to safeguard the interests of AWBI but not the interests of all Australian growers. This measure deters the development of overseas niche markets and importantly removes commercial accumulation competition at the grower level leaving AWBI as the sole export market operator. 

5.3.7 The WEA duty to ‘consult’ AWBI regarding bag and container business also gives the perception that AWBI has a right to veto bag or container trade or at least gain significant market intelligence about the activities of competitors. The perception appears to have seriously damaged the confidence of the bag and container exporters in Australia and stifled the business.  

5.3.8  Many exporters believe that WEA is not competent to understand trade realities.  Costly specialist niche market wheat cannot be purchased and stored in the hope of achieving WEA approval, particularly if the sole buyer in the market is AWBI, if the export sale is rejected by WEA.

5.3.9 Exporters are also deterred by the provision of information required by WEA.  The information regarding destination, grade and quality of wheat, shipping period, and shipping method is sufficient information for experienced rivals to identify the importer or end user in most instances. Claims to the contrary by WEA simply demonstrate naiveté and ignorance of international wheat trade.  

5.3.10  Some exporters fear retribution if they complain.  Some also fear that information provided to WEA may not always remain completely confidential.  The only method to guarantee confidence in the system and integrity of WEA is to remove the obligation to either seek “approval in writing” for bulk wheat or “consult” for bag or container wheat.  

5.3.11 PGA-WGG suggests that the WEA charter be altered to facilitate a fairer system.  The current system causes unnecessary uncertainty, deters export market development and generates suspicions that AWBI exerts improper influence over WEA.

5.3.12 The Committee should note that the 2000 NCP Review of the Wheat Marketing Act specifically recommended that WEA be made independent of the AWB group of companies. This NCP recommendation was not executed.  The National Competition Council drew the lack of compliance to the attention of State and Commonwealth Governments in the NCP 2002 report.

Comment:

a) The current system should be made more commercially realistic and exporter ‘friendly’ .   
Bulk shipments: The current system places the onus and costs on the applicant exporter. The onus should be placed on AWBI to prove to WEA a price premium to Australian growers as a result of the activities of  AWBI.  WEA could then approve those markets where a  ‘provable and demonstrable’ price premium exists to be exclusive AWBI markets.  AWBI ‘premium markets’ could be published and then non-AWBI exporters could operate with certainty in all other markets to promote and develop Australian wheat exports.  WEA should review the allocation of markets under this system annually rather than review individual applications on a case by case basis to reduce WEA operating costs. 

b)  Bag and container wheat: All bag and container wheat export business ought to be completely deregulated. There is no justification for retention of WEA controls over the bag and container wheat export business. No WEA approval should be necessary for wheat in bags and containers.  WEA must recognise that bag and container wheat bears approximately an extra $20-250/tonne costs over bulk exports.   If bag and container business can out compete AWBI bulk business then it suggests that the AWBI bulk business is extremely inefficient

c)  WEA credibility and reputation means that the organization cannot be compromised by any involvement, apart from supervision, with the holder of the export license.  Any  veto or consultative role or obligation to notify AWB or AWBI or any associated company must be removed from the WEA. 

5.4 WEA Performance

5.4.1 The performance of WEA to date gives the impression that WEA is not in control of monitoring the industry but passively complying with AWB Ltd and AWBI. PGA-WGG is concerned that the WEA has failed in its charter to maximise returns to wheat growers.  Issues raised in both the Accenture and Kronos Reports (see attachments) give concerns that WEA has not properly met its charter.  Matters such as transparency of market information, stock swaps between AWB Ltd and AWBI (cash and pools), equal access to pools for all growers and marketers, the separation of AWB Ltd and AWBI governance and unrestricted contestable delivery to pools at the most economic delivery point are all matters which should have been the concern of WEA to help maximise grower returns.  Instead it appears that WEA has focused on monitoring export applications.

5.4.2  Exporters report that the WEA bureaucracy is so cumbersome and slow that they have been deterred from developing markets for Australian wheat.
5.4.3  The AWB data on which the analysis is based is not transparent or available for independent scrutiny and/or kept under wraps by “commercial-in confidence” provisions, which appear to be used to suppress information on which industry stakeholder could assess WEA performance and validate WEA claims.

5.4.4  If WEA reporting is indicative of WEA performance then growers apprehensions about WEA performance appear justified. Grower stakeholders feel they being treated like second class citizens since they are apparently only entitled to a summary from WEA which contains no modelling and no analysis and little verifiable data.  WEA Summaries have been superficial and lack sufficient detail to justify claims. The first eight page summary covering the period from July 1 1999 to 30 June 2001 was released in December 2001.  The second was sixteen pages, covering July 2001 to June 2002 was released in December 2002 – it seems a poor investment for $6 million.  

5.4.5 Growers are also disturbed that the WEA has not provided industry with any detail of the Key Performance Indicators to be used to assess the performance of AWBI.  WEA provides a schematic plan but no KPI’s for the reference and scrutiny of their stakeholders in the industry. 

5.4.6 Industry accountability: WEA reports to the minister and industry.  It appears that WEA considers that the GCA represents the industry.  That is not accurate or factual. GCA represents sectional grower interests but certainly not all growers and discriminates against growers who do not share GCA policy ideals.   
GCA is not supported by PGA- WGG  which represents growers in the largest export state (which is expected to pay the largest part of WEA costs).

5.4.7 GCA is not impartial or objective and certainly does not fairly represent the views of the whole industry. GCA has a public position in support of the single desk and the current policy of WEA. GCA is not independent and is compromised as it regularly receives funding from WEA.

5.4.8 In addition GCA does not represent the views and interests of merchants, exporters, traders, manufacturers, end users or other ‘downstream grain value chain’ interests critical to the whole industry. If WEA is to continue in some form, WEA representation must be expanded to reflect the interest of the whole industry value chain. It would be logical and fair if representatives from a reputable national organization like the National Agricultural Commodity Marketing Association (NACMA), which represents post farm gate merchants and exporters were included.

5.4.9 Grower stakeholders, who so far have paid for WEA operations, are not satisfied with WEA reports and not likely to trust an organization, which treats growers with such apparent disdain.  WEA reports to growers have been characterised by assertions and claims but offer stakeholders no evidence, no data and no opportunity to test or verify claims.    

Comment: The standard of WEA reporting to industry and stakeholders is abysmal.  The $6 million investment in WEA by growers stakeholders has only produced inadequate, unverifiable claims.  WEA should be expected to meet transparent standards and provide data and information to enable third party verification.  
The WEA and its Consultative Committee is unrepresentative and must be amended to include the interests of exporters and merchants.   WEA appears to have added to costs, damaged existing markets and stifled niche market development. 

5.5 WEA levy charges

5.5.1 Originally WEA was funded by a $6,000,000 Establishment Grant provided by the Australian Wheat Board.  In reality the Establishment Grant was grower funds from Australian Wheat Board pools.  The immediate problem is that the Establishment Grant funds have been largely spent and WEA requires a new ongoing funding base to continue operations. There are no existing arrangements in place for continued funding of WEA. 

5.5.2 WGG invites the Senate Committee to examine the priorities of WEA expenditure.  So far WEA appears to have spent most of the original $6,000,000 Establishment Grant on monitoring bag and container exports.  (There is little evidence that much has been spent on monitoring the performance of AWBI). The net effect has been to place a twofold impost on Australian industry and growers - first the cost of the Establishment Grant and then the loss or diminution of markets. 
A third cost which would be borne by exporters is the administrative costs to seek ‘consent’ along with all the other documentation required by WEA.  
It is difficult to understand why the Senate would condone a system, which has so far cost growers a large proportion of the initial Establishment Grant and  caused loss of markets. It is even more difficult to understand how this Committee could ask Australian growers to allow the situation to continue by contributing further funding.  

5.5.3 The Explanatory Memorandum to the Wheat Marketing Amendment Bill 2002, the subject of this enquiry, suggest two options – a fee on the holder of the single desk (currently AWBI), or, a levy on export wheat. In both cases there would be an additional ‘consent’ application fee for exporters of wheat. 

5.5.4 Neither option is equitable or reasonable.  Any fee imposed on growers whether through AWBI or more directly is a cost that will ultimately be borne by growers.  Growers cop a penalty several ways: first the cost of funding WEA, second the loss of markets as a result of WEA activities, third the disincentive for independent exporters to develop markets and promote Australian wheat and finally the additional post farm gate costs borne by Australian growers of a marketing system which is insulated from competition. 

5.5.5 If either of the proposed recommendations in the Explanatory Memorandum were accepted, many growers will be forced by law to pay a tax to fund WEA, which they do not support because they believe WEA has done more damage to the industry than good.  

5.5.6 Claims in the Explanatory Memorandum that the funding options will only impact on exporters are incorrect.  The whole industry will be impacted by loss of markets; the whole industry is adversely affected if WEA continues to harm development of niche markets.  It seems to be implied that the suggested 12 to 15 cents/tonne is insignificant.  The 12-15 cents/tonne appears to disregard a higher impost in drought years. In reality the costs to the industry are far higher than just the tax. The proposal does not appear to have any restrictions to be varied in line with normal Australian production variability. 

5.5.7 The recommendation overlooks the dependence of the Australian wheat industry on downstream exporters.  Any cost impost on exporters or any WEA actions, which curb demand or deter market development adversely, affect Australian wheat growers.

5.5.8 As well as a levy on growers who supply the export market the Explanatory Memorandum recommends a consent application fee be imposed on exporters.  No indicative amount is advised.   Exporters advise PGA-WGG that the imposition of an application consent fee will virtually stop Australian niche wheat exports in containers and bags. Exporters say they are simply are not prepared to pay a consent fee to enter what they consider to be a risky WEA export application lottery.

5.5.9 It would be hard to imagine a system better designed to deter wheat exports and wheat market development. 
Comments: The imposition of an industry levy to fund WEA is iniquitous - the levy and exporter consent fees adversely affect the entire industry.  The assertion in the Explanatory Memorandum that the levy will only affect  wheat exporters ignores the second round hidden costs of the affect on exports to niche markets and valuable market development for Australian wheat undertaken by specialist exporters. Any cost imposed on exporters will ultimately impact on growers.
Government cannot impose a levy if that levy to fund  the WEA as it is a levy not supported by all growers and exporters.
Government is also obliged to pay the levy on the grounds that the WEA is a device designed to circumvent the government NCP commitments . If government prevents Australian growers from accessing the benefits of the NCP policy reform  then government must be prepared to foot the bill for WEA. 


Conclusion and recommendations :
6.1 The Wheat Export Authority (WEA) is little more than a costly administrative device instituted by Government to enable continued operations of the out moded but politically sensitive wheat export monopoly. It is a device to enable the wheat industry to skirt the NCP standards, which apply to other sectors of the community. 

6.2  There is not an overwhelming case for the continuation of WEA since there are doubts that the wheat export monopoly is as valuable as claimed by many vested interests.  The export monopoly is probably of more emotional than economic value. 

6.3  Deregulation has already proven successful in the domestic market.  The Committee must ask why the same efficiency and progress would not occur in a deregulated export environment. Deregulated grain markets like the domestic market for wheat or the deregulated Victorian barley outperformed the export pool system.  Where available, growers have already voted with their grain but in export states where there is limited marketing options growers have no alternatives.  

6.4  Market deregulation, where it has occurred has unleashed remarkable innovation and efficiencies. 

6.5  Retention of the wheat single desk, which eliminates export market competition, has curbed innovation and deprived growers of operating efficiencies in export market value chain.  It has also given the current license holder AWBI an unfair advantage against the second tier operators like GrainCorp, GrainCo, AusBulk and CBH in WA.  

6.6 It is a double standard. AWB can compete against second tier operators for storage, handling and freight services but second tier operators have been unable to compete in wheat export markets. 

6.7  If the Committee does consider the single export desk does merit continued support then the Committee must broaden the scope and objectives of the WEA.

6.8 The current scope and purpose of the WEA is confined to protection of the single export desk, assessment of the license holder in 2004 (AWBI) and reporting.  WEA does not appear to have met reasonable standards for any of its current functions.  

6.9 The current WEA mandate effectively empowers AWBI at the expense of all other industry sectors, including growers. Of special concern is detriment caused to exporters and market development.   

6.10 WEA must be reformed to meet the needs of the whole Australian industry not just sectional interests. WEA Board requires re-structuring and WEA purpose and objectives need to be redefined.   

Comment : Problems with WEA run deeper than funding problems. WEA activities adversely affect the entire industry apart from AWBI. 

PGA-WGG urges the Committee to consider an independent public enquiry into the role and performance of the WEA.  PGA-WGG also urges the Committee bring forward the scheduled 2004 review of the single desk at the same time.  

· WEA requires restructuring to fairly reflect the interests of all stakeholders

· WEA Board must be reformed to ensure fair and reasonable treatment of all industry sectors

· WEA Board must be competent and include qualified, experienced marketers.

· WEA must not be allowed to deter market development of Australian wheat, especially specialist niche markets

· WEA must be independent of AWB companies. AWBI veto or consultation requirements must be removed. 

·  WEA must allow the unfettered development of container and bag trade without any need seek permission of WEA. 

·  WEA must provide full and complete reports to stakeholders which are capable of third party verification  of claims. 

·  WEA must discontinue funding GCA.  Growers who do not support GCA should not be required to fund GCA against their will. 

	PGA-WGG suggests the following model for consideration of the Committee:

a) Reconstitute the Board to ensure presence of qualified and experienced commodity traders and international exporters.

b)  Redefine the WEA purpose and objectives to ensure the interests of all industry participants are properly safeguarded and that WEA no longer continues to damage Australian exports.

c)  Independence: Prevent influence of AWB, AWBI or any single desk license holder over the WEA Board.  Exporters will not trust WEA unless AWBI involvement and possible influence is removed.

d) No compromise: Eliminate the perception of AWBI interference or involvement in WEA decisions by scrapping the requirement to refer wheat export applications to AWBI.

e)  Repeal the need for applications for all bag and container wheat:  Bluntly put – this is a waste of time and energy which is placing an unnecessary and  costly burden on exporters. It is not justified and is costly.  It deters exporters, curbs market development and damages trade.  If bag or container wheat can out compete bulk wheat then it raises serious questions about the efficiency of bulk operations of the AWBI.  t would be hard to deliberately develop a better system to kill off Australian niche markets.

f)  Institute a revised system for bulk shipment licenses: WEA should issue licenses to exclusive AWBI markets, subject to AWBI providing ‘provable and demonstrable price premiums as a result of AWBI involvement’ – all other markets would be available for all exporters (including AWBI).
g)   Levy payment: Government must pay the WEA levy on two grounds: if government legislates to limit commercial freedom of growers then the government ought to be prepared to pay the cost; secondly, if government is prepared to impose a system which is designed to circumvent government commitment to its Competition Policy obligations and impose costs on growers, then morally the government is obliged to pay the costs. 

· WEA must not be funded through either of the options suggested in the Memorandum – if government restrict commercial rights and disregard NCP principles then government should be prepared to pay to fund WEA.  




	
	Attachment One 

The wheat export monopoly
Consideration of the WEA must by definition be consideration of the policy to retain the wheat export monopoly since the core purpose of the WEA is to protect the single desk from competition from other Australian exporters. 

d) Although popular in some quarters the Australian wheat export monopoly is based on flawed reasoning, a poor knowledge of the characteristics of international wheat markets and the incorrect assumption that collective export marketing generates price premiums for Australian growers and hence larger wheat revenues.  

e)  The reasoning assumes that the international wheat market demand is inelastic.  That is, that Australia through the single export monopoly is in a position in international wheat markets to extract a premium price, which in turn will raise wheat revenues.  

f) International wheat markets are NOT usually demand inelastic.  The likelihood of commanding a price above ruling international parity price (adjusted for quality and freight) is incorrect.  In fact any price above ruling international parity is most likely to result in the loss of the sale.  The reality is that usually Australian wheat revenues will be raised by selling more wheat at the ruling international parity price because international wheat markets are relatively demand elastic.   

g) The proposition that the single desk wheat export monopoly raises wheat prices and thus wheat revenues is extremely questionable.  

h) If premiums do exist it is because the premiums exist for reasons other than the Australian export monopoly.  Japan is a good example.  Price premiums do exist in Japanese markets as a result of the activities of the Japanese Food Agency policies not the single export desk in Australia.  Competitors like the US, which does not operate through a single desk, command the same premiums in the Japanese market as Australia. So it is incorrect to attribute price premiums to the activities and policy of the Australian single desk. 

i) If premiums do exist, attributable to the export monopoly, they are restricted to freight economies which could be achieved in a number of alternative means rather than maintaining a single export monopoly in Australia. 

j) A series of studies of the benefits of the single desk policy over the years, mostly commissioned by organizations with a vested interest seeking to justify the single desk and their continued existence, have been inconsistent and had trouble justifying price premiums.   Premiums for wheat have been claimed from zero to almost $16/tonne.  It is noted that WEA appears to have encountered the same difficulties.  The reason for the inconsistency and difficulties are that the claimed premiums attributable to the activities of the single desk are suspect.  Further, the objectivity of many of the studies must also be suspect.

k) While there have been many studies which attempted to justify the single desk benefits there have been few studies which examined the full costs of the single desk policy.  

l) Two recent studies – one authored by Accenture and the other by Kronos (Attachments Two and Three) both look more closely at the costs of the operation of the single desk.  While neither study examined the question of the single desk both concluded that the domination of the industry by the current operator of the single desk was costing Australian industry big dollars Accenture estimated Australia was forgoing about A$150 million in supply chain efficiencies and innovations. 

m) The committee must question why the efficiency gains, price premiums and innovations which flowed from the deregulation of the domestic wheat market in 1989 and injection of competition would not emerge in the export market when competitive market forces bid down the cost of services. Deregulation re-energised the domestic market why would that not happen in the export market? 

n) The popularity of the single desk among growers can largely be attributed to the fact that Australian growers know no other alternative system and have been constantly bombarded with propaganda produced by vested interests. 

o) Where the market has been deregulated, such as the domestic wheat market or the Victorian barley market, the industry has flourished and paid higher prices for grain than under the single desk.  

p) Industry experience has confirms the NCC 2002 Assessment of Primary Industries stating on page 4.4 “….that introducing more competition was more likely to deliver greater net benefits to growers and the wider community than would continuing export controls”.  The report then went on to say that any price premiums earned by the single desk are likely to be small (estimated to be around $1/t in the 1997 to 1999 period); the single desk inhibits innovation in marketing and the single desk impedes cost savings in the supply chain.   

q) A frequent justification of the single desk wheat monopoly is that it prevents a feared takeover of the Australian wheat marketing by large international conglomerates. It also prevents freedom of choice – if international conglomerates offer Australian growers better prices then it would be irresponsible to condemn the Australian industry to lower returns. While former SMO’s may have had a benevolent approach the current marketing structure comprises large Australian conglomerates.  But Australia still suffers from a lack of international expertise and capital to ensure worlds best practice standards for the Australian grain industry.  

r) If the single desk is as strong and successful as claimed by its advocates then WGG would like to know why the single desk needs protection and shelter of government backed regulators like the WEA.  If the single desk is as good as claimed then why are the operators of the single desk not be prepared to openly compete in the market.  The facts are that the export monopoly would fail against genuine competition since growers would vote with their wheat and sell to higher priced markets. 

s) The wheat export monopoly is an archaic system, which is a hangover from a previous era and needs revision in the interests of the industry and growers. 

Conclusion: The single desk export wheat monopoly is based on dubious assumptions and a poor knowledge of international wheat trading environment.  It has served Australia for over sixty years but is now an out of date system which ought to be disbanded.  The Committee must question whether the expenditure of any funds on WEA is worthwhile to protect an inefficient outmoded marketing policy and system.
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