Professor Emeritus J V Lovett

MANAGING DIRECTOR

4 March, 2003

The Secretary

Rural and Regional Affairs and Transport Committee

Parliament House

Dear Secretary

Re: Submissions on Wheat Marketing Amendment Bill 2002

The Grains Research & Development Corporation (GRDC) is a statutory corporation that is funded through a levy on graingrowers which is matched by the Commonwealth Government (up to a maximum of 0.5% of the gross value of production). The GRDC also generates commercial revenues which, although a minor source of funds at present, may become more important in the future.

The GRDC has a mandate to plan and invest in research and development (R&D), and the dissemination, adoption and commercialisation of the results of R&D for 25 leviable crops, including wheat. 

The GRDC operates under the Primary Industries and Energy Research and Development Act 1989 (PIERD Act), and the Commonwealth Authorities and Companies Act 1997 (CAC Act). The GRDC consults with and reports to the Grains Council of Australia (GCA) through an annual ‘Stakeholder Report’, and to the Commonwealth Government through an Annual Report.

It is not within the remit of the GRDC to take a position or to advance a view on the fundamental merits or weaknesses of the ‘single desk’ for wheat, and the associated functions of the Wheat Export Authority (WEA). Nor is it appropriate for the GRDC to take a position on the preferred method of funding the WEA, whether it be through a mechanism drawing on all graingrowers or through a mechanism more specifically linked to exported wheat. The GRDC’s primary producer stakeholders express a range of views on all of these issues, with particular positions being adopted by the Grains Council of Australia (GCA). 

However, through this submission the GRDC would like to take the opportunity of the Wheat Marketing Amendment Bill 2002, to highlight several broader issues which are critical to the effectiveness of R&D and innovation within the grains industry. 

The GRDC’s new Five-Year Plan (‘Driving Innovation’) emphasises:

· taking further steps in linking GRDC activities to market drivers and signals;

· associated with this, improving the integration and linkage between grain production R&D and the entities and activities elsewhere along the grains ‘value chain’;

· further developing relationships between private and public sectors, with the development of new vehicles for doing business, and

· operating globally where domestic stakeholder benefit can be demonstrated.

These strategic themes are a response to substantial global and structural changes with respect to both the grains industry and the place of R&D within the industry (broadly defined).

The GRDC strategic direction is being implemented through many initiatives, including the following.

· The GRDC has driven the restructuring of Australian wheat breeding into three entities (excluding AWB Ltd’s ‘Longreach’ venture, and the recently emerging ‘Access Genetics’ which links NuFarm with Wesfarmers, GrainCorp and other bulk handlers). The three breeding entities in which the GRDC has equity are to operate under Corporations Law and, where possible, will include private sector equity partners, such as the GrainCorp shareholding in the SunPrime breeding venture.

· Through the Export Grains Centre Ltd, the GRDC has an indirect interest in Canola Breeders Western Australia Pty Ltd. 

· The GRDC has a joint venture partnership with George Westons Foods. This involves specific wheat breeding related technology, potentially leading to the development of both industrial products and consumer health products.

In the context of these strategies and initiatives it is clear that, as the nature of its business changes, the GRDC cannot be completely reliant on mediated market information, through AWB International, with the focus on technical quality requirements, as has traditionally been the case. The GRDC is no longer a research ‘funder’, limited to providing grants to state agencies and universities. 

At least two factors underpin the imperative of new approaches to market linkage and market intelligence for grains R&D.

1. Linking R&D to the market involves much more than conveying technical information. It involves direct relationships, ‘customer intimacy’, and customer ‘ownership’ of innovative developments, through business alliances and joint ventures involving R&D. The advantages of such relationships include greater opportunity to progress market and product development in parallel with the science of cultivar development, thereby accelerating the deployment of innovation. Moreover, innovation is more likely to thrive through a multitude of pathways, rather than a single centralised channel.

2. As AWB Ltd pursues a strategy of vertical integration, conflicts of interest will emerge in relation to breeding and other activities. For example, in terms of fiduciary duty, AWB Ltd cannot be expected to share information and relationships with breeding entities involving GRDC equity, in the same manner that AWB Ltd will treat its Longreach venture. This is not a criticism of AWB Ltd. It is simply recognises a reality to which the GRDC and others must respond.

The issue for the GRDC, in respect of the Bill is, therefore, within a changing global business environment and a vertically integrating AWB, how can the single desk and WMA system of governance be arranged such that there is minimal constraint to innovation and initiative with respect to global R&D links?

Part of the answer may be through rethinking the mandate, functions, protocols and guidelines of the WMA. In this respect, the GRDC would like to suggest a few opening considerations.

AWB Ltd  has a monopoly on wheat marketing but with vertical integration and the diversification of AWB interests, it shall not expect to monopolise value chain linkages or relationships. The existence of the export licensing system should be designed to ensure that business relationship development outside of AWB auspices can ultimately result in some innovative niche exporting.  AWB Ltd cannot, reasonably, be expected to consistently welcome such developments. Therefore, there needs to be a truly independent protocol for assessment, with a reasonably tough ‘onus of proof’ on AWB Ltd to establish grounds for rejecting an export licence under such circumstances.

Given a framework to support the above, it is up to the GRDC and other interested entities (such as research providers, other grower-owned entities, and grain testing or processing businesses) to solve their own problems, in terms of linking to markets and responding to global developments. But without such a framework their chances of success will be greatly compromised.

The GRDC would be pleased to further discuss these issues with the Committee.  If this is required please contact the GRDC’s Executive Manager Strategic Development, Mr Morris Lloyd, in the first instance.

Yours sincerely

JOHN LOVETT

Managing Director

Grains Research and Development Corporation
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