	
	


	
	



7
Information provision

	Key points

	· Timely and accurate information is important for supporting an efficient bulk wheat export market:

· core, long-term wheat information is useful for historical analysis, future policy development and industry investment and planning

· short-term information facilitates the ‘day-to-day’ operation of the market.

· Prior to deregulation, AWB managed and provided the majority of wheat market information. In a post-deregulation environment it is necessary to determine what information should be provided, who should provide it and who should pay for it.

· The current arrangements for provision of core, long-term wheat information are considered by the industry as appropriate.

· The Government should continue to fund the ABS and ABARE to provide core, long-term wheat market information.

· The current arrangements for provision of short-term information, particularly in relation to stocks, are more contentious. The Commission considers that provision of regular and timely information on stocks by state is essential to support an efficient wheat market.

· If the industry wants stocks information by state beyond 30 June 2011, it will need to pay for it. An industry body should be tasked with establishing industry agreement on what stocks information (if any) industry participants are willing to pay for, and the preferred information provider. A similar approach could be used to provide other industry good functions (chapter 9).

· To manage the free rider problem, a compulsory payment mechanism — such as an industry levy — is the best approach to fund stocks information. This levy would need to be administered by an organisation with the appropriate legislative powers. The GRDC would appear to be an efficient option, given it already has a compulsory levy collection mechanism in place.

· The existing ABS stocks publications provide a good example of the type of stocks information the industry might choose to commission. The cost to the ABS of producing this information is about $1 million annually. The ABS is well placed to continue to provide stocks information by state, although some industry participants question its timeliness.

	(Continued next page)

	

	


	Key points
  (continued)

	· Many in the industry thought further detailed information on stocks (for example, by grade and port zone) should also be made available. 

· The Commission acknowledges that unequal access to more disaggregated stocks information confers a marketing advantage on the trading bulk handling companies, and expects that greater disclosure of this information to all participants would improve the operation of the wheat market. 

· However, the cost of imposing a mandatory information disclosure requirement on the bulk handlers is expected to exceed the associated benefits. The Commission encourages the bulk handling companies to disclose more disaggregated stocks information on a voluntary basis.

	

	


The terms of reference for this inquiry require that the Commission consider the availability and transparency of relevant market information to participants in the export supply chain. Section 
7.1 defines the scope and types of information to be considered in this chapter. This is followed by a summary of the arrangements for provision of market information under the single desk and since the introduction of deregulated wheat export marketing arrangements (section 
7.2). 

Section 
7.3 sets out a framework for identifying the costs and benefits of information provision, and the potential role for government in the provision of information. An assessment of the merits of providing particular types and levels of wheat market information is undertaken in section 
7.4, with reference to this economic framework. Issues associated with the role for government in the provision and funding of market information are also discussed. Section 
7.5

 LINK Word.Document.8 "\\\\mel_1\\groups\\Wheat Export\\Final Report\\Ch 7\\Ch.7_250610_final.doc" OLE_LINK12 \a \t  \* MERGEFORMAT  sets out a proposed approach to industry provision of particular industry good functions — including information.
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Market information as an industry good

Wheat market participants regard information provision as an important ‘industry good’ function (box 
7.1) for the efficient operation of the bulk wheat export market.

The provision of industry good functions is the focus of chapters 7, 8 and 9 of this report. Chapter 7 considers the provision of market information. Chapter 8 addresses wheat variety classification and wheat receival standards. Chapter 9 covers the provision of the remaining industry good functions except research and development, which is the subject of a separate, concurrent Commission inquiry into Rural Research and Development Corporations.

	Box 7.
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Industry good functions

	‘Industry good’ functions can be defined as services that support trade and industry development and affect, at least, a significant subset of the entire industry. Industry good functions can exhibit ‘public good’ characteristics, ‘private good’ characteristics, or both (section 
7.3).

Relevant industry good functions for the bulk wheat export market might include:

· industry strategic planning

· research and development

· wheat variety classification

· wheat receival standards

· information provision

· crop shaping activities

· technical market support

· wheat promotion

· wheat branding

· trade advocacy

· regulatory advocacy.

	Source: IEG (2008).

	

	


What constitutes ‘market information’?

All sources and forms of market information currently available to bulk wheat export market participants are relevant for the purpose of this inquiry. This includes data as well as other forms of market information, such as analysis and commentary. The terms of reference do not extend to the domestic wheat market, the containerised or bagged wheat export markets, or other grains. For this reason, information that is entirely specific to these markets has not been included as part of this analysis.

At a broad level, relevant market information is taken to mean information on wheat harvest and yield (actual and forecast), wheat prices, stock levels (including committed and uncommitted wheat) and wheat quality. This is consistent with the scope of market information considered by the Grain Industry Association of Western Australia (GIWA) in its Review of Market Information (GIWA 2009a, 2009b). Information that specifically relates to the operation of particular sections of the industry, such as the shipping stem (port access) or the register of accredited exporters (accreditation) is primarily dealt with in other chapters of this report.

Feedback from participants suggests the industry distinguishes quite explicitly between wheat market information that is primarily useful over the ‘longer term’ — such as annual production and crop forecasts — and more timely, market sensitive information that informs ‘short-term’ marketing and trading decisions, for example, stock levels.

Table 
7.1 summarises different types of wheat market information and indicates the timeframe (long term or short term) over which the information is most useful for industry participants.

Table 7.
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Wheat market information

	Category of information
	Description
	Timeframe for use

	Grower profile
	· Farm numbers

· Average farm size

· Average farm production
	Long term

	Pre-harvest
	· Area planted (by variety)

· Anticipated yield (by variety)
	Long term

	Post-harvest
	· Total harvest (actual) by variety

· Total export by variety, grade, quality
and port zone

· Total export by destination
	Long term

	Forecast harvest
	· Crop production forecasting by variety and yield

· Predicted stock harvest
	Long term

	Wheat use
	· Volume of wheat used, for exports or domestically
	Long term and
short term

	Stocks
	· Volumes of wheat in the bulk handling and storage system, held by wheat users, and stored on farm
	Short term

	
	· Volumes of wheat stocks that are committed (for export or domestic use) and uncommitted
	

	
	· Volume of new stock (carry-in) and old stock (carry-out)
	

	Prices
	· Domestic wheat prices

· International wheat prices
	Long term and 
short term

	Shipping stem
	· Capacity at port
	Short term


Participants appear reasonably satisfied with the level of long-term information that is currently available. However, feedback from participants suggests it is short-term information — and stocks information in particular — that is most ‘in demand’. Participants have argued that stocks information is under-supplied, not sufficiently timely and not made available to the industry on an equitable basis. These concerns capture the heart of the information ‘issue’ that this chapter seeks to resolve.

Getting information provision ‘right’

The availability of information is critical for the efficient and effective operation of the bulk wheat export market. Information supports and guides grower production and investment decisions, marketing decisions, and the operation and use of transport, storage and port terminal services. Information can also facilitate effective competition. 

Many participants explicitly recognised the importance of transparent, timely and accurate market information for the efficient operation of the bulk wheat export market. The benefits of information provision must be weighed against the costs (public and private) associated with collecting, collating and disseminating information. 

In looking at possible arrangements for information provision, it is important to balance the commercial interests and rights of individual market participants, with the desire to achieve a well-functioning, competitive and transparent bulk wheat export market. Ownership of information, and the treatment of confidential information must also be dealt with.
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Provision of market information

This section describes the arrangements for provision of market information — and the associated information outputs — under the single desk marketing arrangements, and since deregulation of the Australian bulk wheat export industry.

Information provision under the single desk

Historically, AWB Limited (AWB) controlled all market intelligence acquired through managing the single desk. However, the Australian Bureau of Statistics (ABS) and Australian Bureau of Agricultural and Resource Economics (ABARE) were also involved in provision of wheat market information.

AWB

The annual Australian Crop Report was the principal information product produced by AWB under the single desk. This report provided data and information on the quality and functionality of a particular year’s wheat crop, including comments on the suitability of each grade for particular end products (for example, noodles) (AWB 2007). This information was published a number of months after the harvest period, and was focused on promoting the merits and uses of Australian wheat to potential or existing customers.

AWB has previously indicated that although the Australian Crop Report was not widely available, it was ‘effectively in the public domain as AWB has historically not sought to limit its circulation’ (AWB 2007, p. 7). For the two years to 2005‑06, AWB spent close to $3 million on production of the Australian Crop Report (ACG 2008c). 

ABS and ABARE

Under the single desk, government funded wheat market information was confined to ABS export data, two agriculture focused ABARE reports and a number of annual ‘general agriculture’ publications produced by the ABS:

· ABS, Principal Agricultural Commodities, Australia, Preliminary (Cat. no. 7111.0) (annual)

· ABS, Agricultural Commodities, Australia (Cat. no. 7121.0) (annual)

· ABS, Historical Selected Agriculture Commodities, by State (1861 to present) (Cat. no. 7124.0) (annual)
· ABS, International Trade in Goods and Services, Australia (Cat. no. 5368.0) (monthly)

· ABARE, Australian Crop Report (quarterly)

· ABARE, Australian Commodities (quarterly).

This was in line with the level of government funded information provided for other grains and agricultural commodities at that time. The annual ABS Agricultural Survey (and the five-yearly ABS Census) collects area and production data for a wide range of agricultural commodities, including wheat. The Agricultural Survey contributes to the production of the ABS’s general agriculture publications identified above. 

In addition, domestic grain users funded a further ABS collection and the Grains Research and Development Corporation (GRDC) funded
 an additional ABARE report series:

· ABS, Stocks of Grain Held by Bulk Handling Companies and Grain Traders, Australia (Cat. no. 7122.0.55.001).

· In December 2002, the ABS commenced the collection of information on the volume of grain stored by bulk handling companies and major grain traders in Australia. No state-level stocks information was produced. The national stocks information was funded by domestic users concerned about grain availability during the 2001‑02 drought period. These data were published at irregular intervals before ceasing in December 2008.

· ABARE, Australian Grains Series.

Information provision since deregulation

The abolition of the single desk saw the cessation of the market information function historically fulfilled by AWB. The ABS and ABARE information outputs have continued to be produced since deregulation.

To advise on the delivery of industry good functions under the proposed deregulated wheat marketing arrangements, the Australian Government announced the formation of an Industry Expert Group (IEG) on 6 February 2008. As part of this review the IEG considered the best way forward for managing the provision of information in a deregulated market environment. IEG recommended:

The lead agency in providing information would be ABARE, which in conjunction with ABS and other agencies as required, would publish monthly base information covering:

· production (forecast and actual) – by tonnes by major classification by state;

· committed and uncommitted wheat (excluding trading stocks) by tonnes by major classification by state; and

· exports – commodity by tonnes by destination by state, both in containers and in bulk.

This information on the amount of wheat available for purchase would be collated and distributed by ABS. If the costs of this data collection are prohibitive the Government may wish to reassess what information is collected. However, the IEG is of the view that with proper use of automated electronic forms and careful assessment of the number of participants needed to ensure a high degree of accuracy, the cost should be able to be managed at an acceptable level. ABARE would coordinate the collation of its production data and the information collected by ABS. It would release a report distributing this base information on a monthly basis. (IEG 2008, p. 29)

The IEG did not specify how quickly this information ought to be produced. 

Since deregulation, the wheat industry has had access to two ‘additional’ government funded information outputs — one produced by the ABS and one by ABARE. In addition, the user-funded wheat stocks information collected intermittently by the ABS over the period 2002–08 has been improved, and is now funded by the Government. 

The additional government assistance afforded to the wheat industry is a direct consequence of the Government’s Industry Assistance Package (box 9.3). For the three-year period to 30 June 2011, the Australian Government has allocated a total of $3.38 million to the ABS for the provision of market information. A further $450 000 has been provided to ABARE for the same period. There has been no commensurate increase in the level of government funded information for other grains and major agricultural industries over this period.

The funding allocated to the ABS has been used to produce:

· Stocks of Grain Held by Bulk Handling Companies and Grain Traders, Australia (Cat. no. 7122.0.55.001). This collection mirrors the previously produced ABS publication of the same name. However, the ‘new’ version provides monthly wheat stocks information, and is released with a three-week (rather than four-week) lag. It includes:

· stocks of wheat stored by bulk grain handlers at months’ end for each state

· stocks of wheat stored by bulk grain handlers at months’ end by grade (either ‘milling’ wheat, which is fit for human consumption, or ‘feed’ wheat which is used for animal consumption), for Australia.

· Wheat Use and Stocks, Australia (Cat. no. 7307.0) is released monthly with a five-week lag and builds on the wheat information provided in Stocks of Grain Held by Bulk Handling Companies and Grain Traders, Australia, by including:

· stocks of wheat stored by wheat users, at months’ end for each state

· volume of wheat used domestically and volume of wheat exported, at months’ end for each state

· volume of committed wheat (box 
7.2) — including:

· wheat contracted for export, at months’ end by state of origin

· wheat contracted for domestic use, at months’ end, nationally.

	Box 7.
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Committed wheat — ABS definitions

	Committed for export

For the export sector, 'committed' means there is a contract in place for the export of wheat grain.

Committed for domestic use

For the domestic sector, 'committed' means a contract is in place to procure wheat grain for domestic use and/or processing. It does not mean an intention to acquire wheat grain over the remainder of the year. It is acknowledged that this might fluctuate as contracts are cancelled, but is a 'point in time' estimate. It relates to contracts held by end-users of wheat grain, not intermediaries.

	Source: ABS (2009).

	

	


Each quarter the two ABS stocks publications also include estimates for barley and ‘selected other grains and pulses’ on: 

· stocks held by bulk grain handlers, by state

· volumes used — this does not distinguish between grains used for export or domestically. 

The Commission understands that this collection represents the output of an agreement between the ABS and a collaborative Feedgrain Partnership project ‘involving the GRDC, Dairy Australia, Meat and Livestock Australia, Australian Pork Limited and the Australian Egg Corporation’ (GRDC, sub. DR69, p. 4). The GRDC (sub. DR69) has indicated that this arrangement will terminate on 30 June 2011.

ABARE has used the Industry Assistance Package funding to produce a monthly report, Australian Wheat Supply and Exports Monthly. This report is published one week after the release of the ABS data (a six-week lag in total) and includes:

· the ABS stocks data

· historical Australian wheat production figures (for the previous three years)

· ABARE’s estimate of Australian wheat production for the current marketing year

· wheat exports, split by ‘bag and container’ and bulk, for each destination country. This information draws on the ABS trade data.

Table 
7.2 summarises the wheat industry information outputs produced by the ABS and ABARE before and after deregulation.

Table 7.
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ABS and ABARE information outputs

	Single desk (pre-2008)
	Post-deregulation

	ABS, Principal Agricultural Commodities, Australia, Preliminary (annual)
	ABS, Principal Agricultural Commodities, Australia, Preliminary (annual)

	ABS, Agricultural Commodities, Australia (annual)
	ABS, Agricultural Commodities, Australia (annual)

	ABS, Historical Selected Agriculture Commodities, by State (1861 to present)
(annual)
	ABS, Historical Selected Agriculture Commodities, by State (1861 to present) (annual)

	ABARE, Australian Crop Report (quarterly)
	ABARE, Australian Crop Report (quarterly)

	ABARE, Australian Grains Report (GRDC funded, biannual)
	ABARE, Australian Grains Report (GRDC funded, biannual)

	ABS, International Trade in Goods and Services, Australia (monthly)
	ABS, International Trade in Goods and Services, Australia (monthly)

	ABARE, Australian Commodities (quarterly)
	ABARE, Australian Commodities (quarterly)

	ABS, Stocks of Grain Held by Bulk Handling Companies and Grain Traders, Australia (user funded and intermittent)
	ABS, Stocks of Grain Held by Bulk Handling Companies and Grain Traders, Australiaa (monthly)

	
	ABS, Wheat Use and Stocks, Australiaa (monthly)

	
	ABARE, Australian Wheat Supply and Exports Monthlya


a( Funded via the Industry Assistance Package for the three years to 30 June 2011.

Sources: ABARE (2009c, 2010b, 2010c); ABS (2010b).
Other public and private bodies involved in the collection and/or dissemination of information include Wheat Exports Australia (WEA), BRI Australia (formerly The Bread Research Institute of Australia), the port terminal operators (Viterra, Co‑operative Bulk Handling (CBH), GrainCorp and Australian Bulk Alliance (ABA)), the Australian Quarantine and Inspection Service (AQIS), the Australian Customs and Border Protection Service and various commercial information providers. BRI Australia recently published the 2008‑09 Australian Crop Quality Report (box 
7.3). The report, which is being piloted for the first time, provides information on the quality of wheat in eastern Australia.

	Box 7.
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Australian Crop Quality Report, BRI

	The 2008‑09 Australian Crop Quality Report is the first crop quality report published since the 2005‑06 harvest. The report is a pilot for a new version of a national crop quality report to independently benchmark the quality of Australian wheat produced on the east coast. The report is based on major grade samples for each port zone covering the eastern Australian wheat belt.

This report provides the opportunity to compare quality data between seasons and facilitates a measure of Australian wheat quality improvement. The report is designed to provide information for producers, grain handlers, exporters and buyers of Australian wheat. The 2008‑09 report was funded by the Grain Growers Association and the Grains Research and Development Corporation.

	Source: BRI (2009).

	

	


In 2010, Grain Growers Association (GGA) published a report prepared by Professor Gordon MacAulay of BRI Australia, What the World Wants from Australian Wheat: Update 2010. This report includes analysis of Australia’s domestic and export markets for wheat and end-use products. It is an update of a 2004 report, What the World Wants from Australian Wheat Growers. The 2010 update is a preliminary report to a more detailed study commissioned by GGA and funded by the Department of Agriculture, Fisheries and Forestry.

Overall, since deregulation of the bulk wheat export industry, considerably more market information is publicly available than was the case under the single desk. In particular, greater amounts of short-term (stocks) information is provided, and is done so in a more timely manner. 

Bulk handling companies

Viterra, CBH and GrainCorp are vertically integrated businesses that undertake port terminal services, storage, handling and marketing activities. ABA is the other major grain bulk handling company in Australia offering port terminal services, however ABA does not require an access undertaking agreement with the Australian Competition and Consumer Commission (ACCC) (chapter 5). Viterra, CBH, GrainCorp and ABA are all covered by the scope of the ABS’s Grain Handlers Stocks Survey.

By virtue of their operational responsibilities, the bulk handling companies collect and manage a variety of wheat market information and data. GIWA notes:

BHCs [bulk handling companies] control inventory movements, quality profiles, transportation and capacity at ports and have within their control information relating to logistics of stock into port. Under the current market structure, BHCs know who is transporting stock into port, what stock is coming into port, how much stock is in the port and when and how much stock is due to leave the port. (GIWA 2009a, p. 6)

Each of the bulk handling companies has access to the following wheat stocks information (in their respective facilities) (GIWA 2009b):

· the volume of wheat in its bulk handling and storage system, by grade and quality, for each receival site

· the volume of committed (sold) and warehoused (unsold) wheat

· the volume of carry-in stocks (new stock) and carry-out stocks (old stock).

Publicly available information

Select pieces of information collected by the three trading bulk handling companies, Viterra, CBH and GrainCorp (‘the bulk handling companies’) are freely available to the public — some of which is required to be released pursuant to the access undertakings that port terminal service providers have with the ACCC (chapter 5). 

Although the precise terms of the access undertakings differ for each of the three trading bulk handling companies, they have all committed to publishing on their websites information on stocks at port (updated monthly) including:

· total stocks of bulk wheat held at each port terminal

· total stocks of ‘other grains’ held at each port terminal.

This information is usually published within one or two days of months’ end. These data differ from the ABS stocks information because only wheat stored in the bulk handlers’ facilities at each port terminal is included. It does not capture stocks of wheat held in the bulk handlers’ ‘up-country’ storage and handling facilities (that is, at receival sites away from the port terminal). In addition, these data do not reveal the volume of committed and uncommitted wheat.

The access undertakings also require the bulk handling companies to publish:

· Details of any vessel booking applications for the export of grain (the shipping stem), updated each business day, including:

· vessel name

· volume of grain to be exported.

· A report on key service standards in respect of the provision of port terminal services for bulk wheat at each port terminal, including, for example:

· tonnage loaded each month

· number of vessels loaded each month

· average waiting time for a vessel to complete loading for each month

· number of vessels that failed survey (do not meet relevant AQIS and safety requirements) each month. 

Other publications provided by the bulk handlers on a voluntary basis include:

· CBH Harvest Reports

· CBH forecasts of total grain production in Western Australia

· Viterra ‘market recap’ reports.

The CBH Harvest reports include information on wheat receivals (approximate tonnes) to date by port zone (Geraldton, Kwinana East, Kwinana West, Metro Grain Centre, Albany and Esperance), and are produced on a weekly basis during harvest time. These reports do not provide information on the quality profile or ‘stack averages’ of wheat at receival sites. No comparable publication is currently produced by Viterra or GrainCorp. Viterra publishes a brief daily news bulletin via the ezigrain website, covering developments in international and Australian grain markets.

ABA provides shipping stem information via its website, alongside its Export Operation Guidelines for the Melbourne Port Terminal. These guidelines reflect ABA’s commitment to publishing the shipping stem information and updating it ‘regularly with both Intended and Nominated vessels as new information comes to hand’ (ABA 2008, p. 2). Unlike the other bulk handlers, ABA is not required to publish this information but has indicated to WEA that it will continue to do so until further notice (ABA, trans., p. 46).

Restricted information 

As a general rule, the majority of information held by the bulk handling companies on stock levels and wheat quality is not publicly available. However, each of the bulk handlers provide restricted access to some of this stocks and quality information, provided the access seeker owns wheat in the storage and handling system (that is, the individual is a grower or buyer using the bulk handler’s facilities). To facilitate this, each of the bulk handling companies operates a restricted website, namely:

· ezigrain (Viterra)

· LoadNet (CBH)

· GrainTransact (GrainCorp).

AWB, an accredited bulk wheat exporter, also provides wheat storage and handling services. Information on wheat held in AWB’s facilities is provided to growers and buyers of that wheat via the AWB GrainFlow website. The ABA website provides links to the information available via Viterra’s ezigrain website.
The National Growers Register (NGR) (box 
7.4) provides a mechanism for ‘matching’ growers and buyers that use these websites with the grain they own in the respective bulk handling systems.
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National Growers Register

	In 2002 ABB Grain (now Viterra) and GrainCorp led and funded the development of a National Growers Register (NGR). This system is designed to centralise grower information and facilitate more timely trading between growers, marketers and bulk handlers.

The NGR is a national registration system containing growers’ contact and payment details. It allows growers to deal with multiple grain handlers and marketers across Australia using a single delivery card. Although Western Australia is not part of the NGR, growers can use their Co-operative Bulk Handling delivery card number to link in with the NGR system and trade with the eastern states. In the past, many growers have been required to register with multiple grain marketers or bulk handlers, depending on who they sell to and where they deliver.

Grower contact and payment details recorded in the NGR database are provided to the marketer or trader purchasing grain, along with the delivery details on the receival ticket. Grower details are only released from the NGR to a marketer, trader, bulk handler or other registered organisation with which growers do business. 

	Source: NGR (2010).

	

	


The specific information made available to ‘account members’ via these websites varies. Broadly speaking, information is limited to:

· the volume and quality of particular loads of wheat in the system that are owned by that individual

· the ‘stack average’ quality of wheat at those sites where grain is owned.

Summary

Table 
7.3 provides an overview of the wheat market information that is currently provided by various information agencies across Australia.

Table 7.
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Information provision, by agency, 2010

	Agency
	Publication
	Timing
	Access

	ABS
	· Stocks of Grain Held by Bulk Handling
Companies and Grain Tradersa
	Monthly, 3 week lag
	Public

	
	· Wheat Use and Stocksa
	Monthly, 5 week lag
	Public

	
	· Agricultural Commodities, Australia 
	Annually
	Public

	
	· Principal Agricultural Commodities, Australia,
Preliminary
	Annually
	Public

	
	· Historical Selected Agriculture Commodities,
by State (1861 to present)
	Annually
	Public

	
	· International Trade in Goods and Services,
Australia
	Quarterly 
	Public

	ABARE
	· Australian Wheat Supply and Exports Monthlya
	Monthly, 6 week lag
	Public

	
	· Australian Crop Report
	Quarterly
	Public

	
	· Australian Grains Report (funded by the GRDC)
	Biannual
	Public

	
	· Australian Commodities
	Quarterly
	Public

	Bulk handling companies

	CBH
	· Shipping stem
	Daily
	Public

	
	· Stock at Port
	Monthly, no lag
	Public

	
	· Statement of performance indicators
	Quarterly
	Public

	
	· Forecasts of WA grain production
	Intermittent
	Public

	
	· Harvest Reports — wheat receivals by port zone
	Weekly (during harvest)
	Public

	
	· LoadNet website
	Ongoing
	Restricted

	Viterra
	· Shipping stem
	Daily
	Public

	
	· Aggregate stock on hand by port terminal
	Monthly, no lag
	Public

	
	· Statement of performance indicators
	Biannual
	Public

	
	· ezigrain website
	Ongoing
	Restricted

	
	· Market recap reports
	Daily
	Public

	GrainCorp
	· Shipping stem
	Daily
	Public

	
	· Monthly wheat stocks at port by port terminal
	Monthly, no lag
	Public

	
	· Available elevation capacity
	Monthly
	Public

	
	· Statement of performance indicators
	Biannual
	Public

	
	· GrainTransact website
	Ongoing
	Restricted

	ABA
	· Shipping stem
	Regularly
	Public

	
	· ezigrain website
	Ongoing
	Restricted


(Continued next page)

Table 
7.3
(continued)
	Agency
	Publication
	Timing
	Access

	Other
	
	
	

	WEA
	· Register of accredited exporters
	Ongoing
	Public

	
	· Growers Report 2008 (final) and the Report for Growers 2008‑09 Marketing Year
	Annually
	Public

	BRI
	· 2008‑09 Australian Crop Quality Report (east coast only)
	Pilot only
	Public

	GGA
	· What the World Wants from Australian Wheat: Update 2010
	Update on 2004 report
	Public

	PIRSA
	· Report on Crops and Pastures in SA
	Every 2nd month
	Public

	Department of Agriculture and Food (Western Australia)
	· Crop forecasting

· Emerging trends in end product uses and market changes
	Monthly

Ongoing
	Public

Public

	Austrade
	· Policies in importing countries
	Ongoing
	Public

	AQIS
	· Exports to date by destination
	Restricted (to WEA)

	
	· Exports by grain type, quality and port zone
	Restricted (to WEA)

	Commercial information providers
	· Various
	Ongoing
	Fee for service


a( Funded via the Industry Assistance Package for the three years to 30 June 2011.

Sources: ABA (2010a); ABARE (2009c, 2010b, 2010c); ABS (2010b); CBH (2010d); GIWA (2009a, 2009b); GrainCorp (2010a); Viterra (2010a); WEA (2009d, 2009e).

Information that is not generally directly made available to market participants includes:

· Wheat quality information:

· the ABS and ABARE provide no wheat quality information beyond the split between feed wheat and milling wheat at the national level 

· the bulk handlers provide information on the ‘stack average’ quality of wheat for those sites in which a buyer or grower owns grain, to that buyer or grower.

· The volume of committed and uncommitted wheat by state:

· the ABS does not provide information on the volume of wheat contracted for domestic use by state — in turn, it is not possible to deduce the total volume of committed and uncommitted wheat by state. The ABS has indicated that it is not possible to collect data on wheat contracted for domestic use by state, as wheat users often do not know the source of the wheat they have contracted to purchase.

The Commission understands that Vittera (formerly ABB) has, in the past, publicly provided wheat quality information by receival site, via its ezigrain website. Under this arrangement there was no requirement for information seekers to own any grain in the bulk handling and storage system. This information is no longer publicly available, although Viterra has said that its customers can request this information, provided they own in excess of 500 tonnes of grain at the receival site in question.

Various participants have claimed some of this ‘unavailable’ information is shared (either inadvertently or intentionally) with the trading arms of the bulk handling companies, giving rise to an information asymmetry. This issue is discussed later in the chapter. In the case of CBH, there are ring fencing arrangements in place that seek to limit such information flow (box 
7.5).

	Box 7.
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Ring fencing provisions — CBH 

	As part of the Australian Competition and Consumer Commission’s (ACCC’s) decision not to reject Co-operative Bulk Handling’s (CBH’s) notification for exclusive dealing conduct for Grain Express (Notification N93439) — chapters 5 and 6, the ACCC requested that CBH develop a framework to limit the potential for information obtained by CBH to be transferred to and used anti-competitively by CBH’s trading subsidiaries.

Following discussions between CBH and the ACCC over the precise terms of the ring fencing arrangements, the ACCC accepted an amended version of the CBH Ring Fencing Policy on 22 August 2008. Clause 4 of this policy provides for the management of confidential information between CBH Operations, CBH Senior Management and Grain Pool. In particular, clause 4.5 prohibits CBH from disclosing information to other entities, including its own related bodies corporate, their agents or employees.

	Sources: ACCC (2008a, 2008b).

	

	


For GrainCorp and Viterra, no regulatory restrictions apply — although these companies have indicated that internal policies and procedures to limit information sharing are in place.
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Assessing the costs and benefits of information provision

The objective of providing wheat market information is to facilitate the efficient and effective operation of the Australian wheat industry, while being cognisant of the costs involved. To determine the type and amount of wheat market information consistent with this objective, it is prudent to consider:

· how the overall efficiency and effectiveness of the Australian wheat industry will be enhanced or impeded by the provision of that information (efficiency impacts)

· whether any parties stand to benefit (or incur costs) as a result of that information being provided (distributional impacts). 

Having identified these costs and benefits, it is important to consider whether the Government should be involved in the provision of information services, or whether this responsibility should lie exclusively with the industry.

The following section sets out a theoretical framework for working through these issues. This framework is relevant for each of the industry good functions set out in box 
7.1, and is therefore drawn upon in subsequent analysis undertaken in chapters 8 and 9 of this report.

An economic framework

Identification of the ‘public good’ and ‘private good’ elements of any good or service is critical for understanding the costs and benefits of providing a particular industry good function. Characterising industry good functions in this way is the first step in assessing who should pay for the provision of industry good functions, and the case for government intervention in the provision of that good or service.

Public and private goods

The characteristics that define ‘pure’ public goods and ‘pure’ private goods are well defined. A pure public good is neither excludable nor rival. A definition of what constitutes a public good is provided in the Australian Government’s Cost Recovery Guidelines:

Public goods exist where provision for one person means the good or service is available to all people at no additional cost. Public goods are said to have two main economic characteristics: they are non-rivalrous (that is, consumption by one person will not diminish consumption by others); and they are non-excludable (that is, it is difficult to exclude anyone from benefiting from the good). Given that exclusion would be physically impossible or economically unfeasible, these goods are unlikely to be provided to a sufficient extent by the private market. (Commonwealth of Australia 2005, p. 23)

National defence is probably the most commonly cited example of a public good. The public good concept has been applied extensively in the environmental and agricultural sectors, for example, with respect to managing climate change issues. In simple terms, Gans et al (2001, p. 216) notes that ‘people cannot be prevented from using a public good, and one person’s enjoyment of a public good does not reduce another person’s enjoyment of it’.

Private goods do not exhibit strong public good characteristics and should be provided by the market, to the most efficient level. 

In practice, few goods and services can be classified into these discrete categories (IC 1995). McGinnis (1999, p. 77) notes that ‘[b]oth exclusion and jointness [rivalness] of consumption are characteristics that vary in degree rather than being all or none characteristics’. Groenewegen said:

Although it is relatively easy to define pure private goods [and] … pure public goods … In practice nearly all publicly provided goods have both public and private good characteristics. (Groenewegen 1979, p. 4)

Likewise, each of the industry good functions considered here are expected to incorporate a combination of public and private good characteristics. 

For this reason, it is more appropriate to consider the extent to which each of the industry good functions demonstrates characteristics of a public good and/or a private good, and accordingly, describe industry good functions in terms of where they sit along a ‘continuum’ between a pure public good and a pure private good. This can be used as a basis for identifying those industry good functions which might warrant some level of government intervention.

Basis for government intervention

Market failure might arise in relation to goods and services with public good characteristics. For example:

· Externalities in the consumption or production of a predominantly public good or service might arise because something has a value, but no price is attached to it, or the price does not reflect the full social value of the good or service. For example, external benefits might accrue to parties other than the producer, without adequate compensation being paid to that producer. This could mean that private production and consumption decisions lead to inefficient market outcomes. 

· The non-excludability characteristic can present an incentive for one or more individuals to be ‘free riders’. A free rider is a person that receives the benefit of a good but avoids paying for it. The free rider problem can mean that the private market does not provide the good or service to an efficient level. The provision of wheat stocks information by state is a relevant example (section 
7.4).

· In some cases it is more efficient and cost-effective to have a single provider of a predominantly public good (that is, a natural monopoly). However, this circumstance can confer market power on the monopolist and might mean that production or consumption of a good or service is restricted below the socially efficient level.

In sum, market failure implies that the level of consumption and/or production of that predominantly public good is not efficient. On this basis, some form of government intervention might be warranted. This intervention could involve direct government provision of a good or service, public (taxpayer) funding for provision of a good or service by another agency, and/or some form of regulatory or legislative intervention. 

Previous work by the Productivity Commission (and its predecessor organisation) (IC 1995; PC 2001a, 2007) has extensively considered the rationale for public funding support for specific functions. The 2001 report Cost Recovery by Government Agencies draws the following conclusion:

Taxpayer funding may be appropriate where:

· there are significant public good characteristics (that is, the products are non‑rivalrous and either non-excludable or, where exclusion is possible, can be provided at such low cost that exclusion is economically undesirable); or

· there are significant positive spillovers.

Some information products that do not meet these tests may nevertheless be funded from general taxation revenue, but only if the government explicitly decides that there are other significant policy reasons for doing so. Where these situations do not arise and information products benefit only particular consumers, there will usually be a case for charging for them. (PC 2001a, p. 24)

‘Spillover’ benefits (or costs) are benefits (or costs) that are not captured (incurred) by the provider of a good or service — the benefit (cost) ‘spills’ over to other groups that have not funded provision of that good or service. The presence of spillover benefits (or positive spillovers) prevent producers from fully appropriating the benefits of their investments.

It is important to distinguish between spillovers that accrue to industry participants only, and spillovers to other groups or individuals outside of the relevant industry. Specifically, ‘intra-industry spillovers’, refer to spillover benefits (or costs) that accrue to (or are borne by) companies within the same or related industry as the company providing the good or service. ‘Inter-industry spillovers’, on the other hand, refer to spillover benefits (or costs) that accrue to (or are borne by) companies in completely separate industries. Inter-industry spillovers do not include spillover benefits (or costs) to government, such as allowing government to discharge its functions more effectively, or to the wider community.
The case for any form or level of government intervention ultimately rests on the associated costs and benefits of that intervention. These costs include the direct costs of any public funding provided by the Government (if relevant), the costs of any regulatory or legislative measures that are adopted, any impact public provision has in crowding out private provision and other indirect costs (or ‘side-effects’):

These costs include the efficiency distortions of taxation required to finance the measures, the utilisation of resources on administration and compliance, and the consequences of poor choices when selecting projects to be funded. (PC 2007, p. XIX)

In general terms, evidence of significant spillover benefits to other industries or the wider community might justify a level of co-funding by those industries that receive the spillover benefits, or by the Government. In contrast, where spillover benefits are confined to the industry (intra-industry spillovers), the industry itself should appropriately pay for provision of that good or service. A levy type arrangement might facilitate this (section 
7.5)
.

It is unlikely that any government intervention in the provision of predominantly private goods and services will be justified. Markets work best for these types of goods, and should provide such goods to an efficient level. There might be merit in the industry delivering such services on some sort of collective basis to take advantage of economies of scale. However, this is a matter for the industry itself to consider.

These principles provide an economic framework for assessing industry good functions, which is summarised in box 
7.6.
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Framework for assessing industry good functions

	A pure public good is non-excludable (individuals cannot be excluded from benefiting from the good) and non-rivalrous (consumption by one person will not diminish consumption by others). Public good characteristics lead to free rider problems because if an entity pays for a public good, others might be able to access the good free of charge. This can lead to market failure, resulting in the under provision of the good, and justify some kind of intervention in the market.

Private goods do not exhibit strong public good characteristics and should be provided by the market without any intervention. In practice, industry good functions usually include a combination of public and private good characteristics.

There might be a net benefit from government intervening in the provision of industry good functions that exhibit strong public good characteristics. This will depend on the costs and benefits associated with such intervention. Where the spillover benefits are confined to the industry (intra-industry public goods), the industry itself should pay for provision of the good — for example, by using a compulsory industry levy (section 
7.4

 LINK Word.Document.8 "\\\\mel_1\\groups\\Wheat Export\\Final Report\\Ch 7\\Ch.7_250610_final.doc" OLE_LINK12 \a \t  \* MERGEFORMAT ).

Evidence of significant spillover benefits to other industries, the wider community and/or to the Government, might justify a level of co-funding by the industries that receive the spillover benefits or by the Government. However, the mere presence of these spillover benefits, does not, in itself, justify public support. Many investments that produce spillovers have sufficient private returns for companies to invest without that support.
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The case for provision of wheat market information

This section applies the economic framework set out in section 
7.3 to the provision of wheat market information. 

Participants’ views

Type and level of market information

Participants’ views on the costs and benefits of providing wheat market information varied considerably. 

A number of participants indicated that the current level of wheat market information is comprehensive, superior to other grains and agricultural commodities and represents a marked improvement on the level of information that has been available in the past. Viterra (sub. 23, p. 10) stated ‘wheat exporters now enjoy an unprecedented amount of timely information’. The Australian Grain Exporters Association (AGEA) supported this position and commented:

The Australian wheat grower today has more information and more services available than ever before. A large number of service providers covering market information news and advisory services have emerged and investment in this area is continuing. (sub. 28, p. 17)

CBH (sub. 39, p. 6) expressed a similar opinion, noting ‘it [CBH] and the wider industry already provides detailed information to aid decision-making on the farm and in the supply chain’. This is consistent with the conclusions of the GIWA Review (GIWA 2009b, p. 5) which found ‘the information needs identified by the participants are predominantly collected and largely publicly available’.

Other respondents considered that the market needs more information than what is currently provided in order to function efficiently. Inadequate stocks information was raised as an issue by several participants. The NSW Farmers Association commented:

The Association would prefer to see stocks on hand per port zone per week or month, and supply and demand figures. (sub. 49, pp. 14–15)

AWB (sub. 24) suggested that monthly stock information at the port zone level should be made available on a user pays basis for all commercially produced grains, oilseeds and pulses. The Department of Agriculture and Food (Western Australia) (sub. 34, p. 6) shared this view, noting ‘there appears to be a case for greater disclosure of market information’ and ‘post-harvest information should be provided on crop type and port zone’. 

The Victorian Farmers Federation (VFF) (sub. 40, p. 3) also strongly advocated better stock reporting, noting ‘WEA should carry out this important function so stock levels at least by state, are publicised in a more timely fashion’. The Stock Feed Manufacturers Council of Australia noted:

The Australian grain market is limited in the amount of accurate and timely information that is published relating to grain stocks and demand. … stocks information is critical to ensure the Australian market operates in a fair and transparent manner. (sub. 21, p. 1)

WEA commented:

Exporters have indicated that this information should be available at an up-country silo level with the data aggregated by grade and warehouse position (thus ensuring that the stocks of individual growers/owners are not identified). … WEA is broadly supportive of this view. (sub. 55, p. 33)

Requests for greater stocks information were predominantly driven by information access concerns. In particular, it was considered that some market participants have greater access to information on the volume and quality of stocks information than others, and that this information asymmetry gives rise to competition concerns — with associated consequences for efficiency.

AWB stated:

There is a significant ability for the current BHCs [bulk handling companies] to access information in a more timely, more detailed and accurate manner than other market participants, creating an asymmetry of information that can generate substantial commercial advantage if this information is transferred to the trading arms of the BHCs. (sub. 24, p. 20)

The Pastoralists and Graziers Association of Western Australia (PGA) took a similar view:

Presently there is no ability to obtain accurate information on the amount and type of stock held at upcountry grain receival facilities, and this may result in creating a significant commercial advantage if the information is transferred to the trading arms of the BHCs [bulk handling companies]. … Growers require aggregate information of upcountry stock levels to ensure that they have a fair and competitive position in the market place. (sub. 47, p. 11)

The NSW Farmers Association also alluded to the existence of an information asymmetry, and commented:

It is widely known within the industry that Australian grain bulk handling companies have information readily available to them relating to stocks on hand, which can be updated on a real-time or daily basis. (sub. 49, p. 14)

WEA considered the potential for bulk handlers to be ‘advantaged’ by the information at their disposal and commented:

Two bulk handlers indicated to WEA (one during a joint site visit with ACCC) that they did not want stocks data published, as it was considered to be proprietary and as such, is used for the benefit of their marketing arm. (sub. 55, p. 33)

Similarly, CBH indicated that the ring fencing provisions that apply to their business are designed to eliminate any disadvantage that information sharing might imply for their competitors, and noted ‘that is done to give our customers comfort that their own information won’t be misused against them’ (trans., p. 125).

GIWA (2009b, p. 6) found that ‘the sections of industry that did not have comprehensive data were the growers and smaller traders’, as ‘[larger traders] used their [own] data sources to calculate the information that they were seeking’, inferring that the impacts of any information asymmetry are most severe for individual growers and small traders.

The three bulk handlers contest that these concerns have merit. They have claimed that information on wheat stocks and quality information is not shared with their marketing arms, rendering the information asymmetry argument redundant. One of the bulk handlers described internal processes and practices that are in place to limit information flows. CBH stressed that the ring fencing arrangements are working effectively, and noted:

The policies and procedures are in place to stop the transmission of marketer information across to Grain Pool. … They’re designed to prevent Grain Pool obtaining information which would be market sensitive, and they’re audited on a yearly basis. The results of that audit are provided to the ACCC. So we feel that there’s very strong controls on that. (trans., p. 125)

Concerns about access to detailed stocks information are addressed later in this section. 

Arrangements for provision of market information

Industry views on the role for government in information provision were firmly divided. Some participants considered that ongoing government involvement is essential to support the provision of rigorous and comprehensive information. The PGA (sub. 47, p. 11) commented ‘Government agencies should be given power through amending the Act to compel provision of information’. GIWA proposed that an industry organisation be established — Grains Australia (chapter 9) — and tasked with provision of ‘pre competitive market information on crop production, stocks and exports on a timely basis for all grains’ (sub. DR78, p. 1).

The VFF also supported ongoing government funding, and proposed that the WEA or an independent grower industry body such as Grain Producers Australia (box 
7.7), should be able to take on a role in information provision (sub. 40; sub. DR65). The NSW Farmers Association suggested ‘the Government might consider the development of an online information site that would provide all the necessary information a farmer might require in order to market their grain’ (sub. 49, p. 15).

In contrast, many participants are of the view that information provision should be managed and funded by the industry itself, either via an industry levy or on a fee‑for‑service basis. Under this model participants envisaged that the ABS and ABARE would have responsibility for providing core long-term agricultural information only, consistent with the information currently provided for other grains and commodities. 
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Grain Producers Australia

	In 2009, the Grains Council of Australia (GCA) initiated a consultation process with industry to canvass the views of industry participants on the development of a national grower body to succeed GCA. As part of this process, GCA commissioned Alan Umbers to set out an operational and funding plan for national grower representation, and appointed an independent steering committee to develop a working model based on this plan.

In early 2010, the steering committee released a plan for industry consideration — Grain Producers Australia (GPA). Under the proposed model, GPA would operate as a national peak body representing broadacre grain, pulse and oilseed producers — it is not intended to serve as a whole-of-industry structure. Grower membership of GPA — a not for profit company limited by guarantee — would be voluntary. Members would directly elect the board of GPA and participate in polls on issues affecting the industry.

GPA expects to fulfil the current functions of the GCA with respect to oversight of the GRDC, consultation on industry levies and provision of industry views on the Wheat Export Charge. It is proposed by those developing the model, that GPA would be funded by growers through direct voluntary membership subscriptions, calculated using a percentage of the value of production at the first point of sale. The levy amount would initially be determined by the GPA Board, and be subsequently subject to annual review by members. The establishment of GPA would require cash and in kind support from the industry.

Industry support for the GPA concept is not universal, and it is too early to predict whether the proposed model will be successful. The NSW Farmers Association and the Western Australian Farmers Federation do not support GPA, and have proposed an alternative model — National Grains Australia.

	Source: GPA (2010).

	

	


GrainCorp considered that ‘private enterprise should be left to meet the information or market intelligence needs of the industry, not Government’ (sub. 43, p. 32). Similarly, the AGEA noted that ‘collection of this information was only funded by the Government for a period of time and that this may need to move to a fee for service basis in the future’ (sub. 28, p. 18).

GGA agreed and stated that ‘industry is expected to fund this [information] in time in any case’(sub. 41, p. 19). Furthermore, GGA considered that ‘an industry levy is an appropriate way for growers to pay for some of the industry [information] services but that there is also the opportunity for the levy to provide for a wider range of services’ (sub. DR86, p. 4).

Some participants emphasised the importance of the entire industry paying for information provision under an industry-funded model. This supports the conclusion reached by GIWA that ‘it is the view of industry that the cost of market information should be borne by the whole industry and not confined to growers or those exporting wheat’(sub. 38, p. 4).

Similarly, the GRDC (sub. DR69, p. 4) considered that ‘the beneficiaries should pay for the information and the key beneficiaries are the traders and marketers, although the entire industry will benefit to a degree’. The GRDC did not support using grower levy contributions to fund this information and proposed that ‘Government consider a user-pays subscription model underwritten by Government funding’. 

Previous experiences with levy arrangements suggest that levies are typically ‘passed through’ the supply chain by market participants, and ultimately paid for by the primary producer (grower). In this sense, the administrative arrangements for incidence of an industry levy do not necessarily determine which individual or group actually incurs the cost of a levy. As the final incidence will be with growers — wherever the levy is imposed — the Commission considers that the most cost‑effective option administratively, is to levy growers only.

Long-term wheat market information

The ABS and ABARE receive government funding to produce a basic set of information for various Australian grains and agricultural commodities — ‘core, long-term agricultural information’. By way of example, this typically includes information on forecast and actual production levels, farm numbers and size, and agricultural exports by destination. Core, long-term agricultural information does not include stocks information. 

This arrangement is well established in Australia, and reflects the Government’s view that provision of this information is of net benefit. With the exception of information on wheat used, the long-term wheat market information currently provided by the ABS and ABARE (table 
7.1), is consistent with the concept of core, long-term agricultural information. 

The Commission considers that the primary benefits of long-term wheat market information are two-fold:

· Wheat industry (intra-industry) benefits: supports industry planning and guides the investment, production and purchase decisions of growers, traders, and transport and storage operators. In this sense, provision of a basic set of long‑term wheat market information facilitates the efficient operation of the wheat industry over time.

· Public benefits: useful for governments in the development of public policy, the achievement of relevant social and equity objectives and as part of broader economic management responsibilities. For example, the Government might be interested in tracking industry structural change, such as consolidation of wheat farming businesses.

In addition, there are benefits to other industries outside the wheat industry (inter‑industry spillover benefits) that use this information for investment and planning purposes.

The costs incurred by the ABS and ABARE in collecting and producing this information are expected to be modest and outweighed by these benefits. However, the benefits to the wheat industry alone (intra-industry benefits) are unlikely to be sufficient to support a socially optimal level of provision by the private market. It is in this context that government support for provision of core, long-term information by the ABS and ABARE is appropriate.

This view is consistent with the Government’s current funding arrangements for provision of core, long-term market information across the economy, and underpins the public support provided to the ABS and ABARE for the provision of that information. 
Finding 7.
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The ABS and ABARE should continue to provide core, long-term wheat market information, in line with what is currently provided by these agencies for other Australian grains and agricultural commodities. Government funding for this purpose is appropriate.

Stocks information

Stocks information is primarily of use in the ‘short-term’ and falls outside the scope of core, long-term wheat market information. Stocks information is particularly important for facilitating ‘day-to-day’ market operation and trading activity. However, stocks information can vary significantly in terms of:

· the extent to which the information is disaggregated

· the type and level of relevant detail provided at that disaggregation

· the frequency and timeliness of its provision. 

For example, wheat stocks can be disaggregated at the national, state, port zone, receival site or silo level. The cost and administrative complexity of information provision increases with the extent of disaggregation.

At each disaggregation, additional information about those stock volumes could also be provided, for example, on the quality or ‘status’ of stocks. Quality information can be as simple as a split between milling and feed wheat, or as detailed as the quality receival standards of individual wheat stacks at each receival site. Status information can imply identification of committed and uncommitted stocks only, or be more specific about wheat sales (for example, committed for export, committed for domestic use).

Precisely how these parameters are set will determine the particular uses of stocks information. For the purposes of our analysis, stocks information can be usefully characterised in terms of three ‘tiers’, where the extent of disaggregation increases as we move from tier 1 to tier 3:

· ‘Tier 1’ information is stocks information in its most aggregated form, namely national wheat stocks information. This information is most useful for international market participants and supports the competitiveness of the Australian wheat market in the global context. 

· ‘Tier 2’ information disaggregates the tier 1 information further, to wheat stocks by state. Tier 2 information is useful for facilitating the operation of the Australian export and domestic wheat markets, and the interactions between those markets.

· ‘Tier 3’ information captures all subsequent disaggregations of stocks information. For example, stocks information by port zone or receival site. This information predominantly influences the supply and demand decisions of particular economic agents within the wheat market.

To determine the optimal level of stocks information provision, it is prudent to establish whether there is a net benefit of providing each tier of information. As each tier is simply a disaggregation of the prior tier, the assessment of the costs and benefits of providing an additional tier of information is restricted to the marginal costs and benefits of that disaggregation only.

If a net benefit from provision of a particular tier of information is identified, it is necessary to determine whether this net benefit is preserved when the information is disaggregated further, or whether this tier is in fact the ‘optimal’ level of stocks information provision.

Costs and benefits of stocks information

This section consider the costs and benefits — in efficiency terms — of providing each tier of stocks information, and the case for government intervention to support provision of that information.

Tier 1

As set out in chapter 2, the Australian wheat industry is heavily export oriented. Maintaining Australia’s viability and competitiveness as a wheat exporter in the global market is critical for the overall performance of the Australian wheat industry.

The publication of national wheat stocks information (tier 1) is a basic prerequisite for any competitive wheat exporting region. International customers will consider many variables ahead of deciding where to purchase wheat, including, for example, stocks in each region, freight costs, trade restrictions and reputation. Wheat stocks information is a critical driver of customer and trader purchasing decisions. This information provides two important signals, namely: 

· a volume signal — is there a sufficient volume of wheat available to meet the customer’s demands?

· a price signal — total wheat availability is a critical driver of wheat prices.

If customers and traders do not have access to information on Australian wheat stocks, they cannot verify whether the Australian market holds sufficient volumes of wheat to meet their demands, or consider what this implies for prices in that region. Withholding this information from the market therefore risks deterring international customers and traders from buying wheat from Australia. This, in turn, has significant consequences for the success of the Australian wheat export market. Indeed, this information is made readily available by competing wheat exporting regions (appendix C).

The Australian Government might also benefit from provision of this information. Governments can use national stocks information for the purpose of meeting food security objectives. In this sense, stocks information can be valuable because of the signal it conveys about domestic wheat supply and any impending shortage (box 
7.8). 

On balance, the Commission believes that tier 1 (national) stocks information is critical for the success of Australia’s wheat export industry, and considers that the total benefits of providing this information justify the associated costs. Furthermore, the significant majority of these benefits accrue to the wheat industry specifically — the benefits for government are small by comparison. It is appropriate then, for the industry to pay for the cost of providing national stocks information, if it wants it made available. Taxpayer funding for this purpose would not be efficient.

The following section considers the costs and benefits of further disaggregating stocks information to the state level.
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United States grains shortages — 1972 and 1975 

	In 1972, the United States sold an extremely large and unexpected volume of wheat and corn to the Soviet Union. This led to a material increase in domestic food prices and depleted reserve stocks. 

At that time, there was no mechanism for the US Government or market participants to obtain accurate information on export volumes until exports were actually shipped. In fact, in 1971 President Nixon had removed a requirement that exporters obtain a license for large grain trade deals, and had eliminated an earlier standing policy that a minimum of 50 per cent of the grain be shipped on American vessels. In addition, US knowledge about what the Soviet Union was buying and the size of Russian crops was inadequate.

In the aftermath of this event, it was determined that timely stocks reporting was necessary to ensure the Government and domestic wheat market participants were made aware of any looming domestic wheat shortage. Accordingly, in 1973 the United States Congress mandated an export sales reporting requirement. Companies had to report to the Government sales of more than 100 000 tonnes of grain within 24 hours of making them. In 1974 this procedure was tightened further, and companies were required to obtain prior approval of sales over 50 000 tonnes in a single day, or over 100 000 tonnes a week.

However, shortly afterwards, in March 1975, the prior approval requirements were abandoned by the US Department of Agriculture (USDA). In July of 1975, the United States once again found itself with inadequate domestic grain supplies, and rising food prices, due to significant grain purchases from the Soviet Union. Many considered that this ‘seemed like a painful re-enactment of 1972’. 

Today, the USDA Export Sales Reporting Program monitors US agricultural exports on a daily and weekly basis. Reporting under the Export Sales Reporting Program is mandatory. Exporters are required to report sales over 100 000 tonnes within 24 hours. The USDA and the United States Wheat Associates produce weekly reports that draw on this information. It is noted that ‘the program also serves as an early alert on the possible effects of foreign sales on US supplies and prices’. 

	Sources: FAS (2010b, 2010c); Morgan (1979).

	

	


Tier 2

Stocks information by state is primarily useful for individuals and/or groups within the Australian wheat industry. For this reason, tier 2 information can be regarded as more relevant to the operation of the Australian export and domestic wheat markets, rather than to the performance and competitiveness of the Australian wheat industry in the global market.

Domestic wheat users, such as flour-millers, stock feed manufacturers and livestock operations purchase wheat from growers and traders in line with their requirements. Competition for Australian wheat from international customers might have consequences for domestically available wheat supplies and, in turn, for the ability of domestic users to secure sufficient supplies of wheat.

In years of below-average wheat production, for example, the total stock of wheat available for purchase will decline. If domestic users are unaware of the tight supply conditions, potentially significant commercial risks arise for domestic wheat users and the operation of the domestic wheat market more broadly (box 
7.8). The value of stocks information by state to wheat users is demonstrated by the intermittent, user-funded ABS collection of stocks information over the period 2002–08.

Tier 1 information would not be as effective in helping domestic users manage supply risks, as interstate trade in wheat might not be a cost-effective option due to freight costs. Provision of stocks information is particularly important in the eastern states. In that region domestic users account for a large portion of total wheat sales, wheat supply has been sporadic and below-average in recent years due to drought, and the cost of bringing wheat across from the west coast is significant.

Stocks information by state also benefits the operation of the wheat export market. In the absence of any information on stocks by state, marketers are effectively forced to trade conservatively. Where the decisions and behaviours of wheat marketers are overly restricted, there will be associated impacts for the efficiency with which trading decisions are taken.

In light of the benefits to domestic users and wheat exporters, and the anticipated low marginal cost of producing tier 2 stocks information, the Commission considers there is a net benefit from providing stocks information by state. However, as set out in the following section, it will ultimately be up to the industry to determine whether they see sufficient benefit from provision of stocks information by state to warrant paying for it.

Arrangements for provision of stocks information by state

The primary benefits of providing stocks information by state accrue to the wheat industry (domestic and export market participants), and can therefore be regarded as intra-industry spillover benefits. Accordingly, the Commission does not consider that there is a strong case for publicly funding the provision of this information.

The Australian Government does derive some value from the provision of stocks information by state. In particular, stocks information might be used by the Government to monitor food supply conditions and manage food security issues. Accordingly, this information allows the Government to discharge its responsibilities and functions efficiently.

Despite this, stocks information by state does not generate the same quantum of spillover benefits (to other industries, government, or to the wider community) that core, long-term wheat market information does. For that reason, it would be inappropriate to draw on taxpayer funding to pay for provision of stocks information by state.

The government funding provided to the ABS and ABARE (via the Industry Assistance Package) for additional data collections and publications will cease on 30 June 2011. The Commission does not consider that further government funding should be provided. 

The Commission recognises that there were specific policy reasons for funding this information during the transition to deregulation (for example, to establish the collection of data when the industry was not yet in a position to do this). However, market circumstances have now changed and deregulation is well established, eroding any case for ongoing government support.
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The cessation of government funding provided to the ABS and ABARE for additional wheat data collections and publications on 30 June 2011 is appropriate.

Notwithstanding this, the Commission recognises that provision of stocks information by state is largely non-excludable, and that this could lead to a free rider problem. Government intervention to facilitate the administration of a compulsory payment mechanism for funding stocks information might address this. However, it is important to consider the associated costs and benefits of such intervention. To assist the industry in assessing the merits of pursuing this approach, the Commission has set out a framework for provision of non-excludable goods and services that represent significant value to the industry (section 
7.5)
.

Tier 3

Wheat stocks information can potentially be disaggregated beyond the state level to either a ‘port zone’, receival site or even silo level (tier 3 stocks information). 

A number of industry participants considered that the bulk handling companies have superior access to tier 3 information — and that this information is shared with the trading arms of these businesses — giving rise to competition concerns. One approach to managing any real or perceived information asymmetry within the bulk wheat export market is to provide all market participants with a greater level of tier 3 stocks information. Indeed, this option has been advocated by many respondents to this inquiry. 

The Commission recognises that there might be efficiency benefits associated with providing additional tier 3 information to the wider market. For example, if traders had information on the particular quality characteristics of wheat at each receival site, they might be better positioned to ‘match’ the requirements of international and domestic wheat customers with the available supplies of wheat. This, in turn, might lead to more efficient marketing decisions.

Unequal access to information on the volume and quality of wheat at the receival site level might also provide certain arbitrage opportunities for ‘informed’ traders. In turn, this could give rise to commercial benefits for these traders at the expense of their competitors. Although this circumstance represents a redistribution or transfer of wealth within the industry — rather than a loss of efficiency for the broader market — if it were to become significant, this circumstance could squeeze competitors out of certain markets and lead to wider competition issues. Furthermore, as demand for wheat products becomes more specific, this issue — and any related commercial disadvantage this poses for ‘uninformed’ traders — might be exacerbated.

The AGEA provided an example of how unequal access to tier 3 stocks information can inhibit the trading behaviour of some marketers: 

This was highlighted recently by a tender offered by an overseas government buyer which requested in terms that grain be offered with test weight of 80. Data provided by CBH on average stack quality showed that … the average of the two grades suitable for this tender was less than 79. As such, the risk for exporters to offer basis 80 was too great and thus, a number did not compete. Grain Pool had the confidence to bid for the tender basis test weight of 80. (sub. 35, p. 2)

Despite the wealth of commentary and concern conveyed to the Commission on this issue, the Commission is not convinced that unequal access to this information is imposing sufficiently large efficiency costs on the Australian wheat industry to justify imposing a mandatory information disclosure requirement on the bulk handling companies. In particular, the Commission is mindful of the costs of such a requirement — including managing confidentiality requirements, resolving issues related to ownership of information and protecting the commercial rights and interests of wheat growers and traders. 

Under mandatory information provision arrangements, the bulk handling companies would have limited discretion over the type of information disclosed, or the manner in which it is made public. However, the complexity and uncertainty associated with quantifying the full costs and benefits of stocks information provision makes it extremely difficult to precisely identify the ‘efficient’ level of stocks information disclosure by the bulk handlers. This combination of circumstances risks introducing mandatory information disclosure arrangements that impose more costs than benefits — this, in turn, could impose costs on market participants in all parts of the supply chain.

The increase in the number of exporters since deregulation suggests that new entrants consider there to be reasonable commercial opportunities for marketers, despite any information asymmetry between the trading arms of the bulk handling companies and other traders. 

Notwithstanding this, the inquiry has heard examples of particular bulk handling companies disclosing some detailed stocks information on a voluntary basis. Specifically, industry participants appear to highly value the weekly Harvest Reports produced by CBH during the harvest period (section 
7.2). 

The Commission considers that such information enhances the effective operation of the wheat market, and the Commission strongly encourages each of the bulk handling companies to voluntarily disclose greater levels of disaggregated stocks information. A voluntary approach to information disclosure provides the bulk handlers with significant flexibility to manage the costs of stocks information provision. 

The Commission expects that provision of stocks information will be a cost‑effective exercise for the bulk handlers in most circumstances, provided information is not disaggregated to such an extent that management of information ownership and confidentiality issues becomes necessary. In addition, given that detailed stocks information is already collected and maintained by the bulk handling companies for operational reasons, the Commission does not anticipate that these companies will incur any significant additional administrative costs with sharing this information more broadly.

Indeed, the Commission has received evidence that shows more detailed stocks information is made available to particular market participants upon request — it is suggested that whatever stocks information can be provided by the bulk handling companies, is made available to the industry as a whole as a matter of course.

Finally, the Commission understands that some of the bulk handling companies have — in the past — made more wheat quality information publicly available than they do currently. As described earlier in the chapter, prior to the ABB and Ausbulk merger, Viterra (then ABB) provided wheat quality information by receival site via its ezigrain website. It is not clear why this information was removed from the public domain. This information is still provided on request — conditional on the customer owning grain in excess of 500 tonnes at that site. Viterra has indicated that it is currently reviewing its information policies, and hopes to provide wheat quality information to its customers more efficiently in the future. 

The Commission considers that, at a minimum:

· the level of stocks information — including quality information — available to market participants in previous years be re-instated

· any stocks information that can be — and is currently — provided by the bulk handlers on request, be made available to the industry as a whole as a matter of course

· an equivalent level of stocks information be provided by the three trading bulk handling companies. 

To progress this, the Commission encourages growers, traders and industry bodies to pressure the bulk handling companies to disclose this information. Table 
7.4 summarises the Commission’s view of the key costs and benefits of providing each tier of stocks information.

Finally, the Commission notes that it is not necessarily inappropriate for the bulk handling companies to be operating with some level of competitive ‘advantage’ as a consequence of any information asymmetry. The bulk handling companies follow a business model that facilitates the achievement of certain synergies and efficiencies between their marketing arms and their operational arms. Sharing information might be necessary in order for the bulk handling companies to capitalise on these efficiencies, and therefore obtain a ‘return’ on their investment in the supply chain.

Indeed, international grain handling companies have adopted a similar business model and are able to benefit from information sharing — and other operational efficiencies — accordingly. A number of these international bulk handling companies operate in Australia. However, the Commission has not heard any evidence of adverse competition impacts arising from the ‘information asymmetry advantage’ these companies have.

Table 7.
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The case for public provision of stocks information

	Stocks information
	Expected costs and benefits
	Recommendation

	Tier 1
	· Facilitates Australia’s competitiveness as a wheat exporter

· Supports achievement of the Government’s food security objectives

· Marginal administrative costs (using existing systems)
	· Tier 1 information is of net benefit to the industry

	Tier 2
	· Provides volume and price signals to domestic wheat users — facilitates efficient purchasing decisions and avoids domestic price volatility

· Informs trading decisions of exporters and coordinates the efficient marketing of export wheat

· Marginal administrative costs (using existing systems)
	· Tier 2 information is also of net benefit to the industry

· Industry should pay for this information

· Government intervention is warranted to facilitate compulsory industry contributions 

	Tier 3
	· Allows traders to better ‘match’ wheat with customer requirements

· Removes any advantage ‘informed’ traders have in trading decisions

· Administrative costs are potentially significant and include resolving issues of:
- ownership of information
- confidentiality requirements
- the commercial rights and interests of 
  information owners
- managing and coordinating information
  disclosure


	· The costs of requiring the bulk handling companies to provide a particular level of tier 3 information are potentially significant — it is unlikely that mandatory provision of this information would represent a net benefit to the industry

· However, greater disclosure of this information is expected to improve the operation of the wheat market

· Voluntarily disclosure of more tier 3 stocks information is strongly encouraged. There is scope for traders and growers to pressure the bulk handlers to voluntarily disclose this information


Notwithstanding this rationale, many participants considered that the bulk handling companies are not entitled to such a generous return on their investment in the supply chain because these companies did not pay ‘commercial prices’ for these assets to begin with. Other respondents argued that the bulk handling companies only have access to this information because of the storage services they provide, not because they have paid for — or earned — the benefits of the associated stocks information. These concerns should provide industry with further impetus to persuade the bulk handling companies to do more to improve information distribution.

Stocks information in other regions

GGA was one of several participants to refer to the information services provided in the United States and Canadian wheat markets, and propose that similar types and levels of information be provided in Australia:

The USDA [United States Department of Agriculture] is the standard, with a range of reports at varying timeframes starting from daily. (sub. 41, p. 19)

The Commission recognises that the level of long-term and short-term wheat market information — including stocks information — provided in the United States and Canada is considerably more sophisticated and timely than the information provided in Australia (appendix C). 

For example, the US Department of Agriculture produces a weekly Export Sales Report that provides information on total known outstanding sales and accumulated exports of all classes of wheat, forecasts of future wheat exports and statistics on wheat committed for export (USDA 2010). This report is released with a one week lag. In addition, during the harvest period the US Wheat Associates publish a weekly summary of commercial sales (USW 2010a).

However, participants also acknowledged that the arrangements in the United States and Canada are not particularly realistic in the Australian context. The Wheat Quality Objectives Group pointed out:

The funding of US Wheat Associates needs to be clearly understood. The major financer … is the US government. Through the USDA the government has funded 73% of the US Wheat Associates annual budget [of] US$15.4 million for the last few years. (sub. 27, p. 4)

Similarly, the Wheat Classification Council (WCC) commented:

It should be recognised that the wheat associates have an extremely large budget and so are involved in a wider and more extensive suite of activities than any of the grain peak bodies in Australia. It is considered that whilst Australia would not need anything of this order of magnitude the principles of the model are good. (sub. 32, p. 12)

The Commission agrees with this view, and considers that despite the wealth of publicly available and timely information provided in these regions, it is important to be mindful of the different market environments. In particular, the arrangements for information provision in the United States and Canada are characterised by:

· domestic policies and government priorities that guarantee significant public support for the wheat industry 

· high levels of government involvement.

7.
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Provision of industry goods and services

The economic and institutional framework set out in this section is not specific to the provision of stocks information by state, or indeed to the provision of market information. The Commission expects that the principles set out in this framework can and should guide the industry’s approach to provision of any industry good function that:

· produces significant intra-industry (private) benefits

· does not justify taxpayer funding support

· is characterised by particular public good characteristics (for example, the free rider problem) that compromise the provision of that good or service by the private market.

Ahead of describing the Commission’s proposed framework for facilitating provision of such industry good functions, it is important to identify and consider the key steps that must be taken by the industry as part of this process.

Achieving industry provision of ‘industry good’ functions

To facilitate provision of industry good functions, it is necessary for the wheat industry to:

· reach agreement on the type and level of goods and services to be provided

· implement funding arrangements to support provision of those goods and services

· contract out the provision of those goods and services.

Industry consensus

The Australian wheat industry, as the primary beneficiary of a particular industry good function, must come to a view on precisely what type and amount of goods and services the industry is willing to pay for, and the preferred service provider. In the Commission’s view, a nominated industry-led body (or bodies) would be well placed to canvass the views of industry participants and come to such decisions on behalf of the industry.

As set out in chapter 9, the Commission recognises that various industry groups are currently considering establishing a range of industry bodies. It is not appropriate for the Commission to prescribe which body (or bodies) should assume responsibility for representing the views of industry with regard to the provision of industry good functions — this decision is best taken by the industry, in cooperation with government. However, it is important that any body charged with reaching industry agreement is industry-funded, and capable of accurately assessing and representing the views of industry participants.

Funding arrangements

Raising funds from industry participants for the purpose of providing industry good functions involves careful consideration of the public good characteristics of those goods and services. Although the primary beneficiary of an industry good function might be the wheat industry, the public good characteristics of that good or service, and the non-excludability characteristic in particular, could frustrate provision by the private market.

Where such a free rider problem exists, industry participants do not face a strong incentive to contribute to the cost of providing industry good functions. It is theoretically possible to alleviate the free rider problem via arrangements that restrict access to particular goods and services, for example, by creating property rights. However, the regulatory and administrative costs associated with introducing such arrangements could be significant. If this is the case, a compulsory payment mechanism (for example, a compulsory industry levy) might be required to successfully fund the provision of industry goods and services.

Compulsory levy arrangements may only be imposed on industry participants if they are enshrined in relevant legislation. Industry-led bodies do not have the necessary powers to administer any form of compulsory levy. It is in this context that the case for some form of non-funding government involvement to support the provision of industry good functions becomes relevant. Specifically, the only options for facilitating a compulsory contribution from wheat industry participants to fund industry good functions are via:

· an existing, compulsory levy arrangement

· introduction of a new compulsory levy mechanism, legislated by government.

The choice between drawing on a new or existing compulsory levy mechanism to fund industry good functions will ultimately depend on the feasibility and cost‑effectiveness of each option (box 
7.9).

	Box 7.
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Administrator of compulsory levy mechanism

	In determining which agency should take on responsibility for administration of a compulsory levy mechanism to fund provision of any industry good function(s), the industry and government will need to consider the feasibility of:

· using an existing mechanism, including whether the legislation allows levy revenue to be used for the intended purpose, and if not, whether the legislation could be changed

· legislating a new compulsory levy mechanism, including whether an existing industry body could administer this, or whether a new body would be required.

Having established the feasibility (or not) of these options, it would then be up to industry and government to assess their cost-effectiveness.

	

	


Provision of the good or service

In circumstances where one or more organisation (new or existing), could feasibly provide an industry good function, it will be necessary for the industry to determine which organisation (or organisations) to engage. To facilitate this, it may be desirable for the body charged with representing the views of industry participants regarding provision of industry good functions, to also have responsibility for choosing the relevant service provider. This decision could be determined by a poll of industry participants, or at the discretion of the nominated industry body, possibly guided by certain industry-agreed criteria, principles or objectives.

Institutional and economic framework

The Commission proposes that the following framework (table 
7.5) be applied by the wheat industry to facilitate the provision of industry good functions. In setting up the required institutional arrangements, the wheat industry should be guided by the relevant economic principles.

As set out earlier, the Commission considers that it is for government and industry to determine which body should assume responsibility for representing the views of industry participants with regard to provision of industry good functions. The Commission anticipates that one body could potentially fulfil this role for multiple industry good functions. This body would then be tasked with nominating the ‘levy administrator’ and ‘service provider’. The preferred service provider will depend on the particular good or service in question, and the level of competition amongst potential service providers. The levy administrator (and the associated compulsory levy collection framework) might also vary, and will be determined by the feasibility and cost-effectiveness of relying on any existing levy collection framework, as compared to establishing new arrangements.

Table 7.
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Institutional and economic framework

	Institutional arrangements
	Economic principles

	Industry body

	Reach industry consensus

	· Decide, on behalf of industry, what goods and services (industry good functions) the industry is willing to pay for.
	The nominated industry body should be industry-funded.

	Devise funding arrangements

	· Determine whether the free rider issue can be managed cost-effectively, or a compulsory payment mechanism (such as a levy) is required.

· Advise the Government or relevant Minister on the preferred amount of the compulsory levy (box 
7.10).

· Advise the Government or relevant Minister on the preferred levy collection framework (new or existing) to be relied upon, and the preferred levy administrator (box 
7.10).
	If it is not practical or cost-effective to administer a user-pays system, a compulsory levy mechanism should be used.

The levy should be:

· consistent with the ‘beneficiary pays’ principle

· levied on growers (as opposed to further up the supply chain). This is the simplest and most cost-effective option, given the incidence of any levy will ultimately sit with growers

· set as a percentage of the farm gate value of production

· proportional to the cost of service provision

· subject to annual review by the nominated industry body.

The choice of preferred levy collection framework should be based on the feasibility and cost-effectiveness of alternate options — subject to meeting the above criteria — and made in consultation with the Government.

	Select the service provider

	
	The choice of service provider should be transparent and based on pre-determined selection criteria, set out by the nominated industry body (and endorsed by the industry).

	Levy administrator

	· Collect compulsory levy amount from industry participants (as provided for in legislation).
	

	Service provider

	· Provide the goods and services commissioned by the nominated industry body (and funded via the compulsory levy).
	


	Box 7.
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Levy development and administration — the role of the Australian Government

	Under the existing arrangements for imposition of primary industry levies in Australia, an industry body must identify the need to amend or establish a levy to respond to a problem or opportunity requiring collective industry funding. To this end, the industry body must consult with the Department of Agriculture, Fisheries and Forestry (DAFF), and make use of the Levy Principles and Guidelines, to prepare a case for a levy to be considered by industry members. 

If a majority of industry participants support the levy proposal, the industry body submits the proposal to the relevant minister or the parliamentary secretary for consideration. DAFF assesses the proposal against the Levy Principles and Guidelines and provides advice to the minister or parliamentary secretary. Some proposed levy amendments cannot proceed without the approval of the Prime Minister and the Treasurer. If the levy proposal is approved, the Australian Government drafts the legislation to implement the levy.

In some circumstances, the Australian Government may initiate the introduction or change of a levy in the public interest. 

The Levies Revenue Service (LRS) is part of DAFF. The LRS administers, collects and disburses levies on a cost-recovery basis. At present, the LRS collects approximately 60 different levies and charges from more than 9 000 levy payers.

	Sources: DAFF (2009a, 2010).

	

	


Applying the framework to market information

Drawing on the framework described in table 
7.5, this section sets out the Commission’s view on the most efficient approach to industry provision of wheat market information.

Scope of market information to be provided

The Commission anticipates that the industry will see value in the provision of regular and timely information on wheat stocks by state, and notes that the costs involved with providing this information are expected to be modest. The Commission considers that the two wheat stocks publications currently produced by the ABS provide a good example of the level and type of stocks information that the industry should commission from the preferred service provider, if it chooses to fund this information. The Commission understands that the cost of the ABS producing these publications is about $1 million per year. 

There are likely to be significant economies of scale associated with the collection, management and dissemination of this information. For this reason, if the industry sees value in having this information made available, it would be wise to pursue provision of this information on a collective basis.

More disaggregated stocks information (tier 3 information) might generate marginal efficiencies for the operation of the Australian wheat market in specific circumstances, but is more consistent with localised, commercial benefits for particular industry participants. The precise merits of providing tier 3 information should therefore be considered on a case-by-case basis by the relevant parties, recognising that there will be cases where competition between the holders of information and the information seekers will be a barrier to some information being provided.

Some participants have expressed concerns about the timing and frequency of the information currently provided by the ABS and ABARE. The VFF commented:

Despite a massive increase in funding, by the time information is published by the Australia Bureau of Statistics (ABS) it is already six weeks old. This provides no transparency for the industry and does not assist growers to make effective marketing decisions. (sub. 40, p. 3)

The PGA (sub. 47, p. 11) put forward a similar view, noting ‘the required information from ABS and ABARE is useful; however by the time it reaches the grower is often out of date’. These views reinforce the findings of the GIWA review. GIWA (sub. 38, p. 3) concludes ‘the time delay in publishing ABS information renders it largely ineffectual for making commercial decisions’.

The Commission recognises that the market would prefer to access stocks information in a more timely manner. However, given the logistics associated with conducting the surveys that support the ABS’s publications, it is not clear that the ABS or any other information provider could produce this information more quickly without incurring significant expense, or reducing the reliability, scope and coverage of the surveys. The Commission also notes that the majority of market participants have strongly advocated that the ABS stocks information be continued beyond 30 June 2011 — suggesting that the industry does value this information despite the lags involved. In any case, concerns about timeliness are likely to be more relevant to stocks information that dictates very short-term trading decisions (such as tier 3 information), as compared to stocks information by state. 

In summary, although the Commission considers that provision of regular and timely information on stocks by state (tier 2 information) is essential to support an efficient wheat market, the Commission recommends that the industry pay for provision of this information, and considers that the stocks publications currently produced by the ABS are a good example of what these information outputs might look like. Notwithstanding this, it will be up to the industry — via the nominated industry body — to reach an agreement with the preferred information provider on the precise content, timing and cost of any stocks information it commissions.

Funding arrangements

The Commission does not anticipate that provision of stocks information by state will impose a material cost on the industry — particularly if the industry elects to commission a similar type and level of stocks information to what is currently provided by the ABS.

It is highly unlikely that a user-pays system for establishing access to this information would be a cost-effective option. The administrative and regulatory costs associated with developing such arrangements would not be trivial, and would likely serve to undermine the case for providing stocks information at all. 

Similarly, the relatively modest cost of producing stocks information by state is unlikely to justify the development of a new, compulsory levy mechanism. The Commission considers that if the industry wants to see stocks information produced, an existing compulsory levy contribution framework is the most efficient and practical mechanism for funding the provision of this information.

The Commission notes that under the current arrangements, wheat growers are required to pay a production levy to the GRDC, and wheat exporters are required to pay the Wheat Export Charge (WEC) to the Department of Agriculture, Fisheries and Forestry’s Levies Revenue Service (chapter 4). In both cases, these levies are compulsory and are supported by appropriate legislative instruments (the Primary Industries Levies and Charges Collection Act 1991 (Cwlth), the Primary Industries (Customs) Charges Act 1999 (Cwlth), the National Residue Survey (Excise) Levy Act 1998 (Cwlth), and associated legislation) (DAFF 2010). 

As set out in chapter 4, the Commission recommends that WEA be abolished in 2011. Under this scenario, the legislation that supports WEA — and imposes the compulsory WEC on exporters — would cease to be effective. The industry could decide to continue collecting the WEC on a voluntary basis, and use this revenue to fund stocks information. However, as described earlier, the free rider issue is expected to undermine private provision of stocks information. In addition, the WEC is only levied on wheat exporters — this is not consistent with the beneficiary pays principle, given the value of stocks information to the domestic wheat market. Given stocks information by state benefits both domestic and export wheat market participants, it is important that the entire industry meets the cost of providing this information.

The Commission considers that grower levy contributions to the GRDC provide an appropriate revenue source for funding the provision of stocks information by state, on behalf of the industry. As levies — wherever imposed — would ultimately fall on growers, a grower levy effectively ensures that the entire wheat industry pays for this information, and would remove the costs and challenges associated with legislating and administering any new, compulsory levy mechanism.

The Commission understands that the GRDC is able to use revenue from industry contributions for this purpose (box 
7.11). Indeed, the GRDC currently provides funding to both the ABS and ABARE for the purpose of producing grains information. However, the GRDC is an Australian Government statutory corporation and it would be appropriate to seek the views of the Australian Government on this issue.

Recommendation 7.

 SEQ Recommendation \* ARABIC 1
The Commission sees value in the provision of stocks information by state to support the effective operation of the domestic and export wheat markets. However, if the industry wants this information, it should pay for it. The most efficient approach to funding this information would be via an existing compulsory industry levy. Specifically, the GRDC levy collection framework appears to be the most practical and cost-effective option for funding stocks information by state.

The Commission is aware that the ABS will continue to produce wheat stocks, use and forward commitment information up to, and including, the September 2011 reference period (using the funding provided via the Industry Assistance Package). On this basis, a compulsory levy arrangement should commence from 1 October 2011, if the industry decides to pursue this approach.

	Box 7.
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GRDC levy

	The Grains Research and Development Corporation (GRDC) is a statutory corporation established in 1990 under the Primary Industries and Energy Research and Development Act 1989 (Cwlth) (the PIERD Act).

GRDC is funded by growers’ contributions (the GRDC levy) and a sliding scale of ‘matching’ contributions paid by the Australian Government. The GRDC levy is collected on 25 crops produced in Australia, including wheat, and is currently set at 0.99 per cent of the farm gate value of grain. The Government typically contributes about 30 to 40 per cent of total levies collected — this contribution is capped at 0.5 per cent of the gross value of Australian grains production.

Section 33 of the PIERD Act specifies that GRDC’s money may only be spent on funding research and development activities identified in the Annual Operational Plan (AOP), or for payment or discharge of various expenses and liabilities incurred by the GRDC in its operations. The AOP sets out the GRDC’s annual budget, resources and research priorities, including forecast levy revenue. The AOP must be approved by the relevant minster, and the GRDC must consult with the ‘representative organisation’ in preparing or varying the AOP — the Grains Council of Australia currently fulfils this role.

The 2009‑10 AOP sets out four ‘output groups’ of research and development investment activity — Practices, Varieties, New Products and Community and Capacity Building — with various ‘planned outputs’ associated with each of these groups. The nature of these planned outputs are quite varied, suggesting the GRDC has some discretion as to how it allocates revenue against its objectives. The Commission expects that using levy revenue to fund provision of stocks information by state would be consistent with the objectives set out in the GRDC’s AOP, and therefore allowable under the PIERD Act. 

	Sources: GRDC (2009a, 2009c, 2010a).

	

	


Service provider

Provision of regular and timely information on wheat stocks by state could be undertaken by:

· the ABS

· the bulk handling companies

· an existing industry body, such as the GRDC, GGA, BRI, GCA

· a new industry body — chapter 9

· a commercial information provider.

The Commission considers that the ABS is well placed to provide this information. This view is based on the fact that the ABS:

· is independent

· has the necessary powers to compel provision of information from grain handlers (box 
7.12)

· is bound by appropriate confidentiality requirements (box 
7.12)

· provides comprehensive stocks information, by virtue of the coverage of the Grain Handlers Stocks Survey

· has well established systems, resources and processes for collection and provision of this information, and has considerable experience and expertise in this area.

	Box 7.

 SEQ Box \* ARABIC 12
The ABS legislative framework

	The Australian Bureau of Statistics Act 1975 (Cwlth) establishes the Australian Bureau of Statistics (ABS) as an independent statutory authority, defines the functions of the ABS, establishes the office of the Australian Statistician and describes the terms under which the Australian Statistician can be appointed to, and removed from, office. The ABS Act also provides for the appointment of the staff of the ABS and establishes the Australian Statistics Advisory Council.

The Census and Statistics Act 1905 (Cwlth) provides the Australian Statistician with the authority to conduct statistical collections, including the Census of Population and Housing, and, when necessary, to direct a person to provide statistical information. The Census and Statistics Act requires the ABS to publish and disseminate compilations and analyses of statistical information and to maintain the confidentiality of information collected under the Act.

	Source: ABS (2010a).

	

	


It is unlikely that any alternative information provider could offer these same benefits. Accordingly, using other providers would pose risks for the completeness, accuracy, independence and rigour of any information provided. The costs of establishing the necessary personnel, resources and technical capabilities might also be significant. In addition, there are likely to be challenges and delays associated with developing the required legislative and administrative arrangements, for example, assigning the information agency with powers to direct a person to provide statistical information.

Finding 7.

 SEQ Finding \* ARABIC 3
The ABS is well placed to continue providing stocks information by state.

A summary of the Commission’s view on the way forward for wheat market information provision is provided in box 
7.13.

	Box 7.
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The way forward

	· The funding provided to the ABS and ABARE as part of the Industry Assistance Package will cease on 30 June 2011. No further government funding should be provided. 

· Government funding should continue to support the provision by the ABS and ABARE of core, long-term wheat market information. 

· The Commission considers that provision of regular and timely information on stocks by state is essential to support an efficient wheat market, but believes that the cost of producing this information should be met by the industry. A compulsory payment mechanism, such as an industry levy, should be used. Funding through an organisation such as the GRDC would appear to be an efficient option, given it already has a levy collection mechanism in place. This is consistent with the GRDC’s current funding agreements with the ABS for the collection of barley stocks information,a and with ABARE for the Australian Grains Series.

· The industry must decide, via a nominated industry body, whether it is willing to pay for the provision of stocks information by state, and if so, which agency it wishes to commission stocks information from. The Commission considers that there is value to the industry in having access to stocks information, and that the information currently produced by the ABS provides a good example of what the industry should request. The cost to the ABS of producing these publications is expected to be about $1 million annually. The ABS is well placed to continue to produce stocks information by state. 

· No changes should be made to any other aspect of the current arrangements for public information provision — it is open to industry to work out alternative arrangements to the existing private provision of information.

	a The Commission understands that this arrangement is temporary only, and due to expire on 30 June 2011.

	

	























�	ABARE has indicated that although GRDC funds the Australian Grains Series reports, the survey on which these reports is (partly) based is jointly funded by Meat and Livestock Australia, GRDC and the Australian Government.


�	The Grain Handlers Stocks Survey produces the data used in the two ABS stocks publications.
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