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Other industry good functions

	Key points

	· ‘Industry good’ functions can be defined as services to the industry 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 varying degrees of each.

· Arrangements for provision of two industry good functions have already been dealt with — market information was covered in chapter 7 and wheat classification in chapter 8. Research and development is the subject of a separate Productivity Commission inquiry and is not dealt with in this report.

· The Australian Government provides for trade advocacy activities (via DFAT and Austrade), in consultation with industry. Trade advocacy has a strong public good element, and gives rise to significant spillover benefits to other export industries (inter-industry spillovers) and the broader community. Taxpayer funding for trade advocacy activities is appropriate. Trade advocacy must be provided, in part, by the Australian Government as it is not possible for private industry to do so (for example, sign trade agreements with foreign governments).

· The Commission considers that arrangements for the provision of other industry good functions that are predominantly private in nature, such as technical market support, crop shaping, regulatory and policy advocacy, industry strategic planning, wheat promotion and wheat branding, are matters for the industry to determine.

· An industry-led body has been proposed by several respondents to this inquiry, and there is evidence that groups within the industry are already working toward forming such bodies. An industry-led body is the ‘norm’ in various other Australian grains and agricultural industries.

· In chapter 7, the Commission set out a framework for the provision of industry good functions that are predominantly private goods and produce significant intra-industry benefits, but are associated with a free rider problem. This framework is used to identify various potential responsibilities for a nominated industry body (or bodies), funded by industry participants.

· To establish an industry-led body, decisions regarding the nature of private funding, governance and the scope of responsibilities (all grains or wheat only) will need to be dealt with.

	

	


A challenge facing the Australian wheat industry since the transition from the single desk arrangements has been the future provision of various ‘industry good’ functions (WEA 2009d). Chapters 7 and 8 of this report have considered the effectiveness of the current arrangements for information provision, wheat varietal classification and wheat receival standards, and how these functions should be carried out in the future. 

The focus in this chapter is the provision of the remaining industry good functions, excluding research and development (which is the subject of a separate Productivity Commission inquiry). Specifically, a description of the role and importance of these industry good functions is provided (section 
9.1

 LINK Word.Document.8 "\\\\mel_1\\groups\\Wheat Export\\Final Report\\Ch 9\\Chap 9 25Jun10.doc" OLE_LINK17 \a \t ), followed by a review of the arrangements for provision of these services under the single desk wheat marketing arrangements (section 
9.2).

Section 
9.3

 LINK Word.Document.8 "\\\\mel_1\\groups\\Wheat Export\\Final Report\\Ch 9\\Chap 9 25Jun10.doc" OLE_LINK16 \a \t  describes how these industry good functions are currently provided in the deregulated market place, and includes an assessment of the appropriateness of the Australian Government having a role in the provision of these services. Issues associated with the institutional and governance arrangements for development of any industry-led body that could undertake particular industry good functions are discussed in section 
9.4.
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‘Other’ industry good functions

The ‘other’
 industry good functions to be considered in this chapter are set out in table 
9.1.

The importance of industry good functions

Each of the services listed in table 
9.1 is important for either particular groups of export wheat market participants, or for the bulk wheat export industry more broadly. For example:

· Industry planning is a mechanism for coordinating the activities of all industry sectors to ensure the long-term viability, productivity and sustainability of the industry. Planning is important for dealing with challenges that require a ‘whole‑of‑industry’ response, such as environmental and infrastructure issues.

Table 9.

 SEQ Table \* ARABIC 1
‘Other’ industry good functions 

	Industry good function
	Description

	Industry strategic planning
	The development of coordinated and strategic business plans for the wheat export industry.

	Crop shaping activities
	The provision of market signals through grade systems, information sharing and incentives to encourage the production of grades and wheat quality parameters that meet customer demands.

	Technical market support
	Technical services and training provided by exporters to end‑users to assist with the better use of Australian wheat. 

	Wheat promotion
	Representations and activities to international markets and customers to promote the value and benefits of Australian wheat.

	Wheat branding

	Activities aimed at developing a reputation and market for particular Australian wheat products. Branding seeks to differentiate Australian wheat according to the particular nature and quality of various products. Branding might involve measures or mechanisms to manage the quality of wheat exports.

	Policy and regulatory advocacy
	Input into development of national and international policy and regulatory arrangements.

	Trade advocacy
	Actions and representations of the Australian Government, with the support and advice of industry, to international markets and foreign governments. 


Sources: ACG (2008c); IEG (2008); WEA (2009d).

· Crop shaping activities provide for the transfer of market signals through the supply chain to breeders and growers. This is important for ensuring that the Australian market is producing the type, volume and quality of wheat that is required by customers and end-users. Technical market support is similar in that it facilitates and secures relationships with customers, thus maintaining sales of wheat.

· Wheat promotion is targeted at highlighting the key advantages of Australian wheat against overseas competitors, and is designed to open up new markets, attract new customers and increase sales of Australian wheat. Establishing and maintaining a ‘brand’ can also be an effective marketing tool, particularly if customers identify with Australian wheat through the branding process. Wheat branding can also provide opportunities for promoting and protecting the quality reputation of Australian wheat products.

· The performance of the Australian bulk wheat export industry is directly dependent on market access and world trading conditions. Trade advocacy is aimed at increasing sales of Australian wheat through improving international trading conditions and market access opportunities. Advocacy might also be required to initiate or influence policy and regulatory developments, for example, with respect to port access or export licensing requirements.

Terminology

Feedback received as part of this inquiry suggests:

· individual industry participants have differing views on:

· the appropriate definition of the terms ‘industry good’ function, ‘public good’ and ‘private good’

· the extent to which each industry good function demonstrates public good and/or private good characteristics

· the terminology is often applied loosely 

· different terms are used interchangeably, for example, ‘commercial service’ and ‘private good’ or ‘legitimate industry good function’ and ‘public good’.

AgFarm noted:

Industry good functions are essential for the smooth operation of a market. No one participant in the market is incentivised to undertake the functions because there is no direct payback to the individual for providing the function, in fact competitors may gain the benefit of the function being undertaken without having contributed to the cost of the function. (sub. 44, p. 7)

The Wheat Quality Objectives Group (WQOG) suggested that some industry good functions, like crop shaping and technical market support, are commercial issues to be conducted by individual marketers. Others, like industry strategic planning, are the responsibility of the wheat industry itself (WQOG, sub. 27). The Grain Growers Association (GGA) noted that ‘[t]he definition of industry good implies non exclusive goods and services and that there are spillover costs or benefits that apply to a wider group than an individual company or group’ (sub. 41, p. 31).

AWB Limited (AWB) noted:

AWB believes that ‘industry good’ functions are those services that should be undertaken by either government authorities or industry representative bodies to ensure information or services are provided in an independent manner for the benefit of all industry participants. These services should create long term benefits by neutralising the impact of issues that would destroy value for the industry in the long term if they were permitted to be undertaken through commercial channels. (sub. 24, p. 24)

As part of its 2008 review the Industry Expert Group (IEG) considered:

The definition of what constitutes an industry development function, also known as an industry good function or service, has been debated across the Australian wheat industry. For example, many believe services provided by AWB (International) Ltd (AWBI) in managing the single desk, such as branding and wheat promotion, are legitimate industry development functions. However, others consider that these services provided by AWBI are purely commercial activities carried out to maintain strong customer relationships and support the penetration of its product in a market. (IEG 2008, p. 9)

The Commission’s view is that the term ‘industry good’ function refers to a service or activity undertaken to support trade and industry development and that affects, at least, a significant subset of the entire industry. It does not imply that the service or activity has a significant public good element, or that the function should attract government funding. Industry good functions can exhibit public good characteristics, private good characteristics, or varying degrees of both (chapter 7). For this reason, it is more appropriate to distinguish between predominantly public goods and predominantly private goods. This process is ultimately a matter of judgment. 
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Industry good functions under the single desk

Prior to the privatisation of the Australian Wheat Board in 1999, the single desk incorporated many statutory functions, such as setting wheat breeding direction, registration of new varieties, wheat classification, setting receival standards, and testing and certifying quality specifications of wheat for export. As a statutory body, the Australian Wheat Board was answerable to Parliament in relation to its performance of these regulatory functions (EWC 2008b, p. 19). 

Role of AWB

Following privatisation, responsibility for managing and delivering most of these services fell to AWB, as the single desk manager. However, there was no statutory obligation imposed on AWB to invest in industry good functions or to report to, or consult, industry in relation to the provision of industry good functions.

For the three years to 2005‑06, AWB spent an average of close to $10.5 million per year on the provision of industry good functions (table 
9.2). Funding for industry good services was derived from the pool management fees charged by AWB, so only those growers who delivered to the national pool contributed financially (despite many benefits flowing to the entire industry) (EWC 2008b, p. 20).

Table 9.
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AWB expenditure on industry good functions (average of 3 years to 2005‑06)

	Industry good function
	Average annual expenditure

	
	$000

	Industry strategic planning and execution
	2 925

	Wheat receival standards
	47

	Wheat classification panel
	452

	Crop shaping
	31

	Australian wheat crop report
	1 493

	Technical market support
	-

	Promotion of Australian wheat
	1 678

	Policy and regulatory activity
	730

	Research and development
	3 163

	Totala
	10 488


a Totals might not add as a result of rounding.
Source: ACG (2008c).

Provision of industry good functions

AWB was not the sole provider of industry good functions under the single desk wheat marketing arrangements — other agencies involved in the delivery of these services included the Grains Research and Development Corporation (GRDC), the Australian Government and industry bodies.

Industry strategic planning

The wheat industry did not have any one ‘industrywide’ strategic plan under the single desk arrangements. However, in 2004 AWB developed and implemented its Shaping the Future plan for the wheat export industry. The five key planks of this strategy were:
· enhancing international sales and marketing

· improving crop shaping

· optimising supply chain operations

· strengthening trade advocacy

· improving grower communications.

The Grains Council of Australia (GCA) had a role in whole-of-industry planning under the single desk, and the Australian Grain Exporters Association (AGEA) provided representation for its export members (IEG 2008). The GRDC, through its funding of Single Vision Grains Australia (SVGA), also supported industry planning activities over the period 2005–07 (box 
9.1).

	Box 9.
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Single Vision Grains Australia

	In 2003, the Grains Council of Australia invited the industry to contribute to the development of a strategy for the grains industry for the period 2005 to 2025. Input was received from across the industry, including the Grains Research and Development Corporation (GRDC), the Grains Council of Australia, AWB, ABB Grain (now Viterra), GrainCorp, and Co-operative Bulk Handling/Grain Pool. Consultation was undertaken with over 700 growers and industry groups, and workshops and interviews were held with centres of foundation research, input suppliers to growers, grain marketers and handlers, primary and secondary manufacturers, and food and feed users. This culminated in the development of the Australian Grains Industry Strategy.

This strategy was published as a report in March 2004, Towards a Single Vision for the Australian Grains Industry. This report sets out some of the major challenges facing the grains industry, including: infrastructure, biotechnology and genetically modified crops, communications, and biofuels. This report covered the 25 leviablea crops within the GRDC’s research portfolio responsibilities, and highlighted the directions that the grains industry could take over the following 20 years. 

At this time it was widely recognised that the industry was fragmented and coordination between many segments of the supply chain was poor. In addition, issues such as rising input costs, new competitors and service duplication were considered to be putting pressure on the industry and eroding grower returns. In this context, industry decided it was essential to achieve new efficiencies and reduce costs across the industry.

Accordingly, Single Vision Grains Australia (SVGA) was established on 1 July 2005 as an independent organisation. The purpose of SVGA was to lead and unite the Australian grains industry on critical industry challenges such as infrastructure, biotechnology and communications, as identified in the Australian Grains Industry Strategy.

It was envisaged that SVGA would be industry funded in the long term. The GRDC agreed to provide a total of $2 million seed funding for SVGA for an initial two-year period, with the industry to take on responsibility for funding from 1 July 2007. However, this transition was not successful and SVGA ceased operation on 30 June 2007. The GRDC has indicated that a lack of cooperation among industry participants, coupled with a division caused by the proposed deregulated marketing arrangements, contributed to the demise of SVGA.

	a Leviable crops are: wheat, barley, oats, sorghum, maize, triticale, millets/panicums, cereal rye, canary seed, lupins, field peas, chickpeas, faba beans, vetch, peanuts, mung beans, navy beans, pigeon peas, cowpeas, lentils, canola, sunflower, soybean, safflower and linseed (GRDC 2010a).
Sources: ABC (2007); GRDC (2004, 2010b).

	

	


Crop shaping activities

Under the single desk, various customers and traders undertook crop shaping activities to provide incentives for the production of wheat of certain grades or quality parameters, in line with customer demands (IEG 2008). However, AWB was undoubtedly the predominant provider of crop shaping services in Australia by virtue of being the monopoly exporter of Australian wheat.

AWB’s Golden Rewards and Premium Choice Varieties programs provided direct financial incentives to growers for producing wheat of certain grades and qualities. In particular, the pricing structures of these programs rewarded growers for delivering wheat with higher quality parameters. Other activities undertaken by AWB to influence the shape of the Australia wheat crop included:

· managing the wheat classification system

· providing market signals to the breeding industry through publications, scientific meetings and direct communication — the AWB Australian Crop Report set out comprehensive information on the quality characteristics of Australian wheat varieties

· segregation, binning and blending strategies, including ‘customising’ wheat shipments to meet the particular requirements of markets and customers (ACG 2008c).

Technical market support

AWB was responsible for the large majority of technical market support activities undertaken prior to deregulation. AWB provided technical training to both individual customers and groups of customers, including:

· assistance as to how to assess the quality of different wheat grades and flours

· training on the suitability and advantages of different Australian wheat grades for particular end products

· promotion of the advantages of Australian wheat compared to that offered by other suppliers

· information about how to process Australian wheat to meet customers’ product requirements (ACG 2008c; IEG 2008).

Other companies also provided these services for wheat exports to their own customers (IEG 2008). 

Wheat promotion and wheat branding

Historically, AWB was the primary provider of wheat promotion activities that sought to enhance Australia’s reputation in international wheat markets. The hosting of ‘Grain Industry Orientation’ tours for overseas customers, industry groups and government officials was the cornerstone of AWB’s wheat promotion campaign. 

AWB also sought to develop a ‘brand’ for Australian wheat and to use this brand as a marketing tool. For example, AWB would brand groups of wheat varieties as distinct products to highlight the quality characteristics and subsequent functionality for different end uses. AWB was successful in establishing brands such as ‘AWB Prime Hard’ in the international wheat market, despite holding no intellectual property rights over the use of generic terms such as ‘Australian Prime Hard’ in branding (IEG 2008).

Advocacy

The Australian Government, through the Department of Foreign Affairs and Trade (DFAT), was the chief agency responsible for negotiating improved international trading conditions and better market access for Australian bulk wheat exports under the single desk. This arrangement has not changed since deregulation. Similarly, the Australian Trade Commission (Austrade) — the Australian Government’s trade and investment development agency — played a role in assisting industry to create and maintain new trading relationships with international customers, and continues to do so today.

AWB fulfilled an important advocacy role under the single desk through its involvement in industry meetings and forums, its contribution to policy and regulatory processes, and the provision of commentary and advice to the Government on issues that impacted the industry. Examples included AWB’s participation in the Australian Quarantine Inspection Services Grain Industry Consultative Council, the DFAT Technical Working Group on multilateral trade reform, and the International Grain Trade Coalition (ACG 2008c).

Representative industry associations, private companies and individuals also engaged in trade, policy and regulatory advocacy under the single desk wheat marketing arrangements. The GCA was particularly active in regulatory and policy advocacy during this period (box 
9.2).

	Box 9.
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Grains Council of Australia

	The Grains Council of Australia (GCA) is the national peak industry body for grain growers around Australia.

The GCA was established in 1930 as the Australian Wheat Growers Federation. Its successor — the Grains Council of Australia Incorporated — was established in 1979. In 2006, the structure of the Grains Council of Australia Incorporated was changed from an incorporated association to a company limited by guarantee (Grains Council of Australia Limited).

The GCA is funded via member contributions, where membership is voluntary and subject to approval by the GCA Board. An organisation, association or similar body may apply to become a member of the GCA if ‘it fulfils objects similar to those of the GCA in its sphere of activities’. Membership subscription fees are payable by all full or associate members of the GCA, where specific fee amounts are determined by the GCA Board. 

Existing full members include AgForce Queensland, Victorian Farmers Federation, South Australian Farmers Federation and the Council of Grain Grower Organisationsa. The Tasmania Farmers and Graziers Association is the only associate member of the GCA.

The GCA’ s mission is ‘to represent and promote Australia's grain industry, the policies of the GCA and the interests of Australia's grain industry nationally and internationally’. The GCA describes one of its key goals as ‘to develop policy from the guidance and direction of its members and to lodge formal submissions to the Federal Government’.

The Commission understands that — due to financial difficulties, and a fall in membership contributions from state based grower bodies in particular — the GCA is set to wind up its operations on 30 June 2010. A successor organisation — Grain Producers Australia (box 7.7) — has been proposed by industry groups and would seek to adopt many of the functions of the GCA. National Grains Australia, an alternative model for a national peak grower organisation, is also being developed. NSW Farmers Association and the Western Australian Farmers Federation signed a Memorandum of Understanding in April 2010 to initiate the establishment of National Grains Australia.

	a The Council of Grain Grower Organisations (COGGO) — a public company focused on plant breeding and crop improvement activities — was formed in 1997 at the initiative of a group of Western Australian grain growers. COGGO currently has 12 industry members including the Pastoralists and Graziers Association of Western Australia and The Western Australian Farmers Federation.

Sources: GCA (2010); GPA (2010); The Western Australian Farmers Federation (2010).

	

	


Table 
9.3 sets out a summary of the various agencies involved in the provision of industry good functions prior to the introduction of deregulated market arrangements.

Table 9.

 SEQ Table \* ARABIC 3
Provision of industry good functions under the single desk

	Industry good function
	Agencies involved

	Industry strategic planning 
	AWB, GRDC (SVGA), GCA, AGEA

	Wheat promotion and branding
	AWB

	Technical market support
	AWB

	Crop shaping activities
	AWB, international customers and traders

	Advocacy (policy, regulatory, trade)
	AWB, GCA, DFAT, Austrade, industry participants


Sources: ACG (2008c); IEG (2008).
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Industry good functions since deregulation

The introduction of deregulated marketing arrangements meant AWB no longer had any incentive or responsibility to provide industry good functions. 

Under the new marketing arrangements, AWB is only one of a number of companies marketing Australian wheat — continuing to fund services that benefit the wider industry would only serve to disadvantage AWB compared with other businesses in the market. This was recognised by AWB ahead of the introduction of deregulation: 

It will not be commercially feasible for AWB to continue to provide industry good services in an environment where the ability to export and market Australian wheat internationally is held by a number of different organisations. (AWB 2008, p. 11)

The Australian Government established the wheat IEG in February 2008 to consider how industry good functions should be provided once the deregulated market arrangements commenced. The conclusions of the IEG are set out later in this chapter.

Provision of industry good functions

To assist in the shift to deregulation the Australian Government provided a transitional Industry Assistance Package (box 
9.3). Some of this funding was directed toward the provision of industry good functions. In particular, the Industry Assistance Package facilitated the establishment of the Wheat Export Technical Market Support Grants Program, and the delivery of a series of information seminars to educate growers about marketing.

	Box 9.
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Industry Assistance Package

	The Australian Government has so far committed $8.3 million of funding over three years to assist with the transition to the new wheat export marketing arrangements. The assistance package includes funding for:

· the Australian Competition and Consumer Commission to administer the access undertakings (chapter 5)

· the Australian Bureau of Statistics and the Australian Bureau of Agricultural and Resource Economics to disseminate market information (chapter 7)

· Grain Trade Australia to formulate a code of conduct for the industry (chapter 8)

· the Department of Agriculture, Fisheries and Forestry to hold information sessions on the new marketing arrangements for growers

· grants to assist new or small wheat exporters in providing technical market support to their customers.

Australian Government assistance for the transition to new wheat export marketing arrangements

Transitional initiative
Agency
Expenditure 
2008‑09 to 2010‑11



$000

Code of Conduct
GTA
69

Grain port access
ACCC
1 483

Information seminars
DAFF
523

Market information
ABS
3 380

Market information
ABARE
450

Wheat Export Technical Market Support Grants Programa
DAFF
536

Wheat Exports Australiab
WEA
1 107

Administration and legal costsc
DAFF
800

Total

8 348

a In addition to this funding, the Australian Government, through the Department of Infrastructure, Transport, Regional Development and Local Government, has also provided funding to the New South Wales Grain Freight Review and the Western Australian Grain Freight Network Review (chapter 6). Up to $3 million was provided for each review (Albanese and Burke 2008; Ferguson and Thiel 2007). b Higher exports and hence higher revenue from the Wheat Export Charge has meant that WEA has not required the level of funding anticipated. Requirements for 2010‑11 are yet to be determined. c Incurred during implementation to 30 June 2008.

	Source: Department of Agriculture, Fisheries and Forestry.

	

	


The Wheat Export Technical Market Support Grants Program provides funding to assist wheat exporters in providing technical market support to their customers. Successful applicants are able to access up to $60 000 on a matching dollar‑for‑dollar basis. The objective is to target new and small-scale companies and/or individuals to deliver innovative export ideas which lead to profitable client relationships over the long term.

Table 9.4 identifies the various individuals and public and private agencies currently providing industry good services for the bulk wheat export market.

Table 9.4
Provision of industry good functions since deregulation

	Industry good function
	Service provider

	Industry strategic planning
	· Industry associations (various)

· Individual exporters

	Crop shaping activities
	· Individual exporters

· Individual domestic traders

· Exporters and domestic traders draw on the GTA wheat receival standards in undertaking crop shaping activities

· Commercial providers (for example, GGA)

	Technical market support
	· Individual exporters

· Commercial providers (consultants)

· DAFF via funding (2008–11) for the Wheat Export Technical Market Support Grants Program

	Wheat promotion
	· Industry associations (various)

· Individual exporters

· GCA and GRDCa (funded the BRI Crop Quality Report)

	Wheat branding
	· Individual exporters

· GCA and GRDC (funded the BRI Crop Quality Report)

	Regulatory and policy advocacy
	· Various industry associations and interest groups, including the AGEA, GTA, GCA and the GGA

	Trade advocacy
	· DFAT (Australian Government)

· Austrade (Australian Government)

· Industry associations and interest groups

· Individual exporters


a( The GRDC also supports the provision of information services (for example, the BRI Crop Quality Report, and the ABARE Australian grains report — chapter 7) and wheat classification activities (via the funding it has provided to the Wheat Classification Council for 2 years — chapter 8). GRDC is partly funded by grower levy contributions (box 7.11).

Source: WEA (2009d).
Industry Expert Group

As noted earlier, the IEG was formed to determine how industry good functions should be delivered under the proposed new export marketing arrangements. The IEG’s recommendations are summarised in table 9.5.

Table 9.5
Industry Expert Group recommendations

	Industry good function
	IEG recommendation

	Industry strategic planning
	· Organisations and companies continue to undertake strategic planning to meet individual needs. 

· There is also a substantive view that issues affecting the whole‑of‑industry could be more effectively dealt with if a body were to coordinate the industry’s views. However, the industry will develop this if it considers it will deliver sufficient commercial benefit and value.

	Crop shaping activities
	· Companies should continue to provide pricing signals to growers that seek to reflect market conditions and customer demands.

	Technical market support
	· This is essentially after sales support to customers to ensure sales. This is a commercial activity and primarily the responsibility of the marketers.

· The Government provides some assistance through Austradea and will continue this service, as required.

	Wheat promotion
	· Industry as a whole has a role in promoting Australian wheat generically but it will be for key stakeholders to coordinate and lead this promotion if they consider it is necessary. 

· The production of a publication similar to the Australian Crop Report would need to be at the initiative of the industry, as it would require the cooperation and agreement of all the key industry players.

	Wheat branding
	· Industry participants should continue to brand their products as they see fit, in the knowledge that the generic Australian wheat brands will be available for their use.

	Trade advocacy
	· The Government should continue its current role in the negotiation of trade issues, with input from various industry organisations. 

· The wheat industry could consider whether a single representative body is required to put forward a unified view to the Government. 

	Regulatory advocacy
	· No changes are necessary to the current arrangements.


a( Austrade does not undertake technical market support activities directly, but provides assistance to companies that do.

Source: IEG (2008).

Overall, the IEG considered that the provision of industry good functions should be for the industry to sort out, either on an individual or coordinated basis. Specifically, Australian Government involvement should be limited to the funding provided to the GRDC (for research and development activities), and its role in trade policy advocacy. Remaining industry services are considered to be commercial in nature, and should be undertaken at the industry’s initiative and discretion. Where services are for the benefit of the entire industry, they might be delivered on a collective basis (IEG 2008).

This assessment is broadly similar to the findings of the Allen Consulting Group (ACG):

The report suggests that the economic rationale for many of the previously provided industry good services is questionable, particularly in light of proposed new export wheat marketing arrangements. Some of the services … do have public good characteristics that suggest they may not be provided in the more competitive market envisaged; but many others will continue to be provided through normal price and competition incentives that will apply. (ACG 2008c, p. iv)

Participants’ views

Are these services being delivered adequately?

With the removal of AWB as the single desk manager, many industry participants feared particular industry good functions would not be provided in the deregulated environment. The concept of ‘gaps’ or inadequacies in the delivery of these services has been raised by several respondents. In particular, there is a strong perception among sectors of the industry that activities to promote Australian wheat — and to uphold the Australian ‘brand’ — have largely disappeared since deregulation. 

Assessing the extent to which industry good functions are being adequately provided under the new arrangements necessarily involves monitoring the activities of industry participants. However, the number of exporters currently operating in the market has made it quite challenging to track and measure the various activities being undertaken across the industry — in part because there could be advantages to some players in not revealing the precise activities in which they are involved. 

A large number of respondents have suggested that promotion of Australian wheat in international markets has significantly reduced since deregulation. The WQOG pointed out that ‘other considerations are needed around generic brand promotion, market development, the branding of the product and the protection of that “brand”’ (sub. 27, p. 8).

The Victorian Farmers Federation (VFF) expressed a similar concern about a lack of wheat promotion, and proposed that Australia needs ‘a single Australian voice promoting our varieties and product on the world stage’ (sub. 40, p. 3). An inequality with respect to promotional activities between the grains industry and the dairy and livestock industries was also raised by the VFF. It commented:

I think it also has to be taken into consideration that other industries, Meat and Livestock Australia, Dairy Australia, they undertake promotional activities that are both funded through compulsory levies on the farmers and on the industry but also are taxpayer funded. They undertake promotional activities both domestically and internationally for their industries and yet the GRDC is limited in its ability to do that. 

… Even the horticultural industry, the work that is done by groups within some of the more intensive animal industries like the broiler chicken industry, they are all able to use some of that funding towards promotion of their industry and promotion of industry issues on an international market. (trans., p. 23)

The VFF (trans., p. 23) noted that addressing this matter would require changes to the Primary Industries and Energy Research and Development Act 1989 (the PIERD Act), and this is not easily done. The PIERD Act establishes Research and Development Corporations for relevant primary industries, including the GRDC.

The prescribed functions of the GRDC under the PIERD Act are specific to research and development activities (box 7.11). This means the GRDC is unable to direct revenue toward investment in goods or services — such as wheat (or grains) promotion — that are not related to the GRDC’s research and development priorities. The funding agreements that apply to other industry bodies, such as Dairy Australia, are a product of particular historical structures and are specific to the circumstances of that industry. Accordingly, each industry body has its own set of relevant objectives and associated functions (appendix C).

Notwithstanding the limitations on the GRDC’s prescribed functions, there might be scope for another industry body to undertake wheat promotion activities on behalf of the industry, or for such services to be provided by a new, industry-led body. Indeed, over the course of this inquiry, a number of groups have put forward separate proposals for the development of some form of wheat industry body (section 
9.4). The GCA has been effective in pursuing industry planning and advocacy roles in the past, and in 2009 the GCA hosted the Australian Grains Industry Forum. 

AgFarm (sub. 44, p. 7) considered that there are particular industry good functions not being performed, namely technical market support (training and educating export customers), branding and promotion of Australian wheat, and trade advocacy (market access for Australian wheat). Similarly, the NSW Farmers Association noted:

There is no single body promoting Australian wheat, educating millers and bakers and liaising with international Governments on residue issues. As a result the reputation of Australian wheat is suffering. For example, it has been reported in the Weekly Times on 18 November 2009 that 500 people attended a millers conference in Turkey. In the past AWB would have been a sponsor and prime speaker however Australia is no longer represented in similar forums. (sub. 49, pp. 19–20)

The Department of Agriculture and Food (Western Australia) and Co-operative Bulk Handling (CBH) also raised concerns about the level of promotion and branding of Australian wheat. This view was supported by the Grain Industry Association of Western Australia (GIWA):

Now, in deregulation there's not someone there representing Australian [grain]. If you're a trader, you're not representing Australian grain, you're representing, ‘How do I make $4?’ So I think that's why we think some of the industry-good functions are very important to be covered by some sort of overarching body. (trans., p. 140)

The Wheat Classification Council (WCC) suggested that several services have been abandoned since deregulation, including crop shaping, wheat promotion, branding, trade advocacy and technical market support. WCC noted:

Some of these issues will be addressed through the recently released ‘Australia Grain Industry Code of Conduct’. However in a deregulated market there is a need for a coordinated approach to the management of brand issues across a large number of traders. (sub. 32, p. 7)

In contrast, GrainCorp did not support the view that industry good functions have been neglected since deregulation, and indicated that ‘a number of initiatives are already being discussed to ensure that industry good market failure is addressed’ (sub. 43, p. 36). GrainCorp noted:

Now that we're exporting bulk wheat in our own right, we have an international sales team, we're sponsoring international conferences. We were at the International Association of Millers in Turkey last year. We're one of the lead sponsors for the same event in South Africa later this year. We put out a crop report a couple of weeks ago. We're doing promotion. We're doing a whole range of things that used to be considered as industry good essentially to support the development and maintenance of our customer relationships in the international market. (trans., p. 489)

Despite concerns from some industry participants about the under-delivery of various industry good functions, few participants explicitly proposed that these issues should be addressed by the Australian Government. In contrast, many respondents advocated an ‘industry-driven’ approach. Participant views on the extent to which the Australian Government should be involved in the regulation, funding and/or provision of industry good functions are summarised in the following section.

Is there a role for the Australian Government?

Industry participants presented a wide range of views on which of the industry good functions can appropriately be regarded as predominantly public goods (chapter 7). AWB (sub. 24, p. 24) suggested research and development, wheat classification, wheat receival standards, information provision and trade advocacy are ‘legitimate industry good functions’ (public goods), whereas Viterra (sub. 23, p. 10) suggested that wheat classification is the only industry good function that can be regarded as a public good. 

The WCC considered that there is a role for government in provision of industry good functions:

Some of these issues cannot be left to the market to provide a solution because of conflicting market forces and requirements of individual marketers. Most of these issues are at a higher level than individual trading/marketing operations, making it difficult or unlikely that a national common approach could be developed spontaneously. Government involvement is required to give any industry good function the credibility when dealing with foreign government importing bodies. Government should be asked to partner with the industry to provide some base funding for the industry to build on for the effective continuation of the industry good functions including classification. (sub. 32, p. 7)

Likewise, the Department of Agriculture and Food (Western Australia) (sub. DR84) suggested that government involvement in the provision and funding of industry good functions is important. By way of example, it referred to recent efforts by the Western Australian Government to facilitate the export of Australian wheat by hosting the Grain Silos and Flour Mills Organisation delegation from Saudi Arabia.

In contrast, Viterra did not support a strong role for government in provision or funding of industry good functions:

Apart from the WCC activities … the industry-good activities can be considered as purely commercial activities carried out by individual firms or, where appropriate, industry bodies such as GTA in order to maintain strong customer relationships for individual firms or self-interested Australian exporters who choose to see commercial benefits out of acting as a group. (sub. 23, p. 10)

Similarly, GrainCorp considered that industry good functions can and are being addressed by the commercial market, and provided a range of examples of their own activities to support this (trans., p. 489). It was noted that although there are some gaps and evidence of market failure, this will be addressed by the industry over time, and ‘it is not appropriate for the Government to seek to impose a “solution” onto the industry’ (sub. 43, p. 36).

CBH also advocated that industry good functions should largely be left to the market and stated, ‘that’s [the provision of industry good functions] a very important line to be drawn, and it’s best drawn by industry’ (trans., p. 134).

Various options for protecting the Australian ‘brand’ and self-regulating the quality of Australian wheat exports are already being canvassed by various participants. For example, GrainCorp (sub. 43) suggested the inclusion of a ‘truth in description’ provision in the export licensing arrangements, whereby exporters would gain ‘approval’ to use Australian wheat grade nomenclature. GrainCorp commented ‘adherence would bring with it the right to use an appropriate trade mark (similar to the Australian Heart Foundation ‘Tick’, or the Assured UK Malt program)’ (sub. 43, p. 33).

Similarly, the WCC proposed achieving industry self-management for wheat quality via a wheat branding mechanism ‘similar to the old heart tick of approval’, for use on sales documentation by approved exporters (trans., p. 73). The WCC considered that something like this would be popular with industry, and recalled that ‘a couple of them [the marketers] have even said that, “We'll pay a membership fee to be part of this”. But it has to be independent’ (trans., p. 73). 

The Commission’s view

The Commission acknowledges that it is too early to expect to see evidence of material costs being suffered by the industry from any ‘under-provision’ of industry good functions, since these goods are long-term in nature. Equally, it would be premature to introduce changes to the institutional or governance arrangements that support the provision of industry good functions in anticipation of such costs. Just as any ‘gaps’ will take time to emerge, so it is important that the Government not intervene too quickly and stifle the work of industry to look after these issues.

In any case, it is not clear that particular industry good functions have been ‘totally abandoned’ — on the contrary the inquiry has heard evidence that the industry is already working towards establishing its own arrangements for fulfilling various industry good functions in the deregulated marketplace. This includes several proposals for the development of new industry bodies, as discussed in section 
9.4.

The Commission also considers that it is important to distinguish between situations where markets cannot be expected to support an efficient level of provision of industry goods (market failure), and circumstances where there might be some impediments to market provision, but those impediments can be overcome to allow market solutions to emerge (a ‘market adjustment’ issue). 

Specifically, the challenges associated with getting industry participants to work cooperatively, as highlighted by the WCC (sub. 32), do not constitute insuperable barriers to effective market operation in the provision of industry goods. Rather, the Commission considers that matters of this nature are typically best resolved by the industry itself, if and where it considers there is value in doing so. Indeed, the experiences of other grains and agricultural industries suggest that industry participants are capable of working together to achieve a common interest.

Finally, a number of participants suggested that wheat classification activities exhibit public good characteristics. Although wheat classification does have a public good element, the Commission considers that it is predominantly a private good and, on balance, it is appropriate for the industry to take the lead on this issue (chapter 8). 

9.
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An industry-led model

The Commission understands that the wheat industry is currently investigating various approaches for the delivery of industry good functions and that these approaches are broadly similar to the models in place in other Australian grain and agricultural industries (appendix C). It is not for the Government to prescribe what these arrangements should involve, or how an industry body (or bodies) should be established and structured. However, respondents to this inquiry have raised a number of relevant issues that might be useful in informing this debate. 

Structure and scope of an industry body 

Participant views

There is considerable support for the development of an ‘industry goods body’ in the bulk wheat export industry. Respondents largely agreed that establishing a single entity on a national basis is the preferred model.

However, comments from industry participants on the precise structure, role and responsibilities of this body were quite varied. Participants were divided on whether a new body should be established, or whether these responsibilities could be allocated to an existing industry agency. 

The Department of Agriculture and Food (Western Australia) suggested:

[Wheat Exports Australia] could deliver these functions itself, or it could contract out these services to relevant industry bodies such as the Wheat Classification Council, [t]he Australian Bureau of Statistics or the Australian Bureau of Agriculture Research Economics’. (sub. 34, p. 8)

In contrast, GIWA (sub. 38) and AgFarm (sub. 44) recommended that a new independent body be established to provide various industry good functions. 

The Pastoralists and Graziers Association of Western Australia (PGA) commented:

There is a need for a whole of industry representative body that will represent the interests of growers and other industry participants. However the PGA does not support in any way the retention of the GCA as it was not representative of the industry or growers, nor does it support the NFF [National Farmers Federation] becoming the national industry body as the organisation is [a] State farm group representative and as such does not distinguish between export growers and domestic growers. The structure and development of any national representative body should continue to evolve on market, not political considerations. (sub. 47, p. 13)

The WCC also considered that a new and independent body was crucial, and stipulated that the GRDC was not an appropriate agency to take on these responsibilities. The WCC pointed out:

The overwhelming industry feedback that I’ve received is that it’s impossible to take an existing model and mould it to do what the wheat industry needs, and that’s an industry-good body and function. We have even looked at whether the Wheat Exports Australia could be reshaped to actually do these roles. That has been strongly rejected; that it is impossible to take an existing body with its own mindset and executive and try and change it. Everybody is suggesting that it has to be an independent body with a skills-based representative board independent of these other organisations. (trans., p. 72)

In contrast, AWB suggested that ‘sufficient industry bodies already exist to undertake the required roles’, and indicated that a new industry body is not required (sub. DR63, p. 16). 

The decision of whether to establish a ‘wheat only’ body, as compared to an ‘all grains’ body was also considered by participants. AWB suggested there are ‘limited synergies available in sharing the provision of “industry good” functions outside the Australian grains industry’ (sub. 24, p. 24). AgFarm cautioned that shared provision of industry good functions across industries ‘would need to be managed very carefully to ensure … the appropriate focus [is] applied to each industry’ (sub. 44, p. 8).

This position was supported by the WQOG:

Wheat is a specialised and highly differentiated product that requires specialist knowledge and facilities in order to demonstrate [its] capabilities. Its closest relative, barley, is used primarily for malting and stock-feed purposes, thus requiring a totally different set of skills and milling/malting/feeding facilities. (sub. 27, p. 9)

By contrast, GIWA suggested there could be merit in establishing a body that covers all grains, and is funded by all grain industries (trans., p. 141). GIWA indicated that this would be a more equitable approach as other grain industry participants often benefit from the industry good type services that are provided in the wheat industry. 

Specifically, GIWA has proposed the establishment of a not for profit industry organisation, Grains Australia, to provide a range of industry good functions and act as a communication forum for the industry (sub. DR78). A Wheat Australia committee would be formed as a subsidiary of Grains Australia, and ‘would replace the current Wheat Variety Classification Council and Wheat Exports Australia [WEA], with GTA and Grower organisation representation’ (sub. DR78, p. 5). The WCC has indicated that it supports the Grains Australia proposal, ‘with a Wheat Classification Council sitting below that’ (trans., p. 390).

The VFF considered that various industry good functions should be undertaken by an independent grains body, such as the proposed industry funded grower model, Grain Producers Australia (sub. DR65) (box 7.7). The VFF noted that such an industry body should be responsible for generic trade advocacy and market promotion, provision of market information, and wheat variety classification. The Department of Agriculture and Food (Western Australia) also supported an all‑grains approach, noting ‘the funding mechanism should apply to all grain types and all industry participants, not just … exporters or growers of export grain’ (trans., p. 112).

There was considerable optimism among participants that the industry will come together to establish an appropriate industry body and sort out these matters. CBH referred to the example of Grain Trade Australia and noted ‘the important thing is the industry players have got together and actually got quite clear about what is in their common interest and what should be left for them to compete on’ (trans., p. 134). 

GrainCorp (sub. 43) flagged that it and a number of other companies are discussing the feasibility of establishing an organisation that would largely replicate Barley Australia for wheat. 

These examples suggest that industry is already thinking about various models that could be adopted by the bulk wheat export industry to facilitate delivery of particular industry good functions. 

Notwithstanding this, some participants cautioned against the notion that industry is capable of establishing a body without government assistance. The VFF stated:

There seems to be a general misconception amongst Government decision makers at the Federal level that they can simply leave everything up to industry. Unfortunately, they did not do the hard work prior to removing the single desk to ensure that appropriate bodies were in place to take over established roles such as classification and wheat promotion. Rather than simply being able to keep moving forward, the grains industry is now significantly behind. (sub. 40, p. 3)

In summary, there is no industrywide consensus on the appropriate model for an industry-led body responsible for provision of particular industry good functions. Nevertheless, the Commission recognises that various industry participants are currently exploring a range of options including the establishment of:

· a national grower representative body

· two alternative models (Grain Producers Australia and National Grains Australia) are being developed by separate industry groups

· Grains Australia, a national not‑for‑profit industry organisation proposed by GIWA.

These developments are encouraging and suggest that the industry sees value in setting up an industry-led body. In particular, the majority of industry participants are optimistic that an industry-led approach is feasible and agree on:

· the need for industry to take responsibility for delivery of certain industry good functions

· adopting a national approach

· establishing a new and entirely independent body (as compared to assigning new responsibilities to an existing body)

· not interfering with other agencies that provide public good functions (that is, the GRDC and the Australian Government (via DFAT and Austrade)).

However, the wheat industry will need to assess whether there is merit in extending the scope of services provided by an industry body to all grains — as is the case under the aforementioned proposals — or restricting this to wheat only. Indeed, industry might find that there are efficiencies in providing particular services across all grains, but keeping other services ‘wheat specific’.

The following section sets out the Commission’s view on the role for government in the future provision of each of the industry good functions considered in this chapter.

The Commission’s analysis

Determining who should appropriately be responsible for industry good services requires identification of those functions that predominantly constitute public goods (and for which some public involvement might be justified), and those that principally represent private goods (which the market can be expected to provide to an efficient level). A framework for working through these issues is set out in chapter 7.

Trade advocacy

The Australian wheat industry is heavily export orientated, rendering the provision of trade advocacy services essential to the performance of the industry. Significant intra-industry benefits arise from activities that support and promote the trading activities of Australian wheat exporters.

Regardless of the quantum of private benefits on offer, and specifically how these benefits compare to the costs of trade advocacy activities, the Commission does not anticipate that the industry will undertake sufficient investment in these activities for two reasons: 

· Trade advocacy activities exhibit strong public good characteristics. The benefits of improved trading conditions and better market access for Australian industry cannot be easily confined to specific groups, rendering such services largely non-excludable. Likewise, once such improvements have been achieved, there are no additional costs associated with other users capitalising on this progress (non-rival). These public good characteristics are likely to lead to a ‘free rider’ problem (section 7.3).

· The practical realities of trade advocacy activity mean the Australian Government is usually the only entity that can feasibly undertake this industry good function. For example, the World Trade Organisation is the only global international organisation dealing with the rules of trade between nations, and the Australian Government is the only body eligible for membership of the World Trade Organisation, on behalf of the Australian community. 

For these reasons, it is appropriate for government to be involved in the provision of trade advocacy activities, in consultation with industry. Furthermore, trade advocacy gives rise to significant spillover benefits to other export industries (inter‑industry spillovers) and the boarder community, providing a strong rationale for taxpayer funding of trade advocacy activities — to the extent that the benefits of these government interventions outweigh the costs. The Commission therefore considers that the current arrangements for government support of trade policy advocacy activities on behalf of the bulk wheat export industry are appropriate. 

Predominantly private industry good functions

The Commission considers that crop shaping activities, technical market support, regulatory and policy advocacy, industry strategic planning, wheat promotion and wheat branding are most appropriately regarded as predominantly private goods. The benefits of these activities chiefly accrue to individuals and groups throughout the supply chain (intra-industry benefits) and should be undertaken at the initiative of industry participants. There is no compelling evidence of market failure impeding the proper delivery of these services.

The Commission acknowledges that a number of these industry good functions contain a public good element, consistent with the continuum concept described in chapter 7. For example, some of the benefits of industry strategic planning and regulatory and policy advocacy are non-excludable. In addition, advocacy activities might potentially generate some level of spillover benefit for other industries (inter‑industry spillover benefits).

However, the Commission is cognisant of the costs of government intervention (chapter 7) and, on balance, does not consider that these limited public good characteristics are sufficient to warrant any form of government intervention in the provision of these predominantly private industry good functions. 

Provision of stocks information by state (chapter 7) — by contrast — is expected to generate significant spillover benefits through the role this information has in price discovery and, by consequence, the efficient operation of the bulk wheat export and domestic wheat markets more broadly. The benefits of government intervention to facilitate the collection of a compulsory levy for provision of stocks information are therefore expected to outweigh the associated costs. Although provision of other predominantly private industry good functions might be desirable — and represent considerable value for particular industry groups — the nature and quantum of benefits on offer do not justify a financial or non-financial role for government. 

Technical market support and crop shaping activities represent options for exporters and traders to attract and maintain new markets and customers, and to grow wheat sales. The benefits of these activities primarily reside with the exporters and domestic traders that provide these services and, accordingly, are undertaken to whatever extent the exporter determines is commercially desirable. This conclusion is consistent with ACG (2008c). 

Regulatory and policy advocacy activities are means for individuals or industry groups to initiate or influence regulatory and policy outcomes for the purpose of furthering their own commercial position, and accordingly should be at the initiative of the affected parties.

Industry planning endeavours to enhance the compatibility and coordination of industry activities, and provide a strategic direction for the future of the industry. The benefits of industry planning activities are quite tightly linked to the industry itself and it is hard to see how government involvement could assist with such planning. 

Industry planning might be a candidate for collective action. Where the beneficiaries of an industry good function are a large group, for example, the entire bulk wheat export industry, there might be merit in providing such services on an industrywide basis. This could allow beneficiaries of that service to take advantage of certain synergies and economies of scale.

The Commission recognises that achieving industry cooperation might be difficult. However, such challenges do not, of themselves, constitute a case for government intervention. Indeed, if the industry itself cannot design a model for an industry body that is supported by the majority of participants, it is not clear how the Government could. Furthermore, although government intervention might be popular in the short term, significant support could weaken the incentive for industry participants themselves to work towards a more sustainable, long-term solution. 

Wheat promotion and branding activities are also for the explicit benefit of industry participants. The Commission expects there are both individual and industrywide benefits arising from such activities. For this reason there might be benefit in pursuing a joint industry approach to these issues. The proposals that have been put forward by various participants for managing quality assurance and protecting the Australian brand, suggest that the industry recognises the value of these services, and is willing to invest in them.

In sum, the Commission considers that the industry faces strong commercial incentives to provide these predominantly private goods. For this reason, investment in these services will be undertaken to whatever extent, and in whatever form, is deemed efficient by industry participants, and there is evidence the industry is already working toward this. Equally, it is for the industry to decide whether there is merit in providing these services on any type of collective basis. Some of the key considerations associated with developing a coordinated industry approach are set out in the following section.

finding 9.
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It is appropriate for the Australian Government to be involved in trade policy advocacy activities, with support from industry. Arrangements for the provision of activities (‘industry good’ functions that are predominantly private in nature) such as technical market support, crop shaping, regulatory and policy advocacy, industry strategic planning, wheat promotion and wheat branding, are matters for the industry to determine.

Research and development is the subject of an ongoing Productivity Commission inquiry.

Funding

Participant views

A further issue that has been canvassed by participants is how an industry body would be funded. Again, views on this matter varied — some participants suggested that the Australian Government will need to provide funding assistance, at least initially, to get this body ‘off the ground’. Other parties proposed that the industry body should be self-funding, and that a voluntary levy might be the appropriate mechanism to achieve this.

GIWA broadly supported the concept of developing an industry driven and industry funded body for the provision of services and suggested:

The options available to fund a national industry body include:

· the Wheat Export Charge

· redirection of the Industry Assistance Package

· industry levy

· pay as you use/subscription services. (sub. 38, p. 5)

However, GIWA is of the view that the Australian Government will need to assist during the transitional phase. GIWA commented ‘without the government support we [GIWA] wouldn’t be getting the traction that we’re getting now’ (trans., p. 144). Specifically, GIWA has suggested that ‘the Australian Government commit as a minimum $12 million over five years ($3 million in the first year) to fund the establishment and operation of Grains Australia’ (sub. DR78, p. 1).

The Department of Agriculture and Food (Western Australia) also considered that the Government should provide ‘seed capital and finite funding’ (sub. DR84, p. 3) to assist in the setting up of an industry body, and considered that revenue collected via the Wheat Export Charge (WEC) could be drawn on to fund the provision of industry good functions (sub. 34, p. 8). Similarly, the VFF advocated drawing on the ‘existing Wheat Exports levy and government funding, or the existing GRDC levy and matching government funds’ (sub. DR65, p. 6) to support the establishment of an industry body.

AgFarm and WCC also advocated some short-term government support for an industry-led body. AgFarm suggested ‘[t]he first three years of operations should be financially supported by government with a target for self sufficiency after that period’ (sub. 44, p. 8). The WCC commented that if the wheat industry is prosperous, ‘the government will do well out of it as well’ (trans., p. 72). It was suggested that money from the Industry Assistance Package, or money ‘saved’ if WEA is discontinued, could be redirected to establishing an industry body for wheat. The WCC acknowledged that ‘eventually the wheat industry has to stand on its own feet’ (trans., p. 72).

GGA suggested that ‘the Government provide transitional [funding] support for the next 5 years to be directed towards specific industry development projects’ (sub. DR99, p. 5). The GGA proposal follows consultation with other industry bodies (AGEA, GTA and GRDC) regarding the potential future provision of industry goods and services via a ‘virtual industry services model’. GGA expects that the industry will ‘transition to a largely industry funded model, including a Wheat Industry Services Levy’ (sub. DR99, p. 5) after five years, but notes that ‘ongoing Government partnership to develop the appropriate legislative instruments’ will be required (sub. DR99, p. 1).

The Commission’s analysis

As set out in chapter 7, government intervention to support provision of industry good functions is only justified in the presence of a market failure — for example, to capture spillover benefits to the broader community or to manage a free rider problem. In addition, the case for government intervention of any form will ultimately depend on the direct and indirect benefits and costs of that intervention. 

The Commission does not consider that industry provision of predominantly private industry good functions is impeded by market failure. Accordingly, government intervention — of any form — to support provision of these goods and services, is not efficient. As the primary benefit of an industry body is the facilitation and provision of these industry good functions, it follows that government intervention to support an industry body would also be inefficient.

In general terms government intervention might be justified in the short run to facilitate some kind of structural adjustment that would otherwise not occur, or not occur as quickly. Historically, the Australian Government has provided funding assistance to various industries at the time of deregulation to help transition the industry. This funding is typically provided as part of the negotiation process with industry ahead of the shift to deregulation, and is often a consequence of the historical structures and arrangements in place (appendix C). In addition, the establishment of certain industry bodies may have been facilitated by funding inherited from predecessor organisations, for example, Dairy Australia.
However, as outlined earlier, the Australian Government has already provided funding for a number of initiatives to assist with the wheat industry’s transition to deregulation, via the Industry Assistance Package (box 
9.3). In addition, in 2005 the GRDC provided assistance of about $2 million over two years for the establishment of SVGA. The Commission does not see a clear case for providing further government funding for this purpose.

Lessons from other jurisdictions and industries

The operation of industry-led bodies in other Australian agricultural (including grains) industries, as well as international wheat exporting regions, can offer valuable insights on the above issues (appendix C). These agencies undertake a range of relevant industry services, and might provide a useful ‘template’ for the establishment of a similar body in the wheat industry.

Respondents to this inquiry made frequent references to the various industry good type bodies that operate in the Australian dairy, and meat and livestock sectors, as well in the barley, pulses and oilseeds sectors. 

The PGA suggested that the Australian wheat industry should move to ‘a self regulated model similar to that which operates in other major export industries both domestically … and in other countries’ (sub. 47, p. 12). The WQOG recommended that ‘Barley Australia and the Australian Oilseeds Federation are worthy examples [of how industry good functions could be delivered] that warrant close evaluation’ (sub. 27, p. 9). GrainCorp (sub. 43) considered that the Australian Oilseed Foundation, Barley Australia and Pulses Australia work well in their respective industries. AgFarm (sub. 44) considered Cotton Australia and Meat and Livestock Australia to be relevant examples.

The United States and Canada were commonly cited as the ‘benchmark’ for how wheat industry good functions can be provided. The WQOG noted that these programs are extensive, but recognised that ‘the government in both countries funds a majority proportion of these activities’ (sub. 27, p. 9). The WCC made a similar point:

The US Wheat Associates is a good example of how industry promotion and advocacy could be handled … 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 … whilst Australia would not need anything of this order of magnitude, the principles of the model are good. (sub. 32, p. 12)

The US Wheat Associates (USW) is funded via a combination of US Federal Government contributions and payments from US wheat producers (appendix C). The 2009 budget for the USW was about USD16.8 million, with total United States Department of Agriculture support accounting for about USD12.5 million (or 74 per cent) of USW’s 2009 revenue (USW 2009). 

The 19 State Wheat Commissions in the United States are authorised to impose a mandatory levy on growers at first point of sale, and to elect how to spend this money on behalf of growers. Historically, the State Wheat Commissions have chosen to support the activities of USW, and to undertake other direct investments on behalf of growers. Producer contributions to USW totalled USD4.3 million in 2009 (USW 2009).

Although international examples are not directly comparable to the Australian context, the services provided to wheat industry participants in the United States and Canada demonstrate the wealth of information resources available to our ‘competitors’, and highlight the importance of allocating our own, more modest resources, efficiently and effectively.

In contrast, the experiences of other Australian grains and agricultural industries are relevant to the bulk wheat export industry. In many of these industries a peak body is charged with fulfilling various industry good functions, and is funded by the industry itself (appendix C). The Australian Government provides matching research and development funding to several of these bodies, in the same way government assistance is currently provided to the GRDC for grains industry research and development.

Notwithstanding this similarity, the funding arrangements that apply to the wine, meat and livestock, dairy and wool sectors are subtly different to wheat. In these industries, some of the levy revenue collected by the Australian Government from producers is used for market promotion and development activities, as well as for information collection and dissemination. In the case of wheat, the levy collected by the Government is directed towards research and development activities only (box 7.11).

Finding 9.
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The Australian Government currently collects compulsory levy payments from producers in the wine, meat and livestock, dairy and wool industries. Some of this levy revenue is used for market promotion and development activities, as well as information collection and dissemination.

An industry-led approach to provision of industry good services appears to have worked successfully across a range of industries and commodities in Australia. It would be instructive for the wheat industry to learn from these experiences, as it works toward developing its own industry goods body.

�	‘Other’ means those industry good functions listed in box 7.1, not already covered in chapters 7 and 8 (excluding research and development, which is the subject of a separate Productivity Commission inquiry).
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