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The Australian bulk wheat export industry

	Key points 

	· Wheat is the most significant grain crop grown in Australia in terms of area sown, volume of grain produced and value of the crop. The majority of wheat produced is destined for export in bulk.

· Australia competes with other larger suppliers in a competitive global market.

· The industry’s competitiveness relies on an efficient bulk grain supply chain.

· Production of wheat in Australia is highly concentrated. In 2005-06, 50 per cent of wheat growers accounted for less than 10 per cent of production, and 10 per cent of growers accounted for almost half of the industry’s production.

· Western Australia is the largest producer of wheat (40 per cent) and exports 90 per cent of its crop.

· Other states export between 35 per cent and 70 per cent of their production on average and in poor production years, some states export very little wheat.

· The bulk wheat export market was regulated continuously for over 60 years prior to deregulation. The industry has transitioned to the new arrangements remarkably smoothly. 

· Twenty-eight organisations are now accredited to export wheat in bulk from Australia and have gained considerable market share from the former single desk operator.

· There is a high level of confidence in payment security and no accredited exporter has experienced bankruptcy, or had its accreditation revoked.

· A relatively large volume of wheat was successfully exported in the first marketing year following deregulation and this looks set to continue in 2009-10.

· Growers are now observing prices that are closer to the actual costs of transporting, storing and handling, and marketing their grain.

· However, some transitional issues are still being worked through.

· Port access and supply chain efficiency has been a topic of contention.

· There have been challenges in adjusting to the new industry arrangements, particularly for some growers that saw benefits under the single desk.

· The industry’s challenges have been compounded by a decline in the world wheat price, the onset of the global financial crisis, and a rising exchange rate.

	

	


Fundamental to assessing the operation of Australia’s wheat export marketing arrangements is an understanding of the context in which the marketing arrangements apply, how these arrangements have changed and the developments that have occurred since the introduction of those changes.

In section 2.1, a brief introduction to the current marketing arrangements and their evolution is provided. This is followed by an overview of the bulk wheat export industry in section 2.2 and a high level assessment of the industry’s performance since deregulation in section 2.3.

2.1 Evolution of the marketing arrangements

The current wheat export marketing arrangements commenced on 1 July 2008 and require that exporters of wheat in bulk from Australia be accredited by an Australian Government agency, Wheat Exports Australia (WEA). Accreditation of bulk wheat exporters by WEA is intended to promote competition and choice in marketing for growers while providing them with some level of assurance that a bulk wheat exporter will not default on its liabilities (Burke 2008a).

The introduction of the new arrangements deregulated bulk wheat export marketing, removing the requirement that individual proposals to export bulk wheat be approved by:

· the Minister for Agriculture, Fisheries and Forestry, from December 2006 until 30 June 2008 (an interim arrangement)

· the operator of the wheat single desk prior to December 2006

· AWB (International) Limited (AWBI) and its predecessor, the Australian Wheat Board (box 
2.1).

The non-bulk export of wheat (in bags and containers) was deregulated in August 2007.

This section discusses the new wheat export marketing arrangements and traces the history of wheat marketing regulation in Australia.

The current arrangements

The Wheat Export Marketing Act 2008 (Cwlth) (WEMA) is the principal legislation governing the bulk export of wheat from Australia from 1 July 2008. The WEMA established WEA to formulate and administer the Wheat Exports Accreditation Scheme 2008 (the Scheme) and requires that an exporter of wheat in bulk from Australia be accredited under the Scheme. In addition to the WEMA, the Customs Act 1901 (Cwlth) prohibits exports of wheat in bulk except by an accredited exporter.

	Box 2.

 SEQ Box \* ARABIC 1
The wheat single desk

	‘Single desk’ is a term used to describe the monopoly marketing of wheat by the Australian Wheat Board (1939–1999), and its privatised successor, AWB (International) Limited (1999–2008).

A key characteristic of the single desk was the national pooling of returns to growers, whereby the price received by growers (apart from adjustments for quality and transport costs), was the average from sales minus the costs incurred by the Board.

The scope of the single desk varied over time, encompassing both domestic and export sales of wheat until 1989, then only export sales, and finally from 27 August 2007 to 30 June 2008, only bulk wheat export sales. Momentum for change to the export marketing arrangements built up over time, following:

· the National Competition Policy Review of the Wheat Marketing Act 1989 in 2000, which found there was no clear, credible, and unambiguous evidence that the current arrangements for the marketing of export wheat were of net benefit to the Australian community

· the successful deregulation of the export of other grains

· increasing grower dissatisfaction about the performance of the single desk, notably in Western Australia

· the Inquiry into Certain Australian Companies in Relation to the UN Oil-For-Food Programme (2006).

	

	


In order to be accredited, a prospective bulk wheat exporter must satisfy WEA that it is fit and proper against a broad range of probity and performance criteria. Although intended to provide payment security for growers, neither the WEMA nor the Scheme provide any financial guarantee or underwriting of accredited exporters. 

WEA was formed through the reconstitution of the former regulator, the Export Wheat Commission, and commenced operation as a statutory agency on 1 July 2008. WEA consists of a chairperson and five members appointed by the Minister for Agriculture, Fisheries and Forestry; and is assisted by a secretariat of approximately 15 staff (WEA 2010e).

Funding for WEA is primarily sourced through the Wheat Export Charge levied under the Primary Industries (Customs) Charges Act 1999 (Cwlth) and collected by the Levies Revenue Service within the Department of Agriculture, Fisheries and Forestry. The Wheat Export Charge is currently levied on the export of all wheat from Australia (including exports in bags, containers and bulk) at a rate of $0.22 per tonne. Under the WEMA, WEA is also able to charge application fees on a cost‑recovery basis and currently imposes fees for accreditation applications, renewals and variations, and to reconsider a decision. The accreditation of bulk wheat exporters is discussed in chapter 4.

A brief history of wheat marketing

Prior to deregulation, the bulk export of wheat was regulated continuously under a single desk marketing system of some form for over 60 years.

The Australian Wheat Board

The origins of the former wheat single desk lay in the compulsory wheat pooling schemes introduced by the Commonwealth Government as war time measures during the first and second world wars.

Peacetime single desk legislation designed to shelter growers from volatile wheat prices was introduced by the Wheat Industry Stabilisation Act 1948 (Cwlth). This Act, together with complementary state legislation, established a wheat stabilisation scheme comprising:

· the Australian Wheat Board with the power to acquire all wheat produced in Australia, and to market that wheat in Australia and overseas

· guaranteed prices, underwritten by the Commonwealth Government and a grower financed stabilisation fund

· a single authorised receiver of wheat in each state of Australia (almost exclusively state‑based bulk handling companies).

The single desk legislation had an initial lifespan of five years but a series of subsequent Acts extended the life of the Australian Wheat Board until 1999, when it was privatised. In the intervening years, a number of major milestones saw the scope of the single desk narrow and wheat marketing in Australia become more liberalised:

· 1979: The Board was empowered to issue permits for growers to deliver wheat directly to a domestic customer rather than into the bulk handling system, in recognition that this was cheaper for growers in some cases.

· 1984: The Board was empowered to issue permits allowing the purchase of wheat for use as stock feed directly from growers. 

· 1988: The Board was permitted to use handling and storage facilities of its choice.

· 1989: The Wheat Marketing Act 1989 (Cwlth) removed the Board’s compulsory acquisition powers for wheat and deregulated the domestic market, replaced the regime of guaranteed prices with a government guarantee on the Boards’ borrowings and permitted the Board to trade in grains other than wheat.

Following deregulation of the domestic market, the Australian Wheat Board continued to operate the single desk for export wheat.

Privatisation

In 1999 the Australian Wheat Board was privatised. Its subsidiary, AWB, received the majority of the assets and liabilities of the Board and became a grower owned and controlled company. The legal entity of the Australian Wheat Board was renamed the Wheat Export Authority and assumed the role of regulating the export of wheat from Australia.

At the same time, the single desk export privilege for bulk wheat was transferred to an AWB subsidiary, AWBI which was granted the power to veto bulk wheat exports by other exporters. However, non-AWBI exporters were permitted to export non-bulk wheat subject to approval by the Wheat Export Authority (box 
2.2).

With the transition to a grower owned and controlled bulk export single desk, the Commonwealth’s underwriting of the liabilities of the single desk ceased. AWB was publicly listed on the stock exchange in August 2001.

In 2003, the Wheat Export Authority exhausted the funds it retained after the privatisation of the Australian Wheat Board and the Wheat Export Charge of $0.22 per tonne was introduced to fund its operations.

In 2006 the Inquiry into certain Australian companies in relation to the UN Oil‑For‑Food Programme found that AWB and AWBI might have breached Australian law in relation to its dealings with Iraq. Amendments to the arrangements that took effect in December 2006 transferred AWBI’s power to veto bulk wheat exports by non-AWBI exporters to the Minister for Agriculture, Fisheries and Forestry (box 
2.3).

	Box 2.

 SEQ Box \* ARABIC 2
Non-bulk exports by consent

	From 1999 to 2007, the export of wheat in bags and containers by non-AWBI exporters required the approval of the Wheat Export Authority. During this time, the Wheat Export Authority’s guidelines for non‑AWBI export consents (and the Wheat Marketing Act 1989) were revised periodically, however the principal requirement remained the same — that exports by non-AWBI exporters complement rather than compete with AWBI’s single desk marketing strategy.

Each year the Wheat Export Authority typically received export applications from non‑AWBI exporters totalling 2–3 million tonnes and approved 30–60 per cent of these or about 4–8 per cent of total wheat exports. However, actual exports by non-AWBI exporters made up only about 1–5 per cent of total wheat exports
. In the final two years of non-bulk export regulation, the total tonnages sought by non-AWBI exporters increased to 7 million and 17 million tonnes (including bulk and non-bulk export proposals), however total consents for exports by non-AWBI exporters and actual amounts exported in terms of tonnage did not rise significantly.

	Sources: WEA (2009e; 2010b).

	

	


Further amendments to the Wheat Marketing Act in 2007 prepared for the removal of AWB’s involvement in the bulk single desk from 1 March 2008 by permitting the Minister to appoint another entity as the operator of the single desk. In the Second Reading Speech to the Wheat Marketing Amendment Bill 2007 (Cwlth), the Minister for Justice and Customs stated that the new operator of the single desk was to be ‘either a completely new, grower owned and operated body, or a completely de-merged AWB (International) Ltd’ (Johnston 2007, p. 115).

In addition, the export of wheat in bags and containers was deregulated from 27 August 2007. As a condition, exporters were required to comply with a Non-bulk Wheat Quality Assurance Scheme designed to protect the reputation of the industry by ensuring exports in bags and containers met contract specifications. At the same time, the governance arrangements of the Wheat Export Authority were reformed and it was renamed as the Export Wheat Commission.

Prior to the scheduled termination of AWB’s involvement in the single desk, a new Australian Government that was elected in December 2007 repealed the Wheat Marketing Act and replaced it with the WEMA effective from 1 July 2008.

	Box 2.

 SEQ Box \* ARABIC 3
Bulk exports by consent

	Between 9 December 2006 and deregulation on 1 July 2008, the export of wheat in bulk by non-AWBI exporters required the approval of the Minister for Agriculture, Fisheries and Forestry. During this time a total of 130 applications were made by non‑AWBI exporters to export wheat in bulk from Australia. The Minister
 directed the regulator to issue nine non-AWBI bulk wheat export consents totalling 1.8 million tonnes (1.4 million tonnes were actually exported), 120 applications were rejected and 1 lapsed. Prior to the transfer of the veto to the Minister, AWBI had approved bulk exports by non‑AWBI exporters on only two occasions since 1999, one of which was to Iraq in May 2006 after Iraq refused to deal with AWBI.

	Sources: Wheat Export Authority (2006); EWC (2008a); WEA (2009e).

	

	


Marketing of grains other than wheat, consolidation in the grains industry and deregulation

In the past, statutory marketing boards have maintained single desk marketing arrangements in the domestic and/or export markets for barley, sorghum, maize, oats, oilseeds, lupins and rice (Royal Commission into Grain Storage, Handling and Transport 1988).

Prior to the 1990s, the grain industry was highly regulated with grain handling, marketing and transport governed by legislation. The specific regulations and grains covered varied between states, however, the principal arrangements involved:

· statutory marketing boards vested with an exclusive right to acquire certain grains

· a single state‑based bulk handling authority in each state with an exclusive right to receive those grains

· legislation or government policy governing the mode of grain transport.

During the 1990s and early 2000s, the industry experienced a period of consolidation in which a number of bulk handling companies and statutory marketing boards were privatised
 and merged together (figure 
2.1). These developments coincided with a period of deregulation, in which controls on bulk handlers, transport, and marketing arrangements for grains other than wheat, were largely dismantled.

Figure 2.

 SEQ Figure \* ARABIC 1
Grain industry consolidation
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a SACBH (South Australian Co-operative Bulk Handling).  b CBH(WA) (Co‑operative Bulk Handling (Western Australia)).c NSWGB (New South Wales Grains Board).  d ABA (Australian Bulk Alliance) was formed in 1999 as a joint venture between AusBulk and Grainco, but was fully acquired by Sumitomo in 2010. ABA and AWB each own 50 per cent of the Melbourne Port Terminal in a joint venture arrangement.

Sources: ESC (2006); ABB (2006).

At present, the major bulk handling companies (GrainCorp, Viterra (formerly ABB) and Co-operative Bulk Handling (CBH)) and AWB have both bulk handling and marketing functions. AWB, GrainCorp and Viterra
 are public companies listed on the Australian stock exchange, and together with the private company Australian Bulk Alliance (ABA), do not have specific legislation governing their activities (other than the WEMA)
. CBH continues to operate as a grower owned and controlled cooperative and in addition to the WEMA, is governed by the Bulk Handling Act 1967 (WA), that among other things, requires it to accept all grain tendered to it, but does not grant it any exclusive receival rights.

In Western Australia, the Grain Marketing Act 2002 (WA) provides for the Grain Licensing Authority to issue licenses for the bulk export of prescribed grains. In 2009, all the remaining prescribed grains (barley, lupins and canola) were de‑prescribed, effectively deregulating the bulk export market for grain in that State. A Bill to repeal the Grain Marketing Act was before the Western Australian Parliament in May 2010.

Other than the current wheat marketing arrangements, the only remaining statutory grain marketing arrangements in Australia are a transitional exporter licensing scheme for barley exports in South Australia (scheduled for expiry on 1 July 2010), and a licensing scheme for authorised buyers of rice in New South Wales, including a sole and exclusive export licence.

2.2 Industry overview

Wheat is the most significant grain crop grown in Australia in terms of area sown, volume of grain produced and value of the crop. The majority of wheat produced is destined for export in bulk.

Over the ten year period to 2008-09, the average annual gross value of wheat produced was $4.8 billion and accounted for 56 per cent of the gross value of all grains and oilseeds produced and 13 per cent of total farm production in Australia. During the same period, the value of wheat exports averaged $3.6 billion per annum (61 per cent of the value of all grain and oilseed exports), making wheat Australia’s second most valuable agricultural export after beef and veal ($4.1 billion) (ABARE 2010a).
This section provides an overview of the bulk wheat export industry in Australia including the production of wheat, the supply chain and other key sectors.

Production

Wheat is produced in Australia on farms, typically in conjunction with other grains and/or the grazing of livestock such as sheep and cattle. The ABS (2010d) estimates that approximately 26 000 businesses grew wheat in Australia during 2008‑09
.

Australia’s aggregate level of wheat production is highly variable from year to year, and is primarily dependent on prevailing weather conditions. In addition, wheat competes with other crops and agricultural activities for limited arable land. Consequently, prices of wheat relative to other agricultural commodities, as well as relative production costs, contribute to variations in area sown and production.

Over the ten years to 2008-09, Australian wheat production averaged 20 million tonnes, however, production varied significantly during this period, from a low of 10 million tonnes in 2002-03 when drought affected production, to a high of 26 million tonnes the following year (figure 
2.2). On average, wheat makes up about half the total volume of grain and oilseeds produced (ABARE 2010a).

In terms of world production, Australia is a small producer of wheat, contributing on average only 3 per cent of the world total. However, due to its relatively small level of domestic demand, Australia exports 70 per cent of its crop and contributes a relatively greater share (12 per cent) to the world trade in wheat (figure 
2.3).

The 2008-09 and 2009-10 growing seasons are the first under the new marketing arrangements and have been characterised by variable conditions across Australia, though on a whole, were much improved from the drought years of 2006​–08. Total production in 2008-09 was 21 million tonnes, considerably larger than 2007‑08 and above the ten year average. ABARE (2010b) estimates that total wheat production in 2009-10 is 22 million tonnes, 3 per cent higher than 2008‑09. However, some regions have had a below average season, particularly in New South Wales. In addition, the quality of wheat in some regions of Victoria and South Australia was adversely affected by extreme heat and heavy rainfall.

Figure 2.

 SEQ Figure \* ARABIC 2
Australian wheat production and area sown
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Sources: ABARE Australian Crop Report no. 153; ABS (Historical Selected Agricultural Commodities, by state (1861 – present), Cat. no. 7124.0).

Figure 2.

 SEQ Figure \* ARABIC 3
World wheat production and trade

Ten year average, 1999-00 to 2008-09
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a Share of world trade calculated as share of total world exports.
Sources: ABARE (2007; 2009a).

Wheat growing areas

Wheat is primarily grown in regions with rainfall averaging between 400mm and 1000mm per annum (Sims 1990). Australia’s principal wheat growing areas cover a crescent shaped area of southern Australia stretching from the southwest corner of Western Australia across South Australia, Victoria, central New South Wales and into southern Queensland. This area is colloquially known as the ‘wheat belt’. Figure 
2.4 shows the areas producing wheat and the intensity of production.

Figure 2.

 SEQ Figure \* ARABIC 4
The wheat belt, 2006

Intensity of wheat production in Australia, tonnes produced per square kilometrea
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a(Shaded areas reflect tonnes of wheat produced per square kilometre of a statistical local area in the year ended 30 June 2006.

Source: ABS (Unpublished 2006 Agricultural Census data).

Wheat is a winter crop and the main portion of the Australian crop is sown between May and June and harvested during the summer months commencing in October and extending as late as February. Sowing and harvest times vary depending on variety sown, region and prevailing weather conditions (Sims 1990). The wheat ‘marketing year’ begins at the start of harvest in October and ends in September the following year.

Although wheat is often referred to generically, different wheat varieties, grown in different regions of Australia, have a range of end use characteristics that make them suitable for different uses (box 
2.4 and more detail in chapter 8).

	Box 2.

 SEQ Box \* ARABIC 4
Australian wheat grades

	Under Australia’s wheat classification system, wheat varieties grown in specific geographic zones of Australia are classified into wheat grades based on their processing and end use characteristics. Hundreds of varieties of wheat grown in seven geographical zones of Australia, have been classified into eight different grades:

· Australian Prime Hard (APH) (Queensland and Northern, Central and Southern New South Wales)

· Australian Hard (AH) (All zones)

· Australian Premium White (APW) (All zones)

· Australian Standard White (ASW) (All zones)

· Australian Soft (ASFT) (All zones)

· Australian Noodle (ASWN) (Western Australia, Victoria and Northern, Central and Southern New South Wales)

· Australian Durum (ADR) (All zones)

· Australian Premium White T (APWT) (Western Australia)

Each of the grades has different end use characteristics, that make the flour milled from them suitable for making different products.

· Grades with hard grains and high protein levels (APH, AH) are suitable for use in yellow alkaline noodles, straight dough baking and sponge and dough baking.

· Grades with hard or intermediate grains and a lower protein level (APW, ASW) are suitable for yellow alkaline noodles, straight dough baking and rapid dough baking.

· Grades with soft grains and lower levels of protein (ASFT) can be used to make steamed buns and cookies or biscuits.

· ADR is used specifically to make pasta and the two noodle grades (ASWN, AWPT) are suitable for making udon and white salted noodles respectively.

	Sources: AWBI (2008); Wheat Classification Council (2009a).

	

	


Export wheat supply and disposal

Western Australia and New South Wales are the largest producers of wheat in Australia, producing on average about 40 per cent and 30 per cent of the total respectively followed by South Australia (15 per cent), Victoria (10 per cent) and Queensland (5 per cent).

Due to their relatively small populations and level of domestic demand, Western Australia and South Australia are the most reliant on the export market for disposal of their production, exporting about 90 per cent and 70 per cent respectively. Queensland exports 60 per cent and Victoria 45 per cent. Despite on average producing the second largest volume of wheat, New South Wales’ large population and high level of domestic demand result in it exporting only 35 per cent of its production. Figure 
2.5 disaggregates the average production of wheat by state into exports (bulk and non-bulk) and domestic use over the five year period to 2008-09.

Figure 2.

 SEQ Figure \* ARABIC 5
Average wheat supply and disposal, 2004-05 to 2008-09a
	[image: image6.emf]0

2

4

6

8

WA NSW SA Vic Qld

Millions of tonnes

Domestic use Bulk exports Non-bulk exports




a Domestic use calculated as the average of production in a state less exports from that state over the marketing years 2004-05 to 2008-09. Estimates might vary from actual values due to estimation errors, changes in stocks and the interstate trade of wheat.

Sources: ABS (Historical Selected Agricultural Commodities, by state (1861 – present), Cat. no. 7124.0); ABS (Unpublished International Merchandise Trade data).

Export wheat volumes from Australia’s relatively highly populated eastern states (New South Wales, Victoria and Queensland) also exhibit greater volatility than those from the less populated states of Western Australia and South Australia. This is because production in the eastern states must exceed the level of domestic consumption for a surplus to be exported. In years when production is high, as in 2005‑06, these states contribute significantly to Australia’s total wheat exports. However in years of poor harvest, such as 2006‑07 and 2007-08 when drought affected production, exports from the eastern states reduce dramatically (figure 
2.6).

This volatility was particularly evident in 2007-08 when, after two consecutive years of drought, there were no bulk wheat exports from New South Wales and only a small volume of non-bulk exports (273 000 tonnes) (ABS 2010c).

Figure 2.

 SEQ Figure \* ARABIC 6
Wheat production and exportsa
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a(Exports exceed production in some years due to changes in carryover stocks.

Sources: ABS (Historical Selected Agricultural Commodities, by state (1861 – present), Cat. no. 7124.0); ABS (Unpublished International Merchandise Trade data).

The 2009-10 marketing year, the second since deregulation, is now partially complete. ABS statistics show that in the marketing year to April 2010 total Australian wheat exports were marginally below those during the same period in 2008-09 (table 
2.1). However, there were large variations in export volumes by state, with Victoria recording a large increase in export volume while South Australia experienced a large decrease. New South Wales, Queensland and Western Australia experienced relatively minor decreases.

Although year to year changes in production, stocks on hand and world market conditions are likely to contribute to variations in wheat exports, some participants to the inquiry have stated that the divergent export performance of some states in 2008-09 and 2009-10 (particularly South Australia and Western Australia) is symptomatic of distortions created by different port booking arrangements across states. This is discussed in chapters 3 and 5.

Table 2.

 SEQ Table \* ARABIC 1
Wheat production, stocks and exports

	
	
	NSW
	Vic
	Qld
	SA
	WA
	Aust

	2008-09 marketing yeara
	
	
	
	
	
	
	

	Production
	‘000 t
	6 861
	1 724
	1 781
	2 376
	8 161
	20 939

	Stocks held by bulk handlers (April)
	‘000 t
	3 412
	447
	1 286
	879
	4 084
	10 108

	Year to April exports
	‘000 t
	1 334
	553
	564
	1 210
	4 700
	8 361

	2009-10 marketing year
	
	
	
	
	
	
	

	Production
	‘000 t
	5 050
	3 177
	1 200
	3 951
	8 248
	21 657

	Stocks held by bulk handlers (April)
	‘000 t
	2 667
	1 301
	821
	3 178
	4 803
	12 770

	Year to April exports
	‘000 t
	1 251
	844
	536
	943
	4 076
	7 651

	Year on year percentage change
	
	
	
	
	
	
	

	Production
	%
	-26
	84
	-33
	66
	1
	3

	Stocks held by bulk handlers (April)
	%
	-22
	191
	-36
	262
	18
	26

	Year to April exports
	%
	-6
	53
	-5
	-22
	-13
	-8


a(The wheat marketing year runs from October to September.

Sources: ABARE Australian Crop Report no. 153; ABS (Wheat Use and Stocks, Cat. no. 7307.0).

The two broad modes of export of wheat from Australia are bulk and non-bulk (containers and bags). The bulk export of wheat generally has lower per tonne handling and transport costs than non-bulk exports. However, non-bulk exports allow specialty or niche grains to be marketed in smaller quantities, permits access to ports that do not have infrastructure capable of receiving bulk grain and can also be more convenient for end-users to store and transport their grain. In addition, the export of non-bulk wheat does not require accreditation.

The majority of Australia’s wheat exports are in bulk, however, the composition of total exports by mode varies across states. Over the five year period to 2008-09, non-bulk exports accounted for about 35 per cent of Victoria’s exports, 30 per cent of Queensland’s and 20 per cent of New South Wales’. In the same period, non‑bulk exports accounted for only 6–7 per cent of exports from Western Australia and South Australia (figure 
2.5).

The volume of non-bulk wheat exports has also increased in recent years. Between 1999‑00 and 2006‑07, wheat exports in bags and containers grew from 1 per cent to 11 per cent of the total. Following deregulation of non-bulk wheat exports in August 2007, these exports more than doubled in volume from almost 1 million tonnes in 2006‑07 to 2.3 million tonnes in 2007‑08, or 32 per cent of the total. In 2008‑09, the volume of non‑bulk exports increased marginally (2.4 million tonnes), but an increase in bulk exports on higher production volumes coincided with the non-bulk share of total wheat exports declining to 16 per cent (figure 
2.7).

Figure 2.

 SEQ Figure \* ARABIC 7
Australian bulk and non-bulk wheat exportsa
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a(Years are marketing years, October to September.

Sources: 1999-00 to 2003-04 WEA 2010b; 2004-05 to 2008-09 ABS (Unpublished International Merchandise Trade data).

GrainCorp, when explaining the increase in non-bulk wheat exports, stated:

The tonnage of grain exported in containers has increased in recent years, driven partly by the excess supply of empty containers that needed to be returned to Asia, and increases in bulk freight rates.

In GrainCorp’s experience the trend in share of wheat exported in containers vs. bulk has had more to do with the deregulation of wheat in containers since August 2007. This coupled with excellent summer and winter crops in central and southern Queensland, and competitive container freight rates, grew the market rapidly to August 2008. After this time, bulk freight rates came down, making it more economical to ship in bulk. (sub. 43, p. 39)

Similarly, AWB submitted:

The trend to an increased volume of containers was initiated by relative value of bulk ocean freight prices (inflated by substantial demand for bulk minerals from China and India) relative to container ocean freight values and the fact that Australia is a net importer of packed containers and was a net exporter of empty containers.

Deregulation of the export wheat sector in Australia has coincided with this development and facilitated a rapid increase in grain containerisation capacity.

It is likely that with the continuing increase in demand from South East Asian markets, (from both existing and new entrants), the current capacity is maintainable but in future periods the economics of bulk delivery of grain will substantially out compete the economics of container supply and this is most likely to be driven by the availability of supply of dry bulk vessels globally and supply of packed containers entering Australia. (sub. 24, p. 28)

Markets and prices

Asia is the principal export market for Australian wheat, receiving 63 per cent of Australia’s exports over the five years to 2008-09. Two other major markets, the Middle East and Africa received 18 per cent and 13 per cent respectively. Together, Europe, Oceania and the Americas account for less than 6 per cent of total wheat exports (figure 
2.8).

The relative importance of different export markets varies somewhat from state to state reflecting transport cost advantages and market demand for wheat grades grown in particular regions of Australia. For example, durum wheat is primarily grown in New South Wales and exported to Europe. Also, since over 90 per cent of Australia’s exports are to regions north and west of Australia, it is generally accepted that Western Australia has favourable transport costs to Australia’s largest wheat export markets.

In the first marketing year following deregulation (2008-09), Australia exported wheat in bulk to 41 countries. This is a greater number than the previous four marketing years, 2004-05 to 2007-08, in which Australia exported wheat in bulk to 36, 34, 20 and 17 countries, respectively (ABS 2010c). In the 2009-10 marketing year to April, Australia exported wheat in bulk to 29 countries (ABARE 2010d), however there are 5 months remaining in the marketing year and a significant proportion of the crop is yet to be exported, as demonstrated in table 2.1.

Wheat prices are subject to significant volatility over time, particularly over the past three years (figure 
2.9). The world price of wheat in Australian dollars (as measured by the indicator price of US Hard Red Winter wheat) fell from a record high of AUD530 per tonne in March 2008 to AUD218 per tonne at the end of May 2010. The key drivers of world and Australian wheat prices are discussed in chapter 3. 
Figure 2.
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Wheat export destinations, 2004-05 to 2008‑09
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a(Other includes Oceania and the Americas.

Source: ABS (Unpublished International Merchandise Trade data).

Figure 2.
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World wheat pricea
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a(Price of US Hard Red Winter wheat 11.5 per cent protein fob US Gulf ports, converted to AUD.

Source: International Grains Council (Weekly Wheat Export Quotations) (accessed 4 June 2010).

Size, concentration and specialisation

Researchers have reported a trend towards fewer and larger farms in Australia (PC 2005) and more specifically the grains industry. Alexander and Kokic (2005) observed that the number of grain farms in Australia declined by over 40 per cent between 1977-78 and 2003-04 and the average area operated per farm increased by 50 per cent.

The size of grain growing farms in general varies considerably between states. Analysis of ABARE Farm Survey data shows that grain farms in Western Australia, the largest in the country, are approximately 3 times the size and sow 3–4 times as much area to cropping and wheat than those in Victoria, which has the smallest grain farms in terms of area operated (table 
2.2).

Table 2.

 SEQ Table \* ARABIC 2
Australian grain farms
Selected physical estimates per farm, five year average, 2004-05 to 2008‑09a
	
	Units
	NSW
	Vic
	Qld
	SA
	WA
	Aust

	Farms
	no.
	8 250
	4 935
	2 606
	4 342
	4 559
	24 770

	Wheat produced
	t
	498
	321
	361
	489
	1 476
	625

	Wheat area sown 
	ha
	370
	237
	225
	420
	940
	440

	Total area cropped
	ha
	624
	577
	486
	821
	1 502
	794

	Area operated
	ha
	2 328
	1 046
	2263
	1660
	3 358
	2 126


a(Comprises a weighted average of per farm estimates from ABARE farm surveys for farms classified into the broadacre industries, wheat and other crops industry and mixed-livestock-crops industry. ABARE farm surveys have targeted farms with an EVAO of $40 000 or more since 2004‑05.

Source: AGsurf database (accessed 22 April 2010).

Among wheat growers specifically, wheat production in Australia is highly concentrated. Information from the 2006 ABS Agricultural Census
 indicates that in 2005-06, 50 per cent of wheat growers accounted for less than 10 per cent of production, and 10 per cent of growers accounted for almost half the industry’s production (table 
2.3).

Production of wheat also varies across states (table 
2.4):

· wheat growers in Western Australia are the largest in Australia with over 75 per cent among the largest 50 per cent of wheat growers nationally

· wheat growers in New South Wales and South Australia are evenly split between the smallest and largest 50 per cent of wheat growers nationally

· wheat growers in Victoria and Queensland tend to be smaller, with 63 and 66 per cent of their growers respectively among the smallest 50 per cent of growers nationally.

Within each state, a small proportion of growers produce a large proportion of total crop production. For example, the largest 30 per cent of growers in Western Australia produce 66 per cent of that State’s wheat. In Queensland, the largest 15 per cent of growers produce 65 per cent of that State’s wheat.

Table 2.

 SEQ Table \* ARABIC 3
Decile of wheat production per business, 2006

	Decilea
	Average production per business
	Range in production per business
	Total production of all businesses
	Proportion of total production
	Cumulative proportion of total production

	
	tonnes
	tonnes
	tonnes
	%
	%

	Lowest
	31
	0–58
	75 000
	0.3
	0.3

	2nd
	90
	58–120
	257 000
	1.0
	1.3

	3rd
	162
	120–200
	456 000
	1.8
	3.1

	4th
	252
	200–300
	671 000
	2.7
	5.8

	5th
	365
	300–440
	945 000
	3.8
	9.6

	6th
	521
	440–625
	1 420 000
	5.6
	15.2

	7th
	750
	625–910
	2 072 000
	8.2
	23.4

	8th
	1 083
	910–1 355
	2 964 000
	11.8
	35.2

	9th
	1 716
	1 355–2 300
	4 836 000
	19.2
	54.5

	Highest
	3 903
	>2300
	11 453 000
	45.5
	100.0

	Totalb
	919
	
	25 150 000
	100.0
	


a(Deciles of production per business are estimated by ranking all wheat producing businesses in Australia (27 367) from lowest to highest according to total wheat production per business, and then dividing the businesses into ten equal or nearly equal sized groups.  b Totals might not add as a result of rounding.

Source: ABS (Unpublished 2006 Agricultural Census data).

The activities of wheat growers are also somewhat diversified. Wheat in Australia is typically grown in combination with the cultivation of other crops and/or the grazing of livestock.

The diversification of farming activities can reduce production and price risks associated with a single crop. Crop and livestock rotation also forms an important part of modern sustainable farming practices and can have positive effects on disease control and soil fertility, improving yield and reducing production costs. In addition, diversification can result in more efficient use of resources, by increasing the number of crops that can be grown (summer and winter crops for example) and by spreading the workload more evenly over the year (Alexander and Kokic 2005).

Table 2.
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Decile of wheat production per business, by state, 2006

	Decilea
	Range in production per business
	Share of production
	
	Share of businesses

	
	
	NSW
	Vic
	Qld
	SA
	WA
	
	NSW
	Vic
	Qld
	SA
	WA

	
	tonnes
	%
	%
	%
	%
	%
	
	%
	%
	%
	%
	%

	Lowest
	0–58
	0.3
	0.6
	0.9
	0.3
	0.0
	
	8.7
	10.2
	21.1
	7.4
	2.9

	2nd
	58–120
	1.1
	2.4
	1.8
	1.4
	0.2
	
	10.5
	14.6
	14.8
	10.6
	4.2

	3rd
	120–200
	2.1
	4.2
	2.8
	2.4
	0.4
	
	11.1
	13.7
	12.2
	10.4
	4.2

	4th
	200–300
	3.1
	6.1
	3.2
	3.8
	0.6
	
	10.3
	13.0
	9.1
	10.8
	4.4

	5th
	300–440
	4.1
	7.6
	4.4
	5.6
	1.3
	
	9.5
	11.3
	8.6
	10.7
	6.5

	6th
	440–625
	6.8
	10.4
	4.3
	8.1
	2.2
	
	11.1
	10.7
	6.0
	11.0
	7.7

	7th
	625–910
	9.5
	13.0
	7.8
	12.6
	3.8
	
	10.8
	9.3
	7.3
	11.9
	9.2

	8th
	910–1 355
	12.3
	15.7
	9.2
	17.7
	7.9
	
	9.8
	7.7
	6.1
	11.6
	12.9

	9th
	1 355–2 300
	18.7
	19.4
	17.6
	25.1
	17.4
	
	9.4
	6.2
	7.2
	10.2
	17.9

	Highest
	>2300
	41.9
	20.5
	48.0
	23.1
	66.1
	
	8.7
	3.3
	7.7
	5.2
	30.0

	Totalb
	
	100
	100
	100
	100
	100
	
	100
	100
	100
	100
	100


a( For a definition of decile, refer to table 
2.3, note a.  b Totals might not add as a result of rounding.

Source: ABS (Unpublished 2006 Agricultural Census data).

A significant majority of wheat growers of all sizes, in terms of wheat area sown, engage in activities other than growing wheat. Data from the 2006 ABS Agricultural Census indicate the most common non‑wheat agricultural activity undertaken by Australian wheat growers was the raising of livestock, with 82 per cent devoting some area to grazing land, 68 per cent to raising sheep and 34 per cent to beef.

Barley was the most common other grain crop grown by wheat growers (59 per cent) followed by oats (33 per cent) and canola (20 per cent). Lupins, field peas and sorghum were grown by less than 20 per cent of wheat producers in 2005‑06.

Small to medium wheat growers are less dependent on wheat growing activities than larger wheat growers which are more specialised. For example, the smallest 5 deciles of producers (in terms of area sown to wheat) devoted 4–15 times as much land to grazing and 1–2.5 times as much land to growing other grains, than was sown to wheat. This contrasts with the largest 5 deciles of growers, which devoted only 1–3.5 times as much land to grazing and only 0.3–1 times as much land to growing other grains (table 
2.5).

Table 2.
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Agricultural activities undertaken by wheat businesses, by decile of wheat area sown, 2006

	Decilea
	Wheat
	Grazing land 
	Sheep 
	Barley
	Cut Hay
	Cattle (beef)
	Oats
	Canola
	Lupins
	Field Peas
	Sorghum

	Share of businesses undertaking activity
	
	
	
	

	
	%
	%
	%
	%
	%
	%
	%
	%
	%
	%
	%

	Lowest
	100
	82
	64
	40
	56
	47
	36
	9
	5
	5
	7

	2nd
	100
	82
	66
	48
	50
	43
	35
	15
	7
	7
	7

	3rd
	100
	95
	78
	64
	55
	43
	42
	23
	11
	12
	7

	4th
	100
	69
	57
	48
	40
	28
	28
	18
	9
	11
	5

	5th
	100
	82
	69
	62
	46
	35
	36
	24
	11
	14
	7

	6th
	100
	79
	66
	63
	43
	29
	33
	23
	13
	16
	7

	7th
	100
	80
	68
	66
	42
	30
	34
	23
	15
	17
	6

	8th
	100
	83
	69
	67
	39
	31
	31
	23
	18
	16
	7

	9th
	100
	83
	70
	67
	37
	30
	31
	22
	25
	16
	7

	Highest
	100
	82
	68
	64
	29
	26
	29
	19
	36
	15
	6

	Total
	100
	82
	68
	59
	44
	34
	33
	20
	15
	13
	7

	
	
	
	
	
	
	
	
	
	
	
	

	Measure of activity undertaken

	
	
	
	

	
	‘000 ha
	‘000 ha
	‘000 no.
	‘000 ha
	‘000 ha
	‘000 no.
	‘000 ha
	‘000 ha
	‘000 ha
	‘000 ha
	‘000 ha

	Lowest
	52
	821
	2 402
	67
	53
	196
	32
	12
	6
	4
	11

	2nd
	129
	1 246
	3 053
	120
	63
	216
	43
	26
	7
	7
	22

	3rd
	262
	1 500
	3 687
	197
	71
	233
	58
	43
	14
	17
	29

	4th
	279
	1 314
	2 713
	184
	56
	172
	43
	42
	14
	18
	27

	5th
	482
	2 038
	3 803
	287
	75
	226
	57
	70
	21
	28
	45

	6th
	637
	2 133
	3 758
	337
	76
	220
	62
	82
	27
	38
	56

	7th
	934
	2 391
	4 283
	444
	77
	236
	76
	107
	44
	46
	50

	8th
	1 387
	2 928
	4 830
	553
	84
	268
	76
	136
	73
	54
	77

	9th
	2 329
	4 998
	5 675
	691
	82
	348
	86
	165
	150
	61
	101

	Highest
	5 951
	6 969
	7 343
	974
	84
	431
	113
	223
	421
	81
	138

	Totalb
	12 443
	26 337
	41 548
	3 853
	723
	2 545
	646
	905
	777
	353
	557


a Deciles of wheat area sown per business are estimated by ranking all wheat growing businesses in Australia from lowest to highest according to total wheat area sown, and then dividing the total number of businesses into ten equal or nearly equal sized groups.  b Totals might not add as a result of rounding.
Source: ABS (Unpublished 2006 Agricultural Census data).

The supply chain

The majority of Australia’s wheat is supplied through the bulk grain handling system. The system comprises a network of up-country receival facilities connected by road and rail transport links to population centres and port facilities. The bulk grain handling system also serves other grains produced in large quantities in Australia, including barley, canola, oats, lupins, field peas and sorghum. Figure 
2.10 provides an overview of the bulk grain supply chain.

In addition to wheat supplied into the bulk handling system, a portion of Australia’s wheat will be stored on‑farm or transported directly from the farm gate to a domestic customer (for example, a flour miller) or a non-bulk grain handler for packing and sale or export in containers and bags.

The transport and storage of wheat is discussed in chapter 6.

Figure 2.
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Bulk grain supply chain
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The bulk handling companies

Australia’s bulk grain handling system is dominated by three major regionally based bulk handling companies: GrainCorp in New South Wales, Victoria and Queensland; Viterra in South Australia, and CBH in Western Australia.

In addition to the major bulk handlers, there are two large independent bulk handling companies: AWB with operations in South Australia, Victoria, New South Wales and Queensland; and, ABA, with operations in New South Wales and Victoria. A number of smaller independent storage and handling facilities also complement the major bulk handlers. Box 
2.5 summarises the regional variations in wheat supply chain characteristics.

The services provided by bulk handlers at each step in the supply chain can form an integrated service connecting the farm gate to the domestic customer or export market. Generally however, these services are available separately, allowing a bulk handler’s client to gain physical control of its grain at any point in the supply chain. An exception is in Western Australia where CBH introduced a bundled service called Grain Express in 2008. Grain Express requires utilisation of CBH services throughout the length of the supply chain once grain has entered it, from receival site to destination point — typically a port but there are also domestic outturn sites. 

Storage and handling

Once wheat has been harvested, it will typically be stored on farm or delivered by road to one of over 550 up-country storage facilities operated by bulk handlers in Australia. Alternately, in some cases, wheat might be delivered directly to port (figure 
2.10).

The storage capacity of the bulk grain handling system is approximately 50 million tonnes (table 6.1) and is complemented by on-farm storage of about 16 million tonnes (ABS 2010d). In addition, users of grain (for example, millers) and temporary storage options such as bags are likely to contribute several million tonnes capacity. Australia’s total grain storage capacity is about twice Australia’s average annual grain production over the ten years to 2008‑09 of about 36 million tonnes and well in excess of the highest production year on record, 47 million tonnes in 2003‑04 (ABARE 2009a).

There is currently a wider choice of storage service providers in the eastern states and sections of South Australia than in Western Australia, as the major bulk handlers storage facility networks overlap to some extent and compete with a number of independent storage providers. This is reflected in the greater number of Grain Trade Australia Registered Bulk Handlers operating in New South Wales, Victoria and South Australia (table 
2.6).

	Box 2.
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Regional variations in wheat supply chain characteristics

	There are three distinct regions with respect to supply chain characteristics.

East Coast (New South Wales, Victoria, Queensland and the easternmost part of South Australia)

· Wheat is exported and consumed domestically. The bulk supply chain competes with exports in containers and bags and the storage and transport of grain for sale in the domestic market.

· The market for bulk storage and transport services is dominated by GrainCorp in New South Wales, Victoria and Queensland and Viterra in South Australia. Competition is provided by on-farm storage, a number of independent bulk handlers and some overlap of GrainCorp and Viterra storage networks.

· Bulk grain export terminals in New South Wales, Victoria and South Australia operated by GrainCorp, Melbourne Terminal Operations and Viterra are in relatively close proximity and might compete for some grain throughput.

Western Australia

· Almost all wheat is exported in bulk. Some competition is provided by exports in containers and bags.

· CBH is the dominant supplier of bulk storage and transport services. There is some competition from on-farm storage, but none from independent bulk handlers. CBH’s Grain Express service requires utilisation of CBH services throughout the entire length of the supply chain, once grain has entered it.

· CBH operates all bulk grain export terminals.

Eyre Peninsula (South Australia)

· Almost all wheat on the Eyre Peninsula is exported in bulk. Some competition is provided by exports in containers and bags.

· Viterra is the dominant supplier of bulk storage services. There is some competition from on-farm storage and independent bulk handlers.

· Viterra operates all bulk grain export terminals.

	

	


On-farm storage capacity also makes up a relatively greater proportion of the total storage in the eastern states than in Western Australia and South Australia which rely more heavily on bulk handlers for grain storage. A number of participants to the inquiry have noted that deregulation has prompted many growers to invest in on-farm storage to increase their marketing options post-harvest. The larger stock of on-farm storage in the eastern states might be attributable to the relative importance of the domestic market and longer history of choice in domestic marketing.

Table 2.

 SEQ Table \* ARABIC 6
Grain storage task and capacity

	
	
	NSW
	Vic
	Qld
	SA
	WA

	Average annual productiona
	Mt
	9.0
	4.2
	3.1
	5.4
	11.9

	Major bulk handlerb storage capacityc
	Mt
	12.2
	5.2
	2.5
	9.5
	20.0

	On-farm storaged
	Mt
	6.4
	3.5
	2.0
	1.2
	2.6


a Average annual production of grains and oilseeds in the period 2003—08.  b GrainCorp in NSW, Vic and Qld; CBH in WA and Viterra in SA.  c Denotes potential capacity. Due to segregations, actual capacity is likely to be less than potential capacity.  d As at 30 June 2009.

Sources: ABARE Crop Report no. 153; ABS (Principal Agricultural Commodities, Australia, Cat. no. 7121.0); Productivity Commission estimates.

Transport

From an up-country receival facility, wheat is either sold into the domestic market or transported to port for export (figure 
2.10). Modes of transport vary depending on the location of the up-country receival facility and distance to customer or port. Approximately 75 per cent of Australia’s export grain is transported via rail with the remainder delivered by road (table 6.3).

Although road haulage is provided by a number of companies in each state there is only one, or at most a few, rail freight providers for grain in each state. Bulk handlers typically enter long-term contracts for dedicated trains serving their export terminals and on-sell excess capacity to other grain exporters (ESC 2009). Refer to chapter 6 for a discussion of grain transport.

Ports

Once the grain arrives at port it might be fumigated (particularly if it has arrived from outside the bulk grain handling system), and stored awaiting loading onto a ship. Wheat can also be blended at the port facility to meet specific client requirements.

The Export Control Act 1982 (Cwlth) requires that grain and the ship that it is to be transported in must be inspected by the Australian Quarantine and Inspection Service prior to export to ensure it is free from vermin or insects and meets the phytosanitary requirements of the destination country.

In addition, the National Residue Survey (NRS) tests all shipments of bulk wheat (and 20 other grains) during loading for chemical residues. The NRS also randomly tests container and bag exports at the point of packing. In 2008-09, the NRS reported 100 per cent compliance with standards for bulk grain exports and over 98 per cent compliance amongst bag and container grain exports (DAFF 2009b).

There are 20 bulk grain export terminals around the Australian coast, four CBH terminals in Western Australia, eight Viterra terminals in South Australia (six of which export wheat) and two GrainCorp terminals in Victoria, two in New South Wales and three in Queensland. In addition, the Melbourne Port Terminal (MPT) in Victoria is jointly owned by ABA and AWB and operated by Melbourne Terminal Operations. Figure 
2.11 shows the location, operator and average annual throughput of the 18 bulk grain terminals in Australia that export wheat.

Except for Victoria, where the MPT has about a third of the total market and GrainCorp terminals two thirds (ACG 2008a), there is only a single provider of bulk grain port terminals in each state. However, some ports in New South Wales, Victoria and South Australia are in relatively close proximity and might compete for some grain throughput.

There is also some prospect that greater competition will develop between port facilities in the future. In August 2009, Wilmar Gavilon purchased the Brisbane Sugar Terminal at Fisherman Islands near Brisbane and has stated its intention to expand the facility to service grain and other bulk and liquid commodities (Wilmar Gavilon 2009). In addition, a multi-purpose port facility has been proposed at James Point near Kwinana in Western Australia (Whitaker 2009; Barnett 2009).

During the 2008-09 marketing year, about 12 million tonnes of wheat were exported in bulk from Australia and over 7 million tonnes of this was from Western Australia. In March 2009, exports of wheat in bulk from the CBH grain terminal at Kwinana in Western Australia exceeded half a million tonnes and were higher than in any month in at least the previous five years (ABS 2010c). Despite the record throughput, delays were experienced loading ships at ports operated by CBH in Western Australia in the first year following deregulation.

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

In the 2008‑09 season, there were constraints for the grains industry in transferring the harvest from upcountry receival sites to port facilities. The delays were predominantly due to the shipping stem and road/rail infrastructure, however, there were additional problems including:

· a large and delayed harvest along the WA coast

· exporters wanting early shipments based on an increase in cash sales

· multiple exporters (increased from one to 23)

· moving large volumes from farm to port

· the timing of receival point fumigation.

There is evidence that the delays had an impact on wheat sales and that potential buyers were considering using other Australian ports or alternate overseas suppliers. If these delays occur in future seasons, this will affect Western Australia’s reputation as a reliable supplier. (sub. 34, pp. 3–4)
Figure 2.
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Australian bulk wheat terminals

Location, operator and average annual throughputa
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a(Average per annum tonnage of bulk wheat grain throughput over the five years to the 2008-09 marketing year in millions of tonnes (Mt). Outer Harbour commenced operation in 2010 and did not export wheat during the period measured.

Sources: ABS (Unpublished International Merchandise Trade data); WEA (2010c).

ACIL Tasman, in a report prepared for CBH, stated:

In early 2009 demand to export wheat from WA rose dramatically and a ‘bottleneck’ in the export supply chain emerged, particularly at Kwinana. The result was that some shipments that some exporters had expected to be made over this period experienced considerable delays. These delays occurred despite record throughput at the ports over this period.

The spike in demand and subsequent bottleneck appeared to be the result of [a] number of factors including:

· a rain delayed harvest

· demand for early deliveries of wheat by a number of end users

· a lack of communication between the port operator and the exporters

· volatility in the export wheat price and bulk sea freight rates in early 2009

· limited rail network capacity due to a number of load and speed restrictions on many branch lines. (ACIL Tasman 2009, pp. 14–15) 

On the congestion experienced at ports, Viterra submitted: 

When AWB managed the single desk, it was able [to] spread the shipping over the whole year and therefore avoid peak capacity issues. Bulk handlers have now been required to consider the management of the dynamic capacity of their port terminals and through experience will be better able to predict and manage capacity. (sub. 23, p. 8)
In response to the issues experienced at its ports in Western Australia in the first year of deregulation, CBH introduced an auction system to allocate port capacity and alleviate congestion at peak periods for the 2009-10 harvest. The 2009-10 marketing year is now partially complete and the port congestion problems experienced in 2008-09 have not reoccurred, however, in response to the Commission’s draft report, wheat exporters have expressed concern regarding their ability to access port facilities on fair terms throughout Australia and this remains an area of contention amongst stakeholders. The CBH auction system and port access in general is discussed in chapter 5.

Other key sectors

Marketing and trade

Marketers provide the link between the participants in the supply chain. They purchase grain from growers and each other, find buyers and coordinate transport of grain between the two. Marketers typically take control of grain at the up-country receival facility where they might post daily prices, or take delivery of grain they have already agreed to purchase, or have contracted to be delivered into a pool.

There have been a number of wheat marketers operating in the domestic market since 1989, the non‑bulk export market since 1999 and, as a result of the new bulk wheat export marketing arrangements, there were 28 accredited exporters in the bulk wheat export market at May 2010 (WEA 2010d).

Since deregulation, accredited bulk exporters have been successful in gaining significant market share from AWB. During the 2008-09 marketing year, 17 accredited exporters exported 12 million tonnes of wheat in bulk. WEA has stated that 60 per cent of bulk wheat exported during this period was by the top three exporters and 90 per cent by the top nine exporters (WEA 2009d).

The Commission has been provided with industry estimates, based on the monitoring of port shipping stems, that indicate that AWB and CBH each hold approximately a quarter of the bulk wheat export market, followed by Cargill (12 per cent), GrainCorp (11 per cent), Viterra (6 per cent) and Elders Toepfer Grain (5 per cent). A number of smaller exporters exporting less than 5 per cent each make up the remainder (figure 
2.12).

Figure 2.
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Estimated export shares of bulk wheat exporters in 2009a
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a( Industry estimate based on monitoring of port shipping stems from January to December 2009.

Source: Lloyd George (AgIntel, pers. comm., 28 January 2010).

The increased number of marketers has resulted in a greater range of marketing options, terms and conditions for growers. This has increased liquidity and flexibility for growers. However, some growers have commented that increasing choice has itself resulted in increased costs:

The challenge is being embraced but at a cost — one must follow the markets, purchase new mobile phone systems, computer hardware/software, attend courses, employ consultants, all of which has a dollar value as well as time which impinges on other areas of the business or rest. (Pike Family Trust, sub. 18, p. 1)

Wheat marketing, including the increased choices that have emerged for growers to market their wheat, is discussed in chapter 3.

The 2008 wheat export marketing arrangements were implemented in part to reassure growers that they would not be subject to high levels of credit risk when dealing with marketers of bulk export wheat.

Since implementation of the new arrangements, none of the accredited exporters has experienced bankruptcy or had its accreditation revoked. There also appears to be a high level of confidence in payment security among growers. The WA Grains Group (sub. 46, p. 1) has stated ‘WEA gives farmers the security of knowing that the companies have the ability to pay. This is important in the interim period of moving from regulation to deregulation’.

However, some participants raised doubt about the level of security accreditation actually provides. GrainCorp submitted:

… the regulator provides no financial guarantees or warranties to any party transacting business with an accredited bulk wheat exporter, and … the scheme thus provides an ‘appearance’ of security where none actually exists … (sub. 43, p. 3)

The value of ongoing accreditation is discussed in chapter 4.

Payment security is particularly relevant in the context of recent economic conditions and the adverse impact the global financial crisis had on the ability of companies to gain access to finance in 2008 and 2009. As trading companies, finance is important for bulk wheat exporters as credit is used to finance the accumulation of grain for export. Without credit, exporters would be required to finance grain accumulation with equity (at greater cost) or would not be able to accumulate grain.

However, inquiry participants were of the view that the global financial crisis did not significantly affect the ability of marketers to accumulate grain. GrainCorp (sub. 43, p. 38) stated that it ‘had no problems securing grain inventory finance for the 2008‑09 grain harvest. The company has not experienced any problems securing finance for the 2009‑10 harvest’.

Further, the Pastoralists and Graziers Association of Western Australia noted:

We have had the big test of the global financial crisis and farmers were able to trade in a very liquid market at good values. The best cash trading opportunities I would say they’ve ever had at a time of liquidity crisis in global markets and that’s continuing today. (trans., p. 55)

In support of the financial soundness of bulk wheat exporters, WEA has stated: 

In 2008-09, proposed export volumes from 24 accredited companies totalled approximately 27 million tonnes, which is considerably greater than the 12.3 million tonnes of wheat actually exported. This indicates that accredited exporters had the combined capacity and financial resources available to export more than twice the size of the Australian crop available for export in 2008-09, despite the difficult economic circumstances of the global financial crisis. (sub. 55, p. 29)

In addition to marketers, there are a number of private and public sector organisations and grain brokers providing information and services to growers and other market participants.

Industry bodies also play a role in facilitating the trade of grain, such as Grain Trade Australia, which publishes commodity standards, standardised contracts and trade rules and provides a dispute resolution service; and the Wheat Classification Council, which manages the classification system under which the majority of Australia’s wheat is traded.

Research and development

Research and development also contributes to Australia’s competitiveness in the international wheat market.

In addition to four commercial wheat breeding companies operating in Australia, the Grains Research and Development Corporation (GRDC) — a statutory corporation under the Primary Industries and Energy Research and Development Act 1989 (Cwlth) — is responsible for allocating and managing investments in grain research and development. The GRDC provides funding to universities, farming groups and private companies to conduct research in three main areas:

· pre-breeding research to identify, isolate and enhance genetic traits and for the development of new varieties

· improving growing practices

· developing new products for use by growers.

The GRDC is funded by a grower levy and the Australian Government. The grower levy is currently 0.99 per cent of the value of grain produced, and is collected on 25 crops including wheat. Taxpayers contribute on a sliding scale up to a maximum of 0.5 per cent of the gross value of Australian grain production. 

Industry good functions are discussed in subsequent chapters including information (chapter 7), wheat quality and classification (chapter 8) and other industry good functions (chapter 9). Research and development is the subject of a separate Productivity Commission inquiry.

2.3 Industry performance

Deregulation on 1 July 2008 represented a significant transition for the bulk export wheat industry which had been regulated under single desk marketing arrangements for over 60 years. The 2008-09 marketing season (October to September) was the first full season under which the new wheat export marketing arrangements operated and the 2009‑10 marketing season is now partially complete.

The transition to deregulation has coincided with a period of turbulence in the world economy due to the global financial crisis and a significant decline in world wheat prices. However, despite the dramatic change that deregulation brought to the industry and adverse economic and price conditions, the transition to competition in bulk wheat export marketing has progressed remarkably smoothly and the industry is performing well under the new arrangements.

A number of considerations have contributed to this assessment:

· Twenty-eight organisations are now accredited to export wheat in bulk from Australia (as at May 2010) and competing exporters have successfully gained significant market share from AWB. Growers have reported that there is a liquid market for wheat with a multitude of marketing options available.

· A relatively large volume of wheat was successfully exported in bulk to a diverse range of international markets in the first marketing year following deregulation and this looks set to continue in 2009-10.

· None of the accredited exporters has experienced bankruptcy or had its accreditation revoked. There is a high level of confidence in payment security among growers.

· Deregulation has revealed cross‑subsidies and inefficiencies that were embedded and hidden in the previous compulsory national pool. Growers are now observing prices that are closer to the actual costs of transporting, storing handling, and marketing their grain. This is discussed in chapters 3 and 6.

However, it is clear that the industry is still working through some transitional issues related to deregulation, such as port access and supply chain efficiency.

In addition, it is also apparent that all industry participants, particularly some growers that saw benefits under the single desk, have faced challenges in coming to terms with the new industry arrangements, including operating in a more complex marketing environment. These difficulties have been exacerbated by the recent decline in the world price of wheat and the rising value of the Australian dollar.

Looking forward, the prospects for the Australian bulk wheat export industry look bright if it continues to be flexible to market signals and strives to be intensely competitive, a sentiment shared by BRI Australia in a report prepared for the Grain Growers Association:

Overall, Australia is in a fortunate geographic location to compete in the growing Asian market, however, the industry will need to continue to innovate and improve quality so as to ensure Australian wheat continues to meet the high standards expected of it in a market subject to intense international competition. Having the diversity of product and the flexibility to take advantage of opportunities in other markets will also be increasingly important. (BRI Australia 2010, p. 23) 

The following chapters look more closely at industry performance in respect of particular aspects of the wheat industry and consider changes that might be required to make the marketing of bulk export wheat more competitive.


























































�	Actual non-bulk exports by non-AWBI exporters were only a fraction of approved tonnages. The Wheat Export Authority (2007a) stated that this was due to either business not eventuating, exports that were not shipped, or multiple exporters seeking export consents to the same buyer.


�	Consents/rejections for the 2006-07 export consent period were by the then Minister, the Hon. Peter McGauran MP, and for the 2007-08 export consent period by the Minister, the Hon. Tony Burke MP.


�	The bulk handling companies were established during the period 1910–60 as state government owned authorities in New South Wales, Victoria and Queensland and grower cooperatives in Western Australia and South Australia (Sydenham and Whitwell 1991).


�	Viterra is listed on both the Australian and Toronto stock exchanges.


�	GrainCorp and ABA as operators of port terminals in Victoria, were previously subject to regulation under the Grain Handling and Storage Act 1995 (Vic). From 1 October 2009, all ports in Victoria were declassified as ‘significant infrastructure facilities’ and are not subject to regulation under that Act. ABA and AWB each own 50 per cent of the Melbourne Port Terminal, however it is managed by an ABA subsidiary, Melbourne Terminal Operations which is not considered by WEA to be an associated entity of an accredited exporter and as such, is not subject to the access requirements of the WEMA (WEA 2009c). Sumitomo, the owner of ABA was previously an accredited wheat exporter but surrendered its accreditation in May 2010.


�	This number includes all businesses that produce wheat and have an Estimated Value of Agricultural Operations (EVAO) of $5000 or more, regardless of their level of specialisation and as a consequence, is likely to overstate the number of commercial wheat growers.


�	Estimates of 2005-06 farm production are based on information from the Agricultural Census at 30 June 2006. The scope for the 2005-06 Agricultural Census was all agricultural businesses recorded on the Australian Business Register maintained by the Australian Taxation Office. The measure of size was the ABS’ EVAO or Business Activity Statement (BAS) turnover. A minimum size cut-off of $5000, based on either EVAO or BAS turnover was used to determine whether a unit was in-scope for the Census.


�	A bulk handler may apply to Grain Trade Australia (GTA) to be registered as a GTA Registered Bulk Handler. For 2010�11, 18 bulk handlers have been provisionally registered by GTA. In each of New South Wales, Victoria and South Australia, eight provisionally registered bulk handlers operate. In Queensland, three operate and in Western Australia, only CBH has been provisionally registered. It should be noted that not all bulk handlers seek registration or are eligible (GTA 2010).
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