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Transport, storage and handling

	Key points

	· The export grain supply chain consists of storage and handling facilities up country, transportation of grain (via rail and road), and delivery of export grain at port terminals.

· Many grains share the use of this common supply chain, but wheat represents the largest share of grains (54 per cent).

· Returns to growers can be increased by improving efficiency of the supply chain.

· There has been an increase in on-farm storage. Growers might use on-farm storage to exploit a greater range of marketing options under deregulation.

· The share of wheat transported by road has increased because of privatisation of rail, deregulation and other factors.

· Competition in the supply chain varies across Australia.

· The east coast typically has more private on-farm storage, more competition in bulk handling facilities and more contestability in the supply chain than the west coast.

· Access to up-country storage facilities should not be regulated, as these facilities do not have natural monopoly characteristics.

· Rivals need to be able to by-pass the bulk handling system, and have access to port terminals, and freedom to use competing logistics chains. This will provide scope for competition to arise without the need for access regulation up country.

· Bulk handling companies might charge higher rates for wheat that is not transported to ports via its own supply chain. The proposed port access arrangements (chapter 5) should address this issue.

· In Western Australia, CBH has an exclusive dealing notification requiring that grain stored at CBH facilities be transported using CBH’s system, called Grain Express.

· In light of market developments, the Commission endorses the decision by the ACCC to review CBH’s exclusive dealing notification to operate Grain Express.

· Greater investment in transport infrastructure is likely to be required in the future.

· When making investment decisions, governments and the wheat industry need to examine the effects on the entire supply chain and links with other industries.

· Thorough cost-benefit analysis, taking into account the economic and social costs and benefits of road and rail use, is required.

· Long-term investment decisions should avoid ‘locking in’ supply chains and not restrict the development of other supply chains.

	


In chapter 5, access arrangements at port terminals for exporting grain were discussed. In this chapter, the rest of the supply chain –– including handling and storage of wheat up country, and transportation –– is examined. Section 6.1 contains an overview of how the supply chain operates. The supply chain has undergone much change both prior to and since deregulation. In section 6.2, recent developments in the supply chain are discussed. The efficiency of the supply chain is a critical factor in determining the competitiveness of Australian wheat. Impediments that inhibit the development of competition in, and the efficiency of, the supply chain are discussed in section 6.3. Finally, section 6.4 examines transport infrastructure investment in the future.
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How does the wheat supply chain operate?

Export wheat is delivered to ship via a shared grain supply chain, which has three distinct components:

1. Up-country storage and handling of grain (including wheat), consisting of:

(a) up-country storage facilities (operated by the three bulk handling companies and other smaller bulk handlers)

(b) on-farm storage (growers).

2. Transportation of grain from up-country to port terminals (or the domestic market), via:

(a) rail

(b) road.

3. Loading of vessels for shipment to export markets at port terminals.

An illustration of how the supply chain operates is presented in figure 6.1.

The majority of wheat destined for export is handled, stored and transported through the bulk grain handling system. This system comprises a network of up-country receival facilities that are connected by road and rail transport links to domestic users (typically feedlots and mills) or to port terminals for export. Although the majority of export grain is transported through the bulk handling system via the rail network, there has been a recent trend towards greater use of road transportation and on-farm storage.

Figure 6.

 SEQ Figure \* ARABIC 1
Bulk grain supply chain
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The Commission was asked to examine the level, and effectiveness, of competition in the grain supply chain. As will be explained below, the level of competition varies in different regions of Australia. Generally, there are three distinct regions which each have one bulk handling company that provides an integrated supply chain from up country to port (chapter 2). These regions comprise the east coast (New South Wales, Victoria and Queensland), South Australia and Western Australia.

Storage and handling

After harvesting their wheat, growers can choose to store their wheat on farm, move their wheat to an up-country storage facility directly after harvest, or move their wheat direct to port for export or straight to a domestic user. Ports are not generally used as a storage facility, per se. Storage at ports is generally used to assemble shipments for export. In contrast, wheat stored up country is held for a much a longer time, and might be carried over to the next harvest.

Up-country storage facilities

Up-country storage facilities vary in size. Currently there are about 570 up-country facilities that the three major bulk handling companies operate and another 30 facilities owned and operated by other major companies –– AWB Limited (AWB) and Australian Bulk Alliance (ABA) (table 6.1).

The bulk handling companies listed in table 6.1 are all registered by Grain Trade Australia. In total, there are 18 registered bulk handlers that have been granted ‘provisional’ status for the 2010-11 marketing season.

To be registered, a bulk handler must publish its storage and handling agreement, and provide a list of fees and charges. This provides growers with information about where they can store grain, although the number of bulk handlers and storage facilities varies across regions. There are eight registered bulk handlers in New South Wales, Victoria and South Australia, three in Queensland, and only one in Western Australia.

In total, there is approximately 50 million tonnes of bulk handling storage capacity (roughly twice the size of the total wheat harvest in a good year). Excess storage capacity is a common feature across Australia.

Table 6.
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Up-country grain handling storage facilities

	Company
	Storage facilitiesa
	Capacitya

	
	No.
	Million tonnes

	GrainCorp
	270
	20.0

	CBH
	193
	20.0

	Viterra
	108
	9.5

	ABA
	8
	0.8

	AWB
	22
	3.7

	Total
	601
	54.0


a The number, and capacity of, storage facilities is for all grain types, not just wheat. Number of storage facilities was taken from bulk handling companies websites, and may include sites temporarily closed.
Sources: GrainCorp (2010c); CBH (2010b); Viterra (2010b); ABA (2010b); AWB (pers. comm., 9 June 2010)

In Western Australia, Co-operative Bulk Handling (CBH) has a grain storage capacity of 20 million tonnes. However, CBH submitted that its ‘effective’ capacity is closer to 15 million tonnes because storage capacity is reduced, on average, by:

· 1.6 million tonnes from carryover of stock

· 3.8 million tonnes due to segregation of grain

· nearly 1 million tonnes because some grains (such as barley and oats) take up more room than wheat. (sub. DR75) 

CBH’s average receivals at harvest for all types of grain are about 11 million tonnes, and Western Australia’s largest grain harvest was 14.7 million tonnes in 2003-04 (CBH 2010b).

In South Australia, Viterra (formerly ABB) is the dominant bulk handler, and stated that its total capacity of about 9.5 million tonnes is capable of handling the entire South Australian grain harvest (Viterra 2010b).

GrainCorp operates storage facilities across the eastern states (New South Wales, Victoria and Queensland). GrainCorp has a capacity of about 20 million tonnes of its own storage. This compares with an average annual grain production across the region of about 16 million tonnes (GrainCorp, sub. 43). In addition, most of the New South Wales wheat crop is destined for the domestic market. Generally, about 10 million tonnes of wheat is sold to the domestic market each year. Wheat destined for domestic markets is often delivered directly from farms to end users (see below) implying that GrainCorp has ample storage capacity in its system.

Grain delivered to storage facilities is weighed and tested to determine its grade and quality. It is then stored with other grain of the same bin grade (chapter 8). The total number of bin grades or segregations at each storage site is determined by the tradeoff between the value of segregating grain and its cost. Storage sites also vary considerably in size, and bulk handling companies can use some smaller sites to store narrower product varieties (discussed in section 6.2).

On-farm storage

A report by Francis (2006) presents a useful summary of the various options that growers have to store grain on farm, the costs and benefits of each, and factors likely to influence their use.

First, growers can use grain storage bags to store wheat on farm. Bags typically store between 200 and 220 tonnes of wheat and are filled and emptied using specialised machinery. Bags are sealed, which means, under favourable conditions, they protect grain from insect damage without the use of insecticides. Other benefits include:

· low capital set-up costs

· improved harvest management

· opportunity to segregate and blend grain.

Disadvantages of using bags include the requirement for disposal of used bags and the period of storage before bag deterioration. Bags can be left on farm for up to a year, but are usually held for a much shorter period of time.

Growers that use bags tend not to put their wheat in the bulk handling system. The cost of storage and handling at a bulk handling facility is typically more than from storing in bags (SDD 2009a). Growers can use their own transport to deliver wheat in bags to a domestic user (for example, flourmill or feedlot) instead of warehousing wheat in a bulk handling facility.

Alternatively, growers can store wheat on farm in sealed grain silos. Compared with bags, silos offer a more permanent storage option. However, they have a higher initial capital outlay. There are also additional on-farm handling and site maintenance requirements (in particular, the prevention of contamination from pests is an issue that many participants noted, and is discussed in section 6.2).

Growers can also use sheds or bunkers for short-term storage requirements (Department of Agriculture and Food (Western Australia) 2008).

The ABS (2010d) estimated that there is about 15 million tonnes of on-farm storage capacity across Australia, located mainly on the east coast (table 6.2). 
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On-farm storage capacity, 2009

Million tonnes

	
	NSW
	Vic
	Qld
	SA
	WA
	Total

	On-farm storage capacity
	6.4
	3.5
	1.9
	1.2
	2.6
	15.6


Source: ABS (Principal Agricultural Commodities, Australia, Cat. no. 7121.0).

Transport

After harvesting their wheat, growers have the option to transport their grain from on farm to either a domestic user, direct to a port terminal for shipment, or to a bulk storage facility. For each of these options, wheat is only transported via road (using trucks).

Wheat warehoused at a bulk storage site can be outturned to a domestic end user or transported to a port terminal. Wheat is transported from a bulk storage site (to port terminals or domestic outturn sites) using road or rail. That is, road and rail can directly compete for the transport of wheat from bulk storage sites. Competition does not always exist (for example, if there is no rail line).

The proportion of wheat transported via road and rail depends on factors such as:

· whether it is destined for domestic consumption or export

· distance to port

· seasonal fluctuations (peak-load periods) and size of harvest.

An explanation of how road and rail use varies according to these factors is provided by Single Vision Grains Australia (SVGA):

Rail traditionally dominates in the haulage of grain from the more distant regions to the major ports … Road transport is used by many domestic consumers, particularly in the milling and stockfeed sectors, and trucks are also heavily used for deliveries to port from coastal growing areas (particularly in WA and SA).

Road transport is also used for export grain when rail is unable to meet short term demands (such as in bumper export seasons, peak shipping demand periods or when silos fill up at harvest time). … The upshot of this pattern is that rail is used overwhelmingly for the haulage of the more distant volumes, while road transport has a higher proportion of volumes grown closer to the port or the major mills (typically in cities and regional centres) and feedlots. (SVGA 2007a, p. 6)

Current transport shares of road and rail usage are difficult to obtain and vary depending whether measured using volume or adjusted for distance. Industry estimates from 2007 (prior to deregulation) stated that about 75 per cent of Australia’s export grain (measured by volume) was transported via rail, with the remainder delivered by road (table 6.3). In New South Wales, Victoria and Queensland, 80–100 per cent of export wheat was transported by rail. These numbers exclude road transport from farm to bulk receival site and the share of grain transported by road is likely to have risen since 2007 (section 6.2).
In states where some growing areas are closer to the coast and port areas, as in Western Australia and South Australia, grain is more likely to be delivered to port by road. However, 65–70 per cent of the volume of export grain was transported by rail in Western Australia and South Australia in 2007. 

When volumes of export grain were adjusted for the haulage distance (tonne‑kilometres), the share of rail was higher, reflecting the longer distances that grain is transported on rail compared with road.
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Share of rail and road for export grains, 2007

	State
	
	     Share of Rail (per cent)a

	
	
	Volume
	
	Tonne-kilometres

	NSW
	95
	97

	Vic
	80
	85

	Qld
	100
	100

	SA
	70
	82

	WA
	65
	79

	Total
	75
	86


a(Figures do not account for the road haul from farm to receival site, which is likely to be significant. Anecdotal evidence suggests that the share of road has increased since 2007 (section 6.2).

Source: Productivity Commission estimates derived from SVGA (2007b).

Within states, the share of grain transported from bulk receival sites to port terminals by road or rail can vary dramatically. For example, in Western Australia, Esperance received about 90 per cent of its grain via road, while Kwinana received about 90 per cent of its grain via rail in 2007 (SVGA 2007a).

Links across the supply chain

Figure 6.1 illustrates the physical supply chain logistics involved in moving wheat from farm to an end-user. It does not show the ownership of wheat at any point in the supply chain. The major bulk handling companies typically operate services along the supply chain –– from bulk receival site to ships. Bulk handlers generally allow users access to any of these services (although grain stored at CBH’s facilities must use CBH’s supply chain to be delivered to its end destination), meaning ownership of wheat can change at any point in the supply chain.

With the advent of deregulation, more competition has emerged in many parts of the supply chain. This competition has led to many different players trying to seek access to, or to develop, alternative supply chains.

Recent changes, and developments to improve the efficiency of the supply chain, are discussed next.
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Recent developments in the wheat supply chain

The wheat supply chain has adjusted to pressures coming from various sources. ‘Privatisation, deregulation and competition in the grain supply chain are contributing to changes in historical patterns of grain transport in NSW’ (NSW Farmers Association 2009, p. 9).

Privatisation of rail networks has seen private operators change their service to minimise costs, while deregulation has seen storage and handling companies move into the marketing of grain and become more active in road and rail transportation, to deliver a more integrated service. In addition, changing customer requirements (by traders and growers) for storage and handling services has led to an increase in these services being provided by rivals to the incumbent major bulk handling companies. Developments and likely trends in the future for storage, handling and transport are discussed below.

Competition has emerged in up-country storage and handling facilities

On-farm storage has increased

Although it is difficult to ascertain precisely how much on-farm storage might have increased, a number of sources suggest that there has recently been a large increase in on-farm storage capacity, albeit from a small base:

There is anecdotal evidence of a recent acceleration of the annual growth rate of the take-up of on-farm storage options, including bags … In the wake of the loss of AWB’s single desk, many growers have now apparently reacted against the inevitable sway of chain control to the bulk handlers by building on-farm capability. (SDD 2009a, p. 15)

GrainCorp (sub. 43) estimated that more than 10 million tonnes of permanent storage has been built in the past decade in the eastern states by non-bulk handlers and grain producers.

Similarly, in Western Australia:

The WADAF [Department of Agriculture and Food (Western Australia)] estimates that there are currently around 2 million tonnes of on-farm storage in the state, which does not include the use of temporary storage such as silo bags. They further estimate that on-farm storage will continue to grow over coming years to between 3 and 4 million tonnes. (DITRDLG 2009a, p. 25)

A report produced for the National Transport Commission (SDD 2009a) stated the trend towards more on-farm storage ‘initially emerged as growers grew dissatisfied with the lack of choice in bulk handling options and perceptions of their pricing of basic storage services’ (SDD 2009a, p. 14).

Although the increase in on-farm storage began prior to deregulation, it is likely that a deregulated environment gives increased incentives for growers to use on-farm storage (in particular, because it provides more marketing options).

The New South Wales Grain Freight Review highlighted four reasons explaining the increase in on-farm storage of grain and warehousing since deregulation:

· preserving the identity of individual grain parcels to capture market premiums

· deferring, for as long as possible, the decision on when and to whom the grain will be sold, to maximise price

· reducing the risk of post-harvest weather damage to grain (access to on-farm storage may assist in getting grain into store quickly)

· avoiding the costs of using the centralised handling system unless this is a necessary consequence of the sale decision. (DITRDLG 2009b, p. 29)

Although the new marketing arrangements provide opportunities to growers, they also add another layer of complexity to the decision making process, and growers might not always make the right decision. For example, one grower stated:

I’ve stored a lot of my grain this year only to find prices going down. How am I supposed to find the time to market my grain and run my farming business successfully? (J & C Lloyd, sub. 56, p. 1)

Faced with greater uncertainty in a deregulated market, on-farm storage might be used by growers wanting to maintain some control (NSW Farmers Association 2009). That does not mean all growers prefer on-farm storage. ‘Growers faced with the uncertainty of wheat marketing are forced to store their own grain’ (Ilestyle, sub. 9, p. 1).
The marketing of export wheat is different from that which prevailed under the single desk, requiring a transitional adjustment for growers. Under the new arrangements, the day-to-day decisions growers make to sell export wheat are the same as those for growers marketing other grains (or for wheat that is sold to domestic users).

A number of submissions highlighted issues regarding the costs of building on-farm storage and the control of pests. For example, Kay Hull MP stated:

… there are immense costs involved with on farm storage. Not only is there significant capital development costs, there are a variety of issues to contend with such as weevil infestation and the overall management of running farm storage. (sub. 36, p. 3)

When small volumes of wheat are to be exported, it is probably more cost-effective to store the wheat in a bulk storage facility and pay the associated storage handling fees than to invest in on-farm storage (although growers could use bags when selling small parcels of wheat).

Regarding the testing procedures that are available on farm to protect against pests, the NSW Farmers Association noted:

The breakdown in Insect Pest Chemical Control and the lack of suitable chemical choice has made the Storage of Grain on farm to reduce costs risk laden and expensive if growers have to build suitable on farm storage to stop insect pests. (sub. 49, p. 13)

Ben Mason (NSW Farmers Association) stated that costs of preventing grain contamination are significant and get passed onto growers:

There’s a risk with insect – phosphine and chlorpyrifos breakdown. The required aeration of two litres per second per tonne requires about a $4 per tonne investment. What percentage of growers have got the resources available to implement that now after we’ve just been talking about 10 years of drought, so it’s just forcing these costs back onto growers. (trans., p. 514)

Export opportunities might be limited if on-farm pest control procedures cannot be developed to the same standard as up-country facilities. Trevor Badger stated:

The biggest impediment to me currently is weevils. I have been storing grain for domestic markets for 14 years and have not been able to stay weevil free 100% of the time. To export I must be weevil free and it is an expensive task when you have to do it yourself. (sub. 14, p. 3)

There is evidence that the industry is responding to these issues. For example:

· Elders Toepfer Grain (ETG) is introducing a national on-farm storage accreditation system. According to ETG the accreditation will ‘set common processes and standards for the storage of grain on-farm, which in turn will stimulate confidence and credibility among supply chain participants.’ (ETG 2009)

· CBH is introducing an on-farm quality assurance program, Better Farm IQ, as part of a wider quality assurance program to assure customers that Western Australian wheat meets food safety standards. 

These examples indicate that management of on-farm storage will continue to evolve, as its use becomes more widespread.

Bulk storage facilities have been replaced with more efficient facilities

To improve operational efficiencies, bulk handling companies have reduced the number of storage facilities they have open at any point in time.

Prior to deregulation, storing and handling charges tended to be the same across all storage sites, meaning that more efficient sites cross-subsidised those sites that were less efficient. Bulk handlers have since moved towards site-based costing and closed down uneconomic sites.

Table 6.4 shows that, before the Wheat Export Marketing Act 2008 (Cwlth) (WEMA) took effect, the number of up-country storage facilities in operation reduced by about one-third between 1998 and 2006.
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Number of storage sites over time

	State
	Company
	1998
	2006
	2010a
	2015 (potential)a

	NSW
	GrainCorp
	265
	145
	173
	43

	
	AWB
	–
	10
	10
	10

	
	ABA
	–
	3
	4
	3

	Vic
	GrainCorp
	257
	92
	73
	25

	
	AWB
	–
	4
	4
	4

	
	ABA
	–
	2
	4
	2

	
	Viterra
	–
	–
	2
	na

	Qld
	GrainCorp
	87
	42
	36
	10

	
	AWB
	–
	4
	4
	4

	SA
	ABB/Viterra
	116
	111
	114
	39

	
	AWB
	–
	4
	4
	4

	WA
	CBH
	200
	196
	197
	101

	Total
	
	925
	613
	625
	245


a 2010 figures are not directly comparable with 2015 estimates. 2010 includes all sites (including port terminals), while 2015 estimates are only for high capacity sites (not smaller sites). For example, GrainCorp stated it has nearly 200 small sites it opens and closes during the year (GrainCorp 2010c). na There was no industry estimate in the report by SVGA (2007a).

Sources: SVGA (2007a, p. 9); GrainCorp (2010c); CBH (2010b); Viterra (2010b); ABA (2010b); AWB (2010).

However, closure of sites has mainly occurred in the eastern states, and mostly by GrainCorp. In Victoria and Queensland, GrainCorp steadily reduced the number of storage sites in operation since 1998. In contrast, GrainCorp expanded the number of facilities it had operating in New South Wales between 2006 and 2010.

Due to the high volatility of grain production and volatility in exports of wheat in the eastern states (chapters 2 and 3), bulk handlers typically close and re-open sites. Timothy Bush explained:

… in the event of a large harvest, either right across the state or in a particular district these sites [which are not currently in operation] are still owned by GrainCorp & can with minimal effort be opened for direct delivery or utilised as overflow storage. (sub. DR77, p. 5)

Therefore, the difference in GrainCorp storage facilities in New South Wales between 2006 and 2010 likely reflects that some sites were re-opened during that period.

In the long term, however, the industry prediction (from 2007) was that closure of bulk receival sites would continue for all bulk handling companies. That the rationalisation of facilities in operation to date has occurred mainly on the east coast suggests that competition and the economic pressures for efficiency (given volatility of production and exports) might be greater there than in South Australia and Western Australia.

The cooperative structure of CBH might make the transition from network-based to site-based pricing more challenging and impede rationalisation in Western Australia (IPA 2008; GIWA, sub. 38). There might also be limited pressure for CBH to rationalise due to the lack of contestability in bulk storage in Western Australia, which might arise from Grain Express (section 6.3).

Although the total number of bulk storage facilities has generally declined, some sites have been upgraded and more modern facilities, capable of storing greater amounts of wheat, have also been built.

Bulk handling companies have upgraded facilities to generate their own efficiencies and to compete with other rival bulk storage providers. AWB and ABA currently operate 30 storage facilities (table 6.1), whereas previously they did not own any:

GrainCorp, the AWB(L) [AWB] and the ABA (Australian Bulk Alliance) have all invested in upgrading existing grain storage facilities and construction of new storage facilities –– ‘super sites’ –– with much of this investment driven by competitive and cost reduction strategies. (NSW Farmers Association 2009, p. 10)

The above analysis highlights an increasing trend towards on-farm storage and, that the rationalisation of large, bulk storage facilities is placing competitive pressure on the major incumbent bulk handling companies. The New South Wales Grain Freight Review stated:

Increased on-farm storage may well be the early stage of a long-term trend toward providing high quality storage outside of the centralised system — either on farm or in local storage provided by cooperatives or specialist companies. Some grain producers, particularly larger grain producing companies, are investing in substantial storage systems. (DITRDLG 2009b, p. 29)

Sites have also been built in strategic locations that take advantage of cheaper freight rates (discussed below).

Share of wheat transported by road has increased and rail decreased

Rail dominates the transport task of delivering wheat to export terminals (section 6.1). Despite seasonal volatility in the share of grain transported by road or rail, most industry participants agreed that the share of grain transported by road has increased steadily over time. With respect to Western Australia, for example, Strategic Design and Development (SDD) stated:

Rail transports around 60% by volume and 80% by net-tonne-kilometres, but its share is falling, as road transport is being increasingly used in some areas. (SDD 2009b, p. 2)

Road use has increased for a number of reasons.

The cost efficiency of road compared with rail has improved. Generally, road infrastructure has improved, the capacity of heavy vehicles has increased and heavy vehicles can access more transport routes than before. For example, in New South Wales:

Development of Road trains, B-double and B-triple trucks have lowered the cost of road transport for grain. Roads on which Road trains, B-double and B-triple trucks are permitted to operate now cover a significant part of NSW’s grain producing areas. (NSW Farmers Association 2009, p. 14)

While the flexibility and efficiency of road freight has improved, the same cannot be said for rail. For example, AWB stated:

The standard of grain network rail lines in Australia is a problem for the grain industry. Multiple gauge lines, speed restricted lines, equipment class restricted lines and axle load restricted lines are prevalent and all have the impact of reducing the efficiency under which rail can operate across the network. (sub. 24, p. 16)

In addition, deregulation of the wheat market has changed the dynamics of the supply chain, tending to encourage the greater use of road transport:

· Diversified grain requirements have meant that smaller parcels of grain are more likely to be delivered to niche markets using trucks, as trucks are more efficient for moving smaller amounts of wheat.

· A large number of wheat exporters are competing to deliver wheat, which has increased the volatility of demand for wheat, and therefore services across the supply chain. During peak demand periods, trucks might be utilised in conjunction with rail to help meet this demand.

· Developments in up-country storage (rationalisation and a change in location of sites) require trucks to move wheat further distances than before.

· Changes from network-based pricing to site-based pricing have revealed inefficiencies of rail use on outer branch lines, shifting the transport task to road.

The effects of site-based pricing and deregulation on transport are explained in more detail next.

Pricing of rail freight has changed because of competitive pressures

Rail networks consist of main rail lines, which typically run along major corridors. Main rail lines interconnect with smaller, outer branch lines. Sometimes main rail lines and outer branch lines have different gauge widths, requiring that cargo be transferred to a different train at interconnection points.

Previously, rail freight costs were set at the same rate across the network. However, the cost of provision of rail lines can vary dramatically. For example, an outer branch line with low volume is likely to be more costly to run than a main rail line running the same distance with larger volumes of grain.

With privatisation of rail networks and the deregulation of wheat export marketing, traders and growers can now move their grain using alternative supply chains. These competitive pressures have led to more cost-reflective freight rates being set:

In the pre-privatisation era, freight pricing on these lines [mainline and branchline] did not attempt to reflect the differential in true operating cost between the two line types. Increasingly, as pricing has moved more to a site-specific operating cost basis under more competitive conditions, the differences between mainline and branchline train loading have been reflected more in price. Consequently, freight prices now reflected in grain purchase prices at BHC [bulk handling company] sites on branchlines are now often considerably higher than those on nearby mainlines. Where previously there was a $5/tonne differential, this might now be $11/tonne or greater. Previous pricing regimes were influenced by the BHC’s interest in maintaining the viability of outlying sites, on behalf of their grower constituencies. Private rail operators have no such concerns and have little interest in maintaining services to poor quality lines. (SDD 2009a, p. 16)

Using Western Australia as an example, SDD highlighted that because some sites now have much higher rail freight rates, there has been a substitution towards road:

Deregulation of grain handling and marketing, has profoundly affected the economics and operation of the grain network. There is competition to transport grain from bins to ports. Due to this competition the traditional grain receiver, CBH, cannot offer a single network-wide price for grain transport, so there is a cost-based price for every bin, exposing some to road transport competition. (SDD 2009b, p. 3)

The upshot of intermodal competition is that bulk handlers and growers will use road and rail to varying degrees, to move wheat in the most cost-effective manner.

The impact of transport price changes on growers

For some growers based in remote areas near outer branch lines, the cost of delivering wheat to ports using rail lines from local sites will be higher than before. This was noted by Ralph Billing, a wheat grower in New South Wales:

Rail freight rates to Port Kembla from our main delivery sites of Junee (GrainCorp Sub terminal) and Coolamon-Marrar (Australian Bulk Alliance) – both about 30km from Rosemere – have increased from $22.26/t and $23.84/t in 07-08 to $38.75 and $41.50 in 09-10 respectively. This is a 74% increase over 2 seasons! Over the same period the local silo price of our wheat has declined by 51% ($388/t to $190/t). (sub. 30, p. 2)
At an individual level, an unfortunate consequence of the move to site based pricing is that some transport routes, which might have previously benefited from cross subsidisation, will now have higher freight charges. Offsetting this, however, is that other growers might now benefit from having lower transport costs as they no longer subsidise other routes.

In the long term, growers that are adversely affected by higher rail freight rates at local sites are likely to respond by using alternative transport options.

In coastal areas, growers and traders might use trucks to deliver grain direct to port terminals, located in close proximity. To move grain from more distant locations, trucks can still be used, albeit in a different way from which they were previously used. For example, growers near outer branch lines (who might have experienced higher rail freight rates on those lines) can use trucks to move grain further distances to sites located on major rail lines, rather than to their local sites. SDD stated:

Grain traders’ pricing practices in 2008-09 now reflect the fact that rail services on many branchlines are less efficient than road services, and growers now have the incentive to deliver their grain direct to customers by road, or to silos located on more central rail corridors. (SDD 2009a, p. 5)

Based on price differentials, some growers can generate cost savings of $11 per tonne or more from delivering to a mainline site rather than a local silo (SDD 2009a).

Consolidating grain to travel by major rail corridors means that larger cargoes can be assembled on those lines, therefore increasing the commercial viability of rail wagons (and lowering the costs to users).

Importantly, the effects of deregulation on rail and road transport (changes to the location of storage sites, freight pricing and volatility in demand to move grain), has facilitated the development of alternative, more efficient, transport solutions, particularly on the east coast (there is less competition in storage and transport in Western Australia, as explained below). Although this has made the transport task more expensive for some, it has made it cheaper for others, and the industry as a whole is likely to have benefited from increased competition.

Changes in transport and storage are occurring at the same time

Changes at one point in the supply chain often affect other parts of the supply chain. In addition, growers, traders and bulk handling companies are all simultaneously changing the way they operate.

Growers face a more complex task for marketing their wheat. They must decide how to store wheat (on farm, in private storage or in the bulk handling system), when and where to deliver (to a local site or further away), while bearing in mind to whom they should sell, and at what time.

Bulk handling companies are coordinating how different parts of their supply chain are developed to minimise costs of transport and storage. For example, ‘super sites’ that have been built can store grain at lower cost, but they are also located at places that minimise transport costs.

In its submission to the New South Wales Grain Freight Review, the NSW Farmers Association gave the following example of how modern facilities, with faster rail outloading times and efficient intake from trucks have been built:

Investment in storage facilities includes construction of rapid rail outloading capability which attracts rail freight discounts. Fourteen super sites have been established by the bulk handling companies to accumulate grain at locations where it is economic to transfer it efficiently and quickly from trucks (generally high capacity Road trains or 
B-doubles) to high capacity trains for direct haulage to ports. (NSW Farmers Association 2009, p. 10)

Behavioural changes of growers and supply chain operators are driving efficiencies throughout the chain:

Increased supply chain competition and integration have reduced transport and storage costs, benefiting grain producers. Growers have taken opportunities to reduce costs by choosing to deliver grain to least cost receival facilities, and grain storage and handling companies have obtained lower prices for rail transport by consolidating loading to gain from economies of scale. (NSW Farmers Association 2009, p. 11)

Increased competition, or contestability, can increase the efficiency of the supply chain. As explained in chapter 3, the world export price typically determines the price for Australian wheat. For growers, overall returns reflect the price paid for Australian wheat less the costs of supplying it (for export at ports or domestic markets). Therefore, lowering supply chain costs will increase the share of overall returns that growers receive.

Finding 6.1

Greater competition can improve the efficiency of the grain supply chain. These efficiency improvements lower the costs of the supply chain, providing benefits to the industry, and particularly to growers.

6.

 SEQ Heading2 3
Access and competition in the supply chain

The Commission was asked to examine the effectiveness and level of competition in the supply chain.

Access arrangements and competition issues surrounding one part of the supply chain –– port terminals –– were discussed separately in chapter 5. In this section, the level of competition and access arrangements are first considered separately for up-country storage facilities and transport.

In section 6.2, it was highlighted that export terminal operators now provide a more integrated supply chain and have entered into the marketing and trading of wheat. As a result, the conditions regarding access to their entire supply chains might also need to be considered (and not just port terminals).

This is explained by the Victorian Essential Services Commission (ESC):

… grain handlers now provide a more vertically integrated supply chain service, including up-country receival and storage, and transportation via long-term rail contracts with dedicated trains serving their export terminals. … Hence, it is increasingly the case that it is the integrated supply chain services that may be substitutable, rather than the services offered by export terminals. (ESC 2009, p. 50)

Therefore, this section concludes by examining competition and access arrangements for the integrated supply chains of the three bulk handling companies that service the east coast, South Australia and Western Australia. A particular issue in this regard is the use of Grain Express in Western Australia, and is discussed at the end of this section.

Competition and access to up-country storage facilities 

As noted in chapter 5, one reason for having an access arrangement is if a facility is uneconomic to duplicate. The recent increase in on-farm storage (particularly on the east coast) and development of large scale up-country facilities by non-bulk handlers (section 6.2) suggests that storage can be duplicated. Therefore, it is unlikely that up-country receival sites have natural monopoly characteristics. A similar sentiment was expressed by the Allen Consulting Group (ACG):

While some scale of economies exist in up-country grain receival sites, it is unlikely that these facilities would meet the principles for access regulation. In particular, it is unlikely that it would be found that such infrastructure represented natural monopoly ‘bottle-neck’ facilities that were uneconomic to replicate. The emergence of AWB subsidiary AWB Grainflow as a significant provider of storage and handling services in New South Wales and Victoria supports such a conclusion. (ACG 2008a, p. 45)

Although, as stated above, there is less competition in Western Australia.

The explanatory memorandum for the Wheat Export Marketing Bill 2008 also expressed the view that up-country facilities should not be subject to access regimes:

Up-country facilities do not display natural monopoly characteristics as they have low barriers to entry and there are already a number of competitors in the industry who provide up-country storage services. Nor do they meet the criteria outlined in the Competition Principles Agreement 1995 for the application of access regimes. (Burke 2008b, p. 13)

As noted above, on-farm storage can sometimes be used as an alternative to the bulk handling system, for example for wheat sold in the domestic market. Being able to sell wheat in the domestic and export markets ensures that, at the margin, growers can substitute between them.

There is no evidence that bulk handlers systematically refuse growers and traders access to their storage sites. The Western Australian Farmers Federation stated that the terms offered to growers regarding storage of grain in Western Australia, and terms and conditions for third parties to purchase that grain, are the same for all traders:

WAFarmers totally rejects any move to impose unnecessary and costly access regimes to upcountry facilities due to the fact that all exporters have equal opportunity to access CBH’s upcountry facilities by way of purchasing growers stored grain and/or accessing equal freight arrangements through Grain Express. (sub. 29, p. 3)

Bulk handling companies also emphasised that, because of the large capital costs to set up their facilities, it is in their interests to maximise throughput. For example:

The GrainCorp storage and handling business depends on high volume throughput and therefore has the incentive to attract and retain as much throughput as possible. (GrainCorp, sub. 43, p. 30)

Should access to up-country storage facilities be regulated?

There is no evidence that up-country storage is uneconomic to duplicate or that bulk handling companies have restricted access to allow storage of grain at their 
up-country facilities. Therefore, there is not a strong case for regulating up-country storage facilities beyond the application of the generic competition law.

Specific regulation would impose many costs. Given the number of up-country storage facilities, these costs would be substantial. Costs of regulation include compliance costs on businesses, costs borne by the regulatory body and risks associated with regulatory error (for example, setting an inappropriate access price). Importantly, regulating access can stifle new investment in alternative supply chain options and inhibit the sort of improvements to existing facilities that have occurred since deregulation, which have improved efficiency in the supply chain.

In any case, it would be very difficult to regulate access to up-country storage facilities in practice, if regulations only applied to the wheat export market. Unlike port terminals, which are used exclusively for the export market, up-country storage facilities may be used to store a variety of grain that is sold for both the export and domestic markets. (Domestic wheat marketing is not regulated under the WEMA.) Facilities are also used for other grains –– which are not subject to access regulation.

In conclusion, the industry as a whole would not benefit from having access to 
up-country storage facilities regulated.

Finding 6.2

Up-country storage facilities do not exhibit natural monopoly characteristics. There is no case for specific third party access regulation. Specific access regulation is likely to hinder the development of efficient supply chains.

Competition and access to road and rail transport

For wheat stored at up-country storage sites, the availability of trucks provides intermodal competition in transport. However, within each transport mode (road and rail), the degree of competition can vary greatly. ACG stated:

While road haulage is often a very competitive industry, within each State rail transportation services for grain tend to be provided by a single monopoly firm. In some States, a dedicated haulage services provider provides grain haulage services, while in others the same firm may also be the owner of the rail track infrastructure. (ACG 2008a, p. 6)

Rail infrastructure is likely to be uneconomic to duplicate. Recognising the need to promote above-rail competition, third party access regimes for rail infrastructure services were introduced as part of the National Competition Policy reform process (under the National Access Regime), and most states also have their own access regimes for rail infrastructure (PC 2006b). If a state-based regime is certified by the designated federal Minister, access seekers lose the ability to seek access under the National Access Regime.

Under these regimes, a private service operator of trains (above-rail infrastructure) can seek access to below-rail infrastructure, under the prices set for the corresponding access regime.

Competition in the provision of rail services for grain in Australia varies across regions.

Multiple rail providers exist in New South Wales and Victoria. For example, AWB has contracts in place with El Zorro, and GrainCorp with Asciano to utilise rolling stock.

In Western Australia, CBH stated:

CBH is currently in the process of running a tender for the above rail services with the aim to develop a long term competitive grain supply chain. This is the first time this work has been tendered in the history of the grain business. (sub. DR75, p. 10)

Having various rail operators contesting for the rail services in Western Australia might help to provide effective competition.

The South Australian Farmers Federation (SAFF) argued that access to rail infrastructure in South Australia is problematic:

Recently SAFF Grains were given details of how Genesee & Wyoming Australia Pty Ltd, who have a five-year agreement with Viterra have put unreasonable controls on their rail-lines in South Australia and are charging exorbitant fees. They run trains and control truck access. On their line from Dry Creek to Port Adelaide they require an additional pilot – while only a distance of 10 km, the charge for the pilot is $2.00 per mt. It has been calculated that for one train carrying 2200 tonnes over 145 km of track, that Genesee & Wyoming Australia would charge $59 400 compared with VLine $6224, Australia Rail Track Corporation $2482 and NSW Rail $2317. This pricing structure virtually precludes any other company but Viterra from using rail in South Australia easily and cost effectively. There is also an additional rail weighing fee of $2.75 a tonne (2 to 5 cents would be reasonable). (sub. DR64, p. 2)

In the draft report the Commission made some recommendations regarding the need for access regulation and the vertical separation of rail networks. The Commission has examined these issues extensively in previous reports, most notably in its 2006 inquiry report Road and Rail Freight Infrastructure Pricing (PC 2006b). The Commission recommended that governments consider the vertical integration of some grain rail lines, where the benefits outweigh the costs.

Some participants agreed with this recommendation, whereas others did not. The Australian Rail, Tram and Bus Industry Union (RTBU) (sub. DR59) disagreed with calls for vertical integration, noting that the New South Wales Grain Freight Review had also questioned the viability of vertical integration, for the following reasons:

· multiple users of many sections of the grain rail network make aligning interests through privatisation problematic – and may raise concerns that control of the infrastructure stifles the development of competing supply chains

· previous experience with the vertical integration/privatisation of rail infrastructure in Australia and New Zealand has not been encouraging

· the Task Force discussions revealed substantial doubt as to whether any market participants would have an appetite for acquiring the rail track. (DITRDLG 2009b, p. 49)

Similarly, Asciano stated:

Vertical integration of track and rail operations, for the reasons which led to operations being on a “take or pay” basis, does not transfer the risks for ineffective use of rail maintenance expenditure, since network usage is determined in large part by the grain storage and handling organisations, and not by rail operators. (sub. DR97, p. 4)

The Commission is of the view that there might be some instances where vertical integration is appropriate, but it will depend on many factors, likely to vary across regions.

In each case, governments should consider the benefits and costs of vertical separation. Benefits of separation include the ‘promotion of above-rail competition, encouragement of market diversity and reduced scope for abuse of market power’ (PC 2006b, p. 308). Costs include loss of economies of scope, increased transaction, coordination and information costs, potential complications in pricing efficiently, and potential loss of commercial sustainability (PC 2006b).

In consultations with participants it was highlighted that, in response to the large variability of grain production, rail operators have tended to enter into commercial agreements with grain operators regarding funding, or in some cases ownership of rolling stock. Such deals would make vertical integration problematic.

Competition and access throughout the supply chain

As mentioned in section 6.2, bulk handling companies now provide an integrated supply chain service. Some participants were of the view that regulation should occur at various points (or perhaps all points) of the supply chain, because bulk handling companies could make the conditions to use one of their services so restrictive that it forces participants to use bulk handling companies’ entire, integrated services.

The ESC explained:

… the greater degree of vertical integration of grain handlers from upcountry storage through contracted train services to port may mean that the scope to undertake such differential pricing, or to restrict access, may reside at more than one point on the supply chain –– in which case [port] terminal access arrangements may not be fully effective. (ESC 2009, p. 54)

For example, bulk handling companies might charge higher handling rates at port terminals for users who do not store their wheat at bulk handling companies’ 
up-country storage facilities. Or, they might charge the same rate for all users at port terminals, but set this rate high enough so that they can cross-subsidise their up-country storage facilities. If these port access charges cannot be justified, it not only makes it difficult for growers to use alternative storage systems, but also limits the potential for alternative supply chains –– which might use a more direct and efficient transport system –– to develop.

Competition to bulk handling companies’ integrated supply chains varies across regions. Some participants were concerned that ‘regional monopolies’ might develop, where one dominant bulk handler has a significant market share for an integrated supply chain (up country to port terminals) in Western Australia, South Australia and the east coast.

On the east coast, ABA and AWB provide alternative supply chains to GrainCorp to deliver wheat from up country to ports.

There is less contestability in South Australia. SAFF highlighted some issues regarding the level of competition in supply chain services in South Australia:

There is very little up-country competition and this is unlikely to change when any company considering building further up-country facilities knows that eventually they will still need to use Viterra’s ports, with its control of the shipping stem as well as control of the majority of road and rail logistics in South Australia. (sub. DR64, p. 1)

Such issues could be even more relevant for Western Australia, because that is the only state with no up-country facilities provided in competition with the dominant bulk handling company, CBH (section 6.1). Furthermore, warehousing grain at CBH facilities is contingent on using CBH’s transport supply chain (Grain Express). Issues regarding the use of Grain Express are discussed separately below.

Notwithstanding regional differences, overall there is increasing contestability in both transport and storage and handling, allowing growers or traders to deliver wheat to ports using their own transport and storage options. There are no regulatory impediments stopping users from by-passing the up-country supply chains of bulk handlers to deliver grain direct to port (except perhaps in Western Australia because of Grain Express), and the Commission considers that any further regulation is not necessary.

Therefore, provided that wheat delivered to port terminals outside of the bulk handling system is not discriminated against (this requires appropriate port access charges), there will be no impediments to growers and traders using their own supply chains to export wheat.

At the moment, port terminals do not face strong competition. However, the current and future provisions regarding access at ports (chapter 5) should ensure that participants can gain access to ports or use alternative supply chains to deliver wheat to port. Therefore, provisions regarding access to ports –– provided there is competition in other parts of the supply chain –– should ensure contestable by-pass throughout the entire grain supply chain.

finding 6.3

Competition in the grain supply chain requires that participants have the ability to 
by-pass the bulk handling system.

Regulating access to various parts of the supply chain could also increase the risk of ‘locking in’ existing supply chains. One participant stated:

Alternative supply chains such as on-farm storage and alternative port loading facilities (other than wheat ship loaders) already exist. If market forces are left to prevail these alternative systems will grow if the existing supply chain is uncompetitive over time. Inhibiting these natural supply and demand forces through rules will restrict the industry in moving on in the future. (C & J Michael, sub. 11, p. 2)

Stifling supply and demand signals through regulation would be detrimental to the current evolution of supply chains. For example, the recent consolidation of 
up-country receival sites could not have occurred if third party access regulation to these sites was imposed on the bulk handlers.

Competition concerns under the Grain Express arrangements

In Western Australia, CBH operates all of the up-country bulk handling facilities. Anyone who stores wheat at these up-country storage facilities is required to use CBH’s transport supply chain –– known as ‘Grain Express’ (GE) (box 6.1).

	Box 6.

 SEQ Box \* ARABIC 1
CBH’s exclusive dealing notification to use Grain Express

	Exclusive dealing conduct involves, broadly, ‘a trader imposing restrictions on another person’s freedom to choose with whom, in what or where it deals’ (ACCC 2008b, p. 1). The Trade Practices Act prohibits outright some exclusive dealing conduct (third line forcing). In other cases it is only prohibited if it substantially lessens competition.

Parties may obtain immunity from exclusive dealing (other than third line forcing) by lodging a notification with the Australian Competition and Consumer Commission (ACCC). On 11 June 2008, CBH lodged a notification to use Grain Express (GE). ‘In essence, the notified conduct means that while grain is in CBH’s custody, its movement will be arranged and coordinated by CBH’ (ACCC, sub. DR95, p. 7).

The ACCC can revoke an exclusive dealing notification if:

it is satisfied that the conduct has the purpose, effect or likely effect of substantially lessening competition and the likely benefit to the public will not outweigh the detriment to the public from the lessening of competition. (ACCC 2008b, p. i) 

On 8 September 2008, the ACCC decided not to revoke the GE notification. It was not satisfied that GE substantially lessened competition because:

· Grain Express did not appear to foreclose potential competitors to CBH from entering the market for grain receival, storage and handling

· growers and traders of grain are free to make their own arrangements for the transportation of grain from the farm gate to end user point (including direct to port), or from a “destination site” to end user point

· Grain Express may stimulate competition in the market for the CBH transport contracts by providing greater certainty in respect of transport volumes. Acquirers and marketers of grain will continue to be able to take advantage of niche marketing opportunities

· CBH’s amended “Ring Fencing Policy” provides an adequate framework to limit the potential for information obtained by CBH to be transferred to and used 
anti-competitively by CBH’s trading subsidiaries.

The ACCC also considered the central coordination of grain storage, handling and transportation under the Grain Express system was likely to provide significant efficiency benefits. (ACCC, sub. DR95, p. 7)

The ACCC can review and revoke the immunity afforded by a notification at any time. Triggers for a review include ‘complaints from persons affected by the exclusive dealing conduct, a change in market conditions or further information coming to light’ (ACCC 2007, p. 7).

The ACCC was concerned with the operation of GE in its first year (in particular, congestion problems which might have contributed to shipping delays at ports). CBH claimed that the performance of GE was impacted upon by a range of factors, including the timing and size of the harvest and teething problems in the first year of deregulation. With the completion of a second season, and in light of ongoing concerns regarding GE, the ACCC has stated it is now timely to commence a review of CBH’s GE notification.

	Sources: ACCC (2007, 2008b); sub. DR95.

	

	



Grain Express aims to increase efficiency through a more coordinated supply chain

A report prepared for CBH by Synergies Economic Consulting (SEC 2008), explained the benefits from having CBH operate the Western Australian supply chain through GE. SEC stated ‘Arguably the greatest gain from Grain Express is the benefits it will bring in the utilisation of rail resources’ (SEC 2008, p. 35).

To elaborate further:

The lack of incentive alignment between the participants of a logistics chain creates an environment in which none of the supply chain participants is able to operate in a manner that fully exploits the opportunities presented by network benefits. … The fragmentation that is inevitable in a decentralised supply chain with multiple marketers will compromise the efficiency of rail operations.

This is because individual marketers will not have the volume to support unit train operation. This in turn may result in a substantial modal leakage of freight from rail to (the less efficient) road system. (SEC 2008, p. 19)

The report also stated that GE is best placed to ensure the future viability of rail lines.

However, since that time, GE appears to have responded by using road where it is more cost-effective and to help with peak loads. The Department of Agriculture and Food (Western Australia) stated in its submission:

Deregulation has clearly had an impact on the grain rail network in WA. This year CBH has announced that it is moving from a Network Pricing system, that has allowed for cross-subsidisation of uneconomic lines to keep the majority of grain on rail, to a Site Cost based pricing system. This will see grain transported by road where rail costs are not competitive. (sub. 34, p. 5)

Nevertheless, given that possibly the greatest benefit of GE cited by SEC (2008) was that it would reduce the leakage of rail freight to road, it would appear that the importance of having GE coordinate the (rail) logistics task might have lessened.

In response to the draft report, CBH stated that it aims to use the most cost-effective transport solution, which is not always rail. CBH emphasised that road usage was higher last year as trucks were required to help meet peak demands, but that rail usage has risen again this year:

Grain Express allows aggregation of volumes that makes rail possible, but it is not a blank cheque for rail transporters to charge whatever they see fit. Whilst the proportion of grain transported by rail during the 2008-09 season may have declined, 2009-10 has seen an increase in the percentage of rail use to port year to date [from 55 per cent in 2008-09 to 64 per cent in 2009-10]. (sub. DR75, p. 12)

CBH also reiterated that it is best placed to negotiate better freight rates than smaller operators competing against each other, because it can guarantee volume of supply:

Further, the scale of Grain Express, allows CBH to provide road and rail service providers with the volume necessary to invest in efficient plant and equipment required to serve the grain industry supply chain under appropriate commercial terms that allow a balancing of commercial risk in years of poor grain production. (sub. DR75, p. 11)

Essentially, CBH claims that it can use its dominant market position to obtain the cheapest freight rates in Western Australia, because strong intermodal competition exists.

Grain Express might impede efficiency improvements in the supply chain

By providing a more bundled service (transport and storage), there is less transparency in the pricing of different services. Some participants considered that GE might impede the efficient rationalisation of storage sites and transport. Furthermore, by bundling the transport and storage services together, there might be an element of cross-subsidisation.

This can lead to inefficiencies across the whole supply chain, as AWB noted:

Generally BHCs have failed to provide transparency in the pricing of services (greater bundling is occurring in WA, but also in SA) and this leads to the risk of inefficient storage facilities being maintained. … The subsequent impact of this price distortion affects rail infrastructure: subsidised storage attracts greater grain deliveries than should otherwise occur and this historically has required rail providers to service these inefficient sites but on equipment (lines) that have not been maintained, reducing the returns to rail providers and ultimately leading to more expensive rail costs across the whole network. (sub. 24, p. 19)

The Institute of Public Affairs (IPA) argued against GE prior to is commencement. The IPA believed that cross-subsidisation of storage sites was likely to occur, because GE would enable the continuation of flat structured storage fees:

A consequence of flat receivals pricing will be the continuation of smaller, otherwise uneconomic sites thereby placing an additional cost burden on the entire system. Additionally, while the very small or outmoded receivals sites continue via cross subsidies, this hinders the possibility of either rationalisation by CBH, or the entry of new storage and receivals operators. (IPA 2008, p. 20)

CBH has recently moved away from flat pricing of storage and handling across its network. ‘CBH’s charges vary according to the status of the site that the grower delivers to and commodity and freight varies according to location’ (CBH, sub. DR75, p. 13).

For example, there is now a small differential between storage prices of wheat held at sites classified as being either tier 1 sites ($10.00) or tier 2 sites ($11.05).

Similarly, CBH claimed it is moving away from subsidising inefficient freight routes (in line with developments in the transport sector mentioned in section 6.2):

Freight rates in 2009-10 are based on the cheapest mode to port and so have less 
cross-subsidisation than ever before. Since assuming control of freight of bulk wheat from AWB in 2008 CBH has moved comprehensively to provide growers with transparency on freight costs from its sites in Western Australia. CBH will continue the process of removing freight cross subsidisation in 2010-11.

CBH does not consider that cross subsidisation always makes it difficult for rivals to compete and notes that the opposite is usually the case. CBH is actively moving away from network pricing arrangements in freight because CBH recognises that it is open to competition at any point in its network. If efficient sites are cross-subsidising freight for uneconomic ones; it makes it easier for competition to compete against the efficient freight lines. (sub. DR75, p. 13)

Thus, it does appear that competitive pressures are making the way CBH prices its storage and transport services more transparent (and perhaps more efficient).

Nevertheless, even if CBH can drive efficiencies in transport, it might be transporting grain through an inefficient network of storage sites. That is, GE might minimise the costs of operating an inefficient supply chain.

Efficiency of the supply chain and contestability to Grain Express

The key to driving efficiency in GE (and supply chains in other states) is to ensure that there is competition in the supply chain (finding 6.1) and competition requires the contestable by-pass of supply chains (finding 6.2). 

Provided that GE does not impede the potential for rivals to operate supply chains in competition with GE then, if GE fails to minimise costs to growers and traders, alternative supply chains should evolve. Alternatively, the threat of entry by rivals could force CBH to adopt more efficient operations.

In the long term, if contestability exists, there should be pressure for CBH to enhance its supply chain efficiency, for example, by closing inefficient storage sites and adjusting the mix of rail and road transport.

In making its ruling regarding the exclusive dealing of CBH to use GE, the Australian Competition and Consumer Commission (ACCC) concluded that there was sufficient contestability for rivals to use their own logistics chain (box 6.1). Since GE commenced, however, there have been some market developments (discussed below) which might have affected the ability to by-pass GE, and no exporters have used direct to port access. In the draft report, the Commission asked participants for their views on using GE, with regards to its efficiency and particularly whether there were impediments to by-passing it.

Participants’ experiences and views on Grain Express

CBH stated that there has been limited interest in direct to port access because GE is adequately meeting the needs of the market:

To date CBH has had an extremely limited interest in Direct to Port access (ie access to CBH port terminals through an alternative supply chain). CBH contends that this is because the basic CBH service is addressing the market needs as there is no discrimination between grain delivered from the CBH supply chain versus that from an alternate supply chain. (sub. DR75, p. 9)

In response, Glencore Grain stated that it was locked in to using GE, and that GE was inefficient in transporting grain to port. With regard specifically to CBH’s claim above –– that GE meets market needs –– it stated:

However the plain facts are:

· Traders have to use Grain Express at present. Direct to Port cannot be chosen at the only time allowed for choice, which is within 5 days of buying a [shipping] slot [at auction].

· In the last season we incurred demurrage and surge costs exceeding $2.3m and this season $300 000 demurrage costs because Grain Express transport in both seasons has been slow.

It is submitted that CBH’s statement is unfounded and cannot be relied on. (sub. DR89, p. 18)

Similarly, the Australian Grain Exporters Association (AGEA) stated:

AGEA believes that Grain Express is anticompetitive and restricts the ability of any party to build any competing infrastructure or transport capability as well as reducing competition in rail and road freight.

Exporters are essentially forced to use Grain Express as the auction rules require exporters to nominate within five days whether or not they are using Grain Express or direct access; and the flat fee charging structure impedes direct access. (sub. DR79, p. 3)

CBH has since announced that it will revise its auction system, which might give traders more choice when nominating their transport.

Chris Brooks, from Glencore Grain, also said that Glencore Grain had its own trucks available to transport grain, but said that it was refused this under GE:

… we run fleets of our trucks, have done for years. In the massive delay in early 2009 when there was all the problems and all this demurrage [we incurred around] $2 million [in demurrage in] the first year of Grain Express, we had ships sitting in the port, we had grain that we’d bought up-country and we offered to send a fleet of 50 to a hundred trucks over there to cart our grain to those ports. It was rejected, refused, not allowed, not possible under Grain Express. So we weren’t able to move it ourselves but then under this Grain Express monopoly, they turned around and charged us approximately $5 a tonne extra, over and above the normal freight rate, for a surge charge, because they say in their own submission that the surge capacity was not a restriction of capacity at the ports, it was a restriction of the logistics, which they have a monopoly to deal with and no-one else can get involved which is just unreasonable. (trans., 
pp. 533–34)

Many traders have withdrawn their support for GE since it commenced, claiming that CBH has not been accountable for service outcomes. ETG stated:

The key driver in supporting this model [Grain Express] from an ETG perspective, was around the concept of shared risk. ETG gave up its right to provide freight alternatives on the basis that CBH could better coordinate and by definition, provide a best cost service with limited risk of execution failure. CBH would therefore take this execution risk ie getting product to the port. Risk was shared.

This has not occurred. ETG are now essentially wearing the risk of non execution through concepts such as core capacities and ‘the surge’. Grain Express has become monopolistic with little capacity for its performance to be benchmarked by competition. Companies such as ETG do not have the option to create alternative transport options, which minimizes the use of direct port access and potentially pushes companies to pay surge fees around a non visible base.

ETG no longer support Grain Express in its current state. (sub. DR94, p. 5)

AWB highlighted that the differential pricing for wheat delivered direct to port terminals, rather than through CBH’s logistics chain, makes by-pass difficult:

AWB believes that there are elements of the Grain Express system in WA that have created anticompetitive constraints to accessing and utilising CBH’s up-country facilities. Under the terms of the ‘direct access’ alternative path created by CBH, exporters are charged more than Grain Express to reenter CBH’s port terminal facilities for Fobbing access. (sub. DR63, p. 12)

In addition to traders’ concerns, some growers also raised problems with GE. Kim Halbert stated that GE restricts alternative supply chains from occurring:

People wishing to use their own supply chain or on farm storage are penalised with substantial charges at the point of delivery. This makes gaining a suitable return on investment in alternate storage and supply chain systems difficult. Grain Express has the effect of hand-cuffing growers and traders to the CBH system. (sub. DR88, p. 4)

Similarly, Leon Bradley of the Pastoralists and Graziers Association of Western Australia said:

In principle it [Grain Express] sounded good when it was introduced but I think what CBH have done is used it to extend their monopoly up country. While they have structured their charges the way they have nobody is going to build storage because they’re going to get full ticket anyway, because they’re charging $17 fobbing or $17.10, whatever it is. I don’t think it’s an accident they have rearranged their pricing structure. (trans., p. 418)

Some participants provided strong support for GE:

Prior to Grains Express being implemented I was given a presentation and felt that (then as much as now) that Grains Express was essential to growers achieving maximum return with little or no cost to anyone else. (J & M Hassell, sub. 13, p. 2)

Similarly, The Western Australian Farmers Federation stated:

CBH’s innovative Grain Express logistics system brought operational efficiencies and lowered the barriers to entry for acquirers in the WA market. It should be acknowledged that Grain Express provided growers with an unprecedented choice of marketers across the wheatbelt in 2008. Through its regular meetings with CBH, WAFarmers is confident that CBH’s on-going improvements to the Grain Express system will ensure that the system provides ongoing benefits to growers and marketers. (sub. DR92, p. 6)

Overall, it appears that some growers and most traders no longer support GE (even though many provided initial support). Particular issues with GE identified by participants above are that:

· conditions governing the use of CBH’s network (storage and/or port access) potentially have the effect of ‘locking in’ the use of GE. These include:

· the shipping allocation system, which required traders to nominate how grain would be transported well before traders had acquired that grain

· prices charged for going outside of CBH’s supply chain to ports, which might be prohibitively expensive for users to by-pass GE

· CBH did not deliver expected efficiency benefits, and that it did not share the risk for non-performance (for example, demurrage and other costs incurred from not delivering grain on schedule).

The ACCC has also announced that it will review the GE notification, in light of market developments and growers continued concerns that have been expressed to the ACCC and to the Productivity Commission via its public consultation process.

The Commission’s view

As mentioned above, the ability to by-pass GE will ensure that the efficiency of the supply chain in Western Australia is maximised.

The Commission is aware of industry speculation regarding the future development of alternative supply chains. For example, a recent news article in Farm Weekly reported that at least one company is believed to be organising its own supply chain.

Industry speculation also is suggesting Elders Toepfer Grain is close to announcing a grain handling initiative, that could assist the grower groups with their plans to by-pass the CBH system.

This will seriously impact on CBH’s ability to sustain 8.2 million tonnes of grain receivals to maintain its fixed costs structures. (Bettles 2010, p. 3)

Alternative supply chains inevitably will take some time to develop. Any credible threats to entry (and not necessarily entry itself) will drive efficiency improvements by CBH.

The Commission also notes that CBH has addressed some of the shortcomings of GE in its first year of operation. Through continued consultation with industry participants, CBH might continue to adapt the way it operates GE (which should help improve its efficiency). 

In weighing up the arguments for and against the use of GE, it is the Commission’s view that GE could make it more difficult, in practice, for alternative supply chains to develop or provide a credible threat to entry. There remain widespread concerns by participants, and no grain has yet been transported directly to port by other traders.

Furthermore, in other states, and in other areas of the supply chain, the industry has undergone structural change. In the short term, these changes created challenges for growers, traders and transport and storage providers to adjust, but in the long term these changes should bring about a more efficient supply chain. Thus, delaying or hindering the evolution of alternative supply chains in Western Australia might slow down the types of efficiencies already occurring elsewhere.

Therefore, the Commission endorses the decision made by the ACCC to review the GE notification. The Commission recommends that the ACCC’s decision be made as soon as practicable, to ensure that all industry participants (and particularly CBH and other potential storage and transport providers) have certainty. Infrastructure decisions, particularly transport, are made on long-term horizons (section 6.4) and industry players would benefit from having a stable regulatory framework.

Recommendation 6.1

The ACCC has announced that it will review the exclusive dealing notification granted to CBH, regarding the use of Grain Express. In light of market developments and concerns over the contestability of CBH’s supply chain, the Commission endorses the decision by the ACCC to review Grain Express. The Commission recommends that the ACCC makes its determination as soon as practicable.

6.
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Transport infrastructure

As section 6.2 showed, there has been a recent trend towards greater road use, which might continue in the future. Local roads (which might not be developed for trucks) are likely to be used more because some outer branch rail lines that have become unviable have closed, and more lines might become unviable in the future.

Some participants stated that rail infrastructure problems and the availability of rail have affected its use. For example, in reference to the Western Australian rail network, WA & LA Newman (sub. 17, p. 3) stated ‘Rail is definitely a problem due to its run down state since being privatised by the WA Government’. Commenting on the rail network in Queensland, AgForce stated that ‘The availability of rail is a huge problem as most of the network has not been maintained to a satisfactory level’ (sub. 16, p. 10).

Some participants stated that rail is better equipped to transport wheat than roads because it can move wheat faster, has less impact on local amenity and is more environmentally friendly than using trucks. For example, Ralph Billing said the bulk rail system ‘has traditionally been and should still be the most efficient and environmentally friendly way to transport bulk grain to the ports’ (sub. 30, p. 2).

The Western Australian Farmers Federation stated:

It is WAFarmers belief that as much grain as possible be kept on rail for environmental, long term economic and social gains as the rural road system would never be able to cope with the closure of rail lines. (sub. 29, p. 12)

Similarly, the NSW Farmers Association stated:

The Association continues to support the use of rail as the most economically, socially and environmentally friendly means of transporting grain. Rail freight produces less than a third of the emissions of road freight, reduces wear on underfunded rural roads and reduces risk to health and safety on these roads. As such the Association actively endorses investment in rail infrastructure. (sub. 49, p. 12)

Two issues arise with regard to recent trends in the use of road and rail use –– the capability of the transport system to handle large volumes of wheat being moved quickly (including the ability of roads to help meet that task) and what investment might be needed in the future.

Efficient use of road and rail to handle peak demands

The task of getting grain from farm to port will always require a combination of road and rail transport. Although rail might deliver grain to ports faster than roads, this does not mean that an increase in rolling stock capacity is the only way to address peak demands, nor is it always the most economically efficient way.

Investment in rail infrastructure (both track and trains) is usually made on a 
long-term basis, given the substantial costs involved. Returns from increasing rolling stock must be made over the corresponding period. Increasing the rolling stock could lead to excess capacity for most of the time (that is because peak demand only occurs after harvest, and then only when there are bumper crops). This is not likely to be an economically efficient outcome.

There is also an opportunity cost, for rail providers, from having rolling stock dedicated to grains. It is likely that rolling stock and rail lines can be used more profitably to service the coal industry.

Rather than increasing rolling stock capacity, alternative logistic chain solutions might make it easier to deal with bumper crops.

Trucks can be used to handle the freight task for peak demand periods. The increased use of trucks in 2008-09 is likely to have arisen because rail could not handle the task of moving large amounts of grain during peak periods. In the current marketing year, more orderly movements of grain on the rail network have occurred in Western Australia. CBH reported that the share of road used to transport grain increased to 64 per cent for the year to date, compared with 55 per cent in 2008-09. This highlights that trucks can flexibly be used to help accommodate peak demand periods, but that rail will be the dominant transport method at other times.
The RTBU also highlighted that a number of rail based solutions exist (other than increasing rolling stock) to help handle peak demand periods. These were based on the following findings from the New South Wales Grain Freight Review:

· Ensuring that there are no restrictions on 24 hour rail operations into port terminals.

· Improving the rate at which grain can be outloaded from rail at Newcastle.

· Refining operations to maximise the number of train paths available at critical points in the network.

· Harmonising technical and safety standards between the states to facilitate the relocation of equipment.

The introduction of peak period pricing on rail could also help to smooth demand within the year. (DITRDLG 2009b, p. 62)

A shift towards greater road use can impact on other parts of the supply chain, and adjustment will sometimes be difficult. For example, many port terminals were not designed to handle wheat delivered from trucks. Therefore, it can be more costly to unload grain from trucks to ports than it is for rail. GrainCorp stated:

For GrainCorp, the cost of unloading trucks is approximately three times that of unloading rail, due to the combination of additional staff required at sample stands and unloading grids, and the tonnes per man hour that results from the lower intake rates. If forced to increase the truck receival capacity at its port terminals, GrainCorp would have to spend up to $3 million per port terminal (times 7 terminals). This would translate into the need to impose higher service fees. (sub. 43, p. 29)

The RTBU (sub. DR59) questioned whether adapting port terminals to accommodate road was a better outcome than investing in rail infrastructure –– for which ports are designed. The Commission does not recommend investing in one mode of transport over another. Provided that there are no impediments to accessing road or rail, then the industry will itself move towards the most efficient mix of road and rail. If there is sufficient pressure to improve the efficiency of port receival facilities by trucks –– a need which might arise if an increased use of trucks occurs to handle more frequent peak demand movements of grain –– the industry might respond to this by changing the way it operates other parts of its supply chain. AWB stated ‘CBH for example is upgrading road receivals in Kwinana to facilitate this need and reduce reliance on rail movements’ (sub. 24, p. 17).

Rail infrastructure reviews are looking at sustainability of branch lines

A number of reviews have examined the condition of grain transport infrastructure and have made recommendations regarding whether certain rail lines should be closed, retained or upgraded.

· In the early 2000s South Australia reviewed the rail and road transport system on the Eyre Peninsula. Arising from that was an investment package to upgrade rail and road to ensure adequate grain transport infrastructure in the future (box 6.2).

· The Victorian Department of Infrastructure released the Victorian Rail Freight Network Review in 2007 (DOI 2007). The review was initiated by the Victorian Government after it bought back regional rail networks from private operators in May 2007.

· The Western Australian Grain Freight Network Review (GIG 2008), was released by the Grain Infrastructure Group in March 2008.

· An election commitment from the current Australian Government (when it was in opposition) in relation to primary industries, resulted in:

· a taskforce to review grain freight infrastructure in New South Wales. The taskforce released the New South Wales Grain Freight Review (DITRDLG 2009b) in September 2009

· an independent review of the Western Australian Grain Freight Network Review, mentioned above (GIG 2008). That independent review (DITRDLG 2009a) was released in 2009. It questioned many of the assumptions used by the Grain Infrastructure Group in its analysis.

· The Strategic Grain Network Committee was established by the Western Australian Minister for Transport to ‘provide advice to the Minister on emerging transport infrastructure issues in the export grain supply chain’. The committee released its finding in December 2009 (SDD 2009b).

· National reviews of grain freight transport infrastructure include the:

· Export Infrastructure Taskforce Review (EIT 2005), released in May 2005

· review of grain and livestock transport infrastructure, prepared for the National Transport Commission and Australian Transport Council, released in February 2009 (SDD 2009a). 

The Commission has not closely examined the assumptions used in the analysis of these reports, but they do typically apply cost-benefit analysis –– an approach the Commission views as being important. For example, most reviews considered economic factors such as:

· operational costs of running trains, and costs of upgrading lines versus the expected grain traffic flows, based on production estimates

· the impact from diverted traffic to roads if lines were to close (including which roads would be used and whether they would be capable of handling increased traffic without increased maintenance).

In addition, some reports considered social costs and benefits, including:

· externalities and crash costs of road and rail

· the possibility that carbon emissions are taxed/priced in the future.

	Box 6.
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Eyre Peninsula investment package

	In 2001, various representatives from the grain transport industry in South Australia approached the state government regarding the competitiveness of rail transport for grain in the Eyre Peninsula, as they thought the future viability of rail was ‘at risk’.

The Eyre Peninsula rail network is dedicated entirely to grain, with most grain delivered to Port Lincoln for export. This enabled a resolution to be achieved without the interaction of players in other industries. Crucial to its success was the engagement of local grower groups and community representatives, coordinated at the local government level.

Key features of the package included:

· significant capital contributions from the Australian Railroad Group (ARG) –– the integrated rail operator at the time

· AWB, ABB (now Viterra) and ARG agreed to commit their transport requirements to rail as much as possible, and this is reflected in the current freight agreement

· growers signalled their commitment to rail by agreeing to contribute to capital costs through a two year levy on all grain exports

· the state government contributed to rail and road network upgrades, and made a (successful) submission for federal funding

· funding commitments towards one-off capital improvements to rail and supporting roads, in exchange for closing a section of railway parallel to the Eyre Highway.

As a result of the package, the rail system was adequately maintained and continued to transport the majority of bulk wheat for export at Port Lincoln.

Local communities benefitted from the package. There is a limit on traffic in the town centre, which would have otherwise required an expensive by-pass, and small volumes of traffic travel on rural roads (creating safety benefits and savings to local government).

Lessons that this example provide for other governments include:

· a solution aimed at growers interests, and not just grain supply chain providers

· all beneficiaries contributed to the package (including growers)

· recognition that only an integrated road and rail solution can maximise all transport infrastructure in a cost-effective manner. This is likely to include:

· closure of lightly used rail network sections where good quality roads exist away from built up regions

· improvements to more heavily used rail sections in areas that are of most benefit to communities (for example, near built up coastal areas)

· commercial agreements that underpin investment by encouraging the maximum use of rail over road.

	Sources: DTUP (2002, 2003); SVGA (2007c).

	

	


Factors more difficult to quantify, such as amenity loss if more trucks are diverted through communities and the importance of rail lines as part of the entire supply chain (for example, closure might strand nearby storage facilities) were also considered when making decisions.

Each review acknowledged that the increased use of roads is inevitable, and there will be more pressure on outer branch lines to close, as they become (or already are) commercially unviable. However, rail was still anticipated to be the main transport mode into the future.

The relative use of road and rail varies according to many factors, meaning investment in rail lines and closure decisions are likely to vary across each state.

The most recent national review of each grain rail line in Australia showed, after 
cost-benefit analysis, a positive outcome from closing many branch lines throughout Australia. A summary of the findings from that report (aggregated to the state level) are presented in table 6.5. (As the report was released in February 2009, some of these branch lines might subsequently have been closed or upgraded.)

Table 6.

 SEQ Table \* ARABIC 5
Potential grain rail branch line closures

	State
	Upgrade
	Retain
	Close

	NSW
	4
	1
	11

	Vic
	1
	4
	8

	Qld
	0
	1
	2

	SA
	0
	2
	0

	WA
	0
	7
	9

	Total
	5
	15
	30


Source: SDD (2009a).

For rail lines deemed unviable, consideration must be given to where grain will be diverted (site location of silos) and the capability of the road network to handle that task. Alternatively, if rail lines are recommended to be upgraded, there are issues regarding who should pay for the investment. These and other issues are discussed below.

Long-term investment decisions

Grain supply chains are still evolving. Governments and industry need to be careful that any future investment does not ‘lock in’ supply chains, and prohibit them from adjusting to the new deregulated environment.

As mentioned in the New South Wales Grain Freight Review:

… the full impact of the deregulation of export wheat sales and rail privatisation has yet to be felt. In this extremely dynamic and uncertain environment, there is good reason to be cautious about making changes to long term infrastructure that would be very difficult to reverse, and which may limit the ability of the industry to respond to emerging challenges and opportunities. (DITRDLG 2009b, p. 7)

Having said that, investment in rail infrastructure is usually done on a long-term basis –– upgrading/re-sleepering tracks is expensive, and upgrades should be made to keep the system viable for enough time to generate returns:

Without long term contracts in place to ensure return on investment, it is difficult for the rail owner to justify a significant ongoing program of upgrading. (DTUP 2003, p. 4) 

Governments need to consider many factors when making long-term investment decisions and appear to have not always done this rigorously. For example:

In many instances, the threat of imminent closure of lines in this [deteriorated] condition, leads to the dedication of emergency or abnormal funding allocations, which are used to bring the line up to a standard where limited services can be reinstated for a short period. These allocations are generally ad hoc, and not the result of any considered long term plan. The targeting of lines for ‘rescue’ is not based on any recognised objective criteria – usually combinations of political and financial factors are involved.

Rarely is a long term decision made, on the orderly transfer of activity from branchline to road, with the requisite investment in road upgrade and improved facilities at transfer points made. The one substantial example in recent times is the Eyre Peninsula investment package. (SDD 2009a, p. 22)

Like all investment decisions, transport infrastructure investment should be based on thorough cost-benefit analysis. This includes, for example, externalities including local amenity, pollution and noise. In many cases, reviews of grain infrastructure have already undertaken cost-benefit analysis.

Investment decisions should be made through consultation between government, and industry players, including growers. Transport infrastructure (particularly rail) investment is made on a long-term basis and if poor decisions are made it runs the risk of ‘locking in’ inefficient supply chains.

Investment and efficiency of the whole supply chain

Although investment to improve rail infrastructure can deliver efficiencies in the transport of wheat (for example, track upgrades to remove speed restrictions will ensure that wheat is moved more quickly), the impacts from improving the efficiency of transport on other parts of the supply chain are also important. For example, if storage facilities are not capable of unloading grain quickly, then being able to move grain quickly from up-country sites to ports will not improve supply chain efficiency as a whole –– the supply chain is only as strong as its weakest link: 

The productivity and competitiveness of rail is as much dependent on the speed of rail loading and discharge facilities as it is on the rail infrastructure and rolling stock. Minor improvements in the speed of rail loading may have a significant effect on the efficiency of rail. (DTUP 2003, p. 1)

Thus, any investments to upgrade rail infrastructure (or road infrastructure) should consider links with other parts of the supply chain. As an example, the New South Wales Grain Freight Review (DITRDLG 2009b) stated that GrainCorp had indicated there were a range of initiatives that could be undertaken to improve the efficiency of the branch network (such as installing fast outloading spouts at selected silos). The Review recommended that any funding be contingent on an understanding that private operators of storage facilities also upgrade their capacity or outloading capabilities.

recommendation 6.2

When considering investment in road and rail infrastructure for the transportation of grain, decisions should be based on thorough cost‑benefit analysis, including both economic and social costs and benefits. Where possible, the analysis should consider the benefits that can be obtained throughout other parts of the grain supply chain.

Who should fund investment in infrastructure?

Decisions to invest in rail infrastructure need to consider who should pay for it. The Commission endorses the approach used by the New South Wales Grain Freight Review, which recommended that ‘as far as practicable, those likely to gain most from system improvements should shoulder the responsibility for funding such improvements’ (DITRDLG 2009b, p. 4).

For some rail infrastructure investment, the likely result is that governments will share much of the costs of investment. For those rail lines that were deemed viable, the New South Wales Grain Freight Review suggested that government invest to maintain the track at a minimum level (Class 5)
. If these rail lines, which may also be used by other industries (for example, coal), were to close there could be significant costs borne by government to upgrade roads, which would experience greater volumes of traffic from wheat that is diverted to roads.

However, the review also stated that if there was an economic case to upgrade the track further to generate greater efficiencies (for example, to increase speed limits or increase tonnage limits), then that industry should bear those costs, as it is the only beneficiary of them.

Where governments do make non-commercial investments in rail infrastructure, payments should be made as community service obligations payments. Ensuring transparent, explicit budget funding of community service obligations encourages clarification of their intent, and helps ensure the ongoing adequacy of funding (PC 2006b).

finding 6.4

Investment in transport infrastructure should be funded by those who benefit from the investment, which in many cases is likely to be both the community and industry. Where governments make investment in rail infrastructure based on perceived social benefits, payments should be made in the form of clearly specified community service obligations.

Implications for road transport and investment

The trend towards greater road use to deliver wheat from locations further from main rail lines might put more pressure on outer branch lines to close, and more pressure on local roads to handle the transport task.

Greater road use can lead to increased congestion, environmental costs and accident costs in the short term (Commonwealth of Australia 2010). In the long term, a strategy to support roads that are affected might need to be developed:

Where rail cannot in future offer road-competitive prices, it is inevitable that a very large proportion of grain will transfer to the road network. In these circumstances, it will not be warranted to support the future provision of track, and a more appropriate strategy will be to concentrate attention on ensuring affected road routes are fit for purpose. (SDD 2009b, p. 9)

Expenditure on roads (building new roads, maintaining or upgrading) can be funded with revenues raised from road use, as it is generally agreed that road recovers its full economic costs of provision in aggregate. However, there is some 
cross-subsidisation, making the task of matching revenue raised to be spent on those roads that require funding more problematic:

While overall road provision costs are arguably supported in full by fuel excise charges, the distribution of these funds between different road sections is not directly related to the collection of these costs. (SDD 2009a, p. 5)

For example, heavy vehicles used mainly on urban roads are likely to 
cross-subsidise those heavy vehicles used on rural roads. This is because many rural roads are not built fit for purpose and require higher costs to upgrade.

Accurate pricing for both road and rail could help address this in the long term:

In the long term true cost-reflective pricing on road and rail would be the best means of ensuring optimally funded transport infrastructure provision to regional communities and industry, and would highlight the true costs of production and transport associated with regional produce. The development of this cost information resource through the COAG Road Reform Agenda process and a parallel rail industry process is essential to sound future infrastructure decision making. (SDD 2009a, p. 11)

Governments should consider the effects of road price reform from a community wide perspective, and not just how it affects the grain industry. However, road price reform could lead to more grain freight on rural roads which might be undesirable, if it does not incorporate externalities such as those mentioned above. Competitive neutrality issues regarding road and rail could also be raised. These issues have recently been considered as part of community wide reforms to road and rail by the Commission (PC 2006b) and by the Treasury (Commonwealth of Australia 2010).

Non-price reforms can also be made. For example, the New South Wales Grain Freight Review (DITRDLG 2009b) stated that further efficiency in the supply chain can be made (in New South Wales) by identifying those roads which have higher mass limit restrictions on them, and upgrading them to extend the higher mass limit network. Consultation with the industry will be required to identify roads to upgrade. These decisions should also consider how rail is used. There is generally an industry preference to maximise the use of rail –– sometimes to minimise costs, but also because of its effect on local communities. For example:

ABB [now Viterra] relies on its rural workforce and we support important initiatives such as rail that improve the amenity of rural communities. (ABB, sub. 23, p. 9)

The industry and local communities should work together to ensure that decisions to fund the optimisation of road and rail use are made on both economic and social grounds.

�	The New South Wales rail network consists of the mainline network (offering freight and passenger services) and the branch line grain network. The branch line network has various classes of track. Class 5 lines have 19 tonne axle loads and a minimum speed of 20km/h. Class 3 have the same axle load, but speed limits of up to 70km/h. Class 2 has a 23 tonne axle load.
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