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AN ECONOMIC PERSPECTIVE OF THE
RATIONALE FOR SINGLE~DESK SELLING

Judy Barraclough' and Randall Jones?

ABSTRACT

Considerable public debate has recently surrounded the issues of retaining the
compulsory acquisition powers and sole exporter status of the Australian Wheat
Board (AWB). Various scctions of the Australian wheat indusuy, n particular grain
exporting groups, have ealled for more open competition in the export arena while

the single desk selling status of the AWB has been strongly defended by producer
groups and the AWB itself.

The objective of this paper is to assess the various arguments for retaining single~
desk selling in the Australian wheat industry, The economie implications of the
varjous policy alternatives are examined from an economic efficiency perspective.
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1. INTRODUCTION
Il The Issue

The concept of single-desk sclling arises when a single matketing body. which has
some form of legislative backing, acts as the sole seller of a product, The Australian
wheat industry is un example of this type of marketing arrangement, with sole
responsibility for the export of Ausiralion wheat, There has recently been public
debate on whether the Australian wheat industry should maintain its control of export
matketing, or whether there are benefits tothe industry front more open competition,

More than 80 pereent of Australia's total wheat production is exported with the
Australian Wheat Board (AWB) currently acting as the sole exporter, In 1989
Australin's domestic wheat marketing arrangementy were deregulated through the
removal of the AWB's compulsory acquisition powers and termination of
administered domestie pricing arrangements, The export marketing arrangements
were retained, Despite calls by somse groups, such as the Australian Grain Exporters
Association (AGEA), for open competition in the export arena, most primary
producer organisations and the AWB ftsell have strongly defonded the single~desk
selling role of the Board,

In response to this debate, 1 Working Party consisting of representatives of the
Grains Council, the AWB and the Commonwealth Department of Primary Industrics
and Energy, was convened (o examine the future structure and role of the AWB, This
waorking Party presented a proposal Yor the formation of o grower-owned and
controlled organisation ealled NEWCO, In this proposal the Commonwealth
Government would be required to provide speeific taxation treatment and, in the
imtial stages, maintain the current financial support arrangements, The NEWCO
proposal alsa involves the retention of the sole export status of the AW B,

In October 1992 the debate was suspended with the decision of the Federal
Government to extend the current selling arrangements until such tme as any gains
are made in the Uruguay round of the GATT. It is important to consider the
ceonomic and welfare implications of maintaining single=desk selling and the
alternative poliey options for the future marketing arrangements for Australian wheat,
This deeision must be based on the best interesis of the Australion community, In
this case, as the issue pertaing to- un export produet, the Australian community will he
primarily represented by wheat producers, The retention of the status quo will be
justifiable where there is evidence of benefits from the existence of single-desk seller
status, In contrast, a more open export market may be desirable if it Is shown that
sinule desk selling itself does not Jead 1o price premiums or that the AWB Is unable
to satisfy all aspeets of the market and that competition would lead to Tawer cost
structures, improved performance and better returns to growers, This paper examines
the advantages and disadvantages of each option and fooks at the ssue from an
ceonomie efficlency perspective,



12 Background

Government Intetvention in the Australian wheat industry was instigated in 1948 with
the introduction of the Wheat ndustey Stabilisation Act, The Act was introduced in
response o grower concern at the tinte with repard to the extent of price fluctuations
in the world price for wheat, the perception that traders were colluding to force down
the price paid for grain, and that traders were taking unfair advantage of growers
who were foreed to sell at the over-supplied harvest tine, The stabilisation scheme
was in operation between 1948 and 1989 wit: various changes implemented through
five=yearly reviews throughout the period, In 1989 the wheat marketing legislation
was changed dramatically. The new Act saw the ending of the compulsory
acquisition powers of the AWB, dercgulation of domestie marketing arrangements,
removal of the guaranteed minimum price and greater commercial flexibility. The
changes were made i response to eriticism from several areas, ineluding the
Industries Assistance Commission (IAC), which led to reeagnition of the costs and
inefficiencies of the regulated systens, Deregulation was not extended 1o the export
marketing armngements and the Board's sole export status was retained,

On the world market, Australix is the dth largest wheat exporter, holding 11 percent
of the market in 1990/91, The United States dominates the market with & market
share of 37 percent, followed by the Buropean Community (22 percent) and Cannda
(16 pereent). Argentina holds § percent of the market, Wheat is traded by hoth
private commercial traders and government agencies on the world market, Private
traders deal with approximately 78 pereent of the wheat and coarse grains traded
annually on the world marker and are dominated by a small number of large multi=
national firms (IAC 1988, p43). In the US and the BC traders negotiate with growers
and grain merchants and sell direet to other traders, end=users or government buying
agencies in the fmporting countries. The next two largest traders, Austealin and
Canada, sell their grain through their respective central government agencies, while
Argentina has a combination of both with private traders falling under the
supervision of the National Grain Board.

In recent years the largest volumes of imported Australian wheat were received by
Iran, Egypt, China and Japan (AWB, 1991). These natfons have consistently been the
major importers of Australian wheat although the individual volumes have changed
from yeor to year dependent on various factors such as the politieal situation in those
countrics, Some countries have centralised government buying ngencies for grain
impons, such as the centrally planned cconomies. These nations often are Involved in
gavernment to government trading, Most grain fmports, however, are undertnken by
commercial traders,

In the current debate, the major domestic players are the AWB and th- 8GEA.
Arguments for bothy retention and removal of single~desk selling b+~ oo presented
by both players. The merlts of the vatious arguments will be discussed - section 4
of this paper,



L3 The AWB's Arguments In Favour ef Single~Desk Selling

In defence of its single~desk seller status, the main arguments put forward by the
AWB against the deregulation of the wheat export arrangements are based on the
perceived advantuges with the current systent and tesultant price premiams, The
Board elaims that through the control of all sales of Australian wheat in international
markets it can obtain higher prices than would be achicvable without single=desk
selling. The AWB is of the view that muny of its services could not be duplicated by
traders and that their Toss would be detrimental to the industry,

The AWE has marketing advantages as o statutory marketing authority under Federal
Government Jegislation, As & Government agency the Board can undertake
government=to~government trading, Perhaps more Importantly, the Government
provides insurance for eredit offered by the AWB to overseas costomers through the
Export Finance and Insurance Corporation (EFIC), a statutory body established by
the Government to provide financial and insuranee services to foster the competitive
capacity of Australian exporters. The ability to offer eredit is rogarded as essential by
the AWD, as it estimates that 30 to 40 percent of world wheat trade is now
conducted using some form of Government backed credit and only a small proportion
of the trade is conducted without any type of Government interterence, The
International Wheat Counell believes the pattern of world grain trade will be
determined increasingly by the availubility of Government backed eredit, particulurly
as the world's anking system is inereasingly reluctant to provide eredit (AWB
Annual Report 1991, pI2). Aceess to credit is consfdered to be necessary for
Australia to he competitive in the world market,

The finaneial backing by the Government enables the AWB to undertake other
aetivities heneficial to the industry, Although the AWB is grower financed, its
bogrowings are guaraniced by the Government for general operating costs as well as
under a charter in the 1989 legislation to generate a stable capital base to undertake
investment activities for the benefit of the whent industey as 8 whole through the
Wheat Industry Fund (WIF). This financial support gives the AWB greater ability
and encouragement to extend its services and investments, As part of its marketing
strofegy the Boand conduets promotional activities around the world including the
provision of assistance, training and technical support in the development of
processing projects or storage facilities to enhimee the AWB'S stamding in various
markets, and the coordination of goodwill or orentation visits from different
countries. Governmient guarantees through the Wheat Industry Fund have also
enabled the Board 1o undentake fnvestment sirategies in value-ndding ventures. These
investments are aimed to assist in the development of markets for the AWB and/or
earn i commereial retumn on the investment in order 1o seeure diverse revenug
schemes. The Board is also involved in identifying the least=cost paths for the
storage, hundling and transport of grain and appropriately position resources (o exert
pressure on the relevant authorities and State Goverments to reduee costs and
improve their operational efficiency,



These promotioial and investment activitics are indicative of the grower-based
emphasis of the , The Board acts on behaif of Australian wheal growers,
aiming to maxinise the farmgate fncome of its supplier growers, In this role it fs
concerned with developing a long term strategy for wheat marketing, The AWB
argues that, in contrast, international grain traders would be acting in their own
corporate interest rather than in the interests of growers,

An argument frequently put forward by the defendants of the current system s that
growers would be best served in 4 'corrupt! intemational market by a single-desk
seller, Indeed, this sppears to be the basis for the recent Government decision to
maintain the current selling arrangements, The major prain trading countries are
heavily subsidised allowing them (o sell wheat on the world market at a much lowet
price than Australinn wheat. The AWB claims that its sole exporter status cnables
Australia 1o be competitive In this eorrupt world market and o cupture some price
premiums, The ability to capture premiums has been atiribuied by the AWB to
quality advantages obtainable under u single~desk seller organisation (AFR March
1992),

14 The AGEA's Arguments in Favouy of Free Trade

The AGEA, who represent the major international geain traders, have led in the push
for the dercgulation of the wheat cxporting arrangements, These traders can currently
buy grain for domestic purposes but cannot sell it oversens, They want these export
restrietions to be removed so that they ean inerease their access 10 Australin's wheat
produetion. The AGEA have based their arguments for deregulation on the premise
that growers should have open access to the benefits of eompetition at the farm gate
and that the current system is cosily and fnefficient.

The main marketing system used by the AWB is pooling which means thut growers
are not being paid the same price for their wheat as that for which it is being sold,
Profits are going to the pool rather than 1o individual growers, While this ensures all
growers a certain level of payment, it means that growers who are producing quality
wheat types are heing paid less than they could receive on the open market, The
AGEA have raised the question "they have taken extm care to produce better quality
wheats or invested on-farm, so why shouldn't they reecive additional benefits?”
{Australian Grain, May 1992, p26). The pooling system niay mean that correet
market signals are not reaching the wheat producer and is therefore ineffieient,

The AGEA are promoting an alternative industry structure which they eluin would
benefit growers and the industry, They argue that growers will be offered better
prices by traders, and prices which are more refleetive of the type and quality of the
grain, as well os different and more flexible selling options. Furthermore, the grain
traders have argued that they would be able to provide many of the same services
offered currently by the AWB; for example they have said that they may be able to
huve access to the use of the BFIC, Renoval of single~desk selling would open the
market to compelition and thus give growers a marketing choice,



2. Previous Positions on Single=Desk Selling and Proposals for
Future Wheat Marketing Arrangements T

Prior to deregulution of the domestic wheat marketing arrangements in 1989 several
reviews of the wheat indusiry were undertaken, The JAC reviewed wheat marketing
arrangenients on a number of occasions, with the latest report released in 1988, In
regard to export marketing arrangements; the 1988 report focussed on the ability of
umis in the market, The conelusions from the

-

the AWB {0 realise prie in f ,
diseussion are outlined $n section 4.2, The IAC presented 4 number of
recommendations with aliernative matketing options, each favouring increased trider
participation in export marketing of whcat, | S

The IAC report considered various submissions from interested groups, such as
varfous state departments of agriculture and the Australian Bureau of Agticulture and
Resource Economics (ABARE), A lurge number of submissions which referenced
export issues supported the retention of the AWB's monopaly powers, Other
submisstons proposed modifications of the existing system, For example, ABARE
supported refestion of the monopoly powers but argued for increased use of open,
unrestricted competitive tenders for wheat designated for resale through international
grain traders. However, mnost of these submissions, including that from the NSW
Department of Agriculture, concentrated on issues pertaining to domestic muarketing
arrangements and not on export marketing issues, Consequently, there appears 1o be a
relative lack of information about the fmplications of different expost marketing
arrangements. Consideration of these implications is important in the light of current
debate and in preparation for the review of the Commonwenlth Wheat Marksting Act
which must be undertaken in 1994,

In the current debate, there have been proposats put forward by varfous players in the
industry for alternatives 10 the corrent wheat export marketing arrangemeits, As
previously mentioned, the main proposal under consideration is that put forward by
the joint working group from the Grains Council, the AWB and the Department of
Primary Industrics und Energy. Titled NEWCO, the alternative organisation would be
a privatised Wheat Board with the maintenance of singfe desk selling, Producers in
NSW have exhibited widespread support for this proposal, Growers in Queensland
have developed another alternative in which wheat marketing would be undertaken
by State grain Bourds. This arrungement, termed BXCO, would limit the functions of
the national marketing body to selling whent internationally, The Queensland
propositl therefore appears to endorse further regulution than currently exists,
including the retention of the single desk selling status of the national marketing
organisation, The Queensland Gralngrowers Association has presented another
proposal ealled VALCO which addresses value-adding opportunities, This
orgunisation would be responsible for value=adding joint ventures, trudemurk
promotion and quality control, VALCO would, similar 10 EXCO, be largely
segulatory. Producers in Western Australia have supported a continuation of the
status guo,
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3. Conditions for Retainlng Singla—-mak S‘éiﬂlmg

Despite widespread suppost for the retention of single desk selling by the AW,
there has been limited quantifiable evidence and rational argument to support th
case. The debate regarding the future export marketing artalgemen
Australian wheat industry involves two mutually exclugive policy options. Thie
being the retention of the sole export status of the AWB, and the second being open
competition for the sale of Australian wheat on the export market, As with any
poliey wption, there are benefits and costs involved with cach alternative,

—

A perfeetly competifive marked, free of government influence, results in a welfare-
maximising position for society, where price and quantity reflect the optimal
allocation of resources. There are o number of situations where the competitive
market may fail to maximise weifare and thus government intervention nay be
Justifiable, First, the actions of cither produeers o consuniers may result i eosts or
benefits to others and do not show up as part of the market price, These benefits or
costs are termed externalities, Second, prices may fail 1o provide proper signals to
consumers and producers and thie matket fails to act properly i alfoeating resources
o their optimal use (Pindyek and Rubinfeld 1989, p297). It is also insportant to
consider which alternative would provide the greatest social benefit for producers,

If there was evidence of a market failure in the Australinn wheat export market, there
may be a cuse for government intervention in the form of retaining single-desk
selling. This ease would also be preferable if single=desk selling could be shown to
provide for the greatest soelal benefits for Austealian wheat producers, The arguments
presented by each side of the debate will be diseussed in the light of these ceonomie
considerations in the following section.

4. Economic Evaluation of the Single-Desk Selling Case
41 Monopaly Structore and Market Influence

As the sole seller of Australian wheat, the AWB is acting as & monopoly firmy, It has
control over guantity and no other finm can enter the market, A monopoly, which is
maximising profits, produces where marginal cost equals marginal revenue fnstead of
the Pareto efficient position of price equalling marginal cost in a pesfectly
competitive market, This means that the monopoly firny will produce Tess than the
efficient level of output and there will be o misallocation of resources because a5 the
market remains unaware of its selling (or buying) options and the cosy strusture of ts
buyer (or supplicr).

There are advantages assoefated with o monopoly structure such as economics of
scale, economies of seope and centralised information colleetion. However, the
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benefits from these functions can be equally aceessed by large firms and are not
exclusive to a monopoly structure,
Another situntion in whi

in which a single firm could provide the most efficient industry
structure is that of natu

monopoly, Moropolists who have large fixed costs and

smull marginal costs will not make  profit if price was set equal to marginal cost,
This means tha, the eost conditions ke it infeasible for more than one fitm 1o

operate in the matket. In this situation the firm is referred 1o
Typleal examples of natural monopolies inelude public util 3
and glectricity supplies, Most nintural monopolies are regulated or operated by
governments, However, it is unlikely that the wheat export market could be
considered a natural monopoly as there are already many traders who have expressed
interest in selling Australian wheat who are already established in the world market,
Access 1o the Australian export market would therefore represent o sub=~market to the
traders. In this ease, opening up the export market would be beneficial for producers
us the AWB would be foreed to be more competitive,

Increased campetition would be refieeted in the retumns offered 10 growers, that is the
price minus the cost, and the serviees provided. Prices offered to growers would be
likely to increase because of greater competition in buying, On the selling side, it is
untikely that a nsonopoly firm woulil be able to achieve higher prices on the world
muaeket through its eontrol of quantity because Australin is in o "price taker® position
internationally. This is assumed because Australia has o relatively small market share
of 11 pereent. The waorld market is dominated by the United States and the Buropean
Community, colleetively holding approximately 60 pereent of the market share in
1990791, This means that Australion wheat Is sold at the world price regardless of
cost struetutes. The muin implication of such an elastic demand is In relation to the
argument that a single desk seller can obtain price premiums,

42 Price Premiums

Many of the defendants of the AWB's sole exporter status have based their
arguments on the belief that, because the AW can control all sales of Australion
wheat on infernational markets, it is able to extraet price premiums in some export
markets. Consequently the deregulation of the market woukl result in the dissipation
of those premiums. Existence of such preniiums is attributed to the variations in
prices obtained by the AWB from sales to different export markets,

However, us a price taker, that is with a perfectly elastic demand curve, the AWB
can not influence the world price, Variations in prices from different export murkets
may be due to a number of different factors such as different types, qualities and
volumes of wheat in contracts, the provisior of services such as technical assistance
and udvice, timing of sales or delivery, and the availability of eredit The Industries
Assistance Commission (IAC) report on the wheat Industry In 1988 stated that “price
marging puld In recoguition of differences fn the produet and/or reluted services
eannot he construed to be price premiums which justify the *tatus of the AWB as the
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sole controller of exports of Australian wheat, Lach different
not only with wheat sales but witly sales of virtually all poo
10 apply irrespective of the number of sellers of Australian
Furthermore, the AWB made a submission to the Commissi
"there is certainly an Australian quality premium that clearly ought
by whoever is selling Australion wheat" (JAC 1988, p116). The IAC commented that,
although it was unlikely, in sone gireurnstances the AWB niay be able to extract
price premiums from some smaller markets by restricting competitive access to them,
1t goes on to say, however, that fraders may be able 10 extract their own price
premiums by specialising in servicing certain market niches (IAC 1988, p118),

fals which are associated
and services, are likely
t" (IAC 1988, p116),

o, recognising that

rly ought to be aftainable

St

There are insuificient grounds for the retention of single=desk selling based on the
ability to extract price premiums because Australia is a price taker on the world
wheat markets and any premia obtained will be due to product characteristics,

43 Credit snd Government to Government Sales

The AWB, as o Government backed organisation, utilises the Export Finance and
Insurince Corporation fo provide eredit and has the ability to undertake government
to government trading. There is coneern that the deregulation of the marketing
arrangements would mean the end of these marketing tools, There may, however, be
alternatives within a competitive market. The AGEA do not see the use of the Export
Finance and Insurance Corporation as exclusive to single=desk selling, so there may
be scope (o ontinue this facility. Purthermore, the tridders themselves, as lorge
multi-national businesses, may be In a position to offer eredit to their customers,

Government to Govermment sales would still be able 1o oceur in o deregulated market
through the continued existence of the AWB and through the Government negotiating
on behalf of fraders

44 Tpuct of Competition

The deregulation of the market would allow producers much greater chojee in their
production and marketing decisions. Fivery suggested seenario fnvolves the continued
presence of the AWE in the market, so it s likely that growers would he able to
choose whether they would eontinue (o trade through the Board or consider the
options available through the traders.

In the ease of pooling, producers' retums are currently pald in refation (o the yield
characteristics of their crop rather than for quality and are paid a poaled price rther
than o price reflective of their partieular grain, As seen in Figure 1 in the Appendix
this can result in substantial cross-subsidisation across quality, Opening up the
market would enable traders to offer o price for o particular type and quality,
Consequently, growers can determine their plantings necording (o their assessment of
which varicties would provide them with the highest retutns, This means that supply
decisions would be dirstly reluted to demand, In the current system producers are
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recelving distorted morket signals and resoutces are therofore belng, misallocated,
Returng could also be related to marketing techniques as growers could choose the
selling option smiost suited (o them, ; ,

In order to attract producers away from dealing with the AWR, the traders would
have to offer a more atiractive deal, The AGEA has indieated that they would be
able to offer the prowers higher prices for thelr grains, porticularly for the higher
quality types, and lower off=farm costs, The TAC also acknowledged the fikelthood
that traders conld make a profit and, at the same time, achieve higher relums for
growers than could be achieved through o contral marketing agency, This was
attributed to varjous fuctors including the traders' abifity to sell at a higher price und
lower cost than the AWD, their knowledge and established association with particular
markets through trading wheat of otlier origlis and other grains, wider variety of
marketing teehnigues employed by them, and their involvement with other activities
such as urbitrage and curreney dealing (IAC 1988, p113). This could only be
benefieiul for producers. The growers would have the ability to trade off the returns
offered by the traders with the services of the AWEB ~ whatever forny they may take,

4.5 Risk Management

The AW has, in part, borne the risks faced by produgers by ensuring o market for
their produet, although cost changes have been passed on back 1o producers,
Deregulation would mean that produeers would be miore responsible for thelr own
market risk. They would have to consider to o mueh greater extent the employment
of risk management strategies as part of the production process, The introduction of
enmpetition into the wheat export market would be Hkely to result in the
development of options such as futures trading and forward eontruets, Producers
would consequently b able to determing whiat level of risk=income tradeoft is
suitable to them.

5  Summary and Conclusions

The issue of retention of single-desk selling has been ane of public debate In recent
times. The Australion wheat export market Impaets on Australinn producers mnd it s
therefore essentinl that any diseussion of poliey alternatives looks at the costs aml
benefits for those producers.

Leonomic efficieney will be maximised when the market 5 In equilibriuns, which
will oeeur under o competitive market situntion unless, as diseussed in seetion 3,
there is some form of market fallure, There i  ense, as discussed i (his paper,
based on eeonomic theory, that the retention of single~desk selling ineurs more costs
than it provides benefits and (hat there would be no market failure in the event of its
remaval, Therefore, it Is unlikely that single=desk selling in the wheat industey can
be Justified on the grounds of economie efficieney, The deregulntion of the export
market arrangenments would siean that producers would have the eholee as to whom
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they sell their grain, and tradess would have the ability to operate In the murket to
offer prices whieh refleet the demand on the world matkets, It Is possible that
growers' retuins muy increase through reduced marketing costs and increased price
aid demand, Furthermore, it §s expectes that the AWB or its successor would
continue to operate In a competitlve market enabling the continuntion of many of its
existing services, Given these factors, the rentoval of the AWB's sole exporter status
is likely to result in the greatest producer surplus and consequently net social benefit,

There are, however, areas which require further examination 1o allow a conclugive
policy decision to be made, For example, there Is eapacity for traders to act in
collusion which may prevent the maximisation of grower returns, not be In the best
interests of the long=term development of the industry, This would depend upon the
netual structure of the new arrangements, The legal implieations of the structure also
need to be eonsidered a8 it may not be possible for the Wheat Board to be wholly
grower owned amd still retain Government finaneial backing, or, us sugpested in the
NEWCO proposal, single=desk selling status,
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APPENDIX

The model of net social benefit can be used to deseribe the efficiency cffeets of
prices which are nonreflective of quality, In the case where different qualitics of the
one product reccive a single price and where there s no mechanism by which prices
could reflect quality differences, producers will be receiving distorted market signals
and resources will not be ullocated efficiently, This will be the ease if, in a

¢ mpetitive market, different qualite would feteh different prices.

Graphically, this can be represer ' b a 'back~to-back' dingram such as Figure 1%,
In this diagram D1, S1, D2 and « -« the respective demand and supply curves for
a commodity wmi.sting, of two qualxty types, 1 and 2. If; under a regulated or
uncompetitive market, producers of both quality types were offered the same price,
Pu, they would s&;pply the qx: antities Q1 and Q2. This would be the case, for
example, under a price pooling system. If the market were competitive, producers
would be paid prices which were reflective of the qtm}ity differences, for example,
PLand P2, and would supply the equilibtium quantities of Q'1 and Q'2, It can be
seen then that under the regulated system there is overproduction of quulity I and
underproduction of quality 2, The cost to society if this misallocation of resources,
which might be avoided under a competitive market, is equal to the sum of the two
shaded triangular areas, The hatched aren in the left hand side disgram is the net
social cost of overproducing st Q1, and the hatched area in the right hand side
diagram is the net social cost of underproducing at Q2.

Figure It Costs associated with prices which are non-refleetive of quality
Qunlihy | Quality 2
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¥ Based on a similnr dingeam used by Freebaim (1967)
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