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37th A1111uul CCmfCfQJ)¢¢ ()f th~ 
Austt{dinnAsd¢ultl1rall!c()not111¢sSO(.tict~) 

Ul1iVcfdty of Sydney. Sydn~y, 9~ltF¢bnmry) 1993, 

AN' ECONOMICPERSPECrr,IVE OF rrItE 

MrrIONALE ~"OR SlNGJoJE~DESI( SELLING 

J\ld~' ,llt\rmclough' nnd Rundall J()ncs~ 

AUS'I'RAC1' 

Cnnsklcmhle puhlic uchtltt~ has recently surrounded the issues of rctninins the 
compuhmr>' tlcquisitioll powers nnt! sole exporter sttllus of the Austrulhm Wheat 
nmml (A \VB). Vnrious sections of the AUslt'IlJhm whcnt imlustJ'Y, in pUl'ticuluf gruin 
c:xporting gmurs, have culleu for more open competition in the export orena whHc 
the single desk selling status of the t\ W13 hos been stroHgl)' defended by pl'()duocr 
groups and the A\VIl itself. 

The objective of this paper is to m:scss tho vurious nrg,umcnts for rctuining single .... 
dusk selling In the Austmlinn whent industr~. 'rhe economic implicmions of the. 
vurim', pollcy nlternntivcs arc cxnmitlcu from un economic efficiency pcrspoc\ivc. 

Woo) l:.tOtHlOlist. l)lllgcty l:urmctli, Sydnoy. fnrmorly P..cnnnmish NSW Agriculturo, Onmgc. 

P"e()t\omhit. NSW Agriculture. Ornnsc. 



1. INtltODUC1'lON 

1.1 1"h~ Issue 

the concept ()f ShlSlc·dcsk selling udsc$ Whetl nslnghl marketing tmdy, which htlS 
&om~ /onllot lcglsluUv¢c hacking •. A¢tS .fi$ th(} solo seUer of: a product I Tho AtmtrnHaf1 
whent industry is nn ¢xnmplc~f this type of marketing nrrnngcrtlQllt,wilhs()le 
responsibility ftlf the export of Australiutl whcntl thore bus recently been pubUo 
dehnte: on whether the Allstrutinn whc.nt industry shuuld nmfnlt1in Its c<lntt()l of ~xport 
tlmtk¢ffng. or whether there orc b¢t1~rHs to UU~ industry (rOnt tl1otcopcn c()mpcHtit)t1. 

More tlmn SO purccnt of AustmHn's totnt whc:nt pr()du¢tion is expottcdwlth the 
A\lstrnUnu \Vh~Qt lkmrd (AW13) cutrcnn~ ncting as the selIc Cxp()ttcr~ hll989 
Allstmliu·s domestio whcnt mntkeUng ntrnng()",~uw were d~rQgultltcd through tht) 
rcnmvnl uf the A\VJ)'s compulsory tlcquisitiotl powers ami tcrmimltioll of . 
mlministc:rcu dmncstJc pricing nft/Hlgcmcnt~t "bc expmt marketing llrtnna¢Jllcnts 
were rctuincd. [)"spite culls b>\ some groups. 8uoh tlS the Austtnlhm Qrnhl UXP(lt.1tcrs 
A!'socintion (AOBA), for np(Hl c()mp~tiUon ill the export utcna. nll)st prlmnr~ 
producer nrgnnisntiolls and the AWn itself lmvo strongly defended the sinSlc"'ucsk 
selling rule of the Bnnrd. 

In rosponse tn this debate. n \VnrklnnPMty consisting of roprcsuntutivcs of tho 
Ornins Council l the A \Vn umt the Commol1wcuUh J)opm'tmcnt of Pfinulf>t hldustrlos 
and energy) was convened to cxuminc the future, structure untl tolo or the A W13, This 
working Pnrt)' presenteu n prnpmml fdf the fOrtlmt.tou of n growcr .... owm:d onu 
colltrolled organisatioll culled NB\VCO. In this proposal the (;ommonwcnhb 
Government would he required to provide specific taxntiotl treatment nnd, in tho 
HUlinl stng..:s, maintain the current finnm;inl support nrmng<.lments. The NnwCO 
pmpmml ,1I~jn involves tho rctllntinn of the. solo export status of the A Vv B. 

In OClolic,r 1992 thu dehate wns suspcmlcd with the deoision of tho Fcdcrnl 
Oovernment to extend the current selling nrrung,cJ)lcnts unt.1l suoh time us un)' gnins 
nrc mueJc in the l1ruguu)l round of the (J,vrr. It is impOtiullt to consider the 
economic and wclfnrc impticnthms of nmintaftling single-deRk selling and the 
nltcrnntivc policy options for the futmc marketing nrrcmgcmcnts for Austruliutt whcnt. 
This decision must b~ bnscu un the best interests of the AustmUun community. In 
this case, us 1ho is'sue pcrtnins to ~dl export produot. thf! Austrnlitm community will bp 
primudl)' represented by whcut producers. the retention of the stntus quo will be 
jtlstifiuhlo where there is ~.videncQ of bCllCrfts ( .. om the existenoe. of shlutc~desk sollor 
stutus. In c{)ntrust~ (l UH>rc npofl export tlMrkct mn}' b(} dosituhlo If ftisshown that 
sim:lc u¢sk sclUng Uscl! doc~ no! hmd to price premiums or Hun the A \V11 is uJltlbJe 
to sntisf)' nil uspccts of the mnrkct nmj tJH~t ~~mnpctitloll would lond to lower cost 
Rtruclurc~h hllpmvcdpQrformnncc. ntul better rulum8 to gmwers. 1"hi8 puper Qxmuincs 
the mlvnntngcs uno djsudv~mH\g¢s of CUQh t)pJiou nmllnoks ut the issue from nn 
cconomh: cffit::ienc;), pcrspt;ct1vc. 



1.~lJAi*ur.uu .. J 

O(lVctJlm~nltnt¢tvct\don In thQ Austrulhut whant 11ldustryw~~ lnsngat~d itt '1948 with 
the fnttouU¢U(l}t of the WhC{lt; ImJu$tty StubHl$t1Unn At;t~'l1u~ Act w~~slnttodu~(:u tn 
fOspmlSC hlg,to\Vcr(;OIlCCm (ltth¢ Uttt~wlthrogafdfothc ~8ttnf utprlcQ:flucauuUous 
in the world price for Wh¢Atj the pcrc~pUonthot tttlQCffl were ,coJhtding to fotCQ d()wtl 
th~prlecpuid lm' Sl'uJn, und nmt nudcrs were tukillg \Utf«lr ndvutlttJge,t)€ IltoWl;ffi 
who were forced tn sell ntthcnv¢t-sqpplicd hnrvest tlhHh The st(\bUl~AHol\sch¢me 
wus ill OpctuUon b(!(ween 1948 nnd 1989wttt: Vt\ti()U~ chnngc6 implctllcutcd thr()u~h 
fivc~yc(ltly r(wicwsthmushout H1Q pcdml. In t98~1 the whent nUlrk¢Un~ legfslntiou 
was ehungcd dr:unutfc~1I1y. TJIt) new A(!t saw Uu~cudln~. urlhe ~~(.)mpUL*it)fY 
{tC(luisitinn powors of th~ AWn. u~rcgulnUon of u()m~sU¢ mnrkctinguttung¢Jncnts, 
rcmovnl nitho gunrnntccd mininnnl1ptieo nnd gtcfit~r ¢()mnicrchd flexibility. ~~hQ 
clmngcs were nmdc in rCNI)OllSC. H> ctHfotsm (tom severAl nfNls.including tbe 
IndustrIes AssisumcQ Commissitm (lAC). wllfch led Hl r~c(}gfliU(}n of the costs uud 
in~fficilHlCics of tho rcgulotcd systQJu.D~tosuhHio}) wns not (!xtcuucd t() thcCX1)l)tt 
mnrkctlns orrnngcmcnts mnl the Board's sole cXJn1rl litntus wus tetnitlcd. 

On the world market) AustrnU;\ is the 4th tnracst whent uxportcr. holdtus 11 pcr¢~mt 
of the nmrkct in 1990/91. The United SfnlCS domimnc$ the mntkcf wHh n mutkct 
slmfU of 37 perccnt~ followed by the tlul'opcnn CmnmunJli' (22 percent) ami CnnmJa 
(16 percent), Argentinu holds:) percent of the nmrkct. \Vhcnt is truded by hoUt 
pr'1.vutc commcrcinl trmJcts nnd gnvcnll,mmt ngcncics on the world market. Privntc 
troders denl with nppruxitllo(cly 7S percent or thc whunt and conrSQ gruinN tmdcd 
cmmwll>' nn Un} world mnrkct nnd nrc dnminntcd h)' n smnU numhur of lurge mufti .. 
nntiollul firms (lAC 19HH. p43). In the US nutl thu UC lrndcrs llcgoUntewlthgmwor:; 
nmi Stain merchants nml sell uiroct to other ttndcrs.cnd""\.tficrs ur gnvotnmetlt huyhlll 
ogcncie& in the !mrmtling countries. The noxt two lnrscst !muers, Austrnliu nnd 
Cnnada. sell their gmin t.ht'Ough their respective centrol governmont ugcnCitUij whUe 
Argmltltm hns u cnrnhhmtinn of hoth with priviHc tmdcn. fulUnsund~1r the 
supervision uf the Nntionnt CiruJn Uonrd. 

fnrccom )leurs the largest. volumes of imported AustruUnn wheat weN received by 
Jnm. Bgypt. China !llld JUpUll (A\Vn, 1 <}<)l). *rhcsc nmion!-j lmvc. cnnsf~tcnUy been the 
mUJor hnpnrtcrs of Austmllnn whent ohhough the huHvfduul volumes lmvo cJumgcd 
frum YCt).r tn )'enr dcpcmlcm on vnrinus (oefurs Huch as tho pc,HUenl sHuntiuu in tbose 
countric". So rll c· cmullries hnvc ccntrulisc.u government huying ngcnci(%s for gmtu 
impufts. such nsthe CClltfutl)' plnunctl economics. These nnUnur; uOen nrc involved in 
govcrrmlcut to g,uvCrt1nHmt trudfng. Most grninimptH'ts. tlOweVet't uro Ulldcrtnlnm hy 
.commcrcinJ Unllers. 

In lho current d~hat(lJ the mnjor dnmClstic plnycrs urc th~ A\VU und UP" (\uBA. 
Arl~umcnts for both tctcllthm und rCJllovnl of shlglc.."desk scmn~ II,",. t't"·U) prcs~ntcd 
b)' both plnycrs. Themorlts of tho vndouft urgumCnfs wm be dj~cutis~"l .~/ sc~ti()n 4 
tlf this pnpcr. 



1.3 'rhe An,Uls Argmttc .. ls .1".~Avo .. r orSI .. gl~""')~$k S~Uhtg 

In~¢rcncc uf its sintl(:,~dc~ks¢Uct $tmij$ttheU\~hl nf&ijfl~Cms,p'Ut rmw~\td by the 
r\\va ngaJn~t thQ dcregulntltlilOrUtt Wh(;l\t exp()tturt~Ul&¢mc.n$ ·urQ l)us.ed 011 the 
perceived. ~ldvttt1tug¢s with the current system un~t'~suUnnt ptie~prQnlh,um;itha 
UoarrJch:tims Umtthrougb thc~ntml ,of: nUsnh:s nt' Au~ttnUnn Wh~tltin inletJmUotnd 
murk(:tsil cnn ohtuht htghetpri<ltsthnn would be uchievablc' without sjngt~ .. ~esk 
selling. The A \Va is. of the vfew tbtlt nmny of its services could mn b(} dupliontcd by 
traders tUlU thatthcJr t(lsswoutd bea¢ttim~jlm(t() Ih~ Imlustry. 

nU.1 A\Vn .Ims marketing ndwmtugcs nsn statutory rnn~kctlt)f AUfhnrlty under Ftdcrnl 
Oo\*crm.mmt lcsislnUon. A~ n Onvc;nmnmt tlS~tlC~ th~ l1u(mJcnnunucrtnke 
govcnmumt ... tn""sov&::mmc.m ttndhlg,l'cthnps U10f¢ impmtnntly, th¢ vovernment 
provides hlSUfUU<::~ for cn:dU offcrc(t by (he AW~ to uvctsons (It!stomc.rs thnmsh ttm 
tlxpott Pinnucc [lUU lnsurnncc Cotpnrntion (at~IC)} n sttltutor~* body cstnbUshcd by 
UlcQnvcrmncnt to pnwjuc rhmnci~.lllnd jnsurlUlr~(l. SCfyjccsm foster th() (mmpctitiv~ 
cnpncity of Austrnltnn export4!ts. 11H~ nhilit)' tooffct credit is rosutdcd ns css<,mtinl by 
the A\VU. ns if csthu:;\tcs that 30 tu 40 percent nf world whcut tmde is now 
conducted usinLt some furm u( CibVUfl\me.ut bnckcd credit und ont)' n smull pmportinn 
o( the trudc is cmuJuctcd without :my type or (luvcrnm¢nt intertcrcncc. The 
Intcrnutimml \VJuml ("mmcil believes (h~ pnUcrn of world gruin trtll.h~ wUl be 
determined incrcu~insty h)' the uvnihthilH~' of (lovcrmmmt hucked credit. purticulnrly 
as thcwmld'h hankillg s>·stcm is increasingly reluctant topr(wldu credit (A\Va 
Anmmt r~cpnrtt()9t. ptZ). AcceN'; to crcdititi consfdQt'cd to he ncccssnry fur 
AUMrnliu In he competitive in the world mnrkc(. 

'I1l.C fhmnciul hth~king hy the Clnvcrnmcnt cnnhlcs the A\Vn tll undertake othor 
nctivities hcncficHll to the industry. Although th~ A\V13.is srowe.' rhltmccd,it~ 
hnftOwings atc gunnmtccd h>' fhc (JOVC1't\lllCJH fur gcncrnl ()pcr~ting costs ns \'VoU us 
under u clwrtcr in the 198() Jcufslntfnn to gcncnttc n stuble copltnl bnse to ul1dcrtakc 
investment mHivitics fot tho henefit of the wlumt industry ns n wlmlc dlf()ugh the 
\Vheat InuuMry l:"und (\VIP). This finnnciul support gives the A\Vn grcutot nhUity 
and cncmnngcmcnt to QXfcml Hs St;tvjccs nnu investments. All purt of itg nlmketing 
stroJcgy tho Uoaro c,mntiuc(s pmmotional nctivitfcs uround the world including the 
pmvision of nssisla.ncc; training unu technicol suppmt in the development of 
ptocc&~ing projects or stomgc f:JetUUcs to cnh'ltlcc the A \V13'8 !)Hmdjng in vnrious 
flltltkclS. unu the cnordinution of goodwill or OI:fautntioi\ visits from dtrferent 
countries. Oovcnnmmt gunmntccs throu~h the \\'hcnt Industry r:und hnvQ, u180 
cnnhleu the UUHtd tn undcrtukc hwcsttncnt Sfratcaics hl vntucHndding ventures. These 
Investments llrcuimco to assist In tht) development of mnrkc(s felf (he AWn nud/of 
emn tl c()mmcrcint return on the: hWCSlmont in otder to secure divorse rovcn\t~ 
schemes. 'rho llour<l is nhmtnvolvcdinidcmlfying the lcnst ... cost puths fut the 
storagc.lmndHug und tttlnsport orgmin nud npproprintcly position resuurces tncxcrt 
pressure ou tha rclcvunt uuthnrUics umf Stnte Oovcrmmmtsto reduce cu~ts nut! 
improve their opctntlonnl efficiency. 

3 



'n\(:s~ptt))llotfQnnlnml1nve$tmCtlt UCnVUb~Sllte hune;\Uv~ nf th~tV()w¢t~bns~tl 
¢mpb~sls llf th~ AWn. thQ Ban.rd Act$On l'~h~\lf '(ltAustrnUnn wheal growerS; 
aiming to mnxhttise thcft1rnl~otcluc()m« ofUSsuppUQr~r()Wentl tn Ulls,mlclt.f$ 
;cl)nccruou wUhdtw,cloping fJ long torm $tmfc8y.fot whcut mnrk~dngt Thc'A \Va 
utl\ucsthnt.in ~oll\r('$t..hltefnAd()onIIVAiu trntlefS wuuld bQ;tlCUn~ in joel .. llwn 
~orpom'¢ inttfcstrfl'tbctthtmhl the interests 11(: J~fUW¢mw 

An orgurmmt frequ.cnn~ put f()twMd lWtbc dcfcnd~ut6 ntth~ <:Utf¢J1t'systcoo i$that 
gtowen>woul,J. be best sQfvcdfnn 'cormpl'iuIQrUUUOnAl mnrkcl by ·~ .. siHSlc~d(;$k 
s~Ucrt Indcr:dtthisHppeunt t()bc lim b~8is£()tth\}tccellta()VCmtnCnldcclsl()uto 
nmiJltnitl the. CQtnmt. sclUuS nnt,ulgennmts,ThcnuUof Stain f.rAdhl~ co"mdesurc 
h~ovUy suhsidised(lUOwing tbcnltU.S~n wh~nt outhc world mnrk~t tUP much h~w~t' 
prtce (han AustruUun whcnl. '}11Q AWU ~Itlims (hut its sole expott¢rgfutusctt~bl~s 
AustrnUnto hp ~mllp.ennYp In lhi$corrupt wurld murkct undto CuplUtcSomepdt!c 
p~miumst 1:'h~ ubUHy U) Ctlphtt~prcmiums hus,hccn ntttibut~d by the A\YUtn 
qunUty nuvtmlngcs ()ht.nhlt\bh~~Uldcr u ShlLdQ"",dcRk S~UCf()tg(mh;uUnn (Ai":£{ Murch 
1992). 

lA 1'b", AOEA's Argum~nl$ J»Fnv/Jur otl?l"CC. TrAd~ 

'11C ACJIiA. who Tcprcscnt tho.tmtior itlt.~rnntimml gmt}) tru.d~tsJ lmvc led!n the push 
ttl' the der"S\tlntinl) of Ule wh~nt. cxportfna (Jrtung\!mcn\s, 1"h~RC ttnucrs mm curi'ently 
buy ~tRin (or dnmc6Hcpurpnscs hut cunnOi soH it ovcrsc:us, They Wtmt' these QXpott 
restrictions to he tcmu\'~d sothm they cun hl~l'CUSe their l1~CCSS to AustmUnls whcut 
pmdueUon. "'C AClUA huyc; bnscd th~tr t\rgllm~mts fot dorcgulntioI' ()llthc. p~~misc 
tlmtgrnwcrs slmulu hnvo open ucc~:;st() lh~ benofits of competition at the (nnn gute 
tlfld tbntthc current sysHml is C()sUy nnd inefficIent. 

Tho main marketing system UScu by the. AWBts pouling whlch mcnns IbtH8rOWOrs 
Arc not being; pnid the snmeprlcQ for tbeir wheat us HUH for whioh it itl being SQld. 
Profits t~r(! goin~ to Ut~ pool rClnl~r thnn to imHvhJunl growers. \VhUe this ensures AU 
growers U CQrtuitl levci of paymcllt. it tnclUlsthnt gruwers who nr~ producing qUt~Uty 
wheat types nrc hcinB ptti<llc5s Hum they could receive on theopcn 1l1urkct. The 
AGBA. huvendseu th~ ~JuesUrm IIHlOY luwc token cxtrllCUfQ to pruth.lct) benet qUtlHty 
wh~nts ur investeu ou ... furm. so why shouldn't they rcc~ivc nddHiumd tl~ncfits?1I 
(AustraUon Omin)Muy1992; p26). tM.e pClOlioe; systcmmnytmmn thntcnrrCCl 
mnrkct sigllnts nrc not rcochin~thc whcutproduccr nod is thCfQ(Otc incf(f(!ietH. 

11.\c AOBA ure; promotins AnuhetnutJy.~ industry structure which they cJnimwouhJ 
b~ncntsrowcm :mt! th~ fmluslry. rhey nrguc thut grnwcrs wlU bu uffered better 
prices by trudct~t oml .ptiacs which MO l1lutcfQ{lccHvc of the typo ona qtmUtyof the 
grttin, us wcUus different nndmmc flexible scUiug 0pUolls.Futthcrnmfc) the gruin 
iruder$- hove ursucdtlmt they would be Able Hlptovido mnny of thcsutUa S(}r\1{cefl 
offered curnmtly bythu AWll; fnrpxampJ~ U)QY hrwe suld Hlllt they nmy be nblQ to 
have access tn the usc of thQar~rC. Rcnuwut ()f 13fngl¢~desk~~Uing would (Jp¢tl tbe 
mntkcl' to competition umJ thusglvp gr()w~rsn murkcUos ohoice. 



~,Prevlo)js~o~dt,l~bSOfiShlglc~,:O~$k S~IUbg ~n.d 'PrOl)Qsais. tat 
It\.turcWbcutMatl''~UhBA1 ... apgol'lf!.nt$.' ., 

Pdort() det'cguJuUon ot01Q d()n.~6d¢ wb~ul.nUIrk~tfng·ntt(\nSC¢ncntK in 1989$cv¢tnl 
revlQwsof theWhc.nt.j))dustr)'w~t~ uml¢rlp.~cn~nu~lACrevJcw~ wh~A~:nmrkctin$ 
nrrutJ~~ntcuts lUl -tl, tuunbct pf occi\9i()u~~ with th~ lutestr(}p()rtt~le~$¢d in 1,988;ln 
tQgnrdto ~xp()r\m(ltk4ltiJ)' urtungcnl¢ntstth~ t9B8rcportfo(lQs~ed unthc9bUUy .of 
th~AWll to rcuUso pd¢cprQnlium~ Inlbomntk~t;'nlP' r:<mchndnnsfroJ)1 the 
dJscustilon nrc {)ut,lJnedJtl·sectiou 4~atTh~ IAaprcs~nt(!dll numbcrot 
rcr;onum'!udnUotls wIth nlt¢muUY~ mtltkethlc,:t)plhms,c~¢h fn-vuurmg Jner¢tlscdtmdcr 
purU~lputJ(m inexpott.mutkethll:\ OfWJiQut, 

111C tACrcpntf cons.ldered vutiouH .sulnulssiolls fl'()mhuctC5tcd~oups.sucbus 
vnri<lus tit~tc dcp:*rtmcnts t)[ugrlcuHuto And the AustttditUl nur~aunf: A~cuhur¢nnd 
RQsoutcc Economics (ABARB)t. A hna~ llumbct e>fsubmissinus wlJichrcfQ[Quecd 
export issues suppo\*tcd thcrQtcuUon (it thoAWIl'smounpnlypuwersiOthor ' .. ,,' 
Hubmissious pmpos~dmodificnUOlls ()rth~ ~xf:;,thl&systcm. l10r c>iumplc, A.BARB 
SUPI,()rtcd retention of the monopoly {lowers but "rgued for .• n~J'(m~ed use of open. 
unrcstdctcd ¢umpcUtive t{)mlcts for whcnt uct;Jgmltctl for rcstd~ thr()ugh interrJUtiomd 
irtlintmdcrs. H()w~vcr~ must uf tbc$~ suhmlssJous,lncludlng thut from th~ NSW 
l)(!pu~'mentor Agrit!ulturc~ couccmtruted onissucspcrtniniugtu domestic umrkcUng 
nrmngcmcilts und not ouexp()rt mnrkcHnf,t issues. CUJlscqu~ntlyf, th~re nprcnrsto he tl 
fclllUVC lock ofiufnrnluffon uhout (he impUcnUuus or dUrcrcntexp0f{ mijrkr;th)!~ 
artullgcmcntJ;.CousidcruHonot' thC6C fmpU(:mfmHl,i8 impmlHut in the light ()€ <!\trtcnt 
dQbntc nnd in prepnrnt!o.n tOfthe review ot!he C()mnHluw~nhhWb~m .MMk~th,g Act 
whloh must he undcttnkunin 19')4. 

In th~ current u(!lmte, there huv~ been prorlOsntsptlt forwunJ by vtlrlmtspluycrs In the 
hldustry for tdtcrnntivcN tothu currem wlumloxpOtl lUllrkcUug tlrrans~m¢utH~ As 
previousl)' nlcnUonau, the mnln })mpmmt mHl~r cnnsJde,(utfon i$ thtH put fm'Wuru by 
the jointworJ(lng gf()UP from the Ott\ins Councll,. tho Awn um} thoPupurhncnt of 
11rinmry Imtustrics undBncrs>t. Titled Nl~WCO. the nltc.rno.tiv~ ()rgunhmtitm wuuld b~ 
u pdvnHscd WhcnlBoord with the lUuhH¢mme~ ot Ningfe dc~k scUingJ Pmduce.rs tn 
NSW hnve (!xhlhit~d widc6J)rcuu support for thlH prnpmmJ.Ott)WCfS· in Quccmtlntid 
hovo davQlopcd nnothcr ullcrmlHvQ in whicb whent JllntkcJina wmlld be u.nd~rtt.lkQn 
b~ State gmin llontus, This nrmngctncHt. tcuned nxco, would Umittho functions nf 
the uutfmml mntkctins body to scnbt~Whcnlhlt~J'nnUmmlly. TheOu~cnHhmd 
proposuf thorefore uppc.nrs ttl (,mQ(URU fu.tihc.r rcgulnUofl Umn ~urrend~' cXiSIS. 
jncluding the retention of the singh~ deRk sclUugNtntus n(tbe nnUQunl mnrkt::Uus 
orgunhmtim1. The OucctlslnndOrohlsnlWctS \AssocfuHou htlsPJcs~ntcdmmth(!r 
propusal CUlled V Att;O which nddr~sscs vul\lcloittlduing ()pp()rtuniUcn~ 'J1tis 
orgnnbmtion w()uld b(~ fcspnm;tbl('. for vulu(!>l!!uddlng Joint ventures, _ trudcmnrk 
promution und qunUtycoHirol. VAt.CO wonld.sfmUnr \() nxco, bclurgcl.y· 
J'cgulutory, Producers hl Western AusttuUu hnVl~ supported n cmHfmmtlon ()f the 
~(utus (lUO, 
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3. Co .. dUl(nlstoJ:n.etaifdngSlngle~Ue$k.SclUtlg 

DcspitQwigespr~ud.sllpp()J1f()r . ,b~ "f¢nlfon ()fsh'$t~ dC.$k~¢Uh)g by Ill\} :AWB. 
there h~R bccnUmftc(J'9wmun:d'le~vjdcnc¢ umJ t{1ti(uudufBUffi¢ntto.sYPP()rt tb~ 
easc, 11n~ d(!bnf,~r~gAt(Uj)g the future QXPUI't .Jl)UrkCUfi& ~flfm~Qtn~mtn for tll:¢: 
Australhm whent industry hwulvcs twa DlUttmlly ~xc~u'lvo, Jl()n9y()pU(ln~).Th¢'ntst 
bcinglhctQ(cutiOtl l1(thcSQh~~xpott ~lntus()flh(lAWll,nt'dlh¢ second 'bclm~, npcn 
comp~tfft~n {()( tbe sntQ,ij£AusUuU~~n whcatontb~~xp(U1 mnr~~tt. As WltbflUY 
ptlUCY ~Jpti()nt there IU~ bcm~nl$ 4Jnu c05tHhlV()lY~dwltb ~6Qh ultOUJutfve, 

Apt:rr,~¢tlye()mpCunvemurk~tt(t'~O()rl(lVcr. • .un¢tlt hdlucncc, tesnU~ln n w¢lfutt;~ 
mnximisingp()sitinn fotsocJcty. whtr~; IlrlC¢ Bnd ~lQUntUyrcnr.ct nH~ ()pUmnt 
anOCidf(lttnfresourcQ$,rnn~t¢ ntc. n numb~r of~i.nU\H()1ts whcrQth~ c()mp¢H({v~ 
fl)nrk~l:mn}! f~*U lU mnximJsow~l.fnrc mnl thuSS()VCfumcntlmervcnU()n.tllA)~ be 
JU5tifiuhlc¥ Int~t. t,henctionsuf cHhctpmuuccrs or (!OnSUmel'S }Jmy rc~ult In CQsts or 
'bCfH~fitH tt) others un~1 un not: showup, USmnl of the nnnk~tpricot 'l'hose bcuc,£iJf? or 
costs nrc\c.rmcdi!xtcnmliUcs.SCC(Uld. pdtes muy ftill tuprovldcpmrjol' ril&lluls tl) 
(!CUl5umctS and pruducers ond thc: mmkc( {"«nafo (let propedy InnUucnUngtosourccs 
to their uptfmlll us¢ (l'lndyck, nod nubinfcld U)g9.p~97). n is nlsl} hnpu,ttun til 
aOllshJcr which nlternuUvc wouldpwvldc thc:grcotcsl sucinl hel)~rfl foJ' producers, 

ff there Wtu\ QYidcnc~ of n tntnkct fnilutu in the AustmthmwhcoJ export mnrk~h th'u'c 
nm)~ he t~ CWHJ for govcnummf, intorvention in the. form of retnhtfn~ sfnglc.~dcsk 
SCJUHg. ThJsCiHtC v,touhl nlsn h;.\ prot(!t'nblu if singtc~dcfik, selling could ho t)hownto 
lmw!dc fnr thegrcntcst soclul beHefits i'tlr AustrolhUl whunt produC~ts~ 'rh~ urgumenls 
prcsunt~d b~! cnch bide nf the dchut(l, wiH be dfscusncd in the light of thcsCt economic 
cUtlsidcmthHlN in the foUuwing6c(.;tion. 

4t l~cotHUlt1c I!:vuJuutlOJJ ()( the SJugh.~~D(lHk ScUlngCnse 

4.1 l\J,OiH)I)()iY Sltllctm·c nml 1\lin'J~~t, Jnlltum(!c 

.AN tho snlcscHcr of Austrnlirm whom. the A WU is Hcting (IS ~l UlOllOpol)t firm. It fms 
control ovorquomit)' liud uo other firm cnncntcr the mnrkct, A monop()fy. which is 
mnximisinu.pmfitu. prmluccswherc mnr~hml cost equals nmrghml f<.wcnue immmd of 
th~ Pm'cto efficient posiUonof Jld~ccqunlUua. morgiuulcust in n perfectly 
("Ufl1pctftivc; UUUkCl. 'This mcmu; (hut th~ monopoly finn wtU prm1\lce less thull the 
o!ficicnt hwcJ of output uud then: wHl be nmisaUncufiml (,r fCS()U(CCfi b~cau8o ns the 
nmrkcl remains unnwU,rc of Us li¢1Hnn(nr hU),inl}) options tiud th()CUSl structure of its 
buyer Cur supplJtr). 

fntc.r~ ure ndvnnt.ngcn ufisucfu(cdwUh nnmuopoly structure such us ecouomies of 
SC(~Jc_ ec()uomics of HCOpC uml c~utrtlHscd In(nrnmtiult coUcertun. HowcvcrJ tlH~ 
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b¢t1cfifS ftOllt tb~s¢, :fU"CdQJ.l$~."b¢' QquuUyn(;l;,¢~~ed. by Jt)tt\40rm$ .anUnr~n()I' 
'¢XC1US1YC,fO·t\ nl0l1(lpoty ,sttuctutet 

Amnb~tsnuutlml lnwhic.husinsJo nrmc.ouldp~()vld~nlemostctfieiQmlndu$.try 
StfUttul~ is thntofmuurutttlOtU)lloly. MOfmpuUst6 wh() hnv~lntg(}(i8tdcQsts nnd 
s.muUulJ\rginul costHwUl nmm(ikcAprotitltpdcO; wn~ 6~t~qtn\1 l<lmnrshmlcos\'* 
11118 mCUflslhttt U)Qcma oonditl()m;muk~ lthtf¢tlHibl~ ftlr mo'lcUmnoJi¢firJnm 
opetntc in th~ nmrkct .. In HlisshuuHonthc ·firnt iff tefcttcdlUtl$ U n~mrul m()n()poty~ 
r}lpICtd~xn.01plc~t)£llAhn~lmum)PQU~s juchu1t!:pubn~ utilJUps JJUCh1l8 .&1)$.- water 
tltld tlcctdcU)'supplics'tMmn nntJullllnonopnHtsnrerc$uhtttd nr opcr~IQaby 
g()v~rnm~mis~ HOWQVCft it lsunUkcly Umt till) wh~nt ~XV')ttnlAtke'!cnuld b~ 
c()ns.hJer~d a untuful uHlf)opnly ,ns 'th~n~ntcldtc.:ldf fiHmy trtid~t& who Jmv,c cxpr¢ssed 
intCfcst in sclUng AustruUnn whom W1Hl ur~ ult~lldy'c~u,bHshcd in the woddmnrkct~ 
AC\~tS8 ,uthe AusttnUnncxpc)rt. nu}rk~t would lhCtcrnt~t¢pr¢t)entn suh~murkt:ttu file 
lmd¢ts. In this C~lS0* op.enlttg up lhcexp()dnmrktH wmtld be bcrteflcfalforrtodJJcCfS 
us theA\VJl would be forced tll be mOtc cmupctitJv(::. 

lncrcnscd cnmpctitfml wt}uld be! r~n~ct¢d in(h~ rc'um~ ()"rcu~d to growctsithut, is tho 
pdcc mfnus'h~ ,~tlst. nml the scrvleesproviuud. Prices offered logro\Vcrs would bQ, 
UkQl~' to tncrensc bC:CUUNC or gn}utcr compuUUou in huytng,On th~ s<:lUns 6id(h i~ is 
unlikely tlmt tJ monopoly firm would bC{lble to nQhlev~ hlghcrpdccs on the wurld 
market thmuiJth its cml1rnl of, qmmtit>r hCCllUSO AustmHuls in u "pric~ tukcrU l'msilhm 
intcl'tlnUnm~Uy. frh.is is nsnumcd h~cnusc AuslmUo hU8 n rC)Uliv(dy smull Jlmrkct shure 
of l:l l~crccnt. The wndll mnrkct is dominutcd by thtl Unitf:u Stutes nut! the f$urnpctUl 
Community~ cnUt,wtivcly JmldJng uPI>roxhurliQl)! 60 p{!rc(~m of the mnrkct ShUT('! in 
}990J91. trhls lllC(U1S tbat AustrnJhm whcut 1s sold Jlt th~ world price rcgnrdlcss ()f 
(!CUil MrU(!lurcs. tl1H! muin impHootion of such {in olmaic dcmund ls· In rchnfnnw Ihe 
argmmmt thal n single desk ~CUC1~ C/Ul obtain price prcmiuJns* 

4t~ 1'.·'¢~I)tcmhuns 

MtUl)1 of the dcfcnduntfi of tho AWO's sole ~xpattcr status huve bused their 
tlr~t1tmmts on the helief ttmtf hccnuse th~ I\W13cnn coufrnl nHsulcs or AustruUtm 
whcnt em fntctnntfmtnl mnrkCtfh it is uhtc toextnlct prfcc premIums in fHuna cxpo.rt 
mnrkcts. Consequently the dereguJnUcU) of th~ murkQt would rcsu.h in tbe dis"Jpution 
of lhoscprcmimns. Hxistonce of such premiums is uHrihutcu to the yudutions in 
prices ohtuil1cO hy the AWn from Bolcmto uiffcnmt export. mm'kcts.. 

Howeyer •. us n price ulkcr, that is with n perfectly cJnstic dcnmndcurvc) the Awe 
"'n.tl notinflucnec. the world price. VnrJnfiUJls in 1,d~cs from different export tnnrKclS 
muy he due to '1 numher of different (nctnrs such n~ different types, 'ltwUtJes !UuJ 
volumes ·of whcnt in .contrnchh the. ptOvJsfm' of services such Wi tccJmicnJ m.sisttmcc 
und lulyj~cf timillg of 8ul~s or dcUvcry_ nmJ tl~c !!wtUnhUlW ()f credit Th~ fndu!;trics 
AssJsfnJlceCommisslon (lAC) rcpnrtnn the whcnt induNtry in 198R SlUtoJ thtlt uprIce 
mnfl~ins plddhl tccnguiUtUl(lf dfffct~n(lc~lu the product ttlJd/nt fcJl1.tcd Qcrvlc~t) 
Cilm)(lt' be e<ms.trucuto be price ptcfilfufns which justify th~ \·tofUs of dIe AWn us the 
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"ol¢,contt!lUcr ufcXl)()tts (,)tAustr~Uun whcnt:.~~cb di(fQrCnll~l$ whJ¢hnrc i1~lm¢ifU¢d 
nt>t tlnly with whctltsuJes but \\tUhsuh~$9f vlt1uuny~u goo~n nnds~rvlcc$, lire Uk¢ly 
(t) apply il1'cspccUv~ of the numbcruft;clletfJu! Aysttt\lItm Wh¢.~t"(lAC 198B,pJl6), 
F"Uh¢rn1t)f~. the-Awn mode A submlstilunlu ~hCC()ml.l1iS$h)t1ir¢e()gnl$Jl)gthAt 
IItherf! is certuhtly tnl AusJmHan tlUfdity prcmiufntlnn clc"tfy~miht~obcuuuhmbl~ 
by wh\')~w.cr Is s~JUn!tl\U$irnn(m whctJti'(IAC 198fJ,pJ,lu)J '1i¢; 'IAC@mnnmtca t!ltd. 
nlthtlUsh Jt wns UJ1Uk~l)'. hlabnl¢ QitCUfi)~fnnCen nn~ AWBnmybc ·ublct<l eXUt.¢t 
priceprcmhlhlsfrom som¢:~mnUctntntk¢ts \~y f~stdcUng ,cmupcUtlvQneccss(o th¢J)\. 
U~()CS OU (() Noy.tf()W~\'er. fhnt (·tndcfS maybe (,btc to ~xtrnc~·;thci·rn~n pri~c 
pr(!mluJUs bY51,ccfnU$.inghl s¢tvl¢ln~ccrtnin rnnrk'cl:nf~hc& (lAC 19B51 pllB), 

"lcrc UfO hiSij rficlc\lf grounds filt tho fQt~mUon ofshl,S'c~dcsk ',cUing bus~d nnth(: 
nbiUt~t UlQxtmpt pd.cC; prc.miunn~b¢cuuso AUBtmliGis .tll)ri<:o tukQr (Ullbc w()dd 
whent nlnrk~lS nud mw prcmtn obtnlm.td wm be duct(lprmJuct. eht\tUclctfsticw. 

4.3 Cr~dlt,~nd Oo\'p)'mncnt In GJw(!rnnumt Stdes 

tnlC A'Nll. us n (Juvcrumcnt hucked ofgunlslJtloll. utilise,s the l1;qlurt 11innnco um) 
hlsurunCc. CurporaUnu to pmvhJc credit uml ht\S the, nhiUty to Ullu¢HnkugovclilltlUmt 
to sovormncm trmJinl,l. There is concern Uwl th¢ det~gul(lUrln ortbe ttHu'kcthlB 
nrrun,scmcnts woulu muon th~cnd of lh~se milfkcUn~ tools, Thcr~ mUYt hOWOYCft b~ 
ultcrnutivcs within n compctitiv¢ nmrkct. ~111~ AnnA do oot flee the uso of th(lUxvort 
Finance muJ Insunmc,c Corpomtfon ns c.x~lusivc to !tillt~lc;udcsk selling, sn there nluy 
he scope ttl t;mntinuc (his fncUHy. Purthcrmntc, the trudcrs th(!msctv~sl os tnrge 
muhi-nntitlmd lnHdn~sscsf mn)! he in n pt)siUnn to- nlJcr crq<.lif m thefr customers. 

(lo\,cmmcnt tu 'lo\,t~rnmcnt sales wuulJ 8tut he nhle to OCCUl' In u dcrcgulnt~d market 
through tho, (!untinucd existence of the A\-VB nnd thmtfsh the Oovcrmmmt n~gothding 
on bchutf uf IrmJcrs 

4~4 hnlmct of CmnlH!tUJOJ) 

The dCfoA,tulntion of th~ markot woulu nllow producers much grentcr choice in thelr 
production und mork\:ting decisions. Uvcry suggested 6ccnodo fnvolves the conthmcd 
prcJicnec of the A\VU in the murkcl. so it .is JJk(dy Hml ~rowefs would bo nb(i! to 
choose whether they would ~onUuuc to lmde through the 13nurd Of COllsluttr the 
options ovoiluhlc through the trnders. 

in tho CONe of P()()Ull1!1 producers· n:tums ur~ currcntt~t paid in rotnlton fU the >ti~td 
ch;lrtlctc~rjstJcs of fheir !'!mp rnthcr Hum for <Iucdft)' nm.! UfO p(dd n pooled prieomtJ1I.'f 
thtm tl prlc~ renccuv~ of the;r punJculnf gmhl, As seon fn J1iguru 1 in tho Appendix 
this elm result in 6ubstunUul crnss .. suhsidhmtf()U tlcrus!) qunm~j Opening up the 
murkct would <.Ulnblc ttnders to ()fr(~r n pde() for n pntticulut tYI)U nud quulitYJ 
Consequently, gmwen~ Cllll dQt~rmhl~ (hufr pfnnUu!,\6 nccording (0 Uu~it nSSCRSmQut of 
which vntictics would pt'uvJdcthcm wHh U1Q highcM returns. In.is tlHmns Hun supply 
dccis.illllS would he (,HT".~fltly r¢lut~d to dcnumd. In the current s>I~;tcmprmlu(!cr6 nrc 
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f~¢¢iviug dist()ttcd!lwrk~t&lsmi16 AndfCSt)UrCt5 llr()lh"'r~r()fijbcJu~mhmU()ct\tedf 
Rcturnsc()uld .also be fclnt~d~(l mtlrk.eUng h~chnlqucut\sgroworscmdd,chtU)HC th{.} 
spUfnsnpH(ln fth"lst 6uffCd, Co them. 

In order to JlUJ'ocJ,prodocct6nwJ)xit'()Q1 dcnUn,S wIth fho i\Wl)t nlQ~tt\dctH w(~ultl 
huvc to ()ffcrnmotc aurucUv¢ d~utJ Th~, Aal~Ahus lndlf!UtQdduUthoy w()uldb~ 
nhlu to.offcr th¢ gmwcrshigher pdc~sf()r tbelt ~tuln~tvnrUeulur~yf()r th~hfghQr 
qUAlify typcs.,£Uldhlwcr off~formcusts, 'nl~ 'lAC ulsn nQlmowh~~gcd Ule lU(QUlmmi 
Hun tmduf5c<mld. nmkc n prc)fU mid.· «t the ~tn1tcthu¢t ttehJcvc h'~hcl;rctums rOl' 
growers tlmn cuuldbeochicfved thfoughuc~ntrul murkctbU!t Ul:\PUCY) 11ds WtlS 
iutributcd to vnr1<ms fnorMS lncludiu~ the nmJ~J'R' ublUtyHfscU lH uhle,llcr .prJcc nnd 
low~r cust thou U1Q A\Vll j th~ir kuowlcdgcundcstnblisbednssuclmhm' wUh JlntUcutur 
morkcts thmu~b nuding whc\tt of other origlusnndothcrgmfns. wider vodel), or 
nUlrkct1ng tcr:hniquus~ml)loy~d bythclU. mlL! Ihcirltwu'v~mcnt with othct"l,t<!UvHfc5 
such €lS nrhitrngo nnd currency uctll1ng(lAC 1988, plt3)f ~l"hl~~ould only bo 
hcncfic:itll for producers. ~[,bc !~fOWQ.rS would huvu thcnhllUy to frnd~ off t,h~tetums 
()rfcr~d by Un) troders with the .H~rvlcCR of the A\Vll (j;o whtltuvcr (ormthcy may tnl(c, 

4f5 tUsJ~ ~JtUmgcmcut 

'rhe AWIJ hast in pnn, borne tho risks fnccd b>~ producers by CU!lurill~ n murJ<ct for 
thefr product. although ema chungcs huve been pnsscd on hack topruducors. 
f)cregulntinn would mean that prm.fuCCf'R would bu m(m~ rcspmllilblc rot' their own 
uHukc~ risk. rhcy wnuldhtlV4 tn -emuddcf In u much gtonler eXlent the cmphwmcut 
of risk munugcmcnt htrnlcglcs us parI of the prm.luction process. The IntroduotIon uf 
competition into th~ \vhcut export murkr.:t would 1>0 likoly to result in the 
dcvclolHllcnt or optIons slIch us fututcs trodiug nut! forwurd C{Ultracttt, Producers 
would cunsequently bo ohl~ to determine whnt hwcl of risk~fncotnJ,1 trHdcoff fs 
suHnhlu In them. 

S. Sununnry und C()ncJusions 

'11'0 issue of retention of sfnglc;mdcsk sclUug hus been nne of pubHc dcbutr: in recent 
timos. The AU/!ilj'UUUn whcnt cxpmt mmkct JmpJlcts on AumruUnu prmJuccrs nmJ It Is 
thcrofnrc csmmtiullhnl UIlY discussiun of pulioy ultcrnutlvcH luol<s ut the costs ami 
benuWB fut those prnducurs. 

[~mmmfc efficienoy wUl be mnxhnlscd when the llwrkct Is in cCjtsflfhrlum. which 
win occur umh:r u cmupctHivu mnrkct sHuuUon lmh~gth 48 diHCU8!)ccjin Hccthm ~3, 
thC!tu Is tmrnc form of nmrkJn fuHure. 'rhcrc is U CUSCt Uft dJ6cuss(td In this l'UPC(J 
busod on ccoHonlic theory, that the t'ctcntion of sinstu*'"ucsl( HcUingincurs more costs 
Hum it provides bcncfils and thut th~i'1> would be nn mnrJ\ut fuUure in the event or its 
I'cmovnL 'rbcroCnrJ;!, it Is unlikely Hwt 8lugJ~lil\IuQsk HcIHnu In the whentlndusfry cnn 
he Justified on tIll} grounds of economio effJahmcy, Th~ dCl'f,!guJmlon of the pxpol'! 
tllnrkct urnmg<,ulHmtli woultll.l'~/m thut pmuuccl'S would huve the choice us towl.mm 
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th~y m~U'h¢irllrnlu. nud ImdctB wmtldlmv~ the nbUUy 10 l)p~rnf'1)hlth¢l)mrk¢t tt, 
nfterpdc¢$ whlchrcU(!Of, tbe! :,dQnuuuJ on the wt)rld 'mu'rkets,tt la p()$siblc nmt 
srowQts'rcturns ,muyincr~tlsc thmugh rodu~d ltnlr~~ting, cost,g andlnorcnued ptloo 
nmld(mlUnd,Fut.tlu.~tmntQ;. ftlB expected thut Ihe" AWn or Its SUCCC~$or w()uld 
~()UtJnUQ m ()pOrn1oln n cUJnr~JiUvcmork¢t QtUlbUn,.; th~~()jlthumth)n .of muuy nC its 
c,xistinggCfViccs, O!VQll th¢$~ fo,c(OtS, the r~IlH)Vnl()f tbe AWP'ssnlc exporter stutus 
1.$ llkcl~1 to result: tn tho grcnt",sl producct aurphiR tUlu C()us~qu¢JlUy n,ct6o¢hd, ,benufit, 

1"hcro unh however. nrcms which tC'l\rlrc furtber ~"nmlnutlon to "Unw A c'>UOlURlvc 
pot .~y decishm to be mndc. I::c)t CXtm)I'I~\t Ih~ro Js;Cnf)noUy for ttudctt1 to t.lot ltl 
collusion which nnw Jlr~vont the nmslmlsnUml of S.rower,rcturns,IUlr be hI the best, 
intorests or the l{m$~lerlll development ()fthc IndustrYI Thin wcmhl dcpondupotl th() 
nctuul structure nCtho new nrriUlgcmontH. 'rhe )Qgnl hnpUcntitU1s. ()f tho ~tructutc uls() 
need t.O be considered us H moy itO( he p<)s6iblo for II)", Whent [Jourd H) be wholly 
grower owned und still rctuln Oovcrmmmt finnncini buoldng,(u. us 6ugg¢st,~d in the 
NllWCO pmpmml, Hhlglo ... d~,sk sell inS stntus. 
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The model of fiot sooi"1 benefit cnn be u~~d to dcsodt)Q the ~ffi¢{en¢y effocts of 
prices whi.ch ntc nonreflective of qt.mUty. III the cn$~ where different' qUtltitios of the 
one prmluctrcccivc ;. single price (md where tbcl'~ls no Illcclltl1116mby which prices 
c(mtd reflect 'lutllity di rfct¢n~~¢s, prodUCQts wUl be. receiving dlstotted nlnrkct signn,ls 
und reSources WHlll0t be l\Uo~'ted ~rfich.mtlYI This wHl be tho CtlS¢ if. in u 
(! 'l1pctitive markct, different qunUt#(t" would fetch different prices. 

OrnpbicnH)'lthiscllnbcrcprcsor I f~h ;llbnck .... t()~ba~k' dlngrnm sueh tlS FJgurcPt 
tn this diagrnm 01,S1,02 nod " . I'c.thu rcspcctiv¢ d¢:mundttlld supply curves f(lt 
t)(mmmodHy c(msJstins or two quuhty types; '1 und 2~ Ifr undcru rcgulntcd or 
uncompctitivc mnrkct) pmduccts of bCHh quality types were ()ffctcu the sume l,rice, 
llu,thoy w()uld supply the qunmitics 01 nnd Q2. 1'his would be the c«Sc, for 
cxnmplc. under n price pooling system. rr the mnrkc:t Were competitive, pruduecfs 
would he pnitt prices which were reflective (If the quuHty dlffc:mmccs. for ¢xumplc, 
Pl und 1>2, nut! would supply thQ equilibrium qu:mtitics of Qil und Q'2, It cnn be 
seen then thnt under the rcgutnted system there is overproduotion ofquulity '1 nnd 
undcrprmhlction or qunUt)' 2. The cost to society If this mlsulh)cntion of rcsourccfh 
which might be nvufdcd under u cumpetitive market. is cqunl to tho HUrn ()f the two 
slmded tt'iunguJar OfCtlS. The hntchccl nrctl in the left huml side diugrum is the not 
socint cma of overproducing nt Ott nut! the hmchcd urcn in the right hand side 
din{tfnm is the net social cost of undorproducing at 02. 
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