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Abstract 

The purpose of this review is to consider the case for expanded promotion of Australian wheat on 
export markets. The conclusion is that there is no convincing case for expanded export promotion.  

A major aim is to elaborate the concept of promotion in all its dimensions. An essential unifying 
theme surrounding promotion, and marketing in general, is the provision of information that is 
useful to buyers in making their purchasing decisions. Like successful advertising, effective 
promotion reduces transaction costs, enhancing the role of prices and the working of the market. 
Understanding promotion therefore requires contemplation of the nature of wheat as a product and 
existing marketing arrangements for export wheat. In addition, the respective roles of government 
and industry in financing and organising promotion and the distribution of the benefits and costs of 
promotion need to be considered. Role of government/industry questions are complicated by the 
large numbers and diverse functions of the public and private institutions and firms already involved 
in activities that fall within the ambit of promotion.  

Wheat is a product whose characteristics are mostly well known to sellers, buyers and traders. The 
principal method of economic coordination is the price mechanism in terms of average prices and 
the margins reflecting transport costs and so on. While wheat can be differentiated according to 
quality and end-use, its major characteristics can be accurately described and incorporated into 
contract specifications. The intrinsic price-driven nature of the world wheat trade is demonstrated in 
an appendix by illustrating the close correspondence between the prices received and the unit 
values of exports for the major wheat exporting nations. Unlike agricultural commodities like meat 
and fresh fruits and vegetables that can be promoted directly to final consumers, wheat is consumed 

1 Funding for this research was provided by the Grains Research and Development Corporation.  The views 
and opinions expressed in this article are entirely those of the authors. 
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in forms vastly different to that in which it is traded. Wheat is much more like an industrial raw 
material than an agricultural product in its behaviour in international trade. Promotion of wheat, at 
the retail level, is not a consideration. Not much can be gleaned about export promotion of wheat 
from the experience of promotion of other agricultural commodities in Australia or other countries. 
 
Regarding institutional arrangements, the marketing of Australian wheat has changed significantly 
since the deregulation that followed the long period during which export wheat marketing was 
conducted by the Australian Wheat Board, and its successor AWB Ltd. Key changes include the entry 
of the established large international grain trading firms to the Australian market and the emergence 
of Australian grain marketing firms that have their origins in previous statutory organisations 
engaged in grain handling, storage and transport. These firms have successfully extended their 
expertise in domestic logistics downstream to domestic and international grain trading operations. 
More nuanced arguments apply at the level at which wheat is actually traded. Different 
circumstances apply for established and new markets. The case for promotion is strongest in new 
markets where trade connections are developing and market knowledge is limited for buyers and 
sellers. It is argued that existing major grain marketing firms have both the experience and resources 
to invest in developing markets. Moreover, much of the grain trade is opportunistic because of 
fluctuations in supply in exporting and importing countries. Large parts of the international grain 
trade are driven by transport costs. There is no case for export promotion in either of these 
circumstances, beyond that provided already by grain trading firms. Further, although the idea of 
country of origin as a basis for export promotion would have had some currency in the AWB era, this 
is no longer the case. This is again due to the product attributes of wheat as an industrial raw 
material, distant and distinct from the final products sold to consumers, and the existence of a 
sophisticated international grain trade.  
 
It is also argued that more important questions than export promotion concern the collection of 
market intelligence, and market and competitor analysis. The collective action required to improve 
knowledge of new markets, and strategic structural changes in existing markets, is best organised via 
existing industry bodies like the Grains Research and Development Corporation (GRDC). It is 
emphasised therefore that a sense of perspective is required. Any role for promotion would be small 
vis-à-vis the major economic and climatic factors affecting the domestic and international 
competitiveness of the Australian wheat industry.  
 
There is, however, an unambiguous case for government involvement in trade diplomacy intended 
to improve market access. Given the technical dimensions of the wheat trade, such efforts need to 
be supported by industry input. It is suggested that Austrade and state-based trade organisations 
might consider developing services to the benefit of the grain industry post-AWB, particularly in 
parts of the country where the grain industry is dependent on exports. 
 
A major part of the review is concerned with the export promotion activities of other important 
grain exporting countries – the United States, Canada, France and Ukraine. Apart from the Ukraine, 
the export promotion activities of these countries are supported by subventions from government, 
something that is not in prospect for Australia. Widely circulated claims concerning the success of US 
efforts in export promotion of wheat are evaluated in an appendix, and found to be exaggerated. 
 
At a more practical level, deregulation has reinforced the bifurcation of the Australian wheat 
industry into strongly export-dependent states like Western Australia and South Australia, compared 
to other states in eastern Australia, where the domestic market is of far greater relative importance. 
The farmers who are part of the latter component are much more likely to be engaged in direct 
marketing activities on their own account, particularly with clients in grain-feeding livestock 
industries. This substantial diversity within the Australian grain industry effectively precludes the 
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development of a uniform approach to promotion across the industry as a whole. There are no 
obvious criteria by which projects could be selected and funds could be dispersed for any large-scale 
promotional campaign to Australian firms who are already mostly well placed to make their own 
decisions about export marketing. 
 
Key words:  wheat, exports, promotion, Australia, product characteristics, market characteristics.
 
Introduction 
 
Keynes famously observed that an enormous amount of economic activity is expended so that a 
commodity like wheat harvested on one day of the year is available to consumers on every day of 
the year. The task is especially complex for participants in the wheat value chain in Australia. 
Australia produces highly variable quantities of wheat of different qualities, in distinct regions with 
diverse production systems, for sale in numerous countries with different characteristics and 
requirements and for a wide range of end uses. Disparate marketing functions have to be 
performed. Complex public and private institutional arrangements come into play. 
 
Put simply, marketing Australian wheat requires matching the qualities of Australian wheat with the 
heterogeneous needs of customers via a complex array of domestic and international marketing 
channels.  
 
How wheat is marketed, and how well it is marketed, are important questions for Australian wheat 
growers now that the wheat market is deregulated. Wheat marketing is now the province of 
privately owned firms and public companies, domestic and international. Most have additional 
commercial interests in selling other grains.  
 
Grain marketing firms provide the usual marketing functions – exchange, physical and facilitating. 
Some functions are straightforward in the sense that entry and exit is easy so that small firms can 
readily compete. Other functions such as storage and transport are characterised by natural 
monopoly and the extent of competition is problematic. The most difficult issues arise with respect 
to information, which has both public and private features. Competition in the grain market is both 
horizontal (between firms providing various marketing functions) and vertical (between firms with 
various configurations along the supply chain). 
 
Post-deregulation changes to the marketing of Australian wheat continue to evolve. It is timely to 
consider suggestions to replace the export promotion and market development strategies that were 
formerly conducted by the Australian Wheat Board (AWB, and its successor AWB Ltd) in the current 
era of deregulated wheat marketing. Such calls are unsurprising (ABC News Rural, 2016). Similar 
questions are being raised in the more recently deregulated wheat market in Canada where 
marketing arrangements are in an even greater state of flux. 
 
The focus of this review is on whether there are unmet opportunities to promote Australian wheat 
in export markets.  
 
What is Export Promotion? 
 
First, there is a need for an appropriate definition of export promotion in the context of the 
Australian wheat industry. A workable definition of promotion is as follows: ‘investing resources to 
shift the demand for Australia’s various wheats relative to the demands for wheats of similar 
qualities supplied by producers in other countries, in order to raise net returns to Australian wheat 
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growers’. Thinking through the issue of promotion requires thinking carefully about the activities the 
term ‘promotion’ encompasses and the nature of wheat as a product and traded commodity that is 
to be subject to such activities. 
 
Many different activities could be interpreted as intended to shift the demand for Australian wheat 
and improve net returns to farmers. Promotion activity includes at one extreme, generic promotion 
via advertising and/or brand promotion, as is the case for retail-ready products such as fresh meat 
and dairy products. Additionally, promotion embraces standard market development and market 
support activities that are the cornerstone of the private marketing efforts of individual marketing 
firms and industry organisations – market research, consumer education and technical training. At a 
stretch, established industry activities such as plant breeding, segregation and grading could also be 
considered part of the promotion effort under the above definition. This is because grading and 
classification of agricultural products is necessary for product differentiation to be practised and for 
the seller to have some influence on prices received. Broadly defined, numerous ‘promotion’ options 
are available for farmers to consider that warrant evaluating according to their chances of success 
and the justification for industry and/or government action. 
 
These observations favour an eclectic approach in this review considering the market structure of 
the Australian wheat industry; public, industry and private marketing strategies; what already 
happens in importing countries; and, the marketing policies of competing exporting countries. To 
some extent, the successes and failures of promotion policies for other Australian agricultural 
commodities also are of interest. 
 
Some key questions 
 
An important point to consider is the industrial organisation of the global and domestic wheat trade. 
What is it about wheat marketing that has resulted in the dominance of a handful of extremely large 
firms? Do these firms dominate because they have inherent advantages in obtaining market 
intelligence and/or access to finance? 
 
Some promotion campaigns for agricultural products emphasise national identity. Is country of 
origin an important determinant of the demand for wheat? As discussed below, it seems unlikely 
that country of origin looms large in buyer preferences. 
 
If promotion of wheat is undertaken, where, how and to whom should it be directed? Wheat is an 
industrial raw material with many uses. This means the primary focus for marketers and traders has 
to be on decisions and actions of wheat buyers for flour millers, not on retailers of wheat-based 
products, let alone on final consumers. Prima facie, decisions and actions of flour millers are based 
on measurable and objective characteristics of wheat (especially the price of a particular quality of 
wheat available from a particular source). These decisions and actions could be influenced by 
informing buyers about distinct features of Australian wheat that help create net extra value, but 
what are the distinct features that are not currently measured, that influence buyer preferences? 
This is different from relying on promotional tools more commonly associated with consumer 
advertising, as can be the case with less-transformed agricultural products. 
 
Further, if there were a case for some form of promotion conducted in export markets, does it apply 
uniformly across export destinations? If not, to which markets? Wheat-growers in different parts of 
Australia rely to different extents on domestic and export markets. The range of different ‘target 
markets’ has important implications for how any collective marketing efforts would be financed and 
organised. What sources of funds would be available if it were established that promotion of some 
classes of wheat in some export markets was justified? Further, what can be learnt from the 
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collective and private marketing approaches of other wheat exporting countries? Are published 
analyses of export promotion activities of other countries logical and technically valid? 
 
Finally, even if effective promotion investments were able to shift the import demand for Australia’s 
various wheats relative to the demands for wheats of similar qualities supplied by producers in other 
countries, are there any incentives for the large private exporting firms to transmit some of the extra 
value back along the value chain and so raise net returns to Australian wheat-growers? 
 
Promotion: The Basics   
 
A comprehensive literature exists on the principles and practice of advertising and promotion. Most 
of this concerns the strategies of private firms selling branded manufactured goods to retail 
customers, and is therefore of limited use for analysing the promotion of agricultural products. In 
recent years, increasing attention has been given to advertising and promoting agricultural products, 
particularly in the United States where generic promotion of more or less homogeneous agricultural 
products has expanded rapidly in recent years, funded by producer levies and government 
contributions.  Australian interest has concentrated on long-established promotion campaigns for 
wool (see for example Bureau of Agricultural Economics, 1987; Hill et al., 1996) and meat (see for 
example Ball and Dewbre, 1989; and Piggott et al., 1996) that have relied on levy contributions by 
producers. Government involvement in Australian agricultural promotion activities has been less 
than in other countries. 
 
A very simple exposition of the economic impacts from effective promotion of a retail product is 
given in Appendix 1, and this is followed in Appendix 2 by a more complicated exposition of the 
effects of promotion of a raw material in a value chain. 
 
Since wheat is an industrial raw material manufactured into flour-based and other products, the 
wheat trade is conducted at an early point in the whole supply chain. Creative aspects of advertising 
directed at consumers and associated consumer research is not the focus, which is the case when 
direct consumer choice is important, as in the case for wool and meat promotion. The emphasis here 
is on the rationale for promotion of wheats and, if such activity was justified, how it should be 
funded, rather than focusing on the content of promotion activities that is the usual province of 
marketing specialists. 
 
The increasingly important coordination and information roles of the wheat market are emphasised. 
Incomes growing over time cause changes in consumer demand. Generally, wealthier consumers 
seek a more diversified diet and this has implications for the demand for wheat in different end 
uses, and for the types of wheat required. The result is that wheat is being differentiated at both the 
point of production and the point of consumption to a much greater extent than ever before 
(Wilson, 1995). This implies greater complexity of the functions and information demands of the 
wheat marketing system. There are offsetting influences too. The electronic age permits more rapid 
communication and improved logistics. Cheaper measurement and vastly improved tracking of 
individual transactions makes differentiation of products more straightforward. Contract 
specifications become more exacting and contracts are more readily enforceable. 
 
Early, qualitative, contributions to the Australian debate about the merit or otherwise of promoting 
agricultural products were made by Donaldson (1962), Parish (1963), De Boer (1977) and Quilkey 
(1986). Parish (1963) pointed out that effective advertising and promotion is based on providing 
purchasers with useful information to encourage and facilitate their purchases. If promotion 
provides useful information to market participants, transaction costs are reduced, the role of prices 
is enhanced, and the market works better. That is, operational and pricing efficiency is increased. 
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The wheat market may have changed in important ways but not much has changed about the 
principles that should be applied to the advertising and promotion of agricultural products. The 
remarks by Parish on the circumstances favourable to advertising and promotion are so succinct as 
to justify their reproduction more or less verbatim (Parish, 1963, pp.28-9): 
 
Product characteristics favourable to advertising include the following: 
1. The existence of an opportunity to differentiate the product. 
2. The presence of important “hidden” qualities in the product. 
3. The association of powerful emotional buying motives with the product. 
 
Characteristics of the market that are thought to provide good opportunities for promotion include 
the following: 
1. The existence of a favourable demand trend. 
2. The presence of many potential customers. 
3. A fast turnover of buyers. 
4. Frequent product changes. 
5. Frequent price changes. 
 
With respect to the product criteria, it is the case that the wheat trade provides opportunities for 
product differentiation. But this involves traders and millers who are mostly well informed about 
wheat and its end uses. Many product attributes are embodied in contract specifications. Hence, 
there are rarely “hidden” qualities of wheat to be advertised, or powerful emotional buying motives 
for essentially unsentimental traders and millers. 
 
With respect to the market criteria pertaining to successful promotion, it follows that the case for 
export promotion and collective support thereof will be strongest in new export markets where 
trade connections are developing and market knowledge is limited for buyers and sellers. In 
established markets, things are different. Wheat falls into the category of a ‘search good’; the 
characteristics of which are reasonably well known before purchase. Effective commercial 
guarantees can be given on the basis of objective measurements of wheat and the reputations of 
traders, always on the lookout for repeat business. This means that the principal method of 
economic coordination is the price mechanism. 
 
Furthermore, in the international market for wheat, the contribution of promotion is small relative 
to such other influences as changes in supply, marketing costs (especially transport), competition in 
purchasing countries, incomes, changes in tastes, and particularly for overseas markets, changes in 
market access. Participants in the Australian wheat industry have to compete with exporters from 
other countries and with domestic producers in importing countries. Just as important to Australian 
wheat growers is domestic competitiveness – the ability of the wheat industry to attract land and 
other resources from other industries as determined by the fortunes of other agricultural industries 
and macroeconomic factors (labour costs, exchange rates, interest rates and so on).  
 
The nature and dimension of the many and varied determinants of outcomes in international wheat 
markets means that promotion is most usefully undertaken as a long-term strategy – to be done if 
expected benefits exceed costs – rather than activities that aim to influence prices in the short-term. 
In this respect, a fundamental mistake was once made by the wool industry with ill-considered 
fiddling with the Woolmark programme to try and shift excessive stocks of various wool types 
accumulated in the operation of the reserve price scheme, with serious adverse effects on 
woolgrowers (Griffith and Watson, 2016). 
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The two major themes of local and international academic investigations into promoting agricultural 
products are the role of government in organising promotion activities, and the distribution of the 
costs, benefits and net gains from promotion. Analysis of implementing and collecting levies and the 
distribution of benefits and costs is a straightforward application of the microeconomic principles 
used to investigate the incidence of taxes. Following local tradition of inquiry into promotion of 
agricultural products, special emphasis is given to the rationale for government intervention to allow 
compulsory collection of levies from farmers and/or traders to finance cooperative promotion. Role 
of government arguments are also pertinent to choosing the mechanisms by which funds will be 
collected, if it is decided that export promotion is warranted.  
 
Less tractable are arguments about so-called ‘crowding out’ of private promotional activity by 
collective promotional activity. The case for government and industry involvement depends on 
whether marketing firms have the incentive and capacity to promote on their own account. Even if 
government involvement is limited to providing the legislative basis for collection of promotion 
levies, the rules of the game are changed since governments will usually seek to influence the ways 
any such revenue is spent. In any case, there will always be doubt in the political arena about the 
duration of institutional and financial arrangements for export promotion.  
 
The second theme in the professional discussion of promotion of agricultural products concerns how 
any gains from promotion are distributed between participants in various stages of marketing – 
farmers, consumers and market intermediaries. The underlying economic problem is more familiar 
in the context of the economics of agricultural research, where a considerable effort has been 
applied in deciding who gains from research. In the Australian case, the distribution of gains from 
research has been analysed exhaustively with respect to stages of production, processing and 
consumption; between local producers, local consumers and overseas consumers: and, between 
different commodities in Australia’s multiple enterprise system of production. The results depend on 
how the different economic conditions and relationships are specified: specifically, relative own-
price elasticity of supply and demand and of transformation. These economic conditions and 
relationships vary substantially between commodities, according to the nature of the domestic and 
export markets for Australian output. 
 
The same principles apply for the analysis of promotion investments. Australian contributions to this 
area of work have been largely quantitative. Some of the modelling frameworks used in these 
studies are reviewed in Appendix 3. 
 
Note too that not all parts of the Australian grains industry have the same interest in exports. The 
domestic wheat market was deregulated long before the demise of the AWB/AWB Ltd. While the 
product of South Australian and Western Australian wheat growers goes mostly to export, large 
sections of the grain industry in eastern Australia are involved in direct marketing arrangements with 
millers, and customers in livestock feeding industries (Mazzarol, 2012).  
 
Freebairn et al. (2005) have spelt out in considerable detail the circumstances under which generic 
advertising paid for by farmers can be expected to increase the net farm price. Their results are 
based on standard microeconomic theory, as portrayed in Appendix 1 and 2.  
 
Many useful findings flow from the Freebairn et al. (2005) paper. For example, where Australia is a 
small country exporter, or importer, the world price sets the domestic price. This means generic 
promotion cannot increase farmer returns.  
 
For wheat where exports account for about 80 per cent of all sales of Australian wheat, and 
assuming an export demand elasticity of -4 and a 0.5 per cent promotion levy, domestic generic 
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promotion would need to increase domestic sales by around 8 per cent for farmers to benefit. Such 
increases are well outside the likely range of possibilities. Hence, expenditure on promotion is 
unlikely to be a sound use of levy funds. However, as implied earlier, promotion can be thought of as 
embracing a wide range of activities, some of which may be sensible. 
 
While Australian and United States studies of the promotion of agricultural products have been 
comprehensive, their main focus has been on readily promotable final products, not inputs to 
production like wheat, where initial purchasers, not final consumers, make decisions. These studies 
have also considered the economic effects of promotion of such products primarily on the domestic 
market. No one is suggesting domestic promotion of wheat. 
 
Specific Issues Relevant to Promoting Australian Wheat in Export Markets 
 
In this section a series of current topics are canvassed about the question of promoting Australian 
wheat on export markets. 
 
Marketing and institutional arrangements  
 
Organisations with roles actually or potentially affecting wheat promotion and market development 
in Australia include grain traders predominantly based in Australia (GrainCorp, CBH, 
Glencore/Viterra, Sumitomo/Emerald, Cargill Australia), the large international traders who also 
operate in Australia (Bunge, Louis Dreyfus, Archer Daniels Midland), government departments and 
agencies (Department of Foreign Affairs and Trade, Department of Agriculture and Water Resources, 
Austrade, state government trade offices) and industry organisations (such as GRDC, GTA, BA, AOF, 
AEGIC, GMAF and state farmers’ organisations.) 
 
The main concern of the federal government departments DFAT and DAWR is market access and 
trade diplomacy. Of particular note is the ongoing confusion in agricultural trade brought about by 
attempts by importing countries to impose dubious quarantine barriers when the underlying motive 
is protectionism. Subject matter knowledge of related technical issues is key in such situations, 
implying involvement of grain industry institutions and personnel working closely with officials. 
 
At least in principle, government intervention in the wheat trade via direct subventions to traders or 
even facilitation of export promotion could be in breach of trade obligations, according to the details 
of trade agreements. Other central agencies of the federal Government – Treasury and Finance, 
especially – will be concerned with the direct cost, and implications of government-supported export 
promotion for other industries.  
 
Because of the history of statutory marketing in the wheat industry, trade facilitation bodies like the 
federal body Austrade and state level trade bodies have traditionally taken little interest in the 
wheat industry, although this need not be as true in the future, now that the wheat market is 
deregulated. Furthermore, development of low-cost methods of measuring the properties of wheat 
and radical improvements in the ease of communication in the electronic age, along with modern 
handling and transport facilities, makes trade in small parcels of grain, outside established channels, 
by new players (including groups of wheat growers) more feasible. 
 
Grain trading is mostly a low margin and highly risky business. Small traders can enter relatively 
easily, but harnessing the financial resources to survive the inevitable losses that can occur from 
time-to-time is a significant challenge. Trading companies struggle to generate a regular flow of 
dividends for shareholders. Some of the large commodity trading firms are privately owned and 
backed by substantial personal fortunes. A few Australian grain marketers have emerged from their 
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origins as statutory authorities involved in grain handling, storage and transport and marketers of 
grains other than wheat. This suggests a crucial role for efficient logistics to deliver wheat to foreign 
markets at the lowest possible cost. 
 
Small firms are at a considerable disadvantage with respect to access to the (private) economic 
information that large established businesses acquire over time in the course of their trading 
operations. This applies both in the short-run, in the sense of day-to-day prices (market intelligence), 
and in the long-run with respect to such things as the financial reliability of particular clients and 
markets and the minutiae of crop quality, regional crop volumes and shipping operations. In effect, 
competition between grain trading firms is based on their individual access to and interpretation of 
commercial and publicly available information. Often the commercial value of information is 
inversely related to how widely it is known. 
 
It follows that information is not always the same with respect to its public good and private good 
characteristics. Nor was it ever the case that many small trading firms were destined to become 
large trading firms. At the same time, there is such a thing as a successful small trading firm, with 
respect to the functions it chooses to perform, and the choices it makes with respect to investment 
in acquisition and use of information. 
 
Thus, as in all value chains, under-investment by individual firms because of public good 
characteristics of some forms of activity or types of information (called ‘Chain Failure’), can be 
possible. Some forms of research or development activity in value chains sometimes meets this 
criteria, and falls within the province of public-levy payer funding of R&D: a consumer grading 
system in the meat industry springs to mind. In evaluating such issues, the fundamental difference 
between the economics of promotion as it applies to agricultural products like grain that are 
industrial raw materials and inputs to livestock feeding, and consumer products, should always be 
borne in mind. 
 
On the other hand, and paradoxical it may be, not all risky economic activities undertaken by small 
firms are characterised by under-investment. The lure of the prize from successful trading (or R&D) 
occasionally brings forth over-investment. Furthermore, the presence or absence of market (or 
chain) failure sufficient to justify government intervention or collective action by industry 
organisations will be contentious and dependent on the facts and circumstances of the case. The 
idea of market failure is always fraught and requires case-by-case investigation. 
 
In that context, the fact that several major wheat traders are operating in the Australian market 
raises questions about the potential efficacy of additional export promotion activity, beyond that 
conducted by traders in the normal course of their operations, or beyond areas covered by the 
standard public good case for public investment in agricultural R&D. First, given that people trading 
in the wheat market are mostly well informed about pricing and marketing possibilities, how would 
government, industry or farm organisations be better placed to make judgements about the form 
and amount of export promotion - or even justify doing so? Second, how would support for export 
promotion be allocated between existing participants? There are no obvious selection criteria for 
making grants or supporting individual organisations. In effect, support of export promotion by some 
traders or even all traders runs the risk of dispensing a form of economic rent, that is to say, paying 
businesses for activities that they are performing already, whilst allowing some others to ‘free-ride’ 
on the supported promotional activity.  
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New and established markets 
 
The gross differences between new and established export markets have already been mentioned. 
Those differences hinge on the key role of information in marketing. By definition, it is difficult to 
supply some types of economic information to established markets. As emphasised, traders and 
millers are already well acquainted with the economic, financial and technical features of the trade. 
There are other classes of information such as technical innovations or current seasonal conditions 
that will be disseminated through trade forums and established relationships between people in the 
same trade. 
 
In the limit, some previously important grain markets for Australia (for example, Egypt, Saudi Arabia 
and Japan) are conducted via lowest price tenders for a set quality. There is therefore no point in 
investing in additional promotion to chase market share in such markets, as purchasers are only 
interested in price, so long as quality requirements and other terms of the transaction – credit and 
logistics – are satisfied. At present, apart from 1.5mmt of wheat that goes to a premium-paying 
tender market in Japan, Australian wheat is sold in open markets where buyer concentration is not 
an issue. 
 
Local purchasers are initially inexperienced in new markets. Several permanent new markets for 
wheat have emerged following income increases in developing countries. Australia’s largest wheat 
export market, Indonesia, is an obvious example. Characteristically, the demand for food and diets 
become more diverse as incomes increase. Thus once predominantly rice-eating nations consume 
more wheat as bread, noodles, biscuits, cakes and dumplings. These products have specific 
requirements in flour manufacture and processing, providing opportunities for technical training, 
and depending on the market segment, implying modification of the plant breeding effort and 
perhaps even the wheat classification system. 
 
Some market opportunities emerge but do not persist. Eventually, the trade reverts to commodity 
trade with sales mainly determined by price, along with other valued marketing services being 
supplied. Modern promotion and marketing opportunities are different from the days of the AWB 
when temporary price premiums may have been reaped for particular shipments in particular 
locales on particular occasions and where the AWB had complete visibility of its stocks and grain 
quality and its spatial disposition.  
 
Providing marketing services to clients is part of the competitive process for firms in the wheat 
trade. There is no reason to expect that services related to information provision and technical 
training in new markets will be recouped by marketers and passed back to growers, any more than 
the net benefits of services linked to credit and logistics are passed through. As happens in an 
integrated business like grain marketing, it is impossible to allocate costs proportionately between 
different marketing functions. 
 
Furthermore, the distinction between new and established markets is not straightforward. Large 
parts of the world wheat trade are driven by fluctuations in supply, more so for a country like 
Australia where climate and crop yields are highly variable and likely to become more so in the 
future. The pattern of world grain trade is constantly evolving. It is a trade conducted from season to 
season in a changing mix of ‘recent’ and opportunistic markets, competing with ‘regular’ and new 
opposition. It is axiomatic that investment in promotional efforts in episodic markets is problematic. 
Part of the confusion about the prospects for export promotion of wheat follows from the mistaken 
belief that market share is a relevant indicator of marketing performance in an industry like 
Australian grains. Market share has other determinants. Marketing performance needs to be 
evaluated on other criteria such as ease of entry and exit of firms to competitive parts of the 
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marketing system and the actual conduct of firms in parts of the system characterised by natural 
monopoly (storage, transport and information). 
 
Rather than hopefully pondering investing in promotion, questions of greater strategic importance 
for the wheat industry concern market intelligence, and market and competitor analysis. Some of 
the crucial questions that ultimately underpin market development include: what sorts of wheats 
should be bred, and which market segments targeted for the industry to remain competitive, in the 
face of significant change? These are whole-of-chain questions that require whole-of-chain analysis. 
 
Country of origin promotion  
 
With the exception of centrally planned economies, international agricultural trade and trade 
generally is the province of nation states only insofar as negotiations and agreements between 
nation states establish the rules and conventions under which trade is conducted.  In the main, trade 
(and capital) flows are organised by private firms in major exporting and importing countries. 
Occasionally, trade is conducted by state trading enterprises. The former AWB was an example. 
MAFF in Japan is another, on the buying side. 
 
Nevertheless, the idea that trade takes place between nations dies hard. From a national 
perspective, a premium might be achieved if consumers (purchasers) identify a particular country’s 
product as having desirable characteristics. Examples include up-market items like French wine, 
Belgian chocolate and Swiss watches, and more recently, Australian dairy products. While a country 
of origin premium for wheat could have been the case when the AWB had effective control over 
quality-related issues and complete visibility of stocks, the product attributes of wheat and the 
inherent features of the wheat trade do not suggest a premium for country of origin that might be 
promoted.  
 
As is well known, trade in many agricultural products is affected by the convoluted domestic 
agricultural policies of many countries, restrictions on imports by importing countries and assistance 
to exports by exporting countries. Questions of market access and trade diplomacy are to the fore. 
The grain trade is not as distorted as some other products – notably, sugar and dairy products. 
Sometimes, grain is advantaged by the differential pattern of assistance because protected livestock 
industries use more (imported) grain inputs. The point is that if market access is determined by trade 
restrictions or enhanced by successful trade diplomacy, the notion of export promotion is irrelevant. 
 
Development of national identity is of little interest to individual exporters. Indeed, for traders 
operating in large numbers of countries, their interest may be the exact opposite. This includes firms 
of Australian origin who succeed in the highways and byways of international commerce, as best 
demonstrated in the mining industry. This is because country of origin style promotion is a double-
edged sword, and was so even in the AWB era. Australia was, and is, not popular in all countries at 
all times. Often, country of origin promotion serves local markets rather than stimulates foreign 
demand.  
 
As an origin, Australian wheat has some advantage in being from the southern hemisphere, a useful 
characteristic in an international wheat trade largely driven by northern hemisphere grain volumes. 
Further, Australia’s small domestic market ensures that, despite the volatility of Australian wheat 
production, an exportable surplus is almost always available to international grain traders. When 
industrial raw materials like wheat are blended, inventory costs are minimised by sourcing product 
from both hemispheres. Country of origin is again irrelevant. An exception is where a particular type 
of wheat is almost solely available from a particularly country or region at a particular time. The 
notion of country of origin is in effect a proxy for preference for that particular type of wheat. The 
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suitability of some Australian wheat varieties for noodle manufacture in established and emerging 
Asian markets is a local case in point. 
 
A further exception is where wheat from particular origins may be subject to abrupt policy or 
regulatory changes that diminish that country’s reliability and reputation as a supplier. Russia and 
Argentina were recent examples. 
 
Collective aspects of marketing/promotion and its financing  
 
The fact that wheat is not a homogeneous product but a range of products defined by physical and 
chemical traits, and economic attributes like location and terms of sale, is a powerful argument 
against generic promotion, as usually conceived. The same goes for that part of the market where 
tenders are based purely on price for wheat, as defined by contract specifications. For the most part, 
the grain trade is sophisticated, involving well-informed traders with price (including various 
margins) accurately reflecting economic information. Traders compete on price and non-price 
aspects of the transaction including after-sales service – such things as technical assistance, 
education and training. There is no obvious ‘market failure’ style case for generic promotion. 
 
The need for collective action in marketing is limited to improving knowledge about new markets. A 
potential source of funds for this type of promotion would be the existing research levy 
administered by the GRDC. This would be at the expense of the existing research programme. 
Competing claims for any such promotion would have to be judged against the opportunity cost of 
not funding other research.  
 
Promotion of other products – lessons, if any 
 
Paraphrasing the working rules for successful promotion put forward by Parish, product attributes 
are a major determinant of promotion possibilities. Wheat is an industrial raw material consumed 
after elaborate transformation. Consumers will be interested in end products derived from wheat 
but are unlikely to be concerned with the source of ingredients. Different arguments would apply to 
pulses that are consumed directly, and are new products to many Australian consumers.  
 
Wheat promotion is thus a different proposition from ready to consume products like fruits and 
vegetables, and meat. These products satisfy several of Parish’s criteria for successful advertising 
and promotion. The beef and lamb industries are now prosperous. Even if it were established that 
domestic and international promotion of beef and lamb had been successfully conducted, it would 
not fully explain the prosperity. Larger economic forces are at work. New destinations for the live 
cattle trade, the US cattle cycle, growth of prime lamb exports and the contraction in the size of the 
sheep population with the decline of wool spring to mind. Just as easily, the situation could be 
reversed, as has been the case in the past. Wheat prices could be high without generic promotion, 
and meat prices low. Any case for promotion should not depend on current prices or producer 
incomes. 
 
Parish argued that fibres like wool and cotton were promotable because fibre choice is of direct 
interest to consumers, or at least it was at his time of writing when the notion of fashion in apparel 
was associated more with fabric composition than with design. The recent history of the wool 
industry, however, is a ringing endorsement of the small part played by promotion in the fortunes of 
agricultural industries.  
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In short, not much can be learnt about prospects for promotion of Australian wheat on export 
markets from the experience of other products (some of which is mentioned in Appendix 3). Of 
more interest are the activities of other countries in wheat promotion. 
 
Promotion Activities of Other Countries  
 
The export promotion of wheat and related activities is described here for four other important 
wheat exporting countries – the United States, Canada, France and Ukraine. Each of these countries 
has a different tradition of wheat marketing and different current institutional arrangements, public 
and private. Some implications for the Australian wheat industry are discussed in the last part of the 
section. 
 
United States 
 
United States Wheat Associates (USWA) (2017) operates market development programmes around 
the world intended to increase US wheat exports. USWA is financed by check offs from 19 state 
wheat commissions and contributions from the US Department of Agriculture’s Foreign Agricultural 
Service, with about three-quarters of funding from the federal government and the remainder from 
grower levies. The commissions’ check off funding received by USWA qualifies it to receive further 
US government program funds. For every $1 that wheat farmers contribute via the commissions, 
USWA can earn an additional $2 in Market Development Program and Market Access Program 
funding. 
 
The revenue for USWA in 2011 included nearly $US5 million in cash funding, $US7 million in goods 
and services from the state wheat commissions and a further $US12 million in Market Access and 
Foreign Market Development funding. Hence, total annual expenditure was $US24 million (or $A32 
million). Noting that the US exports around 55mmt annually, USWA alone, ignoring the funding and 
activity of all other organisations, spent on average $0.60 per tonne in 2011, mostly on wheat 
promotion. By contrast, Australia exports 24mmt of wheat annually, and no Australian organisation, 
similar to USWA, spends the per tonne equivalent on wheat promotion. As an aside, the GRDC levy 
on wheat production in Australia and its matching government contribution for R&D, equate to 
around $3.75 per tonne of wheat. GRDC funds are mostly allocated to R&D with very little being 
used for strategic market analysis and development.  
 
USWA deals with wheat buyers, millers, bakers, food processors and government officials in more 
than 100 countries. USWA promotes the US crop to international buyers and provides training on 
the milling quality of existing and new varieties. Another function of USWA is the provision of 
information on prices and the grain trade. 
 
USWA has offices in 15 foreign countries. Specialists in these offices promote sales of US wheat in 
these countries. A news release from USWA on 10 June 2013 said that the US spent an estimated 
$650 million on food export promotion, including $256 million in public funds and $394 million in 
private investment. It is not clear how much of the private investment represents expenses incurred 
in the day-to-day business of US firms that market agricultural commodities. Whether these 
arrangements will continue is moot. The USWA website reports that the new US administration 
plans to dispense with the FAS. 
 
The US wheat industry is distinguished by a free enterprise approach to agricultural marketing and, 
by contrast, a longstanding interventionist approach to the determination of prices on the domestic 
and export markets. Private firms provide marketing services. The Federal Government has long 
been closely involved in establishing price levels via public stockholding operations on the domestic 
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market and subsidies available on the export market. Consequently, USWA functions in export 
markets extend beyond market support and market development, as usually understood, to being 
involved in the complicated processes that dispense US wheat subsidies on export markets.  
 
No such responsibility would apply to any comparable Australian body dedicated to export 
promotion. Economic statistics are also handled in Australia in other ways. 
 
USWA have made extravagant claims about their successes and have cited econometric studies to 
back this up. These have been accepted uncritically in some Australian quarters and need to be 
examined. A critique and some technical comments on the results of an analysis (Kaiser, 2015) 
purportedly finding substantial returns to investments in wheat promotion are included as Appendix 
4 to this review. 
 
Canada 
 
The Australian and Canadian wheat industries have a lot in common, starting with their status as 
lands of recent European settlement with federal systems of government. State trading enterprises 
with export monopoly powers were dominant in wheat marketing from the 1930s until deregulation 
occurred in the last decade. While the path to deregulation and its aftermath were different, both 
countries now face similar problems of adjustment to a new order in wheat marketing. Like 
Australia, there are significant regional differences in the domestic and international opportunities 
available to Canadian grain growers. Unsurprisingly, many Canadian farmers believe that there is a 
void in export promotion following the end of the single desk previously operated by the Canadian 
Wheat Board. 
 
There are two major grain marketing institutions in Canada. The Canadian Grains Commission (CGC) 
(2017) is a federal government agency that provides a range of information on wheat and other 
grains. Weekly and year-to-date reports are published on grains and wheat flour exports, the 
movement of grains by shipping point, the movement of grains from farms to domestic and export 
use, stocks in commercial facilities and grain prices. The CGC also regulates Canada’s grain handling 
industry, conducts research into grain quality and provides technical support and expertise to 
overseas customers. 
 
The second body is the broadly based Canadian International Grains Institute (CIGI) (2017). CIGI 
receives cash and in-kind support from its main stakeholders in the Canadian grains industry – 
government (Federal and provincial), farm organisations, and the commercial grain trade.  CIGI is a 
not-for-profit educational and market-support organisation which functions in a market 
development role, providing information about Canada’s grain, oilseed, pulse and specialty crops 
industries to international and domestic participants. There is currently no comparable Australian 
equivalent to CIGI, or CGC. 
 
CIGI’s recent annual funding has been around $CD10 million (approximately $AU10 million), derived 
from levy payments from Canadian wheat farmers ($CD3.4 million), annual support ($CD4.0 million) 
from the Federal government’s agricultural department (known as Agriculture and Agri-Food 
Canada) plus fee-for service payments and occasional payments from industry marketers ($CD2.6 
million). For example, Viterra gave $CD1 million to CIGI in March 2014 to support its activities. A new 
funding model was recently announced, with core funding of $CD7.7 million over the next two years, 
from wheat farmer levies and seven grain exporters/handlers. 
 
In the recent past, farmers have supported CIGI via a 15c/tonne levy on wheat sold in the Canadian 
provinces of British Columbia, Alberta, Saskatchewan and Manitoba. In October 2014 the Canadian 
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federal government also announced that CIGI would receive an additional $CD15 million over 5 
years to enlarge its activity. Although the grower levy is voluntary, the vast majority of farmers pay 
the levy because they see value in the activities of CIGI. CIGI’s mission is to create “a global 
advantage for Canadian field crops”. In the recent announcement of the new funding model, British 
Columbia producers have withdrawn their support. 
 
CIGI is driven by customers’ needs. Its new 10-member board is comprised equally of 
exporters/handlers and producers. Further, to ensure it delivers industry value, CIGI has two 
program advisory committees with seven members each; one committee represents western 
Canadian farmers and the other, marketers. Committee members provide guidance and direction to 
CIGI regarding its portfolio of activities.  CIGI has a large staff, based in Winnipeg. It sees itself as a 
one-stop shop of technical and grain communication expertise, with grain processing and education 
facilities. CIGI offers a one-year certificate course in grain milling for potential overseas users of 
Canadian grain and provides training in grain processing and functionality assessment for overseas 
customers. Each year CIGI arranges new crop missions to Canada’s main and emerging grain markets 
around the globe. These missions include CIGI staff, traders and farmers.  
 
Most stakeholders in the Canadian grains industry perceive value in the activities of CIGI through its 
scientific assessment of grain quality, its assessment of grain functionality and its promotion of 
Canadian grain through in-country tours and via provision of technical training for potential users of 
Canadian grain. In 2013-14 CIGI ran 40 programs and missions that involved wheat customers from 
35 countries. Each program and mission was an opportunity to demonstrate the quality of grain 
grown by Canadian farmers for use in products around the world.  
 
As an illustration of the work of CIGI, Canada’s Department of Foreign Affairs, Trade and 
Development (DFATD) provided $CD6.4 million over five years (starting in 2013) to team with CIGI 
and the Institut de Formation de l’industrie Meunière (IFIM) in Morocco to train potential users of 
Canadian durum wheat. The funding from DFATD is allowing CIGI to play a role in developing 
markets for Canadian durum wheat and pulses in North African countries. CIGI provides technical 
training in the use of Canadian milling durum and pulses, thereby facilitating purchases and use of 
Canadian grains. 
 
France 
 
The key French market development organisation for the grain industry is Export Céréales (2017). 
This exists alongside the agricultural administration of the European Union. Linked to Intercéréales, 
an inter-professional cereal group collecting funds from cereal producers since 2004, France's 
Export Céréales has an annual budget of around €2.5 million ($AU3.8 million). France's Export 
Céréales comprises fewer than ten staff spread out over Paris, Beijing, Casablanca, Algiers and Cairo. 
In essence, this is not a large operation. 
 
Funding is from a pool of funds based on:  
• € 0.51 / tonne of cereals ($AU0.77/t). 
• € 0.40 / tonne of bread flour produced ($AU0.6/t). 
 
France’s Export Céréales each year undertakes approximately: 
• Ten seminars presenting the French cereal industry to overseas buyers. 
• 40 missions abroad. 
• 20 foreign delegations hosted in France. 
• 100 briefing notes to the French industry. 
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• 130 briefing notes issued to foreign partners and customers. 
• Customer training courses. 
• Correspondence with stakeholders in 25 countries. 
 
In foreign countries, Export Céréales’s mission is to retain existing customers and open new markets 
for French cereals.  This is done by identifying demand for both quantity and quality, assessing the 
specific requirements of various private or public buyers, and positioning and promoting the French 
offer locally by highlighting comparative benefits. In the major countries targeted by the French 
grain export industry, Export Céréales organises seminars on French cereals, takes part in trade 
shows, collaborates with primary processing companies and State Offices, organises training 
sessions on the use of French cereals, hosts foreign delegations in France, and disseminates 
information on French cereals and on France’s position in various markets. 
 
For the French cereals sector, France Export Céréales informs producers, cooperatives and traders 
and their organisations on current and future client demand (in both quantity and quality) and 
threats to and opportunities for France’s cereal exports.  France’s Export Céréales also provides 
information on how French cereals are perceived, the strengths and weaknesses of the French offer, 
and adjustments that must be made to maintain France’s current customer base and capture new 
markets. 
 
To fulfill its mission France Export Céréales: 
• Maintains close relationship with importers in different countries (situated in North Africa, 

Middle-East and Asia) in order to gain a better understanding of the needs of end users and 
local consumers in these countries. 

• Promotes the use of French cereals through seminars, colloquiums and international trade 
shows. 

• Receives foreign delegations, showing them French cereal industries, laboratories, 
warehouses and so, to highlight the technological assets of the French industry. 

• Helps train millers, bakers, malt producers and brewers to work with French cereals. 
 
Ukraine 
 
There is no public or public-private organisation in Ukraine similar to the USA’s US Wheat Associates 
or US Grain Council, or Canada’s Cereals Canada or the Canadian International Grains Institute, or 
France’s Export Céréales. By contrast, the Ukrainian grains sector receives little net support from the 
Ukrainian government for promotion and market development.  
 
Over the period 2004 to 2012 the annual average government funding of all agricultural promotion 
and market development for Ukraine was only $US3.3million (OECD, 2013). More recently, in 
December 2016, Ukraine adopted a law on state support of the agricultural sector requiring support 
to be at least equivalent to 1 per cent of the gross value of Ukrainian agricultural production over 
the next 5 years. This will require state support for Ukraine’s agriculture sector to reach 5.5 billion 
UAH (or $US209 million) in 2017. However, most of this support will not be on promotion and 
market development but on other activities such as development and maintenance of infrastructure, 
food inspection and hygiene and agricultural research and extension. The likelihood is that grain 
promotion and market development will continue to attract very little funding.  
 
Due to its low costs of grain production and low costs of grain logistics (Kingwell et al., 2016), 
Ukraine is capable of capturing market share solely due to its price competitiveness. Moreover, 
Ukraine is attracting large capital inflows into its grain production and grain supply chains that will 
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underpin its comparative advantage over the next decade or more. These investments are delivering 
technical, scale and size efficiencies. 
 
In 2017/18, the grain export potential of Ukraine is around 39mmt of all grains. Over the last five 
years Ukrainian grain exports increased on average by 13 per cent per year, due to the growth of 
production volumes (up nearly 7 per cent per year), as well as the lowering of domestic grain 
consumption (down nearly 2 per cent per year). Exports of wheat in 2017/18 will reach 14.5mmt, 
exports of barley will be 4.5mmt and corn exports should reach 19mmt. Grain exports have become 
a main source of foreign exchange earnings for Ukraine. 
 
Due to Ukraine’s price competitiveness there is little appetite or clamour for public or private 
investments in promotion and market development for Ukraine’s grains. Rather it is a case of buyers 
and investors wanting access to affordable Ukrainian grains and being prepared to make sizeable 
investments in Ukraine. 
 
Some simple price analysis 
 
If this issue of export promotion of Australian wheat continues to generate interest, it would be 
instructive to formally examine historical trade data for the major exporting and importing countries 
to attempt to assess whether past wheat export promotion expenditures by competing suppliers 
have had any influence on revenues or profits. This is the style of analysis mentioned above done for 
USWA and commented on in Appendix 4. For this review, such an endeavour is clearly not required. 
However access has been granted to a large database of wheat producing, consuming and trading 
countries2, and some simple statistical analyses have been undertaken. Graphs of average domestic 
prices and average export unit values for the five major exporters are presented in Appendix 5, plus 
for the United States the FAO definition of the world price for wheat has been included. Then in 
Appendix 6, some simple correlation coefficients are presented for (a) the export unit values of the 
five major exporters Australia, Canada, France, the United States and Ukraine) and the world price; 
(b) the export unit values between the five major exporters; (c) the export unit values and the 
domestic prices for the five major exporters; and (d) the domestic prices between the five major 
importers (China, Indonesia, Egypt, Algeria and Brazil).  
 
There are no measures of statistical significance attached to these estimates. However, the patterns 
are clear. With the exception of the newly emerging Ukraine, the average export unit values of the 
other major exporters are very highly correlated with the world price and with each other. This is 
indicative of a well-functioning world wheat market where the prices offered by the major exporters 
react appropriately over the course of a season to regional imbalances in supply and demand.  
Further, these export price variations are transmitted into domestic prices with a high level of 
correlation. This is consistent with studies by Wilson and Miljkovic (2013, p.397) who found 
“Dynamic interrelations are also important in that all prices converge quickly toward a long-term 
equilibrium”. 
 
Finally, the domestic prices of the major importing countries are also moderately to highly 
correlated, even given that two of these countries are relatively new to the importing world. 
 
Summary of activities by other wheat exporters 
 
International comparisons help highlight important points of difference between the Australian 
wheat industry and other countries. Three of the four countries reviewed receive funds from the 
                                                             
2 We thank Terence Farrell of GRDC for providing these data. 
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central government as part of an overall approach to trade promotion of agricultural products. 
(USWA is now under challenge but the realpolitik of US farm politics suggests it will survive.) The 
fourth (Ukraine) is a country in transition from a centrally planned economy. Excellent soils and low 
internal costs are the essential vehicle of export promotion. As stated, export promotion has not 
been important to the recent successful performance of Ukraine in markets where Australian wheat 
is sold.   
 
There is little doubt that government support is an important reason why export promotion of grains 
is favoured by farmers’ organisations in the countries where export promotion is subsidised; gift 
horses do not have their mouths closely examined. Since there is little prospect that similar 
arrangements would apply in Australia, the efficacy of export promotion has to be evaluated on its 
merits rather than as a potential vehicle for government support. 
 
Nevertheless, Australian governments, Federal and state, have long followed policies of export 
promotion for many products. In part this is an expression of mercantilist sentiment (‘exports good, 
imports bad’). While this sentiment ignores economic efficiency and the fact that external balance in 
the economy is best achieved using other tools, it was also recognition in the past that small firms 
and emerging industries find it difficult to establish trade connections, especially in developing 
countries (Griffith and Watson, 2016).  
 
For reasons stated, wheat has not previously been part of these arrangements. However, in a new 
deregulated environment for wheat marketing, state trade organisations may opt to assist the grains 
industry, to the extent that they are equipped to do so, in those parts of Australia where the grains 
industry is overwhelmingly concentrated on exports, provided financial assessments of those 
investments show them to be profitable.  
 
While there is no evidence that the grains trade has small firms that find it hard to establish trade 
connections on their own account, grain-trading firms should also have access to the services of 
Austrade and its state counterparts in the post-AWB era. 
 
Concluding Comments 
 
Despite the difficult circumstances that triggered the eventual demise of the AWB and regulated 
wheat marketing in Australia, the grain market in Australia subsequently seems to be working well. 
Australian grain marketing firms are operating successfully alongside established international firms, 
using much the same strategies. Grain marketing institutions have adapted to the absence of the 
AWB by developing arrangements to participate in trade diplomacy and market access issues. At the 
farm level, growers have numerous choices and marketing decisions are now an extension of 
production and financial decisions creating new opportunities for farm management. 
 
What distinguishes wheat from most other commodities where export promotion has been 
practiced (with varying degrees of success) is that wheat is an industrial raw material. The focus of 
attention is traders and millers not final consumers. In the main, their decisions are well informed; 
that is to say, based on measurable and objective characteristics of wheat that can be embodied in 
contract specifications. The grain trade is above all a well-established commercial trade with all that 
implies for the balance of public, industry and private responsibilities. 
 
In addition, not all wheat growers have the same interest in exports. This implies intractable funding 
issues for any large-scale promotional campaign. There are no obvious criteria by which funds could 
be dispersed for promotional activities of individual firms who are already well placed to make their 
own decisions on non-price aspects of transactions – technical assistance, education and training. 
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Appendices 
 
Appendix 1. The simple economics of promotion 

 

 
The figure above shows a very simplified ‘closed economy’ diagram about how an effective 
promotion campaign is expected to work. The market is represented by normally shaped supply (S1) 
and demand (D1) curves assumed to be in equilibrium (a steady state). Quantity supplied Q1 equals 
quantity demanded Q1 at price P1. Effective promotion activities result in a change in buyer 
preferences so that buyers are now willing to buy more for the same price (an outward shift of the 
demand curve), or pay more for the same amount (a vertical shift of the demand curve), or some 
combination of each. Either way, the demand curve shifts to the right to D2. With no change in any 
other variable influencing demand, and no change in any variable influencing supply, there is now an 
excess demand in the market.  
 
The only way that can be met is for the price to rise. This creates an incentive for more wheat to be 
produced to meet the higher demand, and an incentive for some buyers with low willingness to pay 
to exit the market.  Eventually, the market adjusts over time so that a new steady state is reached at 
Q2 and P2. Note that both Q2 and P2 are much less than the quantity and price implied by the initial 
rightward or upward shift in demand – much of the initial increase in willingness to pay is bid away 
by the responses by producers and consumers to that initial incentive (just as much of the initial 
benefit of a cost-saving technology is bid away by producer and consumer responses).  
 
Wheat producers in aggregate supplying this market are now better off because they are selling 
more wheat at a higher price. Total revenue (P2*Q2) is larger than it was at the initial equilibrium 
(P1*Q1), and even though production costs are higher for the extra wheat produced, the net effect 
is positive. ‘Producer surplus’ at the new equilibrium (the area in the figure above the supply curve 
and below the new price line) is larger than it was at the initial equilibrium. Wheat consumers in 
aggregate in this market are better off because they are able to consume more wheat, and even 
though the price is higher, the net effect is positive. ‘Consumer surplus’ at the new equilibrium (the 
area in the figure below the new demand curve and above the new price line) is larger than it was at 
the initial equilibrium. 
 
The sum of changes in producer and consumer surplus is a gross benefit (typically an annual benefit 
given that annual price and quantity data are used to calibrate the calculations). The size of this 
benefit depends on the size of the shift in demand (how effective is the promotion campaign) and 
the nature of the supply and demand curves (how readily producers and consumers can react to 
changes in prices). 
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Whether there is a net benefit depends on the size of the investment required to shift the demand 
curve relative to the size of the change in producer and consumer surplus. 
 
Appendix 2. Promotion of a raw material in a value chain 
 
In reality, markets for agricultural and food products such as wheat are much more complicated 
than the simplified picture shown in Appendix 1 above. For exporting countries, there are multiple 
demand curves derived from the domestic market and numerous export destinations. For importing 
countries there are multiple supply curves generated from the domestic market and numerous 
import sources.  
 
There are also multiple demand and supply curves for each of the transaction points in the value 
chain, from sales of wheat by producers at the farm gate to sales of bread to final consumers. So 
even if promotion is effective and there is a net benefit to the industry, there is the question of how 
much of this net benefit is transmitted to other value chain participants such as grain growers. This is 
particularly important if the promotion activities are funded from grower levies. This transmission 
process depends on the complexity and the nature of competition in the value chain as well as the 
nature of the sales contracts at each transaction point in the value chain.   
 
Complex horizontal and vertical market situations cannot be easily graphed, so economists use 
statistical models of the value chains of interest to solve for new equilibrium conditions, such as 
those following an effective promotion campaign (or the adoption of cost-effective new 
technologies) (see Appendix 3 for some examples of these types of models). 
 
However to illustrate some of the complexity, the figure below shows a relatively simple vertical 
market situation in an importing country. There is a demand curve for imports from Australia (DI1) 
and an implied supply of imports from Australia. As in Appendix 1, the market is assumed to be in 
equilibrium. Quantity supplied of imports Q1 equals quantity demanded of imports Q1 at price PI1. 
Associated with this demand for imported wheat is a derived demand for wheat at the farm level in 
the producing country (DF1, valued at PF1) and a retail demand for the food products made from the 
imported wheat (DR1, valued at PR1). Demand and supply curves for exports and imports to and 
from particular markets are typically very elastic (flat). There are many substitute suppliers for a 
tonne of wheat (except as noted previously in very particular circumstances). Derived demand at the 
farm level is equally very elastic because the marketing services required to move the wheat from 
the farm to the importing country docks are typically charged on a per unit basis. However demand 
at retail for food products derived from wheat, such as bread, are typically very inelastic (USDA 
research suggests demand elasticities around -0.5 for developing countries, and as low as -0.04 for 
the United States). Bread is a common everyday purchase with few substitutes. 
 
Once again, effective promotion activities result in a change in buyer preferences for Australian 
wheat so that buyers are now willing to buy more for the same price, or pay more for the same 
amount. The import demand curve shifts to the right to DI2. With no change in any other variable 
influencing demand, and no change in any variable influencing supply, there is now an excess 
demand for imports from Australia in the market.  
 
Customers bid up the import price for Australian wheat. The increase in the import demand curve 
would be expected to flow through to some extent to an increase in derived demand curve at the 
farm level in Australia (to DF2), creating an incentive for more wheat to be produced to meet the 
higher demand for imports. However as mentioned above, this transmission process depends on the 
nature of competition in the value chain as well as the nature of the sales contracts at each 
transaction point in the value chain.   
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It is instructive that analyses of competition in Australian food markets find that only the cereals 
market shows empirical evidence of non-competitive behaviour (Griffith, 2000; O’Donnell et al., 
2007). 
 
The increase in the import demand for the raw material wheat would also be expected to flow 
through to an increase in the demand for the consumer products derived from that raw material (to 
DR2), creating a disincentive for buyers with low willingness to pay.   
 
Eventually, the market adjusts over time so that a new steady state is reached at quantity Q2 and 
prices PR2, PI2 and PF2 (based also on implied derived supply curves at the different transaction 
points which have been omitted from the figure for ease of exposition). As above, all producer and 
consumer surplus measures are larger than they were in the initial equilibrium, even though much of 
the initial increase in willingness to pay is bid away by the responses by producers and consumers to 
that initial incentive.  
 
However, there are several other factors to be considered in this particular situation. The first 
relates to the difference between the elasticity of import demand for Australian wheat (assumed to 
be quite elastic) and the elasticity of retail demand for the products derived from that wheat 
(assumed to be quite inelastic).  The very elastic import demand curve implies there is little room for 
prices to increase even if promotion is effective, while the very inelastic retail demand curve implies 
there is very little room for quantities to increase. There is clearly a conflict in the market between 
what needs to adjust to reach a new equilibrium, with the end result being that neither prices nor 
quantities may have sufficient flexibility to allow buyers’ new preferences to be met. 
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The second factor relates to the ability of competing suppliers to also adjust their prices as the prices 
for Australian wheat imports rise. As shown in Appendix 5, wheat from competing suppliers is to a 
large extent substitutable, so if the price of one source of supply increases, other sources will be 
relatively cheaper and for some buyers this price difference will be sufficient to overcome their new 
higher preference for Australian wheat.  
 
The third relates to the ability of competing suppliers to also adjust their promotion activity. So 
promotion expenditure on one product simply counters promotion expenditure on a substitute 
product. This is a common situation in many markets (Freebairn et al., 2005). Demand curves end up 
roughly at the initial equilibrium, market shares stay the same, total revenues stay the same, but 
producer surplus is negative to the extent of the value of the promotion investment funded by 
producer levies.   
 
Appendix 3: Australian approaches to quantitatively evaluating the effectiveness of promotion 
expenditures for agricultural products 
 
Structural equation modelling has been used as the method of choice to define the economic 
structure of the industries/markets of interest. The modern form of these models is called 
“equilibrium displacement models”, in contrast to the former “structural econometric models”, since 
much of the detailed time series data required to estimate a full structural econometric model is no 
longer publically available. Here, demand and supply relationships are defined (based on formal 
microeconomic principles) for all of the relevant inputs and outputs, with appropriate assumptions 
about price transmission processes and the forms of production functions and cost functions. Such 
models may be disaggregated by different production regions, different forms of the product and 
different market outlets, such as domestic and export. So called shifter variables are added into the 
final demand curves, and the model is then calibrated to a “representative” set of price and quantity 
data (a particular year or an average of say the recent past) and used to simulate the net economic 
impacts from interventions such as promotion which shift the demand curves outward and/or 
upward (more demanded at the same price, or a higher willingness to pay for the same quantity). All 
of the economic relationships defined in the model (not just the specific relationship between 
promotion and demand) come into play in determining the final set of changes in prices and 
quantities which define the new equilibrium. The differences between the old and the new 
equilibriums provide the information to calculate the gross benefits of the intervention – measures 
of producer and consumer surplus as outlined above. Examples of such models available for 
Australian agricultural industries include beef, sheep meat, wool, pig meat and dairy products, and 
such a model will be available shortly for the grains industry (Li et al., 2017). One feature of these 
sorts of models is that the gross benefits estimated from an intervention can be easily disaggregated 
across the different value chain actors (primary producers, other input suppliers such as processors 
or retailers, domestic and export market consumers).  
 
Such models are the algebraic equivalents of the diagrams shown in appendices 1 and 2. 
 
Since these models are not directly estimated, they have to be synthesised from other information, 
and so rely on either previously estimated or assumed parameters (elasticities) about how producers 
and consumers respond to price changes and external interventions. In relation to evaluating 
promotion expenditures, the relevant elasticity is a “promotion elasticity of demand”, that is, the 
percentage change to the quantity demanded in response to a given percentage change in the 
expenditure on promotion. Econometrically estimating such elasticities requires access to promotion 
expenditures by product and by market over long periods of time, by the relevant public and/or 
private agencies responsible for the promotion, as well as proper estimates of the consumption of 
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the relevant products in the relevant markets for the same time period. Even with the appropriate 
data, these elasticities are notoriously difficult to estimate with confidence.  
 
Demand systems modelling is therefore the second economic framework required for these sorts of 
studies. A credible method for doing so based on a complete demand system model with all relevant 
cross-price and cross-promotion terms included, is outlined in Piggott et al. (1996). 
 
There are numerous examples where estimates of promotion elasticities have been attempted 
across a number of agricultural and food products, but in very few cases do they use proper 
complete demand systems. Usually it is single equation techniques with all of the econometric issues 
that follow. Numerous examples are given in the studies referred to here. 
 
Without credible estimates of promotion elasticities of demand, most of the simulation studies using 
the Australian models noted above have been based on hypothetical shifts in demand. For example 
a 1 per cent upward shift in demand curve has been modelled, and the results have been 
interpreted to mean “if the industry could implement an intervention (such as a promotion program) 
which raised consumer willingness to pay by 1 per cent, then this would be the net benefit to the 
industry, and this is how it would be distributed across the various actors in the value chain”. 
Numerous published studies using those models have used this sort of approach. However they all 
suffer the criticism that the results are hypothetical. To provide estimates of the effectiveness of 
actual promotion expenditures would require a credible estimate of the promotion elasticity of 
demand, which would require the same sorts of data and the same sorts of methods as the Piggott 
(1996) study mentioned above. Two variations on this broad approach have been used to get around 
these issues. 
 
Roley Piggott and colleagues (see for example Piggott et al., 1995 and Hill et al., 1996) developed a 
way of using an equilibrium displacement model not as a full structural model but as a reduced form 
which focussed directly on the link between promotion expenditure and producer profits. Thus the 
full model is sitting there in the background, but its form is manipulated so that the key relationship 
with producer profit is the central output. These models calculate what are called “general 
equilibrium promotion elasticities of demand” rather than partial equilibrium promotion elasticities 
of demand that come from econometric work, and they have been applied to analysing promotion 
expenditures for fibres (apparel wool, non-apparel wool, cotton and synthetics), for meats (beef 
lamb and pork) and for milk products (fluid milk and processed dairy products). These general 
equilibrium promotion elasticities turn out to be complicated configurations of own- and cross-price 
elasticities of demand, own- and cross-price elasticities of supply, own- and cross-promotion 
elasticities of demand and the proportion of the product sold domestically and on export markets.  
 
The meat paper (Piggott et al., 1995) is the best explanation of the method. They used as inputs 
estimates of own-promotion elasticities of demand ranging from 0.01 to 0.05, arguing that other 
estimates of 0.09 for branded non-durable products were much too high for fresh meats, as well as 
negative cross-promotion elasticities of -0.01 or -0.02. Their estimates for general equilibrium export 
promotion elasticities of profit were 0.017 for beef and -0.013 for lamb. Thus beef producer profits 
were estimated to increase by 1.7 per cent for each 10 per cent increase in export promotion 
expenditure on beef, while lamb producer profits were estimated to decrease by 1.3 per cent for a 
10 per cent increase in export promotion expenditure on lamb. 
 
A similar procedure was followed for the fibre promotion study (Hill et al., 1996). Based on a larger 
range of published estimates of elasticities of wool promotion in particular, higher partial 
equilibrium own-promotion elasticities of 0.10 or 0.20 were assumed, but the estimated general 
equilibrium promotion elasticities on profit were again very small: 0.06 for apparel wool, zero for 
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non-apparel wool and negative for cotton and synthetics (-0.02 and -0.06 respectively), with mostly 
negative cross-promotion estimates. 
 
It is only when these general equilibrium elasticities are estimated to be positive is it worthwhile to 
further investigate the effectiveness of increasing promotion expenditures and the responsiveness 
of consumers to that increase in terms of consumption decisions. 
 
The second way around the lack of credible partial promotion elasticities of demand is to take a 
threshold approach and ask how large would the elasticities have to be to make the venture 
profitable for primary producers?  
 
This is the approach followed by Freebairn et al. (2005). Following a detailed review of the factors 
influencing a positive return to farmers, some break-even principles were established. Note that this 
paper was focussed on generic promotion of domestic sales from levy expenditures, but those 
principles could easily be reconfigured for promotion of export sales. Again a full structural model 
was specified, and an equation was developed to show the break-even domestic sales necessary to 
pay for the levy. This equation depends on the domestic own-price elasticity of demand, the export 
own-price elasticity of demand, the share of output sold domestically, and the levy as a share of the 
domestic retail price. 
 
Appendix 4. Some technical comments on the USWA report (prepared by Garry Griffith) 
 
1. The focus on import demand is correct as the relevant decision by either private traders or 
government authorities is how to meet excess demand for wheat in their country or region. 
 
2. However the way the problem is specified is incorrect. Usual practice, following Piggott and 
colleagues is to specify a full structural model with all of the relevant supplying and demanding 
regions, and then derive the import demand for a particular region from that. This usually results in 
a two-stage demand system: first specify aggregate import demand for the country or region (as a 
function of domestic income, domestic population, domestic production, aggregate import price, 
domestic price, any trade policy effects, any domestic policy effects, any other explanatory variables 
- maybe ethnic composition of population, etc.); then specify the share of imports from relevant 
suppliers (as a function of relative prices of alternate suppliers, relative promotion expenditures, and 
any other variables specific to that supplier - export subsidy, etc.). The relative prices are all in the 
currency of the importer. The USWA report has estimated some hybrid model and it is unclear what 
the underlying structural model looks like. 
 
3. Estimating a model wholly in logarithms makes calculation of elasticities easy but imposes the 
restriction that elasticities are unchanged over the sample. No other functional forms are mentioned 
or tested. 
 
4. The data are not presented so we have no idea of the relative variability of different series or of 
things like correlations between variables which are important for assessing whether any 
econometric estimates make sense. 
 
5. It is stated that autocorrelation was a problem and that it was remedied by adding an 
autoregressive error term, but no evidence is presented as to the severity of the problem or whether 
it was actually fixed. 
 
6. The fact that all the price ratios are not significant but that exchange rates are significant is 
evidence of mis-specification of the price terms - they all should be in the importing country 
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currency to start with rather than as separate exporting country currencies. The authors do in fact 
recognise this as a potential problem but do not do anything about it. 
 
7. The estimated US wheat promotion elasticity values (0.17 for the aggregate model, and 0.31, 0.24 
and 0.28 for the disaggregated model) are much larger than anything else in the literature for an 
intermediate input. For example they quote a study on soybeans where estimated export promotion 
elasticities were positive and significant, but the highest value was 0.07. The USWA study mentions 
that the values reported are much smaller than a previous study by the same author on wheat 
promotion, but those previous estimates were not significant. 
 
Appendix 5. Some graphical relationships between prices from major wheat exporters 
 
XUV: export unit value; DP: domestic price 
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Appendix 6. Correlation coefficients between prices from major wheat exporters and importers 
 
 Exporter World 

Price 
Export 
Unit 
Values 

AUS 0.981 
CDN 0.966 
FRA 0.987 
USA 0.989 
UKR 0.543 

 
 
  Export Unit Values 
 Exporter CDN FRA USA UKR 
Export 
Unit 
Values 

AUS 0.954 0.983 0.978 0.481 
CDN  0.979 0.991 0.545 
FRA   0.993 0.509 
USA    0.517 

 
 
  Domestic Prices 
 Exporter AUS CDN FRA USA UKR 
Export 
Unit 
Values 

AUS 0.953     
CDN  0.985    
FRA   0.891   
USA    0.955  
UKR     0.475 

 
 
  Domestic Prices 
 Importer CHN ALG EGY IND 
Domestic 
Prices 

BRZ 0.882 0.874 0.850 0.680 
CHN  0.874 0.849 0.758 
ALG   0.939 0.686 
EGY    0.772 

 
AUS: Australia; CDN: Canada; FRA: France; USA: United States; UKR: Ukraine 

BRZ: Brazil; CHN: China; ALG: Algeria; EGY: Egypt; IND: Indonesia
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