
 

   
 

 
22 August 2018 
 
 
Federal Government  
Department of Agriculture & Water Resources 
Sugar Code of Conduct Review 
GPO Box 858, Canberra ACT 2601 
 

Re: Federal Sugar Code of Conduct – Economic analysis 
 
Please find attached an analysis of the economic benefits and costs of the Federal Sugar Code of Conduct, prepared 
by Synergies Economic Consulting on behalf of the Australian Cane Farmers Association, Burdekin District Cane 
Growers Organisation, CANEGROWERS and Queensland Sugar Limited.  
 
This report was initiated to capture an independent analysis of the key economic benefits of the Code to date, as 
well as the potential implications for the Queensland sugar industry and its regional communities, should the Code 
be removed. As noted in this report, key findings include: 
 

• The Code has provided a cost effective and efficacious means of addressing market power issues arising 
from miller marketing of GEI Sugar and helps to deliver the deregulation of the Australian sugar industry 
commenced in 2006. 

• The benefits of the Code significantly outweigh the costs and it is expected the benefits will continue to 
accrue to the industry whereas the ongoing costs of the Code are not significant.  

• While the Code has already fostered strong incentives for better outcomes from the industry, more time is 
required for it to deliver its full benefits and enable a complete assessment of its effects to be performed. 

 
In addition to this report, each of our organisations has made an individual submission to further detail our own 
unique perspectives and experiences of the Code to date and the factors leading to its introduction. While these may 
differ due to our varied areas of expertise and focus within the Queensland sugar industry, we are absolutely united 
in our unequivocal belief that the Code is essential to counter the existing industry market forces which inherently 
stifle competition in the provision of GEI Sugar marketing services. 
 
While the limited life of the Code has made it difficult to accurately quantify the full extent of the increased 
competition and associated economic benefits it has generated, we remain confident that early results indicate the 
Code is fit for purpose and is delivering benefits to our industry and the communities who rely upon it.  
 
On behalf of the thousands of farm businesses we represent, we urge you to retain the Code with no amendments in 
order to allow its benefits to continue to grow. In addition to this, we ask that you also consider extending its tenure 
for at least 10 years in order to provide some certainty and stability to our industry and its investors. 
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Disclaimer 

Synergies Economic Consulting (Synergies) has prepared this report exclusively for the use of the 

party or parties specified in the report (the client) for the purposes specified in the report 

(Purpose). The report must not be used by any person other than the client or a person authorised 

by the client or for any purpose other than the Purpose for which it was prepared.  

The report is supplied in good faith and reflects the knowledge, expertise and experience of the 

consultants involved at the time of providing the report.  

The matters dealt with in this report are limited to those requested by the client and those matters 

considered by Synergies to be relevant for the Purpose.  

The information, data, opinions, evaluations, assessments and analysis referred to in, or relied 

upon in the preparation of, this report have been obtained from and are based on sources believed 

by us to be reliable and up to date, but no responsibility will be accepted for any error of fact or 

opinion.  

To the extent permitted by law, the opinions, recommendations, assessments and conclusions 

contained in this report are expressed without any warranties of any kind, express or implied.  

Synergies does not accept liability for any loss or damage including without limitation, 

compensatory, direct, indirect or consequential damages and claims of third parties, that may be 

caused directly or indirectly through the use of, reliance upon or interpretation of, the contents 

of the report. 

 

http://www.synergies.com.au/
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Executive Summary 

Findings 

Regulatory intervention is necessary to address the abuses of market power that would 

otherwise arise from millers assuming monopoly control over the marketing of GEI 

sugar.   

Intervention also is necessary to complete the competition reforms only partially 

implemented in 2006 by the reform of QSL’s statutory single-desk marketing function, 

and thereby drive efficiency improvements through the sugar industry generally. 

The Competition and Consumer (Industry Code – Sugar) Regulations 2017 (Sugar Code of 

Conduct or the Code) provides a cost effective and efficacious means of addressing 

market power issues arising from miller marketing of GEI sugar. By providing a targeted 

and low cost means of parties quickly resolving issues concerning the marketing of GEI 

sugar, the Code is superior to alternative vehicles. 

The benefits of the Code significantly outweigh the costs. It is expected that the benefits 

will continue to accrue to the industry whereas the ongoing costs of the Code are not 

significant.  

Although a new instrument, made in April 2017, inour view, it creates strong incentives 

for better industry outcomes by improving returns and risk management instruments 

available to growers while leaving millers no worse off.  Nonetheless, more time is 

required for the Code to deliver its full benefits to the industry and enable a complete 

assessment of its effects to be performed. 

Context 

The Code was introduced in 2017 to regulate the conduct of participants in the 

Australian sugar industry, including growers, millers and marketers in relation to the 

marketing of Growers’ Economic Interest (GEI) sugar. Synergies Economic Consulting 

(Synergies) has been engaged by several industry stakeholders to prepare a report 

assessing the economic benefits and costs of the Code.  

Historically, the market power possessed by millers in their relationship with growers 

was mitigated, and somewhat disguised, by the statutory single-desk sugar marketing 

arrangement and the industry wide acceptance of the cane pricing formula. These factors 

had the effect of aligning the commercial incentives of growers and millers. In light of 

the problems associated with single-desk marketing, QSL’s statutory single-desk role 

was reformed in 2006.  
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However, this action was not sufficient to complete the competition reform of the sugar 

industry and drive improved industry performance.  Instead, it merely transferred the 

marketing monopoly from a statutory body to regional marketing monopolies held by 

millers when they unilaterally withdrew from the voluntary commercial arrangements 

that formed part of the reform package. That withdrawal and subsequent discussions 

among industry participants indicated that millers’ interests were neither aligned with 

those of growers nor consistent with the achievement of improved economic efficiency 

in the sugar industry.  

In 2014, several millers announced that from the 2017 season they would market all raw 

sugar directly, including GEI sugar.  The industry disputation that emerged from this 

process reflected the concern that cane producers were being disadvantaged by the 

millers abusing their regional marketing monopoly power in failing to address the 

inherent conflict of interest in their marketing role and engaging in conduct that 

involved either or both of: 

 directing more of the benefits of sugar marketing to themselves and less to growers; 

and 

 assigning more of the costs of marketing to growers and less to themselves.   

In 2017, the Commonwealth made the Code as an industry code under the CCA to 

address these concerns.  The two key objectives of the Code are:1 

… that supply contracts between growers and millers have the effect of guaranteeing 

a grower’s choice of the marketing entity for the grower economic interest sugar 

manufactured from the cane the grower supplies 

and 

 for pre-contractual arbitration of the terms of agreements for the supply of cane or 

the on-supply of sugar if the parties fail to agree to those terms. 

Market analysis  

The likely outcomes from milling companies being solely responsible for sugar 

marketing activities, in the absence of effective regulatory mechanisms, are: 

 growers foregoing any ability to influence the marketing of GEI sugar; 

                                                      

1  Competition and Consumer (Industry Code—Sugar) Regulations 2017, Clause 2(b) and (c). 
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 low grower confidence due to the complexity of sugar marketing arrangements and 

the limited transparency of marketing outcomes, particularly for mills that will 

engage in transfer pricing of raw sugar with vertically integrated refineries; 

 a reduction in grower returns as a result of milling companies exercising their 

market power and using the lack of transparency in the sugar marketing sector to 

shift returns away from growers, including through transfer pricing and cost 

shifting. The pressures of the market and the need for millers to maximise 

shareholder value provide strong incentives for this outcome; and  

 a decline in farm viability due to a reduction in returns to growers from the 

marketing of GEI sugar, leading to:  

- a reduction in the level of sugarcane, and subsequently raw sugar, production, 

due to the inefficient signals provided to growers as a result of the distortion of 

grower returns from the marketing of raw sugar; and, or 

- a significant value shift from cane growers to millers.  As farm returns fall, the 

capital value of the farm land also falls and conversely the increase in mill profits 

accretes capital value to the mill; thereby providing the opportunity for increased 

vertical integration by milling companies into sugarcane production as cane 

growers exit the industry and milling companies seek to maintain volumes of 

cane production to protect scale efficiencies.  

By confirming grower’s rights to market GEI sugar, the Code addresses these concerns 

in a preventative way through a light-handed mechanism that is effective and relatively 

inexpensive. Other possible remedies have none of these desirable attributes as they rely 

on either widespread industry disruption or uncertain ex post measures that are 

expensive, very slow and very uncertain.  

Benefits of the Code 

The key public benefits of the Code arise from improving the competitiveness of sugar 

marketing and with it: 

 by creating a competitive market for GEI sugar, improving the transparency and 

accountability in marketing; 

 encouraging innovation in product development and risk management; 

 avoiding industry disruption arising from tension between millers and growers; 
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 instilling greater confidence in marketing outcomes for growers and improving the 

economic climate for cane production, enabling scale economies in milling to be 

achieved; and 

 avoiding the adverse effects on communities arising from the conflict of interest 

millers face when marketing GEI sugar in the absence of competition 

It is expected that the benefits will continue to accrue to the industry for so long as the 

Code is in place.  

Costs of the Code 

The implementation of the Code may have contributed to costs being borne by industry 

participants, including growers, millers and independent marketers. These costs have 

included up-front costs incurred in adjusting to the Code, in particular the re-negotiation 

of Cane Supply Agreements (CSAs) and establishment of on-supply agreements (OSAs), 

that are now largely sunk. The Code will result in future costs being incurred associated 

with: 

 competition in the market for the marketing of GEI sugar, which are part of the 

process required to achieve the efficiency gains from competition; 

 costs associated with contracting and negotiating future CSAs and (OSAs under the 

Code; 

 product development costs, which are the costs associated with product innovation 

as part of the competitive process and integral to the realisation of gains from this 

process; and 

 grower education costs, which are necessary to ensure that growers understand the 

impact of the Code, in particular the implications of grower choice provisions on 

the opportunity to enhance their enterprises. A significant component of these 

grower education costs is likely to be one-off costs. 

However, the attribution of the reduction in the value of milling assets to the Code is 

without basis. This loss of value is attributable to the reduction in the world raw sugar 

price and has not been impacted by the regulatory settings in the Australian sugar 

industry.  

It is expected that the ongoing costs of the Code are not significant. Moreover, from the 

perspective of the review of the Code as a regulatory instrument as part of a wider 

regulatory environment, its role in remedying some shortcomings in the Queensland 

Sugar Industry (Real Choice in Marketing) Amendment Act, has not in and of itself imposed 

costs, but assisted the industry move into the new competitive market environment.  
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1 Introduction 

The Commonwealth Competition and Consumer (Industry Code – Sugar) Regulations 2017 

(Sugar Code of Conduct or the Code) was introduced in 2017 to regulate the conduct of 

participants in the Australian sugar industry, including growers, millers and marketers 

in relation to the marketing of GEI sugar. The Code applies to Cane Supply Agreements 

(CSAs) and contracts for the on-supply of sugar (On-Supply Agreements (OSAs)). The 

Code also establishes a process for pre-contractual arbitration where parties fail to agree 

to terms of contracts or agreements. 

The Commonwealth Department of Agriculture and Water Resources is currently 

undertaking a review of the Code. The purpose of the review is to determine the 

effectiveness of the existing Code and to assess whether any amendments are required.  

Synergies Economic Consulting (Synergies) has been engaged by several industry 

stakeholders to prepare a report assessing the economic benefits and costs of the Code. 

The report assesses the structure of the sugar industry and the conduct of its participants 

and the rationale for light-handed regulation. It also reviews available information on 

the impacts of the Code over the past 18 months and assesses the economic benefits and 

costs likely to arise from its continuation.  

The rest of this report is set out as follows: 

 section 2 sets out the background and context for the review; 

 section 3 provides an overview of the Australian sugar industry;  

 section 4 assesses industry conduct and incentives of industry stakeholders;  

 section 5 provides a detailed assessment of the benefits of the Code; 

 section 6 reviews the costs of the Code; and 

 section 7 presents our conclusions.  
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2 Background and context for the review  

This section provides an overview of the history of regulation of the Australian sugar 

industry and the current regulatory environment.  

2.1 History of regulation in the sugar industry 

For over 100 years, the Australian sugar industry has been subject to an evolving 

regulatory framework, comprised of various legislative instruments at both the State and 

Federal levels. Prior to the extensive legislative reform between 2004 and 2006, the 

industry remained highly regulated, from the allocation of sugarcane production areas 

to the acquisition, marketing and sale of raw sugar by QSL under single-desk 

marketing.2  

In 2006, the statutory single desk arrangements under which QSL was the sole marketer 

of sugar were reformed, although a Memorandum of Understanding (MoU) reflecting a 

commitment by the milling industry to work with QSL to assist it to remain a preferred 

marketer for export raw sugar remained in place.3 Table 1 provides a summary of 

regulation of the sugar industry up to 2006.  

Table 1  History of regulatory changes in the Australian sugar industry 

Year Regulation 

1912 Industry first reviewed by the Royal Commission, which concluded market forces alone may not 
provide an equitable distribution of the profits across the sugar supply chain. 

1915 Queensland Government introduced the Regulation of Sugarcane Prices Act 1915 and the Sugar 
Acquisition Act 1915 which regulated the price of sugar and introduced the system under which 
growers and millers shared the proceeds of sugar sales.  

1995 The industry was reviewed again and decided that the level of regulation should be reduced. The 
Sugar Industry Act 1999 replaced the above acts and prescribed contract terms and the single desk 
policy. 

2000s Various reviews found the 1999 regulation stifled industry productivity, created antagonism between 
growers and millers and fostered resistance to change.  

2006 The Sugar Industry Act 1999 was amended to partially de-regulate the industry, making parties free to 
determine contractual terms and removed cane production area restrictions, providing growers choice 
of mill. Single desk marketing was also removed. 

Source: Rural and Regional Affairs and Transport References Committee (2015) Current and future arrangements for the marketing of 
Australian sugar.  

                                                      
2  Queensland Productivity Commission (2015), Decision Regulatory Impact Statement, Sugar Industry (Real Choice in 

Marketing) Amendment Bill 2015. 

3  Memorandum of Understanding between the Queensland Sugar Industry and the Queensland Government, 13 
October 2005, signed by Mr Alf Cristaudo (CANEGROWERS), Mr Ian McMaster (Australian Sugar Milling Council) 
and the Hon. Peter Beattie (Premier) https://www.daf.qld.gov.au/__data/assets/pdf_file/0006/75903/Sugar-
Memorandum.pdf  In the MoU the Australian Sugar Milling Council states that “all members of the Australian Sugar 
Milling Council remain committed to working with QSL to assist QSL to remain the preferred marketer by suppliers 
and customers of Queensland produced bulk raw sugar for export” 

 

https://www.daf.qld.gov.au/__data/assets/pdf_file/0006/75903/Sugar-Memorandum.pdf
https://www.daf.qld.gov.au/__data/assets/pdf_file/0006/75903/Sugar-Memorandum.pdf
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Over the years from 2010 to 2012, three of Queensland’s largest sugar milling firms 

changed ownership. Wilmar Sugar bought Sucrogen in 2010, China National Cereals, 

Oils and Foodstuffs Corporation (COFCO) bought into Tully Sugar Limited in 2011, and 

Mitr Phol bought into MSF Sugar Limited (which is now a wholly-owned subsidiary of 

the latter) in 2012.  The new owners brought with them significant skills and experience 

in sugar marketing from their other operations, most of which are highly integrated 

along the sugar supply and value chain. 

Significant change in marketing arrangements was introduced in 2013 when several mill 

owners entered into new Raw Sugar Supply Agreements (RSSAs) with QSL that 

included provisions giving the mill owners contracted to QSL the right to elect to market 

the millers’ sugar themselves.  These agreements introduced the terms ”Miller Economic 

Interest” (or MEI) sugar and “Grower Economic Interest” (or GEI) sugar.  The former 

term encompasses the share of manufactured sugar allocated to millers in the cane price 

formula introduced in 1915, the latter term the share allocated to growers under that 

formula.4   

The self-marketing option was exercised by several mill owners in 2014 giving unilateral 

notice of their intention to leave the voluntary commercial marketing agreement for the 

2017 season.5 

This led to two Commonwealth reviews; one by the Senate’s Rural and Regional Affairs 

and Transport References Committee (reference received on 4 September 2014) and the 

other by a Government Sugar Marketing Code of Conduct Taskforce (created on 10 

December 2014).   

The Senate Committee was directed to assess whether there was an emerging need for 

formal powers under the Commonwealth’s competition and consumer laws, in 

particular whether there were adequate protections for growers-producers against 

market power imbalances.   On 25 June 2015, the Senate Committee recommended the 

development and implementation of a mandatory code of conduct under the Competition 

and Consumer Act 2010.6 

The Taskforce, also on 25 June 2015, also recommended a mandatory code of conduct to 

provide:7 

                                                      
4  A brief explanation of the cane price formula is contained in the Attachment.  

5 Commonwealth of Australia (2015), Current and future arrangements for the marketing of Australian sugar, Report, Senate 
Standing Committee on Rural and Regional Affairs and Transport.  

6  http://www.agriculture.gov.au/ag-farm-food/crops/sugar (viewed 16 August 2018) 

7  https://www.warrenentsch.com.au/taskforce-recommends-sugar-code-of-conduct/ (viewed 16 August 2018) 

http://www.agriculture.gov.au/ag-farm-food/crops/sugar
https://www.warrenentsch.com.au/taskforce-recommends-sugar-code-of-conduct/
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 a mechanism to distribute relevant interests in the quantities of sugar obtained 

from cane between growers and millers; 

 a link between the price paid for cane and the selling price of sugar; 

 the ability to choose marketing services; 

 non-discriminatory provisions; 

 a mechanism to resolve disputes. 

The Code was made on 4 April 2017. It, along with the other relevant components of the 

legislative and regulatory framework applying to the Australian sugar industry, are 

described in the following section. 

2.2 Current legislative framework 

The legislative framework for the sugar industry currently includes three key legislative 

instruments: 

 The Commonwealth Competition and Consumer Act 2010 (CCA); 

 The Queensland Sugar Industry Act 1999, as amended by the Sugar Industry (Real 

Choice in Marketing) Amendment Act 2015; and 

 the Code. 

2.2.1 Competition and Consumer Act 2010 

The industry is also subject to the CCA which promotes competition and fair trading 

and contains provisions for consumer protection.8 The relevant sections relate to 

unconscionable conduct and unfair contracts (sections 20-28) and Section 46, which 

prohibits the misuse of market power.  

The CCA normally restricts the use of either collective bargaining or collective boycott, 

however as collective bargaining is authorised under the Sugar Industry Act, the CCA 

allows exceptions for cane growers. 

2.2.2 Sugar Industry Act 1999 

The Sugar Industry Act 1999 (Queensland) was introduced to ensure the supply of cane 

by growers to a mill and the payments made by millers to growers are governed by 

                                                      
8  Federal Register of Legislation. 
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supply contracts. The Act’s objective was to facilitate an internationally competitive, 

export-oriented sugar industry based on sustainable production that benefits those 

involved in the industry and the wider community.  

Under the Act, the single desk seller arrangement was reformed in 2006, allowing millers 

to choose a marketer for the raw sugar they produce or act as their own marketer.9  

The Act was later amended by the Sugar Industry (Real Choice in Marketing) Amendment 

Act 2015 to further protect the interests of Queensland’s cane growers as millers began 

opting out of long-standing sugar marketing arrangements with Queensland Sugar 

Limited (QSL), as permitted by the Sugar Industry Amendment Act 2005 partial 

deregulation, which removed export restrictions. The objectives of the Act are: 

 to ensure that a grower has real choice in terms of nominating the marketing entity 

for on-supply sugar in which they have an economic interest; and 

 to facilitate the fair and final resolution of any commercial disputes that arise 

between a grower and a miller, including by arbitration. 

The amended Sugar Industry Act contains a provision ensuring that growers have real 

choice in terms of nominating a marketing entity for GEI sugar and requires the miller 

to accept a grower’s nomination of the GEI sugar marketing entity in the event of 

disagreement. However, the Sugar Industry Act does not contain provisions to address 

any aspect of the relationship between the miller and the nominated GEI sugar 

marketing entity once a nomination has been made; this matter has been addressed in 

the Code.  It also is notable that the Sugar Industry Act also does not contain provisions 

that require the parties to the various supply agreements to deal with each other in good 

faith. 

2.2.3 Competition and Consumer (Industry Code – Sugar) Regulations 2017 

Following significant industry concern, expressed particularly by growers, the Federal 

Government determined that additional light-handed regulation was needed to provide 

sufficient regulatory support for growers and millers to assist them to reach agreement 

when negotiating CSAs. Hence, in April 2017, the Code was enacted to maintain the 

sustainable and effective operation of Australia’s raw sugar export industry by 

regulating the conduct of growers, millers and marketers of GEI sugar.10  

                                                      
9  A voluntary arrangement under the MoU continued to apply.  

10  Grower economic interest sugar is defined as sugar manufactured by a mill from cane supplied under agreement 
under which the amount to be paid for the cane by the miller to the grower supplier is based on the sugar pricing 
formula as discussed later in the report. Federal Register of Legislation. 
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The two key objectives of the Code are:11 

… that supply contracts between growers and millers have the effect of guaranteeing 

a grower’s choice of the marketing entity for the grower economic interest sugar 

manufactured from the cane the grower supplies 

and 

 for pre-contractual arbitration of the terms of agreements for the supply of cane or 

the on-supply of sugar if the parties fail to agree to those terms. 

The purpose of the Code is to provide a consistent Federal framework that addresses the 

key issues in the sugar export industry and, in doing so, to:12 

 regulate the conduct of growers, millers and marketers of sugar in relation to 

contracts or agreements for the supply of cane or the on-supply of sugar; 

 ensure that supply contracts between growers and millers have the effect of 

guaranteeing a grower’s choice of the marketing entity for the GEI sugar 

manufactured from the cane that growers supply; and  

 require and provide for pre-contractual arbitration of the terms of agreements for 

the supply of cane or the on-supply of sugar if the parties fail to agree to those terms.  

The Code provides a stable Federal and industry-specific code of conduct for the sugar 

industry and is supplementary to the existing Queensland legislation. While it reinforces 

grower’s choice in sugar marketing, the Code more importantly provides accompanying 

regulation regarding arbitration, aimed at making arbitration timely, transparent and 

fair, and extends that right to sugar marketers that compete with the mills in the 

marketing of GEI sugar. The Code also imposes an obligation on all relevant parties and 

persons to act in good faith in relation to affected commercial dealing and instruments, 

and in relation to the Code itself.13 

2.3 Context for this review  

As a comprehensive Regulatory Impact Statement (RIS) was not undertaken as part of 

the implementation of the Code, the Regulations require that a post-implementation 

                                                      
11  Competition and Consumer (Industry Code—Sugar) Regulations 2017, Clause 2(b) and (c). 

12  ‘Explanatory Statement’; Issued by authority of the Treasurer. Competition and Consumer Act 2010. Competition and 
Consumer (Industry Code – Sugar) Regulations 2017. 

13  We understand that the Code’s provisions in relation to grower choice of sugar marketer are not operative while the 
Sugar Industry Act’s grower choice provisions are in force. 
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review be undertaken within 18 months of the commencement of the Code. The focus of 

this review is on assessing: 

 the appropriateness of the Code; 

 the effectiveness and efficiency of the Code in meeting its stated objectives; and 

 the impacts of the Code on all stakeholders, including industry, government and 

the community. 

The issues to be considered in a post-implementation regulatory review include: 

 the market or regulatory failure identified that led to the implementation of the 

Code and the extent to which there is evidence that market power was being 

abused; 

 the case for regulatory intervention to address the identified market or regulatory 

failure; 

 the impacts of the Code on all stakeholders, including the economic benefits and 

costs of the regulation having regard to: 

- outcomes since the implementation of the Code; 

- data and information sourced from consultation with industry participants and 

independent sources; 

- impacts on industry stakeholders and the community, including distributional 

issues; 

- the net economic impact of the Code, taking into account all benefits and costs; 

and 

- any changes in the level of competition since the introduction of the Code.  

The benefits and costs of the regulation are to be assessed in accordance with the cost-

benefit analysis framework, noting that in cases where a regulation has only been in 

place for a limited period of time (as is the case with the Code), there may be a lack of 

sufficient data and information to enable quantification of the economic benefits and 

costs of the regulation. The above is reflected in the Department of Agriculture and 

Water Resources’ Terms of Reference for the review of the Code. In the following 
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sections, we assess matters relevant to the Department’s consideration of the Terms of 

Reference.14  

 

                                                      
14  In assessing the Code for the purposes of the RIS, particularly in relation to the grower choice and arbitration 

components, have been assessed against a counterfactual under which the Sugar Industry Act (and the Code) is not in 
place (as opposed to requiring sugar industry participants to rely on State legislation). This is appropriate given the 
more extensive reach of the Code as well as its national application. 
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3 The Australian sugar industry 

This section provides an overview of the Australian sugar industry, including the 

structure of the industry and the level of competition in the industry.  

3.1 Industry overview 

Australia’s sugar producing regions are located in Queensland and northern New South 

Wales. Raw sugar is sold to refineries both domestically and internationally. Queensland 

produces approximately 95 per cent of Australia’s raw sugar, mainly for export, with the 

other 5 per cent produced in northern New South Wales, primarily for domestic 

consumption. The majority of raw sugar exports are supplied into Asian markets, with 

the Republic of Korea being the largest export destination, followed by Indonesia, Japan 

and Malaysia. Figure 1 shows the export volume of raw sugar from 2012 to 2018. 

Figure 1 Sugar export volumes (000 tonnes) 

  
Data source:  Australian Bureau of Agricultural and Resource Economics and Sciences (2018). Agricultural commodities and trade data. 

World sugar prices have fluctuated over the last seven years, with a downward trend 

since late 2016, as seen in Figure 2 below. An oversupply of sugar in the world market is 

negatively impacting the price of sugar, which is expected to remain at low levels for the 

next few years.15 There are concerns that overseas governments are implementing price 

support mechanisms that may result in overproduction. This has raised concerns among 

                                                      
15  ABC News (2018) Australian sugar industry sours as competing nations create a global glut, causing a price drop.  
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growers and millers as to the long-term profitability of the industry. It has been 

suggested that a long-term world sugar price of around AUD400 per tonne is necessary 

to maintain industry viability. Currently, the price is only slightly more than AUD300 

per tonne.16  

Figure 2 World sugar price 2012-18 

 
Data source: QSL 

Recent fluctuations in world sugar prices are reflected in the value of Australian sugar 

exports as shown in Figure 3, noting that raw sugar production has remained relatively 

stable over this period.  

                                                      
16  McGuire and Allsopp (2010) SmartCane Principles of Farm Business Management , 

https://sugarresearch.com.au/wp-content/uploads/2017/03/SmartCane-Principles-of-Farm-Business-
Management.pdf [viewed 16 August 2018] 
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Figure 3 Value of Australian Sugar Exports ($ billions) 

  
Data source: Australian Bureau of Agricultural and Resource Economics and Sciences (2018). Agricultural commodities and trade data. 

3.2 Industry structure  

The Australian sugar industry supply chain is comprised of four key components: 

 sugarcane production  

 sugar milling 

 marketing  

 storage, handling and transport. 

The structural characteristics of these components are discussed in turn.  

3.2.1 Production 

Sugarcane is the world’s largest crop and Australia is one of the largest raw sugar 

exporters in the world, with 35 million tonnes of cane grown each year worth 

approximately $2.5 billion.17 The sugar industry is a key rural industry for Australia and 

is located along the eastern coastline, from northern New South Wales up to far north 

                                                      
17  http://www.canegrowers.com.au/ (viewed 20 August 2018). 
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Queensland.18 Currently, there are over 4,000 cane growers in Australia.19 Sugarcane 

production plays a key role in a large number of regional communities and in many 

cases is the primary productive land use in these areas.  

The transportation of harvested sugarcane to the mills is a critical component of the 

sugar supply chain. Harvested sugarcane is transported from farm to mill either via 

private rail networks owned by mills, or by road using heavy vehicles. Rail transport 

accounts for around 90 per cent of the total transport task. There are an estimated 4,200 

kilometres of narrow gauge cane railway with 220 locomotives hauling 50,000 cane rail 

bins in Queensland and New South Wales.  

Figure 4 contains a map of sugar producing areas in Queensland, including the location 

of sugar mills and export terminals. The map also shows the ownership structure across 

sugar mills.  

                                                      
18  A sugar industry was formerly established in Western Australia in the mid-1990s, however operations ceased in 2007 

(see: Australian Government Department of Agricultural and Water Resources (2017) Sugar Overview 
http://www.agriculture.gov.au/ag-farm-food/crops/sugar).  

19   http://www.canegrowers.com.au/ (viewed 20 August 2018). 

http://www.agriculture.gov.au/ag-farm-food/crops/sugar
http://www.canegrowers.com.au/
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Figure 4 Sugar mills and shipping terminals in Queensland 

 
Source: QSL 

3.2.2 Sugar milling 

Once sugarcane is harvested, it is transported to mills for processing into raw sugar and 

other by-products, such as molasses. The last 20 years have been characterised by both 

significant growth and consolidation in the sugar milling sector. Currently, eight 

companies operate 24 sugar mills in Queensland and northern New South Wales, 
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compared to 19 companies operating 33 mills in the 1980s.20 Table 2 emphasises the 

degree of concentration in sugar milling, with the majority of growing areas serviced by 

a single miller.  

Table 2  Sugar mill ownership structure and mill outputs (week ending 14 January 2018) 

Miller Operating Sugar Mills (Location) Tonnes of sugarcane crushed 

MSF Sugar Ltd Tableland Mill (Arriga, QLD) 708,572 

Mulgrave Mill (Gordonvale, QLD) 1,300,067 

South Johnstone Mill (South Johnstone, QLD) 1,522,493 

Maryborough Mill (Maryborough, QLD) 598,943 

Tully Sugar Ltd Tully Mill (Tully, QLD) 2,496,474 

Wilmar International Ltd Victoria Mill (Ingham, QLD) 3,330,706 

Macknade Mill (Macknade, QLD) 1,702,690 

Invicta Mill (Giru, QLD) 3,037,182 

Pioneer Mill (Brandon, QLD) 1,759,538 

Kalamia Mill (Ayr, QLD) 1,600,685 

Inkerman Mill (Home Hill, QLD) 1,723,445 

Proserpine Mill (Proserpine, QLD) 1,434,054 

Plane Creek Mill (Sarina, QLD) 1,171,528 

Mackay Sugar Ltd Mossman Mill (Mossman, QLD) 875,962 

Mills in the Mackay area 4,940,430 

Bundaberg Sugar Ltd Mills in the Bundaberg area 1,631,753 

Isis Central Sugar Mill Isis Mill (Childers, QLD) 1,191,029 

W H Heck and Sons Pty Ltd Rocky Point Mill (Woongoolba, QLD) 381,818 

Sunshine Sugar Cooperative 
Ltd 

Condong Mill (Condong, NSW) 527,838 

Broadwater Mill (Broadwater, NSW) 685,692 

Harwood Mill (Harwood, NSW) 664,469 

Note: Mossman & Tablelands figures are actual cane crushed. For attributable GEI sugar, it is important to note that 303 kt was toll-crushed 
by Tablelands mill, in 2017, under contract for Mossman mill. 
Source: Australian Cane Farmers Association, 2018. 

Several mills are also under ownership by foreign-owned parent companies, being: 

 MSF Sugar Ltd, a subsidiary of Mitr Phol (Thailand)    

 Tully Sugar, a subsidiary of COFCO Sugar Ltd (China)  

 Wilmar Sugar, a subsidiary of Wilmar International (Singapore) 

 Bundaberg Sugar, a subsidiary of Finasucre (Belgium).  

                                                      
20  ‘Sugar Mills in Australia’; Australian Cane Farmers Association; DOA: 2 August 2018; See: 

http://www.acfa.com.au/sugar-industry/sugar-milling/  
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As shown in the table above, these companies own 13 of the 24 sugar mills in Queensland 

and New South Wales (and 13 of the 21 mills in Queensland). In addition, Mackay Sugar 

recently announced its recapitalisation plan, which would see a strategic investor take a 

stake in the company.21 Although unconfirmed, it is understood that this stake may be 

taken up by a major offshore sugar company. 

3.2.3 Marketing 

The role of the marketer is to maximise returns for the growers and millers when selling 

and exporting raw sugar. Marketing activities include:  

 arranging financing and developing price hedging options 

 acquiring raw sugar for bulk export from mills under an OSA  

 selling the raw sugar to international customers  

 arranging storage and chartering shipping for the raw sugar acquired  

 financing and hedging activities related to the sale of the raw sugar.  

Under the single desk marketing arrangements that existed prior to 2006, all raw sugar 

produced for export in Queensland was marketed by QSL, which operated a pooling 

system whereby, after adjustments were base for marketing costs and premiums, profits 

derived from the sale of raw sugar were distributed back to millers and then by millers 

to growers in accordance with the cane payment entitlements in CSAs (applying the cane 

price formula).  

Following the partial deregulation of the sugar industry (i.e. removal of export 

restrictions and single desk marketing), millers, including Wilmar, MSF Sugar and Tully 

Sugar, moved into the marketing of export raw sugar. QSL also provides sugar 

marketing services. 

3.2.4 Storage, handling and transport 

Six bulk commodity terminals are located in Queensland and are owned and operated 

by Sugar Terminals Limited (STL).22 Raw sugar exhibits significant seasonal price 

variation and to capture the benefits of this variation STL provides almost 2.5 mt of 

storage capacity. Table 3 shows the storage capacity of bulk sugar terminals owned by 

STL. 

                                                      
21  Australian Financial Review (10 July, 2018) Mackay Sugar seeks to close sweet deal; offshore suitor circles. 

22  Sugar Terminals Limited, About Us; DOA: 8 July 2018; See: https://www.sugarterminals.com.au/about-us/  

https://www.sugarterminals.com.au/about-us/
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Table 3  Capacity of STL’s bulk sugar terminals 

Terminal No. of Sheds Storage Capacity (tonnes) 

Cairns 2 234,000 

Mourilyan 1 175,000 

Lucinda 3 231,000 

Townsville 3 755,000 

Mackay 4 737,000 

Bundaberg 2 316,000 

TOTAL CAPACITY 15 2,448,000 

Source: Sugar Terminals Limited. 

3.3 Key characteristics of the sugar industry 

The sugar industry exhibits several characteristics that are relevant to the supply of 

sugarcane to millers and the marketing of raw sugar for export and the regulation of 

those activities.  

3.3.1 High transport cost and perishability of sugarcane 

Key features that distinguish sugarcane from other broadacre crops is the combination 

of relatively high transport cost (given the low value to volume ratio of sugar cane, as 

opposed to raw sugar) and perishability.  

Once harvested, sugarcane should be crushed within a relatively short period, around 

16 hours, to avoid deterioration in the sugar content of the cane (known as the 

Commercial Cane Sugar or CCS).23 The greater the reduction in CCS, the lower the raw 

sugar yield, and financial return, that is derived from the milling of the sugarcane.  

The impacts of the perishability of sugarcane and subsequent urgency of minimising the 

time between harvesting and crushing of the sugarcane are: 

 sugar mills are located in close proximity to cane growing areas, to minimise the 

time between harvesting and crushing; 

 cane growers are limited in terms of the distance over which they are able to 

transport sugarcane for milling given that the cost of transporting cane beyond the 

regional mill generally is prohibitive because of the low value to volume ratio of the 

crop; 

                                                      
23  Previous studies have found that post-harvesting, the average decline in CCS per day is around 2.5 units (See: 

Solomon, S. et al (2008). An assessment of post-harvest sucrose levels in sugarcane billets under sub-tropical 
conditions. International Sugar Journal, 110 (1312), pp 236-241).  
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 the viability of both cane growers and millers is dependent upon the efficient 

harvesting, transportation and processing of cane, as well as the logistics function 

co-ordinating the supply chain. Any inefficiency in the supply chain results in cane 

being processed with lower CCS, which results in lower returns to both millers and 

growers.  

Additionally, the CCS content of sugar varies across the crushing season and the 

capacity constraints in milling prevent all cane being milled when CCS is optimised. To 

accommodate this constraint, a relative payment scheme is applied to compensate 

growers who supply cane early and late in the season.  Growers’ CCS is adjusted by 

comparing CCS of delivered cane during the season with the season average.  

In most cane growing regions, this results in growers effectively being tied to mills, 

creating regional monopsonies whereby growers lack optionality and are dependent 

upon a single milling company to process their cane.24  

3.3.2 Long-term commitment to sugarcane production  

For most broadacre crops (e.g. grain, cotton, pulses), growers are able to make decisions 

regarding their area of crop production and cropping mix on an annual basis. This 

enables growers to make crop production decisions in response to changes in climate, 

commodity prices, supply chain circumstances, etc. in a manner that enables them to 

maximise their overall returns. 

Sugarcane however requires growers to make a longer-term commitment. Following 

planting, cane typically grows for between 14 and 16 months prior to the first harvest. 

After a first season, the cane grows from buds (stool) remaining in the stubble left in the 

ground after the crop has been harvested (known as ratooning). Each subsequent crop, 

known as ‘ratoon crops’ are harvested annually until cane is ‘ploughed out’ after five or 

six ratoon crops, at which point the ground is fallowed prior to cane being re-planted.25 

This practice means that sugarcane is cut and re-grown as a ratoon crop for up to six 

years before growers make another planting decision.26 

In addition, cane growers also must invest in specialised equipment for planting, 

cultivating and harvesting their crop, which – to the extent the equipment is not readily 

                                                      
24  It is noted that in some regions, growers may have access to multiple sugar mills, however in most cases growers are 

limited in terms of their choice of mill because of transport and logistical constraints. 

25  Australian Cane Farms (2017). Sugar Cane Farming – Growing.; DOA: 2 August 2018; See: 
https://www.australiancanefarms.com.au/gallery/  

26  Queensland Farmers’ Federation (2018). Sugarcane. DOA: 2 August 2018; See: https://www.qff.org.au/farming-in-
qld/cane/  

https://www.australiancanefarms.com.au/gallery/
https://www.qff.org.au/farming-in-qld/cane/
https://www.qff.org.au/farming-in-qld/cane/
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sold and costs recouped – deepens their financial commitment to the sugar industry. 

Their on-farm investments also extend to designing and establishment the layout of their 

farms and fields. 

As such, once growers commit to sugarcane production, they are totally dependent upon 

the returns derived from the sale of the raw sugar that is produced using their harvested 

sugarcane for several subsequent seasons, which in turn depends on the CCS of the 

sugar and the financial return that is derived from the sale of that raw sugar. 

Additionally, the ability to manage forward pricing risk for sugar cane grown several 

years after a crop is planted can reduce the risk of cane growing and encourage a greater 

area under crop.  

However, differences in growing conditions, particularly relating to access to irrigation, 

means that different districts can have significantly different variability in cane and CCS 

yields over time. Hence, some regions are more consistent in yield over time than others. 

This regional variability has implications for risk management – a one-size-fits-all 

product choice will not suit all districts.   

3.3.3 Limited crop diversification  

Crop diversification refers to the ability of some agricultural enterprises to produce a 

variety of crops, which benefits growers by: 

 enabling growers to respond to changes in commodity markets and climatic 

conditions in order to increase their overall profitability; 

 alleviating growers’ risk profile from exposure to their primary crop;27 and 

 providing growers with leverage in dealings with downstream industry 

participants, such as processors, transport operators and customers. 

Sugarcane is suited to the rigours and vagaries of the tropical and sub-tropical coastal 

climate in which it is grown.  Aside from ratooning practices, agronomic factors such as 

soil profiles, climatic conditions and irrigation availability constrains growers’ capacity 

to grow other crops in many locations.28 Access to markets can also be an issue in 

cropping decisions.  

Where cane growers are able to diversify into other crops (in particular horticulture 

crops such as avocados, macadamia nuts, peanuts), their bargaining position with 

                                                      
27  For example, a cotton producer may produce a range of other crops, such as grains, chickpeas and potentially even 

vegetable crops, to limit their exposure to a reduction in returns from cotton production. 

28  Even where some crop diversification is possible, sugarcane remains the dominant crop. 
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millers is improved, as growers will only commit to sugarcane production if the 

expected returns exceed those that could be derived from producing alternative crops.  

Hence, millers, who are reliant upon achieving scale efficiencies to maximise returns, 

will have a greater incentive to ensure growers who can readily diversify crops derive a 

sufficient return from sugarcane production. This can be observed in the Bundaberg 

region, where sugarcane growers regularly diversify into horticultural production, both 

to manage risk and also to improve their bargaining position with the millers.29  

Even in those regions where crop diversification is physically feasible, the commercial 

viability of new crops must be assessed with reference to the probable price 

consequences of significant increases in supply from cane growers entering new 

markets.   

Sugar is a world market priced product whereas most alternative tropical crops are sold 

into the domestic market. Given that the domestic market is smaller than the 

international sugar market and prices are sensitive to production levels, a significant 

change from sugar to alternative crops is likely to have a significant impact on returns 

from production of those alternative crops for all affected growers (incumbent suppliers 

as well as cane growers growing alternative crops). 

3.3.4 Scale efficiencies in sugar milling 

The returns to sugar milling are heavily dependent on the achievement of scale 

efficiencies. This has been the key driver of the consolidation that has occurred in the 

sugar milling sector in recent years (see section 3.2.2). The importance of scale efficiencies 

represents a barrier to entry that, in combination with the high transport costs and 

perishability of harvested sugarcane, has led to the development of monopsonies in most 

cane growing regions. 

3.3.5 Vertical integration by milling companies  

Following the reform of the single desk marketing arrangements, millers with the 

relevant capabilities have become heavily involved in the marketing of raw sugar. 

Additionally, some milling companies have also vertically integrated into sugarcane 

production.30  

                                                      
29  Growers consulted with as part of the development of this report expressed the view that their ability to diversify 

into other crops has had a significantly positive impact on their relationship with the milling company.  

30  See section 4.1.3 for details of these vertical integration strategies. 



   

REVIEW OF THE SUGAR CODE OF CONDUCT Page 28 of 67 

3.3.6 Homogeneity of raw sugar  

Whilst the efficiency of cane production and sugar processing differs across regions and 

jurisdictions, the raw sugar that is produced is largely a homogenous product. Other 

than the CCS content, sugar cane is not subject to significant quality variations.  

3.3.7 Sugar marketing is inherently competitive 

Internationally, the sugar industry is subject in many countries to government policy 

interventions that subsidise sugar and sugar cane production, which have led to 

considerable market distortions.    

That said, the internationally traded futures market for pricing sugar is liquid and deep.  

Pricing outcomes reflect the supply-demand balance at any point in time and over time.31  

The marketing of raw sugar is a process of essentially providing an interface between 

the beneficial owners of GEI sugar (and, to the extent that there is demand for 

independent marketing services, MEI sugar) and the international market. This is an 

activity which requires skill and capability in trading in the relevant markets, a platform 

to liaise and communicate returns across a range of products with growers and a 

capability to liaise with growers. In many respects, the marketing of sugar is 

indistinguishable from the marketing of many other agricultural products.  

It is possible that there are limited economies of scope between sugar milling and 

marketing (i.e. vertical efficiencies resulting in increased returns from raw sugar 

production and export due to vertically integrated refineries serving domestic demand 

in countries where millers have a significant presence). To the extent scope economies 

exist, they are able to be internalised by miller’s marketing activities subject to 

competitive constraints imposed by competing independent and miller-marketers. They 

do not affect the global market trading that underpins the sugar marketing activity. 

Notwithstanding the impact of international sugar policy distortions on the world sugar 

market, the marketing of raw sugar and the provision of marketing services for GEI 

sugar holders are both inherently competitive activities. 

3.3.8 Complexity of sugar marketing  

Marketing arrangements in the sugar industry are complex. The price that is obtained 

from the sale of sugar can vary significantly over time, exhibiting seasonal variation 

                                                      
31  In 2016/17, Australia accounted for around 7% of global raw sugar exports by volume.  

http://www.agriculture.gov.au/about/commitment/portfolio-facts/sugar (viewed 16 August 2018). 

http://www.agriculture.gov.au/about/commitment/portfolio-facts/sugar
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within each year as well as variation over time due to expected changes in the supply 

demand balance.  

In Australia, a premium is able to be extracted by marketers on account of our favourable 

location relative to Asia. The Asian or Far East premium (which arises from Australia’s 

favourable geographic position relative to Brazil in that market), typically represents 

around 5% of the value of the product.  

However, in practice, the realised return for a grower can depend on a wide range of 

factors, including: 

 hedging practices – underlying product (various sugar futures) and currency;  

 transactional efficiency – the marketer’s scale and ability to access competitive 

funding and pricing options can also affect the grower’s return for its sugar, for 

example: 

- larger marketers are likely to have lower unit costs due to economies of scale and 

can access lower cost products and lower cost OTCs; 

- larger marketers are likely to be able access cheaper sources of finance which may 

be passed onto growers depending on competitive tension; 

- the cost of the marketing activity has fixed elements (e.g. freight); 

 timing of sale – both seasonal factors as well as variations over time due to 

differences in the supply demand balance; 

 payment terms – different payment terms may be offered by marketers, in some 

cases bringing forward cash payments to growers (and, in some cases, leaving 

growers unsecured creditors of the relevant mill); and 

 customer attributes – location and in some cases, identity of seller where the buyer 

has particular preferences about the identity of the seller of sugar may result in some 

marketers outperforming others. 

Factors such as the timing of a transaction and the relevant pool can easily overwhelm 

the Far East premium, with pricing varying across the year for various pools sometimes 

exceeding $50/t.  

While many of the products offered by the competing marketers are similar, their 

outcomes can be significantly different. For example, during the 2017 Season – the first 

Season where marketing choice was available to most Queensland growers – the 

difference in pool results between marketers, as assessed by QSL, is set out in Table 4.  
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Table 4 2017-Season Marketing Choice providers pool results  

QSL A$ mt IPS Wilmar * A$ mt IPS MSF Sugar  A$ mt IPS Tully Sugar  A$ mt IPS 

QSL Harvest Pool $419 
Production 
Risk Pool 

$382 Late Season $400 
Tully Sugar 
Harvest Pool 

$451 

QSL Actively 
Managed Wilmar 
Growers 

$4021 

Wilmar 
Managed 
Pool 

$409   

 

  

 

Actively 
Managed 

$448   
 

Early Season $403 
Tully Sugar 
Actively 
Managed Pool 

$448 

QSL US Quota 
Pool  

$5792 
Wilmar US 
Quota Pool 

$644 US Quota3 N/A 
Tully Sugar 
US Quota4 

N/A 

Default Grower 
Price 

$427 
Default 
Grower Price 

$389 
Default 
Grower Price 

$400 
Default 
Grower Price 

$451 

Note: Estimated returns sourced from Wilmar Monthly Pool Price Report published 6/7/18 with values as of 29/6/18 

and including Wilmar’s lowest-cost finance option. Pool results reported as at 15 August 2018 

MSF Sugar returns sourced from Grower circular dated 19/7/2018 

Tully Sugar returns sourced from Grower circular dated 27/6/2018 

1) QSL could not start pricing this pool until much later than its competitors due to the delay in securing the Wilmar OSA 

which is likely to have harmed some of QSL's results. 

2) QSL allocates a larger proportion of US Quota to growers than Wilmar. 

3) MSF distributed US Quota as a premium across all pricing options (i.e. their Shared Pool) 

4) Tully Sugar distributed US Quota as premium across all pricing options (i.e. their Shared Pool) 

Note: Queensland Commodity Services has published pool results for Mackay Sugar tonnages but no pool description 

documentation is available to determine how their results should be compared to the results of the marketers quoted 

above. 

Source: QSL 

Table 4 indicates that in many, but not all, cases the four marketers are delivering very 

different results for growers and therefore that there is significant value being obtained 

from competition in marketing of GEI sugar.   

Indeed, while past performance is not always indicative of future performance, the 

$62/tonne variation in the Default Grower Prices achieved by the four marketers 

competing for GEI Sugar in the 2017 Season, demonstrates very clearly the choices of the 

Marketer can result in substantially different outcomes for growers.  

We do not present this data as necessarily being indicative of long term outcomes. It is 

clear however that variations in market outcomes occur due to several factors. This 

highlights the importance of the competitive market in marketing giving growers 

confidence in the integrity of marketing outcomes and it is in this context that the data 

highlights the crucial role of the Code in facilitating that competition, and in turn, 

providing confidence in the outcomes provided by the market.  
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Notwithstanding that marketers’ allowed tonnages per product are not provided in the 

data (other than as indicated in the notes to Table 4), the differences in prices per tonne 

will mean significant differences in revenue among growers.  Assuming, for example, 

that growers on average Burdekin cane farms producing 10,000 tonnes of cane a year32 

placed all their GEI sugar with Tully Sugar’s Default Grower Price product rather than 

Wilmar’s comparable product, then they would secure an additional $62/tonne or 

$620,000 in gross revenue for the year.  Similarly, a grower who placed 10,000 tonnes of 

GEI sugar with QSL’s Harvest Pool instead of MSF’s Late Season product would secure 

an additional $190,000 in gross revenue for the year. 

As a significant proportion of raw sugar marketing occurs in forward markets and 

pricing outcomes are determined by trades occurring in a volatile market, unless the 

precise details of the timing of a trade and delivery date are known, an outsider to the 

transaction will have no idea about how a given price outcome was derived in terms of 

the underlying transactions that led to it.  Consequently, to a grower who is not involved 

in the trades, there is limited transparency and clarity in terms of the quality of 

marketing outcomes and thus what returns are derived from raw sugar production and 

the appropriateness of the returns (i.e. efficacy and efficiency of marketing operations).  

This is of very great significance to growers.  A grower’s price for cane is determined by 

the price obtained for the sugar manufactured from the grower’s cane.  Their financial 

return therefore is dependent on the performance of the marketing operations. The range 

of possible marketing outcomes, as described above, and the opaqueness of how those 

outcomes arise (due to the limited disclosure by some mills) mean that in the absence of 

competition there is no basis for sugar marketers to be accountable for their performance, 

which in turn highlights why incentive concerns arise in the absence of competition.   

                                                      
32  Burdekin District Cane Growers Limited (2014), Submission to Senate Inquiry – Current and Future Arrangements for the 

Marketing of Australian Sugar, p.5, paragraph 26. 
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4 Industry conduct and incentives  

This section discusses the implications of the characteristics of the sugar industry (as set 

out in section 3) for the incentives and conduct of key industry participants. The section 

focuses on two key features of the industry in the context of an environment where 

millers have sought control over the marketing of GEI sugar: 

 the market power held by millers; and 

 the misalignment of incentives between millers and cane growers.  

The section also considers the efficacy of co-dependence arguments, alternative 

regulatory mechanisms and summarises the key propositions relevant to consideration 

of the appropriateness of the Code as a form of light-handed regulation of the sugar 

industry. 

4.1 Market power of sugar milling companies 

As set out in the preceding sections, the sugar industry possesses a number of key 

characteristics that differentiate it from other agricultural sectors, in particular the 

perishability of sugarcane, the high cost of (and low value to be obtained from) 

transporting cane to other potential millers, the limited flexibility of growers and scale 

economies in sugar milling.  

These characteristics mean that the structure of the industry and the conduct and 

incentives of the key participants are vulnerable to market power abuses by millers in 

the absence of competitive marketing arrangements for GEI sugar which, in turn, 

produce inefficient outcomes.  

4.1.1 Regional monopsonies in sugar milling 

As noted in section 3.2.2, the nature of the production of sugarcane and raw sugar often 

leads to the creation of regional monopsonies (i.e. cane growers have a single option in 

terms of the mill to which they are able to supply their cane). The key factors driving 

these regional monopsonies are: 

 the perishability of sugarcane, which means that grower returns and viability are 

largely contingent upon the preservation of the CCS of harvested cane which ties 

cane growers to their local mill; 

 the relatively high cost of transporting a bulky low value product exacerbated by 

the logistical challenges arising from cane’s perishability (and so the need to limit 

transport time) and the need to manage the programming of cane crushing in a 
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mill’s operations (mills own and operate the rail infrastructure used to transport the 

cane to their mills for processing and typically co-ordinate sugar harvesting); and 

 the scale economies in sugar milling, which often mean that it is not viable to have 

multiple sugar mills within the one growing region. 

Figure 4 shows the level of concentration in mill ownership across the cane growing 

regions. This figure shows that growers in most production areas have only one miller 

to choose from. Even in regions where there are multiple millers (e.g. Mackay and 

Bundaberg), growers can be significantly constrained in terms of their ability to access 

more than one mill, due to the economics of transporting sugarcane, the limitations of 

cane-rail networks, the complexities of logistics and need to maintain the CCS. Hence, 

even the presence of multiple milling companies will not necessarily constrain the 

market power held by them for most growers in the relevant district.  

The market power possessed by millers in acquiring cane has been effectively addressed 

historically through the use of the cane pricing formula across the industry. The cane 

pricing formula is a light-handed, efficient and well settled basis to share the risk of 

sugar prices between growers and millers by providing for the allocation of the net 

returns from sugar marketing between millers and growers.  The certainty provided to 

growers and millers by the formula creates an incentive for the former to maximise the 

sugar production potential of their cane and for the latter to extract the maximum 

amount of sugar from that cane. 

The cane pricing mechanism under the statutory single-desk marketing arrangement 

meant that growers and millers shared the risk and reward of the market place. Prices 

were determined by the statutory single desk seller.  Under partial deregulation mills 

assumed responsibility for selecting the marketer for their MEI sugar and attempted to 

assume control of marketing and pricing of GEI sugar. But pricing and marketing of MEI 

and GEI sugar can be undertaken independently of one other.  There is value in mills 

and growers managing their own marketing and pricing activities independently, 

reflecting their own cost structures and risk profiles. 

4.1.2 Limited opportunity for grower diversification 

Growers are dependent on millers not only as a result of the short run need to have their 

cane processed – there is a longer term dependence.   

As we have noted, a decision to grow sugar cane involves at least a five-year investment 

commitment by growers.  Other farmers, generally, can change crop year by year in 

response to, for example, their view of likely future demand for different crops.   
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This problem is exacerbated in those locations where sugar cane is the sole viable and 

economically valuable crop because of fixed factors such as soil quality and climatic 

conditions. We understand that this condition applies to the majority of cane growing 

regions.   

4.1.3 Vertical integration of millers’ businesses 

Sugar millers have increasing vertically integrated into cane growing, which reduces 

millers’ reliance on growers for the supply of cane to obtain the throughput needed to 

maximise utilisation of their plant and the marketing of sugar.   

Mills’ cane growing operations 

Several of the eight millers operate thousands of hectares of sugarcane farmland to 

supply their mills: 

 Wilmar Sugar owns almost 6,600 hectares of land within the Herbert, Burdekin, 

Proserpine and Plane Creek milling regions.  

 MSF Sugar is Australia's largest sugar cane farmer, with a land and water portfolio 

of $170 million. Their farm operations cover 9,700 hectares in the Fraser Coast, 

Cassowary Coast and Atherton Tableland regions. MSF Sugar also is on record as 

“happy to support and underwrite” the proposed Nullinga Dam in north 

Queensland as it is ‘“vital” to their Tableland expansion plans’.33   

 Bundaberg Sugar is also a large cane grower and owns more than 8,000 hectares of 

cane farms.  

 Tully Sugar Ltd, Mackay Sugar Limited and Isis Central Sugar Mill also own and 

operate a number of cane farms.  

Mills marketing of sugar 

All eight millers in Queensland have taken part in marketing operations at some time.  

In 2014, Wilmar Sugar, MSF Sugar and Tully Sugar announced that they would leave 

the QSL-based marketing arrangements from 2017, choosing instead to market all sugar, 

including GEI sugar, manufactured in their mills.  These are sophisticated and well-

resourced firms with international affiliates and related companies that are involved in 

sugar marketing. 

                                                      
33  https://www.northqueenslandregister.com.au/story/4930979/nullinga-dam-plan-deepens/ (viewed 8 August 

2018) 

https://www.northqueenslandregister.com.au/story/4930979/nullinga-dam-plan-deepens/
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Wilmar Sugar is a subsidiary of Singapore-based Wilmar International, which has as its 

core strategy:34 

an integrated agribusiness model that encompasses the entire value chain of the 

agricultural commodity business, from cultivation, processing, merchandising to 

manufacturing of a wide range of agricultural products. 

Wilmar International is a very substantial firm that in 2017 reported a profit after tax of 

$US1.306b.  

MSF Sugar has been majority-owned by Mitr Phol Group of Thailand since 2012. Mitr 

Phol is reportedly Asia’s largest sugar producer and fourth-largest in the world and 

similarly to Wilmar International has integrated operations. 35 

Bundaberg Sugar Ltd is involved in all aspects of the supply chain, including growing, 

transport, milling, refining, packaging, distributing and marketing of sugar products to 

retail, industrial and export customers.36 Tully Sugar Limited also is part of a vertically 

integrated business, being a wholly owned subsidiary of Chinese agri-business company 

COFCO.37  Mackay Sugar is the parent company of Queensland Commodity Services, 

which markets Mackay Sugar’s domestic tonnage and will compete for export GEI 

tonnage with QSL under a new OSA currently being negotiated. 

4.1.4 Re-emergence of combined cane monopsony-sugar marketing monopoly 

The downstream integration of millers into sugar marketing has meant that, in the 

absence of the Code, millers combine regional cane buying monopsonies (a source of 

market power) with regional sugar marketing monopolies – effectively replacing one 

marketing monopoly (historically QSL) with another (the miller).   

Under those circumstances, and in the absence of a regulatory instrument such as the 

Code, the market power that could be exercised by a combined regional monopsony-

monopoly firm re-emerged. 

                                                      
34  http://www.wilmar-international.com/who-we-are/corporate-profile/ (viewed 7 August 2018). 

35  http://olamgroup.com/news/olam-international-and-mitr-phol-group-in-joint-venture-for-integrated-sugar-
milling-and-refining-in-indonesia/#sthash.hKEC55XC.dpbs (viewed 7 August 2018) 

36  Bundaberg Sugar Ltd, Corporate Brochure. 

37   http://www.tullysugar.com.au/ (viewed 9 August 2018) 

http://www.wilmar-international.com/our-business/integrated-business-model/
http://www.wilmar-international.com/who-we-are/corporate-profile/
http://olamgroup.com/news/olam-international-and-mitr-phol-group-in-joint-venture-for-integrated-sugar-milling-and-refining-in-indonesia/#sthash.hKEC55XC.dpbs
http://olamgroup.com/news/olam-international-and-mitr-phol-group-in-joint-venture-for-integrated-sugar-milling-and-refining-in-indonesia/#sthash.hKEC55XC.dpbs
http://www.tullysugar.com.au/
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4.1.5 Summary 

The analysis and evidence indicate that sugar millers have considerable market power 

relative to growers by virtue of: 

 The nature of the crop; and 

 The industry’s structure – 

- the ability (strategy and resources) of millers to vertically integrate their 

businesses along the entire sugar value chain, and 

- in the absence of the Code, a cane milling monopsony - sugar marketing 

monopoly. 

4.2 Misalignment of grower and miller incentives  

Due to the monopsony power of mills, miller control of sugar marketing legitimises mills 

leveraging market power in cane acquisition (historically managed through the cane 

price formula) to sugar marketing, removing the right of growers to choose how GEI in 

sugar is marketed. However, the reorganisation of monopoly marketing resulted in QSL, 

a not for profit entity whose constitution required it to act in the best interests of the 

sugar industry,38 being replaced with millers, who have no such alignment with 

growers.  

This alters the incentives for milling companies, as no longer are they primarily 

concerned with maximising the immediate returns from the marketing of raw sugar 

exports, but rather with maximising overall profitability for their parent companies, 

which include related operations in upstream and downstream activities.  

There are several ways milling companies with a regional monopoly over the marketing 

of GEI sugar can reduce the returns received by growers from the marketing of raw 

sugar, but the most obvious are: 

 milling companies are able to act in the international sugar market without 

transparency to growers, and with no competition to hold their performance to 

account they may increase their own returns at the expense of growers’ return and 

impose additional costs on growers;  

 shifting profits to related entities within the sugar supply chain (i.e. to overseas 

parent companies, including those involved in sugar refining), thereby reducing the 

                                                      
38  This is not to suggest that principal agent issues did not arise with QSL’s marketing monopoly – it is these issues that 

contributed to the partial deregulation of the industry in 2006. 
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price on which the returns to growers from the marketing of GEI sugar are 

determined; 

 over time, it is possible that the market power will be leveraged to enhance the 

prospects of millers and systematically reduce returns to growers sufficiently to 

render growers marginal producers, by, for example, removing grower’s exposure 

to the sugar price in their cane price, or by taking other actions which reduce the 

value of cane farming enterprises.39  

The key problem for growers is that notwithstanding the depth and liquidity of the 

international sugar market (one of the attractive features of the sugar industry), when a 

miller markets sugar without the Code forcing competition (whether itself or through a 

related entity), growers are unable to assess outcomes relative to the counterfactual 

(when an independent entity markets sugar).   

The complex and opaque sugar marketing arrangements established by millers and the 

consequent lack of transparency in marketing outcomes affords the millers more 

freedom to exercise their market power. The lack of transparency enables them to shift 

returns away from growers into other parts of their operations without growers being 

aware and able to hold them to  account.  

Any mechanism a miller puts forward to provide confidence in the integrity of its 

marketing decisions will inevitably lack transparency and credibility because the 

fundamental misalignment that underpins the relationship cannot be addressed. There 

is no credible basis to allay grower concerns that the arrangement would result in 

growers achieving an equivalent result which would be secured through an arms-length 

outcome. 

The potential for milling companies to exercise market power at the expense of grower 

returns is exacerbated by the conduct of milling companies in vertically integrating into 

sugarcane production, an occurrence that has been increasing in recent years (see section 

3.3.4).  

4.3 Co-dependence masks a bargaining imbalance  

It has been argued by milling companies that, due to the manner in which miller and 

grower returns are calculated (i.e. the cane payment formula) and the importance of 

                                                      
39  The reduction in the value of cane farming enterprises may enable millers to purchase cane growing land from 

growers more cheaply than might otherwise be the case and further vertically integrate into sugarcane production. 
However, vertical integration may not be necessary so long as millers are confident in their cane supply, which is 
more likely if there is no viable substitute to cane production in affected districts. 
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scale efficiencies in sugar milling, there was an alignment of incentives between milling 

companies and cane growers.40 That is, both milling companies and cane growers were 

incentivised to maximise: 

 the price secured for raw sugar exports 

 the volume of sugarcane harvested and processed at the sugar mill 

 the CCS levels at the time at which the sugarcane is crushed. 

It is also argued that the availability of collective bargaining for growers enhances their 

leverage in negotiations.  

The argument is put that these factors counter grower reliance on the millers, and so 

results in a commercial relationship with a more or less equal balance of power because 

the miller is constrained from exercising monopsony power.41 

However, in general, and in the absence of protections, millers possess greater 

bargaining leverage than growers (individually or collectively), particularly where 

growers have limited diversification options, as millers: 

 generally have significantly greater financial resources than growers (so can better 

withstand a medium term reduction in volume); 

 are less exposed than growers to the revenue consequence of a reduction in volume. 

The greater (lesser) exposure of canegrowers (millers) arises from several sources, 

including: 

- growers receive, in general, more than 50% of the returns from the sale of sugar 

produced from cane (and so will suffer greater loss than millers); 

- even in the event that cane is not sold to a mill, growers have to cut cane at the 

end of the season so as not to adversely affect the following years’ crop so that 

growers still incur a cost of around $7/tonne even if they do not sell cane to a 

mill; 

- a grower’s decision not to sell cane to a mill is binary for that grower – it 

represents a decision not to generate any revenue for the year. The diversified 

grower base providing cane to a mill mitigates a mill’s exposure on account of it 

continuing to secure supply from other growers; 

                                                      
40  https://www.wilmarsugarmills.com.au/images/Wilmar/Fact_Sheet_1_-_Cane_Price_Formula.pdf (viewed 16 

August 2018) 

41  See, for example, Queensland Productivity Commission (2015), Sugar Industry (Real Choice in Marketing) Amendment 
Bill 2015, Decision Regulatory Impact Statement, section 3.6. 
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 have more options available to them to mitigate exposure in the long run (e.g. 

through vertical integration); and  

 have an insurmountable information advantage as they are privy to the detail of the 

marketing transactions that underpin any return to growers. 

Moreover, the effectiveness of the co-dependence argument relies on a stand-off, which 

ultimately means a cane grower strike, disciplining miller behaviour. Even if it were not 

the case that millers would outlast growers (as we suggest would inevitably be the case 

in the absence of intervention), such a mechanism provides a very poor basis for public 

policy when alternative mechanisms, such as the Code, are available. For similar reasons 

the Commonwealth also made the Port Terminal Access (Bulk Wheat) Code of Conduct 

(Wheat Port Code), which is discussed in section 4.5.3 below. 

4.4 Implications of unregulated miller marketing for growers 

The likely outcomes from milling companies being responsible for sugar marketing 

activities, in the absence of effective regulatory mechanisms, are: 

 low grower confidence due to the complexity of sugar marketing arrangements and 

the limited transparency with regards to marketing outcomes; 

 a reduction in grower returns as a result of milling companies exercising their 

market power and using the lack of transparency in the sugar marketing sector to 

shift returns away from growers, including through transfer pricing and cost 

shifting. The pressures of the market and the need for millers to maximise 

shareholder value provide strong incentives for this outcome; and  

 a decline in farm viability due to a reduction in returns to growers from the 

marketing of GEI sugar, leading to:  

- a reduction in the level of sugarcane, and subsequently raw sugar, production, 

due to the inefficient signals provided to growers as a result of the distortion of 

grower returns from the marketing of raw sugar; and, or 

- increased vertical integration by milling companies into sugarcane production as 

cane growers exit the industry and milling companies seek to maintain volumes 

of cane production to protect scale efficiencies.  

We now turn to a consideration of the various regulatory vehicles through which 

competitive sugar marketing may be achieved.  
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4.5 The need for regulatory intervention  

The structure and key characteristics of the Australian sugar industry, in particular the 

market power held by millers as shown in the preceding section, are such that without 

regulatory intervention, millers are able to extract rent from the milling and marketing 

of GEI sugar, at the expense of other industry stakeholders.  

Without regulation that forces competition on regional monopoly sugar marketers, and 

with that competition providing growers with transparency and accountability in 

marketing outcomes,  there is a risk that millers will use their positions to maximise their 

own financial rewards by unfairly distributing the returns and costs from marketing raw 

sugar between themselves and cane growers. 

There are two key Commonwealth regulatory options for addressing this problem: the 

general provisions of the CCA and the establishment of an industry code.  

4.5.1 General provisions of the CCA 

The CCA’s general provisions contains rules against anti-competitive conduct to ensure 

that there is effective competition within Australia.42   

The key relevant provisions of the CCA as s.46 and sections 20 to 28 of Schedule 2.  S.46 

of the CCA prohibits a firm with a substantial degree of market power from engaging in 

conduct that either has the purpose or effect of substantially lessening competition in a 

market.   Sections 20 to 28 of Schedule 2 prohibits a person from engaging in commercial 

conduct that is “unconscionable, with the meaning of the unwritten law from time to 

time” and contains provisions dealing with unfair contracts.  Private parties can take 

legal action against businesses for contravention of these provisions. 

Whilst the provisions of Schedule 2 are relatively new and untested, the history of 

section 46 is that it has been ineffective at dealing with market failures related to the 

misuse of market power in agricultural sectors, primarily due to the uncertainty 

associated with the outcome of proceedings under this provision and the significant time 

and cost requirements associated with pursuing actions.  

                                                      
42  Australian Competition and Consumer Commission https://www.accc.gov.au/about-us/australian-competition-

consumer-commission/legislation (viewed 20 August 2018). 

https://www.accc.gov.au/about-us/australian-competition-consumer-commission/legislation
https://www.accc.gov.au/about-us/australian-competition-consumer-commission/legislation
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4.5.2 Industry codes 

The Code facilitates the difficulties arising from millers marketing raw sugar through its 

objectives to:43 

… that supply contracts between growers and millers have the effect of guaranteeing 

a grower’s choice of the marketing entity for the grower economic interest sugar 

manufactured from the cane the grower supplies 

and 

 for pre-contractual arbitration of the terms of agreements for the supply of cane or 

the on-supply of sugar if the parties fail to agree to those terms. 

As such, the Code is an example of an industry code which binds the conduct of 

participants in the industry to which such a code applies.  The Code is such an industry 

code under Part VIB of the CCA.44 

Industry codes are suited to circumstances where: 

 use of the CCA’s general provisions, such as s.46 or s.20, would involve uncertainty, 

high transaction costs and long delays in obtaining outcomes for parties seeking 

redress; and 

 market problems are wide-spread and sustained in an industry. 

4.5.3 Comparison of options 

The Hilmer Committee considered the question of whether the general provisions such 

as section 46 or a special legislative framework, was preferable for dealing with a 

recurring or industry-wide problem such as access to essential facilities (such as 

electricity networks and ports). The Committee found that the better path was to create 

a special legislative framework (such as an industry code) because that approach 

provides greater certainty and timeliness of outcome than, say, s.46.45   

The typically high costs, risks (in the form of uncertain outcomes) and long delays of 

legal actions suit the financially stronger party or parties to a dispute and significantly 

disadvantage the weaker, who indeed might be either unable to afford legal action or 

                                                      
43  Competition and Consumer (Industry Code—Sugar) Regulations 2017, Clause 2(b) and (c). 

44  The Code is a regulation made under section 51AE of the CCA, which provides for the making of industry codes to 
regulate the conduct of participants in an industry towards other participants in the industry.  See Explanatory 
Statement for the Competition and Consumer (Industry Code—Sugar) Regulations 2017. 

45  Hilmer, F., Rayner, M., Taperell, G., (1993), National Competition Policy, Commonwealth Government Printer, pp242-
243. 
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might be ruined financially before a case is resolved.  Industry codes therefore can be 

more effective than the general law at promoting efficiency because they enable 

sustained remedies to problems relatively quickly at lower cost. 

For example, in the grain sector, the conduct of port terminal operators is regulated 

under the Wheat Port Code, which ensures that exporters of bulk wheat have fair and 

transparent access to port terminal services.46  The interim report of the 

Commonwealth’s review of the Wheat Port Code found that it provides an effective 

mechanism to influence behaviours and improve industry transparency.47 

Moreover, the Code simply ensures that the benefits of competitive markets are available 

for GEI sugar – it has the desirable attribute of preventing abuses of market power, 

through dispute resolution if necessary (and at least enabling them to be resolved 

quickly and prior to the crush) as opposed to other remedies that typically address the 

adverse consequences of the abuse of that market power after the abuse of that market 

power has occurred. In this sense, the Code has very desirable preventative properties 

not shared by other available instruments.  

4.5.4 Preferable option 

In our view, the retention of the Code as a form of light-handed industry-specific 

regulation, directed at the re-emerged problem of the combined cane monopsony-sugar 

marketing monopoly, will efficiently maintain an alignment of growers’ and millers’ 

interests that encourages efficient operations and investments in the industry.   

By confirming grower’s rights to market GEI sugar, the Code addresses the market 

power concerns of miller marketing GEI sugar in a preventative way through a light 

handed mechanism that is effective and relatively inexpensive. Other possible remedies 

have none of these desirable attributes as they rely on either widespread industry 

disruption or uncertain ex post measures that are expensive, very slow and very 

uncertain.  

4.6 Key propositions  

The following is a list of key propositions that have been developed based on the 

assessment of the structure of the Australian sugar industry, the characteristics of the 

                                                      
46  ‘Wheat Port Code of Conduct’; Australian Competition and Consumer Commission; DOA: 9 August 2018; See: 

https://www.accc.gov.au/business/industry-codes/wheat-port-code-of-conduct 

47  Commonwealth Department of Agriculture and Water Resources (2018), Interim report of the review of the Competition 
and Consumer (Industry Code—Port Terminal Access (Bulk Wheat)) Regulation 2014, Wheat Port Code Review Taskforce, 
p.vii. 
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industry, and the implications for the relationship between milling companies and cane 

growers set out in the preceding sections. These propositions are presented as though 

the Code did not exist and have informed the assessment of the need for and economic 

benefits of the Code. 

Proposition 1: Sugar milling is not competitive  

Sugar milling is not competitive, with most cane growing regions characterised by 

regional monopsonies or milling arrangements that provide little effective competition 

for the sugarcane that is supplied by growers 

Proposition 2: Growers are dependent on efficient and effective marketing  

Cane growers are totally dependent on efficient and effective marketing outcomes for 

their revenue.  

Proposition 3: Growers hold little countervailing power  

Cane growers do not hold material countervailing power in their relationship with sugar 

milling companies, even if they sell collectively. This is attributable to the combination 

of growers’ dependence on marketing outcomes (see above); high transport costs 

relative to the value of sugarcane, the limited flexibility available to growers in most 

regions to diversify crops, the capability of milling companies to vertically integrate into 

cane growing and the relative greater ability of millers to absorb losses than growers. 

Proposition 4: Co-dependence of growers and millers is not an effective means of 

addressing sugar marketing issues 

Propositions 1, 2 and 3 in combination mean that co-dependence of growers and millers 

is not an effective constraint on millers exercising market power in the marketing of 

sugar in the absence of a competitive constraint. 

Proposition 5: Sugar marketing is competitive  

Raw sugar marketing is an inherently competitive activity (as evidenced by the current 

competition between sugar millers and QSL).  

Proposition 6: In the absence of the Code, milling companies’ involvement in sugar 

marketing creates a misalignment of incentives between milling companies and growers 

The integration of milling companies into the marketing sector has resulted in a 

misalignment of incentives between millers and growers, as milling companies’ primary 

objective will be to maximise the overall profitability of their parent company’s 

operations, rather than maximising returns to growers. The conflict of interest in millers 
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marketing sugar arises because millers have considerable scope to shift returns away 

from growers, including shifting profit to and cost from related entities. Where this 

occurs, it constitutes an abuse of market power by mill owners. 

Proposition 7: In the absence of competition, sugar marketing is difficult to regulate  

The conflict of interest in millers marketing sugar through affiliates means that growers 

cannot have confidence in the marketing outcomes achieved in the absence of 

competition. This is because growers cannot assess what would have been achieved in 

the counterfactual (i.e. in a world with sugar independently marketed) on account of the 

complexity of sugar marketing and the limited transparency in marketing outcomes. 

Millers cannot address the fundamental misalignment that exists when marketing GEI 

sugar in the absence of competition.  

Proposition 8: Conduct by vertically integrated milling companies without regulation 

will lead to adverse industry outcomes  

If milling companies are able to exercise their market power and distort outcomes in the 

marketing of raw sugar to the detriment of grower returns, the implications for the 

Australian sugar industry will be a decline in grower viability, leading to a reduction in 

output in the sugar industry and the associated adverse flow-on effects.  

Proposition 9: Promotion of sugar industry efficiency is best achieved through ensuring 

the marketing of GEI sugar is competitive 

Competition in the marketing of raw sugar will impose transparency and accountability 

on GEI sugar marketers and incentivise them to offer products to growers that enable 

the latter to improve the productivity and output of their businesses to the benefit of the 

entire sugar industry.  Attaining the efficiency benefits intended from the abolition of 

single-desk marketing requires some form of regulatory intervention to ensure there is 

competition for the marketing of GEI sugar. The Code presents the most effective light-

handed approach to achieving that outcome. 

Proposition 10: The Code provides the most efficacious means of ensuring the marketing 

of GEI sugar is competitive 

By confirming grower’s rights to market GEI sugar, the Code addresses the market 

power concerns of miller marketing GEI sugar in a preventative way through a light-

handed mechanism that is effective and relatively inexpensive. Other possible remedies 

have none of these desirable attributes as they rely on either widespread industry 

disruption or uncertain ex post measures that are expensive, very slow and very 

uncertain.  
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We now turn to a consideration of benefits and costs of the Code. 
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5 Benefits of the Code 

This section presents an assessment of the economic benefits to be derived from the 

continued implementation of the Code, drawing on the content in the previous sections 

and observed behaviours of industry participants since the introduction of the Code.  

In previous inquiries and reviews,48 the assessment of benefits derived from the reform 

of sugar marketing arrangements has focused on the commercial issue that millers’ 

proposed marketing arrangements would direct most of the market premia from sugar 

sales (ie premia associated with the Far East premium) to mill owners, reducing returns 

to growers. Whilst this is a material issue, it is not the key factor to be considered in 

assessing the benefits of the Code.  

Rather, the key issue to be considered is the impact of the Code on the economic 

efficiency and productivity of the Australian sugar industry. The efficiency and 

productivity benefits under the Code are largely attributable to the removal of 

misaligned incentives between mill owners and growers, as discussed in section 4, and 

the improved transparency and accountability of marketing outcomes under the Code.  

In assessing the benefits of the Code, it is important to note that it has only been 18 

months since its implementation. Hence, there is limited quantitative evidence available 

to inform the assessment of the benefits. There is however, evidence of the impact of the 

Code on the conduct of industry participants, in particular millers, and the relationship 

between growers and millers that can be used to inform the assessment of the benefits 

of the Code. The following sections provide a detailed assessment of the benefits of the 

Code, based on observations of the impact of the conduct on the conduct and incentives 

of industry participants. 

Although the Code is a new instrument, made in April 2017, it is apparent already that 

it creates strong incentives for better outcomes from the industry by improving returns 

and risk management instruments available to growers whilst leaving millers no worse 

off.  

                                                      
48  Such as the inquiries conducted over 2014/15 by the Senate Standing Committee on Rural and Regional Affairs and 

Transport and in 2015 by the Queensland Productivity Commission. 
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5.1 Transparency and accountability in marketing  

5.1.1 Necessity of competition 

The objective of de-regulating the domestic and international marketing of sugar was to 

improve the efficiency of the Australian sugar industry by removing restrictions on the 

marketing of raw sugar for export and enhancing the ability of industry participants to 

negotiate the terms and conditions under which export raw sugar was marketed.49 This 

was achieved primarily through the reform of the long-standing single-desk sugar 

marketing arrangement and the introduction of competition in the marketing of raw 

sugar.  

As discussed in section 4, the Australian sugar industry is characterised by regional 

milling monopsonies, with mill owners in most regions holding considerable market 

power in their relationship with growers. This industry structure emphasises the 

importance of ensuring that other segments of the industry, including marketing, are 

competitive for efficient market outcomes to be achieved.  

Hence, enabling millers to establish arrangements that provide them with monopoly 

power in the marketing of GEI raw sugar, as would occur in the absence of the grower 

choice and arbitration provisions under the Code, is not consistent with the overall 

objective of maximising efficiency and productivity in the sugar industry.  

In the absence of the Code, the partial de-regulation of sugar marketing that had 

occurred merely transferred the marketing monopoly over regional GEI sugar from one 

body (QSL) to another (each regional miller). The consequence of this transfer of 

monopoly marketing power is that growers would lose the ability to influence the 

marketing outcomes achieved for GEI sugar. Instead, mill owners with monopoly power 

in both the milling and marketing sectors have strong incentives to be opaque and 

unaccountable in their dealings with growers.  

In addition to enabling mill owners to engage in conduct that adversely impacts the 

viability of cane growers, the lack of transparency and accountability under this industry 

structure will reduce grower confidence, thereby failing to provide the signals necessary 

to maximise industry productivity and output. This issue has been highlighted in the 

following statements provided by growers: 

Without the Sugar Code of Conduct, Wilmar can dictate the terms and growers have 

no avenue to challenge the unrealistic and unfair conditions imposed by Wilmar in 

                                                      
49  ‘Sugar’; Department of Agriculture and Water Resources; DOA: 10 August 2018; See: 

http://www.agriculture.gov.au/ag-farm-food/crops/sugar 
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the grower-Wilmar contract. Growers must accept this contract (or not grow 

sugarcane) since there is no other miller in the Burdekin, therefore creating a 

monopoly. 

Without the Code, growers would be back to relying on negotiations with a company 

proven to be immovable on their desire to utilise a monopoly and be the sole marketer 

of sugarcane in our region. 

Unlike the former single-desk marketer, which was a not-for-profit entity that itself drew 

no financial reward from marketing and therefore had no incentive to skew transaction 

in favour of either millers or growers, mill owners have strong incentives to maximise 

returns to their shareholders from marketing activities.  

This incentive includes engaging in conduct that adversely impacts on growers. 

Therefore, and again unlike the single-desk marketer,  the incentives of a mill owner with 

monopoly power in both the milling and marketing sectors are not aligned with those 

of growers. 50   

Instead, their incentives are likely to drive them to behave in ways, and seek outcomes, 

that are directly contrary to the interests of growers and have the potential to reduce the 

productivity and output of the sugar industry.  

The likely consequences of miller marketing monopolies are: 

 in circumstances where the mill owner is able to combine its milling monopsony 

with a regional monopoly over sugar marketing, a misalignment of incentives 

between mill owners and growers arises which undermines and in practice 

overwhelms, to the extent that it negatives, any co-dependency that exists between 

the two; 

 therefore, mill owners have a strong incentive to sever the link that GEI sugar 

otherwise provides growers between their production of cane and global sugar 

prices by using opaque transaction arrangements that enable them to hide the 

premiums they have captured in the market51 and internalise these benefits for 

themselves as well as the benefits from the shifting of milling costs to marketing 

costs; and 

                                                      
50  We do not endorse the single desk arrangements, the purpose of the comparison is to contrast the incentive alignment 

under both regimes. The principal agent issues arose under the single desk are not relevant to the current assessment. 

51  It is also possible that millers could seek to unpick the cane price formula and so permanently shift profit from 
growers to mill owners. 
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 an opaque business environment in which mill owners withhold information from 

growers about marketing processes and outcomes, leaving the latter: 

- with no ability to influence (let alone control) the management of GEI sugar 

trading risk; and 

- unable to assess whether the financial outcomes they received from the miller’s 

marketing were equivalent to what would have been achieved under alternative 

marketing arrangements (e.g. by an independent sugar marketer). 

In short, millers would have considerably less incentive to pass gains on to growers, and 

growers could not know whether marketing decisions affecting their financial outcomes 

were made with the objective of maximising returns to both millers and growers. 

In recent years, events in the sugar industry suggest strongly that such developments 

are very plausible. Grower representative groups argued that the structure of Wilmar 

Sugar’s marketing proposal for 2017 (i.e. prior to the introduction of the Code) would 

have prevented growers reviewing and understanding the sugar sale transactions 

undertaken by Wilmar. The groups stated that Wilmar Sugar’s proposal would have 

enabled it to not disclose dealings in which it captured all market rewards while sharing 

the relevant risks with growers.52  The lack of disclosure (made possible by the absence 

of competition) would permit some millers to engage in transfer pricing (for example to 

their vertically integrated refineries) and allocate a disproportionate share of sale 

proceeds to its benefit and growers’ loss without growers’ knowledge. 

The most efficient means of ensuring transparency in commercial dealings is through 

the contractual transparency and accountability enforced by competition, in this case the 

Code driven competitive marketing of GEI sugar. If millers must compete to market GEI 

sugar, then growers can be expected to choose to use marketers that provide them with 

the best outcome, having regard to their returns, the information they need to be make 

prudent decisions and other relevant aspects of the grower marketer relationship. In 

short, marketers will be accountable because growers will vote with their GEI sugar to 

not use those marketers with opaque approaches to transactions who do not offer value. 

Transactional transparency and accountability is one benefit delivered by the 

competition enabled by the Code.  It is delivered hand in hand with the other key benefit 

of Code engendered competition: the development of a wider range of marketing 

products that increase the ability of growers to manage risks that are particular to their 

circumstances.  We turn to those benefits in the next section. 

                                                      
52  CANEGROWERS and Australian Cane Farmers (2014), Submission to Senate Standing Committee on Rural and Regional 

Affairs and Transport, Attachment 1, A. The impact of proposed changes on the local sugar industry, including the 
effect on grower economic interest sugar,– rectifying an imbalance in market power, p.13. 
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5.2 Better product development and risk management 

The Code ensures that millers have a strong incentive to act in an open and transparent 

manner in their dealings with growers to ensure they are attractive commercial partners 

for the marketing of GEI sugar.  

Additionally, competitive pressures are already bringing a significant increase in the 

range and quality (in terms of transparency and risk allocation) of product offerings and 

associated risk management tools for the sale of GEI sugar.  

This is consistent with the early stages of commercial development of new markets.  

Competition is a process of discovery through which participants in markets identify 

both the value to them of the goods and services on offer and the value of the goods and 

services they offer to others. The Australian Competition Tribunal explained in re 

QCMA (1976):53  

… we think of competition as a mechanism for discovery of market information and 

for enforcement of business decisions in the light of this information. It is a 

mechanism, first, for firms discovering the kinds of goods and services the 

community wants and the manner in which these may be supplied in the cheapest 

possible way. Prices and profits are the signals which register the play of these forces 

of demand and supply. At the same time, competition is a mechanism of enforcement: 

firms disregard these signals at their peril, being fully aware that there are other firms, 

either currently in existence or as yet unborn, which would be only too willing to 

encroach upon their market share and ultimately supplant them. 

This does not mean that we view competition as a series of passive, mechanical 

responses to ‘‘impersonal market forces’’. There is of course a creative role for firms 

in devising the new product, the new technology, the more effective service or 

improved cost efficiency. And there are opportunities and rewards as well as 

punishments. Competition is a dynamic process; but that process is generated by 

market pressure from alternative sources of supply and the desire to keep ahead. 

In the following sections we describe how the Code is driving the competitive process 

through sugar marketing and the benefits being delivered as a result. 

                                                      
53  Re QCMA (1976) 25 FLR 169. 
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5.2.1 Marketers responsive to grower needs 

Existing competition and the credible threat of new entry, both created or facilitated by 

the Code, provide additional incentives for millers, QSL and entrants54 to be efficient 

sugar marketers by providing the incentive to improve their marketing performance 

through competing on grower price, service and products and to develop effective 

commercial relationships with growers.  

Grower representatives indicate that prior to the Code, Wilmar’s 2017 marketing 

proposal would have seen it secure an unfair outcome, a position it maintained until 

intervention. Since the implementation of the Code, Wilmar is marketing its services to 

growers and advises growers that if they select Wilmar to market their GEI sugar they 

will “receive 100% of net marketing premiums on the sale of GEI sugar, and certainty of 

an open fee structure with no hidden charges”.55 This is clear evidence of the benefits of 

a competitive sugar marketing environment.  

Figure 5 below sets out the increasing array of products that are available to growers in 

each miller region over time. In 2013, sugar price hedging products were introduced. 

Over 2014-16, additional products were introduced by the three millers marketing GEI 

sugar.  

In the first year of the Code’s application, 2017, the three millers again introduced 

additional products. This history of product innovation suggests strongly that the 

millers responded first to the business threat created by the dispute and second to the 

Code by expanding their range of products. This indicates that repealing the Code or 

weakening its key grower choice and arbitration provisions would remove or 

significantly reduce the incentives for millers to respond to grower needs. 

                                                      
54  It also is possible that global traders might enter the market as occurred in the marketing of grain following de-

regulation. 

55  Wilmar Sugar, 
https://www.wilmarsugarmills.com.au/images/Wilmar/MKT03_Making_Wilmar_your_GEI_Marketer_Extended
.pdf (viewed 1 August 2018) 

 

https://www.wilmarsugarmills.com.au/images/Wilmar/MKT03_Making_Wilmar_your_GEI_Marketer_Extended.pdf
https://www.wilmarsugarmills.com.au/images/Wilmar/MKT03_Making_Wilmar_your_GEI_Marketer_Extended.pdf
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Figure 5 Growth of marketing products offered by mill owners over time 

 
Data source: QSL. 

Some of the product innovations that have emerged with competition in marketing are 

outlined below.  

Volume increments 

Increments of volume for transactions have been reduced from a minimum of 50 tonnes 

(consistent with the ICE11 trading increment) to a minimum of 10 tonnes. The change 

was initially introduced by Wilmar and it has since been followed by other marketers. 

The smaller minimum parcel enables growers to better diversify exposures to the 

various factors affecting returns, including the timing of sugar sale and the marketers of 

their GEI sugar. It is expected future seasons will enable greater choice around the timing 

of commitment, at least for committed sugar. 

Payment Options 

Before the Code, growers were paid under a “one size fits all” arrangement of 

incremental instalments over the season. Approximately 60% of their payment was 

made upon cane delivery, 80% by January of the following year and the remaining 20% 

was paid in the period leading to next harvest. Under the Code, more payment options 

have emerged that generally provide for growers to be paid more quickly, with some 

products providing for payment of 90% of revenue before the end of December. 

It is likely that the Code will lead to options emerging to help growers finance their crops 

or at least obtain access to cash flow more quickly than in the past, enabling growers to 
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access cheaper sources of finance. The security of being able to better sell sugar in the 

forward market will enhance the security value of future cane crops, similarly costlessly 

advancing the interests of growers and enabling more cane (or indeed, other crops) to 

be grown. 

Forward market exposure 

Forward selling allows growers to manage the longer-term price risk inherent in issues 

associated with the length of their commitment to a crop. The Code provides stronger 

incentives for marketers to align product offerings with the value derived from them by 

growers. 

The forward pricing options offered before introduction of the Code were relatively 

inflexible and so were not as effective a means of managing price risk for growers as new 

options that are now offered.  The key improvements relate to new products, longer 

pricing windows, and smaller nomination tonnages. The range of forward pricing 

products reflects risk management and hedging around the capacity for in-season 

storage and shipping of sugar. 

Timing of marketing commitment 

The common approach is for growers to commit their crop to particular marketing 

products before the crushing season, as they did before the Code was introduced. We 

understand that over time it might become possible for growers to delay product 

specification for committed sugar until more information is revealed about the market. 

This would reduce the risk inherent in choosing marketing products. 

Number of products 

As shown in Figure 5, the range of marketing products offered to growers has increased 

significantly over time. Specifically, since the introduction of the Code, the number of 

marketing products offered by Wilmar Sugar, MSF Sugar and Tully Limited has 

increased significantly. Product offerings vary from location to location with the 

offerings of the mills or, in the case of mills operating on an indirect basis, the QSL 

offerings determined by the mill to be available to growers. As noted above, further 

product innovation can be expected, such as pre-crop finance. 

Correspondence with growers has supported the increase in product diversification 

under the Code, as evidenced by the following statements made by growers regarding 

the benefits of the Code: 

One additional benefit is that there will be competition among the sugar marketers. 

This has already resulted in an increased variety of avenues to sell our sugar within 
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each company such as; actively managed pools, harvest pool and the target pricing 

pool. There is also now a variety of options in payment scheduling. This would not 

happen without competition and maintaining this competition will ensure that 

pricing will continue to be optimised.  

… 

Sugar marketers will be competing for our business; we are already being offered a 

much wider variety of products to price our sugar. 

5.2.2 Growers better able to manage risk 

A significant consequence of the marketing competition driven by the Code will be 

growth in the market knowledge and commercial skills of cane growers. The historic 

single-desk and recent proposed miller-controlled marketing arrangements did not 

provide for grower participation in the development of marketing strategies and 

products that are so crucial to the returns and the management of risk for their 

enterprises. Consequently, growers’ knowledge of marketing and possession of the 

requisite commercial skills had been limited. 

Competition under the Code offers growers the potential to build their commercial skills 

and knowledge of the international sugar market, including the value chain and how 

returns on investment are derived and crucially take control of this fundamental aspect 

of their operations that is so crucial to the returns and the management of risk for their 

enterprises.  

Possessed with improved knowledge and skills, growers will be able to maximise the 

benefits they can obtain from the greater range of products and risk management options 

that coalesce to ultimately lower the effective cost of cane production, including, by 

enhancing the ability to access attractive market returns by forward selling sugar. 

5.2.3 Alignment of risk allocation and management 

The increase in product offerings since the implementation of the Code demonstrates 

the process of product discovery in the sugar marketing sector, with industry 

participants being engaged in trial and error processes as part of developing an 

understanding of which marketing products offer the greatest value. It should be 

expected that over time this process will result in a convergence of products. 

A key factor in determining the value of product to a grower is the extent to which it is 

aligned with the grower’s risk profile and preferences.  Risk profiles and preferences will 

vary among sugar growing regions and among growers within a region and between 

regions.  The key benefit therefore of the discovery process is that it is the only effective 
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way to determine the most efficient range of products to meet the varying needs of 

growers – growers will vote with their GEI sugar.   

Products that are more finely tailored to growers’ circumstances also will allocate risk 

more appropriately between parties.  This means that growers will have greater ability 

to manage their businesses’ particular risks, for example through better timing of the 

marketing of their GEI sugar.  Over time, this will lead to a more efficient industry than 

was possible under either historic single-desk marketing arrangements or the regional 

marketing monopolies some millers could be expected to exercise in the absence of the 

Code. 

Improved capacity to manage risk will improve the confidence of growers and that of 

their financiers in plans to invest in farm-size expansion and productivity improving 

capital equipment. In turn, this will improve the efficiency and increase the output of 

the sugar industry, delivering benefits to growers, millers and other industry 

participants. 

In light of this discussion, it should be clear that returns to growers on their GEI sugar 

are highly unlikely to be uniform across the industry or even necessarily within regions. 

Such outcomes are consistent with the operation of a competitive market, as they will 

reflect the application of the varying knowledge and skills of growers to a sale process 

that involves trading a product that must be optimised across a range of dimensions, as 

outlined above. 

5.3 Greater industry confidence 

In summary, the Code is building greater confidence among growers that their 

businesses have reasonable prospects of prospering, all else equal. This is the outcome 

of the Code: 

 ensuring transactional transparency and accountability; 

 driving the development of new marketing products that improve growers’ ability 

to manage risk; 

 offering growers opportunity to build their marketing knowledge and commercial 

skills; and so 

 laying a foundation for growth in the production and productivity of the industry. 

Improved grower confidence was noted as an important benefit of the Code by several 

growers: 
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Continuity of cane production, underpinned by the Code, will always benefit the 

long-term economic stability of both growers and millers. 

… 

I see the Code of Conduct as security for both farmer and miller. Code of Conduct 

gives my business security that the miller has no monopoly over the situation and 

helps in forward planning as any negotiations must be entered and terminated over 

a specific time frame.  

In the following sections we discuss additional benefits of the Code that extend beyond 

the industry itself to regional economies and governments (taxpayers) generally. 

5.4 Avoidance of industry disruption 

5.4.1 Improved commercial relations within the industry 

In the short run, the Code provides a circuit breaker in the difficult commercial relations 

between cane growers and millers, which, for example, included threats of a growers’ 

strike in early 2017.56  By addressing growers’ concerns over marketing of GEI sugar, the 

Code has reduced the risk of harmful disruption to the industry, the loss of crops and 

damage to Queensland’s reputation as a supplier of sugar internationally.   

This is supported by the following statements made by growers regarding the likely 

implications of the removal of the Code: 

The greatest risk is the share of GEI sugar to farmer at the moment. Farmers will be 

given no options on sugar marketing and have no transparency in issues dealing with 

harvesting and crushing of cane. Another risk is the miller passing all the risk of losses 

in sugar marketing onto growers with growers having no input into the decision 

making process. Removing the Code will achieve millers having total control of the 

sugar industry passing the risk to farmers in turn affecting communities and the 

Australian families and economy.  

… 

Without the Code, growers would be back to relying on negotiations with a company 

proven to be immovable on their desire to utilise a monopoly and be the sole marketer 

of sugarcane in our region. 

                                                      
56  http://www.abc.net.au/news/rural/2017-01-27/north-queensland-growers-consider-strike-over-marketing-

stoush/8217096 (viewed 3 August 2018) 

http://www.abc.net.au/news/rural/2017-01-27/north-queensland-growers-consider-strike-over-marketing-stoush/8217096
http://www.abc.net.au/news/rural/2017-01-27/north-queensland-growers-consider-strike-over-marketing-stoush/8217096
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Over the medium to longer term, the Code offers the prospect of sustained improved 

commercial relations within the industry. Statements made by growers indicate that the 

Code has already resulted in an improvement in relations between mill owners and 

growers: 

Other producers in cane growing areas were able to come to a satisfactory agreement 

with their millers. They were able to conclude negotiations in a timely manner, 

resulting with (sic) them being able to take advantage of the historically high price for 

the sale of their sugar and having a choice with their marketer.  

This benefit perhaps was not widely foreseen during development of the Code and its 

full value is likely to take some years to become apparent. Nonetheless, it is reasonable 

to expect that its importance to the long-term efficiency and economic contribution of 

the sugar industry will be very significant over the medium to longer term. 

5.4.2 Sugar production 

The key test of the benefit of the Code is whether the sugar industry will be more efficient 

with the Code than without it. Given the preceding evidence and analysis, in our view 

the Code is more likely than not to deliver considerable gains in the efficiency and output 

of the sugar industry. 

First, certainty and control over the marketing of GEI sugar that the Code provides to 

growers has already afforded them greater control over the marketing of their sugar and 

with it, greater confidence in the general prospects for independent cane growing 

businesses. 

Competition in sugar marketing is delivering a much greater range of products for 

growers to manage risk in ways better suited to the particular circumstances of their 

enterprises.  In the short run, these products allow informed growers to better align 

diversification and risk management practices associated with their individual 

circumstances (eg where desired to improve the certainty of their revenues).  Better risk 

management options for growers itself allows them to achieve a lower cost of 

production. In turn, these developments (and the resulting dissemination among 

growers of new market knowledge and commercial skills) will enable growers and 

financiers to invest in on-farm productivity improvements and farm expansions.   

If the Code is able to enhance the conditions for cane, the area under cane will 

correspondingly increase and with it the throughput and capital utilisation of the mills, 

meaning lower unit costs of processing.  Over the medium to longer term, the 

competitively driven developments enabled by the Code will lead to greater economies 
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of scale in cane growing and milling and therefore a more competitive industry in the 

international sugar market. 

As stated, although the necessary initial market developments are in place, the major 

beneficial outcomes will be obtained over the medium to longer term. In the short run it 

is likely to be difficult to distinguish the effects of the Code from other factors, such as 

rainfall, relevant to determining the annual size of the sugar cane crop. The Code needs 

to be given time to drive its major benefits through the industry. 

5.5 Avoidance of adverse effects on communities 

As we have discussed, in the absence of the Code, millers will be able increase their 

returns and lower their costs at the expense of growers. This is an issue of significant 

concern to growers, as evidenced by the following grower statement: 

The benefits of the Code is that it provides a small safety net for the farmers. The 

Sugar Code is the voice of the ground roots. Without it, the influential corporate 

milling company will have total control over the grower. The farmer is exposed to 

many risks, without the Code we will not survive. 

However, with the Code, efficiency gains should enlarge the value created by the sugar 

industry while ensuring that the derived returns are distributed between growers and 

millers such that both sectors are rewarded sufficiently to encourage efficient levels of 

investment.  

In the absence of the Code, the effects of consequentially lower farm incomes in cane 

growing regions may include: 

 Growers turning their farm land over to the production of other crops, where 

suitable (noting that the ability to diversify crops is limited); 

 Growers, in circumstances where a shift to other crops is not feasible, selling their 

land to other growers or millers at prices reflecting values that have reduced 

significantly as a result of lower returns to cane growing; and 

 Lower incomes throughout the region as farmers’ reduced capacity to pay for goods 

and services reduces the incomes of farm service providers and other general 

businesses, with flow on effects throughout the region. 

The resulting economic and social dislocation will have costs to governments and 

taxpayers through higher welfare and other payments in regions, and through 

infrastructure and other costs from people relocating to other towns and cities. In the 

extreme event of growers not supplying mills, the consequences for regional 
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communities would be catastrophic as an entire year’s revenue for affected growers 

would be lost to the region.  

5.6  Summary of Code benefits 

The key public benefits of the Code arise from improving the competitiveness of sugar 

marketing and with it: 

 Improving the transparency and accountability in marketing 

 Encouraging innovation in product development and risk management 

 Avoiding industry disruption arising from tension between millers and growers 

 Instilling greater confidence in marketing outcomes for growers and improving the 

economic climate for cane production, enabling scale economies in milling to be 

achieved 

 Avoiding the adverse effects on communities arising from the conflict of interest 

millers face when marketing GEI sugar in the absence of competition 

It is expected that the benefits will continue to accrue to the industry for so long as the 

Code is in place.  
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6 Costs of the Code 

Having assessed the benefits attributable to the Code, it is necessary to compare these 

benefits to the costs that the Code imposes on industry participants and other 

stakeholders (e.g. government). This section contains discussion on the following: 

 costs incurred in implementing the Code, however are not relevant to its continued 

operation (i.e. sunk costs);  

 the ongoing costs attributable to the Code; and 

 costs that have been incorrectly attributed to the Code. 

6.1 Costs incurred in implementing the Code  

The implementation of a regulatory instrument, even a light-handed instrument such as 

the Code, typically imposes up-front implementation and transition costs on industry 

participants. The costs incurred in implementing the Code included: 

 the cost of renegotiating CSAs and OSAs;57  

 costs incurred as industry participants adjust to the Code and its impact on the 

negotiation of CSAs and engaging of sugar marketers; 

 the costs incurred by sugar marketers associated with product development. 

Whilst acknowledging the above costs, they largely represent one-off costs that have 

already been incurred by industry participants and are sunk. In undertaking a forward-

looking assessment of the appropriateness of a regulatory instrument, it is not 

appropriate to take sunk costs into account in the decision-making process. The 

following section assesses those costs that are relevant to the assessment of the Code.  

6.2 Ongoing costs 

As with any regulatory instrument, there are some costs imposed on industry 

participants as a result of the continued operation of the Code. The existence of these 

costs is evidenced by the inclusion of an additional charge to growers in a recently 

negotiated CSA to compensate millers for the costs incurred in relation to the Code. 

These ongoing costs are set out in the following sections. 

                                                      
57  For example, Wilmar Sugar and Mackay Sugar Limited have incurred additional costs through the completion of its 

CSA and OSA negotiations following the implementation of the Code.  
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6.2.1 Costs of competition for GEI sugar 

Where competition is introduced into a formerly uncompetitive market (such as the 

market for GEI sugar prior to the introduction of grower choice), those firms that elect 

to compete in the market incur additional costs. In this case, prior to the introduction of 

amendments to the Sugar Industry Act (section 33B) in December 2015 and subsequently 

the Code, the marketing of GEI sugar was not subject to competition. This situation 

changed with the introduction of grower choice under the Code and has resulted in 

entities, including millers, engaging in competition for the marketing of GEI sugar.  

The costs incurred by marketing entities to compete for the marketing of GEI sugar 

include marketing and promotion; product development; and customer engagement. 

Examples of additional costs incurred as a result of the introduction of competition for 

the marketing of GEI sugar include: 

 Wilmar Sugar has developed a marketing and pricing platform and associated 

product offerings; 

 Tully Sugar and MSF Sugar have developed structures enabling growers to access 

QSL pricing structures; and 

 several marketers have opened up new offices in cane growing regions to increase 

their levels of customer (i.e. grower) engagement. 

Although these costs do represent additional costs that have been incurred directly as a 

result of the introduction of grower choice, they arise as part of the operation of any 

competitive market and are necessary for the benefits of competition to be realised. 

Furthermore, a significant proportion of these costs have been recovered from growers, 

with millers levying additional charges on growers for the use of miller marketing 

platforms and in some cases, passing harbour dues onto growers,.58 For example, Tully 

Sugar has raised administrative charges levied on growers to $2/tonne and shifted the 

burden of harbour dues from the miller to growers, which is inconsistent with the past 

application of the cane price formula.  

6.2.2 Contracting, negotiation and administration costs 

There will be ongoing costs associated with contracting and negotiation of CSA and 

OSAs under the Code. However, it is not clear why these costs would be any higher 

under the Code than under the status quo, especially over time. 

                                                      
58  Growers and millers have historically shared in the cost of marketing raw sugar as a deduction from the sales revenue 

used to derive grower returns.  
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6.2.3 Product development costs 

Product development costs include research and development, customer consultation4 

and legal costs. These costs are necessarily incurred to enable the process of discovery to 

occur whereby growers vote with their cane to identify the products that are of greatest 

benefit to them.  

6.2.4 Grower education costs 

The introduction of grower choice has resulted in fundamental changes to the marketing 

of raw sugar and the relationship between growers, millers and independent 

marketer(s). As such, considerable resources have been invested by a range of industry 

participants, in particular grower and industry representative groups, in educating 

growers in relation to the Code and its implications for the marketing of GEI sugar.  

Whilst these education programs play an important role in ensuring that the sugar 

industry is able to derive the full economic benefit from the regulatory reform, they are 

not overly material, particularly once effective education programs and initiatives have 

been developed and implemented. Like product development costs, these costs are 

essential to growers obtaining the benefits of better risk management for their 

enterprises.  

Finally, if a grower so opts, he or she is able to simply rely on historical marketing 

patterns and not incur these costs and rely on the competitive tension created by other 

growers to deliver improved outcomes.   

6.2.5 Costs imposed by conduct of millers 

The introduction of grower choice under the Code has resulted in some millers engaging 

in activities that have imposed costs on other industry participants. Some examples of 

these costs are addressed below. In general, whilst these costs arise from the Code to 

varying degrees, solutions are available that minimise their impact into the future. 

Stockpile segregation  

One miller has insisted on stockpile segregation in storage sheds. This sterilises storage 

capacity reducing the total volume raw sugar able to take advantage of seasonal 

premiums.  
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Whilst the commercial rationale for this behaviour is unclear (given the homogeneity of 

raw sugar as discussed in section 3.3.6),59 it is only indirectly connected with the Code. 

It will arise whenever one of the millers who accesses a storage insists upon segregation.  

As millers are the entities responsible for this cost being incurred, a potential solution is 

for the miller to pay for the opportunity costs suffered by this strategy through higher 

storage charges reflecting the opportunity cost of their insistence on segregation. Such a 

solution can be resolved through commercial arrangements between marketers and STL. 

As such, any costs associated with stockpile segregation are not costs imposed by the 

Code. 

Information availability for reconciliation 

Millers have also engaged in conduct that imposes costs on independent marketers, 

primarily by constraining the provision of necessary information to marketers 

responsible for the marketing of GEI sugar (i.e. information required to verify and 

inform the raw sugar allocation process). This conduct may be motivated by a desire to 

increase the costs faced by independent marketers that are competing for GEI sugar.  

This issue can be addressed by the inclusion of provisions in future CSAs requiring 

millers to disclose relevant information to an independent marketer, enabling marketers 

to perform the necessary reconciliations for growers. Such an outcome could be 

facilitated by clarifying the intent of the Code to achieve an outcome where independent 

marketers are not placed at a disadvantage by incumbent millers.  

6.3 Costs unrelated to the Code 

Millers have previously argued that regulation, such as the Code, results in a reduction 

in returns from sugar production, which devalues milling assets and reduces incentive 

for further investment in the sector.  

Asset values represent the Present Value of future net cashflows expected to be 

generated by the asset based on an assessment of underlying risk. Hence, in order for 

the value of milling assets to have decreased, the cashflows expected to be generated 

from the asset must have reduced or the risk associated with the realisation of those cash 

flows increased.  

This cannot be attributed to the introduction of grower choice or the Code, as the Code 

does not in any way affect the returns that millers derive from milling, which remains 

                                                      
59  Millers may consider this conduct necessary to preserve margins in the sugar marketing component of its operations 

due to perceptions regarding the marketability of raw sugar that is intermingled. 
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based on long established industry wide and accepted practices. That is, millers have 

always had the obligation to pay growers for their GEI sugar based on the raw sugar 

price achieved for the GEI sugar and the cane payment formula. This remains 

unchanged under the Code. Furthermore, millers retain the ability to market MEI sugar 

however they desire under the Code, which could only reduce the risk associated with 

the realisation of their returns (otherwise they would continue with past marketing 

practices).  

Rather, to the extent that millers have observed a reduction in the expected value of their 

future cashflows, and hence the value of milling assets, since the introduction of the 

Code, this is most likely attributable to the declining world sugar price, which is 

expected to continue in the short term, and the subsequent lower returns being derived 

by millers, rather than because of the Code (see section 3.1). 

Indeed, the only scenario under which the Code could have resulted in a reduction in 

the value of milling assets is if, prior to the introduction of the Code, millers were 

exercising their market power to extract rents from the marketing of GEI sugar at the 

expense of growers (i.e. by removing the ability for millers to extract rents in sugar 

marketing, the Code has reduced the expected future cashflows to be derived from 

milling assets and hence the profitability of the millers). Clearly, to the extent that a loss 

of value is attributed to the cessation of a transfer of marketing related profit from GEI 

sugar, the loss is not a relevant cost of the Code for current purposes. 

Similarly, arguments previously pursued that the uncertainty associated with the 

implementation of the Code has resulted in a reduction in maintenance expenditure at 

sugar mills, resulting in inefficiencies and long-term costs, do not have any reasonable 

causal connection to the Code. Millers are incentivised to minimise their overall costs 

under the cane payment formula. To the extent that the deferral of maintenance 

expenditure is inefficient (i.e. increases the long-term costs of milling), this will impose 

additional costs on millers. Mill inefficiency may ultimately affect other participants in 

the sugar industry if it affects milling capacity – but this will be the consequence of poor 

maintenance by millers, as has always been the case, rather than the Code.  

6.4 Summary 

The implementation of the Code has imposed costs on industry participants, including 

growers, millers and independent marketers. These costs have included up-front costs 

incurred in adjusting to the Code, in particular the re-negotiation of CSAs and 

negotiation of OSAs, that are now largely sunk. The Code will result in future costs being 

incurred associated with: 
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 competition in the market for the marketing of GEI sugar, which are part of the 

process required to achieve the efficiency gains from competition; 

 contracting and negotiation costs being the costs of contracting and negotiating CSA 

and OSAs under the Code, which are unlikely to be similar to what would arise in 

the absence of the Code, especially over time; 

 product development costs, which are the costs associated with product innovation 

as part of the competitive process and integral to the realisation of gains from this 

process; and 

 grower education costs, which are necessary to ensure that growers understand the 

impact of the Code, in particular the implications of grower choice provisions on 

the opportunity to enhance their enterprises. A significant component of these 

grower education costs is likely to be one-off costs. 

Additional costs have also been incurred, primarily by growers and independent 

marketers, as a result of the conduct of millers since the introduction of the Code. The 

Code includes mechanisms to address these costs over time. 

Finally, the attribution of the reduction in the value of milling assets to the Code is 

without basis. This loss of value is attributable to the reduction in the world raw sugar 

price and has not been impacted by the regulatory settings in the Australian sugar 

industry.   It is expected that the ongoing costs of the Code are not significant. Moreover, 

from the perspective of the review of the Code as a regulatory instrument as part of a 

wider regulatory environment, its role in remedying some shortcomings in the 

Queensland Sugar Industry (Real Choice in Marketing) Amendment Act, has not in and of 

itself imposed costs, but assisted the industry move into the new competitive market 

environment. 
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7 Conclusions  

Regulatory intervention is necessary to address the abuses of market power that would 

otherwise arise from millers assuming monopoly control over the marketing of GEI 

sugar.   

Intervention also is necessary to complete the competition reforms only partially 

implemented in 2006 by the reform of QSL’s statutory single-desk marketing function, 

and thereby drive efficiency improvements through the sugar industry generally. 

The Code has provided a cost effective and efficacious means of addressing market 

power issues arising from miller marketing of GEI sugar. It is superior to alternative 

vehicles on account of it providing a targeted and low cost means of parties quickly 

resolving issues concerning the marketing of GEI sugar.  

The benefits of the Code significantly outweigh the costs. It is expected that the benefits 

will continue to accrue to the industry whereas the ongoing costs of the Code are not 

significant.  

The Code is a new instrument, made in April 2017.  In our view, it is apparent already 

that it creates strong incentives for better outcomes from the industry by improving 

returns and risk management instruments available to growers while leaving millers no 

worse off.  Nonetheless, more time is required for the Code to deliver its full benefits to 

the industry and enable a complete assessment of its effects to be performed. 
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A Cane Price Formula 

This attachment explains the Cane Price Formula and its implications for the returns 

earned by growers and millers. Figure 6 below depicts the allocation between growers 

and millers of revenue from sugar marketing according to the Cane Price Formula 

introduced in 1915.   

The formula continues to be relevant except that grower share is now reflected in the 

GEI sugar and the miller share in the MEI sugar. 

Under the formula. growers receive approximately two-thirds of the proceeds from the 

sale of sugar and millers one-third.  The final allocations are varied by the measured CCS 

of a grower’s cane (shown on the vertical axis) and a mill’s level of investment in 

equipment and technology (shown on the horizontal axis).   

To the extent that growers or millers deliver better results (growers through a higher 

CCS, millers through higher recovery of sugar), their share of the final return is higher.   

Figure 6 Allocation of revenue from sugar marketing by the cane price formula 
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