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The Australian grains industry will remember the 2006 winter crop as one of the most drought affected
crops in living memory ( gure A). The effect of the drought on Australian grain production was perhaps
even more noticable because it followed Australia s second largest winter crop harvest on record.
Many industry stakeholders are concerned about the impact of the drought on the nancial viability of
Australian grain producers as well as any implications for future productivity growth in the industry.

In the light of these concerns, two key factors are analysed here. First,
production and market forecasts for the Australian grains industry are
presented, with key world market developments affecting the short and
medium term price outlook discussed. Second, detailed estimates of farm
nancial performance in the grains industry are used to provide an up to
date picture of the impact of the 2006-07 drought on farm businesses. In
particular, the position from which the industry will begin its recovery from 4,
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fig B Australian cropping areas and
sheep numbers

In this report, the Australian grains industry is taken to comprise broadacre cropping and live-
stock grazing farms that sowed more than 100 hectares of crops. This industry grouping includes
nearly 29 000 farms, which collectively account for around 97 per cent of the total area sown
to grain crops in Australia. However, the majority of farms growing grains also have signi cant
livestock enterprises, usually sheep or cattle or a combination of both. Within the grains industry,
a farm is considered to be a specialist grain farm if more than half of total cash receipts is
received from crop sales. The remaining farms are referred to as nonspecialist grain farms.

grains outlook to 2007-08

The severe drought that sharply curtailed winter grains production in 2006-07 continued over
the summer, with severe adverse effects on Australian summer grain crops. Summer crop produc-
tion in 2006-07 is forecast to fall by 59 per cent to around 1.9 million tonnes, the smallest in
over twenty years. Re ecting one of the driest winter cropping seasons on record, winter crop
production in Australia in 2006-07 is estimated to have fallen by around 61 per cent to 15.7
million tonnes.

Forecasts for the Australian grains industry in 2007-08 take into account recent climate outlook
information from the Australian Bureau of Meteorology. In its latest El Nigo status report (24 April
2007), the Bureau indicated that there appears to be litlle chance of returning to El Nizo in 2007,
with a continuation of neutral or a switch La Niza conditions the more likely outcomes. However,
the end of the El Nizo should not be seen as a precursor to drought breaking rains. This particu-
larly applies to water supplies in parts of eastern and southern Australia, which in some instances
require several years of good rainfall to recover to a satisfactory level.

In its national seasonal rainfall outlook for May to July (23 April 2007),
the Bureau indicates that there is a moderate swing in the odds toward
above average rainfall in a relatively small region spanning parts of south
east Queensland and north east New South Wales. However, across
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most of the country the chances of accumulating at least average rainfall

P over the next three months are close to 50 per cent.

Using the Bureau of Meteorology assessments as a base for assuming
average seasonal conditions, it is reasonable to expect a sharp increase
in the area sown to winter crops in 2007-08. Many livestock producers
signi cantly reduced their animal numbers during the second half of 2006
as the drought intensi ed. Prices of replacement livestock are expected
to be high during 2007, and where possible producers will be turning to
additional cropping to improve farm incomes in the short term. The area
sown to winter grain crops is consequently forecast to increase by around
15 per cent to 21.4 million hectares in 2007-08.

2006 2011  The areasown to the various winter crops will be dependent on the timing
07 . and extent of the autumn rains. A late break to the season could result in
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increased areas sown to wheat and barley at the expense of canola and pulse crops. Crop
rotation factors will also be a consideration for individual growers.

The area sown to wheat in 2007-08 is forecast to increase to 13 million hectares, 17 per cent
higher than in the previous season ( gure B). The areas sown to barley, canola and pulse
crops are forecast to increase by 17 per cent, 10 per cent and 2 per cent respectively when
compared with 2006-07. Assuming average seasonal conditions, total winter crop produc-
tion is forecast to be 38.4 million tonnes, an increase of 22.7 million tonnes from the drought
affected 2006-07 harvest.

On the basis of assumed average seasonal conditions, a recovery in world wheat produc-
tion is forecast for 2007-08, with production increasing by around 36 million tonnes to 625
million tonnes. The forecast increase in production is the result of both an increase in the area
sown to wheat and yield improvements in many of the major producing and exporting coun-
tries. Improved seasonal conditions in Australia, India, the European Union, the United States
and the Russian Federation are contributing to forecast increased production in these coun-
tries. However, in China, the world s second largest wheat producer, production is forecast to
decline by 3 per cent when compared with 2006-07, as yields are expected to be closer to
historical averages.

World coarse grains production is forecast to rise by 6 per cent to over 1 billion tonnes in
2007-08, with a signi cant increase in production in the United States and Canada. Produc-
tion in the European Union and Australia is also expected to increase relative to the drought
affected 2006-07 crop. Production is expected to continue to expand in China, south America
and the Russian Federation. The area planted to corn in the United States is forecast to rise by
around 9 per cent to 35 million hectares. Higher returns from corn relative to soybeans and
other crops will encourage increased plantings. Assuming average seasonal conditions in
2007-08, US corn production is forecast to rise by 13 per cent to around 303 million tonnes.

World production of oilseeds is forecast to decline by 2 per centin 2007-08 to be around 388
million tonnes. Soybean production, which accounts for an average 57 per cent of oilseeds
production, is forecast to fall in 2007-08. In the United States, the world s largest soybean
producer, production is forecast to decline in 2007-08 as growers switch from the production
of soybean to com. Strong demand for US corn based ethanol has resulted in high returns for
corn relative to soybeans. In the other major soybean producing countries, Brazil and Argen-
tina, soybean production is also likely to decline in 2007-08. Seasonal conditions for the
2006-07 soybean crop in both Argentina and Brazil have been favourable and yields are esti-
mated to be above average. In 2007-08 the area sown to soybeans in these two countries is
likely to increase, but an assumed return to average yields will mean production will decline.
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medium term outlook for grains

In real terms, world prices for grains and oilseeds were on a declining trend from early in the
1990s to mid-2000 ( gure C). In the past, short term price spikes have been linked to produc-
tion shortfalls in key producing and exporting countries.

Over the medium term, the world supply demand situation for grains and
oilseeds is expected to remain relatively tight. Grain stocks are currently

fig C world grain prices low and over the medium term there is expected to be little increase
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Over the past twenty years, the area of grains harvested has remained fairly constant, falling
by an average of half a per cent a year. Over the same period the area under oilseeds has
increased by just over 2 per cent a year. Production of grains and oilseeds has increased over
this time, largely through productivity improvements. Over the past twenty years, wheat yields
have increased by an average 1 per cent a year, coarse grains by 1.5 per cent and oilseeds
by 1.7 per cent a year. Over the medium term, it is expected that with continued productivity
improvements, production will continue to rise. Wheat production is projected to increase to
647 million tonnes in 2011-12, coarse grains to 1.1 billion and oilseeds to 441 million tonnes.

The area sown to grains and oilseeds is likely to increase over the medium term in response to
higher prices. Various government policies in the major grain growing countries (particularly
Brazil, China, India, the European Union, United States and the Russia Federation) are likely to
in uence cropping decisions. In the European Union and the United States, higher prices for
grains and increased demand for biofuels could encourage the use of land that had previously
been removed from production through government initiatives.
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In the European Union, the Common Agricultural Policy (CAP) has traditionally in uenced EU
crop production through support prices, planting restrictions, intervention buying and stock
management. Under current CAP arrangements the percentage of eligible land to be set
aside is decided each year. Set-aside land refers to farmland that is taken out of production.
This set-aside land is subsidised by payments from the European Union at a rate of 406 euros
per hectare. Under the current CAP rules this set-aside land can then be used to produce crops,
provided it is contracted solely for products that are not used in either the food or feed market.
This rule allows for additional land to be sown to crops such as canola for use in the produc-
tion of biofuels.

In the United States, policies and payments surrounding the Conservation Reserve Program
(CRP) will in uence planting decisions of growers who have participated in the program. A
large proportion of land that was included in the program will become available for cropping
in 2007. This land could be used for the production of grains and oilseeds in the United States
to meet the rising demand for biofuel.

The adoption of GM grains has resulted in an improvement in cropping yields. In Canada,
canola producers estimate that GM varieties increased yields by up to 10 per cent compared
with non-GM varieties. The US Department of Agriculture estimates that with continued adop-
tion of GM comn, United States yields will increase from the current ve year average of 9.15
tonnes per hectare to 10.5 tonnes per hectare by 2012.

The acceptance and adoption of GM grains is likely to increase over the medium term, espe-
cially given the increased demand for grains for nonfood purposes (biofuels).

Over the medium term, demand for grains and oilseeds is expected to increase, driven largely
by increasing demand for use in the production of biofuels (particularly for coarse grains and
oilseeds). World wheat consumption is projected to increase to 651 million tonnes by 2011-12,
compared with forecast consumption of 607 million in 2006-07. The main use of wheat is for
human consumption and this will increase with changes in world population. Over the outlook
period to 2011-12 there is expected to be an increase in the use of wheat for livestock feeding
purposes as some substitution occurs out of coarse grains and into wheat.

Consumption of coarse grains and oilseeds is projected to reach 1.08 billion tonnes and 440
million tonnes respectively by 2011-12. Although there is expected to be a shift in demand for
grains and oilseeds into industrial use over the medium term, traditional uses such as in animal
feed and for human consumption are also expected to continue to grow.

World demand for biofuels is expected to be a key component of aggregate demand for
grains and oilseeds over the medium term. Government policies in many countries are favour-
able for increased biofuels production, with mandatory use targets being set and various subsi-
dies made available to encourage higher output. The major renewable fuels are ethanol (with
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corn the major grain used) and biodiesel (with canola and rapeseed oils currently being the
most used vegetable oils).

Ethanol has become a major driver of coarse grains demand, boosted by government
mandated use in motor vehicle fuels, production subsidies of various types and high oil prices.
Growth in biofuels production will represent a major new demand for grains in addition to tradi-
tional livestock feed and industrial uses.

The European Union, United States, China, Brazil, Malaysia and Canada are all seeking to
ensure that a percentage of all transport fuel used contains biofuels. A major driver for relatively
high corn prices over the medium term will be the rapid rate of expan-
sion of corn based ethanol production in the United States, the world s

fig D US corn used for ethanol largest producer and exporter of corn. In 2000 about 6 billion litres of

corn based ethanol were produced in the United States, using around
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In the United States, the rapid expansion in ethanol production capacity and output has been
facilitated by a combination of: high oil prices, the US13 cents a litre tax credit provided to
blenders, low corn prices up to the second half of 2006, a duty of US14 cents a litre on
ethanol imports, the Renewable Fuels Standard (the majority of the mandate will be met by
ethanol); and the banning of ethanol s main oxygenate competitor, methyl tertiary butyl ether
(MTBE) because of environmental concerns. Reductions in production costs over time are also
helping the expansion.

Despite an import duty of US14 cents a litre, US imports of ethanol from Brazil rose to 1.7 billion
litres in 2006, up from 117 million litres in 2005, as domestic production was unable to keep up
with demand. US Government policy remains strongly supportive of biofuels, with recently intro-
duced legislation calling for even stronger support, and greater biofuels production and use. In
his 2007 State of the Union address, the President of the United States set a goal of reducing
US gasoline consumption by 20 per cent in the next ten years. It was proposed that the scope
of the current Renewable Fuel Standard expand to an Alternative Fuel Standard.



Biodiesel is a product derived from sources such as vegetable oils and can be used as a trans-
port fuel. The main vegetable oil used in biodiesel production is canola and rapeseed oil.
However, potential exists for other oils, such as palm and soybean oil, to be used.

In the European Union the largest producer and consumer of biodiesel the biofuels directive
of 2003, indicates that member states must have a renewable fuel inclusion rate of 5.75 per
cent (share of the market for petrol and diesel in transport) by 2010 and in the interim to have
had a 2 per cent inclusion rate by 2005. Expansion in biodiesel production capacity is already
occurring in the European Union. Biodiesel production capacity has grown from around 2
million tonnes in 2003 to 6.1 million tonnes in 2006. With the industry in the European Union
expected to continue to expand over the medium term, the demand for canola/rapeseed oil is
expected to increase, providing further support for world demand for oilseeds.

Over the medium term, biodiesel production is expected to increase in many countries including
Canada, China and the United States. In the United States, it is estimated that biodiesel produc-
tion was 950 million litres in 2006, up from 346 million litres in 2005. The National Biodiesel
Board indicates that there are 87 biodiesel plants in the United States, with 65 new plants
under construction and thirteen under expansion. Tax incentives such as a US26 cents a litre
biodiesel tax credit until 2008 are also encouraging biodiesel production in the United States.
Given the tax incentives and capacity being built by investors, biodiesel production and there-
fore demand for soy olil, is expected to grow over the medium term.

In Canada the government has mandated that by 2010, 5 per cent of all motor vehicle fuels
will be biofuels. Most of the biofuel used in Canada will be ethanol, with production capacity
forecast to be 1.5 billion litres by 2008. However, biodiesel production is likely to grow rapidly
from a current estimate of 9 million litres to a projected 100 million litres by 2008. Biodiesel
production in China is projected to increase to 2 million tonnes by 2010. Canola oil is consid-
ered an attractive feedstock for biodiesel production in China.

Australian medium term outlook

The area sown to grains and oilseeds is projected to remain above 20 million hectares over the
medium term, increasing to around 24 million hectares by 2011-12 (table 1). In 2006-07 the
area sown to grains and oilseeds in Australian fell to below 20 million hectares for the rst time
in nine years. The area sown to grains and oilseeds in 2007-08 is forecast to respond sharply
as growers rebound from the drought of 2006.

Competition for cropping land comes largely from the sheep industry, particularly in the wheat
sheep zone of Australia. Over the medium term the sheep ock is expected to increase as
farmers rebuild ocks that were reduced during the 2006 drought. By 2011-12 the Australian
sheep ock is projected to be around 103 million, an increase of around 3 million compared
with pre drought numbers. However, this is well below sheep numbers from the early 1990s.
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While the area sown to crops is expected to increase over the medium term, the cropping mix
will depend on rotations used by individual growers and the relative returns from the respec-
tive grains. With continued productivity improvements, total production of grains and oilseeds
is projected to reach 48 million tonnes by 2011-12. Wheat production is projected to be
around 28 million tonnes, coarse grains around 14 million tonnes and oilseeds around 3 million
tonnes.

1 outlook for Australian crops

wheat

area 000 ha

production kt

exports kt
real value a A$m

APW poolretuma  A$/t

coarse grains

area 000 ha
barley 000 ha
sorghum 000 ha
production kt
barley kt
sorghum kt
exports kt
real value a A$m

feed barley price a ~ A$/t
malting barley price a A$/t

oilseeds

total production kt
winter kt
summer kt

canola

production kt

exports (Nov Oct) kt
price (Nov Octja  A$/t
(delivered Melbourne)

total grains and oilseeds

area 000 ha
production kt
exports kt

real value a A$m

2005
-06

12 980
25090
15 168
3399
197

6 910
4739
889
14 360
9869
2019
5683
1230
193
208

2519
1479
1039

1441
831
398

22983
44 695
23 049

5474

2006
-07s

11138
9819
12 536
3069
242

5589
3990
427
5910
3722
996
3316
862
270
314

1013
540
473

513
265
567

19 412
17 409
17 578

4819

2007

-08 z

13 000
24 980
15663
3686
210

6678
4668
739
13144
8870
1862
4825
1195
197
245

1991
1302
689

1271
826
442

22 567
41 790
22122

5570

2008
09z

13 146
25877
19707
4570
200

6532
4482
761
1312
8685
1938
5769
1353
198
246

2203
1404
799

1373
961
397

22764
43 055
27779

6832

2009
10z

13253
26 594
20560
4881
210

6 625
4526
791

13 456
8860
2036
6022
1377
199
247

2430
1515
915

1485
1040
399

23155
44 556
29 152

7206

2010
A1z

13 316
27 166
21080
5114
213

6719
4572
823
13 858
9092
2139
6275
1403
200
249

2679
1638
1041

1609
1191
397

23520
46 034
30232

7509

2011
12 2

13382
27663
21320
5170
217

6793
4595
856
14 228
9283
2247
6510
1425
199
247

3090
1768
1321

1740
1270
395

23 888
47 587
31014

7617

a In 2006-07 Australian dollars. s ABARE estimate. z ABARE projection.



The expansion in Australia s intensive livestock industries is expected to result in increased
domestic demand for feedgrains. However, the growth in domestic consumption will be less than
production increases, allowing for Australian grain exports to continue to grow. Demand from
the emerging biofuels sector may also be a factor in increased domestic grain consumption.

farm nancial performance

ABARE uses the results of its survey of broadacre industries to monitor the productivity and nan-
cial performance of farms and publishes a number of indicators to gauge how farmers have

coped with changing seasonal
and market conditions.

The dry seasonal conditions that
affected the 2006 winter crop
and continued to adversely affect
broadacre agricultural  produc-
tion well into 2006-07 presented
a major challenge for Australian
grains industry farms. The impact
of the drought on farm nancial
performance and viability hinged
on a range of factors, such as the
extent to which farmers were able
to harvest grain for sale, income
earned from non-grain activities,
and nancial reserves accumu-
lated prior to the drought. While
the ability of farms in the grains
industry to recover from the current
drought depends crucially on a
return to average seasonal condi-

major nancial performance indicators

total cash costs

payments made by the farm business for materials
and services and for permanent and casual hired
labour (excluding owner manager, partner and
family labour)

farm cash income = total cash receipts
total revenues received
by the farm business
during the nancial year

farm business pro t = farm cash income + changes in
trading stock

depreciation  imputed

labour costs

pro tat full equity = farm business pro t + rent + interestand  depreciation

return produced by all nance lease on leased items
the resources used in the payments
farm business

rate of return = pro t at full equity + total opening capital x 100

return to all capital
used

offfarm income = wages offfarm + other business income + investment + social
owner manager and welfare

spouse only payments

tions, individual farm businesses will need to nance the planting of the 2007 winter crop
before cash ows are substantially restored.

Many of the 2005 winter crops were sown outside optimal planting times after the late break
in dry conditions during early winter 2005. However, average to above average spring rainfall
and mild spring temperatures across the majority of Australia s grain growing regions provided
an excellent nish to the season and above average yields were achieved. Along with the
higher yields, generally higher prices compared with the previous year helped to lift average
crop receipts for farmers in the grains industry to more than $270 000 per farm (table 2).
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2 nancial performance of Australian grain producers
average per farm

grain specialists

nonspecialist grain farms

grains industry

200405 200506p 2006-07s 2004-05

physical
area operated at 30 June ha 2 166 2354 (4) 2359 2 969
wheat area sown ha 639 586 (4) 544 182
barley area sown ha 204 205 (6) 194 78
pulses are sown ha 99 97 (8) 44 18
oilseeds area sown ha 74 59 (13) 67 29
sorghum area sown ha 26 29 (14) 18 13
other crops area sown ha 79 111 (10) na 112
total area crops sown ha 1122 1089 (3) na 435
wheat production t 1054 1275 (5) 454 245
sheep at 30 June no 1596 1570 (7) 1532 2208
beef cattle at 30 June no 57 63 (11) 58 346
wool produced kg 7 618 7064 () 6620 10269
cash receipts
total crop receipts $ 402580 403600 (5277000 87990

wheat receipts $ 237070 206700 (5 101000 44 800

barley receipts $ 58700 67900 () 34000 13440

pulses receipts $ 19140 25600 (9) 3000 4040

oilseeds receipts $ 28850 29100 (13) na 9360
sheep sales $ 35970 44300 (6) 41000 69250
beef cattle sales $ 16250 20000 (12) 23000 319590
wool sales $ 32550 29800 (8) 33000 47580
total cash receipts $ 521210 537700 (5422000 576650
cash costs
fertiliser $ 61880 62800 () 59000 25550
crop and pasture chemicals $ 49410 50600 (5) 50000 13470
repairs and maintenance  $ 34200 34800 (5) 30000 31370
interest $ 36100 40600 (7) 46000 28520
fuel, oil and grease $ 35390 43500 (5) 41000 23850
freight, handling and

marketing expenses $ 39970 47100 (6) 17000 23260
hired labour cost $ 19860 21600 (8) 23000 25100
contracts paid $ 16000 21500 (12) 11 000 13 230
total cash costs $ 396090 435100 (4) 391000 492450
farm cash income $ 125120 102600 (12) 31000 84200
farm business pro t $ 36750 17 600 (59) 88 000 7 860
rate of return

incl. capital appreciation % 27 2.0 (14) 0.7 14

excl. capital appreciation % 9.3 5.4 (12) na 6.8
total farm capital at 30 June $3 355 730 3 861 300 (4) na 3459 940
farm debt at 30 June $ 520520 577300 (7) 618000 403460
equity ratio at 30 June % 83.9 85.0 (1) na 88.2
liquid assets including farm management deposits

at 30 June $ 220560 201900 (9) na 13210
farm management deposits

at 30 June $ 48000 39100 (12) na 23310
percent of farms holding farm management deposits

at 30 June % 315 25.8 (10) na 219
off farm income $ 21670 28900 (7) na 27650

2005-06 p

3274 (12)
163 (15)
80 (12
15 (25)

16 (14)

9 (32
u3 @
398 (9)
303 (10)

2538 (9)
343 (14)

12 384 (10)

84900 (7)
40500 (1)
15900 (14)
2900 (22)
8500 (15)
73400 (8)
142100 (19)
53100 (9)
405000 (8)

26400 (9
14100 (12
29200 (10
31300 (13
26100 (8

16 400 (11
25600 (12
13900 (12
321000 (9

84100 (13)

11 (23)
75 (35)
4035000 (8)
452100 (12)
888 (1)

149 600 (17)
20800 (20)

178 (12)
26900 (12)

2006-07 s

4 266
170
74

13

16

7

na

na
13
2379
363
10 249

55 000
23000
8 000
1000
na

62 000
144 000
51 000
357 000

24 000
14 000
25000
38 000
28 000

13 000
24000
8 000
321 000

36 000
78 000

0.8
na
na

513 000
na

na

na

na
na

200405 200506 p
2540 2729 (14)
426 43 (@4

145 154 (6)

61 63 (7)

53 41 (12)

20 21 (15)

94 12 (7)

802 808 (4)
677 879 (5)
1881 1964 (6)
192 177 (12)
8852 9232 ()
256080 273700 (5)
147530 139000 (5)
37620 46700 (6)
12110 16300 (9)
19770 20700 (12)
51470 56100 (6)
157510 69 800 (19)
39550 39300 (6)
547030 483600 (5)
44960 47900 (5)
32670 35700 (5)
32880 32600 (5)
32570 36800 (7)
30020 36400 (5)
32190 34600 (6)
22300 23200 (7)
14710 18400 (9)
440970 388600 (5)
106 060 95 100 (10)
23300 11100 (73)
21 16 (13)

81 6.3 (18)
3404260 3932100 (4)
466510 526300 (6)
85.9 865 (1)
178430 180600 (8)
36240 31600 (10)
26.9 226 (9)
24470 28100 (7)

2006-07 s

3122
395
146

32
46
13
na
na
318

1871
180

8071

188 000
70000
23000

2000
na

49 000
72000
40 000
396 000

45 000
35000
28 000
43 000
36 000

16 000
23000
10 000
363 000

33000
83575

0.7
na
na

576 000
na

na

na

na
na

p Preliminary estimate. s Provisional estimate. Figures in parentheses are standard errors expressed as percentages of the estimates provided. na Not available.



