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EXECUTIVE SUMMARY

The last decade has seen a degree of stability and profitability in the Australian dairying industry, after a period of severe disruption in the 1970's.  However, significant increases in milk production combined with the recent downturn in world markets has created considerable uncertainty for Australian dairy farmers, particularly those who produce a large proportion of manufacturing milk, most of which is used for export product 

World Trade Organisation agreements, the sunset of the Domestic Market Support Scheme and the desire for the Victorian industry to capture a greater share of the Australian domestic market, has resulted in a push for deregulation of the farmgate price for market milk.

The National Competition Policy reviews of state regulatory arrangements undertaken as a result of the Competition Principles Agreement between the Commonwealth and the States have added impetus to the deregulation push.  All States have now completed reviews of their dairy industry regulatory environments.

The Industry

The Australian dairy industry is the third largest rural industry, (behind beef and wheat) and the third largest exporter of dairy products worldwide, after the European Community and New Zealand.  Dairying is Australia’s largest rural industry valued at the wholesale level ($7 billion).  The industry has doubled its production over the last decade.  The industry has 13,500 dairy farmers and is a significant regional employer with 60,000 direct jobs at farm and manufacturing level.

Although 75% of milk production is processed by dairy farmer owned co-operatives, a process of rationalisation, facilitated by improvements in transport, storage, handling and the development of global export markets, has led to greater concentration of ownership.  There are 18 major milk manufacturing/processing firms in Australia, although the five largest control around 70 % of milk processing.

The industry comprises two sectors – the market or liquid milk industry, and the manufacturing milk industry.  Market milk is used in the domestic fresh milk market and this sector is dominated by three companies accounting for 80% of packaged milk sales (Pauls/Parmalat, National Foods and Dairy Farmers Co-operative.  The Manufactured milk sector (butter, cheese, yoghurt, casein and milk powder) is dominated by two major Victorian co-operatives, Murray-Goulburn and Bonlac.  The greater bulk of production (80%) is used in manufactured dairy products, most of which are exported.  The remaining 20% of production is used for domestic liquid milk consumption.

Victoria dominates the industry.  It is the largest producer State accounting for 63% of total milk production, (75% of manufactured products) with NSW producing 13% and Queensland 9%.

The domestic market for milk and milk products is a mature stable one with growth at only approximately 1% per annum.  The international market is more volatile and uncertain depending on key market economic stability and the strength of the Australian dollar.

Regulatory Arrangements

The industry is supported by two major sets of regulatory arrangements, the Domestic Market Support Scheme for manufacturing milk, administered by the Commonwealth, and state regulatory arrangements for market milk.

The Domestic Market Support Scheme

The DMSS involves the collection of two sets of levies to support the manufacturing milk industry:

· A levy paid by farmers on milk used in the production of products consumed domestically; and

· A levy imposed on manufacturers of milk products for domestic sale (butter, cheese, yoghurt etc) but assumed to be paid for by the consumer in terms of higher prices.

Milk used for export production is exempt from the levy.  The DMSS is scheduled to end on 30 June 2000, by which time support will have been wound down to 10% above world parity prices.  Currently farmers receive approximately 1.8 cents/litre support from the DMS.

Victoria’s benefits most from the DMSS with its share of the net gain from levies in 1997-98 of $80.71m out of a total $90.97m.  Those who support deregulation of the industry, suggested to the Committee that the DMSS is incompatible with Australia’s trade negotiation position of eliminating subsidies and domestic support schemes.

State Regulatory Arrangements for Market Milk

The State Regulatory arrangements include the vesting of milk in a statutory authority, farmgate price setting for market milk and supply management arrangements, including health and quality control issues.  All States have deregulated post the farm gate successively over the last few years.

The International Market

The world market for dairy products is characterised by trade in heavily subsidised product from Europe and the US and is treated as a residual market by most countries except Australia and New Zealand.  There is also at present an oversupply of milk, resulting in depressed prices, primarily driven by the inability of Russia to absorb surplus butterfat in world markets.  While import barriers (tariffs and quotas) are a major impediment to the Australian dairy industry expanding its export base, other factors include world prices, exchange rates and competition from New Zealand in a static domestic market.

Drivers of Deregulation

Deregulation is supported by the large Victorian co-operatives and the United Dairyfarmers of Victoria. Because Victoria dominates production and the Victorian market is heavily concentrated in ownership and geared toward export production, Victoria's press for deregulation is of considerable weight.

Deregulation of Australia's dairy industry would mean that it would be the only dairy industry in the world without Government legislative support.  New Zealand continues to have significant support through its single desk export facility and privileged access to world markets not available to Australia.

National Competition Policy

Under National Competition Policy (NCP) there is a recognition that regulation is part of a complex social and economic structure underpinning the Australian economy and society.  It therefore includes a mechanism, the Public Interest or Net Community Benefit test, for assessing whether changes to any regulatory system to promote competition are in the interests of the community as a whole.  Notwithstanding this, NCP is based on the presumption that competition is of benefit to the economy, and if restrictions on competition are to be retained it is first necessary to demonstrate a net benefit to the community as a whole.  Under the test Governments are required to weigh up the likely positive and negative effects on areas such as access and equity, social welfare, economic efficiency, and employment.

Committee Findings

The Committee considers that the following threshold questions need to be addressed in terms of the debate on deregulation:

· Could a case be made on national interest grounds to continue or discontinue intervention? 

· In any event, will market forces, sooner or later, force deregulation? 

· If they do, is a managed outcome with a soft landing preferable to a commercially driven crash;

· Is the proposed adjustment package, big as it is, enough?
The Committee concludes that sooner rather than later the market will force deregulation and that a managed outcome with a soft landing is preferable to a commercially driven crash. The Committee also concludes that the proposed adjustment package will need significant refinement.

The Committee has a number of specific concerns about the proposal to deregulate the industry, including:

· the application of the public interest test in the State based legislation reviews under the terms of National Competition Policy;

· the precise impact on farmers income and the adequacy of the re-structure package;

· the failure to date by state governments to address the issue of compensation for quota; and

· the effect on rural and regional communities.

National Competition Policy

The Committee has concerns in relation to the application of National Competition Policy principles, especially the interpretation of the net community benefit/public interest test and its application in the varying legislation reviews.  In particular, the Committee is concerned that:

· there has not been a thorough investigation of the national consequences of deregulation with State reviews being undertaken piecemeal;

· assessment of the public interest in the reviews has been less than comprehensive and appears to favour narrow sectional interests.

The re-structure package

The Committee is further concerned that the consequences of deregulation for individual farmers, their businesses and communities are significant and include:

· an abrupt loss of income by farmers across Australia as farmgate prices drop;

· a reduction in the value of capital assets;

· a loss of the value of quota entitlement in some states;

· the disappearance of countervailing market power by farmers who will be subject to the force of the major processors and retailers.

Should deregulation take place on 1 July 2000, the adequacy of the re-structure package is a concern.  The Committee has the following particular concerns:
· Whether the amount to be received is adequate to cover the loss of income the package is intended to address;

· The lack of any compensation by the States for loss of quota entitlement.  Farmers commonly have anything from $200,000 to $1 million invested in quota, the value of which has eroded considerably since full deregulation became a probability;

· The administrative arrangements for the assessment and dispersal of funds under the scheme;

· The extent to which the application of funds will be prescribed.

Quota compensation

The Committee is also concerned at the lack of any compensation commitment by the appropriate state governments for loss of quota entitlement.  Farmers can have anything from $200,000 to $1 million invested in quota, the value of which has eroded considerably since full deregulation became a probability.  The Committee notes the revised package announced by the Minister for Agriculture, Fisheries and Forestry, but is still concerned at some elements of the package, particularly the lack of commitment on the part of state governments in relation to compensation for quota losses.

Impact on Rural and Regional Communities

The impact of deregulation will be felt severely in most dairying communities around Australia, given the flow-on effects which will manifest within those communities – the farmers themselves will be affected, as will be the businesses which rely on dairying.  In the Committee's opinion, the social and regional impacts will be severe and will need to be given detailed consideration in terms of any structural adjustment assistance, once deregulation occurs.

list of recommendations

Recommendation 1

1.1 The Deputy Prime Minister and Minister for Transport and Regional Services and the Federal Minister for Agriculture, Fisheries and Forestry Government call, as a matter of urgency, a meeting of state Agriculture and Regional Development Ministers to determine a framework, and a timeframe, for the co-ordinated deregulation of the Dairy Industry.

Recommendation 2

1.2 That should administrative arrangements not be in place in time to make the first payments by 1 July 2000, that appropriate compensatory arrangements are factored into the payments schedules, in order that dairy farmers do not suffer any more financial hardship than is presently envisaged.

Recommendation 3

1.3 That the states of Queensland, New South Wales and Western Australia consider the issue of quota entitlement and any form of compensation that may be appropriate for the resumption of quota entitlement, including the possibility of using NCP payments as compensation.

Recommendation 4

1.4 That regional adjustment packages for rural and regional communities affected negatively by deregulation be developed by both State and Commonwealth Governments.

Recommendation 5

1.5 The Australian Competition and Consumer Commission in accordance with subsection 17[1] of the Prices Surveillance Act monitor costs and prices in the dairy industry so that dairy farmers are not unfairly burdened with the cost of the proposed levy.
Recommendation 6

1.6 That an inquiry into the operations and accountability mechanisms of co-operatives be undertaken.

