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chapter tWO

the australian dairy industry

Deregulation of the Australian dairy industry will mean it will be the only major dairy industry in the world without Government support for dairy farmers.  This is including New Zealand, which will continue to have significant Government legislative support through the New Zealand Dairy Board single desk export support and privileged access to world markets such as butter access to the European Union which is not available to other countries.

Introduction

2.1 The Australian dairy industry is the third largest rural industry, (behind beef and wheat), a major rural employer and one of the leading rural industries in terms of value adding through processing, with the consequential multiplier effects for employment in and wealth of rural and regional communities.  Australia's production has increased both in volume and value terms over the last decade.   Gross farmgate value in 1997/98 was estimated to be approximately A$3 billion, with ex-factory output to be about A$7 billion.

2.2 In 1997/98, total Australian milk production was 9,440 million litres, of which 20.3% was consumed domestically as liquid milk, and over 10 million litres is expected to be produced in 1998/99, of which 1.9 billion litres will be consumed domestically as liquid milk.  Exports amount to approximately 50% of annual milk production and 60% of manufactured products.  Australia is the third largest exporter of dairy products, after the European Community and New Zealand.  The major Australian export markets are Japan and SE Asia.  

2.3 The national industry is now characterised by fewer producers, very high production levels, more efficient farms and more professional farm business management practices.  The majority of Australian farms, 98%, are family concerns.  There are currently 13,468 dairy farms, a decline from over 30,000 in 1975.  Average herd size has increased from 59 cows in 1971 to 149 in 1998.  The annual average yield per cow has increased from 2,750 litres to 4,744 over the same period.  Compared to 1970 thirty per cent more milk is produced with one third of the farms.

Industry snapshot

· Has export earnings of $2 billion in 1998/99

· Supplies 12% of world dairy trade (third largest dairy trader after the EU and NZ)

· Is Australia's third largest rural industry in value at the farmgate (behind beef and wheat)

· Is the largest rural industry valued at the wholesale level ($7 billion)

· Has efficient milk production costs by world standards

· Exports over 50% of total milk production

· Produces 10 billion litres of milk ‑ a 55% increase since 1986, and 6% average annual increase during the 1990s

· Has 13,500 dairy farmers ‑ a 30% reduction since 1985 (19,342) ‑ with approximately 98% of dairy farms in family ownership

· Average farm size (now 180 hectares) and average herd size (now 149 cows) have doubled since the 1980s

· Has seen dairy companies invest $1.5 billion to expand manufacturing capabilities in the five years to 1998

· Is an important regional employer (60,000 direct jobs at farm and manufacturing level)

· Has 75% of Australia's milk production processed by dairy farmer owned co-operatives

· Has 45% of all milk intake and 50% of all milk used for manufacturing controlled by the two major dairy co-operatives (Bonlac Foods and Murray Goulburn, both Victorian based).

The industry in Victoria, Tasmania and South Australia is slightly differently structured from that in Western Australia, Queensland and New South Wales, the former primarily seasonal production going to the 'yellow milk industries', ie butter, cheese and skim milk powder, and the latter focussed on the white milk industries, such as liquid milk and yoghurts.  The latter have much flatter production curves, whereas Victoria and the other two states have a peak in November, when there is not enough storage capacity, and have an excess of capacity in the period March to May.

2.4 Victorian production is predominantly seasonal for manufacture into storable dairy products.  In 1997-98, only 7% of Victoria's production went to market milk and any increases in production will see that proportion fall, given the stability of the domestic market for liquid milk.  Producing milk on a seasonal basis changes the cost structure.  It is much cheaper to produce milk naturally, than to produce year round, through supplementary feeding.  However, there is an additional cost in storage capacity to meet peaks of production, which may be lying idle at other times of the year, ie March – May.  In states such as NSW, Queensland and Western Australia, approximately 50% of milk production goes to the fresh milk market, requiring year round supply and corresponding increased cost structures to meet that year round demand.  Much of the remainder is processed into high quality fresh dairy products, such as yoghurt.

Development of the industry since the 1970's

2.5 The current sound state of the industry is a result of significant gains over the last decade, following a severe decline of the industry in the 1970's, when the dairy industry lost its traditional UK market.  While New Zealand is still guaranteed $75 billion worth of trade for butter and lamb into the EU, Australia has had to adjust its policy framework to develop the industry.  John Hughes described the developments over the last 20 years:

In that 20 years we have seen incredible efficiencies at both farm and manufacturing level within the industry, and we have seen significant restructuring in both sectors. The number of factories, the number of people employed and the number farmers in the industry have all reduced and reduced significantly.

2.6 The ADC, in describing the state of the industry in the 1970's, stated:

… the prevailing marketing arrangements (based on regulated wholesale prices, pooling and equalisation) were not well suited to these [market] challenges. The arrangements shielded local producers from market signals and international prices. In doing so they discouraged local firms from adopting leading edge production and marketing practices, or from making appropriate product mix adjustments to meet changing demand.

The pressure on industry increased in the early 1980s when Northern Hemisphere producers imposed greater restrictions on access and extended their use of market corrupting export subsidies to remove internal surpluses. These changes threatened Australia’s position in world trade. At the same time, industry came under increased domestic pressure from the negotiation of a free trade agreement with New Zealand (ANZCERTA).

It was clear to both industry and government that Australian dairy would have to become more competitive if it was to survive and prosper. After three years of discussion the Kerin Plan introduced a radically different approach to local industry support in 1986. The scheme directly linked company returns to world prices. As a result the farmgate price that firms could pay for manufacturing milk now depended on their individual marketing efforts. At the same time, the Plan allowed for a phased reduction in domestic support so as to promote industry rationalisation.

Industry profile

2.7 The dairy industry comprises two sectors – the market or liquid milk industry, and the manufacturing milk industry. State legislation governs the regulation and control of milk from vat to consumer, ensuring the quality and availability of supplies all year round, through State Dairy Authorities.  These authorities, through regulation, set the farm gate price for drinking milk, generally significantly higher than that for manufacturing milk, and ensure that milk sold interstate for drinking is sold at the regulated farm gate price.  Prices beyond the farm gate have been deregulated progressively in each state from 1990 – Queensland was the last state to deregulate beyond the farmgate on 1 January 1999.

Farm sector

2.8 Australian milk production increased by 73 per cent between 1987/88 and 1997/98. This growth in milk output has occurred despite a significant decline in the number of dairy farms and farmers. While the number of farms fell, the total number of cows has risen from around 1.78 million to 1.98 million over this period. This translates to an average herd size, in 1997, of 144 cows, although many herds are now over 200 cows.  Recently, there has been significant investment in much larger dairies of more than 1,000 cows.
2.9 Milk yields have also increased significantly, reflecting improvements in farm productivity through the uptake of new technologies and better farm management practices. The adoption of animal health programs, supplementary feeding, herd breeding programs, improved irrigation techniques, soil testing, and pasture management have all contributed to higher production per cow.
2.10 The great bulk (about 80%) of Australia's milk production is used in the manufacture of dairy products, most of which are sold in the export market. The other 20 per cent of milk production is used for domestic liquid milk consumption. Victoria is Australia's largest milk producing state, accounting for 62% of total production in 1997/98. New South Wales and Queensland are the next largest, accounting for 13% and 9% respectively. Tasmania, South Australia and Western Australia account for 6%, 6% and 4% respectively. 
2.11 Table 2.1 shows the amount of drinking milk and manufacture milk produced in each state.

Table 2.1
Market milk/manufacturing milk per state (1998)


Market milk

 (Million Litres)
Manufacturing milk 

(Million Litres)
% of Market milk to Manufacturing milk
Total production

(Million litres)

NSW
603
639
46/54
1,242

Vic
443
5,423
8/92
5,866

Qld
377
445
46/54
822

SA
182
398
31/69
580

WA
188
199
49/51
387

Tas
49
494
10/90
543

Aust
1,919
7,521
20/80
9,440

Manufacturing/processing sector

2.12 The milk manufacturing and processing sector has also undergone significant rationalisation over the past decade or so.  Mergers of mid-sized firms have led to the emergence of fewer, more nationally focussed entities with larger facilities, although there has been an increase in the number of niche producers of specialty products.  The other factor of importance is the volume of milk processed by the five largest firms, which has increased from just over 50% of production 10 years ago, to approximately 75% of production at present.

2.13 ADC advises:
At a company level there have also been major changes. Mergers of mid-sized firms have been common leading to the emergence of fewer, more nationally focused entities with larger operating facilities.  A reverse trend has been the emergence of an increased number of small niche producers of specialty products such as cheese and yogurt. These contrasting trends can be seen in the following comparison of factory numbers and average intakes in 1992 and 1998.

Table 2.2 Comparative Dairy Factory Data 1992 and 1998

1992
NSW
Vic
Qld
SA
WA
Tas

Factories taking milk off farm
37
32
16
14
9
11

Milk production (ML)
894
4,119
635
411
302
372

Intake per factory (ML)
24.2
128.7
39.7
29.3
33.6
33.8

1998
NSW
Vic
Qld
SA
WA
Tas

Factories taking Milk off farm
22
35
8
11
12
9

Milk production (ML)
1,242
5,866
822
580
387
543

Intake per factory (ML)
56.5
167.6
102.8
52.7
32.3
60.3

2.14 The process of rationalisation has been facilitated by improvements in transport, storage and handling processes, which have reduced the need for the production and processing of milk close to markets and has led to some factory closures, investment in new plant and equipment and a greater concentration of ownership.
2.15 There are now 18 major milk manufacturing/processing firms in Australia, most of which are producer owned co-operatives. Australia's five largest co-operatives control around 70 per cent of Australia's milk production. On the domestic market, the major players are Murray Goulburn, Bonlac and the Dairy Farmers Group (all co-operatives), National Foods Ltd and Pauls/Parmalat. The main producers and exporters of long shelf life products are Murray Goulburn and Bonlac, while Dairy Farmers, National Foods and Pauls are the major liquid milk processors.
2.16 The Committee expects rationalisation within the Australian dairy industry to be an ongoing process.
Industry outlook

2.17 The ADC advises, that while the domestic market is a 'mature' one, ie there is little room for significant growth, and estimates put domestic growth at approximately 1% per annum, international market trends will have a large bearing on the profitability of Australian dairy production in the next five years.  
2.18 However, the ADC cautions that, while the longer term outlook is generally favourable, exporters face substantial uncertainty in the short term, primarily as the result of the downturn in Asia, and also as a result of the economic uncertainty facing key markets, such as Russia, Brazil and Algeria, which will have an effect on export sales opportunities and prices.

2.19 The strength of the Australian dollar against the $US and currency fluctuations of Australia’s trading partners also against the $US have a significant impact on profitability.  Stephen O'Rourke from Murray Goulburn summed up the significance:

It is extremely critical. Any movement in the currency one way or the other has a massive impact on any exporter of dairy products returns. The world dairy market trades in US dollars predominantly. Any strengthening of the Australian dollar against that has a major negative impact. Any weakness in other currenciesfor example, the European currencies against the US dollarhas an enormous impact on our return also because it forces those prices down. I have often said that a 1c movement in the dollar means a hell of a lot more to us and our ability to pay a decent price than a lot of these other issues.

Industry structure

2.20 A number of organisations are involved in policy development and are representative of the different sectors of the industry.  These, set out in Table 2.3, include:

a) Australian Dairy Industry Council

b) Australian Dairy Corporation

c) Australian Dairy Farmers Federation

d) Australian Dairy Producers' Federation

e) Market Milk Federation

f) State milk authorities

Table 2.3 – Australian Dairy Industry Organisations

The Australian Dairy Industry Council (ADIC) is the peak policy body, representing all sectors of the industry, (farmers, dairy product manufacturers, milk processors, unions and state authorities), and coordinates industry policy.  ADIC was established in 1986 and has an 18 person executive Council, drawn from a 46 member Council.  Both the Australian Dairy Farmers Federation and the Australian Dairy Producers' Federation have 8 members on the Executive, the ACTU has one member, as does the Conference of Australian Milk Authorities.  A vote of 12 of the 18 executive members is required to determine policy.  ADIC is chaired by Pat Rowley, who also chairs the Australian Dairy Farmers' Federation [ADFF] and Queensland Dairy Farmers' Organisation [QDO].

2.21 Table 2.4 sets out the role of ADIC and its relationship to its constituent groups.

2.22 The Australian Dairy Corporation (ADC) is a Commonwealth statutory marketing authority, created under the Dairy Produce Act, with an overall goal to improve the Australian dairy industry's profitability. The ADC's work programs include both commercial and public good activities.  Commercial activities include market development and trading on behalf of Australian owned companies.  Public good activities include generic promotion of Australian dairy products, both domestically and internationally, trade access, market intelligence, and administration of the Domestic Market Support Scheme. The ADC is primarily funded through farmer levies.

2.23 The Australian Dairy Farmers Federation (ADFF) is the dairy commodity council of the National Farmers Federation and comprises the six dairy farmer organisations from each state:

a) United Dairyfarmers of Victoria (UDV)

b) NSW Dairy Farmers' Association (NSWDFA)

c) Queensland Dairyfarmers' Organisation (QDO)

d) South Australian Dairyfarmers' Assn (SADA)

e) Tasmanian Farmers and Graziers Assn, Dairy Division (TFGA)

f) Western Australian Farmers Federation, Dairy Section (WAFF)

2.24 The Australian Dairy Products Federation represents dairy product manufacturers and is responsible for promoting their interests to all levels of Government and other areas of the community.  Similarly the Market Milk Federation is an industry association, representing the interests of liquid milk processors.

2.25 The Conference of Australian Milk Authorities (CAMA) comprises the State and ACT milk authorities, ie the Victorian Dairy Industry Authority (VDIA), the NSW Dairy Corporation (now Safe Foods), the Queensland Dairy Authority (QDO), the Dairy Authority of South Australia (DASA), the Dairy Industry Authority of WA (DIAWA) and Canberra Milk.

Table 2.4
ADIC Organisation Chart

State Dairy Profiles

2.26 All States in Australia have a significant dairy industry.
 The Victorian industry is the largest, accounting for 63% of Australia’s total production in 1997/98. The NSW industry is the second largest with 13.2% of total production, followed by Queensland with 8.7%.  

Table 2.5 – Annual Whole milk Production of States 1987/88 – 1997/98 (million litres)

Year ended 30 June
NSW
Vic
QLD
SA
WA
TAS
Australian Total



1987
906
3,692
601
374
248
352
6,173

1988
932
3,649
617
377
249
306
6,130

1989
923
3,792
626
370
245
334
6,290

1990
879
3,787
629
356
267
345
6,263

1991
857
3,907
626
366
283
363
6,402

1992
894
4,119
635
411
302
372
6,733

1993
997
4,456
702
434
326
413
7,328

1994
1,098
4,968
764
456
344
447
8,077

1995
1,087
5,114
740
484
343
437
8,205

1996
1,114
5,482
751
512
342
514
8,715

1997
1,192
5,634
797
535
349
529
9,036

1998(P)
1,242
5,866
822
580
387
543
9,440

% inc over the period
73%
63%
73%
64%
64%
65%
65%

% of total Aust production
13%
62%
9%
6%
4%
6%


Victoria

2.27 Victoria dominates the dairy industry in Australia, producing 63% of milk and 75% of manufactured dairy products in the country. The industry primarily produces milk for manufacturing purposes.  Over 90% of Victoria's production goes to manufactured product and over 50% of this is exported.  Victoria is the lowest cost producer in Australia.

2.28 While market milk accounts for 6-7% of production, its contribution to farmer income is approximately 15%. Victoria’s dairy farmers receive lower prices for market milk and manufacturing milk than in other states, but are major beneficiaries of Commonwealth DMS payments. See Table 2.6 sets out the respective DMS payments to each of the states.

2.29 Victoria's dairy industry has comparative advantages for milk production.  Victoria's temperate climate and natural resources enable year round grazing of quality pastures grown using relatively low cost irrigation water or with rainfall alone. As in other states, Victorian farmers have adopted new or improved technologies, and in Victoria productivity of dairy farms has increased by 6% per year over the past decade.

2.30 There are three principal milk producing regions in Victoria, western (Portland to Geelong), eastern (Gippsland) and northern (Kiewa, Goulburn and Murray Valleys). Production in both the western and eastern regions is based on rain fed pastures, and each accounts for about 30 per cent of the state’s milk output. The remaining 40 per cent of production from the northern region is based on irrigated pastures.

2.31 Victoria has the lowest per capita milk consumption and the highest retail prices.  Market milk processing in Victoria is dominated by two companies who receive most of their milk via co-operatives.  It is estimated that the Victorian dairy industry employs around 31,000 persons on-farm and 12,000 in transport, processing and manufacturing.

2.32 In 1997-98, 87 per cent of the milk produced on Victorian dairy farms was received by four cooperative companies. Murray Goulburn and Bonlac Foods are the two largest, accounting for 40 and 34 per cent of Victorian milk receivals respectively. The two smaller co-operatives are Warrnambool Cheese and Butter and Tatura Milk Industries with 7 and 6 per cent of receivals respectively in that year.

2.33 The Victorian co-operatives are not major suppliers of market milk products. The largest market milk processors are the national–international proprietary companies.  National Foods and Pauls/Parmalat. National Foods accounts for about 40 per cent of market milk and Pauls a further 34 per cent. These processors do not receive milk directly from dairy farmers but are supplied by the licensed receivers, most of which are the cooperatives, at the direction of the VDIA.

2.34 The UDV argues that the cash costs of producing milk on-farm are lowest in Victoria.
 The UDV submitted to the CIE Review that, compared with other states, Victorian farms have both the lowest costs of seasonal milk production for manufactured milk and the ability to provide lower cost year round supply of large volumes of milk for market milk production.
 The CIE review noted that, despite the dominance of Victoria in the national industry, Victorian dairy farming operations are not necessarily larger or more profitable than those in other states, given the lower proportion of market milk produced per farm.

2.35 While numbers of registered dairy farms have been falling in all states, the decline has been lower in Victoria (30 per cent since 1979-80) than for Australia as a whole (39 per cent).
  Victoria’s farmgate revenue from milk sales in 1997-98 was $1.4 billion, 54 per cent of Australia’s farmgate sales revenue of $2.6 billion.

New South Wales

2.36 The industry in NSW is the second largest in Australia, the fifth largest rural industry in NSW, accounts for 13% of total wholemilk production of 9.4 billion litres in 1998/99.  The value in 1997 was around $430 million and the total value of dairy production valued at $1.4 billion.  There were 1,817 (at 1997/98) farms in NSW, 9 companies operating receival and/or processing factories and 77 dairy product factories. About 47% of production is used for liquid milk products. 

2.37 Milk production in NSW is concentrated mainly in the high rainfall coastal zones. Production in the Riverina and inland areas relies heavily on irrigation for pasture production. There are a number of isolated pockets of production concentrated around inland local markets eg. the inland centres of Orange, Tamworth and Wagga Wagga. Production in inland regions is small relative to total state production but is increasing. 

2.38 The NSW dairy industry is geared towards producing milk on a year round basis to ensure supply to the liquid milk market. Because of the commitment to year round production, seasonal patterns are less pronounced in NSW than in either Victoria or Tasmania. 

2.39 All milk produced in New South Wales is formally vested in the NSW Dairy Corporation. Farmers are registered to supply designated milk factories, which act as the Corporation's processing and selling agents. The Corporation sets the gross price to producers and the processor input price for market milk. To ensure that the Dairy Corporation has sufficient milk to meet demand, it issues milk quota (a contract to supply a minimum quantity) to farmers, which are tradable through a 4 weekly 'quota exchange'.

2.40 All milk exported to another state from New South Wales for processing into liquid milk, must be sourced through the Dairy Corporation at its regulated farmgate price.

Queensland

2.41 The industry in Queensland accounts for a gross value ex farm gate of $319 million.  The contribution of ex-factory output to gross State product is valued at about $720 million.  Milk production in 1995-96 was 751 million litres, of which 372 million litres was sold as market milk.  

2.42 There are three main areas of dairy production within Queensland - the Atherton Tableland in the north, the Central Queensland areas around Mackay, Rockhampton, Gladstone, Biggenden and Monto and the south east Queensland areas centred around the Gympie/Maryborough, Caboolture and Toowoomba/Warwick on the Darling Downs.

2.43 Since 1971 the number of dairy farmers in Queensland has decreased by 80%, from almost 9,500 to 1,693 in 1995/96.  However, production has increased slightly and, in line with Australia as a whole, production per cow has doubled.

Tasmania

2.44 The dairy industry accounts for 38% of the gross value of production of animal industries in Tasmania, with a farm gate value of $115 million in 1996-97.  Ten per cent of the state's production is consumed as whole milk, the remainder is processed. The total value of dairy products ex processors is estimated to have exceeded $270 million in 1996-97. Approximately 2,000 people are directly employed in the industry and a further 1,600 persons are employed at the manufacturing and distribution level.

2.45 Tasmania produced 6% of Australia's total milk production of 9,023 million litres in 1996-97, but accounted for 10% of exports.  90% of production is manufactured into dairy products, 5% is consumed locally, 40% throughout the rest of Australia and the remaining 55% is exported.  Exports are worth approximately $110 million with the major export destinations being North Asia and the ASEAN countries.

2.46 Most dairying takes place in the north of the state.  Pasture based production has contributed to the low cost of production in Tasmania. Almost 80% of farmers calve seasonally, consequently milk supply is strongly seasonal, peaking in October and November.  Farms average 130 cows, although there is a steady trend towards increased herd sizes and/or larger farms.  Over the past 10 years, the industry has reflected the national trend and been characterised by declining numbers of farmers, increased average herd size, increased total milk production and increased productivity, estimated at 5-7% per annum.

2.47 There are six major operations in the State – United Milk Tasmania (UMT), now owned by Bonlac, Lactos, Cadbury Schweppes, King Island Dairies, Betta Milk Co-operative Society Ltd and Tasmaid Foods Pty Ltd.  Betta Milk and Tasmaid supply fresh liquid milk and cream to the Tasmanian market.  Other companies include Classic Foods, which produces UHT products and Tasmanian Quality Milk, which supplies milk to mainland and local processors.

Western Australia

2.48 In 1995/96 milk production in Western Australia was 341 million litres and was valued at $134 million at the farm gate. The dairy industry is one of the highest value adding rural industries in the state. The Dairy Industry Authority was created under the Dairy Industry Act and all milk produced in WA is vested in this authority.

2.49 The Western Australian dairy industry is situated in the south-west corner of the State, mainly within 50 km of the coast from south of Perth to Albany. There are about 460 dairy farms and 72,000 dairy cows in Western Australia, giving an average herd size of just under 160 cows.

2.50 Production has reduced slightly in the past two years following an annual increase of 7 per cent in the previous five years. Production per farm has continued to increase and at an average of nearly 750,000 litres per farm is the highest in Australia. About 80 per cent of the State's total production comes from the Irrigation and South-West Coastal regions from Waroona through to Augusta.

2.51 Western Australian dairy farms are larger than those in other states and beef production is a more important sideline. Milk production is also reasonably uniform throughout the year, being less seasonal than most other dairying areas in Australia. 

2.52 The industry is based on grazing annual pastures and some perennial pastures in irrigated and summer-moist areas. Irrigation is available to the areas between Waroona and Dardanup with water supplied from dams in the Darling Scarp. Almost all dairy cows are Holstein-Friesians.

2.53 About 46 per cent of the State's milk production is sold as 'white' milk, the remainder being used for products such as flavoured milk, cheese, butter, milk powders, ice cream, yoghurt and dairy desserts. Export is increasing in importance with about 15 per cent of milk being used for exported products, mainly to Asia.

2.54 The Dairy Industry Act 1973 provided a framework for the supply of market milk through the quota system, currently estimated to be valued at $134.5 million.  The NCP legislation review estimates the discounted capitalised value of quota to be approximately $88M.

South Australia

2.55 Currently whole milk production in South Australia is valued at about $A170 million and totals about 580 million litres, 6% of Australian production.  About 25% of the milk is sold for liquid consumption, the remainder processed into cheese, yoghurt, skim milk powder, ice cream and new value added items such as long-life (UHT) products and flavoured milks. Cheese is the major export, mainly to Japan and Korea, while ice cream and milk go to Singapore, long-life milk to Malaysia and milk powder to Hong Kong.

2.56 South Australia is a net beneficiary of the DMS Scheme and its market milk percentage is approximately 20 per cent, the Australian average.
  There have been significant productivity increases in the South Australian industry over recent years, through investment in milk production, although average milk prices have fallen.  South Australian farmers believe that the improvements in farm productivity will continue into the medium term if the market and regulatory arrangements remained as they are.

2.57 The industry in SE South Australia employs 750 people full-time and there is a flow on of up to another 1,500 positions.
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