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chapter three

REGULATORY ARRANGEMENTS and the impetus for deregulation

The opportunity for the Australian dairy industry internationally is based on its competitive advantage at the farmgate.  Victoria's competitive advantage is due to the enterprise and commitment of dairy farming families.  Deregulation will unlock the industry's potential creating a national dairy industry, with a market focus and common goals.

Introduction

3.1 Different regulatory arrangements apply to the market and manufacturing sectors.  Market milk is used in the domestic fresh milk market and is purchased from producers by the State dairy authority at a price determined by the authority.  It is used to produce whole milk, low fat and modified milks, and in some instances, flavoured and UHT milk.  The major companies, accounting for 80% of packaged milk sales in Australia, are Pauls/Parmalat, National Foods and Dairy Farmers Co-operative.

3.2 Manufacturing milk is used in the production of longer shelf life products such as butter, cheese, yoghurt, casein and milk powder.  Manufacturing milk is not regulated, although there is some price support through the DMS Scheme. Prices are determined by processors based on international prices and adjustments for quality, composition and seasonal factors.  The manufacturing milk sector is dominated by two major Victorian co-operatives, Murray Goulburn and Bonlac, which together processed 3.8 billion litres in 1995-96 or 55% of total manufacturing milk in Australia.

3.3 The regulation of market milk was originally introduced to guarantee the major markets of Sydney, Melbourne and Brisbane an all year round supply of fresh milk.  Farmers were given access to the market at a guaranteed high price to cover the increased costs of year round production.  The Dairy Farmers representative stated:

… people were given access to a market, they were offered a higher price to encourage them to produce that milk, and that price was about the cost of production. What has happened over time is that our farmers have become more efficient and therefore what was a cost of production has turned into a premium. We do not think that is a large premium. We think that, in terms of return on investment, our farmers do not do terribly well out of it. But that is the history of it.

Financial impact of regulatory arrangements

3.4 The regulatory arrangements for farmgate pricing and supply management in each State and the Commonwealth have a significant impact on the market and payments to producers:

In 1996-97, the state-based market milk regulations delivered transfers to producers of almost $370 million, while the Commonwealth's DMS delivered almost $120 million to manufacturing milk producers.

3.5 The breakdown of payments to producers in each state is shown at Table 3.1.

Table 3.1 - Estimates of dairy industry financial assistance for 1996-97 by State


Market Milk

(S million)
Manufacturing Milk
Total






New South Wales
128
1
129

Victoria
70
103
173

Queensland
97
2
99

Western Australia
34
1
35

South Australia
28
6
34

Tasmania
12
6
18

Total Assistance
369
119
488

The History of National Marketing Arrangements

3.6 Prior to 1986, the dairy industry operated under pooling arrangements for both domestic and export product.  Producers selling on the domestic or export market received an average pool price for their product, irrespective of quality and there was no direct benefit accruing to the producer for product innovation or enhanced marketing arrangements.

Federal Government Regulatory Arrangements

The Kerin and Crean Plans

3.7 In 1986, the then Federal Minister for Primary Industry, the Hon John Kerin MP, introduced new national marketing arrangements, which provided for a national market support scheme, the precursor to the Domestic Market Support Scheme and similarly administered by the Australian Dairy Corporation (ADC), a commonwealth agency, and which was intended to make the dairy industry more market oriented.  The Kerin Plan was funded by a national levy of about 2 cents/litre on all milk produced on Australian dairy farms.  The funds raised were used to provide an export support payment for all Australian dairy product exports. From 1986 to 1992, export support was wound down from 44.2% above world parity prices to 22%.

3.8 The scheme was designed to provide support for domestic market sales of dairy products.  Higher export returns from the export support encouraged the export of some product, which would otherwise have been sold domestically.  In this way domestic market returns were raised relative to free-on-board export prices, but remained closely linked to international price movements.

3.9 An Industry Commission Inquiry in 1991 prompted a further set of arrangements, the Crean Plan, effective from 1 July 1992.  This included the continuation but gradual phasing down of support to the dairy industry.  However, commitments made by Australia to the WTO with respect to export subsidies, required the termination of the Crean Plan.  Domestic support was required to be provided independently of export sales and to comply with Australia's WTO commitments.  Market support payments on exports were therefore terminated on 30 June 1995 and the Domestic Market Support Scheme [DMSS] introduced.  

3.10 The Kerin and Crean plans and the DMS ended the old equalisation schemes which had hindered innovation at the manufacturing level by equalising returns across all manufacturing companies.  Once the schemes were introduced, dairy companies and manufacturers embarked on a rationalisation phase in order to optimise investment in product development, finance and marketing, areas in which they previously lacked sufficient expertise and to achieve economies of scale to compete effectively domestically and internationally.

The Domestic Market Support Scheme

3.11 The Domestic Market Support Scheme [DMSS] commenced on 1 July 1995. The DMSS supports the manufacturing milk sector by payments to producers for milk used in manufactured products, which are not subject to any government price or production controls.  Farmers receive payments for each litre of milk used in manufacturing products for sale on the domestic market.  The Scheme effectively raises the cost of products consumed domestically.  The extent to which these additional costs are passed on to the consumer by the manufacturer determines the benefit to the farmer.  

3.12 The ADIC set out the impact of the DMS scheme:

The introduction of DMS ended the old equalisation scheme. This had inhibited innovation at the manufacturing level by equalising returns across all manufacturing companies. Without equalisation, companies soon realised that to compete they needed to invest more in product innovation and marketing. This required finance, something many of them lacked. Subsequently, a significant round of rationalisation of dairy companies and manufacturing plants occurred during the 1980s. This continued into the 1990s as companies sought to achieve economies of scale to compete effectively on the domestic market (against each other and imported products) and in the international dairy market.

The steady exposure to world prices, through the reduction in support levels under DMS, also brought a rationalisation at farmer level… The gradual phasing down of support enabled the industry to make the necessary adjustments at manufacturing and farm levels in an orderly manner.

3.13 The Scheme is administered by the ADC, which described the operation of the Scheme:

Two levies are imposed on domestic milk production. The first is a levy on milk produced for consumption as domestic liquid milk. This levy is payable by dairy farmers. A second levy applies to milk used in the manufacture of finished products for domestic sale (ie. butter, cheese and milk powders etc.). This levy is payable by dairy manufacturers. Manufacturers are assumed to fully pass on this levy to local consumers of dairy products (in either the retail, industrial or food service sector). Milk used in production of exported products is exempt from levy.

The monies generated by these levies flow into the Domestic Market Support Fund. The ADC subsequently re-distributes these funds to dairy farmers in the form of a Domestic Market Support payment.  DMS payments to farmers are based on the volume of manufacturing milk produced by a farmer in any month. 

3.14 Because there is no linkage between domestic support and exports, the Scheme meets Australia's WTO obligations.  Much of the rest of the world market benefits from subsidies which distort world prices and place Australian products at a competitive disadvantage.  The margin retained in domestic pricing reduces the impact of external pricing irregularities on the domestic market for manufactured product. 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.  

Impact of the Scheme

3.15 The impact of the scheme depends on the following:

a) The volume of national milk production;

b) Volume of milk sold domestically as drinking milk, and as manufactured products;

c) The volume of dairy product exported; and

d) International prices for key products (converted to Australian dollar prices).

3.16 The ADC states that the real benefit to the dairy industry stems from the levy being passed on to consumers; if the levy is not passed on the price the processors can pay for manufacturing milk or their capacity to undertake capital investment or marketing activities is reduced.
  However, it is difficult to ascertain the extent to which there is 'leakage' from the scheme, ie the extent to which the levy is not passed on.  ADC advises that if there is leakage, the benefits to Tasmania and Victoria would be lower and the costs to producers in New South Wales and Queensland would be higher.
  

3.17 The levies paid and payments received under the Scheme for 1997/98 are set out in the table below.

Table 3.2
Domestic Market Support Scheme Payments by State ($m) 1997/98


Vic
NSW
Qld
WA
SA
Tas
Aust

Market Milk levy paid by farmers
10.13
10.74
6.98
3.38
3.24
1.30
35.77

DMSS payments to farmers
90.84
10.69
7.10
3.20
6.61
8.31
126.74

Net Gain from DMSS
80.71
-0.06
0.12
-0.18
3.37
6.95
90.97

Support for the Scheme 

3.18 Sectors of the industry now believe that the benefits of the DMS Scheme are questionable and that the scheme should cease:

In the mid 1990s, industry considered the possibility of seeking an extension of the DMS beyond the year 2000, as Australia would still be competing in the world market against subsidised exports and in highly protected dairy markets. However, the expansion in Australian milk production ‑ 6,038 million litres in 1986 to 9,440 ML in 1998, including a significant 1,234ML in the last three years ‑ has reduced the effect of the DMS scheme. The major manufacturers firmly believe a continuation of DMS will inhibit industry restructuring and reform over the next decade. Also, continuation of the DMS arrangements will not be possible under the WTO rules.

Under DMS, imported products do not incur the manufacturing milk levy paid by Australian manufacturers on dairy products sold on the domestic market. Australian manufacturers are finding it difficult to recoup this levy from the market place as they strive to remain competitive against imported products, especially those from New Zealand. Since the CER, inputs from New Zealand have grown substantially. The DMS scheme effectively provides a 3.6c/litre commercial advantage to imports: New Zealand cheese now comprises 15% of the Australian domestic cheese market.

The Australian dairy industry competes with the rest of the world to sell its products on both the domestic and export markets. Competition from New Zealand, in particular, limits the industry's ability to increase returns from the domestic market. Due to increased production and a static domestic market offtake over 75% of Australia's milk production is now exposed to the vagaries of the international market place, either directly via exports or indirectly via competition on the domestic market from imports.

3.19 The two major processing companies, Murray-Goulburn and Bonlac, in particular do not want to see the DMS Scheme continue. Pat Rowley, Chairman of ADIC, reinforced his organisation’s views in its submission to the Minister, when he appeared before the Committee:

But the DMS is dead as far as the major companies are concerned. Could I say why? It is because the New Zealand industry, which is our main competitor in both this domestic market and in exports, is into the Australian market free of paying a complementary duty. They are in here with a big advantage over the Australians. They have 15 per cent of the cheese market and they are expanding the food service and industrial markets behind that advantage. Both Murray Goulburn and Bonlac, the chief exporters, do not want to see that advantage continue. That is a very strong position that we need also to understand.

The second most important thing that we need to bring into consideration is the fact that both those companies see the continuation of a regulated market milk system as encouraging one of their big competitors in Australia, the Dairy Farmers Co-op, into achieving a cheap, high level of manufacturing milk behind the regulated systems. This then competes strongly against those two companies in both the domestic and export market. For that reason they argue for the demise of the market milk regulation, particularly in Victoria, which will then bring on the outcome that they desire.

3.20 There are also international trade imperatives behind the sunset of DMS.  ADIC advised that:

...The sunset of DMS is also tied up with our GATT agreement as part of our aggregate support for agriculture.  And for the industry to convince the Australian Government to continue the DMS it would have required the unanimous view of the Australian Dairy Industry Council.

3.21 Murray Goulburn and Bonlac argue that the Australian dairy industry will benefit from freer international trade – that the industry will have greater access to markets and the gains from trade will be much greater than the benefits obtained from continued domestic support arrangements.
   The companies also support ADIC's argument that the DMS scheme is incompatible with Australia's trade negotiation position, ie the elimination of subsidies and lower domestic support levels.

3.22 However, Dairy Farmers queried the extent to which the DMS gives New Zealand a competitive advantage:

There are two supposed reasons being proposed for deregulation. The first one is the DMS sunset. I was interested to hear Pat say, and I hear a lot of people say, that New Zealand has got some unusual advantage in Australia. It is true that they could do that. But I would like to say that Mainland cheese is not a discount price brand. The discount cheeses in Australia are supplied by the Victorian processors, not by New Zealand. I think that is a point that we want to bear in mind. So, in terms of setting the price of what can be achieved, I think there is a bit of misinformation there…It is true that in the other parts of the sector, like the fast-food sector where we compete with New Zealand, they do come in at a competitive price, but it has never been substantially different to the price that has been tendered by the Australian processors, so I think there is a bit of a furphy there.

State Regulatory Arrangements for Market Milk

3.23 All states have deregulated post the farm gate successively over the last few years, with Queensland the last state to deregulate on 1 January 1999.  However, all states continue to regulate the farmgate price for market milk, through the State dairy authorities which are responsible for ensuring the quality and year round supply of milk for drinking purposes.  To do this the State Dairy Authorities regulate the pricing, supply, distribution, health and safety and marketing of milk.  

3.24 State based dairy industry regulation of market milk typically includes:

a) vesting of milk in a statutory body;

b) farmgate price setting for market milk;
c) supply management arrangements:

i) via market milk production quotas in New South Wales, Western Australia and South-East and Central Queensland; and

ii) via market milk pooling in Victoria, North Queensland, South Australia and Tasmania;

d) food and safety standards; and 

e) compulsorily funded industry services.
3.25 Different arrangements apply in each state for the regulation of the drinking milk market.  Three states have quotas – Western Australia, New South Wales and Queensland, while the other states have pooling arrangements, ie an equal proportion of each farmer's production is eligible for the market milk premium price.  For those states with quota arrangements, the actual or opportunity costs of the asset (quota) add significantly to the return required by the producer for milk production.

3.26 To date there has been limited trade across state boundaries, including the purchase of raw milk from another State, at the latter's regulated price, and the sale of packaged milk in a State other than that where it was processed. All milk exported interstate for processing into liquid milk, must be sourced at the state regulated farmgate price. All States, except Western Australia and the Australian Capital Territory, have equivalent provisions in their dairy legislation (commonly referred to as 'Section 38' provisions) to prevent interstate manufacturing milk being sourced for market milk and undermining the market milk arrangements.
Victoria

3.27 In the 1970’s Victoria operated under a quota system.  Victoria and Tasmania undertook a quota buyout at about the same time. The Dairy Industry Act 1977 dissolved the Milk Board and created the VDIA.  One objective for the new arrangements was to create some equity across the board for all dairy farmers, ie irrespective of how the milk was used, each dairy farmer was able to share in the market milk premium managed by the Victorian Dairy Industry Authority.

3.28 The buyout was managed by the VDIA.  Farmers were given 10 years within which to surrender contracts, with the compensation for their quota diminishing by 10% each year – if a farmer waited for 10 years to surrender his quota, no compensation was payable.  The compensation started at $55 per litre and was funded by a consumer levy, which varied depending on the funds required to compensate surrendered contracts, and varied from $1.31 cents/litre in 1977 to 0.13 cents/litre in 1987.
  This margin was added into the price of milk to the processor and passed on to the consumer.

3.29 The resulting cost over the 10 years was $39 million.  Farmers could take their payment in a number of ways – in full or in part, with options for immediate payment or deferred payment.

3.30 Regulation of the Victorian dairy industry is now undertaken by the Victorian Dairy Industry Authority under the Dairy Industry Act 1992.  Parts 5, 6 and 7 of this Act regulate the control of the milk supply, the payment for milk to producers and the prices the VDIA will require processors to pay for market milk in Victoria as follows:

a) Milk is accepted through the VDIA and becomes its property (although there is no physical acceptance by the VDIA of the milk)

b) If insufficient milk is available to meet the demand the VDIA requests a processor to deliver milk for use as market milk (and licenses processors to act on its behalf as receivers of market milk)

c) The price paid by processors is determined by the VDIA – at least once every six months the VDIA must determine and publish prices to be paid by processors

d) VDIA deducts its own costs and certain other amounts

e) At the end of each month the VDIA distributes the surplus to all licensed dairy farmers in proportion to their total deliveries of milk of acceptable quality during that month.

3.31 All licensed dairy farmers share in the returns from market milk sales whether or not their milk is actually used for liquid milk consumption.  In 1997-98 the VDIA managed the supply of 542.6 million litres of milk to processors, total receipts from processors were $261 million and payments to farmers amounted to $256 million.

New South Wales

3.32 The Dairy Industry Act 1979 established the NSW Dairy Corporation and regulates the supply and treatment of milk and dairy products, enables milk and dairy product prices to be fixed.  All milk in NSW is formally vested in the NSW Dairy Corporation (now Safe Foods).  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 is tradeable through a four weekly 'quota exchange'.

Queensland
 

3.33 Until recently, Queensland had statutory entitlements in South East Queensland only; market milk access in North and Central Queensland operate under non-statutory arrangements (pooling in North Queensland and factory quota arrangements in Central Queensland).

3.34 In South East Queensland, a market milk entitlement attaches to a producer, giving the producer a right to supply market milk to a processor specified in the entitlement.  Initially entitlements were calculated as at 30 June each year.  On 1 April 1986, all producers were allocated a market milk entitlement based on the quantity of milk paid for at market rates.  Entitlements have not been re-calculated since that date.  To gain access to the fresh milk market producers need to hold an entitlement.  The majority have been obtained by original allocation and expanded by the allocation of growth.  Significant capital investment has been undertaken by producers.  Producers can transfer from one processor group to another and take their entitlement with them. 

3.35 The present entitlement amounts to 762,063 litres per day.  Entitlements have recently traded for between $300 - $350 per daily litre, the maximum capital value of entitlements is up to $270 million.

3.36 The Queensland Dairy Authority determines market milk access.  There are two market milk access schemes operating in SE Queensland, the Brisbane Market Milk Access Scheme and the Suncoast Market Milk Access Scheme.  The schemes allow processors in the large population areas to access raw milk from other processors.  Currently, all processor and producer co-operatives in SE Queensland share in the access to the Brisbane Scheme, while only three producer co-operatives share in the access to the Suncoast scheme.

3.37 In Central Queensland, a factory quota system was operated by the Port Curtis Dairy Limited, a wholly owned subsidiary of Paul's Ltd, the only franchised processor in area.  The quotas are similar to entitlements in that they give producers authorisation to supply a specific quantity of market milk.  Unlike entitlement, the quota does not give a producer a statutory right to supply market milk.

3.38 There is open negotiability within the Central Queensland region and the price is decided between the buyer and seller.  New entrants into the area were required to obtain the approval of the company before they purchased quota.  Quota has recently traded at about $260 - $280 per litre.

3.39 In North Queensland a pooling system was operated by Malanda Dairyfoods Limited, a wholly owned subsidiary of Dairy Farmers Group, the only franchised processor in North Queensland.  Again the system did not give a producer a statutory right to supply market milk.  Under the pooling system, all milk produced is placed in a pool and market milk was supplied from the pool. Producers were paid at the market milk price for a proportion of their deliveries to the pool.  This proportion was based on the level of market milk sales relative to total deliveries 

Revised arrangements

3.40 Revised arrangements have been recommended as a result of the National Competition Policy Review into the operation of the Dairy Industry Act 1993.  These new arrangements essentially entail the extension of the south-east Queensland supply arrangements across the whole of Queensland.

3.41 The Supply Group specifically recommended:

(1)
The extension of Queensland‑wide statutory supply management arrangements consistent with the recommendations, (as supported by the Public Benefit Test outcomes), of the National Competition Policy Review of the Dairy Industry Act 1993.

(2)
That regulated supply management arrangements remain in place for the same period as regulated farm‑gate prices.

(3)
That the implementation of the Queensland supply management arrangements include:

•
a single supply management scheme;

•
a single supply management region;

•
processor milk access at each milk processing plant;

•
granting of individual entitlements to producers in North and Central Queensland based on producers' current market milk access with detailed allocation criteria to be developed by the Queensland Dairy Authority in consultation with those regions;

•
tradability of entitlements across Queensland and provisions for diversion of supply;

•
no further distribution of market milk growth;

•
continuation of current appeal provisions;

•
relating market milk payments to entitlements on a monthly basis, based on market milk sales;

•
continuation of provisions for the Authority to establish pooled cartage schemes if necessary;

•
consideration by the Authority of the Working Group's guidelines for pooled cartage schemes where such a scheme is contemplated; and

•
provision of effective audit powers.

3.42 Those recommendations are in the process of being implemented.

Tasmania

3.43 The Dairy Industry Act 1976 established the Tasmanian Dairy Industry Authority to regulate and control the industry by setting standards and licensing all sectors of the industry.  One of the TDIA's prime functions was to assist with industry rationalisation, particularly of the market milk sector.  In 1977, the Authority changed the arrangements for the supply of milk for the fresh milk and cream market from a quota system to a 'pool' system to enable all dairy farmers in Tasmania to participate equitably in the higher farmer returns from this market.  The process took place from 1978 – 1985m, during which time the TDIA purchase quota contracts from quota holding dairy farms.  Since then notionally, 10% of each dairy farmer's production is designated as market milk and farmers receive the premium on that percentage of production.

3.44 In Tasmania, it was decided to buy out quota entitlements over a period of years through a mechanism managed by the TDIA:

a) A quota purchase fund was established with funds borrowed commercially, but government guaranteed;

b) 1.2 cents/litre was withheld from the dairy farmer's share of market milk and credited to the quota purchase fund;

c) quota was resumed from farmers over a period of 9 years at $40 per litre [1977 figures], the quota being resumed as milk became available from manufacture milk off season.

3.45 In 1996, the Dairy Industry Act replaced the previous legislation, and provides for the setting of the price which milk packagers, ie Tasmaid and Betta Milk, must pay for the fresh milk portion of production.  The Act gave to the TDIA the following responsibilities:

a) administration of a milk pooling arrangement;

b) effective administration of marking arrangements by promoting the consumption of market milk and dairy produce manufactured in Tasmania;

c) management of the supply and purchase of milk for the Tasmanian market milk and cream trade;

d) in conjunction with industry and appropriate government agencies, administration of quality assurance programs to facilitate compliance by the dairy industry with appropriate standards and codes of practice; and

e) conducting consultations with the Tasmanian dairy industry.

Western Australia

3.46 The Dairy Industry Authority of Western Australia was established under the Dairy Industry Act 1974 and its functions include:

a) the regulation of the production of milk;

b) the acceptance of, payment for and sale of milk by the Authority;

c) the regulation of the production of milk so as to ensure, so far as practicable, the continuous availability of milk only; and

d) for the purposes of ensuring the wholesomeness and purity of milk, the control of the quality, production and treatment of milk at dairies.

3.47 In discharging its responsibilities under the legislation, the Authority:

a) administers a system of quotas which control the supply of market milk from dairy farms;

b) administers a licensing system and determines the price paid for market milk;

c) administers various allowances associated with production, promotion and country transport of milk, and provides finance for the Distribution Adjustment Assistance Scheme;

d) maintains industry statistics and conducts research into policies and market conditions; 

e) operates a technical and quality program to ensure a high standard of farm milk supply and to monitor the quality of Western Australian manufactured dairy products.

3.48 The dairy industry in Western Australia has operated under the market milk quota system since the 1940’s.  The Western Australian Dairy Industry Authority organises three quota auctions each year on behalf of the industry. Western Australian farmers have had the opportunity – through the WA Dairy Industry Authority – to have input into pricing based on their cost of production.

South Australia

3.49 The Dairy Authority of South Australia was established on 1 July 1993 under the Dairy Industry Act 1992. The Authority is an independent statutory authority fully financed by the dairy industry. The functions of the Authority, as defined in Section 12 of the Act, include:

a) to recommend the imposition, variation or removal of price control in respect of dairy produce under the Act;

b) to determine the condition and the fees for licences to be issued under the Act;

c) to monitor the extent of compliance by the dairy industry with appropriate standards and codes of practice.

3.50 Access to the market milk premium is managed through the South Australian Market Milk Equalisation Committee Ltd (SAMMEC).  The Committee is a representative body of both producers and processors, oversights an agreement, which is approved by the minister, which allows access to the market milk premium by every South Australian dairy farmer on a pro rata basis.
  SAMMEC ensures that dairy farmers are paid correctly and fairly for market milk, flavoured milk and UHT milk.

The International Market 

3.51 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, depressing prices, primarily driven by the inability of Russia to absorb surplus butterfat in world markets.  While import barriers such as tariffs and tariff quotas are a major impediment to the Australian dairy industry widening its export base, a significant impediment to growth is the low level of world market prices.  Competition from New Zealand in particular limits the industry's ability to increase returns from a largely static domestic market.  

3.52 Australia currently exports nearly 50 per cent of its annual milk production and more than 60 per cent of its output of manufactured products.  Its principal export products in both value and volume terms are skim milk powder and cheese, with butter and whole milk powder also major contributors to industry export returns.  In recent years, increasing volumes of milk and short shelf-life products have been exported to the growing retail markets of Asia.
  

3.53 Australian exports are concentrated in Asia, with Japan and South East Asia accounting for around half of Australia's exports by value.  This reflects Australia's geographic location and is also indicative of the of the extent to which Australia is excluded from other major markets by direct restrictions or import subsidy programs.

3.54 The ADC argues that increasingly, the future of all major companies operating in Australia will be linked to their returns in international markets, as will prices paid to farmers, a trend started by the Kerin Plan and the Uruguay Round agreement in 1994, "agreements which essentially locked our dairy industry and its future into the international market".
  ADC sees the future of the Australian dairy industry as dependant on how the industry develops and maintains its international competitiveness
, given that 'Australia is one of the few dairy-producing countries that links local industry growth and profitability directly to its international competitiveness'.

Industry Outlook

3.55 The Australian Dairy Corporation (ADC) acts on behalf of the Australian dairy industry in the enhancement of international marketing opportunities for Australian dairy products. The ADC acts as sole agent on behalf of industry in the commercial trade of Australian natural cheese to Japan and to Europe under Australia's sovereign quota to that market, and also for increased access to Europe under WTO commitments:
[The] Act empowers the corporation to undertake a range of marketing and regulatory functions with the objective of enhancing the profitable production and marketing of Australian dairy products… These roles…are highly commercial in nature and give the corporation some insight into the specific issues raised by certain of the terms of reference to this Senate inquiry.

3.56 Because there are virtually no barriers to imports of dairy products into Australia, domestic market returns are directly related to export market prices.  The prospects for an improvement in world dairy product prices depends substantially on the outcomes of the next round of World Trade Organisation (WTO) negotiations commencing in 1999.  The ADC advises that, from a policy perspective, the next five years will be important for Australia in terms of international trade opportunities:

1999 will see the resolution of a number of international trade disputes over the implementation of Uruguay Round trade reforms (eg Canada special milk pricing schemes). Late in the year World Trade Organisation members will commence the next multilateral round of agricultural trade liberation discussions. While these negotiations will not conclude for several years, they represent an opportunity for Australia to secure permanent improvements in prices and access to key product markets over the next decade. These negotiations will also have a crucial bearing on the volume of subsidised dairy exports entering world trade and their associated impact on international market prices. Reductions over time in the volume of subsidised exports entering world markets is crucial to securing sustainable market-driven improvements in world dairy prices.

3.57 While improvement in the longer term is probable, the reform agendas of the US and the EU will ensure that world markets remain corrupted for at least the next five years, thereby putting considerable pressure on Australian dairy farmers who do not benefit from the kinds of assistance provided to their counterparts in the EU and US.  ADC suggests that in order to secure the long term advantages through multilateral negotiations, industry must:

a) Devote considerable resources to this area in coming years;

b) Actively pursue a strategically focussed program of bilateral trade initiatives in markets with export potential.

3.58 The UDV in its submission advised:

The next round of WTO talks are critical.  The Australian Government's role and the need to commit significant resources to achieving greater agricultural reform cannot be stressed enough.  It is the key to giving dairying and other sectors of agriculture a 'fair go'.  The right outcome in the next WTO will be of great benefit to regional Australia and Australia as a whole.

3.59 However, the ADC states that the next round of major reforms in terms of access conditions or export subsidies is not until the next WTO round signs off, which will not be for as much as four years, with reform occurring gradually after that.  The ADC were of the view that there would not be major shifts in the international policy environment for a decade, yet Australia would be exporting an increased percentage of production and would therefore be more reliant on export returns.

Table 3.3 Production and Export Sales for Major Dairy Producers in World Terms

Country
% World Production
% World Trade
Ratio of trade to Production
Dairy Cows ['000's]
Average price paid per litre

Australia
2.0
12.0
6.00
2,002
*.28

Tasmania
0.1
1.2
12.00
137
.24

New Zealand
2.0
31.0
15.50
3,223
.26

European Union 

(15 States)
24.0
38.0
1.60
21,712
.44

United States
15.0
5.0
.33
9,280
.40

Other
57.0
14.0
.25
106,501
.96

(Japan)+

*weighted average of manufacturing and market milk price across all States based on:

· Manufacture price of $22.91/100 kg milk – 78.7% of production

· Market milk price of $49.51/100 kg of milk – 21.3% of production

· International prices based on $A exchange rates at 30 June 1997

+Japan has an industry 93% the size of Australia's in production terms, but pays its farmers more than four times the weighted average milk price

3.60 Chris Phillips, General Manager Planning and Information, ADC, advised that current prices were very poor, but expected the Asian market to improve in the medium term:

In the period going forward, the next 18 months is a very bad time for world dairy. We are about to hit the bottom of an international price cycle so our market outlook will be the worst it has been for a decade. Prices have not been this bad since 1991, on a collective basis…Looking beyond 2000 out to 2001 and 2002, we see that Asia will come back, not next year but it will start to build significantly again in 2001 and 2002. Further cuts from some of the longer‑term impacts of the Uruguay Round on export subsidies out of Europe and the US in terms of our two key export products, cheese and skim milk powder, will give us a better international market flavour in those two key market segments from about two to three years time on. Even though there will probably be increased production in Australiaand we see maybe 11 billion litres plus in a few years timewe think the international market will begin to grow so it can take that extra product out of Australia. So, from our point of view, it is not a surplus situation or an overhang situation in the medium to longer term.

3.61 The peak industry advisory group, ADIC, cautions:

Although the longer-term international outlook remains generally favourable, Australian dairy exporters face several uncertainties during the next few years. With Australia's limited access to Europe and North American markets, Australian dairy companies have relied heavily on sales to Asian markets for export growth over the past decade....Australia exports between 58% and 90% of its major dairy commodities to Asia. Our major competitors, the European Union and New Zealand, direct a much lower percentage of their export shipments to Asia.

Concentration on Asian markets worked to the Australian industry's advantage until recently. The economic downturn in Asia since 1997 has raised doubts over whether these regional markets can sustain increased demand for dairy products in the short to medium term. While import demand appears to have stabilised in most South East Asian markets, in some cases (e.g. Indonesia) trade is unlikely to recover to 1997 levels for some time.

However, market reality dictates that Asia will remain strategically important to the viability and profitability of the Australian dairy industry. Australian companies may be able to reduce the short term impact of lower growth in Asia by securing an increased share of export sales to specific markets at the expense of subsidised competitors such as the EU. Early indications are that this strategy is proving successful. To be sustained, industry will have to work hard to maintain its track record as a reliable supplier of quality food ingredients and commodity products at competitive world prices. This is especially crucial, given an expected future increase in milk production. With a static domestic market, all additional milk produced will have to be sold on the export market.

Overall, the longer term international market outlook remains favourable for Australian dairy farmers. There is a real prospect for renewed growth in Asia after 1999/2000. China and South Asia also offer substantial opportunities for exports in the longer term. Economic renewal in Asia will ultimately help restore some of the key drivers behind recent growth in regional demand for dairy foods. These drivers include higher disposable incomes, improved distribution systems, and increased local consumer awareness and demand for dairy foods and ingredients. However, Australia must ensure it stays competitive. It will face vigorous supply competition from Latin America, Europe and New Zealand in export markets.

3.62 Much of the support to farmers in the EU and US takes the form of subsidies linked to prices and production.  ABARE, in a recent Current Issues publication, advises that agricultural support is moving towards 'decoupling' arrangements, encouraged by the WTO and occurring in parallel with the application of the WTO Agreement on Agriculture.  However, ABARE outlines some practical concerns:

a) Even with care to minimise them, distortions from decoupled support arrangements can be appreciable;

b) Most current efforts to decouple support in line with WTO arrangements fall well short of full decoupling;

c) There are potential dangers in countries claiming that their support arrangements are decoupled when in fact they are not fully decoupled and therefore remain substantially market distorting.

The major drivers for deregulation

3.63 Deregulation is supported principally by the large Victorian co-operatives and the United Dairyfarmers of Victoria.  No other state supports market milk deregulation, nor is it supported by other dairy farmer organisations.  However, Victoria produces almost two thirds of Australia's milk and the market in that state is dominated by two co-operatives, which are heavily geared towards the export market – it is this export market exposure, which is the main commercial driver behind deregulation.

3.64 The Australian Dairy Industry Authority, (ADIC), having considered the issue, came to the view at an early stage that deregulation at some point was inevitable and that the primary question was how deregulation should be handled.
 The NCP reviews from the various states, also accepted the inevitability of deregulation, but, except for Victoria, concluded that the timing of full deregulation should be delayed by at least several years and some by as much as five. ADIC has taken the view that full deregulation should take place from 1 July 2000 to fit in with the sunset of the Domestic Marketing Support Scheme and that the appropriate mechanism for dealing with the dramatic fall in dairy farmers' income at that date is a restructure package.

3.65 ADIC argues that deregulation is inevitable and should be undertaken in as orderly manner as possible.  They argue that it is inevitable, for the following reasons:

a) The problem of satisfying a public benefit test under the National Competition Council guidelines for the continuation of regulation;

b) The desire by the major processors to end regulation;

c) The support of the United Dairy Farmers of Victoria for the end of deregulation.

3.66 The major arguments advanced by commercial interests are:

a) Regulations send the wrong market signals and create inappropriate investment strategies at both farm and manufacturing level;

b) Industry will not keep ahead of the world market while regulation distorts market signals; and 

c) Regulation slows down the rate of necessary change.

3.67 In a submission to the Minister for Agriculture, Fisheries and Forestry, the ADIC outlined the following reasons for deregulation:

The deregulation of the post farmgate supply and price arrangements for market milk has seen the rationalisation and eventual emergence of three national market milk processors with consequent national brand development.  This rationalisation has been accompanied by a globalisation of the Australian dairy industry (eg Parmalat's entry and the joint venture/strategic alliances formed between a number of the Australian co-operatives and international players).
This has created a highly competitive trading environment in Australia. Commercial pressures are coming from Victoria, the dominant producer, where the major exporters see a threat to their competitive capability from continued regulation. Those exporters can be expected to be aggressive in marketing milk interstate if regulations continue. This will force change and undermine market milk arrangements, resulting in staggered and unmanaged deregulation. An example of this was the recent 3c/litre drop in the regulated farmgate price for market milk in New South Wales, due solely to competitive forces. 

The major dairy companies, particularly the Victorian co-operatives, believe that current regulations (both the DMS and the market milk regulations) are holding back the industry. Regulations are sending the wrong market signals and creating inappropriate investment strategies at both the farm and manufacturing level. This is affecting the companies' domestic and international competitiveness and their ability to increase domestic sales of value added products.

… Australia's climate and pasture‑based grazing system gives the industry a major competitive advantage internationally through (along with NZ), relatively, low cost milk production. Nothing is static. Producers in other countries are continually improving their productivity. Australia has to continually improve its productivity if it wants to remain competitive at farm and manufacturing level. 

3.68 ADIC further argues that the following factors are critical to the debate:

a) The increasing competitiveness of other world producers who are increasingly able to match the cost of production of Australian dairy farmers;

b) Major dairy mergers in Europe, the USA and New Zealand, bringing about efficiencies and economies of scale at both manufacturing and wholesale levels – these are the Australian companies' competition;

c) Recognition by Australian manufacturers that to remain competitive and to ensure the ongoing viability of the dairy industry, Australia's industry must similarly undergo rationalisation.

The major co-operatives

3.69 The two big co-operatives in Victoria, Murray Goulburn and Bonlac, process between them over 50% of Australia's milk. A profile of the two companies is set out below.

Murray Goulburn

3.70 Murray Goulburn:

a) Has total turnover of about $1.3 billion per annum;

b) employs about 1,500 people, predominantly in Victoria;

c) collects approximately 2.8 billion litres of milk, 28% of the national intake, per annum from its suppliers;

d) has approximately 3,300 farmers/shareholder suppliers, predominantly from Victoria, although there are also small supply bases in southern New South Wales and south-east South Australia;

e) directs about 93 per cent of their milk intake to manufacture dairy product, of which 65 per cent, or about $800 million is exported.

f) Has a growth rate of about 10 per cent per annum.

Bonlac

3.71 Bonlac has a co-operative heritage but is currently an unlisted public company, governed by Corporations Law. The Board members are farmer and non-farmer representatives  Bonlac merged with United Milk Tasmania (UMT) on 1 January 1999, which contributed $80.5 million to a $127 million increase in sales revenue.  For 1998/99, Bonlac:

a) had a total turnover of $1.157 billion, an increase of 12% on the previous year's figure of $1.03 billion);

b) processed in excess of 2 billion litres of milk during the 1998/99 financial year;

c) made a consolidated operating profit, before tax, of $10.4 million, down from $15.9 million in 1997/98;

d) had export sales of $606.3 million in 1998/99 – with exports to Europe, the Middle East, South Asia, the Indian Rim and the Americas.

The commercial pressure for deregulation

3.72 Pat Rowley, Chairman of the ADIC, stressed to the Committee the significance of Victorian support for deregulation:

With Victoria dominating the commercial structure of the Australian industry, I have to take strong regard and my Council has to take strong regard, to that fact in developing policy.

3.73 Pat Rowley was emphatic in his statement to the Committee on 3 September 1999, when he outlined the commercial pressures which would mandate deregulation:

We have now got to the situation where 64 per cent of the milk is produced in Victoriatwo big processors in Victoria have control of 50 per cent of the milk. The commercial pressures that that has created has seen no further support for the DMS Scheme, particularly with the competition that is here with New Zealand. That, along with the fact that those major commercial forces believe that the market milk system should not be continued in Victoria, has seen a policy that has come uniformly from the processors and the producer sector seeking deregulation from 1 July 2000.

Since we were here, the Victorian minister has announced Victoria's intention to totally deregulate the market milk system from 1 July 2000. That is in response, firstly, to the policy of both the processor and the producer sector, but it is also consistent with the national competition review of the market milk system in Victoria. That review demonstrated that there was no public benefit to the economy of Victoria by maintaining a regulated market milk system. There seems to be some lack of clarity, in my view, as to what that national competition review means. It says that, following the COAG agreement in 1995, Victoria, having got a negative public benefit test to the national competition review, is obliged to continue to dismantle regulation. If they do not, they lose Commonwealth payments to Victoria.

3.74 The Co-operatives and the UDV argue that regulation distorts investment decisions at both farm and manufacturing levels, increasing costs of production and restricting opportunities at the manufacturing level.
  ADIC stated to the Committee:

... in terms of domestic competition, the two major processors, Murray-Goulburn and Bonlac, do not want to see the continuation of a regulated market milk system as encouraging one of their big competitors in Australia, the Dairy Farmers Co-op, into achieving a cheap, high level of manufacturing milk behind the regulated systems.  This then competes strongly against those two companies in both the domestic and export market.  For that reason they argue for the demise of the market milk regulation, particularly in Victoria, which will then bring on the outcome that they desire.

3.75 The joint submission from Murray Goulburn and Bonlac was critical of interstate processors, arguing that because market milk regulations are sending distorted price signals to producers and given that fresh milk sales are largely static, the increased output is diverted to manufacturing, thereby undermining the basis of the Victorian dairy industry.
 The co-operatives are also concerned that there is a real risk that a regulated industry will lack the flexibility to maintain Australia's position as a leading supplier to world markets, although they so not provide specific examples of how flexibility is inhibited.

3.76 The two co-operatives argue that Dairy Farmers, their major interstate competitor, is able to subsidise its manufacturing milk inputs through the high prices paid for market milk and see this as unfair competition.  Similarly the UDV Gippsland argued:

Wrong market signals have been sent to states with a large percentage of market milk, resulting in inefficient investment decisions at the manufacturing and farm level in these states.  Manufactured dairy product sold from these states, often below their relatively high  cost price, on the domestic market is in direct competition [with] the cost effective dairy products [from Victoria].

3.77 These major dairy export manufacturing companies argue that the industry will not keep ahead of the rest of the world while regulation distorts market signals, that regulation slows the rate of necessary change and that the industry should 'bite the bullet' now.
  

3.78 Both Murray Goulburn and Bonlac are strongly in favour of deregulation.  Murray Goulburn, representing it shareholder suppliers, argue vehemently that there will be more opportunities for the company under deregulation, that ‘a number of commercial opportunities that currently do not exist will present themselves in a deregulated market' and that they will be able to compete more effectively in a deregulated market, both domestically and internationally.

3.79 Murray Goulburn, in arguing their responsibility to their shareholders, stated:

…we believe in a deregulated market.  Our farmers, our shareholders, get the right to compete effectively and fairly.  So if we can sell milk in any form anywhere at a price that adds value to their returns, then we should be entitled to do so.

3.80 Murray Goulburn was also concerned at the imbalance between the different sectors of the market:

We have suppliers in southern New South Wales who have no access to market milk at all and would be amongst the most efficient dairy farmers in Australia. They live totally from manufacturing milk returns. They supply us and, as a consequence, are totally driven by the world pricethe returns they have taken…This imbalance in regulation between the sectors has created tremendous differences in efficiency.

3.81 In relation to the allegation that the market milk premium allows farmers to take a lower manufacturing milk price, Mr Bywater of the Dairy Farmers group had this to say:

As far as market milk goes, the main reason as we see itand we understand it is said at meetings, in the supplier meetings in these other processorsis that there is some feeling that our suppliers in Queensland and New South Wales have some advantage by having a market milk premium. It means they can then afford to produce manufactured milk that is at a relatively low price and drives the production up; therefore, we go in and undercut in the marketplace because we have this low price milk. Firstly, our manufactured milk price is equal to or higher than anyone else's in Australia. Our brands that we sell into, as I said before, are all at the premium end of the market. I cannot think of too many products that we make that are not in that category. We are market leader in most of those. Anyone who is familiar with retailing would know that that tends to attract a premium, rather than the other way round.

3.82 Phil Scanlan, CEO of Bonlac, suggested at public hearing, that deregulation is not simply about price and consumer transfer, but also about encouraging innovation in the marketplace:

As far as we are concerned, the whole foreshadowing of deregulation has enabled Bonlac to move much more quickly and put ourselves into a marketplace positioning as far as the domestic beverages marketplace is concerned that augurs very favourably for our immediate future.

Submission comment

3.83 There is significant division of support for deregulation.  It appears that there is very little support for deregulation outside Victoria, while within Victoria and Tasmania, where deregulation will have the least impact and potentially the most benefit, the issue has divided farmers. In those states, it appears that there is a significant proportion of the industry which is undecided or against deregulation of market milk.  In Tasmania, it was stated:

Despite previous testimony to this committee, in a number of locations, that the farmer position on deregulation is predominantly in favour of deregulation, I can only say that, from my many meetings with farmers both at the individual level and at group meetings, my impression has been the very opposite. Confusion, fear, despondency and anger have been my observation of the average farmer's response to so‑called debate to date.

3.84 One submission argued that the situation in Victoria had been brought about by over investment by the major companies in that State, who now wanted to re-coup some of that investment on the local market:

Victoria's plight has been brought about by heavy investment by the export industry by investment companies expanding their production.  Now with markets hard to secure they want to flood local markets that have been built on domestic demand such as white milk and yoghurt.  This is at the expense of the family farm that has expanded steadily and built that market.

3.85 Critics of Victoria's push for deregulation argue that Victoria is guilty of over production and over capitalisation is forcing the rest of the country to pay for it, that:

a) There is massive overproduction which has been undertaken at the instigation of Murray Goulburn and Bonlac and by the establishment of very large 2-3,000 cow dairies; and

b) There has been over-capitalisation by the two large co-operatives.

3.86 Mr Colin Cork, Chairman of the Maleny Branch of the QDO, suggested that Victoria had overproduced to an unknown market, while Queensland had practised restraint.
 Another witness from Gympie suggested that the over investment in low cost export products by the Victorian companies was having a significant impact on prices:

We saw on Landline the other day that skim milk powder was selling overseas for around $1,100 a tonne. The extra milkthat export milkthat is being produced out of Victoria is not returning those farmers anywhere near what it is costing them. It is probably only bringing, say, 11c; for casein, it is probably only 9c. That is where our problem lies. Our problem is the low cost export products that we are sending overseas. In Victoria that is all bundled up into the one price. We see the opening price in Victoria at 15.3c. Why is it so low? It is because suddenly they have huge volumes of skim milk powder sitting in their warehouses that they have to get rid of because there is some more coming in tomorrow and more coming in the next day. They have to get rid of it at a low cost commodity price.

3.87 Western Australian witnesses expressed similar concerns.
 

3.88 The UDV Gippsland provided the Committee with their own submission, which was strongly in favour of deregulation, arguing that current regulatory arrangements were "impeding Gippsland's long term economic and social growth"
.

The significance of the Victorian dairy industry

3.89 Victoria is in favour of deregulation for the following reasons:

a) To improve its access to the more lucrative domestic market, particularly to those areas of the market where New Zealand currently has a competitive advantage;

b) To eliminate perceived cross-subsidisation from market milk to manufacture milk in other states; and

c) To enhance its competitiveness on world markets.

3.90 The National Competition Council (NCC) assessed Victoria's significance to the national industry as follows:

The size and structure of the Victorian dairy industry has a significant influence on the rest of the Australian dairy industry. There is also a perception within the industry that of all, of the States, Victoria is the most likely to fully deregulate its dairy industry arrangements following its current review. If this occurs, it is likely to have ramifications for dairy regulation in other States, particularly on the Eastern Seaboard. Should Victoria deregulate, it would become increasingly difficult for other jurisdictions to sustain any remaining price and market restrictions, due to the competitiveness of Victorian producers, processors and manufacturers, the operation of the Mutual Recognition Act and the threat of inter‑state trade.

3.91 If Victoria deregulates, the commercial reality is that the rest of the country will be forced to follow:

There will not be a flood of milk going from Victoria into New South Wales, Queensland or South Australia at all. The locals will meet the market and match the price. If the starting price for market milk islet us say for the use of the argument35c for milk entering that trade, the price which a general manager of a company in Sydney, Adelaide or Brisbane will pay for the local milk is balanced off against his next best option where he can draw that milk. In my judgment, the sort of geographical premium between Victoria and New South Wales is likely to be about four or five cents and the geographical protection into a place like Brisbane is going to be something similar. Very little milk is likely to move. There will be milk which will be produced in those states at a lower return to farmers simply because of the competitive situation created by taking the regulation out in Victoria.

3.92 Victoria can threaten the liquid milk market in the other states in two ways:

a) The supply of raw milk into NSW processing plants at competitive factory gate prices;

b) Supply of packaged milk to supermarkets at competitive wholesale prices.
 

3.93 The Queensland Dairyfarmers Organisation set out how it expected this process to take place:

The major processors of liquid milk in Victoria are National Foods, Parmalatwhich trades under Pauls Ltdand Dairy Farmers Group. The first two are the biggest in Victoria. They will get a price that is far lower than it is now under a regulated system. People have talked about 35c for all‑year‑round supply. They will get the milk. If they do not get it out of the two major manufacturersMurray Goulburn and Bonlacthey will go in their own right and get the farms. At the moment they get their milk through the Victorian Dairy Industry Authority, under a vesting situation. When that goesand the VDIA will goif they cannot buy it at what they reckon is a good market price, they will get suppliers who will be happy to go away from supplying Murray Goulburn and Bonlac if they can get a contract to supply liquid milk and not much else all‑year‑round.

3.94 Once Victoria deregulates, the buying price for liquid milk will become the Victorian price plus transport costs.  Part of the rationale for this flow on effect is the move by supermarket chains to go to national contracts for the purchase of raw fresh milk.  This is already apparent as one major supermarket chain has put NSW fresh milk into WA at 10 cents/litre less than the WA product.

3.95 The QDA stated:

Pauls, Dairy Farmers and Max Ould from National will pay only what the market will pay. If they cannot negotiate the deal they want with the two big ones, they will find their own producers out of Victoria.

3.96 The NSW Dairy Farmers Association is concerned about the impact of this situation:

…[It] creates an unhealthy outcome for an industry whose destiny is largely in the hands of an export market – farmers competing against farmers to compete away any effective margin that may otherwise be retained through the bargaining power that is afforded farmers by co-operatives…Interstate rivalry, fed by the NCP process, contributes to this state of affairs.

3.97 The submission states that deregulation of market milk arrangements in Victoria will cause a significant and abrupt loss of income across Australia as farmgate milk prices are aligned in response to pressure from the market and argues that the following specific effects will result:

a) A reduction in the farmgate prices of milk (including market milk) available for export from Victoria;

b) With knowledge of lower benchmark prices, processors in NSW will seek lower factory door prices for milk delivered to NSW processing plants on a year round basis.  Supermarkets in NSW will seek lower wholesale prices in response to potential supply of cheaper packaged product from Victoria;

c) The regulated farmgate prices in NSW will be forced downwards in order for them to remain competitive and to preserve an orderly system of market access under the State’s Dairy Industry legislation;

d) The DFA would expect a gradual breakdown in the farmgate market milk pricing and supply management systems in NSW.  Certain farmers and companies will be prepared to test the NSW state laws as they will seek to improve their own position by contracting direct with factories at milk prices better than what would be available to them based on regulated prices through the state supply management system.

3.98 The DFA of NSW set out how it saw the Victorian price affecting NSW pricing:

The price of milk will be determined at various points in the market based on the availability of the next best option - to each of retailers, NSW processors and Victorian manufacturing co-operatives.  

The price of bulk milk at farmgate for NSW farmers will be driven down to the price (to each processing plant) of the next best alternative to a processor.  This scenario would lead to differential pricing in regions based on equilibrium of supply and demand forces and the scale of the several factors.

The components of the commercial price are therefore likely to be:

· the acquisition cost of milk at farmgate - this is deemed to be the export parity price (without national marketing arrangements) converted back to a farmgate equivalent

· pick-up and handling costs from farm to receival factory in Victoria

· transport costs from Victoria to Sydney (converted to farmgate equivalent)

· the opportunity costs that would be considered relevant by a Victorian manufacturer in considering diverting milk out of the manufactured product chain into fresh milk products - by its sale to a market milk processor.

Development of the UDV position

3.99 The UDV represents approximately 75% of Victoria's 8036 farmers.  At the UDV annual conference in May 1998, members agreed that deregulation was in the best interests of Victoria and that a proactive approach to the change would be the best way to achieve good outcomes.  The meeting passed the following resolution:

That members empower the UDV executive to lead the negotiations to secure the best position for Victorian dairy farmers as the industry faces deregulation and regularly report progress and refer to members for final approval.

The Inquit study

3.100 The UDV commissioned Inquit Pty Ltd, a firm of consultants, to assess the opportunities and threats of deregulation to the Victorian industry and to develop strategies for action. The findings referred to in the following paragraphs are based on the summary document tabled by the UDV in Melbourne on 2 July 1999.

3.101 The Committee was advised that the research undertaken during the consultancy involved extensive consultation among UDV members and exhaustive discussions with other industry stakeholders.  The study looked into all aspects of the farmgate economic environment to be affected by deregulation, and specifically investigated:

a) How regulated farmgate prices and the DMS supports affect milk production and prices in Victoria and other states;

b) The likely effect on milk prices and production if farmgate prices were deregulated;

c) The effect dairy market regulations had on Victoria in its role as exporter;

d) What could be done to minimise adverse effects of deregulation in Victoria.

3.102 The UDV estimated the effects of deregulation to be:
… with the removal of regulation the value of market milk at the farm gate will fall. From our research and commercial judgment, based on questioning and probing of the commercial sector, we believe that this could be in the vicinity of $7,000 per average farm. 

3.103 However, the UDV further stated that the fall would be offset through improved manufacturing efficiency and increased opportunities for Victorian dairy farmers provided by a 'truly national market'
.  
3.104 The Inquit study concluded:

a) Victorian dairy industry incomes are affected by the overproduction of manufacturing milk in NSW and Queensland.  Either the additional milk produced in those states is likely to displace Victorian production on the domestic market, or it is likely to lower prices for manufactured products on the domestic market, or both;

b) The Victorian industry would be better off if the regulated farmgate prices in other states did not create such high average milk prices in those states, that the best and fairest way to ensure this would be if prices for milk in those states were set by competition, including competition from Victorian milk supplies.  A competitive national market for milk would almost certainly imply, also, the deregulation of Victorian farmgate prices.

c) Victorian dairy farm incomes are likely to fall if farm gate prices for market milk are deregulated and through the phase out of the DMS Scheme.

d) The amount of the loss will depend ... on the performance of the farmer-owned co-operatives, given the dominance of the latter over milk collection in Victoria and their setting of the farmgate price for all milk not covered by regulations.

e) The premium prices paid for drinking milk will not automatically disappear if prices for market milk are deregulated; similarly the higher prices for domestic manufactured products, the source of most of the DMS benefits, will not automatically fall when the DMS scheme ends in 2000 – the price will be determined by the market place.

3.105 The study found that the projected losses to farmers would be as follows:

a) For market milk, the price would fall from 44 cents/litre to about 32 cents/litre at the farmgate (net of farm to factory transport and handling costs) or about 6% to average 1996 incomes;

b) For manufacturing milk, the loss was estimated to be $10,000 per annum, based on 1996/97 returns, from 1 July 2000.

3.106 The study also assessed the Victorian industry's prospects as follows:

The Victorian industry is essentially focussed on export markets, where some 65% of its milk is sold.  It is essential that the Victorian industry maintain its export competitiveness in order to maintain its recent rate of growth, which has so far outpaced the growth of domestic market sales.

Because it produces milk at export-competitive prices, the Victorian industry enjoys a strong competitive advantage in the Australian market.  This is a much more remunerative market for Victorian manufactured dairy products than the average export market.  But the overproduction of manufacturing milk in other states due to the income effect of market milk price regulations, tends to deny the Victorian industry the full benefits of competitiveness.

3.107 The report argued that, "given its long term focus, the Victorian industry may face a choice between short term losses for farmers, depending on the performance of their co-operatives, and securing its competitive advantage in domestic and export markets".

3.108 The UDV Central Council adopted its preferred position for the NCP review of the Victorian Dairy Industry Act 1992 at a meeting in February 1999, in favour of deregulation of market milk price and milk supply in Victoria to coincide with the sunset of the DMS scheme.  Their stated preference was for simultaneous orderly deregulation and a restructure package as developed by the ADIC.

3.109 In their November 1998 submission to the inquiry into the 'Impact of National Competition Policy Reforms on Rural and Regional Australia', the UDV concluded that deregulation was inevitable and that the industry should put its efforts into ensuring that Victorian dairy farmers are best positioned to manage in a deregulated environment.
  

3.110 Max Fehring, President of the UDV, explained why Victorian farmers wish to deregulate:

When those other states have attempted to get into products that we do, they do not have the scale of efficiency to do it. But in recent times, because of the extra milk production which has been some of this cross-subsidisation debate, they have been entering those markets, we believe, detrimentally to us, because they have been producing small volumes of product which has a tendency to either try to capture some commercial markets that we have had domestically or they dump it on to the export market because they have a smaller volume to get away with. That has certainly caused some angst with the cooperatives and no doubt they will speak about that. Those are some of the issues.

3.111 The Gippsland UDV echoed these views, arguing in their submission that "manufactured dairy product sold from these states, often below their relatively high cost price, on the domestic market is in direct competition [with] cost effective dairy products".
  They argue that the removal of regulation will "unleash the Gippsland dairy industry to reach its potential", simulating a claim in one of the UDV's newsletters that "deregulation unlocks the potential and competitive advantages of the Gippsland producers and their industry investments, once deregulation comes in we will able to go forward and compete on all domestic and export markets".

3.112 Peter Fitzgerald, a Central Councillor with the UDV, stated at public hearing, that, given the reductions in margins from exports, that deregulation was needed 'to provide a buffer from the dips in export prices that we are about to experience this year',
 and  ‘domestic value added products maintain a price premium which cushions our returns. We need the national marketplace opened up for equal opportunity for all dairy farmers.’

3.113 However, it should be noted that there is currently some trading in milk across state borders.  There is at present significant movement across the SA/Vic/NSW/Qld borders.  The current restraint in relation to market milk is not total and exists as a result of the agreements under the various regulatory arrangements, not to sell milk across a state border at less than that state's regulated price plus freight.

3.114 The NSW Dairy Farmers' Association put their view of the Victorian position as follows:

Victorian co-operatives claim that the market milk system – paying a significant premium above manufacturing milk prices – provides too much income to farmers in states such as NSW and Qld.   This allows those farmers to subsidise the production of greater volumes of milk which are directed to manufacturing products.  They argue that this puts more products into domestic markets at prices, which are more competitive against Victorian produce than they would otherwise be.  

By attacking the market milk premium, the Victorian manufacturers believe they will overcome this competition. Their chief targets in this regard are the NSW and Queensland industries, and the businesses of the Dairy Farmers Group and other smaller co-operatives.

3.115 The Victorian NCP review recommended that the industry be deregulated as at 1 July 2000.  The major dairy companies have consistently argued for deregulation on commercial grounds and the United Dairyfarmers Victoria, as an organisation, concluded that it was in the interests of Victorian farmers to deregulate.  The UDV recommended to the NCP review that Victoria deregulate, and on 13 July 1999 it was announced by the Minister for Agriculture and Resources, the Hon Patrick McNamara, that the Government intended to remove the remaining statutory controls on the price and supply of Victorian liquid milk as at 1 July 2000.
 

3.116 The position of the Victorian Government post the State election is currently uncertain.

The Consultation Process

3.117 ADIC advised that it attempted to ensure that stakeholders have been well informed on deregulation and the re-structure package, although ADIC advised that the primary responsibility lay with state farmer organisations to ensure that their members were aware of the issues:

The impact of deregulation and ADIC's proposals for a restructure package have been discussed via the mechanism of the state dairy farmer organisations, which have consulted with individual farmers through district council and branch meetings.  The issue has also been widely discussed in the Dairy Farmer magazine.

3.118 The extent to which the UDV was truly representing its members' interests in the deregulation debate is an issue which has been raised by farmers within and outside Victoria.  Concern was expressed to the Committee that the UDV did not represent the views of a significant number of Victorian farmers and that its consultation process in the development of its policy position towards deregulation was inadequate. 

3.119 In response to the criticisms, the UDV tabled at public hearing on 2 July 1999, a list of meetings and other consultation processes held by it over the previous 18 months.  That schedule is at Appendix Three.
3.120 The extent of the dissatisfaction appears not only to be confined to Victoria, but to extend to southern New South Wales and Tasmania.  In some areas there seemed to be reasonably strong support for the Concerned Dairy Farmers' Association, an organisation which has its genesis in the concern many dairy farmers have over the deregulation debate, ie the lack of a national focus and inquiry into the issue, the implications for the national industry of deregulation in Victoria and the timing of deregulation.  However, the Committee is mindful of the informal nature of the organisation and the fact that the extent of its support is difficult to ascertain.

3.121 While many farmers were not necessarily supportive of the Concerned Dairy Farmers specific proposals, it appears that much of the concern in the industry relates to the speed at which deregulation is being imposed and the concern that insufficient heed is being taken of the likely consequences.  A thorough investigation of the national consequences of deregulation has been suggested, in order that all the ramifications are understood and any necessary mechanisms can be developed and implemented. 

3.122 While the Committee recognises that many farmers feel that deregulation is being embraced with unnecessary speed, it should be noted that there has been a continuous move towards deregulation of the manufacturing milk sector since the implementation of the Kerin plan in 1986, and that deregulation of the market milk sector has been on the agenda for at least the last two years.  Pat Rowley stated at public hearing:

Can I also say that what has been put in place by governments from both sides of politics in the last 15 years has seen deregulation slowly occurring. I am referring here to things like floating the Australian dollar, and getting competition policy into Australia where deregulation has occurred in a lot of industries.

3.123 The Committee also heard evidence at a number of hearings, particularly in Victoria and New South Wales, about intimidatory tactics and the reluctance of some farmers to come forward and speak out against deregulation, for fear of reprisals:

A group of farmers in my area organised a meeting to better inform people about the effects of deregulation if it were to come about. A chairman of a very large manufacturing company spoke out very much against deregulation. I think his thoughts have been well publicised, but it is very strange howI am not speaking for him; that is why I do not want to make too many commentshe has gone almost totally silent now on his objections. We had a farmer from Victoria who was to come to that meeting. He was very agitated about the industry and the way it was going. I said, `You are very welcome to come along to the meeting.' He rang back and said that he had rung around, because he was going to bring a few farmers along, but, `The word is out from our processors that if we are seen to be speaking out or actively opposing deregulation then the threat hanging over our heads is that we will no longer have our supply of milk picked up.' That farmer refused to come.

3.124 However, at the same hearing, other farmers disputed the intimidation tactics and supported strongly the consultation which had taken place in relation to deregulation.
 

3.125 It is the UDV’s consultation process which has been the subject of concern.  The Committee had evidence from farmers at the Deniliquin and Victorian hearings, which was highly critical of the process.  A supplementary submission from the Simpson Branch of the UDV accused the No 3 District Council of the South West Region of the UDV of negligence in the preparation of the submission from that Region, as a result of a lack of consultation and a lack of an opportunity for discussion. They further stated that the representatives of the No 3 District Council present at the workshop had not seen, nor had they read the final copy of the submission before its endorsement on behalf of the other members of the Council.

3.126 However, the South West Region of the UDV unanimously supported the position of the Central Council in its separate submission to the Committee.

3.127 The Gippsland Crisis Committee was also critical of the consultation process:

The UDV claims to represent its membership; however only one option has been voted on.  Where voting has taken place it has been by very few indeed.  Furthermore, many farmers feel that the UDV does not represent their views and many are not even members.

3.128 Submissions have claimed that the leadership of those organisations representing dairy farmers, especially the DFA and the UDV are not acting in the best interests of farmers, but "have become mouthpieces for some dairy companys (sic)".
  A newspaper article, published in May 1999, also questioned the level of support the UDV had in reality.
  The co-operatives were also criticised for not properly informing farmers of the consequences of deregulation.

3.129 In Tasmania, there was concern expressed by a number of witnesses about the extent of consultation on deregulation and the proposed package.  One witness stated:

Certainly I would like to see a lot more consultation with people on farms. The people who have organised the deal have been working under a very tight time constraint and they certainly have not had timeI hope time is the reason for not consulting with members. At the two meetings I have been to, there have been only two people who have spoken in favour of the package that has been proposed, and everyone else has been either opposed or silent. I find it absolutely incredible that the whole thing is going ahead with so little consultation and so little grassroots support.

3.130 Both Brendon Thompson, chairman of the Dairy Council of the TFGA and John Hughes, representing ADPM, defended the consultation process which had taken place in Tasmania.  Mr Thompson stated:

In conclusion, the consultation process has been very thorough and the provision of information has been constant. I feel that the Dairy Council has done the best that it can to make sure the farmers in this state are informed as they would expect to be.

3.131 The committee recognises that much of this evidence is anecdotal, but is concerned at the number of occasions allegations of intimidation and the unrepresentative nature of the UDV's position were made.
3.132 The Committee feels that Victorian farmers are not united in their support for deregulation – the Committee had strong submissions from some Victorian farmers and individuals supporting the continuation of regulation and being highly critical of the UDV in its consultation with members, as well as a number of submissions from different branches of the UDV expressing strong support for the organisation and the move towards deregulation .  Despite the UDV's claims to the contrary, it is apparent from those submissions and public hearings that there is some concern over the issue of deregulation.
Arguments against deregulation

3.133 Typically, four reasons were put forward by the dairy industry in support of the continuation of market milk regulatory arrangements, specifically:

a) ensuring year round milk supply at stable prices and equity of access to this stable market;

b) provision to producers with countervailing market power vis-à-vis dairy processors and retailers;

c) provision of support or protection for Australian producers against "corrupt" world markets; and

d) provision of support for the  regional economic network.

3.134 The major concerns in relation to deregulation are:

a) Falling returns to farmers; 

b) The loss of control of the industry and the potential for terms to be dictated by the retail and processing sectors, ie the loss of countervailing market power;

c) The lack of any economic efficiency gains to farmers or benefits to consumers; and

d) The social and regional impact of deregulation.

Submission comment

3.135 Submission comment from most parts of Australia was substantially in favour of the retention of market milk regulatory arrangements.  Only where regulation was seen to be unavoidable, did submissions and witnesses then go on to consider what was required to manage the deregulation process.  

Equity of access to market milk returns

3.136 One of the major roles of most of the Dairy Industry Authorities has been to ensure that all farmers participate in the return from the market milk trade on an equitable basis – however, deregulation will jeopardise this equity consideration:

Our principal concern is the issue of equity of participation in the returns from market milk and our belief that the deregulation will, firstly, concentrate those returns in the hands of fewer farmers and, ultimately, destroy them altogether. 

3.137 The NSW Dairy Farmers Association argued for the continuation of regulation to:

…Provide farmers with a fair and reasonable share of the retail price for milk going into this liquid milk market – a price which relates to use which is not subject to import pressure, nor which is not otherwise attainable because of the effects of corrupted world markets and the combined power of processing and retail oligopolies;

Provide all dairy farmers with an opportunities to share equitably in the returns from such a regulated price – with reference to the location of the markets they are servicing and without masking medium to long term efficiency pressures.

3.138 The Association argues that Australian farmers are vulnerable given their exposure to competition from subsidised products produced in corrupt overseas markets.  Such product depresses world prices and therefore the prices Australian farmers can command for their product:

Meaningful reforms of the world market for traded dairy products will not be delivered for many years, and world prices will remain depressed below what they would be in a free and open market.  These prices will significantly influence Australian farmers’ returns.  We have done more than enough on market reform and in the DFA’s opinion, continuation in each state of domestic market milk regulation is justified to give farmers returns which are closer to what they might be in a free world market.

3.139 The Tasmanian Dairy Industry Authority was similarly supportive of the regulation of market milk, stating that the "capture of the market milk premium through regulated farm-gate pricing and its equitable distribution to all dairy farmers has been of critical importance in underpinning the growth of Tasmania's dairy farming industry and the resultant flow-on benefits to its processing industries".
  The TDIA does not see any additional economic efficiencies flowing from further deregulation of market milk arrangements, only an economic transfer away from the producer:

Deregulation will hurt the Tasmanian farmer, his local community and ultimately the entire State.  The Authority has resolved that the best outcome for the dairy industry is continued regulation of the market milk sector.  It is heartened by the decisions in four states, New South Wales, Queensland, Western Australia and Tasmania by their respective regulation review groups, that deregulation of the market milk sector will produce no public benefit.  It believes that an honest and comprehensive review in Victoria would produce a similar result.

Loss of countervailing market power

3.140 Dairy farmers are in an inherently weak bargaining position in relation to the disposal of their product – they are price takers.  Market milk is a short shelf life product, which must conform to rigid public health standards, long lead times are required to develop and alter production patterns and high levels of capital investment in infrastructure are required.  These factors, combined with high exposure on the world market, where Australian farmers must compete against heavily subsidised product from the EU and the USA, make dairying a high risk business.  It was argued that, under a regulated system, farmers are able to make the necessary investment and production planning decisions required, whereas deregulation will make those kinds of decisions more problematic.

3.141 Tasmania has pursued a progressive system of deregulation, "at minimal cost, without conflict and with no disruption", enabled in part by the farmgate pricing powers of the TDIA which has provided the necessary countervailing market power between the supply and retail sectors:

Tasmania has led the nation in the process of controlled deregulation of the dairy industry. To date, implementation of deregulation has been achieved at minimal cost, without conflict, and with no disruption. This has been achieved through a process of long term advance warning and thorough discussion by the industry. To the general community it has been a practically invisible process; neither consumers nor farmers have been called upon to contribute directly or indirectly to rationalisation schemes of any kind. Government has not incurred costs and has not been required to introduce legislation or regulation to oversee the process of deregulation to date. Some other States have not been so fortunate.

This has been brought about in part by countervailing market power between the supply and retail sectors of the industry through the farm gate pricing powers of the Authority. The Authority is firmly of the opinion that further deregulation will destroy irrevocably this market power balance and will not result in any economic efficiencies gains or transfer of benefits to the consumer.

3.142 Concern has been expressed to the Committee that, once the dairy industry authorities are removed, individual producers will be vulnerable:

But it is interesting to note that the returns from the TDIAthe returns guarantee generated from the farmers' embodiment of market power arising from the farm gate pricing powers of the Dairy Industry Acthave been the returns which have seen them through the truly difficult times. That market power has added some $60½ million to the dairy farmers' income over the past seven to eight years…Farmersand, indeed, Mr Chairman, members of your committeeshould be mindful that the generation of those funds and their equitable distribution to all dairy farmers, irrespective of their location, has been brought about solely because of that real expression of market power currently called the Dairy Industry Act: farmer market power.

3.143 The UDV has also argued that, once regulation is removed, the two major processors, which control 84% of drinking milk, will compete the price of milk down, with price reductions being passed on to farmers.  They also indicated their concern at the power of the supermarkets to increase their profit margins and the price takers, ie the farmers, 'will pay the price for supermarket power'.
  This was a view echoed in many of the submissions received by the committee.  The Concerned Dairy Farmers of Australia argued to retain the $450 million per annum premium on market milk in the hands of farmers, rather than transfer it into the hands of the supermarkets.

3.144 The QDO evaluated producer bargaining power as poor:

They have a low level of bargaining power in terms of the number of them sitting under three or four processors and three major supermarkets. It is a fact of life….The main thrust of our NCP submission was the fact that the fund‑back regulation, while keeping pricing within as close commercial bounds as we can, gave the production sector a countervailing power position. If we have 1,600 dairy farmers in this state dealing with two processors, who deal with three major retailers, who deal with the public, where is the equity in the value chain? In full deregulation 1,600 deal individually with two, who deal individually with three, who deal with the public. What we were saying in our submission to NCP was that we need some countervailing power in the hands of the producer to allow the negotiations to be carried out on a level playing field.

3.145 The concerns stated in many other submissions about further inequities in the balance of power situation between farmers and the retail/manufacturing side were echoed by Jenny Dornauf, who submitted on behalf of 22 farmers in total.
 She also expressed concern about the impact on Tasmania's regional economy.

3.146 One submission from WA, which was stated to have the support of 76% of the State's farmers, argued that there currently existed in WA a monopoly position whereby there were two major milk processors being supplied by the state's farmers – the farmers had little negotiating power and the processors had an unfair advantage.
  Frank Camarri
 expressed concern that because the processing companies in Western Australia were shareholder based, the producers, ie farmers, had insufficient bargaining power without regulation:

The current legislation is the only viable mechanism to limit the monopoly/duopoly powers of these same processors.

3.147 The Concerned Dairy Farmers of Gympie stated:

The major processors Pauls/Parmalat, Dairy Farmers, Murray Goulburn, Bonlac, Peters, Brownes and National Foods will have the power to ruthlessly negotiate contracts with farmers for lowest price, using cheap Victorian product in plentiful supply, as a bargaining lever.  They will be able to pick and choose their suppliers by quantity, quality, availability and accessibility and obviously the bigger the better.  Processors and supermarkets will compete for market share with great vigour and pass the costs on to consumers and producers alike and pocket the profits at the end of the day.

3.148 A Kennebury, in expressing his concern for farmers in a deregulated environment, stated:

We, as producers of a perishable commodity, are asked to again place ourselves at the mercy of manufacturers and now processors and retail chains in setting a fair return in the market place to cover cost of production and profit margin while being in no position to exert any influence by any method such as diverting or withholding production.

3.149 A submission from a NSW milk vendor also expressed concern at the effects of deregulation to date and the ultimate effects of deregulation:

Deregulation was supposed to be in the best interests of the consumer and to generate healthy competition throughout the industry.  This has not happened at all.  The consumer has had at least three price rises to date the supermarkets still only carry one brand of full cream milk on their shelves and refuse to pass the savings on to the consumer,  in the future there will be more price rises from the greedy supermarkets and the greedy processors...

3.150 The submission described the experience in relation to the deregulation of milk runs in NSW and was highly critical of the process, arguing that under a regulated system everyone was guaranteed supplies of fresh milk, but that the results of deregulation of the vendor system have seen the farmer, vendor and consumer suffer and the processors and supermarkets gain.

3.151 One witness, who had been in the United Kingdom the previous year on a Churchill Fellowship, advised:

My final comment comes from my experience in the United Kingdom, where deregulation was really starting to bite when I went in April last year. What it has resulted in England is a total redistribution of the wealth of the industry to the extent that, when you looked at the profit in a litre of fresh white milk, 50 per cent of that profit went to the supermarkets, 40 per cent went to the processors and 10 per cent went to the dairy farmers. I would suggest to you gentlemen that that is in direct proportion to the market power of those three sectors.

3.152 Concerns about industry control and the lack of competition were echoed in many submissions, eg:

In the retail sector there is an oligopoly with 2 or 3 major players who can and do set supply standards, conditions and penalties with impunity and apply them quite brutally to food producers.  In reality, they also have the commercial freedom to set prices as they wish…

3.153 The submissions and evidence suggest that the producer empowerment which regulation currently provides will shift following deregulation to the processors and large retailers, who will then control the industry and the marketplace.  One submission stated:

Deregulation of market milk will take any control of market milk prices out of the hands of the farmers and put it into the control of the processors.  Competition between the processors will be at the expense of the farmgate price of market milk and will shift profit away from farms to the processors and supermarkets.  There is no evidence that the decrease in farmgate prices received by the farmers will be passed onto consumers.

3.154 The Chief Executive Officer of the Shire of Dardanup stated:

Under true free market conditions supermarket chains will be able to buy dairy contracts and secure an entire industry and therefore dictate the shelf price of all related products.  Is this outcome in the best interest of the public?

3.155 A submission from the General Manager of South West Irrigation in WA
 argued for a study to determine who benefits from deregulation, "otherwise the decision makers in our society are simply dealing with economic supply and marketing theory while the hard headed practical business rationalists are seizing on the inherent weaknesses of the theory and take the profits at the expense of others". Mr Calder expressed concern that the policy makers are not the people who are being exposed to competition and who are taking the risks.

3.156 Another farmer from Tasmania, Neil Atkins, argued that with milk export prices falling, there was increased pressure for farmers to get a fair return from the domestic market; while that is difficult to control for manufactured product, it is quite feasible for liquid milk in its various forms to be sold on a regulated market.

3.157 Ian Stewart, from the Northern District Council of the QDO, advised that regulation was introduced to ensure adequate supplies of milk to meet consumer demand, and had the effect of promoting stability in the market as well as allowing farmers a measure of predicability.  Stewart argues that the removal of this predicability and stability would put the industry under enormous pressure, which would not only affect the farming community but create real problems in ensuring year round supply. 

Criticisms of the major companies

3.158 A number of submissions were critical of the manufacturers in Australia, and particularly co-operatives, which are not required to publish the detail of their financial operations.  Jim Collins argued that there was an urgent need for reform of the cooperative legislation in Australia so that these companies can be subjected to normal commercial scrutiny:

Switching to the co-ops, the act under which the co-operatives operate absolutely precludes them from being subjected to reasonable economic and commercial scrutiny. The cooperatives in Australia are lazy Limpopo rivers. You cannot scrutinise them. If you have a look at the annual report, they tell you nothing. You get up at the meeting and ask, `Will you give me more information about that dissection heading of $94 million?' and the chairman gets upthere are people here who will confirm itand says, `We don't have to tell you that.' What is implied is, `Now sit down.' If you get hold of Bonlac or if you have an accountancy mate get hold of all of the cooperatives' annual reports and get them to work out the total funds employed and some of those ratios that are in this new farm access thing that they are putting around. I have been doing that for years, and the numbers you come up with indicate that they should have been broke years ago. But what happens? We get the crumbs that are left over. No matter how inefficient they get, they will survive.

3.159 In Launceston, it was argued that the extent of the influence farmers had with the major co-operatives was limited to their financial input; they had no say beyond the provision of funds.
  Mr Steele also accused industry leaders of being out of touch and not making farmers sufficiently aware of the real situation.

3.160 One submission from Timboon in Victoria, and echoing the concerns in a number of other submissions, questions the manufacturers' performance and role in deregulation of the industry:

Whilst manufacturers have been pushing for deregulation it is of concern to me, how long it will take to deliver any benefits to the farmer.  Past promises over the last 30 years has not seen any benefits to the dairy farmers being fulfilled by manufacturers…There is a strong opinion that it will take years for manufacturers to start to realise the benefits, if any, of deregulation of the dairy industry.  In a deregulated environment, members of the farming community will be reliant on the performance of their manufacturers to secure sustainable returns for them...

Alliances and mergers (potentially across state borders and internationally) will occur and these are supposed to drive efficiencies into the businesses to enable them to compete more efficiently on domestic and international markets.  But in fact may not return what may be expected to dairy farmers because of the payment system to dairy farmers, whereby manufacturers protect preset profit by adjusting the price paid to farmers for the milk.  There is no pressure for manufacturers to earn their profit.

3.161 Another submission accused manufacturers of being prepared to sacrifice their shareholder/owners' financial viability instead of adopting more efficient and effective marketing techniques.
  The co-operatives were also criticised, for the level of investment in manufacturing plant and the degree of utilisation of those plants - manufacturers have invested $290 million in processing plants and systems over the last five years, $230 million of which came from dairy co-operatives - however, this investment has been criticised:

...in Australia we have enough manufacture plants.  However, they are not used to capacity, many are producing value added produce at less than 50% over the year.  This then leads to a higher cost per unit of manufacturing prices on product.  Thus adding to the low returns farmers received for manufacturing milk eg 20 cents per litre which is below the cost of production.

At any time, this derived “landed cost” will be compared to the unregulated price at which milk can be extracted from local NSW suppliers, which may in fact be lower than interstate benchmarks.
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