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DANZI, Mr Eric Frank, Executive Officer, Queensland Dairyfarmers' Organisation 

McINNES, Mr Ross, Vice-President, Queensland Dairyfarmers' Organisation 

TESSMANN, Mr Brian, President, Queensland Dairyfarmers' Organisation 

Committee met at 09:00 

CHAIR (Senator Ketter):  Welcome. The committee is hearing evidence on the committee's inquiry into the 

dairy industry. The Senate referred this inquiry to the committee on 14 September 2016 for report by 24 February 

2017. I welcome you all here today. The committee has received 43 submission so far, which are available on the 

committee's website. This is a public hearing and a Hansard transcript of the proceedings is being made. Before 

the committee starts taking evidence, I remind all witnesses that in giving evidence to the committee they are 

protected by parliamentary privilege. It is unlawful for anyone to threaten or disadvantage a witness on account of 

evidence given to a committee, and such action may be treated by the Senate as a contempt. It is also a contempt 

to give false or misleading evidence to a committee.  

The committee prefers all evidence to be given in public, but, under the Senate's resolutions, witnesses have the 

right to request to be heard in private session. It is important that witnesses give the committee notice if they 

intend to ask to give evidence in camera. If a witness objects to answering a question the witness should state the 

ground upon which the objection is taken, and the committee will determine whether it will insist on an answer, 

having regard to the ground which is claimed. If the committee determines to insist on an answer, a witness may 

request that the answer be given in camera. Such a request may of course be made at any other time. 

On behalf of the committee I would like to thank all those who have made submissions and sent representatives 

here today for their cooperation in this inquiry. I welcome witnesses from the Queensland Dairyfarmers' 

Organisation. Thank you for appearing before the committee today. I invite you to make a brief opening 

statement, should you wish to do so, and then we will open it up for questions. 

Mr Tessmann:  I would like to thank the senators for the opportunity to speak to this committee. I think it is 

really important to recognise that the Australian dairy industry in totality is in crisis at the moment, but really this 

crisis started in 2011. Certainly while there were issues maybe before that, the real issue started on Australia Day 

2011, when the $1-a-litre milk started. Since then the industry has really been in quite serious decline. While this 

was masked, I think, in the southern states by what at the time was a booming export market, I certainly feel that 

that has come home and now impacts them, once that export market has been reduced. 

It must be remembered that 65 per cent of Australian milk production is used domestically, and that is the main 

market, the key market for the Australian dairy industry. In places such as Queensland, it is 100 per cent of it that 

gets used. And of course Queensland now is in a situation where it does not supply all its milk, but it is still the 

totally dominant market in much of New South Wales and also in Western Australia. 

Australia has gone from nearly 12 billion litres annually back in 2000 to now, I think it is, struggling to be nine 

million litres. New Zealand, I believe, in that same period has gone from around the same level of 12 billion to up 

around 20 billion litres, with a different competition situation. So I think that domestic competition situation is a 

real key to the success of a dairy industry and a nation's dairy industry, and its ability to then compete overseas.  

Queensland now is in a situation where, as I said, we do not supply all our own milk. In fact, I think that well 

over 25 per cent of Queensland's milk supply comes in from southern states. And it must be remembered, when 

we are looking at the need for Australia to export, that every litre of milk that is lost in Queensland or Western 

Australia or anywhere else like that is a litre off that export market. That is a vital thing to understand. In 

Australia, achieving more out of the dairy export industry is making sure that each region can supply its own milk 

as well, rather than burning up fuel by transporting it in quite long distances.  

The key of course in this, I think, is what the supermarkets have done—as I said, in the introduction of the $1 a 

litre milk—and the reasons for that and the ability for that to be fair and just. It needs to be remembered that, 

while the supermarkets may say they reduced the price to $1 a litre to compete with other supermarkets, in fact 

we know that what that has done is really reduced the supply of milk in Australia, and certainly the supply of milk 

in Queensland and some of the other states that rely on that market.  

The $1 a litre milk in 2011 is now around 87c a litre in reality, with the current inflation rate of 2.3 per cent. By 

2024, at the end of the 10-year contract that Murray Goulburn currently has with Coles, that price, on that 

inflation rate, will only be 71c a litre. I defy anybody to see that as a market that is working or functioning 

properly. With all the other prices that are going up, a market that can drop down to that price is clearly not a 

market that is functioning, or a fair price for that product.  
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So, clearly, things need to change. We need to make the market function better. Key in that, I think, is the 

effects test. Other issues are that you make sure contracts between both processors and retailers, and processors 

and farmers are fair and just; and that everyone in the market gets a fair go. That is really what any Australian 

should be entitled to—a fair go, not being dominated by other, large powers in the marketplace. With those few 

comments, I thank you. 

CHAIR:  Thank you, Mr Tessmann. Now, in terms of the state of the industry in Queensland, you talked about 

the fact that it has been in crisis since 2011, but is it fair to say that deregulation prior to that laid the groundwork 

for this crisis? To what extent do you see the current situation as having some of its genesis in the deregulation of 

the industry? 

Mr Tessmann:  I think that without deregulation you probably could not have had $1 a litre milk. Obviously, 

the ability to do radical things, if I can put it that way, with the generic brands of milk—which had existed prior to 

deregulation, the generic store brands of milk—was allowed to happen partly by the deregulation of the industry. 

Certainly, Queensland did have an impact prior to 2011, but the impact has just been so radical since 2011 that 

that action in the marketplace was I think taken to a height and had a greater impact than what had happened 

before that. But, certainly, deregulation laid the groundwork for the state we are in now. But the dairy industry 

has not looked for re-regulation. We are prepared to live, I think, in a fair market, a free and fair market, but the 

'fair' part is the bit that we really want to focus on. In a lot of other parts of the world the dairy industry is not 

regulated, but they operate in a market where there is more market power in the farm sector. I think that is what is 

missing in Australia. 

Mr Danzi:  I would also like to highlight that between 2000 and 2006 there was a significant reduction in 

production in Queensland post deregulation. Then there was a period of about five years between 2006 and 2010-

11 when there was real stability in production. Then when prices were dropped as a result of dollar-a-litre there 

was a big decline again. So there is a real separation between the impact of the deregulation in the early 2000s and 

the impact of dollar-a-litre pricing in 2011. 

CHAIR:  What are the specific challenges that dairy farmers face in Queensland that your southern 

counterparts do not face? 

Mr Tessmann:  Because it is a domestic focused industry—and since deregulation it has become even more a 

domestic focused industry—there is a need in Queensland to produce milk all year round, whereas in southern 

states they produce it on a more seasonal basis. Most of the milk gets produced in spring. You get to about 

Melbourne Cup week and everything is full of milk. By the time you get to February most of that has pretty much 

disappeared. That is a fairly efficient production system in the temperate regions of the world, particularly in the 

Southern Hemisphere, for manufactured product that you want to export overseas. You get the milk then and 

make it into something you can store long term, whether it is for the domestic market or the export market. That is 

what you do with it. You are much more exposed to the vagaries of the world market in that, but it has advantages 

too. In Queensland we need to produce it all year round. That is a critical thing. Being able to produce it all year 

round often involves higher costs—more stored feed, for instance. Cows, for that matter, tend to produce a bit less 

outside of that spring period as well. But the biggest issue is that you need to feed them through all of those other 

periods, and different parts in Queensland can do that. Some parts are better than others. That is a critical issue. 

The other issue of course in all of the subtropical regions and tropical regions of the world is the feed base. The 

feed base has a high fibre content. Tropical grasses, while they are still good grasses, are not quite as good for 

producing milk. There is more fibre in them. That is an issue that is really so hard to avoid. 

Mr McInnes:  That is consistent across the world, going from a temperate to a subtropical region. The cost of 

production is simply higher in those regions. The point before on the numbers back before deregulation was that 

only 50 per cent of our milk went into bottles—so 50 per cent in bottles and 50 per cent in manufacturing. That 

has disappeared. Now 70 per cent to 75 per cent of the bottled milk requirement is produced here in Queensland. 

In a functioning market supply and demand should kick in. It has not. That is the point. 

CHAIR:  I want to turn next to the nature of the contracts that exist between farmers and processors. You 

talked about having a fair deal. What are the options available to farmers under these contracts to get a fair deal? 

Unidentified witness:  It depends what processor you are supplying. In Queensland you have three largish 

processors and a number of smaller processors. The two large non-cooperative companies both have supply 

groups that negotiate prices with them. It is their job to work out those prices. At the end of that, as we know, 

there is one contract that is in fairly involved negotiations at the moment and it will go to arbitration. It is the 

power of those negotiating groups, those collective bargaining groups, to get the deal out of the processor. The 

other large processor is a cooperative. They would say that, at the end of the day, their goal is to try and get the 
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maximum return for those farms. Cooperatives, as most people would know, certainly have some challenges as 

well in being efficient, functioning companies.  

From a farmer's point of view, they are dealing with a perishable product. They are dealing with a product that 

has to go off their farm every day. They cannot store it, like a grain farmer can, until this time next year to try and 

find a better market. It has to go off the farm every day or every second day. They cannot do anything else with it. 

Either they find somebody to sell it to or they shut down. Who else do they sell it to? The options for many of 

those farmers are very limited. If their processor does not want them or if their processor does not pay them 

enough there are not a great range of other options out there for them to quickly shift to.  

The issue with the offsetting of contracts is that they do not all come at the same time. So, for some farmers, 

even when they might have a couple of options, the options are not really there because if they come off contract 

as of 30 June and the other processor is not coming on contract until 1 January there is a hiatus. What do they do 

over that period of time? In domestic marketplaces like Queensland, the options for those farmers to in any way 

play the market simply do not exist. They have got to do something with that milk every day. They have to either 

get it off the farm or simply stop producing it.  

CHAIR:  How often do farmers swap processors?  

Mr Tessmann:  While they do shift processors—and a few times we have seen where there have been 

significant movements of farmers—it is pretty rare because they just do not have the opportunity. They often get 

locked in with one processor. At times there is a degree of fear for them: 'Can I move to somebody else?' 'If that 

doesn't work out, can I come back to this processor?' I think there is an element of fear in there about even trying 

to shift processors. There is a worry: 'What will happen to me, not only with a new processor, but, if it does not 

work out, can I get back with the current one?'  

Mr McInnes:  It can be quite a traumatic time, too, because probably for some people their farm has supplied 

a co-op or such like for possibly 100 years. The biggest movement there recently was when one processor lost a 

supermarket contract. You had one processor with a surplus of milk and you had another one that had the contract 

with not enough milk. So there was a movement of suppliers. It might have been that it was financially better for 

them to move because there was a surplus of milk with the current processor, but that is not to say it is all beer 

and skittles to do that.  

CHAIR:  Which leads me to the next point: is it fair to say it is the contract between the processor and the 

retailer which has a fairly significant impact on the contract between the farmer and the processor?  

Mr Tessmann:  Absolutely. That contract determines the demand for milk, how much milk they are looking 

for, and simply their ability to pay. Those contracts carry with them, for instance, the supply of that generic brand 

of milk; it is also the ability to get all your product in there on the shelf, the shelf space, the ability to sell your 

brand, which is what they rely on to make money. That tends to go along with it. We are not privy to the dealings 

that happen inside those supermarkets. But I think we all can see in stores that, if you are the one in that 

supermarket that has the contract, there is a lot more of your branded product on the shelf looking at the customer, 

at a reasonable height and in a reasonable place, to be purchased. The problem is, on top of that, that there tends 

to be, now, a commoditisation of that white milk, and a lot of those processors are simply struggling to make 

money out of any of the white milk. 

CHAIR:  What do you say about the viability of dairy farmers, and of their regional communities, in 

Queensland at the moment as a result of these milk pricing policies? 

Mr Tessmann:  I think that can be borne out by what has happened to the production and the numbers of 

farmers. We have lost two-thirds of our farmers since deregulation and way over half the milk, and they are still 

continuing to go. Certainly at the moment there are a lot of farmers who, again, are looking at leaving the 

industry. They feel that they do not have any confidence going forward. So the situation we have currently is only 

going to get worse. And that is clearly as a result of the pricing and the contracts and the general lack of some 

equity in competition in the market. So I think we can see the result in the production in Queensland since 2011 

and what it has done, and of course that has flowed on and we can see the impact now all across the country. We 

really need to maybe learn a bit from places like New Zealand and some other parts of the world—to learn what is 

being done right but particularly also what is being done wrong. There is certainly some similarity in Britain and 

in what has happened over there, where Britain has ended up importing milk from France because of similar 

supermarket policies. So I think that those contracts and what happens between the processor and the retailer is 

absolutely critical to the health of the dairy industry. 

Mr McInnes:  There is also another part of that. It is not that there are no opportunities up here. Some farms 

will go ahead. But, when you look at the raw data, in the last 25 years the average full-time wage has gone up 153 
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per cent; our milk price has gone up 20 per cent, and, out of that 20 per cent, I would say a third to a half has been 

taken up with direct costs of supplying milk with longer shelf life, which is a requirement of the processor and 

especially the retailer. So, when you look at that data and what is happening, I am sure it is, without laying the 

numbers in front of you, that you are seeing a lack of investment on the farm to keep it a viable business. And this 

is where it becomes a slow burn, down. 

CHAIR:  I am just conscious of the time. My last question goes to other options to explore. You have talked 

about the effects test. There is the other option of perhaps improving collective bargaining arrangements or 

perhaps going down the path that has happened in the UK, where retailers have been forced to adopt ethical 

supply chain policies—or, at least, have announced that they have got these types of policies. Are these 

alternatives that you see as having any merit? 

Mr Tessmann:  Absolutely. The effects test, as I have said, we certainly support. I think we need fair 

contracts, as I said, from farmer to processor to retailer but also between all sectors. Having a mandatory code of 

conduct I think is really important, and in Britain we have seen that they had a voluntary code of conduct for 

some time and then had to go into a more mandatory form of a code of conduct because it simply didn't work—

the voluntary one was not sufficient. I thought it was a shame that, when that was already clear in Britain, we still 

went down the path of pursuing a voluntary code of conduct. 

Absolutely, I think there needs to be more ability for the farmers to collectively bargain—for them to be given 

more power and allowed more options and able to join into even larger groups. Often I have thought if you really 

have a dominance of a couple of large supermarkets in the country, why couldn't you simply at the other end have 

a couple of large collective bargaining groups or cooperatives in the country to handle all the milk. There is a 

great inequity. In the past we have been disappointed by some even small attempts by some collective bargaining 

groups to expand. Sometimes it has been a long process for some of those groups even to take on a few new 

suppliers. So I think improving those collective bargaining provisions for farmers is also a very valuable and 

necessary change that needs to be made. 

CHAIR:  Senator Hume, do you have any questions? 

Senator HUME:   I do have a couple of questions. I am not entirely sure who it was that mentioned it. I think 

it might have been Mr Tessmann. You were speaking about the New Zealand market—that domestic competition 

was its key to success. My understanding of the New Zealand market is that one of its features is a distinct lack of 

government intervention. Yet, at the same time, it seems that you are in fact recommending a re-regulation of the 

Australian market. Can you talk me through what it is exactly that you want to see to make us better reflect the 

New Zealand market? 

Mr Tessmann:  I do not know that the Australian situation, and where it is now, would adapt to where New 

Zealand has been. We are not looking for re-regulation; we want, simply, enough provisions, or safeguards, in the 

way the market functions in Australia to make sure it is fair. What happens is that— 

Senator HUME:  Sorry. Can I interrupt you? So then you agree that deregulation of the market was a good 

measure—a beneficial measure? 

Mr Tessmann:  I really do not have an opinion one way or the other on that. What I see is that that is where 

we are now. I think it is a very long bow to talk about be re-regulating the industry. We have come to a situation 

now where we have an industry that lives in a free market and we are happy to live in that free market, as long as 

it is a fair market where the market power is handled equally through that market. That is the position we are in at 

the moment. 

The difference with New Zealand, I would like to point out, is that New Zealand is free enough on the farmer 

end—and it is maybe something that can be thought about in the collective bargaining area, though—and is 

dominated by one large cooperative. Fonterra has control of nearly all of that milk. So when the whole idea of 

dollar-a-litre milk was taking off in Australia it simply did not happen in New Zealand. Fonterra could see, 'Well, 

we don't like this, so we're not playing that game.' They had enough power in there—the farmers had enough 

power, because Fonterra is a cooperative in New Zealand—that these things did not happen. So it is an ability of 

where you have enough freedom in there the farmers actually have some power. As I said, I do not know if, with 

the way the situation is that we have got to in Australia, that that is what we are advocating. We are not doing 

that. But that is why, as with New Zealand, once you have the power in the hands of the farmers then it evens out 

the whole milk supply situation across the board. That is my reference to New Zealand. Fonterra, a cooperative, 

dominates it. Fonterra now is one of the dominant dairy companies in the world. 

Senator HUME:  So Norco is obviously the dominant cooperative in Queensland. Is that correct? 



Tuesday, 31 January 2017 Senate Page 5 

 

ECONOMICS REFERENCES COMMITTEE 

Mr Tessmann:  They are a cooperative. As a processor, they are not dominant by any means. They are the 

smallest, I would say, of the—they are a cooperative, but they are virtually the last cooperative in the country that 

is a true cooperative. So the word 'dominant' is—they are not a dominant processor in there. They are just the last 

cooperative. 

Senator HUME:  Okay. Forgive me if I am asking quite basic questions but I am from Victoria, so I am 

familiar with the dairy industry here but Queensland is a little more opaque to me. So Norco is one of the 

processors that had a major contract with Coles, and Coles were obviously perpetrators of the $1-a-litre milk. My 

understanding is that Norco were very happy with their five-year arrangement with Coles, and in fact they came 

out and said that it would be beneficial to their dairy farmers who were owners in the cooperative and that the 

contract with Coles strengthened both Norco and the ongoing sustainability of their farms. Is that the way you see 

it? 

Mr Tessmann:  Well that gave them an advantage then in the marketplace. They had that contract. They were 

able to gain market share on the other two processors in the region. And because they were able to do that for 

their farmers, it may well have been a positive for them and for their ability to sell more milk from their 

cooperative. We have not seen that— 

Senator HUME:  Right. But the $1-a-litre milk from Coles, because they contracted with Norco to be the 

processors, actually benefited those dairy farmers but disadvantaged other dairy farmers in Queensland; is that 

what you are telling me? 

Mr Tessmann:  Yes. What it amounted to is that they got a bigger slice of a smaller cake. The cake shrunk but 

they got a bigger slice of it. When you were just looking after yourself, anybody would get a bigger slice, but 

overall—and we are talking about the overall health of the Queensland and Australian dairy industry here—the 

dollar-a-litre milk has certainly done an enormous amount of damage. They simply did the best thing at the time 

with the situation and the conditions, the things that they were faced with, considering what they were faced with. 

If dollar-a-litre milk was not allowed to be there—well, I am sure Norco would actually be better off if dollar-a-

litre milk had never existed. 

Senator HUME:  Right. Can you give me an indication—ideally evidential, but if not then certainly 

anecdotal—of the number of farms, or at least the volume of milk, that has decreased in Queensland since 2011 

and the introduction of $1-a-litre milk? 

Mr Tessmann:  As I said, we have got in our submission: 

Milk production in Queensland fell steadily after deregulation from 848ML in 1999/2000 to 537ML in 2006/7. 

And it was stable then, as Eric has said, until 2011. Since then it has fallen to, now, 407 million litres. 

Senator HUME:  And what does that look like in terms of the number of farms? Do you know how many 

farms have shut their doors? 

Mr Tessmann:  I know we had over 1,500 in 2000, and today we have got—what is it? 

Mr McInnes:  Four hundred and twenty-five. 

Mr Tessmann:  Four hundred and twenty-five. 

Mr McInnes:  There have been roughly 200 farmers go since the introduction, so roughly a third of the 

industry has gone since the introduction of $1-a-litre milk. 

Mr Tessmann:  Yes. 

Senator HUME:  Thank you very much, gentlemen. 

Senator XENOPHON:  Thank you for submission. It was not that long ago—it was five years ago—when 

you made a previous submission to the 2011 dairy inquiry owing to the Coles decision. Can I just go through with 

you in quick order the sorts of things that you say can turn the situation around to avert the crisis that you are 

facing now. Firstly, you say there ought to be a mandatory code of conduct? 

Mr Tessmann:  Yes, Senator. 

Senator XENOPHON:  I would ask that you put on notice an outline of the sorts of things you would want in 

that mandatory code of conduct to rectify the issues of bargaining power and the like. There are sugar-cane 

growers in Queensland, who have a big dispute on with a particular processor, who are looking at those sorts of 

issues. So it is a common theme. Could you, at least, give some thought to this and provide to this committee, 

fairly soon, what you think ought to be in that code of conduct? 
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Mr Tessmann:  We would certainly be happy to. Clearly, the one thing that is missing, at the moment, is 

outlawing predatory pricing. That is an important thing that needs to be in there. It is not in the voluntary code at 

all and so I think we need to have provisions to outlaw predatory pricing in that mandatory code of conduct. 

Senator XENOPHON:  Please incorporate that, in respect to that. In terms of the effects test, you are quite 

hopeful that an effects test would make a difference, but you are aware that even a good effects test on paper—

unless you can access the courts—will cost you a fortune to go to the courts. Have you thought about being able 

to access the courts in an efficient and cost-effective way? Is that something you have thought about, in terms of 

using the effects test in a way that will not break the bank? These court actions can be very expensive. 

Mr Tessmann:  Yes, that is an issue that needs to be addressed in there. I know there are concerns about the 

cost of taking legal action but, at the moment, you do not even have the ability to do that. All these issues that 

were in there, also fair contracts and collective bargaining and some other measures, are all ingredients in, I like 

to say, 'the cake' of fixing the Australian and Queensland dairy industry. So we need them all in there and no one 

measure will fix it in one hit. But certainly I recognise that cost issue and I have had that raised with us. I 

recognise that cost issue and I have had that raised with us. That is something that needs to be addressed as well. 

Senator XENOPHON:  Sure. To other issues, in terms of a temporary levy, there was some debate a number 

of months ago and my colleague Senator Lambie was talking about a temporary levy. It is something I broadly 

thought we should look at. Do you have a view of a temporary levy of, say, 20c a litre on milk or maybe a levy 

that is greater, higher, on the cheaper milk, the dollar milk, so that the levy may taper off for branded milk? What 

is the view of your farmers, your members? There seem to be mixed views in the industry about a temporary levy 

on milk. 

Mr Tessmann:  It is an interesting concept. I know the great difficulty that happened in 2000 with the 

restructure package that came in then. There was an 11c levy on milk to support that. I know how difficult it was 

for the guys at the time—including Pat Rowley—and they did a lot of negotiation to get that through, and it was 

something the government was changing. That was so difficult. It just concerns me, the ability to get other levies 

up, and how that would work in the marketplace. 

Senator XENOPHON:  I note that just before Christmas the deputy Prime Minister, the agriculture minister, 

signed off on the dairy produce dairy level poll instrument, which relates to the whole issue of dairy level polls to 

be conducted. It means now that the polls only need to be conducted if Dairy Australia wants to change the levy. 

What is the view of your association, in relation to the current levy imposed by Dairy Australia? Do you think 

farmers ought to be able to petition to change that or to trigger a fresh poll? 

Mr McInnes:  I think there should always be a process. There is in place—I think it is 15 or 20 per cent of 

levy payers or levy votes want to petition that they can have a vote. But I think, in reality, the fact that it had to go 

through this roadshow, for want of a better word, that probably chewed up a million dollars— 

Senator XENOPHON:  A roadshow or sideshow? 

Mr McInnes:  Well, one of the two. But the fact is it was an obligation placed on the industry out of Canberra 

to engage with the membership. You had very small numbers actually engaged and it was not an effective way of 

doing it. That is how I would see it. There is a process in place. If enough people think that we need a vote, it is 

there. 

Senator XENOPHON:  Thank you. 

Senator LAMBIE:  I just want to come back to Dairy Australia and ask about the levies that you are paying. 

Everyone out there is doing it tough and, quite frankly, we have lost a third of our supply in two states since 

deregulation. You guys are actually doing it a bit tougher up here. You have lost—what was it?—about 50 per 

cent up here. I have to ask: what are they actually doing and why are you continuing to pay dairy levy fees, apart 

from it being regulated? If farmers had an option here, do you think a lot of them would opt out instead of being 

under that? I know you have got the R&D side of it. That is fine. But that should drop your levies down by half. 

Regarding the rest of it, they have actually done nothing but reduce the milk down to nearly 50 per cent in the last 

16 or 17 years. They came in just after the deregulation. I think that was part of the deal. What has it done for 

Queensland? 

Mr Tessmann:  If I could just start. Certainly, from Queensland's point of view, there are many functions 

Dairy Australia carries out, both in research and development, particularly in research and development that we 

do benefit from. Certainly, the southern industry, from our point of view, probably gets, we would believe, a 

disproportionate share of that, but that is an issue that can be debated. I suppose the biggest issue we have in there 

is the promotion of domestic product. We would like to see them promote more in that, which I think would 

benefit all farmers in Australia. But some of those issues are not all entirely up to Dairy Australia either; there is 
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input from processors in that. I think there are challenges with Dairy Australia, but I think, with farmers, you need 

that type of body both to handle research and development and that international marketing focus and to put that 

at the forefront. It is a thing that always does need to be monitored. I think everyone needs to always have 

scrutiny on Dairy Australia and what they are doing. But, certainly, I think the industry would be poorer and 

would not function as well and would not be as efficient as it is without them and their input. 

Senator LAMBIE:  If that is the case, who did you have before them, then, when things were not as bad as 

they are now that you have got 30 per cent milk reduction coming out of Australia? 

Mr McInnes:  Before Dairy Australia there was DRDC. 

Mr Tessmann:  And ADC. 

Mr McInnes:  Yes, the Australian Dairy Corporation. They did some of those functions. But there was also a 

huge state government presence in those fields where, if you look through there now, Tasmania, Victoria and 

Queensland have been vastly reduced in the amount of resources they have got, and New South Wales, South 

Australia and Western Australia are non-existent. There are no services to speak of in those three states. South 

Australia has not had extension in dairy for probably the best part of a decade. So there was a vacuum in the 

market. Now, whether Dairy Australia have got it right—and no-one is efficient as they should be, I will take that, 

and Dairy Australia is no different at all. But for people to say, 'We don't need them. We should go back to the old 

days when there was departmental support there,' well, it is not there. It is simple disappearing, and if you look in 

Victoria, where 65 per cent of Australia's milk is produced, the capacity of that department is about a third of 

what it was 10 or 15 years ago. 

Mr Tessmann:  In a nutshell: it is not the case that there was nothing before 2000; there was the ADC and the 

DRDC. The DRDC handled the research and development and the ADC did the international marketing part. 

Those two were actually officially joined together in Dairy Australia. But, as Ross said, Dairy Australia has had 

to take on many of the roles that the state governments have pulled out of in that time. So certainly that has taken 

up a big amount of a job that those other two organisations did not have before that. As an industry, as I said, we 

are really happy. We are not here to defend Dairy Australia—we are not Dairy Australia—but we would not like 

to see us go, by any means, to a situation which is not what we had before 2000 but is nothing at all, because that 

is not what we had before 2000. 

Senator LAMBIE:  For your levies—the levies that people are paying—do you think you are getting your 

money's worth out of Dairy Australia? Especially during tough times, perhaps they can be put aside for 12 months 

so there are no levies at all. They need to be able to be a little bit more cooperative. If people are doing it really 

hard, perhaps they can write to Dairy Australia and say, 'I just can't afford my levies this year. This is what's 

going on.' They have got to start giving these people a fair go and giving them a bit of a break. That is what I am 

asking. But there is no law. There is no regulation. You pay your levies and that is it—full stop, bang. 

Mr McInnes:  I will pose a question back to you. If you have got a research project that is halfway through, do 

you just sack all the researchers for 12 months and not pay them but then say, 'Be there in 12 months time to 

resume this'? 

Senator LAMBIE:  I do not know. There is no good in doing research if you have a dairy farmer who has not 

got his cows anymore. That is how I see it. 

Mr Tessmann:  If the government contributed 50 per cent because the industry is in trouble, to save those 

farmers paying it, if the government wanted to contribute the rest for a period, that would be great, but, as Ross 

said, in any business at all you cannot let it just fall over, because it would end up costing more to get it back up 

and running again later on down the track. Certainly it cost some money to get Dairy Australia to put all that 

together and get it up and running to start with. 

Senator LAMBIE:  I just want to talk about if there is any chance of change here. Obviously organic milk, 

whether it is powder or milk, is in high demand right across the world. Are you doing much stuff up here in 

Queensland with organic milk? How much of your milk production is actually organic? 

Mr McInnes:  It would only be a few per cent. That is probably a question for the processors, if you are 

talking to them. It is probably more appropriate for them where they see the market for that going. I would just 

say that in Queensland one of the biggest difficulties we would face on the coastal area here is having cattle ticks. 

If you are in a cattle tick area and try to control cattle ticks and produce organic milk—best of luck! If you are in a 

tick-free area, it is a lot easier. 

Mr Tessmann:  But there are some small processors who are producing organic milk, selling organic milk. 

You have got other people that have jumped into other parts of the market—without homogenising or whatever 

other opportunities. You have got A2 in the market as well. Wherever people feel there is a market opportunity 
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and you can viably get in there, I think there are some small players that have, but invariably most of those small 

players have found it very tough, and many of them are not there that have started. But they keep coming in, and 

some go out. 

Mr McInnes:  I think one of the biggest problems with things like organic product in the marketplace is, if it 

grows too much, it risks being commoditised. I think that is a real danger. 

Mr Tessmann:  You have seen that overseas in some of the markets, where, once there is a good supply of 

organic milk, it ends up dropping to little more than the price of the regular milk, and those organic suppliers then 

really struggle to keep doing their process, because, as Ross said, it is commoditised and it has fallen into the 

basket with the rest of the milk. That is certainly an issue as well, but it is not the issue we have got at the 

moment. 

Senator LAMBIE:  I have one last question and I will understand if you guys cannot answer it: ultimately, 

whose job is it to get the markets open overseas, to get your milk and that out of Australia and overseas? 

Ultimately, who are you relying on to open those markets for you? 

Mr McInnes:  The southern processors will be the ones, if they are doing their job, to find the high-paying 

markets. 

Mr Tessmann:  Well, it is a three-part thing. Obviously, the government has got a part-role in there, clearly. 

Also Dairy Australia, they have a role in there, and the processors—the guys that are actually out there trying to 

sell the product overseas, that have the product, that are in those products, and they want to get in there—they are 

vital in there. So I think it is a three-part job to get those open. Those three have been always involved; for 

instance, in the China free trade deal, and in the deals with Korea and Japan and America, it is those three that are 

needed, and needed to work together, to get those things to happen. 

Senator RICE:  Thank you, gentlemen. I just wanted to hone in on the issue with Norco and Coles and the 

dollar-a-litre milk. You say in your submission that the cost of getting milk to stores in Queensland is very close 

to a dollar a litre. I just wanted to ask you: how is it possible that Norco can be supplying Queensland milk to 

Coles for them to be selling at a dollar a litre? 

Mr Tessmann:  I myself always wondered that you can—that that can have figures to show that that is not 

way under the actual real cost of it. But, whatever way those figures are put together, the reason Norco does that 

deal is to get all its other products into those Coles stores, and make sure they can sell the other things—where 

they make more money out of them—in those stores, whether it be their own-branded white milk, flavoured 

milks, and other manufactured products. And I think for the other people that do deals with those large 

supermarkets, I think it is also the case for them: the deal is done because you need to sell the other products. If 

you do not have the products you make some money on, that dollar-a-litre milk may pinch a lot of  the sales from 

those other products, and you will lose out and sell less if you do not have your product in there. So that is why 

they are doing it. It is what Norco means when they think the deal is a good thing for them. I am sure that, in 

reality, they are not coining it in out of the dollar-a-litre milk, but they have got products into places where they 

would not have got the product otherwise. But of course, those sales have come off other parts. As I said, they 

have simply got a bigger slice of us and now a smaller cake. 

Senator RICE:  So you are basically saying that that dollar-a-litre milk is being sold below the costs of 

production and getting it to the store. In terms of Queensland dairy products, are those other-branded fresh milk 

products Norco products? Is that the case? 

Mr Tessmann:  That is what they want to sell. That is where they make their money, out of the range of other 

product; yes. 

Senator RICE:  Right. You also suggesting, quite reasonably I think, that it should not be allowed—you say 

that it is anti-competitive to be able to sell milk below the cost of delivering that milk, and it must be prohibited 

by government. If that was in place, then what you are saying is that there should not be dollar-a-litre Queensland 

milk being sold in Queensland supermarkets. 

Mr Tessmann:  No. Wherever the milk comes from, I do not think—my opinion—that that dollar-a-litre milk 

is a realistic, market-based price, no matter how it gets onto the shelf in Queensland. But clearly, in a fair 

competition—our issue with the dollar-a-litre milk is that, in reality, it is there is an advertising agent: it is 

designed to get people into the store. It is not there on its own basis, but what it does, it also cannibalises other 

brands, it reduces the other options and, at the end of the day, reduces the options other, very small retailers have 

to get people into their stores. And it was interesting that Lion, at a previous Senate inquiry, did testify that they 

believe that over the next 10 years, retail outlets in Australia would go down from 100,000 to 1,000—basically, 
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they were saying—I think you could take it from that—that the only place you could get milk in the end would be 

in a supermarket. And so that is why they are doing it; that was what I took from what they said then. 

So, I think the whole industry is certainly worse off from that, but, wherever it comes from in Queensland, I 

think the milk should be based on a realistic price at the market that actually returns, is a real price in the market, 

because if you haul it in from Victoria there is still quite a lot of cost. While we are not privy to the figures, I 

cannot see how they can really sell it for $1 a litre. 

Senator RICE:  You say that in some regions the cost to get milk to sellers is around 73c a litre, and clearly 

the cost of production in Victoria and Tasmania is lower than the cost of production in Queensland, for the 

reasons that you outlined. But you are saying that with transport and distribution costs it would even be 

uneconomic for Victorian and Tasmanian milk to be sold in Queensland at $1 a litre? 

Mr Tessmann:  Yes, that would be my own opinion. As I said, we get told stories of what the costs are, but we 

are not privy to that. But I do not think that at times the world market is booming—there have been farmers in 

autumn in the south, I know in South Australia, who certainly tell me that they were getting paid 80c a litre to get 

milk in South Australia. In autumn, I hardly think that you could then take that milk to a processor, pasteurise it, 

homogenise it, put it on a truck, haul it up to Queensland, put it in a shop here and sell it for $1 a litre. They haul 

it up at the same time. That South Australian milk gets hauled up to Darwin. All that processing is hauled across 

Australia and taken up to Darwin and still sold at $1 a litre. That is not really realistic. And while at the moment it 

is probably true what some of the processors are saying—that they can haul it in from Victoria, with the low 

prices in the past spring in Victoria, and sell it in Queensland and compete favourably with the farmers in 

Queensland when the world market is booming—I do not think that is the case in any way, shape or form. We are 

not fearful of southern milk in the long term. It is not a question of keeping that out; it is about getting the whole 

market to work in a fair fashion. 

Senator RICE:  So if it were fair, you would be competing. You have a range of suggestions. What do you 

think of the idea of putting a floor price in? 

Mr McInnes:  That is close to regulation again, isn't it? I do not think it is realistic. We have no problems 

about operating in an open market. What we do not have here is an open market; we have a dysfunctional market. 

Senator RICE:  So you feel that, if you had antipredatory pricing, effects tests and mandatory codes of 

conduct, you would have a fair market and, say, you would not need a floor price? 

Mr McInnes:  Yes. I will just highlight that. You quoted 73c before. That is a price that appeared in an article 

in The Australian three or four months ago. The Victorian supplier was getting 37c, the processor was getting 

36c, so the retailer was getting 27c, which is exactly the same number that the retail sector said they were getting 

at the Senate inquiry in, I think, 2010. The price that we are being told in Queensland is that the milk sent to a 

distribution centre is at least 95c. You have the biggest decentralised state in Australia and to suggest that it costs 

less than 27c to move around Queensland would be a joke. By getting it at 95c to 98c, plus 27c and probably plus 

another few cents as well, and then selling it at $1, you can see what effect that is having in the marketplace. 

Senator RICE:  It does not add up. Thank you. 

CHAIR:  Thank you very much, gentlemen, for appearing before us today. 

  



Page 10 Senate Tuesday, 31 January 2017 

 

ECONOMICS REFERENCES COMMITTEE 

FORBES, Mr Graham, President, Farmers Group, Dairy Connect 

MORGAN, Mr Shaughn, Chief Executive Officer, Dairy Connect 

[09.59] 

CHAIR:  I welcome representatives from Dairy Connect. Thanks for appearing before the committee today. I 

invite you to make a brief opening statement, should you wish to do so, and then we will open it up for questions. 

Mr Forbes:  I suppose one of the main things we want to touch on, which previous speakers also touched on, 

was the introduction of a code of conduct. We feel that supply agreements are basically uncompetitive and are 

taking farmers out of the marketplace. It has probably been the biggest problem that we have seen within the 

industry. Farmers are being taken out of the marketplace. It is something that has crept into the industry over a 

long period and is taken as industry standard, but it is a real concern that farmers really cannot get out there in the 

marketplace, as you can do in any other industry. 

The other issue is that there has been great concern over the dollar-a-litre milk, but we consider it a symptom 

rather than the cause. It is a bit like complaining about cancer when smoking is the cause. We see this as a big 

problem right across industry. I think Freshagenda came out here a couple of weeks ago and said there has been 

70c a kilogram taken out of the value capture of the industry. That probably equates to 5c or 6c a litre across the 

whole industry in Australia. That means 75 per cent of the dairy production in Australia has been taken out in the 

last five years, and that is across all dairy commodities—cheese, the whole lot. 

What has happened is that the processors and the retailers are able to put the pressure back onto the farmer, and 

a lot of the current supply agreements we have do not have price included in them. They are long-term 

agreements with no price and they know quite well that they can push the price down on farmers. 

I suppose as far as a solution one of the things we could see is the formation of an ombudsman or a 

commissioner to okay supply agreements and to help resolve disputes between farmers and processors. At the 

moment you are forced into pretty heavy legal battles, and it is not much fun as an individual farmer. You get 

letters from law firms. It stops there. But as far as we are concerned the farmer has been taken out of the 

marketplace, and we need the ability to come back into the marketplace and also the ability to collectively bargain 

to strengthen that position. 

Senator LAMBIE:  You guys are from New South Wales. Can we get an overview of what the situation has 

been? I am trying to distinguish between the states, because obviously each one is a little bit different. Give us a 

run-through of what has happened since deregulation and how that has worked in New South Wales and so on. 

Mr Forbes:  I suppose the industry in New South Wales has been relatively stable as far as production goes. 

Since deregulation I think we have been sitting at about 1.1 billion litres. It goes up and down a little bit, but it is 

quite stable. Farm numbers have depleted quite considerably, but production has been taken up by the existing 

farmers. So we have seen farms increase in size considerably. Over that period, we have not seen much of a rise 

in milk prices, but farmers have probably become more efficient and with the economy of scale have been able to 

continue in the industry. As well, we have filled a bit of the gap with the reduction in Queensland. It is probably 

ironic but, as a previous speaker said, the great reduction here has probably been filled by suppliers in New South 

Wales. That has been able to maintain the New South Wales supply. 

CHAIR:  Can I firstly start with your comment, which is curious to me, that the decision by retailers to sell at 

a low cost is a symptom of the problem rather than the cause of the problem. The previous organisation talked 

about the fact that the contract between the processor and the retailer has a pretty significant impact on the 

negotiations between the farmer and the processor. I am interested in why you switch the importance of those two 

things around. 

Mr Forbes:  I think it is more general than just dollar-a-litre milk. It is right across our domestic market. We 

have seen this in the whole domestic market. As I said, there has been 70c a kilogram taken out of the commodity 

price in the last five years. It is a whole general thing. Dollar-a-litre milk is only part of the problem. Whilst in 

Queensland basically you have a totally fluid milk market, it is totally dependent on New South Wales. We still 

have manufacturing facilities in New South Wales. We have heard commentators like Bega Cheese come out and 

be quite critical of what has been going on in the marketplace. The marketplace has pushed a lot of pressure back 

down onto the farmers. We, as farmers, believe that the current supply agreements put us in a very weak position. 

We are not able to go out into the marketplace and take our milk to other suppliers because of the conditions and 

the perishability of our commodity. 

CHAIR:  You talked about exclusivity provisions in some of these contracts and about them being potentially 

unconscionable terms. 
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Mr Forbes:  We have seen before that farmers, for the last part of their production, have got down as low as 

15c a litre. They were not able to go out into the marketplace and market that milk. There was no volume on their 

supply agreements, so the farmers virtually had to exclusively supply all the milk that they produced to that 

processor, whilst they were getting two prices, and not being able to go out to the marketplace. That has 

dissipated at the moment, but we still have the same problem where a farmer may have gone into an agreement to 

produce a certain amount of milk for a processor, increased his production and then found himself at a lower price 

across his whole production. He—or the group of farmers—has no way of going out there and making that milk 

available to another processor who may be able to enter the Asian market or market that milk at a premium 

compared with the current processor. Some of these agreements are up to five years, and we think that it is quite 

unconscionable that the farmer is locked into an agreement without price. 

CHAIR:  Are you able to provide us with copies of these contracts? 

Mr Forbes:  Yes. 

CHAIR:  I would appreciate it if you could. How many contracts are we talking about? How many different 

processors are we referring to here? 

Mr Forbes:  They are quite numerous throughout Australia and they are quite varied. Some of them are very 

short term. With some of them you leave the next day, as we have seen in Victoria where they have that claw-

back provision that has been totally devastating to the industry. You can go from one extreme to another. There is 

no continuity within these agreements. Each processor has their own agreement, and they are quite varied in that 

regard, so it is very hard to compare apples with apples even within the industry. 

CHAIR:  I would appreciate you supplying copies of those contracts. You talked about improving or 

strengthening collective bargaining provisions. Can you just elaborate on what you see is important to be done 

there.  

Mr Forbes:  The processors do not have to engage with a collective bargaining group if they do not wish to. 

Whilst we, as farmers, can go through the whole process of joining a collective bargaining group and go through 

all the hoops, at the end of the day you can quite often get a letter back saying that they do not recognise your 

collective bargaining group. Normally, if they want milk, they will talk to the collective bargaining groups; if they 

do not want milk, they will not talk to the collective bargaining groups. We have seen in New South Wales that it 

has been very hard for collective bargaining groups to continue long term. The processors have broken them 

down. I think we will hear from the next speaker about the pressure that the collective bargaining group is coming 

under in Queensland. 

CHAIR:   Do you have any figures as to the number of farmers that engage in collective bargaining in New 

South Wales? 

Mr Forbes:  It would probably be about 20 per cent of the farmers. I think it has been quite frustrating. That is 

why more farmers do not join up. They just have not been effective. 

CHAIR:  Coming back to the contracts, how do you think the dairy farmer and milk processor supply 

contracts should be improved? 

Mr Forbes:  Basically a farmer is put in a position where the field officer comes along and says, 'If you don't 

sign this agreement, you're not going to have a home for your milk.' So the farmer is in a very weak position. You 

cannot really go out and say you are going to sell to somebody else.  

The other side of it is that basically there has been a reverse cartel situation working within the industry, where, 

once you have been so-called signed up with one processor, basically you are not allowed to talk to the other 

processors and negotiate a better price or a better deal whilst that so-called agreement is in place. When you ask 

the processor, 'Is this contract or agreement legal?' they basically come back and say, 'Well, nobody has contested 

it.' That is basically because we are all individual farmers and we do not have the capacity or the strength to go 

out there and challenge multinational companies or other large companies that want to stand by these 

agreements—and they tend to accept each other's agreements, whether or not we see that they are contractually 

legal. 

Mr Morgan:  Might I add that Dairy Connect has been advocating for quite some time the Dairy UK model in 

terms of a voluntary code. We have indicated previously that we believe that code provides price and volume 

certainty—something that farmers throughout Australia require. It also has provisions in relation to collective 

bargaining that provide a mechanism by which they can come together and provide an output that can give a good 

outcome. It also provides other guidelines that we think and have advocated previously that such a code could be 

utilised in Australia and be utilised effectively in an open, transparent and fair way. At the end of the day, what 

dairy farmers in this country require is to be able to find a fair farmgate price that is negotiated in a fair and open 
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way between both the farmer and the processor, who need to sell it on to the retailer. As you are aware, Tristan 

Harris of Harris Farm Markets recently increased their dollar a litre milk in their generic brand to go to $2.29, and 

that provides, in our view, with 95 per cent of the money going back to the co-op, an opportunity for the farmer to 

get an increased farmgate price. The president of the farmers group indicated previously that the $1 a litre milk 

generic branded is a symptom rather than a cause. What we would submit is that the dairy farmer needs to have a 

farmgate price that is above their cost of production, where farmers are unable to meet the opportunity to pay their 

bills, such as electricity and others, basic staples, then there is a problem that needs to be addressed. The UK 

voluntary code of conduct is one mechanism that we have advocated for quite some time.  

Could I also add that we have invited the CEO of Dairy UK, and Dr Judith Bryans, who has recently been 

elected as the President of the International Dairy Federation, to visit Australia and be able to give us the breadth 

of her experience and the way that it has operated in the UK and the way it could perhaps be translated back to 

Australia. 

CHAIR:  My final question relates to this code of practice. I thank you for attaching it to your submission. 

What level of support exists among important stakeholders in the industry for this code of practice? 

Mr Morgan:  We are certainly aware there have been ongoing discussions in relation to a voluntary code of 

conduct. We believe that there is support for its introduction. Obviously from Dairy Connect's point of view we 

would rather have a voluntary code that can be agreed to by all the parties in the dairy value chain that provides a 

positive outcome rather than having one that is mandated upon us by government. A voluntary code, where 

farmers and processors can come together to reach an outcome that is desired by all the parties, is far more 

preferable. 

CHAIR:  So the majority of farmers nationally support this code of conduct? 

Mr Morgan:  Anything that would enable a dairy farmer to increase its farmgate price would be welcome. 

Senator HUME:  Can someone please explain to me how Dairy Connect is funded?  

Mr Morgan:  Dairy Connect is a member based organisation. We have income via our members, we have 

income via sponsors and we also rely upon the Graham Park Dairy Trust, which is an independent trust that was 

established as a consequence of deregulation back in 2000. It provides a mechanism by which the farmers are able 

to contribute to the growth of the dairy industry in New South Wales. 

Senator HUME:  Terrific, thank you. You have answered my questions about the code of conduct. I think that 

is very interesting. Thank you very much for providing that. I assume you have been very pleased to see that there 

is an ACCC dairy inquiry underway and I assume that you will be attending the public forum in Taree next week. 

Is that correct? 

Mr Morgan:  That would be correct. 

Senator HUME:  Excellent. Is the code of conduct something that you have included in any submissions to 

the ACCC? 

Mr Morgan:  We at Dairy Connect certainly have put it forward to the ACCC in our submission and indicated 

again that we believe that parts of it could be implemented for the Australian dairy markets. 

Senator HUME:  Excellent. Can I ask about the Harris Farm price rise. You said that you believe that the 

$2.20 per litre milk— 

Mr Morgan:  $2.29 for two litres. 

Senator HUME:  $2.29 is going to be returned to the farm gate—at least $1 of that will be returned to the farm 

gate, is that correct? 

Mr Morgan:  That would be a matter between the processor and the farmers themselves. What I can say to 

you with certainty is that 95 per cent of the cost goes back to the processor, and then it is a matter between the 

processor and the farmer to decide what goes back down to the farmgate price. 

Senator HUME:  When did that price rise occur? 

Mr Morgan:  That would have been about a month ago. 

Senator HUME:  Have you got any evidence that any of it has already gone back to the farm gate? 

Mr Morgan:  That would be a matter that would need to be asked of Harris Farm Markets. We do not have 

that information. 

Senator HUME:  That is all I have, Chair. Thank you. 
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Senator XENOPHON:  Thank you for your submission. A number of years ago Australia had hundreds in 

trade practices law and had laws that prohibited anticompetitive price discrimination. In other words, if a 

wholesaler could not sell at a different price to retailers, or manufacturers could not sell to wholesalers or retailers 

at a different price, and that is a propos of $1 milk—I know you say it is a symptom, but do you see that as being 

something that might work to try and level the playing field to make it easier for the dairy industry to recover? 

Mr Morgan:  I will let Mr Forbes answer that question but will just preface it by saying that, at the current 

time, the ACCC inquiry will provide a mechanism by which we can look at the Competition Code, which is now 

the result of the old Trade Practices Act. Anticompetitive behaviour is still there in form, but what we do need to 

see is that the ACCC is able to be given some teeth that can ensure that such things as collective bargaining, such 

as the effects clause that has been introduced, can provide a way forward that can have an outcome that is 

positive. 

Senator XENOPHON:  And, further to that, is it your view that having a mandatory code would be one of the 

solutions to get the dairy industry back on its feet? 

Mr Morgan:  The dairy industry since 2000 has gone through a stage of deregulation. That deregulation in 

itself has been proved to be working well in part. What we have seen over the past six months has been the result 

of a number of issues not just related to the way the industry itself has operated but overseas factors as well as 

corporate decisions that have been made in the corporate boardroom. What we would say in relation to a 

mandated code is that—and there are mandated codes, as you would know, Senator, in the ACCC at the current 

time that have been agreed to by different parties—we would think that it would be better for the parties to come 

together that would enable them to collectively and collaboratively come to a decision that shows the industry, 

given the way forward, would be able to provide a mechanism by which we could then have a positive outcome 

for the dairy value chain itself. 

Senator XENOPHON:  Do you have any ideas about the sort of mandatory code? You are saying the 

mandatory code is not necessarily the answer. 

Mr Morgan:  We are not saying it is the answer or not the answer; what we are indicating is that a voluntary 

code should be a starting point to see if the parties can come together as a consequence of the minister's and 

Deputy Prime Minister's symposium that was held in August last year. Those parties are coming together to look 

at the ways that that code could possibly work in the industry as a whole. If the industry is unable to provide that 

leadership back to you and the government, then clearly the government would be looking at an appropriate 

outcome that could provide a way for an outcome that is in the best interests of the industry. 

Senator XENOPHON:  So what do you say to the Queensland dairy farmers that we have just heard from? 

Are you saying that they are at a crisis point and that a lot of dairy farmers have either left the farm or are 

contemplating leaving the farm, because they cannot make a go of it in part because of the price structure which 

goes back to $1 milk in part. 

Mr Morgan:  We would hope that a voluntary code would provide the mechanism for price and volume 

certainty; that it would provide a way for collective bargaining to operate; and that it would ensure that a way 

could be provided for the farmgate price to be at a level that would allow them to pay their bills and be above the 

cost of production. We would say that the industry itself needs to find a way forward. 

Senator XENOPHON:  How much above the cost of production? Doesn't that go to issues of re-regulation? 

How else would you do it? 

Mr Morgan:  We would hopefully be able to see the industry come together and say that the farmgate price 

has to be at a certain level to ensure the industry is able to have succession planning in place and farms that 

continue to grow and move forward. 

Senator LAMBIE:  I just want to speak to you about the levy. I believe some of us in the Senate have been 

talking about putting that levy on our milk. I know people say, 'Yes, but it was a bit of a problem in the past.' 

Well, the mechanism is already sitting there; it has already been set up. I know it was 11c. When our farmers are 

in dire straits, I want to hear what you think about it. If it means we have to put an interim 50c, 40c or 30c just to 

get through 12 months or two years, what is your take on that? Every cent of that money goes back to the farmer. 

I was listening to what you were saying before. They are only just scraping through, so how are they updating 

their equipment? How are they hanging onto staff? It seems we are losing all the small farms, and the 

multinationals are coming out and just waiting; they are sitting there like a bloody pack of vultures—and there is 

no other way to put it. 

Mr Forbes:  Going back to the previous levy, it was a transfer from one group of farmers to another group of 

farmers, basically, and that is probably the big concern within the industry. You are putting a levy on one section 



Page 14 Senate Tuesday, 31 January 2017 

 

ECONOMICS REFERENCES COMMITTEE 

of the milk and then you are going to transfer it to another section of the milk. Are we just talking about the 

reduction in the domestic market, or are we talking a short-term reduction in the export market? We have seen the 

Australian industry go from 50 per cent export only 12 or 15 years ago to 66 per cent domestic, and this year it 

will be 75 per cent domestic. So we really have to have a look at where the problem is. We will be coming back to 

a domestic market. The other side is that we were quite critical, in some ways, of the levy before, because it took 

money out of New South Wales and Queensland and just reviewed it in the southern states. As you heard from 

previous speakers, it did not work in the long term. The farm numbers have reduced in Queensland. So, really, the 

bigger picture is that we have to get some market stabilisation, and the farmers have got to be back in the 

marketplace. I think that is more important than a levy. Farmers have been taken out of the marketplace. There are 

great opportunities there. We are seeing processors starting up in New South Wales, but they have to have access 

to milk, and in some ways they have been taken out of that access to milk, and farmers have been taken out of the 

access to be able to supply other markets. 

Senator LAMBIE:  I understand that. My point is that we should have a press button to say, 'These farmers 

are in trouble for the next 12 months; we are going to have to do 20c or 30c,' or we are all sitting in disarray 

fighting or arguing on how we are going to fix this. I do not know whether you know parliament, but it does not 

work very quickly. I will be very honest about that. They do not make decisions very quickly. This is going to 

come up again in the future, and I understand we have lost especially Tasmania and Victoria with the clawback—

and I will not even go into that. That has really affected them down there and they are really feeling the pinch. 

That extra 20c or 30c a litre levy would have made a big difference to them just for the next 12 months until we 

get through this rough patch. That is all I am asking. 

Mr Forbes:  I think the general feeling of the farmers is that we have been through that process, and at the end 

of it it did not really work for us. 

Senator LAMBIE:  Okay. Just quickly, you mentioned something about the lady from the UK. 

Mr Morgan:  Dr Judith Bryans. 

Senator LAMBIE:  Has she taken you up on your offer? 

Mr Morgan:  She has. 

Senator LAMBIE:  Great. When is she coming? 

Mr Morgan:  We just have to organise for her to come across; it will be this half of this year. 

Senator LAMBIE:  Okay. Let me know if you need a hand with that, because I would love to meet her. 

Obviously for Tasmania and me being down there, our milk is really important. It would be great to be able to sit 

there and listen to her chat.  

Mr Morgan:  Absolutely. 

Senator LAMBIE:  Thank you. 

Senator RICE:  I am just wanting to get a bit of an outline of what has happened since deregulation to the 

dairy industry in New South Wales overall. 

Mr Forbes:  Certainly. The production has remained stable since deregulation. We have not seen very much 

growth in the overall price of milk. We have seen a period, as I mentioned earlier, of the two-tier scenario, which 

put a lot of pressure on farmers that were only receiving 15c for a large percentage of their milk. Since then we 

have probably seen a further pressure from the industry, with milk that has been traded into New South Wales at 

non-transparent sorts of prices, which we believe have eroded the market. So, really, I suppose the greatest 

concern is that the market has been eroded—right across the domestic market in New South Wales. 

Senator RICE:  Overall, what is the efficiency in price of production in New South Wales compared with the 

situation in Victoria and Tasmania, which I know have the lowest cost of production of milk in Australia? We 

have just been hearing this morning from Queensland, and now, because of where they are, the costs of 

production are higher. What is the situation in New South Wales, and how much milk that is being produced gets 

sold as fresh milk and how much goes into commodities—sold into world markets? 

Mr Forbes:  I think around 70 per cent of New South Wales milk goes into the fresh market, and the other 30 

per cent goes into manufacturing in New South Wales. That is pretty well the break-up in New South Wales. 

Senator RICE:  In your contribution before you mentioned the idea of having an ombudsman. Could you 

expand on how you would see that working? 

Mr Forbes:  I think it would allow farmers, with their supply agreements and contracts that they are going into 

with the processors, an opportunity to negotiate those contracts. At the moment as individual farmers you have no 
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opportunity, other than to go through a fairly lengthy legal battle with processors, to get changes in those 

agreements, and also to have those agreements ratified, that they are legally correct. Secondly, if there were 

disputes on those agreements or contracts, farmers would have a body they could go to without having to go into 

extreme legal costs and a legal battle. It would be a process where farmers can sit down with their processor and 

work out something in a low-cost situation. 

Senator RICE:  So you would see that ombudsman potentially being involved in contract negotiations, not 

just as an opportunity where people who are unhappy are going to them? 

Mr Forbes:  Correct. I think that is really important, because, if the problems are sorted out before they sign 

the contracts, hopefully there are not too many disputes afterwards. 

Senator RICE:  Would you see that being a completely separate office, or would it be able to be added on to 

other ombudsmen's offices that already exist? 

Mr Morgan:  We would submit that this is something that could be added to other existing resources rather 

than trying to create a new impost upon government. Clearly the role of an ombudsman is one where the current 

definition is to look at issues of a dispute. What we would be thinking in relation to such a position would be one 

that could assist in the settling of documents that are currently diverse in both range and scope and could in some 

ways be subject to any code of conduct that could be agreed to between the processors and the farming sector and 

the dairy producer. 

Senator RICE:  As you say, it could be added on to another position or another agency that is already there. 

Would you have any suggestions as to where it would fit? 

Mr Morgan:  At the current time, as you know the ongoing inquiry with the ACCC could provide a very 

suitable starting point. They already have a commissioner related to agriculture. It would perhaps be an extension 

in some ways of that particular office. Having said that, that would be a matter that would be subject to what 

government oversight we would want to have, a matter for the Senate to then include any such recommendation 

in its eventual report and something that we at Dairy Connect and other dairy organisations throughout Australia, 

other state farming organisations, would no doubt turn their mind to and provide further information if such a 

recommendation were to be made. 

Senator RICE:  Okay. If you have any further suggestions as to where you think it would fit, we would 

certainly be very happy to hear from you. You could take that on notice. 

Mr Morgan:  Thank you. We will take that on notice and come back to the committee. 

Senator RICE:  Terrific. Thank you. 

CHAIR:  In terms of the industry support for the voluntary code of best practice, which is modelled on the 

UK, what is the decision-making process within the farmers group to come to a national position to seek to 

support that? Has that already happened or is it something that New South Wales farmers are pursuing? 

Mr Morgan:  Both Dairy Connect and other state farming organisations are very keen to see it progress. 

Australian Dairy Farmers, which is the peak national body for the dairy industry, is certainly coordinating and 

progressing, with the processor groups and other organisations, to provide a mechanism for the code to be 

eventually disseminated, hopefully for public comment, and then be able to come back as an industry led 

initiative. So it has broad support. 

CHAIR:  So what are the time frames in terms of the drafting and the public comment? 

Mr Morgan:  I can only add that the discussions are ongoing. Drafts have been prepared. That would be a 

matter for further discussion of the Australian Dairy Farmers. 

Senator LAMBIE:  I will just do a follow-up question quickly. I just want to get my head around it. These 

farmers, especially the small farmers, know that legally they are never going to beat the multinationals; they are, 

basically, going to end up bankrupt. Who have they been going to then to put their complaints in? Is it the ACCC? 

Every time I go to one of these inquires into dairy they mention that they cannot get the help, they cannot get the 

legal help and they cannot afford to get it. Are they just left out? 

Mr Morgan:  This is not an issue that is just exclusive to the dairy industry; it is an issue that goes across 

agriculture generally. It is something that, at the moment, the ACCC has been playing that role. But, in a previous 

incarnation, I was chief executive of the New South Wales Farmers Association. I do know there that the retailers 

and ACCC—it is very difficult to overcome the market power and opportunities that then provide from that. 

Having said that, individuals are the ones that start that action. They try to forward it through and find a positive 

outcome. 
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I hope that your inquiry and that of the ACCC will provide the government with opportunities to ensure that 

the industry continues to grow into the future, that it is open, transparent and fair, and that the farm gate price 

goes to a level that ensures that the industry itself can continue to grow, not retract, and that succession planning 

ensures that there are more dairy farms in 10 years and not less. 

CHAIR:  Thank you very much. At this point the committee will take a 15-minute break and resume at 10.45. 

Proceedings suspended from 10:31 to 10:46 

CLEWLEY, Ms Christine, Deputy Chair, Premium Milk Collective Bargaining Group 

COCHRANE, Mr John, Chair, Premium Milk Collective Bargaining Group 

CHAIR:  Thank you very much for appearing before us today. I invite you to make a brief opening statement, 

should you wish to do so. Then we will open it up for questions. 

Mr Cochrane:  Sorry, I do not have a submission. In representing Premium Milk, I think we have been pretty 

unique in the way we have been operating for the last 17 years. We have not had a negotiation for the last three 

because that is our last term of the negotiation. But up to then we have had what I would say was quite a good 

relationship with our processor. We have discussed price and structure over those 14 years. We have had prices 

go up, prices go down and structures change over that period, and we have always been happy with our collective 

bargaining arrangement. 

The arrangement has been in place since 2000. I think we were one of the first to do so. To this point, up to 

these negotiations, I think they have worked extremely well. But I do get concerns about the fundamental changes 

that have happened within industries and proprietary companies. I think people today are certainly looking at their 

bottom lines and adding to profits. It is my judgement that there is more money in the marketplace for farmers. 

The continual drive on price in the southern direction also concerns me. It appears easy to take it off the supplier. 

And I think we are in the process of seeing that again now. I think there needs to be a real change in the balance 

of power. In 2000 we had 1,545 farmers in Queensland, and we have come down to the early 400s since 

deregulation. We did predict that. I think that was very predictable. Our manufacturing left Queensland. We did 

think we would be a market milk state, but we did not think we would be $170 million short. And still our 

processes are trying to gauge price. 

The dollar-a-litre milk, to me, is still a major problem within the industry. The sixth birthday has just gone. On 

26 January 2011 dollar-a-litre milk was introduced. I was silly enough to believe that it would be a promotion for 

three months or something. But it has gone on. On that particular day home brand milk was $1.28 a litre. They 

dropped it to $1. And, as it dropped to $1, two billion litres of milk across Australia, to compete, all had to drop 

28c. So it took $564 million out of the dairy industry in one day. It was not because of poor quality, oversupply or 

customer direction; it was because they could. Nothing has changed, other than the fact that we continue to lose 

suppliers. 

It concerns me that—and I had a look at this on my telephone before—since the middle of December I have 

had three text messages from employment agencies saying to me, 'We can give you some supplement payments to 

employ someone.' I am sure real Australians do not want that. I think real Australians want to be able to get a job 

and be able to pay their way for the week and a bit more so the boss can give them a job the next week. In the 

dairy industry I think it is well known that for every job on a farm there are six other associated jobs. It is a 

wonderful employment industry, and yet we cannot seem to get value for the product we produce. I can assure 

you that every farmer who sends milk out the gate today sends a quality product, yet we see $2 for two litres. We 

see small processors marketing and promoting their product. It is $4.89 in the same fridge. So the promotion and 

marketing of their product is a concern to me. At the same time, gouging is going on for farmers. So there is a 

complete imbalance today when we are producing a quality product. We were talking about obesity, but we do 

need to recognise it is a quality food and I think any fair-minded person would believe we are not getting our fair 

share of the price. 

CHAIR:  Thank you. I certainly appreciate the work that your organisation is doing our behalf of farmers. I am 

interested in the collective bargaining arrangements and the history of what has happened there. Is this the first 

time you have had to go to arbitration? 

Mr Cochrane:  Yes, it is. Over the period of time we as a board have sat down. We have three farmers 

representing half the suppliers in Queensland—or close to. We have been able to negotiate a common figure that 

we believe is best for processing and farmers and the industry. This time I do not believe anybody can sit on the 

other side of the table and suggest to me that prices should go down. We have had other processors hold their 

price. The market has not changed. Well, it has changed; it has strengthened. This is what is concerning me about 
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collective bargaining at the moment. I think there has been a fundamental shift from the willing partnership we 

had in the past. 

CHAIR:  I understand your desire to make the system work and to have as amicable arrangements as possible, 

but do you believe there are some changes that need to be made to the legislation underpinning collective 

bargaining or the rules associated with it to even up the bargaining power? 

Mr Cochrane:  There is no doubt: the farmers have lost the power. Since deregulation, the power has moved 

away from farmers. There has been a real fundamental shift in the way people do business today. It is all about 

bottom lines. When your processor is boasting a $35 million profit and wanting to gouge a farmer for 1.65c a litre 

across 200 million litres of milk—that is $3.3 million—for no other reason than to put it on the bottom line I think 

it is a glaring example of the fact that we do need strong support. 

CHAIR:  Have you thought about what specific changes you might like to see? 

Mr Cochrane:  No. It is quite difficult. Farmers are farmers. We are farmers. That is what we do—we produce 

quality milk to feed the nation. We certainly need some legal help. Farmers are in a situation where they cannot 

afford to do this. I also think farmers need some assistance in being able to change the trend that we are in. 

CHAIR:  What is the structure of your organisation, premium milk limited? It represents a range of farmers on 

a voluntary basis. Can you just explain how it was formed. 

Mr Cochrane:  Yes. We have 193 suppliers and we have something like 66 per cent voluntary conscription. 

They pay $44 a month. Our suppliers come from northern New South Wales—as far north as Gympie and as far 

west as the Downs. So we have quite a diverse area. It is voluntary. We have five farmers representing the 

farmers. We meet monthly. We have a pretty tight budget, but we tend to do that. 

CHAIR:  The farmers who are representing the 193 are elected, I presume? 

Mr Cochrane:  Yes, they are elected every two years. We have a rotation, so we do not have a wholesale 

change. Every two years we have an election. 

CHAIR:  And the supply contracts with Parmalat are different durations, as I understand—one to five years. 

So this is an ongoing job of renegotiating these contracts. 

Mr Cochrane:  Yes, it is, and in those contracts we have had minimum price guarantees, which this time they 

do not wish to put in there, and we have had periods from one to five years. But in general, in the past, people 

have been happy to sign long agreements, because we have been comfortable with the arrangement we have been 

able to come to. People have thought it was the right thing to do. We have had up to five, but three is certainly 

common. The problem I have this time is that, without the minimum price guarantee, farmers—if we were to 

come to an agreement, and we will one way or another—sign a three-year contract. Who here in this room is 

prepared to sign a contract without knowing what price you are going to get? Your supplier contract will give you 

a supply right for three years, which you cannot get out of without a price. You will only have a price for the next 

12 months. 

CHAIR:  Are you familiar with the UK's new voluntary code of conduct? 

Mr Cochrane:  No, I am not. I am certainly looking forward to seeing it later if it comes over from England. I 

did have a look at it back on deregulation day, and it certainly did appear to be the right way to go, but we 

certainly need some information, for sure. 

CHAIR:  At least a process involved in contracts to set a price is something that you would support? 

Mr Cochrane:  Well, I certainly want to look at it. I certainly want to see what it can do for farmers. 

CHAIR:  Can you tell us why you have gone into arbitration. What has caused that? 

Mr Cochrane:  If I believed, and if our board believed, that there was a genuine reason, a common reason, that 

would support farmers and processors—an arrangement that was fair to both and where there was a reason for it 

for the industry—I would have agreed. I cannot see why we should agree to a price drop when other processors 

have held and the market is the same, if not better. 

CHAIR:  Parmalat is reported as saying that the company is no longer competitive with its opposition's prices. 

Has it told you who its opposition is? 

Mr Cochrane:  We have the numbers from other processors, which are numbers that have been delivered on 

annual reports, so we know what they are and everybody knows what they are. The argument comes from a price 

that is advertised that the farmer could get if they were to meet all quality and volume conditions, but what we see 

as the real number is the actual weighted average price paid. I think any fair-minded person would look at that 
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number. What do you actually pay, and what does a farmer actually get? That number is nothing like 1.65c, so we 

need to discuss that with the arbitrator. 

CHAIR:  So what is the process from here? When does the arbitration take place, and how long do you expect 

that to go on? 

Mr Cochrane:  There is a series of conditions that we need to stick by. There is a period where we need to 

appoint an arbitrator and another 14 days for us to negotiate again. We are prepared to wipe that so we can get 

this happening sooner rather than later, and then it will depend on the arbitrator, how long he takes and the 

appointment of it—who it is going to be. At this stage, it appears that is going to be a judge appointed by the legal 

association. 

CHAIR:  Do you believe that any of the advocacy groups in the industry—say, Dairy Australia or Australian 

Dairy Farmers—have supported you through the process? 

Mr Cochrane:  I have not spoken to them. 

CHAIR:  You have not sought support for your organisation? 

Mr Cochrane:  No. 

CHAIR:  Can I ask why you have not. 

Mr Cochrane:  Well, I think we are in control of what we are doing, and I do think we are in control. I think 

the Queensland industry is quite a separate industry from Victoria—very much a separate industry. When we can 

go from 1,545 farmers down to 400-odd or 420-odd and lose something like 70 per cent, and go from a totally 

domestic market with some manufacturing to being short 178 million litres of milk, I do not think that has too 

much commonality with Victoria. 

CHAIR:  But, obviously, these organisations would have an interest in the outcome of your negotiations and 

would be hoping that you would be successful. So it would seem to me natural that they would want to support 

your endeavours. 

Mr Cochrane:  I would like to think that they are watching and hoping that we will be successful. Perhaps we 

can have a discussion around those things—yes. 

CHAIR:  If this price drop was to take place, what impact would that have on your members? 

Mr Cochrane:  I am a livestock auctioneer. I specialise in dairy. I already have another five clearance sales 

booked for the next two months. That sort of speaks volumes. 

Senator HUME:  I want to clarify one thing. So your members pay $44 a month to be part of the collective. Is 

that correct? 

Mr Cochrane:  True. 

Senator HUME:  And there are 193 farmers. So that is about 8½ thousand dollars a month, or $100,000 a 

year, to run your organisation. Is that correct? 

Mr Cochrane:  Yes—true. 

Senator HUME:  I read in one of the articles that there was a branded 'buy local' campaign last year and that 

that made it very obvious that the consumer was prepared to pay extra for quality local products. Is that correct? 

Mr Cochrane:  True. 

Senator HUME:  Where did that campaign stem from? Who ran that campaign? 

Mr Cochrane:  I think it was a whip-up in the media, which we certainly did appreciate. What it did tell us is 

that the consumer, without any doubt whatsoever, is prepared to pay for a quality product. 

Senator HUME:  Do you have any numbers to support that? 

Mr Cochrane:  Those like Maleny milk, which is a private company with eight or nine suppliers, went out 

pretty hard and promoted and marketed it. They had something like a 70 per cent increase in sales. I have 

absolutely no doubt that our product is not being promoted and marketed to get value back to the farmer. 

Senator HUME:  There was something else that you said in that article—if retail went up 10c then that would 

return farmers to profitability. 

Mr Cochrane:  Yes. 

Senator HUME:  Where did that 10c come from? 

Mr Cochrane:  It is a pretty simple sum. The average farmer in Queensland is producing a million litres of 

milk. If you got 10c a litre, that is $100,000 for the year. You might think that is a fair bit of money, but if you are 



Tuesday, 31 January 2017 Senate Page 19 

 

ECONOMICS REFERENCES COMMITTEE 

buying tractors for $120,000, which I am doing at the moment, then it does not go far. But the real question is: 

what does that cost the consumer? The average consumer drinks 100 litres of milk a year, which is $10 a year. I 

think any fair-minded Australian wanting to have their children employed would be happy to pay that amount of 

money to keep our rural industry viable. 

Senator HUME:  So it is a thumbnail estimate. There is not much science behind that number, but it does 

make logical sense. Is that correct? 

Mr Cochrane:  Did you say there is not much science behind it? 

Senator HUME:  Well, you do not have any analysis to demonstrate that a price rise would return Queensland 

farms to profitability—of a particular amount. 

Mr Cochrane:  I refute that. There is absolutely no doubt. If the farmer who was producing an average of a 

million litres a year and got 10c a litre, and provided that our agents, our supermarkets and processors were 

prepared to pass that 10c to our farmers, you would absolutely return them to viability. 

Senator HUME:  One of the solutions that was proposed by this government as part of a suite of measures 

was the introduction of a milk price index. How do you think that would affect the Queensland market in 

particular? 

Mr Cochrane:  The devil is in the detail. I think if you had an index then at least you would have some sort of 

a gauge for people to work with. I would need to know the mechanics of it before I could support or not support. 

Senator HUME:  And I assume that you were pleased to see that an ACCC inquiry had been initiated. 

Mr Cochrane:  Absolutely. 

Senator HUME:  And your organisation will be there at the public forum next Monday in Toowoomba. 

Mr Cochrane:  Unfortunately, I am away and I cannot be there. But I may fly to another one and attend—yes. 

Senator XENOPHON:  I have just a couple of questions. Thank you for your submission. This is a question I 

have asked other witnesses. A number of years ago there was a prohibition against price discrimination so that if 

you were a manufacturer you had to sell and if you were selling something at a super discount you had to offer 

that to anybody else down the supply chain. Do you think that would make any difference in terms of 

ameliorating the impact of $1 milk? 

Mr Cochrane:  Yes, probably. You have got to understand that the $1 milk is not there for any other reason 

than that the farmers do not have control of it. They are able to do that not because of oversupply or poor quality 

or excess or anything like that; it was just an easy market number. 

Senator XENOPHON:  So it was basically not so much a loss leader, but it was used as a marketing device? 

Mr Cochrane:  There is absolutely no doubt. If you look at the fridges, I think they are all up in the back 

corner, for a special reason. 

Senator XENOPHON:  Okay. The other issue is: do you think a mandatory code would work? Some of the 

witnesses earlier today say that it would; another set of witnesses say that they would rather just try to do it on a 

voluntary basis. What do you say about that? 

Mr Cochrane:  The voluntary basis concerns me. I am not so sure people voluntarily want to give up money, 

so we need to look at the terms. I think at this stage I support a mandatory one. 

Senator XENOPHON:  Also in terms of that power imbalance and being able to negotiate, you are limited in 

what you can do with collective bargaining; is that right? 

Mr Cochrane:  For 14 years it worked extremely well, but I think there is a fundamental change now. People 

are certainly wanting to add to bottom lines. They are wanting to get it from farmers in preference to promoting 

and marketing our product and getting value out of it. We have absolutely no doubt in our minds that the 

consumer is happy to pay for the quality product that leaves our dairy. You have the private processors that are 

selling two litres of milk for $4.89 and then you have people wanting to use milk as a loss leader and having it in 

their shops at a dollar a litre. 

Senator XENOPHON:  At least look at authorisations to allow collective bargaining, with the ACCC. 

Mr Cochrane:  I think we need collective bargaining, but we are going to need some strengthened negotiation 

power. 

Senator XENOPHON:  I have asked this question of other witnesses today. On notice, can you set out the 

specific details with respect to a mandatory code and the whole issue of collective bargaining, just to flesh that 

out. 
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Mr Cochrane:  Okay. I will take that on notice and forward it. 

Senator XENOPHON:  Thank you very much. 

CHAIR:  I take this opportunity to advise that responses to questions on notice should be returned by 8 

February 2017. 

Senator LAMBIE:  Can you explain to me in pretty simple terms what is going on between Premier milk and 

Parmalat up here? 

Mr Cochrane:  Well, they are not inviting me for tea. 

Senator LAMBIE:  No, I figured that one out. I do not think you are getting a Christmas card either, Mr 

Cochrane. 

Mr Cochrane:  If Parmalat could sit on the other side of the table and prove to me that it was better for both 

parties and the industry, I would be happy to agree. When the market has not changed and they are saying they 

need to drop the price—take money off farmers to add to their bottom line—I could not see why anybody would 

want to agree to that situation. 

Senator LAMBIE:  Do you know if they have done a risk assessment on exactly what is going to happen? 

You and I have common sense; we can see that whatever is left of those smaller farmers are going to go under, 

and more than likely they are going to buy them out. That is how I see it. 

Mr Cochrane:  There are a few farmers in Queensland that are growing. But in general they are leaving the 

industry. People say, 'What happens when you have a clearing sale?' Well, of course I sell them to dairy farmers. 

But those dairy farmers do not particularly add them to their numbers. With the meatworks price the way it is 

today, good fat cows make $1,500, $2,000; it is pretty easy to put them on the meatworks truck and replace them. 

Just because I go and sell 100 or 200 cows at a clearing sale, do not expect them to all go into a dairy herd. They 

will all go into a dairy herd, but there will be others replaced and killed. Those numbers have been the same. The 

graph has been the same since 2000—a downward trend—in volume and numbers of farmers, and in employed 

people. 

Senator LAMBIE:  Is that because you are getting less money as well, in return? 

Mr Cochrane:  The less money is a problem, but when you know that the market is prepared to pay more 

money for your product and your agent is not prepared to get it for you, it is an extremely frustrating situation. 

Every litre of milk that this country loses is an export litre not going. I thought we had a responsibility to the 

balance of payments in this country. Every litre, regardless of where it goes out of—whether it be Queensland or 

New South Wales—is not exported, and I think we need to think about that. 

Senator LAMBIE:  Okay. I do not have any further questions. 

Senator RICE:  Given the evidence that you have presented that $1-a-litre milk is being essentially used as a 

loss leader and is below cost of production and given that you have made a range of suggestions about codes of 

conduct and outlawing predatory pricing, do you think there is a case for the reintroduction of the floor price? 

Mr Cochrane:  There is definitely a case to strengthen the farmers' power. We definitely need to get the 

balance of power back to the people that are producing. We produce a quality product. It must go every 24 hours, 

so there is a huge case to give the farmers the balance of power. 

Senator RICE:  So you basically think strengthening through various means the farmers' bargaining power—

is that going to be effective? Do you reckon that, with the mechanisms you are proposing, that is going to occur? 

Mr Cochrane:  If there is goodwill between the people that are doing this, the farmers and the processors, 

absolutely. 

Senator RICE:  Will there be goodwill in a cutthroat market? That is the problem we are facing at the 

moment. 

Mr Cochrane:  Absolutely that is the problem. We do not have the goodwill there. We need to strengthen this. 

If we, the government and everybody requires it, there is no doubt it can be done. There is no doubt it needs to be 

done. Rural Australia is dying under this competition. 

Senator RICE:  Yes, which is why it seems to me that we maybe need something stronger than just saying, 

'Let's work for goodwill.' 

Mr Cochrane:  I am pleased you have come to that point of view. 

Senator RICE:  To me, I think it is going to be important to be putting in place things like a mandatory code 

and effects tests and outlawing predatory pricing. It seems there is actually a reasonably strong case that things 

would be better if we reintroduced the floor price. 
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Mr Cochrane:  That sounds like good intent to me. I am happy to hear it. Thank you. 

Senator RICE:  Thank you. 

CHAIR:  I have another question about the collective bargaining arrangements. I understand that the ACCC 

has re-authorised collective negotiations for your organisations up until 2020. Is that correct? 

Mr Cochrane:  Yes. 

CHAIR:  The collective bargaining arrangements are obviously heavily regulated, and special authorisations 

are required to do this. More broadly, what is your knowledge of other farmers around the country getting into 

collective bargaining? It seems to me that it is not something that is taken up. 

Mr Cochrane:  No, it is not, because you need to have goodwill in both parties. We set this up in 2000 under a 

different management system of parliament, and they were more than happy to agree to discuss and agree. Once 

you go to arbitration, you lose a lot of respect for one another, but there has to be a day where farmers stand up. If 

this price drops, I can assure you other processors will think to themselves, 'How do we become more 

competitive?' I will leave you to work that out. We need to stand up, so we are. I am concerned about the 

relationship between here and 2000. I am concerned about whether we get it together again, and it will only get 

together if we see that there is an advantage to both. 

CHAIR:  Are you saying that it is only where there is goodwill between the processor and the farmer groups 

that collective bargaining can actually take place? 

Mr Cochrane:  Absolutely. We need one another. We do not have processing plants. They have the processing 

plants. They have the ability to market. My expertise is in producing a good-quality product. Once it leaves my 

farm gate, they have the power. 

CHAIR:  Doesn't that reveal a bit of a flaw in the system in that, in situations where goodwill does not exist, 

collective bargaining does not work as effectively? 

Mr Cochrane:  They are onto it. Absolutely it requires goodwill and, if there is not goodwill, we need to put 

some of these things in that we have talked about. 

CHAIR:  One cannot legislate for goodwill. 

Mr Cochrane:  We cannot. 

CHAIR:  But some of the things like the code of practice to mandate what is contained in contracts are a good 

start. 

Mr Cochrane:  Yes. 

CHAIR:  In terms of your own organisation's resources, do you have to engage solicitors to represent your 

members? 

Mr Cochrane:  Yes, and it is not easy to fund those things. With $44 a month we are having telephone 

meetings and all those things to cut costs, and that is fine, but the budget does not stretch where farmers need 

support. 

CHAIR:  In terms of how you use those resources, would you consider putting some thoughts together as to 

how the collective bargaining arrangements could be improved? Is that something your lawyers would be able to 

provide a bit more information about? 

Mr Cochrane:  They would certainly, and they would want to be paid. We might have to go to crowdfunding. 

CHAIR:  Right. Well, there are lots of innovative ways to do these things, but I would be interested if there 

were some recommendations coming forward that were a bit more specific about how the laws and the rules could 

be improved. I certainly would be interested in that, but I obviously would not want to put your members to any 

further expense as a result of that. I just make that invitation to you. 

Mr Cochrane:  All donations gratefully received! We do think the industry does need to work very hard on 

this and get some funding around it to be sure of the future. 

Senator LAMBIE:  I have questions about your negotiations with Parmalat. First, how long have these 

negotiations have been going on? How long have you been on this sticking point where it is now getting to legal 

action? 

Mr Cochrane:  We felt we needed to go early this time, and we had our first meeting in April. Of course, we 

put a submission to Parmalat asking for an increase in price. After the debacle in Victoria, we had to sort of 

retreat. Seeing what has happened to our competitors and the holding price, we retreated to hold price. Parmalat 
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came to us in August. It took a long period of time, but I understand there is a lot of chaos in the industry. They 

came to us with a price drop, which we obviously have not accepted. 

Senator LAMBIE:  How much have you spent on legal bills so far? If you are going to continue to fight this, 

what are you expecting to have to pay out legally? 

Mr Cochrane:  It depends on who our arbitrator is going to be and what power. As you know, courts are ruled 

by the deepest pockets quite often. We cannot go in shallow. If we are going to go in, we have got to try to win 

this. We do not have huge reserves, but we will do what we can. That is one thing, but it is the time that is taken 

up in putting things together—a huge amount of time. 

Senator LAMBIE:  Okay. I wanted to talk to you about share farming. Let's face it: they have got a gun to 

your head, because you cannot produce your milk without their factory. You can give them the milk, but it does 

not turn into anything without them. I notice that Tasmanians are starting to look at share farming. There are some 

empty ones down there where they are thinking about buying them out and doing it themselves rather than having 

to rely on these big multinationals to come in and do it for them. Is there any talk about this share farming where 

certain farmers can move in there without having the multinationals over the top of you? 

Mr Cochrane:  I would probably like someone to share farm my farm. It would decrease my losses. But I 

agree absolutely wholeheartedly that in Queensland farmers do need to market their own product. I absolutely 

agree with that. They are prepared to promote and market and they are prepared to tickle the consciences of the 

locals to buy the local product. And people will do that. There is absolutely no doubt in my mind since April that 

they will buy branded product—which did not return too much to farmers, because the brands were owned by 

processors and they kept the cash. There is no doubt, but to do it you have got to be pretty game. You have got to 

come up with at least $1 million to build a processing plant. In Tasmania in your area, where such a small volume 

of your milk goes into a local market, they would want to be game. 

Senator LAMBIE:  I am just saying to you that you pay all these dairy levies. Dairy Australia has nothing 

open. They do not help you with any legal costs either, by the sound of it. I am trying to work out where their 

existence is in all this. Quite frankly, I have heard it all and, to me, they are a waste of cash. 

Senator XENOPHON:  Can I ask a quick supplementary question? 

Senator LAMBIE:  I have finished now. I think I was just making a statement. 

Senator XENOPHON:  It's not like Senator Lambie to make a statement! 

Can you give us a ballpark figure of how much the arbitration process has cost you in legal fees to date? Bear 

in mind that that was meant to be much cheaper than litigation, which can blow out to that deep-pocket territory. 

Mr Cochrane:  We have only received the letter to say that they are taking us to arbitration. There was no way 

in the world that I was giving them a letter to say I was taking them to arbitration. We did not want the change; 

they wanted the change. So we have been given the letter and we are going to arbitration. Now we need to fire up 

our legal people. We have not spent a lot of money to this point—probably something like $10,000—but our bills 

will start to mount. 

Senator XENOPHON:  Have you forecast what it might cost you just for an arbitration? 

Mr Cochrane:  Forty? 

Senator XENOPHON:  Is it a binding arbitration? 

Mr Cochrane:  Yes, it is. 

Senator XENOPHON:  Okay. How long will that take? 

Mr Cochrane:  We hope to have it done by the end of March. 

Senator XENOPHON:  You would want to have it done by the end of March, wouldn't you? You want the 

certainty. 

Mr Cochrane:  I do, because farmers are receiving 3c a litre less, and that is because they are out of contract. 

We also had an incentive there for new milk. That will not be paid unless we win arbitration. But that is 

retrospective pricing, and I will touch on that. We have had an incentive where farmers got an extra 10c a litre for 

new milk through the autumn. That is a well-known time when milk is short, so Parmalat needed milk. Farmers 

put cows in calf to cope with that—to provide Parmalat with milk—and now there is no 10c. So that is 

retrospective. Farmers got these cows in calf all in good faith. These cows are going to calve, they are going to get 

the milk and they are not going to get the money. 

Senator XENOPHON:  I understand. Thank you. Can you keep us posted as to the progress of the arbitration, 

please? 
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Mr Cochrane:  Certainly. 

Senator XENOPHON:  Thank you. 

CHAIR:  What is the process for the appointment of the arbitrator. 

Mr Cochrane:  We are supposed to find a common person who is an industry expert to be the arbitrator. We 

have not been able to find a person that we believe could do that job, so now we are going to the law society, and 

they will appoint a judge to be the arbitrator. 

CHAIR:  And the cost of the arbitrator is to be borne by the parties on an equal basis? 

Mr Cochrane:  Yes. 

CHAIR:  You indicated that the cost to your organisation is, as a ballpark, about $40,000. 

Mr Cochrane:  In estimate, yes. 

CHAIR:  Okay. That is the cost of lawyers as well as the cost— 

Mr Cochrane:  Not our time. That is outside costs. 

CHAIR:  You were reported as saying that the outcome of your arbitration is going to be important for the rest 

of the industry. 

Mr Cochrane:  I would think so. 

CHAIR:  Can you elaborate on it? 

Mr Cochrane:  If you are a competitor and your competitor drops in price, what are you going to think? You 

think you are going to have to look at your price as well so you remain competitive, aren't you? This will spiral to 

the bottom. 

CHAIR:  On the other hand, if you are successful in maintaining your price— 

Mr Cochrane:  I would like to think other processors will do the same: hold. 

CHAIR:  There are suggestions that the global prices are on the up at the moment. Would you agree with that? 

Mr Cochrane:  Absolutely. World volumes are retreating. We have got a dollar the everybody is expecting to 

decrease—I wish it would—and the world market is strengthening. The auctions have been strong. To relate it to 

something that really concerned me: at a QDO conference on the coast back in 2015, Peter West from Lion stood 

up and said, 'Dollar-a-litre milk is here for 10 years.' I thought to myself, 'That should get the headlines of the 

paper, but it won't.' And it did not. But I wonder whether, if the doctors, nurses or police were held to their wages 

for 10 years, that would have made headlines. Was it a statement made which would appear to me to be public 

colluding? 

CHAIR:  If that was to take place, what would be the effect on the Queensland producers? 

Mr Cochrane:  It is 18 months in. It has been 18 months, and it is still $1 a litre. I wonder if it will go another 

8½ years. 

CHAIR:  What is the impact on your members? 

Mr Cochrane:  People will disappear. No fair minded person in Australia could believe that our quality food 

product that we produce can stay at a fixed price of $1 a litre for 10 years. 

CHAIR:  Okay. I have no further questions. Do any other senators have further questions? If not, thank you 

very much for appearing before us today. I wish you all the best in your negotiations. 
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BURNS, Mr Andrew Peter, General Manager Sales and Marketing, Norco Co-operative Limited 

McNAMARA, Mr Gregory James, Chairman, Board of Directors, Norco Co-operative Limited 

[11:25] 

CHAIR:  I now welcome representatives from Norco Co-operative. Thanks for appearing before the 

committee today. I invite you to make a brief opening statement, should you wish to do so, and then we will open 

it up for questions. 

Mr McNamara:  I was going to just make a couple of brief statements. Norco is a farmer based cooperative 

with that traditional piece of 'one member, one vote'. That is really important: no matter how big or small you are, 

you actually have a voice in the company equal to other farmers. We have 220 farms supplying from pretty much 

Gympie down to Gloucester and, of those 220 farms, 87 come out of Queensland and 133 come out of New South 

Wales. 

One of the things that we think is really important, and what we have found from the scenarios of the last 12 

months, is that it is very strong to have a cooperative in your part of the world where you are a dairy farmer to 

ensure that someone is pushing the prices. We have found that there is plenty of evidence now that the stronger 

our milk price is, the more pressure there is on the larger companies to actually follow our pricing. Especially in 

the last 12 months, we have noticed that. 

One of the things you will notice in the submission we made is that we think there needs to be some thought 

processes around: how do you encourage farmers to either start up cooperatives or invest in cooperatives to have a 

better ability to improve technology and support businesses within that cooperative model? We have a share 

contribution scheme that we ask our members to contribute to and, if you are looking for solutions to encourage 

people to invest in co-operatives, then we need to think about how can we give them some incentives to actually 

put money into a well-funded cooperative that is running quite commercially. 

I know there have been some comments today around the code of conduct. We think a mandatory code of 

conduct is something that certainly should be considered and well-discussed within the industry. The other bit that 

I think is important is that I do not think any business could ignore global trends. What we saw almost in the last 

12 months was a perfect storm where there was an oversupply of product in Europe driven by a number of 

reasons and a waning of interest out of China, which certainly has come back to affect the whole Australian 

industry. On the other side of that is that we actually chose, as we are pretty much a fresh milk industry player, to 

actually hold our milk price, or slightly increase it, in the current year, so that was a good outcome for us. I will 

leave it at that. 

CHAIR:  Thank you very much for that. Your submission talks about the benefits of the cooperative structure 

and its benefits for members, and you believe that there should be more cooperatives. What do you think are the 

barriers to farmers entering into cooperatives at the moment? 

Mr McNamara:  I do not think there is a barrier to actually enter an existing cooperative; I think there is more 

of a barrier to start a cooperative. To start any business requires a level of investment, and the challenge that has 

always existed in a farming community in agricultural cooperatives is: do you invest in your farm or do you 

invest in the co-operative, especially if they are growing or actually requiring a capital investment? Then, on the 

other side of it, if you take that capital investment and put it into the cooperative, for which you need physical 

assets—in some instances, to manufacture product—then where does the capital actually come from in that 

scenario? That is the difficulty cooperatives have traditionally had in Australia, especially for younger farmers 

growing in the system, and how they actually fund that. So our way to actually manage that is that we have a 

policy internally where we keep 50 per cent of the profit, on a yearly basis, in the business. We run the business 

very commercially. We use that profit that we keep to reinvest back into the business. We also have a share 

contribution scheme, a compulsory one, that runs with our members—it is running at 2.5 cents a litre—to support 

the repayment of people who are exiting the industry or have chosen to leave Norco. 

So there are a number of things that we think you can do. I think the question that we need to suggest is: how 

do we actually expedite that or actually increase the desire for people to invest in the cooperatives to create a 

better balance in the current marketplace? 

CHAIR:  You have suggested that cooperative members should be given tax incentives to invest in the 

cooperative. 

Mr McNamara:  Yes. 

CHAIR:  How would that work? 
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Mr McNamara:  I am no accountant, but in a simplistic form I would suggest that it is treated as a cost. At the 

moment it is actually treated as a capital cost; therefore you pay normal tax rates on it. If it was like buying a 

normal daily item and you had a tax concession for it, for those who could invest in the cooperative it would be an 

incentive to actually think about that. 

CHAIR:  In terms of your own cooperative structure, how do you believe that benefits members? 

Mr McNamara:  We know that we are paying a fairly good milk price. We know that the competitors are 

actually following our milk price. We also know that we can have rewards within our business. We have a 

dividend rate running at six per cent, well above bank rates. We have loyalty payments to our members. We pay 

about $1.2 million a year in loyalty payments. We have three-month interest-free accounts with our members. We 

also have a step-up payment for our members if we are making above our expected profit. 

I think the other bit that is often not thought about in the cooperatives is that we also have a great interest in the 

wellbeing of our members. We put a lot of energy into making sure that our members in difficult circumstances 

have that on-ground support, whether that is on-farm or from a business perspective or even from a counselling 

perspective. 

CHAIR:  We know that a cooperative structure is not necessarily a guarantee that members will be entirely 

happy with every decision that is made and we know that there is a very high profile case in Victoria. What is 

your observation about that? What learnings have you taken from the Murray Goulburn situation? 

Mr McNamara:  I think it is about transparency and early warnings. I do not think anyone can be immune 

from global crises or a crisis evolving in the industry; it is how you actually inform the members on a regular 

basis, whether the business is trading honestly and transparently, and then also making sure that they are aware of 

likely trends. We do two rounds a year of what we call our member supplier meetings, one in March-April and the 

other in September, to talk to members, and part of our process is to actually educate them around not only what 

we are doing—our business and our strategies—but also the more macro climate that is occurring. 

CHAIR:  Can you explain the structure of your milk supply agreements, just to elaborate? You say they serve 

your members well. 

Mr McNamara:  Yes. We have a range of options for our members. We call them milk supply agreements. 

You can actually go without a milk supply agreement and just work off the normal system where Norco 

guarantees to pick up your milk. As part of your being a member of the cooperative we have an obligation to pick 

your milk up. Once you become an approved member and you supply milk, we have an obligation, as long as it 

meets our specifications, that we will pick your milk up. 

If you go what we call uncontracted, that will mean that you get a discount on that milk, and then we go one 

year, three years and five years with our supply agreements. And the reason that we think milk supply agreements 

are good for the industry is that they give people some security around their ability to supply milk to their 

business knowing that they will have that milk actually picked up. It is unfortunate, I think, that the industry 

cannot give some guarantees around that, but that is all based around the volatility of the milk-pricing 

arrangements, and to some degree it is more about protecting the business and showing the cooperatives it is still 

a strong business in the event that there is a major collapse and we cannot necessarily carry that on into the full 

year. There was a scenario where in year 1 we were paying 57c a litre, we continued on into year 2 and the price 

collapsed in year 3. If you are given a guarantee and the price collapses then you are going to wear the losses. 

Unfortunately in a cooperative we do not have those huge resources to be able to fund those losses if they occur, 

which potentially puts us at odds with our bankers and financiers and thus our ongoing ability to access capital. 

CHAIR:  How does your pricing work? 

Mr McNamara:  We go through our pricing every year in the budgetary process, around March and April, and 

we will usually release that price in the first week in June. We delayed it one month this year, only because of 

what was going on in the Murray Goulburn scenario and how that was actually playing out. We held off to get 

some comfort around the major retailers and their response to the Murray Goulburn scenarios.  

There are benefits to the supply agreements: if you have chosen a three-year contract, you get a 2c per litre 

price incentive, and, if you supply a five-year contract, you get a 2½c per litre price incentive. You also have a 

whole range of other collection efficiency bonus incentives, compositional incentives—there are a whole range of 

incentives to improve the quality of the milk and specifications. We are happy to supply you with a document, if 

you would like? 

CHAIR:  That would be very useful. 

Mr McNamara:  We will forward that to you. 
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CHAIR:  You say in your submission that your farmgate pricing and cooperative model are seen as attractive 

propositions? 

Mr McNamara:  It is because of our history. We have been in business for over 120 years, and the six 

directors that sit on the board are farmers—they are six of the members—so we have a good relationship with the 

members and an understanding of the difficulties they are undergoing on a regular basis. 

CHAIR:  You also talk about the fact there have been 14 new start-ups in the last few years that have started 

supplying Norco. Can you tell us how they have come about. 

Mr McNamara:  One of the pieces that we had with the retailers was to, over time, try and move to a position 

where the industry was able to grow within the Queensland market, which, for Norco, also includes northern New 

South Wales. We were aiming—especially when we picked up the Coles contract—to pass on an additional 3c 

per litre to the farm sector and to move the pricing to a point where farmers started to grow and saw it as an 

option to become a dairy farmer. After we first signed that contract with Coles there was a 3c per litre price 

increase, and 12 to14 new start-ups emerged. 

CHAIR:  Whereabouts are those start-ups? 

Mr McNamara:  Northern New South Wales and Queensland. There was mix of them. 

CHAIR:  And are those start-ups operating on a cooperative model? 

Mr McNamara:  Yes. Everyone in a cooperative is treated the same. You choose your milk supply agreement, 

and everything else is the same. 

CHAIR:  In terms of milk supply contracts generally, do you have views as to how they could be improved 

elsewhere in the industry? 

Mr McNamara:  In an ideal world you would like to see a fixed price for the time of the agreement. But when 

you have a varying market and a volatile potential market I do not think that is possible. I think they will continue 

to evolve. We have had them now for nearly eight or nine years. They have certainly evolved over that time, and I 

think they are pretty good where they are. 

CHAIR:  You are talking about your milk supply agreements? 

Mr McNamara:  Yes. 

CHAIR:  Your agreements? 

Mr McNamara:  Yes. 

CHAIR:  Are you familiar with the UK code of conduct? 

Mr McNamara:  I have had a look at it. I think there is a lot of work to be done in getting some agreement 

between the farmer sector, the processing sector and the retail sector. There is plenty of work to be done before 

that transpires—and I agree with Jacqui that a few of us will be a little bit older before that actually transpires. 

CHAIR:  In terms of your contract with Coles, can you tell us about the incentive arrangements and the 

contract structure there? Are there any pressures that are placed on you in that regard? 

Mr Burns:  It is a five-year agreement that Coles has entered into with Norco: it is a three-plus-two 

arrangement currently. It is broken up into three components. Farm gate is very important to us, as it is to the 

retailer, so farm gate is protected, in the way that we have an annual review and if farm gate goes up, then the 

price goes up. The other important factors are linked to the manufacturing costs, and the materials that are used in 

the bottling of that milk. Those items are broken out and they are reviewed on an annual basis. 

Senator LAMBIE:  Does that mean that if they go up then you get a price hike? Is that what they look at? I 

am just try to get my head around it. If the price of the plastic bottles that you are using goes up, does the 

farmgate price go up—so that the farmers can get their money back? Is that you are saying? 

Mr Burns:  Sort of, Senator. The farmgate price is a separate component to the pricing mechanism. If the price 

of the plastic bottles, or resin, was to reduce, then the price of the component would reduce. The farm gate is 

protected, however. It is a separate component. 

CHAIR:  Earlier today, we have heard evidence about the fact that suppliers have entered into dollar-a-litre 

milk arrangements in order to secure shelf space for other products. Do you have a view about that? 

Mr Burns:  It is never guaranteed. You have to have a product that is desired by the consumers. It has to have 

turnover and it has to provide margin. They are not going to place a product on the shelf which does not sell. So 

you actually have to have an active marketing campaign, a product that suits the needs, and generates the turnover 
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that supports its position on the shelf. Do they go hand in hand? That would be the ideal outcome. But you need to 

sell it to remain on shelf. 

CHAIR:  So is a constant negotiation in terms of shelf space for your products. 

Mr Burns:  Yes, correct. 

CHAIR:  Apart from the drinking milk, what other products do you have? 

Mr Burns:  We have quite a sizeable ice-cream business. We call ourselves one of the largest contract 

manufacturers of ice-cream here in Australia. About 10 or 15 million litres of our milk will go into our ice-cream 

plant that is based in Lismore, but we supply not only all of Australia with ice-cream in different various brands 

and types but also a growing export market as well. 

Senator HUME:  I think that the Norco business model is very interesting, in particular having that ice-cream 

unit to process the excess milk that is not used for the drinking market. I think it is a very interesting alternative. 

First and foremost, can I ask about your suggestions that cooperatives are given tax incentives to invest in your 

cooperative. There was an inquiry done by this committee—I think it was reported about a year ago—which 

suggested that an alternative to a tax incentive might be an ability to recategorise: it was something in the 

Corporations Law that would allow you to recategorise without diluting your cooperative structure. Is that 

something that would be an alternative to a tax incentive? 

Mr Burns:  I think what we are trying to do is actually table that there needs to be some thought process 

around what is the right mechanism to create further investment in the cooperative model, to allow the businesses 

to grow and to attract more farmers into the system. It does not matter whether it is Norco or any ag sector, I 

would be suggesting that, if you want a strong cooperative in your region to produce—whether they are producing 

milk or wheat or honey—you need to actually encourage people to invest in their business. You cannot have a 

cooperative that is producing a low or a poor-quality product; it needs to be equal or better to what your major 

corporates are supplying. So if it is a tax incentive, or if it is another way of thinking about recapitalisation, then I 

think those things should all be put on the table and, potentially, discussed. 

Senator HUME:  One of the criticisms of Murray Goulburn in particular was that some had difficulty exiting 

their co-op arrangements when Murray Goulburn made efforts to reduce prices on them. They could not leave and 

do anything else. Is that tied to the milk supply contracts, and how have you got around that? Is that the short-

term contract that you were explaining to us? 

Mr McNamara:  Yes. When the farmer chooses to take their option, that can be discussed with them. 

Someone from what we call our milk supply team would visit the farm and have a conversation with the farm to 

make sure they are choosing the right contract. I do not know the exact number at Norco, but I think about 98 per 

cent of our farms are on five-year contracts. If someone chose to go completely uncontracted, they can choose to 

go to another processor at any point in time on any day. But if they have signed a 12-month contract, they have 

got to go to the end of that 12 months to exit that arrangement. So it is important that they are aware of what the 

Norco business is doing and which option they actually choose, knowing full well that there is a price incentive 

the further you go out on your milk supply agreement. 

Senator HUME:  Do you have any numbers to hand on farms that are leaving the Norco arrangement? 

Mr McNamara:  Traditionally, we have two or three farms that may leave every year. I could not tell you off 

the top of my head today, but traditionally most of our exits are through retirement—those sorts of exits. They are 

older farmers who are choosing that. Their son or daughter has chosen not to be part of the industry and therefore 

they retire. 

Senator HUME:  I want move now to the contract you have with Coles. When this committee questioned Mr 

Jordan from Coles, he went to great lengths to tell us that the arrangement with Norco was very successful. He 

quoted you in particular, saying how happy everybody was with that arrangement, and yet the Queensland 

Dairyfarmers' Organisation this morning suggested that that arrangement has essentially squeezed the rest of 

Queensland's dairy industry. What do you say to that? 

Mr McNamara:  We negotiated a price with Coles that was a profitable price. We passed on 3c a litre at the 

commencement of that contract—it commenced in the July period. We were budgeting on that 3c a litre price 

increase or just above that. From our perspective, we have improved that relationship and improved our price on 

that 3c, so in the worst case scenario that Norco did not replenish that contract at the end of that five-year 

arrangement we would have approximately 70,000,000 litres of milk that would need to find a better home and 

our milk price would drop by at least 3c a litre. If you look at it from that commercial perspective, the Coles 

arrangement is certainly giving us an advantage at this point in time. 
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Senator HUME:  It is giving you an advantage over whom? The rest of the Queensland dairy industry—is that 

what you are telling me? 

Mr McNamara:  No, not at all. When we took that contract on, we took on 57 farms in Queensland to come 

and supply Norco that received the same price that our existing members would receive at that point in time. 

Senator HUME:  I assume that you will be submitting to the ACCC inquiry and that you intend to appear at 

the public forums taking place next Monday in Toowoomba and Tuesday in Taree. 

Mr McNamara:  Yes. 

Senator HUME:  One of the recommendations that was proposed last year that I have mentioned to a couple 

of the witnesses here today was a milk price index. How do you feel a milk price index would potentially add 

value? 

Mr McNamara:  I am a little bit confused by it in the sense that when you are in the fresh milk industry it is 

really about the price that you are prepared to pay for a fresh litre. The fresh milk industry is not really governed, 

necessarily, by the powder price or the cheese price or ingredient pricing. It is more travelled by the price that we 

have negotiated with our major retailers, whether that is Woolworths, Coles or ALDI, and then what we have got 

going on on the route trade. There is an impact around how dollar-a-litre flows through the market, but I am not 

sure an index in the northern part of Australia would add significant benefit to the farming sector. 

Senator HUME:  All right, terrific. Thank you. 

Senator XENOPHON:  I have a couple of questions, and I think they have pretty much been covered. At the 

end of your submission you said: 

The events of the last six months are regrettable and are likely to have long lasting consequences. It is imperative we learn 

from these unfortunate events and it is even more important to move on and focus on the issues that will put confidence back 

into the dairy industry in Australia. 

Is it your concern that, unless we can turn things around in the short term, we will see people leaving dairy in this 

country and not coming back—we will actually see a further shrinkage of the dairy sector in this country? 

Mr McNamara:  I agree with that. My experience in the industry over the last 30 years is that, with respect to 

catastrophic events such as we saw in April-May last year, the future generation thinking about coming back into 

the ag sector or dairy sector choose not to because they see the pain that mum and dad go through. The 

consequence is you potentially lose a generation of people. 

Senator XENOPHON:  Further to that, you talk about the cooperative model. Are you familiar with the report 

that the Senate Economics References Committee did on co-ops, which was handed down in March last year? Are 

you familiar with the recommendations in it about strengthening co-ops? 

Mr McNamara:  Yes. I do not have it in front of me, but I have read that report, yes. 

Senator XENOPHON:  Are the changes that were recommended in that report on a bipartisan basis the sorts 

of changes that you think will help what Norco does? 

Mr McNamara:  I think so, yes. 

Senator XENOPHON:  Finally, how do you place the dollar a litre milk in the scheme of things? There are 

different views. Some say it is the main cause; others say it is the symptom. But it has put downward pressure on 

the value of milk as a commodity. How does Norco view it? 

Mr McNamara:  I think I can answer it this way, in the sense that the relationship we have with the major 

retailers in Australia is extremely important as a channel to market. If you choose not to be part of the retailers or 

supplying a retailer then you choose not to be in a major channel, which would have a dramatic effect, as I 

explained earlier, on our farmers. It does not mean to say that we agree with a dollar a litre, and for us to maintain 

that relationship with the retailers we need to understand that they have a strategy. We may not agree with it, but 

we need to figure out how we can benefit from that strategy to not only grow our own business but grow 

members' businesses. 

Senator XENOPHON:  You acknowledge that a lot of farmers feel that it has devalued milk as a commodity 

and, as such, it has put downward pressure on their profits and their viability? 

Mr McNamara:  Andrew, do you have a comment on that one? 

Mr Burns:  I understand the question, but I do not know how to answer it. We have been dealt a price proposal 

that the retailer requires, and you either play in that pond or you do not. 

Mr McNamara:  I think the only way we have managed the conversation with the retailers is that we chose 

not to sell the product on a loss leader. The management were given very strong instructions from the board that 
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we would not sell below the cost of manufacturing that product, including price and the manufacture cost, and 

there needed to be a mechanism that allowed the price to increase over time. We have that and we have seen a 

number of price increases in our business over the last three years of that contract. I think we heard earlier about 

Premier and a processor's relationship. Business is all about relationships, and we need to have a strong 

relationship with retailers to be able to access that channel. Their strategies may not necessarily be aligned to 

ours, but our strategy needs to be: how do we access that channel to get the best value for our members? 

Senator XENOPHON:  Sure. Thank you. 

Senator RICE:  From your perspective, the arrangement with Coles is working for you. You are guaranteed a 

reasonable farmgate price; you are guaranteed a reasonable processor's price. Is that a fair summary of what you 

have been saying? 

Mr McNamara:  Yes. 

Senator RICE:  How does that fit with what we heard this morning from Queensland Dairyfarmers' 

Organisation? They said that the cost of production in Queensland is close to a dollar a litre as it is. 

Mr McNamara:  I do not know this for sure, but my guesstimation is that the price that we negotiated with 

Coles is different to the price that Murray-Goulburn negotiated. We have actually gone with what we call the 

Queensland price for milk into the Coles contract. From our perspective, we did not negotiate on the lowest end 

price to win the contract; we negotiated on a price that we thought would add value to our members' profitability. 

Senator RICE:  I know that it is not appropriate for you to share with us the price you are offering Coles, but 

is it sometimes over $1 a litre? 

Mr McNamara:  No, it is not. 

Senator RICE:  How close to a $1 a litre does it get to be? Although you are getting a reasonable price for it, 

is Coles is essentially offering the milk that is being supplied by you at a loss by selling it for $1 a litre? 

Mr Burns:  I guess I can answer your question this way. Being a cooperative, the production facility is owned 

by the cooperative so there is no middleman in that margin. As a processor, farmer-owned business, there is only 

one margin to move between us and the retailer, whereas other groups who have a processor in the middle have 

two margins to move before it gets to the retail price point. So there is a margin removed by doing business 

directly with the cooperative. 

Senator RICE:  I am just trying to get a handle on how small the margin is that Coles have been adding on to 

sell your milk at $1 a litre? 

Mr McNamara:  It is a very close margin. Is that the best way to answer it? 

Mr Burns:  Ask Coles. 

Senator RICE:  Your understanding then is that Coles are not making any money selling your milk for $1 a 

litre? 

Mr McNamara:  I do not think we could say they are not making any money; I would say that all we know is 

there is a very small profit margin from their perspective. 

Senator RICE:  But as far as you are aware, it is not a negative margin? 

Mr McNamara:  Correct. 

Senator RICE:  Thank you. 

CHAIR:  How do the farm gate prices for Norco suppliers compare with other Queensland suppliers? 

Mr McNamara:  It varies, but we think we are extremely competitive. We have a waiting list of farms and 

that is a pretty good indication. If we have a waiting list of farmers to come on board then obviously farmers are 

looking at the price on a regular basis. If we are competitive then they are knocking on the door. The way we 

work the cooperative and move the business managing the supply arrangements is incredibly important. There is 

no point taking on an extra 20 million or 30 million litres of milk and actually pushing everyone's price down. So 

we need to have a fine balance around the right amount of milk in the business without being oversupplied 

because that last litre will find itself in a lower end market, which then impacts profit, which then impacts the 

ability for pricing in the following year. 

CHAIR:  Have you thought about expanding your processing facilities, given that you have suppliers wanting 

to come on board? 

Mr McNamara:  Yes, we certainly have. 

Mr Burns:  We just need a market to sell it to. 
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Mr McNamara:  We are experiencing significant substantial growth at Norco over the last, let us say, eight 

months, particularly since The Project on Channel Ten made that announcement to consumers that they should go 

off and buy more cheese, and since then a Facebook communication went out. All the shelves are now bare of 

brandeds and the generics slowed down big time. Our growth was quite significant during that time and our 

consumers have continued to support Norco as they have done with other brands, and we have seen the generic 

branded product reduce in quantity since that time. 

Senator LAMBIE:  We have shut trade with Russia. Was any of your milk going to Russia? No. So that does 

not affect you. Okay. You get paid for your milk fat, but what happens when that milk fat gets turned into yoghurt 

or cheese? That is a lot more expensive. You guys do not get a bite of that either; you just get a set price. So even 

if they make more out of those yoghurts and the cheeses, and powder if they are moving that too, you do not get 

any of that little extra in the middle or any bonuses on top? What is your take on that? 

Mr McNamara:  Certainly, we have got a cheese brand called Nimbin, and so we actually do have an interest 

in that. It really gets back to what your processing cost of manufacturing that product is, and I go back to the 

point: if you want to be a good cheese manufacturer, you need to have a reasonable-sized plant. It is just like if 

you want to be a good ice-cream manufacturer—you need to have a plant with some scale to be cost-effective in 

the marketplace. Traditionally, as a processor you would price the milk in as a commodity and you would be 

buying the commodities on the open market or from your suppliers. The way we work it with our ice-cream 

business is that we have an internal price at which we buy that last litre of milk or that surplus cream and we 

manufacture that into ice-cream. In the event that we do not have enough for our own needs and we are short in 

the market for a period of time, we will go to the market and buy that, and the retail sector—the consumer—will 

be billed at that appropriate price. So, in a roundabout way, you do get it. The cooperative model is— 

Senator LAMBIE:  The cooperative model is a bit different. I am just trying to get a take on the big retails, so 

that is fine. 

Mr McNamara:  I think that is the good thing about the cooperatives. It is about keeping the rest of them 

honest. How do we actually keep the larger corporates honest in today's world? I think, when you are a smaller 

business, it is about transparency and how you work, and the cornerstone of a business is keeping the members 

informed so that they are educated around what is actually happening. 

Senator LAMBIE:  Yes. 

CHAIR:  To what extent is the other part of your business important to diversifying the risk that you have? In 

your submission you say that the rural agribusiness division is integral to the overall success. You have got 30 

rural stores and two feed mills, so you are somewhat diversified, and I presume the dairy part is the far greater 

proportion of the business. What part does this diversification play? 

Mr McNamara:  From our perspective, it is around creating stable pricing. So if the market is moving a little 

bit we can actually use the profits from another division to top up the milk price, because what we have found in 

the industry is that a consistent milk pricing peace allows the members to have confidence to grow their business. 

When you see a dramatic drop in milk price and everyone is feeling fairly poor about the industry, then you see a 

downward pressure on investment—they just do not spend the money; they, quite rightly, worry about whether 

they can make a profit. But when the milk pricing is stable and you have got a consistency of milk price on a 

slightly upward trajectory, then you will get that ongoing investment, and we use that model within the business. 

The price came off a little bit last year. We actually could manage to hold the price because we had a different 

profit stream to support the milk price. 

CHAIR:  It has an impact on the input costs of your members as well, doesn't it, because they seem to be able 

to buy some of their materials at, I presume, some sort of discount. 

Mr McNamara:  Yes. At point of sale they do not get a discount, but we have what we call a supplier 

patronage reward, and 220 of our farms—not every farm, but most of the farms—would have shared in a $1.2 

million financial benefit that was paid out to those members over the course of the year in the last financial year. 

And you have got to recognise that at that rural store division our members are only about 18 per cent of those 

sales, so it is not the traditional, old style where a rural store would have been just supplying the Norco dairy 

farms. You have got a whole range of farming entities purchasing from the rural stores. It is a completely 

commercially run business. 

CHAIR:  How would you estimate that the purchasing of the farming inputs reduces the costs of production 

for the members? Is it significant or not? 

Mr McNamara:  We buy on a competitive basis and we then also have what we call 'agros' or commodity 

people talking to our members around prices, changes and being ahead of the markets. So whilst it is not openly 
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discussed, there are a whole heap of relationships intertwined amongst the members and between the staff of 

those trading businesses. 

CHAIR:  I have no further questions, and if no other senator has a question now I will thank you very much 

for appearing before us today. Just a reminder that questions on notice are to be returned by Wednesday, 8 

February. That concludes today's hearing. Once again I thank all witnesses who have appeared today. The 

committee stands adjourned. 

Committee adjourned at 12:04 
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