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supply chain infrastructure, unlike 
the situation in some grain-growing 
regions in Australia

• greatly increasing its grain 
production and grain exports, 
taking market share away from 
Australia in several markets

•	 generating	healthy	profits	in	most	
parts of its supply chain, farm to 
ship, even at current low prices for 
many grains

• extending the export reach of 
its grain due to its low cost of 
production and current low cost of 
international sea freight

• unlikely to be unduly 
disadvantaged by projected climate 
change, unlike some grain-growing 
regions in Australia.
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Is the Black Sea a dark cloud over 
Australia’s grains industry?
Prof Ross Kingwell
Australian Export Grains Innovation Centre (AEGIC)

(continued over page)

Recent research reports from AEGIC1 
examine the grains industry in Ukraine 
and Russia; main players in what is 
known as the Black Sea region. The 
findings	of	the	reports	are	sobering	
reading for Australia’s grains industry. 
The reports highlight that the Black 
Sea region is:

• blessed with fertile soils, cheap 
labour and far greater currency 
depreciation than has occurred in 
Australia

• increasingly accessing modern 
machinery and better crop genetics

• achieving higher rates of yield 
growth than occurs in Australia

•	 benefiting	from	significant	
investment and upgrade of its grain 

1 The reports are available at: http://aegic.org.au/
category/publications/economics-and-business-
analysis/
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Against such a set of competitive 
strengths, what can the Australian 
grains industry do? Is carrying on as 
usual, good enough? Is the strength of 
the Black Sea a temporary phenomenon 
that will quickly pass? Is a Hanrahan 
call that ‘We’ll all be rooned!’ – in this 
case by the Black Sea – only a simple 
and unhelpful exaggeration?

Some of these questions can be 
answered	with	confidence.	Others	have	
answers in our own hands and thus 
have less certain outcomes, if only 
because the Australian grains industry 
is not renowned for acting quickly with 
unity of purpose.

We	can	be	confident,	for	example,	that	
Russia’s rise in 2015/16 to become 

the world’s greatest exporter of wheat 
(25.2 mmt) is unlikely to be a one-
off. Consultation with Russian grain 
analysts indicates that it is highly 
likely that by the early 2020s Russian 
grain production will exceed 115 mmt 
and Russia will remain a principal 
global exporter of wheat. 

The increase in Russian grain 
production is unlikely to come from 
increased plantings of grain in new 
areas, despite Russia having access 
to potentially large areas of arable 
land. Its increased production to-date 
has mostly come from higher yields. 
In the future, increased production 
will continue to come from higher 
yields	but	greater	intensification	of	
cropping in traditional grain-growing 
regions is also likely. These regions 
are well-served by transport and 
port terminal infrastructure and have 
supply chain costs less than those 
in Australia (Table 1). By contrast, 
Australia’s growth in grain production 
since the early 1990s has come from 
a combination of yield increases 
and greater areas of cropping, as 
farming systems altered to favour 
crops. However, future increases in 
grain areas in Australia are unlikely 
as are marked increases in grain 
yields. Hence the Black Sea region 
and Australia face different likely 
production trajectories over the next 
few decades.

Australian farmers already are 
well practised in using modern 

technologies, new varieties and 
professional advice for crop 
management,	so	highly	inefficient	
methods of grain production are 
rare. By contrast in the Black Sea 
region many farmers, but not large 
commercial agroholdings, are yet 
to embrace leading technologies, 
superior varieties or best practice crop 
management; so they have untapped 
improvements in yields and farm 
profitability.	Solely	by	improving	the	
efficiency	of	their	farm	operations	and	
embracing new technologies, greater 
volumes	and	higher	profits	are	likely	
to be achieved by many small and 
moderately-sized Black Sea grain 
producers.

As Black Sea farmers, including the 
large agroholdings, further improve 
their grain production, and as their 
export grain volumes increase 
then utilisation of supply chain 
infrastructure will increase, further 
underpinning the returns to those 
assets. In turn, this will encourage 
additional investments by governments, 
grain logistic businesses and grain 
marketers in grain supply chain 
infrastructure: on-farm and upcountry 
grain storage, better roads and railways 
and more port terminals. 

Black Sea countries, relative to 
Australia, have experienced substantial 
depreciations of their currencies against 
the United States (US) dollar resulting 
in those countries enjoying large cost 
advantages as shown in Table 1.

Table 1: Export wheat supply chain costs in 2015/16 (Australian dollars). 

Russia Australia Ukraine Canada 

Cost (A$/t) % supply 
chain cost Cost (A$/t) % supply 

chain cost Cost (A$/t) % supply 
chain cost Cost (A$/t) % supply 

chain cost

Cartage to bin $3.46 6% $7.80 9% $4 8% $11.4 13%

Storage $5.13 9% $9.00 11% $3 5% $17.7 21%

Upcountry handling $9.21 17% $18.40 22% $8 14% $16.2 19%

Transport to port $15.52 28% $26.70 32% $13 23% $49.8 59%

Handling at port $22.18 40% $13.10 15% $23 40% $10.7 13%

Ship at port $0.18 0% $6.80 8% $1 2% $4.0 5%

Levies $0.10 0% $2.80 3% $5 9% $3.2 4%

Supply chain cost $55.79 32% $84.60 28% $57 30% $113.0 37%

Production cost $119.96 68% $216.15 72% $133 70% $191.0 63%

Total cost ($/t) $175.74 $300.75 $190 $304.0
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Russia and Ukraine, relative to 
Australia, have substantially lower 
farm costs of grain production, and 
have less costly supply chains. Hence, 
these Black Sea countries have twin 
advantages; lower farm costs and 
cheaper costs of moving grain from 
farm	down	and	onto	ships.	Overall,	
Russia and Ukraine have a A$125 and 
A$110 respectively price advantage 
over Australian wheat in 2015/16. 
Although these estimates are averages 
and best viewed as indicators of relative 
advantage, nonetheless they reveal 
the current large advantage available 
to Black Sea grain. Hence, a likely 
scenario is that Black Sea grain exports 
will increase and although Australian 
grain production will also increase, 
there will almost certainly be an erosion 
of Australia’s export market share 
and Australia will slip down the grain 
export rankings, especially for wheat. 

Should we be concerned? Is the 
business of grain export like gold 
medals	at	the	Olympics	where	our	
position on the league table of grain 
exporters affects national pride? To 
be sure, export earnings are affected 
– but national pride? Probably not, if 
only because grain export does not 
feature high in the consciousness of 
most	Australians.	Of	more	comfort	
to grain producers in Australia is that 
Australia already possesses some 
key advantages that allow it to more 
easily accommodate the competition 
emanating from the Black Sea.

Firstly, Australia possesses an enviable 
research and development (R&D) and 
crop breeding funding system that 
ensures Australian grain producers 
invest in and receive a steady stream 
of	productivity	and	profitability-
enhancing innovations and crop 
varieties. By contrast, wheat variety 
improvement and grains R&D in the 
Black Sea is less well-funded, less 
organised	and	less	focused	on	efficient	
outcomes. Governments in the Black 
Sea and in Australia are struggling 
with	the	state	of	their	finances	which	
limits their investment in agricultural 
R&D and support services. However, 
the grains industry in Australia has 
a system of funding its agricultural 
R&D and provision of plant varieties 
which is a source of competitive 
strategic advantage for Australian 
grain producers. If state and federal 
governments in Australia ever recover 
their	financial	rectitude	then	some	
socially	profitable	investments	in	
agricultural R&D and supply chain 
infrastructure are possible which will 
only add to Australia’s competitive 
strengths in grain production.

Secondly, unlike many grain producers 
in the Black sea region, most 
Australian grain growers are not forced 
sellers of their grain at harvest. Unlike 
their Black Sea counterparts, Australian 
grain farmers have access to effective 
grain storage, complemented by a 
range of price risk management options 
so they can be more strategic about 

how they sell their grain. The quality 
and availability of grain storage and 
grain selling options in Australia is a 
further competitive advantage.

Thirdly, due to the magnitude of grain 
demand in Asia, Australia remains 
geographically	well-placed	to	benefit	
from this demand growth. Such is 
the size of this demand growth that 
Australian and Black Sea grain can 
simultaneously enter Asian markets. 
Admittedly, Australia’s market 
share in price-conscious market 
segments will diminish, but as long as 
Australian grain maintains its quality, 
consistency and relative affordability 
then Australian grain will retain a role 
in other less price-sensitive market 
segments. Hence, Australian grain 
will rarely be the cheapest origin of 
grain, in spite of its proximity to Asia; 
but provided it remains responsive to 
the quality preferences of consumers 
in higher-paying market segments 
then there will be continuing sales 
opportunities in Asia.

Fortunately for Australia there is 
currently minimal overlap among 
Australia’s and Russia’s top-20 
wheat customers. However, Russia 
is gradually exporting more wheat 
into Australia’s key South East Asian 
(SEA)	markets.	Russia	has	identified	
Morocco, Indonesia, the Philippines, 
South Korea, China and Algeria as 
important sources of future demand. 
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Aside from Morocco, all of these 
markets would be considered as key 
Australian markets of ongoing or 
future importance. At the lower price 
end of the market, Russian wheat has 
been slowly gaining acceptance as 
filler	wheat	in	various	SEA	products.	
Russian wheat’s baking properties 
make it acceptable for inclusion in 
bread	flours,	although	Russian	wheat	
typically lacks the extensibility needed 
for high-quality noodles. 

Freight differentials, along with 
undemanding quality requirements, 
make Black Sea wheat a dominant 
force in Middle East and North Africa 
(MENA) markets. However, with 
its need for more extensible wheat 
and balanced dough properties, the 
SEA market supports a premium 
for Australian wheat. However, this 
advantage is losing traction, resulting 
in Australian wheat facing price and 
inclusion rate pressure. 

The Asian baked goods sector is 
expected to grow as some Asian diets 
Westernise, but traditional rice and 
noodle-centric diets will still often 
dominate. Nonetheless, because wheat 
cannot be easily grown in some Asian 
countries, the Westernisation of their 
diets, combined with their growing 

Australia also needs to address value 
chain failure in its grains industry. 
Other	competitors	(Canada	and	the	US)	
have for decades used organisational 
coordination and innovation as a tool 
for lessening value chain failure. 
This failure occurs where industry 
participants underinvest in end-
user training, market promotion, 
information-sharing and product 
innovation. Fears of free-riding, 
inability to fully recoup an appropriate 
share	of	generated	benefits	and	
blinkered self-interest contribute to 
chain failure that weakens and lessens 
the potential value of Australia’s grain 
exports. Yet Canada and the US have 
many examples of organisational 
and policy innovation that serve to 
protect and enhance the international 
competitiveness of their grains 
industries. 

Australia may not be able to match 
the price competition from the Black 
Sea region but it certainly could, if 
willing, partly match the organisational 
innovation, coordination and 
competiveness that characterises North 
American grains. A status quo response 
from Australia’s grains industry to the 
competitive challenge of the Black Sea 
region	is	insufficient.	Australia	needs	
to maintain its currently useful activity 
but also needs to embrace further 
beneficial	change.

For hard copies of the AEGIC reports 
please email admin@aegic.org.au

populations, will mean that some 
countries will increasingly rely on 
wheat imports. Australia is likely to 
share in the supply of wheat to some of 
these Asian countries. Australia offers 
geographical proximity, reliable grain 
storage, ease of execution of grain 
contracts, and a useful range of wheat 
qualities.

Against the rising tide of Black 
Sea	wheat	flowing	in	the	direction	
of Australia’s export markets, 
differentiation can act as a defensive 
and offensive investment. To support 
this strategy of differentiation wheat 
breeding in Australia can develop 
wheat types attractive to end-users 
and Australian wheat-growers. This 
requires identifying the traits of 
value that can feature in Australian 
wheat	varieties.	Other	activities,	
such	as	classification	changes,	new	
segregations,	more	efficient	supply	
chains and industry-good marketing 
functions, however, are essential 
competitive complementary activities. 
To deliver these complementary 
changes requires organisational 
coordination and innovation in the 
Australian grains industry.

Australia needs to maintain its current 
efforts to undertake R&D that drives 
down the unit cost of grain production 
in Australia. Also, the upgrade and 
rationalisation of its grain supply 
chains needs to continue to further 
reduce their overall unit costs, but 



Pullman Brisbane King George Square – 10 & 11 November 2016 

AUSTR ALIAN AGRICULTURE 
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The Australian Farm Institute will be holding its annual 
Agriculture Roundtable Conference on the 10th and 11th 
of November 2016, at the Pullman Brisbane King George 
Square. The event commences with dinner on the evening 
of Thursday 10th November and continues with breakfast 
and a full day’s discussion on Friday 11th November.

The Australian Agriculture Roundtable Conference has 
been held by the Australian Farm Institute every year for 
over 10 years. It brings together the most senior leaders 
of Australian agriculture and agribusiness to discuss 
issues of strategic importance to the future of the sector.

Sessions for the 2016 conference include:

• Dinner speaker: Roger Fletcher, Director,  
Fletcher International Exports

• Breakfast	speaker:	Steve	Marafiote,	 
Managing Director, Sundrop Farms

• Investment in Australian agriculture
• The future of the agricultural service sector
• Where to for free trade agreements.  

An economic outlook
• The right to farm

Session 1: Investment in Australian agriculture
The options for investing in Australian agriculture 
extend well beyond ‘buying the farm’. This session will 
provide the opportunity to hear from a diverse range 
of agribusinesses on the investments they are making. 
Where do they believe the value propositions lie, what 
is the investment appetite like, and what are the barriers 
for investment? 

Session 2:  The future of the agricultural 
service sector

Overseas	examples	are	indicating	that	the	digital	
disruption of agriculture is occurring at a more rapid 
pace in businesses servicing the farm sector than it is in 
the farm businesses they are servicing. This session will 
explore how the agriculture service sector is evolving 
and	how	much	it	is	being	influenced	by	the	possibilities	
of digital agriculture. 

Session 3:  Where to for free trade agreements.  
An economic outlook

There have been many global signals in recent times 
that have indicated a dissatisfaction with free trade 
agreements. Both the Brexit and the US general election 
campaigns featured much negative commentary on 
the effects of such agreements. How have free trade 
agreements impacted on Australian agriculture and 
what would be the consequences if a wind back of such 
agreements was to occur? 

Session 4: The right to farm
Tasmania is the only state in Australia that has ‘right  
to farm’ laws enacted. Is the lack of right to farm laws 
in the rest of the country impacting on the ability of 
farm businesses to operate under their own terms?  
Right to farm laws in other countries are starting to 
determine not just where farming can occur but also 
what farming practices can be used. Speakers in this 
session will address how the right to farm is being 
addressed in Australia.

Sponsorship opportunities are available
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The right to farm right
The Australian Farm Institute through 
its Research Advisory Committee has 
identified	right	to	farm	issues	as	a	high	
priority for further research. The term 
‘right to farm’ has been widely used to 
refer to the right of a farmer to utilise 
farm land for normal agricultural 
activities without being constrained by 
complaints or legal actions initiated by 
neighbours who object to the sights, 
noises and smells of normal farming 
operations.

In regions close to urban fringes, 
conflict	between	farmers	carrying	out	
normal farm operations and non-farm 
neighbours has become common and 
is a growing source of community 
disquiet.	However,	conflict	over	
right to farm issues now extends well 
beyond peri-urban areas as growing 
regional centres and rural areas attract 
downsizers and tree changers.

Several	high	profile	cases	in	Australia	
in recent years have put right to farm 
issues in the spotlight. Both the New 
South Wales and Victorian state 
governments either released policies 
or started inquiries into right to farm 
issues during 2015. 

The right to farm also now has a new 
connotation, being the right to farm 
utilising the production systems and 
technologies of a farmer’s choosing. 
Land	use	classification	defining	where	
farming activities can take place 
has been the focus of right to farm 
legislation in the past. However, this 
is now becoming a broader issue as 
regulations	defining	what	constitutes	
acceptable farming practices are 
impacting on the viability of farming 
operations. Farmers are not only facing 
controls on where they farm, but how 
they farm.

As an example of how right to farm 
regulations are evolving globally we 
can look to the Canadian province of 
Ontario	where	the	Farming and Food 
Production Protection Act protects 
farmers from nuisance law suits if 
the practice they are carrying out is 
considered to be ‘normal’. Normal 
farm practices are determined by the 
Normal Farm Practices Protection 
Board which regularly reviews farm 
practices to ensure that current practice 
and new technology is recognised as 
normal practice.

In Australia however the regulations 
determining right to farm issues are 
much more piecemeal with no national 
approach or consistent framework 
at state or local government level. 
Tasmania is the only state that 
currently has right to farm laws. 
The Primary Industries Activities 
Protection Act 1995 was legislated 
in	October	1995	and	is	designed	
to protect the right of farmers to 
conduct their farming activities. It 
was developed against a backdrop 
of increasing concern about new 
and existing legal threats to normal 
agricultural	activities.	Of	particular	
concern was the clash of interests 
between agricultural operations and 
the expectations of lifestyle and non-
farming property owners. 

While these laws are on the books in 
Tasmania it appears that they have 
never actually been used and may 

be inappropriate for their intended 
purpose.

New South Wales, Victoria and 
South Australia have all had right to 
farm legislation or changes to other 
acts relating to right to farm issues 
introduced or discussed in parliament 
however none have ever been passed 
into	law.	Western	Australia	had	specific	
right to farm laws which were repealed 
in 2011 and Queensland has never had 
right to farm laws.

The NSW Government does have 
a policy on the right to farm which 
includes:

•	 baseline data and monitoring of 
land	use	conflicts

•	 increased certainty for those 
existing agricultural land uses

•	 new regional plans to protect key 
farm areas

•	 consultation with local councils to 
address	conflict	hotspots

•	 planning focus on agricultural 
production

•	 ongoing reviews of environment 
planning regulations

•	 education campaign about primary 
production

•	 a commitment to deliver new laws 
if necessary.

The Australian Farm Institute has 
recognised that a land use and planning 
framework that provides farmers with 
greater consistency in the face of 
constantly evolving public acceptance 
of where farming should occur and 
what constitutes acceptable farming 
practice would be highly desirable. 
This framework should be developed 
in response to an analysis of best 
practice in right to farm legislation 
from around the world. All 50 United 
States states have right to farm 
legislation enacted and most European 
countries and the United Kingdom 
(UK) have also addressed this issue 
through policies such as the green belt 
policy in the UK. 
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Big data cooperatives in the United States
If trends observed in the United States 
(US) are any indication, we may 
soon be seeing the establishment of 
farm data cooperatives in Australia. 
A recent trip to the US, investigating 
digital agriculture and big data for 
the Precision to Decision (P2D) 
Rural Research and Development 
for	Profit	program	found	that	several	
data cooperatives have emerged as a 
response to farmers wanting to have 
greater control over how their data is 
being used.

The Precision to Decision project is 
funded by the Australian Government 
and all 15 of the rural research and 
development corporations and has the 
goal of developing a big data solution 
for Australian agriculture. Recently, 
Richard Heath travelled to the US on 
behalf of the project to investigate how 
the digital agriculture and big data 
environment is evolving. 

In the context of the P2D project 
agricultural	big	data	is	defined	as	
being the collection and analysis 
of extremely large datasets derived 
from digital information systems 
from multiple farms. The analysis 
of the data generally occurs through 
probabilistic decision-support tools 
which help users make management 
decisions.

New technology which automates 
the collection of data from monitors 
and sensors and delivers that data to 
the cloud using wireless connectivity 
is making available the volume and 
velocity of data that big data analytics 
relies on. Most farmers acknowledge 
the potential insights that big data 
analytics will deliver to their business, 
however they are also expressing 
concern that they are potentially 
losing control over their own data. 
Most machinery companies and data 
analytics platforms have now adopted 
policies that explicitly state that 
farmers retain ownership and control 
of their data however there remains 
a desire amongst large sections of 
the farming community to develop 

7discoveries

structures and platforms that leave no 
doubt as to who is gaining value from 
farm data.

Data cooperatives are one response 
to the desire to have more control 
over how farm data is used. Three 
organisations that have emerged 
recently in the US with platforms 
that are being promoted as data 
cooperatives are: The Ag Data 
Coalition (http://agdatacoalition.org/); 
Grower Information Services 
Cooperative (www.gisc.coop);  
and Farmers Business Network  
(www.farmersbusinessnetwork.com). 

The Ag Data Coalition (ADC) is a 
partnership between a number of US 
universities, machinery companies 
and the American Farm Bureau. Its 
mission is focused on designing, 
creating and managing a central data 
repository where farmers can store 
their information and control how 
it is accessed. The ADC does not 
provide an analytics platform but 
instead provides a repository where 
farmers can store all their data then 
decide which platforms, researchers or 
agencies they would like to share their 
data with.

The Grower Information Services 
Cooperative (GiSC) also provides a 
central repository for farm data with 
the primary purpose of negotiating 
with customers, vendors and 
government agencies on behalf of the 
data owners for the control and use 
of the data. The GiSC also performs 
data analytics to provide the data 
owners with management insights and 
negotiates opportunities to monetise 
the data on behalf of the owners.

The Farmers Business Network 
(FBN) is a cooperative-like structure 
where members pay a subscription 
(US$500/year) to be able to place 
their data on the FBN platform. The 
value that farmers get in return for 
their participation is benchmarking of 
the accumulated data for management 
insights and analytics on things like 

hybrid performance, yield by soil 
type, yield by fertiliser regime and 
price comparisons on agricultural 
inputs. FBN is not dissimilar to some 
commercial platforms such as Climate 
Fieldview however as with the ADC 
and GiSC, FBN’s major selling point 
is that they are an independent ‘Farmer 
First’ organisation not connected 
to any machinery, seed or fertiliser 
companies.

The market for agricultural big data 
products is extremely dynamic with 
many new products emerging. There 
are	significant	trust	issues	however,	for	
some farmers in adopting cloud based 
data analytics platforms. Agricultural 
data cooperatives are emerging as 
a mechanism to address these trust 
issues.
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8 in my view

Fundamental issues for Australia’s dairy industry

David Basham, ADF
The fundamentals in the dairy industry 
are strong going forward, with strong 
growth in demand for Australia’s 
key markets, in particular Asia. The 
current downturn has been driven by 
the normal cycles within the dairy 
commodity markets but has been hard 
hit due to other factors.

The way the dairy industry operates 
in Australia is there are about 10 
major milk processors, some mainly 
domestic players and some much more 
exposed to the export markets. At the 
beginning	of	every	financial	year,	milk	
processors announce their milk prices 
(the price by milk solids) and then the 
amount they expect it to increase by 
the	end	of	that	financial	year.

During	the	financial	year	of	2015/16	
the milk companies came out with 
quite bullish pricing following 
the largest milk company, Murray 
Goulburn, forecasting a closing price 
of over $6 kg/milk solids. 

Other	factors	contributed	to	the	
downturn. In 2014 when Russia used 
their military to forcibly remove the 
Crimea from the Ukraine, Australia 
imposed trade sanctions on Russia. 
Russia then responded by imposing 
the same trade sanctions on Australia 
leading to a ban on all dairy exports. 
Further to this, in 2015, Russian-
backed rebels shot down Malaysia 
flight	MH17	killing	almost	300	people.	
The European Union (EU) responded 
and implemented sanctions against 
Russia. Vladimir Putin retaliated 
again by banning all imports from the 
EU, including dairy products, which 
is important because the EU is the 
world’s biggest dairy product exporter 
and Russia was its biggest customer.

So one of the major dairy importers 
globally,	and	a	significant	importer	of	
the Australian dairy market shut the 
door,	leaving	the	dairy	markets	flooded	
with too much product. 

Murray Goulburn continued to tell 
farmers they would hold the $6 price 
all the way until the end of February 
this year. By April, the company also 
decided it could no longer afford to 
pay $5.60 for the year and slashed the 
annual milk price well below $4.80. 

Meanwhile, Fonterra was intertwined 
because the company promised to 
match the highest milk price of their 
biggest competitor in the industry, 
which was Murray Goulburn. The 
New Zealand shareholders of Fonterra 
were demanding the company to 
follow Murray Goulburn down as the 
dairy farmers in New Zealand were 
receiving	significantly	less	than	their	
Australian counterparts. 

Nearly every other processor in 
Australia managed to hold their price 
and remain steady.

The move forced dairy farmers to drop 
more than 10% off their milk prices 
for the entire year, in just two months. 
Imagine having to pay back 10% of 
your annual wage in two months on 
top of your regular expenses. That is 
essentially what Murray Goulburn did.

Q2. There has been criticism that 
the current contracts between dairy 
processors and farmers put all of the 
risk on farmers, and are no longer 
appropriate in an era in which the 
industry is dominated by corporates 
rather than cooperatives. How do you 
respond to this?

Dr Peter Stahle, ADPF
I don’t abide by the suggestion that 
the industry is now dominated by 
corporates; cooperatives in Australia 
continue to play a major role in our 
industry. 

With respect to contracts, it doesn’t 
matter which side you stand, it is 

Q1. The current year has been a 
tumultuous one for the dairy industry 
in Australia, which has seemingly gone 
from poster-boy to problem child in a 
matter of months. Has this just been 
a case of the market working, or are 
there more fundamental issues that 
need a response?

Dr Peter Stahle, ADPF
The Australian dairy industry is a 
global player and there is no way of 
escaping the effects of the volatility 
that has characterised international 
dairy trade of late. By the end of 2015, 
the general optimism in the Australian 
dairy industry that had been driven by 
the	opportunities	flowing	from	Asia,	
more liberal trade arrangements, and 
the level of new investment, had been 
tempered by the spectre of continuing 
low international commodity prices. 
The combined effects of a slowdown 
in Chinese demand in 2014, the 
Russian ban on dairy imports 
and continued growth in EU milk 
production are likely to keep global 
product prices low until at least 2017. 

For a time, Australian farmgate pricing 
was shielded from international pricing 
by strong processor competition for 
milk supply but price corrections (May 
2016) have brought global realities to 
local markets. This has exacerbated 
the effects of very dry conditions in 
south-east Australia over 2015/16. 
While climatic conditions are forecast 
to improve, continuing low farmgate 
pricing in the south eastern states will 
make 2016/17 a challenging year for 
many dairy farmers and processors 
as they plan for a resetting of market 
dynamics.

David Basham
Acting President

Australian Dairy 
Farmers (ADF)

Dr Peter Stahle
Executive Director

Australian 
Dairy Products 
Federation (ADPF)
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human nature to wish to socialise the 
risk and maximise individual reward. 
Finding the balance between these 
opposing forces is at the essence 
of creating the ideal contractual 
relationship. Ultimately the parties to 
a contract will judge the fairness of a 
contract by their perception of their 
respective gain, or cost; and how that 
exchange is perceived at any juncture 
will vary with the passage of time and 
circumstances. 

The model dairy milk supply contract 
will form the basis of an enduring 
mutually	beneficial	relationship	
between the farmer and processing 
company, and I would argue, whether 
corporate or cooperative, dairy 
processing companies will ultimately 
only thrive if they look after and 
remain attractive to suppliers. 

It’s in everyone’s interests to work 
together to uphold the reputation of 
the industry, particularly as we as a 
society create an increasingly litigious 
and complex operating environment. 
Under the Auspices of the Australian 
Dairy Industry Council, the dairy 
companies welcome the opportunity to 
engage constructively with the farmers 
to develop contracts that serve the 
needs of both sides of the farm fence, 
and comply with the new Contracts 
Legislation that will come into force in 
November.

David Basham, ADF
We have committed to working 
with processors to ensure all 
contracts comply with the Unfair 
Contracts Legislation that begins on 
12 November 2016. 

The new Unfair Contracts Legislation 
extends existing protections that 
consumers have to small businesses for 
the	first	time.

For example, protections that help to 
ensure that prices or payments in a 
contract cannot be unilaterally varied. 
Dairy farmers are at the start of the 
supply chain and must deal with much 
larger	businesses	with	significantly	
more market power and resources, 
putting them at a disadvantage.

Farmers	bear	a	significant	part	of	
the risk along the supply chain and 
this risk needs to be better balanced 
between retailers, processors and 
farmers – the new unfair contracts law, 
along with other competition changes 
such as the Effects Test, will help this.

Processors and retailers should ensure 
that farmer contracts and supply 
agreements are transparent, fair, 
simple, realistic and easily understood.

ADF has lobbied hard for this change, 
and others such the Effects Test, and 
welcomes all efforts to balance the 
current imbalance in market power that 
exists across the value chain.

It is important for farmers to be aware 
of these new protections, to ensure 
they get a fair deal when entering into 
a standard form contract with a larger 
business.

The thresholds in the new legislation 
will cover the majority of dairy 
farmers but may not cover all dairy 
farmers. We are still working with the 
government to ensure all dairy farmers 
are covered by the unfair contracts law.

Q3. There has also been criticism 
levelled at dairy farmers to the effect 
that the market signals were very clear 
about an impending milk price drop 
well before the events of this past 
April, and farmers should have been 
better prepared. Is this a fair criticism?

Dr Peter Stahle, ADPF
There is no doubt that amongst the 
broad industry commentary of the 
past two years, or so, there have been 
grim market signals and projections. 
These have been observed and 
discussed over the farm fence, in 
the corporate boardroom and in 
the halls of government. Whether, 
and how, farmers (and companies) 
chose to respond to these signals are 
questions that can only be answered 
and understood in the context of the 
personal	situation	and	risk	profile	of	
those concerned. 

In business, as in life in general, 
there are those that succeed through 
their ability to astutely observe and 

respond decisively to market signals; 
and there are those that don’t. With 
hindsight it is fair to say that there 
will be both farmers and dairy 
companies wishing they had responded 
differently to recent circumstances. 
The	fact	that	there	are	still	profitable	
dairy companies and farmers, bears 
testimony to the inherent integrity 
of the industry and the worth of the 
information exchange that underpins 
its operations. The challenge to the 
industry is to ensure that all that need 
that information have ready and easy 
access to it, and a carefully formulated 
and promoted market index may just 
provide a major part of the solution.

David Basham, ADF
Almost 50% of farmers in Victoria 
were affected by the Murray Goulburn 
and Fonterra price drop earlier in 
the	year.	Regardless	of	fluctuations	
in world price, Murray Goulburn 
continued to forecast a price that 
seemed to be above most market 
analysis and encourage their suppliers 
to produce more milk.

The farmers were constantly 
checking prices and watching global 
markets. They were asking the right 
questions, but were being told by 
Murray Goulburn not to worry and 
that everything was ok. Fonterra was 
telling their farmers that the price was 
too high but had an agreement to at 
least match Murray Goulburn.

This crisis is not the fault of the 
farmers. They were misled into 
thinking that they were going to 
continue to get a fair price for their 
milk. The global oversupply should 
have been recognised by Murray 
Goulburn much earlier so this situation 
never happened.
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The divide over foreign investment in agriculture
One	issue	about	which	there	seems	
to be a considerable divide between 
urban and rural Australia is foreign 
ownership of farmland. The ongoing 
saga of the proposed sale of the 
Kidman farming business seems to 
have reignited this debate, but has 
certainly not brought any more logic to 
the discussion.

Commentators such as Alan Jones of 
Sydney radio station 2GB have waged 
an unrelenting campaign of opposition 
to the sale of the Kidman business, 
and indeed any Australian farming 
business, to overseas purchasers. 
This has even reached the ridiculous 
situation of opposing the sale of 
the Van Diemen’s Land Company 
to overseas investors, despite the 
fact that this farming operation has 
been continually owned by overseas 
investors since its establishment 
in 1825!

Among the stated reasons for this 
opposition include that foreign owners 
will ship the produce from the farms to 
overseas locations and this will imperil 
Australia’s future food security, or that 
the they will operate the farms in a 
way that avoids tax, or that they will 
no longer employ Australian workers.

In relation to the food security issue, 
according to statistics compiled by the 
Food	and	Agriculture	Organization	of	
the United Nations, Australia is one 
of the most food-secure nations on 
earth, with a very large annual food 
production surplus and a relatively 
wealthy population that can purchase 
all the food it needs. More than 
two-thirds of the food produced on 
Australian farms is exported each year, 
and it is almost impossible to conceive 
a scenario under which, even if all the 
food produced on overseas-owned 
farms was exported, there would be 
any possible risk to Australia’s future 
food supply.

The concern that overseas investors 
in Australian agriculture might be 
avoiding tax through transfer pricing 

(‘selling’ product to a related overseas 
entity at a price well below cost and 
realising	the	profits	overseas	in	a	low-
tax jurisdiction) or thin capitalisation 
(operating the Australian business with 
very high levels of debt to an overseas 
parent company, and using the interest 
costs	to	ensure	that	no	book	profit	is	
made by the Australian business and 
hence no tax paid in Australia) has 
some validity, but is a much bigger 
problem in the mining and services 
sector than in agriculture. Major 
Australian mining companies have set 
up	marketing	offices	in	locations	such	
as Singapore and effectively realise 
most	of	the	profit	on	their	mineral	sales	
in that location, which has a corporate 
tax rate of 17% compared to the 
Australian company tax rate of 30%. 
Similarly, major multinational IT and 
software companies recognise all their 
Australian sales in overseas locations, 
hence avoiding paying tax in Australia. 
In comparison, this issue is of much 
less concern in agriculture, as it is 
much easier to audit prices received 
for agricultural products exported from 
Australia via reference to market prices 
than is the case in most other sectors.

The concern that overseas investors 
will not employ Australian workers on 
their farms is also unwarranted, given 
history and current experience. In fact, 
overseas owners of Australian farming 
businesses have a very strong history 
of employing Australian managers 
and workers, and typically increasing 
employment levels on the farm they 
own as a consequence of the additional 
capital they invest. The citizens of 
Dirranbandi in southern Queensland 
have been extremely welcoming of 
the new owners of Cubby Station for 
that reason, and the history of long-
term overseas investors in Australian 
agriculture such as Clyde Agriculture 
and Twynam Agriculture reinforce 
this point.

The mention of these two companies 
also highlights one of the other 
major misconceptions about overseas 

investment in Australian agriculture. 
Both the above organisations were 
owned by overseas interests (The 
Swire Group and the Kahlbetzer 
family) and both accumulated very 
substantial farmland holdings in 
Australia over the 1980s and 1990s. 
Both these have substantially sold 
down their Australian farmland 
holdings over the past decade, 
leaving a legacy of well-developed 
and maintained farms to subsequent 
purchasers (some of whom were 
overseas investors and some of 
whom were Australians). Far from 
depriving Australia of its farmland, 
these foreign investors substantially 
added to Australian agriculture’s 
productive capacity, and generated 
widely-acknowledged	benefits	for	the	
communities they were involved with. 

These are both case studies of the 
substantial	benefits	foreign	investors	
with patient capital can bring to 
Australian agriculture, and perhaps 
this helps to explain why Australian 
farmers are generally much more 
supportive of foreign investment 
in agriculture than the rest of the 
population is.

10 crossing the divide
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Municipal policy affects 
Canadian feedlot costs 
of production
Lethbridge County situated in Alberta, 
Canada has introduced a municipal tax 
for beef operations producing 150+ 
cattle for slaughter, annually. In the 
heart of feedlot country, the tax of 
US$3 per head has been introduced 
for intensive agricultural operations 
to assist to maintain and repair roads 
and bridges within the municipality. 
Lethbridge country has the capacity 
to deliver 500,000 cattle per annum. 
The Alberta Cattle Feeders Association 
(ACFA) is concerned about impacts to 
cost of production and competiveness 
at a global level. This area in Alberta 
is nicknamed ‘feedlot alley’ and it is 
the	first	municipality	in	Canada	to	
introduce such a tax, with some places 
in the United States (US) having 
similar levies. This is an interesting 
solution allowing local authorities to 
raise revenue from high-users of local 
infrastructure, when seeking additional 
revenue to cover shortfalls.

Russian biosecurity concerns
The Russian pork industry has 
been disrupted by two outbreaks of 
African swine fever (ASF) during 
September. With a lack of medication 
along with lack of investment on 
biosecurity procedures and disease 
control systems by one of the main 
pork companies. Unfortunately for 
the company in question, it culled 
large	numbers	of	pigs	from	the	first	
outbreak, reported to be 20,000 
pigs. Russian President Vladimir 
Putin’s plans for his nation to be a 
self-sustaining meat producer, may 
be hindered. The reaction in Eastern 
Europe has seen some tightening of 
regulatory rules concerning pigs with 
attention on small pig farms. Australia 
can learn from this, the importance of 
biosecurity, particularly at the hands-
on level, demonstrating that the ability 
to observe breeches early and react 
is vital. 

Common sense prevails with 
Australia’s backpacker tax
Many Australian farmers breathed 
a sigh of relief, when the Federal 
Government dropped the backpacker 
tax rate from 32.5% to 19%. Although 
it might already be too late for coming 
season labour requirements, with 
the damage from the concept of the 
increased tax deterring potential 
backpackers from coming to Australia 
as a working holiday destination, 
and a number of other countries 
competing for the same workforce. It 
prompted the government to announce 
$10 million fund for the tourism 
sector to promote backpacker jobs. 
In addition, there have been visa 
changes which increase the age limit 
on working holiday makers from 30 to 
35, which is positive. However, many 
farmers are frustrated with the extra red 
tape of superannuation tax, which is 
cumbersome for farmers to administer 
and	doesn’t	seem	to	benefit	the	
employee or employer. At the end of 
the day the issue for Australian farmers 
was security of labour, which effects 

on-farm	productivity	and	profitability.	
The Australian Government won’t 
miss out on revenue, increasing the 
Passenger Movement charge (departure 
tax) for departing travellers by $5.

No improvement for US corn 
prices, although farm returns 
are set to increase for 2016
12 months on, projections of grain 
farm returns in Illinois are estimated 
to be in the US$30,000 to US$40,000 
range, which doubles last year’s (2015) 
projections of US$15,000 per farm 
(University of Illinois). Corn continues 
to hover around US$3.30 per bushel 
(from US$3.80 per bushel in 2015). 
So how can you explain the increase 
in farm returns? Firstly, through 
reductions of non-land costs, mainly 
fertiliser costs; and secondly, higher 
yields for both corn and soybeans 
have been predicted. Soybeans look 
like they will have record-setting 
high yields – although forecasts for 
2017 aren’t too bright – with large 
yields indicating large supplies, which 
equates to lower 2017 prices.

Australian and international farm policy news
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In the news
Foreign ownership has (again) been a topic of much media 
attention, with the Institute being sought for comment 
for the articles: ‘We own our farms, but not our food’, by 
George Lekakis, in The New Daily (8/09/2016); ‘Farmers 
hope foreign-owned farm register will ease investment 
concerns’, in ABC Rural (7/09/2016); ‘China vetoed from 
becoming 2nd biggest Australia farm owner’, by Rod 
McGuirk from Associated Press (6/09/2016); and ‘Britain 
is Australia’s largest foreign landowner’, in The Real Estate 
Conversation (8/09/2016).

The	Trans	Pacific	Partnership	(TPP)	has	also	been	in	the	
news, with the Institute’s Executive Director Mick Keogh 
quoted by Rosemary Grant, from ABC Rural (16/08/2016), 
in the article: ‘Trump, Brexit and the polarisation of politics 
checks global agricultural trade’:

It’s certainly quite an important factor associated with that 
growth in agricultural trade volumes, as China and other 
countries opened up their markets. 

Whether	you	look	at	Brexit	or	the	influence	of	Trump,	there’s	
a return to nationalism, he’s anti-free trade.

What	we’ve	seen	is	that	even	though	Obama	is	expressly	in	
favour	of	the	Trans	Pacific	Partnership	(TPP),	Hillary	Clinton	
has also said she’s opposed to the TPP, so in a sense Trump 
has dragged Hillary across.

Certainly at the global level it seems as if the enthusiasm for 
further freeing up agricultural trade has waned from where it 
was a few years ago.
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Out and about
 Recently the Institute’s Executive Director, Mick Keogh, 
has spoken at: 

• GRDC Farm Business Updates – Launceston, Tasmania; 
Osborne,	NSW;	Adelaide

• 2016 Agribusiness Sheep Updates, Perth
• AICC	and	KPMG	IoT	&	AgTech	Summit	–	Open	

Innovation in Agriculture panellist, Sydney
• GrowAg, Albury, NSW
• Australian Red Meat Industry’s Digital Strategy Forum, 

Brisbane
• LIVEXforum 2016, Canberra.

Richard Heath, the Institute’s General Manager – Research, 
has spoken at:

• 2016 Farmanco Client Conference, Scarborough, WA
• GRDC Farm Business Updates – Dubbo, NSW; 

Goondiwindi, Queensland; Tamworth, NSW.


