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Northope ,
No 4RD ,
Invercargill .
5-10-95

Mr Thorne,
Agriculture Section ,
Commerce Commission ,
PO Box 2351 ,
Wellington .

Dear Mr Thorne ,

I am writing to you as part of my research , for a written project through
Lincoln University . My name is David Rose and I farm an intensive sheep and beef farm
in Southland .I am a participant of the Kellogg Rural Leadership Programme .

My written project is on "Procurement Polices in the NZ Export Sheep Meat
industry " looking at the past ,present , and future and getting "A Vision for the future"

One of the biggest problems in the Meat Industry has in the past been the fierce
competition between companies onshore , because of over capacity of killing facilities.
Several years ago freezing companies mainly only processed stock and it was exported on
the farmers own account . The farmer took the risk and got the residual profit or loss
when the meat was finally sold .Competition was basically for processing and within NZ
I have no real problem with this .

TODAY However Meat Companies sell the product as well and it takes 12 -15 months
to sell it. The option for the farmer to sell on his own account is gone , being replaced
with a pooling option , by some companies.The processing costs seem to be mixed up
with the marketing returns and there is NO TRANSPARENCY .

When I look for a VISION FOR THE FUTURE I wonder a better system of
Procurement might not be a National indicative schedule paid out during the season
about 75% of anticipated return .With company final marketing returns at the end of
August when nearly 100% of the product is sold. This would allow returns to reflect the
true market return and would put the industry on a much sounder footing ! Crystal ball
gazing and procurement wars wouldn't be as important , the most important thing would
be the MARKET RETURN .
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The Main R For Writine T

1 To get an idea of how the Commerce Commission views how procurement in the
sheep meat industry should be carried out?

2 To find out how a national indicative schedule would be viewed remembering that
actual market returns is what companies would be judged on?

3 To find out the basic rules the commerce commission operates under ?

4 Does the commerce commission view Freezing companies which export their products
on a pool svstem and are farmer co-operatives differently from fertiliser farmer co-
operatives ?( Freezing companies export to a market outside NZ? Fertiliser companies
import to a market which is NZ )

5 Can the sheep industry get together and try to bring about a Vision for the Future
and put the industry on a better footing , as I outlined ( bottom page 1)??

Summary

The Sheep Meat industry really needs to be put on a much sounder footing , one which
relates to the MARKET !!! There has to be some way to break out of the present system
and allows both processors and farmers to profit if we are going to have a future. [ do
hope you can answer the above questions and please feel free to comment on any other
areas . If you have any queries please give me a ring on (03) 2352619

Looking forward to your reply

yours faithfully

David Rose
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PLEASE REFER TO:

Wellington

31 October 1995

Northope
No 4 RD
Invercargill

Dear David Rose

Thank you for your letter dated 5 October 1995 requesting our views on meat
procurement issues.

Firstly I apologise for not responding earlier to you, however you will have noticed,
from the media, that we have recently been dealing with this very issue concerning the
North Island meat processing companies.

Section 27 via 30 of the Commerce Act 1986 (the Act), prohibits price fixing because
it restricts or eliminates competition in prices. Without price competition consumers
could end up paying higher prices or, producers could end up receiving lower prices.

Price fixing or collective pricing occurs when people or businesses agree to control or
fix prices for the goods and services they deal in.

The ban on price fixing applies to all individuals and commercial organisations,
including SOE's and government departments. The only exceptions are covered by ss
31, 32 and 33 of the Act which relate to joint ventures, recommended reselling prices
by groups of 50 or more people, and joint buying and advertising.

[ have enclosed with this letter a number of pamphlets that expand on that information
and provides advice on how the Commerce Commission operates in relation to the
Act.

WELLINGTON: LANDCORP HOUSE. 101 LAMBTON QUAY. PO BOX 2351, WELLINGTON. NEW ZEALAND. TELEPHONE ((4) 471 0180, FAX (04 471 0771
AUCKLAND: K H LAT BUILDING. 99 QUEEN ST. PO BON 105-222, AUCKLAND CENTRAL NEW ZEALAND. TEL (09) 377 3094, FAX (19) 377 3561
CHRISTCHURCH: RIVERLANDS HOUSE. 31 VICTORIA ST. CHRISTCHURCH [. PO BOX 25-193 VICTORIA STREET. TEL (03) 379 3284, FAX (03) 366 1311
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As you are probably aware, meat schedules have operated in New Zealand since 1956.
Beef schedules have operated continuously since that date, while lamb and sheepmeat
schedules ceased to operate between 1982 and 1985, when the Meat Board controlled

the sheep and lamb marketing, and set prices through the SMP scheme.

National schedules operated up until late March 1987. Those schedules were
generally set by the major meat processors on a weekly basis.

In the case of beef, the national schedules were then published in the major
newspapers weekly, while the lamb and sheepmeat schedules were given to the Meat
Industry Association, which circulated them to it's 44 members and the Meat Board.

In 1987 the national price schedule was abandoned by the MIA. The Commission's
view of such schedules is that it would be in breach of the Act. It is the Commission's
view that companies should set their own schedules depending upon their perceived
returns for the product. To discuss and agree prices with their competitors puts them
at risk under the Act. Our opinion has been made clear with the current court action
that we have instigated against a number of the North Island meat processing
companies.

As stated earlier we do not believe that a return to national indicative schedules would
be warranted or in fact within the law.

Your question as to whether the sheep industry should get together to bring about a
vision for the future is only natural, and probably good sense. There is of course
many issues that may need to be jointly discussed by the industry participants. As
long as those discussions do not involve pricing issues, then they are unlikely to
contravene the Act.

You should be aware that the views I have expressed are only an opinion, because
ultimately only the Courts can determine whether any behaviour breaches the Act.

I hope this has been of some assistance to you.

Yours faithfully

Commerce Act Division



