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Summary 

The ACCC proposes to deny authorisation to the Australian Cotton Shippers 
Association for coordination between its merchant members to only purchase 
cotton from growers using pricing grades based on machine classing of the 
colour and leaf of cotton, and refuse to purchase cotton on the basis of visual 
classing.  

Next steps 

The ACCC will seek submissions in relation to this draft determination before 
making its final decision. The applicants and interested parties may also request 
the ACCC to hold a pre-decision conference to allow oral submissions on the 
draft determination.  

The Australian Cotton Shippers Association Incorporated (Cotton Shippers) is an 
industry association whose members include the largest cotton merchants operating in 
Australia, representing the vast majority of Australian cotton exports. These merchants 
purchase cotton from Australian cotton growers and sell that cotton into the global 
market. Almost all Australian cotton is exported.  

All of the five main quality attributes of cotton can be classed by high volume instrument 
(machine). In Australia, while three of these attributes are classed by machine, colour 
and leaf (‘trash’) are typically classed visually.  

Cotton Shippers and its members seek authorisation for a coordinated move whereby 
they all purchase cotton from cotton growers in Australia using pricing grades based on 
machine classing of the colour and leaf of cotton. Cotton merchants or growers would 
acquire cotton classing services from cotton classing houses that use this machine 
classing. Cotton merchants would refuse to acquire cotton from cotton growers that has 
been classed for colour or leaf using visual classing. Under the proposed conduct, 
merchants will likely continue to use global grades for colour and leaf, but will only use 
machine readings (rather than visual readings) to determine these grades. 

The applicants seek authorisation indefinitely or for a period of 10 years. 

Cotton Shippers considers that the proposed conduct will correct market failures that 
are claimed to arise from using an inferior classing method. It submits that the benefits 
of the proposed conduct include: increased reliability of cotton classification; alignment 
of domestic and international practices; increased price competition and transparency; 
reduced transaction costs; increased international competitiveness of Australian cotton; 
and preserving competition between its members. Cotton Shippers submits that the 
proposed conduct will not result in any material public detriments and is not likely to 
substantially lessen competition in any market.  

Some Australian industry participants and overseas industry bodies (including the 
International Cotton Advisory Committee) support the views of Cotton Shippers and the 
move to full machine classing.  

However, other interested parties, particularly some growers, do not consider that 
machine testing of colour and leaf is appropriate for Australian cotton.  Some growers 
are also concerned that cotton merchants will use a coordinated move to machine 
testing to coordinate in respect of the prices paid to growers and to discount the prices 
paid to growers for their cotton. These growers are also concerned that the proposed 
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conduct will shift some of the price risk currently borne by merchants (when buying 
domestically and selling internationally) onto growers.  

Other interested parties submit that outstanding issues regarding the proposed conduct, 
such as concerns about the reliability of the machine classing method, should be 
resolved prior to any move to full machine classing so that growers know how the 
proposed conduct will affect the profitability of their businesses. 

The onus to demonstrate that authorisation should be granted rests with the 
applicants.1 In particular, the applicants must satisfy the ACCC that there is a 
sufficiently substantial public benefit to outweigh the detriment arising from the 
proposed conduct. 

The ACCC has not been provided with information demonstrating any significant market 
failure which would prevent competition driving the market towards an efficient 
outcome. Relevantly, individual merchants are free to move to a machine classing 
system at any time in order to experience the claimed benefits of full machine classing. 
A market-driven approach would provide incentives for merchants to attract growers to 
use full machine classing, if such benefits exist. 

As such, the ACCC is concerned that a coordinated shift to machine classing is not an 
appropriate market intervention. The ACCC considers that there is the potential for 
significant detriment arising from the proposed conduct.   

The ACCC considers that without the proposed conduct merchants would make 
independent decisions about whether and how to adopt machine classing for colour and 
leaf, with some or all of the merchants continuing to offer some degree of visual 
classing.  

The ACCC is concerned that the proposed conduct would result in an elimination of 
competition between merchants in respect of the move to full machine classing (such as 
setting quality grades and standards that are attractive to growers, offering incentives to 
growers to make the change and potentially continuing to offer visual classing in some 
circumstances). The ACCC is also concerned that the proposed conduct may have 
flow-on additional anti-competitive detriments in the form of an increased potential for 
collusion between merchants on such matters as the price or other terms offered to 
growers more generally. 

The ACCC is not satisfied that the proposed conduct is likely to result in a public benefit 
that would outweigh the likely public detriment, including the detriment constituted by 
any lessening of competition that would be likely to result. Therefore, the ACCC 
proposes to deny authorisation to Cotton Shippers. 

 

 

                                                           
1
 See Queensland Co-operative Milling Association Ltd (1976), ATPR 40-012, at 17,244. 
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The application for authorisation 

1. On 9 July 2015 the Australian Cotton Shippers Association Incorporated (Cotton 
Shippers) and its current members (the applicants) lodged an application for 
authorisation2 (A91505) with the ACCC. The applicants are seeking authorisation 
for agreement between current and future its merchant members of Cotton 
Shippers, and the members’ related bodies corporate, to purchase cotton from 
growers using pricing grades based on machine classing of the colour and leaf of 
cotton, and refuse to purchase cotton on the basis of visual classing. 

2. The applicants seek authorisation indefinitely or for a period of 10 years.  

The proposed conduct 

3. Cotton Shippers and its current members, being buyers and exporters of 
Australian cotton, seek authorisation for making or giving effect to contracts, 
arrangements or understandings between current and future members to all move 
to purchasing cotton from cotton growers in Australia using pricing grades based 
on high volume instrument (machine, or HVI) classing of the colour and leaf of 
cotton, including to offer premium and discount sheets with quadrants of 
premiums and discounts for grades based on machine classing of colour and leaf, 
rather than visual classing of those attributes. The conduct also involves the 
applicants refusing to acquire cotton from growers based on visual classing of 
those attributes (the proposed conduct).  

4. Machine classing is already used to assess three other cotton attributes.3 Under 
the proposed conduct, merchants will likely continue to use global grades for 
colour and leaf, but will only use machine readings (rather than visual readings) to 
determine these grades. 

5. Cotton Shippers submits that the proposed conduct may contain exclusionary 
provisions within the meaning of section 45 of the Competition and Consumer Act 
2010 (Cth) (the CCA), and may contain cartel provisions within the meaning of 
Division 1 of Part IV of the CCA. 

6. The applicants submit that the proposed conduct is necessary to correct market 
failures, including: 

 that visual classing is inferior to machine classing, which distorts prices 

 misalignment of domestic and international prices 

 inefficient transaction costs (due to quality claims and classing disputes). 

7. If authorisation is granted, the applicants would expect to introduce machine 
classing for colour in the 2016 season and machine classing for leaf about two 
years later, after comprehensive research and repeatability trials have been 

                                                           
2
 Authorisation is a transparent process where the ACCC may grant protection from legal action 

for conduct that might otherwise breach the Competition and Consumer Act 2010 (the CCA). 
Applicants seek authorisation where they wish to engage in conduct which is at risk of breaching 
the CCA but nonetheless consider there is an offsetting public benefit from the conduct. Detailed 
information about the authorisation process is available in the ACCC’s Authorisation Guidelines 
at www.accc.gov.au/publications/authorisation-guidelines-2013  
3
 Staple length of fibre, micronaire (measurement of the cell walls of a cotton fibre), strength of 

fibre. 

http://www.accc.gov.au/publications/authorisation-guidelines-2013
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conducted by the Cotton Classers Association of Australia (Cotton Classers 
Association) and the Commonwealth Scientific and Industrial Research 
Organisation (CSIRO) to their satisfaction.  

The applicants 

8. Cotton Shippers was established in 1991. It is an association of 14 cotton 
merchants4 operating in Australia. These merchants purchase cotton from 
Australian cotton growers on a forward or spot basis and market and sell that 
cotton into the global market. The applicants submit that all major merchants 
operating in Australia are members of Cotton Shippers.  

9. Cotton Shippers submits that the key objectives of its association include: 

 promoting and enhancing the export of Australian raw cotton  

 promoting the interests of its members and the cotton industry generally 
in overseas markets  

 preserving the sanctity of contracts and the integrity of the Australian 
cotton trading industry  

 facilitating compliance with contractual obligations  

 promoting corporate responsibility, best management practice and 
prosperity within the industry and the communities in which its members 
operate.  

Background
5
 

The Australian cotton supply chain 

10. The main steps in the cotton supply chain are as follows: 

 Growing cotton – cotton is grown in parts of Queensland and New South 
Wales. The growing process takes approximately six months. The ideal 
growing conditions for cotton are summers with hot temperatures with 
low humidity and maximum sunshine. Rain late in the growing season is 
unfavourable. Cotton is picked by large mechanical pickers and then 
transported to the gin.  

 Processing cotton (ginning) – ginning is a process that separates cotton 
lint (raw cotton) from cottonseed and trash (waste product). The picked 
seed cotton is approximately 47 per cent cottonseed, 43 per cent cotton 
lint and 10 per cent trash. After cotton has been ginned, cotton lint is 
pressed into 227kg bales. Growers select the facility that they send their 
cotton to for ginning. Some cotton ginners are also merchants.  

                                                           
4
 Auscott Limited; Cargill Cotton Limited; CNCGC Australian Pty Ltd; Ecom Commodities Pty 

Ltd, Glencore Grain Pty Limited; LDC Enterprises Pty Limited (Louis Dreyfus), Namoi Cotton 
Alliance; Noble Resources Australia Pty Ltd; Omnicotton Australia Pty Ltd; Plexus Cotton 
Limited; Queensland Cotton Corporation Pty Limited; Reinhart Australia Pty Limited; S & G 
Cotton Australia Pty Ltd; and Twynam Agricultural Group Pty Limited. 
5
 Unless otherwise noted, information in this section is taken from the applicants’ supporting 

submission.  



Draft Determination A91505 3 

 Classing cotton – after cotton is ginned, samples are taken from every 
bale and sent to one of four nominated classing houses. Usually the 
cotton merchant nominates and pays the classing house. Alternatively, a 
cotton grower and cotton merchant agree the classing house, or a cotton 
grower may select a classing house and sell the cotton on the spot 
market.  

 Selling cotton – growers sell ginned cotton to a cotton merchant. 
Growers can sell cotton at any time and can sell it on the basis of 
forward contracts or on a spot basis (for more information see Cotton 
merchants  below). The merchant then sells bales of lint into the export 
market (e.g. traders, spinning mills, textile/apparel/home furnishings 
manufacturers, and manufacturers of yarn and paper products). 
Merchants are represented overseas by commission agents or a 
representative office. Merchants also combine smaller volumes and 
different qualities of cotton.      

 Exporting cotton – cotton bales are exported in 40 foot shipping 
containers.  

Australian cotton in the global market 

11. Australia is the eighth largest producer of cotton in the world, producing around 
two per cent of the world’s cotton. India and China are the largest producers of 
cotton.6  

12. Australia is the world’s eighth largest exporter behind the USA, India, Brazil and 
Uzbekistan. Australian cotton competes closely with cotton from Brazil, West 
Africa and the USA.  

13. Australia exports more than 99 per cent of its cotton.7 In 2014, over 55 per cent of 
Australia’s cotton exports were to China. Other major importers of Australian 
cotton include Vietnam, Indonesia, Thailand and the Republic of Korea. The 
applicants submit that in recent years, cotton has generated over AUD2 billion per 
annum in export earnings for Australia and Australia has exported hundreds of 
thousands of tonnes of cotton annually. 

14. The applicants submit that globally, Australia and the USA’s San Joaquin Valley 
are known to produce the best quality cotton. Australia has an advantage as one 
of only two large exporters in the Southern Hemisphere. Australian cotton has 
high quality fibres and low contamination. It is used by high-end textile mills for 
use in knitted and woven textiles.  

15. Farmarco, a provider of commodity marketing and price risk management 
services, submits that the value of Australian cotton on any given day is 
determined by: the Intercontinental Exchange Cotton Futures; the AUD/USD; and 
the value attributed to the cotton by the market. Farmarco submits that 
competition for Australian cotton at the ginyard level is a contributor to the strong 
price.  

                                                           
6
 The applicants cite:  Cotton Incorporated, Monthly Economic Letter – June 2015, 

http://www.cottoninc.com/corporate/Market-Data/MonthlyEconmicLetter/pdfs/English-pdf-
charts-and-tables/World-Cotton Production-Bales.pdf.  
7
 The applicants cite: Cotton Australia, Cotton Annual 2014, p.17.  

http://www.cottoninc.com/corporate/Market-Data/MonthlyEconmicLetter/pdfs/English-pdf-charts-and-tables/World-Cotton%20Production-Bales.pdf
http://www.cottoninc.com/corporate/Market-Data/MonthlyEconmicLetter/pdfs/English-pdf-charts-and-tables/World-Cotton%20Production-Bales.pdf
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The role of cotton merchants 

16. The applicants submit that there are approximately 18 merchants operating in the 
Australian market.  

17. Farmarco submits that grower cotton is traditionally sold from the ginyard (and 
loaded onto the merchant’s nominated transport) either as a forward sale up to 
five years into the future (i.e. before the quality of the cotton is known) or as a 
spot sale once the cotton has been ginned and classed.  

18. Farmarco submits that Australian cotton growers, unlike most other growers 
globally, have the benefit of a competitive forward market for cotton. The 
applicants note that export customers only forward-purchase because Australian 
cotton is of a high quality and in scarce supply. 

19. Farmarco submits that it is not unusual for 40-60 per cent of the Australian crop to 
be forward sold by growers ahead of planting (and the vast majority prior to 
ginning) and 10-30 per cent is sold forward for the following crop year/s. The 
applicants agree that approximately 70 to 80 per cent of Australian cotton is 
forward sold by growers to merchants one or more years out, and approximately 
20 to 30 per cent of cotton is sold by growers to merchants on a spot basis. 

20. Growers typically receive payment for cash contracts 14 days after ginning and 
classing. The applicants submit that merchants play an important financial 
function for growers, providing price-hedging facilities and favourable payment 
terms. The applicants submit that merchants typically bear a price risk regarding 
the cotton and manage a quality risk by buying cotton from a range of growers 
and areas, and by offering growers a  premium and discount sheet that adjusts 
price according to variations in quality. Merchants typically adjust prices for 
forward contracts on a daily basis. 

21. Farmarco submits that on any given day not all of the merchants will be active in 
the market or along all points of the price curve. In Farmarco’s experience, there 
are usually three to six merchants on any given day that have highly competitive 
bids and another four or five merchants that post similar bids. As noted, a number 
of merchants post bids up to two marketing years forward and even up to five 
years.  

Premiums and discounts applied to base price 

22. The ACCC understands that merchants make offers to growers via a ‘premium 
and discount sheet’, which identifies a price for a ‘base grade’ quality of cotton 
(usually a 31 for colour) and then a range of premiums and discounts to be added 
to/subtracted from the base grade price depending on the actual classing results 
of the cotton. 

23. As noted, cotton growers sell most of their cotton to merchants on a forward 
basis, before its quality is known. Each merchant individually determines the 
single price they will offer for cotton that meets a specified base grade of quality, 
as well as the premium and discounts they will apply to cotton whose attributes 
differ from the base grade. This premium and discount sheet forms part of the 
contract between the grower and the merchant, and is either agreed at the time of 
contracting or at a later date before the delivery of cotton.    
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24. The applicants submit that it is impossible to quantify the effect of each individual 
attribute of cotton on the price paid for cotton because the attributes are 
interrelated. Premiums are usually only paid for the colour, strength and length 
attributes of cotton. Discounts may be applied for each of the five key attributes, 
as well as other attributes.  

25. The applicants note that although merchants often machine test Australian cotton 
for colour and leaf in order to assess the cotton and provide machine data to 
export customers, the visual classing results for colour and leaf are used to 
determine the base price, premiums and discounts that are paid to growers.  

Cotton classers 

26. The CSIRO advises that there are currently four classing facilities in Australia, all 
of which are members of the Cotton Classers Association (see below table). It 
advises that in 2015 there are 17 HVI instruments installed in Australia, with 12 
machines operational of which 11 are HVI 1000 machines (which is the current 
model and which can be used to test colour and leaf).  

Facility Location 

Auscott Limited Sydney 

Australian Classing Services Wee Waa 

1st Class Goondiwindi 

ProClass Pty Ltd Goondiwindi 

 

Classing of cotton 

27. The five main attributes of cotton are described below: 

a. Colour of fibre – measured from bright to dull and from white to yellow. 
Colour can be affected by factors such as weather. Cotton Shippers and 
Farmarco note that colour deterioration may affect the ability of fibres to 
absorb and hold dyes and finishes and may reduce processing efficiency. 
The United States Department of Agriculture (USDA) has developed official 
colour grades for American Upland cotton. These USDA Colour Grades are 
used globally to describe the colour of cotton (under the proposed conduct, 
the applicants would likely continue to use these grades, but would be able 
to offer more price points reflecting the greater precision of machine 
classing).  

The CSIRO notes that it is not the colour itself that is important for the quality 
of the fibre. Colour provides an indication of whether the cellulose of the 
cotton (and therefore its strength) has been compromised by growing 
conditions.  

b. Staple length of fibre – the average length of the fibres of a cotton are 
measured in 32nds or 100ths of an inch. Fibre length is primarily determined 
by environmental and weather factors. Fibre length affects the strength, 
evenness and fineness of the yarn and the efficiency of the spinning 
process.  
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c. Micronaire – a combined measure of the maturity (thickness) of the fibre wall 
and the fineness of the fibres and is affected by growing conditions. More 
mature fibres can be spun more quickly and have better dye absorbency and 
retention.  

d. Strength of fibre – affects the durability and processing speed of yarn.  

e. Leaf content – leaf from the cotton plant is the key type of trash (non-lint) 
content in cotton. High levels of trash affect wastage and yields in ginning 
and spinning and can result in a lower quality yarn. The USDA has 
developed leaf grades.   

f. Other attributes that may affect the price of cotton include stickiness and 
uniformity of length. 

28. Currently in Australia three of the five main attributes of cotton (strength, staple 
length and micronaire) are classed using machine techniques. Colour and leaf are 
visually classed by trained classers who apply the USDA Standard (see Visual 
classing of colour and leaf below). In other jurisdictions, all five attributes are 
classed using machine.  

29. The ACCC understands that cotton can also be sold on the basis of ‘type’, rather 
than machine testing, where producers distribute samples of their product 
throughout the season. 

30. The applicants provided the ACCC with the USDA Colour Grades diagrams (see 
Figures 1 and 2 below).8 Relevantly, the second diagram includes additional 
quadrants for cotton classed by machine because of the increased specificity. The 
proposed conduct involves the applicants offering premiums and discounts based 
on these machine quadrants.  

                                                           
8
 The applicants cite: United States Department of Agriculture Agricultural Marketing Service 

Cotton Program, Cotton Classification: Understanding the Data (April 2005), 
http://www.ams.usda.gov/sites/default/files/media/Cotton%20DB%20Understanding%20th
e%20Data.pdf, p.11-12. 

http://www.ams.usda.gov/sites/default/files/media/Cotton%20DB%20Understanding%20the%20Data.pdf
http://www.ams.usda.gov/sites/default/files/media/Cotton%20DB%20Understanding%20the%20Data.pdf
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Figure 1: USDA – Official Color Grades for American Upland Cotton  
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Figure 2: USDA – HVI Color Grades for American Upland Cotton (showing 
additional HVI machine quadrants) 

 

31. In Australia, currently one in three bales are tested for each of the three machine 
tested attributes. All bales are visually tested for colour and leaf. Under the 
proposed conduct, the applicants propose a testing ratio of 33 per cent for colour 
and leaf, the same as for the other three attributes of cotton, unless the Cotton 
Classers Association or the CSIRO recommend otherwise.9 10 

                                                           
9
 Wenaline, RMI, Reardon Operations and Central Highlands Cotton Growers were concerned 

that the application does not mention the machine sampling ratio which is proposed to be used. 
Central Highlands Cotton Growers notes that currently every bale in Australia is classed for 
colour and leaf at a cost of $2.50 per bale. In the USA the machine sampling ratio is 100 per 
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Machine classing 

32. HVI machines are capable of measuring all of the five attributes of cotton 
(micronaire and strength can only be measured by machine). The applicants 
submit that HVI machines have become increasingly accepted in the global cotton 
industry since the early 1990s.11 

33. In order to grade the colour of cotton, the machine employs cameras and 
colorimeters to test for reflectance of the cotton (dull/grey or bright) and 
yellowness. The applicants propose to subdivide each existing colour grade into 
four quadrants using machine colour grading. 

34. HVI machines can measure leaf content in cotton by scanning and analysing the 
surface of the cotton sample using a digital camera and measuring the 
percentage area and the particle count of trash. Other contamination such as 
bark, grass, preparation and spindle twist still needs to be classed visually.  

35. The CSIRO notes that machine testing should be conducted according to the 
‘Standard Test Methods for Measurement of Physical Properties of Raw Cotton 
by Cotton Classification Instruments’ as described by the American Society for 
Testing and Materials. Other considerations and steps include: 

 calibration of the machine at least three times a day  

 the Cotton Classers Association Check Test Program to check 
reproducibility  

 appropriate atmospheric conditions.   

36. The CSIRO submits that Australia performs better than average on the 
reproducibility of its HVI machines.  

Visual classing of colour and leaf 

37. Traditionally, trained classers manually examined samples of cotton from cotton 
bales to class the colour, leaf, length and other attributes such as preparation (i.e. 
the smoothness or roughness of the ginned cotton).  

38. Visual methods are based on the Universal Standards for Grades of American 
Upland Cotton which are produced and provided by the USDA. These standards 
are presented in the form of 15 different grade boxes, each of which contain six 
samples (known as ‘biscuits’) that represent the acceptable colour and amount of 
leaf or trash for the box’s assigned grade.12 

39. In Australia, the colour and leaf content of a sample is still measured visually by a 
trained cotton classer, making an assessment under specific light conditions and 

                                                                                                                                                                           
cent of bales. If Australia were to move to a 100 per cent sampling ratio, this may increase the 
cost of classification. 
10

 The CSIRO submits that trials have concluded that there is no difference between testing all 
bales and module averaging (i.e. only testing additional bales if the results for the tested bales 
are variable). 
11

 The applicants cite: International Trade Centre, Cotton Guide: Chapter 2: Use of 
instrumentation in cotton classification, http://www.cottonguide.org/cotton-guide/cotton-
value-addition-use-of-instrumentation-in-cotton-classification/.  
12

  Proclass website, http://proclass.com.au/Classing.aspx. 

http://www.cottonguide.org/cotton-guide/cotton-value-addition-use-of-instrumentation-in-cotton-classification/
http://www.cottonguide.org/cotton-guide/cotton-value-addition-use-of-instrumentation-in-cotton-classification/
http://proclass.com.au/Classing.aspx


Draft Determination A91505 10 

via comparison to the USDA Standards. As noted, the other three attributes are 

already measured by machine.
13

 

40. The applicants submit that the number of manual classers worldwide is 
diminishing. 

Reliability of machine classing relative to visual classing 

41. The applicants consider that visual classing is a less reliable means of testing 
compared to full machine testing because it is subjective, has less grades, and 
has limited specificity, accuracy and repeatability (between classers and over 
time), resulting in errors.  

42. The view that machine classing of colour is more objective than visual classing is 
generally supported by all four classers (including in submissions from Australian 
Classing Services and Auscott) and the CSIRO.  

43. The CSIRO’s analysis shows that the average reproducibility of results for an HVI 
1000 machine in 2015 of all fibre properties is 90 per cent or above, well above 
the acceptable level of 80 per cent.  

44. However other parties have expressed concerns about machine classing: 

 Reardon Operations submits that Cotton Classers Association members 
are divided and the Cotton Classers Association is still conducting 
machine trials with the CSIRO and the USDA. Reardon Operations and 
Central Highlands Cotton Growers submit that the Cotton Classers 
Association has found that there are significant variances between 
classing facilities for machine strength grades (and potentially colour/leaf 
grades) that are outside allowable tolerances.  

 RMI, Wenaline and Reardon Operations consider that machine classing 
has not been sufficiently developed to determine the leaf content of a 
sample. 

 Central Highlands Cotton Growers submits that machine classing does 
not detect attributes of cotton that affect quality such as contamination, 
stickiness, preparation, uniformity of length, short fibre index and 
moisture content.  

Consultation 

45. The ACCC tests the claims made by an applicant in support of its application for 
authorisation through an open and transparent public consultation process. 

46. Cotton Shippers considers that the proposed conduct will correct the market 
failures that are claimed to arise from using an inferior classing method. It submits 
that the benefits of the proposed conduct include: increased reliability of cotton 
classification; alignment of domestic and international practices; increased price 
competition and transparency; reduced transaction costs; increased international 
competitiveness of Australian cotton; and preserving competition between its 
members. Cotton Shippers submits that the proposed conduct will not result in 

                                                           
13

 Proclass wesbsite, http://proclass.com.au/Classing.aspx . 

http://proclass.com.au/Classing.aspx
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any material public detriments and is not likely to substantially lessen competition 
in any market. 

47. The ACCC invited submissions from a range of potentially interested parties 
including merchants, growers, relevant industry associations, and federal 
government and relevant regulatory bodies.14 

48. The ACCC received 21 public submissions from interested parties, which 
expressed a range of views about the proposed conduct. 

49. Auscott (an integrated grower, ginner and marketer) supports the move to full 
machine classing as do Havana Farming (a grower and shareholder of ProClass) 
and BS Glennie & Son (a grower). Merced Farming Pty Ltd (a grower) also 
supports the proposed conduct, submitting that it is intending to head to full 
machine classing to support its hedging activities.  

50. Farmarco (a provider of commodity marketing and price risk management 
services that advises growers) submits that the proposed conduct should be 
evaluated based on an expected net public benefit to the industry as a whole as 
opposed to focussing on individual winners or losers.                

51. The International Cotton Advisory Committee (an intergovernmental organisation 
comprised of 35 governments of cotton producing, consuming and trading 
countries), the International Cotton Association Ltd (world cotton arbitral body and 
trade association), the International Textile Manufacturers Federation (an 
international forum for the world's textile industries) and the USDA strongly 
support the proposed conduct. The International Cotton Association Ltd (the 
largest world cotton arbitral body and trade association) and ICA Bremen GmbH 
(certifier of cotton laboratories) also support the proposed conduct, as does the 
Spinners and Weavers Association of Korea (SWAK).                  

52. The Cotton Association of India agrees in principle to the machine testing of 
colour and leaf of cotton under the supervision of independent bodies.      

53. Wuxi No.1 Cotton Mill, a Chinese cotton mill, considers that using machine 
classing data could make it easier for it to know which cotton would suit its needs. 
However, it considers that the machine classing may need to be different to that 
of HVI and that the ACCC should define the suitable parameters. 

54. W.J. & A. Seery Partnership (a cotton grower, ginner and trader), Southern Cotton 
(a ginning facility), Reardon Operations (a cotton grower) and Darling Downs 
Cotton Growers Incorporated (which represents growers in Darling Downs in 
South East Queensland) oppose the proposed conduct.  

55. Wenaline (a cotton producer), RMI Pty Ltd (a producer, processor and distributor 
of raw cotton) and Central Highlands Cotton Growers and Irrigators (a local 
agriculture industry group) are not opposed to the proposed conduct but note 
several outstanding issues that should be resolved so that growers know how the 
proposed conduct will affect the profitability of their businesses and how to 
address this.  

56. ProClass (which claims to be a fully independent classing service15) has not 
raised concerns with the proposed conduct. 
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  A list of the parties consulted and the public submissions received is available from the 
ACCC’s public register www.accc.gov.au/authorisationsregister. 

http://www.accc.gov.au/authorisationsregister
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57. The submissions by the applicant and interested parties are considered as part of 
the ACCC’s assessment of the application for authorisation. Copies of public 
submissions may be obtained from the ACCC’s website 
www.accc.gov.au/authorisationsregister. 

ACCC assessment 

58. The ACCC’s assessment of the proposed conduct is carried out in accordance 
with the relevant net public benefit tests16 contained in the CCA. In broad terms, 
the ACCC may grant authorisation if it is satisfied that the likely benefit to the 
public from the proposed conduct would outweigh the likely detriment to the 
public, including from any lessening of competition. 

Relevant areas of competition 

59. The applicants consider it is unnecessary to reach a concluded view on the 
relevant market in order to assess the proposed conduct. However, for the 
purposes of the authorisation, they propose that the relevant markets are: 

a. the national market for the supply of ginned cotton from cotton growers 
to cotton merchants 

b. the market for the supply of cotton classing services to merchants and 
growers 

c. the international market for the supply of ginned cotton.  

60. The ACCC agrees with the applicants that it is not necessary to precisely define 
the relevant markets for the purpose of assessing the proposed conduct and the 
ACCC accepts that the above listed areas of competition are relevant to the 
ACCC’s analysis. 

Future with and without 

61. To assist in its assessment of the proposed conduct against the authorisation 
tests, the ACCC compares the benefits and detriments likely to arise in the future 
with the conduct for which authorisation is sought against those in the future 
without the conduct the subject of the authorisation.  

62. The applicants submit that without authorisation, the likely future without the 
proposed conduct would involve the status quo or an ad hoc and likely protracted 
process of merchants making independent decisions to adopt machine classing 
for colour and leaf.  

63. However, the applicants submit that notwithstanding the demands of global 
buyers, the intensity of competition between the 18 merchants operating in 
Australia makes it very challenging for any of them to implement unilateral 
decisions to only purchase cotton based on machine classing of colour and (in 
future) leaf. The applicants submit that such a move would cause a merchant to 
lose a substantial part of their business to merchants that continue to purchase 

                                                                                                                                                                           
15

 Ownership structure: 40% Cotton growers; 40% Cotton merchants; 20% Cotton classers. See 
ProClass website,  http://proclass.com.au/Aboutus/HistoryStructure.aspx  
16

  Subsections 90(5A), 90(5B), 90(8).  

http://www.accc.gov.au/authorisationsregister
http://proclass.com.au/Aboutus/HistoryStructure.aspx
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cotton based on visual classing of colour and leaf. This merchant is then likely to 
switch back to visual classing in order to retain business. 

64. ProClass has not commented on the likely future with and without but submits that 
it will provide either visual classing or full machine classing as required by 
customers.  

65. The applicants and some interested parties submit that machine testing of colour 
and leaf is superior to visual classing (in the sense that it is more accurate with 
globally recognised outcomes and standards) and that the global cotton market is 
increasingly demanding full machine classing.  

66. However, a number of other parties submit that Australian cotton is not well 
represented by machine testing for colour and leaf, with results potentially less 
accurate or likely to downgrade quality results as compared to visual testing. 
Other parties submit that not all the facets necessary to introduce full machine 
testing are in place, particularly for the testing of leaf. 

67. The ACCC considers that the likely future without the proposed coordinated 
approach is that merchants will decide individually whether to only offer machine 
classing, how to introduce that change and whether to offer growers the option of 
visual classing of colour and leaf or full machine classing. Given the resistance to 
the move to full machine testing by some growers, merchants may need to induce 
growers to accept machine classing by making it more attractive than visual 
classing.  

68. On the basis of the information currently before it, the ACCC does not consider, 
as submitted by the applicants, that the likely future without the conduct would 
necessarily involve individual merchants adopting an ‘all or nothing’ approach in 
offering only full machine classing contracts to growers. Rather, the ACCC 
considers that individual merchants may decide to offer growers a choice of either 
the current approach or full machine classing as a transition and in order to 
convince growers of the benefits of moving to full machine classing. 

69. In relation to the applicants’ submission that the likely future without the conduct 
would involve any merchant who makes the first move to full machine classing 
being forced to later switch back to visual classing, the ACCC considers that this 
will only be the case if machine classing does not prove to be more efficient or 
such efficiencies are not shared with growers. 

70. Over time, provided that there are benefits to full machine classing and that these 
benefits can be shared between growers and merchants according to the 
competitive dynamics of the market, the industry is likely to move to full machine 
testing absent the proposed coordinated approach if it is a superior method. How 
long this takes and how each merchant offers machine classing to growers will 
depend on competition between merchants and the interests of merchants, 
growers and the industry as a whole.  
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Public benefit 

Interested party views 

71. The applicants submit that the proposed conduct will correct a number of market 
failures. These are: 

 price distortion resulting from inferior classing  

 misalignment of domestic and international prices, resulting in price risk 

 inefficient transaction costs. 

72. The applicants submit that unlike other cotton-producing countries (such as the 
USA and China) where cotton classing is subject to the control of a central 
agency, with powers to direct classers to move to machine classing, cotton 
classing in Australia is not subject to any central agency with powers to direct 
classers to move to machine classing. The applicants submit that in Australia, the 
peak industry body, Cotton Australia, is funded by voluntary grower levies and is, 
therefore, reluctant to play a leading role in moving to full machine classing given 
the potential controversy it may cause for some growers. The applicants submit 
that authorisation is the fairest and most efficient way for all concerned to correct 
the market failure.  

73. Some submissions from growers suggest that there is no market failure. For 
example, some growers consider that the existing system of visual classing of 
colour and leaf is superior to full machine classing and this is why the Australian 
market has not moved to full machine classing of its own accord.  

74. The applicants submit that the public benefits of the proposed conduct include: 

 increased reliability of classification  

 alignment with international pricing  

 reduction in transaction costs  

 increased competition and transparency of pricing for growers  

 increased competitiveness of Australian cotton industry  

as outlined in further detail below.  

75. The applicants consider that the coordinated introduction of machine classing of 
colour and leaf by the major cotton merchants in Australia will bring forward these 
public benefits of machine classing when compared with an ‘ad hoc’ introduction 
by individual merchants. The applicants submit that without coordinated 
introduction, there will be a delay in the realisation of the clear benefits from 
machine classing. Cotton Shippers also considers that the proposed conduct will 
maintain competition between its members.   

76. The applicants consider that these claimed public benefits are unlikely to arise or 
be fully realised in the likely future without the proposed conduct, as they submit 
that merchants will have limited incentive to individually implement full machine 
classing.  

77. Some submissions suggest that the proposed conduct would not lead to the 
benefits claimed by the applicants, in particular because machine classing is not 
necessarily more reliable or likely to result in reduced supply chain costs or 
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improved pricing mechanisms for the whole industry. Central Highlands Cotton 
Growers notes that given the benefits claimed by the applicants would be 
commercially attractive, each merchant should be motivated to move to machine 
grading as individual businesses; however, this has not occurred. 

Increased reliability of cotton classification 

78. As noted, the applicants submit that machine classing is more reliable than visual 
classing. They consider that, due to the limited number of grades that can be 
measured visually, there is a large price gap between the base grade and the 
grade below. Classers may therefore err on the side of classing cotton base grade 
or above. For example, based on CSIRO analysis, in 2014 around 74 per cent of 
the cotton that was graded 41-1 (below base grade) under machine classing was 
visually classed at grade 31 (base grade), and in 2013 this figure was around 
64 per cent.  

79. The applicants argue that these factors distort prices because the price for a base 
grade must account for potential inaccuracies and inconsistencies and cannot 
correctly signal the true value of a base grade bale of cotton.  

80. The applicants submit that the proposed conduct will remove these price 
distortions. The applicants consider that compared to the future without the 
coordinated introduction of machine testing, there will be greater efficiency in the 
domestic supply of ginned cotton because domestic price, premiums and 
discounts paid by merchants and received by growers will be transparent and 
reflect the actual colour and leaf quality of cotton.  

81. In a letter attached to the applicants’ supporting submission, the CSIRO submits 
that machine testing allows objective, unbiased results and the use of stringent 
and reproducible guidelines against which decisions can be arbitrated.  

82. Farmarco submits that a system that is accurate, that provides correct market 
signals to various stakeholders through the supply chain and that defrays risk 
from the supply chain is of net public benefit to the industry and hence prices paid 
to growers as a whole. Havana Farming submits that savings will be passed onto 
growers in a competitive environment. ProClass similarly supports Cotton 
Shippers’ views.  

83. Wenaline agrees that machine technology can assist in bringing a greater 
consistency of fibre quality to the world market. However as noted above, 
Wenaline, Reardon Operations, RMI and Central Highlands Cotton Growers have 
concerns about the accuracy of full machine classing of cotton. Australian 
Classing Services suggests a level of visual assessment be retained for 
determining leaf. RMI considers that machine testing for leaf should be excluded 
from the proposed conduct at this time. 

84. Wenaline and Central Highlands Cotton Growers consider that to achieve 
universal consistency, classing facilities’ operational policies and procedures and 
calibration of equipment need to be independent of growers, merchants and 
shippers.  

85. The applicants note the concerns about ongoing trials of testing of leaf and have 
suggested that the ACCC could impose a condition of authorisation. This would 
postpone machine classing of leaf until accuracy and repeatability trials have 



Draft Determination A91505 16 

been completed and the CSIRO has verified this by way of a public letter to the 
ACCC. 

Alignment in the basis of pricing domestically with international practice 

86. The applicants submit that an increasing number of export customers are 
demanding that merchants furnish full machine data, or are testing cotton with 
their own machines.17 For example, the applicants submit that China uses full 
machine classing for domestic cotton and the China Inspection and Quarantine 
Services (CIQ), which reclasses all imported cotton upon arrival (other than USDA 
classing results), is increasingly using full machine testing.18  

87. As a result, merchants must sell cotton based on the machine measurement. The 
applicants submit that CSIRO data suggests that around 30 per cent of the 2013 
crop and 46 per cent of the 2014 crop would have received a different colour 
grade if it had been machine classed rather than visually classed.  

88. The applicants submit that this creates prices that are misaligned with 
international prices and a price risk of the difference between visual classing and 
machine classing for cotton merchants. To mitigate this risk, the applicants submit 
that growers are offered lower prices that take into account the merchant’s risk of 
being downgraded by the overseas buyer. The applicants and Auscott consider 
that Australian growers are not receiving accurate international price signals 
regarding the quality of their cotton.  

89. The applicants consider that the proposed conduct will align domestic and 
international classing methods (and prices). Compared to the future without the 
coordinated introduction of machine testing, the applicants submit authorisation 
will allow domestic and international cotton prices to align sooner, and may 
reduce some of the price risks more quickly for merchants (the benefit of which 
would also be passed on to growers). Authorisation will also allow more 
merchants to meet the expectations of global customers without having to re-
class cotton before selling it to export customers.  

90. Farmarco submits that should machine grading reduce quality risk for merchants, 
this should benefit growers and increase the competitive nature of the market 
overall.  

91. Auscott submits that the world is moving towards full machine testing with the 
International Cotton Association and International Cotton Advisory Council both 
supporting objective machine measurement of colour. Furthermore, Auscott and 
Merced Farming note that the new World Cotton Futures Contract (a key 
reference point for world cotton prices) will use machine measurement of colour 
for valuing bales delivered against the contract. Merced Farming states that the 
new World Cotton Futures Contract will commence trading later this year. It states 
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 Including cotton producing/buying countries such as the USA, China, India, Indonesia, 
Thailand, Korea, Bangladesh. While China is currently Australia’s largest cotton export market, 
the applicants note that due to import restrictions that have recently been imposed in China, it is 
likely that Australia’s reliance on China will lessen in coming years and cotton merchants will 
become reliant on alternative markets which more openly use full machine classing. 
18

 The applicants provided a letter from the China Cotton Association which confirmed that within 
China, the cotton supply chain predominantly uses machine classing, and that where there is a 
discrepancy between visual and machine classing, machine classing takes precedence. The 
China Cotton Association submits that the reason that quality standards are produced is for use 
by ginners, cotton warehouses, fibre inspection organisations and mills. 
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that it will be a prerequisite of trading under this contract that cotton is classed by 
totally objective measurements and considers that it is only a matter of time 
before total machine classing is introduced to the Australian cotton industry. 

92. However, some interested parties dispute that there is a misalignment with the 
international methods of classing for colour and leaf. 

93. W.J. & A. Seery Partnership submits that according to a survey it conducted, over 
80 per cent of Australian cotton assessed by CIQ is visually classed for colour 
and leaf. Outside of China there are some clients that request machine data; 
however, W.J. & A. Seery Partnership instead relies on its strict quality allocation 
guidelines to ensure that it ships what it has sold. 

Reduced transaction costs and other efficiencies 

94. The applicants submit that differences between the contracted and delivered 
quality of cotton expose merchants to the costs of quality claims/disputes by 
export customers (after the grower has been paid for the cotton). For example, 
the applicants submit that in 2014, 20 per cent of Australian cotton imported into 
China was downgraded on arrival in respect of colour and leaf.19 The applicants 
and Proclass submit that this can also result in classing disputes between 
growers and merchants, growers and classers, and merchants and classers, 
which can be costly, time-consuming and stressful.  

95. The applicants submit that there are also inefficiencies and transaction costs in 
classing colour and leaf visually, given that: 

 machine classing results already include readings for colour and leaf 

 cotton that is visually classed may need to be re-classed by machine to 
meet the demands of global customers. 

96. The applicants submit that compared to the  future without the coordinated 
introduction of machine testing, there will be reduced transaction costs for a 
greater number of growers and merchants. Further, reduced quality claims will 
improve the reputation of the Australian industry and accurate grading of cotton 
helps customers with their quality control and production planning. 

97. However, Central Highlands Cotton Growers submits that growers have no way of 
understanding the magnitude of the issue as there is no transparency as to the 
price paid for each bale as it progresses through the supply chain.  

98. The applicants have also submitted, further to their October submission, that 
classing houses, ginners and merchants will incur costs and inefficiencies from 
having to manage and administer visual and machine classing concurrently. 
These costs arise from maintaining additional classing room equipment, 
producing two premium and discount sheets and duplicate systems (such as 
invoicing, reporting, payment and IT systems). One merchant which operated two 
systems this year submits it experienced significant problems and IT issues. The 
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 The applicants cite: General Administration of Quality Supervision, Inspection and Quarantine 
(AQSIQ), 2014 National Imported Cotton Quality Situation. The average downgrade rate for all 
Chinese imports was 13 per cent (of which Australian cotton made up approximately 22 per cent 
of total imports). The downgrade rate for the other three attributes that are measured by machine 
was much smaller. 
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applicants consider that classing houses running two handling systems will also 
incur increased costs and handling errors, which will flow through to dispatch.  

99. The applicants recognise that market participants will incur the costs of changing 
and running two systems for a period of time, as some cotton has already been 
forward-sold on the basis of visual classing.  However the applicants consider that 
under a coordinated introduction, merchants, ginners and classing facilities would 
only incur the costs of having to manage and administer two systems for a 
maximum of three years. This will result in a timing benefit in the form of a shorter, 
more efficient, easier and orderly transition to full machine classing. 

Increased competition and transparency of prices paid to growers 

100. The applicants submit that due to objective and accurate classification using 
machine, there can be a greater number of quality grades. They submit that this 
will enable growers to readily compare merchant prices, premiums and discounts. 
The applicants state that currently there is a ‘cliff face’ of around 17 per cent of 
the price between the base colour grade and the grade below. 

101. The applicants submit that the use of machine premium and discount sheets 
which feature common grades for cotton quality (including colour and leaf grades) 
and additional price points facilitates transparent price competition between cotton 
merchants by allowing growers to readily compare the prices offered.  It also 
assists the establishment of equilibrium prices for cotton of different qualities. 

102. The applicants submit that compared with the future where the introduction of 
machine classing is not coordinated, granting authorisation will preserve and 
facilitate competition and avoid inefficiencies from merchants offering prices on 
different bases (i.e. visual or machine classing) and on a limited number of price 
points. 

103. The applicants submit that any loss of a transient increase in competition between 
merchants caused by the greater incentives for growers to arbitrage one classing 
system against another would be short lived as merchants would be likely to 
revert back to visual classing to win back any lost business.  

104. Farmarco submits that full machine grading and an increase in the number of 
pricing quadrants would provide more accurate price signals back to producers in 
relation to the market value of various quality attributes.  

105. The applicants submit that the proposed conduct will increase the willingness of 
merchants (particularly small and medium-sized merchants) to both forward 
purchase cotton and tender for recap cotton (which has been classed) from 
growers by removing the price risks. They submit that this will ensure the forward 
market for Australian cotton of various grades is maintained, increasing 
competition between merchants to forward purchase cotton from growers.  

106. Wenaline, RMI, Reardon Operations, Central Highlands Cotton Growers and 
Darling Downs Cotton Growers submit that Cotton Shippers members should 
provide their proposed premium and discount schedule with this application and 
as part of sales negotiations.  However Farmarco submits that premium and 
discount sheets are part of the competitive nature of the marketplace and are 
commercially sensitive. Wenaline submits that there should not be two classing 
systems operating at the same time. 
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107. Southern Cotton submits that the cliff face discount is preferable to the graduated 
discount. In contrast, Darling Downs Cotton Growers, Auscott and Farmarco 
support a sliding scale to avoid large discounts after the cliff face point of the 
price.  

Increased international competitiveness of Australian cotton as a result of 
industry-wide adoption of machine classification 

108. The applicants and Farmarco submit that the price of Australian cotton is 
substantially determined by the global cotton market since almost all Australian 
cotton is exported.   

109. The applicants submit that the purpose of the proposed conduct is to ensure that 
Australian cotton is graded and priced using an internationally-accepted method 
which most accurately measures its quality, as well as its value in the global 
market. The applicants submit that visual classing is becoming outdated and 
Australia will fall behind global best practice and standards if it retains visual 
classing.  

110. The applicants submit that the benefits of machine classing are widely recognised 
globally. For example: 

a. the International Cotton Advisory Committee has recognised that machine 
testing of cotton: is conducted widely; is becoming the basis of cotton 
trading; allows rapid measurement of the most important characteristic of 
cotton bales; provides quality assurance; represents value for all members 
of the supply chain.20 The Committee separately provided comments to this 
effect21  
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 The applicants cite: ICAC Task Force on Commercial Standardization of Instrument Testing of 
Cotton and ITMF International Committee on Cotton Testing Methods, Guidelines for 
Standardized Instrument Testing of Cotton, https://www.icac.org/getattachment/cmte-cotton-
industry/CSITC-Task-Force/HVI-Guidelines/CSITC_Guideline_v2-0_short.pdf, p.4-5. 
International Cotton Advisory Committee media release, The Quality Assurance Provided by 
Machine Testing Adds Value for All Cotton Value Chain Members, 5 November 2014.  
21

 The International Cotton Advisory Committee’s Task Force on Commercial Standardization of 
Instrument Testing of Cotton submits that it aims to assist the harmonised worldwide adoption of 
machine testing of cotton quality. The Committee submits that the use of instrument testing has 
increased and that its Task Force has enabled better harmonisation of the results of machine 
testing laboratories. The Committee submits that the proposed conduct is in line with the 
objectives of the Task Force.                                                                                                  
 
The Committee submits that one of its functions is to help improve the economic sustainability of 
the sector by reducing trade ‘friction’. The Committee submits that instrument testing helps 
enhance demand by providing relevant technical information to spinners on a cost-effective 
basis, enabling spinners to optimise the use of cotton. The Committee also submits that machine 
grading furnishes rational incentives for the production and marketing pipeline to supply cotton 
with the characteristics desired by spinners.  
 
The Committee submits that the objective of machine grading is improved efficiency in the 
standards used to describe cotton in world trade to enhance the competitiveness and demand 
for cotton in relation to polyester. The Committee considers that there is growing industry 
demand for standardised, objective and reliable test results and this will foster an efficient and 
competitive cotton industry. 

https://www.icac.org/getattachment/cmte-cotton-industry/CSITC-Task-Force/HVI-Guidelines/CSITC_Guideline_v2-0_short.pdf
https://www.icac.org/getattachment/cmte-cotton-industry/CSITC-Task-Force/HVI-Guidelines/CSITC_Guideline_v2-0_short.pdf
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b. the Intercontinental Exchange is developing a World Cotton Contract to 
reflect global cotton prices that will rely on machine classification 

c. the Universal Cotton Standards reflect global acceptance of full machine 
classification. Currently 22 cotton associations from 21 countries22 are 
signatories and agree to use USDA Universal Cotton Standards to arbitrate 
both USA grown and other cotton.  

111. The applicants consider that the use of machine classing for all Australian cotton 
will increase the perceived reliability of Australian cotton and confidence of export 
customers, with flow-on benefits to growers. The reputation and export potential 
of Australian cotton will improve sooner and more profoundly if machine classing 
is applied to all Australian cotton. Currently Australian cotton is able to be forward 
sold because it is premium quality. The applicants submit that if export customers 
receive Australian cotton that is below their expectations, the ability of merchants 
to forward sell cotton in the future will be compromised.  

112. The applicants submit that the introduction of full machine testing in the USA in 
2000 gave it a significant competitive advantage in the global market.23  

113. Farmarco submits that objective machine grading should be supported if it is a 
positive contributor to the continuous improvement of the Australian cotton 
industry and adds to the competitive and efficient nature of the industry.  

114. However, other interested parties consider that the proposed conduct will not 
improve the reputation of the Australian cotton industry: 

 Darling Downs Cotton Growers, W.J. & A. Seery Partnership and Central 
Highlands Cotton Growers submit that Australian cotton is a premium 
product and in order to protect the future of Australian cotton, it should 
not be judged against USA cotton standards. 

 W.J. & A. Seery Partnership submits that it has to remind buyers that 
Australian cotton is not well represented by machine colour readings. It 
submits that visual classification has served the Australian industry well, 
as demonstrated by the number of cotton merchants competing in 
Australia. 

 Central Highlands Cotton Growers submits that machine classing does 
not detect some attributes of cotton that affect quality24 and this will 
cause reputational risk to Australian cotton. 
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 Including cotton associations from India, the USA, Brazil, Indonesia, Thailand, Korea, 
Bangladesh, Malaysia and Japan. 
23

 The applicants cite: International Cotton Advisory Committee, Commercial Standardisation of 
Instrument Testing of Cotton for Cotton Producing Developing Countries in Africa, 
https://www.icac.org/projects/commonfund/csitc/e_drieling_report.pdf .   
24

 Such as contamination, stickiness, preparation, uniformity of length, short fibre index and 
moisture content. 

https://www.icac.org/projects/commonfund/csitc/e_drieling_report.pdf
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115. Wuxi No.1 Cotton Mill, a Chinese cotton mill, considers that using machine 
classing data could make it easier for it to know which cotton would suit its needs. 
However, it considers that the machine classing may need to be different to that 
of HVI and that the ACCC should define the suitable parameters. 

ACCC view 

116. The CCA does not define what constitutes a public benefit and the ACCC adopts 
a broad approach. This is consistent with the Australian Competition Tribunal (the 
Tribunal) which has stated that the term should be given its widest possible 
meaning, and includes: 

…anything of value to the community generally, any contribution to the aims 
pursued by society including as one of its principal elements … the achievement of 
the economic goals of efficiency and progress.

25
 

117. Having regard to the submissions of the applicants and interested parties, the 
ACCC has considered the claimed public benefits of the proposed conduct. 

118. The ACCC notes the applicants’ claims that there are a number of market failures 
with the existing arrangements of visual classing of colour and leaf of cotton. 
However, based on the evidence before it, the ACCC is not convinced that there 
is any significant market failure which would prevent competition driving an 
efficient market outcome. 

119. The ACCC notes the public benefits claimed by the applicants include: the 
increased reliability of cotton classification leading to greater efficiency in supply 
and reduced disputes; alignment in the basis of pricing domestically with 
international practice; and increased price competition and price transparency.  

120. The ACCC notes that individual merchants are free to move to offering quality 
grades, discounts and premiums based only on machine classification at any time 
in order to experience the claimed benefits of machine classing. It is only the 
coordinated adoption of this full machine grading (and collective refusal to deal 
with growers whose cotton is graded visually) by all the major merchants that is 
the subject of the application for authorisation.  

121. In considering the claimed public benefits of the proposed arrangements, it is 
therefore only relevant to consider those benefits which arise from the proposed 
coordinated conduct compared to the likely future without, which the ACCC 
considers to be a market-driven change in the classing of colour and leaf, from 
visual to machine classing, if it is in the interests of both merchants and growers. 

122. The ACCC accepts that there may be potential for the Australian cotton market to 
operate more efficiently; for example, through access to more accurate and 
consistent information and the lowering of transaction costs if it is the case that 
machine classing for colour and leaf is superior to visual classing. If this is the 
case, to the extent that the proposed conduct would result in full machine testing 
being introduced sooner and more completely, these benefits will be achieved 
sooner than in the likely future without. 

123. However, the ACCC considers that it is likely that the Australian cotton market will 
adjust to address these issues without the need for coordinated action and 
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  Queensland Co-operative Milling Association Ltd (1976) ATPR 40-012 at 17,242; cited with 
approval in Re 7-Eleven Stores (1994) ATPR 41-357 at 42,677. 
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boycotts on the part of merchants. To the extent that there are inefficiencies in the 
market which could be remedied by moving to full machine classing, it will be in 
the interests of both merchants and growers to move to this, provided that the 
benefits from the increased efficiencies are shared between the parties. It may 
take some time to further develop the capabilities of machine testing, particularly 
for leaf, and to convince growers that it is in their interest to accept terms offered 
by merchants incorporating full machine classing. 

124. The ACCC accepts that the reputation of the Australian cotton industry may be 
enhanced if all Australian cotton is classed in the same way (e.g. by HVI 
machine), using a method which is accurate and internationally accepted. A 
coordinated introduction of an appropriate classing method may be a successful 
way to achieve this. This would enable buyers to purchase with confidence based 
on objective classing. The ACCC understands that is what occurs for American 
cotton exported to China. However, the ACCC also understands that all American 
cotton is classed by a single government agency and therefore the same level of 
benefits may not flow from the proposed conduct in Australia where classing 
would be done by multiple, private operators.  

125. The ACCC also notes that the proposed conduct would ensure that most, but not 
all, Australian cotton is tested using machine. Some cotton will continue to be sold 
by ‘type’ and the merchants that are not members of Cotton Shippers may 
continue to use visual classing.  

126. Also, the ACCC understands that Australian cotton is already machine classed for 
all characteristics, and is then re-classed for colour and leaf. Therefore, it is not 
clear why merchants cannot already provide machine classing results to overseas 
buyers if this is required.  

127. The ACCC considers that there are potential transaction cost savings from a 
reduction in double-handling the testing of cotton if full machine classing is used. 
Currently, all five attributes of cotton are machine tested. Colour and leaf are then 
also tested visually. However, these potential transaction cost savings would arise 
due to the benefit of machine testing, rather than particularly from the coordination 
involved in the proposed conduct. 

128. The ACCC considers that there may be some cost savings (for growers, ginners, 
classers, merchants and buyers) from all industry participants introducing the new 
classing system at the same time and in a coordinated way. For example, this 
would allow an industry-wide move to new systems and processes, minimise the 
time visual and machine classing run concurrently, and allow an industry-wide 
education program to help industry participants adjust.  However, as noted by the 
applicants, even under the proposed conduct, there will be a period of transition in 
which both systems are operating concurrently. 

129. In relation to the claim that coordination will preserve and facilitate competition 
between the applicants, the ACCC does not consider that there is a significant 
competition benefit from the major merchants coordinating the introduction of 
machine classing. The ACCC does not accept that growers will not be able to 
compare deals, including both the visual and machine premium and discount 
sheets, available to them. Some merchants may choose to offer growers both 
types of premium and discount sheets for a period of time before moving 
exclusively to machine premium and discount sheets if that is in the parties’ 
interests.  
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ACCC conclusion on public benefits 

130. The ACCC considers that there may be some public benefits arising from the  
coordinated move to full machine classing of cotton, compared with a  
market-driven transition. There may be some cost savings from the coordinated 
move to new systems and processes. However, the ACCC does not consider that 
the likely public benefits from the proposed conduct are significant.  

Public detriment 

131. Having regard to the submissions of the applicants and interested parties, the 
ACCC has considered the claimed public detriments of the proposed conduct in 
terms of:  

 Reduced competition between merchants 

 Lower incomes for growers 

 Increased risk for growers 

 Potential loss of expertise/personnel in the industry 

 Unresolved operational issues. 

Interested party views 

132. The applicants submit that the proposed conduct: 

 will not result in any material public detriments  

 will not, and is not likely to, substantially lessen competition in any 
market   

 will not affect Australian consumers since almost all Australian cotton is 
exported26  

 will result in minimal private detriments to growers or classers. Only one 
of the classing houses will need to invest in an upgraded machine. 
Merchants will however need to invest in modifying their systems to 
handle the change.  

Reduced competition between merchants 

133. The applicants submit that there is, and will continue to be, competition between 
merchants. For example: 

 cotton merchants will continue to set and compete with each other in 
relation to base grade prices, premiums and discounts for cotton. Base 
prices are readily available and easily compared and growers have 
switched between merchants for as little as 50c per bale. There is low 
grower loyalty to individual merchants. Further, in response to requests 
from growers, merchants now release premium and discount sheets 
earlier in the season  

 in addition to price competition, merchants compete on product 
differentiation and contract terms (payment terms or finance facilities)  
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 Central Highlands Cotton Growers concedes that Australian consumers will not be impacted 
by the move to machine grading; however, nor are they impacted by the current grading system. 
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 merchants also compete on relationship building by offering risk 
management or agronomic advice, sponsoring community events and 
taking groups of growers to events overseas for educational tours 

 merchants who own gins compete based on ginning and cottonseed 
prices, including offering bundles 

 growers have countervailing power and are innovative and sophisticated 
farmers that achieve world record yields. Growers have low switching 
costs and often sell to, and compare, more than one merchant. Growers 
may tender their cotton to multiple merchants or bypass merchants 
altogether. Growers are sometimes assisted by brokers who market their 
cotton27  

 there are low barriers to merchant entry and expansion and regular new 
entry 

 the introduction of additional grades based on USDA machine colour 
quadrants will create greater price points for competition  

 continuing to offer premium and discount sheets in a generally 
comparable format will allow growers to readily compare between 
merchants.  

134. The applicants provided confidential data that indicates that there have been 
changes in the market shares of most merchants over a three year period. This 
provides evidence of the competition between merchants to buy cotton from 
growers and the ability of individual merchants to substantially expand their share 
of the market over only a few years.  

135. As noted, the applicants submit that a market-driven move to full machine 
classing may result in a temporary increase in competition between the 
merchants as growers seek to arbitrage one classing system against the other. 
However, the applicants argue that any benefits to the growers arising from the 
temporary increase in competition will be more than offset by the benefits from 
authorisation of the proposed conduct. In addition, any resulting increase in 
competition would be short lived because merchants are likely to revert to visual 
classing to win back any lost business and remove the opportunity to arbitrage. 

136. Further, the applicants submit that the intensity of competition between merchants 
will continue, and growers will still be able to switch between merchants and play 
merchants off against each other. As alternatives to forward selling to merchants, 
growers can offer their cotton for sale:  

 by tender (Cotton Shippers estimates that tenders accounted for 7.5 per 
cent of the 2015 crop)   

 on the spot market 

 direct to export customers 

 by hedging via banks 

 by forward selling their cotton through a futures broker using the World 
Cotton Contract as of November 2015 (the schedule of differentials will 
be based on full machine classing).  
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 The applicants estimate 150 growers representing approximately 25 per cent of bales in a 
normal production year use brokers.  
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137. Some interested parties agree that there will not be a reduction in competition: 

 Havana Farming does not see a disadvantage to growers of the 
proposed conduct, given the significant competition between the 14 
major merchants in Australia for cotton produced by Australian growers 
and the high quality of Australian cotton. 

 Farmarco submits that there is currently a competitive marketplace for 
Australian cotton at the ginyard and this will not change under a move to 
full machine grading.  

 Merced Farming submits that competition will not be diminished by an 
orderly transition to objective machine classing and altered premium and 
discount sheets, as demonstrated by the US experience. 

138. However Central Highlands Cotton Growers is concerned that merchants will 
collaborate to deliver similar premium and discount sheets, which will reduce 
competition and leave growers with less choice when considering their marketing. 

Lower incomes for growers 

139. A number of growers submit that Australian cotton (which is more white and less 
yellow than the US cotton used as the basis of the USDA Colour Grades) is more 
likely to be downgraded under machine classification relative to visual 
classification. Some growers submit that discounts are also more significant 
relative to premiums. There is therefore a concern that Australian cotton may be 
down-graded under full machine classing for reasons that do not relate to the 
quality of the cotton.  

140. Central Highlands Cotton Growers notes that the industry did not support a 
request by the applicants to move the base grade in 2012. 

141. Darling Downs Cotton Growers and Reardon Operations submit that Australia 
should have its own colour tiles to calibrate machine readings.  

142. Darling Downs Cotton Growers, Reardon Operations, Southern Cotton and 
Central Highlands Cotton Growers submit that machine colour testing is harsher 
and results in a higher chance of unfair discounts to the growers (particularly in a 
wet year). For example:   

 Central Highlands Cotton Growers submits that in 2014, 41 per cent of 
the crop would have lost value and dropped a grade under machine 
classing. Central Highlands Cotton Growers submits that the theoretical 
premium and discount sheet that Cotton Shippers presented at a recent 
conference would have imposed a loss of $4 million on growers. 

 W.J. & A. Seery Partnership submits that based on a comparison of 
machine and visual classing, six per cent of its crop would have been 
downgraded on colour or leaf under machine classing compared with 
one per cent under visual classing. This could cost W.J. & A. Seery 
Partnership between $77 432 and $135 493.  

 Southern Cotton submits that last year one of its members, Commins 
Enterprises, had less than one per cent of bales downgraded under 
visual classing but would have had 58 per cent downgraded under 
machine classing, resulting in about $56 000 of lost earnings. 
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 Reardon Operations submits that over the last two seasons, cotton 
classed as 31~3 (colour~leaf)  has been classified 41~3 (or 41~4) by 
machine, equating to discounts of $75-$100 per bale or more, which may 
drop the income received below the cost of production.  

 Darling Downs Cotton Growers says that a Chinese spinning mill noted 
that Australian cotton is high quality with low levels of contamination 
compared with USA cotton and the difference in colour has no impact on 
the textile processes. 

143. Some growers are concerned that the proposed conduct will be used to pay 
growers less. For example:  

 Southern Cotton submits that machine classing of colour will allow mills 
to buy cotton more cheaply, even though 98 per cent of cotton is dyed  

 RMI submits that, absent sighting the premium and discount sheet, 
growers do not view the proposed conduct favourably due to the likely 
increase in discounts and shift of the base grade of Australian cotton  

 Reardon Operations submits that buyers and spinning mills could benefit 
from buying Australian cotton at a large discount, or merchants could 
increase their profits  

 Darling Downs Cotton Growers and Reardon Operations consider that 
pricing based on USA machine colour classification will disadvantage 
growers even though Australian cotton is a premium product; this may 
push Australian cotton farmers out of the industry. 

144. Some growers are also concerned that full machine classing will be detrimental to 
the wider industry: For example: 

 Reardon Operations submits that the proposed conduct would have  
flow-on effects for gins, support industries and cotton farming 
communities 

 W.J. & A. Seery Partnership submits that the machine classing of leaf 
will put increased pressure on the ginning industry to ensure that the 
ginning process reduces the risk of cotton being discounted. This would 
slow down the ginning production process and increase the variable 
costs of ginning due to increased heating consumables, which will be 
passed on to growers. 

145. However, Auscott submits that this year it paid its own farms based on machine 
colour classing, including in respect of premiums and discounts. The 
premiums/discounts in $AUD/bale difference between machine and visual 
classing for colour was in some cases negative but in other cases positive.  

146. Auscott submits that the strong competition between Australian merchants drives 
them to deliver the market values as accurately as possible to growers in an effort 
to source the cotton they need to satisfy their mill customers. 

147. Farmarco submits that full machine classing may impact on the price to the 
grower depending on the quality produced, including the downgrading of colour. It 
submits that while it remains to be seen, machine classing may see lower 
discounts applied to cotton with colour below the base grade. Farmarco considers 
that it is possible that farmers whose cotton falls below base level colour are 
potentially paying a higher penalty than they should.  
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148. The applicants submit that the initial uncertainty for growers will be greatly offset 
by the benefits of greater accuracy of cotton classing. Also, they consider that 
while some cotton bales may be graded lower using machine classing compared 
with visual classing, other cotton bales may achieve a higher grade. Cotton 
Shippers and the CSIRO compiled the following data for the 2013 and 2014 crops 
comparing the difference between visual and machine classing for colour and leaf 
(note that 2014 was a particularly wet year): 

 Colour grade Leaf grade 

 Percentage of bales 
(2013) 

Percentage of bales 
(2014) 

Percentage of bales 
(2014) 

Lower grade under 
machine 

24% 41% 27% 

Same grade under 
machine 

60% 54% 65% 

Higher grade 
under machine 

16% 5% 8% 

  

149. The applicants also note that the additional colour grades facilitated by full 
machine grading will mean that the majority of downgraded cotton will be classed 
within the higher quadrants of the lower colour grade. They state that this will 
result in only a partial discount and will not necessarily result in a lower price, as 
demonstrated by merchants’ current premium and discount sheets.   

150. The applicants acknowledge that some cotton growers may be resistant to the 
change due to the uncertainty that the greater number of grades and different 
classing method may bring and the potential impact on price. However, they 
consider that the uncertainty will be offset by the greater accuracy of full machine 
testing.   

151. The applicants submit that it is not in merchants’ interests to damage the 
Australian cotton industry or to force growers to exit. The applicants submit that 
authorisation will not have any impact on the inherent quality of the cotton or the 
price it can achieve in the global market. The applicants note that visual classing 
already uses the US cotton standards. 

152. The applicants submit that from time to time some cotton will be valued lower but 
that, on average and over time, growers will be no worse off under the new 
system and in many cases will be better off. The applicants demonstrated this 
with the hypothetical machine classing premium and discount sheet presented at 
the 2014 Cotton Conference. The applicants note the cliff face that occurs if a 
cotton is classed below a 31 colour; however, it submits that over the past 13 
years, only nine per cent of cotton produced was lower than a 31 grade.28  

153. The applicants also note that the example calculations provided by farmers at 
paragraph 142 do not take account of the increased number of colour classes 
(subgrades) under full machine classing; in particular, the discount from a 31 to a 
41-1 will be much less than from a 31 to a 41.  

                                                           
28

 Cotton Shippers crop reports data.  
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Increased risk for growers 

154. The applicants submit that the merchants currently bear an inappropriate portion 
of the risk arising from disparities in the classing of cotton in Australia and the 
class it receives on the global market.  

155. BS Glennie & Son submits that with buyers increasingly machine testing the 
cotton they receive, the grower wears the risk in higher discounts when the visual 
and machine classing does not line up.  

156. Southern Cotton and Central Highlands Cotton Growers submit that at the 
moment the merchant bears the risk if cotton is downgraded, whereas under the 
proposed conduct, the merchants’ price risk will be transferred to growers. 

157. Central Highlands Cotton Growers notes that Cotton Shippers has not quantified 
the net risk to merchants. Central Highlands Cotton Growers submits that there is 
no information about how cotton is valued after it has left the grower. 

158. Central Highlands Cotton Growers submits that merchants currently use premium 
and discount sheets to apply significant discounts to minimise the risk of buying 
cotton of an unknown quality and may try to sell it at a higher grade than it has 
been classed to the spinning mill. It is concerned that this practice may continue 
under machine classing.  

159. The applicants consider that the proposed conduct will not shift risk from 
merchants onto growers and will instead remove a risk altogether. 

Potential loss of expertise/personnel in the industry 

160. The applicants submit that qualified classers will continue to be needed (including 
to check preparation and contamination and to operate testing machines) but that 
their functions will be reduced by modern technology. International Cotton 
Association Ltd and ICA Bremen GmbH submit that manual classers can be 
retrained and qualified in the use of machines.  

161. Wenaline and RMI submit that the proposed conduct may result in the loss of 
professional cotton classers who provide extensive knowledge of the fibre 
characteristics required to maintain and set equipment and assist and advise in 
the dispute process.  

Unresolved operational issues  

162. RMI considers that a number of issues with implementation are yet to be 
addressed and that the applicants must consider: 

 how the Australian cotton industry will operate machine classing for 
colour 

 what will be the industry standards and code of practices 

 will there be an independent umpire who will govern the standards and 
the code of practice for machine colour classing. Similarly, Wenaline 
queries whether there will be an arbitration system, how it will be 
administered and by whom. As noted, Wenaline considers that classing 
facilities should be independent of growers, merchants and shippers 
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 who will fund the implementation costs of moving to machine 
classification of colour. 

163. Classers of cotton follow the Cotton Classers Association Best Management 
Practice for Classing, which is overseen and audited by the CSIRO. It will be 
updated to cover full machine classing and includes a section on classing 
disputes. The applicants submit that the Cotton Classers Association works in 
conjunction with the CSIRO and will be assisted by Cotton Shippers and other 
recognised international authorities.  

164. The applicants submit that the Cotton Research and Development Corporation 
will fund the development of new machine classing procedures. 

165. The CSIRO agrees that classing facilities must consistently class cotton. To this 
end, it notes the development of the best management practices, participation in 
international and domestic round trials, regular industry trials and accreditation of 
classing facilities.  

ACCC view 

166. The CCA does not define what constitutes a public detriment and the ACCC 
considers its meaning as essentially the opposite of public benefit. In this regard 
the Tribunal has defined it as: 

…any impairment to the community generally, any harm or damage to the aims 
pursued by the society including as one of its principal elements the achievement of 
the goal of economic efficiency.

29
 

167. The ACCC notes that there are currently 18 cotton merchants operating in 
Australia. Based on the information before it, the ACCC considers that these 
merchants currently compete, both to buy cotton from growers and to sell it to 
overseas buyers. 

168. The ACCC considers that the likely future without the proposed conduct involves 
the market determining the timing of any move to full machine classing of cotton, 
with merchants making individual decisions about whether to offer full machine 
testing of cotton and the timing of this change. Initially, merchants may choose to 
offer premium and discount sheets for both visual classing and full machine 
classing. This will provide growers with more options for selling their cotton and 
will increase competition between merchants, at least in the short term.  

169. The ACCC considers that Australian cotton farmers should be paid prices which 
reflect the competitive forces of supply and demand in the market.  The ACCC 
notes that competitive pressure between merchants should see the true value of 
Australian cotton (i.e. the price paid by overseas buyers) flow through to growers 
as merchants vie with each other to buy Australian cotton crops. In this sense, the 
introduction of a new classing system should not distort grower revenues as the 
price for each grade should still be determined by the value of the product to 
overseas buyers (which should not change under the proposed conduct).  

170. The ACCC notes that CSIRO data supplied by the applicants suggests that 
machine classing on average does grade lower than visual classing for colour and 
leaf.  Therefore, prices offered under machine classing would need to adjust in 
order for there to be no reduction in grower incomes on average. If it is the case, 
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 Re 7-Eleven Stores (1994) ATPR 41-357 at 42,683. 
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as it appears to be, that there is a high degree of competition among cotton 
merchants, then the ACCC would expect such an adjustment in prices offered.  

171. The ACCC is concerned that the proposed conduct removes the potential for 
competition in the process of moving to full machine classing and would result in 
an anti-competitive detriment in the form of the elimination of competition between 
merchants in offering growers the choice of the use of full machine classing or the 
current mix of machine and visual classing and offering incentives to growers by 
sharing the benefits of a move to full machine classing. 

172. The ACCC is concerned that the proposed conduct would increase the price risk 
for growers. The ACCC cannot say whether or not this is appropriate. The price 
risk should be shared between growers and merchants in the most appropriate 
way depending on factors such as the ability to control risk factors and appetite 
for bearing risk. This would normally be addressed through the operation of 
market forces. However, a potential detriment of the proposed conduct is that it 
may inappropriately or inefficiently shift price risk from merchants to growers. 

173. This coordinated conduct may also have flow-on additional anti-competitive 
detriments in the form of an increased potential for collusion between merchants 
on other matters, such as the terms offered to growers. The ACCC is concerned 
that the members of Cotton Shippers could use a coordinated move to full 
machine grading to reduce the price (or other terms) offered to growers. For 
example, the merchants might simultaneously increase the base grade or reduce 
their base grade prices relative to the current grading and pricing of Australian 
cotton, or standardise the way in which adjustments, premiums and discounts are 
offered.  While the ACCC expects that merchants will continue to compete with 
each other to buy and sell cotton, the price paid to Australian growers may be 
kept artificially low across the industry in the short or long term.   

174. The ACCC considers that the applicants are essentially submitting that moving to 
machine classing will be mutually beneficial for merchants and growers.  
However, it is not clear from the applicants’ submissions why—if machine 
classing would be mutually beneficial—the merchants need to agree to 
coordinated and boycott conduct to effect this change. 

175. For these reasons, the ACCC considers that the proposed conduct could lessen 
competition in the Australian cotton industry, resulting in significant public 
detriments. 

176. The ACCC accepts that the industry may move to full machine classing in time 
regardless of authorisation. However, retaining competition between merchants 
with respect to the method of classing during this transition will help to ensure that 
any move to full machine classing is in the interests of the industry as a whole. 

177. The ACCC also recognises that the price for end consumers of cotton products, 
such as clothing, will not be significantly impacted by the method of classing. This 
is because the price paid by overseas buyers (for use in cotton mills as an input to 
the finished product) will continue to be determined by global prices.   

ACCC conclusion on public detriments 

178. The ACCC considers that there is the potential for significant anti-competitive 
detriment arising from the proposed conduct in the form of a reduction in 
competition between merchants in the transition to full machine classing.  It is not 
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clear to the ACCC that a coordinated shift to full machine classing is an 
appropriate market intervention. The ACCC is also concerned that the proposed 
conduct may have flow-on additional anti-competitive detriments in the form of an 
increased potential for collusion between merchants on such matters as the terms 
offered to growers.  

Balance of public benefit and detriment  

179. In general, the ACCC may grant authorisation if it is satisfied that, in all the 
circumstances, the proposed conduct is likely to result in a public benefit, and that 
public benefit will outweigh any likely public detriment, including any lessening of 
competition.  

180. The applicants claim that the proposed conduct addresses market failures. 
Further, they submit that there are public benefits arising from the proposed 
conduct (including efficiency in supply, increased competition, alignment with 
international prices, increased international competiveness, and transaction cost 
savings).  However the applicants have not satisfied the ACCC that these claimed 
benefits are significant or that there is any significant market failure that requires 
coordination to achieve the claimed benefits. Further, the ACCC considers that 
there is also the potential for significant anti-competitive detriment arising from the 
proposed conduct. 

181. As noted by the Tribunal,30 it is for applicants to satisfy the ACCC that 
authorisation should be granted. In particular the applicants must satisfy the 
ACCC that there is sufficiently substantial public benefit to outweigh the detriment 
and so justify the authorisation. 

182. In these circumstances, the ACCC considers that it is more appropriate to let the 
market determine whether there are benefits of moving to full machine classing, 
rather than the ACCC authorising a coordinated approach amongst merchants. 

183. Absent the proposed conduct, growers may benefit from comparing visual 
premium and discount sheets to machine premium and discount sheets and 
selecting options that best suit their crops. A market driven approach to full 
machine classing may also incentivise merchants to attract growers to machine 
grading, either by sharing the benefits of cost savings or risk mitigation (e.g. by 
offering better prices), or by encouraging merchants to make the transition to 
machine classing less costly or intimidating for growers (e.g. by enhancing 
merchant services).  

184. For the reasons outlined in this draft determination, the ACCC is not satisfied that 
the proposed conduct is likely to result in a public benefit that would outweigh the 
likely public detriment, including the detriment constituted by any lessening of 
competition that would be likely to result.  

185. Accordingly, the ACCC proposes to deny authorisation. 
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Draft determination 

The application 

186. Application A91505 was made using a Form A, under subsection 88(1) and 
88(1A) of the CCA. Authorisation is sought by the Cotton Shippers Association 
Incorporated to make and give effect to arrangements for coordination between its 
merchant members to purchase cotton from growers using pricing grades based 
on machine classing of the colour and leaf of cotton, and refuse to purchase 
cotton on the basis of visual classing. 

187. Authorisation is sought as the proposed conduct may contain a cartel provision or 
be an exclusionary provision within the meaning of section 45 of the CCA.  

188. Subsection 90A(1) of the CCA requires that before determining an application for 
authorisation the ACCC shall prepare a draft determination. 

The net public benefit test 

189. The relevant tests for consideration of this application for authorisation are set out 
in subsections 90(5A), 90(5B) and 90(8) of the CCA.  

190. For the reasons outlined in this draft determination, the ACCC is not satisfied that 
the proposed conduct for which authorisation is sought is likely to result in a public 
benefit that would outweigh the detriment to the public constituted by any 
lessening of competition arising from the conduct. 

191. The ACCC is also not satisfied that the proposed conduct for which authorisation 
is sought is likely to result in such a benefit to the public that the conduct should 
be allowed to take place. 

192. The ACCC therefore proposes to deny authorisation to application A91505. 

193. This draft determination is made on 23 October 2015. 

Next steps 

194. The ACCC now seeks submissions in response to this draft determination. In 
addition, pursuant to section 90A of the CCA, the applicants or an interested party 
may request that the ACCC hold a conference to discuss the draft determination. 
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Attachment A - Public benefit tests in CCA 

Subsections 90(5A) and 90(5B) provide that the ACCC shall not authorise a provision 
of a proposed contract, arrangement or understanding that is or may be a cartel 
provision, unless it is satisfied in all the circumstances that: 

 the provision, in the case of subsection 90(5A) would result, or be likely 
to result, or in the case of subsection 90(5B) has resulted or is likely to 
result, in a benefit to the public; and 

 that benefit, in the case of subsection 90(5A) would outweigh the 
detriment to the public constituted by any lessening of competition that 
would result, or be likely to result, if the proposed contract or 
arrangement were made or given effect to, or in the case of subsection 
90(5B) outweighs or would outweigh the detriment to the public 
constituted by any lessening of competition that has resulted or is likely 
to result from giving effect to the provision. 

Subsection 90(8) states that the ACCC shall not: 

 make a determination granting: 

i. an authorisation under subsection 88(1) in respect of a provision of a 
proposed contract, arrangement or understanding that is or may be 
an exclusionary provision; or 

ii. an authorisation under subsection 88(7) or (7A) in respect of 
proposed conduct; or 

iii. an authorisation under subsection 88(8) in respect of proposed 
conduct to which subsection 47(6) or (7) applies; or 

iv. an authorisation under subsection 88(8A) for proposed conduct to 
which section 48 applies; 

unless it is satisfied in all the circumstances that the proposed provision or 
the proposed conduct would result, or be likely to result, in such a benefit to 
the public that the proposed contract or arrangement should be allowed to 
be made, the proposed understanding should be allowed to be arrived at, or 
the proposed conduct should be allowed to take place, as the case may be; 
or 

 make a determination granting an authorisation under subsection 88(1) 
in respect of a provision of a contract, arrangement or understanding that 
is or may be an exclusionary provision unless it is satisfied in all the 
circumstances that the provision has resulted, or is likely to result, in 
such a benefit to the public that the contract, arrangement or 
understanding should be allowed to be given effect to. 


