
 

 

27 June 2017 

A weekly newsletter from Freshagenda of major events in the domestic and world dairy markets affecting the 
climate for the Australasian dairy industry. 

Highlights 
 Bega launch $160m capital raising  

 NZ milk down 0.6% in 2016/17  

 US butter stocks fall, cheddar rises again  

 EC accepts SMP bids well below target  

 Argentina on the comeback?  

Australian news 
Bega launch $160m capital raising – Bega Cheese has launched a $160m capital raising to deliver the “financial 

strength and flexibility to grow its dairy and food businesses” on Friday. On Monday, Bega announced the successful 
completion of its institutional placement offer, raising $122.5m. Another $37.5m from a share purchase plan open to all 
existing shareholders, will open on 3 July. The institutional placement offer was for 22.9m shares priced at $5.35 per share and 
the new shares under the share purchase plan will be priced at $5.25. Along with its capital raising announcement, Bega 
confirmed its full year guidance for EBITDA at $67.4m.  

MG revises new season price – After going out early and watching all its competitors announce significantly higher 

opening prices, Murray Goulburn (MG) raised its opening milk price to $5.20kgMS, increasing the high end of its forecast 
2017/18 full year farmgate milk price range to $5.20 – $5.50kgMS. According to MG CEO Ari Mervis, the hike from its initial 
opening price of $4.70kgMS announced at the start of June followed a review of MG’s 2017/18 budget assumptions, taking 
improved commodity prices and anticipated market returns into account and is intended to “assist in maintaining MG’s 
competitiveness and support its suppliers”.  

Fonterra up in May – Fonterra’s Australian milk intake was up 33.4% in May compared to the same month last year, when 

the shock of a step-down in milk prices impacted production. For the 11 months to May, Fonterra’s collection reached 116.4m 
kgMS just 0.9% less than the same period season prior.  

Lion seeks more milk – Lion Dairy & Drinks is keen to add 50m litres of milk to its northern Victoria pool, to lessen its 

exposure to third party purchases. The search for new supply follows its announcement of its opening prices to its southern 
suppliers, ranging from a weighted average price of $5.53kgMS for a one year supply agreement on a variable price, to 
$5.89kgMS for a one year fixed price and a three-year fixed price weighted average price of $5.79kgMS. Around 90% of Lion’s 
suppliers usually choose a fixed rate, be it three or one year. According to Lion procurement director Murray Jeffries, the 

What we are seeing this week 
Bega continues to be the darling of the local industry, well 
on the way to raising the $160m in capital it seeks from the 
market. The question then becomes where will it invest, 
with plenty of speculation surrounding the various dairy 
assets that could be “on the block”. Or perhaps there will 
be another “Vegemite” move into consumer goods? 

Meanwhile, global dairy market dynamics continue to 
throw up some interesting commodity pricing anomalies. 
Regional cheddar prices, old and new SMP values and of 
course the sky-high quotes for scarce butterfat. The cure 
for high prices is still high prices – and with more milk on 
the way, it’s surely just a matter of time! 

 

 

Dairy export index  
Index takes a step up – The Australasian dairy export index rose 
last week due to a weaker A$. Commodity values were mixed, 
with WMP quotes remaining at US$3,100/t from the week prior, 
which was also the case for SMP which stayed at US$2,150/t. 
Cheddar fell US$25/t to US$3,975/t, while butter continues to 
break records, up US$200/t to US$6,000/t. The A$ fell to 
US$0.7565, lifting the index 2.5 points, to 211.8. 

 

Take note:  The index is an indicator of spot trends in gross export 
returns to the industry based on quoted Australasian export prices, 
movements in currency and the total milk usage in exports by the 
Australian industry.  It was set at 100 on 1 January 2000. 
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processor’s decision to lessen exposure to third party milk traders was driven by volatility in the market and would reduce risk 
for the business.         

Meanwhile, Lion parent Japanese beer giant Kirin Holdings is reported by the Financial Review to be quietly testing the market 
appetite for its Australian dairy business and it’s understood Kirin has found interest for parts of its business, such as yogurt 
and dairy beverages. Lion is the second largest milk and cream processor in Australia and along with dairy beverages and 
yogurt, it also produces milk and cheese.    

Beston seeks milk – Beston Global Food Company (BFC) has 

secured 20 new South Australian milk suppliers and 60m litres of 
milk per year in its hunt for an additional 90m litres of milk in 
FY2018. The deal marks an effort to underpin future cheese 
production at its Murray Bridge and Jervois facilities, the latter will 
have a state-of-the-art mozzarella plant installed later this year and 
is expected to produce 5,000t annually. 

Production data – Australian manufacturers continued to 

prioritise cheese in the first 10 months of 2016/17. Overall milk 
supply dropped 8% over this period, while total cheese production 
increased a modest 0.9% with cheddar output 7.7% ahead on the 
prior season comparable while production of non-cheddar cheese 
varieties fell 6.6%. Meanwhile SMP production slid 15.5% with a subsequent 17% fall in butter output while butteroil fell 28.5% 
on the comparable. WMP output was down 18.5% YOY for the period while whey powder output was up 13%.  

El Nino fizzer – The Bureau of Meteorology (BoM) cancelled its El Nino watch and reset its ENSO Outlook to neutral as trade 

winds and the Southern Oscillation Index are within the neutral range, while sea surface temperatures in the eastern Pacific 
Ocean which were several degrees above normal during March and April, cooled during May and June. All eight international 
models surveyed by the BoM now suggests tropical Pacific Ocean temperatures are likely to remain neutral for the second half 
of 2017, however, most models still indicate Australia’s in for warmer and drier than average conditions over winter.    

Metcash’s profits rise – The independent grocery champion delivered a better-than-expected 9.3% increase in underlying 

profit after tax to $194.8m, underpinned by a $40m in cost savings, higher earnings from liquor and hardware … and an extra 
week of trading. Group EBIT rose 7.7% to $296.7m, ahead of forecasts of $285m, as sales increased 5.4% to $14.1bn, due to 
acquisitions of Woolworths’ Home Timber and Hardware (HTH) business.  

Earnings from Metcash’s largest and most pressured division - food and grocery distribution - forecast to fall 5%, were flat at 
$180m. Same-store sales in IGA supermarkets rose a modest 0.1% for the year after rising 0.3% in the first half and 1.4% in 
2016. Metcash’s net profit fell 20.6% to $171.9m, after taking its $23m in restructuring costs and HTH integration costs into 
account. The wholesaler is in the fourth year of a $750m five-year turnaround plan aimed at cutting costs and restoring sales.  

New Zealand news 
Milk down 0.6% in 2016/17 - DCANZ report milk production (total 

solids) fell just 0.6% in 2016/17. Output was up 1.5% YOY in May, with 
the last quarter 7% ahead on the prior year as favourable weather in 
late summer and autumn were positive for pastures. Falling cow culls, 
improved farmgate prices and increased supplementary feed imports, 
indicate a positive 2017/18 season.  AgriHQ forecasts a 4% increase in 
NZ milk supply for 2017/18 with strong YOY growth expected in the 
early months of the season.   

In its latest Global Dairy Update, Fonterra forecasts its own milk 
collection to rise 3.2% in 2017/18 to 1,575m kgMS after collections fell 
2.6% in the 2016/17 season. 

Wilson warns farmers on OCD option – Fonterra chairman John 

Wilson warned Waikato dairy farmers interested in supplying milk to 
different dairies to get independent, expert analysis on all aspects of payout and cooperative membership before quitting. 
Wilson refused to call expanding Open Country Dairy “a strong competitor” and said Fonterra had stayed on strategy to 
maximize payout and earnings and that its farmers were now some of the highest paid in the world again. He maintained that 
non-cooperatives didn’t have the same drive to maximise payout to its suppliers. OCD is currently building its fourth 
processing site in Waikato which will start production in 2018/19. 
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Farm values to increase – PGG Wrightson Real Estate general manager Peter Newbold says farm values are likely to rise 

in the next few months with a shortage of good properties and increasing demand. Recent statistics from the Real Estate 
Institute of New Zealand (REINZ) showed both volume and value of sales are up for the quarter to May, by 5.1% and 2%, 
respectively. In the year to May, dairy farm sales increased 20% compared to the same period last year and Newbold said that 
as the outlook for dairy becomes more optimistic all rural categories are positive. He said that while owners are likely to 
become more bullish with pressure easing in the lending sector, it was expected to increase the supply-demand imbalance 
over the next couple of months.   

Global dairy markets    
Rabobank: China is still coming – In its Dairy Quarterly, Rabobank says the recovery in global milk is in line with its 

forecast, but slower than many expected. Favourable weather and higher farmgate prices are providing relief for dairy 
producers, encouraging a ramp-up in production. However, in China large corporate farm output has been restricted by weak 
farmgate prices, while a large number of small producers have been forced out. Mediocre consumption growth has 
outstripped supply, reducing domestic milk powder stocks. Rabobank expects China to increase imports by 35% in the second 
half of 2017, achieving a near 20% YOY growth for 2017, and keeping WMP markets balanced. Rabobank notes that tighter 
infant formula regulations appear to be benefitting importers 
more than local businesses as imports are significantly higher. 

GDT slips – first fall since March – After rising at the 

previous six auctions, the GDT Price Index dropped 0.8% last week 
on a smaller offering of 21,171t.   

WMP dipped 3.8% to average US$3,022/t with all contract periods 
down, except for November delivery. SMP lifted 2.9% to average 
US$2,218/t as European supply of fresh product continues to 
tighten. Fats rose on smaller volumes, AMF averaging US$6,885/t, 
up 4.8% while butter climbed 2.4% to average US$5,768/t. 
Cheddar shed 3.8%, averaging a more reasonable US$4,121/t.  

Argentina improving - According to data published by the 

Integrated Argentine Dairy Management System (Siglea), milk production 
posted its second month of improvement over the prior year, as weather 
remains good and milk prices improve. The release, which is based on milk 
delivered from 9,000 farms, indicates that in May output was 4% more 
than in the same month of the previous year. Siglea also reported milk 
prices continued to improve – up 3% in May on the prior month and 38% 
on the same time last year. 

EU & Canada talk cheese – EU and Canada’s Comprehensive 

Economic and Trade Agreement (CETA) has come under threat over 
technical discussions between the parties. The agreement is now scheduled to come into force on 1 July after its initial 
deadline in February was pushed back. The discussions are centered on administrative arrangements that establish how 
Canada will open its cheese markets after agreeing to accept 18,000t of EU-made cheese duty free. Officials from both parties 
have called the agreement “the most progressive agreement ever entered into” and secretary general of the EU dairy industry 
association Eucolait Jukka Likitalo said the EU Commission needed to ensure 
Canada didn’t deviate from the agreement when it came to access. 

Palm oil prices sink - Malaysia crude palm oil prices (quoted as CIF 

Rotterdam) have fallen 16% since the start of the calendar year to US$689/t at 
20 June. Market analysts expect fundamentals weigh on prices for the rest of 
2017 and into next year, adding to the favorable economics for fat-filled milk 
powder products, given the wide gulf between WMP and SMP prices.  

With better-than-expected post-El Nino recovery in local output, ending 2017 
stocks are estimated to rise to 2.1mmt from 1.67mmt at the end of last year. 
According to UOB-Kay Hian, demand will not rise as much as supply due to 
increased competition from soybean oil with major production increases. 

Mexicans complain of NAFTA ruin – President of the National Front of 

Producers and Consumers of Milk (INEGI) Alvaro Gonzalez Munoz has said NAFTA has led to ruin in the Mexican dairy industry, 
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in particular for small and medium-sized milk producers. Munoz said the number of small and medium-sized dairy farmers 
have reduced significantly since NAFTA was implemented in 1994, with INEGI’s register initially holding 789,000 small and 
medium-sized producers, falling to 252,000 in 2008 and today is estimated at 150,000 producers. Munoz called on the 
government and negotiators not to sacrifice local producers in NAFTA renegotiations, to examine the quality of imports and 
whether product is being dumped, and to determine if it is worth “adding as much crap as you want to sell us a food below the 
real cost of authentic milk ". 

US dairy market and policy    
Butter stocks fall again –USDA’s Cold Storage report indicates butter 

stocks were up 7% from April, but down 3% from a year ago. 

US butter stocks dropped for the second consecutive month in YOY terms, 
down 3% in May to 142,235t. Butter inventories are still 13.4% above the 
5-year average but relative stocks have improved from the start of the year 
as local demand picked-up only after the end of Q1. 

Total natural cheese stocks in refrigerated warehouses on May 31 lifted 
further, up 1% from the previous month and up 7% on the prior-year 
comparable. American cheese stocks continued to climb higher however. 
At the end of May, inventories were 12% higher YOY at 384,212t – this was 22.8% above the 5-year average. According to local 
analyst Matthew Gould, exports “have a long way to climb before these inventories normalize.” Other-than-American cheese 
stocks declined counter-seasonally in May, and ended the month only 0.3% above the prior-year comparative at 223,678t. The 
trend reflects an uptick in exports for the month of May. 

Cheddar advantage widens – The weekly CME Cheddar price dropped to US$3,394/t as inventories continue to rise, and 

the market turned bearish as output runs well ahead of prior-year through 
April – although confidence in domestic and export demand remains high. 
The CME futures market points to a gradual increase in cash-settled cheese 
prices between July and December to US$3,835/t as local milk growth slows 
and export orders pickup. 

Comparable quotes for cheddar in other regions drifted further apart as 
Oceania spot prices fell US$25/t to US$3,975/t following last week’s GDT 
auction and as all signs point to a big 2017/18 New Zealand season. 
Meanwhile, EU cheddar spot prices climbed to US$4,165/t, no doubt 
prompting buyers to look elsewhere for supplies. 

CME cheese trades go electronic – The CME Group has shifted its 

traditional open-outcry cheese auction format to an electronic platform in hopes of increasing participation in the auction that 
sets the benchmark cheese price. The auction has taken place for decades and last year sold about 50m lbs, less than 1% of US 
cheese production, however, more than 80% of wholesale cheese transactions are priced off the CME spot cheddar price. CME 
shifted its butter and non-fat dry milk auctions to an electronic platform earlier this year and has since seen participation rise.  

Heatwave will affect milk – Very hot conditions across California, Arizona and New Mexico last week are expected to 

affect milk production with the mercury hitting 400C each day, and more heat on the way. In California, some dairy farmers are 
reporting multiple cow deaths and some sharp milk production losses.  

EU dairy market and policy  
Commission accepts lower SMP price – Reality arrived with a surprise for 

EU dairy markets, as the European Commission accepted bids of €1,850/t for 100t 
of 18-month old SMP intervention stock. With the Commission now willing to sell 
at a significant discount to their nominated target price of €2,100/t, but still 
above the original purchase price of €1,698/t, the massive stockpile appears to be 
“back on the market”.  

The market reacted, perceiving this signal as bearish, with EEX SMP futures ending 
last week down across all contracts for delivery through mid-2018. Contracts for 
delivery in October were down 8% to €1,782/t. 

Milk grew in April – Eurostat reports EU-28 milk output for April was up 0.7% (compared to the Commission’s number of 

0.4%), with the gains in Ireland (12.1%), Italy (6.4%) and Poland (4.1%) enough to offset weaker production from France (-1%) 
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and Germany (-3.2%). The Netherlands is showing the early effects of the cow culling program, reportedly down 0.4%. With 
the harsh cold weather in May, it is expected the year-on-year gain was smaller.  

For the four months to April, EU milk collections were down 1.5%. As cheese 
provided the best returns for manufacturers, output rose 1.4% for the 
period. In contrast, SMP/butter offered the worst returns, reducing SMP 
output by 10%, while butter output fell more than 5%.  

Brexit talks underway – As official Brexit negotiations kick off; the 

British government lacks clarity. There is pressure on UK Prime Minister 
Theresa May not to abandon her tough stance and promise of “a hard Brexit” 
while others say the recent election outcome calls for a soft Brexit. Last 
week, Brexit secretary David Davis met for talks with EU’s chief negotiator, 
Michel Barnier in Brussels however, the domestic political turmoil could limit 
any real progress in establishing working groups to deal with specific issues.    

May has extended an offer to the EU on the status of the 3m EU-citizens currently living in the UK post-Brexit. The PM has 
offered to give citizens living in the UK for five years “UK settled status”, with rights to access services such as health and 
education, contingent on EU members offering the same to UK citizens living in the bloc. Food manufacturers welcomed May’s 
offer as it provides some certainty for the 117,000 EU citizens currently working within the food and drink sector. Director 
general of trade body, Food and Drink Federation Ian Wright urged negotiators on both sides to resolve the matter swiftly.  

Meanwhile, British farmers have been urged to consider whether they would survive a 50% drop in subsidies and focus on 
making their business resilient. Farm business advisor Richard King advised individual businesses to concentrate on their 
bottom line, not Brexit, saying agriculture as a whole needed to approach negotiations with a more united voice and go to the 
government a deal not a “begging bowl”. 

Japan FTA talks in 19th round – Japanese and European officials have met in Tokyo for their 19th round of trade talks 

aimed at opening up the Japanese market for imports of European-produced dairy, meat, chocolate and cheese. Currently, 
Japan imposes tariffs of between 20% and 35% on dairy imports as well as tariff-rate quotas which in some cases are so high 
they completely restrict trade. Japanese farmers blame tariff-free import access for keeping prices low, making it impossible 
for them to be profitable. The Japanese parliament is adopting a package of agriculture reforms to facilitate the unpopular 
agriculture trade concessions, including a compensation package for the dairy sector should EU imports have a negative effect.    

Corporate sector 
Vitasoy profits rise – Hong Kong-listed plant-based food and beverage maker Vitasoy International Holdings has reported a 

rise in annual profits of 16% to HK$618m boosted by the sale of assets in the US. Profits roses 2% and EBITDA jumped 33% to 
HK$1.08bn while group revenue fell 3% to HK$5.41, but rose 6% on the sale of Vitasaoy USA. Vitasoy mainland China 
accounted for 49% of the group’s revenue with sales growing 11% to reach HK$2.78bn. In Hong Kong, revenue lifted 5% to 
HK$168m, while revenues increased 12% in Australia and New Zealand.   

JBS sells dairy stake – JBS is planning to dispose of its 19.2% stake in Brazilian dairy company 

Vigor Alimentos S.A., who sells cheese, yogurt, mayonnaise, margarine, milk, cream cheese and 
dairy beverages. The sale is part of the troubled Brazilian food company’s Divestments Program, in 
which it intends to reduce net debt and deleverage the company by divesting assets to raise US$1.8bn.  

Dean Foods diversifies “naturally” – US milk processor Dean Foods nas aquired organic juice company Uncle Matt’s. 

Ralph Scozzafava, Dean Foods CEO welcomes Uncle Matt’s Organic into the Deans Food family “As a strong brand in an 
adjacent category, Uncle Matt's will play an important role in our growing portfolio of healthy products.” The Uncle Matt’s 
purchase supports the ongoing development and growth of the “natural” channel, according to Scozzafava, and underscores 
Dean Foods commitment to organic, along with the company’s partnership with the Organic Valley dairy cooperative and its 
investment in Good Karma’s plant-based beverage portfolio. 

Third point give Nestle a rev – US hedge fund Third Point has taken a US$3.4bn stake In Nestle – equivalent to 1% of 

shares – but is making its presence felt. In  letter to its shareholders Third Point argues Netsle needs _ a decisive and bold 
action plan” that addresses its “staid culture” and “tendancy towards incrementalism” – ouch. Third Point argues Nestle 
should set a formal margin target of 18-20% by 2020 - up from a trading operating margin of 15.3% in 2016. Third Point's 
proposition represents margin improvement of up to 400 basis points, compared to Nestle’s own target of 200 bps in 
structural cost savings by 2020, some of which the company plans to reinvest to fuel organic growth. 


