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2012 Outlook: Increasing Price Pressure
“The relative stability in UK prices over the last few months looks set to continue until the spring, but then global factors are likely to increase pressure on prices” says Nick Holt-Martyn of The Dairy Group.  He goes on to say “Globally production in the major dairy exporting blocks has been running at +2 to +5% with the southern hemisphere on course for a 4% growth in their current milk year.  On the demand side, although global GDP is forecast to rise by 2.9%, there is a decline in the rate of growth in the developing nations and stagnation in the EU with only the US bucking the trend.  So supply and demand are tilted towards supply which explains the weaker commodity pricing over the last 6 months.  With little changing in the medium term, commodity pricing is likely to put downward pressure on the dairy market.
[image: image1.emf]Commodity Returns and Cheese Returns

24.0

26.0

28.0

30.0

32.0

Oct-10Jan-11Apr-11Jul-11Oct-11Jan-12

Cheese/ButterSMP/ButterWMP


The graph above shows the buoyant commodity returns in the first half of 2011 which through SMP/Butter was sustained through to the autumn.  This together with firm cheese prices has helped propel UK farm gate prices to record levels with November peaking at 29.38 ppl and rolling figures up to 27.33 ppl at the year end.  Across the EU the 2% increase in milk supply in 2011 was taken up through increased SMP/Butter, despite a decline in WMP, with no change in cheese production.  With milk supply on the seasonally rising plane the differential between powders and cheese will determine the level of milk utilisation and therefore product supply later in the year.  For those countries able to move raw milk between different sectors, cheese production is likely to be more attractive and set to rise in the coming months at the expense of powders.  
With 8% of EU cheese exported to mainly Russia, Japan and USA there is unlikely to be sufficient demand to absorb an increased supply of up to 5%.  The prospect of increasing supply of cheese to weak EU economies is likely to result in a weakening in market returns which will inevitably lead to lower farm gate prices next winter.  However, production cost inflation means that there is little room for farm gate prices to reduce before profitability is jeopardised and production falls as a result.”
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The Market Price Equivalent (MPE) slips further by 0.3 ppl to 27.5 ppl after further falls in SMP, Cream and Butter returns, while Cheese remains stable and higher than liquid for the moment.  The latest Fonterra auction saw falls across all categories although mostly short term contracts which are falling in to line with summer values.  New Zealand production is forecast at +4% for the year while both the US and the EU continue to show 1 to 2% growth.  The MPE is now down 1.9 ppl on the year and 2.4 ppl lower since the peak in June 2011.  The commodities look stable at these lower levels which will feed into the remaining sectors as the year progresses and EU farm gate prices will increasingly be affected in 2012.  
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Farm Gate Prices 
The graph shows rolling market returns have now peaked while the rolling farm gate price continues to climb, with monthly prices up 2.67 ppl on the year.  The gap between market returns and the farm gate milk price will progressively narrow as the 5 month time lag unravels with a peak around June 2012.  Farm gate prices will eventually follow markets, but are unlikely to begin easing until April in the commodity sector with the cheese sector 3 to 6 months later.  If the Eurozone sees an improvement in economic activity then domestic demand may slow the impact of lower commodity returns on the farm gate price.
- Ends -

For further information please contact: 

· Nick Holt-Martyn, The Dairy Group (01823 444488/e-mail: nick.holt-martyn@thedairygroup.co.uk)
· Visit www.thedairygroup.co.uk 

· The MPE is calculated from the weighted actual wholesale prices for liquid milk, cheese, butter and powders after the normal processing costs.  The MPE accounts for 90% of the UK market utilisation of milk. The MPE is calculated from wholesale market values, whereas IMPE (Intervention Milk Price Equivalent) accounts for just 11% of UK milk production and is effectively determined by the Council of Ministers and the prevailing exchange rate. The MPE provides a far superior indicator of the wholesale value of milk and therefore the likely market returns available to the dairy farmer. 



















