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By Nick Holt-Martyn, The Dairy Group
Challenges ahead for UK rationalisation
“The proposed merger of Arla amba and Milk Link is certainly good news for Milk Link members and may hasten the passage of Arla suppliers to full Co-op status, but ideas that prices will suddenly take on a European standard despite UK market realities are over stated” says Nick Holt-Martyn of The Dairy Group.  He goes on to say “Will Arla/Milk Link be able to extract more cash out of UK supermarkets?  Will Danish and Swedish members be happy to subsidise farm gate prices for UK members?  As the chart below shows the UK farm gate price is still outperforming 2011 by a significant margin while most countries have fallen behind, including Denmark.  How this will play in the future no-one knows, but at the very least Milk Link members will become part of a mature global dairy co-op which will be able to deliver as much at the farm gate as anyone else.  Without a merger of this kind it would have taken a great many years for Milk Link alone to gain sufficient scale and presence to achieve the same.
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Source: Milk Management Committee May 2012
Meanwhile on the supply/demand front it is too soon for light at the end of the tunnel, but in Europe at least markets have stabilised as the spring flush was weather affected and the fall in US milk prices appears to be slowing their supply growth.  With the end of the southern hemisphere year approaching market stability looks the order of the day, albeit with commodities returning 22 ppl and liquid and cheese 27 ppl.  At Fonterra’s Global auction the 6 month contracts are running +3% above 2 month contracts, suggesting the major price falls are past and stability will now be subject to the level of milk supply going forward.  So long as US and EU production stabilises markets should follow, but all will depend on how the southern hemisphere shapes up when their next production year begins.  With climate indicators suggesting an El Nino event is brewing in the Pacific, 2013 may begin to look a bit better if we can only just get through 2012.”
[image: image2.emf]EU Milk Prices

(March 2012 compared to March 2011) 

53.2

45.9

44.0

43.1

39.1

36.5

35.6

34.3

34.0

33.433.4

33.3

33.2

32.732.7

32.6

32.3

31.7

31.531.4

31.3

30.9

30.8

30.330.330.3

29.3

28.9

14

18

22

26

30

34

38

42

46

50

54

CYELMTFIITATSENLDKEU

27

IEUKLUDEEEFRCZBGESSIHUPTSKLVBEPLLTRO

in EUR/100 kg

Milk Price 2011Milk Price 2012

 Market Prices

The Market Price Equivalent (MPE) rose by 0.16 ppl to 25.96 ppl due to the rise in cream and whey and despite the fall in butter and mild cheddar.  The latest Fonterra auction saw falls of 6.4% across all categories in mostly middle term contracts.  The MPE is now down 3.4 ppl on the year and 2.6 ppl lower since November 2011.  It is now 4.0 ppl below peak.  With damp weather affecting most of the EU, milk supply may be difficult to contain leading to further market weakening as the summer progresses.  
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Farm Gate Prices 
The graph shows the gap between market returns and the rolling farm gate price has closed as rolling prices continue to climb with the monthly price up 1.5 ppl on the year.  The recent milk price cuts will take effect over the next 2 months to halt the rolling farm gate price at 28 ppl.  Further falls in farm gate prices are possible, although it may be October before the next round of changes takes place as more autumn market factors are known.  Tighter supply is needed in both hemispheres to restore market values, but that could take a year to affect the UK farm gate.
- 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. 
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