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Six key drivers of the Australian Dairy Industry

Inputs

Exchange rates

Global economy

Global demand

Global supply

Australian market

Autumn was unusually hot and dry in southern Australia 
while in northern regions, above average rain has caused 
flooding. Irrigation water prices are elevated as a result 
of the dry weather and demand for fodder and grain has 
increased. Dry conditions have also led to a spike in the 
culling rate and the cull cow price during autumn was the 
lowest reported for the past three years. 

Australian supermarket sales data reflects divergent 
trends between the major dairy categories. Liquid 
milk and cheese continue to see year on year volume 
growth, but at steady to lower prices. Yoghurt sales 
volume and value have returned to growth, whilst butter 
volumes have slowed due to retail price increases.

Demand for exports continues to grow, though lower 
average prices have dampened total US dollar values 
over the past 12 months. A recovery in demand from 
Greater China accounts for around 30% of volume 
growth over this period, while Southeast Asia has also 
seen growth.  

The USD appreciated against the AUD over autumn. 
Forecasts suggest the AUD/USD rate will remain fairly 
steady for the year. The NZD and Euro also weakened 
against the strong USD. The weakness in other dairy 
exporters' currencies is limiting the benefits to price 
competitiveness for Australia. 

Although there has been no sustained deterioration 
in milk production in any of the major export regions, 
growth in Europe, New Zealand and the US has been 
below market expectations. This has helped balance the 
global dairy market and supported commodity values. 

Global economic output in 2018 is expected to reach 
3.9%. In 2017 economic output grew 3.8% following 
strong growth in developed countries. The International 
Monetary Fund reports a positive outlook on the basis 
of global trade and investment growth. 
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Outlook:       
Situation:    

Outlook:    

Situation: 

Outlook:  

Situation:   

Outlook:   

Situation: 

Outlook:   

Key

 Positive  Neutral  Negative



Dairy Situation and Outlook | June 2018 3

Executive summary

Two years on from the 2016 milk price 
step downs, the industry has moved 
on in many respects but some of the 
more profound long term changes 
are still unfolding. Several milestones 
have been reached recently, including 
the finalisation of the sale of Murray 
Goulburn’s assets, and the long-awaited 
release of the Australian Competition 
and Consumer Commission’s (ACCC) 
dairy industry inquiry report. Amidst 
these developments, many farmers 
are getting on with the job of repairing 
balance sheets and making operational 
changes where they can. 

Dairy Australia survey data shows that 
despite a raft of new challenges from 
markets and seasons, a consistent 
proportion of farmers are confident 
that their own businesses have a 
solid future. Just over half of the 800 
farmers surveyed intend to grow their 
businesses over the next three years, 
and a further 35% plan to maintain 
their production around current levels. 
However, confidence by farmers in the 
broader industry remains low. Further 
progress on issues around the workings 
of the supply chain, more trust in 
counterparties, and a greater feeling of 
industry-level support is clearly desired. 

From a market perspective, conditions 
have continued to improve in recent 
months, largely as a result of weather 
influences dampening milk production in 

key dairy exporting countries. In addition 
to supply moderating, demand has 
improved; with numerous incremental 
events building a far more positive 
market picture than was the case six 
months ago. Looking ahead, significant 
downside risks remain, however it is 
likely to take some time before global 
milk supply once again builds sufficiently 
to fundamentally disrupt markets.

As part of a regular program to gauge 
farmer sentiment and priorities, Dairy 
Australia’s National Dairy Farmer Survey 
(NDFS) was conducted during February 
and March 2018, amidst a challenging 
market outlook. Drawing upon the 
views of 800 farmers across all dairy 
regions, the survey found overall farmer 
confidence has continued to slide. Only 
47% of farmers feel positive or very 
positive about the future of the industry; 
down from 53% last year and a peak of 
75% four years ago. As was the case 
in 2017, a higher proportion of farmers 
were confident in the prospects for their 
own businesses, suggesting that their 
reasons for a general lack of confidence 
relate to external industry factors. 
Furthermore, the share of farmers who 
were happy with the current position of 
their own business actually increased 
from 23% to 32% over the past 12 
months. This reinforces the contrast 
between the more positive view of 
factors closer to home, and concerns 
about the wider industry.

One of the key metrics which continues 
to characterise this divide, is the share 
of farmers changing (or wanting to 
change) milk processor.  Around 17% 
of farmers responding to the survey 
had changed milk processor in the 
past 12 months, and a further 14% 
were in the process of considering it. 
Increasingly, the decision to change has 
been motivated by broader concerns 
about the particular processor being 
supplied (and its future direction) in 
addition to the traditional issue of price 
competitiveness. On the other hand, 
once farmers are satisfied with their 
contractual arrangements, they tend to 
have a greater overall level of optimism 
about the current and future direction of 
their own business.

Internationally, New Zealand’s fluctuating 
weather caused issues for farmers 
there in recent months; attractive 
farmgate prices notwithstanding. Whilst 
the forthcoming efforts to eradicate 
Mycoplasma Bovis will likely have a 
modest direct impact on the global 
milk balance, they cause significant 
regionalised pain, and consume a great 
deal of industry time and resources. 
Short-to-medium term challenges, 
combined with the acceptance that 
what analysts are calling ‘peak cow’ 
has been reached in New Zealand, 
suggest supply growth is likely to rely 
increasingly on yield improvements. 

 › Confidence of farmers in  
their own business' future  
has remained steady, whilst  
overall confidence in the 
industry has fallen. 

 › The global supply and  
demand balance has improved 
over the past six months 
due to weather challenges in 
key exporting countries, and 
increased demand  
from importers.

 › Australia's milk production 
has exceeded expectations in 
2017/18, but the outlook for 
the coming 2018/19 season 
remains conservative.
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The weather also played havoc with milk 
production in parts of Europe during the 
northern spring. The ‘Beast from the 
East’ saw cows housed for longer than 
usual, and fodder shortages emerge – 
particularly in Ireland. A tight product 
market (especially for butter) has 
created some price relief for European 
farmers, but weather forecasters are in 
turn predicting a hot, dry summer. 

The United States continues its modest 
growth, quietly breaking production 
records and increasingly looking to 
export its milk surplus. Lower prices 
and the loss of supply contracts for 
farmers in the northeast and midwest, 
together with an emerging drought in 
the southwest may begin to dent this 
consistency, but ‘steady as she goes’ is 
the current projection. 

In addition to the weather, dairy import 
demand has been a key influence 
in the market turnaround of recent 
months. Buyers have responded to 
the prospect of reduced availability 
by increasing their coverage for 
future months. Algeria is increasing 
its powder purchases, while buyers 
in Southeast Asia and China are also 
active. Over a 12 month horizon, total 
dairy exports from the EU, US, New 
Zealand, Australia, Argentina and 
Uruguay are up 5.2% by volume, and 
15.3% by value, lifted by higher prices 
for most major dairy commodities. 
Australia’s tonnage increased by 3.2%, 
driven by further gains in liquid milk 
market share, and SMP sales (partly 
enhanced by increased domestic 
butter demand).

Looking to the domestic market, 
Australian supermarket sales data 
reflects divergent trends between the 
major dairy categories. Liquid milk and 
cheese continue to experience year on 
year volume growth, but at steady to 
lower prices, as price deflation (driven 
by consumers trading to lower-priced 
items) constrains overall sales value. On 
the other hand, butter sales have now 
slowed sharply as consumers respond 
to recent price increases, however the 
overall value of the retail butter market 
is still significantly higher. Yoghurt 
sales have returned to growth, and 
premiumisation within the segment is 
driving increases in average unit value.

Despite a relatively neutral domestic 
market, favourable global market 
conditions have the potential to deliver 
a better 2018/19 milk price than had 
been expected several months ago. 
Competition for milk is also expected 
to remain a significant influence, and is 
currently manifesting as various forms of 
incentive to contract milk supply ahead 
of the new season – for up to three 
years. The milk pool remains smaller 
than pre-2016 levels, but this season 
has delivered a stronger production 
recovery than had been forecast, with 
milk production now likely to exceed 3% 
growth, compared to the 2016/17 total.

A better milk price this season has 
provided some relief on the income 
front, although many southern farmers 
remain financially stretched and are 
looking for further improvements. In 
northern regions, the combination of 
tight margins and difficult seasonal 
conditions has led to an increase in 

industry exits. Western Australia remains 
stable, and the decision to upgrade 
and reopen Brownes’ cheese plant has 
widely been presented as a benefit to 
seasonal milk supply management, 
rather than overall industry growth. 

In addition, dry conditions across many 
regions through late summer and most 
of autumn have pushed the cost of key 
inputs higher. Hay, grain and irrigation 
water prices are all eroding margins, 
and present significant headwinds for 
the season ahead. Dairy Australia’s 
initial forecast for 2018/19 season milk 
production is for growth of around 1% 
on the 2017/18 total, or around 9.4 
billion litres.

Incremental improvements to operating 
margins have delivered modest growth 
in milk production this season, and are 
expected to do the same in 2018/19, 
albeit restrained by increasing costs 
and ongoing farm exits. However, the 
data from the NDFS shows that many 
farmers need more than tweaking at 
the margins to remain confident about 
the broader industry around them. 
Major corporate transactions, and the 
building of new milk processing capacity 
will likely unleash a further wave of 
changes to business arrangements and 
relationships through the supply chain. 
With dairy markets showing much 
better signs than many had expected 
this soon, 2018/19 may provide the 
opportunity for the industry to rebuild 
farmer confidence.

With dairy markets 
showing much better 
signs than many had 
expected this soon, 
2018/19 may provide 
the opportunity for 
the industry to rebuild 
farmer confidence.
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National results at a glance as at February/March 2018 The NDFS was conducted during 
February and March 2018 amongst 800 
dairy farmers nationally. 

In considering the findings from the 
2018 survey, there are a number 
of factors aside from the ongoing 
challenges with farmgate prices and 
difficult seasonal conditions that help to 
contextualise the results. These include:

 › Ongoing concern with $1 milk 
supermarket pricing strategies – 81% 
of respondents continue to believe this 
is negative for the industry;

 › Continued uncertainty over the sale 
of Murray Goulburn – while 48% were 
positive about the (then) pending sale, 
26% were negative; and

 › Increasing foreign investment in 
Australian dairy farms and  
companies – 39% of respondents  
see this is having a negative impact  
on the industry.

With this in mind, the following themes 
highlight the key findings from the survey.  

Theme 1: Industry confidence is 
showing continuing decline but 
confidence in own business is steady

Farmer confidence in the dairy industry’s 
future stands at 47% in 2018 and this 
represents the third consecutive year of 
steady decline in sentiment. Over the 
past four years, confidence has dropped 
from 75% to 47% and positivity is now 
at comparable levels to 2013 when only 
43% of farmers felt positive about the 
future. In early 2013, the dairy industry 
was facing low farmgate milk prices, 
difficult seasonal conditions and a 
strong Australian dollar.

The downward trend in industry 
confidence is widespread across all 
dairying regions but those in Murray 
Dairy and Dairy SA are significantly less 
positive than they were a year ago. In 
these regions data shows a 13% and 
26% drop in sentiment respectively. 
Western Dairy and Dairy Tas on the 
other hand are most positive with 58% 
and 66% positive respectively and their 
declines in sentiment over the past 12 
months are not statistically significant.

When considering views of their own 
businesses, farmers are typically more 
confident in their enterprises than they 
are in the industry as a whole and 
this continues to be the case in 2018. 
Nationally, 55% of farmers are positive 
about their own business and this is 
only marginally down on 2017 figures 
(was 58%). 

(2017: 53%)

Positive about 
future of OWN 
business

Intend 
to invest on 
farm next 
24 months

Expected  
operating pro�t 
in 2017/1867%

55% 79%

60%

Made operating 
pro�t in 2016/17

47%

Farmers 
positive about 
industry future

(45% expected pro�t)

(84% invested last 24M)

(2017: 58%)

National Dairy Farmer Survey (NDFS) 2018
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From a regional perspective, in general 
Victorian farmers tend to be less positive 
than all other regions and their confidence 
in their own businesses is considerably 
lower than in 2017 (51% positive in 2018 
compared to 58%) . However, the gap 
between industry and own business 
sentiment is greatest in Dairy NSW 
(16%) and Dairy SA (21%). In contrast, 
as with industry confidence, farmers in 
Western Dairy are most positive about 
their business. This is possibly due to 
increased discussions about emerging 
export market opportunities.

It is also worth noting that despite 
the widespread low confidence in the 
future of the industry, significantly more 
farmers feel more stable and happy in 
their current position compared to a 
year ago (32% vs. 23%). For some, this 

can possibly be attributed to changing 
processor in the last 12 months with 
17% having made a change over this 
period. (This ongoing upward trend in 
changing company supplied is most 
apparent across all Victorian regions 
and to a lesser degree in Tasmania and 
amongst larger herd farms.)

In 2018, a further 14% of respondents 
are still considering change, particularly 
in the Murray Dairy and Dairy NSW 
regions.  Milk price is still the most 
common reason for changing 
companies, however considerably 
more farmers across the country are 
feeling uncertain of their milk company’s 
future. It appears that the decline in 
trust between farmers and processors, 
reported in 2017, is continuing into 2018.
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Figure 2 Percent positive – industry vs own business

Source: National Dairy Farmer Survey 2018
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Theme 2: There’s evidence of a 
marginal uplift in profit expectations 
and fewer farmers have taken out 
new loans or increased debt 

Overall, 60% of survey respondents 
reported making an operating profit 
in the 2016/17 financial year which 
is comparable with the proportion of 
farmers who made an operating profit 
in 2015/16. Murray Dairy is the only 
region reporting significantly fewer 
profitable farmers than last financial 
year (44% vs 56%).

Looking ahead to the end of the 
2017/18 financial year, there is 
increased optimism with 67% of 
farmers anticipating an operating profit. 

This more positive profitability outlook 
is fairly widespread with farmers in the 
Victorian region overall, as well as those 
in Tasmania. Furthermore, significantly 
more farmers are expecting profit levels 
for this financial year to be higher than 
the average of the last five years (24% 
compared to 11% last year). This 
is despite farm gate milk prices still 
being considered the main challenge 
facing dairy enterprises in the next six 
months for 55% of respondents and 
significantly greater concern expressed 
with input costs, especially electricity 
and cost of feed.

This improved outlook is also reflected 
in data related to debt. Whilst debt is still 
an issue for many, obtaining new loans, 
extending, deferring or refinancing debt 
is significantly less widespread than 12 
months ago. In the Murray Dairy and 
WestVic Dairy regions, significantly fewer 
respondents refinanced or deferred debt 
and in GippsDairy significantly fewer 
had obtained new loans or extended 
their debt levels in the last 12 months. 
Other positive indicators of an improved 
outlook include significant increases in 
the levels of supplementary feeding and 
staffing levels compared to 2017.
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Figure 4 Profitability

Source: National Dairy Farmer Survey 2016−2018

Figure 5 Farm management changes last 12 months

Source: National Dairy Farmer Survey 2018
Note: Categories are not mutually exclusive

� Re�nanced or deferred debt� Obtained a new loan or extended debt

0 

10 

30 

50 

60 

80 

90 

National Murray Westvic Gipps  NSW Subtropical SA WA TAS

P
er

ce
nt

100 

40 

70 

20 41 41 49 41 44 33 34 33 36 35 33 48

30
19

29

26
20

28

13
19 17

16
10 13

25

18

46

30

2017

40 

24

2018

56 

45

2017

48 

33

2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018 2017 2018

3434

110 



8

Theme 3: An increasing proportion 
farmers are making plans to exit the 
industry but most are still committed 
to the long term future

The proportion of farmers making plans 
to leave the industry has increased 
steadily since 2014. At that stage, 10% 
said they were making plans to leave 
and this has now doubled to 20% in 
2018.  However, only 11% nationally 
claim to actually be in a winding down 
phase suggesting a lag between making 
plans and implementing an exit plan. 
Farmers in the WestVic Dairy and 
SA Dairy regions report the highest 
levels of intent to leave (28% and 26% 
respectively) and have higher than 
average proportions in a winding down 
phase (16% and 19%). Intentions to exit 
tend to be higher on farms with herds of 
less than 150 cows (30%) and 23% of 
these farmers report being in a winding 
down stage.

In contrast to this 'intention to exit', 71% 
of farmers feel committed to the long 
term future of their farm. Regions with 
higher than average commitment to their 
farm businesses include Gipps Dairy, 
Dairy NSW, Western Dairy and Dairy 
Tas and those with herds in excess of 
500 cows are also notably more positive 
about their long term future.

This commitment to the future is 
apparent in data reported for on farm 
investment intentions. The majority of 
respondents (79%) are also expecting 
to make on farm capital investments 
over the next two years. Whilst these 
intentions are widespread, those in 
Dairy NSW, Western Dairy and Dairy Tas 
regions are most likely to invest while 
WestVic and SA are least likely to invest. 

Figure 6 Exiting intentions
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Figure 7 Investment last 2 year vs next 2 years
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Theme 4: There are signs of 
increasing herd sizes and greater 
production volumes 

Data on the commitment to the long 
term future also seems to be supported 
by the proportion of farms increasing 
their milking herd size in 2017/18. 
Survey data shows 37% of farmers 
expecting to end the year with larger 
herds than they had at the end of 
2016/17. From a regional perspective, 
farmers from the Murray Dairy, Dairy Tas 
and Dairy SA regions were most likely to 
be expecting an increase in their herd 
size this year. In all these regions, more 
farmers grew their herds than was 
predicted in the 2017 survey.

In terms of predictions for the year 
ahead, close to 30% of respondents 
nationally are anticipating increases in 
their herd size. The WestVic Dairy, Dairy 

SA and Western Dairy regions are the 
least likely to be making plans to 
increase their herds in the year ahead.

As far as production estimates are 
concerned, 51% of respondents 
expect to increase their production in 
the current financial year despite 53% 
not increasing their herd size over this 
same time period. It would seem from 
survey data that significantly greater 
production efficiencies were achieved 
in the Murray Dairy and Dairy Tas 
regions during 2017/18.

Over the next three years production is 
expected to increase on 51% of farms 
and 35% are expecting their production 
to remain at comparable levels to 
2017/18. These forward looking 
intentions appear to be more aligned 
with sentiment about the future of the 
industry over the past few years than in 
prior years.

Figure 8 Herd size trend
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Figure 9 Herd size vs production
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Figure 10 Sentiment vs production intentions
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Cost index Income index 
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Figure 11 Export region weighted cost and income indicesThe weighted cost and income indices 
consider the near-term outlook and 
highlight the net impact of market 
changes. The latest update suggests: 

 › A better milk price this season has 
provided some relief on the income 
front, although many southern farmers 
remain financially stretched.

 › Dry conditions through late summer 
and most of autumn have pushed 
the cost of many key inputs higher. 
Rising hay, grain and irrigation water 
prices are all eroding margins, and 
creating significant headwinds for the 
season ahead.

 › An improving commodity market 
in calendar 2018 and the prospect 
of enhanced competition for milk 
have generated better prospects for 
2018/19 opening prices than had 
seemed the case several months ago. 
That said, in the current environment of 
escalating input costs, even a steady 
farmgate price will see margins (and 
consequently growth) compressed.

Export region weighted cost and income indices
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Inputs

Northern Victoria

95 $/ML

    − 1% LY

  − 17% 5Y

2,333,221 ML

     + 27% LY

    +25% 5Y

Murray Irrigation System

94 $/ML

  + 66% LY

    − 8% 5Y

252,631 ML

    +40% LY

    +40% 5Y

Price of water traded is 12 month average 
and volume of water is 12 month total, both to 
April 2018, and compare to year earlier (LY) 
and last 5 years (5Y).

Source: Victorian Water Register,  
Murray Irrigation Ltd

Cull cows

362 c/kg

  −21% LY

    −5% 5Y

72,331 head

 −24% LY

   −6% 5Y

Dairy cattle exports

44,915 head

 − 35% LY

 − 37% 5Y

Price is April 2018 average, compared to  
April last year (LY) and 5-year (5Y) averages. 
Number of head is last 12 months (cull cows 
to April dairy cattle exports to March 2018) 
compared to year earlier (LY) and 5-year  
(5Y) averages. 

Source: NLRS, ABS

 Fertiliser  Water and weather  Cows

Urea (granular Black sea)

224 US$/t

      + 9% LY

  −14% 5Y

DAP (US Gulf)

411 US$/t

    + 12% LY

    −1% 5Y

MOP (granular Vancouver)

216 US$/t

    + 3% LY

  −23% 5Y

Price is April 2018 average, compared to  
the 2017 April average (LY) and 5-year (5Y) 
April average.

Source: World Bank

Key

 Positive  Neutral  Negative
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Weather

Autumn in Australia was unusually 
warm and the season more resembled 
summer than typical autumn weather. 
Several extreme weather events led to 
great discrepancies in rainfall reported. 
Southern Australia has experienced one 
of the driest autumn periods on record 
while northern regions saw flooding 
amid very wet conditions. By late May 
the autumn break arrived in most parts 
of southern Victoria, coastal New South 
Wales and southwest Western Australia. 
However, several key agricultural regions 
are, as of early June, still awaiting the 
break.  In March heavy rainfall and 
cyclone activity resulted in flooding in 
parts of Queensland, Tasmania, New 
South Wales and Western Australia. In 
April unprecedented hot and dry weather 
in southern parts of the country, Victoria, 
New South Wales and South Australia, 
led to severe moisture deficits and 
bushfires. Warm and dry weather resulted 
in high evaporation rates and worsened 
dry conditions around Australia. 

Around the beginning of autumn, 
temperatures in the Pacific Ocean 
returned to normal and the Bureau of 
Meteorology (BOM) announced the end 
of the 2017/18 La Niña season. The 

BOM forecasts the ENSO outlook will 
remain neutral during winter. Neutral 
ENSO conditions usually decrease the 
chance of prolonged periods of extreme 
weather. The Indian Ocean Dipole (IOD) 
is also forecast to remain inactive this 
winter. The seasonal outlook for winter 
suggests hot and dry conditions will 
continue in much of southern and parts 
of western Australia. The BOM expects 
warmer than average temperatures in 
most of Australia this winter. 

Water

The weather was dry with below 
average rainfall in much of southern 
Australia this autumn. High surface 
evaporation rates, caused by heat and 
minimal rain, have further exacerbated 
dry conditions. Below average rainfall 
increased demand for irrigation water 
and reduced inflows into all major dams. 
As a result water levels in all major 
dams, except for Dartmouth, have 
decreased. The storage level in Hume 
Dam is down 25% in May compared 
to last year and Lake Eildon is down 
8%. During autumn, water levels in 
Gippsland's Lake Glenmaggie fell 
from 52% to 19% by the end of May. 
Goulburn-Murray Water (GMW) reports 

water levels are yet to increase in any 
northern Victorian dam and significant 
rainfall is essential this winter to improve 
the outlook.   

The dry autumn has increased water 
prices in northern Victoria. Since the 
start of the year prices have surged 
33% to $131/ML in April 2018. 
Compared to last year prices have 
surged 210%, however, it is worth 
noting that last year prices were 
particularly low. The April price tracked 
14% above the five year average and 
the largest price increase was reported 
in Zone 6 (Hume to Barmah). Demand 
for water has increased as a result of 
below average rain. Traded volumes 
rose 16% on a monthly basis in April, 
up to 220,317 megalitres. In the 
twelve months to April water trading is 
elevated, up 27% compared to last year.  

Water prices also increased in the NSW 
Murray Irrigation system this autumn. In 
April the price was 40% higher than early 
2018 and up 15% on a monthly basis. 
Compared to the five year average the 
price is up 44%. Water trading has also 
increased. In the twelve months to April 
2018, 252,631 megalitres of water was 
traded, an increase of 40% compared to 
previous year.

The weather was warmer 
than usual with below 
average rainfall in much 
of southern Australia 
this autumn, with dry 
conditions exacerbated 
by high surface 
evaporation rates.
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Fertiliser

Since the start of 2018 fertiliser prices 
have increased as a global grain market 
rally caused demand to surge. Higher 
energy prices and environmental 
concerns in China have constrained 
supply somewhat, further pushing up 
prices. However, fertiliser prices remain 
subdued compared to long term trends 
and the market still faces oversupply 
and overcapacity. This is likely to 
preclude any sustained price growth

Urea prices increased during the first 
three months of the year before easing 
in April, to $224/tonne. This is 9% 
increase on last year’s price but down 
1% since the start of the year. Prices still 
remain 14% below the five year average. 
Demand eased for urea as the northern 
hemisphere experienced an unusually 
cold winter and spring. Combined 
with excess production during the first 
months of the year, in the United States 
and Iran, urea prices eased. 

Phosphate fertilisers (such as DAP) have 
seen price increases reported for most 
of the past seven months. In April the 
DAP price was 12% above last year and 
had increased 4% since the start of the 
year. DAP prices are now tracking close 
to the five year average. 

While urea and DAP prices have 
fluctuated over the past year the 
potash market remains fairly stable. 
Since August 2017 MOP prices remain 
unchanged and compared to the five 
year average prices are subdued, 
down 23%. Several large producers 
are forecast to increase production and 
oversupply issues are likely to contain 
price growth for some time.

Cull cows

Efforts to rebuild the national herd 
have faced difficulties this autumn due 
to warm and dry conditions. The dry 
weather increased culling rates and in 
March and April 17% more cows were 
slaughtered compared to last year. 
Higher feed costs are also contributing 
to increased culling as farmers look 
to destock. In the quarter leading up 
to April 2018 7.4% more cows were 
slaughtered compared to the same 
quarter last year. Despite this trade lift, 
culling rates are subdued overall. During 
this year to date 24% fewer cows 
have passed through saleyards than 
2016/17. In the twelve months leading 
up to April 2018, 72,331 cows were 
culled. This marks a 26% drop from 
previous year and is 6% below the five 
year average. 

Cull cow prices continued to drop 
during late summer and early autumn, 
partially due to elevated culling rates. 
Improved beef production in the United 
States and South America eased the 
global beef price, further contributing 
to this decline. The April price, $362c/
kg, was the lowest price reported since 
June 2015. The price is well below last 
year, down 21%, and 5% below the five 
year average. 

As the supply of Australian cows sold 
to saleyards grew during the first two 
months of autumn Australian beef 
exports also increased. During the first 
quarter of the year beef exports grew 
10% compared to previous year and set 
new export records to Korea and Japan 
(up 8% and 2% respectively).

Over the same period, beef exports to 
China also increased by 27%. The United 
States continues to pose a significant 
challenge for Australian beef exporters 
due to added competition in export 
markets. In line with the United States 
increasing beef production, Australian 
exports to the United States declined. 
Meat and Livestock Australia forecasts 
export competition to grow in key 
markets as the United States and South 
America are set to increase production. 

Since the start of 2018 
fertiliser prices have 
increased, but remain 
subdued compared to 
long term trends.

Cull cow prices 
continued to drop during 
late summer and early 
autumn, partially due to 
elevated culling rates.
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Grain and hay prices

Australian dairy regions  
Grain and hay

The relevant stockfeed wheat 
available in a region  
(ASW, AGP, SFW1 or FED1).

Shedded cereal hay:  
mid-range product without 
weather damage, of good  
quality and colour.

Prices are estimates in $/tonne at April 2018. 
Compared to equivalent date April 2016.  
GST exclusive but including delivery and  
(for grain) an allowance for storage and 
marketing costs.

Percentage price change compares  
to the equivalent date 2017. 

Source: AFIA, Lachstock Consulting

Central west NSW 

$287    +37%

$232    +45%

Southwest Victoria 

$297    +42%

$150      –2%

Northwest Tasmania 

$355    +28%

$190      –3%

North Coast NSW 

$352    +37%

$290      +5%

Goulburn/ Murray Valley 

$292     +41%

$110     –11%

Bega Valley 

$333    +32%

$253    +24%

Gippsland 

$327    +32%

$185      +3%

Darling Downs 

$355   +45%

$320     +3%

Southwest WA 

$290   +14%

$175      –8%

Southeast SA 

$282    +41%

$110    –19%

Central Districts SA 

$270   +31%

$137   +9%

Atherton Tablelands

$400   +26%

$275   +21%

Key

 Positive  Neutral  Negative
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Hay

The Australian hay market was largely 
dormant in summer as heavy rain during 
spring improved pasture availability for 
most farmers. After several seasons of 
subdued market conditions, hay demand 
picked up in autumn. The dry weather 
activated the hay market and demand for 
hay surged. In several regions demand 
exceeded supply as farmers seek to 
secure hay for the winter and supply 
is diminishing rapidly. Large carryover 
stocks still exist in southern regions, 
from the record breaking crop in 2016, 
which helped reduce supply pressure. 
However, the carryover stock is selling 
quickly. Dry weather has also caused 
farmers to hold off planting new crop until 
rain eventuates.

Northern Australia

Demand for hay in northern regions 
rose during autumn due to dry 
conditions. Prices increased as hay was 
freighted increasingly large distances 
to satisfy local demand. The lack 
of any substantial rainfall has led to 
delays in planting. Alternative fodder 
supplies, such as cottonseed and 
almond hulls, are hitting the market, as 
farmers seek to secure feed supplies 
for winter. Northern regions are forecast 
to experience a feed-gap this winter as 
demand is expected to exceed supply. 
Hay prices might increase during the 
year if hay continues to be freighted 
large distances.  

Southern Australia

In autumn hay trading in southern 
regions picked up after months of 
subdued demand. New stock and 
carryover stock from 2016 sold quickly 
as farmers assessed feed requirements 
for winter. Supplies of lucerne, vetch 
and straw have begun to diminish in 
the region. However, in Victoria and 
South Australia the urgency to purchase 
feed was reduced by large carryover 
stockpiles available in the regions. 
Demand exceeded supply in New 
South Wales and the New South Wales 
government announced transport grants 
to cover higher freight costs for farmers 
impacted by drought. Due to heavy rain 
during spring, feed tests and mould/
yeast tests are advisable to ensure value 
for money when buying feed this winter.

Western Australia

Dry weather also caused hay trading 
to pick up in western regions this 
autumn. Following month of quiet 
market conditions local demand surged 
and combined with continued strong 
export demand, the market has been 
well supported. Supply has started to 
diminish and farmers have been waiting 
for an alluring winter break. Supplies of 
carryover stock still exist within the region 
and these stocks have helped prevent 
prices from rallying this autumn.

Australian Fodder Industry Association (AFIA) Report

Export Fodder Update

Australian fodder exports are grew 
strongly in the beginning of 2018, 
with over 307,000 metric tonnes 
exported in the first three months 
of the year. This follows the record 
year in 2017 when exports broke the 
one million metric tonne milestone 
for the first time, registering over 
1.177 million metric tonnes, a 19% 
increase compared to 2016. On a 
moving annual total (MAT) basis, 
Australian fodder exports to the end 
of March 2018 are tracking at almost 
1.2 million metric tonnes and 2018 
looks set to deliver another strong 
export performance. 

Japan, China, Korea and Taiwan are 
Australia’s top four export markets 
for fodder products by volume 
and account for over 95% of all 
Australian fodder exports by volume.

Australian fodder exports account 
for approximately 10-15% of total 
fodder production and provide 
important additional market 
opportunities for domestic fodder 
producers who are able to meet 
the high quality parameters for 
producing export grade fodder. 

About AFIA

The Australian Fodder Industry 
Association (AFIA) is the peak body 
for the Australian fodder industry, 
connecting all sectors of the supply 
chain from seed to feed. Since 
AFIA was established in 1996, our 
network of members, sponsors and 
supporters has functioned to help 
the Australian fodder industry grow. 
To become an AFIA member and 
provide your voice to the future of 
the Australia fodder industry, please 
contact AFIA via email  
info@afia.org.au or visit afia.org.au

mailto:mailto:info%40afia.org.au?subject=
http://afia.org.au
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The 'Grain and Hay Report' 
provides a comprehensive 
overview of the market and 
indicative pricing by dairying 
region, and is published  
most weeks.

The Production Inputs Monitor 
provides statistics and 
commentary for grain, hay, 
fertiliser, weather, water and 
cull cows on a monthly basis.

Grain

In 2017/18 world production of grain 
(wheat and coarse grains) is forecast 
to reach 2.09 billion tonnes, in line 
with previous predictions. This will be 
the second largest grain crop ever 
produced, only 2% below last year’s 
record. Global wheat production is set 
to increase however, this will be partially 
offset by a reduction in maize production 
in Brazil. Grain trading is projected to 
grow this year, up 3% compared to 
last year, due to an increase in grain 
consumption. This increase will lead to 
the first contraction in global stockpiles 
in five years. The International Grains 
Council forecasts world production 
of grain to drop modestly in 2018/19. 
Global wheat production is forecast 
to contract but this will be partly offset 
by growth in the production of maize, 
barley and sorghum. Global supplies 
of grain are likely to fall more than the 
anticipated drop in production due to 
a forecast increase in consumption. As 
consumption grows, international grain 
trading is projected to reach new highs 
in 2018/19. 

World production of wheat is predicted 
to reach a new record this year. 
According to the International Grains 
Council 758 million tonnes of wheat are 
forecast to be produced this year, up 
0.4% compared to last year. 

In 2018/19 global wheat production 
is set to decline and, combined with 
a strong demand for wheat, global 
stockpiles might decrease. Despite large 
global wheat production, wheat prices 
rallied this autumn due to production 
concerns in several countries. In 
the United States the Kansas crop 
is drought affected and lower yields 
compared to previous predictions are 
expected. Dry conditions in Russia and 
Ukraine have also caused concerns for 
wheat crops and due to dry and hot 
weather in Australia the 2018/19 wheat 
crop is projected to decline. If these 
concerns eventuate it may create a 
major global price rally.  

Back home, ABARES’ February crop 
report suggests total winter crops in 
Australia will drop 36% this season to 
37.8 million tonnes. This is an upward 
revision compared to previous estimates 

due to favourable weather during spring 
in Western Australia, South Australia and 
parts of Victoria. Compared to the ten 
year average winter crops are up 6%. 
Australian wheat production is forecast 
to decrease with 38% in 2017/18 to 
21.2 million tonnes, barley with 33% to 
8.9 million tonnes and canola production 
is predicted to contract 15% to 3.7 
million tonnes. Australia’s summer crop 
planting is completed and the summer 
crop is projected to increase 12% 
compared to last year. 

Lookign  ahead, Australian crop 
prospects have worsened followed the 
warm and dry summer and autumn. Hot 
and dry weather deteriorated planting 
opportunities in major cropping regions 
and lowered yield estimates. The 
weather also led to below average soil 
moisture in many parts of the country, 
negatively impacting crop developments. 
Access to irrigated water will prove 
essential this season.

For ongoing information and updates on farm inputs, subscribe to 
Dairy Australia’s monthly Production Inputs Monitor, or the weekly 
Hay and Grain Report, found on the Dairy Australia website at:  
dairyaustralia.com.au/industry/farm-input-and-costs
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Milk 

Total drinking milk sales volumes grew 
by 1.1% to 1,423 million litres over the 
12 months to May 2018 whilst the value 
of supermarket drinking milk sales grew 
1.2% to over $2,254 million. Fresh white 
milk continued to show moderate growth, 
with sales volumes increasing by 0.9% 
to 1.1 billion litres. This represents a 
return to the more conservative long-term 
growth rate, in keeping with fresh white 
milk’s status as the largest and most 
mature segment within milk, and followed 
growth of around 3.8% in the previous 
12 month period. Within the fresh white 
milk segment, full cream fresh milk sales 
continue to grow at the expense of 
modified skim and low-fat milk varieties, 
with full cream fresh white milk sales 
increasing by 4.5% to 727 million litres, 
while modified fat milk sales volumes fell 
5.3% to around 375 million litres. Private 
label fresh white milk has continued 
to reclaim market share from branded 
competitors, with private label sales 
growing by 6.6% to around 660 million 
litres and branded fresh white milk sales 
easing 6.5% to around 442 million litres.

UHT milk sales eased slightly over the 
12 month period, down 1.1% to 186 
million litres, with a major decline in 
company branded UHT milk (-6.8%) to 
110 million litres, as private label UHT milk 
increased its share with sales volumes 
increasing 8.6% to 76 million litres. Given 
the significant average price difference 

between private label and branded UHT 
milk ($0.95/L compared to $1.64/L), 
private label is steadily gaining market 
share in the regular white full cream 
and modified 1 litre UHT milk category. 
Producers of UHT milk have become 
increasingly dependent on specialised 
UHT products such as smaller UHT 
multipacks, or lactose-free milk, which 
account for small volumes but due to 
significantly higher average retail prices, 
contribute a disproportionately large 
share of the category’s sales value. Whilst 
private label lactose-free UHT sales are 
growing rapidly (+37%) total sales of 
private label lactose free are still small 
compared to branded UHT lactose free 
milk (4.6 million litres vs 22 million litres). 

Flavoured milk sales have continued to 
grow over the last 12 months, with total 
volumes of fresh flavoured milk growing 
5.7% to 143 million litres, whilst sales 
value grew by 7.5% to $507 million. 
Continued product development and 
promotional activity, as well as the lack of 
private label competition, have seen this 
category develop as an important earner 
for dairy beverage companies.

Cheese

Total supermarket sales volumes 
of cheese grew 2.2% to around 
149,000 tonnes, whilst the total value 
of supermarket cheese sales have 
grown by around 1.3% to $2.2 billion. 
Specialist deli cheese sales have 

increased by 6.6% in terms of volume, 
to 24,300 tonnes.  The value of deli 
section cheese grew 7.4% in terms of 
value to $612 million, with the average 
price of deli cheese more-or-less flat at 
$25.01/kg. The relative strength in  
sales of deli cheese helped to offset 
weaker performance in the chilled 
cheese category.

Within the chilled cheese segment, total 
sales values fell by 0.9% to $1.6 billion 
despite the total volume of cheese sold 
increasing 1.4% to around 125,000 
tonnes. This is due to a continued slide 

in the average retail price of cheese 
in Australian supermarkets, which fell 
2.3% over the course of 2017. One 
of the factors explaining the lower 
average price is the continued transition 
by consumers towards larger pack 
sizes, particularly the 650g-1kg pack 
sizes. Whilst encouraging healthy sales 
volumes, these larger pack sizes retail 
at a lower average per kilo price. A 
second factor is the continued growth 
in market share of private label chilled 
cheese. Supermarket branded cheese 
increasing its market share by 3% to 

The Australian market

 

Milk
(As of 29/4/18)

Cheese
(As of 31/12/17)

Dairy 
spreads
(As of 29/4/18)

Yoghurts 
and snacks
(As of 31/12/17)

Volume (m. litres) Volume (kt) Volume (kt) Volume (kt)

1,423 149 48 215

Year-on-year growth Year-on-year growth Year-on-year growth Year-on-year growth

  +1.1%   +2.2%   – 2.3%   +1.7%

Retail value ($ m) Retail value ($ m) Retail value ($ m) Retail value ($ m)

2,254 2,217 542 1,498

Year-on-year growth Year-on-year growth Year-on-year growth Year-on-year growth

  +1.2%   +1.3%   +17.8%   +3.5%

Source: Aztec-IRi 
Note: Available data is taken from differing periods; milk and dairy spreads from  
MAT 29/4/2018; cheese and yoghurt and snacks from MAT 31/12/2017.

Figure 12 Australian market (As of 2/4/18)

Key

 Positive  Neutral  Negative
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47.5% of total chilled cheese sales, 
whilst five years ago the market share of 
private label chilled cheese was around 
34%. Average private label chilled 
cheese retailed at approximately  
$9.30/kg, a significant discount 
compared to the average of the entire 
chilled cheese category as a whole of 
around $12.90/kg.

Yoghurts and dairy snacks

The value of supermarket sales of 
yoghurt and dairy snacks grew by 
3.5% to almost $1.5 billion, lifted 
by strong growth in the yoghurt 
category. Sales of yoghurt increased 
by 2.2% to around 170,000 tonnes 
worth $1.4 billion, an increase in the 
sales value of the category of around 
4.2%. Traditional style yoghurts have 
continued to grow, albeit it at a more 
moderate pace of around 6.6%, 
compared to the two years of double 
digit growth prior, with sales totalling 
around 86,000 tonnes, worth $615 
million. Meanwhile, sales volumes of 
sweetened yoghurts have continued to 
decline, as consumers’ preference for 
healthier, more natural yoghurts without 
added sugar appear to be influencing 
shopping patterns. Interestingly, the 
sales value of the sweetened yoghurt 
category has increased by 4.3%, to 
more than $350 million on the back 
of price increases, as the category 
undergoes premiumisation. 

Meanwhile, the dairy snacks category 
appears to have stabilised with sales 
volumes easing by just 0.2% following 
years of successive declines in sales, 
as consumers have transitioned away 

from the more indulgent dairy snacks. 
With more premium dairy snacks 
introduced, the higher average prices 
in the category have also allowed for 
modest growth in the sales category, 
which increased by 1.3% to around 
$350 million.

Dairy spreads

Sales of dairy spreads totalled around 
48,000 tonnes in the 12 months to 
May, representing a decrease of around 
2.3%. The value of total sales grew 
considerably however, lifting 17.8% 
to $542 million, over the same period. 
Within the spreads category there has 
been a very noticeable divergence 
between butter and butter blends, 
driven chiefly by increases in the price 
of butter. As discussed elsewhere in this 
report, changing consumer preferences 
and market forces have combined to lift 
world butter prices to record levels, as 
shown in the chart below. 

Whilst Australian supermarket prices 
are considerably less volatile than global 
commodity prices, it seems that these 
global factors are beginning to flow 
through to consumers. Average butter 
prices have increased from $8.66/kg 
to $11.58/kg - an increase of over a 
third in just 12 months. When faced 
with such a severe price increase, 
consumers have unsurprisingly reduced 
their consumption of butter, with total 
sales volumes falling 5.7%, to around 
25,000 tonnes. This price sensitivity 
was particularly evident comparing 
company-branded butters that retail 
at a premium (down 9.1%) and retailer 
branded products (down 2.5%). 

Although price increases led to weaker 
sales volumes, the sales value of the 
butter segment grew by some 26%,  
a huge increase for such well- 
established product in a mature dairy 
market like Australia. 

Butter blend prices have also been lifted 
by the same factors as butter, however 
the effect has been considerably less 
pronounced, with average butter blend 
prices increasing 7.8% over the same 
period, to around $10.87/kg. While in 
the past butter blends have generally 
retailed at a higher price than ordinary 
butter as consumers paid extra for 
the convenience of spreadable butter, 
they are now retailing at a lower 
average price than butter. This price 
competitiveness has seen a moderate 
increase in sales volumes of spreadable 

butter after years of consumers moving 
from spreadable to ordinary butter. With 
no immediate end to higher world butter 
prices in sight, consumer substitution 
of ordinary butter for spreadable butter 
looks likely to continue into the future.

Figure 13 Butter prices
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Economic settings

The Westpac-Melbourne Institute 
Consumer Sentiment Index stood 
at 102.4 in April 2018, showing that 
optimists outnumbered pessimists 
amongst Australian consumers. This 
marks the fifth consecutive month of 
positive consumer sentiment, the most 
sustained period of optimism recorded 
in more than three years. Nevertheless, 
this represents a slight weakening of 
sentiment since March, and remains 
subdued by historical standards, when 
sustained periods of above 110 indicated 
confident consumers willing to spend 
more money. 

Many consumers remain concerned 
about their personal and household 
finances, and wider issues such as 
employment prospects. This has in 
turn made them inclined to spend less 
on ‘discretionary items’, especially 
with continued low wages growth and 
increases in many essential items and 
services such as utilities, education 
and medical services. This reluctance 
to increase expenditure on the part of 
consumers was also captured by NAB’s 
Q1 2018 Quarterly Consumer Behaviour 
Survey, which also decreased expenditure 
on food and most eating out, with the 
exception of cafes and restaurants.

With this in mind, it is not surprising that 
Dairy Australia’s Food Service Index 
shows a slight slowdown in turnover 
growth in the 6 months to March, 
compared to the 12 month year-on-

year growth. Perhaps most concerning 
has been the slowdown in supermarket 
sales turnover, from 3.4% to 3.0%. By 
far the largest and generally most stable 
component of the Index, weakness in 
Australian supermarket sales points to 
softer demand in the Australian domestic 
market, which absorbs around two 
thirds of Australian milk in one form or 
another. Aside from tighter purse strings, 
continued price competition and the 
expanding presence of foreign retailers 
such as Aldi, Costco, Kaufland and 
Amazon have all contributed to lower 
turnover growth and tighter margins.

These same factors have likely 
contributed to the muted inflation results, 
with the CPI up just 0.4% over the 
quarter to March for an annual rate of 
1.9%, which remains below the RBA’s 
medium term target band. Whilst the 
food component was slightly above 
overall price growth (0.5% for the quarter) 
lifted by volatile items such as vegetables 
(+3.7%), the dairy foods sub-index 
remains weak with growth of just 0.1%, 
with small increase in recorded milk 
prices outweighing lower cheese prices. 

Taken in aggregate, all the data seems 
to indicate that the immediate prospects 
for the Australian domestic dairy market 
are limited. Nervous, budget conscious-
consumers, weak wage growth and 
continued price competition amongst 
food retailers, plus cheap imports of 
many dairy products point to a steadily 
more difficult Australian market.     

� 6 months� 12 months

Takeaway
food/QSR 

Cafes and 
restaurants

Supermarkets 
Food Service

3.5% 

1.5% 

4.9% 

3.4% 

0.9% 

5.3% 

3.4% 
3.0% 

Figure 15 DA Food Service Index (YoY turnover growth)

Source: Dairy Australia, ABS
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Figure 14 Australian consumer confidence

Source: www.tradingeconomics.com, Westpac Banking Corporation, Melbourne Institute
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Australia and the global supply chain 

As has been noted by many, Australia 
is now a major dairy importer with large 
imports of cheese and butter attracting 
considerable attention. Historically, 
Australia has always been a large net 
exporter that produced more than it 
could consume, creating a marketable 
surplus that to be sold at a price at 
a price lower than our competitors. 
Australia certainly exports less both in 
absolute and as a percentage of milk 
production than it did immediately 
after deregulation, however the idea 
of Australia as a large dairy importer is 
somewhat new. 

Since industry deregulation, the size of 
the Australian domestic dairy market 
has increased, with the population 
growing from around 19 million to 
almost 25 million, whilst per capita 
consumption of key dairy products 
such as cheese and butter has 
increased. Over the same period, 
Australian milk production has declined 
from a peak of almost 11.3 billion litres 
to just over 9 billion litres in 2016/17. 

Greater total domestic demand  
and reduced supply leaves less milk 
available for export, which agrees  
with the general trend shown in  
Figure 17, opposite.

However, since reaching a low of 
around 34% in 2014/15 the share of 
Australian dairy production exported 
has risen over the last two years, even 
as total Australian milk production 
fell to its second lowest level since 
deregulation in 2016/17. 

At the same time, imports have 
increased noticeably between 2015/16 
and 2016/17, especially for products 
such as cheese. 2017/18 import 
volume growth appears much more 
subdued in the order of 5%, or on 
trend for around 120,000 tonnes for 
the full financial year. Whilst still a 
record amount of cheese, this growth 
is significantly less than the surge 
saw over the 2016/17, when cheese 
imports grew by an astonishing 26%. 

Imported cheese now occupies 
a considerable share of the total 
Australian market- around 34% of 
all cheese consumed in Australia in 
2016/17 or 4.6 kilos per person. A 
considerable amount of this cheese, 
and in particular most of the growth 
out of the US and New Zealand, has 
been in imports of cheese for lower 
value, price sensitive segments of 
the Australian market, such as pizza 
cheese for food service.

Figure 16 Australian milk production
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Figure 17 Australian milk production and utilisation
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The very nature of these market 
segments also explains why 
Australian companies may choose 
to export their products overseas 
rather than use their scarce milk 
to compete with low cost imports. 
As shown by figure 19, Australian 
dairy exports often command higher 
prices than imports, in the case 
of cheddar the price difference 
between Australian exports and 
imports from New Zealand averages 
around $US250/tonne.

Simply put, dairy companies in 
Australia have access to a number 
of high value export markets such as 
China, Japan and across Southeast 
Asia, backed by Free Trade 
Agreements. Conversely, Australia 
also has Free Trade Agreements with 
two major cost-competitive dairy 
exporters in New Zealand and the 
US, which do not necessarily have 
the same level of access to these 
Asian markets as Australia. It is also 
in the early stages of negotiating a 
further Free Trade Agreement with 
the European Union. 

The increased size and importance 
of multinational dairy processors 
such as Fonterra and Saputo in 
Australia is also an important factor. 
With their international milk pools, 
sales networks and perspective, 
both have been explicit that their 
Australian businesses are part of 
larger global corporate strategies. 
Consequently, the Australian dairy 

industry has and will continue 
to become ever more closely 
integrated into the global dairy 
supply chain. With this in mind, it 
seems unsurprising that Australia 
is now an importer and an exporter 
of dairy products, and may in 
some cases like infant formula 
be a net importer by volume, and 
a net exporter by value. These 
processors will seek to get the best 
possible return on their Australian 
milk pool, and have a number 
of product mixes and markets 
to choose from when seeking to 
maximise their returns. 

Consequently, the idea of two 
distinct domestic and export 
markets for Australian dairy products 
appears increasingly irrelevant. 
Rather than retreating from world 
markets to focus on satisfying 
local demand, the Australian dairy 
industry will become only more 
interlinked with global markets. 
While this offers opportunities in the 
form of valuable overseas markets 
and high return products, it also 
poses challenges as the industry 
heads into new territory with the 
2018/19 season approaching.

Figure 18 Cheese imports by origin
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Figure 19 Cheddar cheese pricing
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In the latest World Economic Outlook 
report (April) the International Monetary 
fund (IMF) forecasts growth of 3.9% 
in the global economy in 2018. Global 
economic output grew 3.8% in 2017, an 
upwards revision of 0.1% compared to 
previous report. In Europe, Japan, the 
United States and China the economy 
expanded faster than anticipated. 
Towards the end of 2017, economic 
output grew 4%, contributing to the 
strongest growth reported since 2010. 
This is a result of an upswing in global 
investments and trade. In 2019 the 
economy is also projected to grow 
3.9%. The IMF suggests the world 
economy is in a cyclical upswing after 
years of suppressed growth following 
the global financial crisis. 

New fiscal policy in the United States 
is forecast to drive growth as it is 
supportive of a sizable fiscal expansion 
in the country. Global economic growth 
is also driven by growth in developed 
countries as fiscal policies in many 
countries are supportive of investments 
and growth. As commodity prices 
continue to recover key exporting 
economies are projected to contribute 
to strong economic growth. The IMF 
suggests growth will slow by 2020 
which could pose significant challenges 
for some countries in the medium term. 

The Australian exchange rate reached 
a new high, up to 0.80 AUD/USD in 
January 2018. Since then the AUD has 
depreciated against the USD to reach 
0.75 AUD/USD in May. During the 
same time the USD appreciated against 
the Euro and the New Zealand dollar, 

up to 0.84 USD/EUR and 1.44 USD/
NZD. The USD has gained strength 
as investors fear a potential trade 
war. A recent election in Italy raised 
concerns regarding a new possible EU 
referendum and led to depreciations 
of the Euro. While a weaker AUD/USD 
is favourable for exporters, the effect 
on the Australian dairy industry is likely 
not to be too pronounced given the 
currency depreciation in other dairy 
exporting countries. The New Zealand 
dollar is forecast to depreciate slightly 
towards the end of 2018 while the Euro 
is projected to strengthen.  The AUD/
USD exchange rate is forecast to remain 
steady for the remainder of the year, 
however some major banks suggest the 
AUD could appreciate. 

Global economy and exchange rates
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Global supply and demand overview

Changes 12 months to March
Source: GTIS, Dairy Australia

Mexico

From a small base, Europe 
continues to make inroads in the 
Mexican market. On a product 
basis, SMP/NFDM volumes are up, 
fats down.

Import volume trends 

Total volume change:

  1%

Significant market shifts

  European Union (58%)
  South America (56%) 
  North America (0%)
  New Zealand (−20%)
  Australia (−40%)

Russia

Russia continues to make do 
without most of its traditional dairy 
suppliers. Higher global commodity 
prices have impacted demand, 
reversing the recent growth in 
reported trade. 

Import volume trends 

Total volume change: 

  – 3%

Significant market shifts

  European Union (65%)
  North America (– 25%)
  South America (– 27%)
  New Zealand (– 45%)

Southeast Asia

Flat volumes masked a large 
increase in WMP shipments to 
Vietnam, and redirection of SMP 
from Indonesia and the Phillipines 
(both down), to Singapore and 
Vietnam (both up).

Import volume trends 

Total volume change: 

 0%

Significant market shifts

  South America (7%)
  European Union (5%)
  New Zealand (1%)
  North America (– 6%)
  Australia (– 6%)

Greater China

Chinese imports have increased 
strongly, particularly WMP and fat-
based products, as well as infant 
formula; including from Australia

Import volume trends 

Total volume change: 

  18%

Significant market shifts

  Australia (27%)
  New Zealand (21%)
  South America (15%)
  European Union (15%)
  North America (13%)

Middle East and North Africa

Import volumes continue to fall, 
particularly of premium-priced  
fat-based products. Algeria has 
recently bucked the trend, importing 
additional powder for recombining.

Import volume trends 

Total volume change: 

  – 7%

Significant market shifts

  European Union (3%)
  North America (3%)
  New Zealand (– 17%)
  Australia (– 46%)
  South America (– 54%)

Japan

Resurgent Japanese import 
demand has benefited numerous 
exporters. SMP buying has seen 
particular growth, including from 
Australia.

Import volume trends 

Total volume change: 

  22%

Significant market shifts

  North America (31%) 
  European Union (28%)
  New Zealand (16%)
  Australia (10%)
  South America (−38%)

United States

Despite ongoing speculation about 
trade wars, US exports are growing 
as the country's milk production 
continues to increase.

Export volume trends 

Total volume change:

  4%

Significant product shifts

  Whey powder (23%)
  SMP/NDM (17%)
  Cheese (14%)
  Lactose (0%)

European Union

SMP exports are booming due 
to the drawdown of intervention 
stocks, and an ongoing butter 
shortage prompting extra 
production.

Export volume trends 

Total volume change: 

  14%

Significant product shifts

  SMP (40%)
  Cheese (3%)

       Liquid milk (0%)
  WMP (5%)

Australia

Australian exports have grown due 
to increased shipments of liquid 
milk and SMP. In value terms, infant 
formula is a major growth category 
(up 25% to $383 million).

Export volume trends 

Total volume change: 

  3%

Significant product shifts

  WMP (–16%)
  Liquid milk (21%)
  Cheese (1%)
  SMP (6%)

New Zealand

 Whilst maintaining WMP volumes, 
NZ continues to push milk into other 
product streams.

Export volume trends 

Total volume change: 

0%

Significant product shifts

  Liquid milk (7%)
  Cheese (3%)       

       WMP (0%)
  SMP (−3%)

Global dairy demand 
has continued to 
grow in volume 
terms, and higher 
commodity prices 
have boosted the 
value of this trade.

Four largest exporters
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Figure 20 Exports to key markets

Global demand

Overview

Global dairy exports from major 
suppliers the EU, US, New Zealand, 
Australia, Argentina and Uruguay over 
the 12 months to March 2018 totalled 
11,600,000 tonnes, an increase of 
around 5.2%. The value of this dairy 
trade was around US$33.9 billion, an 
increase of 15.3% over the previous 12 
month period, lifted by higher prices for 
most major dairy commodities.

The volume of Australian dairy exports 
to the rest of the world over the same 
period increased by 3.2%, for a total 
of around 744,000 tonnes. The largest 

increases were in Australian exports of 
liquid milk, up 21.1% to around 220,000 
tonnes and SMP, which increased 
by 5.8% to around 159,000 tonnes.  
Australian exports of butter, whey 
powder and WMP fell by 44%, 23% 
and 16% respectively. Australian butter 
exports totalled only 10,280 tonnes, 
compared to 18,000 tonnes in the 
previous 12 month period - the lowest 
recorded in data going back to the 
1980s. WMP exports fell from 66,000 to 
56,000 tonnes

In value terms, Australian exports grew 
by 7.1% to US$2,052 million. The 
value of Australia’s SMP exports rose 

by 13.7% to US$368 million. Australian 
cheese exports were more-or-less flat 
at around 169,000 tonnes, however 
the value of Australian cheese exports 
increased from around $630 million 
to around $714 million, with around 
half of Australian cheese exports by 
volume (85,000 tonnes) going to Japan. 
The value of Australian infant formula 
exports increased by 25% to around 
$383 million, compared to around 
$307 million in the prior 12 months. 
The overwhelming majority of this infant 
formula (almost $355 million) is destined 
for Greater China, making it the single 
most valuable product to a single market 
amongst Australian dairy exports.

Greater China

Exports to Greater China (PRC, Macau 
and Hong Kong) from major dairy 
exporters increased 17.5% in volume 
over the 12 months to March 2018, 
totalling almost 2.8 million tonnes. The 
value of world dairy exports to China 
grew 30.4% to US$8,525 million. 
Exports of WMP grew by +18% to 
around 504,000 tonnes. Beyond WMP, 
fat-based products have been a major 
driver of dairy exports to China with 
butter, butter oil and cream. Exports 
of cream to China have doubled in 
volume from 102,000 tonnes to just 
under 208,000 tonnes, whilst the value 
of cream exports grew 144% to $578 
million, whilst the value of butter exports 
grew by 77% to around $470 million.
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Australian export volumes to China 
grew by 26.5%, from around 176,000 
tonnes to over 222,000 tonnes, while 
the value Australian exports increased 
by 31% year-on-year, from US$610 
million to almost US$800 million. Infant 
formula export volumes increased by 
25% to around 26,000 tonnes and 
has become by far the most valuable 
Australian export, worth US$355 
million. Australian exports of SMP 
also showed impressive growth, with 
volumes up 76% to 33,300 tonnes, 
whilst the value of Australian SMP 
exports grew 74% to US$93 million.

Japan

World dairy exports to Japan grew 
by 21.5%, from 411,000 tonnes to 
499,000 tonnes, whilst the value of 
dairy exports to Japan grew by 31%, 
from US$1,255 million to US$1,643 
million. Volumes of cheese exported to 
Japan grew by 11% to around 253,000 
tonnes, with the value of the category 
increasing 28%, from $US801 million to 
$US1,026 million. Protein in the form of 
whey and SMP has also been a major 
driver of dairy exports to Japan, with 
SMP export volumes increasing by 
185% to around 52,000 tonnes, whilst 
whey powder exports increased by 
33% to around 62,000 tonnes. Over the 
course of the 12 months to March the 
European Union has increased its share 
of the Japanese cheese market, from 
around 21% two years ago to over 27% 
as a share by volume.

Over the course of the 12 months to 
March 2018, the volume of Australian 
exports to Japan grew by around 
10%, from 96,000 tonnes to 106,000 
tonnes, while the value of Australian 
exports increased by around 27.5%, 
from US$313 million to around US$400 
million. Australian exports of cheese to 
Japan were more-or-less flat at around 
85,000 tonnes, worth US$340 million. 
Australian SMP export volumes grew 
strongly, up by 690% from 1,200 tonnes 
to around 9,500 tonnes worth US$21 
million. Australian exports of whey 
powder were also up, and were worth 
around US$25 million.

Southeast Asia

The volume of dairy products exported 
to Southeast Asia over the 12 months 
to March has been flat at around 1.95 
million tonnes, while the value of exports 
grew by 17.7% to a total value of 
US$4,546 million reflecting the improved 
global prices for dairy commodity prices. 
The largest change was in WMP, with 
a 10.5% increase in volumes exported 
totalling around 268,000 tonnes worth 
US$807 million, lifted by a 35% increase 
in WMP exports to Vietnam. Exports of 
SMP were largely flat with volumes of 
around 612,000 tonnes with declines 
in SMP exports to Indonesia and the 
Philippines down -14% and -5% to 
145,000 tonnes each. These lower 
volume declines were offset by increased 
exports to Singapore and Vietnam which 
were up 34% and 19% respectively. 

Malaysia remains a large, relatively 
well-developed market within Southeast 
Asia not generally characterised by large 
changes in categories. Export volumes 
were up slightly around 7% totalling 
around 351,000 tonnes, lifted the most 
by increased whey powder exports 
which increased 11% to around 81,000 
tonnes. The value of dairy exports was 
slightly less than $850 million, with the 
largest increase coming from the growth 
in WMP values from US$151 million 
to US$191 million. Export volumes to 
Indonesia were down slightly (-5%) to 
around 401,000 tonnes, pulled down 
by the previously mentioned decline in 
SMP exports and affordability issues 
mentioned in the Import Affordability 
Index. However, these higher prices led 
to a 13% increase in the value of global 
dairy exports to around US$942 million. 

Shipments from major dairy exports 
to Singapore excluding re-exports 
were largely stable, up around 10% to 
284,000 tonnes. Singapore remains 
Australia’s largest market in Southeast 
Asia, and was the destination for around 
76,000 tonnes of Australian product, 
with liquid milk exports of 42,000 tonnes 
accounting for the vast majority of 
Australian exports. Without many major 
movements amongst the difference 
export categories, aside from increased 
imports of SMP to around 67,000 tonnes 
worth US$131 million. Meanwhile the 
total value of the dairy exports increased 
30% from around US$500 million to 
around US$655 million.
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Australian export volumes to Southeast 
Asia totalled 259,000 tonnes over the 
12 months to March 2018, compared 
to 275,000 tonnes over the prior 12 
months representing a decline of around 
6.1%. Lower export volumes of SMP 
(-14% to 82,000 tonnes), WMP (-30% 
to 16,000 tonnes) also lower volumes of 
whey powder (-34% to 18,000 tonnes) 
were responsible for these declines. 
These declines were partially offset by 
slightly larger volumes of cheese (+14% 
to around 30,000 tonnes) and also liquid 
milk, where volumes increased from 
around 80,000 tonnes to over 90,000 
tonnes. The value of Australian exports 
over this period increased by around 
3%, lifted particularly by Australian 
cheese exports which rose by 18% 
to around US$137 million. Despite a 
decline in volumes which has meant that 
SMP has been overtaken by liquid milk 
as the single largest export category by 
volume, SMP remains the most valuable 
Australian export to the region, worth 
around US$177 million.

Mexico

Dairy exports to Mexico from major 
exporters have largely been flat; up less 
than 1% to around 680,000 tonnes, 
while the total value of exports was also 
flat. SMP/NFDM exports increased by 
18.6% from around 271,000 tonnes 
to around 321,000 tonnes, with an 
increase in value of around 13% to 
around US$630 million. Cheese exports 
were largely flat at around 120,000 
tonnes, worth US$480 million. Exports 
of whey powder increased from 46,000 
tonnes to around 53,000 tonnes, whilst 
the volumes of butteroil exported more 
than halved from 51,000 tonnes to less 
than 23,000 tonnes, with the value falling 
from US$206 million to US$127 million.

Middle East and North Africa

Volumes of dairy exported to the Middle 
East and North Africa (MENA) have 
continued to fall, with total volumes 
falling 6.7% to around 1,830,000 
tonnes. Total value of dairy exports 
from major producers increased by 
3.6%, lifted by higher world dairy prices. 

Exports of butter to the MENA region 
fell around 36% from 200,000 tonnes to 
129,000 tonnes, worth US$557 million. 
Volumes of WMP also fell 19% from 
532,000 tonnes to 432,000 tonnes, 
however higher prices of WMP worked 
to offset these volume declines, with the 
value of WMP exports increasing 5.7% 
to just over US$1,273 million. 

Australia’s dairy export volumes to 
the Middle East and North Africa 
have continued to fall, down 46% to 
25,000 tonnes. This marks the seventh 
successive year of declining Australian 
exports to the region- when Australian 
exports were well in excess of 80,000 
tonnes. The value of Australian exports 
fell 34%, down to US$76 million. SMP 
remains the most significant export 
category for Australia worth US$31 
million, with cheese exports the 
second most valuable category valued 
at around US$30 million. Australian 
exports have largely been supplanted by 
exports from the European Union and 
New Zealand.

Russia

Russian dairy imports from major dairy 
exporters have fallen by 3% over the 12 
months to March 2018, from 132,000 
tonnes to 128,000 tonnes, reversing a 
recent growth pattern. Russian trade 
embargoes remain in place on dairy 
imports from United States, European 
Union, Australia, Canada and Norway, 
but interestingly it is shipment volumes 
from non-embargoed suppliers in New 
Zealand and South America that have 
seen the greatest decreases. 

Russia also sources dairy from Belarus, 
the Middle East and Asia, although new 
restrictions on the former have recently 
been announced. Throughout the period 
of the embargo, Russia has sought to 
develop its own domestic dairy industry, 
making a re-opening and access for 
western dairy exporters unlikely even in 
the event of improved political relations. 

By product, export volumes of butter 
have fallen by around 56% in response 
to higher butter prices, whilst butteroil 
exports have fallen 71% from 10,000 
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Figure 21 Dairy affordability

tonnes to around 2,900 tonnes. Large 
increases in exports of lactose up 87% 
to 38,000 tonnes and infant formula 
(+87% to 21,000 tonnes) partly offset 
these declines. 

Following stricter US financial sanctions 
imposed on Russia and a weaker 
Russian Ruble in the face of higher 
commodity prices, the most recent 
months have seen some of the steeper 
declines due to reduced affordability. 
All this points to Russia’s diminished 
presence in global dairy markets 
shrinking even further in coming months.

Global affordability  
and substitutes

Global Dairy Import Affordability

Dairy Australia’s Import Affordability 
Index is a leading indicator of 
purchasing activity in major dairy 
importers across the globe, tracking 
changes in affordability for local 
purchasers in import markets, 
accounting for both global dairy 
commodity prices as well as local 
currency movements. An appreciation 
of the local currency makes USD 
denominated dairy imports relatively 
cheaper for purchasers, and thus a 
stronger local currency may offset 
increases in global dairy prices. The 
Index uses WMP as the underlying 

basis for dairy commodity prices. An 
increase in the index reflects worsening 
affordability for importing countries, and 
indicates a potential slowdown in import 
volumes, particularly in the most price 
sensitive markets. This may be either 
due to importers reducing the size of 
their orders, or deferring purchases until 
prices are more favourable. 

Import affordability has worsened across 
all of the major importers observed in 
the index across the major observed 
markets since the last report in February. 
Reduced affordability is primarily due 
to improved global dairy prices, with 
Dairy Australia’s Benchmark monthly 
WMP spot price rising 16% over the 
period. However, the appreciation of 
many of the major importers’ currencies 
against the US dollar, notably the 
Chinese yuan, the Mexican peso and 
the Japanese yen, had an offsetting 
effect on these price hikes, with local 
prices increasing by 10.6%, 10.3% and 
10.5% respectively. So far, this reduced 
affordability does not seem to have 
affected import levels in these markets, 
especially since the most substantial 
price increases occurred in the last 
month of observations (April). 

Affordability continues to be an issue in 
certain markets tracked by the index, 
such as Saudi Arabia, Algeria (which 
has been bargain hunting in the form 
of EU intervention stocks), Russia 
and Indonesia. Indonesia has seen a 
marked deterioration in its ability to 
pay for imports since the last report 
due to a significantly weaker Rupiah. 
The Rupiah has placed under further 
pressure by trade deficits and rising 

US interest rates, however so far these 
increased costs for importers are yet 
to be reflected in import volumes. In 
the case of Russia, the Ruble has 
fallen sharply due to renewed and 
expanded US financial sanctions. This 
has caused the import affordability index 
for Russia to spike to 314 - the highest 
(least affordable) since late 2016, and 
coincided with a notable fall in Russian 
import volumes. 

Dairy price premiums and substitutes

The divergent trends in dairy fat and 
dairy protein premiums seen since 
the beginning of 2018, with the dairy 
fat premium increasing month on 
month while dairy protein prices have 
remained low. The butterfat premium 
is measured as the difference in US$/
kg prices between palm oil substitutes 
and dairy butter fats. Many food and 
ingredient manufacturers typically alter 
the relative proportions of dairy fats and 
cheaper vegetable oils and shortening, 
substituting between dairy fats as 
relative prices and associated dairy 
premiums change. 

The butterfat price premium for March 
2018 was $6.48/kg, well above the 
historical average of $3.47/kg. Following 
a prolonged period of elevated dairy-fat 
premiums, there appears to have been a 
slight easing of dairy fat premiums from 
a high of $6.75/kg in January. It appears 
that consumers in many markets have 
responded to higher butter prices by 
reducing their consumption, whilst 
reports of dairy companies developing 
fat-filled products (SMP with vegetable 
fats added) also point to price-led 
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Figure 22 Dairy price premium vs palm/soy substitutes

Figure 23 EU intervention stocks
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substitution. Whilst international prices 
for dairy fats are expected to ease 
further over the short term, premiums 
will likely remain elevated above the 
long-term historical average.

In contrast to fat, dairy protein price 
premiums remain at historically low 
levels, due largely to the significant 
SMP stockpiles in the European Union. 
Ongoing uncertainty about the EU 
Commission’s plans for ongoing market 
intervention and intentions regarding 
the existing stockpiles have prevented 
any real recovery in SMP prices, and 
effectively placed a ceiling on SMP 
prices. With SMP prices so low and 
abundant supplies, there is currently 
little pressure for substitution towards 
non-dairy protein sources. Indeed, 
with SMP at historically low prices and 
almost an unwanted by-product of fat 
production, it is likely that manufacturers 
will seek new applications and uses for 
SMP, such as fat-filled milk powders.

The large EU intervention stocks will 
likely be a source of instability in dairy 
commodity markets going forward and 
be a source of continued divergence. 
So long as uncertainty around the EU’s 
intervention stocks continues, SMP prices 
will remain slow, supressing total returns 
from the SMP/butter manufacturing 
stream below that of alternative streams 
such as WMP and cheese, meaning that 
less butter will be made, in turn leading to 
continued shortages of butter and higher 
butter prices.
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Figure 24 Actual and forecast milk production growth – four largest exporters 

Note: Size of bubble represents share of global dairy exports. 
Data covers production seasons for Aust and NZ, calendar years for US and EU. 

Figure 25 Farmgate price movements – four largest exporters

Change in indicative farmgate price  NZ  EU-28    US Australia

Compared to last report (Feb 2018)   2%   –11%   –9%    2%

Compared to prior year (Jun 2017)   9%    19%   –11%   11%

Overview

Although there has been no sustained deterioration in milk production in any of the major 
export regions, growth in Europe, New Zealand and the US has been below market 
expectations. This has helped balance the market and supported commodity values. 

Figure 26 Market trends – four largest exporters
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European Union

The cold weather that extended 
Europe’s winter well into April delayed 
pasture growth, grazing programs, 
and the region’s seasonal peak in milk 
production. Although production was 
up around 2% for the calendar year 
to March, subsequent year-on-year 
declines were experienced across many 
of the major milk producing member 
states. As weekly data from countries 
like Germany, France and the UK started 
to reflect this, commodity markets 
(especially for butterfat products) did a 
U-turn and began strengthening where 
further price falls had been expected. As 
a consequence, a number of major milk 
processors have adjusted milk price 
guidance from the foreshadowing of 
further cuts, to a more stable pattern for 
the short term at least.

The cold weather has now passed, and 
for many of the producers that report 
more frequently, production is now back 
above prior-year levels. Together with the 
market reprieve having being passed on, 
there will still be growth in European milk 
production this season, and this remains 
a downside risk for the broader global 
dairy market. However, the volumes lost 
will not be entirely recovered. In countries 
such as Ireland, where fodder shortages 
caused something of an emergency, 
the financial impact and renewed risk 
awareness will probably temper appetites 
for further rapid expansion. Irish dairy 
cooperatives imported several thousand 
tonnes of fodder to fill the immediate 
gap, but the risk of further shortages in 
the coming winter (due to slower pasture 
growth reducing conserved fodder 
volumes) remains.

The recent progress in selling material 
volumes of the European Commission’s 
skim milk powder (SMP) stockpile 
has also contributed to the firmer 
market sentiment; modestly reducing 
the burden this ageing inventory is 
placing on the market. A total of just 
over 76,000 tonnes has been sold at 
the time of writing; mostly in the two 
most recent (April and May) tender 
rounds. Interestingly, despite the 
age of this product, local traders are 
reporting that much of it is testing 
adequately for food grade product, 
and is thus ending up in the food 
channel, rather than as stockfeed. The 
295,000 tonnes remaining in storage 
continues to burden the market, but 
after many months, the sales to date 
have represented welcome progress in 
dealing with the stockpile.

Looking ahead, the European 
Commission expects a gradual easing 
in the number of dairy cows across 
the 28 nation bloc in 2018, continuing 
a 1% decline in 2017. Nonetheless, 
milk production is expected to grow by 
around 1.2%, which implies a total of 
almost 153 billion litres.

United States

Year on year growth in US milk 
production remains within a 1 to 2% 
range, with the year to date total for 
calendar 2018 to March 1.5% higher 
than the same time in 2017. This has 
been a relatively consistent rate of 
expansion since at least early 2015, 
although the state-by-state dynamics 
have changed over this time. California 
(the largest milk-producing state) 
struggled with a record breaking 

drought from 2011 to early 2017, whilst 
Wisconsin (the second largest) had ups 
and downs but generally expanded year 
on year – as did much of the Midwest. 
Following drought-breaking rains and 
flooding in early 2017, California is now 
seeing milk production recover, with 
growth exceeding 2% for 2018 to date. 
Wisconsin meanwhile, is closer to 0% 
growth, and farmers in the Midwest and 
Northeast (for example New York and 
Pennsylvania) are describing a ‘crisis’ 
caused by overproduction and low 
prices. One of the more striking news 
items has been the rumoured inclusion 
of suicide hotline numbers on some 
processors’ milk statements. Reports 
of processors declining to renew supply 
agreements are not uncommon, and 
further growth in these regions looks 
severely constrained. Freight costs 
have risen significantly due to new 
requirements for Electronic Logging 
Devices on trucks, and this has proven 
a further barrier to moving excess milk 
to other states for processing. 

Notwithstanding these challenges, 
warmer than average winter weather in 
the western states – including California 
– has supported the national total. 
Together with moderating domestic 
demand, the foreshadowed increase 
in exports appears to be playing out. 
The US-based Dairy & Food Market 
Analyst group calculates that for March, 
US exports represented around 17.1% 
of the country’s total milk production, 
compared with 15.9% for the calendar 
year to date, and 14.4% for the whole 
of 2017. Around 245,000 tonnes (on 
a milkfat basis) of this product has 
been subsidised via the Cooperatives 

Working Together (CWT) industry 
funded export assistance program.

China and the Middle East are the 
destinations for much of this export 
growth, as the key Mexican market 
expands its imports from the US at a 
more pedestrian pace. A combination of 
lower prices, large stocks and political 
considerations have seen European 
suppliers expanding their foothold in the 
Mexican market, providing competition 
for US sellers, albeit not yet an 
existential threat at a tenth of the share 
by volume. 

Despite the current headwinds of lower 
farmgate prices and lagging domestic 
demand growth, the USDA ultimately 
expects the recent growth trajectory 
to be maintained through the year. The 
forecast full year total would represent 
growth of 1.5% compared to 2017, for 
a total of 99.2 billion litres.

New Zealand

After a wet spring and drier than 
usual summer in some regions, New 
Zealand has not seen the growth in milk 
production that many had forecast (and 
feared) several months ago. Available 
data shows production for the season 
from June to March is tracking 0.3% 
below last year on a volume basis, 
and 1.3% below on a solids basis. The 
difference is widely attributed to the 
impact of poorer quality feed on the levels 
of fat and protein in this season’s milk.

Challenges associated with the control 
of Mycoplasma Bovis have made 
headlines and are devastating for 
individual farm businesses involved, 
but the impact on overall national milk 
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intakes are thus far negligible. The 
total announced cull to date (22,000 
head) represents less than 1% of New 
Zealand’s dairy herd, and a fraction 
of the usual replacement rate through 
routine culling. Furthermore, reports 
from local analysts suggest cow prices 
at dispersal sales are actually tracking 
lower than last season, indicating that 
cow numbers are not believed to be a 
limiting factor at present.

One factor that has supported New 
Zealand’s farmers this season is an 
above-average milk price. Fonterra’s 
farmgate milk price forecast (excluding 
dividend) is currently NZ$6.75/kg MS 
($6.84/kg MS in Australian terms), with 
most other processors in a similar range. 
This economic incentive, together with 
more settled weather, is likely to have 
generated some improvement in year-
on-year milk flows for the balance of the 
season (to May 31). Farmers will have 
kept cows milking for the full lactation, 
and deferred culling whilst feed supplies 
are adequate. However, with the very 
strong finish last year, the 2017/18 total 
will still most likely end up lower than 
last season. Current forecasts suggest 
between 1% and 1.5% lower, at just over 
21 billion litres. 

For next season, local analysts AgriHQ 
are tipping a small increase in milk 
production, assuming ‘normal’ weather 
conditions. Few, if any, commentators 
are suggesting cow numbers are likely 
to grow substantially in New Zealand, 
with industry recognising that per-cow 
productivity improvements are the only 
realistic (and politically acceptable) 
pathway to sustained future growth. 
Price forecasts from both AgriHQ and 

Rabobank for 2018/19 are currently 
at NZ$6.40/kg MS ($6.48/kg MS in 
Australian terms), with the latter noting 
that this would be the third season 
of ‘profitable’ milk prices for New 
Zealand’s farmers. 

Australia 

Australian milk production is ahead 
of expectations for the season to 
April, up 4.5% despite especially 
difficult conditions in northern regions 
and southwest Victoria. Low farmer 
confidence, pressure from input costs 
(including electricity) and a number of 
exits have impacted Queensland (down 
5.6% for the season to date) and NSW 
(up 0.9%), with both experiencing 
worsening year-on-year trends as the 
season progresses. A large part of NSW 
also remains very dry. Milk production 
growth in Victoria has ebbed and flowed 
between 3% and 4% for most of the 
season. In southwest Victoria, year-on-
year growth is flat, whilst Gippsland is 
up 3.4% and northern Victoria ahead 
8.7%, the latter in comparison to a very 
difficult 2016/17 season. Despite dry 
conditions that extended through until 
April, South Australia is up just over 
8%, although this is also based on a 
weak 2016/17 comparable. Continued 
growth of new processors in the state 
foreshadows ongoing competition for 
milk, although as in all southern, export-
focused regions uncertainty about the 
2018/19 milk price in what had been 
a weak global market have weighed 
on decision making. Part of this is the 
concern many farmers have about 
the prospects for capturing market 
upside in a future without a dominant 

farmer-owned cooperative. Tasmania 
has maintained strong growth rates (up 
6.6% for the season to March) despite 
a dry summer and recurrent insect 
pest issues, whilst Western Australia is 
steady overall at +1.3%, remaining a 
very finely balanced market.

Many Australian farmers have dealt 
with a very dry start to calendar year 
2018; most notably a late (or absent) 
autumn break. The primary impact on 
pastures and winter feed programs is 
still unfolding, with mid-May rainfall in 
southern Victoria and Tasmania coming 
as soil temperatures drop rapidly – 
reducing its utility. Of further concern 
going forward is the impact on the 
winter grain crop, some of which has 
already been reflected in higher grain 
prices. Together with additional hay and 
irrigation water demand pushing up the 
respective prices of those inputs, the 
inflation of costs under a very modest 
profit margin risks offsetting any gains 
from the unexpected recent strength in 
global dairy markets. 

Adding to the ongoing farmer 
confidence issues outlined earlier in this 
report, the outlook suggests while there 
will be wide variation between individual 
businesses, farmers will remain 
cautious overall. In the absence of any 
significant developments (economic or 
agri-political) to inspire risk taking and 
expansion, average seasonal conditions 
can be expected to result in average-to-
slightly below average milk production 
growth. In an environment of fragile 
trust and ongoing financial challenges, 
many farmers will be waiting to see the 
benefits of enhanced competition for 
milk and a stronger commodity market, 

rather than assuming these will flow 
through to the farmgate. With this in 
mind, Dairy Australia’s initial forecast for 
2018/19 milk production is for growth of 
between 0% and 2%, implying a total of 
between 9.3 and 9.5 billion litres. This is 
based on the likely full season 2017/18 
growth rate of around 3%. 
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Following approval from both the 
Australian Competition and Consumer 
Commission (ACCC) and Foreign 
Investment Review Board (FIRB), 
the sale of the operating assets and 
liabilities of Murray Goulburn (MG) 
to Saputo Dairy Australia for $1.3 
billion was completed on May 1st. 
Shareholders and unitholders received 
an 80c per share/unit initial distribution 
on May 15th and will receive additional 
funds up to an expected total between 
of $1.15 to $1.20 per share/unit, subject 
to the conclusion of ongoing litigation. 
Most of the MG board, together 
with CEO Ari Mervis and CFO David 
Mallinson ceased employment with 
MG on that date; a smaller board of 
five directors including Chairman John 
Spark will oversee further distributions 
and the eventual wind-up of MG and its 
related entities.

In response to a statement of issues 
released by the ACCC that particularly 
targeted farmgate competition for 
milk in southwest Victoria, Saputo 
agreed to divest the Koroit plant in 
that region following the completion of 
the MG transaction. This includes ‘all 
the necessary assets, personnel and 
contracts to enable the purchaser to 
operate the Koroit plant and compete’, 
and the ACCC must approve the 
purchaser. In addition, Saputo will 
supply a guaranteed volume of milk to 
the purchaser for a specified period, 
and allow farmers who want to transfer 

their milk supply to the purchaser of 
the Koroit plant to do so. At the time of 
writing, 2 to 3 existing processors are 
reportedly at the advanced stages of 
negotiations to secure the plant.

In other processor news, Bulla and 
Australian Dairy Farmers Corporation 
(ADFC) will go separate ways on June 
30th, after negotiations around ongoing 
milk supply arrangements broke down. 
Bulla is reported to have approached 
around 90 ADFC suppliers offering 
a direct supply relationship and an 
opening price of $5.60-$6.00/kg MS for 
the 2018/19 season.

Western Australia-based Brownes is 
planning to re-start its cheese plant 
at Brunswick, on the back of a $10 
million investment to add a whey drying 
capability and boost production. The 
stated goal of the company is to reach 
6,000 tonnes per year of output over 
the next 3 to 5 years, with the product 
slated for export to China.   

Numerous plans to invest in the organic 
dairy sector have been announced 
recently. Infant formula group Wattle 
Health and the Organic Dairy Farmers 
of Australia (ODFA) cooperative are 
forming a joint venture to build and 
operate a $55 million spray drying 
facility near Geelong in Victoria. 
Named the Corio Bay Dairy Group, 
the company’s proposed plant would 
process up to 200,000 litres of organic 
milk per day. 

Bellamy’s organic has postponed a 
major upgrade to its Camperdown 
Powder canning facility at Braeside 
for a year, whilst its CFDA licence 
application is processed. This licence 
would allow Bellamy’s to sell Chinese-
labelled products from stores in China. 
In the meantime, the company says 
it will boost its spending on existing 
channels, including ecommerce and 
Diagou promotions.

ASX-listed dairy farming company 
Australian Dairy Farms (ADF) will make 
a major foray into organics, announcing 
that it will convert all six of its dairy 
farms to achieve organic certification. 
The company says it also has plans to 
build numerous associated processing 
assets to take advantage of its organic 
milk stream, including a UHT plant, wet 
blending and dryer powder facility, and 
canning and labelling line. 

Significant changes to the management 
of Van Diemen’s Land Company 
(VDL) have been reported, with five 
non-executive directors and the CEO 
departing recently. According to 
media reports, the exits came amid 
disagreement with owner Xianfeng Lu 
over governance structures and capital 
expenditure proposals. Ownership of 
VDL will now fall under the Chinese 
company Ningbo Xianfeng New 
Material Co Ltd, in which Mr Lu  
holds a 35% stake.

In more corporate farming news, large 
scale northern Victorian dairy business 
Coomboona Holsteins (partly owned 
by retailer Harvey Norman) has entered 
administration and receivership, 
prompting reports local creditors may 
lose out. Ongoing profitability challenges 
gave way to a dispute between the 
joint venture partners, culminating in 
the action and a subsequent asset 
write-down by Harvey Norman. The 
business continues to trade and is being 
prepared for sale.

Corporate sector update
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ACCC report released

The ACCC released its long-awaited 
final report of its inquiry into the 
Australian dairy industry, on April 30th, 
2018. The inquiry commenced in the 
wake of the milk price step downs two 
years ago, and has progressed through 
numerous rounds of consultation, with 
an interim report released on November 
30th, 2017. The final report differs little 
from the interim report described in the 
February 2018 Situation and Outlook.

The ACCC has concluded that ‘the 
dominant picture that has emerged 
is one of significant imbalances in 
bargaining power at each level of the 
dairy supply chain. This begins with the 
relationships between retailers and dairy 
processors, and progresses down to 
the relationship between processors 
and farmers.’ 

A ‘range of market failures’ has been 
identified in the report, stemming from 
power imbalanced and information 
asymmetry in farmer-processor 
relationships. According to the ACCC, 
these ultimately cause inefficiencies at 
the production level. Concluding that the 
existing legislative construct and more 
recent voluntary code of conduct are 
insufficient to address the situation, the 
ACCC has encouraged implementation 
of a mandatory code of conduct as one 
of eight recommendations contained in 
the final report.

Progress continues on milk  
price index

A new milk price index that will 
help Australian dairy farmers better 
understand and interpret price signals 
will be released in mid-2018.

The index will be another source of 
market information for dairy farmers. 
It will include an index of commodity 
prices received by Australian dairy 
processors for cheese, butter, skim milk 
powder and whole milk powder exports. 
This index will be supplemented by a 
one-year forecast of prices that will be 
updated quarterly.

Farmers will also be asked to provide 
price data via an online form to build a 
retrospective farmgate milk price index. 
Data will help build an index of actual 
prices received in each of the eight 
dairy regions. So the more dairy farmers 
submit their pricing regularly, the more 
valuable the retrospective farmgate milk 
price index will be to farmers.

Regular global, national and regional 
economic commentary will accompany 
the indexes to assist farmers to 
incorporate market information into 
their decisions.

Deloitte Access Economics has 
been hired to provide the economic 
modelling and analysis and RM 
Consulting Group to develop the 
education materials for farmers.

The index is being managed by the 
Department of Agriculture and Water 
Resources and is part of the Australian 
Government’s Dairy Support Package.

Want to know more? Send a question 
to milkpriceindex@agriculture.gov.au

Policy updates 

mailto:mailto:milkpriceindex%40agriculture.gov.au?subject=
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Regional NDFS results at a glance – Murray Dairy

 › Confidence in the industry continues to trend downwards and 
has fallen significantly over the past year. While milk price is the 
most commonly mentioned concern, concerns about water 
are more widespread than 12 months ago.

 › The proportion of Murray Dairy respondents making a profit in 
2016/17 was significantly lower than in 2015/16 and is lower 
than all other regions. In 2017/18 however, a considerably 
higher proportion expect to make a profit.

 › Compared to 12 months ago, a considerably higher proportion 
of respondents have increased their herd size (45%, was 23%) 
and 36% expect to increase their milking herd in the next year.

 › Encouragingly, 55% of Murray Dairy respondents expect 
production to be greater by 2021.
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Regional NDFS results at a glance – WestVic Dairy

 › Confidence in the industry’s future has fallen a further 4 points 
since 2017, mainly due to concerns with farmgate price and 
input costs.

 › 59% of respondents made a profit in 2016/17, but a slightly 
higher proportion expect to be profitable this financial year (66%). 

 › Over the next 6 months milk price remains the most commonly 
anticipated challenge, however climate and input cost concerns 
are considerably more widespread than 12 months ago.

 › A significantly higher proportion of WestVic respondents are 
planning to leave the industry (28%); this is the highest nationally. 
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Regional NDFS results at a glance – GippsDairy

 › Industry confidence continues to trend downwards in this 
region. Low farmgate prices and input costs are key drivers of 
negativity.

 › In the 2016/17 financial year 63% of respondents made an 
operating profit, but a considerably higher 73% expect to be 
profitable in 2017/18. 

 › GippsDairy respondents are significantly less likely to have 
extended debt, or decreased herd size, supplementary feed 
and staff levels than 12 months ago.

 › Over the next 12 months herd sizes are predicted to remain 
static on the majority of farms, however one third expect 
to increase. For the majority, production increases are also 
expected over the next 3 years.
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Regional NDFS results at a glance – Dairy NSW

 › Confidence in the industry’s future is comparable with 2017 
results and is lower than the national average. Despite this low 
confidence, one third of respondents anticipate an increase 
in herd size over the next 12 months and almost two thirds 
anticipate production will be greater by 2021.

 › In 2016/17, 59% of respondents made a profit, however only 
half expect to do so this year, the lowest proportion nationally. 

 › Notably, the proportion of respondents obtaining a new loan or 
extending and/or refinancing or deferring debt remains among 
the highest nationally.

 › Two thirds (65%) of respondents expect challenges due to 
climate over the next 6 months, the highest proportion nationally.
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Regional NDFS results at a glance – Subtropical Dairy

 › Industry confidence has trended down since 2015 and as a 
result they are now more likely to be negative about the future 
than positive. Farmgate price, climate and input costs continue 
to be key drivers of negativity.

 › Approximately two thirds (69%) of respondents made a profit in 
2016/17 and a similar proportion expect to do so in 2017/18.  

 › In line with 12 months ago, debt was extended and/or 
deferred or refinanced on 44% of SDP respondent farms.

 › Over the next 12 months, most farmers expect their milking 
herd size to remain static, however one quarter anticipate an 
increase. Production estimates for 3 years ahead are optimistic 
with almost half expecting production to be greater in 3 years 
than they are now.
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Regional NDFS results at a glance – Dairy SA

 › Confidence in the industry’s future has decreased significantly 
to 39%. In contrast, 60% are confident in their OWN business 
future. Low farmgate prices and production costs are the most 
commonly mentioned reasons for negativity. 

 › Despite low positivity, approximately three quarters of 
respondents made a profit last financial year and a similar 
proportion expect to do so this year. 

 › Transition to different milk companies is significantly more 
widespread than in 2017 (25%, was 5%) and a further 14% are 
considering changing in the future.

 › Over the past year, Dairy SA respondents were among the 
most likely to have increased their herd size and looking ahead, 
almost half expect production will be increased by 2021.
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Regional NDFS results at a glance – Western Dairy

 › This is one of the more positive dairying regions and 
confidence in the industry’s future is in line with 2017 results.

 › While almost one third of respondents are negative due to 
farmgate prices, WA respondents are the most likely to be 
satisfied with their current contract and to believe farmgate 
price is ok. 

 › Profitability in 2016-17 was widespread (88%) and a similar 
proportion expect to be profitable this financial year.  This is 
despite input costs being seen as a greater challenge for a 
significantly higher proportion of respondents than in 2017. 

 › In the next 12 months, herd sizes are typically expected to 
remain unchanged but 38% of respondents expect production 
to be increased by 2021.
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Forecast herd size and production

Regional profile

Current sentiment (%)

Challenges next 6 months 

Sentiment trend (% positive) 

Farmgate price low (17%)

Cost of production (6%)

Hiring skilled labour (6%)

Positive drivers Negative drivers

Very
positive

Fairly
positive

Neutral/
can't say

Fairly
negative

Very
negative

Enterprise phase (%)

The ‘average’ DairyTAS farmer

91% Invested on farm 2016/18

88% Intend to invest 2018/20

48% Invest in irrigation plant

28% Invest in machinery

20% Invest in land

73% Made pro�t 2016/17

79% Expect pro�t 2017/18

34% Pro�t higher than 5 year average

34% Pro�t about same 

29% Pro�t lower than 5 year average 
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Increase
expected

No change
expected
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Summary

Year

Litres (million)

� 2016 � 2017 � 2018

No change/intention 
to change company 
supplied

Positive towards 
OWN business 
future 

33%

74%

Feeds moderate 
to high level of 
concentrates

Average grain fed 
per cow per year

62%

1.3t
(tonnes)
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Regional NDFS results at a glance – DairyTas

 › While Dairy Tas respondents remain the most likely to be positive 
in the industry’s future, there are fewer “very positive” farmers.

 › Compared to 2015-16, a significantly higher proportion of Dairy 
Tas respondents made a profit in 2016-17 (73%). A similar 
proportion expect to do so this year.

 › More farms are increasing herd size, staff levels and 
supplementary feed than 12 months ago. Increases in milking 
herds are expected next year and production is expected to 
increase over 3 years.

 › Additionally, the proportion of Dairy Tas farms in an expansion 
phase is considerably higher than counterparts from each 
other regions.
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