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From the Trading Floor

KEY MARKET DRIVERS

EU sells SMP out of intervention

Saputo to get MG assets (subject to...)
Dairy Fat shows it’s resilience

Infant race to beat change in Chinese rules

Last week saw the sale of approx. 44MT of SMP out of
European intervention stores, this would normally be of little
note due to the small volume. However in this case, it was very
meaningful as the product was sold below the purchase price,
which is a change in policy by the EU commission. Intervention
purchase price has been set at €1693/MT and the recent sale
was reportedly at approx. €1450/MT (TBC). This could
potentially indicate a change in attitude by the EU commission
and perhaps a sign that their patience is running out on holding
the SMP indefinitely, it may also cast doubt on whether stores
would be re-opened for new stock. Although one thing we
know is that the Commission doesn’t always act the way we
expect and won’t know their next move until they do it.

It seems that Saputo was the successful bidder for embattled
Murray Goulburn (well at least it’s assets). The sale process
was a quick one, and some potential bidders were not happy
with that. However, a long drawn out process may not have
been possible in light of pressure on MG retaining milk supply
while due diligence was completed. The sale process is still
subject to farmer approval (50%) and the competition
watchdog (ACCC) tick-off. The successful purchase would see
Saputo as Australia’s largest processor of milk.

We saw reports out of Europe over the last few weeks that
butter pricing had finally begun to fall and in some cases fall
quite quickly. Many thought this was the start of a big rout in
the Dairy Fat segment as new supply came to market and
demand falling on back of the historically high prices. However,
the rout didn’t eventuate and prices quickly steadied and
began to firm back up. Evidence once again that butter and
dairy fat demand remains strong and there is plenty of demand
ready to be un-earthed at each price point should the prices
once again begin to slide. The one question on butter is what
happens in USA post Thanksgiving.

Confusion is reigning supreme in Infant land over Chinese
import rules that are due to take effect in January 2018. This is
the much talked about change to max 3 brands per Chinese
registered plant number and the need to have each site re-
registered to comply with the new rules. We are seeing many
infant manufacturers looking to bring forward their production
to beat the Jan deadline so they have stock whilst they work
through the changes. However, the rules and the timing seem
to change regularly which is adding to the uncertainty in that
segment.

Matt Cooper, Director, Ausfine Foods
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DAIRY EXPORT

INDEX

Index steady - The Australasian dairy export index stabilised this
week with limited price movement. Spot quotes for major
commodities were mostly steady; however, butter shed US$60/t to
USS5,740/t. SMP averaged USS$1,800/t and WMP US$3,050/t — for
the third consecutive week. Cheddar remained at US$4,000/t. The
AS rose marginally to US$0.7678, sending the index down by 0.57
points to 200.8.

Australasian dairy export index (Jan 2012-now)
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AUSTRALIAN INDUSTRY NEWS

Weak La Nifia (may be) on the cards

The latest Bureau of Meteorology’s (BoM) outlook for
November to January, has moved ENSO from an inactive La
Nifia to La Nifia watch. Most models indicate La Nifia may
form in late 2017, however, this is expected to be short-lived
and much weaker than the last event in 2010 to 2012. Ocean
temperatures to the north of Australia remain cooler than in
2010, which isn’t consistent with widespread rains over
summer.

The rainfall outlook for November to January is neutral,
meaning there are no indications of a drier or wetter season
than usual. Days and nights are likely to remain warmer than
average for northern parts and the South East of Australia. A
shift towards a weak La Nifia can increase the chance of
heatwaves for South East Australia.

Chance of exceeding the median Max Temp
November 2017 to January 2018
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GLOBAL DAIRY MARKETS

Weather highlights

9 VICis dry and sunny. Possibility of showers on the NSW
coast. Sunny in South Australia.

9 In NZ, severe weather and some flooding across both
Islands easing to showers.

9 Dryand warm across Cali. Cold spreading across
northern US, chance of rain and snowfall in lllinois.

9 Thunderstorms in Brazil, but warm and sunny next week.
Argentina warm and sunny with chance of showers.

9 Rain across Netherlands. Rain spreading across south-
eastern Germany. Mixed weather in France.

Fonterra confirms NZ$6.75kgMS$S

Fonterra remains committed to NZ$6.75kgMS for the 2018
season, despite moderating prices at recent GDT auctions.
At its annual meeting, Fonterra confirmed its total milk price
payout would be NZ$7.20kgMS — NZ$7.30kgMS, including
40c earnings per share - ahead of 2017 season’s
NZ$6.52kgMS. Fonterra chief executive Theo Spierings also
told shareholders peak milk had arrived on 26 October at
just under 82m |, up 2.5% on last year, but intake was still
flat year to date.

September US SMP output slows

The USDA NASS Dairy Products report indicates NFDM
output rose 3.7% year to date — resulting in a 3% combined
SMP and NFDM growth for the January-September period.
SMP production fell 21% YOY in September, bringing the
NFDM/SMP combined monthly total only marginally below
the prior-year comparative. With record-high NFDM
inventories at the end of the month, powder market
sentiment is very bearish — CME Grade A prices fell to
USS$1,587/t on Friday. Total cheese was virtually in line with
“manufacturing milk” expansion. According to local analysts,
the short-term sentiment in the local cheese market is
neutral. CME blocks and barrels both ended last week at
USS$3,781/t.

US product output growth (September YTD)

Raw Milk M 1.9%
American Cheese L ENA
Total Cheese B 2.9%
SMP + NFDM B 3.0%
Butter -0.3% |
Dry Whey N 10.0%

Canada’s dairy surge

According to Statistics Canada, milk output was up 5.9% in
the first eight months of 2017. August output was up 6.2%
YOY. Between January and August, fluid use fell 0.5%
relative to the same period last year to 1.85m litres, and
accounted for 31% of total milk supply for the period. With
increased local milk production and falling fluid use,

Ausfine Foods International Pty Ltd
T +61 3 9583 3588

Canada’s export availability has sharply increased. Between
January and September, SMP exports rose 253% to 56,070t
with May, June and July each beating the previous all-time

records. Over the same 9-month period, whey exports rose
52% to 50,065t.

YOY growth, Canada milk output
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GDT drops 3.5%

The GDT index fell 3.5% at this week’s auction on a slightly
smaller offering of 35,072t, compared to the 35,669t
available at the previous event. WMP averaged US$2,852/t,
down 5.4% with all contracts recording falls. SMP climbed
1.2% averaging USS1,818/t with stronger prices for February,
March and April deliveries. Butter dropped 3.8% to
USS$5,516/t with contracts for January delivery down almost
10% while prices for later deliveries lifted slightly. AMF rose
0.8% to USS6,894/t with mixed contracts. Cheddar shed 2.6%
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to US$4,001/t.
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DAIRY FUTURES

Futures mixed — Powders lost ground. Fats were mixed - butter gained
and AMF declined. Cheese was steady. All prices quoted in US$/t.

8 Nov SMP NDM WMP Cheese AMF Butter
Exchange NzX CME NzX CME NzX CME
Dec-17 1,715 1,625 2,910 3,571 6,435 | 4,932
Jan-17 1,730 1,618 2,900 3,574 6,365 | 4,938
Feb-18 1,730 1,626 2,900 3,578 6,300 | 4,939
Mar-18 1,730 1,661 2,900 3,591 6,200 | 4,984
Apr-18 1,725 1,695 2,900 3,627 6,075 | 5,054
May-18 1,780 1,733 2,900 3,684 5,970 | 5,091
Change 0% -2% -1% -2% 2% -4%
Op interest 4,196 4,745 | 22,663 | 12,000 961 3,341

ABN 12 006 926 129

E sales@ausfine.com.au

Suite 10, Level 4, 205 - 211 Forster Road, Mount Waverley VIC 3149 Melbourne, Australia




