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The world’s biggest milk processor
is giving Australian farmers the
chance to fix their milk prices for a
season, as Chinese demand for
dairy products continues to
strengthen.

Fonterra – which controls about
18 per cent of the nation’s milk
supply – says its new payment
system will improve the profitability
of farmers by reducing their
exposure to market volatility.

It comes as milk processors
desperately try to lift Australia’s milk
production – which has plunged
almost 20 per cent in the past
decade, from about 11.2 billion litres
to 9 billion litres a year – to capitalise
on a seemingly insatiable appetite
for dairy products, such as baby
formula, from China.

Fonterra Australia managing

director Judith Swales said the new
payment system would allow
farmers to lock in a price for up to
70 per cent of their expected milk
solids production for the season.

She said it was being introduced
to Australia after a one-year trial in
Fonterra’s home country, New
Zealand, and would give farmers
more certainty throughout the
season.

‘‘We know that farmers face lots
of volatility, whether it’s a
fluctuating milk price,
unpredictable weather conditions,
foreign exchange or varying costs
for inputs like feed, water and
energy,’’ Ms Swales said.

‘‘Just like fixing the interest rate
on your home loan, our fixed-base
milk price program will let suppliers
know exactly where they stand so
they can plan for, and run, their farm
businesses with more certainty.’’

The global dairy price index has

fallen 25.8 per cent since February,
but is still historically strong at its
highest level since November 2012 –
thanks to explosive growth in
China’s middle class, which is
demanding a more Western diet.

NAB agribusiness economist
Vyanne Lai said the price fall was a
correction, not a bear market, with
prices rallying in 2013 after dry
weather curbed supply in New
Zealand, the US and Europe.

She said the Fonterra payment
plan was still in its early stages but it
would benefit farmers, so long as
they were informed about market
conditions. She expected milk
prices to remain buoyant, although
there had been some recent
softening from China as importers
reduce inventory. ‘‘That’s just the
lumpy processing patterns that
they’re used to. Demand for milk
powder and infant formula in China
is going to stay strong.’’
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