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Milk SA foreword

The purpose of this publication is
to make information available on
the structure and performance of
the dairy industry, with a view to
promoting optimal development
to the benefit of the South African
dairy industry and consumers.

Milk SA is proud to present this
publication, which was made possible
especially through the contributions
of the persons or entities sharing
their information via the statutory
regulations, the SA Milk Processors'
Organisation  (Sampro), the Milk
Producers’ Organisation (MPO), and
the Milk SA Advisory Committee.
A special word of thanks to the
MPO for compiling the information
contained in Lacto Data.

Executive summary

South Africa’s milk intake for 2017
is estimated at 3 245 000 t, 2,7%
more than in 2016, and 2,3% more
than in 2015. South Africa imported
83 504 t of dairy products in 2017
(up 44% on 2016) and exported
48 627 t of dairy products (3,2% less
thanin 2016).

Dairy product prices remained
highly volatile during 2017. Based
on the Clobal Dairy Trade Price
Index, product prices in February
2017 were 90% higher than at the
low turning point in August 2016,
and marginally down on February
2016. Prices increased to mid-2017
and then declined to January 2018.
Butter prices increased during 2017
to above US$6 000/t (R79 380/t). but
subsequently declined to US$4 800/t
(R59 040/t) in January 2018.
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Figure 1: International economic growth and expected growth, 2010-2019
(source: IMF, 2018 and 2019 IMF projection)
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Figure 2: FAO food price indices of internationally traded product groups,
2011-2018 (source: FAO Food Price Index, 2018)
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INTERNATIONAL SITUATION & &

Global economic growth

According to the International Monetary
Fund (IMF), global economic activity is still
improving. The globaleconomyis estimated
to have grown by 37% in 2017. Improved
economic growth was experienced in
nearly all areas, with surprisingly high
growth in Europe and Asia. The global
economy is expected to grow by 39% in
2018 and 2019. Global growth momentum
and the impetus of changes in United
States (US) tax policy are the main drivers
of increased growth.

In the developed world, higher growth
is expected in the US, driven by tax reform
and improved external demand. In several
European countries higher growth s
expected as both domestic and external
demand improves. Developed countries
in Asia will also grow at faster rates than
previously expected as global trade
improves.

Emerging countries in Asia will continue
to grow at about 659%, but growth in
China is expected to moderate slightly.
Accelerated growth is also expected in
the developing countries in Europe, Latin
America, North Africa, and the Middle East.
In sub-Saharan Africa growth is expected to
improve from 27% in 2017 to 33% in 2018
and 39% in 2019. The IMF still expects the
South African economy to grow at 0,9% in
2018 and 2019. Recently released figures
show that the South African economy grew
by 13% in 2017.

Global food prices

Global food prices remain highly volatile.
The Food Price Index of the Food and
Agricultural Organisation of the United

Nations (FAO) fell by 2,49 from January 2017
to January 2018. Meat and cereal prices
increased by 74% and 63%, respectively,
while the prices of dairy products
decreased by 6,8%, and sugar prices by
30,4%. Overall, 2017 saw huge volatility.
Sugar prices decreased by 36% from the
peak in October 2016 to January 2018. The
FAO Dairy Price Index ranged between a
low of 184 in April 2017 and a peak of 224 in
September 2017. The sharp increase from
April 2017 to September 2017 was caused
by lower production and uncertainty about
future production growth in New Zealand.

ez o know

A FIRMING
RECOVERY t t

the projected pickup in global
growth accelerates

Global
economy

2016 2017 2018 2019

P e 22 o 2 22 8

2016 2017 2018 2019

Advanced
economies

46 o 47 M 49 Wl 50

Emerging
markets &
developing
economies

2016 2017 2018 2019

VOL 21 - NO1 - MAY 2018 5



Figure 3a: International FOB dairy product prices, US$/t, Jan 2010-Feb 2018
(source: USDA)
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Figure 3b: International FOB dairy product prices, R/t, Jan 2010-Feb 2018
(source: USDA, Reserve Bank)
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International dairy product prices
A substantial gap developed between
fat and protein prices in 2016 and this
increased during 2017. GClobal dairy
product prices fell in 2016 as a result
of the increased supply and weaker
demand in 2014, 2015, and the beginning
of 2016. Global skimmed milk powder
and butter prices reached a historic
low early in 2016, with prices below
US$1 800/t for skimmed milk powder
(SMP) and US$2 600/t for butter. After
reaching this low, SMP and butter
prices no longer followed the same
trend. Significant stock levels, especially
in the European Union (EU), limited
the increase in SMP prices, while the
increased demand for full-cream dairy
products and butter resulted in a sharp
increase in butter prices, which reached

LACTO DATA

an all-time high of US$6 000/t in New
Zealand and exceeded US$8 000/t in
Europe. Full-cream milk powder (FMP)
prices followed the same trend as butter
prices. Prices decreased sharply to the
end of 2017 and have since improved
slightly.

International raw milk

producer prices

Oversupply in various regions resulted in
a decrease in producer prices at the end
of 2015 and the beginning of 2016. Prices
have slowly recovered since then, with
higher demand pushing product prices
up. Producer prices recovered in 2017,
driven mostly by higher butterfat prices
and the slow growth in demand in many
exporting countries.

Table 1: International calculated standardised raw milk producer prices,
2013-2018 (R/t) (source: LTO Nederland. Based on 4% fat-corrected milk. See

www.milkprices.nl for a detailed definition of LTO-standardised calculated price.
Exchange rates: Reserve Bank monthly middle rates. *Based on MPO price survey)

Country Jan’13 Jan’14 Jan’15 Jan 16 Jan 17 Jan’18
Belgium 3,94 554 3,85 4,55 4,60 432
Germany 3,84 55]1 372 472 418 504
Denmark 373 551 382 451 445 506
France 390 568 438 555 442 4,89
Great Britain 4,07 535 4,69 529 4,08 504
Ireland 375 525 395 441 4,09 520
Netherlands 392 560 3,84 4,90 441 523
New Zealand 315 544 326 3,66 4,38 449
us 378 513 447 555 523 421
*South Africa 360 4,05 4,45 40 4,65 500
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Figure 4: Global milk production per species, 2009-2016
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Figure 5: Cow’s milk production per region, 2009-2016
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World milk production

The 2.2% growth in milk production in
2015 surprised analysts because lower
milk production growth was expected.
In 2016, lower producer prices resulted
in a much slower production growth of
0,9%. which is significantly lower than
the average annual growth rate of 21%
recorded since 2005. Total production
during 2016 is estimated at 826 million
tonnes.

66
Growth was slower for cow's

milk than for other types of milk.

Cow's milk production increased

by only 0,5% year on year.”

Crowth was slower for cow's milk
than for other types of milk. Cow's milk
production increased by only 05%
year on year. The slow growth was the
result of negative growth in South
America (-53%) and Oceania (-3.3%).
Slow production growth in the EU was
the result of negative growth in the top
three countries, Germany, France, and
the United Kingdom (UK), as well as in
Russia and the Ukraine. Climatic factors
as well as farmers reaction to lower

LACTO DATA

producer prices were the main reasons
for the lower production growth. Lower
productioninthe EU was also encouraged
by a European Commission scheme that
paid farmers a subsidy of €014 (R2,04)
per kilogram for undelivered milk. An
estimated 48 000 farmers participated
in this scheme and it resulted in an
861 000 t reduction in deliveries to
dairies. In the US, a positive milk-to-feed
price ratio resulted in robust production
growth in 2016. Despite a reduction in
producer prices during 2016, production
growth remained resilient (Table 2).

Production of dairy products

Overall, cow's milk deliveries to dairies
decreased by 01% in 2016. This is the
first decrease in milk deliveries in many
years. Sluggish growth in milk production
resulted in slow growth in the production
of dairy products in 2016 and early 2017.
Production recovered later in 2017 and a
normal growth rate of about1,8% in output
is expected for 2017. Global production
of packaged milk and fermented
dairy products increased by 1,0% and
32%, respectively. These products are
less traded internationally than the
concentrated products and usually
follow population trends more closely.

Table 2: Milk production growth: 2015 compared to 2014, 2016 compared to
2015, and 2017 compared to 2016 (source: CNIEL, 2018)

Country 2015/2014
Australia +2.2%
European Union +2,19%
New Zealand -1.4%
United States +1,2%
Uruguay -2,0%
Argentina +1,5%

2016/2015 2017/2016
-6.2% -0.2%
+0,3% +2,19%
-2.0% +1,7%
+1,6% +1.7%
-10.3% +7.49%
-12.8% -0.2%
VOL 21 - NO1 - MAY 2018 9



Figure 6: World population and per capita consumption of dairy products,
2005, 2008-2016 (source: IDF Bull. 489/2017)
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Figure 7: Annual increase in dairy demand, 1997-2018
(source: IFCN Conference 2017, *2017, 2018 IFCN projection)
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Globally, cow's milk cheese production
amounted to 205 million tonnes, an
increase of 1,.8% from 2015. Total cheese
production amounted to about 23 mil-
lion tonnes. Cheese production grew at a
rapid rate in the EU.

Butter and butter-oil production
increased by 1,7% from 2015 to 2016 and
is estimated at over 11 million tonnes on
a butter-equivalent basis. In spite of fast
demand growth, butter production only
grew by 1,7% comypared to the long-term
growth of 3,09% per year since 2010. Slow
production growth resulted in shortages
in late 2016 and in 2017.

New Zealand, the world's biggest
producerof FMP, reduced their production
in 2016. The same trend was followed by
China and the South American countries.
This resulted in a sharp decrease (57%)
in full-cream milk production. Skimmed
milk production also decreased as a
result of the lower raw milk supply in New
Zealand and Europe. In spite of lower
production, the intervention stocks in the
EU increased to 350 00O t by early 2017
and have remained at that level.

Consumption of dairy products
The global population continues to grow
at about 1,1% per year. The estimated per
capita consumption of dairy products
decreased marginally from 115 kg in
2015 to 111 kg in 2016. The decrease was
caused by reduced purchasing power
in oil-exporting countries, the Russian
ban on dairy imports, and the economic
downturn in South America.

There are major differences between
different areas in terms of total annual
milk  consumption. Consumers in
developed markets use up to 270 kg of
dairy products per year, whereas African
consumers use less than 50 kg. The

LACTO DATA

informal milk market is estimated at 45%,
and the formal market consists of fresh
and fermented products (17%), butter
(15%), and cheese (13%). Based on data
from countries that contributed to the
report, The World Dairy Situation 2016,
consumers in northern Europe and
Oceania are the biggest consumers of
liguid milk, drinking over 100 kg per
capita per year. Europeans have the
largest per capita consumption of butter
while US, Israeli,and European consumers
are the biggest cheese consumers.

6
The global demand for dairy

will grow by 20 million tonnes
in 2018, of which 6 million
tonnes will be as a result of
population growth and 14 million
tonnes as a result of increased

per capita consumption."

>7,4 billion  {immnT
people - still wwwww
increasing | @@

avg per capita consumption
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Figure 8: Percentage breakdown of global dairy consumption, 2016
(source: IDF Bull. 489/2017)

Sltmcl mllk powder Cither 3%

|

Full—mn milk pmvdur

Cheasa 13%

Butter 15%

Fresh milk and dairy
products 17%
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2015, 2016 (source: IDF Bull. 489/2017)
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International dairy trade

In 2016 there was strong demand for
butterfat with resulting increases in
cheese and butter exports, which grew
by 59% and 2,0%, respectively. The slower
growth of the butter trade was caused by
shortages as local demand exceeded local
supply, thus limiting quantities available
for export. The lower SMP prices also
limited processors’ ability to convert milk
into cream and skimmed milk powder.
This growth succeeded in clearing stocks
built up in 2014 and 2015 The protein

LACTO DATA

market deteriorated, with decreases in the
skimmed and full-cream milk powder trade
of 319 and 2,5%, respectively. New Zealand
remains the top supplier of dairy products,
followed by the EU. The US export trade
did not grow significantly, as production
was largely used in the domestic market.
The global secondary industry consists of
several large multinational companies and
many smaller companies operating in one
or a few countries. Major international dairy
companies are shown in Table 3.

Table 3: Major dairy companies, 2016 (source: IFCN, 2017)

Company hame

Country

Milk intake
(million
tonnes)

Market
share (%)

1 Dairy Farmers of America United States (US) 281 3,6%
2 Fonterra New Zealand 221 2.8%
3 Croupe Lactalis France 151 1.9%
4 Arla Foods Denmark/Sweden 14,2 1,8%
5 Nestlé Switzerland 14,0 1.8%
6 Friesland Campina The Netherlands 12,6 16%
7 Dean Foods us 10.3 13%
8 DMK Germany 7.8 1.0%
9 Saputo Canada 7.7 1,0%
10 California Dairies us 75 1.0%
n Danone France 75 1.0%
12 Yli Group China 6.8 0.9%
13 Amul India 65 0.8%
14 Muller Cermany 63 0.8%
15 Glanbia Group Ireland 6.1 0.7%
16 Agropur Canada 58 0.7%
17 Land O Lakes us 58 0.7%
18 Mengiu China 58 0.7%
19 GCroupe Sodiaal France 52 0.7%
20 Schreiber Foods us 45 0.6%
VOL 21 - NO1 - MAY 2018 13



Table 4: Average herd size, selected countries, 2016 (source: IFCN 2017 for
international data, MPO survey 2016 for South Africa data)

Average number of cows in herd

Country (cows in herd = cows in milk plus
dry cows)

Saudi Arabia 6 924
New Zealand 419
South Africa 354
Australia 283
Czech Republic 207
us 203
Denmark 185
Israel 171
Argentina 168
United Kingdom 143
Uruguay 15
Canada 85
Uganda 2
Kenya

Table 5: Milk production for the top 10 milk-producing countries and South
Africa, 2016 (source: IFCN, 2017)

Country Milk produced (million tonnes)

1 India 170.9
2 us 923
3 Pakistan 45,8
4 Brazil 34,2
5 GCermany 335
6 China 321
7 Russian Federation 28,5
8 France 2572
9 New Zealand 24,2
10 Turkey 15,6
South Africa 33
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International primary sector

There are 120 million dairy farms globally,

with more than 60% of these in South Asia.

With an average per farm population of

five, this implies that 600 million people

live on dairy farms. The average dairy
farmer globally milks three cows. Larger
dairy farms are found in Saudi Arabia,

New Zealand, South Africa, Argentina,

the US, and Canada. In South Africa the

average number of cows in a herd was 354

in 2016. Average herd sizes (cows in herd)

for various countries are shown in Table 4.

After increasing to 125 million in 2013, dairy

farm numbers are now decreasing at a rate

of 1.4% per year. Dairy farms can be divided
into three categories:

« household farms with between one and
three cows, selling some milk and with
dairy as one of a number of income
sources;

« family farms with between 10 and 300
cows, where labour is mainly supplied by
the farming family; and

 larger commercial farms with more than
300 cows, where the work is mainly done
by employees.

“The average dairy farmer
globally milks three cows.
Larger dairy farms are found
in Saudi Arabia, New Zealand,
South Africa, Argentina,
the US. and Canada.”

In 2016, 63% of all dairy animals were kept
by household farms, family farms kept 2196,
and 16% were kept on larger commercial
farms. Household farms are the dominant
type in South Asia and Africa. In Latin

LACTO DATA
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Figure 10: Estimated milk production cost (US$/100 kg ECM) per average farm
in participating countries, 2016 (source: IFCN, 2017)
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Figure 11: Estimated cost of milk production per farm in US$/100 kg ECM for
average farms in IFCN analysis, 2016 (source: IFCN, 2017)

100
80
Z w
2
g
40
2 l
) ‘
0
; TLE il ] ! DOE .
(4 o és.}m' E‘F W, =y §'E Eéﬂ%&‘g %
! & *ﬁ%d ¥ z-—“‘—»u
n N2 e mA T =0 um ot e il gn )
§ = % % E = = =
B Cost PEL non-milk returmsh Opportunity costs Quota costs

*P&L - profit and loss account
Country by international country code and herd size, ZA 520 = ZA 520-cow herds.

16 VOL 21 - NO1 . MAY 2018



America, East Asia, and the EU, family
farms predominate, with the larger
commercial farms the dominant type
in Oceanic countries and the US. South
African dairy farms also fall into the
commercial farm category.

Cost of milk production

This section is based on the analysis
of typical dairy farms within the
International Farm Comparison Network
(IFCN). The IFCN is a network of dairy
experts in many countries who strive to
create a better understanding of milk
production worldwide. Scientists from
105 countries contributed to the work
of the IFCN in 2017. It analysed the
production and cost of 159 typical dairy
farms in 52 countries and published
the results in the IFCN Dairy Report
2017 The comparison of farms is based
on the actual income and cost figures
for 2016. The MPO'’s participation in the
work of the IFCN is partially sponsored by
Milk SA.

The IFCN cost comparisons are based
on full economic cost. Farm-produced
feed is valued at a farm-gate price and
not at production cost levels, and the
farmer's own labour and management
time is valued at comparable industrial
rates. The inclusion of opportunity costs
creates a bias towards countries with very
little or no opportunity costs for labour
and without viable markets for feed.

The average cost level of the 159 farms
evaluated by the IFCN in 2016 stood at
US$38.4 per 100 kilograms of energy-
corrected milk (100kg ECM), which is
US$3 below the 2015 level. Dairy farms
in Africa, Latin America, the Central and
Eastern European (CEEC) countries,
Oceania, and the Middle East were
able to produce milk at below-average

LACTO DATA

cost levels. Cost levels for dairy farms
in Western Europe, North America,
and Asia were significantly above the
global average. Cost reductions in Africa,
North America and the Middle East of
more than US$4 per 100 kg ECM were
achieved through currency devaluation
and, in some cases, through improved
production efficiency. In Western Europe,
a marginal cost reduction of US$1 per
100 kg ECM was achieved. Within the
different regions there is a huge variation
between lowest and highest cost values.
In Western Europe, cost levels range from
US$30 to US$104 per 100 kg ECM, with
an average of US$50 per 100 kg ECM.
In Oceania, the range is from US$28 to
US$33 per 100 kg ECM, with an average
of US$30 per 100 kg ECM.

Feed is the highest single cost com-
ponent, contributing about 64% to
total cost. Feed costs and the efficient
management of feeding practices
have a big impact on total costs and
play a huge role in determining cost
competitiveness.

Milk production costs for typical
dairy farms as analysed by the IFCN are
shown in Figure 11. In countries with
very low milk production costs, low
opportunity costs of labour and lower
feed prices are the main drivers of cost
competitiveness. In most of these cases
milk is produced for own use and not
for sale.

é
INn Most cases, countries

with very low milk production
costs produce milk mainly for
home consumption or direct

sales to neighbours."
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Figure 12: Estimated producer milk prices in various regions (US$/100 kg ECM),
2016 (source: IFCN, 2017)
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Producer milk prices

The key drivers of milk prices are the
total milk supply, increased trade in dairy
products between countries, growing
demand for milk and, in the case of prices
in individual countries, the exchange
rates.

The IFCN World Milk Price Indicator,
based on the weighted prices of major
internationally traded dairy products,
reached a low of US$25 per 100 kg ECM
in Mid-2016 and increased to US$36 per
100 kg ECM by June 2017. The average
price decreased from US$42 per 100 kg
ECM in 2014 to US$27 per 100 kg ECM
in 2016.

Prices remain extremely volatile.
The IFCN World Milk Price Indicator,
based on the weighted prices of major
internationally traded dairy products,
stood at US$33 per 100 kg ECM in
December 2014. Prices trended between
US$22 and US$27 per 100 kg ECM in
2015. Prices recovered after June 2016
and showed a steady upwards trend
until February 2017. The main driver was a
decrease in milk production, especially in
major exporting countries. The rising trend
was interrupted in March 2017 as markets
reacted to record butterfat prices, and
production increased. Prices increased
again to reach a record US$3840 per
100 kg ECM in June 2017. The global milk
supply, the impact of the higher butterfat
prices, and developments regarding the
EU's skimmed milk powder stocks will
determine future price movements.

Producer prices in the countries
analysed by the IFCN ranged from
US$1770 per 100 kg ECM in Uganda
to US$150 per 100 kg ECM in Sudan. In
2016, 80% of countries reflected the
declining trend in producer prices. In the
EU, a declining trend was experienced
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by all EU member states, but it was less
marked than in 2015. The lowest prices
were observed in Belgium. Prices also
decreased in North and South America,
except in Brazil, where prices increased.
The highest prices were observed in
Canada at US$61 per 100 kg ECM, and
the lowest in Uruguay at US$2910 per
100 kg ECM. Prices increased in New
Zealand to a level of US$2690 per
100 kg ECM, marginally below the global
average price.
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Figure 13: Milk production density (t/km?2) per district, 2016 (source: MPO
estimates from October 2016 statutory survey)
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Figure 14: Size distribution of dairy cows per herd, 2017 (source: MPO estimates
from October 2017 statutory survey)
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South African primary

dairy sector

Structure of the primary dairy sector

The number of milk producers in South 6@3 6@3 6@3

Africa decreased from 3 551 in January

2009 to 1364 in January 2018. The number Number of producers
of producers per province is shown in (162%)
Table 6. Since 2009, the number of Jan 2009 Jan 2018
producers has decreased by 62%. The 3 551 1 364
biggest percentage decrease in producer =~ = m - - -- - - - - oo oo oo
numbers occurred in the Free State. Milk production
The trend towards higher production (Tzs%) © O
in the pasture-based areas has
continued. The concentration of milk 2009 2017
production per district is shown in 2587 000 t 3253000t
Figure 13. Milk production per province, = ~—---=-=-===----------—-——-—------
according to MPO estimates, taking into Milk production per
account the results of the October 2017 producer - * + + @+
statutory survey, is shown in Table 7. (T-Ig-l%) TT"RT‘N
The number of cows varies widely
among producers. The percentage 2009 2017
distribution of herd size is shown in 728 t 2121t
Figure 14.

Table 6: Number of milk producers per province, 2009-2018 (source: MPO)

Province Jan’09 Jan’1ll Jan’12 Jan’l4 Jan’l5 Jan’lé6 Jan’17 Jan’l8
Western Cape 795 683 647 529 533 502 48] 419
Eastern Cape 387 314 283 264 262 25] 244 212
Northern Cape 37 28 21 25 14 14 7 7
KwaZulu-Natal 373 323 322 28] 267 253 247 221
Free State 884 601 535 389 328 280 249 206
North West 540 386 352 233 222 181 165 135
Cauteng 217 127 126 109 100 97 98 84
Mpumalanga 286 201 164 17 94 93 87 69
Limpopo 32 23 24 14 14 12 15 12
TOTAL 3 551 2686 2474 1961 1834 1683 1593 1364
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Figure 15: Cow density per district (cows/km?), 2016 (source: MPO estimates from
October 2016 statutory survey)
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Figure 16: Distribution of herds based on daily production per cow in herd,
2015-2017 (source: MPO estimates from statutory surveys)
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LACTO DATA

The average number of cows in milk
per producer in the different provinces is m
shown in Table 7, and the concentration
of cows per district in Figure 15.

Average milk production percow perday
was 20,0 £ in 2017. A total of 98,5% of milk
was delivered to the market. The balance
was used for on-farm consumption. The
distribution of herds on a production basis
is shown in Figure 16.

Vv

Change in total production per
province (1997-2017)

66
The number of milk

producers has decreased from P> Western Cape +75%
. P> Eastern Cape +221%

3551 in January 2009 to B Northern Cape 3%

1 364 in January 2018. Since P KwaZulu-Natal +168%
P> Free State -54%

2009, the number of producers North West 2%
has decreased by 62%." B Gauteng +25%

P Mpumalanga -66%

P Limpopo +49%

Table 7: Milk production per province, and cows in milk per producer, specific
years (source: MPO estimates from October 2017 statutory survey)

Percentage distribution of Number of cows in milk
Province milk production per producer, 2017
Oct 17
Western Cape 22,9 26,8 268
Eastern Cape 13,8 297 606
Northern Cape 12 07 398
KwaZulu-Natal 15,7 282 594
Free State 18,0 56 17
North West 12.6 24 87
Gauteng 44 37 188
Mpumalanga 1.0 25 139
Limpopo 04 0.4 191
TOTAL 100,0 100,0 332
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Figure 17: South African monthly raw milk purchases, Jan 2014-Feb 2018
(source: Milk SA Statistics and 2017* estimate based on Milk SA sample)
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Figure 18: Annual raw milk purchases, 2004-2017 (source: 2004-2005 MPO,
SAMO, Milk Board, 2006-2017 Milk SA)
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LACTO DATA

Milk production

Annual milk production shows a steady 2,7% up on the previous year. Monthly
linear upward trend over time. The total milk purchases in 2014 to 2017 are shown
milk to market for 2017 is 3 245 000 t, in Figure 17.

Table 8: Farm requisite price indices, base 2010 =100 (source: DAFF)

Machinery &

All farming

Period . .
requisites

implements

2012
2013
2014
2015
2016

123.0
132.2

1432
151.7
162,6

Material Intermediate
for fixed goods and
improvements services

1155 126,3
1225 1327
1295 138.9
138,9 1474
1491 1557

1254
134,1
142.4
147.4
156.2

Jan 14
Apr 14
Jul 14
Oct 14
Jan 15
Apr 15
Jul 15
Oct 15
Jan 16
Apr 16
Jul 16
Oct 16
Jan 17
Apr 17

Jul 17
CAGR

Jan '14-
Jul "17*

*CAGR = calculated average growth rate

135,6
1411
1475
148,7
1459
148,7
150.4
159.4
157.8
161,2
161.8
171.8
164.,8
1661
166,7

1320
132,2
1243
129,5
137.9
146,7
138.5
138.9
144.5
154.5
148,7
1487
150.0
163.7
1541

139,2
1441

146.3
1427
1442
1461

148,5
149.8
152.0
154.5
1569
1593
160,0
158,7
1631
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1431
1454
142.8
1441
146,5
147.9
150.4
152.0
1553
1571
160,35
1601
159.8
1631
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Figure 19: Composition of the South African liquid products market on a milk
equivalent basis, 2016 (source: industry estimate supplied by Sampro)
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Figure 20: Composition of the South African concentrated products marketon a
mass basis, 2016 (source: industry estimate supplied by Sampro)
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South African secondary dairy sector

Structure of the secondary dairy sector
The South African secondary dairy industry
consists of a few large processors operating
nationally, a growing number of processors
who operate in more than one region, a
large number of smaller processors who
operate in specific areas, and a number of
milk producers who sell their own produce
to retailers and consumers - known as
producer-distributors (PDs). The number
of PDs and milk buyers per province is
shown in Table 9.

The number of producer-distributors
decreased by 4,8% from 2008 to 2017.
Milk buyers decreased by 18% over the
same period.

Production and consumption
The South African dairy market is divided
into 63% liquid and 37% concentrated

LACTO DATA

products. Pasteurised liquid milk and
ultra-high temperature (UHT) milk are the
major liquid products, while hard cheese
is the major concentrated product. The
estimated composition of the markets
for liquid and concentrated products is
shown in Figure 19 and Figure 20.

Imports and exports

Total dairy product imports and exports
are shown in Figure 21 and Figure 22.
In 2017, 83 504 t of products were
imported. Total exports during 2017 were
48 627 t.

The total composition of imports and
exports in 2017 is shown in Figures 23
and 24. On a mass basis, milk and cream
were the most important products
imported and exported.

Table 9: Number of producer-distributors (PDs) and milk buyers per province
(indicated according to position of head office), as registered with Milk SA,

2008-2017 (source: Milk SA)

Number of PDs

Province Apr Aug Apr Jul
16 16 17 17
Western Cape 24 23 22 19
Eastern Cape 14 15 12 1
Northern Cape 9 9 9 8
KwaZulu-Natal 1 10 10 g
Free State 11 10 10 9
North West 4 3 3 3
Gauteng 25 25 21 20
Mpumalanga 10 9 8 8
Limpopo 7 7 8 8
Total 115 m 103 95

Number of milk buyers

Mar Apr Aug Apr Jul Mar
18 16 16 17 17 18

9 22 23 24 23 19
7 12 12 12 1 12

19 38 38 38 37 37
10 7 7 6 G 6

9 4 4 4 4 4
92 150 150 144 140 133
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Figure 21: Dairy product imports and exports, 2005-2017

(source: Sars data, as supplied by Sampro)
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Figure 22: Dairy product imports and exports on a milk-equivalent basis,
2005-2017 (source: Sars data, as supplied by Sampro)
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LACTO DATA

Figure 23: Percentage composition of imports on a mass basis, 2017
(source: Sars data, as supplied by Sampro)
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Figure 24: Percentage composition of exports on a mass basis, 2017
(source: Sars data, as supplied by Sampro)
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Figure 25: Price index of raw milk on farm level, dairy products at processor
level, and milk and eggs at consumer level, Jan 2012-Feb 2018 (source: Stats SA)
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===Dairy products PPI

The South African dairy market s
growing. Table 10 indicates changes in
the size of the formal market for South
African products, and changes in retail
prices, as reported by Nielsen SA and
collated by Sampro. The sales quantities
of all products, with the exception of fresh
milk, cream cheese, and butter, increased
in the period. Total estimated liquid milk
sales quantities (fresh and UHT) decreased
by an estimated 13% during this period.
The change in sales in a 12-month period
for any product does not imply that
quantities or prices changed at a uniform
rate during the period.

The average retail prices of eight of
the nine dairy products were higher in
December 2017 than in December 2016.
The retail prices of three of the eight
products increased from December 2016
to December 2017 at a higher average rate
than the inflation rate of 51% for the year
which ended in December 2017.
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Raw milk FPI

===Milk, cheese & eggs, CPI*

In the year that ended in December
2017, the retail sales quantities of three
of the nine dairy products were between
49 and 9% higher than in the previous
year, but the sales quantities of six of the
nine dairy products were lower than in
the previous year. A change in sales in a
12-month period for any product does not
imply that quantities or prices changed
at a uniform rate over the whole period.

Figure 25 shows the trend in the price
indices of unprocessed milk at farm
level, dairy products at processor level,
and milk, cheese and eggs at consumer
level. Except for a period in 2015 when
producer prices decreased relative to
the other prices, prices follow the same
general trend.

The South African dairy market 4

___ISGROWING. R



LACTO DATA

Table 10: Year-on-year change in retail demand and prices of dairy and other
food products (source: Nielsen as supplied by Sampro)

Change in demand
(quantity) per cent

Change in retail prices
per cent
Dec 17 vs Dec 16

Product Jan '17-Dec '17

vs Jan '16-Dec ’'16

Fresh milk -3,7 -05
Long-life milk (UHT milk) 9,0 0.7
Flavoured milk -6.7 39
Yoghurt -0, 0,
Maas 4,0 0.9
Pre-packaged cheese 8.2 2.1
Cream cheese -9.8 92
Butter -55 283
Cream -0.1 1.2
Instant cereals 59 -1.7
Bread 51 -3.7
Rice 4.8 -0.4
Maize meal 154 -30.9
Margarine 33 -1.7
Tea -2.5 10,2
Coffee 6,5 -2.9
Short-life juice 3.4 29

ACRONYMS AND ABBREVIATIONS

CAGR calculated average growth rate IMF International Monetary Fund

CNIEL Centre National Interprofessional de Milk SA Milk South Africa
I"Economie Laitéere MPO Milk Producers' Organisation

CPI consumer price index PD producer-distributor

DAFF Department of Agriculture, PPI producer price index
Forestry and Fisheries Sampro South African Milk Processors'

ECM enery-corrected milk Organisation

EU European Union Sars South African Revenue

FAO Food and Agricultural Organisation Service
of the United Nations SMP skimmed milk powder

FMP full-cream milk powder UHT ultra-high temperature

FOB free on board UK United Kingdom

IDF International Dairy Federation us United States

IFCN International Farm Comparison USDA United States Department
Network of Agriculture
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Statistic

A Milk SA publication compiled by the Milk Producers’ Organisation




