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• When an operator signs a contract with a customer, it locks its 

SELLING PRICE.

• Therefore, he creates a PRICE RISK or risk of position for him: if the 

input price increases, its margin will decrease and can even become 

negative. 

• To eliminate this price risk, the operator can lock its PURCHASING 

PRICE through the purchase of a futures contract on a financial 

market.

• Whatever will be the evolution of the INPUT PRICE, its purchasing price 

will not change
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• Futures financial market for dairy products: EEX in Leipzig (Germany)

• Futures contracts available → 3 commodities:

• SMP

• BUTTER 

• WHEY POWDER

• Current users of the EEX dairy Futures markets:

• Food companies using dairy ingredients for their processing

• Traders of dairy commodities

• Quite none dairy processors

• No dairy farmers 
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• Two questions for the dairy processors and the farmers:

• Q1: Do they have a price risk / risk of position?

As far as a dairy does not commit on a milk price it will pay to its 

farmers in the future, this DAIRY PROCESSOR has NO PRICE RISK.

A dairy takes a price risk if it needs to commit to its farmers on the 

milk price level it will pay in the future and has not selling contracts 

for the dairy products it will process with this milk.

• Q2: Which correlation between the milk prices paid and 

the European quotation of block butter and SMP?
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• One cannot lock higher SMP and butter selling prices on a Futures 

market than the consensus of the operators.

• Futures markets DO NOT REDUCE the market price volatility. 

Moreover, SMP and block butter are the most volatile dairy 

products.

• High costs of intervention: locking a price on a Futures market has 

a cost → Is there a benefit for dairies and/or for farmers?

• Based on commodity prices → low milk price equivalents for the 

farmers

• The traders and end-users of dairy ingredients intervening on the 

EEX have an interest to communicate about low prices of butter 

and SMP… 

• Poor liquidity and limited number of operators →high risk of 

manipulations
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• ADDING VALUE to the milk should be the key objective for the dairy 

processors and dairy farmers.

• Added value products prices are LESS VOLATILE and should give a 

BETTER RETURN to the dairies and the farmers.
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