Milk price forecast gets a trim

10 March 2017

ASB New Zealand Commodity Price Indices
As at Friday 3rd March 2017
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We trim our 2016/17 milk price forecast by 50 cents to $6.00/kg
On the back of better-than-expected NZ dairy production this season,
we have revised our 2016/17 forecast down by 50 cents to $6.00/kg.
This summer has been a good one for the key NZ dairying regions. In
fact, recent rain and moderate temperatures have helped farmers
recoup some of the early season production losses. For example, we
recently lifted our production forecast for the season to a 2% decline
on last season, from a 5% drop forecast at one stage.
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However, higher production is a double-edged sword. That is more
than anticipated milk quickly translates into lower dairy prices.
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It is not surprising then that dairy prices have been weak so far this
year. Over January and February, whole milk powder (WMP) prices
had already fallen 10% from where they finished 2016. The 12.4%
WMP price fall at this week’s auction result then added an
exclamation mark to this year’s decline.
That said, weather can only have a temporary impact on production
and prices – eventually dairy fundamentals kick back in. On that
front, we retain our positive outlook for the milk price over the
medium term. And with the global dairy outlook positive, we expect
relatively healthy global dairy prices over the second half of 2017 and
beyond.
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As a result, we retain our $6.75/kg forecast for 2017/18.
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ASB NZ Commodity Price Index
The ASB Commodity Price Index fell 1.1% in USD terms last week,
pulled down by lower meat prices. However, a weak NZ dollar offset
this fall, and the index actually rose in NZD terms.
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Looking at the components, lamb and beef prices fell 2.2% each in
07 08 09 10 11 12 13 14 15 16 17
USD terms last week while wool prices slipped 0.3%. The dairy index
also went into reverse, with the fall accelerated at this week’s GlobalDairyTrade auction. Overall auction prices dipped
6.3%, while whole milk powder slid 12.4%. Meanwhile, falling log prices led to a 1.1% decline in the forestry index.
Currency markets
Comments from US Federal Reserve officials last week have increased expectations for a rise in key US interest rates. These
comments, coupled with lower dairy prices at this week’s dairy auction, have pushed the NZD currency lower against the
USD. As at the time of writing, the NZD was trading at US$0.6898.
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This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or needs.
Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard to your
objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.
We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the
information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy,
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2

