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$7th heaven
Fonterra lifts its Milk Price forecast range for the 20/21 season
Fonterra has adjusted its farmgate milk price forecast range for
the 20/21 season, lifting the midpoint of its forecast range to
$7.00 per kgMS. In a sign that it sees downside risks receding, the
co-op shaved 20c off the bottom of its forecast range, taking us to
a $6.70 - $7.30 band.

2020/21
Milk Price*

Fonterra

ASB

$6.70 - $7.30

$6.75

* per kg of milk solids (excluding dividend).

The move wasn’t too shocking, and last week we
highlighted that there was a lot of upside risk to our
own $6.75 forecast. We’ve had a run of solid results at
recent Global Dairy Trade auctions, with Chinese
demand for whole milk powder holding strong. Last
week’s result was a particular whopper. Fonterra notes
its already contracted a large chunk of this season’s
production compared with the same point in previous
seasons, which is also a good sign.
The NZD has lifted sharply over the past month, but
we don’t envisage it will have much of an impact at
this point in the season. Improving global sentiment,
the diminished prospects for a negative OCR and NZ’s
elevated terms of trade (thanks to the strength in
commodity prices) have all proved a boon for the kiwi
over recent weeks (see chart). Still, the co-op will be
well hedged at this point for the 20/21 season, so any
impact on the current season from here is likely to be marginal.
All up, we’re impressed by how resilient dairy prices have proven through the pandemic. Indeed, earlier in the year
we thought there was a risk this season’s milk price could fall below $6. With demand holding up well, that’s an
outcome that’s now well outside of Fonterra’s forecast range. The final Global Dairy Trade auction of 2020 is next
week, where we’ll take a close look at our forecast before the summer break.
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ASB Commodities Index
The ASB Commodities Index rose 0.5% in NZD terms last
week, and 0.7% in USD terms. The indices were supported
by a solid lift in dairy prices at the latest GDT auction, which
were up 2% in USD terms. The kiwi continued its advance,
lifting 0.2% over the week, but it wasn’t enough to reverse
the underlying price gains.
Price gains arent being shared evenly among the key
commodites. Sheep and beef prices fell yet again last week
(-1.3% in USD terms) and are now down 14.5% on year-ago
levels.

ASB New Zealand Commodity Price Indices
As at Friday 4th December 2020
Index*

Week %

Year %**

101.1

0.5%

-10.9%

Total SDR

97.3

-0.7%

-8.5%

Total USD

101.0

0.7%

-4.4%

Dairy USD

99.4

2.0%

-5.0%

Sheep/beef USD

98.3

-1.3%

-14.5%

Forestry USD

98.1

0.2%

5.5%

Fruit USD

118.0

0.2%

6.6%

0.7044

0.2%

7.3%

Total NZD

NZD/USD

* For all indices 2017 average = 100
As we noted above, the weakness in the USD has been the
** Percentage change since same week last year
key theme in currency markets over recent weeks. Indeed
we even saw the NZD/USD lift above 0.7100 for a spell last week. As at the time of writing, it was sitting at around
0.7046.
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Disclaimer
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, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document.
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or
any part of this document.
Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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