
 

 

Author: Nathaniel Keall – ASB Economist  

Please refer to the important disclosures at the end of this document. 

Commodities Weekly 
For the week ending Friday 15th January 

 

 

Dairy prices continue their ripper run  
Solid demand, tighter supply and a well-hedged book mean good news for farmers 

It was another rip-snorter of a dairy auction overnight, as prices 

advanced yet again. Price gains were spread across a range of 

product categories with WMP lifting 2.2%, SMP lifting 7.0%, and 

AMF lifting a whopping 17.2%. Butter prices rose 4.6%, in 

contrast to market expectations of a fall.  

All the indicators continue to suggest demand for dairy 

products is likely to hold up well, through to the end of the 

season. Solid purchases from China have anchored price gains at 

recent auctions, and with the latest Chinese GDP figures showing 

a decent lift in GDP, there is little reason to think that story will 

change. Our friends at the NZX note too that there has been 

plenty of action on the dairy derivatives market, which suggests 

plenty of demand as buyers seek to secure prices.  

A slightly tighter supply outlook is another price support. 

November dairy production already showed a little bit of a 

slowdown, and with drought hitting parts of the upper North 

Island there is still the prospect the next data releases could show 

further deceleration in the last few months of the season. 

Production in the EU is also falling, led by lower volumes in 

France and Germany, so global supply is set to tighten more 

broadly too 

Increasingly we see the risks here skewed towards a higher 

farmgate milk price than our current $7.00/kg forecast. Indeed, 

a farmgate price towards the upper end of Fonterra’s forecast 

range is very much possibility. We’ll be closely examining the next auction with a view towards adjusting our forecast 

Some may be wondering whether the recent strength of the NZD as a reason to be a bit bearish on our forecast, but 

we reiterate that the currency is unlikely to be an issue for the 20/21 season. Given Fonterra’s hedging policies and 

the timeframes involved, the flight of the kiwi will have little influence on the final farmgate price for this season. The 

NZD’s recent strength is likely to be more of an influence on next season’s milk price, so farmers should prepare to 

take a bit more of a hit from the NZD strength in the 21/22 season. 

Product

% change in 

index since 

last auction

Annual % 

change in 

index

Weighted 

Average 

Price US$/MT

Whole Milk Powder (WMP) 2.2% 0.0% 3,380

Skim Milk Powder (SMP) 7.0% 0.0% 3,243

Anhydrous Milk Fat (AMF) 17.2% 0.0% 5,398

Butter 4.6% 0.0% 4,735

GDT Price Index 4.8% 0.0% n.a.

2020/21

ASB Fonterra

Milk Price* $7.00 $6.70-7.30

* per kg of milk solids (excluding dividend).  
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ASB Commodities Index  
The ASB Commodities Index lifted a solid 2.3% in NZD terms last 

week, thanks to a good lift in dairy prices and a paring back in 

the kiwi. The sizable price lifts we saw in at the dairy auction on 

the 5th of Jan look to be filtering through into the indices, with a 

3.9% lift in USD dairy prices. All up, our USD indices rose 0.6%. 

The recovery in commodity prices is such that our USD index is 

now the highest its been since December 2019. The strength of 

the kiwi is such that our NZD index isnt quite at that level just yet, 

but the direction of travel is much the same.  

Still, its not all smooth sailing: as we predicted last week, beef 

and lamb are still having a tough run in our indices, declining by 

1.6% in USD terms.  

On the currency side of things, the NZD/USD lost some of its recent gains last week, slipping back by 1.6% to around 

0.7131 at the end of the week. Still, the real story over recent months has been the NZD’s strength, and the 

fundamentals here – not just higher commodity prices, but also favourable relative interest rates and global risk 

sentinment – should continue to support the kiwi. 
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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.   

* For all indices 2017 average = 100 
** Percentage change since same week last 
year 

ASB New Zealand Commodity Price Indices 
As at Friday 15th January 2021 

 Index* Week % Year %**

Total NZD 102.0 2.3% -6.6%

Total SDR 99.4 0.9% -3.5%

Total USD 103.2 0.6% 0.7%

Dairy USD 105.2 3.9% 1.2%

Sheep/beef USD 92.7 -2.5% -8.8%

Forestry USD 101.2 -1.6% 8.4%

Fruit USD 126.7 -1.6% 11.3%

NZD/USD 0.7137 -1.6% 7.9%
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