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Focus on the fundamentals 
Milk powder prices have fallen at the GobalDairyTrade auction 

overnight. A 5.6% fall in WMP and an 8.6% tumble in SMP drove 

the overall GDT price index down 5%, with fats falling by a smaller 

margin. Its not a particularly surprising result given futures pricing 

ahead of the auction, and the price decline was actually a little 

less marked than we had anticipated.  

The NZ spring looms as the next key inflection point for the season, so we 

are not stressing too much about auction-to-auction swings in pricing. 

There’s little doubt that dairy prices are under pressure in the near term, 

with buyers a bit more hesitant than during some of the spicier auctions 

earlier in the year. But last season followed a similar trajectory with buyers 

cautiously on-hold over the winter before normal service resumed when it 

became clear global production was still stuck in a rut.  

That’s no guarantee the same will happen this season, but it’s a good reason 

to be focusing on the market fundamentals at this point in the season, and 

not only the fortnightly auction moves. The picture at today’s auction was 

also complicated by Fonterra increasing the supply of product on 

offer.  

On that front, we’re still focused on the supply fundamentals, 

which are extremely tight. EU milk collections for May – usually 

the peak milk production month – were exceedingly weak and 

decelerated further (see our chart opposite), with the ongoing 

energy crisis, drought, rising input costs and other unfavourable 

on-farm economic headwinds weighing. Recent downward 

pressures on energy and grain prices will offer some relief for 

dairy farmers in the future, but global dairy production is a large 

tanker to turn around and the starting point for supply is weak. 

The poor first half of the year in the EU means there is 325k 

tonnes less milk floating about from the world’s largest exporter.  

We are tentatively optimistic that NZ milk production this season 

will be better than the last, but it’s unlikely to be sufficient to 
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Whole Milk Powder (WMP) -5.1% -5.6% 3,757

Skim Milk Powder (SMP) -8.6% 24.7% 3,709

Anhydrous Milk Fat (AMF) -2.1% -0.7% 5,580

Butter -2.1% 25.8% 5,530

GDT Price Index -5.0% 5.1% n.a.
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offer much of an offset, particularly if the weather doesn’t play ball – downpours have been heavy, pasture cover isn’t 

and farmers have burnt through feed supplies during earlier drought conditions. Suffice to say we find it hard to see 

global dairy prices losing too much ground in this sort of environment and expect them to find support as the 

season progresses. 

We also see a risk that market expectations for dairy 

demand are getting a bit too pessimistic. Global growth 

forecasts continue to be progressively revised down, but the 

consensus view of NZ trading partner growth remains only a 

bit below the historical average. Moreover, the sharpest 

downward revisions have been for OECD nations rather than 

China. The consumption outlook has softened somewhat, 

but global dairy demand is likely to remain relatively inelastic 

and the present growth outlook isn’t soggy enough to 

provide much of a counterbalance to that tight supply 

outlook (at least for now). 

Furthermore, the soggy NZD of late continues to act as a 

partial offset. Despite revising down our currency forecasts 

quite substantially last month, NZD/USD has continued to 

underperform of late, which is another bullish factor for our 

forecast. 

We retain our Fonterra $10 per kgMS farmgate milk price 

forecast for the season, but it might still be prudent for 

some farmers to look at taking advantage of Fonterra’s fixed 

price offering over the coming months. Our 2022/23 forecast 

currently sits above futures pricing (and therefore what the 

fixed price offer is likely to be for August), but no-one can 

predict the season with certainty. Given farm input costs are 

almost certain to remain elevated over the season too, the 

certainty of locking in a chunk of output at present high prices 

can be valuable.  

ASB Commodities Index 
Commodity prices showed a modest increase of 0.4% in NZD 

terms. Underlying USD commodity prices fell 0.2%. Forestry 

prices remain the consistent underperformer, with prices much 

lower on a yearly basis. There was no change in dairy prices 

over the week given the lack of a dairy auction, in contrast to a 

decent rise in meat prices by 0.3% this past week.   

With the USD climbing to 20-year highs during the week, 

NZD/USD ticked down again by 0.6%.   

 

 

 

ASB New Zealand Commodity Price Indices 
As at Friday 15th July 2022 

* For all indices 2019 average = 100 
** Percentage change since same week last year 

 Index* Week % Year %**

Total NZD 121.2 0.4% 12.2%

Total SDR 119.6 0.7% 7.0%

Total USD 113.4 -0.2% -1.4%

Dairy USD 137.6 0.0% 14.3%

Sheep/beef USD 104.5 0.3% -8.3%

Forestry USD 82.5 -0.6% -28.4%

Fruit USD 87.5 -0.6% -10.7%

NZD/USD 0.6163 -0.6% -12.1%
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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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