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Overcooked
•

Dairy prices lifted by more than expected overnight.

•

As dairy markets react further to the potential for recent wet weather to disrupt NZ supply.

•

However, we think this price lift has been overdone, and prices may give back some of these recent gains.

Summary
If forecasting the milk price is hard, try forecasting NZ weather.
Indeed, this growing season has been one of extremes. First the
spring was very wet, then growing conditions were excellent over
the summer and early autumn. Now we’re back to very wet, and in
some areas flooding.
These swings in weather and their impact on dairy production have
kept dairy markets guessing. By bidding prices higher overnight
(and at previous auctions), markets are factoring a material impact
on NZ production from the recent cyclones and the accompanying
wet.
However, we think this has been overdone. While it is very wet, and
there has been flooding in areas like the Bay of Plenty, we don’t
expect a large impact on NZ production this season. As a result,
dairy auction prices may give back some of their recent gains.
Auction Results
Dairy prices jumped overnight by more than expected. WMP (up
5.2%) and AMF (up 4.7%) and butter milk powder (up 21.8%) led the
way. Overall auction prices lifted 3.6%; auction prices have now
posted four consecutive gains.
However, the recent price rises feel a little overdone – as a result,
we expect some pullback in prices over coming auctions. Dairy
markets have reacted to the recent very wet weather, sending WMP
prices 11.5% higher over the last three auctions.
While the severe weather has stymied an otherwise strong end to
the NZ season, there potentially are a number of saving graces.
Firstly, the wet weather has come late in the season. Secondly, it
followed generally good growing conditions over summer and early
autumn. For example, March production spiked over 10% higher
than March 2016. Lastly, the major dairying regions have escaped
the worst of the production impacts.
With this in mind, we expect production to fall by up to 2%
compared to last season. Although, we note that production will
vary widely across the country by season end. For example, some
areas of the North Island are likely to be well short of that number,
whereas in many South Island areas production may be close to on
par with last season.
Implications
This boost to auction prices and the lateness in the season raises
the possibility of a higher milk price this season. As result, we place
our 2016/17 milk price under review.

Season-end Forecasts
2016/17
2017/18 Long Run
Fonterra
ASB
ASB
ASB
Milk Price*
$6.00
$6.00
$6.75 $6.50-$7.00
* per kg of milk solids (excluding dividend).

Key Auction Results
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Looking to next season, we expect prices to remain firm at or near
current levels. In terms of next season’s milk price, we stick to
$6.75/kg, with the recent auction price strength offset by our view
that the NZD is likely to climb over 2017.
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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,
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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