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Butter up
•

Dairy prices lifted a touch overnight.

•

Although, whole milk powder prices fell as expected.

•

Meanwhile, butter prices set a fresh auction record high.

Summary
With winter now upon us, our focus firmly shifts to the new season.
The change in seasons also appears to be coinciding with a subtle shift
in market focus. Indeed our commentary over the past year or two
has largely focused on global, and particularly NZ, dairy supply. But
this season, we anticipate that demand is going to play a much
larger role in determining prices. In fact, that is already the case.
Global demand for milk fats has surged. Much of this surge can be
put down to an acknowledgement by the scientific community that
fats are no longer as bad for your health as once feared. In particular,
this notion has been embraced in North America. In short, butter is
back!
This food trend back to fats, along with tighter global dairy supply,
has sent milk fat prices soaring. For example, both butter and AMF
have set a number of auction record highs this year.
Moreover, we expect this trend towards fats to continue – the science
is conclusive. So while global dairy supply is likely to lift this season,
global demand is likely to match this lift. As a result, we expect global
dairy prices to remain firm this season at or around current levels.
Auction Results
Dairy prices lifted by 0.6% overnight. However as expected, key
product WMP fell 2.9%. AMF prices also retreated from its auction
record high, falling 1.2%.

Season-end Forecasts
2016/17

2017/18
Fonterra
ASB
Milk Price*
$6.15
$6.50
$6.75
* per kg of milk solids (excluding dividend).
Fonterra/ASB

Key Auction Results
Product
Whole Milk Powder (WMP)
Skim Milk Powder (SMP)
Anhydrous Milk Fat (AMF)
Butter
GDT Price Index

NZ production dynamics aside, global demand appears firm. In
particular, milk fat demand is very high, as indicated by the auctionrecord high for butter and at the last auction for AMF.
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These two pace-setters aside, the auction was firm. In particular,
butter has set a fresh auction record high of US$5,631/MT. In
addition, cheddar spiked 14.5%, while SMP jumped 7.9%. Five out of
the seven main products we monitor rose.
The WMP fall can be put down to better than expected NZ
production. Dairy markets had pushed WMP prices around 16%
higher since March, as they factored in the possibly of disrupted NZ
supply. However, if anything NZ production has held up; for example,
April NZ production was 6.8% higher than in April 2016.
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Implications
As a result, we expect prices to remain firm at or near current levels.
In terms of the new season milk price forecast, we continue to
expect $6.75/kg.
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Important Disclosures
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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