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Two cuts, a hint and an emerging dry 
 Fonterra has cut its 2017/18 milk forecast by 35 cents to $6.40/kg. 

 Fonterra has also cut its 2017/18 production forecast to flat on 2016/17, from a 1% lift previously. 

 Meanwhile, we stick with our slightly more optimistic forecast of $6.50/kg.   

Details 
Fonterra has trimmed its 2017/18 milk price forecast by 35 

cents to $6.40/kg.  The forecast update split the difference 

between an informal market consensus of $6.33/kg and our 

own forecast of $6.50/kg. 

Dairy prices have weakened since Fonterra’s previous update 

back in September.  For example, Fonterra pointed out that “the GlobalDairyTrade price for whole milk powder is a 

big influencer of the Farmgate Milk Price and it has declined by almost 10 percent since 1 August 2017.”   

Meanwhile, the weaker NZD has offset some of the dairy price fall.  Over the same period, the NZD has fallen by 

around four cents or 5% against the USD.  However due to hedging, the full benefit of the NZD is unlikely to be 

reflected in this season’s milk price, while next season’s stands to gain more fully. 

For our part, we stick with our slightly more optimistic milk price forecast of 

$6.50/kg.  In particular, we note a hint of conservativeness in Fonterra 

updated forecast. “The lower forecast… reflects a prudent approach to 

ongoing volatility in the global dairy market.”   

While Fonterra has erred on the side of caution with its milk price forecast, it 

has been more confident with its payment schedule to farmers.  “Our strong 

… customer order book at this point in the year, and confidence in demand 

means that the Board is able to increase the payments made in January by 10c 

per kgMS and will hold the Advance Rate through to the payments in May.” 

All up, we are comfortable with our more optimistic view given the balance 

of factors.  In particular, dry NZ weather has potential to put upward pressure 

on dairy prices.  Indeed, Fonterra has also reduced its 2017/18 production 

forecast to flat on 2016/17, from a 1% lift previously.  Similarly, global demand 

is firm and the global butter shortage is ongoing.  The main couterweighting 

factor operating is robust EU production.  

Farmgate Milk Price Forecasts 

2017/18 Long Run

Fonterra ASB ASB

Milk Price* $6.40 $6.50 $6.50-$7.00

* per kg of milk solids (excluding dividend).  
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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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