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ASB lowers 22/23 forecast to $8.65, opens 23/24 at $7 

• Dairy prices have failed to gain ground over the summer, despite the reopening of the Chinese economy 

• The Chinese economy will recover some ground this year, but weaker demand elsewhere should weigh on 

commodity prices 

• We’ve revised our Fonterra farmgate milk price forecast for this season down to $8.65 per kgMS, and open our 

23/24 forecast at $7.00 per kgMS 

Wet weather 
Dairy prices have had a pretty unspectacular summer. WMP prices 

have slid about 5% since the beginning of December, culminating in 

this week’s largely flat auction. The overall GDT Index has dipped by 

about the same magnitude.  All-up, WMP prices are oscillating 

around two-year lows in USD terms. 

Chinese buyers have been missing in action for most of the season. 

The combination of strong milk production earlier in the year and 

wide scale disruption in consumption patterns has meant Chinese 

milk inventories have spent the bulk of the season in good health. 

The proportion of WMP has purchased at auction has fallen from 50-

80% in 2021 to only around 20-50% over the past twelve months. 

Chinese purchase volumes have typically fallen more markedly than 

overall offer volumes. As of now, seasonal purchase volumes are 

running at four-year lows. 

 

Not much has changed on that front, with Chinese demand still 

noticeably absent over the December and January auctions. China 

abandoned its zero-COVID policy back in the beginning of December, 

easing some restrictions on the food-service sector and the movement 

of people. But the legacy of the lockdowns looms large, with dairy 

inventories likely to have been in a strong position heading into 

December given they were up 50% yoy back in October (the latest 

data we have). 
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We expect demand from China to pick up only gradually. 

COVID is spreading rapidly in China at present, with some 

studies estimating that as much as 64% of the population have 

been infected. Consumption patterns this Lunar New Year are 

likely to be impacted. What’s more, with household balance 

sheets deteriorating during the lockdown and consumer 

confidence likely to have taken a hit, we don’t expect food 

service demand to return to pre-COVID levels for some time. 

Tentative improvements in Chinese demand are also likely to 

be largely offset by softer demand elsewhere. While most 

forecasters expect a small recovery in Chinese growth this year, 

growth among most other major economies is likely to slow. 

China is by far the dominant buyer for NZ dairy exports, but it 

still only accounted for about half of NZ’s milk powder exports 

in past years and just under a quarter of overall global milk 

powder imports. It’s not the only player:  slowing global growth 

is likely to weigh on consumption and commodity demand 

more broadly, with dairy unlikely to escape unscathed.  

Residual tightness in supply should keep dairy prices from 

falling too dramatically. NZ milk production remains stuck in a 

rut. Some input costs (e.g. fuel) have eased substantially, but 

others (e.g. fertilizer) remain stubbornly high. Other factors 

(including higher interest rates and regulatory uncertainty), will 

likely continue to weigh on the sector. All-up, local milk 

production is set to continue underperforming what we’d 

expect based on climactic conditions this year. European 

production will improve on 2023, but we don’t anticipate a 

major supply glut. 

Fonterra has already secured ay favourable effective exchange 

rate for this season and is on the way to matching it next 

season.  The co-op is about 90% hedged for the current season, 

at an effective exchange rate we estimate around the 0.6500 

mark. Because the NZD has overperformed our expectations of 

late, that estimate is a bit higher than we’d once forecast, but it 

still represents one of the most favourable conversion rates on 

record. Fonterra’s only done about a third of its hedging for the 

2023/24 season, but we expect it to achieve another favourable 

rate at this point, given downside risks to NZD. 

All-up, we’ve revised our Fonterra farmgate milk price for this season to a still-strong $8.65 per kgMS. The 

combination of a stronger NZD over the past couple of months and a more prolonged absence by Chinese buyers has 

meant a fairly hefty 85c revision to our prior forecast. Note that $8.65 per kgMS would still represent the second-

highest milk prices on record in nominal terms (after last season), and a price well above average in inflation-

adjusted terms. 

We’re opening our Fonterra milk price forecast for 2023/24 at $7.00 per kgMS, but the range of potential outcomes 

is very, very wide. With demand slowing and supply past its lows, next season’s farmgate price is likely to be 

substantially lower than this season in our view, even in the event of another favourable exchange rate.  
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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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