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ASB revises 20/21 milk price forecast to $7.60 KGMS 

• Dairy prices remain very high despite a modest bit of correction overnight. 

• We have revised our milk price forecast for the 20/21 season from $7.40 to $7.60, retaining our $7.30 view 

for 21/22. 

• In other dairy news, Fonterra’s half-year financial results show a profit of $391 million 

Milk Price Forecast Update 
 

 

 
There was a bit of correction at last night’s GlobalDairyTrade auction. After 
the monster auction a fortnight ago, where WMP prices lifted 20%, there 
was a partial retracement at this auction. The 6.2% WMP price correction 
was a little bit larger than the circa 2% decline the futures market had been 
indicating. The overall GDT Price Index was down 3.8%. 

Still, prices for products remain very strong. Gains a fortnight ago were so 
enormous that WMP prices remain well north of $4,000/MT. Other product 
categories continue to perform well at auction, with lifts for SMP and AMF. 
Butter’s winning streak came to an end, but prices are sitting around three-
year highs.  

Aggressive Chinese purchases continue to fuel the strength in prices. As 
we’ve noted in recent commentaries, stockpiles in China haven’t kept pace 
with consumption, while food insecurity fears have continued to support 
demand. The auction a fortnight ago saw shipping disruption fears enter the 
mix as buyers rushed to secure product, bidding up prices in the process. That 
narrative remained evident this auction, with strong demand out of ‘North 
Asia’ continuing to price other regions out of the mix.  

Still, we retain some caution. The fact that WMP prices have moved much 
more dramatically than other products over the past auctions speaks to the 
fact that while underlying demand for dairy products remains high, shipping 
fears and the need to reliably secure product for crucial infant formula in the 
near term are influencing the figures. At a certain point, there remains the 
risk that China will have built sufficient stockpiles and start to take its foot off 
the accelerator. The timing of such a move remains highly uncertain, and the 
re-entry of other buyers into the market may help offset the price impact. 

2020/21 2021/22

ASB Fonterra ASB

Milk Price* $7.60 $7.30-$7.90 $7.30

* per kg of milk solids (excluding dividend).  
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We have revised our forecast for the 20/21 season to $7.60 but retain our $7.30 view for 21/22. Our 20/21 forecast 
puts us right in the middle of Fonterra’s forecast range for the current season, while the co-op hasn’t provided its first 
signals for next season yet. The fact that the longer-dated contracts are paying a premium is a positive sign, though 
we are still only talking about the very beginning of the next season. Watch this space. 

  

 

Fonterra’s underlying performance lifts 

In its results for the first half of its financial year, Fonterra reported a profit of $391 million.  Although this figure is 

down 22% from the same period a year earlier, that previous period included gains made from the sale of 

assets.  Fonterra’s ‘normalised’ profit measure (i.e. excluding divestment impacts and asset revaluations) was $418 

million and up 43% from a year earlier, pointing to a strengthened underlying performance from the co-operative. 

Fonterra benefitted from better sales margins and lower operating expenses, with lower interest rate costs 

assisting.  A key driver of the boost has been earnings out of China, where Fonterra is riding the coattails of China’s 

strong rebound out of the pandemic and is expanding its foodservice business.  Earnings from the rest of the Asia-

Pacific also lifted.  In contrast, earnings from the rest of the world – including Europe and the Americas – were 

down.  In part that softer performance elsewhere will reflect the weaker economic performance as many countries 

continue to combat COVID-19, although product will also be heading to those markets prepared to pay up for it.   

Fonterra’s earnings guidance for the full year is 25 - 35 cents/share, and Fonterra will resume paying an interim 

dividend (of 5 cents per share).  Fonterra anticipates the second half of the year will be more financially 

challenging.  The higher farmgate milk price means Fonterra’s input price is rising, putting short-term pressure on 

margins for some of its final products. 

Fonterra’s balance sheet continues to strengthen, with the gearing ratio down to 45.2% from 47.1% a year 

earlier.  During the middle part of the season, when production and inventory spike, Fonterra’s working capital 

requirements also lift, and at the middle of the year Fonterra was also temporarily carrying more inventory due to 

shipment delays.  Fonterra is targeting its gearing ratio to be under 40% for the end of the full financial year (from 

41.4% at the end of the previous year), continuing the trend of recent years towards lighter gearing.   

 

 

 

 

 

 

GlobalDairyTrade Auction Results 

Stream Product

% change in 

index since 

last event

Annual % 

change in 

index

Weighted 

Average 

Price US$/MT

Whole Milk Powder (WMP) -6.2% 46.8% 4,083

Skim Milk Powder (SMP) 0.7% 31.9% 3,350

Anhydrous Milk Fat (AMF) 3.7% 41.4% 6,155

Butter -2.8% 38.3% 5,659

Butter Milk Powder (BMP) 0.0% 0.0% n.a.

Cheese Cheddar 11.8% 14.0% 4,250

GDT Price Index -3.8% 53.5% n.a.
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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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