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Down smalls 
• Dairy auction prices fell modestly overnight and are showing signs of stabilisation. 

• Our view remains that the dairy market impact of the virus outbreak will prove modest and short-lived. 

• We stick with our 2019/20 milk price forecast of $7.40/kg, but also note upside risks to our 2020/21 forecast.   

Summary 
Dairy prices are showing signs of stabilisation.  After initially 

falling in response to the coronavirus by 6.2%, key whole 

milk powder prices have fallen by progressively smaller 

amounts in the two auctions since.   

Meanwhile, the number of new virus cases in China is falling.  

In addition, some normality is returning to the Chinese 

economy, albeit in patches.  Encourgingly, Fonterra reported 

last week that while there was some disruption, its products 

were reaching Chinese markets.     

These developments are consistent with our view that the 

virus impact on dairy markets will prove modest and short-

lived.  Note this view hasn’t changed with the outbreak 

spreading to new hotspots, including South Korea, Italy and 

Iran. Note, we remain focused on Chinese market 

developments as NZ dairy exports to China dwarf exports to 

the more-recent virus hotspots of South Korea, Italy and Iran.   

Despite the encouraging signs, we acknowledge there remain many moving parts to dairy markets.  With this in mind, 

we will continue to review our 2019/20 milk price forecast $7.40/kg as information comes to hand.       

Auction results, 3 March 
Dairy auction prices fell modestly overnight and by less 

than expected. Key whole milk powder (WMP) prices 

drifted 0.5% lower, while overall prices fell 1.2%. The 

0.5% WMP price fall was noticeably less than the circa 

3.5% fall indicated by the futures market ahead of the 

auction. 
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Product

% change in 

index since 

last auction

Annual % 

change in 

index

Weighted 

Average 

Price US$/MT

Whole Milk Powder -0.5% -8.4% 2,952

Skim Milk Powder -3.2% 10.8% 2,747

Anhydrous Milk Fat -1.7% -26.6% 4,302

Butter 1.0% -13.6% 4,131

GDT Price Index -1.2% -3.2% n.a.
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Prices are now beginning to stabilise. Over the three auctions since the coronavirus outbreak began to impact dairy 

markets, WMP and overall prices have slipped by around 9%.  Focusing on WMP prices, most of the 9% fall came at 

the 4 February auction (-6.2%), with the magnitude of the price falls then reducing in the two auctions since (-2.6% on 

18 February, followed by -0.5% overnight). 

This pattern fits with our view that the coronavirus impact will prove modest and short-lived.  As business as usual 

conditions slowly return to normal in China, both dairy demand and prices are likely to rebound over coming months.   

Indeed, we took comfort in Fonterra’s statement last week that while “there has been a slow-down in processing… at 

ports. [Importantly though], our product is continuing to be cleared by customs and quarantine officials.” Note, we 

remain focused on Chinese market developments as NZ dairy exports to China dwarf exports to the more-recent virus 

hotspots of South Korea, Italy and Iran.   

Meanwhile, we remain bullish on the prospects for 2020/21. We anticipate that global dairy markets will return to 

normal by the time the new season begins in earnest. If this is this indeed the case, then market fundamentals, 

including tight global dairy supply, are likely to be supportive of global dairy prices.  Moreover, the recent NZ dollar 

falls (currently trading at around US$0.6290) is providing an opportunity to hedge at a very supportive level for the 

season ahead. 

Implications 
We stick with our 2019/20 milk price forecast at $7.40/kg.  That said, we point out that there remain many moving 

parts to dairy markets currently and our forecast may require tweaking over the coming months.  

As discussed above, we are bullish on the prospects for 2020/21 and see upside to our milk price forecast of $7.50/kg. 

Farmgate Milk Price Forecasts 

 

 

 
 

ASB Economics & Research  Phone 
Chief Economist Nick Tuffley   nick.tuffley@asb.co.nz  (649) 301 5659 
Senior Rural Economist Nathan Penny nathan.penny@asb.co.nz  (649) 448 8778 
Senior Economist Jane Turner jane.turner@asb.co.nz  (649) 301 5853 

Senior Economist Mark Smith mark.smith4@asb.co.nz (649) 301 5657 
Senior Economist, Wealth Chris Tennent-Brown chris.tennent-brown@asb.co.nz  (649) 301 5915 

Senior Economist Mike Jones mike.jones@asb.co.nz  (649) 301 5661 

Data & Publication Manager Judith Pinto judith.pinto@asb.co.nz  (649) 301 5660 

 
www.asb.co.nz/economics  

   

@ASBMarkets 

 

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.   

2019/20 2020/21 Long Run

Fonterra ASB ASB ASB

Milk Price* $7.00-$7.60 $7.40 $7.50 $6.50-$7.50

* per kg of milk solids (excluding dividend).  
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