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Watching brief 
 Dairy prices dipped as expected overnight. 

 With the price fall coming against the backdrop of an escalating US-China trade war.  

 All up though, the price fallout from the trade war escalation was relatively modest. Nonetheless, we keep a 

watching brief for further downward price pressure.  

Trade war fallout so far largely contained 
It could have been worse.  Indeed, the 2.6% overall fall at 

the auction overnight was modest in light of a material 

escalation in the US-China trade war over the past week 

or so.  For context, the historical average auction price 

movement is around 4%, and the price movement was 

also not materially different from the 2.2% average move 

over the past year. 

Moreover, other commodities have posted considerably 

larger moves.  Iron ore, for example, has moved into bear 

market territory on the back of the escalating trade war.  

Recall that a bear market refers to a market where prices 

have fallen by more than 20% from their peak. 

We continue to note that food exports, including dairy, 

are likely to prove the exception to the trade war rule.  

Notably, Chinese household spending is one of the better 

performing sectors in what is an otherwise softening growth outlook for the Chinese economy.  Also, Chinese 

restrictions on US agricultural exports may actually help NZ exports as China looks for alternative supply.  Together 

these factors are likely to underpin demand for NZ dairy. 

Nonetheless, we are in uncharted territory with regards to the US-China trade war.  As a result, we keep a watching 

brief for additional downward pressure on dairy prices over coming auctions.   

Auction results, 6 August 
Overall dairy auction prices dipped 2.6% overnight, effectively giving back last auction’s price gain.  Moreover, the 

price fall was broad-based, with all products we monitor posting declines. 
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Key whole milk powder (WMP) prices fell by a relatively 

modest 1.7%.  This result was in line with our expectation 

for a 2% fall.   

Milk fat prices posted the largest falls.  Butter, anhydrous 

milk fat and butter milk powder all posted falls in excess of 

5%.  Butter prices have now fallen 25% since April. 

In our view, this result does not change the outlook for global dairy markets.  The result largely reflects the 2.5% dip 

in the Chinese yuan against the US dollar since the last auction.  Note Chinese officials have let the Chinese yuan fall in 

a tit-for-tat response to the US announcement last week of an additional tariff on Chinese exports to the US.    

With this in mind, tight global dairy markets continue to appear to be the key driving force of global dairy markets.  

NZ production growth is past its cyclical peak, while production growth in the other major dairy exporters is soft. On 

this basis, we anticipate that dairy prices can push towards cyclical highs later in the season. 

Accordingly, the NZ spring will be important for setting the direction for prices.  If domestic production is soft in the 

coming season, dairy buyers are likely to be caught short, given many appear to be currently living hand-to-mouth. 

Implications 
We stick with our 2019/20 milk price forecast of $7.00/kg.  However, we again highlight that it is very early days for 

the 2019/20 season.  Accordingly, our forecasts at this time of the season always come with a very wide range of 

error.  Our $1.00/kg range is $6.50/kg to $7.50/kg at present. Fonterra’s forecast range is $6.25/kg to $7.25/kg.   

Also, as noted above, we continue to keep a watching brief on the trade war escalation and any material impact on 

dairy markets beyond the modest impact to date. 

Farmgate Milk Price Forecasts 
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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 

2018/19 2019/20 Long Run

Fonterra/ASB Fonterra ASB ASB

Milk Price* $6.30-$6.40 $6.25-$7.25 $7.00 $6.50-$7.00
* per kg of mi lk sol ids  (excluding dividend).  

Product

% change in 

index since 

last auction

Annual % 

change in 

index

Weighted 

Average 

Price US$/MT

Whole Milk Powder -1.7% 3.3% 3,039

Skim Milk Powder -1.6% 25.6% 2,482

Anhydrous Milk Fat -5.1% -7.3% 5,246

Butter -5.5% -12.7% 4,165

GDT Price Index -2.6% 8.7% n.a.
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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.   


