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Everything has its limit 
 Dairy prices ended 2017 on a weak note. 

 With price resistance to record high butter (milk fat) prices a likely culprit. 

 From here, we expect lower butter prices to start attracting consumers back, stabilising prices as a result. 

Summary 
Butter and milk fat prices had been on a tear over 

2017.  Indeed, butter and anhydrous milk fat prices set 

ten and six auction record highs, respectively, over 

2017. 

But there is a limit.  And it appears that this limit was 

reached over the last three months of 2017. 

In other words, butter and milk fat prices became too 

high for consumers to bear.  As a result, those 

consumers have reduced their demand.  Some may 

have switched to butter substitutes like margarine, 

while others may have simply cut butter from their 

diets. 

Whatever action consumers have taken, demand 

appears to have retreated, taking prices with it.  

Indeed, in the three months to end the year, butter 

prices have fallen by over a quarter.  Moreover, we suspect that retreating butter prices have dragged general dairy 

prices lower too. 

From here, we anticipate that butter and general dairy prices will stabilise.  The 25% price fall is likely to encourage 

consumers to restart their butter purchases again.  However, the exact timing of the stabilisation in prices is harder to 

predict.  That said, given the magnitude of the price falls we expect that will occur in early 2018. 

Auction Results, 19 December 
Dairy prices fell across the board overnight.  Overall prices slid 3.9%, with whole milk powder (WMP) and skim milk 

powder down 2.5% and 4.8%, respectively.  Milk fat prices also retreated further from earlier record highs, with butter 

dipping 2.3% and anhydrous milk fat (AMF) dipping 6.7%. 

4,000

4,500

5,000

5,500

6,000

6,500

2,500

2,750

3,000

3,250

3,500

3,750

Jan 17 Mar 17 May 17 Jul 17 Sep 17 Nov 17

GLOBAL DAIRY TRADE AUCTION

(average winning price)

Sources: GlobalDairyTrade

USD/MT

Butter (RHS)

Weighted 
Average Prices (LHS)

USD/MT

mailto:nathan.penny@asb.co.nz


  

 

Rural Economic Update  |  20 December 2017 

The weakness contrasted starkly with futures pricing 

ahead of the auction.  Futures pricing for WMP had 

pointed to a price lift of around 5%. 

All up, dairy prices have ended 2017 on a weak note.  

Overall prices are down 13.2% over the year, while WMP 

prices have fallen 22.1%.  The last three months of the 

year have been notably weak, with price falls in five of the 

six auctions. 

Meanwhile, milk fat prices have had a remarkable year.  

On top of setting multiple record highs, butter prices lifted 

42% from the end of 2016 through to July, before falling 

27% to end the year.  AMF prices also lifted 30% at one 

stage. 

For now, we stick with our 2017/18 milk price forecast of 

$6.50/kg.  As mentioned above, we expect dairy prices to 

stabilise in early 2018.  That said, the timing of this stabilisation is hard to predict.  With that in mind, we will review 

our milk price forecast in the New Year.   
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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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