
 

 

Nathan Penny – Senior Rural Economist   (649) 448 8778  nathan.penny@asb.co.nz  

Please refer to the important disclosures at the end of this document. 

Rural Economic Note  
Global Dairy Trade Auction 

21 November 2018 
 

 

Too much of a good thing 
 We trim our 2018/19 milk price forecast by 25 cents to $6.00/kg. 

 As record October NZ milk production drives dairy prices lower again. 

 Indeed, the forecast revision proves you can have too much of a good thing.  

Summary 
It’s true.  You can have too much of a good thing.  The dairy 

sector is case in point, with record dairy production (“a good 

thing”) leading to cuts in the farmgate milk price (“a bad 

thing”). 

Indeed, the 2018/19 production season is already one for the 

record books.  October production has set a new record high 

for any month.  This record level of production has built on 

earlier strength, taking production to date this season a 

whopping 6% ahead of the same period last season.  

Moreover, the milk is continuing to roll in.  As a result, we 

have lifted our 2018/19 production growth forecast to 5%, 

from 4% previously, which will see the 2018/19 season set a 

new production record high.   

In the short term, current growing conditions suggest further 

production strength in November and into December.  Recall 

that the September through December months account for 

half of the season’s production.  With this in mind, even the 

prospect of an el Niño weather pattern and dry weather later 

in the summer won’t be enough to derail record production for 

the season overall. 

At this juncture, the NZ production strength is proving too 

much for global markets to absorb.  Fortunately, production is 

relatively soft in the EU, the US and in Australia.  Nonetheless, 

given NZ’s large share of global dairy exports, particularly of 

whole milk powder and butter, the mini glut in production is 

leading prices lower.  For example, overall auction prices have 
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fallen more than 20% since the start of the NZ dairy season. 

As a result, we have trimmed our 2018/19 milk price forecast by 25 cents to $6.00/kg.  In net income terms, the 

higher production is not enough to offset the lower milk price – all up we estimate, forecast farmer incomes are 

around $370m lower as a result of these forecast changes. 

Auction Results, 20 November 
Dairy auction prices dipped 3.5% overall overnight.  Overall 

prices have now fallen in 11 out of the last 12 auctions. Also, 

overall prices have fallen over 20% since the start of the 

2018/19 season. 

The auction result was also weaker than expected.  Futures 

pricing ahead of the auction had pointed to a whole milk 

powder (WMP) price lift of circa 2%.  For our part, we had 

thought futures pricing was a tad optimistic, and the 1.8% fall was more in line with our -1% call. 

The price falls were broad-based.  Milk fat prices led the falls, with butter and anhydrous milk fat both plunging over 

9%.  Whole and skim milk powders posted more modest price falls of 1.8% and 1.6%, respectively. 

The recent auction falls come on the back of record NZ 

production.  Season-to-date production is running in excess 

of 6% ahead of the same time last season.  And with growing 

conditions still favourable, we anticipate that the production 

strength will continue over the remainder of 2018. 

As mentioned above we have revised our 2018/19 

production growth forecast to 5%, from 4% previously.  

There are risks that production could go even higher this 

season given the current production momentum.  That said, 

there is an increasing chance of an el Niño weather pattern 

this summer and the associated dry conditions could crimp 

production later in the season.  If production growth does 

exceed our expectations, then dairy prices will come under 

further pressure.  Watch this space!    

Implications 
As discussed above, we trim our milk price forecast by 25 cents to $6.00/kg. In net income terms, the higher 

production forecast is not enough to offset the lower milk price forecast – all up we estimate, forecast farmer net 

incomes are around $370m lower as a result of these changes.  

Farmgate Milk Price Forecasts 

 

  

 

    

2018/19 Long Run

Fonterra ASB ASB

Milk Price* $6.25-50 $6.00 $6.50-$7.00

* per kg of milk solids (excluding dividend).  

Product

% change in 

index since 

last auction

Annual % 

change in 

index

Weighted 

Average 

Price US$/MT

Whole Milk Powder -1.8% -4.8% 2,599

Skim Milk Powder -1.6% 10.7% 1,965

Anhydrous Milk Fat -9.4% -33.6% 4,577

Butter -9.6% -28.9% 3,637

GDT Price Index -3.5% -12.7% 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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