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Singing in the rain 
• Dairy prices fell overnight in line with expectations. 
• With better than expected NZ summer production driving the fall.  

• This result and the better production outlook adds downside risk to our 2016/17 milk price forecast of $6.50/kg. 

 Summary 
Back in the spring, NZ farmers experienced the strange phenomenon 
of too much rain.  North Island farmers, in particular, saw production 
dive as pastures became water-logged.  Farmers were ‘praying’ for 
sun and the accompanying warmth to get pasture growth and 
production back on track. 

Fast-forward to the summer and the opposite usually applies.  At 
this point of the season, drought risk is a farmer’s biggest concern.   

However as it turns out, this summer has delivered generally good 
growing conditions for the key dairying regions.  And recent rain 
(combined with moderate temperatures), particularly in areas where 
it has been dry, has helped prompt a partial recovery in dairy 
production. 

As a result, we have revised our production forecast for this season 
higher.  That said, the kicker of better production is the potential for 
a weaker milk price.  Indeed, we place our $6.50/kg milk price 
forecast for this season under review.   

21 February auction comments 
Dairy prices fell overnight in line with expectations.  WMP and SMP 
led prices lower, dipping 3.7% and 3.8%, respectively.  Overall 
auction prices fell 3.2%. 

Looking at 2017 to date, WMP prices have now slid 10%, while 
overall prices have drifted 5% lower.  However, prices compare 
much more favourably to their levels a year ago; WMP and overall 
prices sit 72.5% and 59.9% above February 2016 levels.    

The dairy price decline follows a much-improved NZ production 
outlook.  For example, we have lifted our nationwide production 
(i.e. for all dairy companies) forecast to a 3% decline compared to 
last season, from a 5% decline previously.  Fonterra has made a 
forecast change of similar magnitude for its milk collections. 

Moreover, this season’s weather risks have largely receded.  With 
recent rain in most parts of the country and autumn around the 
corner, the improvements in production are likely to be maintained 
over the remainder of the season.  

As a result, we expect prices may soften further over coming 
auctions.  Over a longer period, we expect WMP prices, for example, 
to remain well-supported in the low US$3,000’s. 

Implications  
We stick with our 2016/17 milk price forecast of $6.50/kg for now, 
though note the extra downside risks.  Moreover, we place the 
forecast ‘under review’.  Indeed, as mentioned above weather risks 
for NZ production are now largely ‘off the table’ for the remainder of 
this season. 

Season-end Forecasts 
2016/17 2017/18 Long Run

Fonterra ASB ASB ASB
Milk Price* $6.00 $6.50 $6.75 $6.50-$7.00
* per kg of milk solids (excluding dividend).   
Key Auction Results  

Product

% change in 
index since 
last auction

Annual % 
change in 

index

Weighted 
Average Price 

US$/MT

Whole Milk Powder (WMP) -3.7% 72.5% 3,189
Skim Milk Powder (SMP) -3.8% 43.4% 2,574
Anhydrous Milk Fat (AMF) -1.3% 63.2% 5,693
Butter 0.2% 61.9% 4,598
GDT Price Index -3.2% 59.9% n.a.  

-6

-4

-2

0

2

4

Jun Jul Aug Sep Oct Nov Dec Full
Season

Season to 
date, % chg MILK SOLIDS PRODUCTION

(2016/17 season)
Source: DCANZ, ASB

ASB
Forecast

 

 

mailto:nathan.penny@asb.co.nz


    22 February 2017 

  

 2 

ASB Economics & Research Phone 
    Chief Economist 
Senior Economist  
Senior Rural Economist  
Economist 
Economist 
Publication & Data Manager 

Nick Tuffley 
Jane Turner 
Nathan Penny 
Kim Mundy 
Daniel Snowden 
Judith Pinto 

nick.tuffley@asb.co.nz 
jane.turner@asb.co.nz 
nathan.penny@asb.co.nz 
kim.mundy@asb.co.nz 
daniel.snowden@asb.co.nz 
judith.pinto@asb.co.nz 

(649) 301 5659 
(649) 301 5853   
(649) 448 8778 
(649) 301 5661 
(649) 301 5657 
(649) 301 5660 

      

  

https://reports.asb.co.nz/index.html 
@ASBMarkets 

ASB Economics 
ASB North Wharf, 12 Jellicoe Street, Auckland 
 
 
 

           
 
Important Disclosures 

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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