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This is_ not pgrsonal advice nor Milk price revised up

financial advice about any product or
service. It does not take into account

your financial situation or goals. Key points

Please refer to the Important Notice. . . .
e We have revised up our farmgate milk price forecast for the 2023-24

season by 15c to $7.85/kg milksolid.
% Contact

Susan Kilsby for more . . . . )
details. e Global milk supplies are decreasing, which has helped markets find

balance in the face of softer demand.

e Our forecast for the 2024-25 season is unchanged at $8.50/kg MS.

e The relatively weak NZD continues to support the farmgate milk prices

) for both this season and next.
Confused by acronyms or jargon?

See a glossary here. . . .
? Y Farmgate milk prices lift

Our farmgate milk price forecast for the current 2023-24 season has been
revised up by 15c to $7.85/kg MS. Dairy commodity prices have trended
higher, up 25% in the six months to February. Prices are expected to
remain near current levels for the remainder of the 2023-24 season.

Earlier in February Fonterra lifted its milk price forecast for the 2023-24
season to a range of $7.30-$8.30. The mid-point of the range is now 30c
higher at $7.80/kg MS. The range has not yet been tightened but we would
need to see a significant drop in commodity prices from here to see a milk
price at the bottom end of Fonterra’s range.
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Source: Fonterra, Global Dairy Trade, ANZ Research

2025 season and beyond

Our milk production forecast for the 2024-25 season remains unchanged at
$8.50/kg MS. Fonterra will not release its opening milk price forecast for this
season until May.

Milk price futures for the 2024-25 season are currently trading at $8.50/kg
MS. For the 2025-26 season futures latest daily settlement price is also at
$8.50/kg MS but the bid offer range is wide at $8.20-$9.00/kg MS and there
has been limited trading in this contract thus far.


https://www.anz.co.nz/content/dam/anzconz/documents/economics-and-market-research/NZ-Economic-Acronyms-Definitions.pdf

China buying less

Global dairy demand remains soft, primarily due to reduced demand from
China. China imported smaller quantities of dairy products in 2023 and this
trend is expected to continue throughout 2024. NZ has generally exported
less dairy products to China in 2023, particularly whole milk powder (WMP)
and milkfat products, but exports of skim milk powder and cheese have
increased. European dairy exports to China have decreased more sharply.

Until we see a significant lift in consumer confidence in China we are not
likely to see an improvement in demand. Demand for infant formula and
ingredients used in its manufacture has eased due to the slowing birth rate.
China has also been relatively successful in improving the perceived quality
of its domestically produced infant formula brands, which is also impacting
demand for imported product.

In other parts of the world demand for dairy products remains relatively
strong despite slower economic growth. New Zealand exported a lot more
WMP to South-East Asia, North Africa, and the Middle East in the 2023
calendar year.

Global milk production slows

Growth in global milk production has now stalled. This trend is evident
across the three major dairy-exporting regions: NZ, the EU, and the US.

Figure 2. Global milk production trend y/y
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Milk production is slowing considerably in the Northern Hemisphere,
primarily due to low profitability. Tighter environmental regulations are
limiting dairy cow numbers in some countries, which has impacted milk
production. Looking forward, milk volumes are expected to stabilise in most
major dairy-producing regions. Some growth is still expected in countries
such as India and China, but this will be absorbed by domestic demand.
China’s volume growth is expected to be curtailed by falling profitability.

Milk production in NZ is tracking ahead of last season. In the seven months
to December milk production was 1.1% higher y/y. This part of the season
typically accounts for approximately two thirds of the season’s total
production. Dry conditions in some regions are starting to impact production
so we may see some slowing in production across the remainder of the
season, but output is still expected to be up about 1% for the full season.

Dairy cow numbers in NZ are decreasing and so too is the area of land
dedicated to dairy farming. These trends are expected to continue as
environmental rules tighten and the focus moves towards higher output per
cow. Thus far productivity growth has largely offset the reduction in cow
numbers but at best this will keep milk output steady rather than allow for
future growth.
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Low NZD helping out

We are forecasting the NZD to increase only slightly throughout the forecast
horizon, reaching USDO0.63 by December 2024, then trending up to USD0.64
in 2025. The relatively low NZD has helped support the farmgate milk price.

Figure 3. NZD/USD
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Fonterra recently announced that as at 7 December it was 84% hedged for
its expected foreign exchange requirements for the season. If it is assumed
that the remaining 16% was hedged at the spot rate on 7 December then
this provides an average exchange rate of USD0.6144. This is very similar
to the exchange rate used in our own milk price calculation, so this has now
effectively removed the risk of a major ‘miss’ on this part of the milk price
calculation.

Table 1. Farmgate milk price sensitivity table (2023-24 season)

NZD/USD effective

USD/t  0.605 0.610 0.615 0.620 0.625
8 10% 3580 9.05 8.95 0.61 8.80 8.70
gﬁ 5% 3410 8.50 8.45 8.35 8.25 8.15
S % Base 3250 8.00 7.95 7.85 7.75 7.70
E" -5% 3090 7.50 7.45 7.35 7.25 7.20
S  -10% 2930 7.00 6.90 6.85 6.80 6.70

-15% 2760 6.45 6.40 6.30 6.25 6.20

Source: ANZ Research

Table 2. Farmgate milk price sensitivity table (2024-25 season)
NZD/USD effective

USD/t 0.600 0.610 0.620 0.630 0.640

ks 20% 4190 11.10 10.85 10.65 10.45 10.25
g‘é 10% 3840 9.95 9.75 9.60 9.40 9.20
‘g é Base 3490 8.85 8.70 8.50 8.35 8.15
E < 5% 3320 8.30 8.15 8.00 7.80 7.65
S -15% 2970 7.20 7.05 6.90 6.75 6.60
-25% 2620 6.10 5.95 5.80 5.70 5.55

Source: ANZ Research
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Important notice

Last updated: 18 April 2023

The opinions and research contained in this document (which may be in the form of text, image, video or audio) are (a) not
personal financial advice nor financial advice about any product or service; (b) provided for information only; and (c)
intended to be general in nature and do not take into account your financial situation or goals.

This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and
observe all relevant restrictions.

Disclaimer for all jurisdictions: This document is prepared by ANZ Bank New Zealand Limited (ANZ Centre, 23-29 Albert Street,
Auckland 1010, New Zealand). This document is distributed in your country/region by Australia and New Zealand Banking Group Limited
(ABN11 005 357 522) (ANZ), a company incorporated in Australia or (if otherwise stated), by its subsidiary or branch (herein collectively
referred to as ANZ Group). The views expressed in this document are those of ANZ Economics and Markets Research, an independent
research team of ANZ Bank New Zealand Limited.

This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant
website (recipients).

This document is solely for informational purposes and nothing contained within is intended to be an invitation, solicitation or offer by ANZ
Group to sell, or buy, receive or provide any product or service, or to participate in a particular trading strategy.

Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for
distribution or use by recipients resident or located in jurisdictions where its use or distribution would be contrary to those laws or
regulations, or in jurisdictions where ANZ Group would be subject to additional licensing or registration requirements. Further, any products
and services mentioned in this document may not be available in all countries.

ANZ Group in no way provides any personal financial, legal, taxation or investment advice to you in connection with any product or service
discussed in this document. Before making any investment decision, recipients should seek independent financial, legal, tax and other
relevant advice having regard to their particular circumstances.

Whilst care has been taken in the preparation of this document and the information contained within is believed to be accurate, ANZ Group
does not represent or warrant the accuracy or completeness of the information, except with respect to information concerning ANZ Group.
Further, ANZ Group does not accept any responsibility to inform you of any matter that subsequently comes to its notice, which may affect
the accuracy of the information in this document.

Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this document and are subject to change without notice; and, all price
information is indicative only. Any opinions expressed in this document are subject to change at any time without notice.

ANZ Group does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in
both profits and losses. Past performance is not necessarily an indicator of future performance. Any products and services described in this
document may not be suitable for all investors, and transacting in these products or services may be considered risky.

ANZ Group expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense
(Liability) arising directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with
this document to the extent permissible under relevant law. Please note, the contents of this document have not been reviewed by any
regulatory body or authority in any jurisdiction.

ANZ Group may have an interest in the subject matter of this document. They may receive fees from customers for dealing in any products
or services described in this document, and their staff and introducers of business may share in such fees or remuneration that may be
influenced by total sales, at all times received and/or apportioned in accordance with local regulatory requirements. Further, they or their
customers may have or have had interests or long or short positions in any products or services described in this document, and may at
any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such products.
This document is published in accordance with ANZ Group'’s policies on conflicts of interest and ANZ Group maintains appropriate
information barriers to control the flow of information between businesses within the group.

Your ANZ Group point of contact can assist with any questions about this document including for further information on these disclosures of
interest.

Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here or
request from your ANZ point of contact.

Brazil. This document is distributed on a cross border basis and only following request by the recipient. No securities are being offered or
sold in Brazil under this document, and no securities have been and will not be registered with the Securities Commission - CVM.

Brunei, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by ANZ on a cross-
border basis.

Cambodia. The information contained in this document is confidential and is provided solely for your use upon your request.

This does not constitute or form part of an offer or solicitation of any offer to engage services, nor should it or any part of it form the basis
of, or be relied in any connection with, any contract or commitment whatsoever. ANZ does not have a licence to undertake banking
operations or securities business or similar business, in Cambodia. By requesting financial services from ANZ, you agree, represent and
warrant that you are engaging our services wholly outside of Cambodia and subject to the laws of the contract governing the terms of our
engagement.

Canada. This document is general information only, is intended for institutional use only — not retail, and is not meant to be tailored to the
needs and circumstances of any recipient. In addition, this document is not intended to be an offer or solicitation to purchase or sell any
security or other financial instrument or to employ a specific investment strategy.

Chile. You understand and agree that ANZ is not regulated by Chilean Authorities and that the provision of this document is not subject to
any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.

Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice.

Fiji investors must seek licensed professional advice should they wish to make any investment in relation to this document.

Hong Kong. This document is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong
Monetary Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance)
regulated activities. The contents of this document have not been reviewed by any regulatory authority in Hong Kong. If you are in any
doubt about any of the contents of this document, you should obtain independent professional advice.

India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it
your name and place of printing.

Israel. ANZ is not a holder of a licence granted in Israel pursuant to the Regulation of Investment Advising, Investment Marketing and
Portfolio Management Law, 1995 (“Investment Advice Law"”) and does not hold the insurance coverage required of a licensee pursuant to
the Investment Advice Law. This publication has been prepared exclusively for Qualified Clients as such term is defined in the First Schedule
to the Investment Advice Law. As a prerequisite to the receipt of a copy of this publication a recipient will be required to provide
confirmation and evidence that it is a Qualified Client. Nothing in this publication should be considered Investment Advice or Investment
Marketing as defined in the Investment Advice Law. Recipients are encouraged to seek competent investment advice from a locally licensed
investment adviser prior to making any investment.

Macau. Click here to read the disclaimer for all jurisdictions in Mandarin. #i7]. AEHIARIEMBESEEBEXNBREBRRDSSUR,
Myanmar. This document is intended to be general and part of ANZ’s customer service and marketing activities when implementing its

functions as a licensed bank. This document is not Securities Investment Advice (as that term is defined in the Myanmar Securities
Transaction Law 2013).
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New Zealand. This document is distributed in New Zealand by ANZ Bank New Zealand Limited. The material is for information purposes
only and is not financial advice about any product or service. We recommend you seek advice about your financial situation and goals
before acquiring or disposing of (or not acquiring or disposing of) a financial product.
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