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Farmgate milk price forecast unchanged  

Key points 

 Our farmgate milk price forecast for the 2020-21 season is unchanged at 

$5.75/kg MS, due to offsetting movements in commodity prices and 

currency.  

 Dairy commodity prices have outperformed expectations but further 

downside pressure is anticipated as we sell more new-season product.  

 The recent rally in the NZD looks like it will stick around for some time, 

which will cut into dairy returns in local currency terms. 

Stronger NZD offsets commodity price resilience 

Our farmgate milk price forecast for the 2020-21 season remains at $5.75/kg 

MS. Global dairy commodity prices have been falling but the rate of retreat has 

been slower than anticipated, which is supportive to our milk price returns. 

Unfortunately, the stronger NZD has eliminated the benefits in local currency 

terms. 

Figure 1. Farmgate milk prices  

 

Source: Fonterra, ANZ Research  

The new dairy production season commenced at the beginning of June and the 

final farmgate milk price for the 2020-21 season won’t be finalised for a further 

16 months.  A lot could happen during this period of time that will influence 

global dairy markets and the NZD. No one knows exactly how market demand 

will perform as countries across the globe battle both the health and economic 

challenges Covid-19 brings. 
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Dairy commodity prices stronger than expected 

Dairy markets thus far have been more resilient than we anticipated but 

nevertheless we do expect prices to trend down through the second half of 

2020. At present the relatively low volumes of product on offer and support from 

traditional sales channels have meant dairy commodity prices have eased at a 

much more sedate pace than many other commodities. 

NZX dairy futures prices show a relatively flat forward price curve for the main 

commodities. Whole milk powder (WMP) is currently trading on this market at 

prices mainly between USD2700 and USD2800/t throughout the 2020-21 

season. This is closely aligned with the 5-year average price for this product of 

USD2775/t.  

Figure 2. Dairy commodity price basket 

 

Source: NZX, GDT, ANZ Research  

However, given the weak current global economic environment we expect to see 

WMP drop below this price level. This is anticipated to occur as larger volumes of 

new-season product start to hit the market in a couple of months’ time. We have 

therefore built a weighted average WMP of USD2560 into our forecasts, which is 

about 7% lower than futures prices currently imply. 

Proteins expected to outperform fats 

Milkfat products (butter and anhydrous milkfat) and cheese are expected to 

struggle more than milk powders. At present WMP is priced approximately 4% 

below its 5-year average, while butter is 18% down.   

Demand for milkfat products has been curtailed through lockdown periods 

globally, which have limited the opportunities to eat out of home. Even as 

lockdown conditions start to ease across the globe, financial constraints will 

continue to limit eating-out occasions, particularly high-end dining. And there is 

an ever-present risk of renewed lockdowns on at least a regional basis as the 

virus flares up and dies down on an ongoing basis. 

In this environment demand for more basic products such as milk powders are 

expected to hold up slightly better than milkfat products.  

Skim milk powder (SMP) is currently trading above its 5-year average but this is 

due to SMP prices being curbed in recent years by a build-up of European 

Commission-owned stock of this product. SMP is now trading about USD100/t 

below WMP, which is considered a normal differential. 
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Volatile NZD 

The New Zealand dollar has found more support in the current market 

environment than we were anticipating. Partly it reflects the good news that we 

beat back Covid-19 and so are in a better position than most, but it is not good 

news for farmers as overseas returns are eroded by a stronger NZD in farm-gate 

terms.  

The pace and the scale of the fiscal and monetary responses across the globe is 

helping to support economies and the near-term data flow is positive as the 

disruption associated with lockdowns ease. 

Global equity markets have been incredibly resilient in the current economic 

environment. It now appears that the scale of the economic shock to date has 

not been sufficient to drive risk assets and general risk appetite lower, and this 

has been supportive of the NZD.  

Figure 3. NZD/USD  

 

Source: RBNZ, ANZ Research  

How long this dynamic will last is extremely difficult to know, but the recent 

strength seen in the NZD now looks like it will hang around for some time. We 

therefore no longer anticipate a significant fall in the NZD in the months ahead. 

We now anticipate the NZD will maintain a value of near USD0.65 through into 

2021. 

Highly uncertain times 

The global economic environment is still anticipated to weaken further but 

exactly how this will play out for dairy commodity prices is very uncertain. The 

following table shows just how sensitive the farmgate milk price is to small 

movements in the NZD and commodity prices.  

Table 1. Farmgate milk price sensitivity table 

  NZD/USD effective 
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 USD/t 0.56 0.60 0.64 0.68 

10% 2904 7.80 7.15 6.50 6.05 

5% 2772 7.35 6.75 6.15 5.70 

Base 2640 6.90 6.30 5.75 5.30 

-5% 2508 6.45 5.90 5.35 4.95 

-10% 2376 6.00 5.45 4.95 4.60 

-15% 2244 5.55 5.05 4.55 4.20 

While market uncertainty remains so high we suggest a conservative approach 

is taken to budgeting for the dairy season ahead.  
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Meet the team 

We welcome your questions and feedback. Click here for more information about our team.  

 

Sharon Zollner 

Chief Economist 
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@sharon_zollner  

Telephone: +64 27 664 3554 

Email: sharon.zollner@anz.com 
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This document is intended for ANZ’s Institutional, Markets and Private Banking clients. It should not be forwarded, copied or 
distributed. The information in this document is general in nature, and does not constitute personal financial product advice 
or take into account your objectives, financial situation or needs.  

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 and distributed in your country/region by either: Australia and New Zealand 
Banking Group Limited (ABN11 005 357 522) (ANZ); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out 
below. 

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 
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 would be subject to additional licensing or registration requirements. Further, the products and 
services mentioned in this document may not be available in all countries. 

ANZ in no way provides any 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 does 
not represent or warrant the accuracy or completeness of the information Further, ANZ 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 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. The 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 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 and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the 
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 the 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’s policies on conflicts of interest and ANZ maintains appropriate information 
barriers to control the flow of information between businesses within it and its Affiliates. 

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

Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking 
Group Limited (ANZ). 

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

Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient 
acknowledges that although ANZ Royal Bank is a subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank 
do not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the obligations of ANZ Royal Bank. 

European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority 
(PRA) and is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent 
of our regulation by the PRA are available from us on request. This document is distributed in the United Kingdom by Australia and New 
Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible 
counterparty” or “professional client”. It is not intended for and must not be distributed to any person who would come within the FCA 
definition of “retail client”. Nothing here excludes or restricts any duty or liability to a customer which ANZ may have under the UK 
Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential Regulation Authority 
(PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by 
the PRA. Details about the extent of our regulation by the PRA are available from us on request.  

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 publication 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 publication have not been reviewed by any regulatory authority in Hong Kong.  
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New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is 
not a personalised adviser service under the Financial Advisers Act 2008 (FAA).  

Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or 
provide financial services in Oman. Consequently ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market 
Authority. The information contained in this document is for discussion purposes only and neither constitutes an offer of securities in 
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People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China) 
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speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an Affiliate (other than ANZ China), the 
following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public 
offering of any products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the 
products and services of such entities are not being offered or sold within the PRC by means of this document or any other document. 
This document may not be distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance 
with any applicable laws and regulations. If and when the material accompanying this document relates to the products and/or services of 
ANZ China, the following statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the 
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