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Susan Kilsby for more
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Key points


We have revised our farmgate milk price forecast for the 2021-22 season
up another 50c to $9.30/kg milksolid (MS).



Our forecast for the 2022-23 season has also lifted slightly from $8.00/kg
to $8.40/kg MS. Prices are expected to moderate as demand and supply
start to realign.



The NZD is assumed to appreciate steadily across our forecast period to
reach USD0.70 by the end of the 2022 calendar year.

Prices become more certain as the season progresses
We have revised up our farmgate milk price forecast for the 2021-22 season
to $9.30/kg MS (from $8.80/kg MS). This puts our forecast just above the
mid-point of Fonterra’s latest milk price guidance of $8.90 - $9.50/kg MS.
Figure 1. Farmgate milk prices
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Farmgate milk prices have benefitted from both the sharp lift in global dairy
commodity prices and the softer NZD. Dairy prices lifted much faster than
anticipated in January as the impact of tight global supplies for milk started to
have a material impact.
Table 1. Farmgate milk price sensitivity table (2021-22 season)
NZD/USD effective
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Milk supplies in all of the major milk producing countries are either tracking
behind last season or growing only modestly. This lack of additional supply is
now being felt in the global markets.
Figure 2. Global milk production growth for major exporters
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The most recent milk production data from New Zealand, supported by dairy
company announcements, means buyers are now well aware that there will
not be a lot of additional product available from New Zealand during the latter
part of the milk production season. New Zealand’s milk supply is tracking
3.2% behind for the season to December, with production for the month of
December down 5.5% on the same month last season. Dry conditions
throughout January mean milk supplies are likely to be curtailed for much of
the remainder of the season.

$8.40 forecast for next season
Looking ahead, the 2022-23 season is also expected to deliver an aboveaverage milk price. We have upgraded our forecast by 40c to $8.40/kg MS.
But we remain very cautious, as dairy commodity prices tend to have a habit
of correcting quite quickly when prices reach high levels.
Global milk supplies will lift again when the Northern Hemisphere production
hits in seasonal peak in about April/May. At this stage it seems unlikely that
supply will surge more than normal, but strong prices may result in more milk
being produced – particularly in the US.
Table 2. Farmgate milk price sensitivity table (2022-23 season)

Commodity price
basket

NZD/USD effective
USD/t

0.64

0.66

0.68

0.70

0.72

20%

4500

11.30

10.90

10.50

10.15

9.80

10%

4125

10.15

9.80

9.45

9.10

8.80

Base

3750

9.05

8.70

8.40

8.10

7.80

-10%

3375

7.95

7.65

7.35

7.05

6.80

-20%

3000

6.80

6.55

6.30

6.05

5.80

-30%

2625

5.70

5.45

5.25

5.00

4.80

Source: ANZ Research

We are also likely to see some decrease in demand for dairy products. Prices
are now at such exceptionally high levels that they will be priced out of reach
of consumers in some of the poorer nations. Typically, demand from North
Africa/Middle East, and parts of South East Asia tends to ease when prices are
this strong. Demand from China tends to be less price sensitive, but any
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reduction in demand from this massive importer of dairy products would have
a meaningful impact on the dairy markets.
At present the NZX futures market is pricing in much stronger dairy
commodity prices and the milk price contract for next season (Sep 23) is
priced at $9.35/kg MS. That is nearly $1 above our forecast.

Steady lift in NZ dollar anticipated.
We anticipate a gradual increase in the NZD across the forecast period. The
NZ dollar has remained very subdued and hasn’t strengthened in response to
the RBNZ starting to tighten monetary policy. Most central banks around the
globe are now poised to commence monetary policy tightening, so it is not
just New Zealand that is experiencing rising interest rates. If New Zealand’s
interest rates are higher than other countries then we tend to attract more
money flowing into New Zealand which puts upward pressure on our
exchange rate. We now anticipate the NZD will gradually firm to USD0.70 by
December 2022
Figure 3. NZD/USD
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Overall the outlook for the farmgate milk price remains very robust in the
near term. Unfortunately, on-farm costs have also risen rapidly, due to rising
compliance costs, higher interest rates and increasingly scarce and expensive
labour. These factors are taking the shine off of the record milk price that is
expected to be delivered this season.
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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
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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
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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
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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 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. 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.
Chile. You understand and agree that ANZ Banking Group Limited is not regulated by Chilean Authorities and that the provision of ANZ
Research is not subject to any Chilean supervision and is not guaranteed by any regulatory or governmental agency in Chile.
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
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