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Summary

e  Our forecast for 2026/27 is now $9.20/kgMS, revised up from $8.70. The new
season is starting on a positive footing, with good dairy commodity prices and
a favourable exchange rate.

e We expect dairy prices to weaken over the next few months as the 2026/27
ramps up, due to strong milk production in all major exporters. The NZD is
forecast to strengthen as well.

e On-farm costs are rising as a result of the Middle East conflict and the Strait of
Hormuz's closure. Even with the higher farmgate milk price forecast, dairy
farm profit margins will be squeezed.

e  Our forecast for the season just ended is unchanged at $9.85/kgMS.

Bearish outlook, but season starting on firm ground

As the new 2026/27 season begins, dairy markets are in a relatively good place
after a fair bit of volatility in recent months. Dairy product prices are starting to
stabilise near current levels, with skim milk powder (SMP) rising, offsetting falling
butter and anhydrous milkfat (AMF) prices. The New Zealand dollar has been
weaker than expected so far this year as well. This means forward sales for next
season are getting underway at positive levels.

Taking all that into account, the starting point for 2026/27 is higher than we
previously anticipated. As a result, our farmgate milk price forecast has been
upgraded to $9.20/kgMS, up from $8.70.

Granted, current prices are well above this level. Milk price futures for 2026/27 are
at $9.75/kgMS, which is broadly consistent with recent GDT events. Fonterra’s
opening forecast for next season is also $9.75, with a range of $8.00 to $11.00.
That’s a fair valuation based on where dairy commodity prices and the NZD have
recently traded. However, we expect downward pressure on dairy prices and
upward pressure on the NZD as the season progresses.

Figure 1. Farmgate milk price forecast
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Our forecast is based on robust global dairy production (Figure 2) placing
downward pressure on the reference commodity prices, especially SMP and
butter. To illustrate, our forecast for whole milk powder (WMP) is USD3,500/MT,
down 7% from last year. SMP is an interesting one since prices have surged 45%
since December 2025 (Figure 3). So even though we expect prices to drift lower
from current levels, they are still forecast to be 15-20% higher across the full year.

Figure 2. Milk production growth in key countries
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Figure 3. GDT prices, selected products
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Our forecast also assumes a stronger NZ dollar, bringing the full season NZD/USD
rate up to 0.61. The NZD/USD is currently trading around 0.59, but we expect it to
rise in the coming months. Exchange rate assumptions have a big impact on the
farmgate price model; moving from 0.59 to 0.61 takes 40 cents off the farmgate
milk price.

Figure 4. NZD/USD
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There are plenty of risks to our forecast, both upside and downside. Upside risks
include an emerging EI Nifio, which usually leads to poor milk production in the
Southern Hemisphere. The ongoing Middle East conflict has the potential to lead
all commodity prices sharply higher, including dairy. Dairy prices are often
correlated with crude oil and other commodities. In addition, food producers
globally are facing higher fertiliser prices, which in the end will be passed onto
consumers.

Downside risks include a global economic downturn, which would decrease dairy
demand. If the Middle East conflict gets resolved, lower oil prices may put
downward pressure on dairy and many other commodities as oil and gas exports
return to normal. It would also likely push the NZ dollar higher, hurting farmgate
returns denominated in NZD.

With a higher amount of uncertainty, it's worth noting that various milk price
protection tools are available to help dairy farmers manage this price risk.

Input costs will be higher next season

After two years of stable costs of production, 2026/27 will be different. The conflict
in the Middle East has lifted costs for diesel, fertiliser, and most other
petrochemical-derived farm inputs. While some prices have drifted lower since
peaking at the height of the conflict, diesel retail prices are currently up 70% in
New Zealand relative to pre-conflict levels, according to MBIE. In addition, interest
rates are higher as financial markets adjust to the prospect of higher inflation and
wider risks to the global economy.

In response to these cost pressures, DairyNZ recently updated their breakeven
milk price for 2026/27, revising it up from $8.36/kgMS to $8.79. While our forecast
is higher at $9.20, this will still be uncomfortably close to breakeven for some
farms. There is a wide range of uncertainty around any milk price forecast at this
point in the calendar, and a wide range of cost structures across farms, so a milk
price below breakeven for some is very possible. At any rate, narrower margins will
put cost management into focus this season.

2025/26 wraps up

Our forecast for 2025/26 is unchanged at $9.85/kgMS. Milk price futures are also
stabilising near this level. Fonterra’s latest update is lower with a midpoint of $9.70.
Regardless, the range of possibilities has narrowed, and 2025/26 will go down as a
very good but eventful year for the dairy industry.
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