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White gold’s outlook tied to black gold’s volatility

e Our milk price forecast for 2026/27 is now $9.80/kgMS, revised up from $9.20.
Higher oil prices are simultaneously propping up milk powder prices and
pushing the New Zealand dollar lower.

e Potential escalations or resolutions to the Middle East conflict are the main
risks for this forecast. Milk powder prices are strongly correlated to oil prices,
and oil price volatility is likely to continue.

e Fonterra’s 2025/26 payout has been finalised at $9.69/kgMS. Adding
dividends and the tax-free capital return from the sale of its consumer
business, farmers/shareholders earned an incredible $12.42/kgMS last year.

New season forecast revised higher

Our farmgate milk price forecast for 2026/27 has been revised from $9.20/kgMS to
$9.80. Higher milk powder prices and a weaker NZD are the main drivers.

Figure 1. Spot milk prices and farmgate forecast
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Dairy prices have gotten off to a great start this season. There is often a seasonal
lull in prices as New Zealand’s new season ramps up, but not this year. The
conflict in the Middle East is having a more sustained impact on commodity
markets after the fragile ceasefire ended in mid-July. Oil prices are rising again,
and skim milk powder has been the largest beneficiary.

Figure 2. Skim milk powder closely tracks oil prices
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On the other hand, global milk supply is still in a relatively strong place despite
heatwaves in Europe. This is putting downward pressure on butter and AMF, which
aren’t impacted by higher oil prices like SMP. There is some upside potential if El
Nifio disrupts milk production over the next six months.

In addition, the New Zealand dollar has started the season on a softer footing. The
Middle East conflict has encouraged flows out of ‘risky’ currencies such as the
NZD. It has also pushed global interest rates higher, which makes the NZD less
attractive by comparison.

With stronger dairy prices and a weaker NZD, the outlook for 2026/27 is much
brighter than it was a few months ago. Fonterra similarly revised their forecast from
$9.25/kgMS to $9.50 earlier this week. The global landscape is complicated and
unpredictable, and it will continue to influence the milk price as the season
progresses.

2025/26 results finalised

Fonterra released its final results for last season with the farmgate milk price
settling at $9.69/kgMS. It’s a good result considering global market volatility, with a
surge of milk production in the Northern Hemisphere pushing prices lower in late
2025, followed by the Middle East conflict pushing prices higher in the second half
of the season.

Dividends to farmers/shareholders were also strong at 71 cents per share
(including interim payments). Add on top the tax-free capital return from selling
Mainland to Lactalis, Fonterra farmers received a remarkable $12.42/kgMS in
2025/26.

Milk production off to a strong start

New Zealand production is still just getting ramped up as spring gets underway,
but it's good to start with a few runs on the board.

August milk production confirms that New Zealand is off to a strong start again in
2026/27. August milksolids collection was up 3.3% yl/y. It was another record result
for the month, something the industry has been able to brag about for 15 of the
past 16 months.

Season to date, milksolid production is up 4.3% y/y. This largely reflects good
winter conditions (aided by an increase in autumn calving) and an uptick in cow
numbers with some new dairy farms in Canterbury coming online, and good
farmgate prices incentivising production at the margins.

Southland and Otago have had a wet start, which could negatively impact
production this spring. That'’s typical for El Nifio; wet in the south and west, dry in
the north and east. It's too soon to see any drought-related production impacts, but
that will be worth watching in November and December.

Figure 3. Milksolid production is up 4.3% so far this season
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