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Improving outlook for the 2024/25 season

+ We have revised up our farmgate milk price
forecast for this season by 30 cents to
$8.70/kg.

- Recent resilience in dairy prices, especially for
milkfats, and favourable exchange rates have
given us more confidence about a solid payout
for this season.

+ Despite the improving returns for this season,
farmers are likely to remain cautious.

- Dairy prices were about flat overall in a mixed
auction last night.

+ Chinese buyers remained engaged in the
auction but failed to provide the boost to
whole milk powder prices that the market had
been expecting.

Farmgate milk price forecasts

- 2023/24 2024/25

Westpac Fonterra Westpac Fonterra
Milk price $7.80 $7.70-$7.90 $8.70 $7.75-$9.25

We've upgraded our farmgate milk price forecast for

this season to $8.70 per kilo of milksolids. This is the first
change from our opening forecast of $8.40/kg which we
made back in February. Improving market conditions over
the last few months have given us more confidence about
a solid payout for dairy farmers this season, and our
forecast update wasn’t dependent on the results of last
night's GlobalDairyTrade auction (see over page).

At the time that we made our initial forecast, futures
markets were predicting a milk price of around $8.50/kg
for the season, then falling to around $8.00/kg in March.
Fonterra’s opening forecast in May was $7.25-8.75/kg
with a midpoint of $8.00, which we noted at the time
was conservative. Since then, Fonterra has upgraded its
forecast to a midpoint of $8.50, and futures pricing has
reached as high as $8.90.

Futures pricing for farmgate milk price
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Our forecast change reflects three positive factors. First,
world dairy prices have been fairly resilient in recent
months, giving us more confidence about the outlook
for the remainder of the season. Whole and skim milk
powder prices have had their ups and downs in recent
auctions, but they’ve generally been holding around their
long-term averages. The bigger surprise for us has been
the ‘cream’ products - butter and anhydrous milkfat -
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which have held at or near record highs for longer than we
expected. Our farmgate price forecast still assumes some
pullback in these prices over the rest of this season. But
the longer they hold up around these levels, the more we
have to consider that there may have been a lasting step-
change in the demand for these products.

GlobalDairyTrade auction prices
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The second factor is a more favourable exchange rate
than we had assumed in our initial forecast. Fonterra
reports that it has already covered two-thirds of its
exchange rate exposure for this season, at an average rate
of $0.611 against the US dollar. While the New Zealand
dollar is current trading above that level (around $0.62), it
would take a significant move up or down to shift the dial
on our full-season forecast at this stage.

Finally, there are indications that milk supply in the
Northern Hemisphere is getting tighter again, which
favours the less-constrained Southern Hemisphere
producers (New Zealand and Australia). Global milk
production had seen a strong rebound early this year,
particularly in Europe. But more recent animal health
issues (a bluetongue outbreak in northern Europe, and
H5 bird flu in a growing number of US states) are likely to
weigh on milk collections. On top of this, Chinese dairy
farms now appear to be reining in production, in response
to a glut of fresh milk that has depressed domestic prices
over the last couple of years.

Milk production, top 5 exporting regions
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Despite the improved outlook for the payout this season,
there are still reasons for dairy farmers to be cautious.
On the face of it, an $8.70 farmgate milk price would be

the third-highest in history - but if we adjust it for the rise
in the general level of prices, it’s only a little above the
average of the last decade.

Milk payout (including dividends)
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Auction results, 4 September 2024.

There were mixed results in last night’s GlobalDairyTrade
auction, with the overall price index down 0.4%. Within
that, there was a split between skim milk powder (up
4.5%) and the key product of whole milk powder (down
9.5%). Futures markets had been anticipating solid gains
for both products. Milkfat prices were little changed.

Chinese buyers were just as active this time as they were
in the previous auction, which had seen a 5.5% surge in
prices. However, their presence didn’t provide the further
boost to prices that markets were expecting. Powder
prices have effectively been trading back and forth
around their long-term averages over recent months.
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GlobalDairyTrade auction results

Change since Prices

last auction USD/tonne
Whole Milk Powder (WMP) -2.5% $3,396
Skim Milk Powder (SMP) 4.5% $2,753
Anhydrous Milk Fat (AMF) 0.7% $7.31
Butter -0.9% $6,675
Cheddar 0.9% $4,324
GDT Price Index -0.4% 1,142
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