Fortnightly Dairy Update

20 March 2013

7,000

1,600

Anhydrous Milk Fat (AMF)

6,000

1,400

Butter Milk Power (BMP)

1,200

Cheddar

1,000

Skim Milk Powder (SMP)

5,000
4,000

800
3,000

Index

Weighted Average Prices USD/Tonne

GlobalDairyTrade Dairy Auction Prices

600
2,000
AMF

Cheese

SMP

WMP

GDT TWI Index (RHS)

1,000
0
Mar-2008

400

8.6%

$3,904

13.7%

$4,315

7.7%

$4,050

Whole Milk Powder (WMP)

21.2%

$5,116

TWI (All Products)

14.8%

Westpac forecasts of Fonterra payout*

200

Mar-2009

Mar-2010

Mar-2011

Mar-2012

0
Mar-2013

Summary
Dairy prices surged to record levels in Tuesday night’s
GlobalDairyTrade auction as drought hit local milk production.
Rising prices have the potential to reduce (but not eliminate) the
negative impact of drought on GDP.
Overall, dairy prices rose 14.8% on a trade-weighted basis in the
Tuesday night auction. This increase took dairy prices to the highest
level in the 5-year history of the GlobalDairyTrade auctions.
Drought in the North Island is slowing milk production rapidly, forcing
dairy prices upwards for now. That said, rain has been recorded in
recent days, though not at levels enough to break the drought.
We see room for dairy prices to head up further over the first half
of 2013. The tight supply conditions in New Zealand induced by
drought, coupled with improving Asian growth, particularly in China,
are providing significant, although temporary, upward pressure on
dairy prices. As we expect the NZD to average US$0.85 over 2013
(from the US$0.83 currently), prices should also improve in NZD
terms, albeit more modestly.
Implications
With dairy prices at these levels there are upside risks to our
Fonterra payout forecast (mainly to the milk price forecasts). With
this in mind, we will be watching milk production data and price
movements over the next few auctions closely.
In turn, any increase in the milk price component of the payout will
reduce the drought impact on GDP relative to official estimates. The
Minister of Finance released estimates earlier in the week, showing
a drought impact of between 0.5 and 1.0 percentage points of GDP.

Change since Price index
last auction
USD/Tonne
16.3%
$4,416

Total Payout*
Including:
Milk Price
Earnings per share

2012/13
$6.10

2013/14
$6.40

2014/15
$6.70

$5.65
$0.45

$5.90
$0.50

$6.20
$0.50

* Before retentions for a fully shared-up farmer.
previous season or be as much as 2% down; we show the midpoint
of this estimate (down 1%) in the chart below.
Despite January production data showing a 6.5% year to date
increase compared to the same period last year, more up-to-date
estimates suggest it’s all downhill from there.
A wide range of results for the season remain possible, depending
on when or if drought-ending rains come.
The long range weather forecasts for a return to average rainfall and
soil moisture levels; if these forecasts pan out, we expect production
to recover over the 2013/14 season.
Nathan Penny, Economist
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Production falling rapidly
Turning to our milk production estimates for the season. We
estimate that 2012/13 milk solids production may be equal to the
1					

-30%
Jun

Jul

Aug

Sep

Westpac Economics Team Contact Details Overleaf		

Oct

Nov

Dec

Jan

Feb

Mar

Apr

May

2013

Westpac Economics Team Contact Details
Dominick Stephens, Chief Economist

Ph: (64-9) 336 5671

dominick_stephens@westpac.co.nz

Michael Gordon, Senior Economist

Ph: (64-9) 336 5670

michael_gordon@westpac.co.nz

Felix Delbrück, Senior Economist

Ph: (64-9) 336 5668

felix_delbruck@westpac.co.nz

Nathan Penny, Economist

Ph: (64-9) 336 5669

nathan_penny@westpac.co.nz

Disclaimer
This information has been prepared by Westpac Institutional Bank, a division of Westpac Banking Corporation, ABN 33 007 457 141 incorporated
in Australia (“Westpac”) and is current as at [29 January 2013]. It is subject to change without notice but Westpac is not obliged to update or
correct it. Recipients should not forward or reproduce (in whole or part) this information unless Westpac consents however Westpac accepts
no liability for the actions of third parties in this respect. This information does not constitute investment advice or an offer to subscribe for any
financial instrument or to enter into a legally binding contract. It has been prepared without taking account of your personal objectives, financial
situation or needs. You should seek your own independent legal and/or financial advice before proceeding with any investment decision. Any
forecasts given are predictive only and past performance is not a reliable indicator of future performance and may be affected by known or
unknown risks and uncertainties. Except to the extent that such liability under any law cannot be excluded, Westpac makes no representation or
warranty, express or implied, and does not assume any responsibility or liability for this information or any errors or omissions to it.
The distribution and use of this information may be restricted by law in certain jurisdictions. Persons who receive this information should inform
themselves about them and observe any such restrictions:
If you are reading this in New Zealand: Westpac’s current disclosure statement for the New Zealand division of Westpac Banking Corporation ABN
33 007 457 141 or Westpac New Zealand Limited can be obtained from any branch of Westpac New Zealand Limited or free of charge, at the
internet address www.westpac.co.nz. Westpac Institutional Bank products and services are provided by either Westpac Banking Corporation ABN
33 007 457 141 incorporated in Australia (New Zealand division) or Westpac New Zealand Limited. For further information please refer to the
Product Disclosure Statement (available from your Relationship Manager) for any product for which a Product Disclosure Statement is required,
or applicable customer agreement. Download the Westpac NZ QFE Group Financial Advisers Act 2008 Disclosure Statement.
If you are reading this in the United Kingdom: Westpac Banking Corporation is registered in England as a branch (branch number BR000106) and
is authorised and regulated by The Financial Services Authority. Westpac Europe Limited is a company registered in England (number 05660023)
and is authorised and regulated by The Financial Services Authority. This communication is directed at a) persons who have professional
experience in matters relating to investments falling within Article 19(1) of the Financial Services Act 2000 (Financial Promotion) Order 2005 or
(b) high net worth entities, and other persons to whom it may otherwise be lawfully communicated, falling within Article 49(1) of the Order (all
such persons together being referred to as “relevant persons”). The investments to which this document relates are only available to and any
invitation, offer or agreement to subscribe, purchase or otherwise acquire such investments will be engaged in only with, relevant persons. Any
person who is not a relevant person should not act or rely upon this document or any of its contents. In the same way, the information contained
in this document is intended for “eligible counterparties” and “professional clients” as defined by the rules of the Financial Services Authority
and is not intended for “retail clients”. With this in mind, Westpac expressly prohibits you from passing on this document to any third party. In
particular this communication and any copy of it may not be taken, transmitted or distributed, directly or indirectly into any restricted jurisdiction.
If you are reading this in Australia: This document is provided to you solely for your own use and in your capacity as a wholesale client of Westpac.
Australian customers can obtain Westpac’s financial services guide by calling 132 032, visiting www.westpac.com.au or visiting any Westpac
Branch.
If you are reading this in Singapore: This document is provided to you solely for your own use and in your capacity as a wholesale client of
Westpac. Westpac Singapore Branch holds a wholesale banking licence and is subject to supervision by the Monetary Authority of Singapore.
Westpac Hong Kong Branch holds a banking license and is subject to supervision by the Hong Kong Monetary Authority. Westpac Shanghai and
Beijing Branches hold banking licenses and are subject to supervision by the China Regulatory Banking Commission.
If you are reading this in the United States: Westpac operates in the United States of America as a federally licensed branch, regulated by the
Office of the Comptroller of the Currency. Westpac is also registered with the US Commodity Futures Trading Commission (“CFTC”) as a Swap
Dealer, but is neither registered as, or affiliated with, a Futures Commission Merchant registered with the US CFTC. Westpac Capital Markets,
LLC (‘WCM’) , a wholly-owned subsidiary of Westpac, is a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (‘the Exchange
Act’) and member of the Financial Industry Regulatory Authority (‘FINRA’). If this report is distributed in the United States, such distribution is
done under Rule 15a-6 of the Exchange Act by WCM, which accepts responsibility for its content. All disclaimers set out with respect to Westpac
apply equally to WCM.

