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See overleaf for sector outlooks.

Westpac forecasts of Fonterra milk price

2012/13 2013/14 2014/15

Final Fonterra Westpac Westpac

Milk Price $5.84 $8.30 $8.30 $6.70

Agricultural sector on the mend
In today’s Fortnightly Update we take a closer look at the surprisingly 
strong rebound in agricultural production after the drought. While this 
is clearly good news, increased supply will eventually weigh on prices. 

The 2013 drought hit New Zealand farmers hard, taking a big bite out of 
agricultural activity in the first half of the year. Agricultural production 
contracted by more than 10%. Food manufacturing and processing was 
also hit hard – goods exports recorded the second biggest quarterly fall 
on record in the June quarter. Although drought has often been enough 
to push the NZ economy into recession in the past, that wasn’t quite 
the case this year. But economic growth did slow sharply, to just 0.6% 
over the first 6 months of 2013. 

Yet while the drought has undoubtedly had a severe impact on the 
economy and rural regions this year, indications are that the sector 
has rallied strongly this spring and agricultural production has probably 
bounced back more quickly than we had earlier feared. Rain followed 
by a mild winter and favourable spring conditions in many areas have 
boosted optimism in the pastoral farming sector.

Dairy production has been the quickest to rebound. Fonterra reports 
that production was up 5% on 2012 for the 4 months ended September 
while other companies have reported even stronger gains. Westland 
Milk Products was reportedly seeing milk flows running 16% ahead 
of last year just last week and there were media reports of smaller 
Waikato dairy companies collecting 8-10% more than the same time 
last year. And although the current cold weather may temporarily hinder 
grass growth and production in some regions, soil moisture readings 
nationwide remain favourable.

Sheep and beef farmers are also benefitting from good spring 
conditions though the longer production cycles mean a post-drought 
recovery in this sector is more of a 2014 story. That said, Beef and 
Lamb’s June 2013 stock survey forecast a relatively modest 1% fall in 
sheep numbers (with a fall in the number of North Island breeding stock 
outweighing a slight increase in South Island numbers) in 2013. But 
with breeding stock entering lambing in poorer condition than in the 
previous couple of seasons, the lamb crop was predicted to fall a much 
larger 7.7%. The survey expected a 1.3% fall in nationwide beef cattle 
numbers in 2013 but with the numbers of breeding stock to remain 
relatively flat (-0.5%) and favourable spring calving conditions beef 
production should be similar levels to last year.

But the welcome sight of greener pastures out the windows is not the 
only thing adding a bounce in the step of those in the rural sector. 
Despite ongoing strength in the NZ dollar, farm gate prices have also 
been improving with dairy prices capturing much of the limelight. There 
was a modest 1.9% fall in last night’s GlobalDairyTrade (GDT) auction, 
but prices remain an impressive 44% above the same time year ago. 
Further declines in GDT prices are likely heading into 2014 as increasing 
supply in New Zealand and overseas finds its way onto international 

markets. Tight domestic lamb supplies and improving growth in key 
markets are supporting a recovery in lamb prices while beef prices have 
also enjoyed some improvement.
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Global Dairy Trade Auction Results, 16 October 2013

Change since 
last auction

Price 
USD/Tonne

Anhydrous Milk Fat (AMF) -1.2% $5,007

Butter Milk Power (BMP) -5.2% $4,680

Butter -3.5% $3,780

Skim Milk Powder (SMP) 0.7% $4,541

Whole Milk Powder (WMP) -2.9% $5,058

GDT Price Index -1.9%

GDT Dairy Auction Prices
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Beef

Current price level compared 
to 10 year average Next 6 months

Trend High  

World beef prices have remained well supported over the last few months 
as solid demand in key markets coincided with tight supplies. In the US, 
improved pasture conditions relative to the same time last year has 
slowed the liquidation of herds, while the high milk prices on offer has 
also reduced the volume of dairy stock being sent to slaughter. Taking a 
longer-term perspective, changing global beef supply dynamics should 
support NZ beef exports over the medium-term. The USDA expects cattle 
inventories in North America to continue to decline over the next couple 
of years, which should encourage buyers to switch to South American 
and Australasian suppliers where inventories are forecast to increase.

Lamb

Current price level compared 
to 10 year average Next 6 months

Trend Average  

Lamb prices in both world and NZD terms have continued to edge higher. 
Constrained Australasian supply (Australian lamb production is forecast 
to fall by about 7% in 2013/14, while NZ lamb numbers are expected to 
post a similar decline) should help underpin prices. The growth outlook 
in key European markets is also improving – albeit off a low base. We 
revised up our economic growth forecasts for Europe and the UK this 
month – and though we would struggle to describe this outlook as 
strong, it is, nonetheless, and improvement on the pace of growth seen 
over the last couple of years. 

Dairy

Current price level compared 
to 10 year average Next 6 months

Trend Above Average

There was a modest decline in the price of most products on offer in 
last night’s GlobalDairyTrade auction (skim milk powder prices bucked 
the trend edging 0.7% higher). Despite the high prices, for now demand 
appears firm and our forecast of an $8.30 milk price for the current season 
remains in place. But the high prices currently on offer will boost milk 
production around the globe over the coming year. Producers in the US 
are benefitting from improved margins as feed costs ease, while Australian 
farmers have also enjoyed an improved start to the 2013/14 season. We 
expect increased supply to weigh noticeably on prices in 2014.

Forestry
Current price level compared 

to 10 year average Next 6 months

Trend High

Forestry prices defied gravity once again in September, with the 
forestry price index up another 1%. Until recently, the driving force was 
the recovery in the US housing market. But now, prices in China have 
begun to firm as well. This is in line with the modest improvement we’ve 
registered elsewhere in the Chinese economy. On top of this, New 
Zealand domestic demand is rapidly strengthening as the residential 
construction industry winds up. These factors are expected to keep 
forestry prices high by historical standards, although we are doubtful 
that prices can sustain the levels they reached in September.

Beyond the farm gate
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