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KEY POINTS
e We have cut our 2014/15 milk price forecast again to $4.35kg MS.
CONTRIBUTORS That’s well below break-even for many dairy farmers and represents an
approximate $6.9bn (or 3.1%6 of GDP) hit to overall dairy revenue
Cameron Bagrie compared to last season.
Chief Economist e We also anticipate a softer opening price for 2015/16 to be announced

Telephone: +64 4 802 2212
E-mail: Cameron.Bagrie@anz.com

in May around the $5.75/kg MS mark (previously $6.50/kg MS);
although we expect a further uplift toward the low $6/kg MS mark by the end

Con Williams of the season.
Rural Economist . . . . . i
Telephone: +64 4 802 2361 e While dairy prices have shown signs of basing of late, key reasons behind
E-mail: Con.Williams@anz.com the downgrade include:
— A more prolonged and modest recovery in dairy prices, combined with a
strong NZD.

— The uptick in supply from the major global exporters has been the largest
in 8-years. The bow wave in milk and inventory will take the market some
time to clear.

— There is increased competitive pressure from Europe.

— Chinese domestic milk supply appears to have increased and more
wholemilk powder is likely to have been manufactured. Seasonally import
demand isn’t expected to pick-up until the back end of 2015.

— While current international prices are below the cost of production, it is
taking longer than expected for these to feed through to all major markets
and farm-gate prices.

— Oil dependent nations have been a key source of demand in recent years.
We are anticipating (and are already seeing) some pull-back as collapsing
oil prices affect their economic outlooks.

e We project milk powder prices to recover to around the US$2,800-$3,000
per tonne mark by the middle of the year and then US$3,300-US$3,500 per
tonne by early 2016.

e Cashflow is set to tighten dramatically. While cashflow at $6.00/kg MS for
a fully share-backed farmer in 2014/15 (deferred and advance milk price +
dividend) isn’t quite as bad as the headline figures, this changes rapidly in the
middle of 2015 and is where a softer opening figure for 2015/16 will hurt. A
poor year followed by a marginal one is hardly lights out, but it will create
stresses.

e The next 18 months will be difficult for farmers’ cash-flow and ability
to balance the books, particularly for those regions where pasture conditions
have deteriorated and softer production beckons. It will necessitate a cut in not
just capital and discretionary expenditure, but also core operating expenditure
to breakeven and avoid a debt blowout. That will create some gestation issues
across the economy.

e The economy has pep from other sources to absorb low pay-out
challenges. The outlook for the economy is still respectable (though hardly
stellar). However, we are becoming more and more alert with each
passing day to a weakening global scene, which risks impacting other
commodities and demand, with the situation being complicated by a NZD that
is disconnected with local fundamental. Monetary policy will need to remain
accommodative for longer.
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We have cut our 2014/15 milk price forecast
again to $4.35/kg MS. We also expect a softer
opening milk price forecast of $5.75/kg MS
(previously $6.50/kg MS) for 2015/16 come
May; although expect a further uplift toward the
low $6/kg MS mark by the end of the season.
While dairy prices have shown signs of basing of late,
there are a number of key reasons behind the
downgrade.

A more modest recovery in dairy prices,
combined with a strong NZD is weighing on the
outlook. We are skeptical the required bounce in
spot WMP prices to US$3,500/t by July (+52%) to
achieve current forecasts will materialise.
GlobalDairyTrade (GDT) prices through the peak
sales period have been consistent with a sub-$4/kg
MS milk price and need to lift a long way to achieve
current industry forecasts. At this stage we
suspect the recovery will be gradual through
the first half of 2015 and gather more
momentum in the second half of the year. We
are projecting milk powder prices to recover to
around the US$2,800-$3,000 per tonne mark by the
middle of the year and then US$3,300-US$3,500 per
tonne by early 2016.

The uptick in supply from the major global
exporters has been the largest in 8-years. The
bow wave in milk and inventory will take the
market sometime to clear. Over the last 18
months monthly milk supply from the major
exporters has averaged annualised growth of 3.5%,
which is well above medium term growth (8-year
period) that has been closer to 1.9%. This has
translated into more exportable supply from the
major exporters.

The timing and magnitude of the impact on
prices of all the additional milk has been uneven
across the different product categories and
major producers. This has caused pricing mis-
matches and lagged farm-gate supply adjustment
across several major exporters. These anomalies are
now beginning to correct, but only slowly so far.

FIGURE 1. STANDARDISED MONTHLY FARM-GATE
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New Zealand farm-gate prices have so far borne
the brunt of the downturn, but the effects of
lower dairy product prices are now starting to
be felt more widely. The spread in farm-gate prices
between New Zealand and Europe/US is presently at
its widest in the last 8-years. Reduced farm-gate
prices across the US and Europe combined with
low prices in New Zealand will eventual slow
supply growth and help to re-balance the
market. This looks to have already started to occur.

FIGURE 2. MILK PRODUCTION GROWTH VS GDT PRICE
CHANGES
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We are anticipating milk supply growth of 1.3% in
2015 across the three major export regions (NZ,
Europe and US), who account for nearly 70-75% of
total cross broader trade. If milk supply growth
slows to this level across the main exporters it
implies current GDT prices will lift by 30-40%0
by the second half of 2015. The recovery is likely
to be toward the bottom end of this range though.
The current bow wave of milk and inventory will take
the market sometime to clear; Europe is likely to
have high exportable supplies in 2015 despite softer
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milk supply growth; and demand from the major
importers looks weak until at least the second half of
2015, if not longer.

Europe’s exportable supply is expected to
remain high due to the ban on exports to the
Russian market and weak demand even if it re-
opens in August. Russia was Europe’s largest
export market at 22% prior to the ban and accounts
for 12-15% of global import demand. Even before the
ban there were moves afoot to restrict imported dairy
products and boost domestic support for farmers.
This and the current political situation imply the ban
will last much longer than August this year. And even
if the ban was lifted, import demand will likely be
weak due to the collapse in Russia’s economic
fortunes with the fall in oil prices and the dramatic
50% decline in the rouble. Combined with trade
restrictions and both point to a dramatic decline in
dairy consumption. This will mean Europe will focus
more on milk powder production, where additional
capacity has been added for post quota removal in
efficient producing countries and in many key
secondary New Zealand markets. Weak domestic
economic conditions and a lower Euro are also
expected to increase the attractiveness of exporting
over the domestic market. So while supply growth
might moderate export competition is expected to
remain high.

On the demand front, with Russia out of the
market import, demand growth falls to China
and others. Near-term the reverse of what
occurred throughout 2013 and much of 2014
should start to apply as 2015 progresses. Lower
wholesale product prices should start to feed through
to retail prices improving affordability and stimulating
demand growth once again. But the prospects for
many of the major importers still looks
decidedly shaky, so we are cautious how
quickly and strongly this dynamic flows
through.

Much has been written about the drop in
China’s import demand and overhang of
inventory from early 2014. Domestic production
appears to have picked up, driven by high farm-gate
prices, a mild summer and ongoing investment in
large scale farms. Some of the increase will have
been made into WMP, which combined with high
imports from the first half of 2014 seems to be
supressing import demand. Overall, we suspect
China’s import demand will pick-up in the
second half of 2015 as inventories are cleared,
the seasonal peak in domestic supply (Q2)
passes and lower wholesale product prices feed
through to retail stimulating demand growth

once again. Medium-term import demand is
expected to be supported by counter-seasonal supply
needs, food safety concerns with local production and
the high cost of production for local supply.

Outside of China, many of the other emerging
Asian countries are very important secondary
markets. Import demand from these markets look to
be under pressure as their currencies depreciate
against the USD. European exporters also appear to
be targeting these markets due to better market
access.

Oil dependent nations have been a key source
of demand in recent years. We are anticipating
(and are already seeing) some pull-back from
the collapse in oil prices. Countries that are
heavily dependent on oil revenue accounted for 24%
of dairy export earnings over the last four years. By
number, oil dependant countries account for 15 out
of the top 40 export destinations and have been
some of the fastest growing in recent years. In
aggregate they have been just as important as China.
Lower oil prices look like they are set to stay around
for some time, which will potentially lower their
purchasing power and demand. In some key
countries, such as Algeria, government programmes
account for a large share of imports. Recent
comments from key importers have suggested high
fiscal surpluses means there won’t be cut back’s for
social programmes, suggesting government
programmes will continue as usual. That said, we
have a foreboding feeling weaker demand from
such a large buying group isn’t positive for
prices.

All up with Russia out of the market, growth
has to been driven by other regions. China is
not expected to be back into the market in a big
way until the second half of 2015, other
emerging Asian markets and oil producing
countries look decidedly shaky near-term too.
Nevertheless, affordability plays a big part and
as lower dairy product prices are passed
through to retail, demand growth is once again
expected to pick-up and support a modest
recovery in import demand.
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FIGURE 3. DAIRY MILK PRICE VS. CASH
EXPENDITURE (INCLUDES INTEREST & RENT)
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This will mean on-farm cashflow is set to
tightened dramatically over the next 18 months.
While cashflow at $6.00/kg MS for a fully share-
backed farmer in 2014/15 (deferred 2013/14
payments, advanced milk price and dividend) isn’t
quite as bad as the headline figures, this changes
rapidly in the middle of 2015 and is where a softer
opening figure for 2015/16 will hurt. A poor year
followed by a marginal one is hardly lights out, but it
will create stresses.

The next 18 months will be difficult for farmers
cash-flow and ability to balance the books,
particularly for those regions where pasture
conditions have deteriorated and softer
production beckons. It will necessitate a cut in
not just capital and discretionary expenditure,
but also core operating expenditure to
breakeven and avoid a debt blowout. That will
create some gestation issues across the
economy.
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The distribution of this document or streaming of this video broadcast (as applicable, “publication”) may be restricted by law in certain
jurisdictions. Persons who receive this publication must inform themselves about and observe all relevant restrictions.

1. Disclaimer for all jurisdictions, where content is authored by ANZ Research:
Except if otherwise specified in section 2 below, this publication is issued and distributed in your country/region by Australia and New
Zealand Banking Group Limited (ABN 11 005 357 522) (“ANZ”), on the basis that it is only for the information of the specified recipient or
permitted user of the relevant website (collectively, “recipient”). This publication may not be reproduced, distributed or published by any
recipient for any purpose. It is general information and has been prepared without taking into account the objectives, financial situation or
needs of any person. Nothing in this publication is intended to be an offer to sell, or a solicitation of an offer to buy, any product,
instrument or investment, to effect any transaction or to conclude any legal act of any kind. If, despite the foregoing, any services or
products referred to in this publication are deemed to be offered in the jurisdiction in which this publication is received or accessed, no such
service or product is intended for nor available to persons resident in that jurisdiction if it would be contradictory to local law or regulation.
Such local laws, regulations and other limitations always apply with non-exclusive jurisdiction of local courts. Certain financial products may
be subject to mandatory clearing, regulatory reporting and/or other related obligations. These obligations may vary by jurisdiction and be
subject to frequent amendment. Before making an investment decision, recipients should seek independent financial, legal, tax and other
relevant advice having regard to their particular circumstances.
The views and recommendations expressed in this publication are the author’s. They are based on information known by the author and on
sources which the author believes to be reliable, but may involve material elements of subjective judgement and analysis. Unless
specifically stated otherwise: they are current on the date of this publication and are subject to change without notice; and, all price
information is indicative only. Any of the views and recommendations which comprise estimates, forecasts or other projections, are subject
to significant uncertainties and contingencies that cannot reasonably be anticipated. On this basis, such views and recommendations may
not always be achieved or prove to be correct. Indications of past performance in this publication will not necessarily be repeated in the
future. No representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved in the
past, or that significant losses will be avoided. Additionally, this publication may contain ‘forward looking statements’. Actual events or
results or actual performance may differ materially from those reflected or contemplated in such forward looking statements. All
investments entail a risk and may result in both profits and losses. Foreign currency rates of exchange may adversely affect the value, price
or income of any products or services described in this publication. The products and services described in this publication are not suitable
for all investors, and transacting in these products or services may be considered risky. ANZ and its related bodies corporate and affiliates,
and the officers, employees, contractors and agents of each of them (including the author) (“Affiliates”), do not make any representation as
to the accuracy, completeness or currency of the views or recommendations expressed in this publication. Neither ANZ nor its Affiliates
accept any responsibility to inform you of any matter that subsequently comes to their notice, which may affect the accuracy, completeness
or currency of the information in this publication.
Except as required by law, and only to the extent so required: neither ANZ nor its Affiliates warrant or guarantee the performance of any of
the products or services described in this publication or any return on any associated investment; and, ANZ and its Affiliates expressly
disclaim any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense (“Liability”) arising
directly or indirectly and whether in tort (including negligence), contract, equity or otherwise out of or in connection with this publication.
If this publication has been distributed by electronic transmission, such as e-mail, then such transmission cannot be guaranteed to be
secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses. ANZ and
its Affiliates do not accept any Liability as a result of electronic transmission of this publication.
ANZ and its Affiliates may have an interest in the subject matter of this publication as follows:
e They may receive fees from customers for dealing in the products or services described in this publication, and their staff and
introducers of business may share in such fees or receive a bonus that may be influenced by total sales.
e They or their customers may have or have had interests or long or short positions in the products or services described in this
publication, and may at any time make purchases and/or sales in them as principal or agent.
e They may act or have acted as market-maker in products described in this publication.
ANZ and its Affiliates may rely on information barriers and other arrangements to control the flow of information contained in one or more
business areas within ANZ or within its Affiliates into other business areas of ANZ or of its Affiliates.
Please contact your ANZ point of contact with any questions about this publication including for further information on these disclosures of
interest.

2. Country/region specific information:

Australia. This publication is distributed in Australia by ANZ. ANZ holds an Australian Financial Services licence no. 234527. A copy of
ANZ's Financial Services Guide is available at http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf and is available
upon request from your ANZ point of contact. If trading strategies or recommendations are included in this publication, they are solely for
the information of ‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth). Persons who receive this publication
must inform themselves about and observe all relevant restrictions.

Brazil. This publication is distributed in Brazil by ANZ on a cross border basis and only following request by the recipient. No securities are
being offered or sold in Brazil under this publication, and no securities have been and will not be registered with the Securities Commission
— CVM.

Brunei. Japan. Kuwait. Malaysia. Switzerland. Taiwan. This publication is distributed in each of Brunei, Japan, Kuwait, Malaysia,
Switzerland and Taiwan by ANZ on a cross-border basis.

European Economic Area (“EEA”): United Kingdom. ANZ in the United Kingdom is authorised by the Prudential Regulation Authority
(“PRA™). Subject to regulation by the Financial Conduct Authority (“FCA”) and limited regulation by the PRA. Details about the extent of our
regulation by the PRA are available from us on request. This publication is distributed in the United Kingdom by ANZ solely for the
information of persons who would come within the FCA definition of “eligible counterparty” or “professional client”. It is not intended for and
must not be distributed to any person who would come within the FCA definition of “retail client”. Nothing here excludes or restricts any
duty or liability to a customer which ANZ may have under the UK Financial Services and Markets Act 2000 or under the regulatory system
as defined in the Rules of the PRA and the FCA. Germany. This publication is distributed in Germany by the Frankfurt Branch of ANZ solely
for the information of its clients. Other EEA countries. This publication is distributed in the EEA by ANZ Bank (Europe) Limited (“ANZBEL”)
which is authorised by the PRA and regulated by the FCA and the PRA in the United Kingdom, to persons who would come within the FCA
definition of “eligible counterparty” or “professional client” in other countries in the EEA. This publication is distributed in those countries
solely for the information of such persons upon their request. It is not intended for, and must not be distributed to, any person in those
countries who would come within the FCA definition of “retail client”.

Fiji. For Fiji regulatory purposes, this publication and any views and recommendations are not to be deemed as investment advice. Fiji
investors must seek licensed professional advice should they wish to make any investment in relation to this publication.

Hong Kong. This publication is distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong Monetary
Authority to conduct Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) regulated
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activities. The contents of this publication have not been reviewed by any regulatory authority in Hong Kong. If in doubt about the contents
of this publication, you should obtain independent professional advice.

India. This publication is distributed in India by ANZ on a cross-border basis. If this publication is received in India, only you (the specified
recipient) may print it provided that before doing so, you specify on it your name and place of printing. Further copying or duplication of
this publication is strictly prohibited.

New Zealand. This publication is intended to be of a general nature, does not take into account your financial situation or goals, and is not
a personalised adviser service under the Financial Advisers Act 2008.

Oman. This publication has been prepared by ANZ. ANZ neither has a registered business presence nor a representative office in Oman
and does not undertake banking business or provide financial services in Oman. Consequently ANZ is not regulated by either the Central
Bank of Oman or Oman’s Capital Market Authority. The information contained in this publication is for discussion purposes only and neither
constitutes an offer of securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital
Market Law of Oman (Royal Decree 80/98), nor does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani
securities in Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision
1/2009). ANZ does not solicit business in Oman and the only circumstances in which ANZ sends information or material describing financial
products or financial services to recipients in Oman, is where such information or material has been requested from ANZ and by receiving
this publication, the person or entity to whom it has been dispatched by ANZ understands, acknowledges and agrees that this publication
has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does not market, offer, sell or
distribute any financial or investment products or services in Oman and no subscription to any securities, products or financial services may
or will be consummated within Oman. Nothing contained in this publication is intended to constitute Omani investment, legal, tax,
accounting or other professional advice.

People’s Republic of China. If and when the material accompanying this publication does not only relate to the products and/or services
of Australia and New Zealand Bank (China) Company Limited (“ANZ China”), it is noted that: This publication is distributed by ANZ or an
affiliate. No action has been taken by ANZ or any affiliate which would permit a public offering of any products or services of such an entity
or distribution or re-distribution of this publication in the People’s Republic of China (“PRC”). Accordingly, the products and services of such
entities are not being offered or sold within the PRC by means of this publication or any other method. This publication may not be
distributed, re-distributed or published in the PRC, except under circumstances that will result in compliance with any applicable laws and
regulations. If and when the material accompanying this publication relates to the products and/or services of ANZ China only, it is noted
that: This publication is distributed by ANZ China in the Mainland of the PRC.

Qatar. This publication has not been, and will not be lodged or registered with, or reviewed or approved by, the Qatar Central Bank
("QCB™), the Qatar Financial Centre ("QFC™) Authority, QFC Regulatory Authority or any other authority in the State of Qatar ("Qatar"); or
authorised or licensed for distribution in Qatar; and the information contained in this publication does not, and is not intended to, constitute
a public offer or other invitation in respect of securities in Qatar or the QFC. The financial products or services described in this publication
have not been, and will not be registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in
Qatar; or authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar. Accordingly, the financial products or
services described in this publication are not being, and will not be, offered, issued or sold in Qatar, and this publication is not being, and
will not be, distributed in Qatar. The offering, marketing, issue and sale of the financial products or services described in this publication
and distribution of this publication is being made in, and is subject to the laws, regulations and rules of, jurisdictions outside of Qatar and
the QFC. Recipients of this publication must abide by this restriction and not distribute this publication in breach of this restriction. This
publication is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon their request and confirmation
that they understand the statements above; and (ii) on the condition that it will not be provided to any person other than the original
recipient, and is not for general circulation and may not be reproduced or used for any other purpose.

Singapore. This publication is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited investors”,
“expert investors” or (as the case may be) “institutional investors” (each term as defined in the Securities and Futures Act Cap. 289 of
Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is exempted from holding a financial adviser’s
licence under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore. In respect of any matters arising from, or in connection
with the distribution of this publication in Singapore, contact your ANZ point of contact.

United Arab Emirates. This publication is distributed in the United Arab Emirates (“UAE”) or the Dubai International Financial Centre (as
applicable) by ANZ. This publication: does not, and is not intended to constitute an offer of securities anywhere in the UAE; does not
constitute, and is not intended to constitute the carrying on or engagement in banking, financial and/or investment consultation business in
the UAE under the rules and regulations made by the Central Bank of the United Arab Emirates, the Emirates Securities and Commodities
Authority or the United Arab Emirates Ministry of Economy; does not, and is not intended to constitute an offer of securities within the
meaning of the Dubai International Financial Centre Markets Law No. 12 of 2004; and, does not constitute, and is not intended to
constitute, a financial promotion, as defined under the Dubai International Financial Centre Regulatory Law No. 1 of 200. ANZ DIFC Branch
is regulated by the Dubai Financial Services Authority (“DFSA”). The financial products or services described in this publication are only
available to persons who qualify as “Professional Clients” or “Market Counterparty” in accordance with the provisions of the DFSA rules. In
addition, ANZ has a representative office (“ANZ Representative Office”) in Abu Dhabi regulated by the Central Bank of the United Arab
Emirates. ANZ Representative Office is not permitted by the Central Bank of the United Arab Emirates to provide any banking services to
clients in the UAE.

United States. If and when this publication is received by any person in the United States or a "U.S. person” (as defined in Regulation S
under the US Securities Act of 1933, as amended) (“US Person”) or any person acting for the account or benefit of a US Person, it is noted
that ANZ Securities, Inc. (“ANZ S™) is a member of FINRA (www.finra.org) and registered with the SEC. ANZ S’ address is 277 Park
Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 9160 Fax: +1 212 801 9163). Except where this is a FX- related or
commodity-related publication, this publication is distributed in the United States by ANZ S (a wholly owned subsidiary of ANZ), which
accepts responsibility for its content. Information on any securities referred to in this publication may be obtained from ANZ S upon
request. Any US Person receiving this publication and wishing to effect transactions in any securities referred to in this publication must
contact ANZ S, not its affiliates. Where this is an FX- related or commodity-related publication, it is distributed in the United States by
ANZ's New York Branch, which is also located at 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 9160 Fax: +1
212 801 9163). Commodity-related products are not insured by any U.S. governmental agency, and are not guaranteed by ANZ or any of
its affiliates. Transacting in these products may involve substantial risks and could result in a significant loss. You should carefully consider
whether transacting in commodity-related products is suitable for you in light of your financial condition and investment objectives. ANZ S
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use this website or have otherwise received this publication and are a US Person who is an individual: to avoid loss, you should cease to
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