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Milk Price Forecast Update 17 September 2014

From Russia without love

e We have revised down our 2014/15 milk price forecast by 50 cents to $5.30/kg of milk solids.

e The impact of the Russian import ban and weaker Russian dairy demand are compounding other factors pushing down
dairy prices, such as very strong global dairy production and the temporary dip in Chinese demand.

e Recent fallsin the NZD are helping to a degree, but at this stage not by nearly enough to offset the large dairy price falls.

e Despite this revision, our long-run view for the milk price remains unchanged.

Dairy markets can’t catch a break. Earlier this year, bumper global production drove down prices. Now the effects of the
Russian dairy import ban and the slumping Russian economy are helping sink dairy prices further.

Factoring in this extra weakness, we have revised down our milk price forecast to $5.30/kg of milk solids. Thisis a 50 cent
reduction from our forecast a month ago.

We had expected that NZ could stand to benefit from the Russian import ban. Russia banned our two biggest dairy export
competitors, the EU and US (plus Australia), from its dairy markets. NZ was spared from the ban and some commentators
expected that Russia would look to us to fill the dairy gap.

As it turns out, markets have anticipated that extra European milk, in particular, will hit markets soon. Moreover, Russian
health authorities have yet to approve NZ dairy factories for export to Russia (as a consequence of last year’s Fonterra
contamination scare). This combination of factors has pushed the prices down for key EU exports such as cheddar and SMP
over recent auctions, and NZ producers have been caught in the crossfire.

The Russian economy is also in a tailspin. The Russian rouble has fallen 10% against the USD since the end of June, increasing
the price of imports. This will hurt Russian consumer demand, including for dairy. In this respect, war (or the threat of war) is
most definitely bad for business.
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NZ is being caught in temporarily weak Chinese demand. Firstly, we see NZ being caught in the crossfire as European
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The NZD is helping to buffer lower auction prices. However, the NZD falls are still dwarfed by the

dairy prices. The NZD has dropped from over USD 0.88 back in July to around USD 0.82 currently.

While our view for prices to stabilise and then over the remainder of the season as global
production moderates and Chinese demand kicks back in to gear still holds, the starting point for
the recovery is significantly lower than expected. Moreover, we are now much further into the
season with approximately a third of auction volumes now sold.
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are under no obligation to, and do not, update or keep current the information contained in this document. Neither ASB nor any person involved in the
preparation of this document accepts any liability for any loss or damage arising out of the use of all or any part of this document.
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