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A weekly newsletter from MyFarm and Freshlogic covering major events in the domestic 

and world dairy markets affecting the New Zealand dairy industry.   

Highlights 
 Commodity boom predicted 

 Fonterra and OCDL brawl over effect of shares 

 Russia aiming to reduce reliance on imports 

 US export volumes down 16% in 2009 

 EU cautiously positive on use of futures 

New Zealand industry news 
Demand for commodities could explode-Commodities are 
likely to be one of the best-performing asset classes over the 
next 10 years according to the chief investment officer at New 
Zealand Funds Management. 

Writing for NZHerald.co.nz, Michael Lang says investment 
markets appear to have forgotten that man, despite his many 
accomplishments, owes his existence to a six-inch layer of 
topsoil and the fact that it rains. The world's population has 
continued to grow at 1.5 per cent a year and growth in 
emerging economies is leading to the loss of agricultural land 
due to water shortages and urbanisation. Lang says the move 
to protein-rich diets requires significantly more agricultural 
output. A kilogram of meat requires feeding animals 
somewhere between 3kg and 5kg of grain or rice. 

“Given the multitude of competing options for capital in 
today's global economy, agricultural prices will need to revisit 
their all-time highs to ensure production keeps pace with rising global demand. With the economic outlook still murky, 
investment in agriculture provides exposure to an industry that follows a very different cycle from the broader global economy. 
This makes agricultural commodities more defensive than industrial-driven alternatives, such as copper and oil and the 
companies that produce them.” 

Lang says interestingly, China has 22 per cent of the world's population but only 7 per cent of its arable land and 8 per cent of 
its water. 

“If its economy continues to grow then, judging by the dietary shifts witnessed during other countries' industrialisation, the 
demand for agricultural commodities will explode - rewarding New Zealand's OECD ranking and investors in agriculture.” 

Fonterra boosts earnings, but will retain the gains - Fonterra boosted its distributed profit forecast to up to 50c a share 
last week, but says the extra cash will be retained.  The distributable profit forecast range for this current financial year is now 

40-50c a share, up from 35-45c a share. 

However, there is no change to the target dividend range of 20-30c a share and 10-30c a share will be retained by the 
company.  Fonterra chief executive Andrew Ferrier said the increase in the distributable profit range was driven primarily by 
gains arising from divestments, improved joint venture returns and lower funding costs through improved working capital.  
Source: NBR 

MyFarm comment: Farmer shareholders are unlikely to take up many Fonterra shares at a dividend yield of 4.4% to 6.6% p.a. 
– particularly when Fonterra are likely to promote farmer-only share trading this year – and that the future share value may be 
below the current share price of $4.52. Significant retentions and the expectation of shareholders subscribing for new shares 
don’t appear to be compatible at the moment. 

Open Country claims Fonterra’s restructure provides an unfair advantage - Open Country Dairy Limited chairman Laurie 
Margrain said Fonterra’s planned stage three of its capital restructuring process could lock farmers into the co-operative.  He 
said if Fonterra was no longer required to accept supply when requested or redeem the shares of those who wished to exit, 
farmers would become locked in.  Margrain said if farmers agreed to the principle of Fonterra's third stage, the co-op would no 
longer have to buy their shares back, leaving it to the limited market created by the supplier/shareholders.  

But Fonterra chairman Sir Henry van der Heyden said there would always be open entry and exit for farmers.  “It is 
inconceivable to think that anyone would suggest otherwise. It is simply out of the question. Our farmers will always be able to 
come and go as they please and be able to buy and sell their shares.What Open Country Dairy is really worried about is 
Fonterra strengthening its financial position so that it can be more competitive in the global food market and improve returns 

NZ dairy export index 

Index slightly weaker – there was a further softening of 

spot prices for butter and cheddar – each by US$50/tonne 
this week – which SMP stayed flat for the first time in 11 
weeks. 

The $NZ finished close to last week’s close at US69.85c, 
but the weaker product prices shaved a little under a 
point off the index to leave it at 105.1.      

 

Take note:  The index is an indicator of spot trends in gross 

export returns to the industry based on quoted NZ export prices, 

movements in currency and the total milk usage in exports by the 
NZ industry.  It was set at 100 on 1 January 2004. 

 




