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Commodity outlook
Dairy

Rabobank expects lower commodity prices in coming weeks as Chinese buyers work through inventory.

Beef

Rabobank expects farmgate prices to continue moving higher through July as strong demand from China drives
up export returns.

Sheepmeat

Rabobank expects farmgate prices to strengthen during July with tightening domestic supplies increasing
procurement pressure.

Wine

Rabobank expects competition in the US wine market to continue in the premium segment. Increased value per
litre is on offer but is not easily attained.

Horticulture

Drivers for fresh fruit and vegetable consumption are expected to continue to underpin New Zealand's sector
growth and Rabobank expects a new export value record in 2019.

Fertiliser
FX
Oil

Rabobank expects global urea prices to remain stable over the next three months.

We look for the NZ dollar to hit USc 63 by June 2020.

Rabobank expects that Brent crude prices will bounce back quickly to near USD 75/bbl during the third quarter.

Climate
Soil moisture anomaly (mm), 30 June 2019
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NIWA notes all New Zealand regions are forecast to experience either
near-average or above-average temperatures through to September
2019.
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The NIWA is forecasting an equal chance of near-normal or belownormal soil moisture levels for the north of the South Island through
to September. The top of the North Island is likely to have belownormal soil moisture levels. The remainder of the country is likely to
have near-normal soil moisture levels through to September.

Drier than normal

Source: NIWA, Rabobank 2019

What to watch
•

A mixed bag of weather through to September. With more frequent westerly winds forecast than usual, NIWA notes that “a trend towards
more unsettled weather” is possible – particularly over the month of September 2019. Unsettled weather may follow patches of warm spells
throughout July and August: a result of warm air flowing across the Tasman from Australia.

Peak prices have passed
Final 2018/19 New Zealand milk collection numbers have been counted. Milk flows for the 12month period to May reached 21.8m tonnes, a lift of 2.2% on the prior season. This is the secondlargest volume of milk produced by New Zealand dairy farmers, and only just marginally behind
the 2014/15 season’s record tide of milk.
Broad-based weakness was evident across the dairy complex in June. In the month of June, all
Oceania dairy commodity prices fell, with the biggest price declines led by dairy fats. The
weakness in the dairy commodity market was unsurprising. Large importers have accumulated
short-term inventory cover following an aggressive period of buying activity. At the same time,
the Northern Hemisphere milk production season, while underwhelming, has now passed its
peak, providing buyers with options. While the global fundamentals are supportive of elevated
commodity prices, Rabobank is suggesting the peak in the cycle has now passed.

Emma Higgins
Analyst
Dairy

Chinese import appetite continues to remain seemingly insatiable, with shipments from New
Zealand to China for the month of May 2019 higher by over 30% YOY. Given the elevated rate of
export growth across 2019 so far, some buyers are likely to have plentiful coverage. Rabobank
anticipates lower export volumes to begin trending over the coming months, which may
place a ceiling on price increases over this period.
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What to watch

Dairy

•

More asset sales for Fonterra. The dairy cooperative has recently sold its interests in two
joint ventures: Fast Forward JV (whey protein manufacturing), and Goodminton A.G. (the
parent of foodspring, an active nutrition start-up). These sales follow a number of other assets
that have been sold as part of Fonterra’s portfolio review, including DPA and Tip Top.

Milk supply tap to slowly turn on in 2H 2019
Global dairy prices, 2014-2019
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Chinese demand pushes prices up
Rabobank expects farmgate prices to continue moving higher through July, as strong demand
from China drives up export returns. The seasonal decline in domestic cattle supplies through
winter will further support price lifts as processors compete for those cattle that are available for
slaughter.
There was a solid lift in farmgate prices over the last month, with the national cow cull trailing off
at a quicker rate than it did last season, increasing procurement pressure. As at the end of June,
the North Island bull price is 3% higher MOM, averaging NZD 5.35/kg cwt, with the South Island bull
price also up 3% MOM to NZD 5.05/kg cwt. Prices in both islands across all classes of cattle are now
largely consistent with where they were sitting a year ago.
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The average value of NZ beef exports this season is at the highest level it has been since 2014-15,
primarily resulting from a steep increase in the value of NZ beef exports to China. NZ’s season-todate (Oct-May) exports of beef to China are up 83% YOY. NZ’s market access into China, and
established relationships with importers, has positioned NZ well to capitalise on the significant jump
in Chinese demand for beef imports (along with other protein imports) in order to bridge the
domestic protein gap created by African Swine Fever. Overall, Chinese imports of beef from all
countries is up 51% YOY.
NZ’s national cattle kill is sitting almost on par with where it was at this stage last year (+0.7%).
The slow rate of slaughter towards the end of the national cow cull has the season-to-date cow kill
down 5%. Rabobank expects NZ cattle supplies for the remainder of the season (ending Sept) to
follow a similar pattern to that experienced last season.

What to watch
•

Beef

Increased protein competition in China - The China Meat Association has announced that the
Chinese government would be expanding its sourcing of animal protein products in an attempt
to replace the lost pork production that has resulted from African Swine Fever. This may include
allowing imports of Indian buffalo and lifting the current ban on UK beef. There are also reports of
an increase in the number of international meat facilities being accredited for export into China.
Over the longer term, this will increase competition in China for NZ beef exporters.
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Strong price gains as supplies slow
Rabobank expects farmgate prices to continue to move higher during July as tightening
domestic supplies increase procurement pressure. With demand, and in-market pricing, for NZ
sheepmeat strong across a range of key markets, processors will be looking to secure supplies in
order to fulfil orders, and to capitalise on these favourable market conditions.
Farmgate prices strengthened consistently throughout June, as is normal for this stage in the
season when the availability of lambs for slaughter tightens. South Island farmate prices
experienced the largest lift, helping to close the price gap between the two islands. As of the end
of June, the slaughter price in the North Island averaged NZD 7.80/kg cwt (3% higher MOM), while
South Island lamb averaged NZD 7.60/kg cwt (6% higher MOM).

Blake Holgate
Analyst
Animal Protein and
Sustainability
+64 3 955 4603
blake.holgate@rabobank.com

The value of NZ lamb exports to China for the season-to-date (Oct-May) has already surpassed
the total value of NZ’s lamb exports to China for the entire 2017/18 season, with four months of
the season remaining. NZ has exported NZD 736.9m of lamb to China this season, a 40% increase
on the same period last season. This has resulted from both an increase in volume (+24% YOY), and
the average value received (+10% YOY). While NZ’s exports of lamb to China have been increasing
annually since 2015/16, the reduced availability of protein within China as a result of African Swine
Fever is a significant driver behind this jump in export value. Rabobank expects these conditions to
continue to underpin strong demand and pricing from the Chinese market for at least the remainder
of 2019.
Slaughter data shows that the lamb kill through May was well-below the long-term average,
putting NZ’s lamb kill for the 2018/19 season behind last season by 6% YOY (as of 25 May).

What to watch

Sheepmeat

•

Strong increase in NZ’s lamb export returns – the Ministry for Primary Industries latest “Situation
and Outlook for Primary Industries” forecasts NZ’s lamb export revenues will total NZD 3.23bn for
the year ending June 2019. This is a 7.1% increase on last years lamb export revenue. The report
cites strong Chinese demand for lamb over the last 12 months as the main driver behind the
increase, and states that it expects this demand to continue.

South Island Lamb Price and NZ Lamb Slaughter
South Island lamb price

New Zealand lamb slaughter (YTD-25 May)
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The US – attractive to many
The US wine market continues to attract suppliers, as consumption continues to rise with the
premium segment still the main arena. New Zealand wine exports continue to rise in value and
volume to the US but the focus on the premium segment from an increasing number of brands is
beginning to flow into a slowing of average value increases per litre for exports. French and
Californian wine shipments, the latter which dominates US market volumes – both continue to
increase in market share in the US, along with New Zealand. Focus on the Northern Hemisphere
vintage will sharpen as it draws closer and weather patterns change.
New Zealand wines continue to retain their popularity in the US, but increasing competition in the
premium segment makes lifting volumes and value simultaneously challenging, but this is not just
isolated to New Zealand. While wines from French, New Zealand and Californian origin all gain
traction and shipment volumes continue to rise, the US market is a highly competitive one in the
branded premium space. This can be seen as incremental gains in per litre price contract over time.
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New Zealand wines fit well with the key US varietals sought out by consumers in off-premise sales.
According to the Wine Institute and Nielsen, around 65% of US retail off-premise sales volumes are
accounted for by Chardonnay, Cabernet Sauvignon, Red Blends, Pinot Gris, Pinot Noir, Merlot and
Sauvignon Blanc. Across the ditch, Australian wines continue to struggle to grow volume and value –
their overall average price is beginning to rise with a renewed focus on pushing into the premium
segment and they are well-positioned from a variety perspective.
Lastly, high temperatures in Europe and recent rain events in California will heighten interest leading
into the countdown to the Northern Hemisphere contribution to the 2019 global vintage, with lower
production out of South Africa, Australia and New Zealand earlier in the 2019 year.

What to watch

Wine

•

Increasing innovation in beverages for direct-to-consumer via online sales in the US - A USbased start-up, Haus, has released an aperitif beverage via online sales, made from distilled
grapes, fresh herbs and botanicals. It purports to be lower in alcohol than traditional liquors and
spirits and is able to be sold online in the US falling under the alcohol threshold which restricts
direct-to-consumer sales of beverages.

California dreaming
Shipments by supplier to US wine market, volume
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New Zealand and French wines show continued rising shipment volumes into the US, while Australia runs
against the tide. Wines of Californian origin account for over 60% of all volume in the US market in 2018.

Horticulture’s star keeps rising
Consumers around the world continue to seek better nutrition, and when coupled with a focus on
convenience, premiumisation, dietary changes required in many western countries, and with
rising incomes of middle classes in emerging countries, the future looks bright for fresh vegetables,
fresh fruits and tree nuts. These were some of the messages coming out of the Hort Connections
Conference in Melbourne, from 24 to 26 June. Meanwhile, New Zealand horticultural exports are
pushing against last year’s record values.
New Zealand’s horticulturalists look well-positioned to enjoy further upside for consumption of their
produce as the world continues to demand higher volumes of quality fruits, vegetables and tree nuts.
Rising demand for nutritious foods that are less-processed and meet consumer demands in both
developed and developing economies, each with different drivers, is set to continue.
New Zealand’s horticultural sector has been riding this growing wave of demand for much of this
decade. Rabobank expects that horticultural export receipts may well surpass the record set for the 12
months to June 2018, in the year to June 2019.
Hayden Higgins
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Against a backdrop of slowing economic growth across key export markets, this will have required
some heavy lifting across all sectors without reliance on exports of products such as kiwifruit and
apples, that traditionally drop off in export value in June, compared to May annually. However, should
the trend in export revenue growth continue to track as it has YTD, and in a similar profile to June
2018, a new record is possible.

What to watch
•

Horticulture
Horticulture

US-China Trade talks resume – As China and the US approach another round of trade talks, the
outcome is clearly important for trade between the two giants. But it is not just about the US and
China - the outcomes of this struggle are twofold for New Zealand. Firstly, it is of importance for
economies across the Asia Pacific region that are importers of New Zealand fresh produce.
Secondly, understanding what US horticultural products may be required to be imported in
greater volumes by China under any new deal.

Pushing another export record
New Zealand horticulture export receipts (excluding wine)
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Horticultural export receipts for New Zealand are pushing another record, but will have required strong June
export volumes and values to achieve this.

Global urea prices to remain stable
Rabobank expects global urea prices to remain stable over the next three months.
Month-on-month, it has been relatively quiet across the nutrient complex. Global urea values ex
Middle East FOB were stable MOM, on hold at USD 285/tonne. DAP fell some 3 percent MOM,
continuing a downward decline that began in in October 2018.
Prospects of low demand will continue to hinder the outlook for global urea values. Earlier in the
season, we forecast that the US/China trade war would drive a large planting swing from soy to
corn in the US. Bad flooding ensued. Rabobank expects that some 7.4m planned planted acres
were left unplanted. Additionally, of the crop that is planted, good/excellent crop ratings are
historically low, implying there will be less nutrient investment this season. Soy planted area was
also impacted, but not to the same extent.

Wes Lefroy
Agricultural Analyst

In the short term, reduced demand in the US will be offset by the prospect of a new tender from
India and increased sanctions on Iran, which will severely restrict Iranian exports.
Similarly, thin demand and poor weather is behind our expectation for DAP prices to continue to
decline in the three months ahead. An oversupply has been behind falling prices to far this year.
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What to Watch
•

Farm Inputs

Local urea shortages – The weather outlook for this year’s spring flush is favourable for dairy farmers.
NIWA forecasts near-average to above-average temperatures and near-normal rainfall for the majority
of regions on the North and South Island. Imports are also healthy, according to CRU, as at the end of
May, NZ urea imports were 248,000 tonnes, marginally ahead of 2017 and 2018 levels. Favourable
conditions will stimulate demand ahead of the spring flush. If a healthy outlook continues, ordering
urea early will be favourable for farmers to avoid any demand-driven price rises.

Local prices are stable month-on-month
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NZD rises – likely not for long
We hold our forecast for the NZ dollar to reach USc 63 within 12 months, as monetary policy
loosening moves faster in NZ than the US.
In the US, the chances of a rate cut in 2019 are rising, although we still expect a full-blown
cutting cycle to wait until 2020. Recent economic data has been disappointing and the USChina trade war remains a huge downside risk. The more bearish tone in the June monetary
policy statement from the Federal Reserve, and the revision of the ‘dot plot’ expectation of its
members, support our expectation of the first rate cut as soon as its next meeting (July 30-31).
We think that one cut will not be enough to avoid recession in 2020, with more cuts to follow
next year as a result.
We expect more cuts from the Reserve Bank of New Zealand (RBNZ) in this cycle. The RBNZ cut
rates by 25 bps in May, but left the OCR unchanged at 1.5 percent in June. It noted that the
global economic outlook had weakened and that downside risk had intensified, meaning that
further rate cuts may be required. We expect just that, with pressure on the NZD/USD to follow.
Tim Hunt
Head of Food &
Agribusiness Research,
Australia & New Zealand

At USc 67.23 on 1 July, the NZD was up just over one cent on the start of June.
Rabobank forecasts the NZD to hit USc 63 by June 2020.
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What to watch

FX

•

The RMB. A slowing Chinese economy and questions over whether China has enough FX
reserves should the trade war re-escalate are raising obvious concerns over the sustainability
of the current value of the RMB. Meanwhile, the Peoples Bank of China has recently begun
discussing that there is no magical ‘7’ red line for the USD/RMB. We expect the RMB to pierce
through the psychological level of RMB 7 to the USD, and weaken to 7.5 by June 2020.

NZD rises by one US cent through June
NZ/US dollar Cross Rate
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We expect a speedy recovery
Rabobank expects that Brent crude prices will bounce back quickly to near USD 75/bbl during the
third quarter. The market lost a lot of ground during June, falling from USD 72.6/bbl in late may to
USD 60/bbl in the second week of June. Market drivers shifted from tight supplies, to pricing in a
slowdown in demand. We believe the price fell lower than was warranted by the data.
Our outlook for Brent Crude remains bullish. We are fast approaching the IMO 2020, a fuel spec
change for the global shipping industry, which we expect will bring support to refinery. Supply
remains tight; OPEC production remains at multi-year lows, and US sanctions are crippling
production in Iran and Venezuela. Geo-political risk remains elevated, which may bring some shortterm supply shocks.
The Baltic Dry Index was up 16 percent during June, and has now doubled since hitting three-year
lows in February.

Brent Crude Oil, June 2016-June 2019
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