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Commodity Outlook
Dairy

Some dairy commodity prices have shown signs of life. However, the current price rally is more driven by short-term
opportunistic buying from importers and is unlikely to be sustained.

Beef

As supplies are now limited heading through winter, price schedules will remain around current levels, with
potentially some upside, as US imported beef prices have traded slightly higher over the past few weeks.

Sheepmeat

As at the middle of July, South Island lamb prices averaged NZD 5.25/kg cwt, and North Island prices averaged NZD
5.45/kg cwt: 8% and 4% higher, respectively, year-on-year.

Wool

The 2016/17 season saw a rough start, with the fine and coarse crossbred indicators falling 4% and 5%,
respectively, in the first week. While lifting marginally in week 2, both currency and soft demand contributed to the
weakened prices.

Wine

Average export prices have edged up to their highest level in six years, supported by lower supply and strong
global demand.

Fertiliser

Global phosphate demand remains subdued, with many importers and buyers preferring to run down existing
stocks and delaying new purchasing.

FX

The RBNZ has re-confirmed its policy-easing bias, with its sights set squarely on reviving inflation and
encouraging a lower New Zealand dollar.

Oil

Although oil markets appear to have found more of a balance, a smooth ride ahead is far from a certainty, with
large global stocks and precarious global economic conditions clouding the oil price outlook.

Above-Average Temperatures Likely to Continue
Soil moisture anomaly (mm) – 17 July 2016
After record-breaking warm temperatures experienced
across the country during the winter solstice, NIWA
note that temperatures across New Zealand are very
likely to be above-average through to September
2016.
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Soil moisture levels through to spring have a mixed
outlook across the country. The north and west of
both islands have a chance of above-average soil
moisture levels, while the east of the South Island has a
chance of below-normal soil moisture levels. The
remainder of the country can expect normal soil
moisture through to September.

What to watch
•

International guidance indicates that there is a 57% chance of La Niña conditions to appear over the next three-month
period (July – September 2016), with further increases through to next year.

•

However, it is likely that if La Niña indeed develops, conditions will remain in the weak or moderate category.

Slowly, Slowly for the Global
Market Rebalance
With calves already on the ground in some regions, the 2016/17 season has kicked
off. While only small volumes are produced this early in the season, milk supply for
June 2016 looks to be down by around 1%, compared to last June.
Milk production across major export regions generally continues to slow and should
continue that trend. Production is falling in Australia, New Zealand, Argentina and
Brazil. Milk production in the US is growing; but in line with domestic market
demand.

Some dairy commodity prices have shown signs of life. However, the current price
rally is more driven by short-term opportunistic buying from importers and is unlikely
to be sustained.
Rabobank still expects a more sustained global market recovery in 1H 2017. Global
milk supply growth continues to slow, though global stocks need to be cleared.

What to watch

Dairy

•

Weather conditions over spring in New Zealand will set the tone for the rest of
the season.

•

The European Commission has announced another support package for their
dairy producers. In total, this is a EUR 500m package. This time, EUR150m of this is
earmarked to help incentivise production cuts.

Milk Production across the Export Engines
Continues to Slow
Global dairy prices, 2012-2016
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Supply Contracting in NZ and AU
New Zealand beef prices have tracked sideways the past month. North Island bull
prices have averaged NZD 5.40/kg cwt from the middle of June to middle of July: 3%
lower than the same week last year.
As supplies are now limited heading through winter, price schedules will remain
around current levels, with potentially some upside, as US imported beef prices have
traded slightly higher over the past few weeks. The US imported 90cl cow price
increased, from USD 2.02/lb to USD 2.06/lb over the two weeks to 14 July. This has
largely been driven by falling supply out of Australia. Demand from the US has been
less influential, particularly as we now head out of the peak US grilling season.
New Zealand exports for May increased 3% YOY, to 49,161 tonnes. Exports between
January and May declined 7% YOY, to 208,745 tonnes swt, coinciding with a
reduction in cattle slaughter. Shipments to most markets remained lower during the
first five months of the year, with exports to the US back 13% YOY, to 110,740 tonnes
swt,. However, shipments to China (33,419 tonnes swt) were 9% higher over the same
period, despite increased competition from Brazil into this market.

What to watch

Beef

•

Significant contraction in Australian supply. Australian cattle supplies have contracted
significantly so far in 2016, with slaughter between Jan-May back 14%, or 155,331 tonnes cwt.

•

More longer-term, Australian cattle supplies are likely to be back at around 500,000
tonnes cwt over the next three years, compared to the highs of 2015, with the cattle herd at
around 20-year lows. This will provide a significant reduction in competition for NZ product
into the export markets.

Supply Tightening, but Still Historically High
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Total cattle slaughter for October to May remains 4% lower than the previous year, at 1.95m head. All cattle categories
remain below last year, though slaughter remains well ahead of pre-dairy downturn levels.

Lamb Prices on the Rise
Lamb prices in the South Island started to climb in July, on the back of some market
tightening. However, upside was constrained by the rise in the value of the NZD
versus the GBP in the wake of Britain’s decision to leave the EU. As at the middle of
July, South Island lamb prices averaged NZD 5.25/kg cwt, and North Island prices
averaged NZD 5.45/kg cwt: 8% and 4% higher, respectively, year-on-year.
Lamb supply for the processing season October to May has fallen 3%, or around
500,000 head, YOY, with volumes totalling 16.9m head. Supply will continue to
contract in line with usual winter supply pressure, which will drive the schedule
higher.

Total lamb export volumes for May jumped 15% YOY, to 34,399 tonnes swt, while
lamb exports for the first five months of 2016 have increased 6% YOY, to 167,070
tonnes swt. Lamb exports to China in May surged 82% YOY, to 13,036 tonnes swt,
while shipments to the UK fell 7% over the same period, to 5,081 tonnes swt.

What to watch

Sheepmeat

•

The short-term impact of Brexit has seen the NZD increase against the GBP. Since the start
of June, the NZD has appreciated around 15% and has made export market conditions
difficult for processors, limiting the upside in farmgate prices during this period.

•

Australian lamb supply has been running ahead of last year’s level, with total lamb
slaughter for Jan-May up 3%, to 9.86m head. Slaughter will begin to contract moving
through winter, which will help tighten the market for NZ product. Lamb production is
forecast to decline in 2H 2016, which also bodes well for new season prices.

Short-Term Impact of Brexit: Currency
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2016/17 Season’s Soft Opening
The 2015/16 season was a strong one. The average coarse crossbred indicator was up 10%
YOY. The fine crossbred indicator was up 8%.

The challenge now is to maintain high prices, in particular in the fine crossbred and lambswool,
where demand appears to be slipping in these early sales. The price of Australian crossbred has
also declined from the 2015 highs through the first half of 2016, losing ground in USD terms.
The 2016/17 season saw a rough start, with the fine and coarse crossbred indicators falling
4% and 5%, respectively, in the first week. While lifting marginally in week 2, both currency and
soft demand contributed to the weakened prices.
The strong NZ dollar, which has been above USc 70 for the last month, has not helped
demand. Currency will remain influential through the next season. Should the forecast
depreciation back toward USc 60 materialise, it will be a supporting factor for wool prices.
Across the ditch, despite the crossbred end of the market softening, merino cardings prices
remain buoyant as to mid-micron merino types, helping the Australian EMI to its secondhighest season close on record, at AUc 1,297/kg clean.

What to watch

Wool

•

The Brexit announcement in June has certainly led to more volatility in
markets globally. For wool, the swift depreciation of the pound has also
improved the competitiveness of British wool, a key competitor for NZ. With the
weakness in the pound suspected to continue, it will be important to watch how
much this impacts sales for NZ fibre.

Auction prices softened into the season close
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Near-Record NZ Wine Production
New Zealand wine exports increased by 3% in volume and 10% in value, to 211ML and
NZD 1.558bn FOB, respectively, in the 12 months to May 2016. Average export prices
have edged up to their highest level in six years, supported by lower supply and
strong global demand.
Strong demand for New Zealand wines is expected to be maintained over the coming
year, especially from high-value North American markets. Supply of New Zealand wine
is due to rise, however, with New Zealand Winegrowers estimating the size of the 2016
harvest at a near-record 436kt. This figure represents a marked 34% increase on the
previous year’s short harvest and is only 2% smaller than the record harvest in 2014.
More broadly, wine production is expected to fall across the Southern Hemisphere in
2016, despite larger crops in New Zealand and also in Australia. In South America, both
Chile and Argentina have experienced significant declines in wine production in the
order of 20% to 30%, while wine production in South Africa is estimated to have fallen
roughly 7%—its second successive smaller crop.

What to watch

Wine

•

NZ average export prices. Average export prices are expected to edge down from
six-year highs, as growth in export volumes goes up another gear following the
bigger 2016 crop, with wine companies eagerly anticipating some help from a
lower New Zealand dollar.

NZ Wine Exports by Market, MAT May 2016
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North American markets continue to lead NZ wine export growth.

Well-Balanced Global Markets
With energy costs accounting for a large portion of nitrogen production costs,
low global energy prices are keeping pressure on global nitrogen fertiliser
prices.
Global phosphate demand remains subdued, with many importers and
buyers preferring to run down existing stocks and delaying new purchasing.
Global potash demand remains weak. The absence of agreement in supply
contracts in China and limited demand from India are key trends.

What to watch

Fertiliser

•

The USD/NZD exchange rate remains volatile and is always a significant
factor in the price of local fertiliser.

•

Global freight rates are showing some signs of life. This may put some
pressure on landed prices locally.

Fertiliser Prices Steady at Low Levels
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Urea and DAP prices remain close to their lowest levels in years in USD terms. The outlook suggest little upside is on the
horizon in the short term.

Focus Returns to Local Drivers
The Reserve Bank of New Zealand (RBNZ) elected to leave the official cash rate on
hold at 2.25%, following its meeting on 9 June. In its accompanying statement, the
RBNZ made a point to highlight the ongoing strength of the Auckland housing
market, where prices continue to rise despite attempts to curb loose lending practices,
with demand being spurred on by strong net inward migration and the low interest
rate environment. The RBNZ has reconfirmed its policy-easing bias, with its sights set
squarely on reviving inflation and encouraging a lower New Zealand dollar.
Following the disruption to global financial markets in the wake of the Brexit result,
focus is once again returning to domestic economic indicators. Since the RBNZ board
last met, we have received additional data points that will be influential in
informing its decision at the next meeting on 11 August, which put an interest rate
cut squarely on the agenda. Firstly, that the rate of economic activity in New Zealand
has continued to slow, albeit mildly, with GDP growth falling slightly to 3.1% YOY in Q1
2016. Secondly, consumer price inflation remained subdued at 0.4% YOY in Q2 2016.
Excluding more volatile food and fuel prices from the mix, underlying inflation came in
at 1.1% YOY—only just within the lower bound of the RBNZ’s target range.

What to watch
•

FX

We forecast the NZD/USD falling towards 0.65 on a 12-month view. The recent resilience
shown by the New Zealand dollar, supported by the desperate pursuit of safe-haven and yield
by global investors, has quickly unravelled as the Q2 2016 CPI data become known. Investors
have once again factored in an increased likelihood of another interest rate cut this year, which,
when combined with soft commodity prices, should cause the NZ dollar to give up further
ground over the coming year.

Tepid Inflation leads the NZD to Give up Ground
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Following the disruption to financial markets following the Brexit result, investors have once again been reminded
of the fundamental drivers that underpin New Zealand interest rates, which point to further easing by the RBNZ.
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Volatility Eases in Oil Markets
Crude oil has traded sideways over the past month, trading in a range from USD
47/barrel to USD 51/barrel. Q2 2016 marked a significant reduction in volatility in oil
prices, after what can only be described as a tumultuous preceding 12 months. Oil
markets have shown an astounding transformation—from large surpluses in early
2016 to near balance come the middle of the year. Although oil markets appear to
have found more of a balance, a smooth ride ahead is far from a certainty, with large
global stocks and precarious global economic conditions clouding the oil price
outlook.
Diesel prices declined slightly at the pump over the past month. The national diesel
price sits at NZD 1.15 at the time of writing, down from NZD 1.20 at the end of June.
Freight rates increased through July, as strong demand for bulk commodities drove
a rebound in the Baltic Dry Index (BDI). The BDI currently sits at 746, nudging above
its 2015 average of 718 and well above the low of 290 reached in February 2016.

Oil &
Freight

What to watch
•

European demand for oil. Robust European demand for oil supported global demand
growth in Q2 2016, helping to bring some balance to previously oversupplied global oil
markets. Fallout from the Brexit vote and its impact on European economic conditions
(and hence oil demand) will be important in determining global oil demand growth.

•

The strength of the New Zealand dollar. The outlook for US interest rates continues to
impact the NZD—and consequently diesel prices.

USD/BBL

Oil Steadies, Freight Rates Lift
Brent Crude Oil price, July 2015-July 2016

Baltic Dry Index, July 2015-July 2016

70

1,500

60

1,250

50

1,000

40

750

30

500

20

250

Source: Bloomberg, Rabobank 2016

Source: Bloomberg, Rabobank 2016

Agri Price Dashboard
As of 20 July 2016

Unit

MOM

Current

Last month

Last year

Grains & Oilseeds

CBOT Wheat

USc/bu

▼

418

459

525

CBOT Soybeans

USc/bu

▼

1,044

1,133

1,019

CBOT Corn

USc/bu

▼

342

396

407

Australian ASX EC Wheat

AUD/tonne

▼

247

276

317

Australian Canola

AUD/tonne

▼

489

528

544

Eastern Young Cattle Indicator

AUc/kg cwt

▲

660

634

545

Feeder Steer

AUc/kg lwt

▲

359

347

301

North Island Bull 300kg

NZc/kg cwt

•

540

540
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South Island Bull 300kg

NZc/kg cwt

•
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Eastern States Trade Lamb Indicator
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North Island Lamb 17.5kg YX

NZc/kg cwt

▲
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540
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South Island Lamb 17.5kg YX

NZc/kg cwt

▲

525
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North Island Stag

NZc/kg cwt

▲

785

770
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South Island Stag

NZc/kg cwt

▲

795

770

660

Butter

USD/tonne FOB

▲

2,963

2,725

2,913

Skim Milk Powder

USD/tonne FOB

▲

1,925

1,850

1,938

Whole Milk Powder

USD/tonne FOB

▲

2,200

2,138

2,138

Cheddar
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Agri Price Dashboard
As of 20 July 2016

Unit

MOM

Current

Last month

Last year

Cotton markets
Cotlook A Index

USc/lb

▲
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75

72

ICE #2 NY Futures (nearby contract)

USc/lb

▲

72.96

62.85

65.4

ICE Sugar #11

USc/lb

▲

19.4

19.2

11.4

ICE Sugar #11 (AUD)
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569

569
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Australian Eastern Market Indicator
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0
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NZ Coarse Crossbred Indicator
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531
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USD/tonne FOB

▼

185

210
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USD/tonne FOB

▼

340

347
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Potash

USD/tonne FOB

▲

241
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Baltic Dry Index
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▲

746
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1,113
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▼
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