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Commodity Outlook
Dairy

All eyes will be on opening price signals for 2016/17, with announcements due later this month. Farmers brace for
a continued low price environment.

Beef

New Zealand farmgate prices have edged slightly higher over the course of the past month, as an increase in US
demand and a weakening currency feed back through to the farmgate.

Sheepmeat

There are signs of recovery for lamb prices. High slaughter numbers indicate that a decline in slaughter is more
likely as the season progresses.

Wool

Prices have remained steady over the last month, however season-to-date averages for fine and coarse crossbred
indicators are up 9% and 11% respectively, compared with 2014/15.

Wine

Average export prices continue to edge up, while the annual rate of export volume growth declines—as industry
stocks await reinforcement from the 2016 vintage.

Fertiliser

Ample supply keeps a lid on global markets in short term.

FX

The NZ dollar gives some ground with an improved outlook for US interest rates.

Oil

Crude oil is teetering at its highest level in 2016, closing in on the USD 50/barrel mark. The last time crude oil was
above USD 50/barrel was in October 2015.

Climate
Soil moisture anomaly (mm) – 18 May 2016
Wetter than normal (mm)

NIWA note that it is very likely that temperatures across the
country will be higher than usual heading through to July
2016.
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Rainfall levels received through the period from May to July
2016 for the top of the North Island are likely to be above
average. Usual rainfall is likely in the east of both islands. The
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remainder of New Zealand has a chance of above average rainfall
through to July 2016.

Drier than normal

As we head into the middle of winter 2016, there is a risk of below
normal soil moisture levels for the North Island and the east
of the South Island. The remainder of the South Island is most
likely to have normal soil moisture levels.

Source: NIWA, Rabobank 2016

What to watch
•

NIWA are now on ‘La Niña watch’. There is an increased chance of La Niña forming in New Zealand towards the end of 2016 and into next year
(60% chance).

•

History shows La Niña events tend to bring warmer, rainy conditions to the north and east of the North Island (places like Gisborne and
Northland) and reduced rainfall to parts of the South Island (particularly in Central Otago), along with warmer temperatures for the rest of the
country.

Brighter News for NZ Farmers
Across the ditch, a retrospective drop in farmgate milk prices for many Fonterra Australian
farmers will have immediate financial repercussions. Despite support packages on offer, many
dairy farmers are now facing a season of negative operating cash flow, given the timing of the
notification.
Some brighter news for Fonterra shareholders on this side of the Tasman, with the declaration
of a 10 cent per share dividend payment, to be paid on 7 June 2016. This brings the total dividend
payments so far, for the current season, to 30 cents per share.
New Zealand milk supply growth remains lower year-on-year, currently sitting around 2%
lower for the season to April. Warmer temperatures experienced in the first half of May 2016
will be helpful for the final month of milk production, with expected total volumes around 2-3%
lower for the complete 2015/16 season compared to last season’s record breaking total.
Clearly the biggest watch is on opening price signals for 2016/17, with announcements due
later this month. Farmers are bracing for a continued low price environment, but the spread in
opening milk prices could be wider than normal.

What to watch

Dairy

•

•

Focus on global markets; signs are emerging of a slowdown in EU milk supply growth.
DMK, Germany’s largest dairy company has reported slowing milk production in response
to weak milk prices.
March 2016 numbers (once released) for EU milk production growth will look big but will
become more muted as the year progresses.

Signs of Slowdown in Global Production
Global dairy prices, May 2012-May 2016
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Eyes on the US Market
New Zealand farmgate prices have edged slightly higher over the course of the past month,
with the North Island bull price, as at the middle of May, averaging NZD 5.30 kg/cwt—3% higher
MOM, but 4% lower on the same week last year. Most other cattle categories registered a slight
price improvement on last month.
US demand has gradually improved in line with the expected seasonal pick up, which has
underpinned the slight rise in New Zealand farmgate prices, although prices are not expected to
see significant price rises like last year.
Tighter cattle supply has also contributed to stable prices so far this season, with processing
volumes between October and March 8% lower YOY, with cow slaughter attributing to most of
the decline (13%) over this period. However, cattle slaughter for the first three weeks of April is
higher than the same period last year, with dry conditions across large parts of the country driving
some producers to offload stock before winter arrives as feed cover remains tight in some regions.
Exports for March declined 25% YOY, to 42,901 tonnes swt, underpinned by tighter supply.
Shipments to the US fell 28% over the same period, to 22,515 tonnes swt. The Chinese market
continues to be very strong, with shipments in Q1 up 20% YOY, despite overall volumes over the
same period falling 14%.

What to watch
•

Beef
•

Despite surpassing the USD 2/lb mark in early May, US imported prices have now declined
to below that amount. While demand is stable, it seems most importers are well covered for
May and June and are cautious about being caught with large volumes later in the season.
Huge volumes of competing proteins are giving consumers plenty of buying options.
With May traditionally being the peak slaughter month for NZ, volumes for the export
market will be strong, although well down on previous years, given the reduced stock
numbers.

North Island Beef Price and US Imported Beef
Price
North Island bull price, Jan 2015-May 2016

US 90CL imported beef price, Jan 2014-May 2016
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Prices Show Signs of Recovery
Lamb prices have shown signs of recovery following seasonally low prices in April. North
Island lamb prices were up on last month to average NZD 5.00/kg cwt, but down 3% YOY, while
South Island lamb prices remained steady to average NZD 4.65/kg cwt for May.
Despite expectations of falling slaughter, lamb slaughter numbers continue to be only
marginally lower for the 2015/16 season. This indicates that slaughter numbers are likely to
decline even more sharply as the season progresses. Season-to-date lamb slaughter sits at just
over 14.2 million head, down 1%, or 146,302 head, compared to the same period last year.
The New Zealand export quota to the EU is at 35%, as at 6 May 2016, indicating that the
sheepmeat quota will be relatively under-utilised, considering that the majority of lamb
exports to the EU usually occur in the first half of the calendar year. Lamb exports for March
decreased 6.7% compared to the same time last year and reduced by 3.4% MOM, with shipments
totaling 34,448 tonnes swt. The main driver of the decline was smaller shipments to China (-4%),
the UK (-10%) and the US (-9%) compared to last month.
Export returns in March also weakened, down 6% YOY, to average NZD 6.79/kg FOB. Strong
domestic production in China continues to put downward pressure on the export market.
With lamb slaughter likely to contract in the coming months, and the continued prospect of a
depreciating New Zealand currency, there is likely to be support for lamb prices as we move
through the year.

What to watch

Sheepmeat

•
•

Chilled exports to China were approved this month. Higher export volumes and prices
are expected given the better returns exporters receive for chilled products.
Meat and Livestock Australia (MLA) revisions indicate a larger flock to deliver more
lambs in Australia this year than previously expected, and with very few key
sheepmeat suppliers, prices received in New Zealand and globally will largely hinge on
upcoming export volumes out of Australia.

Export Returns Weaken
New Zealand South Island lamb price,
Jan 2015-May 2016
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Wool Retreats as Dollar Strengthens
New Zealand wool prices have remained steady through the last month. The season-to-date
averages for fine and coarse crossbred indicators are up 9% and 11%, respectively, compared with
2014/15.
Currency remains a critical factor for NZ wool prices. The trade weighted indicator has been
relatively steady over the last 4 weeks, and wool prices have followed suit.
Lambswool prices softened through the last month, with the indicator hitting NZc 611/kg—its
lowest level since 2013/14. To put the relative strength of the lambswool prices over the last 2
seasons in perspective, however, the highest indicator price through 2013/14 was some 70c lower
than the current price, at NZc 541/kg. The recent softening has also been reflective of the
seasonally higher VM and coloured wools coming onto the market.
The Australian wool markets fluctuated in line with the Australian currency’s movement through
the month. In mid-May the EMI was at AUc 1287/kg. The Australian dollar reached highs of 78c in
early May, before falling, following the RBA rate cut, to hit lows of 72.71c, with wool prices rallying as a
result.
Looking forward, a steady-to-weaker currency and continued tight supply should continue to
support the market in the run into the recess.

What to watch

Wool

•

Chinese cotton auctions have begun in earnest as they look to clear in excess of 60
million bales of cotton. The success of this clearance through to August 2016 will have
further bearing on global cotton prices and demand. Cotton prices have remained under
pressure in 2016 as upside potential has been limited by the heavy world, in particular
Chinese stocks. Wool has out-shone both cotton and its synthetic competitors’ price
performance during the last 12 months.

NZ Coarse Crossbred Wool Indicator Holding
a Steady Path
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NZ wool prices have been fairly steady throughout the month and remain ahead of prices at this point in the season—
relative to the last 5 seasons.

NZ Wine Exports Await 2016 Wines
Average export prices continue to edge up, while the annual rate of export volume growth
falls—as industry stocks await reinforcement from the 2016 vintage. New Zealand wine exports
increased by 6% in volume and 13% in value—to 211.4ML and NZD 1.559bn FOB respectively in
the 12 months to March 2016. New vintage Marlborough sauvignon blanc wines should hit the
shelves this month.
In the Australian market, the perennial debate around reforms to the Wine Equalisation Tax
(WET) rebate has finally reached a juncture, but not quite a conclusion. A long-awaited reform
package was announced with the 2016 Australian Federal Budget, which proposes to reduce the
quantum of the WET rebate from AUD 500k (i.e. the first AUD 1.7mln in Australian sales) to AUD 290k
(i.e. the first AUD 1.0mln in sales) by 2018-19. Also key is the tightening of eligibility requirements,
and while these are yet to be properly defined, they should ensure that the operation of the
scheme better matches its original intent when it eventually come into force from 2019-20.
The reduction in the value of the rebate might not be particularly welcomed by many New
Zealand wine producers, although the reforms will not see them disqualified from being eligible,
nor any more disadvantaged than their counterparts in Australia. In Australia and New Zealand,
smaller wine producers will be most adversely impacted by the changes, and, in many cases, will be
forced to revisit their distribution strategies to recover lost revenue elsewhere.

What to watch

Wine

•

Early expectations are for a significantly larger harvest in 2016 than the very short 2015
crop—but not as large as the record 2014 crop. Vineyard yields appear mixed in
Marlborough, with earlier ripening subregions, such as the Wairau, reporting strong
production, while vineyards located in the southern valleys appear to be carrying lighter
crops.

NZ Wine Export Volumes, MAT March 2016
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North American markets continue to lead growth among New Zealand’s major markets, while volume declines in the lower value
Australian market have accelerated to 10% over the past year.

Local Demand Remains Robust
Global fertiliser prices remain subdued, with ample global supply keeping pressure on
benchmark prices.
Weak global market conditions provide constant relief to end users in New Zealand; retail
urea prices remain at their lowest levels in nearly a decade.
Local demand will remain robust, despite low dairy payout and cost discipline. Dairy producers
will be heavily focused on maximising pasture growth.

What to watch

Fertiliser

•

With a bottoming in fertiliser prices and low local inventories, any major shift in the NZD
versus the USD could put upward pressure on spot purchases of fertiliser needs.

Weakness Likely to Remain in Fertiliser Prices
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Urea and DAP prices remain close to their lowest levels in years. Abundant global supply continues to keep downward
pressure on prices.

NZD remains uncomfortably high
The Reserve Bank of New Zealand (RBNZ) elected to leave the official cash rate on hold at
2.25%, following its meeting on 28 April.
Inflation, or the lack thereof, is all the talk at the world’s central banks at this point in time.
The picture in New Zealand is better than in many developed countries, but remains a key
concern for policymakers. Annual growth in headline inflation was barely positive in Q1 2016
(0.4% YOY) and core inflation came in at the very low end (1.0% YOY) of the RBNZ’s target range.
Wages growth in Q1 2016 held up relatively better, but remains subdued as strong inward net
migration adds to the labour force and overshadows otherwise robust growth in employment.
The New Zealand dollar has retreated somewhat over the past month but remains
uncomfortably high for both exporters and the RBNZ. The RBNZ would like to see the weakness
in commodity prices reflected in a lower currency, which would not simply assist exporters but
equally help to give a lift to imported inflation. Growth in ‘tradeables’ prices remains negative, i.e.
the prices of products are largely determined in the global markets, as low oil prices and
significant overcapacity in the global economy feed through.

What to watch

FX

•

We forecast the NZD/USD falling towards 0.61 on a 12-month view. Some weakness in
the NZ dollar has emerged on the back of renewed US dollar strength as a June rate rise
appears increasingly likely following recent economic data flows and US Federal Reserve
messaging. This, combined with a negative outlook for NZ interest rates should act to keep
downward pressure on the NZ dollar over the coming year.

NZ Dollar Retreats on US Rates Outlook
New Zealand Dollar, 12-month price movement
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Oil Stages a Recovery
Crude oil is teetering at its highest level in 2016, closing in on the USD 50/barrel mark. The last
time crude oil was above USD 50/barrel was in October 2015. The firming in crude prices has
been largely the result of unscheduled supply outages in Nigeria, Ghana and Canada that
exceeded 1.5 mb/day in early May. Putting this in perspective, global output currently stands
just above 96 mb/day.
For the New Zealand consumer, the increase in oil prices has been reflected in an increase in
diesel prices. The national average diesel price increased from NZD 1.09/litre in late April, to
NZD 1.18/litre on 19 May.
However, further oil price rises are likely to be hard come by, as brimming crude oil stocks are
likely to limit the extent of any price rises in the short term.
Freight rates have steadied, after rebounding strongly in April. The Baltic Dry Index (BDI)
currently sits 111% above its 2016 low. This being said, the BDI remains at historically low levels.
At its current index level of 613, the BDI remains below its 2015 average of 718.

Oil &
Freight

What to watch
•

Unscheduled production outages. Production disruptions in places like Canada in recent
months have contributed to oil price increases. The length of these supply disruptions
will impact sentiment in oil markets.

•

The strength of the New Zealand dollar. The recent depreciation in the New Zealand
dollar—while supporting New Zealand commodity prices—is likely to have contributed
to an increase in imported fuel prices.

Oil Price Climbing, Freight Levels Out
Brent Crude oil price, May 2015-May 2016

Baltic Dry Index, May 2015-May 2016
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Agri Price Dashboard
As of 19 May 2016

Unit

MOM

Current

Last month

Last year
510

Grains & Oilseeds
CBOT Wheat
CBOT Soybeans

USc/bu

▼

480

496

USc/bu

▲

1,075

1,019

946

400

385

362

CBOT Corn

USc/bu

▲

Australian ASX EC Wheat

AUD/tonne

▼

281

283

307

Australian Canola

AUD/tonne

▲

523

515

492

Beef markets
Eastern Young Cattle Indicator

AUc/kg cwt

▲

570

549

488

Feeder Steer

AUc/kg lwt

▼

299

317

242

North Island Bull 300kg

NZc/kg cwt

▲

520

515

555

NZc/kg cwt

▲

465

460

495

South Island Bull 300kg

Sheepmeat markets
AUc/kg cwt

▲

560

503

578

North Island Lamb 17.5kg YX

NZc/kg cwt

▲

500

490

515

South Island Lamb 17.5kg YX

NZc/kg cwt

•

465

465

505

2,700

3,263
2,250

Eastern States Trade Lamb Indicator

Dairy markets
Butter

USD/tonne FOB

▼

2,575

Skim Milk Powder

USD/tonne FOB

▼

1,713

1,725

Whole Milk Powder

USD/tonne FOB

•

2,025

2,025

2,450

Cheddar

USD/tonne FOB

▼

2,563

2,600

3,500

Source: Bloomberg, Rabobank 2016

Agri Price Dashboard
As of 19 May 2016
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