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A continued shift to underlying supply fundamentals will further support the commodity price rally.

Beef prices to come under pressure for the remainder of 2016 as a result of weak global prices and seasonal
increase in domestic supply.

Lamb prices for the remainder of 2016 will decline given the EU Christmas trade window has now finished.

The outlook will remain subdued for New Zealand wool until the pipeline begins to clear and buying
strengthens.

Global wine production dips to near decade lows as the world looks set to draw down on stocks in 2016.

Global urea benchmark prices showing signs of life as Chinese exporters retreat from the market.

The RBNZ cuts rates in November as financial markets digest the surprise US Presidential election result.

Oil prices softened through November, but may rally next month if OPEC delivers its proposed supply cut.

Climate
Soil moisture anomaly (mm), 15 November 2016
Wetter than normal (mm)

Above-average temperatures across the country
are likely for New Zealand through to 2017.
Rainfall for the three months to January 2017 looks
equally likely to be either in the normal or abovenormal range for the North Island. The South Island
rainfall outlook is mixed: the top of the South Island
and the east coast is likely to receive normal rainfall,
while the remainder of the South Island has an
equal chance of normal or below-normal rainfall
through to 2017.
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Soil moisture levels are likely to be normal for the
top of both Islands through to the beginning of
2017. The rest of the North Island has an equal
chance of normal or above-normal soil moisture
levels, while the remainder of the South Island has
an equal chance of normal or below-normal soil
moisture levels across the same period.
Source: NIWA, Rabobank ,2016

What to watch
•

International guidance still supports a modest probability of La Niña conditions (53%) developing by January 2017, but note that neutral
conditions are more likely from February 2017 onwards.

•

However, if La Niña indeed develops, conditions will remain in the weak or moderate category and will be of a short duration.

More Steam Ahead For Price Rally
Milk production has been knocked around by mother nature. Excess rainfall in the North Island
in October 2016 has impacted the quality and quantity of feed available at a crucial time in the
dairy calendar: the spring peak. Milk collections are back by around 7% for October 2016.
The big question is whether New Zealand milk supply will recover from stumbling in the last
month. All eyes in the North Island will be looking to the skies for a chance of improved weather
to help keep output steady. While the South Island is in better shape, markets are keenly
watching how the shoulder of the season tracks in the coming months.
Global commodity markets have continued to recover, supported by underlying
fundamentals. Milk supply is contracting in all key export regions, excluding the US. This is leading
to a tightening of new product supply and has been exacerbated by uncertainty and concern
about Oceania supply through the peak.
This trend of lower milk volumes in New Zealand further underpins an upwards revision to
farmgate milk prices. Full-year farmgate milk price expectations at this stage are for a figure in
the low NZD 6 range (FX dependent).

What to watch

Dairy

•

Pending developments regarding environmental regulations by the Dutch government.
A decision has been made to postpone the introduction of legislation to control phosphate
generated until 2018 (instead of 1 January 2017).

•

US milk supply is bucking the global trend and raising questions of how and where will
the milk be sold. US September production was up 2.1%—the strongest percentage gain
since January 2014, supported by improved margins on the back of cheap feed prices.

Underlying Fundamentals Support Prices
Global dairy prices, 2012-2016
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Cattle Prices Edge Higher
While cattle supply is gradually on the increase, volumes being processed through
November are back where they tend to be at this time of year. This supported a
slight rise in cattle prices in the North Island, after prices fell throughout October. As
at the middle of November, the North Island bull price averaged NZD 5.15 kg/cwt - 1%
lower MOM and 13% lower YOY.
The slight rise in cattle prices in the NI is reflective of the slow start to the season. Wetter
than normal conditions slowed growth rates and subsequent processing volumes.
Given restricted cattle supplies out of Australia, imported US beef prices have also
moved marginally higher in the past month, but are likely to ease once NZ and AU
cattle supplies increase to more typical levels.
New Zealand cattle slaughter finished the 2015/16 season back 5% YOY, to 2.52 million
head, with the decline underpinned by both steer (514,756 head) and cow (1.1 million
head) slaughter, which fell around 6% YOY. Exports in September declined 19% YOY, to
22,405 tonnes swt, with the fall attributed to a 32% YOY decline in shipments to the US
(7,235 tonnes swt). However, overall exports in September remained 10% higher
compared to the five-year average.

What to watch

Beef

•

•

Trump to become US President – TPP now unlikely . The big disappointment for the beef
industry is that tariffs into Japan will not be reduced. Tariffs are currently 38.5%, compared to
Australia which has an FTA with Japan and faces tariffs of less than 30% for both frozen and
chilled product.
Rabobank forecasts total cattle production in 2017 to decline by 2% YOY, to around
600,000 tonnes cwt. While Rabobank expects higher average carcass weights to partly offset
the fall, lower cow slaughter compared to the past two seasons is likely to underpin the fall.

North Island Beef Price and NZ and AU Beef
Production
North Island Bull Price
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Lamb Market Hits Its Peak
Lamb prices across both the North and South Island look to have reached the seasonal peak,
with the surge in prices in order to meet the lucrative EU Christmas trade now finished. As at
mid November, farmgate prices in both the North Island (NZD 5.75 kg/cwt) and the South Island
(NZD 5.50 kg/cwt) are 4% lower MOM and back 8% and 10% respectively YOY.
For the remainder of 2016 and moving into 2017, Rabobank expects the schedule to continue
to fall as processors, who are currently facing challenging margins, look to align farmgate
returns with the weak export environment. The largest impediment to better margins for the
industry continues to be the high NZD, relative to other currencies, particularly the British pound.
Lamb exports in September fell to the lowest monthly level since September 2010, declining 30%
YOY and 31% against the five-year average, to 12,099 tonnes swt,. Shipments to all key export
markets were well back, coinciding with a 13% reduction in lamb slaughter throughout
September.
The 2015/16 processing season finished down 5% YOY or 1.16 million head, at 19.87 million
head. The South Island (9.85 million head) accounted for the majority of the overall decline,
falling 6%, or 660,443 head

What to watch
•

Sheepmeat

Lamb slaughter levels forecast to be back in 2016/17 season. According to Beef and Lamb
NZ, export lamb slaughter in the coming season is expected to decline 1.8% YOY, to 19.5
million head. This is a reflection of a 2.4% fall in the lamb crop and an increase in retention
of lamb numbers which should support steady sheep numbers in 2017.

South Island Lamb Price and NZ Lamb Slaughter
New Zealand Lamb Slaughter
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Demand Still Faltering
Losses for New Zealand’s wool market have again been felt through the last month as the
fine and coarse crossbred markets remain under pressure. The coarse crossbred indicator fell
to its lowest level since May 2013 at NZc429/kg clean. The fine crossbred indicator also remains
under pressure and somewhat in search of markets with Chinese buying still weak.
Wool exports continue to track behind year ago levels. Total shipments are down 33% for the
first three months of the season. While total value is also down significantly, it is the fine
crossbred category that has seen the largest reduction in sales value with a 14.1% decline in FOB
price evident across the same period.
Weak Chinese buying remains critical to the soft New Zealand wool prices. This is reflected in the
sharp reduction in exports to their biggest market between July and September—down some
55% YOY. While other South American exporters have also recorded declines in shipments to
China, Australia has reported an increase in volume of 7%, with the merino market driving this
gain. The crossbred market in Australia (28-32micron) also remains soft, with prices continuing to
decline through November.
The outlook will remain subdued for New Zealand wool until the processing pipeline begins to
clear and buying strengthens, of which there has been little sign to date.

What to watch
•

Wool

Following the Trump victory in the recent US election, one of the key
uncertainties remains currency markets and in particular the ongoing
implications for the New Zealand dollar. Any weakening of the currency will be
helpful to support the market and improve the attractiveness of New Zealand wool.

One Direction For New Zealand Wool
Coarse Crossbred Indicator

Fine Crossbred Indicator
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Slim Global Pickings in 2016
The Northern Hemisphere wine harvest looks set to come in below last year’s levels, led by a
sharp decline in France, which adds to a particularly light Southern Hemisphere harvest earlier this
year.
The drop in global production looks to be part of a seasonal trend in global weather patterns, but
in part also reflects a structural trend in global vineyard investment. All-in-all, wine production
will fall well-short of levels required to meet global consumer demand and estimated requirements
for industrial alcohol manufacture, leading to a significant draw-down on global inventories.
On closer inspection, the pattern in wine production over the past ten years has tended to closely
follow developments in the El Niño Southern Oscillation (ENSO) climatic relationship. Particularly
the years in which La Niña prevailed (i.e. 2007-09 and 2010-12) have tended to deliver smaller
global harvests.
In 2016, the ENSO indicators have been pointing towards a relatively weak La Niña event, but its
impacts on global wine production certainly fit with this recent historical pattern. Across the
Southern Hemisphere, Australia and New Zealand both observed larger wine harvests, while
production fell sharply in Chile, Argentina and South Africa. When taken together with the US
harvest—which is expected to be up on the previous year’s small harvest but no bigger than
average—wine production from the major new-world wine-producing countries will be more than
10% lower compared to both the prior year, and the rolling three-year average.

What to watch


Wine

Brexit. Evidence of price rises for wine supplied to the UK market are already beginning to
emerge as those without forward foreign exchange cover relent to the sustained
depreciation in the British pound. At this stage, wage growth in the UK has held up well
which is good for consumption. However the market is hardly buoyant, with growth in
annual still wine clearances again turning negative from May 2016.
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As global wine production misses a beat in 2016, the demand side of the equation remains relatively intact, especially
so for higher-quality wines.

Seasonal Demand Brings Balance
Global benchmark prices for urea have lifted to their highest levels in more than a year. A
subtle shift in supply and demand fundamentals has been the main driving force. Seasonal
purchasing activity is picking up in South America and Europe, while supply in world markets has
contracted as Chinese exporters withdraw from the market.
In contrast, there has been very little change to global benchmarks for phosphate nutrients.
Some manufacturers continue to run plants at reduced rates. In key import markets, purchasing
activity is sluggish meaning the market remains well-balanced.
Global potash markets remain in balance. Demand in large import markets continue to show
signs of life which has helped clear excess inventories. Major manufacturers are running at
reduced rates and new developments have been postponed.

What to watch

Fertiliser

•

After two years of cautious demand from New Zealand dairy producers, farmgate milk
prices are showing signs of life. Nevertheless, cashflow on farm remains tight.

•

Global events have seen volatility across currency markets. Any major shift in the New
Zealand dollar will influence local retail prices.

Urea Prices Showing Signs of Life
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Global urea price staged a recovery in November as export availability from Chinese exporters continued to dry up.

Buckle Up!
The Reserve Bank of New Zealand (RBNZ) elected to reduce the official cash rate by 25 bps to
1.75% following its final meeting for the year on 10 November. The meeting took place the day
following the US Presidential election, with the RBNZ stating that ‘political uncertainty remains
heightened and market volatility is elevated.’ The unexpected election of Donald Trump certainly
helped to convince the RBNZ to act to lower the NZ dollar which was nearing a 12-month high
and increasingly dragging on the economy.
Indeed, the surprise election result initially caused financial markets to recoil before soon thereafter
reviewing things in a much more considered and positive light. The US dollar initially jumped on
the news of Donald Trump’s victory, not because of any raised expectation of a steeper US
Treasury bond yield curve, but rather due to the sheer unexpected nature of the event and a
flight to safety by investors. Subsequently, the US dollar quickly stabilised along with the chances
of a December rate rise by the US Federal Reserve, which continue to favour further tightening.
At the time of writing, the New Zealand dollar had fallen sharply (in the order of three US cents)
since events unfolded on 10 November. While financial markets continue to digest recent events
in the US, this result would come as welcome news to the RBNZ.

What to watch
•

FX

We forecast the NZD/USD falling towards 0.70 on a 12-month view. We still view a US
interest rate hike in December as a likely event. While our forecast remains unchanged from last
month, heightened volatility can be expected in the coming weeks and months as the finer
details of the intended policy agenda of the incoming Trump Administration come to hand and
are digested by financial markets. At this point, markets seem to be predicting a steeper US
Treasury bond yield curve.

NZ Dollar Falls On Local And Global Events
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Attention again turns to the US Federal Reserve Board meeting on 14 December, but heightened volatility is anticipated
in financial markets as political events unfold over the coming weeks and months.

Oil Slips with OPEC Credibility
The price of Brent crude oil fell 12% in the month to 15 November, basically wiping out the
gains seen in the prior month.
The October rise appeared to have been heavily influenced by the announcement in late
September that OPEC had raised its intention to implement its first oil production cut in eight
years. The subsequent November fall appears to have in turn been driven by doubts over
whether OPEC could pull off a production cut. Some commentators are also suggesting that a
Trump administration may be positive for US production.
In the meantime, the fundamentals looked bearish, with OPEC’s October production hitting a
record level and the group forecasting a bigger 2017 over-supply than the IEA had.
OPEC is still scheduled to meet to discuss a potential supply cut on 30 November.
For now, the price of Brent crude closed within the USD 40-USD 50 trading range, in which it has
now oscillated for the last eight months.
Wholesale diesel prices also fell. The Sydney average terminal gate diesel price sat at AUD 1.05
on 15 November, down five cents on late October pricing.
After taking a breather last month, global freight rates resumed their upward path in
November. Market commentators attribute the ongoing rally to rising demand for shipments at
the same time that scrapping rates are rising and new orders are stagnant.

Oil &
Freight

What to watch
•

OPEC’s 30 November meeting. The market has factored in the recent proposal to reduce
supply, so any failure to execute on that will be negative for pricing.

•

Downside risk to dry bulk freight prices. The next few months will be a key test for
global freight markets, as the cyclical rebalancing of supply and demand battle
against the traditional seasonal downturn in the BDI through Q4.

Freight Rates Rejoin their Recent Rally
Brent Crude oil price, Nov 2015-Nov 2016

Baltic Dry Index, Nov 2015-Nov 2016
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Agri Price Dashboard
As of 16/11/2016

Unit

MOM

Current

Last month

Last year

Grains & oilseeds
CBOT wheat
CBOT soybeans
CBOT corn
Australian ASX EC Wheat
Australian Canola

USc/bushel
USc/bushel
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AUD/tonne
AUD/tonne
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Beef markets
Eastern Young Cattle Indicator
Feeder Steer
North Island Bull 300kg
South Island Bull 300kg

AUc/kg cwt
AUc/kg lwt
NZc/kg cwt
NZc/kg cwt
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Sheepmeat markets
Eastern States Trade Lamb Indicator
North Island Lamb 17.5kg YX
South Island Lamb 17.5kg YX
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Venison markets
North Island Stag
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Dairy Markets
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Agri Price Dashboard
As of 16/11/2016

Unit

MOM

Current

Last month

Last year

Cotton markets
Cotlook A Index
ICE No.2 NY Futures (nearby contract)

USc/lb
USc/lb

▼
▼
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70.7

80
71.19

69
61.53

Sugar markets
ICE Sugar No.11
ICE Sugar No.11 (AUD)

USc/lb
AUD/tonne

▼
▼

21.2
617

23.2
669

14.8
458

Wool markets
Australian Eastern Market Indicator
NZ Coarse Crossbred Indicator
NZ Fine Crossbred indicator

AUc/kg
NZc/kg
NZc/kg
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▼
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Fertiliser
Urea
DAP
Potash
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•
•
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Brent Crude Oil
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Economics/currency
AUD
NZD
RBA Official Cash Rate
NZRB Official Cash Rate

vs. USD
vs. USD
%
%
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▼
•
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