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Foreword
Rabobank New Zealand is very pleased to share the insights from our Food & Agribusiness Research and Advisory
division’s New Zealand Agribusiness Outlook 2016.
New Zealand farmers had a mixed year in 2015, as reflected in successive quarterly Rabobank Rural Confidence Surveys.
Global dairy prices fell to decade lows, as global production barrelled ahead and demand growth slowed. Weather
conditions were particularly unfavourable in parts of the East Coast, with limited rain, along with a cold and dry spring,
curtailing production. At the same time, the surge in fruit exports above NZD 2 billion for the first time and record beef
prices provided bright spots for other New Zealand farmers.
As we enter 2016, global stocks of many agricultural commodities are high or at record levels and—combined with a
strong US dollar and weak oil prices—agri commodity prices are at subdued levels. Fortunately, the depreciation of the
New Zealand dollar has shielded producers here from some of these impacts. In our outlook for the year ahead, currency
movements are just one of five key ‘swing factors’ that we highlight as having the potential to significantly impact the
broader outlook for the New Zealand agricultural sector as we move further into 2016.
This Outlook report, published by our dedicated team of analysts, highlights that the year ahead will present its share
of opportunities and challenges for New Zealand’s food and agricultural producers. As the leading global food and
agribusiness bank, our commitment to knowledge sharing is just one example of how Rabobank is working to help
our clients to feed the world and sustainably achieve their goals and aspirations. We hope you find it to be useful in
supporting your own decision-making in the near future, and wish you a successful year ahead in 2016.
With kind regards,
Hayley Moynihan
General Manager Country Banking New Zealand

Swing Factors
Rabobank has identified five key swing factors that we believe will shape
the outlook for New Zealand agriculture in 2016

Currency movers
and shakers

The further depreciation anticipated in the New Zealand dollar versus the US dollar over the
coming year is by and large seen as a tail wind for New Zealand agriculture in 2016. At the
same time, the quantum of this shift and relative movements in the currencies of key global
competitors will be critical to the outlook. Central bank policies, as well as geopolitical and
economic turbulence, have acted to significantly devalue the currencies of many of New
Zealand’s major global competitors over the past year, impacting global competitiveness and
encouraging production in some geographies despite high global stocks and falling USD prices.

So long El Niño

With El Niño forecast to dissipate as we head into Q2 2016, the high likelihood of neutral or
La Niña conditions developing bodes well for New Zealand agricultural production in 2016.
The sting in El Niño’s tail remains a factor, given the potential to impact production and more
broadly influence global agricultural production and prices.

The China factor

China will remain centre stage throughout 2016, with developments there having major
consequences for the demand for New Zealand agricultural exports. Both China’s government
policy and economic development enters a pivotal stage in 2016 as it looks to implement its
13th 5-year plan and continue to steer its economy towards a more consumer-based growth
model. While the economy is expected to maintain sufficient momentum in the near term,
challenges are mounting, and the majority of risks to the outlook are presently weighted to the
downside.

Negative energy

All-in-all, lower oil prices are expected to weigh on agricultural commodity and food prices
in 2016 in the current low wage growth environment. The relationship between oil prices
and commodity prices is well established, with oil-derived products and transport logistics
representing major inputs in the farm production system. With oil prices anticipated to come
under sustained pressure in 2016, associated pressures on agricultural commodity prices are
likely to remain in effect. While lower oil prices have the potential to support global consumer
spending, slowing global wage growth threatens to limit this impact over the coming year.

Financial market
volatility

If the global financial crisis has taught us one thing, it’s the inherently de-stabilising impact
of high levels of leverage and extreme volatility in financial markets, and the associated risk
of contagion to commodity markets and disruption to the real economy. The heightened
volatility witnessed thus far in 2016 again reminds us of this risk, and the need for food and
agricultural producers to prepare themselves for a bumpy ride and any potential feed-through
to the real economy.

12-Month New Zealand Farmgate Price Outlook
Sector

2016 price trend

Key takeaway

Dairy

Improvement in dairy prices could be some months away yet. Rabobank expects
an improvement in dairy commodity prices towards the latter half of 2016.

Beef

Improved demand from the US once high inventories subside, plus tighter supply
from both NZ and AU will support firmer prices in 2016.

Sheepmeat

Tight supply following peak slaughter period may support improved prices, but
demand signals still remain weak.

Wool

Wool exporters are facing some headwinds through 2016. A falling currency and
tightening supply will be critical factors in protecting returns.

Fruit

Strong crops in 2016 will help to consolidate recent growth in export earnings but
present a challenge to marketers.

Wine

Tightening stocks and a lower NZD clear the way for grape price rises in 2016.

Fertiliser

Weak fundamentals are likely to continue pressuring global fertiliser prices into
2016.

FX

Risk-off sentiment takes hold and looks set to drive the NZD lower.

Oil

Stubborn production growth, record oil in storage, and concerns around global
economic growth will continue to pressure oil prices in 2016.

Seasonal Outlook
El Niño indicators have weakened from the peak in November - December
2015; however, NIWA suggests El Niño conditions may continue through to
April 2016 before rapidly easing.
NIWA expects temperatures to be warm across New Zealand for the
remainder of the summer. The north of the North Island and the east coast of
both islands have a chance of below normal soil moisture, while normal soil
moisture is forecast for other regions.
Rainfall is expected to be in the near normal range for most of New Zealand
through to April 2016, with the east coast of both Islands at some risk of
above normal rainfall.

What to Watch
•

Source: NIWA, Rabobank 2016

By the middle of 2016, either normal climate conditions or La Niña
conditions will be at play. History shows significant La Niña events tend
to be linked to increased levels of volatility on agricultural markets.
Outside of New Zealand, a La Niña event can cause dry and warm
temperatures in the US and impact the corn and soybean crops, but can
benefit South American crops.

Market Outlook
Improvement in New Zealand dairy farmer fortunes could be some months away yet.
Rabobank expects an improvement in dairy commodity prices towards the latter half of
2016.
European production is barrelling ahead following the removal of quotas, and strong global milk
supply means the world is still swimming in milk. However, with farmgate prices near or below
breakeven for many farmers around the world, the brakes on milk production growth will be put
on in 2016.
Elsewhere, slowing economic growth, fluctuating currency rates and geopolitical tensions
threaten to weigh on demand for dairy products in 2016.
We expect modest consumption growth in the global dairy market for 2016, particularly in
second-tier importers such as Europe and the US, as economic implications shift demand to
developed markets for now.
Dairy farmers should expect tight cash flows to remain for the rest of 2016. However, low
operating expenses including fuel, fertiliser and interest rates should remain throughout the
year. As always, supplementary feed costs will be a significant farm working expense for some,
and will hinge on pasture growth and the subsequent size of the supplementary feed gap.

Dairy

What to Watch
•

Stock levels are high on both the buy and sell side of the market. Some of the stockpile sits in
intervention stores in Europe and markets will be watching how the drawdown is managed.

•

Two major issues continue to complicate global markets and will be monitored intensely in
2016. EU milk production on the supply side and Chinese import volumes on the demand side.

Global Dairy Prices to Remain Subdued
for Much of 2016
Source: USDA, Rabobank, 2016
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With the world producing more milk than the market can consume, the need to clear dairy product kept global commodity
prices low in 2015. These low prices combined with modest consumption growth will see stocks graddually derode and,
once the brakes go on production in 1H 2016, we expect prices for Whole Milk Powder to improve to around USD 3,200 by
the end of 2016.

Market Outlook
Weakening demand from the US market, given very high beef inventory levels, underpinned
weaker beef prices through Q4 2015 and into 2016. Since the start of October 2015, the North
Island bull price has fallen 11%, averaging NZD 5.05 / kg cwt as at mid-January—8% lower than
the same week last year.
Despite this recent correction, returns still remain at historically strong levels, despite historically
high beef production, which is expected to have finished CY 2015 at around 700,000 tonnes
cwt—7% higher YOY. Rabobank forecasts beef production to decline by around 10% YOY in
2016. A modest recovery in dairy prices should support the stabilisation of stock numbers
moving forward, leading to reduced beef production and subsequent export volumes in 2016.
New Zealand beef exports finished 2015 well up on previous years, given high slaughter
and production levels, as well as strong demand from export markets. Exports for 2015 had
shipments to the US (224,400 t swt) and China (74,500 t swt) up 13% and 77% YOY respectively.

Beef

What to Watch
•

While Rabobank forecasts a slight increase in global beef production in 2016, primarily driven by
increases from the America’s, the Australian cattle herd will begin rebuilding in 2016 after three
years of drought conditions. Slaughter is expected to decline by around 1.5-2 million head over the
next few years, resulting in less competition for lean beef in New Zealand’s key export markets.

US Beef Market Remains Key to Returns
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Given large imports from New Zealand and Australia in 2015, coupled with record US cattle carcass weights and US
exports down 12% YTD, current large inventories in the US need to be worked through before we expect to see imported
beef prices and subsequent farmgate returns increase. A declining NZD has certainly helped buffer the falling farmgate
schedule.

Market Outlook
Given that the surge in lamb slaughter is occurring earlier than usual, prices will remain
under pressure. Yet a severe supply gap is looming given expectations of tighter volumes
through the 2015/16 season which should support improving prices. A sharp rise in
slaughter levels since the start of the new season has underpinned a falling farmgate
schedule, particularly since the Christmas chilled trade finished. Since the start of October,
the South Island lamb price has fallen 16% or roughly NZD 15/head, to average NZD 4.90/kg cwt
as at the middle of January. Prices are back 6% YOY.
Despite recent rainfall helping to ease concerns about El Niño, challenging seasonal conditions
still prevailed across most of the country between October and mid-December, driving elevated
slaughter levels. An additional 406,000 lambs have been processed this season compared to last.
Underpinned by a 3% increase in slaughter in the 2014/15 season, total sheepmeat exports for
2015 have also risen slightly, reaching 401,100 t swt. A 14% decline in volumes to China (140,214
t swt) was offset by a 11% rise in exports to the EU (144,764 t swt). Overall, demand generally
remains sluggish, with the industry waiting for better buying signals, particularly for frozen
product.

Sheepmeat

What to Watch
•

Given such a surge in volumes already this season—and with expectations of around 1.5
million fewer lambs on the ground this year—it is likely that there will be a significant
reduction in availability once the peak slaughter period concludes.

Inventory Levels Remain High in China
NZ sheepmeat exports to China
Source: China Statistics Yearbook, Rabobank forecasts, 2016

250

thousand tonnes

200
150
100
50
0
-50

2008

2009

2010

2011

2012

2013

2014

2015f

-100
NZ sheepmeat exports to China

YOY change in Chinese production

Chinese import demand remains weak, given high inventory levels on hand. Record domestic Chinese production—as
well as near record New Zealand and high Australian exports—has underpinned high inventory levels which need to be
worked through before seeing returns improve, particularly for mutton and frozen forequarter cuts. Weaker New Zealand
export prices and Chinese wholesale prices reflect the difficult trading environment.

Market Outlook
Wool exporters globally are facing some headwinds through 2016. Currency and tightening
supply will be critical factors in buffering these challenges to protect returns to New Zealand
wool growers.
There is a forecast 5% decrease in wool production in New Zealand in 2015/16 as sheep
numbers have continued to decline. This reduction in supply is also a trend in Australia, which is
expecting a 7% reduction in production over the same period.
Global trade in wool interior textiles gained ground in 2014 particularly across carpet products.
Continued growth in trade however will be reliant on positive economic conditions in major
markets such as the US, which represents about a quarter of global carpet imports.
The ratio between wool and its competitive fibres continues to widen. With synthetic fibres
already at low levels and weak oil prices set to continue, the textile fibre market is likely to get
even more competitive. The falling NZD will become even more critical in these circumstances
to buffer this pressure.
Across the ditch the story is a similar one with the falling AUD playing its role to lift local prices
while prices in USD terms stay relatively flat. Premiums for fine wool continue to remain below
long term averages as supply of those types—although they have retreated marginally—still
remain relatively abundant and strong prices in other categories have narrowed the gap.

Wool

What to Watch
•

The market for lambswool. Prices for lambswool averaged NZc 658/kg clean, up 26% on
2013/14. As the lambswool selling season kicks off in earnest in early 2016, this market
will be keenly monitored. Particularly given the strong start to 2016 for Australian merino
cardings which also feed into the woollen processing supply chain.

Wool Prices Riding the Currency Wave
NZ wool prices
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Source: NZWSI, Rabobank, 2016
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Currency has been the major driver of price strength across both fine and coarse crossbred types in 2015—a situation
not seen since 2011. With the continued depreciation of the NZD/USD cross, in which almost 75% of exports are traded in,
prices to NZ growers are likely to stay supported.

Market Outlook
New Zealand fruit producers generally enjoyed an outstanding year of growth in 2015 and
appear well placed to consolidate these gains in 2016. Fruit exports broke through the NZD
2 billion mark for the first time in mid-2015 as the recovery in the kiwifruit sector and a
record apple crop fed through into export returns. Fortunately a significantly lower avocado
crop in 2015-16 is currently being met with high demand in domestic and export markets.
A dry spring has capped off a very dry year across many parts of the country in 2015, providing
good flowering conditions for New Zealand’s kiwifruit and apple producers. Some unsettled
weather has since arrived, including damaging storms in Nelson, however a return to drier
summer conditions will be widely welcomed to promote fruit quality and keep disease
pressures low.
Positive demand dynamics for kiwifruit and apples in the Asian region and for avocados in New
Zealand and Australia will help to support grower returns in 2016. Marketing the forecast strong
growth in kiwifruit volumes, another large apple crop and and a recovery in the avocado crop
this year will prove challenging for exporters, but some assistance from a lower NZD should be
forthcoming.

Fruit

What to Watch
•

For kiwifruit growers, historically high returns from green orchards in recent years are likely
to be tested as gold fruit volumes push up towards 50 million trays. Chile’s return to more
normal production volumes will also continue to present competitive pressure in global
markets.

NZ fruit exports look set to rise again in 2016
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The Asian region, including Australia, has contributed roughly three-quarters of the growth in the value of New Zealand
fruit exports in the two years to June 2015. Building on this growth will be critical to support returns as exporters look set
to market large volumes of fruit in 2016.

Market Outlook
New Zealand wine exports experienced another year of strong growth in 2015, helping to
draw down wine company inventories that swelled prior to the light 2015 harvest. Falling
stocks and the lower New Zealand dollar have helped to buoy average export prices, which
have edged up in all major markets.
A dry spring capped off a very dry year in Marlborough and many other parts of the country
in 2015. Fortunately, some much welcome rain early in the new year has helped to avert
looming irrigation restrictions for Marlborough producers. With Marlborough sauvignon blanc
wine grape prices set to rise in 2016, growers will certainly be doing all they can to meet their
yield caps, and production is poised to rebound strongly should some timely follow-up rains
materialise.
In the absence of any major global supply pressure emanating from 2015, demand-side
considerations come to the fore in 2016, suggesting that market conditions in the US and China
will play a leading role. While low wage growth and financial market volatility present significant
downside risks to global consumption, these two markets fortunately carry strong momentum
into 2016.

Wine

What to Watch
•

The US market is expected to continue to present promising growth opportunities for New
Zealand wine producers in 2016, provided the economy can consolidate momentum carried
over from last year. Trends in consumer preferences are generally favourable for New Zealand
wines, shifting toward higher priced wines and lighter wine styles. A lower New Zealand
dollar should again boost affordability.

NZ Wines Finding Favour in the US Market
US still, bottled wine imports by country of origin, 2015
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US demand for imported wines continued to rise in 2015 as consumption growth continues to expand and the
appreciating US dollar boosted affordability. New Zealand wines again outperformed, posting strong growth at high
average price points in 2015.

Market Outlook
Benchmark urea prices begin at their lowest levels in more than 5 years. An inventory build
up and further capacity expansions should outweigh any expected improvement in demand
and keep a lid on price rises this year.
Weak fundamentals kept some pressure on global phosphate prices through 2015. However,
major producers have been managing output to avoid excess supply from depressing prices.
Demand in key import markets will resume this year and will likely provide support to prices.
Major potash producers have reduced production rates in reaction to the market signals.
However, prices are likely to remain range-bound at current levels for 2016.

Fertiliser

What to Watch
•

With most global benchmark fertiliser prices likely to remain subdued through 2016 (in
USD terms) and global freight rates very weak, the biggest upside risk to local prices will be
currency and local demand dynamics.

Global Fertiliser Prices Under Pressure
Global fertiliser prices
Source: Bloomberg,
Rabobank, 2016
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Fertiliser prices, particularly urea prices, in USD terms eased significantly throughout 2015. The depreciation in the New
Zealand dollar has meant that the full effects of the fall in price has not been passed on to the New Zealand producer.

Market Outlook
The short-term rebound witnessed in the NZD/USD in late 2015 has since succumbed to the
‘risk-off’ sentiment that has pervaded global financial markets since the beginning of the
year. Against this backdrop, pressure on the New Zealand dollar is expected to be sustained
as we move further into 2016, with forecasts indicating NZD/USD steadily easing towards
0.61 on a 12-month view.
As the US Federal Reserve mulls over the case for further interest rate hikes, the RBNZ has
promptly returned rates to their post-GFC low of 2.50%. We expect that interest rate cuts will
remain on the RBNZ’s agenda in 2016 as the clear and present danger attached to the slowdown
in China’s economy and the downturn in commodity prices weigh on national income and
consumer price inflation.
Looking more broadly across the currency spectrum, China’s inclusion as a global ‘reserve’
currency in late 2015 marked a milestone in their global economic ambitions, but their ability
to fashion an orderly transition to a more market based and stable currency regime remains in
question. The prospect of a significant devaluation appears on the horizon, which won’t bode
well for already weak commodity prices.

FX

What to Watch
•

Another broad-based appreciation in the US dollar is anticipated in 2016, but the timing
and extent of this is far from clear, owing to uncertainty surrounding US monetary policy.
In addition to the direction of New Zealand interest rates and terms of trade, the future
trajectory of US interest rates will be a large determinant of movements in the value of the
New Zealand dollar in 2016.

Uncertainty Surrounding US Monetary Policy
settings
Source: Bloomberg,
Rabobank, 2015
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As has been the case for some time, financial markets see less immediate upside in US interest rates than the US Federal
Reserve, cautioned by mounting questions over global and US economic growth.

Market Outlook
While oil markets are volatile in nature, there appears to be limited upside potential to oil
prices in the first half of 2016.
The dramatic crash in oil prices has become even more stunning as we enter the new year.
Experts put the collapse down to jitters about the health of the Chinese economy, defiant US
production growth, and breakdown of OPEC cohesion.
This all bodes well for consumers, with prices at the bowser expected to remain low at least
in the first half of the year. This being said, low oil prices are often associated with lower
commodity prices, agricultural commodities included.
The cost of freight remains very cheap. As a lead indicator, the Baltic Dry Index remains
cemented to its lowest levels in three decades. With world merchandise trade weighed down,
it is difficult to see things improving quickly in 2016.

Oil & Freight

What to Watch
•

As always, political tensions in the Middle East have a bearing on global markets.

•

There are some expectations that oil markets will begin to stabilise before staging a
recovery in 2016, driven by a rebalancing of the market.

Large Oil Stocks Weigh on Price
Oil stocks - Cushing, Oklahoma
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