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Commodity outlook
Dairy

Pressure on global dairy prices will continue to build as export supply expands.

Beef

Prices are expected to ease marginally in late November as domestic slaughter rates increase.

Sheepmeat

Increasing supply of new season lambs expected to put downward pressure on prices later in the month.

Wool

A weaker NZD will help to support local crossbred wool prices as buyers remain selective.

Wine

Volume reductions and smoke damage to the Californian crop has added to supply woes in a tightening global
market.

Horticulture

Zespri lifts its 2018 tray returns forecast across all varieties.

Fertiliser

Urea holds its ground after September hike, but the fundamentals suggest prices will decline into 2018.

FX
Oil

With the US Fed likely to rise rates at least once in our 12-month forecast period, we continue to look for the
NZD to soften modestly to around USc 67 US by October 2018.
Rabobank expects to see oil prices consolidate around 60 USD/bbl, holding this price through to Q1 2018.

Climate
Soil moisture anomaly (mm), 2 Nov 2017
Wetter than normal (mm)

NIWA expects there is a high chance temperatures will be above
average for all regions of New Zealand through to January 2018.
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Rainfall for the three months to January 2018 looks equally likely to be in
the normal or above-normal range for the north and east of the North
Island. Rainfall is most likely to be near normal in the west of the North
Island, and also in the north and east of the South Island. There is an
equally likely chance of near-normal or below-normal rainfall in the west
of the South Island.
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NIWA’s soil moisture forecasts to January 2018 are variable across New
Zealand. Soil moisture levels in the west and east of the South Island are
most likely to be below normal, while soil moisture in the east of the
North Island is expected to be above average. There is an equal chance
of near-normal or above-normal levels in the north of the North Island.
The remainder of the country is most likely to be in the normal soil
moisture range until January 2018.

What to watch
•

International consensus now indicates a 70 percent chance of La Niña-like conditions developing over the next three-month period (Nov
2017–Jan 2018). But if a La Niña episode does develop, NIWA expects it is likely to be weak and short-lived, with a return to neutral
conditions most likely in Q1 2018.

Misstep in Oceania milk flows
The Oceania spring flush has stumbled. The latest milk production data confirms that
unfavourable seasonal conditions have impacted milk flows during key months in both New
Zealand and Australia. In September, New Zealand milk production was down 1.3 percent and
Australian milk flows were 0.6 percent lower, but production is higher season-so-date in both
countries, and expected to make up some lost ground as the seasons progress.
The downward pressure on global commodity prices that started to build in October has
continued into November. Ongoing China and South East Asia purchasing and a sluggish spring
peak in Oceania should limited the damage as 2017 winds down.
Production growth in the Northern Hemisphere remains a big watch moving into 2018.
Production is expanding in both the EU and the US, and positive farmer margins are expected to
support growth into their peak. In Argentina, though, a recovery in milk production that had
been building momentum was hit by poor weather in recent weeks.
Butter prices in global markets have lost some steam. Wholesale butter prices in Europe have
tumbled in recent weeks. With skim milk powder prices still floundering, cheese is again proving
the preferred stream from dairy processors.

What to watch
•

Fonterra’s next steps in Australia—Fonterra has been a big winner in Australia with milk supply
now straining processing capacity. The company has pledged to spend AUD 100 million to lift
capacity by 500 million litres and aspires to reach 3 billion litres of annual milk supply in the long
term.

•

Dutch dairy cow cull. A Dutch court last week ruled in favour of the Ministry of Economic Affairs
and Climate Policy against a dairy farmer group appeal against the phosphate reduction plan.

Dairy

Pressure is mounting on global prices
Dairy commodity prices (Oceania)
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Strong demand edges prices higher
Cattle prices lifted over October, underpinned by strong consumer demand in key export
markets. As at the start of November, the North Island bull price is 3 percent higher MOM, averaging
NZD 5.55/kg cwt (9% higher YOY), while the South Island bull price is up 2 percent MOM, averaging
NZD 5.15/kg cwt (7% higher YOY).
The US imported beef market continues to defy earlier expectations that it could weaken,
holding firm on the back of strong domestic consumer demand. Prices are also supported by the
seasonal lull in supply from New Zealand and Australia (where increased rainfall over the last month
has reduced the pressure to slaughter cattle). Total NZ beef exports to the US in Q3 2017 were up 11
percent on Q3 2016 by volume, and up 9 percent by value.
Chinese demand from prime beef is also solid, although New Zealand still faces stiff competition
in this market from the increasing volumes of beef being exported out of South America.
A weakening of the NZD against the USD over the last month has further helped to boost NZ
beef returns. The NZD dropped below USD 0.70 for the first time since May, and is now 3 percent
lower against the USD than it was a year ago.
Rabobank expects schedule prices could ease marginally towards the end of November as
more cattle become available for slaughter and NZ’s beef production levels lift.

What to watch
•

Beef

Lifting of Chinese importing ban on Australian beef plants—The temporary suspension
of China export accreditation for six Australian red-meat processing facilities has been lifted.
The suspension had been in place since July this year. The facilities, which account for
around 30 percent of Australia’s beef exports to China, can now resume exporting. NZ
exporters will be watching to see how well Chinese demand is able to absorb this supply
increase from Australia.

North Island Bull Price
600
580

NZc/kg cwt

560
540
520
500
480
460
Oct

Nov

Dec

Jan

Feb
2015/16

Mar
2016/17

Apr

May

Jun

July

Aug

Sep

2017/18

Source: NZX AgriHQ, Rabobank 2017

Prices stay high during seasonal lull
The seasonal lull in lamb supply during October ensured that prices continued to hold above NZD
7/kg throughout the month. As of early November, the slaughter price on the North Island averaged
NZD 7.25/kg cwt (1% higher MOM), while South Island lamb averaged NZD 7.15/kg cwt (1% higher MOM).
Prices are sitting significantly higher YOY, with the average slaughter price for North and South Island
lambs up 24 percent and 28 percent YOY, respectively.
As expected, final slaughter numbers for the 2016/17 season (ending in September) confirm supply
was down (-3%) on the 2015/16 season.

Recent demand from China has been very strong, as the Chinese prepare to enter the winter
months when sheepmeat consumption traditionally increases. Export data shows that New Zealand
sheepmeat exports to China during the month of September were up 46 percent by volume compared to
the same month last year, and also up a massive 85 percent by value, indicating a significant improvement
in per-unit returns. Rabobank expect Chinese demand to remain robust until at least mid-/late
December, when the last shipments for the Chinese New Year set sail.
The US lamb market also continues to perform strongly despite increased supply from both NZ and
Australia. NZ Q3 exports to the US were up 19 percent by volume and 32 percent by value compared to
Q3 2016.
With chilled premiums for Christmas trade dropping off over the next month and the supply of lambs
lifting as increasing numbers of new season lambs come online, Rabobank expects schedule prices to
start coming off their current levels over the next month. How far prices come back will be heavily
influenced by the number of new season lambs available for slaughter before Christmas.

What to watch
•

Sheepmeat

B+LNZ Alternative Proteins Research Project—In August, B+LNZ launched a project to
investigate how NZ’s red meat sector should respond to the rising threat of plant-based, labgrown, and insect proteins. The report, due for release in the coming months, is expected to
highlight actions the sector needs to take to address the threats and opportunities these
disruptions may present. Rabobank recently published its own report on the growth of alternative
proteins globally: ‘Watch out…or They Will Steal Your Growth!’ examines the rise of alternative
proteins and discusses the consequences for the red meat sector.

South Island lamb price and NZ lamb slaughter
New Zealand lamb slaughter 2015/16 v. 2016/17
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2-Speed wool market continues
The coarse crossbred indicator has continued to hover close to NZc 300/kg through October.
Clearance rates at auction averaged 76 percent for the month, down from 79 percent in
September. Compared with last season, however, there has still been a much needed lift in bales
sold, up 34 percent.
The weaker NZD against the USD, falling to a low of US 68 cents in late October, did help to
support prices. Should this level below US 70 cents be maintained, it will remain a positive
influence for the market. Broker reports indicate that selective buying at auctions with better
quality wool types is attracting the most interest and better prices. Selective buying is expected
to continue as wool supply continues to outstrip demand.
The 2-speed wool market has continued through the last month as Merino wool remains in high
demand. The Australian Eastern Market Indicator pushed through its August record high,
reaching AUc 1,623/kg clean. Fine wool prices in New Zealand have also been performing well:
the value of fine wool exports is up 18 percent YOY per tonne of wool exported for JulySeptember.
While the price indicator has been steady, export data continues to reflect some better demand
from New Zealand’s key markets, with volumes exported up 12 percent on 2016/17. September’s
exports recorded the second-largest monthly volume shipped since April 2016. Volumes
shipped to China were up 24 percent between July and September, indicating that at least
some wool is beginning to move through the pipeline.

What to watch
•

Wool

Retail giant VF Corporation—VFC, whose brand portfolio includes The North Face,
Smartwool, Lee, and Wrangler, has signed a definitive agreement to purchase New
Zealand’s Icebreaker brand. The company release noted their ambition to be a leader in the
growing and underpenetrated natural fibre category. This provides a platform for growth
for the brand, which would flow through to its Merino sourcing requirements.

Crossbred wool just holding steady
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NZ wine exports fall
The New Zealand wine industry reached a threshold in the current cycle, with exports falling below prioryear levels in September. The declines were small (down 2% in both value and volume), but marked the
second consecutive monthly decline in export volumes, and the first time in 16 months that both volume and
value have fallen in YOY terms (see chart overleaf).
The September contraction can be attributed mainly to the UK market, where shipments fell 15 percent,
driven by declining sales of packaged product.
The average value of wine exported from NZ came in at NZD 6.71/litre in September, down 1 percent YOY.
In October wildfires tore through California wine country, burning over 200,000 acres. The fires destroyed
homes, families, and livelihoods, and we extend our deepest sympathies to those affected by the tragedy.
For the regions affected, around 90 percent of grapes had been harvested before the fires hit. The
remaining 10 percent is virtually all Cabernet Sauvignon. While few vines were destroyed, smoke taint could
dramatically reduce the quality of the grapes, putting very strong upward pressure on the high-end
Cabernet market in the US. The Agricultural Issues Center at University of California, Davis estimates that the
economic losses from smoke tainted grapes could reach USD 175 million.
USDA is projecting that the Californian wine grape harvest will fall from 4.031 million tons in 2016 to 4.0
million tons this year (down less than 1%). The harvest in Washington State is expected to experience a
somewhat more significant drop, from 270,000 tons to 260,000 tons (down 8%).

What to watch


Wine

Reduced volume and smoke damage to the Californian crop has come during a tightening global
market. As reported last month, spring frosts, heat, and drought acutely impacted yields in France,
Italy, and Spain this season, exerting upward pressure on grape and bulk wine prices in some regions.

NZ wine exports slip below prior-year levels
YOY growth in NZ wine exports by volume and value
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Zespri lifts forecast for 2018 returns
During October Zespri lifted its 2018 tray returns forecast across all varieties. Zespri is forecasting
tray prices at NZD 6.23 for the green variety and NZD 8.24 for organic green, up from the August
forecast of NZD 5.84 and NZD 7.92, respectively. The forecast price for gold and Green14 varieties are
NZD 9.73 and NZD 5.39 , respectively (up from NZD 9.28 and NZD 5.25).
The Ministry for Primary Industries’ (MPI) latest ‘Situation and Outlook for Primary Industries’ shows an
increase in NZ’s horticultural export revenue of 3.2 percent to NZD 5.1 billion in the year ended
at June 2017 (representing 14% of NZ’s total agricultural exports in 2017). Export revenue has
never before exceeded the NZD 5 billion threshold. According to MPI, the sector fundamentals
support more long-term expansion, and export revenue is likely to reach NZD 5.4 billion in 2018
and NZD 5.7 billion by 2019.
Planting of the gold kiwifruit varieties is expected to increase over the next few years, and MPI only
expects production and exports to keep expanding. Total kiwifruit exports for the year ending at
June 2018 are anticipated to increase 8 percent to NZD 1.8 billion (MPI).
Apple and pear export volumes for 2017 are expected to be slightly behind 2016 due to adverse
weather conditions and the yield impact of a large, natural fruit drop. However, strong late-season
demand from Europe (caused by a significant decrease in the EU domestic crop) bodes well for
apple and pear returns in the 2018 export season.

What to watch


Horticulture

Urban sprawl and extreme weather—Horticulture NZ’s recent report ‘NZ domestic
vegetable production: the growing story’ states that high housing demand and crop damage
from extreme weather could lead to a future shortage of home-grown fresh fruit and
vegetables. The report calls for the creation of a national food security strategy to ensure that
regional planning decisions are seen in the context of NZ’s entire food supply.

Improved returns for all Zespri varieties in 2018
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Global urea price increase flows
through locally
Following a 28 percent MOM rise in the global urea price in September, the price defied
Rabobank and the market’s expectations by holding its ground in October. Middle East Urea is
steady, at 288 USD/tonne in early November. Prices have been supported by demand from India, and
also the temporary closure of some supply in the Middle East. The announcement of seasonal air
pollution restrictions in six provinces in northern China is creating some market uncertainty.
Rabobank expects that there will be cuts to Chinese urea production, but China remains in an
oversupply situation, so it is unlikely that import or export numbers will be significantly affected. The
fundamentals continue to point to an oversupply market. Consequently, we expect prices to
moderate into Q1 2018.
During October, the global increase in urea prices flowed through locally, up 44 NZD/tonne.
Like urea, global DAP prices were steady in October, remaining almost unchanged throughout the
month after starting the month at 345 USD/tonne. Looking ahead, prices are expected to
experience some upward pressure as some production is being cut in the US, reportedly on
the back of rising raw material costs. Potash prices saw a very marginal increase during October, but
on the whole, we expect them to remain stable.
While global fertiliser prices remain a key consideration for local prices, recent falls in the AUD/USD FX
and increasing shipping rates will place upward pressure on local prices.

What to watch

Farm Inputs

•

EU plans to ban glyphosate (the active ingredient in Roundup). On the 9th of November the
EU Commission again failed to reach a resolution for an extension for the current license
that runs out on December 15 2017. Consequences for Australian farmers will fall on our
bulk canola exports and more specifically how import regulations may be altered should a
glyphosate ban be placed on EU farmers. The issue now sits with the EU appeals committee,
where hopefully a resolution can be reached before December 15.

Urea up, Phosphate remains stable
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NZ dollar slides even further
For the second month in a row the New Zealand dollar slid significantly against the US dollar. At USc
69 on 8 November, the NZ dollar sat more than 4 cents below its September peak.
Locally, traders appeared nonplussed by the formation of a coalition between Labour, the Greens, and
NZ first to form the new government. More fundamentally, three consecutive falls in the price of dairy
commodities in recent GDT auctions have seen the price of WMP fall 9 percent since August, which will
take a little off NZ export earnings in the coming months. September data also showed underlying
inflation subdued.

On 9 November, the Reserve Bank of NZ kept the overnight cash rate unchanged at 1.75 percent, noting
that monetary policy will remain accommodative for a considerable period of time.
Meanwhile, momentum in the US economy remained strong through Q3 (up 3% YOY), and inflation
remains benign. At 1.3 percent in September, the core PCE deflator was not only well short of the Fed’s 2percent target, but also well down on the 1.9 percent that was evident at the start of 2017.
However, with unemployment currently at an extremely low 4.2 percent, the Fed continues to expect
that wage and price pressure are just around the corner. Thus, while inflation is not yet evident in the
data, the majority of the Fed Board seems intent on raising rates for the third time this year in December.
For now we are sticking with our call for rates to be hiked next in 2018, but if incoming data is not weak
enough to change the Fed’s intentions, we will adjust our expectation.
With the US Fed likely to rise rates at least once during our 12-month forecast period, we continue to look
for the NZD to soften modestly, to around USc 67, by October 2018.

What to watch

FX

•

Appointments to the US Federal Reserve Board of Governors. The unusually large number
of vacancies which Donald Trump will fill in coming months means that he can essentially
choose whether to have a hawkish or dovish FOMC in 2018 and beyond.

NZ dollar slides further
NZD/US dollar cross rate
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Brent Crude at two-year highs
For the first time since July 2015, Brent Crude Oil is being traded above 60 USD/bbl. It sits at 62
USD/bbl at the time of writing, up 11 percent MOM. This follows the 12 percent MOM rise seen
during September. Driving this continual upward pressure are production cuts from OPEC countries,
or as Saudi Arabia refers to it, ‘market stabilisation’.
Upward pressure is also coming in the form of lower US inventories, now at their lowest since
January 2016. The number of rigs in the US continues to decline, down from 957 in July to 909 at
the end of October. Rabobank expects to start seeing some consolidation around the 60 USD/bbl
level, retaining this price through to Q1 2018.
While confidence is returning to the oil sector, with boosted hedge fund bets and rising WTI
futures prices, Brent Crude is experiencing backwardation in some areas of the futures curve.
Four-month contracts are trading above longer-term positions, indicating the market’s change from
glut to scarcity.

Shipping rates also followed an upward trend in October. Since the last major trough in June, the
BDI has almost doubled to 1482 points in early November. Despite fluctuating, China’s demand for
raw materials continues to strengthen shipping markets on the whole. The BDI’s recent breakaway
from its year-long tight trading region is also a positive indicator for general economic expansion,
with simultaneous rallies in base metal markets.

Oil &
Freight

What to watch
•

Developments in Saudi Arabia. Both domestic and regional conditions are deteriorating for
the OPEC leader. The arrest of several royals and officials by Saudi’s Crown Prince is being
overshadowed by flaring tensions with Iran, with Saudi Arabia vowing to retaliate to recent
attempted missile attacks. Continued unrest will create supply concerns and ultimately push
up higher prices. A risk remains that the unrest could also fragment the unity within OPEC.

Upward pressure on oil & freight continues
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Agri Price Dashboard
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