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2018—Another Good Year…
Favourable market conditions should underpin a second
year of broad-based profitability for New Zealand
agriculture. Where the industry chooses to direct improved
cash flow and focus amid this sustained positive run will be
important for many years to come.
Global market settings are firmly in favour of New Zealand
farmers. The world economy is enjoying a broad-based
recovery, the prices of the key commodities produced in New
Zealand are generally high, and global input prices (fertiliser
especially) are low. While the New Zealand dollar has
strengthened in the last month or so, it remains around its fiveyear average, with potential to drift lower through the year.
The downstream processing and marketing industry in New
Zealand looks more settled than it has been in years.
Fonterra is making money in its key offshore businesses and
has cleared overhanging litigation, while other dairy
processors are performing well. In the meat-processing sector,
ownership changes have been bedded down, profitability has
returned, debt levels have been reduced, and there appears to
be far greater surety of industry structure and strategy. In
horticulture, investment in post-harvest processing, storage,
and infrastructure continues. Improved performance and
reduced uncertainty are in turn generating improved farmer
confidence in the strategy of downstream players, which is
important for on-farm investment.

Unusually for New Zealand, most of the curve balls to be
dealt with in 2018 look likely to come from local
developments. The dry end to 2017 (and continued dryness
in some areas) will have flow-on impacts on production and
costs. While the new coalition government reflects a clear
swing to the left, there remains considerable uncertainty as
to how far they will push policy on wages, foreign direct
investment, carbon emissions, and water. An outbreak of
mycoplasma bovis must be addressed.
One reality will be New Zealand’s constrained capacity to
capitalise on improved markets in 2018. Most sectors will
see stable or lower production in volume terms as a result of
recent dry conditions, supply management, or the slow
rebuilding of herds from recent lows.
But 2018 should be a profitable year for most New Zealand
producers across an unusually broad base of subsectors. As
the second consecutive good year, it looks set to generate a
sense of sustained recovery in New Zealand agriculture—
after a run of tougher years. This is important for long-term
confidence and hence attracting investment into the sector.

…Spend it Wisely
The positive backdrop to 2018 should not distract from the important decisions that need
to be made this year. New Zealand agriculture is very much deciding what it wants to be at
the moment. There is an ongoing discussion on the right position for the industry on the
spectrum between low-cost/nimble producer and niche/high-value/sustainability-led. The
new government, among others, is encouraging a shift to the latter.

We will learn a lot more about direction of government policy through 2018. A sensible
regulatory strategy is required, with buy-in from farmers, consumers, and the general public.
This will be crucial to sustaining the sense of momentum now evident in New Zealand ag. At
the very least, profitable conditions and confident ag make it a good year to make tough
decisions.
Where New Zealand directs the improved capital availability and its focus in 2018 will
shape the sector for many years to come. Important considerations include:
•

A balance between the industry getting its ‘house in order’ at home without ignoring the
need to position for market access and growth offshore;

•

Appropriate debt levels, with reduction being a key consideration for many farmers;

•

Avoiding pushing improved cash flow all into land purchases (and hence fueling land
price inflation) unless achieving key strategic goals or improving efficiency in the process;

•

The need for caution in moving too quickly beyond core competencies amid the more
profitable phases of the market.

Periods of sustained profitable growth are hard earned in agriculture: the decisions made
during such times often determine whether the next cycle will feel as good.

Commodity Outlook
Dairy

A difficult, dry start to the year, but firm world pricing should ensure a second season of profitability in 2017/18.

Beef

While there may be some price-easing, farmgate cattle prices should remain above long-term average returns,
supported by consumer demand in the US and China.

Sheepmeat

Low levels of global lamb inventory, combined with flat New Zealand production and strong in-market prices, will
continue to support strong farmgate returns through 2018.

Wool

Subdued market conditions will prevail in early 2018, before some improvement in the second half of the year as
stocks are cleared both locally and downstream.

Wine

2018 is shaping up as another profitable year for New Zealand grape growers, as the global market tightens.

Horticulture

The horticultural industry is in a multi-year expansion phase, with market opportunity attracting investment that
will likely see another solid growth year in 2018.

Fertiliser

Rabobank expects global prices to remain in a low-price environment throughout 2018. Eyes are on tenders from
China and India, which may cause some short-term price volatility on global markets.

FX

Rabobank retains a bearish outlook for NZD/USD and looks for a move towards 0.65 on a 12-month view.

Climate
Soil moisture anomaly (mm), 19 January 2018
Wetter than normal (mm)

Temperatures are forecast with high confidence (65 to 70%
chance) to be above average for all regions of New Zealand for the
three months to March.
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From January to March, rainfall totals in the North Island are most
likely to be in the above-average range. South Island rainfall over the
same period is equally likely to be near normal, or above normal.
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Soil moisture levels and river flows through to March are most likely
to be near normal in the north of the South Island. For the rest of the
country, soil moisture and river flows are about equally likely to be in
the near-normal or below-normal range.

Drier than normal

Source: NIWA, Rabobank 2018

What to watch
•

Current ‘hotspots’. NIWA defines a hotspot as a region where extremely dry conditions are occurring or imminent (based on soil moisture
deficits). Current hotspots in the North Island are located in portions of Kapiti Coast, Horowhenua, and central Waikato. There is currently one
large South Island hotspot which covers southern Canterbury as well as a majority of Otago and Southland. Persistent hotspot regions have the
potential to develop into drought (the drought conditions in Kapiti Coast and Horowhenua have already been classified as a medium-scale
adverse event). The longer these dry conditions persist, the greater the long-term impact will be on production and costs.

A Difficult Start to 2018 but
Prospects Remain Positive
Rabobank's forecast payout for the 2017/18 season stands at NZD 6.30/kgMS. This is slightly below
Fonterra’s forecast payout of NZD 6.40/kgMS. This would be the second consecutive farmgate price
above NZD 6.00/kgMS, underpinning a second season of profitability.
Strong local demand and seasonally low supply of palm oil are supporting higher palm kernel expeller
prices at the start of 2018. However, global palm oil production is tipped to rise 10% in 2018 on the back
of increased production (and better yields) in Malaysia and Indonesia and should provide price relief for
New Zealand farmers later in the year.
Seasonal conditions remain unfavourable for New Zealand dairy farmers. Since late 2017, most of the
country has become very dry, which has impacted soil moisture levels and pasture production. While
some regions have had some much-needed rain since the start of 2018, for many it is not enough. Some
regions have been drought declared. As the new year begins, national milk production is being
negatively impacted . Fonterra has already made two revisions to the expected milk intake for 2017/18.
The latest advice is for Fonterra milk intake to be down 3% on the previous season at 1,480m kgMS.
Growth in the global exportable surpluses will continue to expand in Q1 2018—meaning ongoing
pressure on global prices. However, Rabobank isn’t expecting exportable surpluses to overwhelm global
markets. The impact of poor weather in New Zealand will alleviate some of the pressure, but the Northern
Hemisphere peak looms as a key pressure point. China’s import appetite will remain buoyant in 2018.
Rabobank is forecasting Chinese imports (in liquid milk equivalents) to increase by 8% in 2018 (compared
to growth of 20% in 2017).

What to watch

Dairy

•

Drought and disease. As the year begins, some regions are in drought and will be looking for better
seasonal conditions to set up to the 2018/19 season. Meanwhile, the industry will be eager to
eradicate Mycoplasma bovis in 2018.

•

Fat Evaluation Index (FEI) Grading System. From September, New Zealand farmers will be
operating under a new fat grading index which will limit palm kernel expeller. A watch remains on
how farmers adjust feed systems and any financial impact, to combat the grading system.

Buoyant Supply Growth Keeps Pressure on
Global dairy prices
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The export engine warmed up in late 2017 as healthy farmer margins and favourable conditions fuelled growth. Through the first
half of 2018, supply will continue to expand despite the New Zealand dry conditions to start the year. Growth in the Northern
Hemisphere seasonal flush will lead the charge. This has put a ceiling on farmgate milk prices in New Zealand in the 2017/18 season.
From the second half of 2018, the global price cycle will turn and will prevent any major drop in farmgate milk prices in 2018/19.

Strong Demand Key for Beef Returns
As rising global beef production puts downward pressure on prices, continued demand growth
in New Zealand’s major export markets, in particular the US and China, will be key to holding
domestic cattle prices firm and above long-term average returns.

While Rabobank forecasts New Zealand’s cattle exports for the 2017/18 season to be similar to
2016/17 (just under 600,000 tonnes cwt), global beef production is expected to expand for a third
consecutive year, primarily driven by production growth in the US (+3% YOY) and Brazil (+5% YOY).
This will create headwinds for beef-exporting countries throughout 2018. However, consumer
demand in the US and China (which accounted for 43% and 19% of New Zealand’s beef export
receipts respectively in 2016/17) grew strongly in 2017, and early indications are that this will
continue into 2018. Providing this holds for the remainder of the season, while there may be some
price-easing, farmgate cattle prices should remain above long-term average returns.
Dry conditions throughout the country during November/December resulted in a significant increase
in the number of cattle slaughtered late in 2017 (as of 9 December the bull and cow kill were up on
the same stage last year—by 29% and 23% respectively). This increase in supply pushed schedule
prices down during December, leading to an opening 2018 bull price across New Zealand of NZD
5.20/kg cwt to NZD 5.25/kg cwt. This is up between 4% to 10% on last year’s opening price
(depending on location). Recent rainfall should stall the flow of cattle to the processors, easing
downward pressure on schedule prices in the short term.

What to watch
•

Beef

Russian ban on Brazilian beef. On 20 November 2017, Russia announced it would place a
temporary ban on Brazilian beef imports following the reported presence of ractopamine in
some shipments. Russia accounts for 11% of Brazilian beef exports. It is unclear how long the ban
will be in place, but it is possible that a significant volume of Brazilian beef would need to find
another export destination, potentially increasing competition in countries that New Zealand
also exports to, such as China.

Stable NZ Beef Production Reliant on Key
US and Chinese Export Markets in 2018
NZ beef export markets for 2016/17
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Signs Point to Positive Season
Rabobank expects that low levels of global lamb inventory, combined with flat New Zealand
production and strong in-market prices will continue to support strong farmgate returns
through 2018.
Beef and Lamb NZ estimates that the New Zealand lamb crop is up 1.9% YOY (436,000 head) on
the back of a record ewe lambing percentage (127.2%) for spring 2017. Despite this increase, Beef
and Lamb NZ is forecasting the 2017-18 export lamb slaughter to be similar to the low levels seen
in 2016-17 (19.27m head), anticipating that more replacement lambs will be kept to maintain
flock levels. This will help to maintain procurement pressure domestically and ensure that global
export supply remains limited. However, if current dry conditions persist for a prolonged period
in key producing regions, it is likely that slaughter will be prioritised over flock-building,
creating some downward pressure on schedule prices.
In-market prices performed above expectations last season, which is reflected in 2016/17 export
data showing the value of exports to China being up 18% YOY and exports to the US up 22%
YOY. The demand outlook for China, the US, and EU markets remains strong into 2018, but
structural issues with the UK market remain (as last season’s export receipts were down 21%
YOY), with increasing volumes of product being redirected to other markets.
With a high volume of stock brought forward for processing prior to Christmas, lamb supply
through January could be limited, as processors look to fill orders for Easter shipments (which
run until the end of January), increasing competition for lambs that are ready for slaughter.
However, it is likely there will be some easing of schedule prices through February/March as
domestic supply increases.

What to watch

Sheepmeat

•

Activation of the ‘New Zealand Red Meat Story’. Last year Beef and Lamb NZ began to work
on developing a unique brand story about New Zealand red meat that would position the
sector to meet the needs of its consumers. With the story expected to be launched in 2018,
farmers will be eager to see if the story is able to deliver on its promise of enabling the
capture of more market value.

Tight Supply to Continue to Support Strong
Export Values
New Zealand sheepmeat exports 2016/17
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Onwards and Eventually Upwards
Plentiful supply of broad wool has kept crossbred wool prices at eight-year lows through the first
half of 2017/18. Although the downward trajectory of prices has steadied, and some signs of
positive demand appeared in late 2017, the outlook for 2018 is for persisting subdued market
conditions early in 2018 with some improvement in the second half of the year as stocks are
cleared both locally and downstream.
Clearance rates at auction in New Zealand have much improved on 2016/17, even with the 24%
lift in bales offered. This has led to an increase of 35% of wool sold to week 25 and gone some
way to clear stocks left unsold through the disappointing 2016/17 season. While wool
production is forecast by Beef and Lamb NZ to lift just 1% YOY, seasonal strong offers will
likely continue through the first half and weigh on prices.
Wool exports have also been lifting and are up 15% for the season by volume (Jul-Nov). This has
been driven by a 23.5% increase YOY in volumes to China and a 41% lift in volumes to India,
making it the second-largest market season to date. At a macro level, the strong global growth
outlook should help maintain improved export and pull through demand for wool fibre.
With the Australian wool market at near-record highs, the outlook for fine wool, although
buoyed by steady supply, does see some risks accumulating due to the rapid price increases
experienced in 2017. For more, read the Wool section in our Australia Agribusiness Outlook 2018.

What to watch

Wool

•

Lambswool prices have begun the year with a much improved start compared
with 2017. With the dry summer conditions and potential for less lambswool
coming into the market, this will be a segment to watch in 2018.

Crossbred Wool at Eight-Year Low
Coarse crossbred wool price starts 2017/18
season at a level not seen since 2009

Exports beginning to lift indicating improved
demand
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A Profitable, if No-Growth, Year
The global wine market enters 2018 in a tightening phase. Significant reductions in the 2017
harvest in France, Spain, and Italy have pushed global production down below prevailing
demand. Bulk wine prices will generally continue to trend upwards around the globe through
much of 2018 as a result, with the impact most notable in generic varietals, particularly in Italy
and Spain.
The ability of the New Zealand industry to capitalise on a tighter world market will be
constrained by two factors. Firstly, as a producer of premium wines, the uplift from rising generic
bulk wine prices will be felt less than in other countries. Secondly, local supply will remain
constrained.
The local 2017 harvest—at 396,000 tonnes—was down 9% on the exceptional prior year. The
2017/18 vintage has so far been characterised by warm and dry growing conditions in key
growing regions. Harvest is expected to commence earlier as a result. Yield potential appears to
be tracking somewhere close to average, suggesting at this stage a harvest similar to the prior
year.
After a lag, weaker supply started to flow through to exports from late last year, with monthly
volumes down YOY from September (with value also down). Export volumes will likely continue
to trail prior-year levels through most of 2018.
Nonetheless, 2018 is shaping up to be another profitable year for New Zealand grape growers.
Confidence in the medium-term prospects for the industry remains solid, and investment will
continue to flow into the sector in 2018.

What to watch

Wine



The UK economy. In 2018, UK household spending is likely to slow further on the back of
Brexit uncertainty and a recent interest rate hike. This brings potential for a further reduction
in wine consumption in New Zealand’s second-largest export market.
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The volume and value of New Zealand wine exports fell below prior-year levels in
late 2017. Expect this to remain the case through most of 2018.

NZD/litre

YOY change

Exports Starting to Contract as the Reduced
2016/17 Harvest Flows Through

Structural Growth Has Further to Run
The New Zealand horticultural industry is in the middle of a multi-year expansion phase, with
market opportunity attracting investment that will likely see another solid growth year in 2018.
The market opportunity remains bright. Firstly, demand for quality produce in the Asian region especially
continues to rise on the back of increasing wealth and dietary changes. Secondly, New Zealand’s access to
these and other markets continues to improve on the back of hard-won trade agreements. The New Zealand
industry is set to capitalise on these opportunities further in 2018 on the back of continued development of
varietals, managed release of growing licences, and improved supply chain partnerships.
Industry confidence remains solid as we enter 2018. Rabobank’s December Confidence survey suggested that
the number of growers expecting the sector to improve in 2018 continues to outweigh those who expect it to
deteriorate, with investment intentions remaining positive.
The combination of market opportunity and confidence will continue to attract investment into the sector in
2018. The release of an additional 750 hectares of Gold3 licences in 2018 will enable further planting in that
sector, while pipfruit, avocados, and cherries are all seeing increased development.
However, there are some headwinds to keep an eye on, particularly in the local landscape. Urban development
is encroaching on productive land, water conservation initiatives will hamper growth in some regions, and a
new government brings the prospect of wage pressure and rising resource costs.
On balance, and weather permitting, Rabobank expects the industry to enjoy another solid year of expansion
in 2018.

What to watch


Horticulture

Trade deal developments. New Zealand authorities continue to chip away at a range of
trade deals, many of which stand to benefit its horticultural sector. An upgrade to the China
FTA, potential for a revised TPP, and progress in discussions with the Pacific Alliance
(including Peru, Mexico, Chile, and Columbia) all have potential flow-on implications.
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Export values were down marginally in the 12 months to November 2017,
as dry then wet conditions impacted volumes harvested.

Low Price Environment to Continue
Oversupplied markets held downward pressure on prices during 2017 across the nutrient
complex, a trend which Rabobank expects to continue through 2018.

World urea markets bounced in 2H 2017 and then subsequently corrected following an
Indian tender that was subsequently pulled. Extra planted acres in the US and the return of India
to the import market may bring some demand pressure throughout 2018. However, we expect that
lower import demand from China, and increases in supply from North Africa and the Middle East will
contribute to a lower price environment.
Phosphate prices have been appreciating since September, and in early January 2018 sit at
USD 75/tonne higher than 12 months prior. Higher prices of raw materials such as sulphur and
ammonia have provided upward pressure on DAP prices. Although both are expected to soften
throughout Q1 2018, the market expects phosphoric acid to face some upward price pressure, with
the flow-on effect being that DAP prices will hold at slightly higher prices at least until the end of Q1
2018. Extra supply forecast to come online mid-year from Saudi Arabia and Morocco justifies our
bearish view toward prices in 2H 2018. With regard to potash prices, Rabobank expects that these
will continue to be under pressure from additional supply. Price determinants later in 2018 will be
the contract negotiations with China and India.
The volatility in the global fertiliser markets of late emphasises the importance of timing farmgate
fertiliser purchases for the 2018 season. While we expect prices to remain favourable to farmers, our
expectation of rising ocean freight costs, and our forecast that the NZD will soften toward USD 0.65
over the next 12 months, will not assist retail prices.

What to watch

Fertiliser



Market tenders from countries such as India have caused some short-term market volatility,
especially for urea. Also causing some short-term volatility in the urea market in 2017 were
changes in Chinese environmental policy. While difficult to foresee, watching these factors will be
important for timing fertiliser purchasing decisions.

Expect DAP to Soften toward Q2
Reported local New Zealand retail prices
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Global markets look more likely to be well supplied due to low demand
growth and further capacity additions leading to minimal price rises.

Jan-18

Central Bank’s Next Moves Key
The New Zealand economy remained buoyant in 2017, on the back of strong population
growth and labour utilisation. The outlook is for the New Zealand economy to shake off postelection jitters and post similar growth in economic activity in 2018, but with increasing risk
of an economic slowdown.
There are still plenty of question marks regarding the outlook for the local pace of inflation. This
is the key reason why the general view is that the Reserve Bank (RBNZ) will not raise interest
rates for some time.
It was not the best start to the year for New Zealand exporters, with the New Zealand dollar
starting the year strong. The only saving grace is that the strength in the currency is largely on
the back of a weaker greenback, meaning competing exporters are also feeling the pain.
The US dollar begins the year languishing at its lowest level in three years. The Federal Reserve
is widely expected to deliver three interest rate increases in 2018, which would usually
support the US dollar. However, other central banks are expected to follow suit, which will
dilute the effect of any US Federal Reserve rate hikes.
The general consensus is that the New Zealand dollar will decline slightly by the end of the year.
Rabobank retains a bearish outlook for NZD/USD and looks for a move towards 0.65 on a 12month view.

What to watch

Rates & FX

•

Macroeconomic risks. The pick-up in global growth in 2017 remains on track to continue in
2018. However, the risk of a worsening of political or economic confrontations between
major powers in 2018 is a key watch.

A Bearish Outlook for NZD
New Zealand currency against the US dollar
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Rabobank retains a bearish outlook for NZD/USD and looks for the
New Zealand dollar to move towards 0.65 on a 12-month view.

Want to keep up-to-date with the
latest food & agribusiness insights?
Be sure to tune into our dedicated RaboResearch Food & Agribusiness Australia & New Zealand
podcast channel. Most Apple devices have the Podcasts app pre-installed—if not, you can find it
in the App Store. On Android devices, Stitcher and TuneIn Radio are popular podcast apps.

Here’s how to access our podcasts:

Podcasts

•

Simply search for “Rabobank” in your podcast app

•

Click on our food & agribusiness podcast channel

•

Hit subscribe!
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