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What to watch in 2015
Rabobank swing factors
Rabobank has identified 5 key swing factors that we believe will be critical in
shaping the outlook for Australian agriculture in 2015.

Weather conditions

Big dry or just hot wind?

• Despite early falls in 2015, the BOM has forecast a drier than normal January to March over parts of Australia.
• The BOM’s El Niño tracker status has in January returned to neutral, indicating a now low possibility of an El Niño event.
• With many parts of Australia already experiencing drought, prolonged dry conditions will significantly
impact livestock and cropping production in 2015.

Policies and barriers
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Some much welcome rain has fallen across Australia, but dry conditions continue to lurk for
Australian farmers in 2015. While the Bureau of Meteorology (BOM) has just revised down the
likelihood of an El Niño event, many areas will continue to require wetter than normal conditions for
some time in order for conditions to fully recover.

Three steps forward, two steps back
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Australia recorded a trifecta of big ticket FTAs in 2014, but there is always potential for barriers to be
thrown up in other parts of the world that will impact global markets and demand for our agricultural
exports in 2015.

• Interventionist foreign trade policies and technical barriers to trade are often unpredictable, and as
a result have the potential to impact the outlook for Australian Agriculture.

• Examples of key policies and barriers to watch are Indonesian import quotas for sugar and beef, continuing Russian trade
sanctions and any changes to Chinese import policies (dairy and live export in particular).

• Lower global commodity prices may see increases in government intervention to protect domestic industries .

Exchange rate

Currency Capers
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A weaker AUD appears likely to lend considerable support to food and agricultural exporters in
2015. Quantitative easing may have come to a halt in the United States, but it’s only just getting
started in the Eurozone, and the Japanese are showing no signs of slowing up. The appreciation
of the USD is expected to continue in 2015, something which is positive for Australian food and
agricultural exports. However, it can also be a double edge sword with a weaker AUD likely to
increase the cost of imported inputs and machinery, while a stronger USD can also lead to lower global commodity prices.
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• Strong growth in the US economy over the past 6 months has contributed to a significant strengthening of the USD.
• At this stage it appears that a strengthening US economy, combined with weakness in Europe and Asia,
will contribute to further appreciation of the USD, with the AUD depreciating as a result.

Chinese economy

The Year of the Sheep – Richie Benaud thinks so...

Sheep don’t seem very scary to us Aussies, but in Chinese culture the Year of the Sheep is not the
most auspicious year by any means. So will 2015 be a year to toast in the Chinese economy or
the year that some background risks move more in to the foreground?

• Chinese economic growth is forecast to slow to 6.8% in 2015, below the 5 year average of close to 8.5%.
• China appears to face structural challenges that may act as a drag on growth in 2015 and beyond.
• A serious slowdown in Chinese economic growth will have broader and negative effects for the

oil price influences

global economy.

Oil leakage, mixed for agriculture
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Lower world oil prices are generally expected to be a boon for farmers’ input costs and global
economic growth in 2015, but this factor might also have a sting in its tail given many agricultural
commodity prices often tend to track a similar direction.

• A low oil price may result in negative currency fluctuations and an increase in political risks for oil exporting countries.
• Sustained lower oil prices may also impact the competitiveness of biofuel and natural fibre sectors, limiting upside for
some commodities.

Commodity price outlook
Sector

Price Driver

WHEAT

Abundant global wheat stocks limits price upside
Lower and less volatile price levels in 2015 compared to previous years

DAIRY

Lower global milk supply and demand gradually improving should be enough to tighten the market and underpin a
(modest) price recovery in H2 2015

BEEF

SHEEPMEAT

SUGAR

COTTON

WOOL

WINE

UREA

FX

OIL

Improved seasonal conditions and a depleted national herd will likely reduce domestic cattle slaughter in a tight
international market driving domestic prices higher
Expect another good year for domestic sheepmeat prices with continued strong international demand
Small gains should be made in the sugar market in 2015 with a modest global deficit forecast for 2015, and lower
prices lifting consumption toward the 10-year average growth rate of 2.2%
The ICE #2 will likely remain steady in the USc60-65/lb range until we see improvement following the commencement
of the 2015/16 global season and reduction in planting
While the lower AUD will support prices in Australian dollar terms, supply and demand pressures will maintain a steady
direction for Australian wool prices
Assuming a vintage largely in line with last year, on balance ample existing stocks and the lag-time for the AUD to feed
into earnings should limit demand
Global supply continues to outweigh demand, which is expected to keep pressure on prices in the first part of 2015
The AUD is forecast to beat a more gradual path lower against the USD over the course of 2015 – we expect it to fall
to 0.78c by the end of the year
Oil prices have fallen 50% since June and Rabobank expects a marginal recovery over the course of the year; but not
before mid-2015
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Seasonal Outlook
Australian Rainfall Deciles - 2014

2014 was Australia's third-warmest year on record while rainfall
was near average nationally. This follows our warmest year on
record in 2013. So we enter 2015 having experienced a period of
long-term hot and dry conditions.
The latest outlook suggest a warmer than normal start to 2015 for
many parts of Australia. Rainfall is needed, and being received in
some parts, but the current outlook suggests above average
rainfall is not expected for many parts of the country.

Much needed monsoonal rains have been received across Central
Australia but parts of Southern Australia continue to lack rainfall.

ENSO Tracker status

What to watch:

• Models indicate a low chance of an immediate return to El Niño levels and neutral conditions are considered
the most likely scenario through into autumn.

• Global agricultural markets will continue to monitor the risk of either La Niña or El Niño developing later this
year
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Wheat
Market Outlook

Bumper harvests in 2014 improved world supplies of most
grains and oilseeds, which will result in lower and less volatile
price levels in 2015 compared to previous years. Price swings
from supply and demand shocks are still likely, given that the
stocks for most commodities are not yet at levels necessary to
buffer significant supply or demand shocks.
Wheat - Neutral/Slightly Bullish
Global wheat prices are expected to strengthen slightly
through 2015 as supply risks persist.
In the absence of any supply shocks, global stock building is
expected to cap price increases throughout 2015. Record corn
and soybean crops in 2015 will exacerbate the expected record
global wheat production of 718 million tonnes.
Throughout 2015 weather and geo-political risks throughout
the Black Sea region remain the largest risks for upside price
potential.
Despite forecasts of another large global wheat crop, stocks
will only increase marginally due to positive consumption
growth. The global stocks-to-use ratio is expected up just 1
percent YOY to 27.60 percent.
Australian wheat ending stocks for 2015 are expected to
remain low due to strong domestic and export demand. A
weakening AUD/USD is also significantly helping local prices.

Million Tonnes

2015 Price
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What to watch:

• Adverse weather and geo-political risk
in the Black Sea region. Representing
about 25% of global wheat trade,
developments in the Black Sea region are
crucial to wheat price direction in 2015. Geopolitical tensions are high and this could
result in further trade implications beyond
the current Russian export tariff and
phytosanitary restrictions.
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Grains & Oilseeds
Australian East Coast Canola Prices

Market Outlook

600

Oilseed
Price

Corn/Feed Grains – Neutral/Slightly Bearish
An abundance of global feed grains throughout 2015 will limit
upside for feed grain prices.
US corn stocks will increase 50% YOY to their highest level
since the 2005/06 season. This increase combined with another
large South American crop will result in global corn ending
stocks climbing 10% YOY to their highest level since the
2002/03 season, despite a demand growth forecast of 2% in
2014/15.
Australian markets are expected to remain better supported
relative to global competitors due to a weakening AUD, modest
carryout from the 2013/14 season and robust domestic
demand for much of the marketing year. Summer crop
production will be very important in determining local basis
levels, particularly in NSW and QLD.
Oilseeds – Bearish
A record large South American soybean crop together with a 1
to 2 million acre increase in US soybean plantings will see
CBOT soybean prices fall significantly, with prices expected to
approach USD9/bushel later this year.
Locally we expect 2015/16 canola plantings to be significantly
lower YOY given the dramatic softening in prices throughout
2014. Global canola markets are expected to remain under
pressure with stocks increasing through the 2014/15 season.
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Source: Bloomberg, Rabobank 2015

What to watch:

• Chinese release of domestic rapeseed
and canola oil stocks. Import demand by
China for Canola could be impacted if
significant domestic oil stocks are released
onto the Chinese market, any such
developments would be bearish for Australian
Canola seed prices during 2015 into 2016.
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Dairy
World Dairy Prices

Market Outlook
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2015 WMP price

Low farmgate milk prices in export regions will see milk supply
growth hit the brakes in 2015. This will take time as US
producers continue to benefit from low feed costs and the EU
sector is about to unwind milk quotas.
Global demand is being shaped by a number of bearish factors
including slow economic growth, weak Chinese buying, trade
restrictions in Russia and falling emerging market currencies.
These dynamics look set to remain throughout much of 2015.
However, lower global milk supply coupled with demand
gradually improving should be enough to tighten the market
and underpin a (modest) price recovery in H2 2015. Australian
dairy producers in the export region are bracing for lower
opening prices for the 2015/16 season.
Farmgate milk prices in domestic drinking milk states continue
to be adjusted higher to try and prevent the milk supply pools
from shrinking further.
2014 saw a flurry of corporate activity across Australia’s
processing sector. Expect 2015 to provide further structural
change in the processing sector.
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Dairy commodity prices have fallen below levels that Rabobank
believes are sustainable in the medium term. However, a
recovery in prices may still be some time away.

4,000

3,000

2,000

Butter

SMP

WMP

Cheese

Source: USDA, Rabobank 2015

What to watch:

• As the world’s largest importer, Chinese
purchasing of dairy commodities through
2015 will be the single biggest influence on
the global market balance

• The removal of milk quotas in Europe
from April will have long term implications for
global markets; but the short term response
by farmers is a critical factor to watch
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Beef
Eastern Young Cattle Indicator (EYCI)

Market Outlook

390

2015 price

After reaching levels not seen in 35 years, slaughter
numbers will ease through 2015 leading to a drop in beef
production from record levels (2.4 million tonnes YTD
November 2014) in 2014.
Export demand of boxed meat is expected to remain strong,
driven by a tight global market. The US will be a key driver
given low herd numbers, their improving economy and
appreciating exchange rate.
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Following the extended liquidation of cattle and an
improvement in the season, cattle prices are expected to
increase through 2015.
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Source: MLA, Rabobank 2015

The implementation of trade agreements with Japan and
Korea (35% of beef exports in 2014 combined) will improve
our competitiveness into these markets. Implementation of
the FTA with China (third biggest market with 12% of
exports) could also occur by the end of 2015.

What to watch:

The quantum of live exports for 2015 is subject to a political
balancing act in Indonesia (56% of total 2014 live exports)
given self sufficiency policies in a climate of high beef
prices. Initial Q1 live export quota was scaled back from
2014 but higher than 2012 and 2013 Q1 quotas.

• The US demand for beef. While imported

• The wet season/summer rainfall
through Queensland and northern NSW.
If this is drought breaking expect herd
rebuilding to begin and cattle supplies to
contract.
90CL prices have come off from the highs in
late 2014 they remain strong.
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Sheepmeat
Eastern States Trade Lamb Indicator Price (ESTLI)
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Market Outlook
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Lamb production and slaughter is expected to come off
record levels posted in 2014, but remain strong through
2015 reflecting continued growth in the industry. Mutton on
the other hand is more susceptible to seasonal influences
and is expected to ease through 2015 after two consecutive
years of relatively high slaughter rates.
Lamb exports reached record levels in 2014 at 236,929
tonnes swt. The big markets of the Middle East, the EU and
the US all saw a rise and are expected to remain strong
again throughout 2015.
Strong international demand for mutton led to an increase
in exports in 2014 with expanding markets in the US and
the Middle East offsetting a slight decline in shipments to
China through 2014.
Prospects for 2015 remain positive. A softening AUD and
strong and robust global demand from a range of markets
should help keep farmgate and export prices strong.
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The sheepmeat industry is expected to follow a similar trend
to 2014, with healthy international demand again forecast
to underpin strong farmgate prices in 2015.
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Source: MLA, Rabobank 2015

What to watch:

• Drier conditions in New Zealand are
expected to lead to an increase in
production for Q1 before easing throughout
the year, potentially creating greater
competition into the Chinese market.
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Sugar
ICE #11 Prices
20

Market Outlook
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2015 price

While small price gains are expected, strong headwinds
remain for the ICE #11 in 2015. A very modest supply /
demand deficit forecast in 2014/15 should provide marginal
support to prices. However, weather risks persist,
particularly in Brazil.
Heavy world stocks have weighed on markets in 2014 with
the ICE #11 hitting a 5 year low in September of
USc13.50/lb. Lower prices may help to lift consumption
toward the 10-year average growth rate of 2.2 percent.
The strengthening USD continues to aid improved returns
for sugar production for all key exporters including Brazil,
Thailand and Australia despite the lower prices. Should this
movement slow, any appreciation of the Brazilian Real
would provide support to the ICE #11.
The dramatic movement in oil prices will influence Brazilian
millers perspective of the sugar/ethanol arbitrage for the
new crop beginning March/April 2015, as well as the
governments ethanol policies.
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Sugar prices in AUD terms to improve through 2015 as the
USD strengthens however the success of the 2015
Australian sugarcane crush will also be reliant on good
rainfall in early 2015.
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Source: Bloomberg, Rabobank 2015

What to watch:

• Australia’s largest export market in
2013/14, Indonesia, is reviewing import
quotas under a new Government. We can
expect quarterly import quota releases rather
than annual and greater monitoring of the
domestic supply and demand situation as talk
of self-sufficiency intensifies.
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Cotton
Global Cotton Prices
105

Market Outlook
95

2015 price

85
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The ICE #2 will likely remain steady in the USc60-65/lb
range until the commencement of the 2015/16 global
season sees reductions in planting in both Northern and
Southern hemispheres and we should track towards the
USc70/lb mark.
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Record stocks in excess of 100 million bales will continue to
pressure global prices that reached 5 year lows in 2014.
The Australian crop in 2014/15 is forecast by ABARES to
reach just over 2 million bales, a 47% reduction on the
2013/14 crop. Drought conditions in Northern NSW and
poor water availability are the biggest contributors to this
fall.
A weakened AUD and tight supply of quality cotton has sent
Australian basis levels to record highs. The sustainability of
these highs will be highly dependent on the continued
strength of the USD, China’s cotton import demand and dry
weather conditions persisting to impact the 2016 crop.
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Source: Bloomberg, Rabobank 2015

What to watch:

• China’s import demand is projected to
decline by some 40% this year, however
Australia remains a preferred origin for high
quality fibre.

• Vietnam’s import demand, has been
While consumption of cotton is forecast to rise on the back
of low global prices, the dramatic decline in oil prices will
also keep competitor man-made fibre prices subdued.

growing rapidly due to the expansion of the
textiles sector, picking up some of the slack
China has left.
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Wool
Australian Eastern Market Indicator

Market Outlook
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Overall the wool market is expected to see prices remain
largely unchanged in 2015, as a weaker AUD is offset by
continuing sluggish economic growth in key regions.

Cross bred types hit record high prices in 2014 and look to
build on this strength in 2015. While trade in the interior
textile and soft furnishing sectors has improved, the
processing conditions in China and low oil prices impacting
man-made fibre prices may restrict further growth for wool
products.
Merino wool battled both supply and demand fundamentals
in 2013/14 with a 23% increase year-on-year of wool tested
finer than 17.5 micron. With varied seasonal conditions
continuing across wool growing areas this is not likely to be
resolved in the short term.
Upside for wool beyond currency fluctuation rests largely
with further production declines, which is forecast to decline
a further 2 percent to 334mkg in 2014/15.

AUD c/kg

Developments in China will be important for all Australian
wool to watch in 2015. Slower economic growth, increased
environmental regulations for wool processors and declining
imports of Australian wool down 10.6% YOY in 2013/14 and
a further 3.2% season to date (to November 2014) will
provide some significant obstacles for Australian wool.
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What to watch:

• Environmental regulations in China come
into full force in January 2015 for early
stage wool processing, potentially impacting
cost of production and in conjunction with
other increased operating costs may threaten
viability of some early stage processors.
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Wine
Wine Annual Sales and Production

Market Outlook
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Australian wine sales stabilised somewhat in 2014 as higher
supply from recent vintages landed on the world market and
some more positive signs emerge in key geographies such as
the UK.
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The significant depreciation of the AUD that the industry has
been crying out for should begin to flow through to wine
company earnings in 2015. While it’s no panacea, a lower
dollar will provide a much needed boost to global
competitiveness.

China’s demand for imported wines continued its decline in
2014, limiting an important growth engine for Australian wine
at premium prices. It’s now more important than ever that
Australian wine reverses its flagging fortunes in the
increasingly premium focussed US and Canadian markets in
2015.
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Wine Production (1 yr lag)

Annual Sales to 30 June
Source: ABS, WFA, Rabobank 2015

What to watch:
The upcoming vintage will be critical to the outlook for the
sector in 2015 and beyond. While the capacity exists to raise
production, few regions are receiving positive market signals to
produce more.
There appears only limited scope for average wine grape prices
to rise in 2015 assuming a vintage largely in line with last year.
Ample existing stocks and the lag-time for the AUD to feed into
earnings should moderate demand, with the possible exception
of a limited subset of premium-focused regions/variety
combinations.

• The US and Canadian markets continued to
display growing demand for more premium
wines in 2014. While there is some evidence
of Australian wines participating in this trend,
keep an eye out for the degree to which
Australian wine producers can capitalise on
this trend in 2015.
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Fertiliser
Global Fertiliser Prices

Market Outlook
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2015 Urea price1
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Global phosphate prices moved higher through 2014 due to
improved demand coupled with supply constraints. There is
uncertainty over China export tax policy but the expectation
is for a flat year-round tax which would even out trade
flows.

Strong demand and tighter supply supported an increase in
potash prices during 2014. Global potash markets enter the
new year with lower inventory levels which could support
higher prices but this will be tempered by new capacity
coming online.
The outlook for fertiliser markets looks mostly favorable for
end-users with global markets likely to remain well balanced
at lower levels. However, weaker currencies take some of
the gloss off.
For end-users the critical decision is getting the balance
right, as many sectors face subdued commodity prices
leaving less revenue to pay for inputs.

450
USD/tonne

Global urea markets remain well balanced supported by new
capacity coming on-stream with potential for weaker prices
in the early stages of the year. Spring demand in the
Northern Hemisphere will be pivotal in setting the tone for
global urea markets in 2015.
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Source: Bloomberg, Rabobank 2015

What to watch:

• Potential acreage shifts by crop farmers
as they react to changing crop economics
and planting conditions which will drive
fertiliser demand

• Government policy continues to play a
role in global nutrient markets;
particularly changes to Chinese export
polices.
Agribusiness Outlook 2015 – Australia 12

1) Prilled, China

FX
AUD/USD

Market Outlook

A softening Australian economy and Terms of Trade finally
dragged the Australian AUD lower vs the USD in 2H-2014,
further aided by the cessation of the US Federal Reserve’s
Quantitative Easing policy in November 2014.
Extraordinary monetary policy across the world’s major
economies will continue in one form or another in 2015.
Quantitative easing may have come to a halt in the US, but
it is widely expected to start in the Eurozone this quarter
and it’s business as usual at the Bank of Japan.
The US economic recovery is expected to maintain its
momentum in 2015. And even though we expect subdued
inflation and wages growth to limit the prospect of an
interest rate hike until late in the year, relatively sound
economic fundamentals will support the USD.
Australian monetary policy is also expected to remain
accommodative in 2015 as slower Chinese growth and
subdued consumer spending push the economy closer to its
first interest rate cut since mid-2013.
All-in-all, the AUD is forecast to beat a more gradual path
lower against the USD over the course of 2015. Volatility
will naturally remain a constant in global financial markets
as policy makers look to steer a very fragile world economy
through unchartered waters.
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What to watch:

• The timing of the first US interest rate
hike. Questions remain around when the US
economy will be ready to accommodate
higher interest rates. If this is sooner rather
than later, the AUD may depreciate more
sharply against the USD in 2015.
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Oil
Brent Oil
120

Market Outlook
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2015 price
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Oil prices have fallen nearly 50% from their June 2014
highs; driven mainly by oversupply and lower demand.
USD/BBL

The fall in oil prices has occurred in a number of phases.
Firstly, there has been a structural oversupply largely driven
by the rapid rise in US output which was exacerbated by
slowing demand in emerging markets. Finally, a surge in
downside momentum is likely to have triggered speculator
selling.
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As it stands, OPEC members have been at pains to stress
that they will not be cutting quotas anytime soon.
Source: Bloomberg, Rabobank 2015

Rabobank deem it too early to say with any conviction that
the near-term base in Brent oil prices has been reached,
although recent price action does look to be forming a base.

What to watch:

• The actions of OPEC surrounding oil
production in 2015 will be key in determining
prices

However, oil prices are expected to gradually edge higher
over the course of 2015, but more so in the second half of
the year, with Brent Crude to average USD66/bl in 2015.

• The risk of increased Middle- Eastern

The current state of play in global oil markets bodes well for
consumers with petrol prices reflecting lower oil prices and
likely to remain at current lows for much of 2015.

• Russia is perhaps the biggest wildcard

tensions and ongoing negotiations between
Iran and the US will also be a critical issue to
watch
given how much it is suffering from lower oil
prices.
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