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Commodity Outlook
Grains & Oilseeds

The next month may see continued speculative short covering, and subsequent volatility in grain prices.
Fundamentally, however, we expect old crop wheat prices to remain range bound, as heavy global stocks are
further bolstered by a large northern hemisphere crop in 2016/17.

Dairy

Producers are bracing for a continued low price environment, but the spread in the opening milk price could be
wider than normal.

Beef

Prices are expected to remain relatively stable for the coming months. Buying is not expected to increase until
spring, cattle are in short supply and export markets are relatively stable.

Sheepmeat

With the normal seasonal contraction in slaughter there are again indications that all prices will remain firm and
edge towards the AUD6.00/kg mark over the coming months.

Sugar

Volatility in the sugar market is back with a vengeance, with the ICE#11 increasing from USc14.01/lb in mid April
to a high of USc16.98/lb in May. Looking ahead, eyes are turning to the progress of the Brazilian harvest .

Cotton

Cotton futures hit their highest level in 2016, reaching US64c/lb at the end of April. However, the sheer size of
cotton stocks and slowing Chinese import demand is likely to limit further upside for the ICE#2.

Wool

Looking forward currency is likely to remain critical for price movements. Rabobank is forecasting further
depreciation of the Australian dollar. Combined with tighter wool supply, prices are likely to remain supported.

Wine

The perennial debate around reforms to the Wine Equalisation Tax (WET) rebate has finally reached a juncture, but
not quite a conclusion.

Fertiliser

Ample supply is keeping a lid on global market prices.

FX

Recent weakness in the Australian dollar has been courtesy of an improved outlook for US interest rates, and
deterioration in market sentiment surrounding the outlook for Australian interest rates.

Oil

Crude oil is teetering at its highest level in 2016, closing in on the US$50/barrel mark. The last time crude oil was
above US$50/barrel was in October 2015.

Climate – Autumn Break Arrives for South East
Rainfall – 1st to 22nd May 2016
Much of South-Eastern Australia received welcome
rainfall in early May. After a hot and dry start to
autumn, this break will be very welcome, particularly
as croppers start their winter planting programmes
and livestock/dairy farmers make the most of
warmer than average conditions for pasture growth.
According to the Australian Bureau of Meteorology
(BOM), May to July rainfall is likely to be above
average across most of mainland Australia.

Source: BOM, Rabobank 2016

El Niño continues its steady decline, with sea surface
temperatures across the tropical Pacific Ocean
cooling further over the past month. The BOM has
indicated that as El Niño draws closer to an end, the
likelihood of a La Niña forming in the back half of
2016 sits at around 50%.

What to watch
•

Likelihood of La Niña developing in late 2016. The Australian BOM has indicated that the likelihood of La Niña occurring in 2016 has increased
to around 50%. Consequently, the ENSO Outlook status has been moved to La Niña WATCH.

•

May – July rainfall. Rainfall during this period will be critical in the establishment of the Australian 2016/17 winter crop. A good autumn break
was received across many cropping regions in early May, however follow up rain over the next few months will be important in ensuring that the
crop reaches spring in good condition.

La Niña Status Remains at Watch
Chance of exceeding median rainfall,
May to July 2016

La Niña status at WATCH

Source: BOM, Rabobank 2016

Source: BOM, Rabobank 2016

Supply to Limit Price Upside
Wheat prices at the Chicago Board of Trade (CBOT) have increased 8% since bottoming out in
early March, while corn and soybean prices have increased 10% and 25%, respectively.
Concerns around weather conditions in South America have driven the increases in corn and
soybeans. Wheat prices have followed soybeans and corn higher, as hedge funds (known as
Non-Commercials), have been active covering some of their record net short position. Despite
the recent rally, CBOT wheat prices remain well below five year average levels.
Australian producers have seen a limited increase in farmgate prices, as a combination of wet
weather domestically and lacklustre export demand kept a lid on prices. The ASX wheat price
currently sits 8% below year ago levels.
Looking ahead, supply looks like it will remain at high levels throughout 2016/17. The latest
USDA World Agricultural Supply and Demand Estimates (WASDE) forecasts that the global wheat
stocks-to-use ratio will increase to 36% in 2016/17, up from 34% in 2015/16. Putting this in
perspective, when prices were at elevated levels in 2007/08, the stocks-to-use ratio stood at 21%.
The next month may see continued speculative short covering, and subsequent volatility in
grain prices. Fundamentally, however, we expect old crop wheat prices to remain range bound,
as heavy global stocks are further bolstered by a large northern hemisphere crop in 2016/17.
Good rain across many growing regions of Australia in recent weeks will also ensure that the
majority of the Australian wheat crop enters winter in decent shape.

Grains &
Oilseeds

What to Watch
•

•

Northern Hemisphere crop conditions. Recent weeks have shown us the impact weather
can have on markets, evidenced by the 25% increase in soybean prices. With the Northern
Hemisphere winter crops creeping towards harvest, it will be important to watch weather
conditions in the region and the impact this may have on the size of crops.
Currency movements. The Russian ruble has appreciated 27% since January, increasing
Russian wheat prices. Further appreciation will be beneficial for Australia’s competitiveness.

Global G&O Prices Rally, Soybeans Lead Charge
Global G&O prices, Jan 2012 – May 2016
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Farmgate Prices Take a Hit
A retrospective drop in farmgate milk prices for many southern producers will have
immediate financial repercussions. Murray Goulburn revised down their FY16 Available
Southern Milk Region FMP to between AUD 4.75-5.00/kgMS—the midpoint is a 13% downgrade
on previous guidance. This followed a profit downgrade from Murray Goulburn, who revised
down NPAT to between AUD 39 and AUD 42 million—down 36% on previous guidance. Despite
support packages on offer, many dairy producers are now facing a season of negative operating
cash flow, given the timing of the notification.
In response, dairy producers will begin making immediate adjustments on farms. This will see a
drop in stocking rates, and reduced supplementary feeding. This will result in a drop in milk
production in the closing months of this season.
Across the irrigation regions in Northern Victoria, dairy producers could be grappling with low
seasonal determinations in 2016/17, without a big lift in inflows.
Many Australian dairy farmers will at least be welcoming the recent rainfall after the hot and dry
summer. This will assist in a feed wedge to begin the season.

What to watch

Dairy

•

Opening price signals for 2016/17. Producers are bracing for a continued low price
environment, but the spread in the opening milk price could be wider than normal.

•

Signs are emerging of a slowdown in EU milk supply growth. March numbers look big but
will become more muted as the year progresses.

Production Growth Turns Negative in AU/NZ
Global dairy prices, Mar 2012-Apr 2016
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Some Stability in the Market
The decline in prices through March and April—a result of dry conditions and early weaner
numbers—was halted in late April as the impact of a lower cattle herd and reduced calving
limited supply. As a result, the EYCI—which dropped to 545c/kg cwt on 23 April—increased to
570c/kg at 19 May, up 18% YOY.
Slaughter numbers continue to be lower than 2015 with 656,100 head slaughtered in
March—21% lower YOY. Female slaughter is down 26% YOY and calf slaughter is down 15%
YOY. Reflecting the lower stock numbers and availability of feed, average carcass weights have
increased to 290kg which is the highest weight in 5 years. Slaughter numbers are expected to
remain lower through the remainder of the year, with the reduction in available cattle feeding
through to elevated livestock prices.
Given low production, exports remain down. April exports (61,692 tonnes swt) were down 46%
YOY and 30% on the five-year average. However, values continue to remain firm, with the per unit
export value for the first 3 months of 2016 at AUD 6.91/kg, not far from the 2015 average of AUD
7.25/kg and above the 2010 to 2014 average of AUD 5.14/kg. The Indonesian second trimester
quota of 250,000 head was announced in early May, allowing exports to Indonesia to recommence.
Due to buying activity not expected to increase until the seasonal change in spring, a limited
availability of cattle and relatively stable export markets, prices are expected to remain relatively
stable for the coming months.

What to watch

Beef

•

Indonesian beef prices. Indonesian beef prices remain relatively stable in the lead up to
Ramadan, despite the large increase in feeder cattle prices experienced earlier in the year
(margins of feedlots are very tight). It is unclear whether Indonesia will accept bovine exports
from India. Indications are that Indian plants have been assessed and processes are being put
in place, however, an Indonesian court ruling is required to be able to accept bovine product
from an FMD affected country.

Cattle Prices Steady
Eastern Young Cattle indicator

US imported beef prices – US Cow 90cl
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Sheepmeat Prices on the Rise
Lamb prices have reached a yearly high, as the market heads towards the peak pricing
period. The ESTLI rose to AUD 5.60/kg cwt on 12 May, after dipping to AUD 5.03/kg in mid-April.
All categories of lamb and mutton showed improvement and remain in line with 2015 prices.
Merino lambs in particular were strong performers rising to AUD5.42/kg, up 8% YOY, and now
much more closely aligned to trade lamb prices. This reflects a shift in demand for these lambs
as trade and export lamb slaughter numbers decline as part of the normal seasonal pattern.
With the normal seasonal contraction in slaughter there are again indications that all prices
will remain firm and edge towards the AUD6.00/kg mark over the coming months.
Lamb slaughter for April (45,044 tonnes) was down 4% on March numbers as the normal
seasonal decline starts. Despite a strong start to the year (the months of January and February
exceeded 2015 volumes) March 2016 slaughter is down 3% YOY reflecting the expected decline
in production for 2016.
Reflecting the drop in production, lamb (20,994 tonnes swt) and mutton (12,652 tones swt)
exports declined MOM for April although they remain above 2015 levels. China continued to see
improvement for mutton and lamb volumes and the Middle East remains strong for both lamb
and mutton.

What to watch

Sheepmeat

•

Production is expected to decline following larger slaughter volumes experienced early in
the year. Lower numbers should support prices through the winter season.

ESTLI Climbs to Yearly Highs
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The ESTLI rose to AUc 560.00/kg cwt on 12 May, it’s highest point for the season. These prices are 9% higher than the fiveyear average.

Sugar’s Rollercoaster Ride Continues
Volatility in the sugar market is back with a vengeance, with the ICE#11 nearby contract
increasing from USc 14.01/lb in mid April to a high of USc 16.98/lb in May. With the fall in the
Australian dollar following the RBA decision to drop interest rates in early May, local prices
tipped over AUD 500/t for the first time since July 2012.
The Australian harvest is set to kick off, with volumes expected to be in the region of 2015’s
34.8 tonne cane crop. Mills are set to get going as early as the last week in May, pending weather
developments. While the wet season was below average across much of North Queensland, rain
received through February and March bolstered hopes for a sizeable cane crop.
Contracting Thai and Indian production continues to provide support to the market. While
there has been little in the way of major changes to the fundamental picture through the last
month, the certainty and depth of the global deficit continues to widen as Thai and Indian
seasons wrap up and estimated contractions in production are realised.
Looking ahead, eyes are turning to the progress of the Brazilian harvest. The first month saw
volumes of cane crushed increase substantially compared with this time last year. It also saw
improved ATR (sugar content). The YOY improvements are largely a factor of dry conditions
compared with the wet beginning to 2015, however it is still very early in the season. Rabobank’s
forecast remains at 34m tonnes of sugar at a 43.5% sugar mix.

Sugar

What to Watch
•

The first 2017 cane supply agreements have been signed in some MSF regions. While
those in Wilmar areas still await contracts, it is believed they should be released in June.

•

The impeachment of President Rousseff in Brazil has come one step closer. The impact of
this move on the Brazilian real will be an important factor in the ICE#11 price movement
through the next month.

Sugar Prices Soaring
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Sugar prices have reached 4-year highs in Australian dollar terms, as speculators help drive the ICE#11 to levels in the high
USc 16/lb, and the weakening currency benefits AUD denominated prices.

Cotton Edges Higher
Cotton futures recovered through the last month from their lows in March, hitting USc 64/lb
at the end of April, their highest level in 2016—buoyed by greater certainty around the
Chinese reserve releases and an unsurprising USDA WASDE. The slightly weaker Australian dollar
has supported local cash prices, however these are still at around AUD 450/bale for current crop.
The USDA May WASDE was largely in line with trade expectations indicating that the world is
likely to see a second consecutive deficit in 2016/17. Rabobank anticipates that this may be in
excess of 10 million bales.
The Australian cotton harvest is progressing well and despite being interrupted by rain in the
Macquarie and Murrumbidgee valleys in early May, there is still confidence that there has been
enough time, and sunshine, to avoid widespread downgrades. The southern valleys still have a
significant portion of harvest to complete making the weather throughout the next few weeks
critical. Yields have been above average, and expectations have risen for the crop to potentially
hit or even exceed 2.5 million bales.
Eyes remain on China’s sluggish import demand as reserve stock sales get moving. Forecasts
indicate that China’s ending stocks may contract further to a 3-year low of 63 million bales, and
early auctions have seen great clearance rates. However, the sheer size of cotton stocks and
slowing Chinese import demand is likely to limit upside for the ICE#2.

Cotton

What to watch
•

Better seasonal conditions appear to be on the cards, with neutral to La Niña conditions
forecast through the latter half of the Northern Hemisphere growing season and harvest,
and in the Southern Hemisphere planting season. It’s difficult to estimate how supportive
these conditions will be to production, as water storage levels in Australia will take time to
replenish.
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World stocks will continue to wind down through 2016/17, to an estimated 4-year low of 96.5m bales.
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Wool Prices Track Dollar
Australian wool prices have felt the full weight of currency movements over the last month,
with the EMI hitting lows of AUc 1217/kg clean, when the dollar hit 78c, and highs of AUc
1287c/kg clean as the dollar depreciated to 72.71c in mid May.
Merino indicators are still performing strongly, not far off the highs of mid-2015. Crossbred
wool’s downward trend was interrupted in May, with reduced auction offerings helping to
support prices. Cardings have softened from their peak in January and remain comfortably above
AUc 1000/kg.
Australian wool supply continues to be constrained, with bales offered at auction 9% down on
2014/15 levels, when compared season-to-date. Bales of wool tested to the end of April have also
declined 5.5%.
Exports season to date remain below 2014/15 levels, down 9% to March. Exports to China are
down 10% YOY, while exports to India slowed during March and are only up 7% season-to-date,
compared with more than 11% at the end of February.
Looking forward, currency is likely to remain critical for price movements. Rabobank is
forecasting further depreciation of the Australian dollar to 71c in 6 months. Combined with
tighter wool supply, prices are likely to remain supported.

Wool

What to watch
•

Chinese cotton auctions have begun in earnest as they look to clear in excess of 60
million bales of cotton, the success of this clearance through to August 2016 will have
further bearing on global cotton prices and demand. Cotton prices have remained under
pressure in 2016 as upside potential has been limited by the heavy world, and in particular
Chinese, stocks. Wool has outshone both cotton and its synthetic competitors’ price
performance during the last 12 months.

Wool Prices Riding the Currency Wave
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Currency movements have made their mark on wool prices through the last month, with the EMI hitting lows of AUc
1217/kg clean as the Australian dollar hit 78c.

WET Rebate Set for a Shake-Up
Australian wine exports increased by 3% in volume and 13% in value, to 731ML and AUD 2.084
bn FOB respectively in the 12 months to March 2016. The Chinese and Hong Kong markets
continue to contribute the lion’s share of the growth in export demand. That said, there are
other notable pockets of growth for Australian premium wines over the past year, such as the
US and Japanese markets.
Back at home, the perennial debate around reforms to the Wine Equalisation Tax (WET)
rebate has finally reached a juncture, but not quite a conclusion. A long-awaited reform
package was announced with the 2016 Australian Federal Budget, which proposes to reduce the
quantum of the WET rebate from AUD 500k (i.e. the first AUD 1.7mln in Australian sales) to AUD
290k (i.e. the first AUD 1.0mln in sales) by 2018-19. Also key is the tightening up of eligibility
requirements, and while these are yet to be properly defined, they should ensure the operation
of the scheme better matches its original intent when it eventually comes into force from 201920. Smaller wine producers will be most adversely impacted by the changes, and in many cases
will be forced to revisit their distribution strategies to recover lost revenue elsewhere.

What to watch

Wine

•

Australian wine grape production. Preliminary indications suggest Australian wine grape
production is likely to test last year’s level, which landed right on the five-year average.
The growing season has been conducive to good yields and ripening across much of the
country, with more challenging conditions in some isolated pockets. Grape markets have
been most active for more premium red wine varieties.

Australian Wine Exports, MAT March 2016
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Strong demand from the China and Hong Kong markets continues to drive Australian wine exports ahead, with growth there head
and shoulders above the rest.

Supply Pressures Fertiliser Prices
Global fertiliser prices remain subdued with ample global supply keeping pressure on
benchmark prices.
A relatively dry summer cropping season and cautious buyer activity have led to a weak
market. The winter cereals crop is one of the largest drivers of demand for fertiliser in Australia,
and crop conditions as we move through the growing season will be important in determining
fertiliser applications.
Recent autumn rains will have allowed many pasture-based grazing operations to get on farm
and apply fertiliser.
Australian imports of urea in Q1 2016 are down 34% on same period last year. This suggests
inventories are not excessive.
For local farmers, currency movements appear to be the major influence on local price
settings. While the AUD has weakened since the RBA lowered interest rates in early May, there are
general expectations it could depreciate further in the coming months, which could put upward
pressure on retail fertiliser prices.

What to watch

Fertiliser

•

A bottoming out of fertiliser prices, low inventories and a shift in the AUD versus the
USD would put upward pressure on any spot purchases.

Weakness Remains in Fertiliser Prices
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Urea and DAP prices remain close to their lowest levels in years in USD terms. Plentiful global supply is combining with
sluggish demand to keep prices subdued.

RBA Takes Market by Suprise
The Reserve Bank of Australia (RBA) took many observers by surprise by electing to cut the
official cash rate by 25bps to 1.75% following its meeting on 4 May. The prospect of a move
became increasingly likely following the release of very weak CPI data in the days leading up to
the meeting, but the market nevertheless remained fairly equally split on whether the RBA
might move. Market sentiment has shifted dramatically towards the negative since the move,
despite the meeting minutes indicating that it was a relatively close call by the Board on
whether to act.
Inflation, or the lack thereof, is all the talk at the world’s central banks at this point in time. The
picture in Australia is better than in many developed countries, but remains a key concern for
policymakers. Annual growth in headline consumer price inflation abated in Q1 2016 (1.3%
YOY) while core inflation fell below the lower bound of the RBA’s target range (1.7% YOY) for
only the second time in over 10 years. Wages growth in Q1 2016 was equally weak and reflective
of the slack that remains in the jobs market, with employment growth once again becoming
skewed to part-time jobs.

What to watch

FX

•

We forecast AUD/USD falling towards 0.69 on a 12-month view. Recent weakness in the
Australian dollar has emerged on the back of renewed US dollar strength as a June rate rise
appears increasingly likely following recent economic data flows and US Federal Reserve
messaging. This, combined with a negative outlook for Australian interest rates, should act to
keep downward pressure on the Australian dollar over the coming year.

Australian Dollar Hit by a Reality Check
Australian dollar, 12-month price movement
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Oil Stages a Recovery
Crude oil is teetering at its highest level in 2016, closing in on the USD 50/barrel mark. The last
time crude oil was above USD 50/barrel was in October 2015. The firming in crude prices has
been largely the result of unscheduled supply outages in Nigeria, Ghana and Canada that
exceeded 1.5 mb/day in early May. Putting this in perspective, global output currently stands
just above 96 mb/day.
For the Australian consumer, the increase in oil prices has been reflected in an increase in
diesel prices. The Sydney average terminal gate diesel price increased from 98c per litre in late
April, to 106 c/litre on 19 May. The terminal gate fuel price is the price at which fuel is sold to
wholesale customers from seaboard import terminals.
However, further oil price rises are likely to be hard come by, as brimming crude oil stocks are
likely to limit the extent of any price rises in the short term.
Freight rates have steadied, after rebounding strongly in April. The Baltic Dry Index (BDI) is
currently 111% above its 2016 low. This being said, the BDI remains at historically low levels. At its
current index level of 613, the BDI remains below its 2015 average of 718.

Oil &
Freight

What to watch
•

Unscheduled crude oil production outages. Production disruptions in places like Canada
in recent months have contributed to oil price increases. The length of these supply
disruptions will impact sentiment in oil markets.

•

The strength of the Australian dollar. The recent depreciation in the Australian
dollar—while supporting Australian commodity prices—is likely to have contributed to
an increase in imported fuel prices.

Oil Price Climbing, Freight Levels Out
Brent Crude oil price, May 2015-May 2016
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Agri Price Dashboard
As of 19 May 2016
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