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Commodity Outlook
Grains & Oilseeds

New crop Australian wheat prices to remain subdued as the 2016 harvest gets underway.

Dairy

More steam in current price rally as export supplies continue to contract.

Beef

Cattle prices are at the turning point before heading for the normal dip into spring.

Sheepmeat

Prices are expected to follow their normal seasonal decline through spring.

Sugar

Fundamentals should continue to support the ICE#11, despite large speculator positions posing downside risk.

Cotton

Tightening global balance sheets remain constructive for the global cotton price outlook.

Wool

Demand across all types will be tested, as offer volumes pick up with improved weather conditions in spring.

Wine

A resurgent Chinese market drives higher red wine grape prices in more premium regions.

Fertiliser

Global imbalances continue to weigh on prices, with freight probably the key risk for Australian farmers.

FX

The new RBA Governor elects to keep rates on hold as attention now turns to forthcoming CPI data.

Oil

Oil prices rallied in October, but remain susceptible to slippage if OPEC fails to deliver its proposed supply cut.

Climate
Total rainfall month to date, 1-18 October 2016

After a wet start to the month in the southeast, rainfall
was generally less heavy and above-average
precipitation less widespread across Australia in the first
18 days of October than in the prior month.
However, even moderate rainfall has created shortterm difficulties for many farmers, as they look for soil
to dry out somewhat to limit crop damage and improve
access to paddocks.
Ongoing precipitation has improved irrigation water
availability in the current season, with allocations on all
Northern Victorian systems now at 100% for highreliability water shares.
The Australian Bureau of Meteorology (BOM) is
forecasting a high chance of above-average rainfall for
the coming three months in the southeast. This is an
upgrade on expectations for precipitation from the prior
month.

Source: BOM, Rabobank 2016

The BOM has kept the La Niña status at ‘watch’, as has
been the case now since March. However, several
indicators and its latest modelling have shifted slightly
closer to La Niña thresholds since last month.

What to watch
•

The risk of further heavy rainfall. Above-average rainfall in recent months has left many agricultural producers particularly vulnerable to any
unexpectedly heavy precipitation through late spring, which the BOM now sees as more than likely in many regions.

A Wet Finish to Spring is Increasingly Likely
Chance of exceeding median rainfall,
October to December 2016

La Niña status at WATCH

Source: BOM, Rabobank 2016

Source: BOM, Rabobank 2016

Global Grains Rally off Lows
What has been a lacklustre few months for wheat prices saw some improvement during
October. The Chicago Board of Trade (CBOT) wheat price rose to USc 423.75/bushel in midOctober, its highest level since August. Managed Money covering their net short position has
been helping to drive this price improvement. The price outlook however remains burdened
with high stocks in the global grain & oilseed market. The forecast average for Q4 at USc
415/bushel—if achieved—would be 15% below the 2015 Q4 average.
New crop Australian wheat prices remain relatively unchanged MOM despite the rally in
CBOT wheat, as the trade awaits the arrival of a steady and sizeable flow of supply through
harvest.
Despite some adverse weather events such as frost in WA and flooding in NSW and VIC, the
Australian winter crop still holds plenty of size potential, and production is forecast to reach a
5-year high. Many areas underway with harvest are reporting strong early-yield and quality
results.
New crop canola prices have been supported by the dynamics in the global oils complex.
Strong demand and some fund activity has helped to lift palm and soy oil prices in recent weeks.
These prices are expected to remain range bound, which is positive for the canola outlook
through what is also expected to be a sizeable harvest.

Grains &
Oilseeds

What to Watch
•

The price spread between milling and feed-grade wheat has widened through the last
month and will remain important to keep an eye on, as harvest progresses and the impacts
of frost in WA and the wet September in NSW and Victoria are realised, in addition to low
global supplies of quality wheat.

CBOT Wheat Lifts off Lows and Canola Rallies
Australian wheat price, Oct 2015-Oct2016

Newcastle Non-GM Canola Oct 2014-Oct 2016
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More Steam yet in Current Price Rally
Wet weather continues to challenge dairy farmers. The extremely wet past few months have
impacted pasture cover and fodder supply in many regions. Not surprisingly, national milk production
continues to tumble, with production down 9.2% in August—following a 10.2% fall in July.
The only offset to low milk prices and a wet start season-to-date, is improving trading conditions
for key inputs. A sizeable winter harvest and global forces are putting pressure on local grain prices,
while irrigators now have 100% seasonal water determinations.
Encouragingly for southern milk producers, global dairy markets have rallied in recent weeks.
The market correction is supply driven and is expected to continue well into 2017. Rabobank views
the current price recovery as sustainable, but the level of increase will be somewhat limited—largely
due to fragile demand in key markets and high inventories.
Despite a commodity price recovery being underway, Murray Goulburn revised their full-year
forecast milk price back down to AUD 4.70/kgMS, citing a sizeable loss on milk supply as the key
reason. Murray Goulburn trimmed milk supply expectations for the season back by 20% (and
reduced profit forecasts) due to retirements, the loss of milk suppliers and poor weather in Northern
and Western Victoria.

What to watch

Dairy

•

Global markets are focused on the spring flush in the southern hemisphere. The start to the
season has been a mixed bag. Heavy winter rainfall has left pastures in less than optimal condition
in some parts of the North Island of NZ. But better conditions prevail in the South Island.

•

EU milk producers will begin executing on a subsidy offered by the European Commission to
reduce production in the coming months. While it will lead to a sizeable reduction, the subsidy
will be weighed against the potential loss of production in a rising market in 2017.

Commodity Prices Bounce to 12-Month Highs
Global dairy prices, 2012-2016
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Prices Starting to Dip into Spring
Cattle prices are at the turning point before heading for the normal dip into spring. Prices are
expected to ease slightly over the next four weeks as more supply becomes available. After six
weeks of a slightly upward trend, the EYCI dropped 2% to AUD 7.06/kg cwt on 13 October. Most
cattle classes remained stable or showed a slight decline, with heavy steers sold in the saleyards
showing the biggest drop, falling 9% over four weeks to 13 October.
Slaughter numbers continue to remain low, but August volumes saw an increase from July.
Slaughter for the month of August was 15% down YOY to 625,700 head. Indications that supply
will start increasing are seen in yardings and initial slaughter numbers for the second week in
October. These show a WOW increase of 80% and 18% respectively, as more cattle become
available and weather allows cattle to get to market.
September export volumes continue to reflect the lower production volumes, down 26% YOY to
74,405 tonnes swt. YTD export volumes are now trending closer to volumes seen in 2011 and
2012, when the herd was in a growth stage. But while volumes are down, the per-unit export
values are tracking 55% higher than they were in 2011 and 2012.
No live cattle were shipped to Indonesia in September. While September is generally the low
part of the season, the last time such low numbers were sent was in July 2011. Total live exports
were down 68% YOY for September at 24,179 head.

What to watch

Beef

•

South Korea has indicated that they will invoke the discretionary beef safeguard measure
of the KAFTA, applying a 40% tariff to beef imports once the total exceeds 160,829 tonnes
swt. As of 16 October, the customs-cleared volume reported by South Korea was 160,466
tonnes swt. While South Korea has been a growth export market in 2016, the invocation of
the discretionary tariff is expected to have minimal effect on trade, given that the tariff will
only apply for the remainder of 2016, and Australian beef currently faces a 32% tariff.

EYCI Starting the Seasonal Dip
Eastern Young Cattle Indicator
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Normal Spring Price Decline
Prices are expected to follow their normal seasonal decline through spring. While supply
factors have supported lamb prices thus far into the new season, some demand pressures in
key exporting countries may have a softening effect on prices over the coming months. After
a rise in early September as rains and floods reduced the availability of sheep, the ESTLI
continued its normal seasonal decline through October to AUD 5.32/kg cwt on 13 October.
While all classes have seen a decline in prices since late September, merino and restocker/feeder
lambs have seen a smaller decline from their price peak in the middle of the year, reflecting a
demand from producers to increase their flocks.
With less rain forecast in November, supply of lambs is expected to increase. Lamb slaughter
for August was 4% lower YOY at 1.8m head. Sheep slaughter was down 10% at 572,000 head,
reflecting the improved season and retention of sheep. Indicative slaughter numbers and
yardings for October show sheep numbers remaining low while lamb numbers are increasing
back towards 2014 and 2015 levels.
Lamb exports are down 8% YOY for September to 17,385 tonnes swt. Mutton exports are down
15% YOY for September at 10,658 tonnes swt. The drop in exports to the Middle East has not
fully recovered, with lamb exports down 23% YOY for the month of September. Mutton exports
on the other hand are 1% higher YOY for the month of September, indicating that there may be
some substitution of lamb with cheaper mutton given the decision by Bahrain to remove
subsidies on sheepmeat.

What to watch

Sheepmeat

•

Inner Mongolia is experiencing its worst drought in around 30 years. Dry conditions are
limiting feed availability and sheep slaughter has increased. Sheep prices have dropped
to 2008 levels. Short-term supply of Chinese sheepmeat will increase, reducing China’s
import demand. In the longer term however, given the current reduction in female sheep,
production is expected to decline, increasing the demand for imports.

Spring Lamb Starts to Flow and Prices Decline
Australian lamb exports to the Middle East
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Sugar Harvest Gaining Speed
The Australian harvest has continued its smoother run through the last month, and cane
crushed sits at almost 60% of the forecast 36m tonnes. YTD sugar content has been improving,
although it is still tracking well behind year-ago levels and will constrain sugar production.
Crushing all available cane remains in question and is reliant on favourable weather through to
the end of the year.
Brazil’s centre-south harvest is also continuing strongly and cane crushed in 2H September
sits above the range of the past five years. To date, some 473.55 tonnes of cane have been
crushed for the 2016/17 season, and this most recent period saw the largest mix to sugar in
2016/17. Currently the season’s mix sits at 46.3%.
The net-long fund position has remained and even strengthened through the month,
helping the ICE#11 reach a four-year high above USc 23/lb. Fundamentals are also supporting
the market, with little capacity for supply responses to the higher prices before late 2017.
Rabobank revised its price forecast upwards at the end of September to average USc 21/lb in
Q4.
The other factor contributing to market strength is the expected requirement for India to
import sugar in mid-2017. Although Indian production prospects for 2017/18 are improving as
the monsoon rains have replenished cane areas, forecast production across Asia remains
constrained in 2016/17 and is feeding into the sizeable 7.2mt deficit forecast by Rabobank.

What to watch
•

Sugar

The EU sugar quota system is due to be abolished in October 2017. Lifting EU export
restrictions will make it easier for EU sugar to find its way to the global market. While it is not
an immediate competitive threat in Australia’s key markets, the change to the global
dynamic will be important to watch. Rabobank has recently released a report discussing
some of the potential developments, which can be accessed here.

Sugar Price Reaches Four-Year High
ICE#11 testing USc 24/lb
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Aussie Crop Growing by the Day
The Australian cotton planting has kicked off and enthusiasm for the 2017 crop is surging.
With physical offers holding just shy of AUD 500/bale and water storages and soil profiles well
drenched, area planted to cotton is forecast to lift by up to 60% YOY.
While currency trading at an average of USD 0.76 during the last month has dampened local
price opportunities somewhat, the ICE#2 did see some improvement in mid-September in
response to developments in the US harvest and increased Chinese demand. Prices lifted over
USc 70/lb after the USDA October WASDE somewhat surprisingly revised US production down
100,000 bales to 16m bales, as hurricane Matthew damaged crops in the east, and yields in Texas
were reduced. Crop developments in the US will remain influential on prices as more details on
ultimate crop size and quality emerge.
The other supporting factor revealed in the USDA WASDE was the lift in 2016/17 consumption
and reduced beginning stocks that both contributed to lower forecast world ending stocks. 2m
bales of beginning stocks were removed from China’s estimates.
The ICE#2 price has averaged USc 68.9/lb through October to date, and Rabobank’s forecast
remains at an average of USc 68/lb through Q4. While managed fund involvement poses some
downside risk, the tighter balance sheets in China and globally are constructive for the outlook. A
slightly softer Australian basis in recent months is helping to maintain Australian competitiveness
with other origins, which will be important given the increased expectations around crop size
locally.

What to watch

Cotton

•

Australian forecast. Rabobank will release its production and market outlook for
the 2017 crop at the end of October.

•

While there has been an increase in planting in the Southern Valleys in midOctober, rainfall is forecast to exceed average levels in October, and further
interruptions will make it difficult to achieve the upper estimates for planting area.

ICE#2 Bounces out of its Range
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Rabobank forecasts the ICE#2 to average 68-70c/lb over the next 12 months.
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Low Volumes Support Prices
Rain-impeded deliveries have seen volumes offered at Australian wool auctions reach a weekly low
for October not seen since AWEX was formed in 1995. The small offerings have helped to lift the
Eastern Market Indicator AUc 28 since the beginning of October to AUc 1,318/kg. In USD terms,
the EMI has also made gains through October and at USc 993/kg clean is up 15.5% YOY.
Although volumes offered have been low through October, the total for the 2016/17 season
remains 3% up YOY and clearance rates improved from 2015/16.
Fine merino fleece types all made significant gains through the month and the Northern 17
micron indicator, which reached AUc 1658/kg clean in mid-October, saw its highest level
since May 2012. Wool tested finer than 19.5 micron is down 2.4% YOY compared with a 1%
increase in all wool. This trend is expected to continue due to the improved seasonal conditions.
Crossbred types have appeared to steady from their downward trend, but the Southern 28 and 30
micron indicators remain 11% and 22% below year-ago levels. New Zealand’s fine crossbred
prices have also suffered this season with weaker demand in China and a stronger NZD, seeing a
31% YOY decline.
Should weather allow greater volumes to reach the market in coming weeks, demand will be
tested. Exports to China overall are down 2% YOY for July-August, but volumes of crossbred wool
are down 41% YOY. Mid-micron merino has seen a lift of almost 50% in volumes, representing
37% of total exports to China compared with 24% a year earlier.

What to watch

Wool

•

Trade reports following the Nanjing Wool Conference in China have suggested that
crossbred stocks have been building, and that fashion trend shifts away from the heavier
outerwear fabrics using these types have lead to softened demand.

Low Volumes Support Wool Market
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The Australian Eastern Market Indicator has continued its steady path as volumes offered at auction fall away due to
weather conditions.

China Leads Red Grape Prices Higher
As detailed in Rabobank’s Q4 2016 Wine Quarterly report, some life has returned to Australian wine
grape prices since bottoming out in 2011, in particular for red wine grape varieties sourced from
more premium growing regions.
The growth of the Chinese market has been the key instigator, while the premiumisation trend
observed in other major markets is also a factor, namely in Australia’s domestic market, as well as the
US and Canada. These developments have led to a marked shift in demand for red varietals from
premium temperate climate regions such as the Barossa Valley, McLaren Vale and Coonawarra, as well
as premium cool climate regions such as the Mornington Peninsula and Tasmania, especially relative
to fruit from more commercial warm-inland regions.
On the topic of China, wine imports continue to expand at a strong rate, but the rate of growth is
beginning to moderate, as the initial surge of restocking draws to a close. Still, bottled wine imports
increased by 36.1% in value and 24.1% in volume in the first six months of 2016, with most countries
of origin posting gains. The relative growth in value is especially encouraging following a period in
which lower value wines generally outperformed.
Bulk wine imports into China also continue to expand strongly, but at a reduced rate, rising by 26.7%
in value and 16.8% in volume over the period in question. Chile remains the primary source country
for bulk wine, while Australia and France are playing a greater role in the market this year, in place of
Spain.

What to watch

Wine

•

Brexit. Evidence of price rises for wine supplied to the UK market are already beginning to
emerge as those without forward foreign exchange cover relent to the sustained
depreciation in the British pound. At this stage, wage growth in the UK has held up well,
which is good for consumption. However, the market is hardly buoyant, with growth in
annual still wine clearances again turning negative from May 2016.

Life Returns to Australian Wine Grape Prices
1,600

weighted average price (AUD/t)

1,400

Cool climate RED

1,200
1,000
800
Cool climate WHITE
600
400

Warm climate RED

200
Warm climate WHITE
0

Source: Wine Australia, Rabobank 2016

The recovery in Australia’s wine grape market has been centered on red wine grape varieties sourced from more
premium cool/temperate climate regions, in large part driven by the rebound in Chinese wine imports since 2015.

Little Change to Pricing Dynamics
Demand for fertiliser from primary producers in most major markets around the world
remains weak. Tight farmer margins are encouraging a focus on cost control.
High inventories also exist in some markets, helping to keep a lid on prices. However,
manufacturers continue to cut back output in a bid to prevent a further buildup.
In the urea sector, Chinese authorities are restricting exports, which is leading to a small
tightening in nitrogen markets. This is providing some support to global prices.
The closing months of each year are always a quiet period for local purchases. Supply-anddemand fundamentals point to little upside in current pricing dynamics in the short term.

What to watch

Fertiliser

•

Shifts in currency and freight are likely to be the only risk to local retail prices.

•

Corporate activity continues to heat up across the fertiliser sector. A shake-up of the
corporate sector has the potential to impact the structure of local markets.

Weak End-User Demand Driving Prices
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Global freight rates look like the biggest influence on local retail prices for fertiliser given the subdued nature of global
benchmarks.

Safe as Houses
The Reserve Bank of Australia (RBA) elected to leave the official cash rate on hold at 1.50%
following its meeting on 5 October 2016. On the occasion of his first meeting as RBA
Governor, Philip Lowe’s post-meeting comments didn’t reflect any significant departure
from prevailing views. He reinforced the issues they see in supporting employment growth
and inflation, in large part through accommodative policy and a lower currency, while at the
same time not elevating risks to economic stability posed by the residential property market.
Along that theme, more and more disparate views are surfacing around the outlook for
Australia’s residential property market. Growth in east coast residential property prices have
slowed upon the latest official read in Q2 2016, but two interest rate cuts in the past six
months seem to have restored buyer sentiment, while the market on the west coast
continues to cool. What remains of particular interest, and a bone of contention, is the degree
to which investors in the east coast apartment market are willing and able to settle on their
purchases when this most recent wave of construction is completed in the next two years.
Speaking of gambling, the RBA board is scheduled to next meet on the first Tuesday in
November—Melbourne Cup day—when the forthcoming inflation data for Q3 2016 and the
outlook for US interest rates will be carefully considered before arriving at its decision. The
Australian dollar continues to trade in a USD 0.75-0.78 range as it seeks further direction. Barring
a dramatic collapse in inflation, and so long as the US Federal Reserve looks more likely than
not to raise rates in December, the RBA is expected to remain on hold.

What to watch

FX

•

We forecast AUD/USD easing towards 0.75 on a 12-month view. We still view a US interest
rate hike in December as a likely event. Should chances of this fade in time, further policy
easing by the RBA may eventually be required to reduce investor appetite for the currency.

RBA Treads the Housing Market Tightrope
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Growth in east coast residential property prices appeared to slow to more sustainable levels around mid-year, but
lower interest rates look to be rekindling demand.

Oil Rallies as OPEC Proposes Cuts
The price of Brent crude oil rose 13% in the month to October 18, after OPEC in late September
proposed its first oil production cut in eight years.
While global inventories appear to have risen during the third quarter, and OPEC will not meet to
decide on the details of the cut (including how much each country is expected to reduce by)
until November 30, markets rallied on the expectation that at least some reining in of
production will be achieved.
But the rally should be considered in context. On October 18, the price of Brent crude closed just
above the USD 40-USD 50 trading range, in which it has oscillated for the last seven months. As
such, the market clearly has limited expectations for the impact that the likely cut will achieve.
Wholesale diesel prices also rose. The Sydney average terminal gate diesel price sat at AUD 1.10
on October 18, up around five cents on late September pricing.
The eight-month old rally in freight rates reached a peak in early October, before prices
stabilised somewhat over subsequent weeks. Market commentators suggested that the end of
the rally was caused by weaker-than-expected demand from China for raw material shipping.
Nonetheless, the Baltic Dry Index sat at 894 on October 18th, three times the level it reached
during its March trough.

Oil &
Freight

What to watch
•

OPEC’s 30 November meeting. The market has factored in the recent proposal to reduce supply; so
any failure to execute on that will be negative for pricing.

•

Downside risk to dry bulk freight prices. The BDI usually reaches a seasonal peak in the
October-December period, but may have peaked earlier this year on the back of the vigorous
September rally. Lower freight rates would reduce the comparative advantage of Australian
exporters in South-East Asian markets.

Freight Rate Rally Runs out of Steam
Brent Crude oil price, Sep 2015-Oct 2016
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Agri Price Dashboard
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Agri Price Dashboard
As of 20/10/2016
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