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Commodity Outlook
Grains & Oilseeds

Wheat prices reach fresh lows during the month on overbearing stock levels and lacklustre demand.

Dairy

Murray Goulburn announces first milk price step-up of the season, but from a low base.

Beef

Cattle prices appear to have reached their limit with all classes stabilising through August and September.

Sheepmeat

The recent shortage in supply risks a glut of spring lambs hitting the market and bringing prices back down.

Sugar

Expectations of a sizeable 7.9mt deficit in 2015/16, the first in 5 years, continues to support the ICE#11.

Cotton

With the market tested at USc75/lb, the Rabobank ICE#2 forecast was revised lower in early September.

Wool

With both currency and supply expected to track sideways, wool prices will take their lead from demand.

Wine

Rising demand for more premium wines delivers a strong lift in the value of exports in 2015-16.

Fertiliser

Retail fertiliser prices still attractive for primary producers; with the short-term outlook showing much of the same.

FX

Financial markets shift attention to external factors as Australian GDP growth remains intact in Q2 2016.

Oil

The price of Brent crude oil slipped in September, but remained in its recent USD 40-USD 50 trading range.

Climate

Heavy rain fell across eastern Australia in the first three
weeks of September, in an escalation of the aboveaverage precipitation already evident since June.

Total rainfall month to date, 1-21 Sep 2016

While a shot in the arm for irrigators, the excessive
rainfall has been problematic for agriculture in many
regions. Concerns extend to the waterlogging of crops in
much of the grain belt, foot health and pugging of
pastures for dairy farmers in the south-east, and flooding
in some districts.
The Australian Bureau of Meteorology (BOM) is
forecasting an even chance of above-average rainfall
for the coming three months. This is a downgrade on
expectations for precipitation from the prior month.
The BOM has kept the La Niña status at ‘watch’. While it
now notes that some of the conditions it requires for a
‘watch’ classification are no longer met, its climate
models suggest either a marginal La Niña, or neutral
conditions, for the rest of the year.

Source: BOM, Rabobank 2016

The BOM expects that the negative Indian Ocean Dipole
(IOD), will continue to weaken over spring, and hence
have less influence on rainfall in coming months.

What to watch
•

The risk of further heavy rainfalls. While the BOM generally expects around average rainfall in the coming months, four consecutive months
of above-average rainfall in many regions has left many agricultural producers particularly vulnerable to any unexpectedly heavy precipitation
through spring.

La Niña Status Remains at Watch
Chance of exceeding median rainfall,
September to November 2016

La Niña status at WATCH

Source: BOM, Rabobank 2016

Source: BOM, Rabobank 2016

Grain Prices Remain Burdened
Wheat prices saw fresh lows during the month, as overbearing stock levels and lacklustre
demand continue to weigh on the market. The Chicago Board of Trade (CBOT) wheat price fell
to USc370/bushel at the end of August before recovering to just over USc400/bushel in mid
September. Corn also remains under pressure as the US harvest gets underway, with yields
(although still debated) looking to be sizeable, which will see stocks added to the US pile.
As the global market continues to show its weakness, local prices remain under pressure. The
ASX January 2017 wheat price sits at AUD 236/tonne-down 20% on year ago levels, although
above the low of AUD 225/tonne recorded at the start of September.
Reduced FOB prices for Australian wheat have helped close the gap with competing black sea
origin wheat. At about USD 15/tonne in September, compared with USD 25/tonne just a month
ago, the attractiveness of Australian origin wheat has improved. However, with Russia’s exports
forecast to increase by 7.5mt to 32mt in 2016/17, the export market is expected to remain very
competitive.

Grains &
Oilseeds

What to Watch
•

The price gap for high-protein wheat in global markets remains supported by poor
production out of the EU, and strong yields but disappointing quality out of the US. Local
spreads have started to increase in recent months for Eastern port zones, which along with
the persistent wet weather, will be a factor to watch into the Australian harvest.

Grains Prices Under Pressure
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The Good and Bad of Excess Rainfall
Heavy rainfall across the south-east dairying regions continues to present opportunities and
challenges. Many producers are enjoying the best seasonal conditions in a number of years.
Improving trading conditions continue, with irrigators now having access to cheap water, and
cheaper supplementary feed becoming available. However, flooding and excess rain is causing
short-term pasture management issues in the affected regions. Also, farmgate milk prices for many
southern producers remain below breakeven.
Australian milk production had its worst start to a season in more than a decade as producers
affected by low milk prices cut costs to minimise financial losses. The first month of the new
season (July) saw milk production drop by 10% YOY. It is tracking 8% below the corresponding
period over the past three months.

Murray Goulburn announced a small lift in their southern farmgate milk price. Murray Goulburn
are now paying a weighted average price of AUD 4.46/kgMS after the MSSP repayment, and have
lifted their forecast full-year payment to AUD 4.88/kgMS.

What to watch

Dairy

•

Global markets have continued to stage a steady recovery in recent weeks. The rally is supplyside driven with a sizeable slowdown in milk supply occurring across the dairy export regions.
Markets are watching the fall in production in Oceania across the spring peak.

•

Sales of excess stocks into intervention have ground to a halt in Europe. The focus will now be
on how, and when, the European Commission begins the sell down of the stocks without
disrupting the market recovery.

The Export Supply Engine Has the Brakes On
Global dairy prices, 2012-2016
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Prices Reach Their Limit
Cattle prices have stopped their rapid increase. Most classes remained stable through August
and into September, with the EYCI trading at an average of AUD 7.10/kg over this period.
Most cattle classes generally experience a slight decline in prices through October before rising
again slightly at the end of the year.

Slaughter numbers continue to remain low. Slaughter for the month of July was 33% down
YOY to 157,321 head. Yardings for the first three weeks of September further illustrate the
shortage in numbers and the impact of rain on cattle transport—down 25% YOY.
August export volumes were down 24% YOY to 80,601 tonnes swt, as exports continue to
make up a smaller proportion of total production. Exports accounted for approximately 75% of
total production in 2015, and approximately 68% of total production in the first seven months of
2016. Adding further pressure on exporters, US import prices have trended down below USD
2.00/lb (AUD 5.62/kg) in early September.
Live cattle exports for the first seven months of 2016 are down 25% YOY to 620,982 head.
Volume to Vietnam has dropped substantially over the period in question, down 66% YOY, while
Indonesia on the other hand has seen a smaller decline, down 12% YOY. At the time of writing,
there had not been official announcement of the final trimester quota, however, indications were
that it would be around 150,000 head, bringing the total for the year to 600,000 head.

What to watch
•

Increased turn-off of cattle through spring. With improved seasonal conditions leading to
better opportunities for oat crops and pasture growth, there are expectations that spring may
see an increase in cattle availability and weights. However, the rain may have been too late
for some oat crops, and prospects of higher cattle numbers and weights might be limited.

•

US gaining direct access to the Chinese market. The Chinese premier has indicated that China
may soon approve access for US beef.

Beef

EYCI Hovering at Record Prices
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Eastern Young Cattle Indicator
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Prices Bucking Seasonal Trend
A shortage in supply has caused lamb prices to buck the normal spring decline, with the ESTLI
increasing in the first weeks of September. After dropping to AUD 5.79/kg cwt in late August,
the ESTLI picked up to AUD 6.13/kg cwt on 15 September. While most classes rose, merino
lambs (16-22kg) in particular, jumped 14% between late-August and mid-September.
Rain across much of eastern Australia reduced yardings. This will support prices and reduce
production through September. Nationally, lamb yardings for the first three weeks of September
were down 26% YOY. This was driven by numbers in NSW—down 26%, and Victoria—down 32%.
Lamb slaughter for the month of July was down 13% YOY, and dropped just below the five-year
average. Sheep slaughter for July was down 41% YOY, reflecting the improved seasons, and
reduced culling of sheep. If the sheep slaughter trend continues, total slaughter for 2016 will
come close to that experienced in 2010, 2011 and 2012—years in which total sheep inventory
increased.
Reflecting the decline in production, mutton exports dropped 16% YOY for the month of August
to 7,825 tones swt. Likewise, lamb exports for August fell 9% YOY to 16,001 tonnes swt. Exports to
the Middle East fell 22% YOY in August due to a combination of factors; including the end of
Ramadan and the beginning of holidays, favouring increased travel, plus the Bahrain
government’s decision to remove subsidies on imported Australian sheepmeat. Meanwhile,
exports to the EU increased 8% YOY for the month of August.

What to watch

Sheepmeat

Exports to the Middle East declined in July and August due to the summer holidays falling
outside Ramadan, encouraging people to travel and sheepmeat consumption to fall. It is
expected that volumes will increase again in September. The Middle East is a strong market for
Australia. Permanent contraction in this market would have longer-term impacts on the demand
for Australian sheepmeat exports.

ESTLI Bucking the Seasonal Decline
Eastern States Trade Lamb Indicator

Australian lamb exports to the Middle East
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Sugar Still Looking Sweet
Rabobank has revised its 2016/17 forecast global deficit to 7.2m tonnes. As expectations also
strengthen for the sizeable 7.9mt deficit in 2015/16, the first in five years, fundamentals continue
to support the ICE#11. Futures prices have traded in a USc19-21/lb range for much of the last
quarter, but rallied in mid September to hit USc22/lb—the equivalent of AUD 645/tonne at the
current exchange rate.
There is still much to play out in the 2016/17 production season, however, and the likely
swing factors are to remain Brazil, India and Thailand. Centre-south Brazil is halfway through
harvest, with 355mt of cane crushed to date and a sugar mix of 45.4%, seeing sugar production
up 20% YTD. While a swift end to the season is still a concern, it is not expected to greatly
impact the expected volume of sugar.
While climatic conditions have improved in both India and Thailand, production is still
expected to be constrained due to the earlier dry periods. India is still expected to import sugar
in 2016/17, and Rabobank expects this requirement to be around 2 million tonnes.
The Australian harvest has had smoother progress through August and September, with
fewer weather interruptions, however progress remains about 20% behind year ago levels.
With an expected 36 million tonnes of cane available, mills are already extending crush dates.

What to watch
•

Sugar

Funds hold a sizeable net long position in the futures market – as they have done for the
last quarter. While vulnerability to macro shocks remains, fundamentals remain supportive of
prices and a potential sell-off may be seen as a buy opportunity for market participants.

Sugar Price Makes a Break
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Sugar prices edge over USc22/lb in September

Cotton Still Bouncing
The ICE#2 has traded mostly in the high USc60/lb range this month, before rallying to
USc71/lb at the time of writing. Improved prospects for US and Indian production, and greater
certainty around Chinese supply with the extension of the reserve releases, drove prices back
down below USc70/lb. The recent lift has been attributed to Chinese interest as those extended
auctions come closer to completion.
The USDA US crop expectations for the 2016/17 season have been lifted above 16 million
bales just as harvest kicks off. The ever-so-slightly bearish WASDE report saw production
increased globally by almost 1 million bales. While Indian acreage has been impacted by
competing crops and poor conditions prior to planting, the normal monsoon should improve
yields with production pegged at 26.5m bales.
With the market tested at USc75/lb, the Rabobank ICE#2 forecast was revised lower in early
September to maintain its range of 68-70c/lb through the next 12 months.
Rainfall has persisted across key Australian cotton regions, lifting dam storages and water
allocations significantly. The additional water availability is lifting expectations for the crop size.

What to watch
•

With the US harvest kicking off, developments for the US crop and US export speed
will have market implications. There have been some hurricane events already, and
any future rain impacts will be important to monitor.

•

Australian planting will soon kick off in earnest, and clearer pictures will emerge of
the expected size of the 2016/17 crop.

Cotton

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.

Currency Again in the Wool Mix
Australian wool prices have enjoyed a steady month, with the Eastern Market Indicator
remaining above AUc1,300/kg clean. The weakening of the Australian dollar in mid-September
helped to sustain this run, offsetting a 24c correction in USD terms. The EMI in USD terms,
however, remains up 10% YOY compared with a 6% improvement in AUD prices.
Volumes offered at auction have also been strong through the beginning of the season and
currently sit almost 8% higher YOY. The revised Australian wool production forecast released in
late August suggests wool production will remain unchanged from the 325mkg greasy estimated
in 2015/16. While fleece weights are expected to increase, the number of sheep shorn is expected
to decline to 72 million head.
Finer microns have continued to improve through the last month, with the 17micron
northern indicator up 9% YOY and just 20c shy of last year’s June peak of 1625c/kg clean. While
short of the gains made in the mid micron types, and thus premiums remain tight, this price
level still sits 10% above the 10-year average.
With both currency and supply expected to maintain a sideways trajectory, the outlook for
wool prices will depend on how strongly demand is sustained. Exports to China have seen a 6%
YOY decline in the month of July, which continues the falling trend observed in Chinese imports.
In 2015/16, Australian exports saw a 12% decline in volume to China.

What to watch

Wool

•

The Nanjing Wool Conference will be held in China in September and will provide some
timely updates about mill demand and stock levels. Gauging both these factors will be
important for the market outlook given the broader picture of relatively steady supply and
currency.

Currency Helps Wool Maintain a Steady Path
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The Australian Eastern Market Indicator has paved a steady path so far in 2015/16 around the AUc1,300/kg clean mark.

Strong Rise in 2015-16 Export Value
Australian wine exports increased by 11% in value in the 12 months to June 2016, while export
volumes remained unchanged over the period. Rising demand for higher-priced bottled, red
wines led the way forward, most notably from the Chinese market, but also many other top-tier
and second-tier export markets. The declining share of bulk wine shipments in the export mix also
helped to lift average export values, with bottled wine volumes increasing by 5.3% in volume, while
bulk wine export volumes fell by 2.9% over the period in question.
The combined China/Hong Kong market has firmly established itself as Australian wine’s
number one export market by value, rising by 39% in value to AUD 543.2 million in the 12
months to June 2016. Growth in bottled wine export volumes to the Chinese market was relatively
evenly spread across the different price tiers, but with some stronger growth apparent above AUD
20 per litre. Over the 2015-16 year, growth in Australian bottled wine import volumes into China has
continued to outpace the overall growth in bottled wine imports, while also maintaining the
highest average import prices of any other major country of origin by some margin.
In Australia’s other major export markets, good growth in more premium wine shipments to the US,
UK and Canada also helped to lift the value of Australian wine exports. The growth was
concentrated in the AUD 5.00 to 20.00 per litre FOB price range, providing some encouragement
that Australia’s more premium wine offering is beginning to resonate more with consumers.

What to watch

Wine

•

Northern Hemisphere wine production is looking mixed at this stage. Should it fall on the
light side, global demand for bulk wine is likely to increase further on the back of what has
been a lighter Southern Hemisphere harvest in 2016.

Annual Exports to June Post Strong Rise in Value
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The China/Hong Kong market continues to drive Australian wine export values, while promising growth is also apparent at
more premium price points in Australia’s other major markets.

Local Producers Taking Advantage
of Cheap Fertiliser
Global urea markets remain oversupplied, an attribute of the market for the past two years. Urea
producers continue to make some adjustments to output (planned and forced) in order to
bring a better market balance. However, global fertiliser demand remains fragile in many
markets. Local demand, on the other hand, remains robust despite low commodity prices as
primary producers continue to focus of maximising yields on-farm. There is also an expectation
for robust demand through the summer cropping season.
The world’s largest phosphate importer, India, is carrying high stocks. Inventories are also
higher-than-normal in China, the worlds largest exporter. These forces will weigh on global
phosphate prices for some time.
Global potash markets remains mostly unchanged. Global prices are likely to trade at current
levels in the short-term, given oversupply issues and with major contracts now settled.

What to watch

Fertiliser

•

Freight rates markets are in the spotlight following the collapse of Hanjin. The fallout
could potentially drive up sea freight rates, adding pricing pressure to local end-users.

•

The Australian dollar has remained elevated, preventing an increase in local retail fertiliser
prices.

Fertiliser Prices Remain Low
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Global Urea and DAP prices continue to trade in tight ranges. There has been very little shift in fundamentals, keeping
pressure on prices. A situation unlikely to shift quickly.

Economic Growth Remains Intact
The Reserve Bank of Australia (RBA) elected to leave the official cash rate on hold at 1.50%,
following its meeting on 7 September. That same day, the latest read on Australian GDP was
released, showing that economic activity is holding up relatively well at this stage of the cycle.
Annual growth in Australian GDP accelerated to 3.3% in Q2 2016, albeit measured against a
soft comparison in the same quarter of last year. Household consumption continued to
expand at a moderate yet steady pace, while strong investment in residential development and
rising public sector investment growth helped to limit the ongoing slide in private sector
investment from its mining-sector-led peak. On the external front, growth in exports was helped
by the first lift in the country’s terms of trade in almost three years.
With few surprises in the GDP numbers, the focus of financial markets promptly returned to the
deliberations of the world’s major central banks. As was widely anticipated, the US Federal
Reserve decided to keep rates on hold at its meeting on 21 September, while their associated
commentary indicated that prospects of a December move have improved. At the same time,
the board has adopted a more dovish view of the likely trajectory of interest rates in 2017,
which has subsequently fuelled investor risk appetite.

What to watch

FX

•

We forecast AUD/USD easing towards 0.74 on a 12-month view. December looms as the
likely timing of the next US interest rate hike. Should chances of this fade in time, further policy
easing by the RBA may eventually be required to reduce support for the currency.
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A near-term rally accompanied the latest US Federal Reserve board meeting, and the Australian dollar is expected
to oscillate around the USD 0.75 mark over coming weeks as it awaits further direction.

Oil Prices Soften Marginally
The price of Brent crude oil prices fell about 5% in the month to 21 September, but remained
in the USD 40-USD 50 trading range, in which it has oscillated for the last six months. While a
reduction in US production has kept the price of oil well above its early year lows, a slow global
economy has precluded enough demand growth to really push the price much higher, especially
in the absence of collective action by OPEC to further restrict supply.
Wholesale diesel prices remained largely unchanged on month-ago levels. The Sydney
average terminal gate diesel price sat at AUD1.04, up just one cent on late August pricing.

Freight rates rose to their highest level since October 2015. Market sentiment appears to be
improving, adding to the cyclical benefits of the recent rationalisation of shipping capacity and
some hope that the Chinese economy is improving.

Oil &
Freight

What to watch
•

An informal meeting of OPEC members is scheduled for 26-28 September. Recent history suggests
we should expect little to be achieved at this meeting, but any credible commitment to further
restrict output would clearly exert upward pressure on prices.

•

Upward momentum in dry bulk freight prices. Lower international shipping costs have increased
the competitiveness of Eastern-European grains in Asian markets in recent years. Further increases
in dry bulk freight prices would help ease that pressure on Australian exporters.

Freight Rates Rise to October 2015 Levels
Brent Crude oil price, Sep 2015-Sep 2016

Baltic Dry Index, Sep 2015-Sep 2016
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Agri Price Dashboard
As of 21/09/2016
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Agri Price Dashboard
As of 21/09/2016
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