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Commodity Outlook
Grains & Oilseeds
Dairy

We expect to see wheat basis levels remain under pressure as a large Australian wheat crop struggles to compete
for export business in a highly competitive global market.

Further increases in seasonal determinations are good news for Northern Victoria dairy producers.

Beef

While prices have hit record levels, the general feeling is that levels are unsustainable and should start to decline
as some heavier cattle flow into the market in spring.

Sheepmeat

Prices appear to have started the normal seasonal decline into spring, after not quite reaching record levels, with
the ESTLI down to AUc 5.96/kg cwt on 18 August.

Sugar

The nearby contract has traded between USc 18.8/lb and USc 20.5/lb since July, with market movement driven by
the weather changing and its subsequent impact on Indian production, as well as Brazilian harvest progress.

Cotton

The Rabobank ICE #2 forecast for the quarter is at USc 71/lb, which, combined with a steady Australian dollar and
basis holding near 600 points, should see Australian physical prices stay above the AUD 500/bale mark.

Wool

The Australian wool market has had a mixed start to the 2016/17 season. As trading opened in August after the
three-week recess, the EMI has pulled back marginally below AUc 1,300/kg.

Wine

Fertiliser
FX
Oil

A strong lift in national wine production coincides with higher grape prices for many grape growers.
A bouncy Australian dollar and subtle increases in freight rates will place some upward pressure on new
shipments.
The Australian dollar shrugged off the RBA rate cut in July.
Crude oil has again cracked the USD 50/barrel mark, staging a remarkable recovery in mid-August, after
approaching USD 40/barrel early in the month.

Climate
Total rainfall month-to-date, 1-21 Aug 2016
Southern Australia received beneficial rainfall in August,
even as some cropping areas are reported as being
waterlogged. Areas of southern Western Australia and
Southern Australia also received decent rainfall.
The La Niña status has been kept at ‘Watch’ by the
Australian Bureau of Meteorology (BOM). A weak La Niña still
remains a possibility in 2016. Of more importance has been
the strength of the negative Indian Ocean Dipole (IOD),
which peaked in July and was the strongest negative IOD
recorded in at least 50 years.
Above-average rainfall is forecast for the August-toOctober period. The east coast looks particularly likely to
receive above-average rainfall as we move into spring.

Source: BOM, Rabobank 2016

What to watch
•

The Indian Ocean Dipole (IOD). The BOM is forecasting that the negative IOD, which has driven much of the above-average rainfall in recent
months, will weaken over the coming months, with its influence on our climate starting to wane. Rainfall patterns have responded to the
strongest negative IOD in at least 50 years, with rainfall well above-average for large parts of Australia throughout winter. The longer the IOD
remains negative, the more rainfall we are likely to receive.

La Niña Status Remains at ‘Watch’
Chance of exceeding median rainfall,
Aug-Oct 2016

La Niña status at ‘Watch’

Source: BOM, Rabobank 2016

Source: BOM, Rabobank 2016

Grain Prices under Pressure
Wheat prices fell to fresh ten-year lows in early August, continuing the decline seen in July.
Chicago Board of Trade (CBOT) Wheat fell 17% from early June through to the start of August, to
USc 401/bu, before recovering slightly to USc 427/bu at the time of writing. Large global wheat
stocks have combined with a declining corn price to pressure wheat prices. Although separate
commodities, there is a distinct link between wheat and corn prices, as they compete for
demand in animal feed rations. A large US corn crop has hammered corn prices in recent
months, with the CBOT Corn price currently sitting at USc 334/bu, down 20% from early June.
Weak global wheat prices are being reflected on the domestic market for the Australian
grower. The ASX wheat price sits at AUD 232/tonne at the time of writing, down from roughly
AUD 300/tonne this time last year. Not only have Australian prices tracked global prices lower,
but the gap between Australian and CBOT Wheat prices (basis) has decreased, falling from
AUD 50/tonne in late July, to AUD 30/tonne in late August.
We expect to see wheat basis levels remain under pressure, as a large Australian wheat crop
struggles to compete for export business in a highly competitive global market. Looking to
global markets, the floor price is currently being set by Black Sea milling wheat, at approximately
USD 175/tonne FOB. At current prices, Australian wheat is trading at around USD 200/tonne FOB,
highlighting the competitive pressure faced.
Encouragingly, the outlook for canola looks more upbeat. The global oilseed balance sheet
remains tight, and as a result, canola prices are likely to be supported over the coming months.

Grains &
Oilseeds

What to watch
•

Wheat protein shortages. Rain in certain global production regions at the time of harvest
may open up an opportunity for high-protein milling wheat as the season progresses.
Soggy harvests in parts of the EU (France, in particular) and China, along with a slightly
lower-than-average protein content of US Hard Red Winter Wheat (HRW), mean that highprotein wheat may be in shorter supply globally in 2016/17.

Grain Prices under Pressure
Global G&O prices , Aug 2012-Aug 2016
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The Price Recovery Has Some
Momentum
Dairy commodity prices have seen further strengthening into August. The current price rally is
supported by import buyers without stock anticipating the bottom of the market. Rabobank still
expects the global market recovery to continue into 1H 2017. The strength of the rally will
depend on the seasonal flush in New Zealand and Australia, along with Chinese import demand.
Seasonal conditions have improved in Australia. Good rainfall in July and early August will bring
some relief to dairy producers and support a lower cost of production (despite short-term
challenges)—but many producers are still facing milk prices below breakeven.
There have been further increases in 2016/17 seasonal determinations in all systems in
Northern Victoria. This is positive news, and producers will be hoping that inflows continue and
allocations reach 100% early in the season.
The Australian dollar continues to annoy dairy exporters. Despite cuts in the RBA interest rates
and economic headwinds, the Australian dollar is trading above USD 0.76—higher than at the
start of the milk season.

What to watch

Dairy

•

Domestic milk supply in China is being negatively impacted by hot and dry weather. This
could see production contract further and trigger greater-than-expected import volumes in the
closing months of 2016.

•

More government support has been called for in the Northern Hemisphere. This time, US lobby
groups have called for the government to buy and distribute excess cheese to the needy, in
efforts to boost milk prices.

The Export Supply Engine Has the Brakes on
Global dairy prices, Aug 2012-Aug 2016
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Prices Set New Records
Cattle prices continued to climb through July, surprising many with the extent of the rise.
General feelings now, however, are that levels are unsustainable and should start to decline as
some heavier cattle flows into the market in spring. The EYCI broke through AUD 7/kg cwt in
early August and reached AUD 7.20/kg cwt on 18 August. These prices have been supported by
feedlot and producer buying activity with processors—facing lower global prices and a
competitive retail environment—being reluctant buyers. Processor share of EYCI cattle
purchases dropped from the normal 30% to less than 20% of the market for all of 2016.
As a product of both a shortage in cattle and high prices, slaughter remains low, with June
figures (618,000 head) recording the biggest year-on-year decline in 2016, dropping 23% YOY.
An indication that this is not truly restocking, but rather cattle trading, is seen in the female
proportion of the slaughter. Nationally, the female component of the slaughter has been
increasing since February, reaching 51% in June, driven by increases in Queensland and Victoria.
July export volumes experienced the second-largest year-on-year decline for 2016, down 34%
YOY, to 80,767 tonnes swt. Not only is it a large drop year-on-year, but it also is a large drop on the
five-year average, down 21% for the month of July. While exports to all markets are down, the US
and China continue to experience the largest falls, down 58% and 45% YOY, respectively, for the
month of July.
The number of cattle on feed continues to remain high, at 956,928 head for Q2, according to
recently released feedlot data—17% higher than the five-year average for Q2. Cattle marketing
from feedlots are also high, at 702,514 head for Q2, 8% higher than the five-year average for Q2,
indicating continued turnover of cattle on feed.

What to watch

Beef

Returns from cattle purchased at current prices. Many producers are purchasing cattle to utilise
pasture and fodder crops after autumn and winter rain. The challenge will be to get the timing right.
Adding 100kg liveweight could take 100 days or more, meaning cattle purchased today might have a
sale date from November onwards. Average cattle prices tend to decline through spring and into
summer (apart from a small rise in December, when markets close). Furthermore, there is the
potential of some processors shutting early for Christmas, removing some demand from the market.

EYCI Hovering at Record Prices
Composition of buyers in EYCI market, Jan 2012Jul 2016
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Prices Start the Seasonal Decline
Prices appear to have started the normal seasonal decline into spring, after not quite reaching
record levels, with the ESTLI down to AUc 5.96/kg cwt on 18 August. Prices drop by about 15%
to 20% from the high point in winter to the lower spring prices, suggesting prices for spring
2016 in the order of AUD 5.00/kg to AUD 5.50/kg: about 16% higher than the five-year average.
Improved seasonal conditions have had a marked effect on sheep slaughter, dropping 23%
YOY for the month of June, to just 353,300 head, the lowest number since mid-2012. Lamb
slaughter, on the other hand, continues to remain strong, with 1.75m head slaughtered in June,
equivalent to 2015 numbers. However, preliminary figures for July and August suggest volumes
will drop.

Lamb exports for July reflect the suggested decline in slaughter, with volumes down 19% YOY
for July, to 13,967 tonnes swt. China experienced the largest reduction, down 48% from June
export volumes, and the Middle East also saw a large reduction, dropping 38% between June and
July. Reflecting the reduced number of sheep being slaughtered, mutton exports dropped 39%
from June volumes, to 5,314 tonnes swt for July. Similar to lamb exports, the Chinese and Middle
Eastern market saw the largest declines.

What to watch

Sheepmeat

•

New Zealand falling sheep production. New Zealand’s expected decline in lamb production
looks like it will be larger than industry forecasts. Total lamb slaughter between October and
mid-July is down 4.7%, or around 900,000 fewer lambs, to 18.3m head. Total sheep numbers
as at the end of June 2016 are estimated to have declined 3% YOY, to 28.25m: the lowest
level ever.

ESTLI Starting the Seasonal Decline
Eastern States Trade Lamb Indicator, Jan
2014-Aug 2016

Australian lamb exports, Jan 2014-Jul 2016
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Sugar Still Riding High
The ICE #11 has remained relatively well-supported through the last month by both
fundamentals and fund factors. The nearby contract has traded between USc 18.8/lb and
USc 20.5/lb since July, with market movement driven by the weather changing and its
subsequent impact on Indian production, as well as Brazilian harvest progress. With the
Australian dollar strengthening to over USc 77 through the month, the mostly buoyant #11 has
helped hold AUD/tonne prices to above AUD 550/tonne.
The Australian sugar harvest is almost 4m tonnes behind last year’s crush as at mid-August,
with CCS also lagging. Poor weather and some stoppages have seen slow progress for the
Herbert, Burdekin, Central and Southern regions. Northern Queensland is in line with last year,
although CCS hasn’t kept pace. NSW—looking to harvest another bumper crop of in excess of
2m tonnes of cane—is also ahead of last year’s progress and has improved to-date CCS.
The Brazilian harvest continues and remains influential for prices and outlook, with 16.91m
tonnes of sugar produced so far: up 26% YOY. Sugar production has lifted, as perfect dry
harvest weather has seen smooth progress through the second half of July. Questions are
rising as to whether these dry conditions will impact yield towards the end of the season and
see an abrupt end to the crush. But despite Brazil’s progress, the consensus for a second
consecutive deficit in 2016/17 is growing, which is likely to continue to support prices near
current levels through the next 12 months.

What to watch

Sugar

•

Fund activity. The net long position remains a risk for some volatility in the market, should
the position be unwound quickly.

•

Indian monsoon progress and production levels. The likelihood of India importing sugar in
2016/17 is increasing on the back of low production. However, the monsoon is improving,
and the outlook for increased production may improve into 2017/18.

Sugar Market Holding up, Supported by
Expected Consecutive Deficits
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Cotton Leaps into a New Range
The cotton market has had a volatile month, with the ICE #2 reaching a high of
USc 76/lb before closing at USc 68/lb in mid-August. The rapid price movements since
the price jump following the WASDE release in July have been fuelled by evolving crop
conditions in the US, extended China reserve auctions and speculator activity in the
market.
Timely rain in west Texas reduced the concern of crop stress in the region, which had
been a factor in the bullish market through late July and early August. This rain—in
addition to more forecast—is lifting expectations of US production, which the USDA
placed at 15.9m bales in the August WASDE.
Auctions of state reserve cotton in China will be continued into September. After
much speculation, this has been confirmed by the China NDRC, providing some
confidence to Chinese mills of access to more cotton.
The Rabobank ICE #2 forecast for the quarter is at USc 71/lb, which—combined with
a steady Australian dollar in mid-USc 70 levels and basis holding near 600 points—
should see physical prices stay above the AUD 500/bale mark through the next month.

What to watch

Cotton

•
•

Crop progress in the US will remain critical to the price movements in the
ICE #2 in the coming months.
Dam storages and allocation adjustments over the next couple of
months will determine just how much cotton is planted in Australia this
spring, with expectations rising toward 3m bales for 2017.

The Rise and Fall of the ICE #2
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The ICE #2 remains vulnerable to weather updates, particularly as the US crop progresses.
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Wool Starts Slowly in 2016/17
The Australian wool market has had a mixed start to the 2016/17 season. As trading opened
in August after the three-week recess, the EMI pulled back marginally below AUc 1,300/kg. With
the strengthened Australian dollar, the EMI in USD terms has been gaining ground, however,
and sits 8% up YOY and over the USc 1,000/kg mark.
The first week back selling saw the highest bale offering since January 2016, and—at over
52,000 bales—represented the largest volume in the first sale post-recess since 2011/12. These
volumes are a little surprising, given the difficulties with winter rainfall interrupting shearing and a
reduction in the bales tested for the month of July, down 10% YOY.
Final export data for 2015/16 has been released, with a 10.7% decline in volumes shipped and
a 1.3% lift in value. China—although taking 12% less wool over the year—maintained market
share of more than 75%. Australia’s second-largest market India (7.4%) saw an increase of 3% in
volume—the only increase across the top 5 export markets.
Fine wool has enjoyed a couple of good weeks at auction, with reports of premiums for spinner
style wools, in particular. Premiums to mid-micron are still expected to remain under pressure,
however, with mid-micron wool—although retreating marginally in mid-August—remaining
near their highs due to the constrained supply. Merino cardings continue to track near
AUc 1,050/kg, within the range they have traded through the last 15 months.

What to watch

Wool

•

Buying activity of specific types in demand may spike, with reports from processors that
stocks are low, which will see orders become somewhat urgent.

Wool Dips after the Recess, before Steadying
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The Australian EMI—although dampened by a large offering first week back from the recess—has steadied in mid-August.

Growers Toast the 2016 Harvest
The official estimate of the 2016 Australian wine grape harvest has been released, pinning the
size of this year’s harvest at 1,807 thousand tonnes, up 6.1% on the prior year. Not only is this a
significant year-on-year rise, but it is also the largest crop since 2008, with vintages in recent years all
moving in a relatively narrow range of 1,600 thousand tonnes to 1,750 thousand tonnes.
The 2016 harvest was remarkable in a number of other ways. With high-volume warm-inland
regions (+0.6% YOY) only barely increasing production, cool and temperate climate regions drove
the vast majority of growth, many experiencing rises in the order of 20% to 40% YOY. In terms of
product mix, the lift in production of red wine varieties (+9.8%) was significantly higher than that of
white wine varieties (+2.5%). This is a welcome result, as it is Australia’s more premium red wines, in
particular, that are faring better in both the domestic and overseas markets.
Average wine grape prices across the country also increased, rising by 14%, to AUD 526/tonne.
This result needs to be taken into context, however, considering the shift in production mix
experienced this harvest. A higher proportion of fruit from cool and temperate regions will naturally
give this figure a boost. It was, in fact, grapes purchased from warm-inland regions (+8.3%, to
AUD 313/tonne) that registered the greatest price gains, while grapes purchased from cool and
temperate climate regions (+4.2%, to AUD 1,196/tonne) showed more moderate gains.
Cool/temperate climate grape prices have now recovered (in nominal terms, mind you), to just
below their level reached when the industry’s oversupply hit back in 2004.

What to watch

Wine

•

Southern Hemisphere wine production is expected to fall in 2016 despite a significantly
larger crop in Australia, and also in New Zealand. In South America, both Chile and Argentina
have experienced significant declines in wine production to the order of 20% to 30%, while
wine production in South Africa is estimated to have fallen by roughly 7%—its second
successive smaller crop.

Growers Toast the 2016 Harvest
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Favourable growing conditions have seen Australian wine production break out of its narrow range of recent years.
Fortunately for most grape growers, good crops have also coincided with higher grape prices.

Well-Balanced Global Markets
There has been a short-term rally in global urea pricing over the past month. The driving
forces are opportunities for buying, combined with cuts in production in some regions—all
providing some tension.
Global phosphate prices remain subdued, and with Chinese producers carrying higher-thannormal stocks after a poor local season, there appears to be limited risk of a price spike.
Trading activity in global potash markets remains subdued. International buyers are in no
hurry to secure supplies, preferring to focus on running low inventories. Producers are starting to
curb output in a bid to help bring a rebalance.

What to watch

Fertiliser

•

Short-term movements in USD/AUD exchange continue to be the key market prices for
end-users.

•

Global freight rates are showing some signs of life. This may put some pressure on landed
prices locally.

Fertiliser Prices Bouncing along at Bottom
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Global urea and DAP prices continue to trade in tight ranges. There has been very little shifting in fundamentals, keeping
pressure on prices. This situation is unlikely to change anytime soon.

Low Inflation Spurs RBA into Action
The Reserve Bank of Australia (RBA) elected to cut the official cash rate to 1.50%, following its
meeting on 3 August. This, the second 25bps cut in four months, was squarely targeted at the
Australian dollar, but as yet has failed to have the desired effect. The Australian dollar moved
higher following the announcement, buoyed by the rally in key export commodity prices and the
persistent hunt for yield by global investors.
The latest read on consumer price inflation paved the way for the rate cut, with figures for the
June 2016 quarter underlining the lack of any significant price pressures in the economy at
present. Annual growth in consumer prices eased further, with both headline (+1.0% YOY) and
underlying (+1.6% YOY) measures now well below the RBA’s target 2% to 3% range. Not only are
prices of tradeable goods and services flat (i.e. products whose prices are largely determined by
global factors), but growth in prices of non-tradeable goods and services (i.e. products whose
prices are largely determined by domestic factors) have also declined markedly.
The lack of any significant domestic price pressures cannot come as a surprise. The relatively
steady unemployment rate, at 5.7% for July, belies the fact that full-time employment growth has all
but collapsed, with an uptick in part-time job creation and slowing labour force growth helping to
keep the unemployment rate in check. Accordingly, significant spare capacity is present in the
labour force, reflected in the lowest level of wage price growth in two decades.

What to watch

FX

•

We forecast AUD/USD falling towards 0.70 on a 12-month view. Renewed support for the
Australian dollar is expected to fade in time, on the condition that the US Federal Reserve hikes
rates again around the end of the year—and we still view December as a real possibility. This,
combined with further policy easing by the RBA, should eventually help to reduce investor
appetite for the currency.
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The Australian dollar shrugged off the RBA interest rate cut in July, gaining ground on the back of strong investor
appetite and the recent price rally in key export commodities—led by iron ore.

Trade Weighted Index

AUD / USD

Low Inflation Spurs RBA into Action

Oil Back above USD 50/Barrel
Crude oil has again cracked the USD 50/barrel mark, staging a remarkable recovery in midAugust, after approaching the USD 40/barrel mark early in the month. Driving the surge in oil
prices has been news that the Organization of the Petroleum Exporting Countries (OPEC) is
discussing a potential production freeze. If the outcome of talks is a production freeze, oil prices
are likely to edge higher. Regardless of the outcomes of the talk, OPEC has been successful in
‘jawboning’ the oil market higher in recent weeks.
Diesel prices dipped in August, tracking crude oil prices lower, before finishing almost level
when compared month-on-month. The Sydney average terminal gate diesel price sits at
AUD 1.03/litre at the time of writing, down from AUD 1.04/litre at the end of July. The terminal
gate fuel price is the price at which fuel is sold to wholesale customers from seaboard import
terminals.
Freight rates steadied in August, as minimal global economic news and solid demand for
commodities saw minimal movement in rates. The BDI currently sits at 683, below its 2015
average of 718, but well above the low of 290 reached in February 2016.

Oil &
Freight

What to watch
•

OPEC production freeze. OPEC is currently discussing potential production freezes, which,
if enacted, could see the price of oil climb significantly.

•

The strength of the Australian dollar. The outlook for interest rates continues to
impact the Australian dollar—and consequently diesel prices.

Steady as She Goes for Freight Rates
Brent Crude oil price, Aug 2015-Aug 2016

Baltic Dry Index, Aug 2015-Aug 2016
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Agri Price Dashboard
As of 18 August 2016
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