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Commodity Outlook
Grains & Oilseeds

We revise down our global wheat price forecast, and Australian prices for 2017/18 will rely on local basis as the
AUD/USD stays high.

Dairy

Murray Goulburn confirms its AUD 5.20/kgMS payout for current season – but further step-ups now unlikely.

Beef

Prices are expected to fall a little further, but are now entering a range that should be more acceptable for all.

Sheepmeat

While lamb prices are expected to follow the normal seasonal decline into spring, the current strong prices
suggest prices will be higher than the five-year average.

Sugar

Sugar price moving below ethanol parity in Brazil to help support ICE#11 prices.

Cotton

Market to remain volatile as the US storm season drives production risks for US cotton.

Wool

Price downside risks growing as large wool auction offerings keep testing demand for Australian wool.

Wine

Hot EU summer will bring further depletion of global wine inventory.

Horticulture

Australian orange growers are expecting the fifth consecutive year of growth in export value.

Fertiliser

Urea, phosphate and potash prospects all looking to remain favourable for 2018 purchases.

FX

Prepare for recurrent periods of flight to ‘safe haven currencies’, as the Korean situation ebbs and flows.

Oil

The oil market has absorbed recent political and environmental disruptions, showing signs of growing stability.

Widespread August Rains Very Timely
Australian rain deciles, August 2017
August bought some welcome rains to much of Australia’s
productive regions, including Western Australia. However, parts of
Northern NSW, Southern and Central QLD missed out.
Wetter conditions in the west have considerably improved the
production outlook in cropping regions, while rains in parts of SA and
VIC consolidated what is already a good season. Spring rains are now
the final hurdle heading into harvest.
The El Niño–Southern Oscillation (ENSO) and the Indian Ocean Dipole
(IOD) are neutral, resulting in neither a widespread drier nor wetter
outlook. The three-month outlook is for an even chance of
exceeding median rainfall across most of the country, with a greater
chance in parts of eastern VIC and southern QLD, and a drier outlook for
Western Australia.

Source: BOM, Rabobank 2017

The Bureau of Meteorology are forecasting both ENSO and IOD to
remain neutral until at least May.

What to watch
•

Icing on the cake (for some) – Finishing rains and frost avoidance are the key factors to watch for crop growers moving into spring.

BOM Forecast ENSO and IOD To
Remain Neutral
Chance of exceeding median rainfall,
September to November 2017

ENSO, IOD are both neutral

Source: BOM, Rabobank 2017

Source: BOM, Rabobank 2017

CBOT Reaches New Lows in 2017
Global wheat markets continued to slide during August, with the CBOT falling 11 percent MOM
and finishing at 406 USc/bu. Solid harvest progress across key production areas and a + 7% YOY
USDA revision for Russian wheat crop prosects have helped CBOT back down, and then below,
pre-July rally prices.
On the back of improved prospects for the Russian and US crops, Rabobank’s CBOT price
forecast for 2017/18 has been revised down. Our expectation for some support for price remains,
but into the range 460 – 480 USc/bu, down from the previous forecast of CBOT pricing above 500
US/bu for the coming 12 months.
US spring wheat crop quality concerns have been tempered somewhat as that harvest has
proceeded, prompting a price fall of 15% percent MOM to 612 USc/bu of the MGE. The
CBOT/MGE spread has contracted but remains higher than the three years prior to mid June 2017,
with the fundamentals suggesting the spread will maintain value.
Despite forecast support for Australian grain prices from a weakening Australian dollar over 2017, the
AUD/USD has strengthened, and lower local supply, plus solid domestic demand is delivering
needed local price support.
Dry weather during August in southern QLD and central & northern NSW weakened production
prospects for this harvest, strengthening the wheat price basis at Brisbane (up 11 percent MOM)
and at Newcastle (up 9 percent MOM). A weakening basis at Geelong (23% fall MOM) and Adelaide
(28% fall MOM) reflects the positive season in those areas. Victorian harvest prospects in particular remain
very strong. After a very slow start, welcome rains in WA are improving the outlook—basis fell at
Kwinana 6% MOM.

Grains &
Oilseeds

What to Watch
•

Bring on a wet, balmy spring – Rainfall during grain fill is arguably more important than any
other time of the year. Growers are also closely watching forecast minimum temperatures,
following some considerable losses to frost over previous seasons.

•

Canadian canola harvest prospects – Statistics Canada announced an estimated 7% YOY fall
in Canadian canola production this season.

Strengthening Local Basis Key For
Australian Wheat
Australian Wheat Futures and CBOT
Sept ‘16 - Sept ‘17
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A Well-Balanced Global Market
Limited movement in dairy commodity prices through August reflects a well-balanced global
market. Butter remains firmly in vogue, underpinning record-high Oceania prices. Conversely,
SMP continues to bounce around at the lowly USD 2,000/tonne mark. Rabobank anticipates the
spread in pricing between proteins and fats to continue across the remainder of 2017.
Milk production across the world’s export engine continues to build momentum. The dairying
season is off to a strong start in New Zealand, but with some concern about excessive moisture.
June production in the EU was up 1.5%, while US milk producers continue to expand production.
Vigorous import purchasing from Chinese buyers in the past month has been enough to keep
markets in balance. Rabobank expects Chinese dairy imports to continue to increase over the
coming months as seasonal purchasing begins for delivery of product in early 2018—following a
lower tariff rate and an uplift from buyers looking to replenish their inventory pipelines.
The Murray Goulburn Board has agreed to deviate from the Profit Sharing Mechanism in order to
pay a weighted average farmgate milk price of AUD 5.20/kgMS in the current season (by
providing up to AUD 100m in debt funding).
There was positive news for Northern Victoria irrigation farmers, with the Resource Manager
announcing that seasonal determinations had increased in all systems. In contrast, many
Gippsland farmers are needing to mitigate against low soil moisture levels.

What to watch

Dairy

•

The Australian dollar remains a headwind for dairy export returns. While Rabobank expects
the currency to drift lower in the approaching 12-month period, it is expected to remain at
prevailing elevated levels during the critical spring ‘selling season’.

•

More skim milk powder has entered intervention recently. Although the programme draws
to a close at the end of September 2017, the EU Commission still has the task of liquidating
the rapidly aging SMP stocks in the coming months.

The Global Butter Shortage Continues
Global dairy prices, 2013-2017
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Prices Approach a Sustainable Range
After falling for 18 weeks, the EYCI lifted to AUD 5.53/kg cwt on 31 August, just in time to make good
on our forecast in the last monthly. The lift in prices was generally associated with younger cattle in
saleyards while over the hook and feeder prices tended to remain flat. Rainfall in south-eastern areas
would have stimulated some producer demand, although the lift in prices was evident across the
whole eastern seaboard. Prices are still expected to fall a little further. However, they are now
entering a range that should be more acceptable for all parties in the chain.
Slaughter numbers continue their year-on-year improvement, up 16% for the month of July, at
633,000 head. Reflecting the high carcass weights and increased cattle on feed, production levels are
up 20% year-on-year for the month of July, at 189,064 tonnes cwt.
Exports are also showing year-on-year growth with the month of August up 22% on 2016. August was
also the first time in 15 months that the monthly exports exceeded the five-year average for the month.
The US performed strongly, with a 51% increase year-on-year, despite the US 90CL import price
dropping 12% from early July. Japan also saw year-on-year growth of 23%.
June quarter cattle-on-feed numbers increased again to set a new record at 1.09 million head of cattle
on feed. Feedlot capacity is also growing with an additional 50,000 head capacity being brought online
in the last 12 months.

What to watch

Beef

•

US import prices have fallen 15% in Australian dollar terms and 12% in US dollar terms since
the year high in mid July. This is contrary to the five-year average where import prices
generally tend to increase through July and August and then remain relatively steady for the
remainder of the year. With higher production and more cows in the US beef system, the
imported 90CL prices may not show much recovery through the remainder of the year.

Declining Prices Take a Breather while
Cattle-on-Feed Continues to Increase
Eastern Young Cattle Indicator

Cattle-on-feed continues to break records
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Prices Remaining Stronger than
Five-Year Average
The ESTLI has jumped 6% since mid August, reaching AUD 6.33/kg cwt on 31 August. While a
similar jump was experienced in September last year, that was driven by wet weather and
reduced availability of lambs. This year, weekly slaughter numbers are higher and more
consistent. While prices are expected to follow their normal seasonal decline through the
month of September, current levels suggest they will remain higher than the five-year average
through this period.
July sheep and lamb slaughter numbers both showed year-on-year improvement with both now
tracking just below the five-year average. Sheep slaughter for July was up 59% year-on-year at
480,000 head and lamb slaughter was up 9% at 1.6 million head. Production volumes are also up
16% and 69% for sheep and lamb respectively.
August exports of lamb recorded their highest level on record, increasing 27% year-on-year to
20,280 tonnes swt. Exports to the Middle East were up 20%, the US was up 31% and exports to
China were up 70% year-on-year for the month of August. Mutton exports, on the other hand, did
not set a record but did rise above the five-year average, increasing 51% year-on-year with strong
growth to the Middle East, up 29%, the US, up 200%, and China, up 100%.

What to watch

Sheepmeat

•

Indicative numbers for August show lamb slaughter will be up 11% year-on-year. The impact
of lower sheep slaughter over the previous 12 months and how this impacts lamb production
will become clearer as the new season lambs come on to the market. MLA are forecasting
2017 lamb production to be 3% down on 2016. So far year-to-date (July) lamb production is
down 1% on 2016.

Lamb Prices Lift and Exports Perform Strongly
Eastern States Trade Lamb Indicator

Australian lamb exports for the month of August
set a new record
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Sugar Crush Speeding Along
International prices were volatile during August, with the price again dipping below US 13c/lb. In
Australian dollar terms the ICE#11 averaged AUD 380/tonne of raw sugar, compared with just shy
of AUD 400/tonne in July. Exceptional harvest pace in Brazil and a seasonally high sugar mix have
contributed to the pressure on the nearby futures price.
Rabobank’s ICE#11 forecast is for prices to improve, however, lifting to USc15/lb by Q1 2018. At
the current AUD/USD exchange rate of 79c this progression would see the price between AUD
390-AUD 410 through to the second half of 2017. Two key supportive factors for the market
include the sugar price now sitting below ethanol parity in Brazil and the record net short position
of the funds.
Brazil’s harvest has had a very strong start for sugar production with high ATR and relative
strength of sugar prices helping the sugar mix to 48.7% compared with 45.4% this time last year
and 41.6% in 2014/15. The recently announced 20% import tax on ethanol should support
ethanol prices moving forward and incentivise mills to increase the ethanol share of production.
The Australian crush toward 34m tonnes of cane is almost halfway complete, compared with just
over a third at the end of August 2016. Another month of mostly clear weather has kept the
harvest pace going and CCS year-to-date has also improved on last year’s progress.

What to watch

Sugar

•
•

The BRL/USD exchange rate will be critical to keep an eye on, with further weakening
having the potential to lift the sugar price in local terms.
As mentioned the implementation of a two-tier tariff system for ethanol imports into
Brazil at the end of last month has provided some positive news for the sugar market. For
more detail on this, please see this update from our Global Sugar Strategist Andy Duff
here.

Sugar Prices Steady
ICE#11 sugar contract price, 2016-2017
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Hurricane Season Takes Spotlight
As the USDA released a surprise lift in forecast US production in mid August, the cotton market
retreated 6% to a month low of US67c/lb. Since that decline, the US storm season has helped to
drive the nearby ICE#2 to USc 75/lb at the time of writing—a gain of 12% in three weeks.
The full impact of hurricane Harvey on total US cotton production is still being assessed. Rabobank
has estimated losses to the US balance sheet in the vicinity of 500,000 bales. However, the full extent
of the damage will also depend on weather conditions through the next few weeks. As the damages
are counted in full, the ongoing threat of storm activity continues to build production risk in the US.
With this being an evolving situation, market sensitivity and volatility driven by weather and crop
developments in the US at this crucial time in the crop cycle is likely to continue.
Beyond the immediate market volatility however, the resulting impact of these weather events on
the quality of the US crop will be important to watch for the local market in Australia. Any substantial
reduction in global supply of high-quality cotton in 2017/18 would be a supporting factor for
Australian basis in 2018.
China’s destocking policy has driven an estimated 17% reduction of Chinese ending stocks in
2016/17 and the reserve auctions have been extended into September. While the pace of stock
erosion has been strong, an increase of 8.4m bales YOY in Indian, Chinese, US, and Pakistani output is
anticipated to almost entirely offset China’s stock decline and maintain global stocks at around 90m
bales in 2017/18.

What to watch

Cotton

•

The right balance of rainfall and sunshine for Australia’s cotton growing regions will be critical
over the next month as planting gets underway in earnest. Currently, Rabobank expects the
2018 crop to be approximately 4 million bales. However, the next month will be critical in
seeing enough planted acres to realise this crop potential.

Cotton Market Paving a Volatile Path
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While weather risk is currently driving volatility in the cotton market, Rabobank’s forecast is maintained for prices to soften in
early 2018.

Record Month for Wool
The Australian Eastern Market Indicator reached its highest level on record in August as the stronger
Australian dollar and large offerings failed to dampen demand. The market softened in late August,
closing at AU1558c/kg with all types broader than 18micron seeing price declines. Superfine types
continued their march forward, however, with indicators more than 40% up on last year.
The Australian Wool Production Forecast Committee released its August estimate for production in
2017/18 to remain virtually unchanged YOY, in line with their April expectations. Western Australia
which had seen a 9% increase in production in 2016/17 is forecast to retreat by 5%, offset by small
gains in NSW, VIC, and TAS.
The record month was not limited to the merino wool offered, with crossbred prices for 28 micron
and above lifting more than 10% since the beginning of August. This lift saw 30 and 32 micron
indicators reach their highest levels in almost 12 months.
The sustained high prices have enticed strong volumes of wool to auction and so far this season
an additional 11.7% bales have been offered. With another few weeks of strong offerings
compared to last year forecast by AWEX, demand will continue to be tested. While so far the extra
wool has been met with eager buyers, there is increasing near term downside risk with the
continued increase in volume anticipated.

What to watch

Wool

•

The spring weather outlook will be critical for helping to shape the micron profile of the
Australian clip this season. The reduced supply of fine wool was one factor driving the
increased prices for superfine wool and any corrections due to poorer seasonal conditions may
see this swing reversed.

EMI marches higher
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The Australian Eastern Market Indicator reached a record high, breaking A1,600c/kg clean during the last month.

Hot EU Summer Will Bring Further
Inventory Evaporation
The impact of adverse weather conditions (particularly the extreme heat of this past summer) on EU
vineyards is becoming clearer as harvest gets underway. Both France and Italy are flagging this as the
worst harvest in many decades, with dramatically reduced wine grape yields. Spanish production is also
likely to contract.
This will generate a significant decline in total global wine production in 2017. France, Italy, and
Spain together account for around 60% of global production, and there is insufficient growth
elsewhere in the world to come close to offsetting their falls.
Already light global wine inventories will further contract as a result. Based on early indications of
the EU harvest, Rabobank estimates that global inventories could end 2017 as much as 12% below
prior year levels.
We expect a further tightening of the wine market to manifest itself in several ways:
• Global bulk wine prices will likely see some upward pressure moving into 2018, as markets look to
fill the gap;
• While margins will be under pressure, for some wine companies (particularly in Europe), the tight
grape market could create some limited opportunities for improved wine pricing; and
• The tight supply situation will also likely be favourable from a brand-building perspective, as there
will be little incentive to undercut competitors on pricing..

What to watch

Wine

•

In many regions of the world, wine companies using third-party sourcing (i.e. asset light
models) will see increased pressure on COGS from rising grape/bulk wine prices.

•

Amid a tightening market, Australia is in the enviable position of having an increase in
production this year, as well as improving international demand (mainly from China).

Global Wine Inventories Set to Fall
Sharply in 2017
Global wine market balance, 2007 to 2017e
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Orange Exports Creating Juicy Profits
Amid the peak harvest period, Australian orange growers are expecting the fifth consecutive year
of growth in the fruit’s export value. Australian oranges are in favour this season following a bacterial
disease in the South American crop, reduced tariffs into Asia, and new Japanese research showing
citrus consumption to reduce the risk of dementia by almost one quarter.
New markets have also provided opportunities, with India and Bangladesh renewing buying after
two years of inactivity, and Canada and the Philippines seeking Australian oranges for the first time.
With Australia’s orange production set to decrease 18% YOY in 2017/18, supply shortcomings should
see the price rise here to stay.
The good fortune of growers is causing ongoing challenges for Australian juicing companies. High
export prices have seen even low-grade fruit diverted overseas, leaving some juicers reliant on
imported oranges.
Historical disparity between eating and juicing varieties has seen Australia’s production trends
change. The value of exported navel oranges increased from AUD 0.96/kg in 2011/12 to AUD 1.30/kg
in 2015/16, while the valencia market was more modest, increasing from AUD 0.74/kg to AUD 0.99/kg
over the same period. Historical unprofitability in valencias, and decreased global consumption of
orange juice, has seen some orchards change to navels or to another variety of citrus altogether.
As the area planted to valencias declines in Australia, juice from imported oranges may be a more
regular occurrence on our supermarket shelves.

What to watch

Horticulture

•

Fruit and vegetables are in oversupply owing to an unseasonably warm winter in Queensland
and a shortened planting window following Cyclone Debbie. While plunging retail prices are
encouraging consumption, the price depression has narrowed farm margins to the extent that
some growers are ploughing in crops. The excess stock may cause further issues for growers
trying to offload produce through the upcoming peak season.

Australian Oranges Increasingly
Heading Overseas
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Australian orange growers are turning to navel production to take advantage of premiums in the export market. Exported
navel oranges have increased in value from AUD 0.96/kg in 2011/12 to AUD 1.30/kg in 2015/16.

Price Lows Set To Continue
The global urea market may have awoken from its six-month slumber, with urea ex Middle East
rising 12% in the month prior to 5 September, finishing at 226 USD/tonne, its highest point
since Mid-March. We expect the small uptick in prices to be short lived, with rising supply from
the Middle East and North Africa, and limited demand in Asia, South America, and Canada,
following large procurement in 1H 2017.
Global phosphate prices continued a six-month price decline during August, falling slightly,
with DAP ex US Gulf at 337 USD/tonne in early September. Tightening demand may support
pricing out of some ports in Q3, however, new supply from Saudi Arabia, and increased exports
from Russia and India will strengthen the ceiling on phosphate prices looking into 2018. Prices
also remain favourable for Potash, with MOP ex Vancouver sitting at 218 USD/tonne in early
September, the lowest point since August 2007.
With all fertiliser now committed for the 2017 season, Australian farmer focus is locking in fertiliser
purchases at optimal prices for the 2018 season.

What to watch

Farm Inputs

•

Wet spring? After a slow start to the season for many of Australia’s cropping regions, rains
through August have assisted crops in Victoria, south Australia, and western Australia. Spring
rain will be equally as important for maintaining farmers’ fertiliser purchasing power for 2018,
which is already under pressure from low commodity prices.

Urea, DAP Outlook Remaining Favourable
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Drivers of local retail prices, including global benchmarks, exchange rate, and shipping rates are expected to remain
favourable for end users.

AUD Shrugs Off Geopolitical Tensions
The alarming escalation of the political tensions between North Korea and others triggered some flight
of capital to ‘safe haven currencies’. These, as is typical in such situations, included the JPY (despite
Japan’s proximity to Korea), the CHF, and USD (as investors switch to the safety of US treasuries).
While the AUD would usually fall against the USD in such a period, it rose through August and early
September, closing at USc 80.60 on 8th September. The negative influence on the Australian dollar of
rising geopolitical tensions appeared to be offset by positive offshore and local economic data.
Chinese PMI data come in above market expectations for August, suggesting that the pace of
expansion in China’s manufacturing sector accelerated. Australian investment spend in Q2 also came in
on the high side, with a particularly welcome recovery in non-mining investment evident.
With inflation still below target levels, and little sign of wage inflation, the above data reads were of
course still insufficient to trigger any shift in the RBA’s stance, with the OCR left unchanged at 1.5% at
the RBA’s meeting on 5 September.
In the US, the Federal Reserve still seems to be aiming for another rate hike in December. Our
expectation is that the incoming inflation data will continue to fall below Fed expectations, and delay a
US rate hike till 2018. Recent data releases, which included weak employment data in August and a
PCE deflator of just 1.5%, would appear to support our case.
With the current narrow spread between US and Australian interest rates suggesting the AUD is
overvalued against the USD, and the US likely to hike rates before Australia (even though this is some
time off), we look for the AUD to soften to around 73 USc by August 2018. We expect most of the
softening to be evident in the second half of that period.

What to watch

FX

•

Recurrent moments in which capital seeks safe haven investments as the Korean situation
ebbs and flows. See Rabobank’s 18 August report “North Korea: Recurring Risk-Off’’ for a detail
exploration of this issue.

Australian Dollar Holds its Ground
Australian/US dollar Cross Rate
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Oil Navigates Global Uncertainties
Brent crude oil has been bouncing within a tight range for the month of August, wavering between
USD 50/bbl and USD 52/bbl. The movement stems from rising political tensions between Saudi
Arabia and Qatar as well as North Korea and the US, and the aftereffects of Hurricane Harvey.
Despite these challenges, the market is remaining stable with relative ease. The US released oil
from its strategic reserves for the first time in five years to stimulate refinery activity. Meanwhile, the
geographic spread of market share between producing nations has been neutralising the price
impact of political shocks. Rabobank maintains a forecast of a Brent crude oil price of USD 55/bbl
for the first quarter of 2018.
The Baltic Dry Index (BDI) has experienced a change of direction after strong growth through July
and August. The index is at 1183 at the time of writing, coming off a peak on 21 August of 1266.
Chinese demand for seaborne iron ore has grown 7% YOY, and the corresponding increase in
capesize rates caused the BDI’s recent rally. Chinese bulk dry imports have seen the fundamental
balance of the shipping market greatly improve this year after the depressed conditions of 2016.
However, the BDI has been extremely sensitive to supply-side dynamics, where a small change to
vessel availability translated to a dramatic change in the index in early September. The introduction of
78 new megaships over the next two years will exacerbate the problem, pushing freight prices down
into unprofitable territory.
Wholesale diesel prices were largely unchanged through August. A small drop towards the end of
the month was quickly regained, with the average Sydney terminal price for diesel at AUD 1.11/litre
on 5 September.

Oil &
Freight

What to watch
•

Damage from Hurricane Harvey reduced the US’ fuel-making capacity by 4.25 million barrels
per day, the lowest level since 2010. The disruption to production saw short-term gasoline
futures break away from oil prices and jump by 22%. While many refineries have come back
online already, competition for fuel will be intensified worldwide as repairs continue.

Freight Rates Under Pressure From
Over-Supply
Brent Crude Oil, September 2016 – September 2017
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2,663
3,350

Agri Price Dashboard
As of 5/09/2017
Cotton markets
Cotlook A Index
ICE No.2 NY Futures (nearby contract)
Sugar markets
ICE Sugar No.11
ICE Sugar No.11 (AUD)
Wool markets
Australian Eastern Market Indicator
NZ Coarse Crossbred Indicator
NZ Fine Crossbred indicator
Fertiliser
Urea
DAP
Other
Baltic Dry Index
Brent Crude Oil
Economics/currency
AUD
NZD
RBA Official Cash Rate
NZRB Official Cash Rate

Unit

MOM

Current

Last month

Last year

USc/lb
USc/lb

▲
▲

81
72.6

80
71.0

77
67.5

USc/lb
AUD/tonne

▼
▼

13.75
381

14.14
394

20.18
587

AUc/kg
NZc/kg
NZc/kg

▲
▲
•

1,558
299
395

1,522
280
395

1,317
493
521

USD/tonne FOB
USD/tonne FOB

▲
▼

226
337

203
344

196
340

1000=1985
USD/bbl

▲
▼

1,183
52

1,032
52

724
48

vs. USD
vs. USD
%
%

▲
▼
•
•

0.795
0.716
1.50
1.75

0.792
0.741
1.50
1.75

0.758
0.731
1.50
2.00
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