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Commodity Outlook
Grains & Oilseeds

Late May rains in Western Australia, just prior to our winter cropping forecast release, bumped our early
expectations for this year’s Australian wheat harvest to 22.9m tonnes.

Dairy

Milk pricing in the 2018/19 season is shaping up reasonably well following opening milk price announcements.

Beef

Young cattle and cow prices continue to ease with dry conditions.

Sheepmeat

Prices on the up but closing in on seasonal peak.

Sugar

Rabobank has forecast the ICE#11 to remain range-bound in the coming month, with an average price of USc
12.1/lb forecast for Q2.

Cotton

Rabobank has lifted the forecast for the ICE#2 across the futures curve, but still predicts a fall in prices below USc
80/lb in Q3.

Wool

Tight market conditions are set to continue in the run up to the end of the season, which will help to underpin
prices.

Wine

The announcement of formal negotiations for an EU FTA is a positive move for the sector in Australia.

Horticulture

News of market access to Japan for Australian avocado exports is a positive outcome for the sector.

Fertiliser

We expect firmer global fertiliser demand on the back of higher crop prices.

FX

Rabobank expects the AUD to fall to USc 73 by May 2019.

Oil

We lift our crude oil price forecast for the rest of 2018.

Rainfall Urgently Needed
El Niño–Southern Oscillation (ENSO) &
Indian Ocean Dipole (IOD) Outlook

Heading into June, most of Australia’s winter crop farmers are experiencing
low soil moisture conditions due to below-average rainfall throughout
Autumn. Recent falls across the WA cropping belt of up to 60mm have bought
some relief for crop farmers. Elsewhere in southern NSW and Victoria, falls of up to
25mm have been recorded, however rainfall was very patchy. Looking forward,
follow-up rainfall will be required to boost production in areas that have received
rainfall.
Currently the El Niño–Southern Oscillation (ENSO) & Indian Ocean Dipole
(IOD) remain neutral, and, as a result, wetter or drier conditions are equally
likely throughout winter. Despite this, warmer than average ocean temperatures
in the Tasman Sea will weaken westerlies that bring rain to south-eastern Australia,
meaning below-average rainfall is likely for this region.
The BOM's three month outlook predicts drier than average conditions for eastern
Australia. The BOM is also forecasting warmer days and warmer nights during
winter for most of Australia. Livestock and dairy producers will benefit from this due
to more favourable growing conditions, however rainfall is urgently needed for
most farmers.

What to watch
Although year-to-date rainfall is well behind for much of Australia, high rainfall
throughout June would be extremely beneficial to farmers because warmer
than average conditions would increase plant growth.

Source: BOM, Rabobank 2018

Dry Conditions Continue
Relative Root Zone Soil moisture, May

Three-month outlook, June to August 2018
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Global Risks Mounting
Increasingly threatening weather risks across North America, here in Australia, and the Black Sea region
drove wheat prices to ten-month highs in May. CBOT wheat finished May at USc 536/bu, up almost 5%
MOM and 22 %YOY, while Russian wheat (FOB) remained above USD 210, up 11% YOY and at four year
highs.
Following favourable winter crop emergence and a strong start to the Black Sea region spring cropping
season, dryness there has, in particular, unsettled the market. In the past eight weeks, just half of normal
rainfall has fallen, and near-term prospects for southern Russia and eastern Ukraine are not promising. If
dryness persists, Russian stocks will erode more rapidly, opening up a more bullish price outlook.
Rabobank has revised up price expectations this month so we now forecast CBOT wheat to sit at or
above USc 500/bu over the coming 12 months, with the exception of a drop just below in Q3 2018,
when northern hemisphere new supplies arrive to market.
Continued dryness in much of Australia has taken local prices still higher - lower pasture availability,
a return to above 1m cattle on feed, tighter stocks, and an unfavourable national winter cropping outlook
is the context. This has been most pronounced in northern NSW and southern Qld. Old crop feed barley,
FOB Brisbane finished May trading just shy of AUD 400/t, and above AUD 400/t on the Darling Downs.
Late May rains in Western Australia, just prior to our winter cropping forecast release, bumped our early
expectations for this year’s Australian wheat harvest to 22.9m tonnes (+8% YOY, and -7% on the fiveyear average), though we still consider a range of 18m to 28m tonnes possible – the high side of this
would rely on widespread June rainfall, which is not on the cards according to the latest BOM forecast.
The dry, but also much reduced prices for lentils and chickpeas, means we forecast pulse plantings
down in all states, and by 13% nationally. The latest news from India, our biggest export market, shows
a favourable monsoon outlook, but reduced winter pulse hectares – down by 4% due to still heavy
supplies and low domestic prices.

Grains &
Oilseeds

What to Watch
Turbulent trade tidings: Just about anything seems on the cards for global trade announcements. The US –
China trade stoush was ‘apparently’ put on hold mid-May with an agreement from China to increase its imports
from the US. With China unlikely to increase total imports, the possibility this agreement translates to less
Australian wheat, barley, canola, and sorghum imports, in favour of US soybeans, DDGS, sorghum (the dumping
duty was dropped during the month too) and corn will be a risk. June opened with the US announcement of
tariffs on Canadian, EU, and Mexican steel and aluminium imports…whether responses or further actions
include grains is now on the watching brief.

Wheat Prices Moving Higher Across the Board
Black Sea origin wheat
May ‘17 – June ‘18

Australian wheat futures and CBOT
May ‘17 – June ‘18
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Price Signals to Lift Confidence
A number of dairy processors have provided milk price guidance for the 2018/19 southern export
season. Prices range between 5.63 /kgMS and 6.20/kgMS, with much anticipation still
surrounding guidance from Saputo. Current milk price forecasts will support farmer margins
and should lift confidence levels heading into the new season.
National milk production was 4.5% higher year-on-year in April. This brings milk production
to 7.6bn litres, which is 3.5% ahead of the same time last season. Risk to farmer margins remain
concentrated around higher purchased feed costs and lower livestock trading conditions.
Most southern dairy regions received average to slightly above average rainfall during
May. Seasonal conditions remain very dry in Northern Australia. The latest seasonal outlook
from the Bureau of Meteorology suggest drier than normal conditions during the winter months
for the key dairying regions.
The global dairy commodity markets remains well-balanced but with a subtle tightening due to
a slowdown in milk production in key regions. Through May, most Oceania dairy
commodities prices managed to gain some ground. Cheese was the best performing
commodity and closed the month at its highest level for the year.

What to watch

Dairy

•

Mycoplasma bovis in New Zealand. Under the current ‘phased eradication plan’,126,000 cows
are tagged to be culled, in addition to 23,000 already culled. While the estimated 150,000 cows
tagged for slaughter is not enough to significantly impact New Zealand milk production
forecasts, further testing of the national herd for the bacterium will take place over their spring
period. A significant lift in the number of infected properties (and therefore herds to be culled)
would warrant production forecast revisions.

Milk Supply Across The Export Engine Stutters
Production growth key exporting regions

Global dairy prices, 2014-2018
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Young Stock and Cow Prices Ease
Young stock and cows continue to see price reductions with limited restocking activity and
some destocking occurring. The Eastern Young Cattle Indicator eased further through the
month of May to AUD 4.66/kg cwt in late May – a fall of 17% for the year to date. On the other
hand, heavier stock are holding. National saleyard prices for medium steers (400kg-500kg) prices
have only dropped 3% and heavy steers (500kg-600kg) have remained constant since the start
of the year. With dry conditions forecast through winter, young stock and cow prices could
ease further while heavier cattle are expected to remain firm.
April slaughter numbers jumped 26% on 2017 volumes as dry conditions forced many producers
to sell stock. NSW slaughter jumped 31%, Vic jumped 41% and Queensland rose 25%, compared
to April 2017. The proportion of females in the total slaughter numbers rose to 49%, the highest
values since mid 2016.
Exports continue to perform well in light of increased production. Total volumes in May were up
13% YOY at 108,700 tonnes swt – the highest monthly volume since December 2015. Key markets
of Japan, South Korea, and China were all up on 2017 volumes. Japan recorded the highest
monthly volume in 6.5 years. The US on the other hand has not seen the same increase, only up
4% for the year to date (May).
Cattle on feed broke through the 1m head mark again in the March quarter reflecting the drier
conditions and higher numbers of longer-fed cattle in the system.

What to watch

Beef

•

US cow kill – the months of July and August will provide an indication of how hard US
cow/calf producers will cull their herd after dry conditions across many cattle-producing
states in the US. With US cattle numbers approaching Rabobank’s expected peak, ongoing
dry conditions may be the catalyst for producers to offload cows. This will increase the US
production of lean trimmings, decreasing their demand for Australian product, which may
see US import prices fall.

Young Cattle Prices Continue to Ease, US
Import Prices Holding for Now
Eastern Young Cattle Indicator

US imported 90CL price holding at this point
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High Slaughter Generates Record
Exports
Sheep prices continue to perform strongly. The ESTLI has risen through April and May, following
the usual seasonal increase to finish May at AUD 6.19/kg cwt. Wile most lamb categories have
eased throughout the year, mutton prices have broken from the trend, rising rather than falling
since the beginning of the year. The June-July period normally represents the high point in
the season and prices are therefore expected to start to show signs of easing as new season
lambs start to enter the market.
April sheep and lamb slaughter numbers increased substantially following ongoing dry
conditions through large parts of NSW and Victoria. Sheep slaughter was up 61% at 635,000
head and lamb slaughter was up 24% at 1.94m head. NSW sheep slaughter was up 54% and
Victorian sheep slaughter was up 77%, compared to 2017. NSW lamb slaughter was up 26% and
Victorian lamb slaughter was up 39%, compared to April 2017.
Exports continue to perform strongly, with lamb exports setting a record for the highest volumes
exported in a month. Lamb exports for May were up 33% YOY at 29,399 tonnes swt and mutton
exports were up 43% at 13,789 tonnes swt. Mutton exports to the US and China saw large
increases, up 235% and 167% respectively. Lamb exports to the Middle East were up 62%, driven
by increases in Jordan (up 90%) and Qatar (up 58%) – Qatar is one of the biggest buyers of live
sheep.

What to watch

Sheepmeat

•

Middle East imports – Exports of lambs to the Middle East, in particular Jordan and Qatar,
showed some strong growth through May. While this may not be directly related to
concerns over access to live sheep it might be an indication of growth in these markets.

Lamb Prices Heading Towards the Seasonal
Peak, Record Lamb Exports
Eastern States Trade Lamb Indicator

Australian lamb exports
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Sugar Lifts As Crush Commences
The Australian crush has commenced in Queensland, although the majority of mill start dates are
set for June. Rabobank estimates there will be near to 34.5m tonnes of cane crushed in 2018. This
represents a lift of 3% on 2017 as production recovers in areas impacted by cyclone Debbie.
Flooding in early 2018 has contributed to the estimated 4% YOY decline in volumes forecast for
the Herbert valley.
The ICE#11 improved through May with the current contract lifting 6% from the start of the
month. This has lifted prices in Australian dollar terms from a low for the month of AUD 325/tonne
to current prices at AUD 365/tonne at the time of writing. This improvement was driven by Indian
plans for a 3m tonne stockpile this season – which would curb some exports onto the global
market – and a Brazilian truck strike that saw some mills in Brazil come to a standstill.
The global supply and demand balance does however remain a problem for any further or
sustained improvement in prices. Indian and Thai harvests are just finishing up, both reaching
record high production. Further to this, the monsoon is just starting and the forecast is for average
rain which would help bolster the output for next season to similar, if not higher levels.
While dry conditions in Brazil’s centre south region may constrain output further than the current
forecasts for a 4m-5m tonne reduction this season, the impact of this will be overshadowed by the
strong increases in Asia. Rabobank forecasts the ICE#11 to remain rangebound in the coming
month with an average price of USc 12.1/lb forecast for Q2.

What to watch
•

Sugar

•

RaboResearch Brazil released an article on the Brazilian trucking strike and its impact on
agriculture recently. More detail on this evolving matter can be found here.
The global research team also released an outlook for the Indian monsoon and subsequent
agricultural acreage which can be found here.

Sugar Market Under Pressure
ICE#11 sugar contract price, May 2017 – May 2018
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High, High, and Higher
The ICE#2 pushed through USc 90/lb on 29 May with a 4c gain in the day’s trading, and at the time of
writing sits 9% up on month ago levels. This lift pushed Australian cotton prices up towards AUD
650/bale in late May, having been teetering around the AUD 600 mark for much of the month.
The battle that has been waiting to be had has begun with mill fixations fuelling the market’s
strength as well as speculative money holding the second-largest long position this year as at 22
May. However, importantly, new crop December 2018 futures contract also pushed to USc 90/lb on
the back of increasing concern about US production and storms hindering cotton growth progress
in Xinjiang.
Rabobank has lifted the forecast for the ICE#2 across the futures curve, although still predict a fall
in prices below USc 80/lb in Q3. This view is driven by the reduced pressure from the mill versus
speculator battle, and despite lower output in the US, stocks building outside of China for a third
consecutive year.
Weather concerns could however see a shift in this equation. Rabobank have factored in 16%
abandonment and US production still to reach 19m bales. However, continued drought that sees a
more significant fall would see a deficit (outside of China) and potential further upside for prices.
Storms and localised flooding have damaged establishing crop in the Xinjiang region which has seen
a 17% rally in the Zhenghou futures and reserve auctions reaching 100% clearance. While the
situation has some time to recover, for the Chinese crop it may provide more bullish news for the
cotton market in the near term.

What to watch

Cotton

•

Indian production is forecast to fall in the coming 2018/19 season as acreage is
expected to fall. In 2017/18, an infestation of bollworm saw a reduction in yields.
For an update on the Indian monsoon and its impact on agricultural acreage please
visit the RaboResearch website here.

ICE#2 Cotton Breaks Through USc 90/lb
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Cotton market pushes from strength to strength as mills, speculators, and fundamentals all provide support.

Season Winds Down, Price Heats Up
The Australian Eastern Market Indicator lifted above AUc 2,000/kg clean for the first time in the last
week of May. Four straight weeks of gains saw the indicator lift 10% through the month. Another
critical milestone for the indicator was its rise to USc 1,532/kg clean in USD terms, superseding the 2011
record. In USD terms, the indicator is up 32% since the start of the 2017/18 season.
Volumes to Australia’s key export markets have grown through the impressive price performance of
Australian wool. Total wool exports July-March have lifted some 5.5%. China represents 79% of total
Australian exports season-to-date. China’s demand for wool has also seen gains in volumes imported
from South Africa, and significant increases from NZ and Uruguay, picking up on a very poor 2016/17.
The wool market is in unchartered territory, with record nominal prices, and, in real terms, only
superseded by the reserve price scheme days and the brief spike in 1951. Micron indicators 28m and
finer all reached record highs in May.
As has been discussed, the run into the July recess is expected to see low wool offerings and help to
underpin the market. Conditions for retail and economic growth remain promising and looking further
afield, cotton’s consumption growth forecasts by the USDA and International Cotton Advisory
Committee are very strong, despite international cotton prices reaching four-year highs in May.
Continued tight market conditions should help to support prices, however it must be noted with
buyers now paying more in USD terms than they have before, that the downside risks for continued
strong demand are building.

What to watch

Wool

•

The price gap between the different micron types has continued to narrow as mid micron
wool indicator improvements outpace fine wool. As rainfall remains well-below average for the
year, the ongoing implications for the profile of the Australian clip and subsequent price
differentials will be interesting to monitor in these strong market conditions.

EMI Hits AUD 20 in May
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The Australian Eastern Market Indicator posted four straight gains to push past the AUc 2,000/kg mark in May 2018.

Push for South Australian Wine
The South Australian wine industry is launching a new AUD 2m marketing campaign, to attract up
to 10,000 new visitors to the state’s wine regions. A particular focus will be on China, the US, and the
UK, viewed as the markets with the biggest wine tourism growth potential. These markets collectively
accounted for 64% of total Australian wine exports for the 12 months to the end of April 2018 at AUD
1.71bn. Wine exports coded as South Australian (excluding bulk wine) and exported to the UK, US
and China account for AUD 87m, AUD 56m and AUD 488m respectively for the period.
The announcement of formal negotiations for an EU FTA is a positive move for the sector in
Australia – an important opportunity for Australia with a number of Australia’s competitors currently
entering the EU with zero tariff rates. Australian exports into the EU (excluding the UK) for the 12
months to April 2018 were AUD 206m/109m litres, with bulk wine making up 72% of total volume
of all Australian wine exports to the EU for the period. EU tariffs currently range from EUR 0.1310.209/litre for bottled wine and EUR 0.099-0.209/litre for bulk Australian wine imports. Australia
already has an agreement with the EU regarding Trade in Wine (1994 and renegotiated 2008) which
already covers areas such as GIs.
How this evolves in tandem with EU negotiations with New Zealand will be tempered by how each
country will then deal with UK negotiations post Brexit (given the importance of the UK to both
countries). Australia exported 26m case equivalents to the UK for total value of AUD 380m for the
12 month period to April 2018 versus New Zealand at 8.9m case equivalents for total value of
AUD equivalent AUD 363m.

What to watch


Wine

US marijuana legalisation and wine consumption – Adult marijuana use is now legal in nine
US states, with Canada also looking at legalisation. While industry analysts indicate beer is at
the top of the cannabis ‘hit-list’, wine companies should be considering the impacts of
legalisation as this is occurring in high wine consumption states and is competing in the
relaxation and indulgence categories. Suppliers need to consider what success looks like in a
new, marijuana legalised world. For further information, read our recent report ‘Three Reasons
Wine Could Be Hurt by Marijuana Legalization’.

South Australian Exports to the UK,
US, and China
Value 12 months to April 2018 (excluding bulk)
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Total sales of wines coded as South Australian to the US, UK, and China for the period equated to AUD 632m on a
total volume of 72m litres at an average of AUD 8.77/litre (values excluding bulk wine), which is approximately 24%
of total Australian wine exports for the period (by value).

Avocado Developments: It Hass To
Be Good?
In late May it was announced that Australian avocado exporters would gain access to Japan. In the
case of Western Australia (18% total Australia’s fresh production), this is of particular significance as it
allows direct access without treatment for fruit fly.
A net importer at 21,040m tonnes to 30 June 2017, Australia has a small export programme (2,315MT
in 2017) which grew in value by AUD 4.4m (53%) over the period 2013-2017. The majority of fresh
imports into Australia currently come from NZ (28% of its domestic fresh supply volume at
23,335MT in 2017.
Australia’s avocado sector had a total market value in fresh production in Australia of AUD 317m.
When imports of avocados are included, the total value of the fresh market in Australia is AUD 534m.
Having access to the Japanese market opens up new opportunities in one of Australia’s largest
agricultural export markets.

What to watch

Horticulture

The announcement of formal negotiations for an EU FTA is positive for horticulture in Australia. To 30
June 2017, Australia horticultural exports to Europe (incl UK) were AUD 260m, of which AUD 237m was
in the nut category. Conversely, imports of horticulture products from Europe for the same period were
AUD 94m, primarily nuts and kiwifruit. How these negotiations evolve in tandem with EU negotiations
with NZ, will be tempered by how each country will then deal with UK negotiations post Brexit
(given the importance of the UK to both countries).


Australian Avocado Imports, Exports, and
Consumption
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Global Prices Remain Mostly
Unchanged
May was another relatively quiet month for global fertiliser markets. Global benchmark prices for the
key nutrients were largely unchanged (in USD terms). Meanwhile, the Australian dollar was relatively
rangebound against the US dollar, leaving local prices largely unchanged.
On a year-on-year basis, local prices are stronger, but compared to the five-year average
benchmark prices are still subdued.
Weather risks, USD strength, and geopolitical instability are driving volatility across global grains and
oilseeds. Dry conditions are emerging around the globe and have started to push global wheat
prices higher.
As a result, there are signs of firmer fertiliser demand on the back of higher commodity prices
and better crop economics.
Global urea markets remained largely stagnant. Phosphate fertiliser prices have remained
relatively firm. Global phosphate markets are being supported by firm India demand, tight
inventory levels, and rising raw material costs (phosphoric acid). However, new supply is ramping up
in Saudi Arabia and Morocco, which will provide some relief.

What to watch

Fertiliser

Australia’s winter wheat crop. The winter wheat crop is critical to the local farm inputs sector and
a dry start is likely to lead to a reduced planting. RaboResearch is forecasting Australia’s total winter
cropping area to fall for the second consecutive year.

Very Little Change to Local Prices
AUD-adjusted global prices
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AUD Posts First Gain in Four Months
Having slid every month since the end of January, the AUD rose by around 1 US cent in May: to be trading
at just under USc 76 cents on 4 June. Support appeared to come from some easing of trade tensions
between China and the US in May, and strong domestic retail sales data (in early June).
In our view, the AUD is likely to trend weaker against the US dollar over the next 12 months.
The US Federal Reserve left its target range for the fed funds rate unchanged at 1.75% in May. But there are
highly likely to be more rate hikes in the pipeline. The question is how many? While US inflation hit the 2%
mark targeted by the Fed Reserve in March, the Committee noted that “it was premature to conclude that
inflation would remain at levels around 2 percent”, with some participants adding that “recent wage
developments provided little evidence of general overheating in the labour market”, seeing “scope for a
strong labour market to continue to draw individuals into the workforce”
We expect the US Fed to increase rates twice in the next six months (In June and September): pushing the
funds target rate from 1.75% at the end of May to 2.25%. We then expect rates to be on hold for six months
at least thereafter. Core to our view is that there will be a lack of significant wage price pressure.
Back in Australia, we see little need for rate tightening by the RBA. We remain concerned over the flow-on
economic impact of rising tensions between the US and China (and bilaterally between Australia and China).
Moreover, the Australian housing market is continuing to slow for a variety of reasons; one of them is the
drop in demand from foreign buyers, which is down 67% YOY according to the Foreign Investment Review
board. It is a drying up of demand from China that is apparently responsible.
We expect the AUD to gradually lose value against the US dollar over the next 12 months, falling to USc
73 by May 2019.

What to watch

FX

•

Tensions between the US and China. Traditionally risk-off moves are not beneficial for
current-account deficit countries like Australia, which points to the potential for a significant gap
lower at some point if the trend of deteriorating relations is sustained.

Australian Dollar Posts a Small Gain in May
Australian/US dollar Cross Rate
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Geopolitical Risks Loom Large
Brent Crude oil prices grew sharply in the first three weeks of May, however have since
dropped to USD 76.79/bbl. Geopolitical risks drove oil prices to USD 79.8/bbl during the month,
the highest level since November 2014. This price increase was due to Donald Trump imposing
sanctions on Iran, curbing its exports, thus reducing global supply. Furthermore, political and
economic turmoil in Venezuela lead to a plunge in output and contributed to supply fears in the oil
market, contributing to the upward price trend.
Last week, OPEC and Russia signalled that they intend to increase production by 800 000 to 1m
barrels per day to reduce supply fears. These nations will meet on 22 June to discuss production.
Looking ahead, our forecast average price for Brent Crude has been lifted from USD 68/bbl to
USD 70/bbl for the remainder of 2018. Despite this, the current geopolitical environment means
that volatility is likely to continue rising and price action will continue to be driven by headlines on a
day-to-day basis.
The Baltic Dry Index dropped 18% since the beginning of May. The Index rose to 1476 points in
the first two weeks of May, however has since dropped to 1090 points. This is due to low demand
for larger ships (Capesize) to cart high grade iron ore from Brazil to China.
Demand for iron ore in China has reduced significantly, due to large stockpiles. Furthermore, steel
mills in some areas have been ordered to close for up to a month to meet air quality rules. This
trend will lead to reduced demand for ships carrying iron ore from Australia and Brazil, placing
downward pressure on the Baltic Dry Index going forward.

Oil &
Freight

What to watch
•

Supply issues – There is a chance that shrinking global oil supply and hawkish US
foreign policy could push oil prices up to USD 100/bbl in the next 12 months.

Crude Oil Reaches three-and-a-half Year High
Baltic Dry Index, May 2017 to May 2018
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