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Australian Ag: Reaping the Benefits
of a Positive Global Environment…
The broader context for Australian agriculture looks positive as 2018
gets started:
• The world economy is travelling well, with a synchronised global
upswing set to deliver another year of economic growth of around
3.7% that should flow through to rising consumer demand;
• While the Australian dollar has risen early in the year, it’s not too
strong to compete in world markets, and we expect it to soften as
the year goes on;
• Interest rates are low, ensuring competitive financing remains
available;
• The local climatic outlook is, for now, benign (with no significant
overarching climate force to fear or celebrate);
• The input market for farmers is generally supportive (with low
fertiliser prices, good irrigation water availability, and low allocation
prices in the Southern Murray–Darling Basin, and good pasture
conditions across most areas—although parts of Queensland are
still waiting for a better wet season);
• While freight rates will be on the rise, which increases the cost of
shipping product to market, even that will help restore some of our
competitiveness in grain markets closer to home (and South-East
Asia especially).

The positive global context is in turn providing support for
the prices for many commodities:
• Most livestock products are experiencing exceptionally
high (wool, lamb) or firm (beef, dairy) prices;
• Wheat prices remain suppressed by heavy global stocks,
but are at least turning for the better;
• Though exceptions to this more positive trend do exist.
Some subsectors are also clearly benefiting from recent
progress on market access:
• Sectors like dairy and wine continue to reap the benefits of
the China FTA;
• While the horticultural industry starts 2018 having recently
won improved protocols for access to the Chinese market;
• Even the TPP, if minus the US, may get signed in 2018.
The sector also enters 2018 with more certainty about the
ownership and structure of the downstream processing and
marketing stage of the supply chain than has been the case
in recent years.

…with Investment Expected to
Continue to Flow into the Sector
Improved market conditions are generating a sense of optimism among Australian
farmers for 2018, generating upward momentum in land markets:
• Rabobank’s December 2017 Rural Confidence Survey showed that 86% of
respondents are expecting a stable or improved outlook for the sector in 2018;
• Land values have been rising in many regions in late 2017, underpinned by
improving or still strong commodity prices in some sub sectors, and growing
appetite for farm expansion in others.
Rabobank anticipates that Australian agriculture will continue to attract investment
in 2018:
• Farmers’ own plans to invest in the sector are at robust levels across commodities;
• Significant investment growth in AgTech continues at both corporate and start-up
level;
• Outside investor interest will remain high, as the structural story of Australian
agriculture (population growth and rising incomes offshore, trading up, and
improved market access for Australian product) is overlaid by a positive cycle in the
livestock and wine sectors in particular.
Risks always remain, with the ever present uncertainty of climate this year joined by
geopolitical tensions and China’s debt situation as particular factors to watch.
But, on balance, Rabobank expects a positive year for Australian agriculture in 2018.

Commodity Outlook
Wheat

Strengthened demand growth in major import markets, erosion of stocks in many regions, and a return to trend
yields in the Black Sea region will likely support a small price improvement in global markets in 2018.

Grains & Oilseeds

Forecasts for the lowest global ending stocks in over 30 years and ongoing strength in Australian livestock markets
are set to keep barley prices elevated in 2018.

Dairy

The road to recovery resumes, with trading conditions for dairy farmers to be broadly attractive and processor
ownership issues to be resolved.

Beef

Growing global beef (as well as poultry and pork) production, together with increased cattle inventory in Australia,
will exert downward pressure on Australian cattle prices through 2018.

Sheepmeat

Strong export markets and limited growth in global lamb production are expected to continue to drive good
prices for the lamb industry in 2018.

Sugar

Rabobank expects the global sugar market to return to surplus in the 2017/18 season.

Cotton

Downside risks are developing for prices in the second half of 2018.

Wool

Tight market conditions should continue through the first half of 2018 and help to support high prices.

Wine

The wine industry is riding a wave of positive forces. It is likely to enjoy its best year in a long time in 2018.

Horticulture

Australia’s horticultural industry continues to make hard-won gains in offshore markets, enabling it to capitalise on
growing demand for high-quality fresh produce offshore.

Fertiliser

Oversupplied markets will continue to hold down prices across the nutrient complex through 2018.

FX

Rabobank expects a range-bound Australian dollar through the first half of 2018, before softening towards USD
0.75 12 months from now.

Weak La Niña to be Short Lived
El Niño–Southern Oscillation (ENSO) & Indian
Ocean Dipole (IOD) outlook 2018

Some farmers across the country felt it all in 2017—sustained dry periods, frost,
flooding, and hail. The continuing theme is rising global air temperatures,
which the Bureau of Meteorology (BOM) expects to continue. BOM announced
that 2017 was the third-hottest year on record. On the whole, maximum (+1.27˚C),
average (+0.95˚C) and minimum (+0.62˚C) temperatures were well above average
across the country. For much of the season, ENSO and IOD were neutral. Winter
rainfall was contrasting, with Western Australia suffering from a very dry April to
June, and south-east Australia suffering dry conditions from July to September.
In late 2017, BOM declared a La Niña, although this is expected to be weak
and only persist until autumn. As a result, a wetter Q1 is expected for eastern
Queensland and north-east New South Wales, with little influence felt elsewhere.
Western Australia is also expected to have a wet start to the year as a result of
warmer waters off north-west Western Australia, encouraging low pressure and
therefore rainfall. The effect of the IOD is weak from December to April. Some
models suggest a positive IOD toward winter 2017, which would result in dry
conditions in the west.

What to watch
•

Source: BOM, Rabobank 2017

If ENSO and IOD develop toward a neutral state in winter, the state of
secondary climate drivers such as the Southern Annular Mode (SAM) and
sub-tropical ridge may hold a greater influence on conditions. In 2017, a
strong SAM and sub-tropical ridge brought cool nights and dry
conditions during winter, especially in south-east Australia.

Soil Moisture Remains Low After Poor 2017
February – April rainfall outlook

Root zone soil moisture, January 2018

Source: BOM, Rabobank 2017

Major cropping regions have relatively low
root zone soil moisture heading into 2018

Source: BOM, Rabobank 2017
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Still Weigh(t)ing on World Wheat
Following another record wheat production year, and with forecast global 2017/18 ending
stocks set to reach a new record of 273m tonnes, wheat prices will continue to be weighed
down in 2018. Prospects for market strengthening have however emerged, so that we
forecast a limited price appreciation in the global benchmark over the coming year.
Trading between USc 400-USc 450/bu for much of 2017 (with the exception of the June rally to USc
539/bu triggered by weather concerns for North America), we expect CBOT wheat to trade within the
USc 460-USc 470/bu range by 2H 2018. Strengthened demand growth in major import markets,
erosion of stocks in the US, Australia, Canada, and the EU, and a return to trend yields in the Black Sea
region, support this 5% gain. Expectations of the first world-minus-China wheat supply deficit in six
years is the glimmer on the horizon for 2H and beyond. As world-minus-China stocks tighten, price
volatility prospects will be heightened.
A forecast USc 0.75/AUD during 2H will provide less support for local wheat prices than previously
anticipated. However, eroded local stocks and continuing solid prospects for the livestock sector
support a buoyant outlook for Australian basis at least across the east coast during 1H. Enhanced
competitiveness in near export markets, owing to increasing dry bulk freight rates will assist basis in
export-oriented port zones. For Rabobank’s freight outlook, see ‘A ‘Bigger’ World to Sail’.

Average to above-average Australian planting is expected, following improved local prices during
2017, post-pulse rotational placement, and the decline of some alternative crop prices. Should La Niña
persist into Q2, it should provide renewed sub-soil moisture and a planting break, with solid new crop
supply to be expected, and pressure on basis.

What to Watch
•

Wheat

•

Supply failure. Moisture concerns for the Ukrainian and US wheat zones contribute considerable
uncertainty to 2018 supply prospects as the year opens. Persistence and widening of these concerns
would trigger upside price risk, and into the range USc 500 – USc 540/bu.
Payment for protein. Relative scarcity of high-protein wheat globally in 2017 delivered the highest
MGE–CBOT spreads in six years and locally we saw the APH2-APW1 spread sitting as high as AUD
70/tonne in Newcastle in July. We expect this premium to incentivise more US spring wheat acres,
leading to some tightening of protein spreads globally.

A Little Weight-Lifting on the Cards Globally
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Global stocks, outside of China, are expected to post the first supply deficit year in six years, as production fails to outpace demand.
Forecast appreciation places CBOT wheat at USc 470/bu, and AUD 230/tonne with 0.75 USD/AUD in Q4.
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The East Coast Runs Away with the Basis
Gains in local APW values across the east coast
outstripped other ports in 2017

Export-dominant port zones found some support
in protein spreads during 2017 harvest
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Local wheat values gained over 2017, as supply prospects diminished and demand held on. 2018 basis movements will be supply
driven with domestic demand forecast to remain solid and expected to deliver strength across the east coast. Meanwhile, export
ports will be looking to somewhat tightened protein spreads and increased export competitiveness, as freight rates gain.

Slowed Pulse Rate
The rollercoaster of global pulse pricing followed our forecast decline for chickpeas and lentils
during 2H 2017, off an 18-month period of elevated prices, and due to renewed sub-continent
supply, greater local supply expectations, and the exit of the Indian government from the
market. The rollercoaster was put into overdrive by Indian tariff announcements in Q4, leaving
chickpea prices to open 2018 down 40% YOY. With the Indian market amply supplied,
elections imminent in key chickpea-growing states of India, and plenty of stored chickpeas in
Australia, trading in this lower range is expected throughout 2018.
By contrast, reduced Australian barley hectares and strong livestock markets took barley from
outcast to champ over the course of 2017. Feed barley prices rose between 27% (FOB Kwinana)
and 73% (FOB Newcastle), while malting barley prices rose by as much as 97% (FOB Newcastle).
Eroded local stocks, forecasts for the lowest global ending stocks in over 30 years, and
ongoing strength in Australian livestock markets are set to keep barley prices elevated in
2018. Hot and dry conditions are rapidly reducing expectations for the current sorghum crop,
which will generate further support for barley prices and sorghum prices.
Australian canola values trended down over 2017, in a well-supplied global edible oil market. A
growing stocks-to-use ratio is forecast for 2018, with palm oil supplies leading the way, and both
palm and soy oil prices facing depreciating price prospects, after a record year for canola
production globally (estimated 73m tonnes for the year). However, re-accreditation of Australian
canola under the EU Renewable Energy Directive in December 2017 is a critical underpinning for
Australian canola values this year. Looking further ahead, EU policy decisions on the use of palm
oil may create expanded opportunities for Australian canola.

Grains &
Oilseeds

What to Watch
•

Chinese economic deleveraging. China accounts for 20% of Australia’s grain & oilseed
exports, and is particularly important for barley, canola, and sorghum exports. Reducing debt
levels needs to be a priority for China and how this plays out could impact discretionary
consumption of animal protein, beer, and spirits, which drive demand for Australia’s feed
barley, malt barley, and sorghum in China.

Barley to Beat Chickpeas in Buoyancy Stakes
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While global G&O stocks remain at record levels, global barley stocks are forecast to end 2017/18 at the lowest level in over 30 years.
Domestically, high opening Australian barley stocks in 2017 have been eroded, so that elevated prices are expected to persist. By
contrast, factors likely to lift pulse prices this year are hard to find.

Road to Recovery Resumes as
New Era Dawns
Saputo’s offer (if successful) for Murray Goulburn brings the farmgate price for their suppliers in
2017/18 broadly in line with (or above) peers. Given global market conditions and currency movements,
there appears to be little upside in farmgate prices for the current season across the southern export
region.
Seasonal conditions start the year very mixed across the country. Some drinking-milk regions have
faced very dry conditions. In contrast, seasonal conditions in the southern export regions start the year
largely positive. As always, a timely and healthy autumn break will be critical in helping set up the new
dairying season.
For irrigation farmers, the outlook is broadly favourable, given high water catchment levels at the start
of the year, similar to last year. Initial seasonal determinations for 2018/19 are due in mid-February and
current conditions support a good season for allocations.
Trading conditions for dairy farmers remain broadly attractive in 2018—but with some level of risk.
Purchased feed prices will be helped by a healthy supply of feed grain, but global wheat prices are
forecast to move higher in 2018. Meanwhile, income from cull cows will lose some steam given the
downward pressure on global beef prices.
Growth in the global exportable surpluses will continue to expand in Q1 2018—meaning ongoing pressure
on global prices. However, Rabobank isn’t expecting exportable surpluses to overwhelm global markets. The
impact of poor weather in New Zealand will alleviate some of the pressure, but the Northern Hemisphere peak
looms as a key pressure point. China’s import appetite will remain buoyant in 2018. Rabobank is forecasting
Chinese imports (in liquid milk equivalents) to increase by 8% in 2018 (compared to growth of 20% in 2017).

What to watch

Dairy

•

The end of an era for the Australian dairy sector. The expected completion of Saputo’s acquisition of
Murray Goulburn is a transformational shift in the structure of the industry. The transaction still needs to
clear a number of hurdles including ACCC., FIRB, and supplier approval before being finalised in mid-2018.

•

Opening price season for 2018/19 will be a flashpoint as new benchmarking and pricing structures will
combine with competitive pressures for milk supply to mark the dawn of a new era in price discovery. A key
watching brief will be who leads on opening price.

Buoyant Supply Growth to Keep the
Pressure on
Global dairy prices
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The export engine warmed up in late 2017 as healthy farmer margins and favourable conditions fuelled growth. Through the first
half of 2018, supply will continue to expand, despite the New Zealand dry conditions to start the year. Growth in the Northern
Hemisphere seasonal flush will lead the charge. This has put a ceiling on farmgate milk prices in Australia in the 2017/18 season.
From the second half of 2018, the global price cycle will turn and will prevent any major drop in farmgate milk prices in 2018/19.

The Rebuild Continues
After a more normal production year in 2017, 2018—with neutral to positive seasonal
indicators—will continue the rebuilding process, particularly in Queensland. Australian cattle
prices will experience downward pressure from growing global supplies, but limited domestic
cattle availability and domestic demand for restocking should support local prices, particularly
through the first half of 2018.
Cattle slaughter in 2017 is estimated to be just over 7m head, slightly down on 2016 volumes.
With calves that were retained at the start of the recovery period in mid-2016 now becoming
productive, 2018 is expected to see slaughter numbers increase to around 7.5m.
Although world beef prices were reasonably firm in 2017, growing global beef (and poultry
and pork) production, together with increased cattle inventory in Australia, will exert
downward pressure on Australian cattle prices through 2018. Restocker demand continues
to be the driving force in early 2018. Without it, and assuming an average season with growing
domestic production and a weaker global market, domestic cattle prices are expected to be 15%
lower in 2018.
Beef exports will remain strong, although the US will provide tough competition in key
markets such as Japan and South Korea and will also be a growing presence in China.

What to watch
•

Live cattle export markets. 2017 saw live cattle numbers fall 22%. A combination of lower
Australian cattle prices and low stock numbers in importing countries should see volumes
increase in 2018, and with potential growth of the live cattle trade with China, there may be
increased competition for live cattle markets.

•

NAFTA discussions. Trump has indicated he wishes to renegotiate. Alterations to trading
arrangements could see Canadian and Mexican product redirected to export markets.

Beef

Export Market Competition and Recovering
Domestic Supply will Cause Prices to Soften
Eastern Young Cattle Indicator softening in 2018

Australian exports to Japan and South Korea will
face competition from the US
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Australia

Production to Rise but Prices Stay
Strong
Strong export markets and limited growth in global lamb production are expected to
continue to drive good prices for the lamb industry in 2018.

After a year where total sheepmeat production was estimated to be up —flock rebuilding in
2016 and drier conditions in late 2017 led to higher sheep slaughter — 2018 is expected to
see a slight increase in lamb production and steady mutton production.
Despite growth in domestic sheep supply, lamb prices are expected to remain strong
through 2018, while sheep prices will ease given an increased volume of sheep available and
easing producer demand. Lamb prices were much more consistent through 2017, without the
large variation between winter highs and spring lows—with strong export markets and
extended growing seasons this may become a more consistent trend in 2018.
Much of the strength in domestic lamb prices are a result of strong export markets. Export
volumes to the US for all sheepmeat increased by 7% in 2017 (mutton exports increased 34%
and lamb 2%) following an average annual growth rate of 11% over the previous five years.
Exports to China increased 41% in 2017. 2018 sheepmeat exports are expected to increase
slightly in line with the increased production.

What to watch

Sheepmeat

•

Chinese import demand grew strongly in 2017, with lamb exports increasing 24% and
mutton exports increasing 73%. A drought in Inner Mongolia in late 2016/early 2017 is
expected to have impacted Chinese sheep production and supported increased import
demand. Chinese demand in 2018 may ease as the local Chinese flock recovers.

Strong Exports Support Prices
Eastern States Trade Lamb Indicator strong in
2018

Australian lamb and sheep exports to China
may decline in 2018
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Mutton exports to China

More Stable Year for Other Meat
Poultry
The poultry industry continued its growth through 2017, although at lower levels than in prior
years, with slaughter only increasing 1% for the year up to and including the September quarter.
Reductions in production in Victoria were accounted for by increases in New South Wales and
South Australia. Further growth appears to be on hold at the moment, allowing consumption to
grow beyond supply.

Pork
2018 is set to be a more stable year for the pig industry, following a very sudden and large drop
in pig prices in the first half of 2017. Despite the large drop in prices and subsequent very tight
margins, 2017 slaughter and production levels remained similar to 2016, suggesting there is no
large liquidation or sell-off in the industry. This means a recovery in prices is expected to be a longterm process. Despite global growth in pork production, the volume of imports into Australia has
declined slightly in the last three years.

Goats
2018 is set to be a more stable year for goat prices after suffering a large loss in August 2017.
Goat prices fell over 30% in one month in 2017. Slaughter and exports continued to remain strong
in the second half of 2017, with production only falling 1%, and exports down 6% for the period
August to November. Slaughter and export volumes are expected to remain similar to 2017.

What to watch

Other animal
proteins

•

Retail meat consumption. With falling prices across most livestock classes and a predicted
improvement in domestic economic conditions, protein consumption at the retail level may
rise slightly through 2018.

Prices Drop Across Proteins—2018 Will Be
More Stable
Chicken slaughter slowing but still growing
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Sugar Supply Plentiful
Rabobank expects the global sugar market to return to surplus in the 2017/18 season (Oct-Sep).
Strong production in Brazil, combined with lifts in EU and Asian output will likely see global supply
outstrip consumption by 4.3m tonnes. Our early forecasts, based on trend-based analysis, point to
another surplus in 2018/19.
This plentiful supply is underpinning a subdued market outlook, with Rabobank’s forecast for
ICE#11 prices to average between USc 14.5/lb and USc 15.6/lb through the next 12 months. At
current exchange rates (USc 0.79) this would equate to an average range of AUD 390/tonne to
AUD 420/tonne IPS.
Upside risks to prices include any significant rise in energy prices that sees Brazilian ethanol prices
lift and more Brazilian cane production in their 2018/19 season (unlikely to be larger, if not declining,
on 2017/18’s output) switched to ethanol. The extent of this swing will depend on a number of
moving parts including volatile world sugar and oil prices as well as a 2018 Brazilian election and
what that might mean for the BRL/USD exchange rate.
The Australian sugar harvest was all but wound up by the end of 2017, excepting a late finish from
Rocky Point mill. Final Australian cane production is estimated by industry groups at just over 33m
tonnes. Rabobank estimates sugar output will be down approximately 6% YOY to 4.4m to 4.5m
tonnes IPS as the smaller cane crop and late wet weather in the season constrained CCS levels.
There is plenty of growing time left in the 2018 season. However, early indications suggest cane
output could improve marginally on the 2017 crop, pending monsoon and cyclone seasons.

What to watch

Sugar

•

Thailand is set to embark on industry restructure in 2018, with the Thai cabinet passing
new sugar policies proposed to meet WTO rules. The quota abolition and floating domestic
sugar prices may have implications for the exportable surplus in the region.

Sugar Surplus to Weigh on Sugar Price in 2018
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Australian production in 2017 was constrained by impacts of Cyclone Debbie on the central region’s cane output in
2017, and reduced CCS following some in-harvest rain.
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Riding High Early
A strong start to 2018 for the cotton market is currently being supported by a near-record
speculator net long position and a large portion of on-call mill sales. These factors should
continue to provide some support to prices through the first half of the year, although volatility
will continue to feature. Rabobank has forecast the ICE#2 to trade in the mid USc 70/lb to low
USc 80/lb range through the first two quarters in 2018.
Fundamentals are likely to become more influential for the market in the second half of 2018,
and in view of the current high prices, downside risks to prices in the second half of 2018 are
developing. These risks are relevant for the strong demand forecasts currently predicted by the
USDA and ICAC, where the competitiveness of cotton will be tested at the higher price levels.
Higher prices in the first half of 2018 will also encourage another large planted area for cotton in
the 2018/19 season. Already almost 10m bales are forecast by Rabobank to be added to world
ending stocks outside of China in 2017/18, and strong production again in 2018/19 would likely
see this accumulation continue.
Australia is currently tending to just over 430,000 ha of cotton planted. The south has emerged
as a force in the sector in 2018, with in excess of 75,000 ha planted, up 70% YOY. Assuming
currency at current levels, the above outlook should see Australian cash prices remain firmly
above AUD 500/bale through the pick. While there are still some months of crop development,
and weather risk remains, Rabobank forecasts 2018 production at around 4.3m bales.

What to watch
•

Cotton

US exports through the next few months will provide both a good indication of the
strength of demand and of cotton use in key textile hubs. While sales have been very
strong, the pace of exports from the US has been lagging and should pick up if the demand
forecasts are realised. This will be important to monitor for its impact on price and potential
demand for Australian cotton as it becomes available for export mid-year.

Cotton Volumes to Keep Building in the South
Cotton ha planted by region 2018
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Availability of cotton outside of China remains an important factor to watch, with
price incentives likely to drive strong production again in 2018/19.

How High Can it Go?
2017 was a year for records for the Australian wool industry, and 2018 has kicked off in the same
manner in the first week of selling. The Australian EMI rose to AUc 1,818/kg clean in January, up
30% YOY. The general market indicator has been driven by the stellar performance of merino wool
in 2017.
With Australian wool supply forecast by the industry wool forecasting committee to increase
only marginally (1.4%) through the 2017/18 season, tight market conditions should continue
through the first half of 2018 and help to support the current high prices. Demand from mills has
been undoubtedly strong, particularly evident in Australia’s largest market (China), with exports up
8% season to date. Whether this can be maintained will depend on the continued pull-through of
wool through the pipeline.
Declining Chinese wool product exports and US imports of wool products in 2017 do present
some risk factors to maintaining this demand. However, domestic demand in China is also a
critical factor and both consumer confidence levels and retail sales growth in the clothing sector
are performing well.
Conversely crossbred wool, particularly 30micron and broader, begins the year still battling weak
demand weighed on by a full pipeline. As stocks of this wool begin to clear, which should be
driven by a more competitive price ratio to other fibres and improved overall textile demand, prices
should begin to improve. Although increased production in Australia and some stock-building of
crossbred wool in New Zealand may slow the price recovery.

What to watch

Wool

•

Price ratios or premiums for different microns. Currently fine wool premiums are well above
the long-term average.

•

World textile demand forecasts have been better than in recent years, which is positive news
for wool. What impact the higher prices of cotton and indeed the rising oil price and
synthetic fibre prices might have on overall textile market share will be interesting to follow.

Australian Wool Rewriting the Record Books
Australian EMI in AUD and USD
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The Eastern Market Indicator is sitting well above average in both AUD and USD terms. Market conditions
are set to remain tight in the short term with a marginal supply increase and positive demand conditions.

Best Outlook in Years
The Australian wine industry is riding a wave of positive forces. It is likely to enjoy its best year
in a long time in 2018.
The global market is tighter than it has been for many years, and will likely further tighten as
the year progresses. This will provide upward price pressure on grape prices generally.
Amidst a global environment of falling supply, the Australian industry is one of the few to be
enjoying strong production levels, which should enable it to capitalise on market opportunities.
The 2017 vintage brought a 5% increase in crush: the third consecutive rise. While this year’s
harvest is yet to commence in earnest, average seasonal conditions and good water availability
in irrigated regions look set to deliver another strong vintage in 2018.
Australia is also set to continue to benefit from its strong position in the Chinese market, where
imports are likely to once again exhibit strong value growth, and Australian wine styles are in
vogue.
The tightening global market and a competitive exchange rate should be generally
supportive for Australian winegrape prices through 2018, building on the positive price
pressure evident in 2017. With irrigation water storages generally well-supplied, and water prices
low, margins are likely to be positive (subject to adverse weather events).

Growers still face some headwinds in 2018. Notably, UK household spending is likely to slow
further on the back of Brexit uncertainty and a recent interest rate hike. There are also material
risks, including exposure to the Chinese economy, where, with the shadow of the 2017 Party
Congress receding, authorities may look to tackle the country’s huge debt problem—with
potential consequences for economic growth, currency, and volatility.

What to watch

Wine



Local planting rates. Several years of improving returns, and a positive market outlook, are
encouraging more growers to consider increasing planted area than has been the case for
many years. The industry will benefit from managing this expansion carefully, given the
potential for the key UK market to fall quicker than anticipated and the risks surrounding the
Chinese economy.

Generic Bulk Wine Prices Are on the Rise
Prices for generic red bulk wine by country of origin and
currency, Feb-Dec 2017 (price per litre)

Prices for generic white bulk wine by country of origin
and currency, Feb-Dec 2017 (price per litre)
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A tight world market is generating an upward trend in bulk wine prices in many regions—most notably in the more
generic varietals.

Doors Continue to Open Offshore
Australia’s horticultural industry continues to make hard-won gains in offshore markets,
enabling it to capitalise on growing demand for high-quality fresh produce offshore.
Late 2017 saw another round of significant improvements in Australian access to Chinese
markets for fresh produce. Australia agreed to new access protocols to the Chinese market for
peaches, plums, and apricots as well as improved access for cherries, table grapes, and citrus.
These gains represent the latest in a series of agreements (not the least of which was the China
FTA itself) that should improve the competitiveness of Australian producers in regional markets.
Such agreements also increase confidence in the security of access—important to attract
further investment into the sector; on-farm and in required infrastructure and market
development.
At home, the sector will also benefit in 2018 from a supportive water market. After a wet 2017,
major dams underpinning key irrigation districts are generally extremely well stocked, and
temporary water prices are low as a result. This will assist in keeping production costs down and
provides confidence for the ability of producers to grow crops.
The industry will be looking for a return to export growth in 2018, after mixed results in 2017.
Lower prices brought the first reduction in nut export value for many years last season, while
growth in fruit and vegetable exports also moderated.
Rising demand for high-quality produce in neighbouring markets, and improved Australian
access to them, will continue to generate investment in the sector this year.

What to watch


Horticulture

The impact of improved access to China. Producers and investors will be keen to see a
material improvement in the volume, value, and security of shipments into the Chinese
market after last year’s hard-won agreements. The Chinese market can be fickle for F&A
suppliers, even for products underpinned by clear access agreements. As a result, getting
some runs on the board will be important for further shoring up confidence in supplying this
market.

Nut Export Value Down, while Fruit and
Vegetables Push Higher
export value (AUD million FOB)
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Lower prices brought the first reduction in the value of Australian nut exports in six years in 2016/17. Nonetheless, Australian
horticultural exports are likely to return to growth in 2018, as recent investments in production come online and producers reap the
benefits of improved market access.

Low Price Environment to Continue
Oversupplied markets held downward pressure on prices during 2017 across the nutrient
complex, a trend which Rabobank expects to continue through 2018.
World urea markets bounced in 2H 2017 and then subsequently corrected following an Indian
tender that was subsequently pulled. Extra planted acres in the US and the return of India to the
import market may bring some demand pressure throughout 2018. However, we expect that lower
import demand from China, and increases in supply from North Africa and the Middle East will
contribute to a lower price environment.
Phosphate prices have been appreciating since September, and in early January 2018 sit at
USD 75/tonne higher than 12 months prior. Higher prices of raw materials such as sulphur and
ammonia have provided upward pressure on DAP prices. Although both are expected to soften
throughout Q1 2018, the market expects phosphoric acid to face some upward price pressure, with
the flow-on effect being that DAP prices will hold at slightly higher prices at least until the end of Q1
2018. Extra supply forecast to come online mid-year from Saudi Arabia and Morocco justifies our
bearish view toward prices in 2H 2018. With regard to potash prices, Rabobank expects that these will
continue to be under pressure from additional supply. Price determinants later in 2018 will be the
contract negotiations with China and India.
The volatility in the global fertiliser markets of late emphasises the importance of timing farmgate
fertiliser purchases for the 2018 season. While we expect prices to remain favourable to farmers, our
expectation of rising ocean freight costs, and a slightly softer AUD/USD will not assist retail prices.

What to watch


Market tenders from countries such as India have caused some short-term market volatility,
especially for urea. Also causing some short-term volatility in the urea market in 2017 were
changes in Chinese environmental policy. While difficult to foresee, watching these factors will be
important for timing fertiliser purchasing decisions.



Prices just prior to the key urea-importing period in May – July will be a key focus for N prices this
season.

Fertiliser

Expect DAP to Soften Toward Q2
AUD-adjusted global prices
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Global markets look more likely to be well supplied due to low demand growth and further capacity additions leading
to minimal price rises.

Jan 18

No Rush to Lift Rates
The consensus assessment is that the next move from the Reserve Bank of Australia (RBA) will
be to lift official interest rates, but the timing of the hike is more widely debated. The Australian
economy remains a work in progress. There are good signs in the employment market, and
consumer confidence has improved. However, little growth in household incomes and a view that
wage growth will remain weak, with high levels of household debt, will temper these elements. At
this stage, August is being cited more frequently as a potential date for a move.
The US dollar begins the year languishing at its lowest level in three years. The Federal Reserve is
widely expected to deliver three interest rate increases in 2018, which would normally support
the greenback. However, other central banks are expected to follow suit, which looks set to dilute
the effect of any US Federal Reserve rate hikes.
Not the best start to the year for exporters, with the Australian dollar starting the year stronger.
The only saving grace is that the strength in the currency is largely on the back of a weaker
greenback, meaning many competing exporters are also feeling the pain.
There is a wide array of forecasts for the Australian dollar in 2018 due to mixed signals surrounding
the outlook for bulk commodities and the state of the domestic economy. Rabobank sees scope
for a fairly range-bound Australian dollar through the first half of 2018. However, we continue
to see a softer currency towards the end of the year with a 12-month forecast of 0.75.

What to watch
•

Rates & FX

Iron ore prices. Bulk commodities including iron ore are some of Australia’s largest export
products and the price of these commodities influence the currency. A drop in iron ore prices
late in 2017 did pull the Australian dollar lower. There is some risk that iron prices will fall
further in 2018 on the back of increased global supply. The outlook for iron ore prices also lies
with Chinese demand following the closure of some of China’s most polluting steel plants.

Another Range-Bound Year?
Australian currency against the US dollar
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Since 2015, the Australian dollar has been relatively range-bound. Rabobank continues to see scope for a softer
currency towards the end of the year with a 12-month forecast of 0.75.

Jan-18

Want to keep up-to-date with the
latest food & agribusiness insights?
Be sure to tune into our dedicated RaboResearch Food & Agribusiness Australia & New Zealand
podcast channel. Most Apple devices have the Podcasts app pre-installed—if not, you can find it
in the App Store. On Android devices, Stitcher and TuneIn Radio are popular podcast apps.

Here’s how to access our podcasts:

Podcasts

•

Simply search for “Rabobank” in your podcast app

•

Click on our food & agribusiness podcast channel

•

Hit subscribe!
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