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Commodity Outlook
Grains & Oilseeds

Plummeting CBOT wheat landed in a softer local market, translating to falls across Australia last month.
Our forecast for Q2 2019 remains CBOT USc 480/bu, but we say goodbye to USc 500/bu for 2019.

Dairy

Price signals continue to point to higher farmgate milk prices as we head into the 2019/20 season.

Beef

The upcoming summer months and weaner sales create downside pressure in young cattle prices.

Sheepmeat

Spring lamb prices are higher than the five-year average but still heavily influenced by the season.

Sugar

Rabobank expects the ICE #11 to rise to USc 13.5/lb in Q2 2019 – equivalent to AUD 420/tonne assuming the
current AUD/USD rate.

Cotton

US-China tensions and consumption concerns drive the ICE #2, while Australian prices were buoyed by lower YOY
production.

Wool

South Africa suspension lifts Australian prices.

Wine

Export values lift for Australian wines to the UK alongside a strong performance in the premium segment.

Horticulture

It’s not just millennials smashing avocados, and sustained retail sales value growth flows into re-investment.

Fertiliser

For farmers with no purchases locked in, we think assessing regional availability is important to avoid any seeding
delays if the season breaks.

FX

We maintain our forecast that the AUD will fall to USc 68 within 12 months, as monetary policies of the US and
Australia diverge.

Oil

Rabobank expects Brent Crude to stabilise in the high 60’s for the remainder of the year.

Flooding rain misses drought extremities
Relative Root Zone Soil Moisture, February 2019

A period of heavy rain lashed northern Queensland for 14 days in
late January and early February, in particular the Townsville and the
wider Gulf region. Some areas received up to four times more than
their February average rainfall, and in some cases annual averages
were also exceeded. Flood waters impacted approximately 135,000
km2, drowning many cattle and destroying infrastructure.
Aside from northern QLD, very little rain was received elsewhere
nationally. Soil moisture has further deteriorated in south-east QLD
and northern NSW over the last two months. Rain in central and
southern NSW has improved soil moisture.
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No drought relief in sight
The latest three-month outlook from the Bureau of Meteorology (BOM)
offers little autumn relief for drought-stricken farmers on the eastern
seaboard of Australia. All of the east coast, including the Northern Territory,
and the eastern half of South Australia, is rated less than 40% likely to reach
median rainfall in the next three months. Conditions are largely neutral for
the West Australian wheat belt.

Three-month outlook, March – May 2019

Ocean temperatures in the Pacific have risen over the past four weeks, but
still remain slightly below El Niño thresholds. Cooler waters off the west and
What to watch
southern WA coast are likely to restrict cold fronts and subsequent rainfall
from
reaching
XXX|
XXX the mainland. BOM holds its ENSO outlook on WATCH. An El
Niño event this year is given a 50% chance.
Source: BOM 2019

El Niño–Southern Oscillation (ENSO) & Indian Ocean Dipole (IOD) Outlook
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Global bears stalk local prices
As we marked time waiting for a favourable rainfall forecast for 2019 winter crop planting, global market
forces found traction among softer local dynamics, sending local grain & oilseed prices lower MOM.
APW wheat felt the impact of the CBOT wheat decline in February, down at all major AU ports MOM and most
prominently at ADEL (down AUD 59/tonne MOM). Expectations of healthy US export demand priced CBOT
wheat to a two-month high of USc 526/bu in mid-February. Unexpectedly, farmers across Europe and Russia
sold down stocks to capture higher prices, which sent CBOT to USc 452/bu early March, down Usc 72/bu MOM
(13%).
Rabobank expects that CBOT Wheat will not prevail at these lows over the coming quarter, but we do expect
CBOT Wheat to trade between Usc 460-470/bu toward 2H 2019, weighed down by a 4% increase in planted
area this season in major exporting regions.
While local balance sheets remain tight and basis values remain relatively high, global declines fed into softer
local sentiment. Global pressure had a soft place to land, with some rain in central and southern NSW in January
and early February, post-harvest supply (including from Western Australia to the east coast), and lower feed
grain demand following livestock sell-offs.

Cheryl Kalisch Gordon
Senior Analyst
Grains & Oilseeds
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Grains &
Oilseeds

Uncertainty in the Australian barley market has also weakened local markets. The Chinese anti-dumping
investigation is keeping a bear firmly on the back of this market, despite S&D fundamentals being otherwise
supportive. China was expected to make an announcement 60 days after initiation of the investigation (midFebruary), which is now expected any time. We expect the introduction of a temporary tariff duty, but matters
far greater than the validity of the investigation itself will guide this outcome and determine how long a duty
might remain in place.
Last month’s release of ABARES 2018/19 final crop estimates gave clarity to the extent of last season’s crop
failures. For NSW (2.9m tonnes) and QLD (710,000 tonnes), the lowest harvests in over 20 years were reported,
while SA recorded 4.7m tonnes – the lowest since 2007/08. September frost damage in WA was less than the
industry initially expected, so that ABARES has estimated a 17.7m tonnes total Western Australia harvest– the
second largest and most valuable on record.

What to Watch
•
•

The heavens – The next eight weeks are critical for the direction of grain prices in 2019/20. If average to
above-average season opening rainfall arrives, basis will soften, with rainfall guiding by how much.
Trump tweets – Global oilseed markets continue to trade nervously on the back of Trump tweets and
prospects for US-China trade. Negotiations are ongoing despite the March 1 deadline for a deal.
According to Donald Trump’s twitter account, a deal is in the ‘advanced stages’. Trade war tremors,
alongside forecasts for record Canadian export availability this season has lowered both ICE canola and
local canola values lower this month.

Local markets provided a soft target for
global pressure this month
Lower US export demand has negatively impacted
CBOT Wheat, and subsequently local APW Prices
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Restless wait for autumn break
Australian milk production continues to tumble. For the month of December, national milk
production was down 6.9%. This brings season-to-date production to 4.97bn litres, representing a
fall of 5.1%. Of the 267m litres lost this season, the majority of the fall has come from the Murray
Irrigation District. The latest forecast from Dairy Australia suggests that the worst case scenario is for
milk production to close out the season down 9% while things could get worse before they get
better.
Global commodity prices have rallied late in the season. Commodity prices (in USD terms) for
Oceania-origin product experienced sizeable falls in the back half of 2018. Strong milk flows in New
Zealand through their peak were the main cause for the weakness. However, there has been a rally
in prices into the early months of 2019. Robust Chinese import activity, EU powder stock liquidation,
and soft production signals in the Northern Hemisphere have supported a firming market.

Michael Harvey
Senior Analyst
Dairy
+61 3 9940 8407
michael.harvey@rabobank.com

Farmgate milk prices continue to edge higher across Southern export regions. There have been a
number of small lifts in farmgate milk prices by most dairy exporters in recent months. Competition
for milk supply amongst dairy companies is contributing to the lift in farmgate milk prices.
Encouragingly, there are already some price indications for 2019/20 that confirm milk prices should
improve next season, which will be welcome news for dairy farm businesses.
All dairy farm businesses are eagerly awaiting a timely autumn break. With many dairy farmer
operators contending with drought conditions and elevated feed costs, timely rainfall at the start of
autumn is needed to support home-grown feed supplies and remains critical in the battle against a
margin squeeze.

What to watch

Dairy

•

The Australian dairy supply chain continues to be restructured. Key takeaways from the recent
reporting season from listed dairy companies confirm that milk processing margins are being
squeezed. Meanwhile, the supply chain continues its transformation with Bega Cheese closing
its Coburg plant, the sale of Lion Dairy and Drinks nearing an end point, while dairy companies
are investing in value extraction.

The global export engine is stuttering along
Global dairy prices, 2014 - 2019

Production growth key exporting regions
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Droughts and flooding rain toy
with prices
The Queensland cattle industry, home to about 40% of Australia’s cattle, was a case of extremes
during February. From drought to floods with both having their own short- and long-term effects
on the national market. Ongoing dry conditions for much of the central and southern areas
continue to keep producer demand low, and cattle prices continue to slip as a result. The EYCI
dropped to its lowest point in almost four years at AUD 4.34/kg cwt. The floods in the north have
had a dual impact. Floodwaters and exposure caused a large loss of cattle, adding to the domestic
cattle shortage. But those areas not flooded got some long awaited rain, allowing producers to
hold stock. With the below-average rainfall outlook, prices are expected to continue to ease.
Slaughter numbers in 2018 ended 10% higher than in 2017, with female slaughter up 23% and
male slaughter down 1%. These numbers suggest a static national cattle herd through 2017 and a
further reduction through 2018. Early numbers for 2019 show an increase on 2018 volumes for the
months of January and February.
Angus Gidley-Baird
Senior Analyst
Animal Protein
+61 2 8115 4058
angus.gidley-baird@rabobank.com

Exports in January and February increased with the YTD volumes up 11% on 2018, reflecting the
increased slaughter numbers. All of the big four markets have seen an increase, but China stands
out. YTD China volumes are up 60% on 2018 volumes, which were in turn up 42% on 2017
volumes. China is now only 2,200 tonnes swt behind the US for YTD, and the volume to China is
actually larger than the volume exported to the US this time last year.

What to watch

Beef

•

Live export trade. Despite hearing that Indonesian feedlots were quite full with larger
numbers of cattle on feed late in 2018, volumes exported through January remain similar to
2018 volumes. To meet the peak demand period of Ramadan and Lebaran cattle need to be
on feed by about February. That said, in the last five years average live export numbers have
increased through March and April. With very dry conditions through the NT we may see
some very large numbers exported in the coming two months.

Dry conditions cause prices to slip further, live
exports poised for some bigger months
EYCI at lowest point in almost 4 years

Live exports to Indonesia on the same track as
2017 and 2018
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Lamb prices start 2019 strongly
Lamb prices continued to trade strongly in the first two months of 2019. The Eastern States Trade
Lamb Indicator has averaged AUc 657/kg cwt for the first eight weeks of 2019, 17% higher than
the five-year average over the same time period. Most finished or slaughter weight classes of
lamb have continued to perform well, and even mutton prices have held firm. Restocker/feeder
lambs and light lambs on the other hand have slipped about 10% since the start of the year,
reflecting the dry conditions and high grain and fodder prices. With dry conditions forecast to
persist, we expect these price trends to continue.
Lamb slaughter finished 2018 1% higher than 2017 at 22.7m head. Meanwhile, sheep slaughter
was up 26% at 9.5m head, reflecting the liquidation of stock given drier conditions. Drier
conditions also had an impact on sheep carcase weights. Sheep carcase weights were down
almost 0.5kg on the five-year average. Lamb carcase weights were close to the five-year average.
As a result, total lamb production was the same as in 2017 at 511,602 tonnes cwt, and mutton
production was up 20% at 225,344 tonnes cwt.

Angus Gidley-Baird
Senior Analyst
Animal Protein
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angus.gidley-baird@rabobank.com

Reflecting higher production, lamb exports for the first two months of 2019 are up 16% at 46,623
tonnes swt. After starting strong, exports to China have slipped in February and are down 4% on
2019. On the other hand, volumes to the Middle East and the US are up 21% and 36%
respectively for the first two months of 2019.
Sheep live export numbers (1.1m head) dropped dramatically in 2018, down 41% on 2017.
Numbers exported from WA ports to the Middle East dropped 52% in 2018. Despite these
reductions and the ongoing debate on live sheep trade, export numbers for WA loaded sheep to
the Middle East for January were up 2% on January 2018.

What to watch

Sheepmeat

•

Export volumes. After posting a strong 19% increase in lamb volumes in January, exports to
China slipped in February so the YTD volume is down 4%. On the other hand, exports of
mutton to China are up 74% for the first two months of the year. While mutton prices remain
relatively strong, the cheaper price compared to lamb may attract more interest from China.
This may become a growing trend in light of concerns about the slowing Chinese economy.

The Prices of Finished and slaughter sheep and
lambs holding firm and Chinese exports slip
Australian YTD lamb exports to the US and
Middle East perform well but China slips
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WTO escalation
Raw sugar prices jumped well above 13 USc/lb through February, peaking at three-month
highs before quickly retreating back to 12.8 USc/lb. The move was assisted by an energy price
surge, and is a step towards Rabobank’s ICE #11 price forecast of 13.5 USc/lb in Q2 2019 –
equivalent to 420 AUD/tonne assuming the current AUD/USD rate (0.71). We continue to see
marginal upside in prices, to 14.5 Usc/lb in Q1 2019 or 450 AUD/tonne, as global production is
balanced with demand in 2018/19 before entering a likely supply deficit in the 2019/20 season.
Australia, alongside Brazil, launched a formal dispute action against India with the WTO. The
proceedings claim subsidies paid to Indian cane growers have driven a sugar glut, subsequently
depressing global prices. This action is a significant step, but a WTO investigation – and any
subsequent action – can take several years. This means that India could continue with its current
subsidy program for some time. However, an eventual reduction/removal of subsidies would see
Indian growers more exposed to global prices – potentially cutting incentives to overproduce,
making Australian exports more competitive.
Charles Clack
Commodity Analyst
Sugar and Cotton

Recent flooding on the Queensland coast raised concerns for sugarcane crops in the region. It
will take a few weeks for any damage to be fully assessed but, at first look, we see fairly minimal
disruption. Fields that flooded were generally drained within days, causing very limited damage if
at all. More widely, the region received a significant dose of much-needed rainfall, which will be
very favourable for plant growth and, potentially, future irrigation.

charles.clack01@rabobank.com

What to watch

Sugar

•

WTO dispute or no, India still holds significant volumes of sugar earmarked for export this
season. These supplies will likely pressure international prices when they come online,
limiting major price upside to the USc 13-14/lb range in the coming three to six months.

•

The potential MSL-Nordzucker deal remains front-of-mind for growers in Mackay. Recent
briefings suggest an April extraordinary general meeting (dependent on progress), with a
grower/shareholder vote. A 75% approval is required for the proposed deal to take place.

Prices improve from the depths of late 2018
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Assisted by an energy price surge, the price move higher is a step towards Rabobank’s ICE #11 price forecast of USc 13.5/lb in Q2 2019
– equivalent to AUD 420/tonne assuming the current AUD/USD rate (0.71).

Additional global acres
Cotton is increasingly becoming a two-tier market, split into those that can trade with China
(Australia, Brazil) and those that can’t (the US). The shift is evident in recent price action – while US
ICE #2 futures have fallen 2% YTD, Australian 2019 cash prices have shifted AUD 9/bale higher. Local
basis was the major factor at play here, with levels currently ranging between 1,200-1,400 points.
Bearish announcements filled headlines this month, as USDA reports resume. Early US 2019
planted area forecasts, poor Chinese demand for US exports, and continued cuts to 2018/19 global
demand growth, set global futures on a downward path. This last point is certainly most worrying, as
slowing global growth and trade wars sees the USDA cut 2018/19 global demand growth to less than
1%. This compares with Rabobank’s 1% to 2% forecast, and follows demand growth of almost 6% in
2017/18. The reductions are led by China and Turkey, who are forecast to cut cotton use YOY.
Brazil looks to increase planted area by a staggering 33%* in 2018/19, following strong prices and
a stellar crop last season. This has the potential to bring Brazilian output near to 12m 480lb bales—
up 2.7m bales YOY. However, the majority of these plantings are ‘safrinha’, a second crop following
soybeans, which puts it at risk of dryness and other weather risks in the coming months.
Charles Clack
Commodity Analyst
Sugar and Cotton

charles.clack01@rabobank.com

Dryness through early 2019 threatens the Australian crop late in the growing season. Concerns
surround dryland crops in northern NSW and southern Queensland, where yields are under pressure
– estimates for the 2018/19 season sit in the 2.2m to 2.6m 227kg-bale range. Irrigated crops in the
Southern Valleys appear in generally good shape, although carryover water has been widely
exhausted – uncertainty surrounding next season’s irrigation is widespread.
*Source: CONAB, 2019

What to watch
•

Cotton

•

Water availability for the next season is a key consideration, especially when it comes to
marketing. 2020 forward prices are particularly attractive (just below AUD 600/bale), but uncertain
water availability will prevent growers from locking in these levels.
A resolution of the US-China trade dispute, allowing cotton flows to resume freely, is the
largest single upside risk for US cotton prices (ICE #2). Recent talks suggest China could import
an additional USD 30bn of US agricultural goods – a supportive factor for cotton futures, but not
such good news for Australian cotton demand.

US futures tumble as demand concerns
mount – Australian cash prices hold firm
US futures (ICE #2) take a tumble in early 2019

US commitments to China fall during this season
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A resolution of the US-China trade dispute, allowing cotton flows to resume freely, is the largest single upside risk for global
cotton prices (ICE #2). However, that’s not necessarily good news for Australian export demand

South Africa suspension lifts
Australian prices
Wool prices have risen strongly through the first two months of 2019. While taking a check in the
first week of March to sit at AUc 2016/kg, the EMI reached AUc 2036 in late February – not far off
from the record set in August 2018. The general improvement in prices has been attributed to the
ongoing limited Australian supply and the announcement that China had suspended greasy wool
imports from South Africa. While it’s not certain how long the China suspension of South African
wool imports will last, the limited Australian supply will continue, and Rabobank expects this
will keep some strength in wool prices in the near future.

Angus Gidley-Baird
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The announcement that China had suspended trade with South Africa has had a bigger impact
on the 19-21 micron range given this forms the bulk of their trade. Together with the lower
Australian production in this micron band, the South African suspension has seen 21 micron wool
reach almost the same record levels seen in August last year. On the other hand, the finer 17 and
18 micron prices are still a way off the peaks seen in August 2018.
Australian production remains limited. Bales offered for the season to date (week ending 1 March)
were down 13.7% at 1.12 million bales, compared to the same period last year. The number of
bales tested (progressive YTD to February) was down 11.2%. This lower volume is expected to
continue with 3.6% fewer bales offered over the coming weeks (week 36-38).

What to watch
•

Wool

China suspended imports of South African wool in February as a result of a Foot-and-mouth
disease outbreak. This has seen a lift in prices as China looks to fill the gap. How long this will
last is unclear. A similar suspension occurred in 2011, but the impact on South African exports
and industry was minimal due to the ability to resolve the matter in a few months.

Wool prices lift as South African exports to China
are suspended
EMI starts to rise again

South African exports are becoming more
reliant on China
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Avocados not just a millennial smash
Sustained domestic consumption growth for fresh avocados, particularly by high-income earners is
meeting Australian avocado production increases. As sector value continues to grow at both retail
and farmgate level, increasing development is leading to a significant bow wave of fresh avocado
supply. The compass therefore points to a focus on increasing exports. Australia is seeing good
growth in its historical export markets, but competition is strong for export market consumers.
Ongoing supply growth from domestic sources, with production almost doubling over the ten-year
period to 2018, is supported by consumption growth in the domestic market. Very solid retail value
growth has been occurring, which is also coming back to the farmgate. Perhaps surprisingly for some,
Nielsen data shows that high-income and senior couples represent the majority of purchases at retail
level for fresh avocado – perhaps smashing them at home.
This ongoing growth of farmgate returns has been driving investment in productive growth. Rising
production is also offsetting reliance on imports with volumes from New Zealand dropping over the
past three years as Australian production grows and New Zealand diversifies its export markets. Industry
expectations point to a crop of 115,000 tonnes by 2025, which would require a significant increase of
around 1kg per capita in Australian consumption, which may come at the expense of average value.
Hayden Higgins
Senior Analyst
Horticulture & Wine
+64 6 974 9504
hayden.higgins@rabobank.com

With offshore demand growth occurring, particularly close to home in Asia, we see opportunities for
export growth to complement the strong Australian domestic market. Australia’s key export markets of
Hong Kong, Singapore, and Malaysia have all shown a very strong ten-year import CAGR of over 25% for
fresh avocados. But competition in these, and other, markets is hot and comes increasingly from Mexico
Chile, and Peru, all of whom are undergoing significant avocado export growth.

What to watch

Horticulture

•

Sustainability focus not going away – Increasing focus by both consumers and retailers on not
only plastics but also pesticides can be expected through 2019 and beyond. This is the theme of
reports coming out of the recent Fruit Logistica trade show in Berlin. The other key topic during the
stall discussions was the ongoing uncertainty around Brexit and its implications – see our wine
section for more on Brexit.

Imports drop as domestic volumes increase
New Zealand fresh avocado import volume
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Fresh avocado imports from New Zealand follow a consistent seasonal pattern fitting the Australian domestic supply
window, but with an overall volume reduction between 2016 and 2018.

Dec

UK market penetration continues
Export value and volumes to the all-important UK wine market grew during the last calendar year.
Importantly, exports across the premium segment of the UK market grew too. The outcome of Brexit
remains uncertain and alternative products continue to challenge beverages in the US market.
Australia experienced positive YOY increases in exports to the UK for the 12 months to December 2018.
Value lifted by a solid 12% and volumes by 10% in total. Average monthly export values were fairly
consistent with no material spikes or troughs. The volume increase has been driven by importers lifting
market inventory to support continued supply, after any initial Brexit disruptions.
Wine Australia highlights that solid growth has occurred in the premium UK segment for Australian
wines across 2018, with Australia’s performance above the total market in this important category.
As Brexit negotiations continue to stumble along, Rabobank’s base view remains for an orderly Brexit.
But the case for a hard Brexit is almost as compelling, as the 29 March deadline draws near.
Successful negotiations between Australia and the UK early in 2019 provided stability for Australian
exporters, mirroring EU provisions currently in place for trade in wine.
Hayden Higgins
Senior Analyst
Horticulture & Wine

In North America, it’s not just different brands fighting over the US consumer, but competition from
marijuana also poses a threat to all beverage categories, as highlighted in a recent IWSR study. See also
RaboResearch’s June 2018 report Does Alcohol Have a Marijuana Problem?

+64 6 974 9504
hayden.higgins@rabobank.com

What to watch
•

Wine

Trade continuation deals with the UK – Both Chile and South Africa have also negotiated
continuation deals with the UK for trade in wine. This may somewhat level the playing field for
Australia in an environment where bulk prices are off 2018 highs, combined with the large 2018
vintage in Chile (+36% on 2017) and Chile retaining tariff-free advantages.

2018 Europe and UK wine exports steady
Value of Australian wine exports to UK and Europe
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Monthly import values average AUD 50m. A slight lift in exports to the UK was observed in the final quarter,
before Brexit.

Dec-18

Phosphate Hill supply cut
Severe flooding in early February has closed the railway line between Incitec Pivot Limited’s (IPL)
phosphate hill mine, processing plant, and distribution point in Townsville. This leaves the company
unable to bring raw materials in, or take product out. A release from IPL on 26 February estimates that
losses will lie around AUD 100m to AUD 120m EBIT, before the rail is fixed in late April or early May. IPL
has said they have implemented arrangements to continue to provide ongoing availability of supply
pending the resumption of rail services.
Following a poor production year in 2018, a larger-than-usual percentage of east coast farmers have
not locked in fertiliser contracts for this season, instead waiting for drought-breaking rains to arrive. If
healthy rains arrive, demand for fertiliser, buoyed by above average grain prices, may be higher than
usual at the critical time, just prior to or during seeding. This will be magnified if the shortages from
Phosphate Hill are more significant than expected. For farmers with no purchases locked in, we think
assessing regional availability is important to avoid any seeding delays if the season breaks.

Wes Lefroy
Agricultural Analyst

+61 2 8115 2008
wesley.lefroy@rabobank.com

Since reaching four-year highs in September 2018, global fertiliser benchmarks have continued to
decline. In early march, AUD-adjusted global values for DAP were down 10% (AUD 556/tonne FOB ex
US GULF) for the September 2018 to February 2019 period. Urea has fallen further in the same period,
down 22% (AUD 352/tonne FOB ex Middle East). Demand is traditionally lower in Q1, with the
Southern Hemisphere in between seasons and the Northern Hemisphere winter crops in dormancy.
During Q2, Rabobank expects demand for urea from Northern Hemisphere cropping regions to halt
the decline in global urea values.
While DAP hasn’t fallen as far as urea, Rabobank holds a bearish view about the impact of continued
growing production capacity in the middle east and subdued demand as a result of forecast lower
crop values YOY, most prominently wheat.

What to Watch
•

Farm Inputs

Canadian company Nutrien has entered into a binding agreement to acquire farm inputs company
Ruralco. Nutrien is the world’s largest supplier of fertiliser, crop protection and rural services. Nutrien was
formed last year, a result of the merger between PotashCorp and Agrium. Landmark, a rival to Ruralco,
already lies within Nutrien’s portfolio. Ruralco has about 40 rural businesses in its portfolio, including
Agfarm, CRT, Primaries, RuralCo Water, Rodwells, and Total Eden. The transaction is subject to Ruralco
shareholder approval, regulatory approval, as well as the ACCC and FIRB.

Lower seasonal demand eases global prices
AUD-adjusted global prices
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AUD weak: and it will get weaker
We maintain our forecast that the AUD will fall to USc 68 within 12 months, as monetary
policies in the US and Australia diverge.
In the US, we see no further monetary policy tightening this year, with the OCR set to stay put at
2.5%. The economic expansion is showing signs of fatigue. GDP growth slowed to 2.6% YOY in Q4.
The effects of tax cuts and fiscal stimulus are wearing off, we are seeing the first cracks in the
housing market, and a rising trade deficit will exert a drag on the economy in 2019. Against this
backdrop, we expect inflation to subside through the year, removing the need for any further
monetary policy tightening. In January, the Fed itself adopted a wait-and-see approach and
carefully remove references to further rate hikes from the post-meeting statement.
In Australia, we think the next rate move is down. The outlook for the economy of its key trading
partner - China - remains worrying despite signs that fresh stimulus is about to start flowing.
Meanwhile, the political risks in the Australia-China relationship are looming large – with coal
exports the latest to face a slowdown. The local east coast housing market is in a significant
correction phase.
Tim Hunt
Head of Food &
Agribusiness Research,
Australia & New Zealand

At just below USc 71 on 6 March, the AUD is already below its five-year average. It likely has further
to fall.
Rabobank forecasts the AUD to hit USc 68 by February 2020.
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What to watch
•

FX

By how much is the Chinese economy slowing? Official statistics suggest that the Chinese
economy slowed to 6.4% in Q4 2018. We think it’s likely slowing much more than that. In
February, western companies as diverse as Apple, Ford, Caterpillar, and 3M reported a significant
slowdown in their Chinese sales. We have also seen an unusually large number of Chinese
companies reporting losses so far this year. The CEO of the ‘China Beige Book’ says the economy
grew probably around 2% in Q4 2018. If that’s true, expect a major drag on the New Zealand
economy in 2019 via slowing exports, weaker tourism, and diminishing Chinese investment.

Australian dollar cedes half a cent in February
AUD/USD cross rate
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Brent Crude continues rebound
Brent Crude values continued to rebound during February, off the back of tighter supply and firm
demand. OPEC cuts started to take hold, alongside rising geopolitical risk from Venezuela, Iran,
Libya, and Nigeria. We consider the market fairly priced following this recent rally. Rabobank
expects Brent Crude to stabilise in the high 60’s for the remainder of the year.
The first quarter is traditionally a quieter time for ocean freight, but the collapse of a dam at a
major Brazilian iron ore mine exacerbated the slowdown. Since mid-December, the Baltic Dry
Index has fallen some 800 points.

Brent Crude Oil, March 2016 to March 2019

Baltic Dry Index, Aug 2015 to Aug 2018
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