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Commodity outlook
Rural Confidence

Rural confidence remains weak, though farmers still expect to invest more in the coming 12 months.

Grains & Oilseeds

Australia’s broken thermostat continues to wreak havoc, with frost in the west having added to drought impacts
during September. We expect basis upside during October.

Dairy

We expect general firmness in global dairy markets to continue for the remainder of the year.

Beef

Sparse spring rain will do little to lift prices.

Sheepmeat

Reduced lamb availability may stabilise prices but will squeeze export margins.

Sugar

A 2019/20 global supply deficit makes for a more positive outlook, despite recent Indian subsidies.

Cotton

East coast drought is set to reduce next season’s production to the lowest level since 2007/08.

Wool

Prices are finding firm ground.

Wine

The proposed US-Japan trade negotiations, if successful, will level the playing field for US wines in Japan, and
Rabobank expects that this will create increased competition for market diversification.

Horticulture

Fresh grape exports for Australia push value records, contributing strongly to overall horticulture export growth.
Rabobank expects the global economy to continue to slow in key horticulture import markets.

Fertiliser

Oversupply and subdued demand will continue to dampen global phosphate markets in coming months. As a
result, we see prices continuing to decline, albeit at a slower rate.

FX

We expect the recent bounce in the AUD to prove temporary and look for it to hit USc 65 within a year.

Oil

The attack on Saudi Arabia’s oil processing facility will add to an already tightening global balance.
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Confidence split, in a tale of two
seasons
Rabobank’s September quarter survey of Australian farmers shows that rural confidence
remains weak, but with a distinct divide emerging based on seasonal conditions.
Farmers in the west and south of the country are upbeat, while confidence has waned
significantly in drought-affected eastern states. The divide was particularly evident in the
country’s grain sector. Some of Victoria’s grain-growing regions, including the Wimmera, have
the potential for one of their best seasons on record, while confidence among Western
Australian growers also found higher ground following good June rains. However, sentiment
was down sharply among grain growers in New South Wales and Queensland, where prospects
for the summer crop ahead are poor.
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Rural
Confidence

A divide is also apparent within commodity sectors - particularly in grains and dairy. The
dairy sector saw the most dramatic turnaround in confidence this quarter, now outstripping the
other surveyed commodity sectors. This uplift was largely driven by dairy producers in southern
Victoria and Tasmania, who also reported overall strong profit projections and investment plans
for the year ahead.
Despite weak short-term confidence, farmers continue to invest. The number of farmers
looking to increase investment in the next 12 months continued to outstrip the number that
expected to reduce investment. This stands in contrast to the experience during previous
drought years, such as 2002 and 2006. The ongoing intention to invest likely reflects confidence
that the long-term fundamentals of the industry remain attractive, despite expectations of a
more difficult 12 months ahead.

Rural confidence remains weak, though
farmers are still investing
Rabobank Rural Confidence Survey
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Notes:
Confidence = Percentage expecting the agricultural economy to improve minus percentage expecting conditions to worsen over the next 12 months.
Investment intentions = Percentage expecting to increase investment minus percentage expecting to reduce investment over the next 12 months. Survey in the field conducted
between 22 July 2019 and 13 August 2019.
Source: Rabobank 2019

A dry end to another dry winter season
Relative Root Zone Soil Moisture, Sep 2019

Following another month of limited rain, a majority of Australia’s
winter cropping regions will finish the 2019 winter growing season
with below-average rainfall. During the first three weeks of
September, upward of 30mm fell in south-eastern Western Australia,
parts of the Eyre Peninsula and the mid-north in South Australia. Parts
of Victoria, which on the whole has been tracking better than other
states this season, received 20-25mm during early- to mid-September.
Drought-affected regions saw little to no rain during September. Moree
has not registered any rain since July 10 and the last fall above 10mm
was on May 4. For a large part of the region, soil moisture is within the
lowest 1 percent recorded.

Source: BOM 2019
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No rain in sight
BOM’s most recently released outlook suggests that a large chunk of
Australia has less than 30% chance of receiving median rainfall
during the next three months. A positive Indian Ocean Dipole (IOD) is
the basis for BOM’s expectations of dry conditions and warmer-thanaverage temperatures, until the influence of the IOD decreases during
summer. Beyond this, BOM expects that dry conditions may continue,
due to a negative Southern Annular Mode (SAM). A negative SAM is
usually associated with drier-than-average conditions on the east coast.

Three-month outlook, Oct-Dec 2019

BOM expects that the El Niño–Southern Oscillation (ENSO) will remain
in neutral territory for at least the next six months.
Source: BOM 2019

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

Source: BOM 2019

Source: BOM 2019

Just add frost, for further supply cuts
Severe frost and heat on the west coast and hot and dry conditions on the east coast have pushed Australia's
2019/20 winter crop prospects lower, again. This, combined with CBOT wheat gaining 6% MOM, has
supported most Australian wheat prices higher across Australia during the month. We expect that the
market still has more Australian supply downside to recognise, which, combined with the prevailing hand-to
mouth purchasing environment, means we expect upside for basis during October.
Catastrophic frost in Western Australia during the first half of September, focussed on the Esperance port zone,
has added another blow to the struggling 2019/20 Australian winter crop. Sub-zero temperatures for periods of
six to eight hours, and down to minus 5 in places, delivered widespread flower and stem frost damage. With
warm and dry weather prior to and after the frost, this event has wiped hundred’s of thousands of tonnes from
this year’s harvest. Elsewhere, ongoing dry conditions and unseasonably high temperatures have stopped crop
development in its tracks.
While APW gained 5% (or close to it) in all other port zones during September, Brisbane was the exception. APW
lost 5% over the month with good new crop supply from central Queensland playing into calculations.
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Globally, wheat prices firmed MOM on the back of reduced supply prospects. The USDA lowered global 2019/20
wheat production by nearly 2.5m tonnes in their latest WASDE report. Downgrades for Australia and Kazakhstan
outweighed marginal crop improvements in the EU and India. A large global crop and subdued demand has the
USDA estimating a record carry-out of 286.5m tonnes, up 3.2% YOY. Our CBOT forecast remains unchanged at
475USc/bu for Q4 2019. On barley, the USDA forecasts production up 1.1% MOM and 10.1% YOY leading to a
building of stocks globally.
Meanwhile, on the pulse price front, the news is not supportive. Canada’s pulse harvest is well underway, and
despite planted hectares of lentils being unchanged YOY, StatCan has forecast production up 14% YOY due to
the highest yields in five years. In the face of ongoing Indian import restrictions, a so far favourable outlook for
the sub-continent’s regional Rabi planting season, and slowing Indian economic growth, higher Canadian lentil
yields mean we cannot find reason for global lentil prices to remain anything but subdued into 2020. Our
expectations that Australian production will remain similar YOY and stocks remain elevated, mean a similar
outlook for Australian lentils.

What to Watch
•

•

Hay, hay! – While in need of a soft finish to help southern New South Wales crops make it to harvest, the opposite
is playing out, and looks set to continue. Many producers are weighing up the biomass available to produce hay
compared to grain yield prospects, with the decision having already been made for canola growers in a number
of areas. As a result, we expect some pressure on hay prices given lower stock numbers YOY and higher-thananticipated hay supply on the cards.
Rabobank winter crop production forecast report – Our comprehensive winter crop production report will be
released in early October, and will contain our 12-month view on prices, crop composition, and export potential.

Upside for cereals, but no such news for lentils
No good news for lentils
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Global markets in a holding pattern
Over the month of September, the global dairy commodity basket saw very little price movement.
However, there was some ongoing weakness in the butter market. The global market remains well
balanced. Farmgate milk prices are favourable for most dairy producers around the world, but
production growth will be limited as dairy farmers remain cautious and face economic and
environmental challenges, making significant supply growth challenging.

There is still a keen focus on the New Zealand season. Favourable winter and early spring weather
across New Zealand provides outstanding conditions for the 2019/20 season. But near-term
weather warnings are looming and any late inclement weather will impact production. We expect
milk volumes to range between a decline of 1% to flat growth YOY for the full season to 31 May 2020.
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For the 2019/20 season, Australian milk production declined by 5.7% to 8.795bn litres – with
recorded falls in all regions. On a volume basis, this represented a loss of 530m litres of milk from the
system – with 50% of the falls coming from the Northern Victoria and Southern New South Wales
irrigation districts. For the first month of the new season, production continued to fall. The national
volume was down 8.4% for the month YOY. Rabobank is still forecasting national milk production
to decline in the 2019/20 season. The current forecast is for national milk production to fall
another 3%.
Australia’s new production season is under way, with record-high opening prices on offer across
the Southern export region. Reported weighted average prices range between AUD 6.80/kgMS and
AUD 7.20/kgMS including supplementary payments. Based on Rabobank’s current forecast for the
commodity basket, and a spot currency of USD 0.67, our modelled annual average farmgate price is
AUD 6.65/kgMS for the 2019/20 season.

What to watch

Dairy

•

Australia’s spring peak. While Rabobank is forecasting another fall in national production,
there are regions which are shaping up for a return to growth. Within the southern-export
production basin, there are some regions that have average-to-wet soil moisture profiles following
winter rainfall events. The latest Rabobank rural confidence survey results show that dairy clients
are looking at improved margins. Importantly, investment confidence is also picking up.

Production regions struggling to find growth
Global dairy prices, 2014-2019

Production growth key exporting regions
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Spring has not sprung
In the absence of rain, young lighter cattle continued the downward trend started in August and
fell through the first weeks in September. The EYCI has now dropped from AUD 5.32/kg cwt on 1
August to AUD 4.68/kg cwt on 19 September, reflecting poor demand for young replacement
stock. While easing slightly since August, heavier categories of cattle have not seen the same falls
and continue to remain strong. Some light rainfall in late September through areas of New South
Wales and Victoria may arrest the decline in young cattle prices, but considerable rain is still
needed before confidence allows restockers to enter the market to push up prices for young and
replacement cattle.
Cattle slaughter continues to be higher YOY. For the month of July, national slaughter volumes
(770,900 head) were up 8% on July 2018. Females represented 57% of the total slaughter.
Preliminary slaughter figures for August and September show that numbers continue to track
slightly higher than the five-year average, and slightly higher than 2018.
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August beef exports (106,332 tonnes swt) were down 1% YOY, bringing YTD exports down to a 6%
increase on 2018 levels. Volumes to Japan and South Korea are behind 2018 levels, with volumes to
the US up 4%, while strong volumes to China continue, up 67% YTD. Shortages of protein as a
result of African swine fever are driving China to increase imports of beef from all suppliers.
Live cattle exports in August dropped below 2018 levels for the first time in 2019. YTD July volumes
remain 11% above 2018 volumes. There has been a strong lift in exports to Indonesia from
Townsville (up 57% on 2019), reflecting a stronger market for lighter cattle than domestic markets.

What to watch

Beef

•

South Korean safeguard – Although exports to South Korea are down 1% YTD (as of August),
we are still expected to reach the safeguard level in the coming months – we just eclipsed it
in 2018. Triggering the safeguard will increase our tariff rate from 24% to 30%. Our biggest
competitor – the US – has a tariff rate of 18.7%. Given the proximity to the start of the new
tariff year, product may be held to avoid the higher duty. As such, export volumes to South
Korea may drop in the final months of the year.

Young cattle prices continue to slip in the
absence of rain
The EYCI drifts down again

Export volumes to South Korea approach
safeguard level
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Hold the phone, is this the bottom
of the market?
After commencing the normal seasonal decline in late July, prices levelled out in late August and
have remained relatively constantly since. The ESTLI hit AUD 8.06/kg cwt on 22 August and has
remained around this level since, sitting at AUD 8.04/kg cwt on 19 September – not far off the
suggested bottom of the market price from the last monthly. The price spread between lighter lambs
and heavy lambs narrowed to zero in late August. But while lighter lambs remained flat, heavy export
lambs rose in the second week of September. Historically, prices continue to fall through
September and October, as increased numbers hit the market. However, with poor feed
conditions, finished lambs will take longer to reach marketable weight, slowing any flow of
finished lamb volumes and supporting prices.
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Lamb slaughter for July (1.5m head) was down 17% YOY and sheep slaughter (530,000 head) was
down 15% YOY. Indicative numbers for lamb slaughter in August and early September show a large
drop in volumes to some of the lowest levels in over five years. The large drops were seen particularly
in Victoria (down 17% YOY) and South Australia (down 44% YOY). Slaughter numbers in New South
Wales did not see the same drop in volumes (down 3% YOY).
August lamb exports (17,648 tonnes swt) were down 5% on 2018 volumes, making it the third month
in a row for contracting volumes. Total lamb exports YTD are up just 2%. Strong volume growth
continues to China, up 20%. Mutton export volumes (12,881 tonnes swt) were down 18% on 2018
volumes. Strong volume growth to China continues at the expense of the Middle East and the US.

What to watch
•

Sheepmeat

Price spread squeeze – While Australian lamb prices have dropped in line with previous season
falls, they are not leaving much room to move. Average US lamb import prices have remained
relatively flat through the first six months of 2019 (averaging AUD14.39/kg), which has meant that
price spreads from June to August (US import to Australian domestic lamb prices) fell to some of
their lowest levels in over five years. The fall in Australian prices in August does help the spread
but provides little room for upside price movement until US import prices rise.

Prices decline, but stopping here does not
provide much relief for exporting margins
Eastern States Trade Lamb Indicator coming
back to earth

Price spread between AU domestic lamb and US
import lamb prices is at some of the lowest levels
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Certainty over Indian sugar
The Indian government announced 2019/20 export subsidies for 6m tonnes, exceeding last year’s
5m-tonne allowance. However, the figure comes in below ISMA’s proposed 7m tonnes. The
announcement does not necessarily mean 6m tonnes will be exported next season, but it provides
the government the ability – if conditions/global prices allow – to shift large volumes out via exports,
likely split fairly evenly between raws and whites. For now global prices sit below the levels needed
to draw out Indian supplies (even with fresh subsidies) – the ICE #11 needs to reach nearer 13 USc/lb
before Indian exports are made available in any volume. As/when these exports do come online they
will likely compete with Australian raw flows into Asia. RaboResearch addresses this topic in our latest
podcast: Sugar Wars: The Return of Indian Subsidies.
With 17.4m tonnes of cane crush (as of 15 September), the Australian harvest remains some 15%
behind last year. Overall harvest progress is at 56.3%, spread relatively evenly across the Queensland
regions – from north to south. Furthermore, the ASMC has cut their cane forecast again in September
– now at 30.8m tonnes – with reductions mainly concentrated in the North. Harvests will begin in the
EU next month, followed by the 2019/20 Indian and Thai harvests.
Charles Clack
Commodity Analyst
Sugar and Cotton

charles.clack01@rabobank.com

The October 2019 contracts remain plagued with heavy Asian stocks. Thailand holds hefty stocks
after a strong harvest and as it is facing difficulty in finding fresh demand. Rabobank anticipates
further deliveries to the tape, keeping prices under pressure in the immediate term, before markets
begin trading next season’s 5.2m-tonne global deficit. Rabobank’s latest fundamental view is now
available in our Sugar Quarterly Q3 2019, with upside price potential noted for Q4 2019 and 2H
2020—at 415 AUD/tonne and 450 AUD/tonne respectively, with AUD depreciation.

What to watch

Sugar

•

BOM highlights October rainfall chances for Northern, New South Wales, Southern
Queensland, and the Tablelands. Rainfall totals of 10-50mm are forecast for these regions at a
75% probability – Rabobank anticipates harvest disruption to be minimal.

•

Sugar remains sensitive to broader FX and commodity market fluctuations. Rising concerns
over the US-China trade war, coupled with recent geopolitical tension and a global economic
slowdown, could easily make their mark on the sugar price.

A slow shift towards tighter global stocks in
2019/20 to drive steady upside
ICE #11 upside & AUD depreciation drive marginal
strength for sugar prices in AUD/tonne terms
unit
ICE #11 USc/lb
AUD/USD
Sugar
AUD/t

Q4'18
13.0
0.72
399

Q1'19
12.8
0.71
396

Q2'19
12.3
0.70
386

Q3'19(f)
12.8
0.68
415

Q4'19(f) Q1'20(f) Q2'20(f) Q3'20(f)
13.1
13.3
13.5
13.6
0.67
0.66
0.66
0.65
431
444
451
461

Rabobank forecasts a marginal 0.3m-tonne
surplus this season, followed by a 5.2m-tonne
global deficit in 2019/20
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Rising concerns over the US-China trade war, coupled with recent geopolitical tension and a global
economic slowdown, could easily make their mark on the sugar price.

Rain, rain, come again
Persistent drought across Australia’s east coast confirms a tough outlook for 2019/20 cotton
production. With planting windows approaching ever faster (having already approached in
Emerald), the likelihood of a dam-filling rainfall event becomes ever more unlikely – the latest
BOM one-month outlook forecasts no game-changing event. Current crop estimates sit in the
850,000-1m bale range, with the central region production being particularly hard-hit. If realised,
this would be the lowest national crop since 2007/08, which was pared back to just 600,000 bales.
Trade talks are back in the spotlight, as the US and China resume trade talks in October. So far,
there is no certainty whether cotton will be included in these purchases, but, if so, it would shift
current trade patterns quite dramatically. In Rabobank’s view, the impact of any US-China trade
deal would be relatively muted locally as appreciation in the ICE #2 would be offset by a
softening in basis. Rabobank forecasts Australian cotton prices to trade within a AUD 530 to
560/bale range in the coming six months, assuming no major market shocks.

Charles Clack
Commodity Analyst
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The attacks on some of Saudi Arabia’s key energy assets – resulting in a 7.5% MOM rise in
Brent Crude prices – could have a favourable impact on cotton. One knock-on effect has been a
sharp rise in the spot price of Chinese polyester, which could improve the competitiveness of
cotton in the short term and, subsequently, demand. However, any improvement in demand will
likely be short-lived as cotton continues to lose market share from synthetic fibres. The longerterm trend, particularly amid the US-China trade war, shows increasing adoption of synthetic
fibres – especially in China.

charles.clack01@rabobank.com

What to watch

Cotton

•

Ongoing US dollar strength adds to the bearish market tone, with importing countries facing more
expensive imports. On the flipside, the trend is beneficial for other exporters – namely India and Brazil.

•

Futures price dips should be limited to near USc 57/lb – where the US loan program kicks in. This
government scheme assists growers in financing crop storage to allow better marketing opportunities.
It supports prices at current levels – at least in the short term – but also means there could be stacks of
US cotton to sell later in the 2019/20 season.

Persistent drought across Australia’s east coast
confirms a tough outlook for 2019/20
ICE #2
AUD/USD
Basis
AU ex. Basis
AU inc. Basis

unit
USc/lb
Pts/lb

Q1‘19
73
0.71
1214

AUD/bale
AUD/bale

515
600

Q2'19 Q3'19(f) Q4'19(f) Q1'20(f) Q2'20(f) Q3'20(f)
71
61
62
62
63
64
0.69
0.68
0.67
0.66
0.66
0.65
1394
1200
1000
1200
1000
800
513
614

449
537

463
537

470
561

650
600
550
500

450

477
553

492
554

Local 2019/20 crop estimates sit in the 850,0001m bale range, with the central region
particularly hard-hit
6
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Rabobank forecasts local prices in a AUD 530560/bale range for the coming six-month period
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Ongoing US dollar strength adds to the bearish market tone, with importing countries facing more expensive
imports. On the flipside, the trend is beneficial for other exporters – namely India and Brazil.

Finding firm ground
Wool prices have found some firm ground after dropping dramatically through July and August.
With some of the biggest daily increases in history, the EMI finished the week on 20 September
at AUc 1542/kg.

Wool test data up to 21 September show lower volumes than in 2018. Bales tested YTD (317,072)
are down 22% on 2018 volumes, with greasy weight tested down 21.6%. While lower production
as a result of the persisting dry conditions provides an underlying lower volume, price drops
through July and August have also encouraged producers to hold on to wool and not offer it for
sale. Bales offered for sale dropped from 41,543 in the week ending 9 August to 19,193 in the
week ending 13 September.
Export volumes for the month of July (21.1m kg) are 2.4% up on 2018 volumes. We saw volume
increases to China (up 9.2%) and Italy (up 5.9%), while volumes to India dropped by a large
42.3%. Despite volumes to China increasing, lower prices meant that the value of exports to
China and other markets fell in July compared to 2018 values.
Angus Gidley-Baird
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Despite a worsening US-China trade war, the latest US government import data shows
unperturbed US imports of Chinese wool-based apparel for July. On a cumulative basis, imports
of Chinese apparel have increased 17% YOY for July, up from 5% YOY in June, while trailing 13%
below the ten-year average.

+61 2 8115 4058
angus.gidley-baird@rabobank.com

What to watch
•

Wool

China wool imports – The US imposed an additional 15% import duty on wool clothing as of
1 September. With wool-based apparel imports typically seeing a sharp acceleration in Q4
(US fall and winter), the coming month will test how inelastic imports are and how quickly
US companies can find alternative supply chains in the face of this new trade barrier.

Wool prices find some solid ground, while US
imports defy trade uncertainty
EMI finds solid ground at the five-year average

US cumulative imports of woolen-apparel
products from China remain above 2018 levels

2500

million square-meter equivalents

140

cents/kg

2000

1500
1000
500

AWEX EMI (AUD)

EMI (AUD) Five-yr. avg.

AWEX EMI (USD)

EMI (USD) Five-yr. avg.

Source: Bloomberg, Rabobank 2019

Sep 2019

May 2019

Jan 2019

Sep 2018

Jan 2018

May 2018

Sep 2017

May 2017

Jan 2017

Sep 2016

Jan 2016

May 2016

Sep 2015

Jan 2015

May 2015

0

120
100
80
60
40
20
0

10 year average
Source: Bloomberg, Rabobank 2019

2018

2019

A levelling of the field?
Like a wild-card entry, the US has managed to advance trade discussions with an eye to securing
preferential trade access to Japan, with terms similar to those under the CPTPP deal by Australia.
The US will reportedly secure a reduction in tariffs to zero on imported wines, if a deal is successfully
negotiated, within seven years of a deal coming into place. These terms are aligned to those secured
by Australia, and other parties who are partners under the CPTPP. While Japan is not a significant
market for Australia, it remains important from a diversification point-of-view.
Japan is an important market for US wines and this will level the playing field for US
competitiveness with other exporters in that market. Value of overall US exports to Japan, at around
USD 100m for the year end June 2019, has risen by a CAGR of 6% per annum since 2009. This CAGR is
ahead of total export value growth to all markets for US wine over the same timeframe. For the same
period, Australia exported around USD 40m of wine to Japan, with values relatively flat over the past
three years. This bilateral trade agreement, if concluded, will make US wines more competitive with
other imported wines in Japan, varietal differences aside.
Hayden Higgins
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Elsewhere the UK political environment remains in chaos and uncertainty continues to reign for
exporters on the eve of another Brexit deadline. The UK continues to increase imports of wine pre the
Brexit deadline. This includes wines of French origin, as not only is the UK concerned about trade flow
for domestic consumption post-Brexit, but the UK is also historically an exporter of French wines to
Hong Kong, leveraging off of the UK’s historical ties to the territory.
Rabobank continues to watch developments in both the UK economy and wine trade for this key
market.

What to watch

Wine

•

US and Chinese economies – Rabobank continues to expect a further slowdown in both the US
and Chinese economies into 2020. Keeping abreast of changes in this liquid situation will remain
important for exporters seeking to grow market share in these two key wine-consumption markets.

Japanese upside for US wine exports
US wine exports to Japan
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Potential tariff reductions for US exports of wine to Japan will have strong upside for US exporters.

US

2019

Fresh grapes are pick of the bunch
Its Rugby World Cup time in Japan, and Australian fans will be looking for a strong performance
from the Wallabies. The table grape sector continues to be a rising star of Australian
horticultural exports, pushing records for fresh fruit exports in 2019, with a strong performance
in Japan contributing to this result. Australian fresh grape exports to the end of June 2019 came
in at over AUD 500m, with export volumes to key markets up. Also, importantly, we saw a rise in
the average FOB price per kg YOY.
The US however is feeling a supply pinch, due to spring and summer weather impacts on its
fresh grape supply and YTD exports (July to Sep) reduced accordingly. The US normally supplies
over half of New Zealand's fresh grape imports, with this supply constraint impacting imported
volumes into New Zealand at elevated FOB prices.

Hayden Higgins
Senior Analyst
Horticulture & Wine
+64 6 974 9504

While New Zealand is not Australia’s largest fresh grape export market, at around 3% of Australian
export volumes, this is around a quarter of New Zealand's imports. Much like the Wallabies and the
New Zealand rugby psyche, fresh grape imports into New Zealand from Australia are more
influential than the share of market would suggest and hold a close relationship to retail prices
(see next page).
With Australian fresh produce exports experiencing a strong FOB value increase in 2018-19, how
the global economy performs over 2019-20 will be a key influencer for repeat performances.

hayden.higgins@rabobank.com

What to watch

Horticulture

•

Will global economic headwinds be like the Television Match Official? – Rabobank sees the
likelihood of a global recession rising, with this flowing into a number of our key trading
partners. Exporters should remain observant of these external influences, as, just like in rugby,
outcomes are not always decided in the field of production.

Australian fresh grapes influential in NZ
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Imports of Australian fresh grapes take market share from Chile and exert influence on New Zealand retail prices
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Down and down for global DAP
Oversupply and subdued demand will continue to dampen global phosphate markets in the
coming months. As a result, we see prices continuing to decline, albeit at a slower rate, until at
least the beginning of Q1 2020.
AUD-adjusted DAP ex US GULF FOB prices fell to their lowest point since November 2017, sitting
at AUD 479/tonne in late September. While values have fallen some AUD 140/tonne since
October 2018, prices are still well above the lows witnessed in 2H 2016 and 2H 2017.
In response to high supplies, some producers in the US and China have curtailed production. For
many suppliers, prices are now nearing the costs of production. As prices continue to fall, more
production will be taken offline, slowing the decline in prices. We expect that the dynamics
creating this low-price environment will continue to push prices lower until demand resumes for
planting the northern hemisphere crop in Q1 2020.
Wes Lefroy
Agricultural Analyst

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

Demand from India has continued to support global urea benchmarks. Following a tender for 1.6
million tonnes during August, market commentators considered another tender during
September unlikely. Nevertheless, another tender was issued in the second week of September.
We expect it will exceed 800,000 tonnes and support prices until northern hemisphere demand
appears in mid-October. In addition to demand from North America, Brazil, and Europe, we expect
global urea prices to remain stable until at least Q1 2020.

What to Watch

Farm Inputs

•

Attacks on Saudi oil fields – Prices of crude oil and in turn natural gas have shot up as a result of
drone and missile attacks in Saudi Arabia. Aramco, the oil company that was attacked, is about to
hold an IPO. With this in mind, the Saudis will be looking to resume production as fast as
possible. As a result, we may see some limited short-term upside for urea prices, depending on
how quickly oil production can return to full capacity.

Indian demand is supporting global urea prices
AUD-adjusted US Gulf DAP FOB Prices
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AUD bounces – we think temporarily
We forecast the AUD to reach USc 65 within 12 months. After a sharp fall in the prior month, the AUD
regained some of its loss against the Greenback in September. On September 20th, the Australian
currency was trading around USc 68 – up 1 cent on its late August lows. The bounce in the AUD was
driven at least in part by the unwinding (for now) of several risks which alarmed markets in the prior
month. Trade talks between the US and China were resumed, some tariffs were delayed, and protests in
Hong Kong eased somewhat after the government ditched its extradition bill. Economic data was mixed
– breaking a run of unequivocally bad news the prior month.
In the US, the Fed cut the target range for the federal funds rate by 25 bps on 18th September. The cut
came amid rising concerns of slowing global growth and trade wars. But the Fed stressed a solid outlook
for US growth and indicated that this is “a time of difficult judgement”. Investors took that as a more
hawkish tone than expected – and ironically the US dollar rose.

We stick to our view that the feedback loop between trade policy and monetary policy is likely to lead to
another US insurance cut before the end of the year. But we change our call for the most likely timing
from October to December.
Tim Hunt
Head of Food &
Agribusiness Research,
Australia & New Zealand
+61 3 9940 8406
tim.hunt@rabobank.com

We think the recent bounce in the AUD will prove temporary, and expect it to fall again in coming
months. The path for Australian interest rates is down, down, and down. It’s just a question of when. The
minutes from the September meeting of the RBA showed that there was no expectation that higher
house prices were going to see higher consumption. The bank also notes it is going to be looking at
both international and domestic developments as it decides on rates. It is notable that since that time,
China released data showing that its economy continues to slow. Industrial production rose by just 4.4%
YOY in August, its worst result in over 17 years, while retail sales growth slowed to 7.5% YOY.

What to watch

FX

•

Slowing global growth. Specific drivers are acting to slow growth in the world’s key economies.
But these also have a mutually reinforcing influence, as reduced momentum in each region slows
trade and investment with the others. The World Bank in late September joined economists in
downgrading their growth outlook. President Malpass stated that 2019 global real GDP growth
may fall short of the 2.6% projected in June. He mainly pointed the finger to slowing emerging
markets – and China in particular – as the main factors behind this slowdown.

AUD registers its heaviest monthly fall against
the USD in 2019
Australian/US dollar cross rate
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Drone attacks and price records
The oil market saw a record price surge on the market open following a missile and drone strike
that took out 5.7million barrels/day of crude-oil processing in the world’s largest crude-oil
processing facility, Saudi Arabia's Abqaiq. Brent prices increased 7.6% MOM and we maintain a
bullish outlook in the weeks ahead, as the market digests the full impact of these attacks. We
expect to see Brent crude moving up to an average of USD 73.46/bbl during Q1 2020.
The attack on Saudi Arabia’s oil supplies adds to Rabobank’s view of a tightening of fundamental
balances moving into the end of 2019. Furthermore, we see the current market too focussed on how
quickly Saudi Arabia’s supplies can come back online, as opposed to focussing on the potential
US/Saudi response to Iran, which will likely increase friction in the Middle East and create more risk in
the price outlook.
The Baltic Dry Index finished up 3.5% MOM, but we did see a steep 18% fall since the 4 th of
September. One driver of the sudden reversal is a decline in Chinese iron ore prices over the same
time period.
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