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Commodity Outlook
Grains & Oilseeds

A much sought after dry spell in the US has improved crop prospects. This has taken heat out of the US corn
market and factors into revising down our CBOT wheat forecast to USc 500/bu in Q4 2019.

Dairy

From retail to farmgate, milk pricing continues to move higher, which is welcome news for the value chain.

Beef

Prices drift up given limited availability of cattle supplies.

Sheepmeat

Prices take a breather at the top of the market.

Sugar

A slower start to the crushing season, but a more promising outlook for progress and prices.

Cotton

The extent of drought across NSW raises major concerns over a sub-1m bale crop next season.

Wool

Prices pick up and stabilise but we are watching Chinese consumer demand.

Wine

Rabobank expects that French wine prices in China could re-adjust and Australian generic bulk wine prices may
soften in the final two quarters of 2019.

Horticulture

Rabobank expects ongoing competition growth in key export markets for fresh cherries and ongoing supply and
demand changes in global fresh avocado export markets.

Fertiliser

We expect that global phosphate benchmarks will remain under pressure from low demand and over-supply until
at least the end of Q3 2019.

FX

We look for the AUD to hit USc 66 by June 2020.

Oil

The fundamental outlook for Brent Crude is as bullish as it has been for quite some time. We forecast Brent Oil to
reach USD 75/bbl during Q3 2019.

Rain Continued in the West
Timely rainfall continued to reach a majority of the WA wheat belt
during July, following a dry start to the winter season. Falls of up to
50mm were recorded across the region, with up to 100mm near the west
coast during July. Similarly, rainfall was also healthy across SE Australia,
with the exception of the Mallee, and northern parts of South Australia
where cumulative July rainfall was less than 25mm.

Relative Root Zone Soil Moisture, July 2019

Little rain fell across NSW during July. Dubbo and Moree received 6.2mm
and 6.6mm respectively for the month. Year-to-date, Dubbo has only
received 50 percent of the five-year average.
Water storage levels in the Murray Darling Basin were stagnant during July.
BOM reported storage in the northern basin, held at 7 percent, while
storage levels increased in the southern basin by 2 percent to 48 percent.
Source: BOM, 2019
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Indian Ocean Dipole Above Positive Threshold
The Bureau of Meteorology (BOM) has forecast a positive Indian Ocean
Dipole (IOD) to likely deliver below-average rainfall to central and
southern Australia during winter and spring months. The IOD index
moved into positive territory during July, although for a positive IOD to be
declared, the index must remain in positive territory for at least eight weeks.

Three-month outlook, July-Sept 2019

BOM expects the El Niño–Southern Oscillation (ENSO) to be neutral for at
least the next six months.
A positive Indian ocean dipole is the dominant factor behind BOM’s forecast
What to watch
for average to below-average rainfall over the next three months.
XXX| XXX
Source: BOM 2019

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

Source: BOM, 2019

Source: BOM, 2019

Dry July Cools Global Grain Prices
After months of rain and cold, the sun finally came out in the US Midwest in July and with it, improved
prospects for their 2019 crops. A dry and warmer July has taken the heat out of the US corn market and, with
it, the heat that translated to higher wheat prices in June. However, volatility is expected to remain due to the
challenging start.
The US corn market outlook will remain uncertain during the balance of their summer. Their much reduced crop
area is vulnerable because it has been planted, and established, under mostly unfavourable conditions. This means
US corn field conditions are very variable and more at risk to any weather threats than usual. As such, we expect
corn, and therefore wheat, market volatility in coming months.
The improved US growing conditions, together with still above-average wheat production prospects for Russia,
and record or close-to-record corn production for Brazil, Argentina and Ukraine sit behind the revision down of our
global wheat price forecast. We now forecast CBOT wheat to trade nearer to USc 500/tonne in Q4 2019, down from
USc 535/tonne last month. At this stage we expect it will still trade above USc 500/tonne into 2020.
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Grains &
Oilseeds

The global cooling of grain prices took AU grain prices lower during July. However, basis remains strong in all but
Western Australia, where strengthened harvest potential is weighing on the market. Kwinana APW2 lost 6 percent
during July, and is now sitting in the second lowest range for 18 months (~AUD 280/tonne). Below-average July
rainfall across NSW and into Victoria means that parts of central and southern NSW and Victoria, which previously
held their best prospects in two to three years, now sit on a knife edge, awaiting August rain. The ongoing dry
outlook supports current east coast basis levels persisting or growing over the next two months.
Australian pulse prices remain flat, and hopes of a lift prompted by a post Indian election tariff policy change, have
all but faded. However, Indian rainfall since the beginning of the monsoon on June 1 is 20 percent below average
and this has prompted the All India Dal Millers Association to project a 15 percent decline in Kharif pulse
production. This Kharif crop outlook, as well as what less-than-average monsoon rainfall means for the larger
Rabi pulse crop that is planted in October, has moved Indian lentils and pigeon peas mostly higher in India.
However, still high stocks in Canada and Australia are expected to keep lentil prices steady to weak out to
October.

What to Watch
•

Canola – the EU is on track for its lowest rapeseed crop in 11 years, with two heat waves in July again reducing
harvest expectations and strengthening prices. Further downgrades could move non-GM canola higher.
However, with spreads between GM and non-GM canola, and soybeans already high, EU processors will consider
more substitution where possible to manage costs, thus limiting GM canola price improvements.

•

Russian crop quality – while heat has reduced the expected volume of Russian wheat to be harvested this year, it
has also delivered a higher protein winter wheat crop. A higher proportion of higher protein Russian wheat in
global markets is expected to keep protein margins narrow.

Global Grains Cool, and AU Pulses Stay Cool
Loss of heat in corn markets has cooled
wheat too

AU pulse prices resist an outlook for lower domestic
new crop supply and Indian monsoon uncertainty
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Milk Prices Move Higher
Global dairy commodity prices found some support in July. Broadly speaking, the global dairy
market fundamentals remain well-balanced. Growth in global milk production remains quite modest.
Meanwhile, import purchasing remains robust across a number of key markets. Risks to the global
market remain evenly balanced. Global dairy demand will be vulnerable to weaker macroeconomic
settings, and buy-side stocks are building. However, milk supply growth looks set to remain in check
as farm margins slowly recover.

Michael Harvey
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A very modest peak in the Northern Hemisphere. Milk supply reaches a seasonal peak in the two big
milk production pools of the EU and US in the month of May. For both regions, growth remained very
modest during this period. In fact, US milk production was down year-on-year in May and again in
June – signalling the weakest period of growth in more than a decade and held back by a three-year
low in the size of the dairy herd. Meanwhile, May production was higher year-on-year in the EU-28,
but the rate of growth cooled compared to the previous two months. A heatwave in Europe is a
contributing factor.
Australian milk production declines accelerated in May. National milk production fell 13.6% in May.
There were falls in production across all reporting regions. The new season is underway, and while the
milk price landscape continue to improve, expectations remain for another decline in milk production
to occur; albeit at a much smaller rate and with regional variance.
From retail to farmgate, milk prices have continued to improve. Major retailers all lifted the retail
price of their private label offerings for drinking milk in July. The pricing of milk at the farmgate
remains especially dynamic. A number of dairy processors have lifted their farmgate milk prices for the
2019/20 season. Across the southern export region, there are now milk prices on offer above AUD
7.00/kgMS. A chronic shortage of milk in the system is keeping competition for milk front and centre
in the pricing landscape.

What to watch

Dairy

•

US government support to their dairy industry in light of ongoing trade tensions. US milk prices
are improving, but farmer margins remain tight. The USDA has recently unveiled another ‘trade
aid’ package which will include government procurement of surplus dairy product to support
wholesale markets, and also plans for a small direct support payment to dairy farmers.

A Modest Northern Hemisphere Milk Flush
Global dairy prices, 2014-2019

Production growth in key exporting regions
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Prices Drift up on Limited Supplies
The more limited cattle numbers are causing cattle prices to drift higher. All classes of cattle saw a
rise, with cow prices the standout, jumping 16% from the end of June to 18 July. Strong US import
prices for lean trimmings – currently at AUD 6.95/kg and the highest in four years – are supporting
cow prices but as saleyard prices have seen a greater rise than through the works, there may also
be some producer demand looking to make the most of some winter feed. The EYCI rose from
AUD 4.88/kg cwt at the end of June to AUD 5.31/kg cwt on 25 July. The ongoing limited supplies
of heavy finished cattle mean the price spreads between restocker and feeder or heavy steers
continue to remain at some of the highest levels in over ten years. With the Bureau forecasting a
less than 50% chance of receiving average rainfall for many areas of Queensland and NSW,
large upside price movements are unlikely, but with cattle supplies running very short, we
expect cattle prices to continue to drift up through August.

Angus Gidley-Baird
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Monthly slaughter for May (784,100 head) was up 3% on May 2018. Year-to-date (May) slaughter
was up 14%. Lower slaughter weights (280kg) meant production volume was the same as 2018 for
May. Saleyard volumes into July show the availability of cattle dropping. Volumes for the first three
weeks of the month are down 13% on 2018 volumes, and down 11% on the five-year average.
Saleyard volumes tend to remain lower through August before picking up again in September.
June beef exports (100,050 tonnes swt) were down 1% YOY. Total volumes for the year-to-date in
June are up 6% on the same period in 2018. Live export volumes for the year-to-date (June) are up
18% with strong numbers to Indonesia, up 25% YTD.

What to watch

Beef

•

China import volumes – Volumes exported to China in June (year-to-date 118,000 tonnes
swt) eclipsed the volume exported to the US for that month, to become Australia’s secondbiggest market for June. This is only the third time monthly exports to China have exceeded
volumes to the US. Volumes of exports to China will need to be watched as they are likely to
reach the safeguard trigger volume of 174,454 tonnes possibly in September.

Prices Drifting Upwards, China Poised to
Become the Second Biggest Export Market
EYCI drifting up on account of limited numbers
700
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Prices to Take a Breather at the Top
of the Market
Most sheep prices remained firm through July, as the combination of strong export markets and
limited supplies domestically continued to support prices. The ESTLI dipped slightly to AUD
9.26/kg cwt on 25 July after peaking at AUD 9.45/kg cwt on 11 July – its highest price ever.
Illustrating the continued limited availability of heavy lambs and lower demand from producers
for any restocking/light weight lambs the price spread between heavy and restocker lambs
remains at high levels. With lower lamb numbers and strong export markets we expect prices to
remain strong for the coming month, before the new season lambs arrive.
Lamb slaughter for May (2.16m head) was down 10% year-on-year while sheep slaughter
(656,000 head) was down 21% year-on-year. Total lamb and sheep yardings are showing the
lower volumes of livestock available. Lamb yardings for the first three weeks of July (438,761 head)
were down 17% on the same period in 2018 and down 7% on the five-year average. Sheep
yardings were down 17% on 2018 numbers.
Angus Gidley-Baird
Senior Analyst
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Lamb exports for June (20,462 tonnes swt) were 20% lower than 2018 volumes. While export
volumes for May 2018 and June 2018 were much higher than normal and the 2019 June volume
is more in line with 2016 and 2017 volumes, it shows the contraction in production. Year-to-date
(June) exports are still 6% higher than the same period in 2018. Volumes to the US (up 11%) and
China (up 20%) remain strong.

What to watch

Sheepmeat

•

Lamb numbers – August usually marks the start of rising slaughter numbers as new season
lambs come on to the market. 2018 was different, with slaughter numbers declining monthon-month for August and September, before picking up in October. With many areas still
facing dry conditions, high sheep slaughter, low reported conception rates and low lambing
rates, Rabobank expects lamb numbers to again remain low through August.

Prices Take a Breather While Exports to China
Continue to Grow
Eastern States Trade Lamb Indicator takes a breather

Lamb exports to China increase 20%
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Prices Pick up and Stabilise
Wool prices picked up slightly and then stabilised through July. The EMI rose from the lowest
point for the year at AUc 1715/kg in late June to AUc 1754/kg on 29 July. Finer microns saw
larger gains with the 18, 19 and 20 microns rising 2% from the start of July. While the coarser 28
and 30 microns saw prices fall for the month. Premiums for the 17, 18 and 19 microns compared
to 21 micron are back to some of their lowest levels while the 23 micron wool continues to trade
at some of the highest premiums to 21 micron in over 5 years
The reduced sheep numbers continue to impact on wool production. After only two weeks of
the new selling year, 65,069 bales have been offered which is 22.9% down on last year. AWTA
test data for July show the number of bales (71,981 bales) tested in July was down 24.3% on
2018 volumes. While strong premiums for 23 micron wool may suggest shorter supplies, the
wool test data show the 23-26 micron range as having the smallest decline in bales tested
(around 10% below last year) compared to other microns. The 18.6-23.5 micron range have had
between 20% and 47% less bales tested this year.
Angus Gidley-Baird
Senior Analyst
Animal Protein
+61 2 8115 4058

Reflecting lower production, wool exports for the 2018/19 season to May were down 13.2% to
270.5 million kilograms. Exports to China were down 14.1% and exports to India were down
10.1% while volumes were relatively steady with only a 1.3% decline. Meanwhile, in value terms,
exports increased 1.3% to AUD 3.5bn.

angus.gidley-baird@rabobank.com

What to watch

Wool

•

US China trade – US imports of wool containing apparel have remained very consistent for
the last four years. Despite this, Australian wool prices, reflecting stronger demand, have
increased significantly over this time. The consistent demand from the US suggests that any
increased demand that might be driving price rises may be more a result of Chinese domestic
demand than increases in US demand.

Wool Prices Lift and Stabilize Despite Us Not
Increasing Wool Containing Textile Imports
EMI picks up a little and steadies

US imports of wool containing textiles consistent
for last four years
raw-wool equivalent of US imports of woolcontaining textile manufactures, (1,000 pounds)
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Swamped With Supplies
Prices stay stuck-in-a-rut through 2019, as the ICE #11 reports the narrowest trading range
(Jan-Jul) since 2005. There have been a number of global headlines this month – slow Brazilian
sugar output, deepening fund selling and an improving Indian monsoon – but the heavy nature
of Asian stocks remains the dominant factor. With heavy stocks continuing to overshadow
markets, Rabobank has adjusted its ICE #11 forecast lower this month – to USc 13.0/lb in Q3 2019
and USc 13.5/lb in Q1 2020. This translates to AUD 420/tonne and AUD 445/tonne respectively.
The national crush, as of 14 July, currently sits at 12.4% to date – this compares with 19.4% last
season. A somewhat slower start is coupled with a marginal dip in to-date CSS, currently at 12.56
vs. 12.72 last season. Cane output expectations this season sit at around 32m-33m tonnes, down
marginally YOY, with total sugar output forecast at 4.4m tonnes. Australia, alongside Brazil and
Guatemala, put additional pressure on the WTO this month with the request to establish a panel
to investigate India’s high cane prices & export subsidies. The move is considered a ‘next step’ in
the dispute process – a process which will likely take several years before real change is
implemented.
Charles Clack
Commodity Analyst
Sugar and Cotton

charles.clack01@rabobank.com

Indonesia grants India a preferable 5% raw sugar import tariff – in line with tariffs on ASEAN
and Australian sugar. A 5% tariff on Australian imports to Indonesia have been beneficial, but
may meet stiffer competition with heavy, and arguably subsidised, Indian supplies. The real loser
here is Thailand, who could struggle to compete on a cost basis for Indonesian demand.
Interestingly, Thai whites are reportedly being delivered against the August 2019 futures – a
feature which is often considered a ‘last resort’, and therefore a sign of oversupply in the region.

What to watch

Sugar

•

Indian export subsidies for next season are expected to be announced later this year.
Despite ongoing WTO action, India appears likely to renew these subsides to address their
heavy domestic stock issues – 5m tonnes of exports are earmarked for subsidies this season.

•

A dry outlook for Queensland should allow for good harvest progress in the coming
months, plus relatively strong seasonal CCS levels.

Struggling to Hold Price Gains, as Asian Stocks
Come Back into the Fray
ICE #11 upside and AUD depreciation drive upside
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)
13.0
0.68
421

Rabobank forecasts a small 0.6m tonne surplus in
2018/29, followed by a 4.2m tonne global deficit

Q4'19(f) Q1'20(f) Q2'20(f) Q3'20(f)
13.3
13.5
13.5
13.6
0.67
0.67
0.66
0.66
438
444
451
454

650

AUD/tonne

600
550
500
450
400
350

ICE No. 11 Sugar
Source: Bloomberg, Rabobank 2019

Rabobank forecast
Source: F.O Licht, Rabobank 2019

Thai whites are reportedly being delivered against the August 2019 futures exchange – a feature
which is often considered a ‘last resort’, and therefore a sign of oversupply in the region.

Speculator Slippery Slope
Irrigation allocations for the 2019/20 season highlight the extent of drought across NSW.
General security allocations are set at 0% through NSW, from the Border Rivers down to the
Murrumbidgee. High security water allocations are cut to 75% and 70% on the Lower Namoi and
Macquarie, respectively. While isolated rainfall has appeared in Southern NSW, the outlook is still
absent of a widespread dam-filling event ahead of summer plantings.
Australian cash values meet a slippery slope, with 2019 values touching AUD 520/bale and
2020 at AUD 535/bale. Softness in the ICE #2 remains the key driver, after falling to USc 63/lb this
month, amid improving US crop prospects and demand uncertainty – local basis remains above
1,000 points. Aside from the fundamentals, it’s worth highlighting the speculator influence –
Managed Money, as of 16 July, reported the largest bearish position since records began in 2006.
This is undoubtedly exaggerating the global price pressure, but also makes the market vulnerable
to a surge of profit-taking in the future. Moreover, with prices slipping lower, buyers have
inevitably adopted a hand-to-mouth approach in securing supplies – why buy now when the
market could be lower next week?
Charles Clack
Commodity Analyst
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Global demand expectations this season are souring, according to the USDA’s July WASDE.
After forecasting 2018/19 global demand growth at almost zero, the USDA cut expectations
further to report a 1.3% contraction in world demand. This compares to Rabobank’s 1% world
demand growth forecast. Chinese 2018/19 consumption took a hit – driven almost entirely by the
ongoing US-China trade war – as did Bangladeshi use. The latter is most worrying, as it raises
questions over broader South-East Asian consumption – this is the first fall in Bangladeshi
consumption since 2011/12.

What to watch
•

Cotton

•

Confidence in the Australian 2019/20 crop remains poor, with increasing talk around a sub 1m
bale 2019/20 crop. In Rabobank’s view, it is too early to be confident in such a low number. However,
without late winter rainfall, a sub-1m bale crop next season is entirely possible.
Price risks point to the upside in the short-term, as the US enters hurricane season and speculators sit
nervously upon record numbers of bearish bets. However, heavy US supplies will weigh on prices in
the longer-term – Rabobank sees prices remaining in the AUD 520-AUD 580/bale region for the
remainder of this year.

Speculators Pile into the Bearish Side of Cotton
Futures, Amid a Heavy Us Supply Outlook
Rabobank’s local forecast adjusted marginally
lower, following pressure on the ICE #2
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

As of 16 July, speculators held the most bearish
position on the ICE#2 since records began

Q2'19 Q3'19(f) Q4'19(f) Q1'20(f) Q2'20(f) Q3'20(f)
71
66
64
65
65
66
0.69
0.68
0.67
0.67
0.66
0.66
1394
1200
1000
1200
1000
800
513
614

485
574

478
552

485
575

492
568

500
561

650
600
550
500
450
400
350

Spot Cash* ex. Basis (AUD/Bale)

Source: Bloomberg, Rabobank
Spot 2019
Cash* inc. Basis (AUD/Bale)

Source: CFTC, Bloomberg, Rabobank 2019

Global demand expectations this season are souring, according to the USDA. After forecasting 2018/19 global
demand growth at almost zero, the USDA cut expectations further to report a 1.3% contraction in world demand.

Chinese Checkers
Australian wine exports continue to surge into the Chinese market, reaching all-time records for
value and, for the first time, surpassing French wines by value in the first half of 2019. While playing
to a different pricing segment, Chile also experiences continued volume and value growth for wine
exports to China. And, against all odds, the 2019 Australian vintage also eclipsed expectations, but
that could bring downside to generic bulk prices.
The rise in prominence of Australian wines in China continues, supported by Chinese wine drinkers
continuing to follow the worldwide trend of premiumisation. Some of the success of Australian wines
in favour of French wines in China, can be partly attributed to Australia’s FTA with China, which
provides a distinct advantage versus France. Secondly, the lower volumes of French wines in the
market in 2018, from the poor 2017 vintage, meant Australian wines have become even more price
competitive in China. For further insights, check out the Rabobank Q3 Wine Quarterly

Hayden Higgins
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Meanwhile, the gap between imports of wine from Chile and Australia into China continues to narrow,
with volumes now at similar levels. However, the gap between import value per litre continues to exist,
with Chilean wines still very much in the value segment. But what was a large gap in 2014 and 2015
has narrowed in recent years and contracted overall between 2011 and 2018 on a USD per litre basis by
around 8 percent.
Lastly, Wine Australia reports that at 1.73m tonnes, the Australian 2019 vintage came in well-above
early expectations. Off the back of this result, buyers may possibly put up some resistance to further
increases in Australian generic bulk wine prices as we move into the final two quarters of 2019, with
the possibility softening in price could occur. The earlier expectation of a lower vintage had helped to
stabilise prices for Australian bulk wines versus other countries over the first half of 2019.

What to watch

Wine

•

Sustainability characteristics a focus for the future consumer – Moving forward, sustainability
should continue to be one of the focus points for brand owners looking for success in the US. The
Wine Institute recently highlighted results from a US survey showing that 74% of respondents
would consider buying sustainably-produced wine in the future with a particular focus on this
topic from Millennials and Generation Z respondents.

China Free Trade Agreement Benefits Chile Too
Chinese wine imports, volume
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Starting from a similar base in 2011, both Australian and Chilean wine exporters have benefited from
implementation of FTAs with China over the past seven years.

It’s All About Cycles
Both the cherry and avocado sectors domestically and internationally continue to undergo
changes in supply amid rising demand. And, much like changes in strategy in the peloton,
combined with weather impacts on outcomes for the Tour de France, demand and supply cycles for
horticultural products dictate outcomes and make forecasting a winner all the more complex.
Australian fresh cherry exports achieved volume increases off the back of a good season and this was
also reflected in strong pricing in fob export values. Australia continues to open up markets in Asia for
cherries from the mainland, however New Zealand retains a tariff advantage in its key market of
Taiwan versus both Australia and Chile currently. Across the Tasman, the 2019 New Zealand cherry
export season finished on a high note for New Zealand’s exporters on a per kg fob value basis, but this
was achieved on the back of a lower supply volume due to the smaller New Zealand crop. Resultantly,
exports were down by around a third but continued rising demand in key markets supported prices.

Hayden Higgins
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hayden.higgins@rabobank.com

What a difference a year can make not only to the peloton, but to the European avocado market. Fresh
avocado prices are spiking in Europe currently, due to a reduced volume coming from key South
American suppliers. This is in stark contrast to 12 months ago when supply growth was exceeding
demand and prices decreased during the European summer (refer Rabobank’ s Industry Note Last
Summer’s EU Avocado Price Dip Was Not a One-Off). This supply imbalance highlights seasonal
dynamics at play, with both US and Mexican production shortages in 2019 encouraging a shift of
export focus from key South American countries into the US versus Europe.
European avocado imports from both Chile and Peru were down by around a quarter, and around a
third from Mexico, to the end of May.

What to watch


Horticulture

Rise in Chilean fresh cherries in key export markets – ongoing investment in productive assets
over recent years – reportedly of around 12,000ha since 2015 – will see significant increases in
export volumes over the next four to five years from Chile. This is likely to coincide with further
production increases out of New Zealand with ongoing industry expansion here.

Different Cherry Export Value Drivers in 2018/19
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Supported by rising demand, Australian fresh cherry fob export values per kg rose YOY alongside increased
export volumes. The same demand signals also supported a rise in New Zealand fob value per kg against a
backdrop of decreased export volumes related to weather impacts on the 2018/19 crop.

NZD

New Zealand Fresh Cherry Exports

AUD

AUD (million)

Australian Fresh Cherry Exports

Global Phosphate Downside to
Continue
We expect that global phosphate benchmarks will remain under pressure from low demand
and over-supply until at least the end of Q3 2019.
Prices have fallen every month since DAP ex-US Gulf reached USD 439/tonne FOB in October
2018. As of late July, DAP ex-US Gulf was USD 340/tonne FOB. While some of the gains were offset
by a weaker currency, the price decrease represents a 21 per cent decrease in AUD terms.
Looking ahead, we expect global phosphate benchmarks will continue to slide toward Q3 2019.
We expect demand to remain stagnant, with the main demand season now over in Europe, US
and China. A group of DAP producers in China have announced a plan to cut 30%-40% of output
during the third quarter, in response to over-supplied markets.
Wes Lefroy
Agricultural Analyst

A period of stability may be about to end in the global urea market. The latest tender from India
for 1.7m tonnes exceeded the previous tender by more than 1m tonnes. Given the significant size
of this tender, this may keep India out of the market until early 2020. In this instance, we expect
some downside for urea prices, even with extra demand expected from the Americas and Europe.
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wesley.lefroy@rabobank.com

What to Watch

Farm Inputs

•

Ocean freight – During July, the Baltic Dry Index, the indicator of ocean freight prices, reached
2191, a five-year high. This was a result of the increased demand for capsize ships, following the
re-commencement of mining at a Vale iron ore mine in Brazil. In the short term, we don’t see
more upside for freight prices, and expect prices to stabilise. If higher prices are sustained, this
will add pressure to local fertiliser prices in coming months.

Global Urea Well-Above the Five-Year Average
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Currency Downside Ahead
We maintain our forecast for the AUD to reach USc 66 within 12 months, as Australia cuts rates
faster and earlier than the US.
In the US, the chances of a rate cut in 2019 are rising, although we still expect a full-blown
cutting cycle to wait until 2020. One short-term risk to the economy was kicked down the road in
July, as President Trump and congressional leaders reached an agreement to suspend the US debt
ceiling for two years and allow hundreds of billions of dollars in new spending. But we expect the
Fed to opt for a 25bps cut on 31 July. This would be an insurance cut rather than the beginning of
an easing cycle. We think that one cut will not be enough to avoid a recession in 2020, with more
cuts to follow next year as a result.

Tim Hunt
Head of Food &
Agribusiness Research,
Australia & New Zealand
+61 3 9940 8406
tim.hunt@rabobank.com

Meanwhile, the two recent RBA rate cuts look more like the beginning than the end of monetary
policy loosening in Australia. Despite the RBA’s back-to-back moves, Westpac’s consumer
confidence index took a 4.1% MOM tumble. Inflation through the March quarter sat at 1.6%, while
China posted its slowest growth rate in 27 years in the June quarter (at 6.2%). In a speech on 25
July, the RBA Governor noted the likely “extended period of low interest rates”. Markets have priced
in another 50 basis points in cuts by mid 2020. We think more cuts are coming, and eventually, QE.
The AUD was trading at USc 69.43 on 26 July – down almost a cent over the month. We still feel the
market has not yet factored in what we assume will be several rate cuts in this cycle.
Rabobank forecasts the AUD to hit USc 66 by June 2020.

What to watch

FX

•

Tensions in the straight of Hormuz. In July, Iran’s Revolutionary Guard seized a ‘foreign vessel’ for
smuggling fuel, and the US shot down an Iranian drone in the Strait of Hormuz, after it allegedly
threatened a US warship. About a fifth of global daily oil consumption (approx. 21m barrels)
passes through the Strait each day. Moreover, tensions between the US and Iran are more likely to
increase than not (don’t forget that Iran also shot down a US drone last month). Escalation of
tensions will drive oil prices higher and negatively impact economic growth.

AUD Declines on the Potential of More
RBA Rate Cuts and Strength in the USD
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Bullish Brent Outlook
In our view, the fundamental outlook for Brent Crude is as bullish as it has been for quite some
time. On the supply side, OPEC+ cuts have been extended through to the end of the year, while US
sanctions on Iran and Venezuela, two of OPEC’s largest producers, have forced both countries to
reduce production. Alongside a sharp fall in ex-US oil supplies, demand is forecast to increase ahead
of the IMO 2020 global shipping fuel specification change. Global refiners will be forced to run at high
utilisation rates to produce enough post the specification change. We expect tight supplies, alongside
expectations for increased demand, to lift Brent Crude to USD/bbl 75 during Q3 2019.
Ocean freight increased sharply during July. The Baltic Dry index peaked at 2191 points, the highest
since January 2014. The increase was sparked by the partial resumption of iron ore mining at one of
Vale’s mines in Brazil, where a dam collapsed in January this year. Looking ahead, we see limited
upside, and expect freight rates to stabilise in the short term.
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Agri Price Dashboard
As of 26/07/2019
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