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Trade war! What is it good for? 

NZ food exports are relatively well-placed to weather any trade storm 
The trade tensions between the US and China have 

escalated to a full-blown trade war over the last two 

weeks.  First President Trump announced plans to lift tariffs 

on an additional $300m worth of Chinese imports in 

September, and then China responded in kind with its own 

measures, including an order from the Chinese Ministry of 

Commerce for Chinese companies to halt US agricultural 

goods purchases.  Following the escalation, a US-China trade 

deal now appears increasingly unlikely ahead of US 

Presidential elections in November 2020.  

While it’s still early days, the fallout from the trade war 

escalation on NZ food export prices has so far been limited. 

For example, the 2.6% overall price fall (in USD terms) at this 

week’s dairy auction (the first since the escalation) was 

modest in light of the material nature of the trade war 

escalation.  For context, the historical average auction price movement is around 4%, and the price movement was 

also not materially different from the 2.2% average move over the past year. 

Moreover, other (non-NZ) commodity prices have posted considerably larger moves.  Iron ore, for example, has 

moved into bear market territory on the back of the escalating trade war.  Recall that a bear market refers to a market 

where prices have fallen by more than 20% from their peak. 

Indeed, while the prospect of a protracted US-China trade war is, at a high level, unappealing, NZ food exports are 

relatively well-placed to ride out the trade storm.  In fact, NZ food export prices may actually rise on the back of the 

trade war escalation. With US food imports “unavailable”, Chinese buyers will seek alternative supply, including from 

NZ. In addition, with US feed imports, including alfalfa “unavailable”, Chinese food producers will be forced to source 

more expensive feed elsewhere. This situation weakens the competitive position of China’s domestic producers 

relative to other food producers, including NZ. The upshot in both cases is likely to be higher NZ food export prices, 

remembering that China is comfortably NZ’s largest food export market. 

Chiefly, NZ dairy and beef commodity prices stand to gain the most from the halt on US purchases by Chinese 

buyers. The US is the third-leading dairy exporter to China, after the NZ and EU (in that order).  The impact on US beef 

exports to China is likely to be smaller as the US is not a major exporter to China. Nonetheless, NZ, Australia as well as 
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Brazil stand to gain as Chinese beef demand is surging. Recall that we have discussed in a previous note that African 

Swine Fever continues to impact the Chinese pork industry and thus boost Chinese import demand for other proteins.  

In addition, we continue to note that food exports are likely to prove the exception to the trade war rule.  Notably, 

Chinese household spending is one of the better performing sectors in what is an otherwise softening growth outlook 

for the Chinese economy.   

One thing that could unhinge our view is a material weakening in the Chinese yuan and subsequent loss of Chinese 

consumers’ purchasing power.  Chinese authorities have allowed the Chinese yuan to depreciate against the US dollar 

this week in a further retaliatory move against the US. For NZ exporters, however, the key is the strength of the NZ 

dollar relative to the Chinese yuan. On this front over recent months, the NZD/CNY has traded within a relatively tight 

range, so this risk has yet to materialise.  But this is a risk worth keeping one eye on.      

More generally, we are in uncharted territory with regards to the US-China trade war.  As a result, we keep a 

watching brief for any developments that could challenge our otherwise positive view on NZ food export prices.   

Week ending 2 August 
A softer NZD/USD helped the ASB Commodity Price Index 0.8% 

in NZD terms last week.  However, currency movements aside, 

the Index actually dipped 0.6% in USD terms last week. 

The Index fall in USD terms was broad-based, with all of the 

main components posting declines.  Forestry and Fruit prices 

both posted 1.4% falls, while Sheep/beef prices dipped 0.5%.  

Dairy prices were largely unchanged last week, but the 2.6% 

overall price fall at this week’s dairy auction supersedes last 

week’s Index movement.     

The NZD weakened against the USD last week, but last week’s 

move has been overshadowed by this week’s steep decline. The 

NZD slumped across the board following the Reserve Bank’s 

surprise 50 basis point cut in the Official Cash Rate. At one stage the NZD/USD fell below US$0.64, but the NZD has 

recovered some of this lost ground in the subsequent days.  As at the time of writing, the NZD/USD was trading at 

0.6470. 
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* For all indices 2014 average = 100 
** Percentage change since same week last year 

ASB New Zealand Commodity Price Indices 
As at Friday 2nd August 2019 

 Index* Week % Year %**

Total NZD 106.6 0.8% 2.3%

Total SDR 99.9 -0.4% 0.6%

Total USD 98.9 -0.6% -1.4%

Dairy USD 99.5 -0.1% 4.4%

Sheep/beef USD 104.5 -0.5% -2.8%

Forestry USD 86.9 -1.4% -13.5%

Fruit USD 103.5 -1.4% 1.2%

NZD/USD 0.6542 -1.4% -3.6%
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Disclaimer 

This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or 
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard 
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.   

We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as 
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this 
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed 
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document. 
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or 
any part of this document.   

Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to 
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant 
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.   

 


