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Short-term gain, but long-term pain
Global trade tensions: NZ commodity prices could rise in the short term
Global trade tensions have risen further over the past few
weeks. For NZ, the escalation in tensions is becoming more real
as agricultural products are being included in the US and China
protectionist measures. Notably, China’s most recent tit-for-tat
move includes 25% tariff increases on selected US agricultural
imports, including increases for beef and dairy products.
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Ironically, NZ commodity prices stand to gain in the short term
(click here more detail). Higher tariffs make US goods more
expensive in the key Chinese market, and as this happens NZ
goods become relatively cheap, boosting their demand. NZ
commodity prices are likely to then rise as a result.
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By product, NZ dairy commodity prices could gain the most. The
US is the third-leading exporter to China, after the NZ and EU. Indeed, NZ – as the largest dairy exporter to China – is
poised to gain the most from the proposed tariff increase. Meanwhile, 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 Brazil stand to gain
modestly as Chinese beef demand is growing fast and the tariffs on US imports will reinforce these positions.

In addition, Chinese tariffs on US alfalfa imports – a key input into Chinese agricultural production systems – are
ultimately likely to boost demand and prices for NZ dairy, beef and lamb. This dynamic is occurs as higher inputs
costs weaken the competitive position of China’s domestic producers relative to NZ producers. In turn, this move is
likely to dampen Chinese domestic agricultural production, meaning more imports will be needed to fill the gap.
The trade tensions are also impacting on currencies, with for example the NZD/USD dipping over two cents over the
past two weeks. If this move persists, returns to NZ producers will be higher again in NZD terms. For example, a
one-cent dip in the NZD/USD increases the farmgate milk price by around 13c/kg at current dairy commodity prices.
However, it’s not all one-way traffic. The increasing trade tensions pose material risks to global economic growth. If
this risk eventuates, then global demand, including for NZ commodities, could fall and prices could weaken, in turn.
Moreover, the currencies of some of our key export partners are also weakening against the USD, making
commodities priced in USD more expensive, and potentially offsetting some increased demand described above. All
up, the escalation in trade tensions could lead to some short-term gain, but at the expense of long-term pain for NZ
commodity prices.
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Please refer to the important disclosures at the end of this document.

Week ending 22 June
The ASB Commodity Price Index dipped 0.6% in USD terms in
the week ending 22nd June. This fall was offset by a weaker NZ
dollar, with the Index effectively flat in NZD terms.
Softer dairy prices led the commodity price fall in USD terms.
Cheddar and Anhydrous Milk Fat prices led the fall, dipping 4.5%
and 3.8%, respectively. Forestry and fruit prices both fell 0.6%,
while sheep/beef prices fared better, and were effectively
unchanged over the week in USD terms.
The NZD weakened on the back of heightened US-China trade
concerns last week. This weakness has continued into this week.
As at the time of writing, the NZD/USD was trading at 0.6780.
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ASB New Zealand Commodity Price Indices
As at Friday 22nd June 2018
Index*

Week %

Year %**

Total NZD

114.5

0.0%

7.0%

Total SDR

102.4

-0.6%

-0.1%

Total USD

95.0

-0.6%

2.0%

Dairy USD

91.6

-1.1%

-1.5%

Sheep/beef USD

95.5

-0.1%

1.5%

Forestry USD

101.8

-0.6%

-0.1%

97.1

-0.6%

2.1%

0.6908

-0.6%

-4.7%

Fruit USD
NZD/USD

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