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Inside this edition: Pg.   
Commodity prices are on the move. After the chaos of 2020, which saw prices 
for many goods crash or flatline, we’ve begun the new year with some sizable 
lifts. Oil prices touched twelve-month highs, showing signs of life after heading 
into negative territory last year. Aluminum, tin and copper are at two-, seven- 
and ten-year highs, respectively. The latest buzzword on everyone’s lips is 
‘supercycle’ - a period of above-trend price growth that could last years.  

Markets are increasingly pegging a surge in economic activity once vaccine 
uptake is widespread and it’s safe for restrictions to ease. Massive additional 
stimulus in the US is another factor. We think it’s a bit early to say whether a 
supercycle is underway, but 2021 does look set to be a period of higher 
investment and consumption – supporting commodity prices across the board. 

Prices for many of the agricultural products we monitor are also on the rise 
though the situation is a bit more complicated. Commodity prices often move 
in tandem. Dairy prices, for example, have often moved in line with oil prices. 
However, agri commodities didn’t fall as sharply as other commodities when 
the pandemic hit and recovered earlier. With much of the world stuck at home 
there was less need for petrol or jet fuel - but everyone still needed to eat. 

Still, the outlook for agri commodities has improved in the last quarter. We’ve 
revised our milk price forecast twice since our last report and see further 
upside ahead after some strong dairy auctions, capped by a real ripper at the 
end of March. Gains for other commodities – like beef and lamb – haven’t 
materialised in the same way, but it’s early and both are well placed to benefit 
from the easing in restrictions overseas. 

Turning to financial markets, the NZD has continued to trade in a higher 
range. Increasingly, we expect the higher currency will be the main thing 
crimping farmgate returns. Given the New Zealand economy’s resilience, we 
now no longer expect the RBNZ to take the OCR negative, and think the bank 
will be in a position to start lifting it from the second half of 2022. 
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Key Rural Data: 

Chart of the Month: 

Key Rural Data:

As at 05 March 2021 Current 3 mths  ago Year ago Outlook*

Rural Commodity Prices:

ASB Dairy Price Index (USD) 130.4 97.5 105.8 ➔

Lamb Price Index (NZD) 100.2 111.3 108.1 

Beef Price Index (NZD) 85.1 93.7 83.3 

Forestry Price Index (NZD) 105.0 99.1 91.7 

Interest Rates:

90-day bank bi l l s 0.32 0.25 0.765 ➔

2-year swap 0.56 0.26 0.65 

5-year swap 1.27 0.46 0.74 ➔

Exchange Rates:

NZD/USD 0.7141 0.7033 0.6211 ➔

NZD/CNY 4.64 4.63 4.34 ➔

NZD/GBP 0.5168 0.5271 0.4854 ➔

Milk sol ids  production (ytd % chg]** 0.4 0.3 1.1

Fonterra  Shareholders ' Fund 5.14 4.35 3.89  
*Direction of change over the next 6 months. **As at January 2021.  
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? 
Vaccine Fact or Fiction? 
With 2 million vaccinated per month, Israel’s COVID vaccine programme is the fastest vaccine rollout in history 

                                                                                                                                                                                                                           Answer on page 3 

mailto:nick.tuffley@asb.co.nz
mailto:nathaniel.keall@asb.co.nz


          

  

 
2 

Rural Commodities Outlook 

Dairy – Up, up and away ASB Dairy Index (USD), 05 Mar: 130.4  33.8% (qpc) 

In our last report we highlighted how dairy prices had been among the 
most resilient through the pandemic, despite plenty of choppiness. In the 
months since, the outlook has gone from ‘pretty good’ to ‘even better’ for 
dairy. We have revised our farmgate milk price forecast for the current 
season twice, and it now sits at $7.40 per kgms. Increasingly, we think 
things are pointing towards a higher figure, following a particularly 
monster auction at the beginning of March. 

When we opened our forecast for last year, we initially thought there was 
a risk that the milk price could fall below the $6 mark, but a lot has gone 
right in the interim. The strength of the Chinese economic recovery has 
been a big boon for the sector, with indicators still suggesting supply isn’t 
keeping up with rising consumption. What’s more, the strength of the NZD 
against the greenback recently isn’t likely to have much of an impact on 
the payout for the current season, given the timing around when Fonterra 
has done its hedging, and the degree of cover that will be in place. 

We open our forecast for the next season at a slightly lower, but still-lofty 
$7.30 per kgms, but see further upside here too. Higher auction prices 
recently should flow through into the start of next season, but we could 
see things calm down a bit thereafter. The strength of the NZD will be a bit 
more of a factor too. 

Season End Milk Price Forecasts: 
2020/21 2021/22

ASB Fonterra ASB

Milk Price* $7.40 $6.90-7.50 $7.30

* per kg of milk solids (excluding dividend).   
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Beef – Where next? I Beef Index (NZD), 05 Mar: 85.1  -9.2% (qpc) 

Beef prices in 2020 were influenced by two competing trends – one on the 
demand side and one on the supply side. With higher end cuts often 
consumed in restaurants at a premium, beef prices were heavily exposed 
to the imposition of restrictions overseas. Sure enough, prices fell sharply 
over the first half of the year and have struggled to recover ground. 

Still, prices enjoyed a bit of support thanks to the African Swine Fever-
induced global protein shortage that’s bolstered meat prices over the past 
two or three years. The upshot is that while prices fell from the heady 
heights of 2018 and 2019, things could have been worse. 

We expect both trends to unwind, with the Chinese pig herd rebuilding, 
and restrictions on the hospitality sector easing. The key question is around 
the timing and whether recovering meat supply can keep up with growing 
demand. We expect the answer to the latter question is ‘not enough’ and 
expect prices to lift off their lows in the medium term. 
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Lamb – Where next? II 

Lamb Index (NZD), 05 
Mar:  

100.2  -9.9% (qpc) 

Lamb prices have experienced a similar trajectory to beef, sliding from 
their highs at the beginning of the year when the pandemic hit and largely 
tracking sideways since then. 

In general, lamb prices have been somewhat more exposed to the 
struggling hospitality sector overseas and were harder hit than their bovine 
peers given typical consumptions patterns and lamb’s lesser utilisation per 
head. At times prices have been running more than 20% behind last year – 
about twice the magnitude of the fall in beef prices. The UK’s long-awaited 
departure from the EU and the ensuing awkward quota split was a 
particularly unwelcome development in that context. 

Looking ahead, we expect lamb prices to similarly benefit from recovering 
global demand, but emphasise the timing remains uncertain. 

The other factor for both beef and lamb farmers to watch remains the 
stronger NZD, which will take some of the upside out of the price lift when 
it does arrive. 
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Rural Commodities Outlook (continued) 

Forestry – Standing tall 
Forestry Index (NZD), 

05 Mar:    
105.0  6.0% (qpc) 

Forestry prices in 2020 nicely illustrated pandemic-era trends pretty well to 
a ‘t.’  

Prices began the year on a downward trend amid softening global growth 
and then fell sharply at the beginning of the year when the Wuhan 
outbreak began and China began shutting some factories and restricting 
access to ports. COVID was a very China-centric story in those early days, 
but its subsequent move global saw further volatility. Prices spiked in May 
when the imposition of lockdown measures saw a supply shortage 
(remember that here in New Zealand, much of the sector was shut during 
Alert Level 4). Prices surged in the aftermath, before paring back. 

Since then, prices have settled into a pattern of consistent, solid gains. 
Booming construction is supporting the domestic market, while the 
strength of the Chinese recovery is helping the export market. We expect 
those trends to continue supporting prices over the medium term but 
could see prices settle towards the end of 2021 as the Chinese stimulus 
comes to a close. 
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Financial Markets Outlook 

Interest Rates – Signs of life 5-year swap, 05 Mar: 1.27%  +0.81 (qc) 

After hitting record lows in the middle of 2020, NZ wholesale interest rates 
started to lift towards the end of the year. Longer-term rates in particular 
have continued to move up sharply over the beginning of 2021. Given how 
far they fell in 2020, yields are still very low, but the direction is clear. 

The domestic moves are part of a broader global picture that has seen 
yields in many parts of the world hitting their highest levels since before 
the pandemic. Markets have been mulling over the possibility of an 
upsurge in economic activity when the global vaccine rollout moves ahead, 
as well as the prospects of massive additional spending in the US. The news 
has driven speculation around when central banks will begin unwinding all 
the support that drove rates so low in COVID’s wake. 

Here in New Zealand, recent economic data have been surprisingly strong 
on the whole and a negative OCR has become more and more remote. We 
now expect the RBNZ to begin lifting the OCR from the latter half of 2022.  
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NZ Dollar – The climb NZD/USD, 05 Mar:  0.7169  +0.0154 (qc) 

The NZD has continued to trade in a higher range over the last three 
months, with the NZD/USD hitting fresh highs as the summer has gone on.  

It’s been an embarrassment of riches for the kiwi over recent months, with 
a whole range of factors underpinning its ascent. The improving global 
economic outlook has been one of the key drivers pushing the NZD up at 
the expense of counter-cyclical currencies like the perennial safe-haven 
USD. The lift in commodity prices is part of the story too, boosting 
commodity currencies. 

Given the NZ economy has weathered the pandemic unusually well, the 
RBNZ may in turn begin lifting interest rates ahead of many of its peers. 
The prospect of relatively higher interest rates has also underpinned the 
NZD and we saw it moved up sharply in the aftermath of the RBNZ’s latest 
meeting, nudging above 74 US cents at one point. 

72

74

76

78

68

70

72

74

76

11-Dec 01-Jan 22-Jan 12-Feb 05-Mar

Source: ASB

NZD/USD (LHS) 

Trade-weighted 
Index (RHS)

US cents IndexNZ DOLLAR
(past 3 months)

 

? 
Vaccine Fact or Fiction?  

Answer: Fiction! During a 1947 smallpox outbreak, New York City vaccinated 5 million people in less than two weeks 
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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.   

 

 

 

 

 


