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Inside this edition: Pg.   It has been a long time between drinks for lamb prices, but February has 
brought better news for the sheepmeat sector.  Over the month, tight supply 
has generated a lift in prices at a time when they normally fall.  A similar 
dynamic is playing out for beef prices.  However, while we welcome better 
prices, we caution that increasing demand, particularly in lamb markets, is 
also necessary for the gains to be sustained over the remainder of the year.    

After a series of false dawns, lamb prices have picked up in earnest over 
February.  Indeed per kg prices have bucked their normal February trend of 
decreasing, lifting 10c/kg over the month.  And with low slaughter rates 
continuing, we expect lamb prices to maintain their current premiums over 
previous seasons for a while longer. 

At the same time, it’s still happy days for beef prices.  Moreover, we expect the 
happy days to continue for a while longer.  Indeed, the lack of supply both 
locally and from Australia continues to keep NZ beef prices high.   

Turning to the dairy sector, this summer has delivered generally good growing 
conditions for the key dairying regions.  And along with recent rain, the 
favourable weather has prompted a partial recovery in dairy production.  As a 
result, we have revised our production forecast for this season higher.  That 
said, the kicker of better production is the potential for a weaker milk price.  As 
a result, we place our $6.50/kg milk price forecast for this season under review.   

Meanwhile, the forestry sector is in a sweet spot.  Demand is very healthy on 
all fronts.  All up, 2017 is shaping up as a banner year for forestry prices. 

In financial markets, we expect most rates to largely track sideways over the 
next six months or so.  In particular, we expect the Reserve Bank to remain on 
hold for the foreseeable future.  Meanwhile, currency markets continue to hold 
their collective breath.  US President Trump continues to talk up his fiscal plans, 
but to date has delivered little on the detail front.  For now, we stick with the 
view that Trump’s fiscal plans will ultimately boost the USD. 
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Key Rural Data: Chart of the Month: 

As at 24 February 2017 Current 4 wks  ago Year ago Outlook*

Rural Commodity Prices:

ASB Dairy Price Index (USD) 194.7 194.8 127.8 

Lamb prices  per kg (17.5 kg lamb, NZD) 5.20 5.10 4.85 

Beef Price Index (NZD) 252.2 251.0 235.1 

Forestry Price Index (USD) 164.4 161.9 149.8 

Interest Rates:

90-day bank bi l l s 1.99 1.98 2.58 

2 year swap 2.36 2.51 2.47 

5 year swap 2.99 3.13 2.72 

Exchange Rates:

NZD/USD 0.7204 0.7264 0.6632 

NZD/CNY 4.95 5.00 4.33 

NZD/GBP 0.5778 0.5786 0.4603 

Milk sol ids  production (ytd % chg]** -2.9 -3.6 -3.0 

Fonterra  Shareholders ' Fund 6.36 6.24 5.75   
*Direction of change over the next 6 months. **As at January 2017.  
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? 
Rural Fact or Fiction? 
Richmond knocked off Blenheim as New Zealand’s sunniest town in 2016. 
                                                                                                                                                                                                                             Answer on page 3 
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Rural Commodities Outlook 

Dairy – A production season of two halves ASB Dairy Index (USD), 24 Feb: 194.7 -0.1% (mpc) 

Back in the spring, NZ farmers experienced the strange phenomenon of too 
much rain.  We’re not talking floods, just a prolonged period of rain-filled 
days over the course of several weeks.   

As a result, North Island farmers, in particular, saw production dive on the 
back of water-logged pastures.  In some areas, production during the 
spring was running at up to or around 20% below season ago levels. 

Fast-forward to the summer and the opposite usually applies.  At this point 
of the season, drought risk is the biggest concern.   

However as it turns out, this summer has delivered generally good growing 
conditions for the key dairying regions.  And recent rain (combined with 
moderate temperatures), particularly in areas where it has been dry, has 
prompted a partial recovery in dairy production. 

As a result, we have revised our production forecast for this season higher.  
Production is still weak, but not as weak as we expected earlier in the 
season.  We now expect a production dip of 2% compared to last season 
versus our earlier expectation of a 5% slide.  

That said, the kicker of better production is the potential for a weaker milk 
price.  Indeed, we place our $6.50/kg milk price forecast for this season 
under review.   

Season End Milk Price Forecasts: 
2016/17 2017/18 Long Run

Fonterra ASB ASB ASB
Milk Price* $6.00 $6.50 $6.75 $6.50-$7.00
* per kg of milk solids (excluding dividend).   
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Lamb – Bucking the trend Lamb (17.5kg lamb), 24 Feb: $5.20 2.0% (mpc) 

Per kg lamb prices have bucked their normal February trend, lifting 10c/kg 
so far over the month.  This lift is in stark contrast to previous years where 
the average price drop from January to February has been around 25c/kg.  

In a scramble to fill Easter orders, suppliers have bid prices higher.  The 
scramble follows very low slaughter rates over recent weeks, which has 
seen lamb supplies tighten. 

Meanwhile, it’s a similarly improving story for broader sheepmeat prices.  
Both mutton and flaps prices are currently sitting over 40% higher than this 
time last year.  With supply tight, firm sheepmeat prices indicates that 
demand in the key Chinese market is also firming. 

From here, and as slaughter rates are likely to remain low over coming 
months, we expect prices to maintain their buffer over recent years.  
However, the normal seasonal price pattern will still apply and prices are 
likely to still drift lower as they normally do out to April. 4.00
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Beef – Happy days Beef Index (NZD), 24 Feb:  252.2 0.5% (mpc) 

It’s still happy days for beef prices.  Since the last edition of Farmshed 
Economics, prices have tracked sideways at a very healthy level. 

Moreover, we expect the happy days to continue for a while longer.  
Indeed, the lack of supply both locally and from Australia continues to keep 
NZ beef prices high.  From an NZ perspective, slaughter rates are very low.  
In particular, the supply of cull cows has dried up since the milk price 
forecast surged in late 2016 and dairy farmers began to rebuild their herds.   

Meanwhile, US demand for imported beef remains firm.  This firm demand 
comes despite the acceleration of US beef production over 2016.  Indeed, 
it appears that the increasing US production has not been enough to offset 
falling Australian and NZ production.  

As a result, we push out the long-awaited moderation in beef prices to the 
second half of 2017. 
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Rural Commodities Outlook (continued) 

Forestry –  Banner year Log Index (USD), 24 Feb:    164.4 1.5% (mpc) 

The forestry sector is in a sweet spot.  Both local and global demand are 
very healthy.  In fact, local demand is better than healthy; it is booming.  

Indeed, the local construction boom is driving prices to record levels.  
Moreover, the Auckland housing boom, driving log demand, is likely to 
remain a feature for years to come.  In short, the local boost to prices is no 
flash in the pan. 

Meanwhile, export demand also remains very healthy.  This month, pruned 
export logs hit their highest level since records began, back in 2008.  In 
addition, log export volumes lifted 9% over the December quarter 
compared to the same quarter a year ago.   

The NZ dollar is also doing its part helping forestry returns.  In NZD terms, 
the log price index is currently at a record high; whereas the index is only 
the highest since mid-2014 in USD terms.    

All up, 2017 is shaping up as a banner year for forestry. 
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Financial Markets Outlook 

Interest Rates – Sideways 90-day bank bills, 24 Feb: 1.99%  0.01 (mc) 

Over the next six months or so, we expect most rates to largely track 
sideways.  In particular, we expect the Reserve Bank (RBNZ) to remain on 
hold for the foreseeable future. 

The RBNZ effectively said so itself earlier this month.  “Monetary policy will 
remain accommodative for a considerable period.”  In other words, the 
RBNZ expects to keep the Official Cash Rate (OCR) at its current rate of 
1.75% at least over 2017, but potentially over 2018 and into 2019 as well. 

Meanwhile, offshore factors may push longer-term rates higher, but that 
may not be until later in the year.  In particular, our longer-term rates are 
likely to reflect moves in US interest rates.  

On that front, we expect the US Federal Reserve to lift its benchmark rates 
twice this year.  The US economy is gradually improving.  Also, President 
Trump has big spending plans, including tax cuts and infrastructure 
spending; these plans are also likely to increase the likelihood of rate hikes.   
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NZ Dollar – Markets holding their collective breath NZD/USD, 24 Feb:  0.7204  -0.0060 (mc) 

Currency markets continue to hold their collective breath.  US President 
Trump continues to talk up his fiscal plans, but to date has delivered little 
on the detail front.  And announcement dates continue to be pushed out.   

At a high level, Trump’s tax cuts and infrastructure spending should lead to 
higher US interest rates and an accordingly higher US dollar.  Indeed, in the 
weeks immediately following Trump’s election triumph, the USD did 
strengthen on this prospect. 

However, the delayed announcement of his fiscal plans increases the risk 
that the Federal Reserve holds back on lifting interest rates.   

For now, we stick with the view that Trump’s fiscal plans ultimately boost 
the USD.  But the risk continues to grow that his plans underwhelm 
compared to market expectations. Either way, Trump will keep markets, 
and the USD, on tenterhooks for a while yet. 74
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? 
Rural Fact or Fiction?  
Answer: Fact!  Richmond recorded 2,840 hours of sunshine last year, while Blenheim, in second place, recorded 2,582 
hours. 
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Important Disclosures 

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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