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Inside this edition: Pg.   The UK vote to leave the EU – Brexit – shocked bookmakers and financial 
markets alike.  Interestingly, the Brits shocked themselves too; and it’s only 
now that the general British public are beginning to understand the political 
implications of Brexit, let alone the economic ones.  In a special topic: ‘Brexit: 
cutting your nose off to spite your face’, we discuss the implications for NZ 
agriculture in an easy Q&A format, while below we summarise our thoughts.  

Brexit’s impact is clearest in financial markets.  In the aftermath of the vote, for 
example, the British Pound slumped 11% against the US dollar.  Similarly, the 
Pound lost around 10% against the NZ dollar, with further falls likely.      

Moreover, Brexit and the associated uncertainty have firmed up our interest 
rate view.  Indeed, we are now more confident that the Reserve Bank will cut 
the Official Cash Rate by 25 basis points in each of August and November. 

In terms of direct impact on agriculture, Brexit is most likely to impact lamb, 
wine and, to a lesser degree, fruit exports.  These exports are likely to see lower 
UK prices as demand falls.  Indeed, the lower Pound will decrease the spending 
power of UK consumers and at the same time make local produce relatively 
cheap.  Meanwhile, a slowing UK economy is likely to decrease demand further.  

More generally, the agricultural market reaction so far has been modest; in the 
case of dairy markets, fundamentally Brexit has not changed the outlook. 
Indeed our view relies on a supply response from producers, and we don’t 
expect Brexit to reverse the fall in production here in NZ or in the EU. 

However, our milk price assumes dairy prices rise over 2016.  So if dairy buyers 
sit on their hands and wait for the Brexit dust to settle over coming months, 
achieving our milk price forecast becomes increasingly difficult. 

Lastly, Brexit increases the risk to all agriculture exports via the potential to 
slow global growth.  If EU economic growth falls sharply, the contagion could 
spread to China and other food importers.  For now, we assume that demand 
remains firm in these markets, but lower growth would put that at risk. 

Rural Commodities  

Dairy 2 

• Brexit impact so far 
modest 

 

Lamb 2 

• Brexit and NZD land 
double blow  

Beef 2 

• Pushing and pulling  

Wine 3 

• Corker 2016 harvest  

Financial Markets  

Interest Rates & NZD 3 

• Brexit forces Reserve 
Bank’s hand  

Special Topic 4 

• Brexit: cutting off your 
nose to spite your face  

Key Rural Data: Chart of the Month: 

As at 24 Jun 2016 Current 4 wks  ago Year ago Outlook*

Rural Commodity Prices:

ASB Dairy Price Index (USD) 136.5 131.0 147.1 

Lamb Price Index (NZD) 170.0 171.6 162.3 

Beef Price Index (NZD) 262.8 272.2 248.6 

Interest Rates:

90-day bank bi l l s 2.33 2.39 3.25 

2 year swap 2.23 2.30 3.15 

5 year swap 2.36 2.50 3.50 

Exchange Rates:

NZD/USD 0.7134 0.6698 0.6910 

NZD/CNY 4.72 4.40 4.29 

NZD/GBP 0.5215 0.4580 0.4350 

Milk sol ids  production (ytd % chg]** -1.5 -1.7 3.6 

Fonterra  Shareholders ' Fund 5.39 5.72 4.92 

Grape Harvest, 2016 (tonnes) 436,000 N/A 326,000   
*Direction of change over the next 6 months. **As at May 2016.  

45

48

51

54

65

68

71

74

07-Apr 28-Apr 19-May 09-Jun 30-Jun

Source: ASB

NZD/USD (LHS) 

NZD / GBP (RHS)

US cents IndexNZ DOLLAR
(past 3 months)

 

? 
Rural Fact or Fiction? 
British farmers currently receive more than half of their income from the EU. 

Answer on page 3 
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Rural Commodities Outlook 

Dairy – Brexit impact so far modest ASB Dairy Index (USD), 24 June: 136.5 4.2% (mpc) 

Fundamentally, Brexit has not changed the dairy market outlook, but it 
does add to the risks of a further delay in the price recovery.  Our view 
relies on a supply response from producers, and we don’t expect Brexit to 
reverse the fall in production here in NZ, Australia or in the EU. 

With that in mind, so far, agricultural markets have reacted modestly 
negatively to Brexit.  This week’s dairy auction will give us a further steer 
on the direction of dairy prices in the short term.  But in line with our view 
that global dairy supply tightening as well as the broader modest 
agricultural market response, we expect that any potential price weakness 
is likely to be temporary. 

However, our milk price forecast assumes dairy prices rise over 2016.  So if 
dairy buyers sit on their hands and wait for the Brexit dust to settle over 
coming months, achieving our milk price forecast becomes increasingly 
difficult with each passing dairy auction. 

In addition, sharply weaker growth in the EU could lead to a higher EU 
dairy surplus – this surplus would then be exported into our export 
markets, putting prices under further pressure.  For now, we stick with our 
2016/17 forecast, but highlight the growing downside risks. 

Season End Milk Price Forecasts: 
2015/16 2016/17 Long Run

Fonterra/ASB Fonterra ASB ASB
Milk Price* $3.90 $4.25 $6.00 $6.50-$7.00
* per kg of milk solids (excluding dividend).   
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Lamb – Brexit and NZD land double blow Lamb Index (NZD), 24 June 170.0  -0.9% (mpc) 

The Brexit and stronger NZ dollar have landed a double blow on lamb 
prices. After rising nearly 15% over the six weeks to 6 June, lamb prices 
(17.5kg/head) have since dipped 3.0%.  

First up, Brexit has lowered the Pound against the NZD, making NZ lamb 
more expensive for UK consumers, particularly relative to local UK lamb.  
Over June, the NZD has gained around seven pence against the Pound, 
with around 5 pence coming since the Brexit vote. 

Secondly, Brexit is likely to weaken the UK economy and lead to lower 
lamb demand. As a result, with UK consumers likely to turn to cheaper 
meat options, lamb prices in the UK market are likely to fall.  

Indeed, the UK remains NZ’s largest lamb market, contributing to over 20% 
of lamb export values. As a result, we expect Brexit will put a temporary 
halt on the recent price recovery before other factors like tightening supply 
and improving Chinese demand take over and lift prices later in the year. 
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Beef – Pushing and pulling Beef Index (NZD), 24 June:  262.8  -3.5% (mpc) 

Following the surge in beef prices over May, June was more subdued.  P2 
steer prices, for example, lost around 3% over the month, after the 9% May 
surge. 

Prices also ended June at the same level as at June 2015, but the big 
difference is the respective trends.  This time last year prices were gearing 
up for a push towards record highs over August and September.  In 
contrast, this year prices are being pulled back down to earth.   

The factors pulling prices down include increasing US production, soft US 
demand for some beef types as well as growing Brazilian export supply. 

At the same time, factors pushing prices higher remain in play.  NZ and 
Australian supply is tightening; while Chinese beef demand continues to 
grow. 

All up, we expect beef prices to tread water around current levels over the 
next six months.  That said prices are likely to remain very healthy by 
historical standards. 
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Rural Commodities Outlook (continued) 

Wine – Corker 2016 harvest 2016 Harvest (tonnes):    436,000  34% (apc) 

The 2016 grape harvest has been a corker.  It’s around 110,000 tonnes or 
34% larger than last year.  Wine NZ also reports that generally summer and 
autumn weather was excellent, so the wine quality should be high.  

Regionally, the grape harvest surged by 90,000 tonnes in Marlborough, 
with Waipara, Nelson, Wairarapa, and Hawke’s Bay also posting gains.  Of 
the main wine regions, Gisborne was the lone region to post a fall.   

All up, this continues the good news for the industry.  In the year to May, 
export values lifted 10% compared to a year earlier, totalling $1.56 billion.  
Wine NZ expects export values to grow to near $1.7bn by the end of 2017. 
In particular, North America is likely to drive the lion’s share of growth.   

The one cloud on the horizon is Brexit and the fallout could hurt incomes 
and thus demand for NZ wine in the UK and the EU as well.  For example, 
the UK takes a little under a quarter of all wine exports, second behind only 
the US.  But all up, we expect export value growth to continue this year. 
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Financial Markets Outlook 

Interest Rates – Brexit forces Reserve Bank’s hand 90-day bank bills, 24 June: 2.33%  -0.06 (mc) 

Brexit has reinforced our view that the Reserve Bank will cut the Official 
Cash Rate (OCR).  We expect a 25 basis point cut in each of August and 
November.  If we are right, floating interest rates will fall from current 
levels. 

In addition, longer-term rates may fall as well.  Brexit is also likely to mean 
that the US Federal Reserve delays its next rate hike from as early as July to 
much later in the year (remembering that US interest rates are a key driver 
of NZ’s longer-term interest rates). 

However, Brexit could also put a spanner in the works.  Further violent 
bouts of financial market volatility like that seen on 24 June could further 
push up offshore funding costs for banks.  If this were to happen, floating 
rates, for example, may not fall by the full amount of the OCR cuts.  Indeed 
Brexit has generally clouded the global economic outlook, increasing the 
(small) chance that the OCR falls below the 1.75% we currently factor in. 
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NZ Dollar – Brexit pops Pound  NZD/USD, 24 June:  0.7134  0.0436 (mc) 

Brexit has popped the British Pound.  In the aftermath of the vote, the 
British Pound slumped 11% against the US dollar.  Similarly, the Pound lost 
around 10% against the NZD, with further falls likely.     

With uncertain times ahead for the UK economy, we have revised our 
currency forecasts to reflect the post-Brexit world. We now expect the 
NZD/GBP to lift to 0.6200 by the end of 2017, up from the 0.4700 we had 
previously forecast.  As at the time of writing, the NZD is trading at 0.54.  

Meanwhile, we have left our NZD/USD and NZD/AUD forecasts unchanged. 
However, following the very tight Australian election, the NZD has jumped 
above 0.96 against the AUD at the time writing.  We have also lifted 
NZD/EUR forecasts by two to three cents to an average of around 0.61 over 
this year and next; though note, at the time of writing the NZD is sitting 
above EUR 0.64. 

All up, these changes put pressure on commodity prices in NZD terms.  In 
particular, lamb and wine prices may feel the pinch.   
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? 
Rural Fact or Fiction?  
Answer: Fact! UK farmers receive between £2.4 billion in direct payments from the EU in 2015.  In total, 55 per cent of 
UK total income from farming comes from CAP (Common Agricultural Policy) support. 
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Quarterly Special Topic 

Brexit – cutting off your nose to spite your face 
The UK vote to leave the EU – Brexit – shocked bookmakers and financial markets alike.  Interestingly, the Brits shocked 
themselves too; and it’s only now that the general British public are beginning to understand the political implications of 
Brexit, let alone the economic ones.  In some ways, the Brexit vote may turn out to be a political and economic example of 
cutting your nose off to spite your face.   

While the political permutations are as many as they intriguing, in this special topic we focus on some of the possible 
implications for NZ agriculture in an easy Q&A format. 

What is Brexit? 
Brexit is short for "British exit", which refers to the 23 June, 2016 (24 
June NZ time) referendum by British voters to exit the European Union 
(EU). 

Despite bookmakers and polls suggesting otherwise, the ‘leave’ the EU 
vote was victorious over ‘remain’ in the EU by 51.9% to 48.1%. 

Don’t worry if you have wondered about this question as it seems some 
Brits were in the dark as well.  For example, despite the clear cut victory 
for ‘leave’, UK voters turned to Google for help; with “What does it 
mean to leave the EU?“, followed by “what is the EU?” topping UK 
Google searches  in the days after the vote.   

For more detail on what happens next for the UK, we suggest the BBC 
website is a good place to start.  Below we focus on what the 
implications are for NZ in terms of financial and agricultural markets. 

What has happened in markets so far? 
Brexit’s impact to date has been clearest in financial markets.  In the 
aftermath of the vote, for example, the British Pound slumped 11% 
against the US dollar.  Similarly, the Pound has lost around 10% against 
the NZ dollar, with further falls likely. 

Other markets, such as, sharemarkets also took a plunge.   The UK 
stockmarket (FTSE 250) fell by as much as 14% over the two days 
following Brexit, although it has since regained more than half of that 
lost ground. 

Financial markets have been particularly volatile in the lead up to and 
following the Brexit vote.  In the first instance, this volatility related to 
the uncertainty around the vote result, and now the volatility relates to 
the uncertainty around what happens next. The UK sharemarket (FTSE 
250) chart illustrates this volatility well.  Moreover, with so many 
questions to be answered on what happens next, we expect financial 
market volatility to continue over the remainder the year, if not into the 
next.      

Does Brexit affect the NZ interest rate outlook? 
In short, yes. Brexit and the associated uncertainty have firmed up our 
interest rate view.  Indeed, we are now more confident that the Reserve 
Bank will cut the Official Cash Rate by 25 basis points in each of August 
and November. 

In addition, longer-term rates may fall as well.  Brexit is also likely to 
mean that the US Federal Reserve delays its next rate hike from as early 
as July to much later in the year (remembering that US interest rates 
are a key driver of NZ’s longer-term interest rates). 
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Agri Market Indicators Change on 24 June
Corn Futures (July) -1.60%
NZX Whole Milk Powder Futures (July) -0.90%
NZX Milk Price Future (2016/17) Unchanged
CME Class III Milk Futures (July) -0.30%

FTSE 250 Index -7.20%
Oil (WTI futures, July) -7.00%
GBP/USD -8.50%
GBP/NZD -6.60%

Financial and Other Commodity Indicators

 

However, Brexit could also put a spanner in the works.  Further violent bouts of financial market volatility like that seen on 24 
June could lead to further increases in offshore funding costs for banks.  If this were to happen, floating rates, for example, 
may not fall by the full amount of the OCR cuts.  Indeed Brexit has generally clouded the global economic outlook,  increasing 
the chance that the OCR falls below the 1.75% we currently factor in. 

http://www.bbc.com/news/politics/uk_leaves_the_eu
http://www.bbc.com/news/politics/uk_leaves_the_eu
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Quarterly Special Topic (continued) 

How have global agricultural markets reacted so far? 
The agricultural market reaction so far has been modest.  Grain prices 
fell a touch, but the falls were small compared to the falls in the Pound, 
in sharemarkets such as the FTSE 250, and in commodities such as oil. 

Looking at dairy markets specifically, the reaction has also been 
modestly negative.  Milk futures pricing on the NZX and CME, fell 
around 1% in the aftermath of Brexit.    

With the UK neither a large global agricultural producer nor consumer, 
the modest agricultural falls are not surprising.  In other words, the 
Brexit doesn’t change agricultural market fundamentals, so we wouldn’t 
expect agricultural markets to react much anyway. 

But isn’t the UK a large agricultural export market for us? 
In terms of direct impact on agriculture, Brexit is most likely to impact 
lamb, wine and to a lesser degree fruit exports.  The UK accounts for a 
little over 20% of our lamb exports by value.  Similarly, the UK is an 
important market for wine, taking a little under a quarter of our exports 
by value in the 11 months to May 2016.   

These exports are likely to see lower UK prices as demand falls.  Indeed, 
the lower Pound will decrease the spending power of UK consumers 
and at the same time make local produce relatively cheap, while a 
slowing UK economy is likely to decrease demand further.  

What about the impact on dairy markets and milk price forecasts? 
All up, we haven’t changed our milk price forecasts on the basis of 
Brexit, but we note that the risks of a further delay in the dairy price 
recovery have increased. 

Fundamentally, Brexit has not changed the dairy market outlook.  Our 
view relies on a supply response from producers, and we don’t expect 
Brexit to reverse the fall in production here in NZ, Australia or in the EU. 

With that in mind and as mentioned above, dairy markets have reacted 
modestly so far to Brexit.  This week’s dairy auction will give us a further 
steer on the direction of dairy prices in the short term.  With global 
dairy supply tightening, we expect that any price weakness at this 
week’s auction is likely to be temporary. 

However, our milk price forecast assumes dairy prices rise over 2016.  
So if dairy buyers sit on their hands and wait for the Brexit dust to settle 
over coming months, achieving our milk price forecast becomes 
increasingly difficult with each passing dairy auction. 

In terms of the currency, the short-term implications are neutral, with 
the NZD and EUR posting similar falls against the USD.   In addition, with 
NZ products priced in USD, this makes EU products cheaper.  However 
generally EU products have traded at a premium to NZ products; even 
with the euro depreciation, NZ products remain relatively cheap. 

What about the medium-term risks?  Wouldn’t a recession in the UK 
and EU hurt our exports? 
A recession in the EU could lead to a higher EU dairy surplus – this  
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surplus would then be exported into our markets, putting prices under further pressure.  In terms of economic growth, the 
European Central Bank expects the Eurozone economy to grow by 0.5 percentage points less over the next three years. 

Also in the medium term, the NZD may stay higher against the euro than we currently expect.  A weaker euro makes EU 
exports cheaper and NZ exports relatively more expensive.  At this point however, we expect the lifts in global dairy prices to 
outweigh currency effects. 

What about the longer term risks to agricultural trade? 
Brexit increases the risk to all agriculture exports via the potential that it slows global economic growth.  If UK and EU 
economic growth falls sharply, the contagion could spread to China and other major food importers.  Our current  
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Quarterly Special Topic (continued) 

assumption is that food demand remains firm in these markets, but a recession would put that at risk. 

Lastly, Brexit may signal the start of a backlash against global integration and free trade agreements.  In general, NZ benefits 
from the liberalisation of agricultural trade, which is generally heavily protected by trade barriers.  As a result, any global 
trend towards slower liberalisation or worse, increasing levels of protectionism have the potential to decrease access to 
export markets and lower NZ’s export prices.  We explore this topic further in earlier report.  

All up, the British are the big losers from Brexit.  In the short term, the impacts on NZ agriculture are likely to be modest.  But 
in the longer term, Brexit sets a dangerous precedent, one that we would hope other countries will avoid. 
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