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Inside this edition: Pg.   In this June edition of Farmshed Economics, we bring you a Lions Tour Special.  
We’ve linked each section to some of our favourite All Blacks (remembering 
that this author is also a massive Hurricanes and Beauden Barrett fan).  For 
example and appropriately, we’ve assigned Brodie Retallick to the Beef 
section; he really is Waikato prime (or should that Canterbury prime?).  For 
regular readers, we’ve also included a Lions Tour Fact or Fiction that actually 
calls on some of the author’s family trivia.  Also, Farmshed Economics 
wouldn’t be complete without a prediction, highlighted below.  Hope you all 
enjoy the series-decider.  Go the ABs! 

Can the Lions make history? 

Saturday night’s Lions victory in Wellington has set up a grand finale in the 3rd 
test in Auckland this weekend.  Indeed, most fans would agree that this 
wonderful tour is better off with the series being decided in the third and final 
test. 

However, heading into the deciding test, history is on the All Blacks side (see 
the chart below for Lions winning percentages).  The Lions have only ever won 
one series in New Zealand, back in 1971.  That makes it one victory from 11 
series to date.   

In series deciders, history reads a little better for the Lions, but overall the All 
Blacks have still been dominant.  In the four series deciders, the All Blacks have 
won three, with the Lions’ sole victory coming in game three, back again in 
1971.      

With history on their side and back at fortress Eden Park, we expect the All 
Blacks to clinch the series on the weekend.  Notably, the All Blacks are 
unbeaten in 38 games at Eden Park, in a winning streak that stretches all the 
way back to 3 July 1994.  For the record, the Farmshed Economics team pick a 
27-20 victory.   
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Key Rural Data: Chart of the Month: 

As at 30 June 2017 Current 4 wks  ago Year ago Outlook*

Rural Commodity Prices:

ASB Dairy Price Index (USD) 202.0 200.4 136.5 

Lamb Price Index (NZD) 206.6 196.8 170.0 

Beef Price Index (NZD) 280.4 261.0 262.8 

Interest Rates:

90-day bank bi l l s 1.98 1.95 2.41 

2 year swap 2.37 2.25 2.27 

5 year swap 2.91 2.74 2.37 

Exchange Rates:

NZD/USD 0.7334 0.7141 0.7134 

NZD/CNY 4.97 4.86 4.72 

NZD/GBP 0.5629 0.5542 0.5215 

Milk sol ids  production (ytd % chg]** -0.7 -1.3 -1.6 

Fonterra  Shareholders ' Fund 6.00 6.00 5.47 

Grape Harvest, 2016 (tonnes) 382,000 N/A 420,000   
*Direction of change over the next 6 months. **As at April 2017.  
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? Rural Lions Tour Fact or Fiction? 
This here author has a relative who has played for the Lions and another who has played for the All Blacks. 
                                                                                                                                                                                                                             Answer on page 3 
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Rural Commodities Outlook 

Dairy – Class is permanent (Kieran Read) ASB Dairy Index (USD), 30 Jun: 202.0 0.8% (mpc) 

The June dairy auctions gave us a little bit of this and a little bit of that.   

Firstly, the weakness in key whole milk powder prices over June reflects 
the fact that NZ production has ended the season in better shape than 
many had feared.  Indeed, the nationwide impact from the cyclones and 
very wet weather has been modest.  In the end, the excellent summer 
growing conditions and impetus from a higher milk price look to have more 
than offset the wet weather. 

Also over June, milk fats continued their record run.  Notably, both butter 
and Anhydrous Milk Fat set fresh record high prices.  In fact, butter prices 
have more than doubled in the space of just a year.  Much of this surge in 
milk fat prices can be put down to an acknowledgement by the scientific 
community that fats are no longer as bad for your health as once feared.  
In particular, this notion has been embraced in North America.  In short, 
butter is back! 

All up, the global dairy market outlook remains firm.  Moreover, with 
supply and demand in balance, we expect prices to fluctuate around 
current levels over coming months.  While global dairy markets can change 
rapidly, for now, a period of relative calm lies ahead.  So far, this calm 
bodes well for our 2017/18 milk price forecast of $6.75/kg. 

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

Fonterra/ASB Fonterra ASB ASB
Milk Price* $6.15 $6.50 $6.75 $6.50-$7.00
* per kg of milk solids (excluding dividend).   
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Lamb – Back in form (Israel Dagg) Lamb Index (NZD), 30 June: 206.6 5.0% (mpc) 

Lamb prices shot through the $6.00/kg barrier last month, and have 
continued the hot streak over June, comfortably passing the $6.50/kg 
mark.  Moreover, prices so far this month have sat at their second-highest 
on record for a June month, behind only June 2011. 

Previously we have talked about low slaughter rates lifting prices, but now 
demand is coming to the party as well.  European, North American and 
Middle East demand all look to have firmed.  In addition, the re-opening of 
the Iranian market provides another outlet for lamb exporters. 

Firming demand bodes well for prices heading into the 2017/18 season. 
Firstly, support for prices from low slaughter rates will fade as – weather-
permitting – we  expect more normal slaughter levels this spring.  
However, we are now more confident that improved demand can pick up 
some of this slack, keeping prices at relatively healthy levels over the 
remainder of the year and into 2018.    4.00
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Beef – Waikato/Canterbury prime (Brodie Retallick) Beef Index (NZD), 30 June:  280.4 7.4% (mpc) 

Beef prices remain on track to surpass $6.00/kg in the early spring.  While 
‘merely’ tracking sideways over the last month, prices have sat at record 
highs over the June month as they did over April and May. 

As discussed previously, the market fundamentals for beef are still strong.  
US demand continues to be firm, with US domestic supply relatively tight.  
Similarly, local (NZ) and Australian beef production remain constrained, 
underpinning prices further. 

Also, things go from bad to worse for the Brazilian beef industry.  The US 
has banned Brazilian beef imports due to ongoing health safety concerns.  
This ban will further tighten global beef supply and put more upward 
pressure on prices.  With other beef importers likely to follow the US ban, 
opportunities for NZ exporters are likely to increase at least in the short 
term. 

All up, we expect the good times to roll on for the beef sector over the new 
season. 
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Rural Commodities Outlook (continued) 

Wine –  Wet weather levels the playing field 2017 Harvest (tonnes):    382,000  -9.0% (apc) 

Weather has put a damper on the 2017 grape harvest.  All up, the harvest 
was around 38,000 tonnes or 9% smaller than last year’s.   

Wine NZ puts the smaller vintage down to weather conditions. “Generally 
summer weather was very positive, but there were some challenges as the 
season progressed.”  

Regionally, the Waipara Valley fared worst, with the harvest down by 
around a third.  In addition, Marlborough, Hawkes Bay, Nelson, Wairarapa 
all saw harvests fall by between 6% and 24%.  Only Gisborne saw its 
harvest lift (by 2%), while Central Otago’s was on par with last year’s. 

The smaller harvest will constrain export volume and value growth this 
year.  In the year to May 2017, export values lifted 6.2% compared to the 
year earlier, with higher volumes offsetting lower prices.  We expect the 
smaller harvest to help prices firm over 2017 and 2018.  However, with the 
key British market still weak, this may be easier said than done. 
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Financial Markets Outlook 

Interest Rates – Mr Dependable (Ben Smith) 90-day bank bills, 30 June: 1.98%  0.03 (mc) 

On 22 June, the Reserve Bank kept the Official Cash Rate (OCR) at 1.75% as 
widely expected.   In addition, the Reserve Bank’s kept its neutral bias.  In 
other words and at this juncture, the Reserve Bank expects that there is 
roughly an equal chance of the next interest rate move being up or down.   

For our part, we still expect that the Reserve Bank will start lifting the OCR 
in late 2018.  In terms of interest rates, the Reserve Bank’s stance should 
help anchor NZ short-term interest rates over the rest of the year at their 
current low levels.   

Meanwhile, longer-term rates moved higher in late June. This move follows 
lifts in longer-term rates, particularly in Europe.  This move may be a little 
overdone in the short term.  But over coming years, we do expect longer-
term NZ rates to follow the gradual lift in US benchmark interest rates. 

All up, we expect rates to generally remain low by historical standards over 
2017 and 2018.  
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NZ Dollar – The Hurricane (Beauden Barrett) NZD/USD, 30 June:  0.7334  0.0192 (mc) 

The NZD hit a 5-month high against the USD in the last week of June.  
Weakness on the USD side of the equation has driven much of the NZD’s 
rise.  In particular, the USD has weakened as it has become evident that 
much of US President Trump’s policies are put on hold. For example, his tax 
cut plans are unlikely to come into effect until 2018 at the earliest. 

Also underpinning the NZD are high NZ export prices.  For example, the 
ratio of export prices to import prices (the Terms of Trade) is at its highest 
level since 1971. 

However, the NZD fell against most other major currencies we monitor at 
the end of June.   In particular, the NZD weakened against the euro and the 
Pound as Central Banks hinted at eventual tightening of their policies.   

From here, we generally expect the NZD to remain firm at or around 
current levels. As at the time of writing, the NZD was trading at US$0.7290 
against the USD. 
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? 
Rural Lions Tour Fact or Fiction?  
Answer: Fact!  My great-grandfather, Frederick Jackson, played six games for the Lions on the 1908 tour.  He liked NZ so 
much he stayed and married a local from the East Coast.  Their eldest son Everard, my great uncle, then played 11 
games for the All Blacks from 1936 to 1938, while his brother Sydney, my grandfather, played for the Maori All Blacks. 
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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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