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Inside this edition: Pg.   The 2017 election campaign was one for the ages!  There were more plot 
twists and turns than a good Stephen King novel.  In the end, the polls were 
close to the money, but the plot may thicken yet.  Indeed, with Winston 
Peters holding all the cards and both major parties with a chance of forming 
government, we should hold our collective breaths a while longer. 

Meanwhile over the month, Fonterra made financial par over 2016/17. Its 
financial results came in at the bottom end of its forecast range for the year, 
with earnings per share settling at 46 cents, down 6 cents from 2015/16.  On 
the milk price side, the finalised 2016/17 milk price came in at $6.12/kg, while 
Fonterra shares our confidence for 2017/18, keeping its forecast at $6.75/kg.   

The seasonal peak in lamb prices is nearing, and we expect the peak to be 
around $7.25/kg or as high as $7.50/kg.  Beyond the peak, we are expecting a 
moderate seasonal decline in line with recent seasons.   

Meanwhile, beef prices have been largely stable over September.  From here, 
the outlook for prices remains firm for 2017/18, albeit a touch back from the 
highs seen over the last season or two. 

Turning to forestry, 2017’s good times roll on.  However, the question is where 
to for prices over 2018?  In our view, prices are likely to remain high by 
historical standards, but back a touch from 2017. 

There was a changing of the guard at the Reserve Bank, with a new temporary 
Reserve Bank Governor, Grant Spencer taking over the reins.  The Reserve Bank 
kept the Official Cash Rate at 1.75% as widely expected this month.  Indeed 
despite the change of personnel, we continue to expect that we are in for a 
lengthy period of low interest rates by historical standards.    

After falling steadily over August, the NZD has nervously tread water over most 
of September.  Until we know the government composition, the NZD is likely to 
remain volatile.  But ultimately, it’s a range of economic factors and not the 
government that will guide the NZD long-term. 
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Key Rural Data: Chart of the Month: 

As at 22 September 2017 Current 4 wks  ago Year ago Outlook*

Rural Commodity Prices:

ASB Dairy Price Index (USD) 205.1 202.2 172.6 

Lamb Price Index (NZD) 219.2 211.2 173.7 

Beef Price Index (NZD) 268.1 270.4 245.7 

Forestry Price Index (USD) 176.2 172.7 160.1 

Interest Rates:

90-day bank bi l l s 1.95 1.94 2.22 

2-year swap 2.23 2.18 2.04 

5-year swap 2.75 2.64 2.19 

Exchange Rates:

NZD/USD 0.7341 0.7240 0.7270 

NZD/CNY 4.84 4.81 4.85 

NZD/GBP 0.5440 0.5618 0.5591 

Milk sol ids  production (ytd % chg]** 1.7 12.8 -2.4 

Fonterra  Shareholders ' Fund 6.24 6.22 5.90   
*Direction of change over the next 6 months. **As at August 2017.  
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? 
Rural Fact or Fiction? 
If following this election National go on to form the Government, then under MMP the winning party of the 
Hamilton West electorate at each election has also been the same party that has formed the Government.  
                                                                                                                                                                                                                             Answer on page 3 
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Rural Commodities Outlook 

Dairy – making par ASB Dairy Index (USD), 22 Sep: 205.1 1.4% (mpc) 

Fonterra managed to make financial par over 2016/17. Its financial results 
came in at the bottom end of its forecast range for the year.  Also, earnings 
per share settled at 46 cents, down 6 cents from 2015/16.  Despite this 
modest result, Fonterra confirmed the cash dividend at 40 cents. 

However, while Fonterra’s profits fell, overall dairy industry revenue rose. 
Indeed, in addition to the profit numbers, Fonterra finalised the 2016/17 
milk price at $6.12/kg, up a healthy $2.22/kg (57%) from 2015/16’s 
$3.90/kg. 

From here, 2017/18 will provide a better test of Fonterra’s financial 
performance.  At this stage, Fonterra expects similar profits over the 
season compared to the season just gone.  With the milk price likely to be 
circa 60 cents higher than in 2016/17, this would indeed be a step up in 
financial performance.  Of course expectations and performance are two 
different things. 

Turning to the 2017/18 milk price, Fonterra shares our confidence, keeping 
its forecast at $6.75/kg.  Although as we have stated recently, if the 
weather and NZ production don’t improve, we expect to lift our milk price 
forecast to $7.00/kg or above in the next month or so.  Watch this space!     

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

Final Fonterra ASB ASB

Milk Price* $6.12 $6.75 $6.75 $6.50-$7.00

* per kg of milk solids (excluding dividend).   
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Lamb – nearing the peak Lamb Index (NZD), 22 Sep: 219.2 3.8% (mpc) 

The seasonal peak in lamb prices is nearing (prices normally near peak in 
October or November), and we expect the peak to be around $7.25/kg or 
as high as $7.50/kg.  Either way, this year’s spring prices are likely to be the 
second-highest on record after spring 2011. 

The next question is where to from there?  Back in 2011, prices peaked 
near 8.00/kg and then fell to around $5.50/kg by around May 2012, a 
decline of around $2.50/kg. 

However, we expect a more modest retreat this season.  Indeed, in recent 
seasons the largest seasonal decline has been around $1.50/kg.  A decline 
of this magnitude would take prices from the peak to around $5.75/kg to 
$6.00/kg by autumn 2018.  

Moreover, this year’s lamb crop is likely to be only modestly larger than 
last year’s; Beef+Lamb NZ estimates a 1.1% rise.  If this estimate is close to 
the mark, we’d expect the seasonal price decline to also be moderate. 
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Beef – Waxing and waning Beef Index (NZD), 22 Sep:  268.1  -0.9% (mpc) 

Beef prices have been relatively stable over September.  For example, since 
the last edition of Farmshed Economics, the AgriHQ beef index was down a 
touch (-0.9%), while the per kg price of P2 steers has lifted 2.7%. 

Demand from the key US market continues to wax and wane.  After waning 
over August, US demand waxed over September, helping beef prices 
higher.     

As we mentioned last month, beef market fundamentals remain firm.  With 
that in mind and while we expect prices to continue to wax and wane, we 
expect the general price trend to be sideways over the remainder of 2017.   

Supply remains relatively tight here in NZ, although supply is rising across 
the Tasman following dry weather.  Meanwhile, demand remains 
supportive of prices at current levels. 

All up, the outlook for prices remains firm for 2017/18, albeit a touch back 
from the highs seen over the last season or two. 
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Rural Commodities Outlook (continued) 

Forestry –  Banner year II Log & Pulp Index (USD), 22 Sep:    176.2 2.0% (mpc) 

Back in the February edition of Farmshed Economics, we put forward the 
idea that forestry was in for a ‘banner year’ – indeed, that has proved the 
case!  Log prices as measured by the AgriHQ log index have been at or near 
record highs in NZD terms for most of 2017.   

The question then is can it last?  In short, probably no. 

First up, we expect the NZD to rise, whereas the relatively low NZD has 
been supportive of prices this year.  We expect the NZD to rise to US$0.75 
by mid-2018 and then US$0.77 by the end of 2018, from US$0.72 currently.  

Secondly, Chinese demand has been consistently firm, but there are risks 
that Chinese decline may soften.  In particular, falling house price growth 
may translate into less construction activity. 

But that said, local demand is likely to remain firm.  As a result, prices are 
likely to remain high by historical standards, but back a touch from 2017. 20

30

40

50

60

70

80

90

100

40

50

60

70

80

90

100

110

120

07 08 09 10 11 12 13 14 15 16 17

LOG AND PULP PRICES
Index

NZD/tonne

Source: AgriHQ

The index includes the w eighted average prices for 
pruned and unpruned log as w ell  as pulp.

Index
USD/tonne

NZD (lhs)

USD (rhs)

 

Financial Markets Outlook 

Interest Rates – New RBNZ Governor, old rate 90-day bank bills, 22 Sep: 1.95% 0.01 (mc) 

On 28 September, new (and temporary) Reserve Bank (RBNZ) Governor, 
Grant Spencer, kept the Official Cash Rate (OCR) at 1.75% as widely 
expected.   In addition, the RBNZ kept its neutral bias.  In other words, the 
RBNZ expects that there is roughly an equal chance of the next interest 
rate move being up or down.   

For our part, we still expect the RBNZ to start lifting the OCR at the start of 
2019.  In particular, we expect stronger economic growth and inflation 
over 2018 and 2019 than the RBNZ forecasts.  But the start of 2019 is still a 
“considerable” time away, and later than that indicated by market pricing.   

In terms of interest rates, the RBNZ’s stance is keeping NZ short-term 
interest rates around current low levels.  However, longer-term rates are 
still likely to drift higher, particularly if US benchmark interest rates 
continue their gradual lift. 

All up, we expect that we are in for a lengthy period of low interest rates 
by historical standards. 
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NZ Dollar – treading water, awaiting Winston NZD/USD, 22 Sep:  0.7341  0.0101 (mc) 

After falling steadily over August, the NZD has nervously tread water over 
most of September.  Indeed, with the election race tight, currency markets 
took a wait and see approach. 

This dynamic has continued post-election night, with Winston Peters now 
holding all the cards.  Until the form of the next coalition is known, the NZD 
is likely to remain volatile. 

Meanwhile, offshore events have been mixed with US-North Korea 
tensions spiking periodically.  The Trump administration’s tax plans may 
ultimately support the USD side of the equation, but it’s likely that any 
changes won’t be until 2018.   

Full election results are due 7 October, with an announcement on the form 
of government likely to follow in a week or so.  Until then, as per above, 
the NZD is likely to remain volatile.  But ultimately, it’s a range of economic 
factors and not the government that will guide the NZD long-term. 
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? 
Rural Fact or Fiction?  

Answer: Fact!  National’s Tim Macindoe has won Hamilton West at each election since 2008; Martin Gallagher won it 
for Labour between 1999 and 2005; while, Bob Simcock won it for National in 1996. 
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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.   

 

 


