


KEY POINTS

CONTENTS

3 | Seasonal conditions
4 | In focus: wheat yields
5 | Farm inputs

6 | Livestock

7 | Winter crops

8 | Summer crops, sugar
9 | Rainfall data

CONTACTS

Phin Ziebell
Agribusiness Economist
+61 (0) 475 940 662

Alan Oster
Group Chief Economist
+61 3 8634 2927

Dean Pearson
Head of Economics
+61 3 8634 2331

Seasonal conditions remain moribund in New South Wales
and parts of Queensland, and are weakening (albeit from a
much stronger base) in southern Australia. However, the BoM
(very) long range outlook to autumn suggests that hopefully
some normality will return in early 2020.

Irrigation water availability and price coming into summer is
a major concern. Irrigation allocations in the Murray-Darling
basin are generally very low and temporary water prices
continue to rise in some areas. Temporary water in VIC
Murray 7 —home to considerable plantings of almonds, citrus
and grapes — has exceeded $900/ML this month. The uplift in
water price in this region will add on average $180/t to the
cost of production for wine grapes, approaching 40% of the
value of the product produced.

We have held our assessment for the wheat crop at 15.5
million tonnes this month, although eastern states wheat
prices have seen if anything, some downward pressure
recently.

Livestock markets remain resilient, with lamb continuing to
perform. The National Trade Lamb Indicator stands at
$7.41/kg — down on its peak but still very strong given it is
spring. The restocker cattle market remains soft, but
processor demand looks to be increasing and Australian beef
continues to be sought in export markets, particularly China.

Overall, the NAB Rural Commodities Index rose 2.5% in
October.

NAB RURAL COMMODITIES INDEX
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August Sept. Oct.
Wheat V 3.5% A 0.3% Vv 0.2%
Beef A 1.2% VvV 7.1% A 2.7%
Dairy A 35% A 0.1% A 1.4%
Lamb Vv 9.7% V 3.8% V 1.4%
Wool V 9.4% V¥ 5.5% A 3.1%
Sugar V 1.9% V 4.0% A 11.8%
Cotton V 3.4% A 0.2% A 3.8%

Source: NAB Group Economics, ABARES, Meat
and Livestock Australia, Australian Pork,
Ausmarket Consultants, Australian Bureau of
Statistics, Bloomberg and Profarmer.




IN FOCUS: WATER ALLOCATIONS AND PRICES IN THE MURRAY-DARLING

The drought in New South Wales and
Queensland has led to very limited water
availability in the northern Murray-Darling
Basin. Storages in the northern basin stand
at just 8%, while even the southern basin is
going into summer with 44%.

General security entitlements across New
South Wales are generally at 0% allocation,
and cotton and rice production will suffer
accordingly. In a period of such low
allocations, temporary water prices are
generally very elevated and beyond the
reach of annual crops like cotton.
Unsurprisingly, based on average
application rates and yields and current
commodity prices, neither cotton nor rice
are profitable at a water price of $800/ML.

Permanent plantings are in a trickier
position than annual crops, needing water
every year. Temporary water in VIC Murray
(Barmah Choke — SA Border) has increased
138% in the last year to $950/ML, while VIC
Murray upstream of the choke have
increased 55% over the same period.

For a wine grape producer in the Sunraysia
buying temporary water, this $550 uplift
equates to around $180/t (based on average
application rates and yields), approaching
40% of the per-tonne average value of
warm climate wine grapes in Australia.
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MURRAY-DARLING BASIN WATER IN STORAGE
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SEASONAL CONDITIONS

Seasonal conditions have been generally RAINFALL - OCTOBER BOM RAINFALL OUTLOOK

poor all year in New South Wales and parts )
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news in the BoM three month outlook. October 2019 January - March
While summer is still forecast to be drier
than average in eastern Australia, moving
into early autumn, conditions may improve.
While rainfall outlooks this far into the
future are speculative, we would rather see
above average rainfall in the outlook.
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FARM INPUTS

NAB FERTILISER INDEX NATIONAL AVERAGE FUEL PRICES Farm input prices have been a little lower

recently, with perhaps the exception of

AUD index AUc/litre petrol prices. The latest national average

240 180 ——petrol petrol price is 152.2¢/l and diesel 149.7¢/l.

520 —diesel With most farm businesses using exclusively
160 diesel, the stability in diesel prices at least

200 allows for some planning.

180 140 Domestic feed concerns amid a poor winter

160 crop have kept prices higher than

140 120 international benchmarks - our domestic

120 feed grain price index fell 2.0% m/m in

October. Domestic feed prices are now over
100 100 20% lower than the same time last year.
2010 2012 2014 2016 2018 2010 2012 2014 2016 2018

With a good deal of the winter crop cut for

hay, it is likely that domestic hay supply will
NAB WEIGHTED FEED GRAIN PRICE INDEX be fairly strong coming into summenr.
AUD/t Overall, the NAB weighted feed grain price
index stood at $304/t for the month, but
few graziers would have access to these
prices on farm delivered.

The NAB Fertiliser index fell 7.4% in
October, reflecting lower urea, US natural
200 gas and DAP prices, combined with an
uptick in the AUD recently.
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Source: Bloomberg, Profarmer and NAB Group Economics




LIVESTOCK

Young cattle prices have been somewhat
UATTI-E I-AMB higher recently, with EYCI reaching almost
AUc/kg National Trade Lamb Indicator, AUc/kg 523c/kg — the highest for several months. At
800 1000 the end of last week it stood at 517¢/kg. While
200 there is still considerable weakness in the
600 800 store market, processor demand for quality
00 finished stock continues to run hot amid
> 6oo strong performance in export markets. The
400 00 national herd remains in decline, and it is hard
300 4 to see much upside for cattle prices until
200 500 climatic conditions improve, swine fever in
100 China notwithstanding.
0 0 Lamb prices continue to look very good.
2010 2012 2014 2016 2018 2010 2012 2014 2016 2018 NTLI stands at 741¢/kg — an excellent price in
the middle of spring. It looks as if supply will
DMRY FARMGATE PRlBES WUUL be fairly tight through spring, suggesting the
AUD/kgms Southern region, by micron, AUc/kg seasonal price decline will be less than had
8 3500 —_—17 19 21 23 been expected. The wool price has stabilised a
; ’ 25 28 =30 little from some wild moves earlier this year,
3,000 reflecting substantial US-China trade
° 2,500 uncertainty. EMI finished last week at
5 ’ $15.74/kg. While there have been positive
4 2,000 signs on US-China trade, we are sceptical that
; 1,500 i this will see much reinflation of wool prices.
5 ——MG/Saputo Fonterra 1,000 Qlobal Dairy Trade auction resu!ts contir.u.Je to
500 improve, with the last four auctions positive
! overall in USD terms. This is a boost to
0 Y processors offering strong farmgate prices to
2010 2012 2014 2016 2018 2010 2012 2014 2016 2018

maintain milk flow. However, northern

Source: NAB Group Economics, ABARES, Meat and Livestock Australia, Australian Pork, Ausmarket Consultants, VIC Input costs are an ongoing concern.
Australian Bureau of Statistics, Bloomberg and Profarmer.
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WINTER CROPS

We have kept our wheat forecast on hold
this month, standing at 15.5 million tonne
winter crop season overall, with the worst
conditions in New South Wales and
Queensland. This will keep prices high
compared to international benchmarks.
That said, Australian wheat futures continue
to underperform our expectations, largely
reflecting downward pressure in
international markets.

The eastern states will face another season
of imports from the west and overseas, and
new season crop prices already reflect this
reality. With the west on track for a below
average crop this season, west-east
shipments will be down somewhat. Prices
will stay high for those feeding stock and
elevated lot feeding will keep demand high
into 2020.

While eastern states feed demand has given
Western Australian producers strong prices
over the last two seasons, south-east Asia
has now swung heavily away from
Australian grain. Recapturing this south-east
Asian market from Black Sea and South
America grain could be a challenge for the
sector in 2020

WHEAT PULSES

AUD/t AUD/t
500 1,400 | e Chick peas ==Field peas Lupins

1,200

400
1,000
300 800
200 600
400
100 - ASX east Aust future 500

e AUD denominated CBOT
0 0
2010 2012 2014 2016 2018 2010 2012 2014 2016 2018
AUD/t AUD/t, Newcastle
500  =—barley (feed) 800
—Dbarley (malting, Geelong)

sorghum (Newcastle) 700
400 | e—oats (feed, Albany) [ 600
300 500
400
200 300
200

100
100
0 0

2010 2012 2014 2016 2018 2010 2012 2014 2016 2018

Source: NAB Group Economics, ABARES, Meat and Livestock Australia, Australian Pork, Ausmarket
Consultants, Australian Bureau of Statistics, Bloomberg and Profarmer.




SUMMER CROPS, SUGAR AND HORTICULTURE

As highlighted on page three, allocations in GUTTUN
the Murray-Daring basin are very low,

reflecting poor storage levels. 1,%]0')/ bale
Consequently, Australia will see another
season of low cotton production. 1,200
Cotton prices are well below peak in AUD 1,000
terms, with AUD denominated Cotlook A 800
averaging around $524/bale in September. 600
That said prices have picked up a little in
October. 400
Having essentially missed the winter crop, 200
northern New South Wales and Queensland 0
grain growers have been looking to the 2010 2012 2014 2016 2018
summer, but unless there is big rain soon,
this window is closing. We do not expect SUGAR
much sorghum to go in the ground this AUD/t
summer.

1,000

Fruit and vegetables rose in October. Fruit
prices gained 8.1% after falling 9.1% in 800
September, while vegetables were up 4.1%.
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MONTHLY AVERAGE RAINFALL IN WINTER CROPPING REGIONS (MM)
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Important Notice

This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice contained in this document has been prepared without taking into account your objectives,
financial situation or needs. Before acting on any advice in this document, NAB recommends that you consider whether the advice is appropriate for your circumstances.

NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other disclosure document, before making any decision about a product including whether to acquire or to continue to
hold it. Please click here to view our disclaimer and terms of use.



http://www.nab.com.au/content/dam/nabrwd/business/international/financial-markets/documents/nab-research-disclaimer.pdf
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