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Summer crops, sugar

Let’s start with the good news: Australia is a net agricultural
exporter, in a normal season producing enough food for more
than double its population. Most food that Australians eat is
grown in Australia. Coronavirus is wreaking havoc on Australia
and the world but people still need to eat and at this stage we
have not seen any real disruptions to Australian food supply
outside of panic buying and hoarding from Australian
supermarkets. Overall, Australian agriculture will play a vital
role in keeping Australians in good health through the crisis.

The virus will have an impact on Australian agriculture, likely
increasing demand in domestic markets but potentially limiting
export demand and making trade more complex.

On the domestic front, panic buying at supermarkets will bring
forward demand for Australian agricultural products across the
board, although some specialty products destined for
restaurants will be in surplus. However, with much of the
buying now for hoarding, inventories are being transferred into
households, and these will eventually be run down (assuming
limited spoilage).

With global trade now coming under immense pressure, there
is potential for more disruption to Australia’s agricultural
exports. But, on balance this means more food for domestic
consumers.

The NAB Rural Commodities Index had its best month on record
in February — rising 8.5% month-on-month, largely reflecting
booming livestock markets. Big rains in many areas have driven
re-stocker markets into a frenzy, with hope that the big dry has
now broken in New South Wales and Queensland. However,
substantial climatic risks remain, and if we don’t see a good
season from here livestock prices are almost certainly overdone
at this level.

NAB RURAL COMMODITIES INDEX
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MONTHLY COMMODITY PRICE CHANGES
Dec 19 Jan 20 Feb 20
Wheat A 3.6% A 4.1% V 1.6%
Beef V¥ 3.9% A 7.6% A 25.9%
Dairy A 0.8% A 23% A 3.1%
Lamb V¥ 5.0% A 7.0% A 15.8%
Wool V¥V 2.1% A 2.9% V¥ 0.1%
Sugar A 1.1% A 6.5% A 9.6%
Cotton A 0.6% A 41.4% V¥V 0.3%

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




IN FOCUS: CORONAVIRUS AND FOOD SECURITY

COVID-19 has effectively shut down global

travel and is likely to put pressure on AUSTRALIAN WHEAT PRODUCTION AND USE

transport links, particularly air freight. Million tonnes per annum

The AUD has collapsed, now trading at 35
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Australian agricultural exporters, butonly to 2>
the extent that global trade flows can 20
continue in the face of the virus threat. 15
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vital role in keeping Australians in good
héalth through the crisis.




SEASONAL CONDITIONS

2019 was a very tough season in many parts
of Australia. New South Wales and parts of
Queensland saw the most severe rainfall
deficits over the year.

Since January, many — but not all — of these
areas have seen excellent rainfall. This is
clearly an extremely welcome relief for
producers. Soil moisture levels across
northern New South Wales, the Darling
Downs and central Queensland are
especially encouraging and have led to very
spirited activity in the cattle restocker
market.

However, it is worth comparing underlying
conditions now compared to the last great
EYCl rally in 2016. EYCI peaked at 726¢/kg in
August 2016, amid the best seasonal
conditions in arguably decades. The map on
the bottom right shows three months of
rainfall (relative to average) in the lead up
to August 2016 — a sea of blue, with most
areas above average and many very much
above average. Compared to the three
months leading up to the present (map
bottom left) conditions were substantially
better in 2016. While some areas now have
enough moisture to see them through for a
good period, many areas still need a full
season of above average rain.

ROOT ZONE SOIL MOISTURE

27 February, relative to average
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FARM INPUTS

NAB FERTILISER INDEX NATIONAL AVERAGE FUEL PRICES
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Source: Bloomberg, Profarmer,
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Farm input prices have been pushed lower
by global events, albeit this is partly offset
by a lower AUD and potential supply issues -
particularly for fertiliser and agricultural
chemicals.

Petrol prices have absolutely tanked,
reflecting a collapse in crude oil prices —
Brent is now just USD26/bbl. This partly
reflects a sharp drop in demand due to
coronavirus but also the Saudi-induced
breakdown of the OPEC+ supply restrictions.
Diesel is yet to fall to the same extent, but is
now seeing downside as well. While a lower
AUD has blunted some of this impact, oil
price falls are so substantial that we are
likely to see cheap petrol at the bowser
unless there is a supply interruption.
Meanwhile, fertiliser prices fell very
substantially in 2019, but 2020 could be a
rollercoaster. Lower oil prices point to
downside, but possible supply issues
combined with a lower AUD, bears watching
closely.

Feed prices have trended lower this year,
reflecting lower feed demand in NSW and
Queensland. While this trend is likely to
continue, there are two key caveats. Firstly,
a lower AUD will push up local prices and
secondly, local demand for human
consumption may increase.




LIVESTOCK

2019 was a generally tough year for the
UATTI-E I-AMB Australian cattle industry, reflecting poor
AUc/kg National Trade Lamb Indicator, AUc/kg seasonal conditions in much of the country.
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WINTER CROPS

2019-20 provided a pretty miserable crop
overall, with ABARES’ latest wheat
assessment standing at 15.2mmt,
representing the worst winter cropping
season since 2007-08. Apparent domestic
use (human consumption, stock feed, seed)
was just under 9mmt in 2018-19. We expect
the domestic consumption figure for 2019-
2020 to be comparable, or perhaps slightly
lower.

Australian grain continues to trade well
above international benchmarks, although
there are signs of this moderating following
good rains in NSW and Queensland.
Australian grain is still being exported,
although it is unclear how coronavirus will
affect shipping and demand for product.

Looking ahead to the 2020-21 crop, some
areas have now received good enough
rainfall to have sufficient profile for some
months. Planting is likely to be in full swing
in @ month from now. It remains too early
to forecast the size of the 2020-21 crop.

WHEAT PULSES
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SUMMER CROPS, SUGAR AND HORTICULTURE

Good summer rains have been a welcome
relief for summer crop prospects, with
Sorghum prices having come down a good
deal. While the season will see lower than
average production (on low plantings), it’s
not a bad result given where it started.

Cotton prices have held up, although
serious questions have to be asked about
demand in 6 months if coronavirus
continues to smash the global economy.

Fruit and vegetable prices were both higher
in February, increasing 12.4% and 5.4%
respectively. Fresh produce continues to be
widely available in shops, likely reflecting
the folly of panic buying produce that
rapidly spoils. Labour availability will be an
issue for horticulture this year, as will the
possibility for outbreaks among workers,
potentially shutting down operations at
farms.
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MONTHLY AVERAGE RAINFALL IN WINTER CROPPING REGIONS (MM)
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Source: Bureau of Meteorology and NAB Group Economics




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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