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Australian agricultural overview

a warm winter that boosted production of a range of fruits and
vegetables.

Australian agricultural overview
Matthew Howden and Kirk Zammit

Real value of farm production, 1994–95 to 2018–19

Value of production to be $60 billion in 2018–19

The value of farm production is forecast to be relatively unchanged at
$60 billion in 2018–19, above the 10-year average of $56 billion (in
2018–19 dollars).
The value of crop production is forecast to be $30 billion in 2018–19,
3% lower than in 2017–18. The decline is expected to be driven by a
forecast decline in area planted in the eastern states. Drought
conditions across eastern Australia during late autumn and early
winter restricted planting opportunities for crops such as barley,
canola and wheat. Planting of dryland cotton in spring is also forecast
to decline significantly because of low soil moisture.
Higher forecast prices for canola, coarse grains, cotton and wheat are
expected to mitigate the impact of lower crop volumes on the value of
production. Wine grape and sugar production are forecast to rise
because producing areas have been less affected by drought. However,
the value of sugar production is forecast to decline due to weak
international prices. Horticultural production has increased following

f ABARES forecast.
Sources: ABARES; Australian Bureau of Statistics

The value of livestock production is forecast to be $30 billion in 2018–
19, 2% higher than in 2017–18. Drought in the eastern states has
increased cattle and sheep turn-off, resulting in increased meat
production. Dairy production is forecast to increase, as processors
continue to offer relatively high milk prices. However, the production
response is likely to be dampened by increasing feed and fodder costs.
Wool production is forecast to be lower, constrained by lower flock
numbers and poor grazing conditions.

Winter crop production to fall

In September 2018 the Australian Bureau of Meteorology indicated
that much of New South Wales, inland southern Queensland, northern
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Victoria and eastern South Australia had recorded severe rainfall
deficiencies over the eight months to August.
The drought has lowered crop prospects over winter in many
cropping regions. However, winter crop production in 2018–19 is
expected to be significantly higher than in years with more
widespread drought conditions. In 2018–19 exceptionally
unfavourable seasonal conditions have been limited to Queensland,
New South Wales and parts of Victoria and South Australia. In
contrast, extremely unfavourable seasonal conditions affected most
cropping regions in Australia during droughts in 1994–95, 2002–03,
2006–07 and 2007–08, resulting in significantly lower national crop
production than is forecast for 2018–19.

Winter crop production, Australia, 1994–95 to 2018–19

In 2018–19 yields in New South Wales are forecast to be well below
their long-run averages, but substantially higher than in 2002–03 and
2006–07. This is because dry planting conditions during late autumn
and early winter led many farmers to reduce the area sown to avoid
low yields or crop failures. In previous droughts, area planted was
larger because drought conditions developed after adequate rainfall
for planting.

Higher input costs and increased competition in livestock and
livestock product markets

In 2018–19 production of livestock and livestock products is forecast
to increase as farmers destock. Droughts often result in increased
meat processing and live exports because farmers reduce the size of
their herds and flocks in response to scarce pasture and rising feed
costs. The increased supply of meat on the market typically leads to
lower prices. However, relatively high world prices for meat are
currently supporting cattle prices.
While livestock and livestock product prices are forecast to remain
relatively high in 2018–19, profit margins are forecast to decline from
historically high levels. Input costs are increasing, such as for feed,
water and diesel. The global supply of meat is also forecast to increase,
partly because of droughts in the European Union and the
United States. This will increase competition in Australia's export
markets and put downward pressure on prices.

Broadacre farmers entered drought with record incomes
f ABARES forecast.
Sources: ABARES; Australian Bureau of Statistics

Very poor conditions in New South Wales and Queensland have been
partly offset by forecast above average yields in Western Australia.

Broadacre farmers in New South Wales and Queensland entered the
current drought following two years of the highest incomes recorded
since 2001–02. This should help farmers manage and recover from
drought.
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Farm income, New South Wales and Queensland, 1994–95 to
2016–17

Value of production driven by prices

The value of agricultural production is forecast to remain historically
high in 2018–19. As discussed in Agricultural commodities: June
quarter 2018, farm production volumes have remained relatively
unchanged since the end of the Millennium Drought. The exception
was in 2016–17, when very favourable seasonal conditions resulted in
record production. From 2010–11 to the 2018–19 forecast year, prices
received (rather than volumes produced) have been the strongest
contributor to growth in the nominal value of production.

Annual average growth in value of agricultural production, by
price and volume, 2010–11 to 2018–19

Source: ABARES

Reflecting the historically high incomes, the total value of farm
management deposits (FMDs) held by Australian farmers was around
$6.6 billion at 30 June 2018. Of this total, New South Wales accounted
for 26% and Queensland 21%.
The proportion of broadacre farms in New South Wales and
Queensland holding FMDs has increased steadily since they were first
established in 1999–2000. Approximately 25% of farms in both
New South Wales and Queensland held FMDs in 2017–18.
Continued growth in Australian agriculture depends on producers
being able to maintain resilience to climate and market risks. It is
important that support from governments does not impede incentives
for farm businesses to develop new and better approaches to
managing these risks.

Note: Price and value are in nominal terms, 2018–19 is an ABARES forecast.
Source: ABARES; Australian Bureau of Statistics
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Lower exportable supplies of crops in 2018–19

In 2018–19 export earnings for agricultural commodities are forecast
to decline by 5% to $47 billion. This is a downward revision from the
2% decline forecast in Agricultural commodities: June quarter 2018.

unfavourable seasonal conditions in the European Union, the
Russian Federation and Australia.

Annual average growth in the value of agricultural exports, by
price and volume, 2014–15 to 2018–19

In 2018–19 lower exportable supplies of canola, coarse grains, pulses
and wheat are expected to be the main drivers of lower export
earnings. This is due to lower winter crop production in droughtaffected areas. Exportable supplies are also expected to be affected by
increased use of grains and hay for feed by the livestock sector in
eastern Australia.
The volume of livestock and livestock products exported is forecast to
remain unchanged in 2018–19 compared with 2017–18. A forecast
increase in meat exports is expected to be offset by a reduction in
exports of live sheep, skim milk powder and wool.
Agricultural export prices, measured by the index of unit export
returns, are forecast to increase by 3% in 2018–19, consistent with the
five-year average. Livestock prices are high but have limited potential
for further growth. Pulses and sugar prices have fallen sharply in
response to rising global supply.
Beef prices are forecast to fall, as simultaneous droughts in Australia
and the United States result in increased supply on global markets. In
contrast, strong export demand for sheep meat is forecast to result in
higher prices and production. Wool prices are also forecast to increase,
reflecting continued global demand growth and constraints in
Australian supply. Export prices for coarse grains, oilseeds and wheat
are forecast to increase due to lower global supplies resulting from

Note: Price and value are in nominal terms, 2018–19 is an ABARES forecast.
Sources: ABARES; Australian Bureau of Statistics

Domestic feed demand to reduce exports

Australia's domestic consumption of feed has increased over time, in
line with growth in feedlots and the number of dairy operations
moving to feed pads. A large proportion of beef, chicken and dairy
production is located in areas currently affected by drought. Feed
prices in the eastern states have spiked in recent months in response
to poor pasture growth, reduced fodder availability and biosecurityrelated constraints on imports.
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Feed wheat prices, by delivered market, January 2017 to
September 2018

Change in Australian dollar exchange rates, major export markets,
January to August 2018

Source: Dairy Australia

Lower exchange rate to support export earnings in 2018–19

Farm incomes have received some support from the recent
depreciation of the Australian dollar. Since the beginning of 2018, the
Australian dollar has fallen in value against the currencies of
Australia's major export markets. Its depreciation against the
US dollar and Japanese yen is particularly beneficial for exports of
wheat and beef.
Currencies of Australia's major competitors in agricultural export
markets have also depreciated against the US dollar. Over the
8 months to August 2018, the Brazilian real fell by 19%, followed by
the Russian ruble (down by 15%). The NZ dollar fell by 8% and the
euro and Canadian dollar are down by 5%.

Note: Countries organised in order of value of Australian agricultural exports.
Source: Reserve Bank of Australia

Trade tensions a risk to the medium-term outlook for
agricultural exports
Trade tensions between China and the United States could present
opportunities for Australian agricultural exports. The Chinese
Government has imposed tariffs on the majority of agricultural
imports from the United States. China imports many of the same
commodities from Australia, including beef, dairy, fruit and wine. The
China–Australia Free Trade Agreement (ChAFTA) provides Australian
exporters with better market access to China compared with the
United States. The current tariff dispute gives Australian exporters an
additional advantage. However, US product will be diverted to other
markets, and there is uncertainty about what affect the recently
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announced subsidies would have on US competitiveness relative to
Australian exports.

Chinese import tariffs, Australia and United States, August 2018
Commodity

Australia (%)

United States (%)

7.2–15

37–50

2-12

33–40

2–16.7

47–70

Pork and pork products

2.4–9

63–70

Tree nuts

2–4.8

45–65

Vegetables and legumes

1.4–2.6

25–38

Wine

2.8–13

29–35

Cotton

1

26

Durum wheat

1

26

Grain sorghum

0

27

Soybeans

3

28

Under ChAFTA
Beef
Dairy
Fresh or dried fruit

10% of Australia's total agricultural exports. The European Union and
the Middle East each represent about 7% of Australia's agricultural
exports.

Average value share of agricultural exports, by region, Australia,
2013–14 to 2017–18

Not included in ChAFTA a

a Most favoured nation in-quota tariff rates. ChAFTA China–Australia Free Trade
Agreement.
Sources: Department of Foreign Affairs and Trade; US Department of Agriculture

The trade dispute also presents downside risks to the outlook for
Australian agricultural exports. The main risk is to economic growth
and therefore demand, particularly in Asia.
Asia is Australia's largest market for agricultural exports. In 2017–18
Asia accounted for 66% of total Australian agricultural exports. The
second-largest regional market is the Americas, accounting for about

Source: Australian Bureau of Statistics

Many countries in Asia have close economic ties to China. A sharp
economic downturn in China resulting from any ramp-up in the
coverage or the rate of existing tariffs by China and the United States
could have significant implications for income growth in the region.
Income shocks in Asia are likely to have a greater effect on
consumption choices in emerging and developing economies than in
advanced economies. Approximately 75% of agricultural goods
exported to Asia are destined for low- and middle-income countries.
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Major Australian agricultural commodity exports

Change in nomenclature: 'agricultural' versus 'farm'
The term 'agricultural' will now be used instead of 'farm' in statistical
tables 16 to 22 to report on agricultural exports. The term agricultural is used
to describe unprocessed or processed agricultural products, as defined in
ABS International merchandise trade, Australia: concepts, sources and
methods, 2018. These products include grains and flours, fresh and processed
fruits and vegetables, meat and meat products, dairy products (excluding
fresh milk), natural fibres, sugar and wine.
Use of the term 'farm' will be reserved for capturing the value of products
that are sold from agricultural properties and that are either unprocessed or
minimally transformed. These include grains, livestock sales and
slaughterings, milk, sugar cane and wine grapes. The term farm is used in
statistical table 10 to report on gross unit value of farm products and in
table 13 to report on gross value of farm production.

a All commodity prices are expressed as export unit returns in A$. Export unit returns are
obtained by dividing the value and quantity of the commodity exported.
f ABARES forecast. s ABARES estimate.
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Major indicators of Australia's agriculture, fisheries and forestry sectors
Category

2013–14

2014–15

2015–16

2016–17 s

2017–18 s

2018–19 f

% change

A$/US$

0.92

0.84

0.73

0.75

0.78

0.74

0

index

100.0

106.2

110.5

110.5

113.6

116.8

3

Agriculture
crops

A$m

41,364

44,200

44,786

49,001

49,099

46,549

–5

A$m

22,318

21,574

22,521

27,996

25,160

22,227

– 12

livestock

2

Exchange rate
Australian export unit returns a
Agriculture
Value of exports

A$m

19,046

22,625

22,265

21,004

23,938

24,321

Fisheries products

A$m

1,304

1,440

1,542

1,435

1,575

1,604

2

Forestry products

A$m

2,525

2,769

3,112

3,456

3,603

3,481

–3

Total agriculture, fisheries and forestry exports

A$m

45,193

48,408

49,440

53,892

54,277

51,633

–5

A$m

51,464

54,358

56,645

61,757

60,087

59,853

0

A$m

28,699

27,395

27,883

33,646

30,815

29,900

–3

Gross value of production b
Farm
crops
livestock

A$m

22,766

26,964

28,763

28,111

29,272

29,952

2

Fisheries

A$m

2,473

2,764

3,021

3,060

3,135

3,189

2

Forestry

A$m

1,840

2,025

2,270

2,571

2,508

2,522

1

Total agriculture, fisheries and forestry products

A$m

55,778

59,148

61,936

67,389

65,731

65,564

0

index

121.9

121.9

120.8

131.6

123.8

118.9

1

index

131.9

125.0

130.2

165.2

139.6

127.1

–1

index

110.7

117.3

111.0

103.6

109.0

110.1

2

Crop area (grains, oilseeds and pulses)

’000 ha

22,558

22,910

21,337

24,373

23,436

20,621

– 12

Sheep

million

69.4

68.0

67.5

72.1

71.4

69.1

–3

Cattle

million

29.1

27.4

25.0

26.2

25.8

25.7

0

Farm costs

A$m

37,957

38,441

38,516

39,828

39,710

42,004

5

Net farm cash income d
Net value of farm production e

A$m

18,852

21,361

23,656

27,551

26,107

23,706

–9

A$m

13,507

15,917

18,130

21,929

20,378

17,848

– 12

index

98.2

103.8

109.2

109.5

110.0

107.5

–3

Volume of farm production c
crops
livestock
Production area and livestock numbers

Costs and returns

Farmers’ terms of trade g
Employment
Agriculture, forestry and fishing

’000

312

318

321

304

329

na

na

Australia

’000

11,471

11,685

11,924

12,093

12,457

na

na

a Base: 2013–14 = 100. b For a definition of the gross value of farm production see Table 13. c Chain-weighted basis using Fisher’s ideal index with a reference year of 1997–98 = 100. d Gross value of farm cash income less total cash costs. e Gross
value of farm production less total farm costs. f ABARES forecast. g Ratio of index of prices received by farmers and index of prices paid by farmers; base: 1997–98 = 100. s ABARES estimate (excluding the exchange rate and employment figures).
Sources: ABARES; Australian Bureau of Statistics; Reserve Bank of Australia
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higher oil prices and interest rates, and escalating trade tensions.
Economic growth in Latin America, the Middle East and North Africa
continues to be challenging due to political unrest, armed conflicts and
tightening financial conditions. However, gradual recoveries are
assumed.

Economic overview
Matthew Howden and Kirk Zammit

Monthly economic indicators show that the real value of global
merchandise trade and industrial production continued to grow in the
first half of 2018. The real value of global merchandise trade increased
by 3.7% year-on-year in June 2018 but is lower than the average rate
of growth of 4.4% in 2017.

Global economy

The world economy grew by 3.7% in 2017 and is assumed to grow by
3.9% in 2018 and 2019. These growth assumptions remain unchanged
from Agricultural commodities: June quarter 2018 but the downside
risks to growth have increased following an increase in global trade
tensions and political uncertainty.

World trade and industrial production, real values, year-on-year
change, June 2012 to June 2018

The outlook for economic growth in advanced economies remains
positive. While activity in Japan and the eurozone was a little weaker
than expected in the first half of 2018, growth in these economies is
above trend. Consumer and business confidence also remain elevated
in major advanced economies, and labour markets are tight in Japan
and the United States. In the United States, tax cuts and additional
government spending are expected to boost growth during a period
when capacity constraints are emerging.
Economic growth in emerging and developing Asia was solid in the
first half of 2018. The Chinese economy continued to grow in line with
expectations. South-East Asian economies performed strongly, despite
concerns about the possible destabilising effect on regional demand of

Source: CPB Netherlands Bureau for Economic Policy Analysis

Economic growth in Australia's 10 largest agricultural export markets
is assumed to increase by an average of 4.4% in 2018 and 4.3% in
2019. The slight decline from 2018 to 2019 is driven by an assumed
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slowdown in the Chinese economy and a return to trend in the growth
of some advanced economies. Partially offsetting the decline is
assumed accelerated growth in the United States and in some of
Australia's Asian agricultural trading partners, including Indonesia.
It is assumed that incomes—measured by gross domestic product
(GDP) per person—in developing and emerging economies will
increase by 3.6% in 2018 and 3.8% in 2019. In South-East Asia,
growth is assumed to average 4.3% in 2018 and 2019, higher than the
10-year average.

Growth in gross domestic product per person, 2001 to 2019a

a ABARES assumption. b Indonesia, Malaysia, the Philippines, Thailand and Vietnam.
Sources: ABARES; International Monetary Fund, UN Population Division

Economic developments in agricultural export markets

The Chinese economy expanded by 6.7% year-on-year to the June
quarter 2018, in line with expectations. However, downside risks to
economic growth have increased, mainly due to China's ongoing trade
dispute with the United States and slowing public sector investment.
Economic activity in South-East Asia continues to be led by strong
growth in domestic demand, stimulated by infrastructure investment
and government policy reforms. Despite the recent strong growth
performance, external factors are beginning to complicate the
economic environment. Actions by the United States around trade,
higher oil prices and interest rates set by advanced economies may
test the economic resilience of the region. However, South-East Asian
countries continue to fare better than other emerging and developing
economies, which generally have weaker institutions and economic
fundamentals, and higher exposure to US denominated debt.
Advanced Asian economies performed well overall in the first half of
2018. Economic growth in Japan rebounded in the June quarter 2018,
with strong contributions from business investment. Accommodative
financial conditions, Olympic games-related investment and a tight
labour market are some factors that are expected to support abovetrend growth in 2018 and 2019. Strong growth in the Republic of
Korea was underpinned by exports and household consumption.
Economic growth in the United States increased by 2.9% year-on-year
in the June quarter 2018, driven by strong household consumption
growth. Implementation of the tax reform package and additional
government spending could lead to stronger than expected growth in
the US economy. This could precipitate a faster increase in interest
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rates, which could undermine growth in emerging economies with
large amounts of external debt.

External debt in emerging countries, 2016

Source: International Monetary Fund; Reserve Bank of Australia; World Bank

Growth in the eurozone was slower than expected in the June quarter
2018. The slowdown was broad-based, affecting countries such as
France, Germany and Italy. Economic growth for the region has
therefore been revised down from Agricultural commodities: June
quarter 2018 to be 2.2% in 2018 and 1.9% in 2019. High debt,
weakness in the banking sector and political uncertainty in some
European member states are risks to the region's outlook. The political
uncertainties arise from Brexit negotiations and concerns about
Turkey's economic stability.

Trade tensions could reduce growth in Asia

Since the beginning of 2018, the United States has gradually
introduced import tariffs on a range of goods. In some cases, the
imposition of tariffs has been justified under section 232 of the
US Trade Expansion Act of 1962. This section authorises the President
of the United States to impose tariffs or other trade-restricting
instruments if a quantity of imports or circumstances surrounding
those imports are deemed to threaten US national security. On
23 March 2018 the US Government invoked section 232 to introduce
tariffs on imported steel and aluminium. These tariffs applied to all
countries exporting to the United States, including long-established
trading partners and allies, such as Australia, Canada, the
European Union, the Republic of Korea and Mexico. The tariffs applied
to about US$50 billion of US imports of aluminium and steel.
Countries affected by the US tariffs have sought exemptions or, failing
that, introduced tariffs of their own. Retaliatory tariffs introduced by
China in April and the European Union in June targeted specific
US industries. China's tariffs apply mainly to agricultural products,
including fruit, pork, tree nuts and wine. The European Union targeted
iconic US products such as bourbon, denim jeans and motorcycles.
On 6 July 2018 the United States invoked section 301 of the US Trade
Act of 1974 to broaden the list of commodities imported from China
that would be subject to tariffs. Section 301 authorises the application
of tariffs or retaliatory action to obtain the removal of any policy, act
or practice by a foreign country that is either violating an international
trade agreement or engaging in unfair trade practices. On this basis,
the United States introduced additional tariffs on US$34 billion of
imports from China that covered intermediate and capital goods to be
used in production of machinery, mechanical or electrical goods. China
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responded by imposing tariffs on US$34 billion of US goods, including
aircraft, automobiles and about US$19 billion in agricultural products.
On 23 August 2018 the United States implemented a second round of
tariffs covering an additional US$16 billion of Chinese goods. China
retaliated but only a very small number of agricultural products were
targeted. However, the US administration has indicated that it is
considering tariffs on an additional US$200 billion of imports from
China, again imposed under section 301.

economies. South-East Asia and advanced economies, such as the
Republic of Korea and Singapore, are particularly vulnerable to
increased trade tensions given their degree of integration in the global
value chain. Many Asian countries export intermediate goods to China
to be assembled and exported. A disruption to Chinese economic
growth and trade could therefore affect investment and employment
decisions across the region, with consequences for business and
consumer confidence.

US trade with China, by category, 2017

Foreign value added in Chinese exports, 2011

Source: US Census Bureau

The direct impact on global growth from the current tariff rates
imposed by China and the United States (25% on approximately
US$100 billion in goods) is expected to be minor. Less than 1% of
global trade volumes are affected by these tariffs.
If trade tensions continue to escalate, the impact on global growth
could be significant because of the size of the US and Chinese

Source: International Monetary Fund; Organisation for Economic Co-operation and
Development; Oxford Economics

Chinese authorities managing growth slowdown

The rate of China's GDP growth is assumed to slow from 6.6% in
2018—just above the government's target of 6.5% set in
March 2018—to 6.4% in 2019.
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China's economy continues to be driven by solid growth in the services
sector. Conditions in the industrial sector are a little weaker because of
slower growth in public infrastructure investment, and this is affecting
some upstream activities. Slower growth in the industrial sector and
escalating trade tensions with the United States have prompted
Chinese authorities to implement measures to prevent a sharp
slowdown in growth. These measures include targeted fiscal measures
to support local government infrastructure projects and personal
income tax cuts to support consumption.
The Chinese Government's 2016 and 2017 reforms to consolidate
some industrial production activities, such as steel production, have
increased the resilience of the economy. Financial conditions have
been loosened to encourage business loans and to allow for a
depreciation in the currency. Between 30 June and 30 August, the yuan
was allowed to depreciate by 6% against the US dollar. This has
buffered the impact of the import tariffs on the price of imported
Chinese goods in the US market.
As of August 2018, less than 10% of Chinese exports to the
United States had been affected by the latest US tariff measures. If
trade tensions increase, the task of balancing growth and financial
stability could be more difficult. This would present a downside risk
for regional and global growth, as well as for the outlook of Australia's
economy.

Australian economy

In 2017–18 the Australian economy grew by 2.9% and is assumed to
grow by 3.0% in 2018–19. Historically low interest rates and strong
public expenditure are supporting growth throughout the economy,
including in non-mining business investment. Household consumption
is assumed to be assisted by a gradual tightening in labour market
conditions, which is expected to feed through to higher wages and
consumer prices. In 2017–18 inflation averaged 1.9% and is assumed
to rise to 2.3% in 2018–19, reflecting a gradual reduction in spare
capacity.
Concerns regarding the durability of growth in non-mining investment
and household consumption are key downside risks to Australian
economic growth. Recent escalations in the trade dispute between
China and the United States, and the possibility of further
deterioration in the relationship, could further dampen the outlook for
Australian economic growth via a number of channels, including
weaker trade, business confidence and financial markets.

Australian dollar

In 2018–19 the Australian dollar is assumed to average US74 cents
and have a trade-weighted value of 64. This is a downward revision
from Agricultural commodities: June quarter 2018. The adjustment
was made because of recent weakness in the Australian dollar, due
partly to escalating world trade and political tensions weighing on the
outlook for Australian economic growth. No significant changes to
other fundamental drivers of the Australian dollar, including
international interest rates and bulk commodity prices, have occurred
since June 2018.
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Since January 2018 the Australian dollar has depreciated by
around 8% against the US dollar, trading at an average of US73 cents
in August 2018. It has also depreciated by 8% against the yen.
However, smaller falls against the euro, won and yuan have tempered
the decline in the Australian dollar on a trade-weighted basis, which
fell by around 4% over the same period.

Australian dollar trade-weighted index and exchange rate, daily,
August 2016 to August 2018

Source: Reserve Bank of Australia
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Key macroeconomic assumptions, 2016 to 2019
unit

2016

2017

2018 a

2019 a

World b

%

3.2

3.7

3.9

3.9

Advanced economies

%

1.7

2.4

2.4

2.1

United States

%

1.5

2.3

2.8

2.5

Japan

%

1.0

1.7

1.2

0.9

Eurozone

Economic growth

%

1.8

2.4

2.2

1.9

Germany

%

1.9

2.5

2.2

2.1

France

%

1.2

2.3

1.8

1.7

Italy

%

0.9

1.5

1.2

1.0

United Kingdom

%

1.8

1.7

1.4

1.5

Korea, Rep. of

%

2.8

3.1

3.0

2.9

New Zealand

%

3.6

3.3

2.8

3.3

%

4.4

4.7

4.9

5.0

%

6.5

6.3

6.4

6.4

South-East Asia c

%

5.0

5.3

5.3

5.4

China d

%

6.7

6.9

6.6

6.4

Taiwan

%

1.5

2.8

1.9

2.0

Singapore

%

2.0

3.6

2.9

2.7

Emerging and developing economies
Emerging Asia

India

%

7.9

6.4

7.5

7.8

Latin America

%

– 0.6

1.3

2.0

2.8

Russian Federation

%

– 0.2

1.5

1.7

1.5

Ukraine

%

2.3

2.5

3.2

3.3

Eastern Europe

%

3.2

5.8

4.3

3.7

Advanced economies

%

1.3

1.9

2.0

1.7

Emerging and developing economies

%

2.9

3.4

3.6

3.8

%

5.3

5.5

5.5

5.6

South-East Asia
Inflation

%

3.8

4.2

4.2

4.3

United States

%

1.3

2.1

2.3

2.2

%

3.5

4.1

4.9

5.8

GDP per person e

Emerging Asia

Interest rates
US prime rate g
Australia

unit

2015–16

2016–17

2017–18 a

2018–19 a

Economic growth

%

2.8

2.1

2.9

3.0

Inflation

%

1.4

1.7

1.9

2.3

% pa

4.0

3.7

3.6

3.7

US$

0.73

0.75

0.78

0.74

index

61.9

64.8

64.5

63.7

Interest rates h
Australian exchange rates
A$/US$

TWI for A$ i

a ABARES assumption. b Weighted using 2018 purchasing-power-parity valuation of country gross domestic product by the International
Monetary Fund. c Indonesia, Malaysia, the Philippines, Thailand and Vietnam. d Excludes Hong Kong. e Expressed in purchasing power parity. g
Commercial bank prime lending rates in the United States. h Large business weighted-average variable rate on credit outstanding. i Base: May
1970 = 100.
Sources: ABARES; Australian Bureau of Statistics; Indian Ministry of Statistics and Programme Implementation; International Monetary Fund;
Reserve Bank of Australia; US Bureau of Labor Statistics; US Federal Reserve
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Seasonal conditions

Record soybean yields are forecast in many parts of the United States
as a result of favourable growing conditions. Conditions are also
favourable across China, India and Ukraine, but hot and dry conditions
in Canada are likely to result in reduced yields.

Matthew Miller

Climate outlook for Australia
Recent climatic conditions

Climatic conditions in major crop-producing countries

As at 28 August 2018, global production conditions were mostly
positive for soybeans and rice but mixed for wheat and maize (Map 1).

Grains

In the northern hemisphere, the winter wheat harvest resulted in
reduced yields in the European Union and Ukraine. The spring wheat
harvest is ongoing. Production prospects are favourable across most
major growing regions. In the southern hemisphere, dry conditions
are likely to have a significant effect on yields across eastern Australia.

Rainfall in August 2018 was generally below average to average across
much of Australia (Map 2). Severely deficient to below average rainfall
was recorded across large areas of Queensland, southern and western
New South Wales, eastern Victoria, northern Western Australia and
the south of the Northern Territory. In contrast, above average to
extremely high rainfall was recorded in western South Australia,
south-western Western Australia and parts of northern Australia.
August 2018 rainfall in cropping regions was generally average in
northern New South Wales, Victoria, eastern South Australia and
Queensland. Average to extremely high rainfall was recorded in
Western Australia and on the Eyre and Yorke peninsulas in South
Australia.

Production conditions for maize are mixed. In parts of Brazil, dry
conditions have reduced yields of summer-planted crop. In the
northern hemisphere, dry conditions are affecting yields in northern
Europe, Canada and the Russian Federation. In contrast, exceptional
growing conditions in the Midwest of the United States and in southeastern Europe are likely to result in increased yields.
Growing conditions are mostly favourable for major rice-producing
countries.
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Map 1 Crop conditions, AMIS countries, 28 May 2018

AMIS Agricultural Market Information System.
Note: Crop conditions data in main growing areas for wheat, maize, rice and soybeans are based on remotely sensed data, ground observations, field reports and input from national and
regional crop analysts.
Source: Agricultural Market Information System
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Map 2 Rainfall percentiles, Australia, 1 to 31 August 2018

Queensland, southern and western South Australia, the south and west
of Western Australia, Tasmania and the east of the Northern Territory.
In cropping regions, winter 2018 rainfall was average to above
average in Western Australia, variable in Queensland, below average
to average in Victoria and South Australia, and extremely low across
much of New South Wales.

Map 3 Rainfall percentiles, Australia, 1 June to 31 August 2018

Note: Rainfall for August 2018 relative to the long-term record and ranked in percentiles.
This analysis ranks rainfall for the selected period compared with the historical average
(1900 to present) recorded for that period.
Source: Bureau of Meteorology

Winter 2018 was particularly dry across much of central and eastern
Australia (Map 3). Nationally, this winter was the 14th driest on record.
Winter rainfall in New South Wales was the 8th lowest on record.
Rainfall for the season was below average for north-eastern Western
Australia, much of the Northern Territory, the northern and eastern
areas of South Australia, most of Queensland and New South Wales,
and northern and eastern Victoria.

Note: Rainfall for June to August 2018 relative to the long-term record and ranked in
percentiles. This analysis ranks rainfall for the selected period compared with the historical
average (1900 to present) recorded for that period.
Source: Bureau of Meteorology

In contrast, average to above average winter rainfall was recorded in
much of south-western Victoria, central and north-western
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Drought deepens in eastern Australia

The dry winter followed longer-term rainfall deficiencies in large parts
of eastern Australia. Winter rain-bearing systems were weaker and
less frequent than usual, and high pressure systems were dominant
over south-eastern Australia for several months. This led to clear
skies, warm days and very little rainfall across much of eastern
Australia.

Autumn and winter (April to August) rainfall anomalies, New
South Wales and the Australian Capital Territory, 1900 to 2018

The first 8 months of 2018 were marked by extended periods of
particularly dry weather for much of south-eastern Australia. Serious
to severe rainfall deficiencies were evident across New South Wales,
inland southern Queensland, and some areas in eastern South
Australia and north-western and eastern Victoria.
In New South Wales, the 2018 autumn and winter periods were
particularly dry. Area-average autumn and winter rainfall totals were
the 8th driest on record. For the autumn/winter period (April to
August 2018), the area-average rainfall total was the 2nd lowest on
record. For New South Wales and the Australian Capital Territory as a
whole, the April to August 2018 rainfall total was 125 millimetres
lower than the 1961 to 1990 average. This is the driest autumn/winter
rainfall total since 1902.

Note: Rainfall anomalies denote the departure of the rainfall total for a selected period
from the climatological reference period average value for that same period. This analysis
compares the autumn and winter (April to August) area-average rainfall total with
the 1961 to 1990 average value for same time period. Rainfall totals higher than the 1961
to 1990 average are presented as positive anomalies and rainfall totals lower than the
1961 to 1990 average are presented as negative anomalies.
Source: Bureau of Meteorology

Recent soil moisture levels

Well above average temperatures and low rainfall during autumn and
winter have resulted in a rapid decline in soil moisture levels. This has
led to increased moisture stress in southern pastures and on winter
crops such as canola and wheat. The lack of water in the soil profile is
also likely to have resulted in increased demand for water for irrigated
crops and pastures.
In August 2018 relative upper layer soil moisture was well below
average to extremely low across large areas of eastern and northern
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Australia. However, it was average to well above average across
central and south-western Australia (Map 4).

Map 5 Modelled lower layer soil moisture, Australia, 1 to
31 August 2018

Map 4 Modelled upper layer soil moisture, Australia, 1 to
31 August 2018

Note: Soil moisture estimates are relative to the long-term record and ranked in
percentiles. Estimates are used to compare upper layer soil moisture from August 2018
and ranked by percentiles for each August in the 1911–2015 historical reference period.
Upper layer soil moisture is defined as the soil surface to 0.1 metres in depth.
Source: Bureau of Meteorology

Relative lower layer soil moisture for August 2018 was extremely low
to well below average across large areas of eastern, central and
northern Australia (Map 5). In contrast, it was average to extremely
high across much of the south and west of the country.

Note: Soil moisture estimates are relative to the long-term record and ranked in
percentiles. Estimates are used to compare lower layer soil moisture from August 2018
and ranked according to percentiles for each August in the 1911–2015 historical reference
period. Lower layer soil moisture is defined as 0.1 to 1.0 metres in depth.
Source: Bureau of Meteorology

Recent pasture growth

For the 3 months to August 2018, modelled pasture growth was well
above average to extremely high across parts of the west of Western
Australia, southern Victoria, southern South Australia and parts of
eastern Tasmania. In contrast, modelled pasture growth was well
below average to extremely low across much of New South Wales,
northern Victoria, central and southern Queensland, much of the
remainder of South Australia, central and northern Western Australia
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and the south of the Northern Territory. Modelled pasture growth was
generally average across the remainder of the country (Map 6).

Map 6 Relative pasture growth, Australia, 1 June to
31 August 2018

If drier than normal conditions continue, crop prospects and pasture
production will be affected across south-eastern Australia. The
magnitude of this impact will be strongly influenced by how long the
rainfall deficit persists.

Climate outlook

The Bureau of Meteorology's climate outlook for September to
November 2018 indicates that a drier than average spring is more
likely for inland New South Wales (west of the Great Dividing Range),
Victoria, parts of western and northern Queensland, South Australia,
south-west Western Australia, southern Northern Territory and
Tasmania. Neither wetter nor drier than average conditions are
expected for much of the remainder of the country (Map 7).

Note: AussieGRASS pasture growth estimates are relative to the long-term record and
shown in percentiles. Percentiles rank data on a scale of zero to 100. This analysis ranks
pasture growth for the selected period against average pasture growth for the long-term
record (1957 to 2016). Pasture growth is modelled at 5 km2 grid cells.
Source: Queensland Department of Science, Information Technology and Innovation

The September to November 2018 outlook reflects the neutral state of
broadscale climate drivers, such as El Niño, La Niña and the Indian
Ocean Dipole (IOD). These are having little influence on Australia's
climate, but current observations and model outlooks indicate El Niño
and a positive IOD could develop in spring. The latest modelling from
the Bureau of Meteorology suggests that sea surface temperatures will
continue to be cooler than average to Australia's north-west. This is
likely to be suppressing rainfall over southern and central Australia.

The well below average to extremely low pasture growth modelled
across large areas of eastern Australia is largely due to low soil
moisture levels as a result of a deepening of drought conditions during
winter.
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Map 7 Rainfall outlook, Australia, September to November 2018

Most international climate models surveyed by the Bureau of
Meteorology indicate that further warming of the tropical Pacific
Ocean is likely and that values consistent with an El Niño event are
likely to be reached during November 2018. El Niño onset at this time
of year would be later than usual but not unprecedented.
The impact of an El Niño event on agricultural production is not
uniform and is difficult to predict. While reduced rainfall is often
associated with El Niño, the timing of the rainfall can have a significant
effect on crop and pasture production. The effect of El Niño on
Australia's agricultural production depends on the intensity of the
event and the timing of rainfall.

Note: Shows the likelihood, as a percentage, of exceeding the 1990–2012 median rainfall
for the upcoming 3 months. Median rainfall is defined as the 50th percentile calculated
from the 1990–2012 reference period.
Source: Bureau of Meteorology

In late August 2018 the Bureau of Meteorology reported that the
El Niño–Southern Oscillation (ENSO) remains in a neutral state—
neither El Niño nor La Niña. Most international climate models
indicate that ENSO is likely to continue in a neutral phase until
November. Atmospheric and oceanic indicators of ENSO are largely at
neutral levels. However, sea surface temperatures in the eastern
equatorial Pacific Ocean are now warmer than average and the
Southern Oscillation Index has become more negative.

Soil moisture levels across large areas of eastern Australia have
continued to decline since the start of the year. Therefore, crop
production will be highly dependent on seasonal conditions during the
coming spring. Timely rainfall in early spring will be critical to ongoing
crop development in many cropping regions in the eastern states
(including South Australia). In Western Australia, favourable spring
conditions could boost production beyond the current forecast.
Insufficient spring rainfall could affect pasture growth rates and
fodder production levels in key production states in southern
Australia. If realised, this would result in further reductions in herd
and flock numbers and continuing high fodder prices across eastern
Australia.
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and Queensland is forecast to be the lowest in over 10 years, driven by
exceptionally warm and dry conditions throughout autumn and
winter. This forecast is comparable with production levels during
other periods of drought, such as 2006–07 and 2007–08.

Wheat
Tim Whitnall

In contrast, seasonal conditions have been favourable for crops in
Western Australia. Rainfall has been above average and timely. As a
result, yields are forecast to be the fourth-highest on record. WA
production is forecast to be similar to the level achieved in 2016–17,
when national production was the highest on record.

World wheat prices up

The world indicator price for wheat (US no. 2 hard red winter, fob
Gulf) is forecast to average higher in 2018–19. Lower world
production is forecast in major exporting and importing countries
which will reduce the supply of wheat on world markets. However, the
world indicator price is expected to remain well below the 10-year
average.

Australian export volume to fall
Australian wheat exports are forecast to fall in value and volume.
Forecast lower crop production will reduce exportable supplies of
wheat and more than offset the benefit of rising world prices.

Wheat production, forecast year-on-year change, million tonnes,
selected countries, 2018–19

Adverse seasonal conditions affecting world harvests

Dry conditions in northern Europe, Ukraine and parts of the Russian
Federation are expected to drive lower production among major
wheat exporters.
Heavy rainfall in central and southern China and dry conditions in
northern China are expected to have adversely affected wheat
harvested in June. This is likely to increase China's demand for
high-quality milling wheat imports.

Australian wheat production forecast to fall
Australian production of wheat is forecast to fall by around 10%, but
crop prospects differ between states. Production in New South Wales
ABARES Agricultural Commodities: September 2018
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Opportunities and challenges

Black Sea region wheat exports

Lower production limiting Australian feed grain supplies

Warm and dry conditions over autumn and winter indicate a poor
outlook for grain production in Australia's eastern states. Conditions
have already affected prices for domestic feed grains, the largest end
use in these states. Feed grain prices have risen rapidly in the eastern
states due to increased demand, lower expected production and
biosecurity-related restrictions on imports. As a result, wheat usually
destined for export markets is being shipped from Western Australia
to New South Wales and Queensland for use as feed.

Lower stocks-to-disappearance ratio

As a result of lower production and relatively unchanged exports, the
stocks-to-disappearance ratio for major exporters is expected to fall to
its lowest level in 5 years. A falling stocks-to-disappearance ratio
indicates a fall in exportable supplies available for the global market.
This increases the risk and potential extent of volatility in world prices
leading into the 2019–20 harvest.

Chinese tariffs on US wheat imports

Wheat grain was included on China's schedule of tariffs on US imports,
introduced in June 2018. The imposition of an additional 25% tariff is
expected to result in other major exporters, such as Australia and
Canada, increasing their market share in China. However, the tariff is
not expected to significantly affect world prices for wheat because
China typically accounts for less than 5% of global trade in wheat. In
the 10 years to 2016, China imported an average of around
800,000 tonnes of wheat per year from the United States,
900,000 tonnes per year from Australia and 500,000 tonnes per year
from other sources.

Recent export trends indicate that Black Sea wheat is gaining
acceptance in more price-conscious Asian markets such as Indonesia.
However, it is unlikely to be considered fully substitutable in markets
that value high quality milling wheats, such as Japan and Republic of
Korea. For production of noodles and high-end bakery products, Asian
processors generally see Black Sea wheat as inferior to hard, highprotein milling wheat from countries such as Australia, Canada and the
United States. Concerns about reliability of supplies may also affect
demand for Black Sea wheat as the Russian Federation has a history of
abruptly restricting exports in times of drought. Future improvements
in the quality and stability of Black Sea wheat exports could displace
exports of more costly but higher-quality wheat from countries such
as Australia.

Wheat port access code review

The final report of the review of the Port Terminal Access (Bulk
Wheat) Code of Conduct will be presented to the Australian
Government in the second half of 2018. The review is expected to
make recommendations to ensure that wheat exporters pay a
competitive price for port services, which in turn enables them to pay
farmers the best possible price for wheat.
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Outlook for wheat
Category

unit

2016–17

2017–18 s

2018–19 f

% change

World
Production

Mt

753

758

723

–5

Black Sea region a

Mt

114

127

108

– 15

China

Mt

129

130

125

–4

European Union

Mt

144

151

138

–9

India

Mt

86.0

98.5

96.3

–2

United States

Mt

62.8

47.4

51.1

9

Mt

735

736

738

0

human

Mt

505

513

520

1

feed

Mt

145

141

134

–5

Mt

244

266

251

–6

%

33.2

36.1

34.0

–

Mt

177

179

178

–1

Argentina
Australia c

Mt

12.0

12.3

14.3

17

Mt

22.1

15.5

13.0

– 13

Black Sea region a

– 13

Consumption

Closing stocks
Stocks-to-use ratio
Trade
Exports b

Mt

53.2

67.3

57.6

Kazakhstan

Mt

7.4

8.4

8.4

0

Russian Federation

Mt

27.8

41.6

32.8

– 21

Ukraine

Mt

18.0

17.3

16.4

–6

Canada

Mt

20.3

22.1

22.3

0

European Union

Mt

27.8

23.5

23.9

4

United States
Price d

Mt

28.7

24.5

29.0

16

US$/t

197

229

249

9

’000 ha

12,191

12,237

11,023

– 10

kt

31,819

21,244

19,096

– 10

kt

22,057

15,492

12,954

– 16

A$m

6,094

4,672

4,205

– 10

A$/t

268

308

344

12

Australia
Area
Production
Exports c
value
APW pool return

a Kazakhstan, Russian Federation and Ukraine. b Local marketing years. c July–June years. d US no. 2 hard red winter wheat, fob Gulf,
July–June. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; International Grains Council; US Department of Agriculture
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increase in planted area. This reflects poor seasonal conditions in
major producing countries, particularly in the European Union and
Black Sea region.

Coarse grains
Amelia Brown

World coarse grain closing stocks are forecast to fall. This mainly
reflects a drawdown of stocks, as US production falls and Chinese
consumption continues to increase. China's record feed demand and
policies, which support corn-based ethanol production, are driving
Chinese consumption growth. World closing stocks of barley are
forecast to decrease to their lowest level in 34 years due to lower
production and continued strong demand.

Coarse grain prices
World coarse grain prices are forecast to average higher in 2018–19,
because increases in global supply are not expected to keep pace with
growing demand. Rising demand for coarse grains for feed and
industrial purposes, particularly in China, the European Union and the
United States, is forecast to result in a drawdown in world stocks.

Total coarse grain consumption, 2002–03 to 2018–19f

Consumption to grow

Increasing livestock production and policies promoting corn-based
ethanol production are expected to result in record world coarse grain
consumption. Hot and dry conditions across Australia, the European
Union and the Russian Federation have reduced world wheat and
barley supply, resulting in higher prices. This is forecast to result in an
increased use of corn as a substitute for feed wheat and barley, as corn
becomes more competitively priced.

f ABARES forecast

Increased consumption to reduce world stocks

Australian coarse grain production to fall

World supply of coarse grains is forecast to increase. The world area
planted to corn and average yields are both forecast to increase
marginally. World barley production is forecast to decrease despite an

A dry winter in Queensland, New South Wales and parts of Victoria has
resulted in a forecast fall in Australian barley and oat production.
Prospects for summer grain sorghum production are constrained by
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forecasts of continued dry conditions. These are limiting soil moisture
and are likely to limit early planting. Grain sorghum can be planted
until early January, but crops planted later in the season tend to have
lower yields.

current technologies, the development of more responsive and costcompetitive biosecure import pathways remains a significant
challenge.

Opportunities and challenges

The Bureau of Meteorology's seasonal rainfall outlook for September
to November 2018 indicates that conditions are likely to be drier than
average for most Australian cropping regions. This unfavourable
outlook is a significant downside risk to the Australian production
forecast. Timely and sufficient rainfall will be required to achieve
forecast winter crop yields and improve prospects for summer crops
like grain sorghum.

China's corn use

China's proposed ethanol blending mandate would boost demand for
industrial-use corn by an additional 40 million tonnes per year. The
ongoing China–US trade dispute is likely to limit imports of corn and
ethanol from the United States as a result of additional tariffs (25% for
corn and 15% for ethanol). This means that China will need to look to
other suppliers to meet this target.

Seasonal conditions in South America

Brazil and Argentina are the world's second- and third-largest corn
exporters, respectively, after the United States. Poor seasonal
conditions in 2017–18 resulted in a significant fall in production and
an 18% fall in combined exports. If poor seasonal conditions affect
South America's 2018–19 crop, world exportable supplies will fall.
This is likely to result in a further increase in prices.

Feed costs

Domestic seasonal conditions

China's imports
Australia's barley exports to China are expected to remain the largest
component of coarse grain exports. This is due to strong Chinese
demand for malting barley and feed grains. China is expected to
import a higher volume of Australian barley because of the ongoing
China–US trade dispute. China has introduced an additional 25% tariff
on corn and grain sorghum imports from the United States and is
expected to substitute grain imports from alternative suppliers,
including Australia.

Australia's rising feed costs are the result of increased demand caused
by drought conditions. However, supply constraints resulting from
restrictions on imports of stockfeed, fodder and bulk wholegrains are
also a factor. Australia's biosecurity requirements are designed to
minimise threats to agricultural production and farm incomes, by
guarding against the introduction of exotic pests, diseases and weeds.
Regulation mandates the processing of imported grain and fodder, and
restricts its movement. This adds to the cost of imported feed. Given
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Outlook for coarse grains
Category

unit

2016–17

2017–18 s

2018–19 f

% change

Production

Mt

1,366

1,327

1,346

1

barley

Mt

146

144

142

–1

World

corn

Mt

1,076

1,045

1,061

2

Consumption

Mt

1,328

1,348

1,388

3

Trade

Mt

202

192

199

4

Closing stocks

Mt

262

223

181

– 19

%

19.7

16.5

13.0

–

Corn price a

US$/t

157

160

171

7

Barley price b

US$/t

158

192

215

12

Stocks-to-use ratio

Australia
Area

’000 ha

6,359

5,285

5,336

1

barley

’000 ha

4,834

3,878

3,964

2

grain sorghum

’000 ha

368

531

568

7

Production

kt

17,352

11,991

11,439

–5

barley

kt

13,506

8,928

8,327

–7

grain sorghum

kt

994

1,439

1,559

8

Exports

kt

10,760

8,827

5,598

– 37

value

A$m

2,821

2,577

1,960

– 24

Feed barley price c

A$/t

174

253

349

38

Malting barley price d

A$/t

188

262

354

35

a US no. 2 yellow corn, fob Gulf, July–June. b France feed barley, fob Rouen, July–June. c Feed 1, delivered Geelong. d Gairdner Malt 1,
delivered Geelong. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; International Grains Council; ITC Trade Map; UN Commodity Trade Statistics Database
(UN Comtrade); US Department of Agriculture
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substitution from US soybeans to canola. The opposite is forecast to
occur in the European Union, where canola consumption is expected
to be displaced by competitively priced US soybeans.

Oilseeds
Nathan Pitts

Soybean export prices, Brazil and United States, 2018

Oilseeds commodity prices
Global canola prices are forecast to increase slightly due to higher
Chinese demand and lower production in Australia and Canada.
Global oilseed prices are expected to diverge as a result of the trade
dispute between China and the United States. Higher tariffs provide an
incentive for Chinese livestock producers to substitute away from
US soybeans towards alternative sources of supply. This is expected to
reduce demand for US soybeans and depress their price relative to the
price of South American soybeans.

China to drive world demand
World oilseed consumption is forecast to increase. In China, increased
soybean consumption is forecast to be driven by a draw down in
stocks. Chinese soybean imports are expected to fall as strong demand
for South American soybeans drives prices higher. Depressed
US soybean prices are expected to stimulate consumption in other
markets, particularly in other Asian countries and the European Union.

Source: International Grains Council

Argentine soybeans to increase global supplies
Global oilseed production is forecast to reach record volumes,
primarily due to Argentine soybean production. Other major
producers are expected to maintain planted area, keeping production
close to historical highs.
Global rapeseed and canola production is forecast to decrease
marginally from the estimated records of 2017–18. For major
exporters, production is expected to fall. Lower Australian and
Canadian production will more than offset increases in Ukraine.

Global canola and rapeseed consumption is expected to increase
slightly. Chinese consumption is expected to increase, partly due to
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Australian production to fall

Australian canola production is forecast to fall due to unfavourably dry
conditions in parts of New South Wales, South Australia and Victoria.
Australian exports are expected to decline by a greater percentage
than production. This is because a higher proportion of production in
eastern states is assumed to be crushed domestically to meet protein
meal demand, which will increase domestic canola consumption.

Opportunities and challenges
Chinese tariffs on US soybeans

Global oilseed markets have been affected by the Chinese
Government's decision to impose additional import duties on
US soybeans. Since April 2018 China has imported an above average
share of South American soybean exports. Chinese imports of
US soybeans are expected to increase from September, when the
US marketing season begins and counter-seasonal exports from South
America decline. Chinese consumers are expected to substitute to
other protein sources, such as canola meal and dried distillers grains
with solubles. However, this will be constrained by nutritional
requirements and low supplies. Uncertainty about the ability of
Chinese consumers to substitute away from US soybeans presents a
risk to the soybean indicator price forecast.

Argentine soybean export taxes

In June 2018 Argentina received a loan from the International
Monetary Fund. To maintain government revenue, in August 2018 the
Argentine Government temporarily suspended the scheduled
reductions in export taxes on soybean products. Further export taxes
are being considered for corn, soybeans and wheat. If these taxes are
enacted, this will affect the profitability of producing soybeans and

other cropping alternatives. This presents risks to Argentine soybean
production and exports in 2018–19.

Australian canola exports to the European Union

The European Union is a significant importer of Australian canola for
industrial uses. Industrial consumption of canola and rapeseed oil is
expected to face increased competition from Argentine soybean oil,
following the removal of EU anti-dumping tariffs. Intense competition
from used cooking oil is also expected to continue. Used cooking oil is
a waste product that EU member states can count twice towards
renewable fuel targets. This is because they reduce greenhouse gas
emissions without diverting land from food production. This
substitution increases uncertainty about EU import demand and
Australian canola exports.

Price competitiveness of Australian GM-free canola

An argument used to support state-based moratoriums on
GM products has been the higher returns from exporting GM-free
canola to the European Union. In 2018 EU livestock producers are
substituting towards GM soymeal, showing there is a relative price
threshold beyond which EU consumers will substitute away from GMfree canola. If this continues, Australian GM-free canola could lose
market share to low-priced GM soybeans from North and South
America. Australia will continue to face strong competition from
Canada in other export markets.
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Evolving EU biodiesel policies
Fuelling demand for Australian canola exports
Nathan Pitts
Since 2010–11 the European Union has been the largest export market for
Australian canola. Most of this canola is imported to produce renewable
transport fuel (with by-products used as animal feed). Proposed changes to
the EU policy on renewable fuels could increase demand for Australia's
canola exports in the short to medium term.
Consumption of renewable fuels in the European Union is mandated by the
Renewable Energy Directive (RED). The RED sets a mandated target of
20% of final energy consumption to be derived from renewable sources by
2020. Under the requirements of the RED, each Member State must have at
least 10% of its transport fuels originating from renewable sources by 2020.
Most of this target is expected to be met by first-generation biofuels made
from food and feed crops (including canola). However, a growing proportion
of the RED target consists of advanced biofuels made from biomass and waste
materials. In 2015 the European Union capped the share of biofuels from food
and feed crops at 7% of transport fuels due to concerns about food security
and greenhouse gas emissions resulting from land use change.
In June 2018 the European Union provisionally agreed on the revised
Renewable Energy Directive (RED II) for the period 2021–2030. The final
legislation of RED II is expected to come into effect on 1 January 2021. This
raises the target for renewable transport fuels to 14% by 2030—mostly via
advanced biofuel production. Under the RED II, the blend of first-generation
biofuels can exceed 2020 levels by 1 percentage point, but they cannot exceed
the existing 7% cap. In 2018 the share of first-generation biofuels was
estimated to be 4.1% (USDA–FAS 2018) and is expected to remain around
this level to 2020.
As a share of renewables, first-generation biofuels are expected to be around
5% from 2020. This is close to a 25% increase from current levels. As a result,

demand for first generation biofuels is likely to result in increased imports of
Australian canola. Australia can supply GM-free canola and meet the
EUs greenhouse gas savings targets required for biodiesel feedstocks
(European Commission 2017).
Australia's exports of canola to the European Union could also increase
beyond 2023 because under the proposed RED II, the use of palm oil in
biofuels is likely to be capped at 2019 levels and phased out between 2023
and 2030. In 2017 the proportion of palm oil in the feedstock mix was
estimated to be 18%, compared with 45% for rapeseed and canola oil (USDA–
FAS 2018) (Figure 1). The European Union is concerned about the production
of palm oil due to its link to increased rates of deforestation and higher
greenhouse gas emissions arising from land use change.

Figure 1 Feedstock use in biodiesel production, European Union,
2011 to 2018

f USDA–FAS forecast.
Source: USDA–FAS (2018)

In the short term to 2020, Australian canola exports to the European Union
could also increase because of an ongoing EU investigation into Argentine
biodiesel subsidies (European Commission 2018). In 2017 EU imports of
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Argentine biodiesel significantly increased following the removal of EU antidumping duties (WTO 2016). This resulted in reduced consumption of canola
and rapeseed oils (Figure 1). The EU investigation into Argentine biodiesel
exports may lead to countervailing duties on imports from Argentina and an
increase in Australian canola exports to the European Union.
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Outlook for oilseeds
Category

unit

2016–17

2017–18 s

2018–19 f

% change

Production

Mt

565

565

597

6

Consumption

Mt

546

570

588

3

oilseed meal

Mt

311

331

341

3

vegetable oil

Mt

185

193

198

3

Exports

Mt

167

176

178

1

Closing stocks

Mt

107

103

111

8

%

19.6

18.0

18.9

–

Soybean indicator price a

US$/t

389

385

340

– 12

Canola indicator price b

US$/t

427

424

435

3

World

Stocks-to-use ratio

Australia
Total production

kt

5,648

5,268

3,698

– 30

winter

kt

4,324

3,675

2,793

– 24

summer

kt

1,325

1,592

905

– 43

kt

4,313

3,669

2,789

– 24

kt

3,599

2,250

1,339

– 40

A$m

2,128

1,302

795

– 39

Canola
Production
Exports c
value

530
512
553
8
Price d
A$/t
a US no. 2 soybeans, fob Gulf, July-June. b Rapeseed, Europe, fob Hamburg, July–June. c July–June years. d Delivered Melbourne, JulyJune. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; US Department of Agriculture
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Sugar

Forecast change in sugar production, major producing countries,
2018–19

Sugar
Benjamin K Agbenyegah

World sugar prices to remain low
In 2018–19 record world sugar supply is expected to put downward
pressure on world prices. Higher world production is expected to add
to large carry-over stocks, raising world supply above demand for the
second year in a row. This is expected to result in a significant increase
in world stocks by the end of 2018–19. World sugar prices are
expected to fall to a 17-year low in 2018–19 and to remain low over
the short to medium term.
Returns to Australian canegrowers are expected to be lower in 2018–
19 due to falling world prices. Australia's production is expected to
grow due to improved yields. Area planted to sugarcane is not
expected to fall despite falling world prices.

World sugar production to grow

Support policies in India, Pakistan, the European Union and Thailand
continue to insulate farmers in these countries from low world prices
that might otherwise provide incentives to plant alternative crops.
Farmers in these countries continue to expand sugar beet and cane
areas despite falling world prices.
Production in Brazil is expected to fall slightly as more cane is
allocated to ethanol production. However, global exports will be
sustained by production increases in Australia, China, India and
Thailand.

World production is expected to rise in 2018–19, mostly due to
increases in India and Thailand. The area of sugar cane planted in both
countries is expanding as a result of government subsidies, and
improved seasonal conditions have increased yields.
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Challenges and opportunities

Health awareness constraining growth in demand

Falling world prices are expected to lead to some growth in world
sugar consumption in 2018–19. However, world demand growth is
being constrained by health concerns, slow population growth in
advanced economies and a substitution towards alternative
sweeteners.
Future growth in world sugar demand will depend on income growth
in developing countries and whether increasing health-consciousness
in these countries limits per person consumption. Expected health
policy changes in emerging and developing economies are likely to
reduce longer-term growth in demand, and place downward pressure
on prices.

Indian and Pakistani exports
In 2017–18 government support policies and favourable seasonal
conditions in India and Pakistan drove local sugar production to
record levels. As a result, India resumed exporting after a 3-year break
and Pakistan became a net exporter for the first time. Continued
exports from these countries could displace Australian and Brazilian
exports in Asian markets.

around 3.4 million tonnes (raw equivalent). If the current trend of
EU exports continues, it will put further downward pressure on world
sugar prices in 2018–19 and into the foreseeable future.

Brazilian biofuel policy

Trends in the management of Brazil's biofuel policy supports
ABARES forecast of low world sugar prices. Government support for
biofuel production in Brazil is expected to continue, but the ability of
Brazilian mills to switch production back to sugar whenever demand
rises is likely to keep prices low.

World trade

Preliminary 2018 EU and Chinese sugar yield estimates are well above
average, suggesting sugar production in these countries could be even
higher than expected. A global trend of sugar importing countries
becoming sugar exporters is likely to lead to new patterns of world
trade at lower prices.

EU exports

EU sugar production is sustained by subsidies and protected by high
import tariffs. In 2017–18 a large sugar surplus resulted in the
European Union becoming a net exporter for the first time since 2006.
Prior to this, local production had gradually been displacing imports.
The abolition of production quotas in 2017 means that EU sugar
exports are no longer limited by WTO rules. This allowed the
European Union to more than double its sugar exports in 2017–18 to
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Outlook for sugar a
Category

unit

2016–17

2017–18 s

2018–19 f

% change

Mt

178

193

194

1

Mt

41.1

37.9

36.9

–3

World b
Production
Brazil
Consumption

Mt

181

183

186

2

Exports

Mt

68.8

67.0

66.0

–1

Closing stocks

Mt

72.5

82.5

90.6

10

Stocks-to-use ratio

%

40.2

45.1

48.7

–

USc/lb

17.3

13.0

10.0

– 23

’000 ha

372

380

385

1

kt

4,804

4,700

5,000

6

Exports

kt

3,970

3,843

4,005

4

value

A$m

2,424

1,798

1,639

–9

A$/t

44.4

33.4

29.8

–9

Price
Australia c
Area
Production

Returns to canegrowers

a Volumes are raw equivalent. b October–September years. c July–June years. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; Australian Sugar Milling Council, Annual Review, Brisbane; F.O. Licht, International
Sugar and Sweetener Report, World Sugar Balances, Ratzeburg, Germany; International Sugar Organization, London; US
Department of Agriculture, Washington
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Cotton

and Turkey. Despite falling global production, exports are expected to
increase via a drawdown of stocks.

Cotton
Benjamin K Agbenyegah

World textile consumption and gross domestic product (GDP),
2000 to 2017

Growing global demand for cotton textiles
Higher global demand and lower world production in major exporting
nations are expected to put upward pressure on world prices in 2018–
19. Growing global populations and incomes, particularly in emerging
economies, are driving increased global demand for cotton textiles.
Despite a forecast rise, world prices are expected to remain below the
10-year average.
Clothing manufacturing in China, India and Turkey and in non-cotton
producing countries such as Bangladesh and Vietnam is expected to
continue driving strong import demand for cotton fibre. China is
importing high quality cotton to complement its government release of
lower quality stocks.

Sources: International Cotton Advisory Committee; World Bank

Australian gin-gate returns to rise

Increased world prices and an assumed depreciation of the exchange
rate are expected to lead to improved returns to growers. Gin-gate
returns are forecast to reach $656 per bale. If realised, this would be
the highest return in real terms since 2003–04.

World supply to fall

World cotton production is forecast to fall in 2018–19 due to dry
weather in Australia, Pakistan and the United States, and insect
infestations in India. World area planted to cotton and average lint
yields are expected to fall. Forecast production falls in Australia, India
and the United States are expected to more than offset rises in Brazil
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Opportunities and challenges
The US–China trade dispute

In July 2018 China imposed a retaliatory 25% additional import tariff
on US raw cotton. This brought the import tariff on US cotton to
26% for cotton within the 890,000 tonne quota, and to 65% for out-ofquota imports. This will reduce the competitiveness of US cotton in the
Chinese market and provide opportunities for Australia, Brazil and
India to expand their market share, assuming diversion of nonUS supply is smaller than increased in US supply.
The impact of the US–China trade dispute on world cotton trade and
prices is uncertain. However, China is likely to import more cotton
from other sources. The trade dispute is also likely to lead to Chinese
and world cotton consumption being lower than it otherwise would
have been.

reserves at a faster rate. This would partially reduce the expected
increase in China's demand for cotton from alternative suppliers such
as Australia and reduce the expected increase in world prices.

Seasonal conditions and world supply

Heatwaves in parts of the cotton-growing regions of the United States
and Pakistan may lead to higher world prices than forecast. Extreme
heatwaves hit the Texas and Louisiana cotton-growing regions of the
United States during crop development. Similar conditions have
affected crops in Pakistan. This may have a more negative effect on
yield potential in these countries than assumed in the current
projections.

The United States is likely to divert its cotton exports to alternative,
less profitable markets such as Bangladesh, India, Indonesia, and
Vietnam. This will strengthen competition in those markets.

India doubles import taxes on textiles

On 7 August 2018 India doubled its import tax on textiles to 20%. This
increase is expected to reduce imports of textiles from Bangladesh,
China and Vietnam and reduce world trade and demand for raw
cotton.

China's reserve management policy

Changes to Chinese Government support policies for their domestic
cotton industry could significantly affect global prices. If stocks are of
sufficient quality, the Chinese Government could choose to partly
replace falling imports from the United States by releasing national
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Outlook for cotton
Category

unit

2016–17

2017–18 s

2018–19 f

% change

Production
Consumption

Mt

23.2

26.6

26.0

–4

Mt

25.0

26.3

27.7

8

Exports

Mt

8.2

8.9

9.0

0

Closing stocks

Mt

18.9

19.4

18.6

0

%

75.8

73.9

67.3

–

USc/lb

82.8

88.0

90.0

2

Area harvested

’000 ha

557

500

250

– 50

Lint production

kt

891

1,044

580

– 44

Exports

kt

763

872

888

2

A$m

1,788

2,130

2,331

9

A$/bale

492

638

656

3

World a

Stocks-to-use ratio
Cotlook ‘A’ index
Australia b

value
Gin-gate returns c

a August–July years. b July–June years. c Value of lint and cottonseed less ginning costs. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; Cotton Australia Statistics; Cotton Outlook, Merseyside, United Kingdom; US
Department of Agriculture, Washington
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Consumer demand driving domestic fruit prices

Horticulture

The year-round availability of fruit is expected to drive greater
competition in Australia's retail markets. Industry investment in
effective pollination methods and pruning practices is working to meet
consumer requirements for consistent quality.

Charley Xia

In 2018–19 favourable winter conditions are expected to increase
production of strawberries in Queensland and blueberries in New
South Wales. Prices of avocados is expected to average lower than the
high levels of 2017–18 due to increasing production from Queensland,
Western Australia and New Zealand.

Strong export growth to continue
In 2018–19 the export values for table grapes, citrus and stone fruit
are forecast to increase with higher prices and volumes. Chinese
demand is expected to drive most of these increases. Protocols
between Australia and China have opened more competitive airfreight
options and extended marketing opportunities for Australian fruit
exporters.

Warm winter conditions to increase vegetable supply

Indian and Chinese tariffs on US almonds are expected to boost
demand for Australian almonds and raise export returns. Increasing
Chinese demand and limited global supply of macadamia nuts are
expected to support favourable prices.

The health benefits of vegetables and the convenience of fresh-cut
products are expected to continue to support consumer demand for
leafy salad varieties and mushrooms.

Favourable growing conditions are forecast to increase winter
supplies of beans, broccoli, cauliflower, cabbage, lettuce, sweet
potatoes and tomatoes in 2018–19. This is expected to reduce
seasonal prices and increase consumption across Australia's domestic
markets.

Exports of carrots are forecast to increase, driven mostly by growing
demand from the Middle East for safe, high-quality produce. Moderate
increases in the export of high-value vegetables, including beans,
broccoli, lettuce and other leafy varieties, are expected to continue due
to an assumed lower Australian dollar.
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Value of Australian horticultural exports, 2010–11 to 2018–19

Dry and warm conditions to increase irrigation costs

According to the Bureau of Meteorology, dry conditions are likely to
extend into spring, contributing to higher water allocation prices in
the Southern Murray–Darling Basin. Rising irrigation costs are
expected to reduce the profit margins of horticultural farms outside
metropolitan areas.
If dry conditions persist, rising irrigation costs could limit or postpone
planned expansion of horticultural production in regions such as the
lower Murray. Sustained high water prices would provide an incentive
to invest in improved water-use efficiency.

f ABARES forecast.
Note: Other horticultural products include nursery products, coffee, tea, spices and other
miscellaneous horticultural products.

Opportunities and challenges

Seasonal labour remains a challenge

In 2015–16 average farm expenditure on hired labour accounted for
20% of the total cash costs of fruit farms in the Murray–Darling Basin
and 21% of the total cash costs of Australian vegetable farms. Ongoing
collaboration between industry and policymakers will be needed to
assist horticultural farms secure seasonal labour at competitive costs.
Initiatives such as the Harvest Trail job information service and
streamlining the Seasonal Worker Programme will help reduce search
costs and increase labour supply. New labour hire licence laws in
Queensland, South Australia and Victoria have focused attention on
whether a national scheme is warranted.

Vegetable plantings in Australia's eastern states are not expected to be
significantly affected by dry conditions and rising water prices. High
margins per megalitre of water are expected to continue to support
stable vegetable production. In 2016–17 average water charges
accounted for 0.5% of the total cash costs of Australian vegetable
farms.

Horticulture Code of Conduct compliance

The revised Horticulture Code of Conduct came into effect on
1 April 2018. This mandatory industry code is designed to ensure
transparency and clarity of trading arrangements in the wholesale
horticultural sector. A goal of the code is to formalise traditionally
verbal pricing agreements between traders and growers. An
independent review of the code in 2015 suggested that industry
investment in digital innovation, quality verification systems and price
reporting services could complement the industry's system of verbal
contracts and help parties reach agreement.
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Beef and veal

As a result of higher slaughter in Australia and the United States, the
volume of beef on the world market in 2018–19 is expected to
increase.

Beef and veal
Andrew Cameron

Greater competition drives lower prices

Competition from US exports continues to intensify in Australia's
major export markets, placing downward pressure on prices. Rising
US cow slaughter will also reduce demand for imported lean frozen
beef from the US fast-food sector.

Droughts to increase world beef supplies

The Australian cattle herd has entered a destocking phase due to
drought conditions in Queensland and New South Wales. The share of
female slaughter indicates that the herd will contract in 2018–19.
Average slaughter weights are forecast to fall as a result of higher
female slaughter and lighter-weight cattle being turned off. The
number of cattle on feed in Australia remains close to record levels.
The United States is also experiencing drought in major cattle regions.
In August 2018 the US National Oceanic and Atmospheric
Administration estimated that almost 30% of the US cattle inventory
was drought affected. Female cattle slaughter in the United States is
approaching levels that have historically indicated herd contraction.
The US feedlot sector, which is much larger than Australia's, is also
being used as an outlet for cattle from drought-affected regions. If
drought conditions in the United States persist, it is likely that the
US herd will peak earlier in 2018–19 than previously expected.

Consumer demand is also expected to moderate in 2018–19. Slowing
Japanese income growth and greater competition from other meats is
expected to reduce demand for chilled imports. Korean import
demand is also likely to slow due to a combination of higher domestic
supply and increased US competition. This will lower frozen beef
export prices. However, a weaker Australian dollar will provide a
boost to competitiveness in export markets.
In 2018–19 Australian saleyard prices of beef cattle are forecast to fall,
declining moderately from the historically high prices of recent years.

Live cattle exports forecast to grow

Demand for live cattle in Australia's major markets of Indonesia and
Vietnam is forecast to remain strong in 2018–19. Higher numbers of
live cattle from Australia are expected to be exported, but at a lower
average price.
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Opportunities and challenges
Australian drought conditions

The Bureau of Meteorology's three-month rainfall outlook indicates
that above median rainfall is unlikely for most of the eastern states of
Australia in September and October. The onset of northern rainfall is
likely to occur later than usual. If later than expected, this will delay
pasture growth and possibly lead to increased turn-off of northern
cattle. If expected weak export demand eventuates, this would
suppress saleyard prices further.

Chance of early northern rainfall onset, Australia 2018–19

Rising feed grain prices will reduce feedlot margins in 2018–19.
However, this will be partly offset by falling feeder cattle prices as
farmers destock to manage dry conditions. With higher domestic
poultry production and lower pig prices forecast, competition amongst
protein sources in the domestic market is likely to be stronger.
Consumers will continue to substitute away from beef and lamb
towards chicken and pork.

Trade dispute opens opportunities in China

The ongoing trade dispute between the United States and China
provides Australian beef exporters with an opportunity to expand
their presence in the rapidly growing Chinese market. Opportunities
exist to expand both chilled and frozen exports. Australian beef
exporters face tariff rates of between 7.2% and 15%, compared with
rates of between 37% and 50% for US beef. Australian exporters need
to compete with countries that have access to China, including Brazil,
Argentina, Uruguay and New Zealand.

US herd contraction not a certainty

Source: Bureau of Meteorology

If drought conditions in the United States ease, rebuilding of the herd
could resume. This would reduce growth in beef production and
alleviate some of the pressure on world beef prices. The US economy
has been performing strongly and is assumed to grow. This would
typically result in increased protein demand. Lower domestic beef
production in this environment would support import demand,
benefiting Australian suppliers. However, such a scenario would
require US feedlot input costs, particularly feed grains, to remain low
or to fall in real terms in order to maintain profitable ratios for
US producers. The latest US Department of Agriculture beef
projections expect the opposite to occur.
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Outlook for beef and veal
Category
Cattle numbers ab
beef cattle a
Slaughterings
Production

unit

2016–17

2017–18 s

2018–19 f

% change

million

26.2

25.8

25.7

0

million

23.6

23.2

23.0

0

’000

7,423

7,913

8,345

5

kt (cw)

2,069

2,238

2,303

3

Exports
Japan

kt (sw)

274

309

313

1

United States

kt (sw)

204

235

225

–4

China

kt (sw)

104

140

168

20

Korea, Rep. of

kt (sw)

179

169

170

1

World

kt (sw)

991

1,123

1,165

4

A$m

7,115

7,963

7,965

0

value
Live feeder/slaughter cattle exports c
value

’000

817

885

925

5

A$m

1,031

1,098

1,100

0

Prices
Saleyard cattle

Ac/kg (cw)

535

455

413

–9

United States import d

USc/kg

447

452

445

–2

Japan import e

USc/kg

661

633

605

–4

a At 30 June. b Includes dairy cattle. c Includes buffalo. d Cow 90CL US cif price. e Chilled grassfed fullset Japan cf price. f ABARES
forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; Meat & Livestock Australia

ABARES Agricultural Commodities: September 2018
50

Sheep meat

prices are providing producers with an incentive to retain core
breeding flocks and maintain lamb production.

Sheep meat
Conrad Rees

Export demand to remain strong
Chinese income growth is expected to drive growing export demand
for sheep meat. This is expected to outpace growth in local supplies
and continue to support imports.

Saleyard prices to rise
Australian saleyard prices for lamb are expected to rise year-on-year
due to strong export demand. Towards the end of 2018, any tightening
in the availability of lambs could increase lamb prices further.
Widespread dry conditions are expected to increase the supply of
mutton during 2018–19 as producers continue to turn off the older
ewes that were accumulated for flock rebuilding during more
favourable seasons. Strong export demand is expected to offset the
downward pressure on prices from increased mutton supplies.

Growth in US demand for Australian sheep meat is expected to slow
due to increased competition from local supplies and NZ imports.
Demand in the Middle East is also expected to slow as consumers
continue to substitute towards beef and chicken meat. Population
growth is expected to continue to underpin demand for Australian
sheep meat in these regions.
Live sheep exports to the Middle East over the northern summer
remain uncertain. Exports are forecast to fall in 2018–19.

Lamb slaughter and prices, Australia, 2004–05 to 2018–19

Sheep meat production to rise
Persistent dry conditions, particularly in New South Wales, are
resulting in higher rates of lamb and sheep turn-off. This is to avoid
high feed costs and help sustain the future productivity of pastures. As
a result, Australian sheep meat production is expected to rise in 2018–
19.
Rising turn-off due to drought conditions is expected to reduce the size
of the Australian sheep flock in 2018–19. High sheep meat and wool

f ABARES forecast.
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Opportunities and challenges

Macroeconomic uncertainty

Live sheep exports remain uncertain

The future of Australian live sheep exports to the Middle East remains
uncertain. The Australian Government has accepted all 23
recommendations of the independent review of conditions for the
export of sheep to the Middle East during the northern summer,
subject to further testing and consultation. These recommendations
are likely to lead to structural adjustment in the industry, including an
increase in lamb production for domestic processing in the medium
term.
It is not yet clear what effect the government's overall response will
have on the immediate profitability and volume of the live sheep trade.
This presents a downside risk to Australian saleyard prices,
particularly in Western Australia.

China's demand for lamb is driven by changing consumer preferences,
income growth and growing consumer confidence. Recent trade
tensions between the United States and China—both large export
markets for Australian sheep meat—pose a risk to consumer
confidence in those countries.
The Australian dollar is assumed to average US74 cents in 2018–19. If
the dollar does not depreciate as expected, Australian sheep meat
could become less competitive.

Value of Australian sheep exports, world, 2004–05 to 2018–19

Australian drought conditions

Dry conditions affecting pasture growth in south-east Australia and
high sheep meat prices are providing an incentive for producers to
increase containment feeding. However, sheep meat producers are
facing increasing competition for feed grains with the beef and dairy
industries. Rising feed grain prices will place pressure on farm returns
and may add to the long term trend of farm consolidation.

New Zealand

New Zealand is Australia's main competitor in international markets.
Over the decade to 2016–17, NZ exports have fallen as sheep
producers exited the industry—many to establish dairy farms. The
NZ sheep flock is beginning to stabilise. As a result, Australia is likely
to face sustained competition from New Zealand in the high-value
EU and Chinese markets.

f ABARES forecast.
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Outlook for sheep meat
Category

unit

2016–17

2017–18 s

2018–19 f

% change

million

72.1

71.4

69.1

–3

Lambs

’000

22,344

23,432

23,900

2

Sheep

’000

6,553

8,396

9,800

17

kt (cw)

670

735

777

6

kt (sw)

390

457

492

8

value

$m

2,653

3,284

3,777

15

Live sheep

’000

1,851

1,975

1,200

– 39

value

$m

233

259

162

– 37

Lambs b

c/kg (cw)

592

614

720

17

Sheep b

c/kg (cw)

415

419

435

4

Sheep numbers a
Slaughterings

Production
Sheep meat
Exports
Sheep meat

Prices

a At 30 June. b Saleyard prices. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; Meat & Livestock Australia
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grades as a result of continued genetic improvements and drier
seasonal conditions.

Wool
Conrad Rees

Dry conditions are forecast for spring 2018. Continued dry conditions
beyond spring could cause further declines in the national flock and
average fleece weights. This could place further upward pressure on
wool prices and constrain future growth of Australian shorn wool
production.

World wool demand
Eastern Market Indicator to rise
In 2018–19 the Eastern Market Indicator (EMI) is forecast to increase
year-on-year. Declines in Australian shorn wool production and
sustained global demand for fine and superfine wool are expected to
drive this increase. However, wool prices are likely to face downward
pressure if textile industries substitute to lower-cost fibres.

Assumed income growth in major textile-consuming markets—such as
China, the United States and the European Union—continues to
underpin global demand for fine and superfine wool.
The value of total Australian wool exports is forecast to fall, reflecting
a decline in the volume of wool exported offsetting higher wool prices.

Shorn wool production and EMI, Australia, 2004–05 to 2018–19

Australian shorn wool production to fall

Poor seasonal conditions in major wool-producing regions,
particularly New South Wales, are expected to reduce Australian shorn
wool production. This downward revision reflects an expected decline
in the number of sheep shorn and the average cut per head.
The national flock is expected to decline year-on-year as producers
continue to turn off sheep and lambs in response to dry seasonal
conditions. The Merino flock is expected to remain relatively stable.
High wool and sheep meat prices will provide producers with an
incentive to maintain core breeding flocks. The proportion of
superfine wool in the clip is anticipated to rise at the expense of fine
f ABARES forecast.
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wool is a niche product in the global fibre market. It is now more likely
to be used in specialised applications that have fewer substitutes.

Opportunities and challenges

Uncertainty in global textile demand

Ongoing China–US trade tensions remain a risk factor to global
economic activity and the outlook for global textile markets. A
significant proportion of Australian wool processed in China is
exported to the US as textiles and apparel. Currently no additional
tariffs have been imposed by the US on woollen imports from China.
However, there is a risk that they could be included in future
escalations of the dispute. The dispute could also lead to lower
consumer confidence and demand both in the US and globally.

Despite rising prices, consumer demand for wool has continued to
grow, reflecting rising incomes. However, high prices tend to lead to
the development of new substitutes and supply sources. This poses a
significant longer term risk to continuing high wool prices.

Price ratios of 21 micron wool to alternative fibres, July 2008 to
July 2018

The 2018–19 Australian EMI price forecast is underpinned by an
assumed fall in the Australian dollar to US74 cents. If the dollar does
not depreciate as assumed, Australian wool could become more
expensive in US dollar terms and reduce demand below expected
levels.

Wool becoming less price competitive

Wool has become less price competitive than alternative fibres such as
cotton and polyester staple fibre. The wool content of textiles can be
locked in for the duration of production contracts. This limits the
ability of manufacturers to respond to price rises. However, new
season contracts provide textile manufacturers with an opportunity to
revise the wool content of products. High wool prices are an incentive
for textile manufacturers to substitute lower-cost fibres. The
magnitude of this substitution and its effect on prices is difficult to
predict, but it poses a significant downside risk to the current forecast.
The price threshold for textile manufacturers to switch to lower-cost
fibres is likely to have been rising gradually over the last decade. Fine
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Outlook for wool
Category

unit

2016–17

2017–18 s

2018–19 f

% change

Sheep numbers a

million

72. 1

71. 4

69. 1

–3

Sheep shorn

million

74. 3

76. 8

72. 7

–5

Wool production (greasy)
Shorn

kt

340

341

320

–6

Other b

kt

73.4

80.8

84.0

4

Total

kt

414

422

404

–4

kt (gr. eq.)

429

451

404

– 10

Exports
Volume
to China
Value c

kt (gr. eq.)

336

354

317

– 10

$m

3,617

4,382

4,275

–2

c/kg

1,415

1,723

1,990

15

Price
Eastern Market Indicator d

a At 30 June. b Includes wool on sheepskins, fellmongered and slipe wool. c Balance of payments basis. d Clean equivalent. f ABARES forecast. s
ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; Australian Wool Exchange; Meat & Livestock Australia
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expected to somewhat offset the effects of lower pig slaughter on
pig meat production.

Pig meat
Conrad Rees

Imports to rise
Australia's biosecurity protocols require that before sale, all imported
pig meat is processed, usually into bacon, ham or smallgoods. All fresh
pig meat sold in Australia is domestically produced.

Pig prices to fall further
In 2017–18 the Australian weighted over-the-hooks pig price fell to a
record low in real terms. This sharp decline was due to an increase in
the supply of pigs for slaughter and increased competition from other
meats, particularly beef.

International prices for processed pig meat are projected to decline as
a result of expanding pig production in Europe and North America.
This is expected to moderately increase Australian consumption of
processed pig meat imports. It is not expected to displace domestic
consumption of fresh pig meat, because the two products are not
directly substitutable.

Pig meat supply, Australia, 2004–05 to 2018–19

In 2018–19 Australian pig prices are expected to continue to decline
year-on-year. However, reductions in pig meat production are
expected to place some upward pressure on prices. Consumer
preferences and income growth are expected to underpin consumer
demand for fresh pig meat.

Production to decline

Closing sow numbers are expected to decline in 2018–19. Producers
are increasing sow slaughter in response to low pig prices and rising
feed costs. Sow turn-off will most likely slow towards the end of the
year, stabilising breeding herd numbers.
Total pig slaughter is expected to fall in 2018–19 as a result of a
declining sow herd. Increases in average slaughter weights are

f ABARES forecast.

Export volumes to fall

The Australian pig industry is expected to continue to focus on
supplying fresh pork products to the domestic market and export only
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a small share of production. Australian pig meat exports are expected
to fall in 2018–19.

Pig prices and pig-to-wheat price ratio, Australia, 1978–79 to
2018–19

Opportunities and challenges
African swine fever

The discovery of African swine fever in China will result in the culling
of infected animals over the coming months. Any decline in the local
pig meat supply is likely to result in a short-term increase in imports.
Australia does not currently have pig meat export protocols in place
for China. Any increase in Chinese imports is expected to be sourced
from major exporting regions, such as Europe and North America.

Industry consolidation

Over the decade to 2016–17, consolidation and economies of scale in
the Australian pig industry have resulted in strong productivity
growth and driven production higher.

f ABARES forecast.

The pig-to-wheat price ratio, an indicator of relative profitability, has
fallen from record highs since 2016–17. The forecast average pig-towheat price ratio for 2018–19 is expected to be well below the longterm average. Rising feed grain prices and low pig prices will continue
to place pressure on farm returns in 2018–19. This is likely to drive
continued structural adjustment in the industry.
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Outlook for pig meat
% change

unit

2016–17

2017–18 s

2018–19 f

c/kg (cw)

348

270

250

–7

Sow numbers a

’000

278

273

269

–1

Slaughterings

’000

5,160

5,378

5,320

–1

Over-the-hooks price

Production

kt (cw)

397

417

410

–2

Import volume

kt (sw)

167

162

165

2

Export volume

kt (sw)

30.7

35.4

34.0

–3

$m

124

133

119

– 11

Export value

a At 30 June. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; Australian Pork Limited
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production of only 0.6%. The ministry forecasts a 0.5% increase in
milk production for 2018–19.

Dairy
Andrew Cameron

Processors are offering relatively high farmgate prices for the second
consecutive year in Australia, New Zealand and the United States. This
will strengthen farm margins and encourage higher milk production.
However, rising input prices will somewhat offset this incentive. Milk
production growth is forecast, but will occur under more difficult
conditions than in 2017–18.

Demand drivers
Global dairy product demand is expected to be supported by assumed
global economic growth. In 2018–19 lower milk production in China is
likely as the dairy farm sector continues to consolidate. This will
contribute to increased import demand. After an extended period of
elevated prices, consumers of butter are likely to seek substitutes
where possible.

Supply drivers

World dairy prices increased in the second half of 2017–18 as a result
of weather-induced supply shocks in Europe and New Zealand.
Production in the major exporting countries is expected to be higher in
2018–19, assuming average seasonal conditions. This will lead to
higher exportable supplies and place downward pressure on dairy
product prices.
The Mycoplasma bovis eradication program is not likely to reduce
NZ milk production significantly in the coming season. The
NZ Ministry for Primary Industries estimates that a 40% infection rate
(in the case of no eradication efforts) would lead to a fall in national

The sell-off of EU intervention stockpiles is expected to continue over
the next 18 months, at a large discount to fresh skim milk powder
prices. This will limit price increases for skim milk powder and
continue to provide processors with an incentive to produce more
whole milk powder and cheese.

Dairy commodity prices
In 2018–19 world prices for butter, cheese and whole milk powder are
expected to fall in response to increased supplies from major
exporters. Skim milk powder prices are forecast to increase marginally
year-on-year, but the magnitude of the rise is limited by the presence
of the EU stockpile.

Farmgate prices
Australian farmgate milk prices are expected to remain relatively
unchanged in 2018–19. Milk prices are likely to be supported by
export price premiums for some commodities, competition among
major processors for suppliers and an assumed fall in the Australian
dollar.
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Opportunities and challenges

EU intervention stockpile

Australian drought conditions

Input costs for feed grain, fodder and water are expected to be higher
for dairy enterprises in 2018–19. This will place pressure on farm
returns and is likely to accelerate structural adjustment in some
regions. Dry spring conditions are forecast for Australia's southern
dairy regions. If drought conditions spread further south, Australia is
unlikely to realise forecast modest milk production growth. Prices for
Australian cull cows are also forecast to fall, as the US cattle herd
enters a destocking phase.

The skim milk powder stockpile in the European Union stood at an
estimated 245,000 tonnes in early September. Monthly sales volumes
to August 2018 indicate that demand for the discounted powder has
been variable. A faster than expected reduction in the stockpile would
place greater short-term pressure on skim milk powder prices.

EU skim milk powder intervention stockpile estimate, 2018

Russian trade embargo extended

On 12 July the Russian Federation again extended its embargo on dairy
products. This will remain in force until the end of 2019. The embargo
(in place since 2014) bans the import of dairy products from Australia,
Canada, the European Union, Norway and the United States. The
Russian Federation's limited economic growth, weaker currency and
expanded domestic dairy industry mean that an end to the embargo
would present little price upside for major dairy exporters, due to low
import demand.

Source: EU milk market observatory

US milk supply
US milk production is forecast to increase marginally in 2018–19,
resulting in greater exportable supplies. However, US competitiveness
in global dairy markets could be eroded by any significant increase in
the US exchange rate—which could result from an increase in
US interest rates. This would present a short-term opportunity for
Australian exporters, particularly cheese exporters.
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Outlook for dairy
Category

unit

2016–17

2017–18 s

2018–19 f

% change

’000

1,520

1,520

1,525

0

L/cow

5,930

6,114

6,116

0

ML

9,015

9,293

9,327

0

market sales

ML

2,505

2,596

2,640

2

manufacturing

Australia
Cow numbers a
Milk yields
Production
Total milk

ML

6,510

6,696

6,688

–

Butter b

kt

100

69.4

70.0

1

Cheese c

kt

337

378

371

–2

Whole milk powder

kt

60.0

82.5

74.0

– 10

Skim milk powder

kt

222

191

170

– 11

Farmgate milk price

Ac/L

40.9

47.0

48.0

2

Value of exports

A$m

3,028

3,422

3,468

1

Butter

US$/t

4,500

5,879

5,290

– 10

Cheese

US$/t

3,742

4,038

3,860

–4

Skim milk powder

US$/t

2,356

1,938

1,970

2

Whole milk powder

US$/t

3,063

3,125

3,084

–1

World prices

a At 30 June. b Includes the butter equivalent of butter oil, butter concentrate, dry butterfat and ghee. c Excludes processed
cheese. f ABARES forecast. s ABARES estimate.
Sources: ABARES; Australian Bureau of Statistics; Dairy Australia
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Abbreviations

EVAO

estimated value of agricultural operations

FAO

Food and Agriculture Organization of the United Nations

All values and prices are in nominal terms unless stated otherwise.

fas

free alongside ship

Small discrepancies in totals are generally caused by rounding. Zero is
used to denote nil or a negligible amount.

fob

free on board

fot

free on truck

$m

million dollars (Australian)

GL

gigalitres (1,000,000,000 litres)

€

euro

ha

hectare (2.471 acres)

£

pound sterling

kg

kilogram (2.20462 pounds)

¥

yen

kL

kilolitre (1,000 litres)

A$

dollar (Australian)

kt

kiloton (1,000 tonnes)

ABARE

Australian Bureau of Agricultural and
Resource Economics

L

litre (1.761 pints)

lb

pound (454 grams)

ABARES

Australian Bureau of Agricultural and Resource
Economics and Sciences

na

not available

ABS

Australian Bureau of Statistics

nec

not elsewhere classified

ANZSIC

Australian and New Zealand Standard
Industrial Classification

nei

not elsewhere included

nfd

not further defined

BAE

Bureau of Agricultural Economics (now ABARES)

m3

cubic metre (1.307 cubic yards)

BRS

Bureau of Rural Sciences (now ABARES)

ML

megalitre (1,000,000 litres)

c

cent (Australian)

Mt

megaton (1,000,000 tonnes)

CIS

Commonwealth of Independent States

sw

shipped weight

cif

cost, insurance and freight

t

tonne (1,000 kilograms)

cw

carcase weight

USc

cent (United States)

DM

deutschmark

US$

dollar (United States)

ECU

European currency unit

USDA

United States Department of Agriculture
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