

Higher prices show early signs of combating protectionism
During November 2009, the Westpac-NFF Commodity Index increased 2.6% and is now 9.3% lower than a year ago. International commodity prices that lifted during November were dairy (13.1%), barley (10.1%), wheat (6.8%), cotton (5.1%), canola (1.5%) and wool (0.4%). While prices to ease were beef (-3.5%) and sugar (-3.2%).

Barley
Strong demand from China and a weak US$ is currently supporting barley prices, which lifted 10.1% during November.  Barley originating from the Black Sea region continues to be aggressively priced below the market, and is currently the cheapest source of feed grain on the international market.  USDA reports estimate that global production of barley has risen by 1 million tonnes to 148 million tonnes. Australia is forecast to harvest 7.8 million tonnes in its current season, 1.8 million tonnes more than last year’s crop.  There is still an ample global malt supply, and improved yields from harvests in the EU, Canada and Australia will all contribute to the pressure on market prices in coming months.  The USDA estimates relating to Australia’s increased barley production may be revised after regions in Australia experienced hot dry conditions which have prompted an early harvest for some areas.  Due to the hot finish received by many Australian barley crops, there has been considerable downgrading and has resulted in a reduction of malt barley and an increase of feed barley for Australian stocks.  Oversupply of feed barley to the local market and a reduced export market are the key concerns for Australian barley farmers during November.
Beef

The global beef market during November fell 3.5% from last month.  The Argentinean herd continues to decline as drought and government policies make export unprofitable for farmers.  US buying was slow and there was limited inquiry for manufacturing beef as consumer demand in the US wanes in favour of turkey and ham over the Thanksgiving and Christmas periods.   Imports for beef to the US are predicted to be at a 4 year low in 2009. Consumption of beef in Korea is also down, due to reduced demand and fears of H1N1.  Catering companies in Korea have been especially affected by the H1N1 flu, as 205 schools have been closed down due to outbreaks.  Korean buyers are weary of building stock due to Australian currency fluctuations, demand uncertainty and tight credit conditions.  Japanese buyers are also maintaining cautious inventories, despite stable consumer demand and increased retail demand.  The strong A$ continues to be the main issue for both buyers and sellers.  

Canola

Demand remains steady for Canola during November, with international prices lifting 1.5% from last month.  Sellers are avoiding Chinese sales due to black leg issues, and are instead looking to market demand from Pakistan, Dubai, Europe and Japan.  Canada are seeking political solutions with the Chinese government on the black leg issue, as they are set to lose upwards of 70% of their export market if China insist on black leg free status for imports.  Speculation is still that the new regulations from China are an attempt to rebalance and/or reassess its supply/demand ratios. Currently any imports with black leg must go to specific ports away from local growing regions, although these regions have no crush facilities.  Canada is looking to enter new markets and is aggressively pricing canola into Mexico and Korea.  ABARE reports early in the month estimate Australia’s acreage of canola has risen 31% last year to 1.7 million hectares, and production is predicted to have increased by 53% to 1.9 million tonnes.  Extreme weather conditions late in November may revise Australian production estimates, as quality and yields are now uncertain. 
Cotton

Reduced Chinese and Indian crop estimates coupled with increased inquiry and buying as spinning mill inventories run low and confidence slowly returns has resulted in global cotton prices lifting 5.1% during November. Chinese mill inventories remain low due to lack of import quota and the slow release of state reserves. US growers affected by tropical storm Ida have taken advantage of recent dry conditions to resume harvest, which is estimated to be 6 weeks behind schedule.  The A$ easing and a lift in cotton futures has given some relief to cotton farmers during November.
Dairy
Increased global demand and reduced supplies from Australia and NZ has dairy prices lifting 13.1% during November.  Price increases this month (the fifth month straight) are supply driven. Confidence is returning to Asian dairy markets after the Melamine scandal and is reflected by the increases in demand from both this region and India.  The EU has decided to scrap dairy export subsidies on butter and skim milk powder due to rising prices.  The US is looking to introduce a bill to eliminate costs incurred by farmers associated with transporting milk to processing plants.  The Australian dairy industry is forecasting a 4% drop in production for 2009.
Sugar

Improved irrigation and fertiliser use in India has contributed to improved production and yields, easing global concerns over sugar shortages, even though international production still lags behind growing demand, particularly in Asia. International sugar prices fell 3.2% during November, despite world consumption of sugar exceeding production in 2009 for the 2nd year in row.  Brazil is expected to be the top sugar exporter in 2009/10, followed by Thailand and Australia according to USDA reports, after poor monsoonal conditions forced India to become a net importer this year. Brazil’s 2009-10 sugar cane crop is estimated at 594 million metric tonnes.  Poor weather conditions and price disputes have contributed to delays in crushing in parts of India during November.  China’s 2009 sugar production is down 6.9% due to continuing drought conditions.  Dry weather has also affected Australian growers, with the NSW crop estimated to be the smallest in a decade, although the sugar content is reported to be the best in 20 years.
Wheat

International wheat prices are currently being supported by futures markets, as assessment begins as to the impact on global supplies due to reduced acreage in both the US and Canada, and dry conditions in the Black Sea area. Global wheat prices rose in November 6.8% from last month.  Due to the current wheat glut, buyers are increasingly discerning, although demand is still strong for high quality, high protein wheat.  Fluctuation in prices is mainly attributed to currency fluctuations, as there has been limited movement in the supply/demand ratio. Recent USDA reports have increased the 2009 international wheat production estimate to 672 million tonnes, and estimating wheat stocks will increase this year by 24 million tonnes due to production increases in Russia, the Ukraine and Kazakhstan.  US wheat is being priced out of the market in November by cheaper EU and Black Sea crops. The US is currently behind its export schedule and will have large carryover stocks into the New Year.  The Australian harvest is underway, although the strength of the A$ and ample global inventories are affecting prices.  Australian farmers are also being challenged by extreme weather conditions in parts of Australia, reducing yield and quality estimates across many areas.
Wool
The International wool market remained strong during November, with prices lifting 0.4% on the back of improved demand and interest from overseas mills.  Buyers are cautiously stocking up and looking for consumer demand signals as there is currently limited fleece on the market. Retailers are reporting sluggish demand going into peak selling times and Italy remains virtually absent from the market.  China continues to dominate buying with little price difference paid between categories.  India is currently accounting for 10% of wool sales, and are showing interest in buying lower quality broader and crossbred wools. ABARE figures now show that the national flock is the lowest in 104 years, at 71.6 million head. This fall is the result of drought and associated costs of feed and water, a fall in wool prices from last year, swapping from wool to sheep meat and a switch to cropping in some areas.  The high A$ continues to affect buying activity.  

