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From wild ride to plain sailing.

- Farmgate meat prices have been on a wild
ride this season.

- China’s Covid-driven absence and then return
to our meat export markets has been a key
catalyst for the volatility in prices.

- From here, we expect more normal order
to resume.

- We expect farmgate beef prices to challenge
records highs in the spring on the back of
very weak US beef production and a further
strengthening in Chinese demand.

- Meanwhile, we expect average lamb and
mutton farmgate prices this spring, with
strong Australian production capping prices.

Wild ride.

Farmgate meat prices have been on a wild ride. Lamb prices
are case in point. After equalling last season’s record high (of
circa $9.50/kg) over the spring, prices then plunged, reaching
$6.80/kg by January. More recently prices have rebounded
back to around $7.45/kg and lifted at a time of the season when
prices normally fall. This pattern has been repeated for other
meat prices, however not necessarily to the same extreme.

Farmgate lamb prices
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A key catalyst for the (lamb and mutton) price fall from

last spring was slumping Chinese demand. The severe

Covid lockdown saw the Chinese economy slow from 8.4%
growth over 2021 to just 3% over 2022. On the back of the
weak demand, China’s share of our lamb exports fell by 10
percentage points from around 51% in early 2022 to around to
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41%. China’s share of our mutton exports also fell, dipping by
around five percentage points over the same period.

New Zealand meat exports, China share
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This short and very sharp price fall then started to reverse
from March, with two factors driving the rebound. Firstly, the
Chinese economy reopened, and Chinese meat demand began
to recover. This has seen the Chinese share of our lamb exports
jump back above 45%. At the same time, wet weather has
supercharged pastures through later summer and autumn.
With ample feed on hand, farmers have held on to stock much
longer than they normally would. For example, the number of
lamb slaughtered so far this year is running about 23% behind
the pre-Covid average.

Soil moisture deficit (as at 21 May 2023)
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The wild aspect to the price trends over recent months is that
prices have bucked the normal pattern over late summer and
autumn. That is, farmgate prices for lamb, mutton and beef
have lifted at a time of the year when they normally fall (see
lamb price chart above for example).

Plain sailing ahead.

From here, we expect the price rebound to continue across the
board. Looking to the spring peak in prices, we expect steer
prices to challenge last season’s record highs and may even go
close to breaking the $7.00/kg mark. Sheepmeat prices have
more ground to make up, although we expect prices to lift to
back to around average levels by spring. For the record, we
expect farmgate lamb and mutton prices to peak at around
$8.50/kg and $5.50/kg, respectively (note we have moderated
the expected peak in lamb prices from our previous forecast of
$9.00/kg).

Farmgate beef, lamb and mutton forecasts - season peak
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The very strong outlook for beef prices stems from rebounding
Chinese meat demand, as discussed above, and crucially, the
weak outlook for US beef production. The US is the world’s
largest beef exporter. And following prolonged drought and the
subsequent slaughter of capital stock, the US Department of
Agriculture expects US beef production to fall to its lowest level
since the start of the Covid pandemic.

US beef production
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Australian sheepmeat exports
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In contrast, the global supply outlook for sheepmeat is
relatively firm. Notably, the Australian Bureau of Agricultural
and Resource Economics and Sciences expects Australian meat
exports to grow by 3.4% over the 2023/24 year, adding to the
5.2% estimated growth over 2022/23. Curiously, Australian
supply is strong following several years of wet weather and
supercharged pastures. This strength partially offsets the likely
weakness in New Zealand supply and the ongoing rebound in
Chinese sheepmeat demand. As such, we expect sheepmeat
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prices to improve, but only back to around their average levels

over the past five years. Meat unpaCkeds MaY'

Spoiler alert. (Average of the four weeks to date.)
The main spoiler in play is ongoing on farm cost pressures. Lamb: 7.45/kg, +2.5% (monthly change), -11.0%
Sheep and beef farm annual cost inflation (excluding livestock (annual change)

. o
purchases) was running at red hot 12.3% in the March quarter. Farmgate lamb prices

That said, it was down from 15.1% in the September quarter, 10 -SNZperkg SNZperkg o
and we expect further falls over the year. Indeed, as stated in o | L g
our Rural cost inflation report, we expect annual farm cost 5 | s
inflation (for all farm types') to fall to 4% by the end of the year.
If this proves correct and with farmgate meat prices lifting, ™ Y
then farm margins (and profits) should improve over the new 6 1 6
season. 5 1 L5
41 L4
Sheep and beef farm cost inflation 3 3
2 Source: AgriHQ 2
20 Annual % Annual % 2010 2012 2014 2016 2018 2020 2022
Source: StatsNZ
15 | 15
Beef (P2 steer): 5.85/kg, +0.5% (monthly change),
10 A 10 -1.6% (annual change)
5 - /\’\ 5 Farmgate beef prices
0 J‘ \ VAV Y N B . V’/\V —Lo 87$NZperkg $NZperkg
51 -5 77 6
67 t5
-10 - -10 5
1994 1998 2002 2006 2010 2014 2018 2022 -4
4 4
5 -3
The New Zealand dollar is a second potential spoiler. For now, 5 ] —P2Steer —Bul —M Cow Lo
the NZD/USD is at a supportive level, having tracked in narrow »
range in the low 60 US cents so far this year. "1 e rarta
0 0

2010 ‘ 20‘12 ‘ 20‘14 ‘ 20‘16 ‘ 2618 ‘ 20‘20 ‘ 20‘22
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the NZD/USD to lift gradually to around US$0.68 by the start of
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Farmgate mutton prices
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1 While we don’t specifically forecast cost inflation for sheep and beef farms, the magnitude and
direction of the change is likely to be similar for sheep and beef farms to the average change across
all farm types.
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