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Bursting higher
Q3 NZ Terms of Trade

* New Zealand’s terms of trade jumped 7.5% in the
September quarter, hitting a new 40 year high.

Export prices have gone from strength to strength.
Although dairy remains the standout performer,
prices for a broad range of other commodity
exports have also firmed.

¢ The volume of exports in the September quarter
was impacted by last summer’s drought. But it is
only a matter of time before the rapid rebound in
agricultural production since then is reflected in
trade data.

The terms of trade could edge a little higher from
here, but won’t remain this high indefinitely. We
expect commodity prices to soften next year as
supply increases.

Terms of Trade -1.2% 4.2% 4.6% 7.5%
Export Prices -1.8% 1.9% 3.1% 8.9%
Import Prices -0.7% -2.1% -1.5% 1.2%
Export Volumes (s.a.) -0.4% 0.0% -6.4% -2.1%
Import Volumes (s.a.) -1.3% 3.0% 4.3% 5.6%
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The terms of trade rocketed to a 40 year high in the
September quarter, driven by sharply higher export prices. For
now, the rest of the world continues to be willing (and able) to
pay top dollar for New Zealand’s key commodity exports. Add
subdued global inflation to the mix and it spells good news for
New Zealanders’ purchasing power abroad.

The rural sector in particular is reaping the benefits of the high
terms of trade in the form of strong farm gate prices. Combined
with a strong lift in production, this is giving rural incomes a big
boost. In the dairy sector alone, our forecast of a $8.30 payout
for the current season, plus 8.5% lift in production, implies a
revenue boost of around $5bn on last season - that’s around
2.5% of GDP. This is clearly good news for rural economies and
is helping ensure that the current upswing in domestic economy
is broadening far beyond the bright lights of Auckland or the
construction hotbed in Canterbury.

The high terms of trade is also one factor which helps explain
why the NZ dollar has been so strong. Although the RBNZ will
likely remain concerned about the potential for a persistently
overvalued high exchange rate to damage the economy, at
face value a higher terms of trade makes the strong New
Zealand dollar a little more palatable. At the margin this

may mean the RBNZ is more comfortable about beginning a
hiking cycle. More broadly, the key messages in this relatively
dated data are unlikely to surprise the Bank. Prices for New
Zealand’s key commodity exports are high, and while export
volumes were hit by the drought, these are set to recover over
the coming quarters.

Details

The dairy sector once again garnered much of the limelight in
today’s data. Prices rose a whopping 23.9% in the September
quarter and are 46% higher than a year ago. More timely
information provided by fortnightly GlobalDairyTrade auctions
shows that since September, demand has remained robust.
Prices have softened - but only a little. This is a particularly
impressive performance given the rapid rebound in domestic
milk production we’ve seen since last summer’s drought.

Although the dairy sector’s star billing in the terms of trade
data is clearly justified (dairy accounted for more than a
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quarter of all goods exported in the year to September), other
commodities including logs, meat and wool prices have all
played strong supporting roles. In many of these markets tight
supply has contributed to firm prices, but it appears that so
too has New Zealand’s strong relationship with China. New
Zealand exporters may be feeling the benefits of the Free
Trade Agreement with China, even as the pace of growth in
the Chinese economy slows.

Export volumes fell further in the September quarter and have
now fallen over 8% over the last 2 quarters as a consequence
of last summer’s drought. However, excellent spring growing
conditions this year should ensure this is only a temporary
phenomenon. Dairy production in particular has rebounded
strongly. Lamb and beef exports are likely to take longer to
recover after breeding stock was culled during the drought -
but weights in this sector should benefit from plentiful feed in
most parts of the country during spring.

Add to this the strong incentives high prices provide to
producers in other parts of the world to up their production, and
we don’t think NZ export prices can stay at such elevated levels
indefinitely. We expect dairy prices in particular to come under
downward pressure next year as global supply ramps up.

On the imports side of the ledger, movements were less
extreme. Import prices rose 1.2% with the movement spread
across a broad range of sectors. Import volumes continued to
march higher, led by capital imports. This partly reflects a few
large one-off’s (e.g. the purchase of helicopters by the defence
force) but stronger imports of capital goods also indicates that
soaring business confidence is increasingly translating into
more investment by firms.

Anne Boniface
Senior Economist
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If you are located in Australia, this material and access to this website is provided to
you solely for your own use and in your own capacity as a wholesale client of Westpac
Institutional Bank being a division of Westpac Banking Corporation ABN 33 007 457
141 AFSL 233714 (‘Westpac’). If you are located outside of Australia, this material and
access to this website is provided to you as outlined below.

This material and this website contain general commentary only and does not
constitute investment advice. Certain types of transactions, including those involving
futures, options and high yield securities give rise to substantial risk and are not
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or financial advice before proceeding with any investment decision. This information
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While such material is published with the necessary permission none of Westpac or
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This information has been prepared without taking account of your objectives,
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emissions units (respectively) are available at www.cleanenergyregulator.gov.au as
mentioned in section 202 of the Clean Energy Act 2011, section 162 of the Carbon
Credits (Carbon Farming Initiative) Act 2011 and section 61 of the Australian National
Registry of Emissions Units Act 2011. You should consider each such statement in
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credit unit or eligible international emissions unit.

Additional information if you are located outside of Australia

New Zealand: The current disclosure statement for the New Zealand division of
Westpac Banking Corporation ABN 33 007 457 141 or Westpac New Zealand Limited
can be obtained at the internet address www.westpac.co.nz. Westpac Institutional
Bank products and services are provided by either Westpac Banking Corporation
ABN 33 007 457 141 incorporated in Australia (New Zealand division) or Westpac
New Zealand Limited. For further information please refer to the Product Disclosure
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wholesale banking licence and is subject to supervision by the Monetary Authority
of Singapore. Westpac Hong Kong Branch holds a banking license and is subject to
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of its contents. In the same way, the information contained in this material and this
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by the rules of the Financial Services Authority and is not intended for “retail clients”.
With this in mind, Westpac expressly prohibits you from passing on the information
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website, website content and, in each case, any copies thereof may not be taken,
transmitted or distributed, directly or indirectly into any restricted jurisdiction.
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Exchange Act of 1934 (‘the Exchange Act’) and member of the Financial Industry
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