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We are beginning our descent
NZ Terms of Trade, September quarter 2014

•	 The terms of trade fell by 4.4% in the September 
quarter, in line with market expectations.

•	 Prices fell sharply for dairy products, New Zealand’s 
biggest export item. Other export prices were mixed.

•	 The decline in import prices was halted over the 
September quarter as the New Zealand dollar 
softened slightly.

•	 Weakness in world prices for dairy exports will 
continue to flow through to the official data for a few 
more quarters.

New Zealand’s terms of trade fell by 4.4% in the September 
quarter, leaving it down slightly on the same time last year. 
The fall came as no surprise to us or the rest of the market, as 
it was largely the product of the sharp downturn in world dairy 
prices that has garnered a lot of market attention this year.

The fall in world dairy prices that we’ve seen to date is likely to 
weigh on the terms of trade through to the June quarter next 
year. By that date, we expect the terms of trade to be 11% 
below its recent peak. However, that decline could be larger if 
dairy prices fail to stabilise and recover as we expect next year, 
or smaller if the recent fall in imported oil prices is sustained.

The fall in the September quarter terms of trade was driven 
entirely by the exports side. Dairy product prices fell by 11.4%, 
the biggest quarterly drop since a 13% fall in the September 
2012 quarter. Other export prices were mixed, with gains in 
meat (+4.3%) and wool (+3.3%) and falls in wood products  
(-3.9%) and manufactured goods (-0.7%).

Dairy prices in the twice-monthly GlobalDairyTrade auctions 
have halved from the peaks reached in February this year, 
more than reversing the steep run-up in prices last year that 
was driven by concerns about drought. The story this year has 
been almost the reverse: a strong lift in global milk supply, 
partly in response to last year’s high prices, at a time that 
growth in Chinese demand has slowed.

Dairy export prices are typically set several months in advance 
of shipment, which means that the terms of trade lags auction 
prices by around three months. That means we already have 
a fairly good idea of where the terms of trade will be heading 
over the next couple of quarters: even if auction prices 
stabilise and start to gradually recover early next year, as we 
expect, the official export price index may not bottom out until 
the June quarter next year.

The mixed performance of New Zealand’s export commodity 
prices as a whole serves as a reminder that not everything can 
simply be pinned on weak global demand. Product markets are 

Dec-13 Mar-14 Jun-14 Sep-14

Terms of Trade 2.5% 1.8% 0.1% -4.4%

Export Prices -0.3% 0.8% -2.3% -4.5%

Import Prices -2.7% -1.1% -2.3% -0.1%

Export Volumes (s.a.) 10.0% 0.6% -4.8% -0.1%

Import Volumes (s.a.) 0.5% 2.9% 3.5% 2.7%
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highly segmented, and supply conditions are often the more 
significant driver of prices in the short term. For instance, even 
as dairy prices tanked, beef export prices rose to a 12-year 
high, driven by supply shortages in the US. Lamb prices have 
also been gradually rising over the last year, despite the fact 
that economic growth in our key markets (Europe, the UK and 
more recently China) hasn’t been all that remarkable.

Import prices were little changed in the September quarter, 
after a 6% fall over the previous three quarters. The New 
Zealand dollar’s upward trend, which has more or less 
continuously acted to push down import prices over the last 
couple of years, came to a halt (down 0.4% on average over 
the quarter). We don’t see this as the start of a sustained 
decline in the exchange rate, but even a break in its uptrend 
would mean that it no longer acts to suppress overall inflation.

The Terms of Trade report also revealed that export volumes 
were more or less flat in the September quarter, while the 2.7% 
rise in import volumes was largely due to the import of several 
large planes as Air New Zealand upgrades its fleet. Since the 
latter directly adds to business investment, it will have no net 
impact on September quarter GDP.

Michael Gordon 
Senior Economist

Dairy export prices

0

400

800

1200

1600

2000

0

400

800

1200

1600

2000

2008 2009 2010 2011 2012 2013 2014

indexindex

ToT dairy exports (left axis)

GDT price index, in NZ$ (right axis)

Source: Statistics NZ, GlobalDairyTrade



Things you should know: Each time someone visits our site, data is captured so 
that we can accurately evaluate the quality of our content and make improvements for 
you. We may at times use technology to capture data about you to help us to better 
understand you and your needs, including potentially for the purposes of assessing 
your individual reading habits and interests to allow us to provide suggestions 
regarding other reading material which may be suitable for you.

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 
suitable for all investors. We recommend that you seek your own independent legal 
or financial advice before proceeding with any investment decision. This information 
has been prepared without taking account of your objectives, financial situation or 
needs. This material and this website may contain material provided by third parties. 
While such material is published with the necessary permission none of Westpac or 
its related entities accepts any responsibility for the accuracy or completeness of any 
such material. Although we have made every effort to ensure the information is free 
from error, none of Westpac or its related entities warrants the accuracy, adequacy or 
completeness of the information, or otherwise endorses it in any way. Except where 
contrary to law, Westpac and its related entities intend by this notice to exclude liability 
for the information. The information is subject to change without notice and none of 
Westpac or its related entities is under any obligation to update the information or 
correct any inaccuracy which may become apparent at a later date. The information 
contained in this material and this website does not constitute an offer, a solicitation of 
an offer, or an inducement to subscribe for, purchase or sell any financial instrument or 
to enter a legally binding contract. Past performance is not a reliable indicator of future 
performance. The forecasts given in this material and this website are predictive in 
character. Whilst every effort has been taken to ensure that the assumptions on which 
the forecasts are based are reasonable, the forecasts may be affected by incorrect 
assumptions or by known or unknown risks and uncertainties. The ultimate outcomes 
may differ substantially from these forecasts.

Transactions involving carbon give rise to substantial risk (including regulatory 
risk) and are not suitable for all investors. We recommend that you seek your own 
independent legal or financial advice before proceeding with any investment decision. 
This information has been prepared without taking account of your objectives, 
financial situation or needs. Statements setting out a concise description of the 
characteristics of carbon units, Australian carbon credit units and eligible international 
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 
deciding whether to acquire, or to continue to hold, any carbon unit, Australian carbon 
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 
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