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A bumper year ahead?

At Ausbil Investment Management, we believe the near-term
outlook for the grain sector is increasingly positive and that
participants exposed to grain handling and associated farm-
inputs should be beneficiaries from a strong summer grain
harvest.

If you have ever tried to grow vegetables in your backyard,
you will know that soil moisture, sunlight and a touch of
fertiliser are the key factors to success. Large-scale grain
farming is no different. In Australia, wheat accounts for the
majority of east coast grain volumes and we are most familiar
with wheat as the key ingredient to breads and pastas. Barley
is another grain used in livestock feed, but it is increasingly
diverted to higher value malting, which is used in beer, whisky
and other alcoholic beverages. Canola crops are important
for their seeds which are crushed into canola cooking oil.
Conducive moist conditions in the April-May sowing period
resulted in a solid start to the season, while adequate follow
up Spring rains also increased expectations for a relatively
high yielding crop. Following the initial growth phase, wheat
crops typically require a period of dry, warmer weather to
foster crop growth. Dry conditions also inhibit fungal diseases
and allow for easier access during the upcoming harvest period.

We were initially concerned after seeing news footage of extreme
wet weather in some parts of NSW and associated crop damage.
In response, we visited the other key growing region in western
Victoria to assess first-hand the conditions of the grain crop.

We witnessed luscious green wheat and barley, contrasted with
the abundant yellow canola fields. We also spoke to a number

of the Victorian farmers who have substantial grain crops. They
informed us that this could be the best crop on record in Victoria.
We suspect that the robust crop yields in Victoria will be enough
to offset the unfortunate crop losses seen in NSW from the

flooding and associated diseases.
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It would appear that forecaster ABARES (Australian Bureau of
Agricultural and Resource Economics and Sciences) believes the
same, as it recently upgraded its predictions for the east coast
grain harvest from 19 million tonnes (mt) to 20mt. ABARES also
expects the yield per hectare to be the highest recorded in the past
three years and if this occurs, it would be the third largest crop in
recent history.

Agriculture is supportive of a structural
transition away from resources

We know that resources investment has been in decline for a
number of years. However, it is often forgotten that the outlook for
the Australian agricultural sector has been very robust over this
time period.

For the five years to 2017, the average value of farm exports in
$A terms, was up over 17% compared to the prior 5 years. High
livestock prices have provided a further boost to farmer incomes.

Importantly, the sheer scale of grain volumes currently being
harvested and transported is a positive boost to rural employment,
farmer incomes and the broader economy.

ABARES expects that earnings from farm exports will remain
relatively stable at A$44 billion with the majority of this in the form
of export earnings for crops ($23 billion).

While these farming export values are relatively small compared to
resources, where iron ore exports alone are close to $50 billion,
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- it nevertheless supports an improving trade balance for
Billions Value of farm exports (SA) Australia.
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Combined with the very positive outlook for east coast

445 infrastructure, which is another area we are positive about,

the outlook for the Australian economy is improving. The

$40 Australian economy is successfully navigating its way through
a structural transition as the drivers of growth adjust away

$35 from the previous resources boom. We expect real GDP
growth to remain at trend, which is estimated at 2.8%. While

$30 the lower cash interest rate is providing ongoing support to
aggregate demand and the Australian dollar is helping to drive

525 domestic production.
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The information contained in this document is given by Ausbil Investment Management Limited (Ausbil) and has been prepared for general use only and does not take into account
your personal investment objectives, financial situation or particular needs. The information provided by Ausbil has been done so in good faith and has been derived from sources
believed to be accurate at the time of compilation. While every care has been taken in preparing this information, except as required by law, Ausbil makes no representation or
warranty as to the accuracy or completeness of the information provided in this document, or takes any responsibility for any loss or damage suffered as a result of any omission,
inadequacy or inaccuracy. Changes in circumstances after the date of publication may impact on the accuracy of the information. Ausbil accepts no responsibility for investment
decisions or any other actions taken by any person on the basis of the information included. Past performance is not a reliable indicator of future performance. Ausbil does not
guarantee the performance of any Fund, the repayment of capital or any particular rate of return. The performance of any Fund depends on the performance of its underlying
investments which can fall as well as rise and can result in both capital losses and gains.

This document is provided to on a confidential basis and the information contained in it must be kept confidential and may not be reproduced or redistributed (in whole or in part)
without the express written consent of Ausbil. By accepting a copy of this document, you agree to be bound by the limitations, terms and conditions set out in this disclaimer.
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