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BEEF AND VEAL, PIGS AND POULTRY

meat outlook to 2009-10

David Bailey

* Australian beef production growth and in-
creased supplies in Pacific Rim markets are
forecast to result in lower saleyard prices for
Australian beef cattle in 2005-06.

* Over the medium term, beef cattle prices are
forecast to decline further with the assumed
re-entry of the United States and Canada into
Pacific Rim markets and increased competition
with south American beef producing nations.

* Increased competition in key export mar-
kets and increased pig meat imports are ex-
pected to lead to lower Australian pig meat
prices and a reduction in domestic pig meat
production over the medium term.

* Australian poultry meat consumption per
person is projected to continue to increase
over the outlook period.

Beef and veal

With almost two thirds of Australian beef pro-
duction exported, developments in key export
markets will be important over both the short
and medium term. Since the discovery of BSE
(bovine spongiform encephalopathy or ‘mad
cow’ disease) in Canada and the United States in
2003, demand for Australian beef has increased
significantly in the United States and Japan.
Assuming the removal of embargoes on beef
from both Canada and the United States by
several key importing nations, Australian beef
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exports are forecast to ease in 2005-06. This is
likely to be the case in Japan where demand for
Australian beef is expected to fall following an
expected resumption of trade with the United
States. The re-entry of Canadian exports into the
US market, traditionally Australia’s largest beef
market, coupled with strong competition from
Uruguayan beef, and over the medium term
Argentinean and Brazilian beef, is expected to
result in reduced Australian export volumes to
that country.

Australian beef exports to Japan reach
record levels

The discovery of BSE in the United States in
December 2003, and the subsequent bans on
the import of US beef, resulted in significant
increases in demand for Australian beef in Japan.

Japanese beef imports
Monthly, ended November 2004
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In calendar year 2003, approximately 279 000
tonnes of beef were exported to Japan, with an
export value of nearly $1.4 billion.

Following the exclusion of the United States
from the Japanese market, Australian beef export
volumes increased by nearly 41 per cent to
393 000 tonnes in 2004, accounting for around
90 per cent of total Japanese beef imports. Over
the same period, export prices for grass fed and
grain fed full sets increased by 20 per cent and
24 per cent respectively.

In response to strong demand for Australian
beef in Japan, Australian lotfeeders have placed
more cattle on feed. The exclusion of US beef
from the Japanese market, which accounted for
around 45 per cent of total Japanese beef imports
in 2003, resulted in a significant increase in
demand for Australian grain fed beef in Japan.
In 2004, the number of Australian cattle on feed
destined for Japan increased by around 27 per
cent, to 1.63 million. Australian exports of grain
fed beef, which account for around 40 per cent
of beef exports to Japan, increased by around 55
per cent in the same year.

Australian beef and veal outlook

Japan = US frade resumption

In forecasting export prices and volumes of
Australian beef to Japan, developments on the
resumption of trade between Japan and the
United States will be critical. In October 2004,
Japan and the United States reached a frame-
work agreement for the resumption of beef
trade (see December Australian Commodities
for details of the agreement). Under the Beef
Export Verification program, US exports of beef
products to Japan must be sourced from cattle
aged twenty months or younger, with cattle age
verification determined by a combination of
production records, birth certificates or physi-
ological measures. Although a large proportion
of US beef production is sourced from cattle
twenty months of age or younger, few proces-
sors possess birth or production records.

In accordance with the terms of agreement,
the US Department of Agriculture conducted
a study in which heifers and steers of known
ages were slaughtered and evaluated for physi-
ological maturity. The purpose in the study was

2002 2003
Unit -03 -04
Saleyard price a
— nominal Ac/kg 256 290
—real b Ac/kg 268 297
Cattle numbers ¢ million 26.7 27.1
— beef million 23.6 24.1
Slaughterings 000 9228 8779
Production kt 2073 2033
Consumption
per person kg 37.1 377
Retail price
— nominal Ac/kg 1325 1393
—real b Ac/kg 1390 1427
Exports
Value A$m 3756 3793
Volume d kt 902 860
— to United States kt 350 361
— to Japan kt 271 331
— to Rep. of Korea kt 82 75
Live cattle ’000 968 578

2004 2005 2006 2007 2008 2009
-05 ¢ -06 z 07 z -08 z -09 z -10 2
324 281 270 258 248 242
324 275 257 240 225 215

275 27.8 27.7 27.6 274 27.1

24.5 24.8 24.7 24.5 242 239

9056 9133 9192 8 955 8793 8611

2128 2155 2169 2122 2084 2049

36.2 38.1 39.8 38.5 37.8 37.4

1402 1411 1423 1435 1442 1448

1402 1379 1357 1335 1309 1282

4233 3993 3698 3461 3237 3061
938 925 905 884 863 841
357 350 344 336 329 321
371 355 342 331 322 315

84 79 78 76 72 68
556 583 611 632 659 696

a Dressed weight equivalent. b In 2004-05 Australian dollars. ¢ At 31 March on establishments with an estimated value of agricultural
operations of $5 000 or more in 1998-99, and at 30 June thereafter. d Fresh, chilled and frozen, shipped weight. f ABARE forecast. z

ABARE projection.

Sources: Department of Agriculture, Fisheries and Forestries; Australian Bureau of Statistics; ABARE.
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to determine an end point maturity to ensure the
exclusion of cattle older than twenty months of
age. In January 2005 the findings were presented
by US officials to Japanese experts. In the report,
it was highlighted that carcasses that received a
physiological maturity score of A40 or lower
were sourced from cattle between twelve and
seventeen months of age, satisfying the age
requirement of the verification program.

In February 2005, a Japanese technical com-
mittee accepted this method of age verification
and recommended the resumption of trade to
health authorities. The US Department of Agri-
culture estimates that beef products sourced
from cattle within this band or with age verifi-
cation of being twenty months or younger could
account for as much as 35 per cent of US total
cattle slaughtered for human consumption.

Prior to the ban, the United States exported
around 3.5 per cent of its total beef production
to Japan. If age verification through carcass
quality assessment is accepted as a method to
satisfy the requirements of the Beef Export
Verification program, there is scope for signifi-
cant volumes of US beef to enter the Japanese
market.

Australian exports to decline over the short
term

While these developments provide a foundation
for the resumption of trade between these two
countries, there is considerable uncertainty about
when US beef will enter Japan. In preparing this
set of forecasts, it is assumed that there will be
substantial inflows of US beef exports to Japan
toward mid 2005. This is expected to result in the
displacement of Australian beef in the Japanese
market, placing downward pressure on prices.
As a consequence, for 2005-06, Australian beef
exports to Japan are forecast to fall by 4 per cent
to 355 000 tonnes, with export prices forecast
to decline by nearly 13 per cent to 372 cents a
kilogram.

Challenges facing Australian beef exports
over medium ferm

The implementation of bans on US beef in Japan
provided Australian beef producers with a signif-
icant opportunity for further expansion into the
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Japanese beef market. However, in the decade
before the discovery of BSE in the United States,
the value of Australian beef exports to Japan had
been declining. Between the financial years
1994-95 and 2002-03, real export prices fell by
around 30 per cent.

In the short term, retaining relationships
established in the Japanese beef market will be
critical to subduing previous trends of declining
export volumes and prices. In addition, retaining
measures to ensure that Australia maintains its
disease free status will be critical.

South American beef producing nations may
also provide strong competition with Australian
beef in the Japanese market over the medium
term. With larger cattle herds and compara-
tive advantages in the costs of beef production,
productivity improvements in south America
will provide further challenges for the Austra-
lian beef industry.

Overall, greater US beef exports to Japan are
expected to provide competition for Australian
beef, to the extent that Australian export volumes
to Japan are projected to fall to 315 000 tonnes
by 2009-10.

Republic of Korea

In 2004, export volumes to Korea, Australia’s
third largest export market, increased signifi-
cantly, largely because of the implementation
of bans on imports of US beef in that country.
Australian export volumes in 2004 were nearly
50 per cent higher than in 2003, with record
monthly exports of 13 500 tonnes in December
2004. For 2004-05, export volumes are forecast
to reach 84 000 tonnes, a 12 per cent increase on
2003-04.

With reduced Korean domestic production in
recent years, the volumes of beef imported has
increased significantly, to account for around
two thirds of beef consumption. However, with
the assumed re-entry of US beef into the Korean
market and increased domestic production in
2005, Australian beef exports to Korea are fore-
cast to decline by around 6 per cent in 2005-
06 to 79 000 tonnes. Over the medium term,
Australia’s export share of the Korean market is
expected to decline as US beef imports increase
and economic growth moderates.
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US cattle herd in rebuilding phase

Between January 1996 and January 2004, US
cattle numbers fell by around 8 per cent, from 103
million to 95 million. However, with improved
seasonal conditions and the implementation of
bans on US beef in major export markets, total
US cattle slaughter fell by 8 per cent in 2004,
with cow and heifer slaughter falling by 15 per
cent and 7 per cent respectively. After eight
years of depletion, the retention of female cattle
for breeding and an assumed resumption of trade
with Canada are expected to provide a basis for
the US cattle herd to expand. In January 2005,
the cattle herd had reached nearly 96 million, an
increase of around 1 per cent on 2004.

While initial amendments to the Code of Fed-
eral Regulations proposed the import of Can-
adian beef products of any age, in February 2005
it was announced that imports of beef products
sourced from cattle older than thirty months
would be delayed. In preparing this set of fore-
casts, it is assumed that significant numbers of
Canadian cattle will enter the United States,

Box 1: US minimal risk rule on BSE

Currently, the US Department of Agriculture is
in the process of amending the Code of Federal
Regulations to identify countries that pose
minimal risk to introducing BSE in the United
States. It will outline the factors to be consid-
ered when listing a region as one of minimal
risk, as well as risk mitigating measures.

At this stage, Canada has been designated
as a minimal risk region for BSE, providing an
opportunity for the resumption of beef trade
between Canada and the United States.

To be eligible for import into the United
States, live cattle must be destined for imme-
diate slaughter and less than thirty months of
age or destined for a single feedlot for finishing
and slaughtering before reaching thirty months
of age. Also, all beef products from cattle less
than thirty months of age will be permitted into
the United States. This rule is due to take effect
on 7 March 2005.

Source: US Department of Agriculture.
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contributing to the rebuilding of the US cattle
herd and increased beef production. However,
only limited volumes of Canadian beef products,
including manufacturing beef, which accounts
for the majority of Australian beef exports, is
expected to flow into the United States following
the implementation of the minimal risk rule.

US demand for Australian beef to ease

Over the past year, bans on imports of Canadian
beef in response to the discovery of BSE, foot
and mouth disease problems in South America
and reduced US cow slaughter resulted in
Australian export prices for manufacturing beef
to the United States increasing significantly.
Over the first six months of 2004-05, Australian
export prices for 90CL manufacturing beef rose
by nearly 29 per cent relative to the same period
in the previous financial year.

For the remainder of 2004-05, Australian beef
exports to the United States are forecast to fall
slightly, reflecting reduced Australian female
cattle slaughter, as the domestic herd is rebuilt,
and increased competition from Uruguayan
imports. However, reduced US cow slaughter is
expected to provide some support for Australian
manufacturing beef exports.

Overall, for 2005-06, Australian beef export
volumes to the United States are forecast to
decline by 2 per cent to 350 000 tonnes, with
export prices forecast to fall by nearly 15 per
cent to 239 cents a kilogram.

Australian beef export prices to the United
States 90CL cif, monthly, ended December 2004
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South American competition

In 2001, foot and mouth disease outbreaks re-
sulted in the implementation of bans on beef
imports from Argentina, Uruguay and Brazil into
the key Pacific Rim markets of the United States
and Japan. Prior to these outbreaks, low priced
beef exports from Argentina and Uruguay to the
United States and Canada had been increasing,
providing additional competition for Australian
beef in those markets. In 2003, the United States
and Canadian beef markets were reopened to
Uruguay.

Over the medium term, increased exports
from key south American beef producing coun-
tries are expected to provide increased compe-
tition for Australian beef exports to the United
States. In 2004, the United States imported
around 148 000 tonnes of beef from Uruguay,
over three times more than in the previous year.
Of this, nearly 87 per cent was subject to the
26.4 per cent out of quota tariff. Uruguay is allo-
cated an annual US beef quota of 20 000 tonnes.
Australia is currently allocated an annual quota
of 378 000 tonnes.

For 2005, Uruguayan beef exports are forecast
to increase further, rising by around 11 per cent
in response to strong demand from key export
markets, particularly the United States. Given
the strength of the Australian dollar relative to
the Uruguayan peso, increased Uruguayan beef
exports are expected to provide strong compe-
tition for Australian manufacturing beef, which

US beef imports
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accounts for the majority of Australian beef
exported to the United States.

In addition, Argentina has had its foot and
mouth disease free status reinstated by the Or-
ganisation International des Epizooties (OIE).
Currently, the majority of Argentine beef ex-
ports are boneless frozen beef, predominantly
exported to lower priced export markets, such
as the Russian Federation, Algeria and Chile.
However, by early 2006, it is expected that the
US market will also be reopened to Argentina.

While the majority of Brazilian states have
been declared disease free with vaccination by
the OIE, it is unlikely that north American and
north Asian markets will resume trade with Brazil
until full disease free without vaccination status
has been achieved. This is expected to occur
within the outlook period. Overall, the opening
of the US beef market to south American beef
producing nations is expected to provide signifi-
cant competition for Australian beef.

As aresult of these issues, Australian beef ex-
ports to the United States are projected to ease
over the medium term. Despite an assumed
depreciation of the Australian dollar, increased
competition from south American beef pro-
ducing nations, an assumed resumption of im-
ports from Canada and increased US production
are forecast to result in Australian beef exports
to the United States falling to 321 000 tonnes
by 2009-10.

Australian saleyard prices to ease

For the second half of 2004, Australian weighted
average saleyard prices increased significantly
year on year, reflecting higher returns from export
markets and stronger demand from processors,
lotfeeders and restockers. For the remainder of
2004-05, saleyard prices are expected to ease
slightly with assumed weaker demand from both
the United States and Japan. However, overall for
2004-05, saleyard prices are forecast to average
324 cents a kilogram, 12 per cent higher than in
2003-04.

For 2005-06, forecast increases in domestic
beef production, coupled with reduced demand
for Australian beef in both Japan and the United
States, are forecast to result in saleyard prices
falling by 13 per cent to 281 cents a kilogram.
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Over the medium term, saleyard prices are
expected to decline. Despite reduced produc-
tion toward the end of the outlook period and
an assumed depreciation of the Australian dol-
lar, reduced demand for Australian beef in
major export markets and among restockers as
herd rebuilding moderates are likely to place
continued downward pressure on saleyard prices.
In 2009-10, Australian beef saleyard prices are
projected to average 215 cents a kilogram in real
terms (2004-05 dollars).

Australian production fo rise to 2006-07
then fall

In the period following the drought, Australian
cattle numbers have been increasing gradually.
Preliminary Australian Bureau of Statistics
numbers estimated the cattle herd at approxi-
mately 27.1 million in June 2004. With reduced
female cattle slaughter as greater numbers of
cows and heifers are retained, the Australian
cattle herd is forecast to reach 27.5 million by
June 2005.

For 2005-06, the forecast expansion of the
cattle herd at a time of forecast lower prices
represents the lagged effect of producer efforts
to increase numbers in response to higher
prices received in the preceding two years
and following the drought. As saleyard prices
fall over the medium term, cattle numbers are
projected to gradually decline to around 27.1
million by 2009-10.

Despite the retention of stock to build herd
numbers in the short term, favorable prices in
export markets are expected to result in increased
slaughterings. For 2004-05, slaughterings are
forecast to increase to just under 9.1 million,
resulting in an increase in production of nearly 5
per cent. Production is forecast to increase by a
further 1.3 per cent in 2005-06 as cattle numbers
increase and continued relatively high cattle
prices encourage increased turnoff.

Over the medium term, beef production is
projected to peak at almost 2.2 million tonnes
in 2006-07, before easing to around 2 million
tonnes by 2009-10 as cattle numbers and slaugh-
terings decline.
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Live cattle

As a result of an appreciation of the Austra-
lian dollar, strong domestic demand for cattle,
increased demand for Australian beef in export
markets and strong competition from cheaper
priced South American beef and Indian buffalo
meat, Australian live cattle exports declined by
19 per cent in 2004. These factors are forecast
to result in live exports to fall to around 556 000
cattle for 2004-05.

With an 18 per cent appreciation of the dollar
relative to the Indonesian rupiah, exports to Indo-
nesia, Australia’s largest live cattle market, fell by
7 per cent to around 359 000 in 2004. In the short
term, a relatively strong Australian dollar and
high cattle prices are forecast to result in reduced
live cattle exports to that market in 2004-05.

Despite an assumed moderation in economic
growth in south east Asia, over the medium term,
live exports are forecast to rise. With an assumed
depreciation of the Australian dollar and reduced
cattle prices, with weaker demand for Australian
beef in export markets, live cattle exports are
forecast to reach 696 000 in 2009-10.

Pigs

Australian pig meat prices have fluctuated
significantly in recent years. These fluctuations
have been caused largely by greater exposure
to the global pig meat market through both
increased exports and imports. In 2003-04,
increased imports, particularly from Canada and
Denmark, and increased Australian production,
resulted in a 4 per cent fall in saleyard prices.
However, with a 5 per cent reduction in domestic
production and lower imports in the second half
of 2004, saleyard prices rose by around 7 per
cent on the previous year.

For the remainder of 2004-05, saleyard prices
are expected to ease as production increases, but
to average higher than for the previous financial
year as awhole. Over the medium term, increased
global pig meat production, particularly in north
America, is projected to result in lower world,
and hence Australian, pig meat saleyard prices.
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Australian imports growing

Australian pig meat imports have increased sig-
nificantly in recent years, particularly from Can-
ada and Denmark. Frozen uncooked pig meat
from Canada has been allowed into Australia
since 1990, with imports arriving after 1992
required to be boned before export and processed
on arrival in Australia.

Uncooked and boned imports from Denmark
have been allowed into Australia since 1997 un-
der similar arrangements. With the most recent
changes in quarantine measures, the first ship-
ments of pig meat to the United States were
received in the latter half of 2004.

meat outlook

Australian pig meat imports
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e May 1990 — imports of uncooked, unfrozen pig
meat allowed from the south island of New
Zealand.

e July 1990 — imports of uncooked, frozen pig
meat allowed from Canada.

e Late 1992 — imports of uncooked, frozen pig
meat from Canada must be boneless before
export and processed (cooked) on arrival under
quarantine control.

e May 1996 — imports of unfrozen pig meat
allowed from Canada, provided the meat is
uncooked, boned and processed on arrival
under quarantine control.

e November 1997 — imports of cooked pig meat
allowed from Canada, provided the pig meat is
boneless.

e November 1997 — imports of uncooked, bone-
less pig meat are allowed from Denmark,
provided the pig meat is processed on arrival
under quarantine control.

New policy announced

On 10 May 2004, a new quarantine policy was
announced for pig meat imports following an
import risk analysis by Biosecurity Australia
which recommended that pig meat imports be
permitted subject to conditions depending on the
health status of the exporting country. Australia’s
new pig meat quarantine policy recommends risk

Australian quarantine measures on pig meat imports

management measures such as country, zone or
herd disease freedom; testing of carcasses;
cooking, freezing, curing or canning; boning; and
the removal of certain parts of the carcass.

* May 2004 — imports of uncooked, boneless pig
meat are allowed from Denmark, provided
major peripheral lymph nodes are removed and
the meat is processed on arrival under quaran-
tine control.

e May 2004 — imports of cooked, boneless pig
meat are allowed from Denmark, provided
major peripheral lymph nodes are removed.

* May 2004 — imports of uncooked, boneless pig
meat are allowed from Canada, provided major
peripheral lymph nodes are removed and the
meat is processed on arrival under quarantine
control.

* May 2004 — imports of cooked, boneless pig
meat are allowed from Canada, provided major
peripheral lymph nodes are removed.

 July 2004 — imports of uncooked, boneless pig
meat are allowed from United States, provided
major peripheral lymph nodes are removed and
the meat is processed on arrival under quaran-
tine control.

e July 2004 — imports of cooked, boneless pig
meat are allowed from United States, provided
major peripheral lymph nodes are removed.

Sources: Productivity Commission; Biosecurity Australia.
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In 2004, pig meat imports increased by nearly
14 per centrelative to the previous year. For 2005-
06, pig meat imports are forecast to increase to
around 68 000 tonnes. Over the medium term,
imports are expected to increase gradually.

Australian exports projected to fall

Until recent years, there had been substantial
growth in exports, primarily to Japan and Singa-
pore. Outbreaks of foot and mouth disease in
Taiwan in 1997 and the Nipah virus in Malaysia
in 1999 provided opportunities for Australia to
increase exports to Japan and Singapore, respec-
tively.

However, with increased global competition
from north American exports, particularly from
the United States, and a 12 per cent apprecia-
tion of the Australian dollar, Australian pig meat
exports fell by 27 per cent in 2004. Despite an
assumed depreciation of the Australian dollar,
forecast increases in north American pig meat
exports are expected to provide competition with
Australian pig meat exports in Asian markets,
resulting in reduced Australian export volumes
for 2005-06.

Feed costs

Feed costs represent the largest single expense
in Australian pig meat production, accounting
for around 50-60 per cent of total costs. Conse-
quently, fluctuations in feed prices can influence
the viability of pig production.

In 2002-03, a rise in feed prices and a decline
in the prices received for pig meat resulted in the
ratio of pig prices to feed costs fall to its lowest in
a decade, indicating reduced profitability. More
recently, lower feed grain prices and a recovery
in saleyard prices has resulted in an improve-
ment in profitability. Despite projected lower
grain prices over the medium term, reductions
in saleyard pig prices are expected to more than
offset feed cost reductions, resulting in a fall in
the pig to feed cost ratio.

The pig meat industries of Canada and the
United States appear to have cost advantages
over the Australian industry, including lower
feed and processing costs. Australia’s feed costs,
on average, are higher than those of Canada and
the United States, but similar to Denmark. The
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Pig-feed cost ratio
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Productivity Commission recently argued that
Australian pig producers and processors are un-
likely to match these relative advantages in the
future.

It was also argued that many Canadian,
Danish and US producers appear to have been
able to achieve economies of scale that will be
difficult to match in Australia. Despite having a
competitive advantage in disease management,
Australia is unlikely to achieve similar cost
advantages in feed and processing costs in the
short term. And, given the size of the Australian
industry, economies of scale may be difficult to
achieve.

Poultry

In 2003 and 2004, outbreaks of high pathogenic
avian influenza (HPAI or ‘chicken flu’) in Asia
led to the disruption of production and exports
from key poultry meat producing nations. In
Japan, the world’s second largest poultry meat
importing nation, poultry meat consumption
fell significantly following these discoveries.
However, in the second half of 2004, a period
in which US beef was excluded from Japan as a
result of the discovery of BSE, limited supplies
and subsequently higher prices for beef resulted
in arecovery in Japanese poultry meat consump-
tion.

e David Bailey ® +61 2 6272 2057 e dbailey@abare.gov.au
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While the effects of avian flu have been
significant in south east Asian markets, for 2005,
production in key poultry producing nations,
such as Thailand and Malaysia, is forecast to
increase. In addition, increased production from
Brazil, the world’s largest poultry meat exporter,
is expected to provide significant competition
in key Asian markets. Subsequently, Australian

meat outlook

Australian poultry meat consumption is
projected to increase steadily to 36.8 kilograms
per person by 2009-10, around 6 per cent higher
than 2004-05.

Australian meat consumption per person

. Beef

poultry meat exports are forecast to decline by 40
nearly 4 per cent in 2004-05, and recovering 35
slightly in 2005-06 to 19 600 tonnes. 30

In Australia, forecast lower feed grain prices 25 Poultry .
are expected to contribute to higher domestic 20 M/w
poultry production in the short term. For 2004- 15 —
05, production is forecast to increase to 728 000
tonnes, rising by 11 per cent to 811 000 tonnes 10 Mutton and lamb
by 2009-10. Over the medium term, increased S
poultry production will continue to be driven kg
by strong domestic demand and reduced feed 1993 1997 2001 2005 2009
Costs. 94 98 02 06 -10
Australian pig and pouliry outlook

2002 2003 2004 2005 2006 2007 2008 2009
Unit -03 -04 05 f -06 z -07 z -08 z -09 z -10 2

Pig meat
Breeding sows 000 353 340 338 335 330 326 323 320
Saleyard price
— nominal Ac/kg 244 235 258 249 224 214 208 203
—real a Ac/kg 256 241 258 244 213 199 189 180
Slaughterings 000 5742 5591 5290 5123 4968 4823 4682 4552
Production kt 420 406 386 375 366 357 348 340
Consumption

per person kg 21.0 22.6 22.1 21.8 21.7 21.6 21.4 21.1
Imports
— fresh kt 45.0 57.9 63.4 64.7 67.6 69.4 70.7 72.0
— preserved kt 2.5 2.5 2.8 33 34 35 3.6 3.7
— total kt 474 60.4 65.2 68.0 70.9 72.8 74.3 75.7
Exports b kt 62.9 50.7 48.5 43.0 384 34.1 30.7 27.6
Retail price
— nominal Ac/kg 1017 1028 1045 1061 1075 1088 1101 1115
—real a Ac/kg 1 066 1052 1045 1037 1025 1012 1 000 988
Poultry meat
Production kt 726 732 728 739 753 769 789 811
Consumption

per person kg 35.1 347 34.6 34.8 35.1 35.6 36.1 36.8
Exports kt 233 19.8 19.1 19.6 20.4 21.1 21.9 22.8
Retail price
— nominal Ac/kg 385 394 399 405 411 416 420 424
—real a Ac/kg 404 403 399 396 392 387 382 376
a In 2004-05 Australian dollars. b Excludes preserved pig meat. f ABARE forecast. z ABARE projection.
Sources: Australian Bureau of Statistics; ABARE.
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Paper presented by Timothy L Kelf
Outlook Conference — 1-2 March 2005

China — an Emerging Situation for the Australian Red Meat Industry
Introduction

Emerging markets have generally been seen as opportunities for the Australian red meat
industry. China however, provides us with a quandary — whether, on balance, it
presents us with an opportunity or a threat.

With this in mind, it is important to profile the socio-economic and industry parameters of
the China market. With a population of over 1.3 billion (65 times the size of the
Australian population) the Chinese national market is awesome.

China should not, however, be viewed as a single market, but rather as a collection of
diverse regional markets. China is administratively made up of twenty two (22)
provinces, five (5) autonomous regions and four (4) municipal cities. These become the
starting point in the segmenting of the Chinese market.

Economically, China’s growth over recent years has been impressive — it is currently
around 9% per annum — and this growth is occurring despite the Central Government
attempting to take the heat of the economy.

Whilst incomes across the board are growing, the southern and coastal regions contain
the provinces that are growing the strongest. The northern and western provinces,
which are primarily agricultural, are growing at much slower rates.

This is having an impact on the potential growth in red meat consumption as it is these
poorer northern and western areas where higher levels of red meat consumption
traditionally occur within China.

Economic factors play an important role in consumption patterns. There is substantial
disparity in average incomes between urban and rural areas: the urban average is
A$1200 per annum; in rural areas it is A$350 per annum.

Another factor is the strong economic influence of the young generation in the changing
of consumption patterns. The social impact of the “one child” policy combined with the
new wealth of these young urban workers is having a substantial influence in relation to
changing purchasing priorities across the board — including food.

This generation is more open to new ideas and products and red meat could be a
beneficiary of this new flexibility. Traditionally chicken, pork and seafood have been the
major meat protein sources for the Chinese consumers. Currently red meat consumption
is relatively low. Nationally per capita consumption of beef is around 3kgs and
sheepmeat/goatmeat is between 1.5 — 2 kgs. By comparison pork consumption is
around 20 kgs and poultry is 9 kgs. This new generation has shown a willingness to
consume red meat more readily — especially through fast food chains such as
McDonalds.

Time will tell if this greater propensity to eat red meat can be consolidated as this current
younger generation matures.



Trade factors

On the trade side China’s entry to the WTO has had its benefits as well as its
disadvantages for Australia. It is important to understand that whilst China represents a
consumer market of 1.3 billion, it also has an agricultural sector that involves around 900
million people. China is already a significant exporter of agricultural products and
following joining the WTO has been actively seeking greater access for their agricultural
products in global markets. Australia’s access to this vast consumer market for
agricultural products will be tied to China gaining greater access for their agricultural
products to our market.

Supply and demand in China

It is important to remember that the size of the Chinese cattle, sheep and goat industries
are already substantial. There are for example, over 130 million head of cattle.

However the beef industry in China is highly fragmented, with 78% of cattle being owned
by farmers who own five head or less (40% of cattle are owned by farmers with only one
animal).

The sheep industry is of similar magnitude with a total flock of over 140 million, but
again, 73% of sheep are in flocks of 50 or less (33% are owned by farmers with 5 or
less). There are also over 160 million goats.

This fragmentation - combined with cattle traditionally being considered a “beast of
burden”; and sheep and goats primarily raised for fibore — has resulted in relatively low
meat yields and an unsophisticated meat production sector.

This phenomena is changing however — partly as a result of government policy
initiatives, but also in response to commercial imperatives. The expansion of modern
integrated processing companies has seen a rise in the availability of better quality meat
products. Due to the lack of any national standards there has been the development of
regional and company branding of red meat products.

Many of these operators are also involved in downstream activities, especially “hotpot”
restaurants which are a significant source of demand for red meat in China. As noted
earlier, red meat consumption is still relatively low. If it does not grow substantially, and if
the Chinese red meat sector lifts total productivity, then not only will China be largely self
sufficient in beef, sheep meat and goat meat, but it will potentially become a significant
exporter of these products.

China has already shown a great ability to adjust to market demands and to produce
higher quality agricultural products.

Consumption channels

If China is to provide good opportunities for Australian red meat exporters there is a
need to encourage growth in the total consumption of red meat.

As indicated earlier, the bulk of red meat in China has traditionally been consumed in the
colder northern and north-western regions. The increasing popularity of ‘hotpot’
restaurants is resulting in increased red meat consumption in the central and southern
regions. Increases in wealth and the influence of young urban consumers have also
been significant contributors to this growth.



Meat for in-home consumption has traditionally been sold in “wet” markets, and whilst
this remains the dominant purchasing channel, there is an emerging growth in the
modern retail or supermarket/hypermarket sector with most global retailers investing in
China.

The growth in the number of modern 4-5 star hotels which incorporate western style
restaurants also fuels opportunities to grow per capita consumption of red meat.

Australia — China red meat trade

Australia has been a supplier of beef, lamb, mutton and offals to the China market for a
number of years. Last fiscal year Australia exported around 2000 tonnes of beef, 9000
tones of lamb, 600 tonnes of mutton and 8500 tonnes of offal to China. Primarily the
beef went to the food service sector in western restaurants and fast food chains. Lamb
and mutton also largely ended up in the food service sector, western restaurants and
“hotpot” restaurants. Offals entered the broader consumer market as well as being
supplied to traditional Chinese restaurants.

Direct trade to China has grown substantially since China’s entry in the World Trade
Organisation (WTO). Since China’s entry to the WTO, import duties have fallen
substantially — beef is down from 45% to 12% and sheepmeat is down from 23% to 12%.
However tighter regulations on abattoir certification have impacted on the trade in the
recent times. This issue has largely been resolved but there will be a continuing need to
monitor this area.

Strategy
The key issues facing the Australian red meat industry are:
1. Developments in the Chinese red meat industries
2. Competitor supply sources such as Brazil
3. Changes to red meat consumption in China — nationally and regionally
4

Access conditions to the Chinese market for Australian red meat and livestock
products

Three factors overlay these keys issues:
e Consumer and trade perceptions of Australia and its red meat products

e Our ability to segment the Chinese market into appropriate regional
markets and to identify relevant niche market opportunities

e Australia’s ability tom position itself in the relevant markets in a targeted
and timely manner

It will not be an easy task, but the Australian red meat industries have developed
strategies to respond to all these factors. The strategies are :

1. Develop a strong market access approach through identifying issues and
having mechanisms in place to minimize disruption to trade as well as
optimizing the opportunities for trade expansion.

2. Monitor the developments in the Chiese red meat market ensuring that we
collect timely and comprehensive information that allows us to assess Chinese
industry dynamics. To identify existing and potential competitor supply sources
and assess their likely impact in the market.



3. Implement a market development strategy to ensure that changes in both trade
and consumer behaviour can be acted upon quickly to capture market
opportunities in the short medium and long term.

Australia is well positioned historically and geographically to improve on it’s existing
trade to this exciting market.

In the words of Confucius —

“A journey of a thousand miles begins with a single
step”






quote the potential productivity increases available from genetics as provided by
the Beef CRC:

e 20% beef quality (marbling and tenderness)

10% reduced feed input costs

10% reduced input costs (drench for parasites) and ensuing
increased productivity

10% increased productivity

30% increased productivity of the national herd

Recent research in the Australian Beef Industry has not only identified the crucial
genetic traits in the production of high quality carcases, it has also provided an
accurate methodology for evaluating genetic progress. Estimated breeding
values have been established for key animal and carcase traits, and at present
there are some 17 traits that can be recorded.

Given the range of traits in any animal that are important in terms of the final
market, the Japanese B3 index was developed to meet Japanese market
requirements, whereby various traits were weighted to form an index.
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The red lines indicate the weighting for each trait. Fertility traits (calving ease,
birth weight and days to calving) account for almost 37% of the index. Carcase
traits (600 day weight, retail beef yield and intermuscular fat) account for 47% of
the index. Bigger mature cows are penalised as they eat more.

While such traits relate to individual animals, they can be combined to give a
measure of herd performance. With Breedplan figures it is now possible to
estimate the genetic potential of individual animals. New technology (for
example, Stocktake) allows the genetic progress of a whole herd to be
monitored. Finally, with a goal set as (say) the Japanese B3 index, technology is

! In the application for the CRC “Beef Genetic Technologies” July 2004



now available that indicates a selective joining that maximises herd progress (as
opposed to individual animals) toward that goal®.

Thring has been using the available technology to help maximise genetic
progress. While this has represented a change in traditional breeding practices,
the results are obvious.

The following graph shows changes in carcase traits for the Thring herd:

Genetic Trends - Carcase Traits
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Combining the EBVs into indexes and expressing them as a dollar value gives an
approximation of the effect of genetic gain in real dollars per cow.

The following chart shows the constant increase in average B3 index value of the
cattle in the Thring herd. The rate of increase over the last 5 years has been
$5.75 per cow per year compared to a breed average of $3.90 per cow per year.
While still not the best herd (shown as a diamond in the graph) the progress
towards a profit based objective, in a relatively short time, is very pleasing. In
simple terms, this means an extra $5.75 per animal sold and a result of a
genetically superior animal in terms of market specifications and productivity.
The graph also shows continuos improvement for all recorded cows, the rate of
increase being limited by commercial reality. The Thring commercial herd is now
at least equal to if not superior to, the average B3 index for the Angus seedstock
industry

? TGRM (Total Genetics Resource Management



BTR genetic trends for B3 Index
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Conclusion:

Thring Pastoral Company believes that while price is important, we can never
use it as the basis on which to compete for world markets. Given the range of
social requirements in this country, and the production context of competing
countries, the ability to drive down the costs of production is strictly limited in
relation to our competitors.

However, significant opportunities lie in our ability to provide customers with a
higher quality and more consistent product. The concept of quality will
increasingly relate to factors other than eating quality alone, and while eating
quality will remain as the prerequisite, a range of intangible benefits that relate to
perceptions and beliefs will also add value.



For a production system to be sustainable in economic terms, all members of the
chain must derive benefit, and this is why performance beyond the farm gate is
important, and the requirements of intermediaries such as feedlotters and
processors must be taken into account.

Given the inherent to compete on price alone, a more reliable and consistent
product that better meets the needs of consumers provides an obvious
alternative. As a producer, the improved use of new genetic technology provides
opportunities for not only a higher quality product, but also greater efficiency.





