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meat outlook to 2010-11

propects for beef and veal, pigs and poultry

Frank Drum, Andrew Dickson and John Hogan

> Australian beef production growth and increased supplies in Pacific Rim markets are
forecast to result in lower saleyard prices for Australian beef cattle in 2006-07.

> 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 competi-
tion in Australia’s key export markets.

> Increased competition from major world producers —in key export markets and the
domestic market — is expected to lead to lower Australian pig meat prices and a reduc-
tion 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, albeit at a lower rate of growth as the prices of other meats ease.

Beef and veal

In 199697, beef prices in real terms (2005-06 dollars) were at their lowest level for over
twenty years [since 1975-76). However, since that time the Australian beef industry has expe-
rienced an extraordinary period of growth, driven largely by developments in export markets.
With almost two-hirds of Australian beef production exported (in value terms), developments
in key export markets — and particularly the United States and Japan — will continue to be
critical to the prospects for Australian producers over both the short and medium term.

Between 199697 and 2001-02, the volume of Australian beef exports increased by
almost 25 per cent. Over the same period Australian saleyard prices for cattle increased by
almost 80 per cent in real terms. Not surprisingly, Australian beef consumption fell as higher
cattle prices were translated info higher refail prices for beef.

In 2002-03, cattle saleyard prices declined, reflecting both the impacts of the drought
and developments in key export markets, particularly Japan [(discussed below). This prompted
a relatively quick downturn in Australian consumption. However, with the discovery of BSE
[bovine spongiform encephalopathy or ‘mad cow’ disease) in Canada and the United States
in 2003, demand for Australian beef in the key export markets of Japan and the Republic
of Korea increased significantly, raising catile prices and dampening growth in domestic
demand.

looking forward, the demand for Australian beef on world export markets will continue to
be the main driver for Australia’s beef industry. In this context, the outlook for the Asian beef
market, in particular, will be critical to Australian producers as over 60 per cent of Australia’s
exports are now directed into Asia, as outlined in the boxed section.
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Asian beef markets

Asian beef markets have tradifionally been the main desti-
nafion for a significant proportion of beef exported by
Pacific Rim producers such as Australia and the United
States. Asian markets are particularly important for the
Australian beef industry, with the value of exports to Asia
accounting for around half to more than 60 per cent of
the fotal value of beef exported over the years 1999 to
2003. Following the discovery of BSE in the United States
and Canada in 2003, Australia’s share increased further,
to 65 per cent in 2004.

Japan and Korea are the primary import markets in
Asia, with countries such as Chinese Taipei, Hong Kong
and the Philippines importing relatively lower volumes
of beef. Over the period 2000-03 Japan and Korea
accounted for approximately 80 per cent of all beef
imported by Asian countries, while Chinese Taipei, Hong
Kong and the Philippines accounted for just 15 per cent.

In smaller Asian markets, import growth has been less
pronounced than in Japan and Korea, partly reflecting the

Value of Australian beef exports, by destination

greater consumption of lower priced substitute meats. For
example, in 2001, buffalo meat accounted for around
79 per cent and 62 per cent of the total volume of beef
and buffalo meat imported by Malaysia and the Philip-
pines respectively.

While import growth in some other markets has been
substantial, the small size of those markets is expected
fo limit the scope for any significant increase in import
volumes over the medium ferm.

Around Q0 per cent of all beef imported by Asian coun-
fries is usually sourced from the United States, Australia
and New Zealand. In 2003, the United States supplied
47 per cent of total beef imports in Asia, while Australia
supplied 38 per cent. With the ban on beef imports from
north America in 2003, Australia’s share of Asian beef
imports rose to /0 per cent in 2004.

Singapore, the Philippines and Hong Kong are cur
rently the only Asian countries fo import significant quanti-
fies of beef from South America.

1999 2000 2001 2002 2003 2004
$m $m $m $m $m $m
Asia
Japan 1402 1522 1740 1248 1 390 2261
Korea, Rep. of 210 244 258 339 272 488
Chinese Taipei 125 122 134 153 129 128
Other Asia 147 164 187 191 151 127
Total 1884 2053 2 320 1931 1942 3003
Share of Australia’s total beef exports (%) 62 57 52 47 54 65
North America
United States 827 1208 1715 1 599 1357 1411
Canada 121 145 196 318 115 40
Total Q48 1353 1911 1918 1472 1451
Share of Australia’s total beef exports (%) 31 38 43 46 41 31
Total exports 3024 3580 4493 4135 3611 4 630
Source: Australian Bureau of Statisfics.
Asian beef imports, by country  Shipped weight
2000 2001 2002 2003 2004
kt kt kt kt kt
Japan 719 674 487 576 432
Korea, Rep. of 238 166 292 294 133
Chinese Taipei 61 57 65 72 59
Hong Kong, China 49 47 53 55 51
Philippines 44 30 33 34 36
Malaysia 22 19 21 18 22
Singapore 14 14 16 16 15
Indonesia 16 11 11 12
China 6 4 11 8 3
Total 1152 1028 989 1084 762
Source: Comtrade data, United Nations.
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Asian beef markets  continved

Features of the Asian beef trade

Approximately 7O per cent of Asian beef imports are
traded in frozen form. In the smaller import markets of
Chinese Taipei, China, Malaysia, Singapore, the Philip-
pines, Indonesia and Hong Kong, frozen beef typically
comprises 90 per cent or more of imports. For Korea
the proportion of beef imports that are frozen is similarly
high, although the share of chilled beef has been trending
upwards. Only in Japan, the largest market in Asia, are
significant quantities of chilled beef imported, accounting
for around half of tofal Asian beef imports since 2000.

Most Asian markefs also have a preference for bone-
less beef. Among the small Asian markets, the vast majority
of imported beef is boneless [typically over 90 per cent)
and reflects both the suitability of this product for Asian
cuisine and ifs price, particularly the latter.

Frozen imported beef is also well suited to the tradi-
tional ‘wet'" markets that are sfill the prominent way in
which beef is sold in the small beef importing countries in
Asia. Beef is moved from importers’ cold sfores to the wet
market where it thaws and is sold, predominantly to the
food service sector. Interestingly, even in the small Asian
markets most imported beef is eaten away from home.

Chinese Taipei, Hong Kong and Singapore also
import re\oﬂve\y small quantities of chilled beef, predomi-
nantly boneless. This product is imported mainly to supply
‘western’ hotels and restaurants.

In common with most Asian countries, Jopon imports
mainly boneless cuts of beef, both chilled and frozen;
more than 99 per cent of Japanese beef imports are bone-
less. However, in contrast with the rest of Asia, around half
of Japan's imported beef is high valued chilled product.

In Japan around 60 per cent of all beef is used in
the food service sector (restaurants, cafes and fast food),

Share of Asian beef imports, by product type Share of fofal country imports

while more than 30 per cent is sold in refail outlets for

inhome meals.

While the Japanese import all cuts from the carcass,
cuts from the brisket and ribs as well as from the shoulder
and leg (chuck, clod and round), typically account for
around three quarters of all imported boneless beef. As
price is imporfant in the low end Japanese food service
secfor, the majority of brisket and rib cuts imported are
frozen.

The maijority of boneless shoulder and leg cuts are
traded as chilled product. This reflects their use, not only in
higher end resfaurants in the food service sector, but also
because chilled shoulder and leg cuts are demanded by
refail outlets.

The Korean market for beef is quite different from those
in the rest of Asia. Unlike any other Asian market, the
Koreans import significant quantities of beef with the bone-
in for use in Korean barbeque style dishes; for Korean
barbeque ribs it is necessary to leave a piece of bone
aftached to the meat so it can be clearly identified as rib
meat. Typically, bone-in cuts account for around 55 per
cent of total Korean beef imports with neor|y all of these
cuts imported frozen. There has been some expansion of
imports of chilled bone-in cuts as well as boneless chilled
beef in recent years, albeit from a low base.

In Korea around 65 per cent of all beef is used in the
food service sector, with the remaining 35 per cent sold
in retail outlets. Retail outlets comprise traditional butcher
shops — where locally produced beef is predominantly
sold — as well as hypermarkets, in which both imported
and local beef is markefed. In recent years, consumers
have been increasingly purchasing beef from hypermar-
kets where imported beef is generally thawed and regu-
larly sold at ‘special” discounted prices.

2001 2003
Boneless cuts Bone-in cuts Boneless cuts Bone-in cuts

Chilled Frozen Chilled Frozen Chilled Frozen Chilled Frozen

% % % % % % % %

Japan 47 52 1 47 52 1

Korea, Rep. of 3 43 54 4 4] 3 52
Chinese Taipei % 83 1 7

Hong Kong, China 5 80 15 5 81 14

Philippines 99 1 99 1
Malaysia 6 57 1 36
Indonesia 3 Q4 3
Singapore 13 81 1 5

China 7 Q0 2 1 Q8 1

Sources: Agriculture and Livestock Industries Cor,oorotion, Monthly Statistics, Japan; World Trade Organisation 2005, Integrated Data Base,
, Veterinary Research and Quarantine Service www.kmia.or.kr), 2005.

Brussels; Korea Meat Trade Association Nationa
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Access to all of the world's major beef import markets is fightly restricted, either through
tariffs and quotas or through sanitary and phytosanitary (SPS) measures. A number of market
access liberalisation proposals have been put forward in the context of the current World
Trade Organisation (WTO) multilateral trade reform negotiations. Over the medium fo longer
term liberalisation of market access to major beef import markets will also be crifical to the
prospects for Australian producers (see the second boxed section).

The embargoes on beef from both Canada and the United States in Japan and Korea were
lifted in late 2005 and early 2006. Given this, competition in these markets is expected fo
increase in 2006 and 2007, with Australian beef exports forecast fo ease accordingly. This
is likely fo be the case in both Japan and Korea where demand for Australian beef is expected
to fall following the resumption of frade with the United States, which is assumed to commence
in earnest in mid-20006.

The reentry of Canadian exports to the US market, traditionally Australia’s largest beef
market, coupled with strong competition from Uruguayan beef, is also expected to result in
increased pressure in the US market. With Australian saleyard prices forecast to fall over the
medium term, Australian exports to the United States are projected fo increase to 395 000
tonnes in 2010-11. Importantly, Australia is not expected to fill its allocated quota in the
United States before 20010-11. Australian exports o the Canadian beef market are also
expected to increase over the projection period fo reach pre-2003 levels by 2010-11.

Australian beef exports to Japan reach record levels

Japanese beef consumption grew steadily and rapidly from the late 1960s to peak in 2000.
Strong growth in consumer demand over this period was supported by a decline in the real
retail price of beef, which was being driven down by the strong growth in imports associated
with liberalisation of the Japanese beef market. Between 1975 and 2000 refail beef prices
in Japan fell in real terms by 20 per cent. Over the same period, imports as a share of tofal
consumption rose from 16 per cent to 67 per cent, peaking at 71 per cent in 2001. That the
demand for beef in Japan did not grow more strongly reflects the fact that refail prices for pork
and pouliry meat also declined significantly over this period, and in fact declined relative to
beef.

The discovery of BSE in Japan in September 2001 and the discovery of BSE in the United
States in December 2003, has resulted in a significant drop in both the demand for beef
in Japan and beef imports. While there are positive signs in that the consumption of beef
in Japan rose slightly in 2005, the most recent difficulty with a shipment of beef from the
United States in January 2006 is likely fo reinforce consumer
concerns about the disease free status of imported beef. At Retail meat prices, Japan
this stage it is difficult to determine whether and how quickly
Japanese consumers will regain the ground lost since 2000
and resume the frend increases in beef consumption evident 140
over the past three decades.

Immediately following the discovery of BSE in Japan in 140
2001, beef imports from all suppliers declined markedly.
Total beef imports in 2002 were reduced by almost 28 per
cent. However, following the exclusion of the United States 199 Beef
from the Japanese market in late 2003, Australian beef

Pork

120

beef

exports to Japan quickly bounced back to reach record levels 80 Chicken
in 2004 and 2005.
Australian beef export volumes increased by nearly 41 index_2000-100
per cent to 393 000 tonnes in 2004, and by another 3 1976 1980 1984 1988 1992 1996 2000 2004
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Global beef trade liberalisation

The current pattern of global beef trade is shaped by a
combination of market access barriers, disease status
and differences in supply competitiveness. Consequently,
global beef trade is highly segregated. Brazil, Argentina
and Uruguay are currently all excluded from the high
value Japanese and Korean markets because of concerns
about the presence of foot and mouth disease in these
countries. Brazil and Argentina are also excluded from
the US and Canadian markets, although Uruguay gained
access fo these markets in mid-2003.

The United States, the European Union, Jopan and
Korea are the world's largest beef importers. Together
these countries account for about 65 per cent of world
beef imports. Australia, the United States, New Zealand,
Brazil, Argentina and Uruguay are the world's largest
beef exporters. Brazil, Argentina, Uruguay and Paraguay
are also the four members of the South American free
trade block referred to as Mercosur (or southern market).
The Mercosur countries (excluding Paraguay) together
account for around 40 per cent of world beef exports.
Brazil and Argentina export primarily to the European
Union, the Russian Federation, the Middle East and north
Africa, while Uruguay’s main markets are the United
States and Canada.

Restricted market access

Access to all of the world's major beef import markets
is tightly restricted. The European Union has three tariff
quotas for beef — the high quality "Hillon” beef fariff
quota that is allocated to specific supplying countries and
two global tariff quotas that are open fo all suppliers. For
beef, the above-quota tariffs range from 76 per cent to
142 per cent in ad valorem equivalent.

Currently more than QO per cent of all EU beef imports
are sourced from the Mercosur countries of Brazil, Argen-
tina and Uruguay. These countries not only fill their portions
of the "Hilton" quota and most of the other two global tariff
quotas, but also export substantial quantities of beef af the
high EU above-quota fariffs. This illustrates the significant
cost competitiveness of Brazil, Argentina and Uruguay in
supplying beef to the European market.

The United Stafes has a large tariff quota for beef
that is mainly allocated to specific supplying countries
such as Australia, New Zealand and Uruguay. Australia
and New Zealand have the largest allocation, roughly
387 000 and 213 000 tonnes respectively. Uruguay
has an allocation of around 20 000 tonnes. Argentina
also has a small allocation but is currently excluded from
the US market on the basis of foot and mouth disease
restrictions. Imports fraded within quota are tariff exempt,
while those traded above quota incur a 26.4 per cent
ad valorem tariff.

Since Uruguay gained access to the US market in the
middle of 2003, it has been exporting substantial quanti-

ties of beef above their quota, and hence at the above-
quota fariff of 26.4 per cent. In 2004, the United States
imporfed 128 000 fonnes of beef from Uruguay, nearly
five times more than in the previous year. In the eleven
months to November 2005, this trade is estimated to
have increased again to 160 000 fonnes. In comparison,
Australia and New Zealand rarely export out of quota to
the US market.

The Japanese and Korean markets are protected by
relatively high tariff rates as well as strict disease based
access arrangements. Japan currently applies a 38 per
cent ad valorem tariff on beef imports, while Korea
applies a tariff of 40 per cent.

Market access liberalisation proposals

Recently o number of market access liberalisation
proposals have been put forward, notably by the United
States and the European Union in the context of the World

Trade Organisations current multilateral trade reform nego-

tiations (referred to as the Doha Development Round). The
United States has proposed large tariff reductions with
progressively deeper cuts on higher tariffs. The EU market
access proposal contains smaller tariff reductions than the
US proposal.

Increased market access liberalisation for beef under
both the US and EU proposals can be expected to
increase the value of world beef trade, with most of the
gains expected 1o arise from reducing high above-quota
tariffs in the European Union. Given that Mercosur coun-
fries currently export substantial quantities of their beef
fo the European Union with the high above-quota tariffs,
any reduction in the tariffs will reduce the landed price of
their beef. Consequently, Mercosur countries are likely to
benefit from market access liberalisation in the European
Union.

Similarly, a reduction in the above-quota fariff in the
US market improves the competitiveness of Uruguayan
beef as most of their exports are currently incurring the
above-quota tariff. If Uruguayan beef could be landed in
the United Stafes at even lower prices with an improve-
ment in market access, then exports of Australian beef to
that market could be adversely affected.

However, Australia and the United States would also
gain from improved access to Asian markets, particularly

Japan and Korea. The United States is expected to gain

more from liberalising the Korean beef market given
the preference in Korea for short ribs for use in Korean
barbeque. While Australia would be expected to gain in
both markets, it is likely to experience the greatest gains
from liberalising the Japanese beef market. The continued
exclusion of Brazil, Argentina and Uruguay from these
two important Asian markets will be an important factor in
determining the size of the benefits that accrue to Australia
and the United States.
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per cent in 2005. In 2005, around 405 000 tonnes of

beef were exported to Japan, with an export value of nearly

$2.2 billion. In both 2004 and 2005, Australian exports

accounted for between 85 and 90 per cent of fotal Japanese 1.4

beef imports. 12 Consumption
In response fo strong demand for Australian beef in Japan,

Australian lotfeeders have placed more caffle on feed.

The exclusion of US beef from the Japanese market, which 0.8

accounted for around 45 per cent of total Japanese beef ¢

imports in 2003, resulted in a significant increase in demand 04 Imports

for Australian grain fed beef in Japan. In 2004, the number

of Ausiralian catfle on feed desfined for Japan increased by 02

around 27 per cent, to 1.6 million. In 2005 this increased Mt

by a further 19 per cent to fofal 1.9 million. 1981 1985 1989 1993 1997 2001 2005

Beef consumption and imports, Japan

1.0

Japan-US trade resumption

In forecasting export prices and volumes of Ausfralian beef o~ Japanese beef imports and Australia’s share
Japan, assumptions about the resumption of trade between
Japan and the United Stafes are critical.

On 11 December 2005 Japan and the United States
reached agreement for the United States to resume exports 600
of beef o Japan from catile 20 months of age and younger. 500
However, on 20 January 2006, Japan reimposed the ban 400
on US beef imports following the discovery of specified risk
materials (spinal column] in an airfreight consignment of US
veal. While there is still a degree of uncertainty about the 200
status of the US—Japan trade situation, the current embargois 100
not expected fo be retained for very long. "

700

Japanese total imports

300

Imports from Australia

In preparing this sef of forecasts it is assumed the trade in
beef between the US and Japan will resume by mid-2006. 1981 1985 1989 1993 1997 2001 2005
However, given the lafest disruption and given Australian
producers and exporters are focusing a significant amount of resources toward the Japanese
market (such as marketing by Meat and Livestock Australia), it is expected to take a number of
vears for the United States fo regain the market position it held in 2003.

Nevertheless, with the re-entry of the United States ([and Canada) fo the Japanese market,
retail prices for beef in Japan are expected fo ease. This is also consistent with both the United
States and Australia entering a period of increased supplies. Given this, beef consumption in
Japan is expected to increase with the majority of this increase expected to flow through to
increased import volumes.

Reflecting this outlook, Australian beef exports to Japan are forecast to ease in 200506,
with export prices forecast to decline by around 2 per cent to 325 cents a kilogram. Over
the medium term Australian exports o Japan are projected to fall away, fo total around 300

million tonnes (shipped weight) by 2010-11.

Republic of Korea

In 2004-05, export volumes of Australian beef to Korea, Australia’s third largest export market,
increased significantly, largely because of the implementation of bans on imports of US beef
in that country. Australian export volumes in 2004-05 were nearly 21 per cent higher than

in 2003-04, with record monthly exports of 13 500 tonnes in December 2004. Ausfralian
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beef exports fo Korea continued fo increase in 2005 and are forecast fo total 95 000 tonnes
in 2005-06.

However, Korea's tofal beef imports have declined significantly since 2003, falling from an
estimated 294 000 fonnes to 131 000 fonnes for the year to November 2005.

The Korean market for beef is quite different from those in the rest of Asia. Unlike any other
Asian market, Korea imports significant quantities of beef with the bone in and particularly
short ribs) for use in Korean barbeque style dishes. Before 2003 the United States accounted
for approximately 70 per cent of the Korean beef import market, with over 60 per cent of the
frade being in ribs. In contrast, Australia accounted for 21 per cent of the trade, with only 28
per cent of the frade in ribs.

With the assumed reentry of US beef info the Korean market and increased domestic
production in 2006, Australian beef exports to Korea are forecast to decline relatively sharply
over the short term. In 2005-06, Australian beef exports to Korea are forecast fo fotal 95 000
fonnes [shipped weight).

With an increasing population, higher assumed economic growth, and subsequent
increased per person income, beef consumption in Korea is expected fo trend higher over
the outlook period. However, as with Japan, high prices and consumer concerns about the
safety of imported beef are expected to dampen the outlook over the medium term. Australian
beef exports fo Korea are forecast fo fall to 82 000 tonnes in 2006-07, largely reflecting
the re-entry of the United States to the Korea market. For the remainder of the outlook period,
Australian beef exports to Korea are projected to increase modestly, as lower prices improve
Australia’s competitiveness.

US cattle herd rebuilding

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 implementa-
tion of bans on US beef in major export markets, total US cattle slaughter fell in 2004, with
cow and heifer slaughter falling by 15 per cent and 7 per cent respectively. As discussed in
the latest issue of the US Department of Agriculture’s Livestock, Dairy and Pouliry Outlook, the
impetus for herd rebuilding has remained strong in 2005, with the reopening of the Japanese
market occurring when beef supplies (particularly ‘choice’ beef] are relatively tight. The latest
USDA statistics indicate that US cattle numbers increased again during 2005 and are esti-
mated to have reach 97.1 million in January 20006, an increase of around 2 per cent from
2005. With the low point in the catile cycle now passed, production levels in the United

Stafes are expected fo increase, gaining momentum foward

US cattle inventory the end of the outlook period.

115
110
105
100
95
million

1981 1986

76

The outlook for beef consumption in the United States is
relatively modest. According to USDA stafistics, the estimated
per person consumption of both beef and pork has remained
almost unchanged since 1990. However, over the same
period, per person consumption of chicken has increased by
approximately 40 per cent. Looking forward, an expected
easing in beef prices in the United States will provide some
support for increased beef consumption. However, consumer
concerns about calories, fat and cholesterol, as well as a
strong preference for convenience will be equally, if not more
important. Given this and that US beef production is expected
fo increase over the outlook period, US beef import demand

1991 1996 2001 2006 is forecast to moderate.
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Competition from South America

Another crifical factor for Australia is the emergence of south American producers — and
Uruguay in particular — as genuine competitors in the US beef import market. In 2003 the
United States and Canadian beef markets were reopened to Uruguay following the reinstate-
ment of ‘foot and mouth disease free with vaccination’ status by the Organisation Infernational
des Epizooties (OIE). In 2004 the United States imported around 128 000 fonnes of beef
from Uruguay, nearly five times more than in the previous year. In the first eleven months of
2005 this trade increased again to an estimated 160 000 tonnes. In both 2004 and 2005,
nearly 90 per cent of Uruguay's beef exports o the United States were subject to a 26.4
per cent above-quota fariff. In comparison, all of Australia’s beef exports to the United Stafes
during this period were fariff exempt.

Reflecting the current high prices for Australian beef and the rapid penetration of Uruguay
info the US market, Australian beef export volumes to the United States are forecast fo decline
by 13 percentto 315 000 tonnes in 2005-06, with export prices forecast fo average around
290 cents a kilogram.

Over the medium term, Australian saleyard prices are projected fo ease and Ausfralian
exporters will be better placed fo compete with Uruguay and Canada af that fime. Australian
exports fo the United States are projected fo recover to 395 000 tonnes by 2010-11. Impor-
tantly, Australia is not expected to fill its allocated beef quota before 20010-11.

Australian saleyard prices to ease

Over the second half of 2005, Australian weighted average saleyard prices increased signifi-
cantly year on year, as improved seasonal condifions and increased demand from proces-

Beef and veal outlook

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

Saleyard price a
— nominal Ac/kg 290 320 325 295 275 260 250
—real b Ac/kg 306 329 325 288 262 241 226
Cattle numbers ¢ million 27.5 27.7 28.5 29.3 29.7 29.6 29.1
— beef milion  24.4 24.7 25.5 26.3 26.7 26.6 26.2
Slaughterings ‘000 8779 8 853 8 505 8 675 Q@ 050 Q250 9 520
Production k2033 2162 2 070 2 096 2155 2180 2215
Consumption

per person kg 37.7 37.0 36.7 36.8 37.0 37.3 37.6
Refail price
— nominal Ac/kg 1393 1 449 1487 1495 1 500 1520 1540
—real b Ac/kg 1 469 1491 1487 1459 1428 1411 1395
Export volume d k 860 Q48 888 Q25 Q30 Q37 Q50
- to United States kt 361 363 315 340 360 380 385
— to Japan kt 331 419 390 367 344 308 292
— to Rep. of Korea ki 75 91 95 82 81 84 88
Export value
— nominal A$m 3793 4584 4174 4036 3 892 3707 3614
—real b A$m 4000 4719 4174 3937 3704 3442 3274
Live cattle exports ‘000 578 550 515 611 645 691 727

2010
11z

240
212
28.4
25.4
@835
2 280

37.8

1 560
1379
@85
395
299
Q1

3597
3179
756

a Dressed weight equivalent. b In 2005-06 Australian dollars. € At 31 March on establishments with an esfimated 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 Statisfics; ABARE.
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sors, lot feeders and resfockers supported higher saleyard prices. For the remainder of 2005-
06, export demand for Australian beef is expected to weaken in Japan and Korea in line with
their resumption of frade with the United States. Australian exporters are also expected fo face
increased competition in the United States market, both from competing exporters (Uruguay
and Canada in particular) and domestic US producers. Given these factors, Australian sale-
yard beef prices are expected fo ease in the first half of 2006. Overall, saleyard beef prices
are forecast fo average 325 cents a kilogram in 2005-06, around 2 per cent above the
2004-05 level.

In this context, the timing of when the United States resumes trade with Japan, and how
quickly traded volumes increase, is critical. While the United States is not expected to achieve
pre-2003 export levels before 2010-11, they are expected fo achieve a subsfantial increase
in frade with Japan and Korea in the second half of 2006 and info 2007

As Australian exports to Japan, Korea and the United Stafes are sef to come under increasing
pressure, exports to other markets, such as Canada, as well as markets in south east Asia
are likely to become more important. However, as this switch in export demand away from
the high valued Japanese and Korean markets is set fo occur as both domestic and US beef
supplies increase, Australian saleyard prices are expected to weaken further. Average sale-
yard beef prices are forecast to fall by @ per cent to 295 cents a kilogram in 2006-07 .

Over the medium term, saleyard prices are expected to confinue to ease in line with
increased supplies and increasingly competitive export markefs. In 2010-11, Australian
beef saleyard prices are forecast fo average 212 cents a kilogram in real ferms (2005-06
dollars).

One issue that has not been discussed to this point is the potential for Argentina to gain
access to the US beef import market. Argentina remains ineligible fo ship fresh or frozen beef
to the United States because the country has not maintained foot and mouth disease (FMD)
free status affer a March 2000 outbreak. However, there are growing expectations that
Argentina could achieve free status similar to Uruguay as early as 2008. Competition from
South American producers in high value FMD-ree markets remains a significant risk factor in
the medium and longer term outlook for the Australian beef industry.

Cattle numbers to increase until 2006-07

Reflecting improved seasonal conditions in 2005-06 and herd rebuilding efforts (in response
fo higher prices), Australian cattle numbers have consistently increased since the 2002-03
drought. The Australian cattle herd as at June 2005 was estimated to be approximately 27.7
million. With the continued retention of cows and heifers from slaughter since then, the Austra-
lian cattle herd is forecast fo continue fo increase to 28.5 million by June 2006. However, with
prices forecast fo ease in late 2006 and into 2007, the impetus for continued herd rebuilding
is expected fo ease and slaughter rates increase, largely marking an end to the current cycle.
Catile numbers are projected to peak at 29.7 million in June 2008 before easing to 28.4
million by June 2011.

Over the medium term, beef production is projected to continue fo rise, with the peak in
production expected fo coincide with the end of the outlook period. Australian beef produc-
fion is projected to reach almost 2.3 million tonnes in 2010-11.

Live catfle

Australia’s live cattle export trade is coming under a large degree of pressure from a variety
of sources. These include the appreciation of the Australian dollar (parficularly against the US
dollar, the Indonesian rupiah and the Philippine peso); sirong export demand for Australian
beef and hence higher cattle prices; and strong competition from south American beef and
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Indian buffalo meat in south east Asian export markets. These factors have combined to pull
Australian live catile exports back from the record level achieved in 2002-03. In 2004-05,
live cattle exports totaled 550 000, at an estimated total value of $333 million.

Over the medium term economic growth in south east Asia is projected to moderate from
the 4.8-6.4 per cent growth achieved between 2003 and 2005. Nevertheless, growth in
this region is still assumed to average between 4.6 and 4.9 per cent a year. With an assumed
depreciation of the Australian dollar and reduced catile prices [reflecting weaker demand for
Australian beef in export markets), live catile exports are forecast fo rise over the medium term,

reaching 756 000 by 2010-11.

Pigs

In 2004-05, Australian pig production declined by around 4 per cent, resulting in an 8 per
cent increase in saleyard prices. In the second half of 2005, saleyard prices have continued
to remain high, supported by firm domestic demand and a decline in imports. Imports were
disrupted in the latter half of 2005 because of uncertainly about the implementation of new
quarantine rules for pig meat imports.

For the remainder of 2005-06, saleyard prices for pig meat are expected to ease as
domestic production and imports increase and prices for other meats also ease. Saleyard
prices are forecast to average 240 cents a kilogram. Over the medium term, increased global
pig meat production, partficularly in north America, is projected to result in lower world, and
hence Australian, pig meat saleyard prices.

Feed costs

Feed costs represent the largest single expense in Australian pig meat production, accounting
for around 50-60 per cent of total costs. Consequently, fluctuations in feed prices are critical
to the viability of pig production.

In 2004-05, a rise in feed prices and a decline in the prices received for pig meat resulted
in the rafio of prices to feed costs falling to its lowest level in a decade. More recently, an
excellent winter crop and lower grain prices in Australia in concert with a recovery in sale-
yard prices have resulted in modest improvement in returns fo the industry. However, over
the medium term further reductions in saleyard pig prices are expected fo more than offset
anticipated feed cost reductions, and hence the pig price to feed cost ratio is expected fo ease
over the ouflook period.

Imports growing Australian trade in pork
Ausfralian pig meat imports have increased significantly  Menthly, ended December 2005
in recent years, particularly from Canada and Denmark.

pigs

Frozen uncooked pig meat from Canada has been allowed 8
info Australia since 1990; with imports arriving after 1992 6 Imports
required to be boned before export and processed on arrival 4
in Australia. In addition, uncooked and boned imports from )
Denmark have been allowed into Australia since 1997 under
similar arrangements. With the most recent changes in quar- kt
antine arrangements, the first shipments of pig meat from the -2
United States were received in the latter half of 2004. 4
In 2005, pig meat imports increased by around 23 per 4 Exports
cent relative fo the previous year. In September 2005, the
full federal court ruled that the permits provided to import pig 2000 2001 2002 2003 2004 2005
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poultry
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meat were legal as the level of quarantine risk was acceptably low. Pig meat can therefore
confinue fo be imported to Australia under the established quarantine standards. In 200607,
Australian pig meat imports are forecast fo increase by 3 per cent fo 72 000 tonnes and over
the medium term imports are projected fo continue fo rise to reach 84 000 tonnes in 2010-
11, 20 per cent above the current estimate for 2005-06.

Australian exports falling

The strong Australian dollar and increased competition in key export markets, such as Jopan
and Singapore, have resulted in Australia’s exports fo these markets falling. In 2006-07,
Australian pig meat exports are forecast to decline by 5 per cent to 40 000 tonnes. Over the
medium ferm, increased global competition in key Asian markets, particularly from the United
States, Canada and Brazil, is expected to result in Australian export volumes declining further
over the medium term. In 2010-11, Australia is forecast to export 33 000 tonnes, 21 per cent

below forecast 2005-06 levels.

Poultry

Outbreaks of high pathogenic avian influenza (HPAI or ‘bird flu') in Asia have led to the
disruption of production and exports from a number of key pouliry meat producing nations. In
Japan, the world's second largest pouliry meat importer, total chicken meat imports declined

by around 16 per cent in 2004 to 582 000 tonnes. In the second half of 2004, Japanese

Australian pig and pouliry outlook

Pig meat

Breeding sows

Saleyard price

— nominal

—real a

Slaughterings

Production

Consumption
per person

Imports

— fresh

— preserved

— fofal

Exports b

Retail price

— nominal

—real a

Poultry meat

Production

Consumption
per person

Exports

Retail price

— nominal

—real a

2003 2004 2005 2006 2007 2008 2009 2010

Unit -04 -05 -06 f 07 z -08 z -09 z -10 z -1z
‘000 340 338 335 330 326 323 320 315
Ac/kg 235 253 240 235 230 225 220 210
Ac/kg 248 261 240 229 219 209 199 186
‘000 5591 5339 5300 5200 5130 5050 4990 4950
kt 406 388 380 378 375 370 368 365
kg 22.6 22.1 22.2 22.2 22.2 22.2 22.2 22.3

kt 57.9 79.0 68.0 70.0 72.0 76.0 79.0 82.0
kt 2.5 2.5 2.0 2.0 2.0 2.0 2.0 2.0
kt 60.4 81.5 70.0 72.0 74.0 78.0 81.0 84.0
kt 50.7 43.5 42.0 40.0 38.0 36.0 36.0 33.0

Ac/kg 1028 1071 1103 1136 1170 1205 1241 1278
Ac/kg 1084 1102 1103 1108 1113 1119 1124 1130
kt 732 792 810 825 840 850 865 880

kg 34.7 37.7 38.0 38.3 38.5 38.5 38.8 39.0

kt 19.8 19.8 23.4 24.0 25.0 26.0 27.0 28.0
Ac/kg 379 377 382 386 391 397 402 407
Ac/kg 400 388 382 377 373 368 364 360

a In 2005-06 Australian dollars. b Excludes preserved pig meat. f ABARE forecast. z ABARE projection.
Sources: Australian Bureau of Statistics; ABARE.
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pouliry meat consumption recovered as high prices for other meats (particularly beef) affected
demand for pouliry meat. In 2005, Japan's chicken meat imports are estimated to have
increased by around 19 per cent to 695 000 tfonnes, consistent with levels prior to the
outbreak of Avian influenza in 2003.

With the effects of the 2003 outbreak of Avian flu dissipating, production in key pouliry
producing nations, such as Thailand and Malaysia, are now refurning to levels consistent with
those prior fo the outbreak. Nevertheless, the potential for further outbreaks of Avian flu remains
an important risk factor in the outlook for chicken meat, and indeed for all the mears.

Increased production by Thailand and Malaysia, in addition to increased production in
Brazil, the world’s largest pouliry meat exporter, is expected fo significantly increase competi-
fion in the key Asian import markets. However, with low feed costs (and an assumed modest
easing in the Australian exchange rafe), Australian exports of chicken meat are forecast fo
increase over the shorf term. In 2005-06, pouliry meat exports are forecast to increase fo
23 400 tonnes, and continue to increase, reaching 28 000 tonnes in 2010-11.

In Australia, forecast lower feed grain prices are expected fo contribute to higher domestic
pouliry production in the short term. For 2005-06, production is forecast fo increase fo
810 000 tonnes, increasing by 9 per cent fo 880 000 tonnes by 2010-11. Over the
medium ferm, increased pouliry production will confinue to be driven by firm demand (both in
domestic and export markets| and reduced feed costs.

Australian pouliry meat consumption is projected fo increase moderately to 39 kilograms

per person by 2010-11, around 2.6 per cent higher than in 2005-06.
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