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Foreword

This project is based around the available sheepmeat industry data with the aim of producing a
robust report outcome, and regardless of the veracity of the data or any perceived or real
shortcomingst is a requirement of this report that it references the available data to provide
confidence in the findings.

It is equally important to the success of this project that the opportunity is taken to engage with as
many industry participants as possileS KI @S OF t t SR GKA& O2YLRYSYyld a-:z
and hearing the individual opinions of sheepmeat industry participants whichedlag/to:

1. Reference and check on the data findings,
2. ldentify any unique situations,
3. Provide the opportunity to dagament industry ideas and concerns

While we have heard a variety and range of strongly held views, we have been careful to not get
caught up in the parochialism that can be found in the various market segments.

Additionally, in this report we will exploissues that we identify as worthy of comment, or more
importantly any anomalies observed that may be contrary to the advancement of the Australian
sheepmeat market systems and structures.

We note incompilingthis report, that engagement with processors $iaeen limitedHowever, he
engagement of producers, agents and advisors has been enthushasticeview nowwill provide
insightsthat have the potential to continue the forward momentum of the sheep meat industry.

Naturalindustry evolition and competitive tension between industry participants is viewed by
processors as the method that has generated innovation and improvement to date; they feel this
should be the way forward and industry left to manage this process amenercial setting.

We have observed in almost all discussions a healthy optimism regarding future demand and price
for sheep and lamb. Importantly, the industry has more than its fair share of positive, passionate
participants which bodes well for the fuire.

At producer level, the feeling is that the sheepmeat industry has innovated and responded to the

OKIffSyaS FTNRBY ONRLILAY3I YR KIFra tFNBASte& &adzOOSSRES
There is plenty of evidence of cutting edge technology applied at variousspadithe supply chain.

The innovation at processor level and the advancements in the areas of automation are clear, while

on-farm adoption of technology and science is to be admired.

G L Y LINE @ §evicdigs on-faimyproductivityand market access posiioning the industry to fully
LI NOAOALI GS Ay FdzidzNBE RSYFYR SaLISOAlLIffe F2N)¥ SYS

Maintaining consistent supply of sheep and lambs is vital to ensure ongoing operation of the
processing secteimprove profitability, encourage immvation and reduce operating cosh recent

years sheep processing plants have scaled back their operations or been forced to temporarily shut
production due to sheep shortages.

While some smaller processors who are most exposed to market volatilitydiesed permanently.
The case of the Manildra Meat Company closure at a time of record lamb prices early 2017
demonstrates the effect on processors of market volatility.
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Competition at both a consumable product level and farming enterprise level aresdsatial to
sustainability of the sheepmeat industry. Attracting producers to the sheepmeat production through
viable returns, support and technologi@lvancement is keyndustry and market risks through
increasing competition, price and currency viigt, and a fragmented supply chain are all

challenges for the immediate future.
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Executive Summary

This investigation into the systems and structures of the sheepmeat market was commissioned by

industry research development corporation, Meat and Livektdustralia (MLA), at the request of

peak industry body, Sheep Producers Australia (SPA). The need for this industry situation assessment

was instigated to assist the Australian sheep industry in developing an evitlased policy

response to recommendat2 ya LINPPARSR (2 GKS NBR YSIG AyRdzZAGN
Market Study. It is the objective of this stuttyprovide a foundation document which holds detailed
information on the current situation of the sheepmeat market, enabling the shedysiiny to best

respondtol KS 1/ // Qa NBO2YYSYRIFIGA2ya GKI becattebdd RSOSt 2
beef industries.

This report has been prepared using desktop analysis of relevant information, analysis of market
data that is both publicly avaible or provided by Meat & Livestock Australia and consultation with
industry participants. It was carried out by independent analysts with the guidance of a steering
committee representing the full breadth of the sheepmeat value chain.

This report provide an overview of the sheepmeat industry and current market state and looks at
the drivers for change faced historically, evident now, and likely to come in the future. Difficulties
with engagement and access to some industry participants has also reguttezl postponement of
some key elements to the full report. A full understanding of industry situations from the
perceptions of those on the ground is essential for an accurate and robust asses$hisnt.
investigation ha found that many of the issuescied by the cattle and beef industry are present in
the sheepmeat industry. Howevarnique challenges are also evident that impact on market and
supply chain function.

PAGE| 5 . Strategis !" mecardo
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Key Findings
1 Saleyards are generally efficient, especially the major selling centres
Price discovery starts at the big saleyards
The bigger the saleyard the stronger the price and the lower the price volatility
Smaller saleyards follow the lead of bigger saleyards

Saleyards remain the preferred selling channel

=A =2 =4 4 =

At saleyards, prices rewardqaiuction targeted to preferred weight and fat scores
1 There are structural differences between markets
1 Three distinct market regions exist: Tasmania, S@atstern region and Western Australia
There is a low correlation between market regions
Eastern market are well integrated
There is strong correlation between saleyards within each market
The most correlated markets are those that are within closer proximity of each
other and share the same stock type category
I Western Australia and Tasmania
The evidencesithat WA andfasmaniarmarkets are not integratd with the main
Eastern market
They operate on their own rythmn, with their own price dynamics
The average pricef skins in Western Australia and Tasmaisiat a significant
discount to the soutkeastern narket
WA has a greater proportion ofverthe-hooks (OTH3ales
WA producers perceive a lack of transparency and therefore accuracy of OTH
reports
The relevance of the saleyard pricadgtermining market movemerguggests that
greater insight into OTH ardirect sale prices would improve visibility in Tasmania
and Western Australia.
91 Profitable processors argital to the broader industries sustainability
1 Processing margins are tight, explaining the ongoing demise of smaller operators and the
need in the fiture for large efficient processing plants
Processing is Victorian centvitichdraws livestock from NSW, SA, Vic and Tasmania
Lamb slaughter is steadily increasing while mutton slaughter has declined
Consistent supply is a major challenge for processors
1 Market price reporting is extensivget the collection process requires improvement
1 Saleyard reporting and performance provides transparency and confidence
1 OTH sales reports are less transparent and there is a lack of confidence in these reports by

marketparticipants

PAGE| 6 . Strategis !" mecardo
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While online sales reporting is transparent, comparison analysis with other selling options is
difficult

9 Differences in saleyards vs direct sales pricing are evident

il
1
1
il

In every state, the saleya prices lead the OTH prices

OTH prices move witn a much narrower bad compared to saleyard prices

Victorian OTH and saleyapdices are the most integrated

WA saleyardTrade Lamb price movements demonstrated a weak interdependence with the
Southeastern region.

WA OTH Trade lamb prices to the respextOTH Soutlkeastern state prices shows a
moderate to strong interdependence

Tasmanian OTH returns show very weak correlation scores across the board with all

categories

I OTH assessment transparency and grading is a significant isspeoducers

)l
)l
)l

Thegrading system lacktransparency
Producers have limited confidence in OTH grading system

Producers have a poor understanding of the grading and trimming system

1 Barriers to entry and expansion in the processing sector are limiting market efficiencies

T

1

The stag-barriers across the processing value chain are:
product and market development
livestock procurement
manufacturing skills and capital
sales and distribution infrastructure
customer support
There are industry benefits through further consolidation of ssing
ability to succeed in international markets
ongoing investment in capability and technologies & R&D
reduced unit costs through economies of scale

managing regional supply fluctuations and species diversity

1 The supply chain perspective

T

Processors a focused on efficiency through maximizing plant use hook chain speeds,

retaining intellectual property

1 Producers are focusing on darm productivity and improved efficiency

T tN2OSaaAy3I A& | aO0Syda FyR LBYyyASa 3L YSe
e sategis Bgg mecardo
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1 Project Overview

1.1 ProjectSope

At the request of peak industry council, Sheep Producers Australia (SPA), Meat and Livestock

Australia (MLAhas commissioned this investigative report of the structures and systems in the

Australian sheepmeat markets. This research is required to ensure adoligerstanding of the

supply chain and market. It is also designed to inform and assist the sheep industry in providing an
evidence based policy response to the recommendations advised to be implemented in response to

the Australian Competitonand Con§ 6 NJ / 2 YYAaaAz2yQa o!// /0 [/ F4dGtS
GKS {SyrdS {GFryRAY3I /2YYAGlGSSa 2y wdz2NF £ yR wS3aA
of Market Consolidation on the Red Meat Processing Sector. It is anticipated that this stumby will

dzAi SR (2 LINRPGARS (GKS FTNIYSE2N] F2N LRftAO& RS@OSt 2L
beef specific market recommendations that, if implemented, will have implications for sheepmeat

markets.

The primary objectives of this investigation weoe

1 Identify the supply chain including selling structures between buyers and sellers of sheep and
skins, including the supply chain structure of the Live Export market for sheep.

1 Discover any impediments (perceived or real) to greater market efficisocy, as bottlenecks or
potential distortions at certain points along the supply chasaléyard, processing, skin
production, live export).

1 Describe theurrent carcase pricing and grading methods.

9 Identify structural differences between regions inclugjnbut not limited to: regulatory
frameworks, purchasing protocols, composition and number of buyers, and processing
environment.

Secondary objectives were to:

1 Identify the allocation of commercial risk between sheepmeat producers and huyers

1 Seek inform&on on the share of profits among the sheepmeat production, processing and
retailing sectors throughout varying sheepmeat markets.

This report is designed to provide a detailed industry assessment of the sheepmeat supply chain and
market at its currenttte and to identify issues which may be causing disruption to optimal market
and production activities. It is not in the scopetiois study toidentify causesdeterminedetailed
strategiesor analyse costs for options whielldress the highlighted isssieHowever,
recommendationsre made for further areas of investigation that may benefit the indusfiyy
recommendationsuggested are in no particular order but reflect preliminary review of suitable
optionsand ease of application

1.2 Methodology

This inestigation was conducted throughcambination ofdesktop literature reviewstakeholder
and industry consultatioand quantitativedata analysislt was undertaken irollaboration with
Strategis Partners (SP) to enhance the research.
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Qualitative researttt was used to gather observations from industry participants, based on face to face
interviews with people from production and processing sectors. The aim was to discover what actually
occurs as people in the situation understand it. Consultation withstrgiyparticipants has formed a
major component of this investigation and contributed to the findings. A list of the consultations can
be found in the appendix.

The following methodology was followed to ensure a structured approach is applied and that all
aspects of the brief are met. These items form the basis of our studyattie Milestone
reference points for reporting.

1. Review of previous reports.

A preliminary investigatiowasconducted to firstly establish the current dataidormation
available and the reliance the researcher can have on its accuaiadyelevance

Some caravasneeded here at the outset to focus on the information & reports of key relevance in a
contemporary context. Also; it isseful to put the issue into perspective, namaty analysis of the
extent of the issuel.iteraturereviews of the following key papevgere included:

- Cattle & Beef Market StudyACCC 3/2017
- Assessment of Price Transparency in the Beef Supply ChdiA 3/2015

2. Reported Market Prices

There are sometimes large variations in reported market pricélhis is particularly relevant
between comparabl®©THprices and NLRS Saleyard reports. Thezealmo the regional diversions,
specifically of note is the WATLI/ESTLI divergence at various Tilieseportdentifies any
seasonahnd/or regional differences in market prices.

3. Western Australia sheepmeat supply & price.

Western Australidnas unique supply patterns influenced by seasonality and the effect of live export
activity. This report seeks to identitye impacts of the uniqu&VAsituation on price and processor
efficiency.

4. Direct sales vs saleyards.

As outlined above, there is often a disconnect between quot&iMi g [ A @Sa G201 ! dza G N
the-hooks (OTH)nices and saleyard quotes. While commekaieconfidence is cited as the reason
accurateOTHprices are difficult to obtain, all avenues need to be fully tested to improve reporting

of OTH& direct sales if greater transparency is to be appliohlysis was conducted to identify

correlations andany distinct trends in reported direct sale prices and saleyard price in the various

states.

5. Carcasepricing & grading methods

Confidence in th®©THgrading systenis an issue for the sheepmeat industry; if it is to progress
along the pathway to a SaleabMeat Yield Pricing model then the system of pricing, assessing &
grading must have absolute confidendedustry participants were engaged to source as much
information as possible on the process, pricing system and transparency of carcase grading.

PAGE]| 9
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6. Conpetitive barriers to entry and expansion

The barriers to entry in the processing seat@re identified, includingddressing economies of
scale in processing plants, capital costs as barriers to entry, fluctuating supply favouringltaver
and the exént to which automation technologies favour large plants.

7. Structural differences

The studyanalysedstructural differences in the sheepmeat industry across the regions of Australia
This provides an understandinfthe links and functional integrationgween production systems
and regions on the one hand, and downstream processing and-ealdieg on theother.

Specifically:

9 Cost and value analysis of the sheepmeat value chain; covering production, processing,
transport and distribution;

9 StructureCorduct-Performance (SCP) and Transaction Cost Economics (TCE) frameworks
were usedo analyse the sheepmeat value chain, and structural differences across
l dzZA ONF £ A Q& O NR2dza aKSSLIWSIG YFEN]JSdGaod ¢KS
of how markets prform, why they perform as they do, and what might be the
consequences of alternative patterns of structure and conduct.

PAGE| 10
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2 Review of pevious studies

There have been two significant investigations into the Australian Red Meat Industry which were
deemed & relevant to the Sheepmeat industry and prompted this investigationsd heports have
been reviewed to form part of the desktop analysis of this investigation

i. Cattle & Beef Market StudyACCC 3/2017
i.  Assessment of Price Transparency in the Beef S@@aing MLA 3/2015

2.1 Cattle and Beef Market StudCCC 201

The Australian Competition and Conser Commission market study intioe cattle and beef

industry in Australia was conducted on the back of competition and consumer issues in the sector
that raisedconcerns of market efficiency and efficacy. Key elements of the investigation were
anticompetitivebehaviourat saleyards, misuse of buyer power, unfair distribution of profits in the
supply chain, consolidation in the processing sedsrstated in theeport.

Several separate investigations by the ACCC could not find evidence to prove tlairapétitive
behaviour had been conducted by processor collusion or consolidation in the processing sector.
However, the Beef market study was ahiehighlightseveralissueghat risked damaging
transparency of price reporting and carcase grading, and concerns about conduct affecting the
competitiveness of saleyard auctions.

Concerns were also raisedthis report about the competitiveness of market structuneshe
Australian industrywhich arelikelymirroredin the Shepmeat sector. In particulawere issues of
market concentration and buyer power being favourable to the profitability of processors
drcumstancesvere evidencef processors wittstrongerthan usual bargaining power relative to
producers who were faced with higher costs, discounted carcase prices and difficult trading
conditions.The report also recognised the concern thggregatiorand consolidation in processing
sector could substantily lessen competition.

The report also highlighted that conflicts of interest regularly arise in saleyard transactions from
situations where buyers or agents transact on behalf of multiple parties. Many producers were
found to be unaware when these adties were occurring and left at a competitive disadvantage.

Market structure and empetition dynamics in theheepmeatectorare influenced by similar

factors to those in the beef sector. However, consolidation in the processing sector may not
necessaly cause a shift in power away from producers towards processors as is often feared. This
conceptwill be furtherdiscussedaterin this report.

TheACCd@eterminedthat cattle prices are not sufficiently transparent to provide useful signals for
producers.They identifiedhat significant gaps in reportingxist, specifically beinidpe prices for
paddock sales an@THand saleyard transactiorseinginconsistently reportedThis lack of
transparency weakens price signals that guide production decisioth$nay create information
asymmetries between industry participan®irect sales prices are rarely reported and prices for

OTH transactions only reflect prices offered to producers, rather than the prices paid. These issues
are not specific to the beekstor but, as the analyses provided in this report identifies, are widely
recognised to exist in the sheep sector.

Another issue highlighted wabke grading of cattle.&sting audit systems do not give producers
faith in the integrity of the process nas there an industry wide standard for dispute resolution. This

PAGE| 11 . Strategis !" mecardo
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is a concern considerirte importance of this informatioin determining prices received by
producers.This issue also exists in the sheepmeat processing systawever, the extent of issige

with carcase grading is considered much more significant in the sheepmeat sector because, unlike
the cattle market, sheep are not weighed at the saleyard amdetlis limited scope for the flow of
information back to the producer with regastb gradingand carcase value.

Along with the issues and concerns found in the ACCC study that were marked for further
investigation, the report concluded that a focus on improving transparency across the supply chain
would have significant benefits to the sector.

The following recommendations made by this inquiry are a selection that would likely also be of
benefit to the sheepmeat industry:
i Data collection and reporting should be expanded to cover prices paid for:
a. Direct sales
b. OTHsales, nting that some processarpay prices over and above those quoted on their
price grids
c. Stocksold to the live export market

1 Introduction of objective carcase measurement technology
1 Data produced from objective carcase measurements should be shared for the benefit of the
industry
1 The red meat advisory council should develop a uniform and independent complaints and dispute
resolution process
I The carcase grading and auditing system should be strengthened by:
a. Increased communication and edation about theprocesshy AUSMEAT and
processors
b. Increasing the numbesf random AUSMEAT audits of graalg results and standard trim
c. Publication of audiresults relating to grading and standard trim.

1 Saleyards, commission buyers, auctioneers and agents should provide Mli#fovithationthat
enables regular standardised market reports for each reported saleyard.

Upon initial review of the beef industry situation areport, it is suspected that further
consistencies will be identified as key items and relevant issues by stakeholders aciired tWieat
Industry poth sheep and cattle).

2.2 Assessment of Price Transparency in the Beef SupplyMIb&ia015

The Cattle Council of Australia requested an assessment of the options to increase price
transparency in the beef supply chain which was condilitte Meat& Livestock Australia. The

project aimed to assess whether a lack of price transparency was evident in the beef supply chain
and, if so identify points in the supply chain where greater price transparency is required and
suggest potential options terms of increasing transparency.

The report advised that a single approach solution would not be effective in rectifying issues around
transparency considering the information gaps are predeth horizontally and vertically along the
supply chainThe study reviewed policy and processes implemented in the US cattle market to
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address issues of transparenaljkethose identified in Australia. Mandatory price reporting was
implemented and deemed beneficial to producers though the review acknowletigeés ttlean

transfer of the US system would not be possible in Australia due to the complexity of our production
system. However, some aspects could be implemented to improve price discovery that would have
marginal benefits.

The report outlined six potttial options to increase transparency in Australia. These include:

Mandatory price reporting system

Voluntary price reporting system

Carcase cut out report

Online board including findDTHcarcase selling price

Enhanced MLA and commercial market repagtand intelligence services

other feasible, mechanisms including a detailed map of the beef supply and value chain with
volumes of transactions and regional factors, including live export.

=A =2 =4 =4 4 =4

Small industry benefits could be achieved by improving the ifledtissues through two possible
pathways. Either improved price information over a period of time gives rise to an Australian futures
market for cattle or beef. Or better price information, in combination vather initiatives to instil
confidence in payent systems, results in move towards value based selling/marketing.
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3 The Australiasheepmeaitindustry

This section of the report provides background information of the sheepmeat industry and an
overview of the functions of the sheepmeat market which\pdes context for further
developments in this report.

3.1 Background

¢tKS aKSSLIWSIG AYRddzZAGNER A& AYyGSaINIE (2 1 dzZaGNIfALFC
off-farm value of the sheepmeat industry was estimated at approximately $5.23 hdlitre

national economy in 20147 (Meat & Livestock Australia, 207) ¢ KS Ay Rdza i NBE Q& f | NA S
valueis fromdomestic expenditure, but it is also reliant on a strong position in numerous

international export marketsrigurel summarises the valuef sheepmeat products as they flow

through the supply chain. In total, the industry accounts for approximately 6% of the gross value of
agricultural production and 4% of agriculturaipert income. Not only is it significant to our nation

financially but it is an important attribute to the Australian lifestyle, contributing to our international

image and nations story

Sheep Flock
67.5 Million sheep

Lambs (under 1 year): $21.4 Million
Breeding Ewes (one year and over):
$37.2 Million
Other Sheep & lambs: 58 Million

\ 4

Sheep Slaughterings
31.36 Million sheep

Lambs: $23.13 million
Sheep: $8.13 million

4

Slaughtered production

Lamb: 516,482 Tonnes cwt
Mutton: 196,043 Tonnes cwt

$3.3 billion

A 4

Wholesalers, depots &

traders
v v
Meat exports Meat domestic
Lamb: 241,914 Tonnes swt consumption
$1.77 Billion
Mutton: 147,881 Tonnes swt 244,220 Tonnes cwt
$699 Million . -
Live Export: 1,337,429 head Lamb: $2.3 Billion
5228 Million Mutton: $109 Million

Figurel. Product flows in sheepmeat marketing chain based on 2e1% year (MLA stimates, DAWR, Austraian Bureau
of Statistics, 201p
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Perceptionsof the sheepmeaindustryhave transitioned considerablince the 1980dimited
market opportunities, poor quality and low pricebaracterised the early market and focus was
aligned toother agricultural commaoditiesHistorically, sheepmeairoductionwasa commonby-
productactivity of Merino sheepwvool enterprises It wasoften pairedwith other enterprises such as
grain production or mixed enterprise farnrsthe Sheepvheat belt zoneHowever the industry
underwenta momentous changeith deregulation of wool prices in the 1980and collapse of the
Wool Reserve Price Scheme in 19%hese eventgesulting in low wool prices and significant
numbers leaving thendustry, drove a shift from production ofmutton as a byproduct of the wool
industry toward a focus on quality langooduction. This trend is flected in supply, notably ithe
early 20@swhere lamb slaughter rose to overtake sheep slaughtéroughstrategic planning,
development and industry research and investmenhigh value, thriving industtyas continued to
build. Reductionin trade bariers and tariff rates, improvements in freight and coordinated
marketing initiatives have beegrucialin driving this growth.

The sheepmeat industmgurrently accounts for 32% of dlusinessesvith agricultural activityThe
number of farms producintambs for slaughter has increased since the 1990s, along with the gross
value of lamb production in aggregate on a per farm b&si2Q15-16 there were 31,136 agricultural
businessesvith reported sheep and lami@ustralian Breau of Statistics, 2016Majority of

industry operators are small and meditsized family businessegth less tharb00 slaughter lambs
(Tablel), and while these make up more thad% of producers, they only contribuf®% of

production.
Tablel. Distribution of farms by lamb numbers sold, Australia 2816 (Ashton, et al., 2016)
Number of lambs  Average number of Share of Share of slaughter Share of lamb value of
sold producers (no.) producers (%) lambs sold (%) production (%)

Less than 200 lambs 5700 23 4 3
200 to 500 lambs 7600 31 15 14
500 to 2,000 lambs 9800 40 52 52
2,000 to 4,000 1300 5 19 20
lambs
More than 4,000 300 1 10 11
lambs
All broadacre farms 24700 100 100 100
selling lanbs

l'a gA0K Y2ad ' dz2GOGNIE ALY | INROdZ GdzZNBE AYRdzZAGNASax
share of numbers, in the case of slaughter lambs the top 20% contributes 54% of production.
Approximately 60.0% of industry patipants do not employ any workers, relying only on owner

operators and their family to carry out labour functiofiBIS, 2017)
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3.2 Sheepneat poduction
Sheep production can be classified into several different flock operatinodéls

1 Selfreplacingflocks make up majority of the national flock and are characterised by breeding
systems where the only movements in an individual operation are stud rams onto the property
and cull for age rams and ewes and surplus young sheep €tegg lambs) off the property.
These flocks have traditionally been Merino based; however, a strong trend is evolving based on
the New Zealand prime lamb production model of using composite ewes. These flocks are using
specific genetics to not only prodeiprime lambs for sale, but also a composite ewe lamb for self
replacement.

1 Wether based systemsexist where wethers represent more than 50% of opening and closing
sheep numbersin this systemeplacement wethers are purchased with CFA wethers sold.

1 Cross Bred systemexist where cross bred ewes represent more than 30% of ewes mated.
Replacement ewes apurchased withall young sheepold as lambgHassall & Associates, 2006)

Many production systems are built on a combioatof the above flock structure€lear trends
develop over time in response &hort termchanges in market demand and climags well as long
term, reflecting industry change

Prime lamb production in Australia is still considered tgbedominantly® LILJ2 NJi dzy Nfie® o6 & SR
is, the majority of farming systems that produce lamb or sheep operate their systengside

alternative farming enterprises such as broadacre croppihgs production of lambs is highly

dependent onother agricultural markets rad the returns from alternative uses of land and available

feed. This is unlike the industry Mew Zealangdwhere majority of agricultural enterprises producing
sheepmeato so agheir primary enterprise.

It is noted that this appears to be changingpd returns from prime lambs and disenchantment

GAOUK (GKS ¢g22f AYRddZZAGONER A& LRAAGAZ2YAY3I GKS &KSSLN
producers Figure2 provides evidence of this, showing the decline in pleecentage of merino wool

as a proportion of total wool volumes@inlycrossbredypes). The growth of specialist farm

advisors aiding lamb producers is likely to continue this growing trend, while any future retracement

of wool prices will also provideifther momentum.

percentage
05% Merino

o //V\\‘\—\
85% \_\
80%

75%

0% —r——— T T T

—_—_— o — —

Source: AWE

x

Figure2. Percemage Merino of clean wool sales at auction
Various degrees of specialisation are present across the sheepmeat industrioplevel
producers, and by definition the larger producers who are growing their business, are now engaging

PAGE| 16

. Strategis !" mecardo

Partners EXPERT MARKET ANALYSIS



E.STK.180Bheepmeat market structures and systems investigation

in highly advanced breeding and management gicas, in many cases aided by advisors who have
assisted them to identify the key drivers of success, and to assist in the measuring of progress at the
farm level. These advisors perform a similar role to the agronomist in a cropping business.

G Xwe have sven years of production data and knewactlywhen the lambs will be ready sell and
gKI G 6SAIKE GKS8 gAftt 0SS XXé& aod/ o

In Victoria especially, thimanagements aided by the Electronic Identification (EID) taggivith
progressive producers adopting tieéectronic reading of tags to manage measurement data and
directly import this into computer calculating and farm benchmarking programs. Producers in other
statesalsoidentify thatincreaseddentification of individual shees the mechanism to drive new
advancements, continuous improvement and innovation on fdmplementation of the National
Livestock Identification System (NLIS) has improved the tracking of livestock throughout the supply
chain. All sheep are tagged with a Property Identification GBdE) before leaving their property
which means they can be traced on sale. Mob based movements are also recorded in the NLIS
database. This information has not only improved biosecurity for the industry but has provided
useful information on characteriss of the Australian supply chain which is further analysed in this
report.

Operations that focus on prime lamb production as their preliminary enterprise generally have
management and marketing systems in place tiirate productivity gainsgenerate pofit and best
meetthe consumer requirements. Demographic of the flock, specifications of the individual animal
traits and the marketing methods used are important technical aspects of the production system
which determine the market segment and returiidere is an urgency by producers to maintain a
model of continuous improvement, with a focus on fertility, lamb survivability, weight gain, feed
conversion, optimal turnoff specifications and meeting market requirements.

Alevel of general frustration is t&by these producers. They feel they are not seeing the same rate
of innovation in the sales system as is evolving in their production system. Specifically, they are
critical of the market signals conveyed around customer requirements. For some tintagsage

of specific fat and weight requirements have been conveyed via buyers and the wider industry,
however at market level they sabat in peak demand there is little evidence of any disadvantage
for lambs that are clearly ovéat.

3.3 Marketing of sheefor meat products

Compared tmther agricultural commodities, there is a wide variety of target market segments for
sheepmeat in Australidriven by ongoing improvements in the processing and live export sectors,
producers can have a degree of confidemntéhis respecthat they will be able to access a market
regardless of the type or quality of their turn off and regardless of any forced sales resulting from
seasonal impact.

The market segment@re divided, mainly ooarcasecharacteristics and age tife animal, which

vary according to the ehconsumes requirementgFigure3 & Table2). Producers are encouraged

to understand the preferred specifications of their target markets to ensure best sapplyeturns.
Marketing strategies must manage timing of operations, flock demographic, animal carcase traits,
sale timing andellingmethod.

Carcase quality is a result of animal nutrition, genetic merit for muscle and leanness of the breeding
flock andsex. The skins are also a valuable product of sheepmeat production, contributing anywhere
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from 5 to 20% of the value paid for lambs and shé®pstralian Wool Innovation & Meat and

Livestock Australia, 2011)

Specifications

Category

4-6 months

Liveweight 35kg

Estimated growth rate 200 g/day
#3-3.5 months

sLiveweight 33 kg
+Estimated growth rate 300 g/day

Weaned

Liveweight 40ks
Estimated growth rate 200g/day
Hot standard carcase weight 18k

Unweaned
{4 months)

*Liveweight 45kg
sEstimated growth rate 150g/day
*Hot standard carcase welght 20kg

Liveweizht 45kg
Estimated growth rate 150g/day
Hot standard carcase weight 20kg

Liveweight 47kg
Estimated growth rate 150g/day
Hot standard carcase weight 20kz

Merino
(11 months)

Market Segment

Store lamb

Feeder

Domestic
Supermarket

Heavy Export

Meat Export

Figure3. Key features of market categorigéwustralian Wool Innovation & Meat and

Livestock Australia, 2011)

Table2. Potentialmarkets and specifications for sheepmeghustralian Wool Innovation & Meat and Livestock

Australia, 2011)

Market segment Carcase weight Preferred Comment
(kg) fat score

Domesticlamb

Supermaket 18¢ 22 2and 3 Second Crogweferred

Food service 20¢ 25 2and 3 Lean and high yielding preferred

Other domestic Variable 2t04 Range of lamb types depending of end us:
requirements

Exportlamb

Heavy Export 20¢ 30 2t04 North America foprime cuts. Large volume
markets for lower value cuts

Light Export 10-16 2 Majority Middle Easternmarkets

YIiFeQ Yl 35¢41 Iwt Market is for lambs (@2 months). Entire

Domestic sheepmeat
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Manufacuring 17-21 1to3 For manufactured meat products

Retail Hoggets sold through meat retailers

Food service Cuts used in Asian and Middle Eastern sty
restaurants.

Export sheepmeat

Heavy Export 20+ 2t04 Heavy carcase weights preferred

Light Eport 14-16 lto2 Lightweight, lean carcases

Live Sheep 50+ Iwt Wethers more than 50 klive weight

3.4 The Australian sheep flock

The National flock was estimated at 67,543,092 head in June 2016, with combined outpeit to th
sheepmeat and wool industries\s can be seen Figure4, the flock has been sitting at historically
low levels sincéhe record low 02010 The suspension of the Wool Reserve Price Scheme in 1990
was the catalyst for the severe decline mesp number between these two periods in time.

Million head

VA A

T W N\

110 / \\"

W\ (W
\

70

- - Y ¥~ Y Y ¥ = ©~ >

Source: ABS

Figure4. Australian &eep flock

Figure5 shows a rolling 1:2nonth sheep offtake which is a combination of sheep sold to abattoirs,

live exportand the change in the lamb offtake expressed as gution of the flock size. The

Australian flock size is overlaid on the graph and the shaded areas denote times when the sheep

offtake is at low levels, consistent with an expansion in the flock. This sheep offtake is currently in
expansionary phase. 204& has been a period of low offtake, however, In July and August this year

sheep offtake has again shot up to levels consistent with downward pressure on the flock size
becauseoRNE O2y RAUGA2ya 2y GKS 91l ad O2! rthemextfew¥f 201 W
years at slow pace, with real expansion dependent on seasonal conditions.
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Early indicator sheep offtake

Sheep offtake {12 mths] % fock

Sheep offtaks kess than 10.5%

——Hodk 5

——Annualised sheep sales - snoothed by 3
manths

&0 — T T T T T T T T T T ||||||49‘-

/\"ﬁﬁ“t\“f\“‘?&*’?#é‘@_gﬁis’?“?"a _"',@'ﬁ’!ﬁ‘* S

Fol el @ W T S & o e g ‘*‘ & r&“vﬂ‘w
Manth

Figureb. Sheep offtake over a ralhg 12month period since 1973Woods, 2017)

The distribution of the Australian flock has also transitioned over time. Sheep are mainly restricted

to southern temperate regions of Australia, with production bub southwest Western Australian,
a2dziK 6SaidSNYy AO0G2NALF YR &a42dziKSNY DbSg { 2dziK
Australian flock has expanded, while the share of Queensland and New South Wales has been
retracting for some timeKigure6).

100%
90%
80%
70%

60%

50%
40%
30%
20%
10%
0%
0 [To R 0w 0 0w [T} 0 0w '}
@ o 9 = o @ = re] © o~ @ @ 9 =
@D o & o O @ > O o o o] ® O o
- - - - - - - - - = - - ® «
New South Wales m Queensland South Australia
m Tasmania = Victoria = Western Australia

Figure6. Percentage of total flock in each State

The breed structure of the flock is also a good reflection of how the sheepmeat industry has
developed over time. The growing number of meat producers has seen an increase in the number of
Merino ewes mated tmon-Merino sires and rise in nelerino breeds including dual purpose,
shedding, pure meat and composites. In addition to this, over the last 15 years there has been a
decline in the wether portion of the flock.
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Table3. Lamb andsheep flock 15/1§Australian Bureau of Statistics, 2016)

Lambs (under 1 year) Breeding ewes (1 year and over) All other Total sheep &lambs

Australia 21,358,699 37,181,862 9,002,530 67,543,092
NSW 8,229,800 14,603,848 3,134,545 25,968,194
QLD 354,785 1,043,074 416,923 1,814,782
VIC 3,881,242 7,284,324 1,899,177 13,064,743
SA 3,838,084 5,794,028 1,112,050 10,744,162
WA 4,503,058 7,260,852 2,097,832 13,861,742
TAS 543,629 1,168,434 332,337 2,044,400
ACT 8,102 27,303 9,665 45,069

35 1 dzZAUONF Al Qad R2YS&aGAO YINLSG F2NIEIl YO

3.5.1 Supply
In the last three years, attractive prices haviggeredan increase in lamb slaughtétigure?).
Analysing the relative slaughter numbers for lamb and sheepgints a divergenceeginningin
2000(Figure9). At this time, annual lamb slaughter rose above sheep slaughter and has remained
significantlyhigher sinceThe decline in the sheep flock and the need to retain ewes to increase
lamb supply has resulted axdecrease in the number of sheep available for slaughter

Head (000's) Head (000's)
2500 3,000
—— Sheep slaughter
2000 2,500 ——12 per. Mov. Avg. (Sheep slaughter)
l I 2,000
1500 Wl
1,500 -
1000 +—+
1,000 -
500 —Lamb slaughter
1 Mov. A 500 H—
per. Mov. Avg. (Lamb slaughter)
0 T T T o+
O T O OO NTUMNMDT MO O DO NT ©QNQ «—M M T OOONTQOONTOMNDT O WIE®D—MW
I~ I IS -0 0 W wOMW DM DO OO0 000 — — e I I 00 0 0 0 0D DO O OO O — «—
S323BFESE32FBERRRRERRR S33283E5033E323RERERRRER
Source: ABS, MLA, ACA Source: ABS, MLA, ACA
Figure7. Australian monthly lamb slaghter Figure8. Australian monthly sheep slaughter
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Head (000's)
3000

= |amb slaughter

2500 Mov. Avg. ]
- Sheep slaughter
| Mov. Avg.

2000

1500 \ .
500 ) V - "\\ ’/\

Source: ABS, MLA, ACA

Figure9. Average slaughter of lamb and sheep

Slaughter levelaloneare not the only characteristic of production in the sheepmeat market that
should beused to indicate industry healttAveragecarcasewneights are also exposed to seasonality
trends, due to high dependence on climate, feed availability and grain pFigprgel0 shows the
variabilityof averagdamb carcasewneights that can be experienced year on ysabject to
seasonality An investigation of thelifference between slaughter aral’eragecarcasewneight, can
providea goodindicationof the performance of lamb and sheep producers over tikesucha
decline in slaughter coupled with an increase in aveaeasaveights can indicatgreater
productivity.

Change kg cwt/head
10% 24
8% 23
6% 22
A%, 1] 1 I Jn 21 Ad l.
0% o AW
0, -
2% | Y 18 ) )
4% 17 ARy l
| l{ t
6% ! /
16
_89,
8% 15
-10%
8588388588¢gz¢g2¢y " ‘
S5 & 6 6 5 3 o ] uel Vv o O o) QU o
SESRE8SRS8R838RRE I I P g QG
mmmYear-on-year change  ——3-month mov.avg. — i —_—12-
Source: ABS y g ¢ Source: ABS East coast lamb weight 12-month mov.avg

Figurel0. Year on year monthly changa lamb carcase  Figurell. Long term East Coast lamb carcase weights

The yield per animal has besteadilyrising since the 198(0#wustralian Bureau of Statistics, 2016)
As can be seen frigurell, the averagecarcaeweight for east coast lambs is seasonally
changeablebut reflects a marked increase in productivity over timiiistrend is in line with the
growing focus on production of prime lambthe sheep industry has shifted away from its focus on
Merino woolproduction.

Criticism for the Australian sheep industry has centered on the disadvantage to sheepmeat
productivity that hasoccurred fom thedomination of Merino breeds. Standacdrcaseattributes of

the Merino arenot seen agavorably for meat producton as crosdreeds, with the Merino selection
focusedgenerally orwool traits. There has been substantial investment to research and
development which have improved the genetics, breegfagd conversion ratiand flock
managemenbf Australian sheep begls used irmeat enterprises (particularly prime lamib.
recenttimes,we are also seeing a greater focus on meat traits in Merino models; this is in response
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to improved returns for sheepmeat saless shown irkFigurel?2, fine wool premiums since 2000
have been disappointing (with the exception28f11 andhe last 12 months), this has resulted in a
more holistic approach to breeding Merino sheep with a greater emphasis on meat traits.

1000 ¢/kg clean

900
800
700 a -
600 2

500 | A -
400 [

300 ANV [
200 \ L
100 FLAWE. BT A VE. | W S

0 } t } t }
2006 2008 2010 2012 2014 2016

Source: AWEX

Figurel2. Fine wool premiums 18 vs 21 MPG

Further contributing to this move inrbeding focus, thédongterm discount for Merino lamb when
compared to trade lamb prices has been declir(ffigurel3). This is likely for two reasons. Firstly,
the increasingdemand for lamb hadrivenbuyers oo Merino lambsand secondly this increased
focus has encouraged Merino breeders to invest in producing lambs suitable for slaughter.

160%

140%

120%

100%

80% |

60% || —

40% i

20% |- o e ETEE

0%

-20%
2002 2004 2006 2008 2010 2012 2014 2016

Source: MLA's NLRS

Figure1l3.Long term trade lamb to merino lamb spread

Sheep and lamb production attributes to approximatefy2of total red meat produced in Australia
in 2016 Tabled). The tonnes of lamb meat produced has increased since 2012, while mutton has
experienced greater fluctuation. Considering the greater volatility in sheep slaudtiger€8) this is
unsurprising.
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Table4. Tonnes ofneat production Australiacalendar yearAustralian Bureau of Statistics, 2017)

Meat 2012 2013 2014 2015 2016
Beef 2,113131 2,318700 2553805 2,513899 2,10,0851
Veal 38,900 40,363 41,345 32,920 24,202
Lamb 443492 469,893 486,465 508570 515950
Mutton 139232 216,637 233992 201,920 169,868
Pigs 351,901 360,742 362,950 373494 386,094
Total 3,088668 3,408348 3,680571 3,632818 3,198981
3.5.2 Demand

Over the last 50 years, dza i Nitedt dohsOrdption pattern has changed signifitabetween the

meat types Thiscan berelatedto achange in consumer taste as well as some supply side

regulations such as trade restrictioand change in meat classifications.2055-16! dza G NI f A | Q&
domestic consumption of lamb wa27,790tonnes cwt(ABS, DAWR & MLA estimate’sy such we

arethe third largest consumers of sheepmeat in the wavith 9.5kgper capitaconsumption in

2015-16 (Figurel4).

Figurel4. Per capitaconsumption of meat in Australia, five meat types, 1962016

However, consumption of sheepmeat faces challenges from social$aa$sociated with

production and consumption practices, including environmental consciousness, animal welfare
concerns, health and nutrition awareness, religion and increasing competition from pork and chicken
(Meat & Livestoclustralia, 2017)The retail prices of all five meat types has steadilyeiased over

the last 50 years whilbeef, lamb and mutton prices increasedfaster ratesthan the prices

increase of chicken and pork.

In terms of market share, chicken andrkdave increasd their share by 3 and 2 times respectively
in the last 50 yearst the expense of beef, lamb and muttdWidening price spreads between red
meat and cheaper proteins (poultry and pork) have been the driving caeeprice spread
betweenretail beef and lamb meat is significantly more volatile year on year than that of poultry
and lamb(Figurel5 & Figurel6). Considering poultry prices have remained qutablesince 2000,
the risingprice of lamb has widened the gap between the two me&swhile lamb, mutton and
beef are more readily interchanged based on price at the supermarket, the trend towards
consumption of cheaper protein meats (chicken and pork) over beethadpmeateflect a
changingdemandlargelybased on the longer term widenirgice gap.
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