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This document is an update to Meat & Livestock Australia’s Australian Lamb and Sheep Industry

Projections, released in January 2013. This should be read in conjunction with the January document, as

this update will focus on the alterations to the outlook since the release of the original 2013 projections.

1. Overview

From wet to dry, high to low, the Australian lamb
and sheep industry in 2012-13 once again
highlighted the influence of the season upon
production, prices and turnoff rates. Matching the
surge of supply in 2012-13 was a continuation in
the robust demand for Australian lamb and mutton
in overseas markets, with records broken to many
nations throughout the past twelve months, even
though the A$ remained an impediment for much of
this time.

For the coming 2013-14 season, the general
demand outlook for the industry is positive, framed
by the recent decline in the A$, which will only
accentuate the robust demand, fuelled by growth to

China, the Middle East and slow recovery to the US.

On the production side of the equation, the most
recent three month rainfall outlook from the
Australian Bureau of Meteorology points to an
increased chance for above median falls between
August and October 2013 - which, given the
prevalence of spring lambing, will be a huge
determinant upon producer decision-making and
the lamb supply for the coming year.

Given the run of wet years in 2010, 2011 and the
first half of 2012, the long-term decline in the
Australian sheep flock halted, with steady growth
registered for the two years up to 30 June 2012.
However, a very disappointing 2012-13 across
almost all lamb producing regions brought a halt to
the flock rebuilding, and a small decline in the
national flock, as producers had little choice but to
turn off more lambs and sheep.

After a very poor 2012 winter, the spring failed
across most lamb producing regions of Australia,
with increased turnoff rates, and a sustained supply
surge commencing through late September and
October. With very hot and dry conditions the norm
throughout the final months of 2012 and early 2013,
pastures deteriorated, driving turnoff rates and

production to near record levels, with very limited
restocker and feeder demand. The very tight feed
conditions stretched well into autumn 2013, with
the first relief showing in late May, as the autumn
break finally eventuated. Fortunately for producers,
the wet conditions continued into June and July,
with many sheep producing regions in eastern
Australia registering a wet first two months of
winter, which has also generally seen milder
temperatures, drastically improving the sentiment
heading into spring 2013.

Figure 1
Australian rainfall analysis July 2012 - June 2013

Adelaide'

Legend

Highest on record

Melbourne

@Hnban

Very much above average
Above average

Average

Below average

Very much below average
Lowest on record

Source: Bureau of Meteorology

In the wake of the very tough season, national lamb
slaughter for 2012-13 reached 21.1 million head -
the highest fiscal year level since 1971-72 and
almost 2.25 million more lambs slaughtered than in
the previous year (18.9 million head). The large
increase was a clear illustration of the intention of
producers in a wet 2011-12 year to retain ewe
lambs and expand numbers, compared to the
limited options and higher turnoff through the very
dry 2012-13 production year.
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Facilitating the large throughput of lambs in 2012-
13 was also the higher ewe flock and better
breeding conditions in the previous year, which
ensured the supply of lambs and sheep would be
higher in 2012-13.

Figure 2
Australian lamb slaughter - fiscal year
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With the poorer breeding season in 2012-13, the
available supply of lambs into the second half of
2013 and 2014 is forecast to be smaller, with the
tightest supply period, given the latest seasonal
outlook, anticipated for the first quarter of 2014.
This is expected to put upward pressure on prices,
but to exactly what level, will be crucially
dependent upon the volume of lambs that come to
the market throughout the 2013 spring (which is
again dependent upon seasonal conditions), when
the bulk of new season lambs tend to appear.

Also reflecting a combination of the tough
seasonal conditions through 2012-13 and the
gradual build-up of the national ewe flock in the
previous wet years, national sheep slaughter in
2012-13 increased 58% year-on-year, to 8.1 million
head. This was almost 3 million head above the
previous year (5.175 million head) and the highest
fiscal year number since 2008-09.

As stated in the January edition of the projections,
the outlook for the live sheep industry continues to
be framed by the requirements of the ESCAS
system, along with the available supply of suitable
stock, especially out of WA.

While the record volume of lamb that has been
shipped so far in 2013 has been facilitated by the
surge in supply, the long term outlook for Australian
lamb still looks bright. This has been enhanced in
recent months, with the very welcome depreciation
of the A$ to around 90US¢, combined with the
expectation of a sharp drop in NZ lamb supplies for
the remainder of 2013 and into 2014. Given the
dominance of Australian and NZ lamb in the export
arena, the combination of reduced NZ competition
and lower A$ is expected to fuel demand and
export returns for Australian lamb - likely to benefit
the entire supply chain.

Figure 3
AS$ against US$
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In summary, the forecast for the Australian lamb
industry remains positive heading into the second
half of 2013 and towards 2014, enhanced by the
likely price benefits to be delivered by the
improvements in export competitiveness. Also
assisting price prospects, is the expectation of
fewer lambs for slaughter in 2013-14, framed by an
anticipated improvement in seasonal conditions for
the second half of 2013 and the recent poorer
breeding season (due to dry conditions in late
2012 and the first half of 2013). The main reduction
in lamb supplies is anticipated for the first quarter
of 2014. However, it will be spring rainfall, the
impact of producer breeding decisions and prices
that will ultimately determine when the bulk of
lambs come to market, and when the tightening in

supplies will occur.
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Figure 4

Australian rainfall outlook — chance of exceeding
the median rainfall - August to October 2013
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2. Lamb and sheep incomes

Average total farm cash income for slaughter lamb
producing farms in 2012-13 is estimated to have
declined by 19% to $139,000 per farm, according to
the latest ABARES Australian lamb: Financial
performance of slaughter lamb producing farms 2011-
12 to 2012-13. Although down considerably on 2011-
12, the result for 2012-13 is still estimated to be 13%
above the 10-year average. The recently released
report clearly highlights the impact of lower prices and
tougher seasonal conditions during 2012-13.

Slaughter lamb producers were defined in the
ABARES report as those farms that sell more than
200 lambs per year. Within the classification of
slaughter lamb producers, farms were further
separated into categories based on production and
lamb sales. Small-scale farms were classified by
producing 200 to 500 lambs sold to slaughter,
medium-scale 500 to 1,000, large-scale farms 1,000
to 2,000 and very large farms more than 2,000
lambs, sold for slaughter. Specialist slaughter lamb
producers were defined as those who, on average,
earned more than 20% of farm receipts from the
sale of lambs for slaughter for the three-year period
ending in 2012-13.

For 2012-13, the growth in the number of lambs
sold was estimated to be more than offset by a
decrease in average lamb prices. According to
ABARES, in the past year, the average price of
lambs sold for slaughter was estimated to be 25%
lower, on the back of increased supply at lower
finished weights. As a result, average receipts from
lamb sales were estimated to have declined by 22%
on the previous year, to $80,000 per farm. Lower
prices also offset a larger number of adult sheep
sold in 2012-13, with adult sheep receipts per farm
averaging $26,000 - down 34% on 2011-12.

Figure 5
Australian lamb prices
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In contrast, crops were reportedly estimated to
make up 54% of total cash receipts of slaughter
lamb producing businesses (650 ha sown to crop),
at $303,000 per farm in 2012-13 — an increase of
5% on 2011-12. Along with lamb, beef cattle and
wool sales were also forecast to finish 2012-13
below 2011-12 levels, at $52,000 per farm and
$68,000 per farm, respectively.

On average, specialist slaughter lamb producers
were estimated to have performed poorer than
other producers in 2012-13, generally due to overall
farming operations being smaller. However, the
smaller area sown to crop (170 ha per farm) had a
large influence on the bottom line, with crop
receipts estimated to account for only 27% of total
cash receipts (compared to 54% for other
producers). As a result, the farm cash income for
specialist lamb producers is estimated to have
declined by around 19%, to average $62,000 per
farm - 9% below the 10-year average.
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Figure 6
Australian slaughter lamb farm income
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Over the past three years, very large-scale
producers have generated an average rate of return
excluding capital appreciation of 4.3%. Although
lower than the three-year average, very large-scale
slaughter lamb producers are expected to continue
to register the highest rate of return of all slaughter
lamb producers, excluding capital appreciation in
2012-13, with large producers averaging 2.6%,
medium producers 1.3% and small producers
averaging 0.6%, excluding capital appreciation.

3. Sheep flock

Historically, the size of the Australian sheep flock
has been very reactive to seasonal conditions, with
a clear trend of declining numbers in dry years and
flock growth in wetter years. After recording the
lowest population in over a century in 2010 (70.1
million head), on the back of a lengthy dry spell
since 2005, the Australian sheep flock grew to 73.1
million and 74.7 million head, as at 30 June 2011
and 2012, respectively, following back-to-back wet
years (ABS).

Producer ewe flock intentions collected in the MLA
and AWI sheepmeat and wool surveys for the past
three years (June 2010 to June 2013) clearly
illustrates producer sentiment during this period,
with a large proportion intending to rebuild ewe
flocks throughout 2010-11 and 2011-12. In
contrast, the return to drier conditions in mid-2012,
across most sheep producing regions, resulted in
producer intentions changing dramatically; with a
lower proportion of producers intending to increase
and a higher percentage of producers intending to

reduce flock numbers. A late autumn break seen
across most sheep producing areas was
represented in June 2013 ewe flock intentions, with
those intending to maintain their current ewe flock
for next year the highest seen so far.

Figure 7
Australian sheep flock
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The period from mid-2012 to mid-2013 saw the rapid
deterioration of pasture conditions, along with the
ability for producers to support the higher stocking
rates established during the wetter years. As a result,
many producers had little choice but to increase the
sale of breeding stock — with a large proportion of
the turnoff being older ewes kept to take advantage
of the previous wet years. Lamb growth rates also
suffered due to the poor seasonal conditions, forcing
many producers to forego finishing activities.

Due to the higher sheep and lamb slaughter for
2012-2013, combined with the recent changes in
producer sentiment, MLA estimates the national
sheep flock will have declined 1.1%, to 73.9 million
head as at 30 June 2013.

However, widespread rainfall through winter,
coupled with mild temperatures, has seen pastures
and crops perform much better than expected over
winter. The wet winter, combined with a positive
rainfall outlook for spring and higher lamb prices in
June and July is expected to increase producer
sentiment and see flock rebuilding intentions
increase into 2013-14.

Under the assumption of better seasonal conditions
in 2013-14 and higher average lamb prices, the
Australian sheep flock is forecast to increase by
0.2% by 30 June 2014, to around 74 million head.

MLA - Australian sheep Industry projections 2013 - Mid-year update
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4. Lamb and sheep
slaughter and production

The 2012-13 fiscal year had the highest lamb
slaughter in Australia since 1972, up 12% year-on-
year, to 21.1 million head (Australian Bureau of
Statistics). As a result, lamb production increased
9% on the previous fiscal year to 456,997 tonnes
cwt — the largest production year on record.

Tough growing conditions throughout summer and
autumn, on the back of several years of flock
rebuilding, led to a surge in lamb turnoff during
2012-13, primarily the result of dry conditions
affecting pasture growth and limiting feed supplies
in the major sheep production areas. Many
producers turned off lambs earlier than usual due to
the lack of feed, leading to an influx of store lambs

in the market, particularly over summer and autumn.

While there were large increases in slaughter and
production, the national average lamb carcase
weight for 2012-13 declined 3% year-on-year to
21.64kg/head.

Given the rapid start to 2013, total lamb slaughter
for the 2013 calendar year is forecast at 20.65
million head — a 3.2% increase on the previous year.
An expectation for tighter lamb numbers in the first
half of 2014 will impact overall slaughter numbers
for the following year, forecast to decline 2.4%
year-on-year, to 20.15 million head - slightly above
2012 levels.

Figure 8
Australian lamb slaughter - calendar year
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Source: ABS, MLA forecasts f = forecast

For 2013, average carcase weights are forecast to
come in at around 21.8kg/head, down from 22.2kg/
head in 2012 — which was boosted by heavier lambs
coming to market in the first quarter of the year.
Carcase weights in 2014 are forecast to remain
around 21.8kg/head — with the market incentives to
deliver very heavy lambs erased in recent years.

Given the higher slaughter level in 2013 and slightly
lower weights, compared to 2012, total Australian
lamb production is estimated to total 450,000
tonnes cwt in 2013, up 1.1% on the 445,000 tonnes
cwt produced in the previous year. In 2014, total
lamb production is expected to contract 2.4% on
2013’s forecast, to 439,000 tonnes cwt — solely due
to the reduction in slaughter numbers.

Figure 9
Australian lamb production
'000 tonnes cwt kg/head
500 25
@ production == carcase weight
400 23
300 21
200 19
100 17
0 15
95 97 99 01 03 05 07 09 11 13f 15f 17f

Source: ABS, MLA forecasts f = forecast

For sheep slaughter and mutton production, the dry
conditions throughout 2012-13 contributed to a
58% jump in processor throughput, reaching 8.1
million head. Given the higher than expected
throughput in the first six months of 2013, total
slaughter for the 2013 calendar year is forecast to
reach 7.25 million head, up 20%. Available supplies
are expected to tighten considerably in the final half
of 2013 - based on forecasts for good spring
conditions and above average grain harvest.

For 2014, total sheep slaughter is forecast to fall
another 13% year-on-year, back to 6.3 million head -
again based on the expectation for average, or
better, seasonal conditions. With a slight
improvement in average carcase weights in 2014,
total mutton production in 2014 is forecast to
contract 12.6% year-on-year, to 139,000 tonnes cwt.

MLA - Australian sheep Industry projections 2013 - Mid-year update
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Figure 10
Australian sheep slaughter
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5. Australian lamb market

The Australian market for lamb continues to to face
increasing competition from overseas buyers,
despite remaining the largest and most valuable
market for lamb. The reasons for this include a
challenging domestic consumer market and strong
growth in overseas markets — which will only be
accentuated if the A$ stays around 90US¢ or
depreciates further.

In recent years, Australian consumer confidence has
fluctuated, and consumers have traded down their
buying patterns. So far in 2013, the Roy Morgan
consumer confidence index has been stronger year-
on-year; however, sentiment is continuing to be
impacted by the global economic uncertainties,
domestic political issues and the slowdown in the
Australian economy. It appears as though recent
attempts to stimulate spending, largely through
lower interest rates, have only had a minor impact

on overall sentiment.

According to BIS Shrapnel data, growth in
household consumption expenditure is expected at
2.5% for 2012-13 and 2.7% in 2013-14 (slower than
earlier forecasts). The previous growth in the
foodservice dollar has been particularly impacted
by the fluctuating trends in the foodservice
segment, with recent BIS Shrapnel data indicating
that the commercial foodservice market had slowed
in the first half of 2013.

However, there are some signs that there has been
growth in the red meat portion of the segment in the
past two years, with the size of the fresh and frozen
foodservice lamb and mutton sales estimated to
have increased in May (BIS Shrapnel).

In addition, ABS seasonally adjusted food retailing
data for the January to April period for 2013
continues to reflect the growth pattern registered in
this sector throughout 2012, with consistent month-
on-month increases noted for the past 14 months.

Average retail lamb prices have retreated slightly
since the June quarter 2012. Lamb prices hit a high
point in the June quarter 2011 at $14.99/kg.
Following this they started to fall, but also fluctuated,
before a clear downward trend was noted since June
last year, which has continued in the first six months
of 2013. This trend is not surprising given the rise in
lamb supplies, the challenging consumer market and

price competition among retailers in recent years.

Figure 11
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As a result, retail lamb prices for the first six months
of this year averaged $12.58/kg, much lower than
prices over the same period in 2012 ($14.33/kg) and
2011 ($14.81/kg).

Although these trends indicate a resilient domestic
market, despite ongoing challenges, volumes
consumed have been impacted by the faster growth
in many overseas markets with lamb exports
expected to account for 51.5% of lamb production
in 2013.
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This growth will continue to place pressure on the
volume of product available in the Australian
market, especially now that the A$ appears to have
stabilised well below parity. As a result, MLA’s
forecasts now point to a 2.1% year-on-year fall in
domestic lamb utilisation in 2013, to 218,000

tonnes cwit.

Figure 12
Lamb utilisation and retail price
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6. Lamb exports

Australian lamb exports reached a record annual
total of 188,618 tonnes swt in 2012, well above
2011’s 160,007 tonnes swt and 14% or 23,000
tonnes above the previous record of 165,035 tonnes
swt set in 2009.

The combination of a significant increase in lamb
slaughter, with heavier than average carcase
weights, compared to only three years earlier, saw
total lamb production in 2012 reach record levels —
in turn underpinning record export volumes.

An increase in lamb supplies during 2012 was tied
with the decline of lamb prices, improving the
international competitiveness in most export
markets — which helped to offset the historically
high A$.

The record level of lamb slaughter and production
seen so far in 2013 is forecast to drive a 4%
increase in lamb exports in 2013, to 197,000
tonnes swt. Contrary to lower supply in subsequent
years, international demand is expected to remain
strong, seeing exports increase.

Figure 13
Australian lamb exports
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Source: ABS, MLA forecasts f = forecast
In recent years export markets for Australian lamb
have been strong, even while the value of the A$
was above parity compared to the US$. This is
illustrated by the demand for Australian lamb
increasing steadily since 2007, with a growing
proportion of production being pulled into export
markets in recent years. With the A$ in early August
2013 trading below 90US¢, and expected to stay
well below parity, this will have a significant impact
on the price competitiveness of Australian lamb in
exports markets.

Adding to the forecast positive influence of the
lower A$ upon export demand for the remainder of
2013 and into 2014, is the forecast of a 10%
reduction in NZ lamb supplies for the 2013-14
season. With Australian and NZ lamb the dominant
forces in the global lamb trade, the reduced supply
of NZ lamb is expected to heighten competition
and prices for what will be a smaller supply of
lamb globally.

In the past, the US and the EU have been major
export markets for Australian lamb, both in terms of
volume and value, with most high value, chilled
product flowing to these markets. However, growing
household incomes and demand for animal proteins
in developing regions in Greater China and the
Middle East have seen large volumes shipped to
these markets recently.

Currently, the US, the Middle East and China are
Australia’s largest export markets, combined
forecast to account for around 66% of total
Australian export volume in 2013. With supply
expected to tighten slightly in the next couple of
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months, exporters are likely to consolidate

Figure 14
shipments to these established markets for the Lamb exports to major destinations
remaining five months of the year, again assisted by 7o 000 tonnes swt
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East and the flow of lower valued cuts like breast 20

and flap is likely to continue into China. 20

Under the assumptions of a sustained lower A$,
reduced supplies out of NZ and Australia in 2014, ’ Middle East us Greater China other
the competition for Australian lamb in 2014 is Source: DAFF, MLA forecasts f = forecasts
expected to be fierce, helping to put upward

pressure on lamb prices throughout the forecast

period.
Table 2
Australian exports of lamb (‘000 tonnes shipped weight)
2008 2009 2010 2011 2012 2013 % change’| 2014" % change’
To:
North America 44.7 46.5 39.5 39.4 42.1 43.8 4% 44.8 2%
us 36.9 38.3 34.1 34.3 36.7 38.1 4% 39.5 4%
Canada 41 5.1 3.7 3.9 4.7 4.9 5% 4.5 -8%
Mexico 3.7 3.1 1.8 1.2 0.8 0.8 2% 0.8 -2%
Middle East 25.4 35.9 36.7 34.9 51.8 56.9 10% 60.0 5%
Greater China 20.2 25.7 25.8 29.6 34.6 42.6 23% 45.7 7%
China 14.0 13.9 15.7 21.2 29.5 36 22% 40.2 12%
Hong Kong 5.4 10.4 8.1 6.2 315 5 43% 4.0 -20%
Taiwan 0.8 1.4 2.0 2.1 1.6 1.6 0% 1.5 -6%
South East Asia 6.3 7.0 9.3 9.6 9.7 9.8 1% 9.0 -8%
Japan 9.9 8.3 7.7 7.4 7.7 7.2 -6% 7.0 -3%
South Korea 2.0 1.2 2.1 2.7 3.0 2.9 -4% 25 -14%
EU 11.6 13.7 12.0 13.0 12.1 9.6 -21% 11.5 20%
Other Europe 3.8 3.3 3.7 3.5 3.5 3.2 -10% 2.0 -38%
Pacific 11.0 11.2 9.5 10.9 14.0 13.4 -4% 10.0 -25%
South Affica 4.0 2.9 3.0 3.2 2.0 2 3% 1.8 -10%
Other Africa/Mauritius 10.1 6.5 4.0 3.4 5.7 3.4 -40% 2.5 -26%
Other 2.6 2.8 2.3 2.6 2.4 2.2 -9% 2.2 -2%
Total 151.6 165.0 155.5 160.0 188.6 197 4% 199 1%
Source: DAFF, MLA forecasts f = forecasts (indicated in italics)

Pacific = PNG, New Zealand & Pacific Islands
Other Europe = CIS, Eastemn Europe and Western Europe other than EU
South East Asia = Indonesia, Singapore, Philippines, Malaysia, Thailand and Vietnam

7. NZ outlook

Two very different seasons in New Zealand (NZ) over This combined with reportedly one of most wide-

the past two years have resulted in an upwards spread and severe droughts in NZ history, in the
revision in provisional 2012-13 (October-September) March quarter of 2013 (NIWA), resulted in the
lamb slaughter numbers to 20.3 million head, highest October — June slaughter since 2009-10.

according to Beef + Lamb New Zealand. Decent
growing conditions throughout 2012 supported
record lambing percentages in spring.
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Figure 15
NZ lamb slaughter

million head
0

Source: Beef + Lamb NZ NZ season (October-September) f = forecast

According to Beef + Lamb NZ, 2013-14 slaughter
numbers are forecast to drop to 18.2 million head -
down 2.1 million head on the revised 2012-13
provisional estimate. This is in part due to a 1%
reduction in the ewe flock on the back of heavy sheep
slaughter so far in 2012-13, up 19% year-on-year.
Even more important has been the poor ewe condition
during joining, reducing the in-lamb percentage of the
total flock. Consequently, lower than average lambing
rates are expected in spring, putting significant
pressure on lamb supply in 2013-14.

The EU has traditionally been NZ’s largest export
market for lamb. This still remains the case, although
tough economic conditions in the region recently,
combined with growing incomes and demand for
proteins in developing countries, has seen NZ
exporters become less reliant on the EU. In 2008-09,
the EU accounted for 50% of NZ’s total lamb exports
by volume and 62% by value. In contrast, 2012-13
saw the EU account for 41% of NZ’s total exports
and 50% of value. Meanwhile, exports to China have
grown from 10% to 26% of total exports over the
same period, now accounting for 17% of total value.

Figure 16
NZ lamb exports

o % change in exports 2012-13 v 2011-12
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Source: Beef + Lamb NZ figures represent 2012-13 total

Historically, around 89% of lamb produced in NZ is
exported; and with a forecast 10% fall in lamb
slaughter in 2013-14, total export volume is
expected to decline considerably over the same
period. Although the long term trend of NZ lamb
exports is towards a more diversified market,
expected lower supply in 2013-14 supports reports
from Beef + Lamb NZ, suggesting NZ exporters are
likely to prioritise exports to higher value markets,
with a larger proportion of lamb being directed to fill
chilled contracts in the EU and US.

8. Middle East

The growing importance of the Middle East as a
destination for Australian lamb exports has been
further illustrated in the first half of 2013. Lamb
exports increased 31% year-on-year, totalling
29,112 tonnes swt. Consequently, total shipments
are forecast to be slightly higher than the January
forecast, at 56,900 tonnes swt.

Figure 17
Lamb exports to the Middle East

o '000 tonnes swt
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Source: DAFF, MLA forecasts f = forecast

The continued expansion in Australian lamb exports
to the region has been the product of both
increased demand, fuelled by growing population
and income, and the changing nature of Australia’s
sheepmeat supply.

The fastest growing lamb market in the Middle East
for the past fiscal year was Bahrain, with lamb
exports to Bahrain totalling 9,713 tonnes swt in
2012-13, up from 229 tonnes swt in 2011-12. The
majority of Australian shipments to Bahrain have
been chilled lamb carcases (97%).
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Lamb exports also benefited from growth to Iran
and Kuwait in 2012-13. Exports to Iran, although
sporadic, totalled 7,317 tonnes swt in 2012-13, up

more than two-fold year-on-year, while shipments to

Kuwait increased 77%, to 3,833 tonnes swt. Lamb
carcase was the largest item shipped to Iran (78%),
and also dominated exports to Kuwait (81%).

The United Arab Emirates (UAE) was Australia’s
largest single market in the Middle East last
financial year, with shipments totalling 14,911
tonnes swt, growth of 21% year-on-year. Again
carcase was the largest shipment to the UAE (63%),
although muscle cuts are also shipped to the
market in large quantities. Encouragingly, a strong
market exists for rack exports (731 tonnes swt),
with leg (2,458 tonnes swt) and shoulder (1,727
tonnes swt) also shipped in large quantities.

Figure 18
Lamb exports to the Middle East -

fiscal year by market
'000 tonnes swt

[J2011-12 E2012-13

Source: DAFF

Jordan, Australia’s largest market in 2011-12, saw
exports fall slightly in 2012-13, to 12,181 tonnes
swt, back 6%. Jordan is a large destination for
Australian live sheep export and, consequently,
movements in this market have a direct impact on
lamb shipments. The other major markets for
Australian lamb in the Middle East for 2012-13
included Qatar (5,618 tonnes swt) and Saudi Arabia
(3,561 tonnes swt).

9. China

Australian lamb exports to China during the first half

of 2013 maintained record-pace, at 21,364 tonnes
swt, lifting 34% on the corresponding period last
year.

The shipments during the first seven months of
2013 accounted for 18% of Australia’s total lamb
exports, compared to 15% over the corresponding
period last year.

While the NZ-China Free Trade Agreement (FTA)
places Australian sheepmeat trade to China at a
competitive disadvantage, demand for Australian
lamb is expected to remain steady during the
remainder of the year. Underpinning the sustainable
pace of demand are a reported decrease in China’s
national sheep flock, stricter food safety control and
underlying fundamentals (growing population and
economy), along with anticipated tight supplies
from NZ. Taking these factors into consideration,
Australian lamb exports to China during 2013 are
revised upwards from the January edition (31,600
tonnes swt) to 36,000 tonnes swt.

Figure 19

Lamb exports to Greater China
o '000 tonnes swt
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Source: DAFF, MLA forecasts f = forecast

The cut in the highest demand shipped to China
during the first seven months of 2013 continued to
be breast and flap, at 11,578 tonnes swt (up 5%
year-on-year), but its proportion of total lamb
exports fell significantly to 54% during the first
seven months of 2013, from 69% during the same
period last year. Manufacturing lamb remained the
cut in the second highest demand, at 3,651 tonnes
swt (up 7% year-on-year), accounting for 17% of
total lamb exports to China during the first seven
months — down from 21% on the corresponding
period last year. Instead, increased shipments were
registered for lamb shoulder, surging to 3,424
tonnes swt from only 263 tonnes swt on the
corresponding period last year.

MLA - Australian sheep Industry projections 2013 - Mid-year update
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The volume of lamb shoulder represented 16% of
total lamb exports to China during the first seven
months.

Chinese sheepmeat (Chinese statistics include
lamb, mutton and goat) imports during the first half
of 2013 rose 125% year-on-year, to 131,245 tonnes
swt (GTA, China Customs). New Zealand remained
the largest supplier, at 79,979 tonnes swt (up 116%
year-on-year), but its market share was down 3%,
to 61% during the first seven months of 2013.
Imports from Australia lifted substantially (up 135%
year-on-year), to 47,821 tonnes swt, with its market
share increasing slightly (1%) to 36%.

Figure 20
Chinese sheepmeat imports
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Source: GTA, China customs *= January to June

While NZ maintains tariff benefits through the FTA,
Australian lamb exports to China during the
remainder of the year are forecast to remain
steady, underpinned by anticipated limited
supplies from NZ and expected sustained demand
for Australian lamb, supported by solid
fundamental factors.

10. US

Over the first half of 2013, the US remained
Australia’s largest market for exported lamb, ahead
of a fast-growing China, and was by far the most
valuable export market. Lamb exports to the US
increased 4% on the same period last year, to
19,313 tonnes swt, largely due to a significant
increase in Australian lamb slaughter and
production.

The volume of lamb exported for the year-to-date
puts the US in a position to take the originally
forecast 38,100 tonnes swt. While the recent
decline in the A$ may contribute to a boost in
demand for Australian product, available supplies
for export are also expected to tighten in
comparison to the first half of the year.

Figure 21
Lamb exports to the US

o '000 tonnes swt
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Source: DAFF, MLA forecasts

f = forecast
The composition of lamb cuts exported to the US
has changed somewhat in 2013, with the reporting
of ‘assorted primals’ included in a more significant
manner. This form of trade involves boxed product
made up of three or more primals, rather than being
individually packaged. Consequently, reported
volumes of shoulders, racks, shortloins and shanks
have dropped, but in reality would be included in
the ‘assorted primals’ mix. This change has mostly
been in chilled product, rather than frozen.

US domestic lamb and mutton production is
forecast by the USDA to be slightly lower in the
second half of 2013 than the first half, a similar
pattern to the previous few years. Total production
for the year is expected to reach around 69,500
tonnes cwt, 2% lower than 2012. This includes
around 34,500 tonnes in the second half of 2013.

The USDA forecast US lamb and mutton imports to
grow 11% in 2013, with most of this growth having
already occurred through the first six months.
Virtually all of this product comes from Australia and
NZ, so the large volumes in the first half of the year
were directly related to higher production in
Australia and NZ, assisted by some improvements
in the economy and consumer sentiment, combined
with the appreciation of the US$.
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Figure 22
US lamb imports
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Source: USDA *= January to June

Taking into account the small reduction in US
production and the large increase in lamb and
mutton imports, US per capita consumption of lamb
and mutton is forecast to increase slightly on last
year in 2013, from 0.8Ibs to 0.91bs (0.4kg) retail
weight.

11.EU

Due to the challenging economic environment in the
EU, coupled with limited quota access, (the two
major issues defining Australian lamb exports to the
EU) Australian lamb exports are forecast to total
9,600 tonnes swt, down 21% in 2013.

Figure 23
Lamb exports to EU
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Source: DAFF, MLA forecasts f = forecast
For the first half of the year, Australian lamb exports
to the EU totalled 4,890 tonnes swt, steady on
volumes in the first half of 2012.

The imported lamb market in the first half of the
year was characterised by large volumes of cheap
New Zealand (NZ) lamb product entering the
market. lllustrating this, for the NZ lamb season
year-to-date (October-June), shipments to the EU
have increased 18% year-on-year, to 105,622
tonnes swt. Contributing to the surge in shipments
was the severe drought in NZ in early 2013, causing
a spike in lamb throughput.

NZ has preferential access to the EU, with an
annual tariff-free sheepmeat quota of 228,254
tonnes cwe, compared to Australia’s access of
19,186 tonnes cwe. This has allowed NZ to build
brand recognition and establish a wider presence at
both foodservice and retail.

Importantly, NZ exports to Australia’s largest
sheepmeat market in the EU, the UK, increased
35% year-on-year, to 59,204 tonnes swt. The large
influx of NZ lamb, at reportedly discounted prices,
created a challenging situation for Australian
sheepmeat exporters in early 2013. Australian lamb
exports have averaged $5.86/kg in 2013, compared
to $6.63/kg for the same period in 2012. NZ exports
have averaged $5.84/kg, down from $7.18/kg in
2012. The large influx of NZ product has been a
contributing factor in the downward revision in NZ
prices, and consequently, Australian values have
followed suit.

Figure 24
Australian and NZ lamb export values to EU
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Encouragingly, despite the tough trading
environment to start the year, Australian sheepmeat
shipments are on track to fill Australia’s allocated
quota. At the halfway point in the 2013 EU
sheepmeat quota calendar year, Australia’s usage
stood at 58%, putting Australia on track to fill its
19,186 tonne cwe quota in 2013.

12. South Asia

Comprised of countries that steadily import
Australian lamb and emerging markets, Australian
lamb exports to South Asia (excluding China) during
the first seven months rose 17% year-on-year, to
10,249 tonnes swt.

The expected tightening in Australian lamb
supplies, strong interest from other countries and
lower A$ are expected to result in increased global
competition for Australian lamb during the
remainder of the year, affecting the trade to the
South Asia region. However, with anticipated lower
NZ lamb supplies, overall demand for Australian
lamb from South Asia during the remainder of the
year is expected to be steady. Hence, annual lamb
shipments to South Asia during 2013 are now
forecast to be at 16,400 tonnes swt, a slight
upwards revision from the January edition (15,200

tonnes swt).

Figure 25
Lamb exports to other Asia
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Australian lamb shipments to Taiwan and Hong Kong
during the first seven months of 2013 increased to
975 tonnes swt (up 21% year-on-year) and 3,046
tonnes swt (up 25% year-on-year), respectively.

After lower shipments to Hong Kong during 2012
and expected tight supplies from NZ during the
remainder of the year, Australian lamb exports to
Hong Kong during 2013 are forecast to bounce
back to 5,000 tonnes swt, with exports to Taiwan
remaining steady, at 1,600 tonnes swt.

In contrast, forecasts for Australian lamb exports to
South East Asia countries during 2013 are revised
down slightly from the January edition (10,000
tonnes swt) to 9,800 tonnes swt. While the trade to
most countries is anticipated to be steady or even
grow further to emerging markets, Australian lamb
exports to Singapore are expected to remain slow
during the remainder of this year. Exports to
Singapore during the first seven months of 2013
were down 23% year-on-year, to 770 tonnes swt,
partly due to increased intake of Australian mutton.

Figure 26
Lamb exports to Africa and the Pacific
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Source: DAFF, MLA forecasts f = forecast

13. Mutton exports

Australia’s mutton exports are heavily driven by
supply, with almost all mutton production sold to
export markets. In 2012, around 96% of all mutton
produced in Australia was exported, due to higher

prices in international markets.

The Australian mutton trade is heavily reliant on
exports to the Middle East, Greater China, South
East Asia and the US, with these regions combining
to account for 83% of total 2012 mutton exports.
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Figure 27

Mutton exports and domestic utilisation
'000 tonnes cwt
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Source: DAFF, ABS, MLA forecasts f = forecast
Similar to lamb, the significant increase in sheep
slaughter at the end of 2012 and so far in 2013,
brought about by poor growing conditions from
mid-2012 to mid-2013, bolstered mutton exports. In
2012 poor seasonal conditions through winter led to
the beginning of widespread destocking activities in
many sheep growing regions. As a result, total
mutton exports shot up 30% on 82,200 tonnes swt
registered in 2011, to 106,700 tonnes swt in 2012.

The Middle East was the largest market for
Australian mutton in 2012, with shipments
increasing 18% on 2011, to 46,700 tonnes swt. The
largest individual market and the market to see the
largest level of growth was China, lifting 222% on
2011, to 16,352 tonnes swt. Similarly, mutton
exports to South East Asia and the US also grew
significantly in 2012, up 30% and 65% to 11,000
tonnes swt and 7,500 tonnes swt, respectively.

As dry seasonal conditions persisted throughout
summer and into 2013, destocking activities
intensified, with many producers being forced to
turnoff breeding stock. This saw May 2013 record
the highest mutton export volume since January
2007, at 16,943 tonnes swt, contributing to already
high export volumes seen since the beginning of
the year.

Mutton exports so far in 2013 (January to July),
have surpassed total mutton exports in 2011 and
remain just 13%, or 13,600 tonnes swt, below
annual mutton exports for 2012. For January to
July, shipments to China have already outstripped
total exports recorded in 2012, up 63%, or 10,000
tonnes swt, with five months remaining in the year.
Similarly, shipments to Hong Kong so far have more
than doubled total exports last year, currently
standing at 2,270 tonnes swt.

For 2013, Australian mutton exports are forecast to
reach 128,000 tonnes swt — an increase of 20% on
the previous year, with supplies and exports
expected to tighten in the final months of 2013
(compared to the same period in 2012). Greater
China is forecast to take the most mutton, with an
estimated 41,600 tonnes swt, the vast majority of
which is expected to be shipped to China. Total
shipments to the Middle East are forecast to fall by
14% in 2013, to total 40,000 tonnes swt.

With a decline in mutton throughput for 2014,
mutton exports are expected to contract 17% next
year, to 106,000 tonnes swt.

Figure 28
Australian mutton exports by market
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Source: DAFF, MLA forecasts f = forecast
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Table 3

Australian exports of mutton (‘000 tonnes shipped weight)

2008 2009 2010
To:

Middle East 50.5 51.9 42.9
Greater China 12.3 17.2 11.7
China 4.3 8.5 6.7
Hong Kong 0.5 1.0 0.8
Taiwan 7.5 7.7 4.2
South East Asia 145 14.6 12.6
Japan 71 5.6 3.8
South Korea 1.2 0.7 1.0
North America 25.8 17.9 11.7
us 134 10.8 8.7
Mexico 7.6 4.2 1.0
Other North America 4.8 3.0 2.0
EU 7.4 5.4 4.9
Other Europe 11.6 5.5 45
Pacific 5.8 5.5 1.6
South Africa 13.7 4.4 1.6
Other Africa/Mauritius 6.5 4.2 2.2
Other 1.3 1.0 0.5
Total 157.7 134.0 99.1

Source: DAFF, MLA forecasts

Pacific = PNG, New Zealand & Pacific Islands

Other North America = Canada and the Caribbean

North Asia = Japan, Korea, Taiwan, China and Hong Kong

Other Europe = CIS, Eastern Europe and Western Europe other than EU

South East Asia = Indonesia, Singapore, Philippines, Malaysia, Thailand and Vietnam

14. Live exports

As clearly stated in the January edition of the
projections, the outlook for the live sheep trade
relies upon the assumption that the Exporter Supply
Chain Assurance System (ESCAS) is implemented
correctly and animal welfare outcomes are achieved
as desired, with no negative impacts on the live
sheep trade.

The Australian live sheep export industry
experienced a very tough year in 2012, with high
mutton prices at the beginning of the year putting
pressure on the trade, along with the cessation of
trade to Bahrain in the second half of the year.

% %

2011 2012 | 2013" change’ | 2014" change’
39.5 46.7 40.0 -14.4% 35.0 -12.5%
9.2 22.1 41.6 88% 38.1 -8%
5.1 16.4 33.0 101.8% 31.5 -4.5%
0.5 0.9 3.6 296% 3.0 -17%
3.6 4.9 5.0 2% 3.6 -27%
9.1 11.8 15.0 28% 10.0 -33%
45 3.2 2.9 -8% 24 -17%
1.0 1.0 0.8 -20% 0.6 -21%
6.1 8.1 12.5 55% 8.9 -29%
45 75 7.6 1% 6.3 -17%
0.2 0.4 2.4 496% 1.0 -58%
1.3 1.3 2.0 56% 1.6 -19%
35 3.7 3.4 -9% 3.0 -11%
3.2 45 3.4 -24% 25 -27%
2.0 1.0 1.4 43% 1.2 -14%
1.9 1.3 1.2 -5% 1.0 -16%
1.6 1.6 4.0 146% 1.5 -63%
0.6 1.8 2.0 11% 1.8 -10%
82.2 106.7 | 1280 20% 106.0 -17%

f = forecasts (indicated in italics)
Figure 29

Australian live sheep exports
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Total live sheep exports for the year were down 7%
on 2011, at 2.3 million head. Kuwait remained the
largest market, totalling 707,000 head, followed by
Qatar, Jordan and Turkey, taking 532,000, 328,000
and 245,000 head, respectively. Live exports to
Bahrain reached nearly 250,000 head before the
suspension took effect in August.

Figure 30
Live sheep exports by destination
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Total live exports in 2013 are forecast to decline to
their lowest level in over 20 years, to around 2.0
million head - down 12% on 2012. The decline is
primarily due to the combination of no trade to the
previously large markets of Bahrain and Saudi
Arabia, sharp contraction to Turkey, along with
forecasts for tighter sheep turnoff in 2013-14.

Kuwait is forecast to remain Australia's strongest
live export market, taking an estimated 820,000
head in 2013, followed by Qatar and Jordan.
Conversely, total live exports to Bahrain and Saudi
Arabia are forecast to remain suspended for the rest
of 2018.

Table 4
Australian live sheep exports (‘000 head)
2008 2009 2010

To:
Kuwait 956,276 948,271 1,076,455
Qatar 269,116 352,695 321,415
Bahrain 716,040 747,827 535,731
Turkey 0 0 215,038
Jordan 383,943 470,511 265,986
Israel 36,834 23,400 42,000
Oman 741,106 289,223 69,073
UAE 175,629 130,312 78,748
Saudi Arabia 873,937 576,147 262,500
Other 62,108 29,223 101,625
Total 4,214,989 3,567,609 2,968,571

Source: ABS, MLA forecasts

2011 2012 2013" % change’
956,725 706,644 820,000 16%
395,728 531,894 595,000 12%
354,450 249,741 0 -100%
352,352 245147 120 -100%
217,067 327,960 400,000 22%

56,600 64,007 85,000 33%
41,025 19,892 25,000 26%
37,385 33,211 41,000 23%
24,000 69,000 0 -100%
23,145 31,120 33,880 9%
2,458,477 2,278,616 2,000,000 -12%

f = forecasts (indicated in italics)
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Mid-year sheepmeat update

Sources and acknowledgements

This document was produced and compiled by Meat & Livestock Australia (MLA), with the help of market
specialists in MLA’s international and domestic marketing divisions, MLA’s National Livestock Reporting
Service (NLRS) and the Lamb Forecasting Advisory Committee.

Baseline forecasts were also provided by the Centre for International Economics Global Meat Industries
(GMI) model.

The sources listed below are also duly acknowledged for the provision of statistical, analytical and forecast

information used in this document.

Australian Bureau of Agricultural and Global Trade Atlas (GTA)
Resource Economics and Sciences (ABARES)

Infoscan NZ
Australian Wool Exchange

International Monetary Fund (IMF)
Australian Wool Production Forecasting Committee

(AWPFCQC) Millward Brown

Australian Bureau of Statistics (ABS) Penfold Research

Beef + Lamb New Zealand Reserve Bank of Australia (RBA)

Centre for International Economics (CIE) Roy Morgan

Commonwealth Bureau of Meteorology (BOM) The Land newspaper

Department of Agriculture, Fisheries and United States Department of Agriculture (USDA)
Forestry (DAFF), Australia World Bank
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ABARES
ABS
AWPFC
CIE
Cis
cwt
DAFF
EMI
EU
ESCAS
FAO
FOB
FTA
GTA
IMF

Ib

Iwt
MLA
NLRS
Nz
PNG
RBA
swt
UAE
UK

us
USDA

Mid-year sheepmeat update

Acronyms

Australian Bureau of Agricultural and Resource Economics
Australian Bureau of Statistics

Australian Wool Production Forecasting Committee

Centre for International Economics

Commonwealth of Independent States

Carcase weight

Department of Agriculture, Forestry and Fisheries — Australia
Eastern Market Indicator (wool price)

European Union

Exporter Supply Chain Assurance System

Food and Agriculture Organisation

Free on board ship (export price loaded on ship before departure)
Free Trade Agreement

Global Trade Atlas

International Monetary Fund

Pounds weight

Liveweight

Meat & Livestock Australia

National Livestock Reporting Service (Meat & Livestock Australia)
New Zealand

Papua New Guinea

Reserve Bank of Australia

Shipped weight

United Arab Emirates

United Kingdom

United States

United States Department of Agriculture
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