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Broadacre

Correlation coefficient

Elasticity

Ewe

Halal

Lamb

Mutton
Souk

Supply chain

Turnoff
Wether

Farms engaged in the production of grains, oilseeds and other crops

A measure of the strength of the linear relationship between two
variables

The ratio of the per centage change in one variable to the per centage
change in the other variable

Female sheep

Food that is sanctioned by Islamic law and ritually
fit for use

The flesh of a young sheep (one that is less than
one year old or without permanent teeth) used as food

The flesh of a mature sheep used for food

A marketplace in northern Africa or the Middle
East or a stall in such a marketplace

The system of organisations, people, technology,
activities, information and resources involved in moving a product or
service from supplier to customer

Lamb or sheep that is slaughtered or exported

A male sheep castrated before sexual maturity
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Executive Summary

Key Findings

A If live sheep producers and exporters are not confronted with the full costs of
production (inclusive of the animal welfare concerns of the community) they may
be making a suboptimal investm  ent decision from the view point of the wider
society

A The live export trade in sheep from WA became established at a time when the
WA lamb processing market was regulated

A There are significant subsidies paid on the slaughter of live sheep in the Middle Eas t.
There is also considerable indirect support for the live sheep trade in the Middle
East including subsidise d water, feed and infrastructure

A These policies have influenced not only the sheep production decisions of Western
Australian farmers but the deve lopment of processing capacity and the market S
for WA sheep meat products

A These trade distortions also potentially affect the WA economy. Not only is there
greater value adding (output) from processing sheep domestically; every $100 of
additional outpu t from exporting sheep live  produces additional Gross State
Product (GSP) of $82.50; for every $100 of additional output in the meat processing
sector GSP rises by $101.50

A There appears to be significant and growing substitution betwe en sheep meat and
live sheep in most Middle East countries. That is, as live sheep imports fall sheep
meat imports rise. An important factor in this relationship is the dramatic rise of GDP
growth in this region. This suggests that live sheep at leasti n part compete with
proc essed sheep meat from Australia

A There also appears to be significant growth in the rest of the world for sheep meat
at a time when almost all major sheep meat producing flocks are shrinking

A The least cost way of reducing the externa lities of the live sheep trade from WA
appears to be to increase the level of substitution between the processed sheep
meat and live sheep. This would ensure that:

T thereis limited substitution between Australian live sheep and sheep from other
sources

i the full value adding opportunities can be captured by the WA and Australian

economy
T there would be a reduction in the reliance on the live sheep trade to the Middle
East by WA farmers
Strategies to drive substitution of live sheep with Australian processed meat ¢ ould

include: reducing the trade distortions (subsidies and indirect support), greater

marketing and promotion of Australian sheep meat, rationalisation in the WA

processing sector, and even vertical integration between the Western Australian and
Middle East meat industries.

Executive Summary viii
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ACIL Tasman has been commissioned by the World Society for the Protectior
of Animals (WSPA) to analyse the economics and policy settings of the live
sheep export trade from Western Australia and sheep meétimateth

national andegional perspectives.

The nature of the problem

Virtually all economic activity produces costs and benefits tloatesi

others not party to the activity. These costs and benefits are called externalitie
as they are external to the decisions matieds/involved in the activity.

Some members of the Australian community are concerned about the welfare
of live sheep being exported from Australia for slaughter in the Middle East.

Whilein this situatiothe community does not experience physicalaorciial
impacts, as is the case with externalities such as pollution, the community doe
appear to place a value on the welfare of sheep being exported live from
Australia.

When live sheep producers and exporters are not confronted with the full
costs ofroduction (inclusive of the animal welfare concerns of the wider
community) they may be making aaptiomal investment decisisom the
viewpoint of the wider society

However, cestion of the live export trade, particularly without notoréd

be wstly to those currently engaged in it. This is the reciprocal nature of the
problem: continuation of the trade causes concern for the welfare of the
animalswhile ceasing it reduces tétirn to the businesses involved and
potentiallythe contribution be livestock industas a wholenakes to the
economy

Sheep have been exported from Western Australia to the Middle East in large
numbers for thirty years. It appears that trade peaked in theafl88Dse

when Western Australia regulated the slawagidevholesale prices of lambs
through the WA Lamb Marketing Board. Attthme between 7 and 8 million
sheep were being exported annuakyexportslo not appear to have been
regulatear subject to the same price controls as domesticalltesiadg

animals. The Lamb Marketing Board was wound up in 1999 and the assets
acquied by the Western Australian Meat Marketing Company (WAMMCO), a
growerowned cooperative, which is currently the second largest sheep meat
processor in Western Australia.

It also appears that Australian live sheep consumption in the Middle East is
heavily subsidised and other direct and indirect policies appear to support the
importation of live sheegelative tsheep meat products. Frozen sheep meat

Executive Summary ix
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attracts a 5 per ceatriff in mostof the countries that aneajorimporters of
Australiarive sheep.

It is highly likely that the regulation of the WA lamb market contributed
significantly to the expansion of the live trade in the 1980s and 1990s
Continuing import subsidiesthe Middle East are encouraging live sheep
demand at higher levelsrtiweould otherwise be the case. It is understood that
import subsidies are applied to ensure live sheep are available for cultural anc
religious ceremonies, support domestic progasdine Middle Easind as a
general policy to ensure cheap food in importing countries.

These policies have influenced not only the sheep production decisions of
Western Australian farmdost alsothe development of processing capacity
and markets foWA sheep meat products.

The result of these policies is that WA producers have respatiated|yto

the higher prices that hairethe pastbeen offered by the live export market
and thus increased their gross returnstratieoff the industry hemade is

that WA sheep production has become more reliant on a highly concentrated
market, serviddy a very small number of merchants operating from
Australiathan might otherwise be the case. Not only is this market highly
concentrated, it is also prdoeolitical risks and changes to animal welfare
policies driven biheanimal welfare concerns of the Australian and
international community.

Live sheep exports

In 200809, Australia exported around 4.1 million sheep, valued at
approximately $28fillion (Fletcher, Buetre, & Morey, 2008that year

exports of live sheep accounted for around 11 per cent of total sheep turnoff
in Australia and 15 per cent of the total value of sheep meat production by
weight.

The vast majdy (nearly 74 per cent in 26I8) of sheep destined for the live
export trade are loaded in WA (with Fremantle being the main loading port).
In 200708, 14 per cent and 12 per cent of shipments were sourced from
Victoria and South Australia, respectiwelWA, live sheep exports account

for approximately 40 per cent of WA sheep turnoff.

Most sheep exported by Australia are destined for markets in the Middle East
includingkuwait,Saudi Arabigahrain, Oman anbrdan These countries
account for 804x cent of the total live sheep exports from Australia (see
Figure ES for their respective shares of total Australian live sheep exports to
the region). Demand for Australian live sheep has been driven by consistency
ofproductual ity and | ow disease status

Executive Summary X
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the Middle East live sheep market are Iran and North African coanties
as Somalia and Sudan. While sheep from North Africa appear cheaper than
those from Australia, they are lésg\lito be diseasee.

Figure ES1 Shares of Australiads | ive sheep exp
country (2007 -08)

4.519%2.74% m Kuwait
0,
5.35% 23.78%

® SaudiArabia

B Oman

® Bahrain

14.95 m Jordan

23.200 ™ Qatar

United Arab Emirate:
Other

18.41%

Data source: (MLA, 2008)

Sheep meat exports

The gross value of lamb andtton production in Australia was $2.2 billion
dollars in 200608. Of this45 per cent of lamb (valued at $800 millionBand
per cent of mutton (valued at $400million) prodaceskported.

Australia is a major sheep rhegporting country, dominatitite world trade

in sheep meat alongside New Zealand. Excludingtrade, 88 per cent

of the world trade in sheep meat is sourced from Australia and New Zealand.
The main export markets for Australian sheep meat are the United States,
Saudi Arabia, ¢hEuropean Union, Japan, Papua New Guinea and Mexico.

The largest market for Australia lamb exports is the United States, where
Australia has a 67.7 per cent market,sttarpared with 31.8 per cent for

New Zealand. In 2008, the value of lamb exportetd$ was in excess of
$250 million. The US is also Austr:
Saudi Arabia and South Africa. The value of Australian mutton exports to the

1Sheep meat is used in this report to mean all meat produced from sheep. Lamb and mutton
are used to dete specific classes beep meat.
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US has fluctuated between approximately $45 million and $75 million in the
last five years.

As the demand for live sheep in the Middle East has increased in the past ten
years, so too has the demand for sheep meat. The urban populations of many
of the main importing countries are increasingly Westernised and do not have
the sameneference for freshly slaughtered meat as do their rural counterparts

The demand fosheep meat is increasingly being met bydiamyestic and
multinational supermarket chaiBstween 2004 and 2008 supermarket sales
increased by 77 per cent and hypdenhaales by 105 per cditese

supermarket chains account for 70 per cent of total sheep meat imports from
Australia.

Currently, the largest markets for Australian lamb exports to the Middle East
are the United Arab Emirates (UAE) and Saudi Arabia08&n R0stralia

exported approximately 14,000 tonnes (carcass weight) of lamb to the UAE
and approximately 2,800 tonnes to Saudi Arabia, out of a total of
approximately 26,000 tonnes exported to the whole of the Middle East. The
value of sheep meat expoatshte Middle East from WA agroportion of

the value of sheep meat exports from the whole of Audédliired from

19.0 per cent in 2001 to 12.9 per cent in 2002, before steadily increasing

to 27.7 per cent in 2006.This isin partdue to thevarious effects of drought
across the country.

The demand for sheep meat in the Middle East has been met primarily by
imports of frozen and chilled sheep meat from Australia, New Zealand, China,
India, Pakistan, Uruguay dhdSudan. China has emergea stsong

competitor in the export of frozen sheep meat to the Middle East, chiefly due
to the price difference between the Chinese and Australianidduever,

while sheep meat exports from China to the Middle East are destined
principally for Jordadustralian exportgo mainlyto Saudi Arabia and the

UAE.

The meat processing sector

The Australian meat processing industry consists of businesses mainly engag
in slaughtering livestock (excluding poulinning, freezing, preserving or
packing meatanning meamanufacturing meals from abattolpbyducts

or rendering lard or tallow.

In 200708 industry revenue totalled $12.8 bjNidrile industry gross product

(or value added, which is the building block of Gross Domestic Product) was
$2.0 biion. There were 551 businesses employing 30,405 persoradue

of exportghat yeawas $7.9ithon.

Executive Summary Xii



. Australian live sheep exports

ACIL Tasman

Economics Policy Strategy

While meat processing occurs in all States and Territories, operations tend to
be concentrated in the eastern seaboard states of Victoria, New&esith

and Queensland. The scale of meat processors atto temthrger in these
statesThis may bén partdue to distortions caused by the lamb marketing
policies of the WA Government between 1972 and T88%vide geographic
spread of sheep prodiact in WA would have also influenced the

development of the processing sector in WA.

In Western Australia, the major exymorénted sheep meat processors are:
Beaufort River Meats at Woodanilling, Fletcher International WA in Narrikup,
Geraldton Meat Expters, Hillside Meats at Narrogin, International Exporters
Pty Ltd at Gingin, Walsh V & V Pty Ltd at Bunbury and WAMMCO
International at Katanning. Fletcher International and WAMMCO
International are the largest ardondargest meat processors in WA,
respectively. The locations of these processovgell as those that service

only the domestic markate shown ifrigure EQ.

Figure ES2 Location of s heep meat processing facilities in Western Austr  alia

1
_ ; @ Export meat processors
Kellerberrin Geraldton Meat Exporters .
_ : Butchery [l Domestic meat processors
Tammin Abatoir Hagan Bros
Py Ltd I @ © Town
' Goodchild
Abattoirs Pty Ltd
|
Dardanup International
Butchering Co Exporters P/L M cullen TE & Sons
®
1
i ua|
Walsh V. & V P/L
PERTH®
\
([ J o
Beaufort 'South West M Haslam B J &J A
River Meats Processors
BO-NARROGIN
WAMMCO International glillsidelieats

Shark Lake
Meatworks

Q Fle/tcher
International WA

{ G.—*WOODANILLING

Data source: ACIL Tasman, Geoscience Australia
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Demand substitution between live sheep exports and
sheep meat exports

ACIL Tasman has analysed historical sheep meat and live sheep exports to tt
Middle Eastto determine if they are positively ayatavely correlated over

time. Specifically, we examined data from 1988 to 2007 for eight major export
destinations of Australian sheep exports in the Middle East: Bahrain, Egypt,
Jordan, Kuwait, Oman, Qatar, Saudi Arabia, and the UAE.

The results of oumalysis show that in all counteasept Bahrain and Oman
there has been a steady decrease in live sheep imports and a rapid and
sustained increase in sheep meat imports (both lamb and mutton). Our
calculation of the correlation between live sheep apirskeat (by weight)
indicates a relatively strong negative relatiéinghap is assheepmeat

imports riselive sheep imports fafln important factor in this relationship is
the dramatiancrease iGDP growth in this region.

International prospects fo rincreased Australian sheep
meat exports

Not only is the Middle East market changing, leading to greatiéutsrbst
between live sheep and sheep roatthere is growing demand from existing
and potential new markets for Australian sheep meat.oiils gr demand

IS occurring at a time when the Australian sheep flock is declining rapidly. By
2010 Australiads sheep flock i s ex|
of 30 per cent since 2005. At presenhtimberof sheep being turned off

and rot replaced on the farm appears to be satisfying the majority of the
demand but the current rate of turndufés not appear to saestainable.

Global growth in sheep meat demand

According to the European consultancy GIRA, global sheep meat
consumption is expected to @mstrong to 2015, with a projected annual
growth rate of 1.7 per cent. Sheep meat consumption is expected to remain
strong because apidpopulatiorand GDPgrowth, particularly in

develojng countries (such as China, India, and the Middle \Eaisf)have
exhibited a preference for sheep meat.

The global financial crisis has slowed sheep meat demand in some markets b
demand in the longer run is underpinned by rising population growth and
longterm trend growth in per capita GDP.

Fortunately for Ausdlia, global production of sheep meat is not expected to
increase significantly. New Zealand supplies are, at best, expected to only
increase gradually over the next several years. The only supplier likely to

Executive Summary Xiv
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expand substantially is China, but theresarglbbal markets in which

Chinese products would compete directly with quality Australian lamb. In
addition, growth of Chinads | ocal (
production, leaving littteom for growth irexpors. Because of these factors,
GIRA projects Australian sheep meat exports in 2015 to be 97,000 tonnes
higher than in 200provided there are sufficient sheep bred to meet this
demand.

In its mid 2009 sheep updd A forecasts substantabdiumterm growth
in lamb and sheep meat@atp. The increase in exports is predicated on
continued growth in demaradreduction of supply from New Zealand,
contrary to GIRA forecgsind develling of the trenith sheep numbers in
Australiato a stable sheep flock of approximately 68 mikiad.h

MLAGs 29Y®8r mupdate forecast that AL
will rise 20,000 tonnes (or 19 per cent) by, @h3a substantial proportion
coming from growth in demand from the US and Middle East. Virtually all
existing Australiannd and sheep meat markets are expected to increase
demand over the next32years.

A more detailed 2005 MLA study identified the US and China as offering high
potential growth for Australian lamb sales. The market for Australian lamb in
the US could growdm its 2005 level of about 40,000 tonnes to @D,000

80,000 tonnes by 201f5er capita consumption of sheep meat in the US

could be increased by 0.1 kg per anf@au@® per cent increase on current
levelsthrough aggressive and effective promotioraltme would increase

the annual demand for sheep meat by nearly 30,000 tonnes. Furthermore, the
US trade is dominated thye. moreexpensive lamb meat compongnish as

legs, loins and racks.

According to the MLA study, China is likely to provide the sags growth
for cheaper lamb cuts. The study concluded that exports of 20,000 tonnes or
more to this market could be achieved, up from 13,000 tonnes in 2005.

The Middle East has a fast growing population of more than 600 million
people, which is expedt® grow to 870 million by 2026therefore
represents a tremendous market for food and agatodtommodities.
Consumer preferences for chilled sheep meat pradeldtsly to continue to
grow in line with GDP, increasing market share of majienstand
requiringcontinued expansion of cold chain logistics and storage facilities.

Climate, lack of water and environmental issues are limiting factors for
agricultural development in the Middle East. As a result, the region is likely to
remainreliant on agricultal and food imports in the future.
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The most promising markets for increased meat exports are expected to be
Saudi Arabia, Kuwait, Jordan, UAE, Qatar, Oman, Bahrain, Egypt, Lebanon,
Morocco, Iraqg, Algeria and Libya.

Apart from the US and @ta, the MLA study noted a number of other
marketghatare likely to offer growth prospects but to a more modest extent.
Notable amongshese ar&lexico (where the population is forecast to grow
by 12 per cent by 2Q1BGver the same peri@DP is expecito grow aB.5

per cent per annum), Japan and countries in the Gulf Carp@aatncil.

In addition, the EU and, to a lesser extent, India offer significant growth
prospects if access difficultiaaloe resolved. While the EU is the largest
sheepmeatmarket in the world, access is distorted towards New Zealand.
New Zealand has a shempat quota into the EU of 227,854 tonnes,
compared witlonly 18,786 tonnes fAwustraliadespite Australia producing
more sheep meat than New Zealand and the glohakevofexports of both
countries being simil#&ustralian access to the EU couldrowpif NZ

supply continues to decline.

The continued existence of this quota imbalaimissistent witfreetrade
policies Achieving a more equitable access tothm& ket should be a
priority for Australian trade negotiators.

Non-tariff trade barriers also currently preclude lamb imports into India. Apart
from these barriers, the prosgéat profitable commerciakportsof

Australian lamb to IndarefavourableAccording to the MLA, if the sanitary
standards applied to India were to ease, imports of 20,000 tonnes from
countries such as Australia would be possible.

Overal] the market outlook for Australian sheep meat looks highly favourable
for growth. Reducingr ade barriers can only irm
prospects.

Economic implications of a conversion of live sheep
exports to processed sheep meats

There appears to be substantial opportunities to substitute significant
guantities of Australian live spavith Australian processtteep meat in the
Middle East.

Developing these opportunities relies on encouraging a progressive shift in
demand by Middle Eastern consumers so that total demand for sheep meat
from Australia is at least maintained at cueeals (inclusive of meat

exported live and processéthavy handed Government interveniiothe

trade & ban) would extinguish the ability to test these opportunities.
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The meat processing sector in WA

In 200708 approximately 5 million heade procesed in WA. In 2002 the
Western Australian meat industry taskfoadestimated that sheep
processing capacity in WA was 8.1 million head.

In studies released by MLA in 2005 and in 2007, it was suggested that an
additional 1.0 million to 1.5 million h@adcessingapacity could be
introduced into WA within 12 months followacessation of the live export
trade. This has been confirmed by our discussions with meat processors
during the course of this study.

I n ACIL Tasmands c osheepindatptocessorsin wi t |
Western Australithe processors suggested that the industry in WA could
process up to 6 million sheep annually without requiring the construction of
any new processing plants. This would entail moving to two shifts per day in
eah processing plant, which may require the employment of some skilled
abattoir workers from aédaote under
diversion of labour that would otherwise be employed by live sheep exporters

To processlomesticallgll of the3-4 million live sheeplomesticallywould
requirethe additionof between 1.5 and 2.0 million head of additional capacity.
This would most likely come from an expansion of the second and third
largest processorather than the reinstatement of any of the plaathave

been closedvhich were typically smaller on average than eastern states
facilities. The expansion of the second and/or third largest processors would
require considerable capital investment but would secure a considerable
increase in the econmm® of scale currently not present in the WA sheep
processing sector.

The effects of this increase in turnover on the WA economy as,awdhole
regional economies in particutauld be considerabées there appear to be
significant differences betwelea value added multiplier created by the live
export trade and exporting shesgat for every $100 of additional output

from exporting sheep livthe additional Gross State Product (GSP) produced
appears to be $82.50; for every $100 of additionat ioutipel meat

processing sect@SP rises by $101.50.

Impact on the live export supply chain

If all of the sheep currently exgattive were processed domesticalbny if
not al| of the activities in the supply chain for live sheep coudetliveced
to other uses at relatively little cost. For example:

A Industrylevies and charges paid by the live export sector are also payable
on slaughtered animals
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A Receivdlees, weigh bridge and other port charges would be replaced by
sale yard fees, agents &wbkabattoir fees

A Virtuallyall transport services would be diverted from transporting live
sheep to porto movinglive sheep to abattoir and sheep meat products to
port. It is also likely that the sheep fead usedo condition the sheep to
the fodcer used on the shiwould be usenhsteado finish sheep for
slaughter (anecdotaflyime lamb feed lotting appears to be expanding in
Western Australia)

A Mostof the AQISfees port costs, wharfage and other FOB charges
(getting the sheep from the dacko the ship and out to sea) waatitd
be incurred in exporting chilled sheep meat products in containers.

A Thebulk of shipping fees on live export vesbatsvould beforegonef
the live export tradendedare not relevanthey are revenues eatiy
foreign owned entities and thus do not contribute GSP or GDP to the
Western Australian and Australian economies.

Reducing the animal welfare concerns  of the export
of live sheep

Part of ACIL Tasmands brief fhiohr t hi
the externalities associated with the live sheep export trade could be reduced
Thiscan be achieved in two broad ways:

A improving the conditiorfer the animals in transit
A reducing the total number of animals exported live from all origins globally.

Improving animal welfare bgducing the total number of sheep exported live
requires a net global reduction in sheep exported live. There is unlikely to be
any welfare gainakports ofAustralian sheep amplaced bgheedrom

other sourcesndeedthere could be a reduction in net welfare if the welfare
standardn thealternativesourcds lower than that of Australa if the sheep

have to travel further.

Reducing the effects of live export subsidies

The least cost way of reducing the exteesatitithe trade for Western
Australian farmers and the WA econasip increase the level of

substitution between Australian (and even global) live sheep and Australian
processed sheep maathe major countriesporting live sheep

This would ensurthat:

A Thereis limited substitution between Australian live sheep and sheep from
other origins

A Thefull valueadding opportunities can be captured by the WA economy
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A Therewould be a corresponding reduction in the reliance of the WA sheep
industry on théive sheep trade to the Middle Easiich is dependent on
continuation of subsidies and other trade distorfldresMiddle East
market can be characterised as havingntegbentiorrisks,with a
relatively small number of countries serviced by a smaknof
exporters, and prone to animal welfare concerns.

Substitution oAustralian processed meatAaoistralian live sheep could be
achieved using a number of strateigielsiding:

A Correction of the distortions caused by the subbigasplying thernto
both live and processed products

Removal of the 5 per cent tariff on frozen sheep tmetasapplied in a
number of Middle Eastncountries

A

A Greatededicated marketing by government and inddesigned to
promoe Australian processed sheep meatymts in the Middle East

A

Vertical integration between the WA sheep industry and the Middle East,
e.gMiddle Eastrninvestment in major processing facilities aratior
alliance betweaifA process@andmajor sheep meat wholesalers.

A reduction of the $sidiesand/or their application to processed products
requires Australian governments to lobby the major subsidising importing
countries. Lobbying to reduce the distortions of the import imshappears

to be in the interests of the Western Austratanomy andnimalwvelfare

groups if the live sheep are substituted with sheep meat processed in WA. If
this substitution is achieved WA farmers may be no worse off if it leads to
improved processing efficiencies thatwaayld in parbenefit from, and it

woul lead to a reduction in the reliance on the Middle East market.

Other strategies for increasing sheep meat exports

Creating new or additional demand for WA processed sheep meat in other
non-Middle Eastrnmarkets would also provide opportunities to redire
sheep otherwise destined for the live sheep Tiaete. appear to be a number
of existing marketbutto maximise their net value it would requdeice

trade barriers for Australian sheep meat exports to Europe and India.

Strategies for increassigeep meat exportgher than through trade
negotiationgnclude undertaking more intensive international promotional
campaigns and raising Australiabds i
investments in research, development and extensioroultiavolve

finding ways to increase the efficient use of water and anprgyethe

recovery of saleable meat and edible offals, and improve working conditions.
Other key areas where R&D can help increase competitiveness are: increasin
reproductive ratedecreasing mortality rates, reducing age at sale, and lowerin
the cost of production.
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Encouraging investment in modern processing capacity in WA

It is likely that the effects of the Lamb Marketing Board are still being felt in
the WA processing sectd3!$ World data suggests that, on averége
processors are smalleariithose in the eastern states. This could in part be
due to the WA Governments lamb market intervention. Other possible factors
include the geographic spread of sheep production angupdity roads

when the sites for these facilities were being chosen.

Improvements in the efficiency of the WA processing sector wilitsmakeat
productamore competitive with the live sheep trade, even if the trade
distortions remain. An increasehia tapacity of one of the secotiird or
fourth-largest processors in WA would enable significant economies of scale t
develop. This would reduce processing costs, some of which would be sharec
(in a competive market) with sheep producers and comsjmand may

translate to increased sales

Increasdprocessingfficiencycouldalso be achieved by investments in
research and development by the industry and governments.

Achieving significant scale economies in some of the existing plants would
require aonsiderable level of investmdihie ability of the current owners of
these facilities to makechinvestmerg partcularly with the precarious stat

of the WA sheep flocis likely to be seriously limitéthis may be particularly

so for WAMMCQwhid is a cooperative. Some consideration should be
given by WAMMCO members to the ability of the cooperative to raise the
amount of capital to significantly increase its cgpaxtywhether their

interests as sheep producers may be better served by |ld@nguaina selling

the processing facilities to a well capitalised company. This may even raise th
possibility of vertically integrating a portion of the WA processing sector with
Middle Eastrnprocessing, wholesaling, distribytoonetailing interest

At present, WA sheep producers who are members of WAMMCO are
potentially seeing their equity in the cooperative being eroded by the subsidie
paid to the live export sector by some countries in the Middle East.

However, large investments in processipgaity raises a broadievestment
sinkdissudf the WA sheep flock continues to decl@entinuation of the live
export trader an increased utilisation of exishgeprocessing capacity
would not incur any additiorsdginificantnvestment.

Progressive tightening of animal welfare standards

While substitution and trade diversion are policies the Government and
farmers could adopt to improve animal welfare, another is to increase the
welfare standards of live exports.

Executive Sum mary XX



ACIL Tasman

Economics Policy Strategy

Australian live sheep exports

Animal welfare, as measurednoytality ratesappears to have improved
significantly foAustraliarive export sheep.

Progressively tightening animal welfare and safety standards would mean tha
Middle Eastern consumevsuld beconfrontel withmore of thecost of the

animal welfareonicerns of the Australian community. @fect of this policy

Is that itwouldbecomancreasingly more expensawnelless profitable

(perhaps even ultimately uneconomic) to export live sheep (unless buyers in
the Middle Easterewilling to pay a large premifwn improved animal

welfare and safety pract)ces

An increase in the welfare standards, where the Middle East coesrsyar b
least some of the costs as they are passed through and not swisildised
lead to an increase in stifoition of live sheep with processed meat. However
it mayalso increase the levebabsidy paid byliddle Eastern governments
that would be requiréd support the live sheep trade. If the subsidy were
simply raised to offset a rise in welfare stdsdaen there is unliketybe
significant substitution with sheep meat.

Businesses in the live sheep supply titetican most efficiently improve

their animal welfare and safety practices (or who have already adopted good
practices) will be able to continue expoltinger than other businesses. This
selfselection proce$svourseconomic efficiency.

A drawback of this policy is that it may be difficult for the Australian
Government to dictate and enforce animal welfare standards once the sheep
are unloaded at theréagn portSome will alsargue that a long seayage

across multiple climatic zonsal always be stressful to an animal and
inhumaneregardless of how high welfare and safety standards have been set.

Another risk of this policy is thas animal eifare standards of Australian
sheep are progressively improved, live stieemther sourcesould be
substitutedor Australiarsheep. If these sheep are not managed to the same
standardthere may not be any welfare gains from this approach.

Market -based allocation of declining export permits

To ban the trad¢he Government would need to be convinced that the net
gain inanimal welfare exceeded the costs to the industry and the economy
from a cessation of the trade. Banning the trade incurs a riskedtinating
the animal welfare gains and reducing economic a8tityl risk
management principles suggestitjtatel handed policy instruments should
beconsideretty Governmenand possibltested before heavy handed policy
options aremposed

Executive Summary XXi



- Australian live sheep exports

ACIL Tasman

Economics Policy Strategy

As noted previasly, banning or restricting the trade also runs the risk of live
export customers substitutinge sheep from alternative suppliers
Australiarsheep. This raises the risk that, unless the trade is banned by all
sheep producing countries, or universahal welfare standards are
establish# there is no net welfare gain and possiigjfare loss.

The cost of phasingut the trade could be reduced by imposing a declining
guota on the number of live sheep that can be exported eaalitlyearious
means of allocating the quota to WA farmers.
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1 Introduction

ACIL Tasman has been commissioned by the World Society for the Protectior
of Animals (WSPA) to analyfem both a national and regional perspective,
the economics and policy settings of theshieep export trade from Western
Australia.

The purpose of the study is to analyse how a sustainable improvement in the
welfare of live export sheep could be achieved at least cost to the Australian,
and in particular the WA economy, taking into acdoaiikely net global

animal welfare gains.

This report makes no recommendations about the future of the live sheep
export trade from Australia.

2 Aims and objectives of this study

The aim othis study iso providethe WSPAwith a broad overview of the key
economic factors supporting the bheep for slaughter trade from Australia

to determine thkeast cost and lowest risk options to reduce the animal welfare
externality.

Our approach has been to consider:
A the structure of the (WA) sheep industry arehteérends

the likely level of substitution between AustraliasHaegmnd processed
sheep meat in the Middle East

A
A rest of the world (ROW) demand for lamb and sheep meat
A

alternative usdsr some of the enterprises involved in the supply of live
sheepn Western Australia.

The report concludes with a section on the likely costs and benefits of a
number of approaches, some market based and some regulatory, that may le
to a reduction in the animal welfare externality of the live sheep export trade.

2.1 Overv iew of Australian live sheep and sheep
meat exports

2.1.1 The Australian sheep industry

Australigorovidesapproximately six per cent of global sheep products, 25 per
cent of global trade in sheep meat products (including lamb), and 40 per cent
of the awerdl ddsvetrsheep (Curtis and
flock isthe secondlagg¢ i n t h e wuwhich idtwiaefas large a<C h |
Austr aFguell).s (see
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The Australian sheep flock has declined consideral@yastttwo decades

the profitability of wogbroduction has fallen and drought has reduced
carrying capacity. For example, in 2008 the WA and Australian sheep flocks
were 18.40 million and 79.30 million head respectively. This compares with
flocks of .11 million head in WA and 118.55 million in Australia in 2000

Figure 1 Size of sheep flock in major sheep producing countries
(2005-06)
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Data source: Curtis and Dolling (2006)

Whil e Australiads shbeendgminatadtdywwsd ry he
production, sheep meat production has become an increasingly important
driver of developments in the industry. In recent years, producers have shiftec
resources from wool production to other farm enterpsisels as prime lamb,
crops and beef cattle.

According to the latest figures from the Australian Bureau of Statistics (ABS),
from March 2008 to March 2009 Australia prodd2ga35tonnes of sheep

meat. In that period, 37 per cent of the meat produced was mutton and the
remainings3 per cent was lan(letcher, Buetre, & Morey, 2009)

Figure2 summarises the data available on production of mutton and lamb
meat in Australia from 1973 to 2008. The data show that a relatistgtco
trend has been followed throughout the period for mutton, but that lamb has
experienced a surge in the last ten years.
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Figure 2 Production of mutton and lamb meat in Australia, 1973 -2008
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2.1.2 The Western Australia n sheep industry

As will be discussed in more detail in the next chapter of the report, Western
Australia is the most i mportant sol
accounting for nearly thrgaarters of the valué Australian live sheep

exports in 20008.

Tablel presents key statistics on the Western Australian sheep industry from
200304 to 200-08. The data indicate that live sheep exports account for
approximately 40 per cent of wifnthat is, sheep/lambs slaughtered or
exported) in Western Australia. The
and live exports over the period has been relatively volatile, with lamb and
mutton exports achieving a gross value of $235 million @06 pared

with a gross value for live sheep exports in the same year of $232 million.
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Table 1 Western Australian sheep industry statistics, 2003 -04 to 2007 -08

2003-04 2004-05 2005-06 2006-07 2007-08F

Numbers at 30 June (6000) 25,063 25,592 23,042 21,500 21,500
Sheep Slaughtered (6000) 1,845 2,205 2,121 2,614 1,800
Lambs sl aughtered (6000) 2,392 2,467 2,798 2,523 2,200
Sheep/ |l ambs exported (600 2,733 2,792 3,401 3,332 2,700
Turnoff (6000) 6,970 7,464 8,320 8,469 6,700
Live sheep as % of turn off 40% 37% 41% 39% 40%
Mutton produced (6000 t) 37.1 43.8 45.9 53.6 37.0
Lamb produced (6000 t) (c 47.2 49.1 58.1 50.6 44.0
Gross value of WA sheep meat and live exports ($m)
-lamb and mutton 193 210 241 235
-live exports 188 177 234 232
Total 381 387 476 467
Live exports as a proportion of the total 49% 46% 49% 50%

Note: F = forecast, (c.w.) = carcass weight

Data source: WA Department of Primary Industries

2.1.3 Importance of live sheep and sheep meat exp orts

In the last few decades, export markets for lamb and mutton, as well as live
animals, have become increasingly crucial for Australian sheep producers.

Live sheep exports

Australiads | ive sheep t wheth betwagnp e a I
7 and 8 million sheep were exported ann{igallyeau of Agricultural

Economics, 1985%ince then exports have declined to averages of
approximately 4 million sheep per annum between 2003 and 2008. At a
dressing percentage ofk@2per sheephis equates to approximately

88 tonnes of sheep meat.

MLA (Jones & Weeks, 200@)s forecast fall inlive sheep exports a
further 13 per cent by 2Q18ainly due to strong processor competitioraand
signifcant reduction in the Australian sheep flock.

The Middle East is Australiads most
fact, during the period analysed in the figure, the Middle East imported about
95 percent of live sheep exports from Australia, venegproximately equal

to 84 tonnes.

Sheep meat

Between 1988 and 2005, not only had lamb production increased by 42 per
cent,butthe proportion exported rose from 15 per cent to 43 per cent.

Aims and ob jectives of this study 4



- Australian live sheep exports

ACIL Tasman

Economics Policy Strategy

In 200708, Australia exported 119,496 tonnes of mutton-(bpaed 43,827
tonnes of mutton (boreut), in addition to 134,101 tonnes of lamb (one

and 32,499 (bormut). Thus a total of 329,923 tonnes of processed sheep meat
was exported from Australia in 2087

Key drivers for the increase in demand for Aliestrlamb and mutton
includetrade liberalisation in the United Stateslining production in major
lamb markets (such as Europe and the United Siatiésyl export growth
from competitors such as New Zeajasdwell as rising demand in Asia and
the Middle Eastue to disease outbreaks affecting beef and poultry.

The patterns evident from sheep meat exports to the world are very different
to those observed above in the live export trade~taiee3 indicates that

OECD ountries are the most important destingtosheep meat exports
originating from Australia.

Figure 3 Sheep meat exports from Australia to selected regions, 1990 to 2008
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I n fact, OECD countries imported at
meat exports during the period 1990 to 2008.

Note that the patterwith ASEAN countries is similar. However, their
importing magnitude comparatively smaller. ASEAN nations only imported
around 7 per cent of total sheep meat exports from Australia.

The Middle East also plays an important role for exports of processed meat.
For the financial year 260 0 8, Austr al i thérsgioh a mb n
amounted to 23,700 tonnks. s Austral i ads premier
tonnes in 200@8. In 2007, thdAEe mer ged as Awustr al i a
lamb market after the US.

Finally, China seems to be embarking upon a strong upward tredd towar
increased consumption of Australian processed meat.

Overall, the trade data indicate that the live and processed sheep markets
behave quite differently. The live sheep market is smaller and dominated by t
Middle East demand, while the processed nakénis substantially larger

and dominated by demand from OECD countries.

3 Live sheep exports

The first reported Australian live sheep export was in 1845. By 1895 about
1,000 live sheep were exported annually. Regular trade to the Middle East
developed ding the 1970Qsvith demand coming principally from Iran.

Until the mid1990s, much of the Australleve sheep trade was based on the
export of largé&framed generally oldewethers. Falling wool prices in the

1990s caused many sheep producers to swaiedp production. However,
exports rose fairly sharply at the start of this decade but have since declined
againdue in part to drought conditions constraining supplyalsd to
competition from strondemand fotamb and sheep meat

Australian sh@eare now exported live to many countries in the Middle East
with Saudi Arabia, Kuwait, the UAE, and Jordan the major importers. Bahrain,
Oman and Qatar also consistently import live sheep.

3.1 Overview of the live sheep trade

In 200809, exports of live sk accounted for around 11 per cent of total
sheep turnoff in Australia and 15 per cent of the total value of sheep meat
production(ABARE, 2009)In 200708, Australia exported around 4.1 million
sheep, valued at approxima$g0 million. However, the volume and value
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of live sheep exports has been volatile, ranginggirbmillion head in
200102 with a farm gate value of approximatedp#4llion, to 3.4 million in
200405 valued at approximately $210 millionHigeeed).

Figure 4 Value and volume of Australian live sheep exports (1989 -90 to
2007-08)
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Data source: ABARE

The volatility of the international trade in live sheep is appafenirib,
which shows Australia as a dominant supplier of live sheep. The main factors
causing the volatility in the global live sheep trade appear to be:

A disease outbreaks and trade restrictions
A climate variability in major production regions (e.g.ldrougustralia)

A size of the international sheep flock and status (e.g. dispersing or
rebuilding).
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Figure 5 Volatility in the global live sheep trade (1961 to 2003)
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The vast majority (nearly 74 per cent i7-B8) of sheep destined for the live
export trade are loaded in Western Australia (with Fremantle being the main
loading port); while 14 per cent and 12 per cent of shipments were sourced
from Victoria and South Australia respectively in@8Q3eé&igure). As

noted previously, in WA, live sheep exports account for about 40 per cent of
sheep turnoff.

The impact of changes to livestock export standards, the cessation of exports
to a particular market, or increases in the Aastgaiceare thus likely to be
felt disproportionately and most acutely in Western Australia.
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Figure 6 Australiads |ive sheep expor-08 by st
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Data source: (Drum & Gunning-Trant, Live Animal Exports: A profile of the Australian Industry, 2008)

According to ABARE farraurvey data, WA broadacre farms have, on
average, increased their turnoff of sheep from a low of 1,325 per property in
200203 to a high of 1,744 in 2006.In 200506, on averagd5b per cent of
sheep sold per WA property were destined for live &pam & Gunning
Trant, Live Animal Exports: A profile of the Australian Industry,.2608)
200506, the average number of atémsant to the live export market was 691
per property, a 28 per cembre than the averageer the previous fivgeas.

ABARE (Drum & GunningTrant, Live Animal Exports: A profile of the
Australian Industry, 200&}lieveshtat, in the medium term, further growth in
Australiads |ive sheep trade will |
sheepfollowing flock liquidations arising from the drought and perceptions of
continuing low wool production profitability. Despite depreciation of the
Australian dollar, the impact of lower supplies on the prices of Australian live
sheep exports will make them less compaetitiithose from competitors

such as Sudan and China.

2The survey only reports datafooperties witt800 or more sheep.
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